TaxXML Areas of Taxation 

Indirect Taxation

An indirect tax is basically defined as a tax levied on goods or services rather than on persons or organizations.  The tax is not paid directly, but is passed on by an increase in expenses.  For instance, you do not pay a tariff directly.  But when you buy imported merchandise, the price includes any tariff taxes paid.  The tax increases the price of a good so that consumers are actually paying the tax by paying more for the products.  

The tax, therefore, is levied within the context of an activity or event in which goods or services are involved that may give rise to such taxes.  The taxpayer is a participant in the activity such that the role they play identifies their tax responsibility.

The activities and events that give rise to indirect taxes and the exchanges of information that facilitate them are not necessarily tax specific, but may contain tax elements.  For TaxXML, this indirectness implies that the tax information requirements must be analyzed within the context of these external events. 

No quarrel with that at all. It highlights well the importance of the context of events that have to be included in any consideration of indirect taxation.

Scope of Indirect Taxation

Activities or events (transactions) that give rise to indirect taxes:

In a European Union (EU) indirect tax context the events are described as imports, acquisitions and business transactions, with most business transactions involving supplies of goods or services. In general all supplies of goods are subject to VAT and all supplies of services are subject to VAT if they attract a consideration.

In an EU indirect tax context, the types of supply are categorized as follows:

· sale; 

· hire-purchase, conditional sale, credit sale or similar transactions; 

· loan; 

· exchange; 

· hire, lease or rental; 

· process (making goods from someone else's materials); 

· sale on commission (for example, by an auctioneer); and 

· sale or return or similar terms.

In an EU indirect tax context an import is the arrival in an EU member state of goods from a country which is not an EU Member state and an acquisition is the arrival in one EU member state of goods from another EU member state. The converse of these two transactions are exports, where goods are sent from an EU member state to a country which is not an EU member state and dispatches, where goods are sent from one member state to another EU member state.

· Sales - The exchange of goods or services for an amount of money or its equivalent; the act of selling.
· Rentals - Transfer of possession, but not title, of tangible personal property (for consideration) to a customer for use. Rental periods are typically shorter than lease periods. For some jurisdictions, rental and lease are synonymous.

· Asset Movement - Capital assets that are moved by the taxpayer from one taxing jurisdiction to another.
· Inventory Removal - Items withdrawn from inventory and used by the taxpayer in an internal taxable use and not for the same exempt use as originally purchased.  Example:  A calculator is removed from inventory to be used by an employee.  The company originally purchased the calculator for resale.
I think the definition of Inventory removal above must result from sales tax usage. The nearest equivalent I can think of in an EU indirect tax context is the removal from business inventory of a good for personal use (by the owner of the business or an employee) in which circumstances VAT must be accounted for on the value of the good.

Tax impositions that result from these activities or events based on the circumstances involved:

· Sales Tax - A tax levied on the sale of goods or services, generally calculated as a percentage of the selling price. The retailer, who remits the tax to the government, usually collects the tax in the form of an extra charge.

· Use Tax - A tax liability that is imposed on the storage, use, consumption and sometimes distribution of property or services.  Consumer use taxes typically arise when the seller that provides the goods or services is not registered to bill and collect the tax in a taxing jurisdiction.  Use tax is complimentary to sales tax and is accrued (self-imposed) by a business.  
· Value Added Tax (VAT) - A tax that is imposed on the value (the difference between a company's purchase price and sales price) that a company adds to a product or service. Unlike sales and use taxes which are typically imposed on the sales or purchase price to the final consumer, value added taxes are generally imposed on all sales of goods and services.

The important proviso that I think is missing from this definition is that in a VAT scenario, tax is payable on accretions of value throughout the supply chain. The supplier of goods or services has to account for VAT on the value of his sale while the customer can deduct the VAT charged to him by the supplier from the net amount of VAT for which he has to account to the tax authorities. This heightens the important of a tax document (normally an invoice) which passes between the supplier and the customer and records the amount of output tax VAT for which the supplier has accounted and the amount of input tax VAT on which the customer can base his deduction.

· Excise Tax - A tax imposed on the, sale or consumption of commodities or services such as fuel, cigarettes, utility services, alcoholic beverages, automobile rentals, etc. These taxes are often imposed at the retail or wholesale level of commerce.
Excise tax (also known as Excise duty) can also be imposed at a determined point in the production process.

· Tariff - Customs duties on merchandise imports, levied on an ad valorem (percentage of value) or specific basis (e.g. $5 per 100 kilograms).

Tax Participants

With the indirect nature of the activities and events in regards to tax, the identification of the roles that a party plays (such as buyer, seller, owner) within an event are appropriate for that context.  The roles of a party as they relate to tax (such as taxpayer, tax collector, tax agent) are implied from the circumstances of the event, but are not explicitly labeled.  

However, the information 

Has the missing further information now been added?

Sales Process

Within the sales process, 

Traditional Invoiced Sale Interchange of Information

· Quotation

· Order

· Invoice

· Payment

For a VAT scenario, the heightened importance of a tax document (normally an invoice) which passes between the supplier and the customer and records the amount of output tax VAT for which the supplier has accounted and the amount of input tax VAT on which the customer can base his deduction has to be emphasized as part of this.
Evaluated Receipts Settlement Interchange of Information

These transactions are usually an electronic process whereby the purchaser submits an order to the supplier who ships goods upon acceptance of the order. The purchaser then processes payment of the amount based on the order terms. The supplier issues no invoice. The purchaser must remit sales or use tax with the payment based on the jurisdictions where the supplier is registered and would have collected tax had an invoice been issued. The purchaser's system will calculate the sales tax as if the supplier had issued an invoice. If no tax is calculated, the purchase will then be processed through the use tax accrual process.
· Quotation

· Order

· Tax Invoice

· Payment

Due particularly to the increasing take up of E Commerce, the Evaluated Receipts Settlement model is also becoming more prevalent in a VAT environment. In the United Kingdom, this business model is referred to as “Self Billing”.

As an example of its increasing acceptance as a standard pattern of trade, until December 31st 2003, any VAT registered business in the United Kingdom had to obtain authority from H M Customs & Excise before it was able to use tax documents produced from a Self Billing system as evidence of output tax VAT to be accounted for by the supplier and input tax VAT to be deducted by the customer.

With effect from January 1st 2004, the implementation of the EU invoicing directive (Council Directive 2001/115/EC, 20 December 2001) makes the Evaluated Receipts Settlement/Self Billing business model a mechanism which is acceptable for VAT purposes throughout all member states of the EU.

The fundamental difference between the Evaluated Receipts Settlement/Self Billing and the more normal business models is that in ERS/Self Billing, the customer is responsible for the issue of the tax invoice. This means that the customer determines how much input tax VAT he will deduct in respect of the supply received and uses a “Self Billed Tax invoice” to advise the supplier how much output tax VAT the supplier is required to account for in respect of the supply.

In the United Kingdom, the customer is required to endorse the “Self Billed Invoice” to the effect that “THE VAT SHOWN IS YOUR OUTPUT TAX PAYABLE TO CUSTOMS & EXCISE”. This is an attempt to counteract the risk that the supplier will treat the “Self Billed Invoice” as a purchase invoice and add the VAT on it to the input tax VAT which he recovers from the tax authority – leading to a double tax loss.

The other major risk is that the supplier will issue his own tax invoice for a supply for which a “Self Billed tax invoice” is also issued by the customer. Although the supplier is unlikely to account for output tax VAT twice, it is considered much more likely that if this was to occur, the customer would deduct the input tax VAT shown on the supplier’s tax invoice as well as that shown on his own “self billed tax invoice”.
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I am advised that a full Sales process description would also include the following messages. I have shown the Supplier process and the customer process which would terminate either end of these messages.

	Supplier(Seller)
	Additional Message
	Customer

	Process Order/Determine Order Acceptance
	Order response

Supplier to Customer
	Place Order

	Receive Advice
	Rectification Advice

Supplier to Customer
	Delivery Reconciliation

	Sales Reconciliation
	Invoice response

Customer to Supplier
	Purchase Reconciliation

Reconcile Invoice to Purchase order and/or received items and/or receipt quality criteria.

	Sales Reconciliation/Reconcile Payment
	Debit Note

Customer to Supplier
	Purchase Reconciliation

	Sales Reconciliation/Reconcile Payment
	Credit Note

Supplier to Customer
	Purchase Reconciliation

	Reconcile Payment
	Statement
	Process payment


Description of additional messages.

The order response confirms the supplier’s receipt of the customer’s order.

The rectification advice confirms action that the supplier has taken to resolve any mismatch indicated by the customer’s receipt advice

The invoice response indicates that the customer has accepted the supplier’s invoice.

The Debit note indicates that the supplier has not fully met the customer’s requirements and value is owed to the customer by the supplier.

The Credit note indicates that the supplier has not fully met the customer’s requirements and value is owed to the customer by the supplier.

The Credit note is normally issued by the supplier and the debit note by the customer. In an EU VAT environment, no credit note must be issued if the Debit note is being used to evidence the adjustment in the value of the supply.

The statement gives a snapshot of the customers account with the supplier at a fixed point in time.
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I am advised that a full Evaluated Receipts Settlement/Self Billing process description would also include the following messages. I have shown the Supplier process and the customer process which would terminate either end of these messages.

	Supplier(Seller)
	Additional Message
	Customer

	Process Order/Determine Order Acceptance
	Order response

Supplier to Customer
	Place Order

	Sales Reconciliation/Reconcile Payment
	Debit Note

Customer to Supplier
	Purchase Reconciliation

	Sales Reconciliation/Reconcile Payment
	Credit Note

Supplier to Customer
	Purchase Reconciliation

	Reconcile Payment
	Statement
	Process payment


Description of additional messages.

The order response confirms the supplier’s receipt of the customer’s order.

The Debit note indicates that the supplier has not fully met the customer’s requirements and the supplier owes value to the customer.

The Credit note indicates that the supplier has not fully met the customer’s requirements and the supplier owes value to the customer.

The Credit note is normally issued by the supplier and the debit note by the customer. In an EU VAT environment, no credit note must be issued if the Debit note is being used to evidence the adjustment in the value of the supply.

The statement gives a snapshot of the customers account with the supplier at a fixed point in time.

Information Exchanges (Documents) for Sales Process

Invoice

A collection of line items related by an invoice number that are processed at the same time. When a collection of line items is processed without an invoice number each line item is treated as separate invoice for both tax calculation and reporting purposes.

In an EU model, legislation (based on the EU invoicing directive [Council Directive 2001/115/EC, 20 December 2001], implemented on January 1st 2004), precisely specifies the minimum contents of a tax invoice. If these requirements are not met, the invoice will not satisfy the tax authorities either as evidence of the value of output tax VAT for which the supplier has accounted, or as evidence of input tax VAT on which the customer can base his deduction. The list of minimum elements includes: “a sequential number, based on one or more series, which uniquely identifies the invoice”. In an EU VAT environment therefore, it is not possible simply to say: “When a collection of line items is processed without an invoice number each line item is treated as separate invoice for both tax calculation and reporting purposes”.

The full list of minimum elements required in a tax invoice by the EU invoicing directive is:

- the date of issue; 
- a sequential number, based on one or more series, which uniquely identifies the invoice,
- the VAT identification number referred to in paragraph 1(c) under which the taxable person supplied the goods or services; 
- where the customer is liable to pay tax on goods supplied or services rendered or has been supplied with goods as referred to in Article 28c(A), the VAT identification number as referred to in paragraph 1(c) under which the goods were supplied or the services rendered to him; 
- the full name and address of the taxable person and of his customer; 
- the quantity and nature of the goods supplied or the extent and nature of the services rendered; 
- the date on which the supply of goods or of services was made or completed or the date on which the payment on account referred to in the second subparagraph of point (a) was made, insofar as that a date can be determined and differs from the date of issue of the invoice; 
- the taxable amount per rate or exemption, the unit price exclusive of tax and any discounts or rebates if they are not included in the unit price; 
- the VAT rate applied; 
- the VAT amount payable, except where a specific arrangement is applied for which this Directive excludes such a detail; 
- where an exemption is involved or where the customer is liable to pay the tax, reference to the appropriate provision of this directive, to the corresponding national provision, or to any indication that the supply is exempt or subject to the reverse charge procedure; 
- where the intra-Community supply of a new means of transport is involved, the particulars specified in Article 28a(2); 
- where the margin scheme is applied, reference to Article 26 or 26a, to the corresponding national provisions, or to any other indication that the margin scheme has been applied; 
- where the person liable to pay the tax is a tax representative within the meaning of Article 21(2), the VAT identification number referred to in paragraph 1(c) of that tax representative, together with his full name and address.

Tax information elements

· Invoice elements used in ‘determine tax’ process

· LineItem.InvoicedQuantity

· LineItem.BasePrice

· LineItem.Item.Category

· LineItem.Item.Identification

· Buyer - A role that a party assumes in a transaction where that party is the purchaser of products and/or services from another party (seller) and either; consumes the product, uses the product as input material for manufacturing, resells the product.

· Tax Identification - An identifier of a unique party (person or organization) to a Tax Authority as a taxpayer.
· Exemption Certificate - A document that when properly completed by the purchaser and accepted in "good faith" by the seller allows for the elimination of tax on a transaction or series of transactions.

· Seller - A role that a party assumes in a transaction where that party is the supplier of products and/or services to another party (buyer).
·  Tax Identification - An identifier of a unique party (person or organization) to a Tax Authority as a taxpayer
· Deliver To Location – A role that a location, commonly identified by an address, assumes in a transaction where that location is the site to where goods or services are delivered or provided.

· Send From Location– A role that a location, commonly identified by an address, assumes in a transaction where that location is the site from where goods or services are delivered or provided out of.

· Tax elements resulting from ‘determine tax’ process

· Place Of Supply – The location identified as the situs for tax purposes.  It provides an indication of where tax is due and who is liable to account for the tax.  

· Tax(s) - Any fee, surcharge, tariff or other charge legislated or collected by a government (local, state, national, etc).

· Tax Type – An identification of the type of tax that is imposed (i.e. Sales, VAT, Excise, etc.)

· Jurisdiction - A political geographic area or areas for which a legal authority is responsible.  A jurisdiction could be a country, state, county, city, district, or other political geographic entity.
· Taxability Type – An identification of the taxability of the circumstances involved in a transaction for a specific tax type and jurisdiction (i.e. taxable, non-taxable, exempt, etc.)

· Tax Amount

Has the missing further information now been added?
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