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Tax issues in digital convergence
This insert highlights a few of the many tax
issues – and tax planning opportunities –
that make it vital for the tax department to
be involved in decision-making from the
beginning of the convergence process.

Direct tax issues
• Convergence will undoubtedly result in
significant costs for capital expenditure,
research and development (R&D), and
opportunities to create intellectual
property. The value of these investments
could be significantly increased with
effective tax planning.

Deloitte Touche Tohmatsu report, The
trillion dollar challenge – Principles for
profitable convergence, was released late
in 2005, it made the case that digital
convergence is:
• resulting in new and diverse products and
evolving delivery platforms for businesses;
• creating confusion and uncertainty in the
marketplace; and
• creating opportunities for those
businesses willing to invest the time and
resources necessary to move forward and
compete in a global marketplace against
competitors they previously did not face.
Convergence also raises a number of critical
tax questions. For example, as borders
dissolve for business purposes, which
government entity has the right to tax?
As different products and ideas enter the
marketplace, how will a good or service be
defined and what types of taxes will be
applicable? How a business tackles these
and other tax questions can make the
difference between profit and loss in this
constantly changing environment.
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• Organizational convergence may involve
mergers, acquisitions, joint ventures, and
partnerships with other businesses all of
which can be structured to maximize tax
efficiency from a transactional,
operational, and exit-route perspective.
• Convergence often leads to a shift in the
business model and value chains of a
business. This may influence the location
of where income is earned or risks are
borne. Evaluate internal transfer pricing
models from a tax perspective to
determine the most efficient tax position
is achieved.
• Convergence typically involves increased
use of the Internet to download products
and services. Bringing the Internet into
the equation blurs traditional tax
residency borders and may result in
unintended tax consequences unless
there is careful planning in advance.
• Convergence may also result in the
dislocation of human capital resources.
This may influence where it is best to
source human capital, whether it be
offshoring or near-shoring, how best to
move your human capital resources, and
how best to incentivize your human
capital resources on an after-tax basis.
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Indirect tax issues
• The new products and delivery platforms
created through convergence could have
complex tax implications in countries that
impose a value-added tax (VAT).
Investigate potential VAT issues early in
the planning stages to avoid possible
financial penalties and damage to your
company’s reputation.
• VAT treatment and compliance
obligations may differ depending on
whether a business is acting as an agent
or a principal in a transaction. Be sure to
make this determination at the outset.
• Consider whether your business is
supplying goods, services, or a
combination of the two, and in which tax
jurisdiction they will be supplied.
Competitive advantages may be possible
by establishing a business in a country
with a lower VAT rate.
• Remember that numerous VAT
simplification measures are available to
businesses. These can ease compliance
burdens – and possibly help you avoid
having to register in multiple VAT
jurisdictions.
• If convergence results in mergers,
acquisitions, or joint ventures, it is vital to
perform VAT due diligence to obtain
reasonable assurance that there are no
‘hidden’ VAT costs. Also consider the
recoverability of VAT on transaction costs.
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Conclusion

R&D tax credits
• Convergence creates significant R&D
opportunities through the development
of new products and ongoing
improvements to existing products and
services. R&D tax incentives are available
in many countries. Be sure to take
advantage of these incentives wherever
possible to minimize development costs.
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• Many countries offer R&D incentives for a
surprisingly wide range of activities, such
as overcoming issues associated with
system uncertainty where there are
significant technical challenges. Be sure to
determine whether any of your
‘nontraditional’ R&D activities are eligible
for tax credits.

Convergence represents opportunity and
challenge for executives, and tax is an
important – and often neglected – aspect of
the decision-making process. A review and
evaluation of tax issues could determine
whether a business is a winner, bystander or
loser in the convergence evolution.

Responsibilty

Telephone

Email

Global Tax TMT Leader

+1 416 601 6684

jruffolo@deloitte.ca

Al Royse

Americas Leader

+1 415 783 4794

aroyse@deloitte.com

André Claes

EMEA Leader

+32 2 6 00 6670

aclaes@deloitte.com

Stuart Osborne

Asia Pacific Leader

+612 9322 5912

stosbourne@deloitte.com.au

Natan Aronshtam

R&D Leader

+1 416 643 8701

naronshtam@deloitte.ca

Scott Flicker

IAS Leader

+1 408 704 2414

sflicker@deloitte.com

Dennis Knowles

Indirect Tax Leader

+44 20 7007 3822

dwknowles@deloitte.co.uk

Keith Reams

Transfer Pricing Leader

+1 415 783 6088

kreams@deloitte.com

Jeff Kummer

Thought Leader

+1 202 220 2148

jkummer@deloitte.com

Mike Reichert

Technolgy Leader

+1 408 704 4406

mreichert@deloitte.com

Jim Nason

Telecom Leader

+1 973 683 7478

jnason@deloitte.com

Piet Hein Meeter

Media Leader

+31 20 582 4351

pmeeter@deloitte.nl

John Ruffolo
Region

Service line

Speciality

Disclaimer
The information contained herein is provided by Deloitte Touche Tohmatsu and is intended to provide general
information on a particular subject or subjects and is not an exhaustive treatment of such subject(s).
Accordingly, the information is not intended to constitute accounting, tax, legal, investment, consulting or other
professional advice or services. The information is not intended to be relied upon as the sole basis for any decision
which may affect you or your business. Before making any decision or taking any action that might affect your personal
finances or business, you should consult a qualified professional adviser.
The information contained herein is provided as is, and Deloitte Touche Tohmatsu makes no express or implied
representations or warranties regarding the information contained herein. Without limiting the foregoing, Deloitte
Touche Tohmatsu does not warrant that the information contained herein will be error-free or will meet any particular
criteria of performance or quality. Deloitte Touche Tohmatsu expressly disclaims all implied warranties, including,
without limitation, warranties of merchantability, title, fitness for a particular purpose, noninfringement, compatibility,
security, and accuracy.
Your use of the information contained herein is at your own risk and you assume full responsibility and risk of loss
resulting from the use thereof. Deloitte Touche Tohmatsu will not be liable for any special, indirect, incidental,
consequential, or punitive damages or any other damages whatsoever, whether in an action of contract, statute, tort
(including, without limitation, negligence), or otherwise, relating to the use of the information contained herein.
If any of the foregoing is not fully enforceable for any reason, the remainder shall nonetheless continue to apply.
About Deloitte
Deloitte refers to one or more of Deloitte Touche Tohmatsu, a Swiss Verein, its member firms, and their respective
subsidiaries and affiliates. Deloitte Touche Tohmatsu is an organization of member firms around the world devoted to
excellence in providing professional services and advice, focused on client service through a global strategy executed
locally in nearly 150 countries.
With access to the deep intellectual capital of 120,000 people worldwide, Deloitte delivers services in four professional
areas-audit, tax, consulting, and financial advisory services-and serves more than one-half of the world’s largest
companies, as well as large national enterprises, public institutions, locally important clients, and successful, fastgrowing global growth companies. Services are not provided by the Deloitte Touche Tohmatsu Verein, and, for
regulatory and other reasons, certain member firms do not provide services in all four professional areas.
As a Swiss Verein (association), neither Deloitte Touche Tohmatsu nor any of its member firms has any liability for each
other’s acts or omissions. Each of the member firms is a separate and independent legal entity operating under the
names “Deloitte,” “Deloitte & Touche,” “Deloitte Touche Tohmatsu,” or other related names.

