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Digital Economy and Digital Taxation 

1. Introduction 

The modern world is changing rapidly due to technological advancements. The Internet, mobile 

phones, cloud technology, and e-commerce have completely transformed the way businesses 

operate. 

Today, many companies provide goods and services to customers in a country without having 

a physical presence there. 

This new economic system is known as the Digital Economy. 

 

2. What is the Digital Economy? 

2.1 Definition 

The Digital Economy refers to economic activities carried out using the Internet and digital 

technologies. 

Examples 

• Online Shopping  

• Mobile Applications  

• Social Media Advertising  

• Online Banking  

• Digital Payment Systems  

• Subscription Services 

 

2.2 Examples of Digital Businesses 

• Google – Online Advertising  

• Amazon – Online Shopping  

• Netflix – Subscription Services  

• Uber – Digital Platform Services 

 

3. What is Digital Taxation? 

Digital Taxation refers to the taxation of digital companies that earn income from customers 

in a country even though they do not have a physical presence there. 

The objective is to ensure that digital businesses also pay their fair share of taxes. 
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4. The Problem with the Traditional Tax System 

Under traditional tax laws, a company is generally required to have a Permanent 

Establishment (PE) within a country before it becomes liable to pay tax there. 

A Permanent Establishment may include: 

• An office  

• A branch  

• A factory  

• Employees  

The Problem 

Digital companies conduct business without being physically present. 

For example, Netflix earns revenue from customers in Sri Lanka but may not have an office in 

the country. 

As a result, it becomes difficult for tax authorities to impose taxes under traditional tax rules. 

 

5. Tax Challenges Arising from the Digital Economy 

5.1 Lack of Physical Presence 

Traditional tax systems are based on physical presence. However, digital companies provide 

services remotely without establishing a physical location. 

5.2 Profit Shifting 

Multinational companies may shift their profits to countries with lower tax rates. This reduces 

the tax revenue that governments would otherwise receive. 

5.3 Difficulty in Tracking Transactions 

Online transactions often take place across multiple countries, making it difficult for tax 

authorities to monitor and verify them. 

 

6. Digital Services Tax (DST) 

A Digital Services Tax (DST) is a tax imposed on revenue earned through digital services. 

Services That May Be Subject to DST 

• Online Advertisements  

• Streaming Services  

• Cloud Services  

• Online Marketplaces  

• Digital Subscription Services  



 

 

Nuwan Sameera, ACA, ACPM, B.Sc (Accounting) Special with First Class – SJP, M.Sc. 

MGT -SJP,CTHE, CTA (Reading), Lecturer at State University in Sri Lanka  

Taxation with Nuwan Sameera 

7. Objectives of Introducing a Digital Services Tax 

7.1 Fair Taxation 

Domestic businesses pay taxes; therefore, foreign digital companies should also contribute 

by paying taxes. 

7.2 Increase Government Revenue 

Governments can generate additional tax revenue from foreign digital companies operating 

in their markets. 

7.3 Modernize the Tax System 

To develop a tax system that is suitable for the digital age and technological advancements. 

8. Advantages of Digital Taxation 

(a). Increases government tax revenue.  

(b). Protects domestic businesses.  

(c). Promotes fair competition.  

(d). Modernizes the tax system. 

 

 


