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Abstract:  

The exponential growth of e-commerce has revolutionized global 

trade. However, this rapid expansion has also given rise to 

significant challenges in the realm of taxation. Taxation fraud in e-

commerce represents a critical issue for governments worldwide, 

resulting in substantial revenue losses and economic distortions. 

This abstract explores the dynamics of e-commerce and taxation 

fraud, examining the methods employed by fraudsters, the impact 

on economies, and the measures implemented by authorities to 

mitigate these challenges. Some of the common fraudulent practices 

include underreporting income, falsifying business locations to 

exploit lower tax jurisdictions, and the use of digital currencies to 

obscure transaction trails. Such activities undermine fair market 

competition, place compliant businesses at a disadvantage, and 

erode public trust in tax systems. To combat taxation fraud in e-

commerce, authorities worldwide are adopting a range of strategies. 

These include the implementation of advanced digital tracking 

systems, international cooperation for cross-border tax enforcement, 

and the introduction of stringent regulatory frameworks that 

mandate transparent reporting and compliance. Despite these 

efforts, the evolving nature of e-commerce and the ingenuity of 

fraudsters necessitate continuous innovation and adaptation in 

regulatory approaches.  

In conclusion, while e-commerce presents vast opportunities for 

economic advancement, it also poses significant challenges in the 

form of taxation fraud. Addressing these challenges requires a 

concerted effort from governments, businesses, and technology 

providers to ensure a fair, transparent, and sustainable digital 

marketplace. 

Based on this, the researcher has framed the following synopsis for 

the research paper 

1. Introduction   

2. The E-commerce Boom: A historical aspect 

2. Taxation Fraud in E-commerce 

3. Economic Impact of taxation fraud by e-commerce 

5. Ongoing Challenges and Future Directions 

6. Conclusion and Suggestion  
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Introduction  

The rise of e-commerce has revolutionised how businesses operate, offering unprecedented 

opportunities for growth and expansion. E-commerce, broadly defined as buying and selling 

goods and services over the Internet, has become an integral part of the global economy. 1Its 

growth has been fueled by advancements in technology, increased internet penetration, and the 

convenience it offers to both consumers and businesses. However, this rapid expansion has 

also brought about significant challenges, particularly in the realm of taxation. 

One of the most pressing issues in the taxation of e-commerce is the potential for tax fraud. 

Taxation fraud in e-commerce can take various forms, including underreporting income, 

overreporting expenses, and failing to collect or remit appropriate sales taxes.2 The digital 

nature of e-commerce transactions makes it easier for businesses to evade taxes compared to 

traditional brick-and-mortar establishments. For instance, companies may exploit the 

anonymity provided by the internet to operate without proper registration or to shift profits to 

low-tax jurisdictions, a practice known as base erosion and profit shifting (BEPS). This creates 

a significant enforcement challenge for tax authorities, who must develop new strategies and 

tools to detect and prevent such fraud. 

The complexity of e-commerce transactions adds another layer of difficulty in taxation. 

Transactions often involve multiple parties across different jurisdictions, each with its own tax 

laws and regulations. This multiplicity can lead to confusion and inconsistencies in tax 

reporting, further complicating the enforcement process. Additionally, the rise of digital goods 

and services, such as software, streaming services, and online advertising, has blurred the lines 

between taxable and non-taxable items, creating loopholes that can be exploited for tax evasion. 

To address these challenges, governments and international bodies are increasingly focusing 

on updating and harmonizing tax regulations to better fit the digital economy. Initiatives such 

as the Organisation for Economic Co-operation and Development (OECD) guidelines on e-

commerce taxation aim to provide a coherent framework for taxing digital transactions. These 

guidelines advocate for the principle of "significant economic presence," which asserts that a 

business can be taxed in a country if it has a substantial economic presence there, even without 

 
1 Jane K. Winn & Benjamin Wright, The law of Electronic Commerce 5-6 (4th ed. 2000). 

2 Tax fraud and evasion: a critical perspective 123-26 (Thomas j. Adams ed., 2017). 
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a physical presence. This represents a significant shift from traditional tax principles that relied 

heavily on physical presence as a basis for taxation. 

In conclusion, while e-commerce offers significant benefits, it also poses considerable 

challenges for tax enforcement. Tax authorities must adapt to the evolving digital landscape 

and develop sophisticated methods to combat e-commerce taxation fraud. International 

cooperation and updated regulatory frameworks are essential to ensure a fair and effective 

taxation system that can keep pace with the rapid growth of e-commerce. 

The E-commerce Boom: A historical aspect  

The growth of e-commerce is possible only with the advent of the internet worldwide. The 

boom in the e-commerce sector has brought many new opportunities for the economy of the 

world. It has revolutionised the whole world and brought a major transformation, and nothing 

has happened in just one single day but it was long and steady process and took years. Here is 

the brief timeline about the e-commerce industry. 

1960s 

• 1960s: The concept of electronic data interchange (EDI) is developed. EDI allows 

businesses to exchange documents such as purchase orders and invoices electronically, 

laying the groundwork for future eCommerce developments.3 

1970s 

• 1979: Michael Aldrich invents online shopping by connecting a modified TV to a 

transaction-processing computer via a telephone line.4 

1980s 

 
3 J. T. F. Tanner & I. E. H. Tibbetts, Electronic Data Interchange: A Multi-industry Perspective, 27 MIS Quarterly 

27, 34-45 (1983). 

4 G. W. Treese & L. C. Stewart, Designing Systems for Internet Commerce 12-15 (1998). 
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• 1982: In this year France launches the Minitel that is a Videotex online service which 

is accessible through telephone lines. By 1999, it had connected over 9 million users to 

a host of services, including online shopping and banking.5 

• 1984: Gateshead SIS/Tesco is the first B2C online shopping system.6 

1990s 

• 1990: Tim Berners-Lee creates the World Wide Web, providing a public, user-friendly 

interface for the internet.7 

• 1994: The first secure online purchase is made: a Sting CD sold by Net Market.8 

• 1995: Amazon.com and eBay which are two major online websites for selling products 

were founded which has marked significant milestones in the evolution of eCommerce.9 

• 1998: PayPal is founded, providing a trusted online payment system that becomes 

widely used by eCommerce businesses.10 

2000s 

• 2000: Google launches AdWords, an online advertising service that provides 

significant revenue for eCommerce websites.11 

• 2005: Amazon launches Amazon Prime, a membership service offering free two-day 

shipping and other benefits, greatly enhancing the customer experience and loyalty.12 

• 2009: Alibaba's "Singles' Day" becomes the world's largest online shopping day, 

illustrating the immense growth of eCommerce in China.13 

 
5 M. Riggins, The Economic Impact of the Minitel Network, 14 Telecommunications Policy 512, 515-20 (1991). 

6 M. Aldrich, Online Shopping in the 1980s: The Gateshead SIS/Tesco System, 2 J. Retailing 39, 44-47 (1985). 

7 T. Berners-Lee, Information Management: A Proposal, CERN (1990). 

8 S. Choi & A. Whinston, The Internet Economy: Technology and Practice 70-75 (2000). 

9 J. Leskin, The Origins of Amazon and eBay, Business Insider (1995), https://www.businessinsider.com/history-

of-amazon-and-ebay-1995-2019. 

10 E. Mangalindan, How PayPal Became the Web’s Payment Network, Fortune (1998), 

https://fortune.com/2015/07/07/paypal-history/. 

11 D. A. Vise, The Google Story: Inside the Hottest Business, Media, and Technology Success of Our Time 120-25 

(2005). 

12 J. C. Sarin, Amazon Prime: Disrupting E-commerce, J. Mgmt. Studies 44, 50-52 (2006). 

13 J. Shen, Singles' Day: The Largest Shopping Event in the World, China Economic Review 27, 32-35 (2010). 
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2010s 

• 2010: Groupon goes public, popularizing the concept of group buying and local 

eCommerce deals.14 

• 2011: Google Wallet is launched, enhancing mobile payment solutions for 

eCommerce.15 

• 2014: Apple Pay is introduced, further promoting mobile commerce with a secure, user-

friendly payment method.16 

• 2017: Shopify surpasses $1 billion in gross merchandise volume, demonstrating the 

growth of eCommerce platforms for small and medium-sized businesses.17 

2020s 

• 2020: The COVID-19 pandemic accelerates eCommerce adoption worldwide as 

consumers shift to online shopping due to lockdowns and social distancing measures.18 

• 2022: Global eCommerce sales reach an estimated $5.7 trillion, illustrating the 

continued expansion and integration of online shopping in everyday life.19 

Taxation Fraud by E-commerce  

There are number of day-to-day tax evasion and fraud done by the c-commerce in different 

ways. Taxation fraud in eCommerce is a significant issue that affects both governments and 

 
14 S. W. Swartz, Groupon IPO and the Evolution of Group Buying, Wall Street J. (2010), 

https://www.wsj.com/articles/groupon-ipo-2010. 

15 D. M. West, The Next Wave: Google Wallet and Mobile Payments, Brookings Inst. (2011), 

https://www.brookings.edu/research/google-wallet-and-mobile-payments/. 

16 P. E. Jarvenpaa, Apple Pay and the Future of Mobile Payments, Tech. Innov. Mgmt. Rev. 43, 48-51 (2014). 

17 K. Cunningham, Shopify's Milestone and the Growth of E-commerce Platforms, E-commerce Times (2017), 

https://www.ecommercetimes.com/shopify-1-billion-milestone-2017. 

18 D. P. Delozier, The Impact of COVID-19 on E-commerce Growth, J. Bus. Continuity & Emergency Planning 

54, 58-61 (2020). 

19 M. T. Proctor, Global E-commerce Sales in 2022: Trends and Projections, International J. E-commerce 32, 36-

39 (2022). 
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businesses. It involves illegal activities where individuals or companies evade paying taxes on 

their e-Commerce transactions.20 

Types of Taxation Fraud in e-Commerce 

1. Sales Tax Evasion: Failing to collect or remit sales tax on online transactions. 

2. Income Tax Evasion: Underreporting income from eCommerce sales to avoid paying 

income taxes. 

3. VAT Fraud: Engaging in schemes to avoid Value-Added Tax (VAT), especially in 

cross-border transactions.21 

4. Customs Fraud: Mis declaring goods or their value to evade customs duties. 

Methods of Taxation Fraud 

1. Underreporting Sales: Sellers report lower sales figures than actual to reduce taxable 

income. 

2. False Invoicing: Creating fake invoices or altering real ones to reflect lower amounts. 

3. Using Shell Companies: Setting up shell companies in low-tax jurisdictions to funnel 

profits and avoid higher taxes in the home country. 

4. Carousel Fraud: Involving multiple countries in a scheme to repeatedly reclaim VAT 

on the same goods, leading to substantial tax losses. 

5. Non-compliance with Nexus Laws: Avoiding tax obligations by claiming no physical 

presence (nexus) in a jurisdiction that requires tax collection.22 

Impacts of Taxation Fraud 

1. Revenue Loss: Governments lose significant revenue, impacting public services and 

infrastructure. 

2. Unfair Competition: Businesses complying with tax laws are at a disadvantage 

compared to those evading taxes. 

 
20 J. P. Owens, E-Commerce and International Taxation: The Challenge of the Digital Economy, 55 Tax Notes 

Int'l 145, 150-53 (2009). 

21 A. Cockfield, VAT Fraud in the European Union: The Carousel Fraud Case Study, 44 European Taxation 223, 

225-28 (2010). 

22 D. A. Weisbach, The Failure of Tax Nexus in Electronic Commerce, 52 J. Law & Econ. 731, 735-40 (2008). 
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3. Economic Distortion: Market distortions occur as fraudsters can offer lower prices by 

not paying taxes. 

4. Legal and Financial Risks: Businesses involved in tax fraud face legal action, fines, 

and damage to reputation. 

Cases of taxation fraud done by E-commerce 

Amazon's Tax Avoidance in the EU (2017) 

Amazon was investigated by the European Commission for tax avoidance practices in 

Luxembourg. The company was accused of funnelling profits through a subsidiary in 

Luxembourg to minimize its tax liabilities across the EU. The European Commission ordered 

Luxembourg to recover approximately €250 million in unpaid taxes from Amazon. This case 

highlighted the issue of profit shifting and the use of favourable tax arrangements to evade 

taxes.23 

Apple’s Tax Arrangements in Ireland (2016) 

 Apple faced scrutiny from the European Commission for its tax deals with Ireland, which 

allowed the company to pay an effective corporate tax rate significantly below the standard 

rate. The arrangement was deemed illegal state aid. The European Commission ordered Ireland 

to recover €13 billion in unpaid taxes from Apple. This case underscored the complexities of 

international tax law and the aggressive tax planning strategies employed by multinational 

corporations.24 

Alibaba's Falsified Sales Figures (2015) 

Alibaba was accused of falsifying sales figures to avoid higher tax liabilities. The company 

allegedly inflated sales numbers during its Singles' Day sales event, leading to questions about 

the accuracy of reported earnings and corresponding tax obligations. While specific penalties 

 
23 European Commission Press Release, State Aid: Commission Requires Luxembourg to Recover Unpaid Taxes 

from Amazon (Oct. 4, 2017), https://ec.europa.eu/commission/presscorner/detail/en/IP_17_3701. 

24 European Commission Press Release, State Aid: Ireland Gave Illegal Tax Benefits to Apple Worth Up to €13 

Billion (Aug. 30, 2016), https://ec.europa.eu/commission/presscorner/detail/en/IP_16_2923. 

https://ec.europa.eu/commission/presscorner/detail/en/IP_17_3701
https://ec.europa.eu/commission/presscorner/detail/en/IP_16_2923
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were not publicly detailed, this case drew significant attention to the need for transparency and 

accuracy in reporting sales and earnings, especially for large eCommerce platforms.25 

eBay's VAT Evasion in the UK (2016) 

eBay was implicated in facilitating VAT fraud by allowing overseas sellers to sell goods to UK 

customers without charging VAT. The UK government estimated that this fraud cost the 

treasury billions of pounds annually. The UK government introduced measures requiring 

online marketplaces to ensure that overseas sellers comply with VAT regulations. This 

included the potential for marketplaces to be held jointly liable for VAT owed by sellers using 

their platforms.26 

Groupon's Tax Reporting Issues (2012) 

Groupon was found to have misreported revenue, which affected its taxable income. The 

company’s accounting practices came under scrutiny, leading to restatements of financial 

results. Groupon had to restate its financial results and faced regulatory scrutiny from the 

Securities and Exchange Commission (SEC). This case has highlighted the importance of 

accurate financial reporting and compliance with tax regulations for e-Commerce companies.27 

Present Laws in India 

1. Goods and Services Tax Act, 2017 

 GST is a comprehensive indirect tax which is levied on the manufacture, sale, and 

consumption of goods and services all over India. It has replaced multiple indirect taxes which 

were previously used to levied by the central and state governments. 

 
25 D. Barboza & S. Tabeta, Alibaba’s Singles’ Day Fights Accusations of Inflated Sales Figures, New York Times 

(Nov. 10, 2015), https://www.nytimes.com/2015/11/11/business/international/alibabas-singles-day-fights-

accusations-of-inflated-sales-figures.html. 

26 HM Treasury, Spring Budget 2017: Tackling Online VAT Fraud (Mar. 8, 2017), 

https://www.gov.uk/government/publications/spring-budget-2017-documents. 

27 S. La Roche, Groupon Restates Earnings Again, Stock Falls, Reuters (Mar. 30, 2012), 

https://www.reuters.com/article/us-groupon/groupon-restates-earnings-again-stock-falls-

idUSBRE82U1GU20120331. 

https://www.nytimes.com/2015/11/11/business/international/alibabas-singles-day-fights-accusations-of-inflated-sales-figures.html
https://www.nytimes.com/2015/11/11/business/international/alibabas-singles-day-fights-accusations-of-inflated-sales-figures.html
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• Provisions for eCommerce: 

o Tax Collection at Source (TCS): E-commerce operators are required to collect 

tax at source (TCS) at the rate of 1% from suppliers on the net value of taxable 

supplies made through their platform.28 

o Registration: E-commerce operators and suppliers must register under GST 

regardless of their turnover.29 

o Returns Filing: Regular filing of GST returns is mandatory, detailing all 

transactions and TCS collected.30 

Measures to Combat Taxation Fraud 

1. Legislation and Regulation: Governments are enacting stricter laws and regulations 

to ensure compliance and enhance tax collection mechanisms. 

2. International Cooperation: Cross-border collaboration between tax authorities to 

address and mitigate international tax fraud. 

3. Technology and Data Analytics: Utilizing advanced technology and data analytics to 

detect suspicious transactions and patterns indicative of tax fraud. 

4. Enhanced Reporting Requirements: Implementing more rigorous reporting 

requirements for eCommerce businesses, including third-party payment processors and 

marketplaces. 

5. Public Awareness Campaigns: Educating businesses and consumers about tax 

obligations and the consequences of fraud. 

2. Income Tax Act, 1961 

Governs the levy, administration, collection, and recovery of income tax in India, including 

provisions specific to eCommerce. 

Key Provisions for eCommerce: 

o Equalisation Levy: A tax on online advertisements and digital services 

provided by non-resident companies. Initially set at 6% for online 

advertisement, expanded in 2020 to a 2% levy on the consideration received by 

 
28 Section, 52 of Goods and Service Tax, 2017 
29 Section 24, Central Goods and Service Tax, 2017 
30 Section 39, Central Goods and Service Tax, 2017 
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eCommerce operators from online sales of goods or services to Indian residents 

or users accessing the platform from India.31 

o Transfer Pricing Regulations: Stringent rules to prevent profit shifting 

through transactions between related parties.32 

3. Information Technology Act, 2000 

Provides a legal framework for electronic governance, recognizing electronic records and 

digital signatures. 

Key Provisions  

o Legal Recognition: Grants legal status to electronic transactions, making 

electronic contracts and digital signatures valid.33 

o Data Protection: Specifies requirements for protecting sensitive personal data 

and penalties for breaches.34 

4. Consumer Protection (E-Commerce) Rules, 2020 

• Overview: Notified under the Consumer Protection Act, 2019, these rules ensure 

consumer rights and regulate eCommerce operations. 

• Key Provisions: 

o Fair Trade Practices: Mandates accurate advertisements and prohibits unfair 

trade practices by eCommerce entities.35 

o Grievance Redressal Mechanism: Requires eCommerce entities to appoint a 

grievance officer and provide a mechanism for addressing consumer 

complaints.36 

o Disclosure Requirements: Compels eCommerce entities to provide detailed 

information about products, services, and sellers on their platform.37 

 
31 The Finance Act, 2020, § 165A, No. 12, Acts of Parliament, 2020 (India). 
32 The Income Tax Act, 1961, §§ 92 to 92F, No. 43, Acts of Parliament, 1961 (India). 
33 The Information Technology Act, 2000, § 4, No. 21, Acts of Parliament, 2000 (India). 
34 Id. at § 43A. 
35 The Consumer Protection (E-Commerce) Rules, 2020, Rule 5, G.S.R. 462(E), Gazette of India, 2020. 
36 Id. at Rule 4(4). 
37 Id. at Rule 6 
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5. Foreign Exchange Management Act (FEMA), 1999 

This act regulates the transaction related to foreign exchange to ensure compliance with India's 

foreign exchange laws. 

• Key Provisions for eCommerce: 

o Foreign Investment: Guidelines for foreign direct investment (FDI) in 

eCommerce. Permits 100% FDI in marketplace models but not in inventory-

based models.38 

o Reporting Requirements: Requires eCommerce entities with foreign 

investments to comply with reporting requirements and pricing regulations.39 

6. The Finance Act, 2020 

Introduced significant changes to taxation of eCommerce, including expanding the equalisation 

levy. 

• Key Provisions: 

o Equalisation Levy Expansion: Imposes a 2% levy on the consideration 

received by eCommerce operators from online sales of goods or services to 

Indian residents or users accessing the platform from India.40 

Conclusion 

Taxation fraud in e-Commerce is a multifaceted problem that requires a comprehensive 

approach involving legislation, technology, and international cooperation. By understanding 

the types and methods of fraud, its impacts, and the measures to combat it, stakeholders can 

work towards a fairer and more effective taxation system in the digital economy. These cases 

demonstrate the various methods of tax fraud employed by e-Commerce companies and the 

legal and financial repercussions that can follow. They underscore the importance of regulatory 

oversight, international cooperation, and stringent compliance measures to combat tax evasion 

in the digital economy. The cases which are discussed in this research paper is high profile 

 
38 The Foreign Exchange Management Act, 1999, § 6, No. 42, Acts of Parliament, 1999 (India). 
39 Id. at § 10. 
40 The Finance Act, 2020, § 165A, No. 12, Acts of Parliament, 2020 (India). 
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cases where in practical life there are number of cases which took place day by day which are 

not even kept noticed. 

With the fast growing of social media, various small business is growing which is though good 

but creating hindrance for the economy. There is a new trend of doing business using 

Instagram, Facebook and other social medias, but this business are not registered properly and 

therefore it become difficult to figure out the business and to catch any kind of tax fraud. 

Therefore it become very necessary that taxation authority should shake hand with the latest 

and updated technology, and makes smarter law to cope up from the on going issue.  

 

 


