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Abstract:

The rapid expansion of electronic commerce (e-commerce) presents significant challenges for
tax systems worldwide, particularly concerning the application of sales taxes to goods and
services traded through digital means. This research paper examines the critical question of
whether e-commerce transactions should be subject to sales taxation, analyzing both the
arguments against such taxation, primarily championed by developed nations like the United
States, and the arguments in favor, predominantly advocated by developing countries seeking
tax equity and revenue preservation. The study explores the inherent difficulties in imposing
sales taxes on e-commerce activities, including the intangible nature of digital products, the
absence of physical documentation, the anonymity of online transactions, the ease of tax
evasion, and the jurisdictional complexities arising from cross-border digital commerce.
Various proposed solutions are critically evaluated, ranging from adapting existing tax rules
to fit digital transactions, to implementing novel approaches such as the Bits Tax, which
proposes taxing data transmission units as a proxy for taxable digital value. However, the Bits
Tax is critiqued for its blanket application irrespective of transaction value or purpose, and for
its potential to create cumulative or double taxation. The research further assesses the current
legal framework in Libya, specifically Law No. 7 of 2010 on business and profit taxes. It finds
a notable legislative gap concerning pure e-commerce transactions, where all stages
(contracting, delivery, and payment) occur electronically, as the law was primarily designed
for tangible goods and services with a physical presence. This has resulted in a passive stance
from the Libyan Tax Authority, hindered by a lack of specialized expertise, banking
cooperation challenges, and insufficient digital infrastructure. The paper concludes by
proposing actionable solutions tailored to the Libyan context, including legislative
amendments, enhanced inter-agency cooperation, the adoption of electronic filing and
payment systems, and the introduction of tax incentives to encourage voluntary compliance,
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thereby aiming to modernize the Libyan tax system to meet the demands of the digital
economy.

Keywords: E-commerce, Sales Tax, Taxation Challenges, Libyan Tax Law, Bits Tax, Digital

Economy, Tax Evasion, Electronic Payment.
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