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BEPS Action 5 Chapter4 F. Outsourcing

The nexus approach would allow all qualifying expenditures for activities undertaken by
unrelated parties (whether or not they were within the jurisdiction) to qualify, while all
expenditures for activities undertaken by related parties — again, whether or not they were
within the jurisdiction —would not count as qualifying expenditures.

As a matter of business practice, unlimited outsourcing to unrelated parties should not provide
many opportunities for taxpayers to receive benefits without themselves engaging in substantial
activities because, while a company may outsource the full spectrum of R&D activities to a related
party, the same is typically not true of an unrelated party.

Allowing only expenditures incurred by unrelated parties to be treated as qualifying
expenditures thus achieves the goal of the nexus approach to only grant tax benefits to
income arising from the substantive R&D activities in which the taxpayer itself engaged that
contributed to the income.
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