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BEPS Action5 /{34357J55

The nexus approach was designed to require a link between expenditures, IP assets, and IP income, and
taxpayers must track to IP assets. However, where such tracking would be unrealistic and require arbitrary
judgements, jurisdictions may also choose to allow the application of the nexus approach so that the nexus
can be between expenditures, products arising from IP assets, and income.
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BEPS Action5 Notel4

Jurisdictions should also use any tax losses associated with the IP income in a manner that is
consistent with domestic legislation and that does not allow the diversion of those losses
against income that is taxed at the ordinary rate.
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(2%) FisORERICEYSBEPSOCH:

BEPS Action 5 Chapter4 E. Overall income paragraph 47.

Overall income should be defined in such a way that the income that benefits from the regime is not disproportionately
high given the percentage of qualifying expenditures undertaken by qualifyin taxpayers. This means that overall income
should not be defined as the gross income from the IP asset, since such a definition could allow 100% of the net income of
qualifying taxpayers to benefit even when those taxpayers had not incurred 100% of qualifying expenditures. Overall
income should instead be calculated by subtracting IP expenditures allocable to IP income and incurred in the year from
gross IP income earned in the yeari4,

<Notel4>

IP expenditures will be calculated by applying the ordinary domestic tax law provisions (i.e. not using specific provisions in
IP regimes). Jurisdictions may limit expenditures allocable to IP income to ensure that the use of such expenditures is
consistent with domestic legislation. Jurisdictions should also use any tax losses associated with the IP income in a manner
that is consistent with domestic legislation and that does not allow the diversion of those losses against income that is
taxed at the ordinary rate.
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