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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 expendituresi®,

® 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.

<Notel6>

Jurisdictions that are hot Member States of the European Union (EU) could modify this limitation to include all qualifying
expenditures for activities undertaken by both unrelated parties and resident related parties in the definition of qualifying
expenditures.

o IYR-7IO—FT(F. EROMAFTAFREEIOARIBDCOVWTHIRE B B(CIOTITONTULRITNERSRLNEENTWS, RIPR - 770-FTld. BBk
WEEMAC IO TITONEEENICOT T IEERSTHIEXNR, —A . BEMEEICIH>TITONEESICHIZZHIEIATHRATHS.

o FEYNEHEICIMEMRETEIOINTLZELIDZENHINELNAVN, BiEMSBHUINCHUT, MEEESEDIRR L3RR EETIZELEEX
(<L,

o 70z, BEMBEUNAD T ESZHENHRETECLE. PABICEBULMIRFHRERSORFERFEEE I SEURPBENRETIRITR - 77O
FOEMNICEET S,

<;F¥it16>

EXMES (EV)NEBET R WERERIEE. COFIRZIZIEL. @&z HOER(C, IEBENEH L EFEBHELFEEOMS I TSEENCHTEIATDE
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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 year!4.

<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 @ 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.

PSS, EHSIR BN TOIOBIE ST HOEIE NS R T, CORIEDOERZR I BFMEN R EINEVWCEBSBRVNESICTERININETH D BERS. COLSBREER T, BRI
ENERRRZHZ100%ITOTVRWEETE, BRI E OFEFSD 100% M EEZZ T3 EICRDMIBVNS TH D, TORNDDIC, ¥EFMEE. ZOFEICHSENAPEE(CL
FRiGH'5. EDECFEEL. IPFASICECH A RERIMBAE S B2 Z US| W TETESNANETHS.

<Notel4>
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TN HOERNEAREFIE EEESM THAEZIRI T DENTED, £lo. BN EEEXIHIIPPISICELET 315 L Diakz. EPREHIERERENR S EATERINETHD. Tk,
R EEEXR(L, IPPRSICRET 3B LDIaXE. ERNEGIEESHRGETHEBL, @EOHRBTHRININSIABICHITHIEXRDFTRAZBHBVNELSICURITNERSEW,
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