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Introduction
Following the political agreement reached in October 2021 (the Statement on a Two-Pillar Solution to
Address the Tax Challenges Arising from the Digitalisation of the Economy [PDF 204 KB] or the
“October agreement”) by 137 members of the OECD/G20 Inclusive Framework on BEPS, the
Organisation for Economic Cooperation and Development (OECD) announced in December 2021 a
schedule for public consultations on various aspects of its two-pillar plan to address the tax challenges
arising from digitalization and globalization of the economy. Read TaxNewsFlash
The OECD on 4 February 2022 launched the public consultation by releasing for public comment the first
building block of Amount A – Draft Rules for Nexus and Revenue Sourcing (“Draft Model Rules”).
Comments on the draft are due before 18 February 2022.
The Draft Model Rules are a “working version,” and do not yet reflect Inclusive Framework’s consensus
on their substance. Rather, the release is described as reflecting “consensus . . . as a procedural matter
that public comments should be sought at this time.”
The public consultation document is structured as a general legislative article that articulates the nexus
rules and the sourcing principles at a high level, followed by a schedule that sets out detailed rules for
assigning each specified category of revenue to market jurisdictions. The intent of the rules is to source
revenue to end-market jurisdictions where goods or services are used or consumed. Both the general
article as well as the schedule are intended to be binding on implementing jurisdictions.
A commentary is expected to provide additional guidance on the rules, and footnotes in the draft identify
issues to be addressed in the commentary.

Background and overview
The revenue-sourcing rules are an important building block of Pillar One because they would determine
whether an in-scope multinational enterprise (“MNE”) has sufficient nexus to a participating jurisdiction
for the jurisdiction to be entitled to any Amount A allocation and, if so, its share of Amount A.
The October agreement provided that an MNE has sufficient nexus to a market jurisdiction if the MNE
derives at least €1 million in revenue, or for a jurisdiction with annual GDP less than €40 billion, at least
€250,000. The Draft Model Rules reflect this agreement and further explain that the revenue threshold
must be satisfied for a period, and if the period is not equal to 12 months, the thresholds would be
adjusted proportionally to correspond with the length of the period. These special nexus rules would
apply only for purposes of Amount A.
The Draft Model Rules on sourcing revenue would apply to determine whether nexus has been satisfied.
Amount A would then be allocated to jurisdictions with nexus using a revenue-based allocation key.
The OECD’s October 2020 Tax Challenges Arising from Digitalisation – Report on Pillar One
Blueprint - Inclusive Framework on BEPS [PDF 4 MB] (“2020 Blueprint”) provided a sourcing principle,
or rule, for each category of revenue generated from automated digital services (“ADS”) and consumer
facing businesses (“CFB”), supported by a range of specific indicators for applying the sourcing rule that
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General revenue sourcing rules
Overview
The Draft Model Rules on revenue sourcing retain many of the features of the 2020 Blueprint and expand
the guidance to address categories of transactions not previously in scope. Like the 2020 Blueprint, the
Draft Model Rules provide a sourcing principle for each type of revenue and a list of specific indicators to
apply the principle to identify the jurisdiction of source. However, unlike the 2020 Blueprint, the Draft
Model Rules do not impose a hierarchy among the indicators, allow MNEs to use other indicators not
specifically listed, and introduce new allocation keys that may be used under certain conditions.

Transaction-by-transaction approach requires categorizing each transaction
An in-scope MNE must source all revenue, generally on a transaction-by-transaction basis, according to
the category of revenue earned from the transaction. The Draft Model Rules provide revenue sourcing
guidance specific to the following categories of transactions, several of which are further subdivided:
•
•
•
•
•
•
•
•

Sales of finished goods
Sales of digital goods
Sales of components
The provision of services
Transactions for the licensing, sale, or other alienation of intangible property or user data
Transactions involving real property
Government grants, or
A catchall for non-customer revenue

Several of these categories are further subdivided. Several new rules have been provided to address
ambiguity regarding the categorization of a transaction:
•
•
•

Transactions containing elements of multiple categories are sourced according to their predominant
character based on the substance of the transaction.
An MNE has the option of sourcing revenue from “Supplementary Transactions” that are incidental
to a “Main Transaction” based on the revenue-sourcing rule applicable to the Main Transaction.
Noncustomer revenue (such as interest earned other than in a lending business) is sourced in
proportion to the other revenue for which sourcing rules are provided.

“Reliable Indicators”
Once a transaction has been categorized, revenue is generally required to be sourced according to one of
the “Reliable Indicators” identified for the category. As discussed above, a significant difference
between the 2020 Blueprint and the Draft Model Rules is that, while the 2020 Blueprint specified a strict
hierarchy for all indicators, the Draft Model Rules allow an MNE to use any of the listed Reliable
Indicators, as well as an unlisted indicator that produces results consistent with the relevant sourcing rule
and meets one of the listed reliability tests.
An indicator is considered reliable if:
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sectoral exclusions, and tax certainty expected in the near term. A public consultation document for
Amount B under Pillar One is expected to be issued in mid-2022, and the public consultation on the
implementation framework for Pillar Two will be launched later this month, with a consultation event to
follow in March 2022.
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