Talwan Tax Updates

February 2014

Revised Assessment Rules Governing Application of Income Tax
Exemption on Royalties and Technical Service Fees Received by Foreign
Profit Seeking Enterprises

The Ministry of Finance and the Ministry of Economic Affairs promulgated the amended
“Assessment Rules Governing Application of Income Tax Exemption on Royalties and
Technical Service Fees Received by Foreign Profit-Seeking Enterprises from Manufacturing,
Technical Service and Power-Generating Industries” (“Assessment Rules”). Key points of
the amended Assessment Rules are summarized as follows:

Items

Key Points

Functions
Performed by
Taiwanese Licensee

Patents

e Applicable if patents are licensed by foreign
enterprises to Taiwanese entities.

¢ In addition to patents registered in Taiwan, patents
registered overseas fulfilling the following criteria are
also eligible for income tax exemption on royalties
paid to foreign enterprises:

1. Patents are registered in accordance with the laws
of each respective foreign country;

2. Patents are registered in a country which either 1)
mutually recognizes right of priority with Taiwan,
or 2) is a member of the WTO; and

3. Patents provide crucial technology that cannot be
obtained from other Taiwanese entities, or even if
the same technology can be obtained from other
Taiwanese entities, it is insufficient to meet the
local licensees’ requirement in regards to product
specification.

o Patents eligible for income tax exemption should be
utilized by Taiwanese licensees engaged in one of the
20 designated industries.

e Manufacturer
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Services for
Construction
of Factories/

tax exemption.

Taiwanese entities utilizing the technical services need
to be organized in the form of a "Company Limited by

Functions
Items Key Points Performed by
Taiwanese Licensee
e Removed the clause that allows “Technical know-how” N/A
Technical provided by foreign enterprises to be deemed as
know-how “Special Licensed Rights” eligible for income tax
exemption.
Applies to trademark licensed by foreign enterprises to | ¢ Manufacturer and
Taiwanese entities. related technical
service provider.
The trademark needs to be registered in Taiwan and
licensed before its expiry date.
Trademark
There is no limitation on applicable industries.
Taiwanese licensee needs to have its trademark and
the licensed trademark both displayed on its products,
services, or relevant deliverables.
Applies to copyright licensed by foreign enterprises to | ¢ Manufacturer and
Taiwanese entities. related technical
service provider.
Computer software which possesses “copyright” as
Computer defined by Article 4 of the Copyright Act is now eligible
Software for income tax exemption.
Copyright
Such copyright needs to be licensed before its expiry
date.
There is no limitation on applicable industries.
Technical service fees paid to foreign enterprises in | e Constructor of plant.
relation to construction of factories/plants and design
of production methodology can be eligible for income
Technical

Services for
Construction

for income tax exemption.

Plants Shares".
Taiwanese entities need to be engaged in 18 designated
industries.
_ Technical service fees paid to foreign enterprises in | ¢ Constructor of power
Technical relation to construction of power plants can be eligible plants.

of Power Taiwanese power plants utilizing the technical services
Plants need to be organized in the form of a "Company
Limited by Shares".
The costs and expenses reported by Taiwanese entities N/A
Transfer due to royalty/technical service fees paid to foreign
Pricing related parties should conform with relevant transfer
pricing regulations.
Effective Date| o Applicable to contracts signed after January 1, 2011. N/A
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. Domestic entity and local subcontractor who carry out overseas
construction projects may apply 0% VAT on revenues received (Tax
Ruling Tai-Tsai-Shuei No. 10200557250)

If Taiwanese Company A is engaged by an overseas customer to provide construction
services offshore, and Taiwanese Company A further subcontracts Taiwanese Company B to
jointly assign employees to perform services at overseas construction site, the construction
services would be deemed rendered onshore, but utilized offshore. Hence, Taiwanese
Company A and Taiwanese Company B may apply 0% VAT on the following sales amount by
submitting the relevant supporting documents with their VAT returns:

1. Taiwanese Company A should report sales equivalent to the foreign inward
remittance received from the overseas customer after deducting the amount paid to
Taiwanese Company B. Based on the below example, Taiwanese Company A can
apply 0% VAT on the reported sales amount of $80 ($100 - $20).

2. Taiwanese Company B should report sales equivalent to the service income received
from Taiwanese Company A. Based on the below example, Taiwanese Company B can

apply 0% VAT on the reported sales amount of $20.
l
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The information contained in this publication is of a general nature only. It is not meant to be comprehensive and does not
constitute legal or tax advice. PricewaterhouseCoopers (“PwC”) has no obligation to update the information as law and practice
change. The application and impact of laws can vary widely based on the specific facts involved. Before taking any action, please
ensure that you obtain advice specific to your circumstances from your usual PwC client service team or your other tax advisers.

The materials contained in this publication were assembled in February 2014 and were based on the law enforceable and
information available as of January 31, 2014. In the event of any discrepancy between the English information contained in this
newsletter and the original Chinese version of the laws or rulings announced by the government or any difference in the
interpretation of the two versions, the Chinese version announced by the government shall prevail.

©2014 PricewaterhouseCoopers Taiwan. All rights reserved. PwC refers to the Taiwan member firm, and may sometimes refer to the
PwC network. Each member firm is a separate legal entity. Please see www.pwc.tw for further details. This content is for general
information purposes only, and should not be used as a substitute for consultation with professional advisors.
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