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“Tax Reform Package” Partially Passed by Legislative Yuan

On May 16, 2014, the Legislative Yuan passed a portion of the “Tax Reform Package”, which
covers amendments to the Business Tax Act (“BTA”) and Income Tax Act (“ITA”), pending
announcement from the Presidential Office. For details of the draft Tax Reform Package
originally presented by the Executive Yuan to the Legislative Yuan in February 2014, please
refer to Taiwan Tax Updates March 2014 edition.

Amendments to the BTA and ITA are summarized as follows:

Type of Tax

Amendments/Effective Date

Business Tax

The gross business receipts tax (“GBRT”) rate on revenues derived
from the core business operations of banks and insurance
companies will increase from the current rate of 2% to 5%.

The effective date of the amended GBRT rate will be further
announced by the Executive Yuan.

Income Tax

1.  Imputation tax credit, effective from January 1, 2015 onwards

1) Resident Individual Shareholders:

Currently, when a domestic enterprise distributes
dividends to resident individual shareholders, income tax
paid at the corporate level can be fully offset against the
resident individual shareholder’s income tax liability.
This is the so-called imputation tax credit. Pursuant to
the amended ITA, the imputation tax credit which can be
offset against the resident individual shareholder’s
income tax liability will be reduced by one-half.

2) Resident Corporate Shareholders:

No changes to tax implications on dividends distributed
to resident corporate shareholders (dividends are




Amendments/Effective Date

Income Tax Act

3)

currently exempt from corporate income tax assessment).
Non-resident Corporate and Individual Shareholders:

The ceiling of 10% surtax creditable against dividend
withholding tax for non-resident corporate and individual
shareholders is reduced to one-half! of the original
amount.

Individual income tax, effective from tax year 2015 onwards:

1)

2)

3)

4)

“Standard deduction” for “single taxpayers” and “married
taxpayers filing jointly” will increase from TWD 79,000 to
TWD 90,000 (per person) and from TWD 158,000 to
TWD 180,000 (per tax filing unit), respectively.

“Special deduction for salaries or wages” will increase
from TWD 108,000 per person to TWD 128,000 per
person. Taxpayers with annual salaries less than this
amount will only be able to deduct actual salaries earned.

“Special deduction for the disabled or handicapped” will
increase from TWD 108,000 per person to TWD 128,000
per person.

Currently, there are five tax brackets under the
progressive individual income tax system, where the
highest tax bracket of 40% is applicable to individuals
whose annual net taxable income exceeds TWD 4.4
million. Pursuant to the amended ITA, where an
individual’s annual net taxable income exceeds TWD 10
million, the applicable progressive tax rate will increase
from 40% to 45%.

Amendments to Regulations Governing R&D Tax Credit Available to
Profit-Seeking Enterprises

On May 6, 2014, the Ministry of Economic Affairs (“MOEA”) and Ministry of Finance
(“MOF”) jointly promulgated amendments to the Regulations Governing R&D Tax Credit
Available to Profit-Seeking Enterprises (“Regulations”). The official amendments differ
slightly from the draft amendments previously announced by the MOEA on January 24,
2014 and February 11, 2014. For details of the draft version, please refer to Taiwan Tax
Updates March 2014 edition.

The table below summarizes the salient points of the amendments:

t Amended ceiling of 10% surtax creditable against dividend withholding tax = [Dividends distributed

from retained earnings where 10% surtax has already been levied] x 10% x 50%.
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Amendments

1. | To accommodate the nature of “cultural and creative industry”, the amended Regulations
expand the definition of “R&D” to further cover the scope of “creation” and “technical
solutions”.2 (Articles 2, 3, and 8).

2. | Where an enterprise is incorporated as a “company” and equipped with R&D expertise, it
shall be eligible for applying for R&D tax credit in accordance with the existing
Regulations. However, the amendments do not allow companies which have repeatedly
violated regulations in relation to environmental protection, labor safety/welfare, food
safety, etc., and where such violations are deemed significant in nature by the competent
authorities, from applying for R&D tax credit (Article 2-1).

3. | For companies that do not have R&D departments, but i) have full-time employees
exclusively performing R&D activities and ii) who incur expenditures for R&D activities
that can be clearly segregated from non-R&D activities, R&D tax credit should still be
approved by the tax authority based on relevant documents (Article 4).

5-Year Tax Deferral of Gain from Bargain Purchase in a Merger under
IFRS (Tax Ruling Tai-Tsai-Shuei No. 10200192840)

In a merger, where the purchase price is lower than the fair value of the dissolved
company’s net identifiable assets, such difference shall be recognized as “gain from bargain
purchase” pursuant to International Financial Reporting Standard (“IFRS”) No. 3.

Moreover, the MOF issued the captioned tax ruling on April 10, 2014, which specifies that
such gain shall be deferred and equally taxed over five years, starting from the effective
merger date. An example is illustrated below:

J Purchase Price at TWD 10 million

Company B is merged into Company A

Fair Value at TWD 15 million

If Company A adopts IFRS, it will recognize assets from Company B at fair value of TWD 15
million, together with “gain from bargain purchase” at TWD 5 million.

Under this scenario, the TWD 15 million fair value will become the tax basis for subsequent
depreciation (e.g. machinery, equipment, etc.), amortization, or selling costs, rather than the

2 Pursuant to the amended Regulations, “R&D” is defined as innovative activities, in connection with
products, technical know-how, service, service processes, or creation, performed by enterprises by
means of scientific methods or technical solutions.
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actual acquisition cost/purchase price of TWD 10 million. In this regard, the TWD 5 million
gain derived from such merger shall be equally taxed over 5 years as taxable income for
corporate income tax purposes.

PwC Observation

Based on PwC Taiwan’s discussion with the MOF, other impacts arising from the captioned
ruling are summarized as follows:

1.

This tax ruling does not apply to merger cases where surviving companies adopt Taiwan
GAAP.

In accordance with Taiwan GAAP, such difference will be treated as “negative goodwill”,
instead of “gain from bargain purchase”. Where “negative goodwill” is triggered, it shall
first be deductible proportionately against the fair market value of each non-current
asset up till zero.

Where “negative goodwill” exceeds the “aggregate of the fair market value of non-current
assets”, the surplus will be treated as “extraordinary gain” under Taiwan GAAP.

Tax implications on the aforementioned “extraordinary gain” shall be further discussed,
depending on actual circumstances. For example, there are pending discussions as to
whether “extraordinary gain” is subject to income tax assessment, and if yes, how it will
be taxed (e.g. to allocate and tax the “extraordinary gain” over 5 years, or to tax the entire
amount in the year the merger occurred, etc.).

This tax ruling only applies to mergers. Share transfers without a merger are not subject
to this tax ruling, even though “gain from bargain purchase” may be generated under
such share transfers, and disclosed in group consolidated financial statements.
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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 May 2014 and were based on the law enforceable and information
available as of May 6, 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.pwec.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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