Tarwan Tax Updates

March 2015

Meal allowance tax limit increased to NTD 2,400 per person per month

On March 10, 2015, the Ministry of Finance (“MOF”) announced Tax Ruling No.
10404525720, which states that effective from January 1, 2015, the tax limit of meal
allowance per person per month, including overtime meal allowance, has been increased
from NTD 1,800 to NTD 2,400. This applies to profit-seeking enterprises, excluding
those in shipping business and fishing business, and profession practitioners, regardless
whether actual meals are provided, or fixed monetary subsidies are given per month. Meal
allowance within the said tax limit is tax exempt, and does not need to be treated as salary
income of the employees. Any amount given to employees in excess of the given tax limit
shall be treated as taxable salaries of the employees. Otherwise, in cases where actual
meals are provided, the amount in excess will be tax disallowed if not already reported as
taxable salaries.

Amendments to the “Regulations Governing Assessment of
Profit-Seeking Enterprise Income Tax on Non-Arm's-Length Transfer
Pricing”

On March 6, 2015, the MOF issued Tax Ruling No. 10400009570 to officially announce
amendments to the “Regulations Governing Assessment of Profit-Seeking Enterprise
Income Tax on Non-Arm's-Length Transfer Pricing” (“TP Assessment Regulations”). The
actual amendments are identical to the proposed amendments. Please refer to our
February 2015 Taiwan Tax Updates for details.

Purchase allowance must be reported in the period incurred

We have recently seen many cases where a purchaser reaching a specific purchase quantity
(amount) is entitled to purchase allowance, with the seller issuing the certificate of sales
allowance in the current period (e.g. December 2014) and reporting the same in the current
VAT return. However, due to corresponding certificate of purchase allowance being
provided to the purchaser in the succeeding period (e.g. January 2015), the purchaser
failed to report the purchase allowance in the same period as the sales allowance was
reported. This led to a mismatch, enabling the tax authority to detect that the purchaser
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reported excessive input VAT due to late reporting of purchase allowance, and hence
resulted in penalties of 0.5 times the amount of tax evaded.

We hereby wish to remind business entities that pursuant to Article 15 of the Value-added
and Non-value-added Business Tax Act, output VAT related to sales return and allowance
returned by a purchaser shall be deducted from output VAT from sales in the current VAT
return filing period. Likewise, input VAT related to purchase return and allowance shall
be deducted from input VAT from purchases in the current VAT return filing period to
avoid penalties.

R&D Investment Tax Credit for Small and Medium Enterprises

On February 9, 2015, the Executive Yuan announced the R&D Investment Tax Credit for
Small and Medium Enterprises (SMEs). The effective period for this tax credit is ten years
starting from May 20, 2014 (only applicable to R&D investments occurring after May 20,
2014). The table below summarizes the comparison of R&D Investment Tax Credit under
the Statute for Industrial Innovation and for Small and Medium Enterprises:

Item Statute for Industrial Small and Medium
Innovation Enterprises
Applicant 1. Incorporated in accordance | 1. Completed company
eligibility with the Company Act. registration in accordance with
) ) relevant laws, and meets the
2. Has not committed major criteria set out in Article 2 of
violations of environmental the Qualifications of Small and
protection, labor safety, or Medium Enterprises
food safety regulations (“Qualification of SME
during the recent three Standards”).
years.
. . o 2. Has not committed major
3. Is highly innovative in violations of environmental
nature. protection, labor safety, or food
safety regulations during the
recent three years.

3. Isinnovative to a certain extent

Qualification of SME Standards:

® For enterprises in
manufacturing, construction,
mining or quarrying
industries: paid-in capital of
NTD 80 million or less (or
with less than 200 regularly
employed staff under special
circumstances).

® For enterprises in other




Statute for Industrial
Innovation

Small and Medium
Enterprises

industries: sales revenue of
NTD 100 million or less in the
previous year (or with less
than 100 regularly employed
staff under special
circumstances).

Qualified R&D
expenses

1.

Expenses of R&D unit:

(1) Salaries paid to
full-time personnel
exclusively engaged in
R&D activities.

(2) Costs of consumable
tools, raw materials,
components, and
samples exclusively
used by the R&D unit
in R&D activities.

(3) Amortization expense
or payments incurred
in the current year for
usage or purchase of
patents, know-how,
and copyright(s)
exclusively used in
R&D activities.

(4) Expenses incurred for
purchase of
professional or special
database, software
program or system
exclusively used in
R&D activities.

Outsourced R&D expense:

(1) Expensesincurred in
research program
entrusted to local
universities, colleges or
research institutions,
or hiring full-time
instructors from local
universities or colleges,
or researchers from

Same
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local research
institutions.

(2) Expenses incurred in
research programs
entrusted to foreign
universities, colleges or
research institutions,
or hiring full-time
instructors from
foreign universities or
colleges, or researchers
from foreign research
institutions.

(3) Expenses incurred in
research programs
entrusted to local
pharmaceutical
research service
providers approved by
the Industrial
Development Bureau of
the Ministry of
Economic Affairs.

3. Expenses incurred in joint
research program.

Note: individual approval is
required for the following four
items: 1. (3) know-now, 1. (4), 2.
(2), and 3.

Non-qualified
R&D expenses

g items listed in Article 5 of the
R&D Investment Tax Credit
Available to Profit-Seeking
Enterprises (e.g. administrative
and management expenses,
relevant expenses incurred for
routine data collection, routine
examination expenses, etc.) are
defined as non-qualified R&D
expenses.

Not specified
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Item Statute for Industrial Small and Medium
Innovation Enterprises
Review of Application for individual Same
research approval should be filed by
activities and submitting relevant documents
individual to the Central Competent
approval of Authority within 3 months prior
four items to the starting date of the current
year corporate income tax return
filing period till the end of the
filing period. (For a company
using calendar year end, the
application period is from
February to May)
Tax credit 1. Limited to 15% of qualified SMEs may elect one of the
percentage R&D expenses for the following methods to apply R&D
and limit current year. tax credit, which is capped at 30%

2. Can only be credited against
current year income tax
payable (ITP), capped at
30% of current year ITP.

Note: Draft amendment has been
passed by the Executive Yuan to
amend the tax credit percentage
and carry forward period to being
identical with that stipulated for
SMEs, which is pending final
approval from the Legislative
Yuan.

of the current year ITP. No changes
are allowed once the election has
been made.

1. Limited to 15% of qualified R&D
expenses for the current year,
with credit limited to the same
year.

2. Limited to 10% of qualified R&D
expenses for the current year,
which can be carried forward for,
two ensuing years if the 30%
cap mentioned above is
exceeded.
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PwC Contacts:

Name Phone Number E-mail Address

Corporate Income Tax / Other Tax

Howard Kuo 886-2-2729-5226 Howard.Kuo@tw.pwc.com
Tony Lin 886-2-2729- 5080 Tony.Lin@tw.pwc.com
Jason C Hsu 886-2-2729- 5212 Jason.C.Hsu@tw.pwc.com
Rosamund Fan 886-2-2729-6077 Rosamund.Fan@tw.pwc.com
Sam Hung 886-2-2729-5008 Sam.Hung@tw.pwc.com
International Tax Services
Elaine Hsieh 886-2-2729-5809 Elaine.Hsieh@tw.pwc.com
Wendy Chiu 886-2-2729-6019 Wendy.Chiu@tw.pwc.com
Patrick Tuan 886-2-2729-5995 Patrick. Tuan@tw.pwc.com
Albert Chou 886-2-2729-6626 Albert.Chou@tw.pwc.com
Transfer Pricing
Lily Hsu 886-2-2729-6207 Lily. Hsu@tw.pwc.com
Elliot Liao 886-2-2729-6217 Elliot.Liao@tw.pwe.com

Pei-Hsuan Lee

886-2-2729-5207

Pei-hsuan.Lee@tw.pwc.com

Jack Hwang

886-2-2729-6061

Jack. Hwang@tw.pwc.com

Financial Services

Richard Watanabe 886-2-2729-6704 Richard.Watanabe@tw.pwc.com

Jason C Hsu 886-2-2729- 5212 Jason.C.Hsu@tw.pwc.com
M&A Tax

Wilson Wang 886-2-2720-6666 ext 35101  Wilson.Wang@tw.pwc.com

Elaine Hsieh 886-2-2729-5809 Elaine.Hsieh@tw.pwc.com
General Accounting and Relevant Out-Sourcing Services

Lucy Ho 886-2-2729-5218 Lucy.Ho@tw.pwc.com

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 March 2015 and were based on the law enforceable and information
available as of March 28, 2015. 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.

©2015 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.pwe.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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