Newsletter - Taiwan Tax Update

|

Taiwan Tax Update

August 2015

Calculation of Contribution Rate of Foreign Profit-Seeking
Enterprises Performing Importation, Processing, Storage, and
Delivery Activities via Free Trade Zone (“FTZ”) Enterprise

II.

I1I1.

Where a foreign profit-seeking enterprise with no fixed place of business in Taiwan
engages an FTZ enterprise for importation, simple processing, and storage of goods to be
delivered to domestic and offshore customers, income derived therefrom can be exempt
from corporate income tax based on Article 29 of the Act for the Establishment and
Management of Free Trade Zones if domestic sales does not exceed 10% of consolidated
domestic and offshore sales. Whereas, if sales to domestic customers exceed 10% of the
consolidated sales to domestic and offshore customers, then the amount in excess shall
be subject to corporate income tax assessment. The FTZ enterprise should be responsible
for maintenance of accounting books for the foreign profit-seeking enterprise, filing
income tax return of the foreign profit-seeking enterprise with the tax authority on an
actual basis, and payment of income taxes.

If the FTZ enterprise is unable to provide the aforesaid accounting books and
documentary evidence, the collection authority may determine the total profits derived
from offshore and onshore activities based on the industry standard profit of the same
trade concerned, and calculate the Taiwan-sourced income according to the profit
contribution of onshore activities to the total profits derived from both onshore and
offshore activities.

In practice, as some foreign profit-seeking enterprises cannot provide accounting records
of their onshore and offshore activities, which results in difficulties in calculating the
profit contribution of onshore activities to the total profit derived from both onshore and
offshore activities, the Ministry of Finance issued Tax Ruling No.10404572310 on July 17,
2015, where a more clearly defined and simplified method to calculate the profit
contribution of onshore activities is provided, to assist FTZ enterprises to perform
income tax return filing obligations on behalf of the foreign profit-seeking enterprises.
The salient points of the Tax Ruling are summarized below:

1) If the foreign profit-seeking enterprise is able to provide intact accounting books and
records of onshore and offshore activities, the taxable income can be calculated on
an actual basis.

Income tax
Offshore sales
(A)<10% exempted
<107
Onshore Taxable for amount
sales/Onshore and in excess of
Offshore sales = (A) (A)>10% threshold
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2) If taxable income cannot be calculated on an actual basis or based on available
taxation data, the taxable income shall be determined as follows:

Total profits of onshore and

. Contribution rate (%)
offshore transactions

X of onshore activities to
(Industry standard profit rate

total profits
of the same trade concerned)

3) Per the Tax Ruling, contribution rates will no longer vary across industries, but
instead is divided into two (2) categories according to the functions or activities
performed in Taiwan:

Functions or activities Contribution rate

performed in Taiwan

Logistics

(importation, storage and

. . . 12%
delivery of goods, including
simple processing)
Logistics + Onshore Processing 12% + (A+B/ A+B+C)

A=Costs and expenses of onshore purchase of raw materials

B=Costs and expenses of contract manufacturing

C=Import price of foreign goods as indicated on the import declaration form (if the
import price is significantly higher than the current market price with the purpose of
avoiding or reducing tax liabilities, the tax collection authority may assess the
import price based on available taxation data, or the dutiable value of identical or
similar imported goods as indicated on the import declaration form)

PwC Observation:

Where foreign profit-seeking enterprises engage FTZ enterprises to perform processing
activities in Taiwan, but do not maintain accounting books and records, though the
contribution rate can be calculated based on the above guidance, record of onshore purchase of
raw materials, contract manufacturing costs, and import declaration forms of imported goods
should be well maintained to ensure the applicability of the Tax Ruling.

Tax Relief for Victims of Typhoon Soudelor

I. Tax Ruling No. 09904539120 was issued by the Ministry of Finance to provide guidance
to taxpayers affected by disasters who wish to apply for tax relief.

II. The Ministry of Finance further announced that they have instructed district tax
collection offices to establish the “Review Disaster Loss Tax Alleviation Service Team” to
send personnel to areas affected by Typhoon Soudelor to assist taxpayers in applying for
relevant tax relief.
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ITII. Below is a summary of the tax relief for corporate victims of Typhoon Soudelor:

Filing
Conditions of (Application) Receiving
Item Disaster Loss Tax Relief Deadline Agency
Within 30 days National
Corporate Income .
T after occurrence of | taxation
ax
deteriorated, disaster bureaus,
damaged, Business tax for branches,
Inventory
destructed or small-scale Apply after or tax
obsolete business entities occurrence of collection
(excluding disaster offices
non-business days) where the
head office
. Damaged, Within 30 days or fixed
Fixed Corporate Income
destructed or after occurrence of place of
Asset Tax . . .
obsolete disaster business is
located.
Within 30 days Local tax
I More than 30% . ]
Building House Tax from the disaster collection
damaged .
date authorities
Unusable due to or branch
landslide, Within 30 days units
Land surface collapse, Land Value Tax after occurrence of | where the
washout or silt disaster head office
covering or fixed
Within one month place of
Vehicles Retired Vehicle License Tax | from the disaster | business is
date located.
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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 August 2015 and were based on the law enforceable and information
available as of July 31, 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
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