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Tax Incentives

Ministry of Economic Affairs announced draft amendment to Act for Development of
Biotech and Pharmaceuticals Industry

The draft amendment introduces new investment tax credit for individual shareholders,
reduction of tax base to tax deferral of shares obtained by high-level executives and technology
investors from contribution of know-how, and extension of relevant tax incentives to December
31, 2031. The key differences between the current legislation and draft amendment are

summarized as follows:

Subject Current Provision Draft Amendment ‘
Research & Credit up to 35% of R&D Credit up to 30% of R&D
Development expenditure against income tax expenditure against income
Credit payable (up to 50% for amount tax payable

exceeding average R&D
expenditure of previous 2 years)

Personnel Credit up to 35% of training 1. Credit up to 30% of training

Training Credit expenditure against income tax expenditure against
payable (up to 50% for amount income tax payable
exceeding average training 2. Limited to training
expenditure of previous 2 years) expenditure for “dedicated

full-time R&D personnel”
Investment A profit-seeking enterprise that (i) = 1. Corporate shareholders:
Credit subscribes for shares issued by a Same as current provision.
biotech and new pharmaceuticals = 2. “Individual

company, and (ii) has been a shareholders” who:
registered shareholder of the @ Provide cash investment
biotech and new pharmaceuticals in newly issued shares of
company for 3 years or more, the same biotech or

may, for a period of 5 years from pharmaceuticals company
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Tax Deferral of
Income from
Technology
Shares
Obtained from
Contribution of
Know-how

Tax Deferral of
Income on
Shares Acquired
from Stock
Warrants

the time it has corporate income
tax payable, credit up to 20% of
the subscription price of shares
against income tax payable.

Shares issued to high-level
executives and technology
investors for contribution of know-
how in a biotech and new
pharmaceuticals company shall
be excluded from the income of
such executives and investors in
the year shares are received, and
taxed only when such shares are
subsequently transferred, gifted or
distributed as estate, based on
transfer price of shares or market
value of shares when gifted or
distributed as estate, less
acquisition costs of relevant
shares.

Shares acquired from exercising
stock warrants issued by biotech
and new pharmaceuticals
company to high-level executives
and technology investors shall be
excluded from the income of such
executives and investors in the
year shares are received, and
taxed only when such shares are
subsequently transferred, gifted or

2.

reaching NTD 1 million
within the same year; and
Hold such newly issued
shares for at least 3 years
Can deduct up to 50% of
cash investment amount
from gross consolidated
income for a period of 5
years after having held
the shares for 3 years.
Current provision
continues to apply.
Shares held for over 2
years shall be taxed at
the lower of “transfer
price or market value of
shares when gifted or
distributed as estate” or
“acquisition price”, less
acquisition costs of

relevant shares.

Current provision
continues to apply.
Shares held for over 2
years by high-level
executives and
technology investors
shall be taxed at the
lower of “transfer price
or market value of

shares when gifted or
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distributed as estate, based on distributed as estate” or
transfer price of shares or market market value of shares
value of shares when gifted or on the acquisition date
distributed as estate, less or vesting date”, less
acquisition costs of relevant acquisition costs of
shares. relevant shares.

PwC Analysis:

1.

Given maijority of biotech and pharmaceuticals companies do not have corporate tax
payable to utilize investment tax credits, the investment tax credit carried forward is
significant. Such investment tax credits may be carried forward indefinitely if eligible
companies are consistently in a tax loss position, and eligible companies can begin
claiming tax credits within 5 years from the time they are subject to income tax.
Consequently, the draft amendment eliminates tax credit for up to 50% of amount
exceeding average expenditure of previous 2 years. In addition, R&D and personnel
training tax credit is deceased to 30% of expenditures, and personnel training credit is
limited to training expenditures incurred by “dedicated full-time R&D personnel”.

The draft amendment provided an additional provision that subject to certain criteria,
individual shareholders making cash investments in biotech or pharmaceuticals companies
can deduct up to 50% of cash investment amount from gross consolidated income, without
limitation on amount of income that can be deducted. This provision is similar to tax
incentive granted to angel investors provided under Article 23-2 of Statute for Industrial
Innovation, whereby angel investors are subject to deduction limit of NTD 3 million per
annum from gross consolidated income. Since the draft amendment stipulates that the
same investment shall not enjoy multiple tax incentives, only one of the two

aforementioned tax incentives can be applied.

With reference to tax deferral of income at lower of transfer price or acquisition price
introduced under the Statute for Industrial Innovation for employee share-based
compensation and technology shares, the draft amendment stipulates that shares received
by high-level executives and technology investors for contribution of know-how in a biotech
and pharmaceuticals company which are held for over 2 years shall be taxed at the lower
of “transfer price”, or “acquisition price” (for technology shares obtained from contribution
of know-how) / “market price at acquisition date or vesting date” (for stock warrant). Unlike
the Statute for Industrial Innovation, the draft amendment does not require high-level
executives to be employed by the company for more than 2 years. High-level executives
refer to those having biotech/pharmaceutical related expertise, who assume the position



i
pwec

PwC Taiwan

&5

of CEO or manager and above of the company. For technology investors, relevant costs
can be deducted in computing income, provided such costs are supported by evidence.
Otherwise, acquisition costs are deemed as 30% of transfer price where no such evidence
is available.

4. The draft amendment provides that biotech/pharmaceuticals companies which have
significantly violated environmental protection, labor, or food safety and sanitation laws to
a substantial degree during the past 3 years are not eligible for the incentives. The above
criteria was originally introduced under the secondary legislation covering only R&D and
personnel training investment tax credit schemes, but have now been moved under the
primary legislation in the draft amendment, so that all available incentives will be subject
to this restriction.

Ministry of Economic Affairs and Ministry of Finance announced amendment to
Regulations Governing the Application of Tax Credits for Corporate or Limited
Partnership R&D Expenditures

The formally announced amendment includes personnel training expense incurred by
dedicated full-time R&D employee as eligible expenditure for R&D credit, which shall be
effective from 2020 corporate income tax return filings. Please refer to August 2020 publication
of Taiwan Tax Update for details:

https://www.pwc.tw/en/publications/taiwan-tax-updates/assets/taiwan-tax-update-202008.pdf

PwC Reminder:

For calendar year-end enterprises, the tax incentive is retroactively effective as of January 1,
2020. Enterprises may evaluate if training expenses already incurred this year by dedicated
full-time R&D employee qualify for the tax credit. If so, documentation such as training agenda,
list of trainees, and training status report shall be prepared and submitted to the Ministry of
Economic Affairs between February 1 to May 31 of the following year for assessment and
review, to determine whether R&D activities satisfy the pre-requisite criteria for recognition of
investment tax credit. Specific forms need to be filled out and required documentation needs
to be attached when filing the corporate income tax return in May.


https://www.pwc.tw/en/publications/taiwan-tax-updates/assets/taiwan-tax-update-202008.pdf
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Income Tax Act

Ministry of Finance announced Switzerland being added as one of the countries
eligible for effective information exchange of Country-by-Country Report (“CbCR”) for
fiscal years beginning after January 1, 2019

According to Taiwan’s transfer pricing regulations, for MNCs whose total consolidated
revenues in the preceding year exceed NTD 27 billion, CbCR shall be submitted within one
year after the fiscal year-end if certain criteria are met. With the information exchange
agreement signed and brought into effect by the Ministry of Finance and Switzerland on
November 6, 2020, Switzerland has become the fourth country to effectively exchange CbCR
with Taiwan, following New Zealand, Japan and Australia.

PwC Reminder:

With respect to exemption from submission of CbCR locally due to information exchange
mechanism being available, CbCR submission is not required for fiscal years beginning after
January 1, 2017 for Japan and New Zealand; January 1, 2018 for Australia; and January 1,
2019 for Switzerland. In addition, Taiwan has signed agreements with Japan and Australia for
automatic exchange of financial account information for tax purpose under the Common
Reporting Standard (CRS), and initiated a first-time information exchange this year.
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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 November 2020 based on the law enforceable and
information available as of November 30, 2020. 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.
©2020 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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