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Increased deduction of expenses as tax incentives granted
shall be added back to basic income of profit-seeking

enterprise

The Ministry of Finance announced on January 27, 2016 that the increased deduction of R&D
expenses and salary expenses according to the Statute for Industrial Innovation (“Innovation
Statute”) and the Statute for Development of Small and Medium Enterprises (“SME Statute”)

is a tax incentive, which is utilized to offset current taxable income, and therefore, the
increased deduction should be added back to basic income of profit seeking enterprises
according to Article 7 of the Income Basic Tax Act when filing annual corporate income tax

(“CIT”) returns. The detail of the announcement is illustrated as follows:

Source Amount of increased expense deduction Applicable year
Additional 30% deduction for qualifying salaries
paid to newly-hired employees who are R.O.C. 2015
citizens.
i Additional 50% deduction for qualifying salaries

Article 36-2 of i )
paid to newly-hired employees who are R.O.C. 2016

SME Statute .
citizens under the age of 24.
Additional 30% deduction for qualifying salary
increase given to entry level employees who are 2016
R.O.C. citizens.

Article 12-1 of _ .

) Double deduction of qualified R&D expenses from

Innovation . ) . 2016
income obtained from intellectual property.

Statute

PwC Observation:

Assuming the increased deduction of expenses of Company A in accordance with the
Innovation Statute and the SME Statute is TWD 1.2 million, depending on the amount of
basic income calculated based on different levels of taxable income, the final income tax

payable will vary. Examples are illustrated below:
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Taxable Basic i Income Additional
o asic Income . o
) income | oonoo o4 (after basic tax income tax
Scenario | under pay . (“IBT”) payable
(17%) deduction of
CIT 0.5M ) payable (Excess of
system -5 (12%) IBT over CIT)
1 - - 700,000 84,000 84,000
2 1,000,000 170,000 1,700,000 204,000 34,000
3 4,000,000 680,000 4,700,000 564,000 -

According to the above illustration, under Scenario 1, although the corporate income tax
payable is nil after the increased expense deduction is applied, Company A should still pay
IBT payable of TWD 84,000 based on the IBT calculated. Under Scenario 2, although

corporate income tax payable of TWD 170,000 is due, since IBT payable is larger than CIT
payable, additional IBT payable of TWD 34,000 will be due.
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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 2016 and were based on the law enforceable and information
available as of January 31, 2016. 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.

©2016 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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