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KPMG Asia Pacific Tax Centre

The emerging economic strength of the Asia Pacific region
means that more companies are making it a priority to

do business in the area and, in many cases, are creating
regional hubs. However, the diversity and complexity of the
region poses many challenges for international businesses,
especially the operation of the region’s various tax and
regulatory systems.

How can the KPMG Asia Pacific Tax Centre help you?

The KPMG Asia Pacific Tax Centre’s network of tax professionals brings together a
wealth of local and regional experience relevant to you and your business.

The Centre will help you cut through the tax complexity of operating and growing
in this dynamic and diverse region, while identifying the opportunities for your tax
function to add significant business value.

In addition to the work of our regional tax leaders, the Centre also supports clients

in the region by:

e Providing central coordination and support for multi-national clients in the
region

e The provision of regular updates on tax trends and developments through
our regular newsletter, webinar series and publications

e Bringing together the best teams, skills and services to our clients across
Asia Pacific

e QOrganizing KPMG's widely recognized Asia Pacific Tax Summit.
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ASPAC R&D incentives — Overview

This fifth edition of the KPMG Asia Pacific (ASPAC) R&D
incentives guide sees a number of revisions since the fourth
edition was published in 2012.

In a globally mobile business world, R&D investment is

considered to be a key factor to enhance skills, jobs and
economic growth. Governments increasingly recognize
the attraction of tax benefits to encourage companies to
invest in high-value, knowledge intensive industries and
technologies.

In this edition we can see the following new developments:

e Japan has extended its R&D tax credit system for an additional 3 years.

e New Zealand has introduced a new R&D grants and funding scheme.

e Singapore has introduced additional benefits for small and medium enterprises (SMEs). SMEs
are now eligible for a tax deduction of 400 percent on the first SGD 600,000, which is an increase
of SGD 200,000.

e South Korea has expanded benefits for medium sized companies.

The pace of change is expected to continue, as R&D incentives develop and mature.

The schemes are broadly similar but unique to each country’s tax system. For example, some countries
offer distinctly different benefits for small and medium enterprises as compared to large companies; and
R&D compliance protocols in ASPAC jurisdictions vary from ‘self-assessment’ to tax authority ‘audit’ prior to
refund issuance.

This overview of the fifth edition summarizes in tabular form the R&D benefits for each country in the ASPAC
region. It also highlights related matters companies should consider when examining the best location for
R&D activities. A comprehensive ‘country by country’ report of the R&D incentive schemes in each ASPAC
country is available on request.

Please contact:

Alan Garcia, ASPAC R&D Lead (alan.garcia@kpmg.com); your local KPMG team member;
or your R&D country representative (listed on the back cover) if you would like a copy.
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Jurisdiction

Enhanced Tax Benefit

Typical SME benefits
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Typical large company benefits

Australia Corporate tax rate: 30%! Corporate tax rate: 30%
Incentive: 45% refundable offset Incentive: 40% non-refundable offset
China Corporate tax rate: 25% Corporate tax rate: 25%
Incentive: 150% deduction Incentive: 150% deduction
Hong Kong Corporate tax rate: 16.5% Corporate tax rate: 16.5%
100% deduction*® 100% deduction*®
India Corporate tax rate: 32.445% - 33.99% Corporate tax rate: 32.445% - 33.99%
Incentive: 200% deduction Incentive: 200% deduction
Japan Corporate tax rate: 21.43% - 23.16% Corporate tax rate: 35.64%
Incentive: 12% credit Incentive: 8% credit
Malaysia Corporate tax rate: 25%? Corporate tax rate: 25%
Incentive: 200% deduction Incentive: 200% deduction
New Zealand Corporate tax rate: 28% Corporate tax rate: 28%
Various grants available Various grants available
Pakistan Corporate tax rate: 34%?* Corporate tax rate: 34%

100% deduction*®

100% deduction*®

Papua New Guinea

Corporate tax rate: 30%

Corporate tax rate: 30%

100% deduction® 100% deduction®
Philippines Corporate tax rate: 30% Corporate tax rate: 30%

100% deduction® 100% deduction®
Singapore Corporate tax rate: 17% Corporate tax rate: 17%

Incentive: 400% deduction on first SGD 600,000 then
150% deduction on remainder

400% deduction on first SGD 400,000 then
150% deduction on remainder

South Korea

Corporate tax rate: 24.2%
Incentive: credit of 25% of expense incurred or 50% of
incremental expense, whichever is greater

Corporate tax rate: 24.2%
Incentive: credit of 3% - 4% of expense incurred or 40%
of incremental expense, whichever is greater

SriLanka Corporate tax rate: 28% Corporate tax rate: 28%
Incentive: 200% deduction for in-house R&D and 300% Incentive : 200% deduction for in-house R&D and 300%
deduction if carried outvia any institution deduction if carried out via any institution
Taiwan Corporate tax rate: 17% Corporate tax rate: 17%
Incentive: 10% - 15% credit up to 30% of tax due Incentive: 15% credit up to 30% of tax due
Thailand Corporate tax rate: 0% - 20% Corporate tax rate: 20%
Incentive: 200% deduction Incentive: 200% deduction
Vietnam Corporate tax rate: 20% Corporate tax rate: 22%

Various incentives and tax exemptions

Various incentives and tax exemptions

"For the 2015 tax year, the corporate tax rate is 28.5%

220% on chargeable income up to RM500,000 (Subject to conditions)

SFor 2015 tax year, the corporate tax rate is 33%

*No uplift for R&D
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Related considerations

Whilst R&D tax rates are important, one
must consider other related matters
when determining the best location for
R&D activities within the ASPAC region.

The net cost of R&D

The relative costs of performing R&D
in one country versus another, net of
respective available R&D incentives,
are important in evaluating where
and under what circumstances R&D
activities should take place.

Intellectual Property (IP)

Similarly, in planning how IP will be
created, it is important to consider the
tax consequences, the arrangements
under which it is created, where it
will be used, how it will be paid for
and where it will be owned. Entities
undertaking R&D in the region should
be aware that tax authorities in
ASPAC countries are focusing on the
transfer pricing issues arising from
the development, ownership and
compensation for usage of IP

Transfer pricing

Transfer pricing provisions in ASPAC
countries are complex. They apply to
the economic, legal and tax aspects of
transfers of technology, and products
or services based on technology, to
related entities. These provisions may
encourage companies to locate some
of their R&D activities in one country
rather than another.

India, Australia, China, and Japan
have all recently seen an increase

in transfer pricing audits, and China
and Singapore's tax authorities have
recently signaled that they intend to

step up their transfer pricing compliance

and field audit work.

Country specific tax benefits

Many countries provide tax credits for
taxes paid by a resident business to other
countries and offer other tax incentives to
attract investment and encourage exports.
The net cost of R&D performed in the
country and the impact of R&D costs on
other tax benefits have to be considered in
determining the value of these benefits.

Short-term economic stimulus measures
Short term measures implemented by
governments as economic stimulus
packages in response to the global financial
crisis, such as accelerated deduction
programs for investment in tangible
depreciable assets, are worth taking into
account, as these may top up existing
benefits delivered through R&D incentive
schemes.

The equation to be solved

The tax treatment of R&D costs,
technology transfers, transfer pricing and
other related local tax issues, is a vital
consideration. It is therefore critical to
evaluate all the R&D incentives available
and the impact of all R&D costs on other
tax benefits in countries around the ASPAC
region, before coming to a decision on
where to locate your R&D programs.

We hope this publication will deliver
long-lasting value for your organization
by assisting you in identifying current
and future opportunities to obtain R&D
incentives throughout the ASPAC region.
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KPMG's global R&D
Incentives services

Global R&D assistance

KPMG has an established global
network of experienced R&D
specialists coordinated across all
regions around the world, including the
ASPAC region. Addressing local issues,
with a global mindset, our mission is to
assist our clients to capitalize on R&D
benefits on a global scale to help create
long-term competitive advantage.

Our global network of specialists assist
our clients to help realize significant
tax savings related to R&D investment
in many countries. This includes
coordinated multi-jurisdictional R&D
incentive reviews and analysis. Our
specialists think beyond tax and aim to
provide clients with insightful business
strategies.

Decisions on where to conduct R&D
activities involve many factors, including
the availability of the necessary talent
and the relative costs of labor, materials
and facilities. In addition, available R&D
incentives and the impact of R&D costs
on other available tax benefits may play
a significant role when evaluating the
after tax cost of performing R&D in one
country versus another.

Accordingly, teams across our global R&D
incentives network work with our network
of international tax specialists to assist
clients manage tax issues arising from:

e cross-border R&D arrangements

e transfer pricing

® intellectual property status and transfer
e withholding tax

e foreign tax credits

e duties and tariffs.

Country specific R&D assistance

\We can help you understand how the local
country R&D Tax Incentive applies to your
business, and help answer the following
key questions:

e Which activities are eligible R&D?
e How do you calculate eligible R&D
expenditure?

e Whatis the claim process and how long
does it take?

e What will happen if your claim is audited
and how can the audit be defended to
enhance outcomes?

e \Whatrecords are needed to
substantiate a claim?
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For more information about KPMG's R&D incentive services in the Asia Pacific, please contact:

Australia/ Global
David Gelb

Global R&D Lead
+61 392886160
dgelb@kpmg.com.au

China

BinYang

Partner

+86 20 3813 8605
bin.yang@kpmg.com

Hong Kong

Curtis Ng

Partner

+852 2143 8709
curtis.ng@kpmg.com

India

Vikram Doshi

Partner

+91 (40) 3046 5100
vikramdoshi@kpmg.com

Japan

Yukihiko Endo

Tax Partner

+81 362298124
yukihiko.endo@jp.kpmg.com

Malaysia

Tai Lai Kok

Executive Director

+603 77213388 ext 7020
[tai1@kpmg.com.my
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New Zealand

Paul McPadden

Tax Partner

+64 9367 5919
pmcpadden@kpmg.co.nz

Pakistan

Saqib Masood

Tax Partner

+92 21 35682290
sagibmasood@kpmg.com

Papua New Guinea
Dick Nijdam

Partner

+675 3212022
dnijdam1@kpmg.com.au

Philippines

Herminigildo G. Murakami
Tax Principal

+63 (2) 885-7000
hmurakami@kpmg.com

Singapore

Chiu Wu Hong

Tax Partner

+65 6213 2569
wchiu@kpmg.com.sg

South Korea

Dong Suk Kang

Senior Tax Partner

+82 22112 0966
dongsukkang@kr.kpmg.com

Sri Lanka

Suresh R | Perera
Principal, Tax & Regulatory
+94 11 2390320
sperera@kpmg.com

Taiwan

Kevin Chen

Tax Partner

+886 2 8101-6666
kchend@kpmg.com.tw

Thailand

Attaporn Pacharanan
Executive Director
+66 2677 2435
attaporn@kpmg.co.th

Vietham

Warrick Cleine

Tax Partner

+84 (8) 821 9266 8200
WarrickCleine@kpmg.com.vn

ASPAC

Alan Garcia

ASPAC R&D Lead

+86 (21) 2212 3509
alan.garcia@kpmg.com
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The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual
or entity. Although we endeavor to provide accurate and timely information, there can be no guarantee that such information is
accurate as of the date it is received or that it will continue to be accurate in the future. No one should act on such information
without appropriate professional advice after a thorough examination of the particular situation.
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