KPMG!

C-lax aler

Issue 96 — August 29, 2017

ettt
o ey g

SEETTE
iy

QN-; it mm

4 n‘in i i
““‘!mfll ;gﬁ g}“

“\ 'i:m ::...,m

g.;

Taiwan released amended transfer pricing rules for
country-by-country reporting and master file effective

for 2017

On July 27, 2017, Taiwan Ministry of Finance
announced the draft amendments

to “Regulations Governing Assessment of Profit-
Seeking Enterprise Income Tax on Non-Arm's-
Length Transfer Pricing” ("TP Assessment
Rules") in response to the international trend of
anti-tax avoidance and the enhancement of tax
information transparency. The amended TP
Assessment Rules had included the three-tier
transfer pricing documentation as suggested by
OECD under Base Erosion and Profit Shifting
("BEPS") Action 13 Report. It is expected the
amended rules will apply to fiscal years on or
after January 1, 2017.

The main amendments relevant to the three-
tier transfer pricing documentation are:

* New County-by-Country Reporting ("CBCR")
rules, include criteria for Reporting Entity,
deadline, definition of constituent entities and
contents of the report. (New Article 22-1)

* New Master File (“MF”) rules, include criteria
for Reporting Entity, deadline, and the
contents of the report. (New Article 21-1)
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New CBCR disclosure requirement to disclose
the information of the “Ultimate Parent Entity
of a multinational enterprise (MNE) and the
“Surrogate Parent Entity” that files the CBCR.
(Amended Article 21)

"

Amended the requirements of the contents of
Taiwan Transfer Pricing Report to reflect the
suggestions made under BEPS Action 13
Report for Local File. (Amended Article 22)

The main content of the draft amended TP
Assessment Rules are summarized as follows:
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Country-by-Country Reporting

Company that needs to file CBCR to
Taiwan Tax Authority

If the group’s annual consolidated group revenue
exceed the threshold, the following entity is
required to file CBCR with Taiwan tax authority.

— For Taiwanese MINE Group

If the Ultimate Parent Entity (UPE) of an MNE
Group is Taiwanese entity, it should file CBCR.

— For Foreign MINE Group (with UPE outside of
Taiwan)

For a Taiwanese entity of a foreign MNE
group, the Taiwanese entity is required to file
CBCR if one of conditions below is met:

* The UPE of the MNE Group is not obligated
to file a CBCR in its jurisdiction of tax
residence;

* The UPE of the MNE Group had filed a CBCR
in its jurisdiction of tax residence, however
such jurisdiction has not entered into any
agreement with Taiwan for exchanging of
CBCR before Taiwan CBCR filing deadline; or

* The UPE of the MNE Group had filed a CBCR
in its jurisdiction of tax residence and such
jurisdiction had entered into an agreement
with Taiwan for exchanging of CBCR,
however Taiwan tax authority was unable to
obtain the CBCR based on the agreement.

If the Group has two or more members in
Taiwan, it can designate one of the members
to file the CBCR, and to notify the rest of the
members in Taiwan as well as their governing
Taiwanese tax offices.
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If Surrogate Entity file CBCR, conditions
that the Taiwanese Entity is exempted
from filing CBCR

If the foreign Group appoints one of the members
to act as surrogate to file the CBCR, and the
Surrogate Entity meets the following criteria, the
Taiwanese entity is not required to file CBCR to
Taiwanese tax authority:

— The jurisdiction of tax residence of the
Surrogate Entity requires to file CBCR.

— The jurisdiction of tax residence of the
Surrogate Entity had entered into an
agreement with Taiwan for exchanging of
CBCR and Taiwan tax authority can actually
obtain the CBCR.

— Taiwanese entity has disclosed the information
of UPE and Surrogate Entity when filing the
income tax return according to Article 21 .

KPMG Observation

MNE Groups need to determine which
member is responsible for filing the CBCR.
Especially for foreign companies, they need to
understand whether there is a tax treaty or a
tax information exchange agreement (TIEA)
between Taiwan and the jurisdiction which the
Group file for CBCR. The foreign
subsidiaries/branch in Taiwan then can decide
if it needs to file CBCR with Taiwan tax
authorities.
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CBCR Requirement Regulations

A Constituent Entities of MNE groups in Taiwan will need to disclose the
relevant information of the UPE or the Surrogate Parent Entity that will
submit the CBCR when filing income tax return. (For companies with
calendar year, it is following May of the reporting fiscal year).

CBCR Filing Deadline Within 12 months after the last day of the reporting fiscal year.

MNE group with annual consolidated group revenue during the fiscal year
immediately preceding the reporting fiscal year that are lower than the
threshold set by the MoF are exempted from CBCR reporting. MoF is yet
to announced the threshold.

CBCR Format EJsmg the. prescrlb"ed format and submitted to the tax authority in
electronic format".
The format and required contents are in line with the recommendation in
EECH BEPS Action 13,

If Taiwan tax authority followed the relevant tax information exchange
agreement but was not able to actually obtain the CBCR, the Constituent
Entity in Taiwan should submit the CBCR within one month upon Taiwan
Situation where tax tax authority’s request.

authority requested

for CBCR In the event that the CBCR cannot be produced within the prescribed time
limit, the Constituent Entity should apply for an extension prior to the
deadline. The extension can only be granted once and cannot exceed one
month.

CBCR Notification

CBCR Threshold

KPMG Observation

It is expected that the threshold of CBCR will follow the OECD suggested EUR 750 million and
translated into NTD. The requirements of the contents and covered entities are consistent with
the OECD suggestion and international trend. The above requirements will be presented in
tabular form and submit electronically. It is suggested companies which meet the threshold to
start the preparation for CBCR as soon as possible.
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Covered Entity Taiwanese Constituent Entities of an MNE Group.

Time for preparing When filing income tax return (ie. 5 months after year-end).
Time for filing Within 12 months after the last day of the reporting fiscal year.
Threshold To be announced by Taiwan MoF.

Must be in Chinese. If it is reported in foreign language, a Chinese translation
shall also be attached. Companies may apply for one-month extension for
Language preparing the Chinese translation. However, if it is approved by the tax
authority, companies may submit the Master File in English.

The contents required are in line with the recommendations in BEPS Action
Contents 13.

Master File

KPMG Observation

In Taiwan, companies that meet the threshold are required to submit a copy of Master File needs
to be submitted. The Chinese translation is required if it is in foreign languages. The MoF will
announce the threshold later.

Master File is prepared from the group’s perspective and involves complex transfer pricing
issues, such as intangible assets and value chains. The MNE groups should confirm whether the
information disclosed in the Master File is consistent with its transfer pricing reports and the
explanation provided to tax authorities during the audit. The Chinese translation is required if it
is in foreign language.
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Local File

In response to the suggested content for local file
by OECD under Action Plan 13, the draft
amendment to "TP Assessment Rules" require
the additional following content:

Company Overview

A detailed description of the business strategy
pursued by the local entity, analysis of industry
and economic situation, key competitors, as well
as whether the local entity has been involved in
or affected by business restructurings or
intangibles transfers in the present or immediate
past year.

Group Organization and Management Structure

A description of the management structure of the
local entity, a local organization chart, and a
description of the individuals to whom local
management reports and the country(ies) in
which such individuals maintain their principal
offices.

Summary Information of Controlled
transactions

To more clearly disclose the necessary
information

— A description of the major controlled
transactions and relevant background.

— Participants that involved in each type of
controlled transactions and their relationship
with each other.

— List the controlled transaction amount of each
type of transaction by the countries and
regions of the counter party.

— Copies of material intercompany agreements
signed by the local entity.
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Analysis of Controlled transactions

— A detailed function and risk analysis of the
participants of the controlled transactions,
include the difference comparison between
current year and last year.

— A copy of existing unilateral and APAs and
other tax rulings to which the local tax
jurisdiction is not a party and which are related
to controlled transactions described above.
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Penalty

If the company fail to comply the filing
requirements upon tax authority’s request. The
above three types for reports, it will be subject to
a penalty ranging from NTD 3,000 to NTD 30,000,
under Article 46 of the Tax Collection Act.

KPMG Observation

The draft amendments are in line with
international trends and public expectations. The
newly added report content is consistent with the
three-tier transfer pricing documentation
suggested by OECD under BEPS Action Plan 13.
However, the specific impact to companies is yet
to be determined, depending on the thresholds
which will be announced by the Ministry of
Finance later.

In the future, the tax information of MNEs will be
more transparent among tax authorities in
different jurisdictions. Tax authorities will be able
to better understand and monitor the Group’s
holding structure, profit allocation, operation
substance and status of tax paid. This not only
increase the Group's transfer pricing audit risk,
but also enhance tax officers’ ability to implement
other anti-avoidance measures, such as
Controlled Foreign Companies (CFC) and Place of
Effective Management (PEM) terms.

The new transfer pricing documentation
requirements are expected to be effective in the
2017 fiscal year. Companies should immediately
assess the potential impact and form strategies to
response. Suggested actions are as follows:
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Need to act as soon as
possible

CBCR notification

When filing income tax
return

Within 12 months after
the last day of the
reporting fiscal year

Need to act as soon as
possible

Maintain Master File at
the time of filing tax
return.

Submit Master File
within 12 months after
the last day of the
reporting fiscal year.

Maintain transfer pricing
report at the time of the
report filing income tax
return. Submit upon tax
authority’s request.
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Taiwanese MFE Group

Foreign MFE Group
(UPE is not in Taiwan)

(UPE is in Taiwan)

For 2017 tax year, companies need to assess whether the
group would meet the notification and/or filing
requirement based on 2016 data.

Disclose the information of
UPE or Surrogate Parent
Entity on the disclosure
forms to be attached with
tax return. Taiwanese
entity should obtain
information from
headquarters.

Disclose the information of
UPE or Surrogate Parent
Entity on the disclosure
forms to be attached with
tax return.

Submit CBCR if the
Taiwanese entity meets the
requirements.

The Taiwanese entity has
to check if it meets the
submission requirements
and obtain the CBCR.

Companies need to assess whether it has to submit
Master File with Taiwan tax authority.

If the Master File is ready at
global level, need to
translate it into Chinese for
submission.

Taiwan headquarters to
prepare Master File and
submit with Taiwan tax
authorities.

Check whether the contents of the transfer pricing report
of Taiwan are in compliance with the new requirements.
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