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Abstract

In the face of a rapidly changing business environment at home and abroad,
Taiwanese companies are compelled to pursue globalization as a strategy to ‘gain a
competitive edge. Mainland China, due to its close cultural and linguistic affinity with
Taiwan, has been an important cornerstone in Taiwanese businesses' effort to go global. In
2012, Taiwanese businesses made investments in China totaling NT 320,118,000,000,
rendering it Taiwan's top investment destination. Taiwan's ICT sector, in particular, has
invested in mainland China to such an extent that its investment amount in China alone
exceeds the combined total of investments in other markets. Therefore, how Taiwanese
businesses in China achieve optimal allocation of global resources through professional

division of labor and maximize their profits merits more attention.

As Taiwanese companies strive to expand their global footprint, they inevitably
confront the issue of international taxation. It is widely recognized that tax, for enterprises,
is not just a matter of cost but also a major threat. Hence companies have to consider how
to build a transaction model or investment structure with the lowest possible tax burden so
that they can attain efficient asset allocation and profit maximization in modern economies

characterized by robust trade activities.

Differences in tax regulations and tax breaks from one country/region to another have
made possible tax evasion in the form of transfer pricing, thin capitalization and
establishment of holding companies in countries or regions with low tax rates. Investor
countries consequently suffer severe losses in tax revenues. In view of the current
economic recession, countries around the globe are sparing no effort to arrest the trend by
implementing measures to counter tax evasion. Governments are expected to continuously
strengthen these measures in order to secure tax revenues. In Taiwan, the Ministry of
Finance (MOF) has taken action to counter tax evasion in the form of transfer pricing and

thin capitalization. Recently the MOF has also drafted bills governing controlled foreign

il



corporations (CFC) and place of effective management (PEM). Once passed by the
Legislative Yuan, these bills will come into force in 2015. Countermeasures against tax
evasion looming on the horizon are bound to have a major impact on multinational
corporations (MNCs). In addition to reviewing their organizational structure, transaction
modes and how their overseas subsidiaries are run and controlled, MNCs have to better
understand tax related laws and regulations in other countries. It is also advisable for
enterprises to seek professional consultations before making any response so as to ensure
the optimal business operation in the group as well as tax burden reduction are achieved

within the confines of the law.

The current study, based on literature review and analyses of existing laws and
regulations, provides a general introduction to the meaning and principles of international
tax planning and common practices therein. It goes on to examine how Taiwanese
businesses in China develop their investment structure, operating model and tax planning,
and what these enterprises have done to counteract the changes in China's Corporate
Income Tax Law. Moreover, a case study of one listed company in Taiwan is performed,
wherein its investment structure and operating model is analyzed before suggestions are
made to help the company tackle problems arising from changes to the tax regime. In
conclusion, the study, based on the case study results, makes a few recommendations for
Taiwan government as well as Taiwanese businesses which plan on investing in mainland

China.

Key words: Taiwanese enterprises in China, tax planning, investment structure, operating

model
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