
 

 
 
Operational Tax News 
Taiwan - MOF proposes tax reform that 
includes abolition of imputation system 
13 September 2017 

 
Taiwan’s Ministry of Finance (MOF) announced a proposed tax reform package on 
1 September 2017 that would overhaul the income tax system. The proposals 
include the following: 

• Increase in the corporate income tax rate from 17% to 20%, accompanied 
by a reduction in the rate of the corporate surtax from 10% to 5%; 

• Increase in the withholding tax on dividends from 20% to 21%; 

• Abolition of the imputation system; 

• Reduction of the highest tax bracket for individuals from 45% to 40% and 
increases in deduction thresholds. 

If approved, the measures are expected to apply for tax years beginning in 2018 
(i.e. 1 January 2018). 

Imputation system  
The imputation system has operated since 1998 to prevent the double taxation of 
corporate earnings. Under the imputation system, when a Taiwan company 
distributes after-tax profits as dividends to resident individual shareholders, the 
individual may use 50% of the corporate income tax paid by the company as a tax 
credit to offset his/her personal income tax liability. For Taiwan resident corporate 
shareholders, dividends received are not considered taxable income, but the 
imputed tax credit must be included in the balance of the recipient company’s 
shareholder imputation tax credit account (ICA) and imputed to the company for 
future dividend distributions (the ICA records the corporate income tax paid by the 
company, as well as the imputation tax credit). There is no mechanism for passing 
on the imputation tax credit to nonresident foreign individual or corporate 
shareholders, i.e. for foreign shareholders, tax is withheld at source on cash or 
share dividends distributed by a Taiwan resident company (currently, 20%, 
although the rate may be reduced under an applicable tax treaty). 

In addition, a 10% surtax is imposed on a Taiwan company’s current year 
earnings to encourage the distribution of dividends and to narrow the gap between 
the corporate income tax rate (currently 17%) and the highest individual income 
tax rate (currently 45%). Resident individuals currently can credit 50% of the 
surtax against their personal income tax liability. However, nonresident 
shareholders may only use 50% of the 10% surtax paid by the company to offset 
the withholding tax (not the corporate income tax) levied on the dividends 
(subject to certain restrictions). 



 
 
 

The imputation system has been subject to considerable criticism over the past 
two decades. The system is perceived to have increased the administrative burden 
on Taiwan companies, widened the differences between the tax burden on local 
and foreign investors, and given rise to controversies regarding the calculation of 
the ICA. 

The MOF has proposed to eliminate the imputation system and replace it with one 
of two alternative systems. Under Option A, individual shareholders would enjoy a 
tax exemption on 37% of dividends they receive, with the remaining 63% taxed 
as personal income at the relevant rate. Option B includes two alternatives: (i) all 
dividend income would be taxed as personal income, but an exemption on the tax 
liability would be granted for 8.5% of the dividend income capped at NTD 80,000 
annually; or (ii) all dividend income would be taxed at a flat rate of 26%. 

For foreign companies doing business in Taiwan, the key changes would be the 
increase in the corporate income tax rate to 20% and the increase in the dividend 
withholding tax rate to 21%. Further, the ability of nonresidents to credit 50% of 
the 10% surtax paid by a Taiwan distributing company would be eliminated once 
the imputation system is abolished, for dividend distributions made on and after 1 
January 2019 (a one-year transition period would apply for the ICA to be utilized 
for nonresidents). 
 

Comments 
A one to two-month comment period will be open before the Executive Yuan 
finalizes the amendments to the relevant laws. 

The proposal to abolish the imputation tax system follows extensive research and 
discussions, and aims to simplify the Taiwan income tax system, align the overall 
tax rates for local and foreign investors, and ease the tax burden on small and 
medium-sized local enterprises in Taiwan. However, the proposed changes will 
increase the overall income tax costs of doing business in Taiwan. In light of the 
potential changes, multinationals doing business in the country should seek tax 
advice to assess the implications and options available to mitigate the potential 
impact. 

 

 

 

 

 

 

 

 

 

 

 

 



 

Deloitte is a multidisciplinary service organisation which is subject to certain regulatory and professional restrictions on the types of 
services we can provide to our clients, particularly where an audit relationship exists, as independence issues and other conflicts of 
interest may arise. Any services we commit to deliver to you will comply fully with applicable restrictions. 

Due to the constant changes and amendments to Luxembourg legislation, Deloitte cannot assume any liability for the content of 
this leaflet. It shall only serve as general information and shall not replace the need to consult your Deloitte advisor. 

About Deloitte Touche Tohmatsu Limited: 

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee, and its network of 
member firms, each of which is a legally separate and independent entity. Please see www.deloitte.com/lu/about for a detailed 
description of the legal structure of Deloitte Touche Tohmatsu Limited and its member firms. 

Deloitte provides audit, tax, consulting and financial advisory services to public and private clients spanning multiple industries. 
With a globally connected network of member firms in more than 150 countries, Deloitte brings world-class capabilities and deep 
local expertise to help clients succeed wherever they operate. Deloitte has in the region of 200,000 professionals, all committed to 
becoming the standard of excellence. 

© 2017 Deloitte General Services 

Designed and produced by MarCom at Deloitte Luxembourg 

Your contacts 
 
Deloitte Luxembourg 

Eric Centi 
Partner 
Deloitte Solutions 
Tel. +352 45145 2162 
ecenti@deloitte.lu 

Nenad Ilic, CFA 
Director 
Tax - Global Financial Services Industry 
Tel. +352 45145 2046 
neilic@deloitte.lu 

David Sourrouille 
Senior Manager 
Deloitte Solutions 
Tel. +352 27331 5206 
dsourrouille@deloittesolutions.lu 

 
Deloitte Taiwan 

Al Chang 
alchang@deloitte.com.tw 

Arthur Chen 
arthurychen@deloitte.com.tw 

Elizabeth Dodson 
eldodson@deloitte.com.tw 
 

 

 

 
 

 
 

 
 

 
 
 
 

 
 

 
 

 
 

 
 

 

 

Deloitte Luxembourg 
560, rue de Neudorf 
L-2220 Luxembourg 

Tel: +352 451 451 
Fax: +352 451 452 401 
www.deloitte.lu 

 




