A Guide to Investing 1n Taiwan;

In-Depth Analysis of Subsidiaries, Branches,
and Representative Offices

I. Overview of the Three Operating Structures

When a foreign company enters the Taiwan market, one of the first and most important
decisions 1s choosing the appropriate operating structure. In practice, the three most
common options are:

e Subsidiary
e Branch
o Representative Office

Each structure differs significantly in terms of legal status, liability exposure, tax
treatment, business scope, and long-term strategic flexibility. Choosing the right structure
at the outset can materially affect your compliance burden, risk isolation, financing
capacity, and future expansion strategy.

II. Comparison of Key Features
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III. CPA’ s Advanced Professional Analysis

1. Legal Liability: A Subsidiary Is the Only True “Firewall”

From a legal risk management perspective, a subsidiary is the only structure that creates a

genuine separation between the Taiwan operation and the foreign parent company.




Because a subsidiary 1s an independent legal entity, its debts and liabilities generally do
not automatically extend to the overseas parent. By contrast, both a branch and a
representative office are legally treated as part of the foreign head office. If disputes,
unpaid taxes, or regulatory liabilities arise in Taiwan, the foreign head office may be held
directly and jointly liable.

For foreign investors who prioritize legal risk isolation, a subsidiary 1s usually the most
protective structure.

2. Tax Considerations: 0% Withholding for Branches Does Not Always Mean
the Lowest Overall Tax Cost

A branch has one notable tax advantage: after paying Taiwan corporate income tax, it can
generally remit profits back to the head office without additional withholding tax.

This 1s often attractive in the early stage of market entry, particularly when the investor
wants to repatriate profits quickly and efficiently. However, this does not automatically
mean a branch is always more tax-efficient than a subsidiary.

A subsidiary 1s generally subject to 21% withholding tax on dividend remittances, but this
rate may often be reduced under an applicable tax treaty. For investors located in treaty
jurisdictions, the effective remittance tax burden may be significantly lower than the
headline rate.

In addition, both subsidiaries and branches must consider transfer pricing compliance if
they have material transactions with related parties, including the overseas head office or
affiliated enterprises. Depending on transaction size and structure, supporting
documentation may be required.

3. Financing and Government Incentives

A subsidiary 1s generally the most advantageous structure if the Taiwan operation 1S
expected to seek local financing or apply for government programs.

Because a subsidiary maintains its own local balance sheet, 1t 1s often easier for Taiwanese
banks to assess creditworthiness and extend lending facilities. In contrast, branches may
face more practical limitations, and representative offices are generally not suitable
financing vehicles.

Similarly, if the Taiwan operation plans to apply for R&D subsidies, SBIR programs, or
investment tax incentives, a subsidiary usually has the most complete eligibility. Branches



may face restrictions depending on the specific program, while representative offices are
typically ineligible.

IV. Compliance Risk Reminder: Permanent Establishment
(PE) Risk

A representative office must be used with caution.

By law, a representative office may not engage in actual revenue-generating activities. It 18
intended only for preliminary or support functions, such as liaison, sourcing, market
research, communication, and limited administrative coordination.

If the Taiwan tax authority determines that the representative office is in fact conducting
substantive business activities in Taiwan—such as providing services, negotiating and
executing transactions in substance, collecting payments, or delivering goods—it may be
deemed a de facto Permanent Establishment (PE).

Once so characterized, the foreign company may face:

e back assessment of VAT
e back assessment of income tax
o additional penalties and surcharges

For that reason, a representative office should only be used when the business model truly
remains non-commercial in Taiwan.

V. Which Structure Should You Choose?

1. Choose a Subsidiary if:

e your goal 18 long-term business development in Taiwan

e you want to build a local brand and market presence

e you want stronger legal separation between the Taiwan operation and the foreign
parent

o you may need local financing, subsidy applications, or broader commercial
flexibility

e you want the most complete and stable operating platform for future expansion



2. Choose a Branch if:

e your Taiwan operation will conduct actual business activities

e you want to remit profits back to the head office as efficiently as possible

e your priority is early-stage operational flexibility with 0% withholding tax on
profit remittance

e you do not need a fully ring-fenced legal entity in Taiwan

3. Choose a Representative Office if:

e you are still in the market research or preliminary setup stage

e you only need a small team for liaison, procurement, coordination, or sourcing

e you do not expect to generate Taiwan-source revenue in the near term

e you want a low-function, non-commercial presence before deciding whether to
establish a branch or subsidiary later

V1. Final Practical Recommendation

There is no universally “best” structure. The right choice depends on your actual
business model, risk tolerance, tax planning objectives, financing needs, and long-term
strategy in Taiwan.

As a general rule:

o Subsidiary = best for long-term operations, legal separation, financing, and full
commercial flexibility

o Branch = best for active business operations when efficient profit remittance is a
priority

» Representative Office = best for non-revenue market-entry activities only

Before making a final decision, foreign investors should evaluate at least the following:

whether the Taiwan operation will generate revenue immediately

whether legal risk 1solation from the parent company 1s important

whether the company expects to apply for financing or government incentives

whether profit remittance efficiency 1s a key concern

whether the Taiwan presence 1s temporary, exploratory, or intended for long-term
expansion



In practice, a properly structured setup at the beginning can prevent significant tax, legal,
and restructuring costs later on.



