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J. CFC definition

Under Taiwan CFC rules, a foreign company is a CFC of individuals if they meet either one of the
following criteria:

1) Directly or indirectly (through replated parties) holding-50% or more of the shares or
capital of a foreign company registered in a low-tax country or jurisdiction, or

2) Having-significant-influence on such a foreign company.

The term "significant influence" as stipulated under Taiwan CFC rule refers to the ability to
control the personnel, finance, or business operations of a foreign company registered in a low-
tax country or jurisdiction.

Common offshore trust structures
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In Structure 1, Mr. A contributes his shares-in-the private investment company (hereinafter
"PIC™) to the trust as trust property, and the shares of the PIC are subsequently transferred to
Trust HoldCo 1, a holding company newly established and held by the trustee specifically for this
purpose.
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Common offshore trust structures (Cont.)

/Structurel /

According to the tax rulings issued by the MOF on 4 January and 10 July 2024, there is

Implications for offshore trustees

extremely high risk that the PIC would be considered a CFC of Mr. A and/or his family
members, even though they do not directly hold the shares in PIC after the trust's
establishment. Moreover, since the trust property contributed by Mr. A includes shares of
his CFC, the trustee would consequently be subject to Taiwan CFC reporting obligations,
which require trustees to file and disclose information related to the trust, such as details

of the trust property, income statement, and distribution statement of trust income.

/ suclure.] / Action to take

, Preparation for the upcoming first reporting deadline

Considering that the reporting deadline for fiscal 2024 is 31 January 2025, offshore
trustees may find the reporting process challenging. It is crucial for trustees to take
immediate actions to meet the compliance requirements, particularly if they need to

engage the services of a professional local CPA firm for assistance with compliance.

, Consideration of possible approaches to mitigate the implications

Trustees operating under Structure 1 would face a relatively high risk of being subject
to Taiwan CFC reporting obligations. It is imperative for trustees to assess whether to
maintain operations through such a structure or to explore alternative restructuring

options to reduce the potential risk of non-compliance with Taiwan CFC rules.
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Common offshore trust structures (Cont.)

/Structurez /
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In Structure 2, Mr. B contributes only cash-and/or financial assets to the trust as trust property.
These assets are subsequently deposited into a bank that is newly opened by Trust HoldCo 2, a
holding company established and held by the trustee specifically for this purpose.

Structure 2 /AMINTITY
/r&/ Implications for offshore trustees

Under Structure 2, there is an issue regarding whether Trust HoldCo 2 would be
considered a CFC of Mr. B and/or his family members. Although Mr. B does not hold any
shares in Trust HoldCo 2 before or after the trust's establishment, there is still a
possibility that the tax authorities will consider Trust HoldCo 2 as a CFC of Mr. B and/or
his family members if there is evidence suggesting that Mr. B or his family members have
significant influence on Trust HoldCo 2. Additionally, given that the trust property
contributed by Mr. B consists only of cash and/or financial assets, it is uncertain whether
the trustee is required to comply with Taiwan CFC reporting rules. Therefore, a detailed
case-by-case analysis is essential to determine the trustee's specific responsibilities.
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Common offshore trust structures (Cont.)

/ Structure 2 / Action to take

In practice, under Structure 2, the following circumstances may exist, and whether these
circumstances will affect the trustee's CFC reporting risks is uncertain:
» Individuals with investment powers within the trust are related parties to the

settlor or beneficiaries.

, The directors of Trust HoldCo 2 or its subsidiary (if any) are related parties to the

settlor or beneficiaries.

, The trust deed permits the distribution of shares in Trust HoldCo 2 to the settlor or

beneficiaries upon revocation or termination of the trust.

Trustees must carefully review the terms outlined in the trust deed with respect to
offshore trust structures of their Taiwan-based clients and discuss the potential
implications with their tax counsel. Due to the complexity of Taiwan CFC rules, it is
highly recommended that trustees seek professional advice to ensure compliance and to

minimize potential risks related to CFC reporting obligations.

EY Family Office

If you have any questions or need for further advice after reading the article, we sincerely
welcome you to email us to describe your needs. Upon receiving your email, we will contact

you as earliest as possible and schedule an appointment.
Ernst & Young Family Office looks forward to receiving your email!! familyoffice@tw.ey.com
Michael Lin, Tax Services Tax Leader, EY Taiwan (Michael.Lin@tw.ey.com +886 2 2728-8876)

Harvey Chang, EY Family Office Chief Strategic Officer, EY Taiwan (Harvey.Chang®@tw.ey.com (02)2757-8888
ext. 67233)
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EY | Building a better working world

EY exists to build a better working world, helping to create long-term value for clients,
people and society and build trust in the capital markets.

Enabled by data and technology, diverse EY teams in over 150 countries provide trust
through assurance and help clients grow, transform and operate.

Working across assurance, consulting, law, strategy, tax and transactions, EY teams
ask better questions to find new answers for the complex issues facing our world today.

EY refers to the global organization, and may refer to one or more, of the member firms of Ernst & Young Global Limited, each of
which is a separate legal entity. Ernst & Young Global Limited, a UK company limited by guarantee, does not provide services to clients,
nor does it own or control any member firm or act as the headquarters of any member firm. Information about how EY collects and
uses personal data and a description of the rights individuals have under data protection legislation are available via ey.com/privacy.
EY member firms do not practice law where prohibited by local laws. For more information about our organization, please visit ey.com.

EY Taiwan refers to one or more of the following entities incorporated in accordance with Laws of Taiwan: Ernst & Young, EY

Management Services Inc., EY Advisory Services Inc., EY Business Advisory Services Inc., EY Transaction Advisory Services Inc., EY
Attorneys-at-Law, and EY Cultural and Educational Foundation. For more information about EY Taiwan, please visit ey.com/en_tw.

© 2024 Ernst & Young, Taiwan.
All Rights Reserved.
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This material has been prepared for general informational purposes only and is not intended to be relied upon as accounting, tax, legal or other
professional advice. Please refer to your advisors for specific advice.
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