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EXECUTIVE SUMMARY

Taiwan at a Crossroads

YEAR OF DECISION

Decisions made in the coming year will be crucial to determin-
ing Taiwan’s economic future. Facing pressure from other
countries in the region — namely Korea and increasingly China
—Taiwan risks economic marginalization unless it can sharpen its
competitive advantages.

Key challenges including attracting business investment
from both foreign and domestic sources, achieving Taiwan’s
participation in emerging regional trade blocs, and ensuring
sufficient infrastructure, particularly a continued adequate
energy supply at reasonable cost.

These challenges require urgent action. President Ma has the
chance to establish his legacy as helping Taiwan advance to
the next stage of economic development, but fulfilling these
objectives will require political will and skill.

INVESTMENT ATTRACTIVENESS

Taiwan is significantly underperforming as a destination for
foreign investment.

The Ministry of Economic Affairs should thoroughly reevaluate
the foreign investment application approval process.

To tap into the huge amount of private equity investment
coming to Asia, the government should publish clear and
comprehensive criteria for assessing investment proposals, with
specific timetables for regulatory decisions.

Regulations governing the inflow of foreign talent remain
too restrictive. Delays and difficulties in bringing employees
of affiliated enterprises in China to Taiwan are especially
troublesome.

Taiwan’s high personal income tax deters foreign talent from
entering Taiwan. The rule requiring foreign job applicants to
have two years of related work experience should be dropped.

REGULATORY CLIMATE

Several government agencies deserve commendation for
implementing policies that advance Taiwan leaders’ vision for
an innovation-driven society and internationally integrated
economy.

At the same time, numerous examples of narrow-minded or
protectionist policies by some government agencies run counter
to the national goals of liberalization and internationalization.
AmCham believes in strong consumer protections, but not
“consumer populism” that also penalizes good business, and
ultimately undermines customers and employees.

Proposed amendments to the Consumer Protection Act are an
especially egregious example. By granting unrestricted powers
of inspection to consumer-protection officials, the amendment
calls into question Taiwan’s dedication to the rule of law.

To establish itself as having the premier IPR regime in the
region, Taiwan can build on its impressive achievements
by enacting “patent linkage” and “data exclusivity” rules to
better protect the intellectual property of drugs under patent,

establishing concrete measures to assure effective enforcement
of the Trade Secrets Law, and blocking pirated content hosted
on offshore websites.

AIMING FOR TPP

The resumption of TIFA talks is cause for celebration, signaling
the normalization of U.S.-Taiwan trade relations after five years
of friction over the beef issue. It also sets up a mechanism
to ensure steady progress for resolving outstanding bilateral
disputes.

Taiwan and the U.S. must move beyond the TIFA discussions,
however, to actively explore ways to deepen and broaden their
economic cooperation.

Washington and Taipei both have an interest in providing Taiwan
with an economic counterbalance to China.

Taiwan’s best option is to seek to enter the Trans-Pacific
Partnership to secure its place in the international trade
community. The accession process will encourage it to
liberalize its trade regime for the overall good of society, just as
preparations to join the WTO did in the 1990s.

ASSURING SUFFICIENT INFRASTRUCTURE

In the transportation sector, Taiwan has done well in meeting
growth in demand.

But, whether Taiwan can secure sufficient electrical power
supply remains in doubt. If the upcoming referendum halts
construction of the Longmen nuclear power plant, Taiwan will
face agonizing choices over how to meet its energy needs and
carbon-abatement targets.

To educate the public in the run-up to the referendum,
AmCham urges the government, media, and other
concerned parties to present information as clearly, fairly, and
dispassionately as possible.

In case construction of Longmen is halted, the government
needs to be ready to implement contingency plans promptly.
The government’s announced plan to require major new
projects to undergo an “energy review” will discourage
investment by increasing uncertainty.

When economic conditions permit, the government should
raise the water tariff to encourage conservation.

A CALL TO ACTION

In recent years, Taiwan’s wage levels and have stagnated,
consumer confidence is weak, and young people increasingly
go to China to find good, high-paying jobs.

Taiwan has the building blocks necessary to get back on track
as one of the most vigorous economies in the region.

To prepare Taiwan for the next stage of its economic
development, AmCham urges President Ma to mobilize a
national campaign with trade liberalization in order to enter
the TPP as the overriding objective. Only urgent action can
propel Taiwan out of its current doldrums. i
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2013 TAIWAN WHITE PAPER: OVERVIEW

Taiwan at a Crossroads

YEAR OF DECISION
Decisions made in the coming year will be crucial in

determining Taiwan’s economic future. With the right policy
directions and content, Taiwan has the chance to sharpen its
competitive advantages to help assure its long-term prosperity.
Missteps or inaction, on the other hand, will relegate Taiwan
to economic marginalization and block it from reaching
its true potential. Other countries in the region — especially
Korea, and increasingly also China - are progressing so
rapidly that Taiwan may be hard-pressed to catch up unless it
acts promptly and resolutely.

Following are some of the key challenges that Taiwan will

need to face head on:

e Finding convincing ways to stand out among
alternative destinations as a prime location for business
investment from both foreign and domestic sources. In
recent years, private investment in this economy has
been sluggish, and the level of foreign direct investment
(FDI) in particular has been woefully below what is
common in most other major economies in the Asia-
Pacific. Attracting greater investment is essential if
Taiwan is to reinvigorate the economy. Only then
can Taiwan create more and better-paid employment
opportunities, as well as raising sufficient tax revenue
to support public policies.

e Achieving Taiwan’s participation in emerging regional
trade blocs — notably the Trans-Pacific Partnership
(TPP) — to maintain the competitiveness of Taiwan’s
products and services and to avert the chilling risk of
commercial isolation. It is vital for the authorities both
to convince other countries of Taiwan’s commitment to
trade liberalization and to build widespread domestic
public support for more open markets.

e Ensuring sufficient infrastructure — particularly for
electrical power generation — to properly support
economic growth. Whatever the outcome of the
ongoing public debate over the appropriateness
of nuclear power, Taiwan needs to be certain of a
continued adequate energy supply at reasonable
cost — or else resign itself to sinking into a period of
economic decline.

The necessity of tackling these challenges — urgently —

is more and more evident. After a lackluster first-quarter

performance that fell well short of expectations, it is clear
that recovery from the worldwide recession will not be quick
or easy; in the absence of robust growth in export markets,
the Taiwan government will need to make greater efforts to
revitalize the local economy. At the same time, Taiwan’s major
rivals in the international trade arena have been moving
expeditiously to integrate themselves into the global economy,
as witnessed by Korea’s conclusion of free trade agreements
with both the United States and the European Union. For
Taiwan, progress in entering into bilateral and regional trade
agreements remains sorely limited.

Fulfilling the above objectives will require both political
will and political skill on the part of the government
leadership. Now well into his second term, President Ma
Ying-jeou will inevitably be increasingly conscious that time is
running out to establish his legacy. Actions taken in the next
12 months — before “lame duck” status begins to hamper
progress — will be decisive in shaping the Ma administration’s
future place in history.

INVESTMENT ATTRACTIVENESS

Although Taiwan frequently scores relatively well on

international competitiveness surveys, in practice those
rankings do not translate into high levels of inbound
investment. In fact, Taiwan is strikingly underperforming
as a location for foreign investment. At US$5.56 billion last
year, the amount of FDI approved by Taiwan’s Investment
Commission — while a distinct improvement over the meager
US$3.81 billion of 2010 and US$4.96 billion of 2011~
remains extremely low compared with such other economies
in the region as Thailand, Vietnam, Indonesia, Hong Kong,
and Singapore. The economy with which Taiwan is most
often compared, South Korea, drew US$16.3 billion in FDI
last year.

A good place for the government to start in remedying the
situation would be to conduct a thorough reevaluation of the
foreign investment application approval process. Recently
the Ministry of Economic Affairs (MOEA) took a welcome
if modest step forward when it waived the need for review of
such applications on investments of up to US$1 million. That
threshold could easily be raised many fold without creating
any policy difficulties for the authorities.

Even more useful would be the adoption of several
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suggestions made by AmCham’s Private Equity Committee
after finding that Taiwan embarrassingly ranks second to last
among 17 Asian countries — behind Sri Lanka and ahead only
of Pakistan — in attracting PE-fund investment. International
PE funds have been a major source of investment capital
flowing into the Asian region in recent years, but those
funds have become virtually inactive in Taiwan after
several high-profile investment projects failed to receive
approval. To improve the system, the Committee requests
that the government establish — and publish - clear and
comprehensive criteria as the basis for assessing investment
proposals, provide concrete explanations when proposals are
rejected, and set specific timetables for regulatory decisions so
that the application process does not drag on indefinitely.

Another negative factor in the investment climate is the
still-restrictive regulatory regime governing the inflow of
professional and technical talent from abroad. Despite some
liberalization of the regulations over the years, foreign-
invested and domestic companies still frequently encounter
delays and difficulties in bringing employees of affiliated
enterprises in China to Taiwan for training, conferences,
short-term assignments, and other business activity. That
inconvenience keeps Taiwan from taking full advantage of its
geographical, language, and cultural links with the mainland,
an unfortunate drawback given the growing role of China-
based operations in companies’ global and regional business
models.

Also in the area of human resources, the steep personal
income tax rate — 40% on income over US$141,000 — deters
highly experienced professionals from accepting job offers in
Taiwan when the rate in several nearby markets is less than
half that much. It is also time to drop the rule that foreigners
can be hired for white-collar jobs in Taiwan only if they
have two years of related work experience. Exemptions have
been granted for workers in high-tech fields and graduates of
Taiwan universities, but the overall policy remains in place.
Rather than being a threat to local job-seckers, opening the
door widely to the best and brightest from around the world
will stimulate Taiwan’s competitiveness and upgrade the
capability of Taiwanese employees by enabling them to work
within a more international environment.

REGULATORY CLIMATE
Taiwan’s top leaders often speak eloquently of their vision

for creating an innovation-driven society that is intimately
tied into the international economy. AmCham’s committees,
in their individual position papers elsewhere in this volume,
commend a number of government agencies for particularly
positive efforts on this front during the past year — including
the Financial Supervisory Commission for opening the
Taiwan market to renminbi-denominated products and
services, the National Communications Commission for
preparing to auction spectrum for 4G mobile networks, and

TAIWAN WHITE PAPER « JUNE 2013

the MOEA and Legislative Yuan for the prompt drafting and
enacting of legislation to criminalize the misappropriation of
trade secrets.

Yet the committees also cite numerous examples of
narrow-minded or protectionist policies or interpretations
adopted by some government agencies or civil servants
who seem oblivious to the goals of liberalization and
internationalization articulated by the top leadership. It
also seems clear that even more examples would have been
mentioned if some businesses did not fear repercussions from
their regulators.

Many of these cases appear to stem from an evident trend
that can be described as “consumer populism” — attempting
to curry favor with the voting public by imposing often
excessive restrictions on business in the name of protecting
the consumer. Responsible companies also believe deeply
in consumer protection, but some of the recent proposals
would penalize good businesses along with the bad through
unreasonable requirements. Those demands raise the cost
and increase the difficulty of doing business, which will
surely frustrate any efforts to promote more investment
and ultimately undermine the interests of customers and
employees.

To cite an especially egregious example, a draft
amendment to the Consumer Protection Act would authorize
the government to specify the terms and conditions that may
and may not be included in businesses’ standard contracts for
a broad range of consumer transactions, with the definition
of a “standardized contract” expanded to encompass all
written information, including posters, brochures, and web
pages. Such authority alone would be improperly intrusive
in a private company’s business activity, but the draft would
go even further in empowering government officers to enter
the premises of a company offering a standardized contract —
without a warrant and without having to specify the purpose
— to inspect its operations, an open invitation to abuse for
purposes of political publicity.

Granting such unrestricted powers to consumer-
protection civil servants has no precedent elsewhere in the
world — another example of the unfortunate tendency of
some government organizations to set unique-to-Taiwan
regulations that add to multinational corporations’ burden
in operating in this relatively small-sized market. But beyond
that, it would call into question Taiwan’s dedication to
the rule of law, which ought to be one of this country’s
fundamental strongpoints as an investment destination.
Clearly, Taiwan must guard against any erosion of its
commitment to rule of law, and in fact should look for ways
to further burnish its reputation for having an exemplary
legal system.

In terms of intellectual property rights protection, for
example, Taiwan has made impressive strides over the past

decade, but could still do even more to establish itself as the



premier IPR regime in the region. One such improvement
would be to take steps to better protect the intellectual
property of drugs under patent. These steps include “patent
linkage” to check for possible violations before infringing
products can reach the market and “data exclusivity” to
control generics producers’ access to data submitted by
the original manufacturer during the approval process.
Other positive action would be to follow up passage of
the strengthened Trade Secrets Act with concrete measures
to assure more effective enforcement (as outlined in the
Intellectual Property & Licensing paper), and to find ways
to block pirated content hosted on offshore websites (see the
Telecommunications & Media paper).

AIMING FOR TPP
The U.S.-Taiwan Trade and Investment Framework

Agreement (TIFA) council meeting held this past March was
a momentous event deserving of celebration, less because of
any immediate results of the negotiating session than because
it signaled that economic relations between the two important
trading partners had returned to normal after more than
five years of friction. The two sides had not sat down at the
TIFA table since 2007 because of disputes over Taiwan’s
restrictions on the import of American beef products, a
disagreement largely resolved last year when Taiwan set a
maximum residue level for the feed additive ractopamine.

AmCham is delighted not only that the TIFA process has
finally been revived, but also that the two sides have set up
a mechanism that hopefully will ensure steady progress on
outstanding issues between them. Preparations are currently
underway to organize two working groups to tackle matters
related to investment issues and technical barriers to trade,
respectively. These groups should provide an effective forum
for resolving a number of the problems raised by AmCham
committees in this Taiwan White Paper.

TIFA, however, must be viewed merely as a platform for
discussing the varied concerns that routinely arise in the
course of a trading relationship. Rather than being satisfied
with the resumption of TIFA, Taiwan and the United States
now need to actively explore ways to bring the depth and
breadth of their economic cooperation to a whole new level.
For political reasons, Taiwan has so far been excluded from
most of the wave of bilateral free trade agreements (FTAs)
and multilateral regional trade agreements (RTAs) that other
countries have been pursuing following the lack of success of
the Doha Round of the World Trade Organization (WTO).
Although Taiwan has concluded an Economic Cooperation
Framework Agreement or ECFA with China (now being
fleshed out with agreements on trade in goods and in services)
and is negotiating FTAs with the relatively small economies
of Singapore and New Zealand, it has had to stand on the
sidelines as rival Korea achieved FTAs with the United States
and the European Union

It is not in the economic or political interest of either
Washington or Taipei to see the Taiwan economy drawn ever
closer to that of China. Both governments should welcome
the opportunity to strengthen the U.S.-Taiwan economic
relationship, both for its own sake and to provide Taiwan
with a counterbalance to the pull toward overdependence
on the mainland. One way of achieving that objective
would be the negotiation of a “TAIUS” FTA, but practically
speaking the U.S. government appears unlikely to pursue
additional FTAs with any other countries for some time to
come. Instead, its limited negotiating resources are being
concentrated on the 12-nation TPP, as well as a prospective
Transatlantic Partnership with the EU.

Taiwan’s best option is to seek to enter TPP. The result
would be the equivalent of an FTA not just with the United
States, but with a total of a dozen countries, including such
other large markets as Japan, Mexico, and Canada. Besides
assuring Taiwan of a place in the international trading
community, the goal of joining the trade group would spur
Taiwan to accept the high standards of market openness
and commitment to international norms and practices that
TPP aspires to. Just as preparation to join WTO encouraged
Taiwan to liberalize its trade regime in the 1990s, overcoming
opposition from certain protectionist-minded sectors of the
economy for the good of the society at large, the process of
accession to TPP would enable Taiwan to adopt necessary
reforms despite the inevitable resistance to change in some

quarters.

ASSURING SUFFICIENT INFRASTRUCTURE

A modern economy cannot function without an adequate

infrastructure to support it. On the transportation side,
Taiwan has done well in meeting growth in demand. The
opening of the Port of Taipei in northern Taiwan, expansion
of the freeway system, and preparations for building a third
terminal at Taoyuan International Airport are all examples of
recent efforts to provide facilities to meet future needs.

Whether Taiwan will have sufficient capacity in the critical
area of electrical power supply, however, remains very much
in doubt. The country’s energy planning has been based on
the prospect that the fourth nuclear power plant, known as
Longmen, would soon add 2,700 megawatts to the grid. But
the already considerable anti-nuclear sentiment in Taiwan
took on added momentum after the Fukushima disaster in
neighboring Japan. As a result of the mounting political
controversy, it will be left to a national referendum later this
year to determine whether construction of the project will
ever be completed.

Certainly the Longmen plant should be allowed to operate
only if its safety is assured. But without Longmen, Taiwan
will be facing some agonizing choices. Although serious
conservation measures should be adopted and the use of
renewable energy expanded, those steps alone would not be
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enough to make up the gap and avert the prospect of rolling
brownouts a few years down the road. Additional fossil-
fuel plants would have to be built, whether fired by coal
or liquefied natural gas (LNG). The choice of coal would
mean either scuttling Taiwan’s ambitious carbon-abatement
targets or spending huge sums to buy carbon credits. The
expensiveness of LNG would also threaten to erode Taiwan’s
continued industrial competitiveness.

In order to vote intelligently in the referendum, Taiwan’s
citizens will need access to full information on both sides of
the argument. We urge the government, media, and other
concerned parties to help further the debate by presenting
that information as clearly, fairly, and dispassionately as
possible.

In case the result of the referendum is to stop construction
at Longmen, the government must also be ready to
immediately move forward with alternative solutions to
meeting Taiwan’s power needs. It takes years to design
and construct a power plant, and selecting a site for a
conventional plant can be almost as controversial as for a
nuclear facility. Fossil-fuel plants have also been subject to
the “NIMBY” (not-in-my-backyard) syndrome of resistance
from nearby communities. In fact, the major reason why the
absence of Longmen would leave such a hole in Taiwan’s
power supply is that environmentalist opposition has
delayed three coal-fired power projects originally slated
to begin commercial operation this year; in two of those
cases, construction has still not started. Even renewable
energy projects have not been immune to NIMBY pressures.
Recently plans for a wind farm in Miaoli had to be scaled
back after nearby residents vehemently objected that the
turbines would be too noisy.

An additional energy-related concern is the government’s
announced plan to require major projects, before beginning
construction, to undergo an “energy review” in addition to
the existing rigorous environmental-impact assessment. If the
project’s prospective power consumption exceeds the regional
power-supply capability, the project will be rejected. This
policy, which fails to recognize the obligation of a monopoly
utility to meet power demand, will discourage investment by
increasing the uncertainty surrounding pending projects.

Water supply is another crucial infrastructure issue,
especially considering the heavy water needs of the high-tech
industries on which the Taiwan economy is so dependent.
Taiwan is never more than a few years away from a period
of serious drought, and must find effective ways to reduce
the current high volume of waste. Raising the water tariff,
now one of the lowest in the world, to more reasonable
levels after the economy begins to pick up would directly

contribute to encouraging water conservation.
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A CALL TO ACTION

Not so long ago, Taiwan was flourishing as one of the

dynamic four “Asian Tigers.” But in recent years, wage levels
have been relatively stagnant, consumer confidence has been
weak, and more and more young people are obliged to go
to China to find good, high-paying jobs. What can be done
to put Taiwan back on track as one of the most vigorous
economies in the region?

In most respects, Taiwan already has the necessary
components. AmCham’s annual Business Climate Survey
confirms what many international surveys have found:
Taiwan ranks well in many categories, including the overall
caliber of the workforce, managerial talent, manufacturing
expertise, technological prowess, and (unless Taiwan allows
itself to slide) rule of law. But the proof of whether Taiwan
is indeed internationally competitive rests in how much
investment capital both domestic and foreign businesses are
committing to this economy. By that measure — as discussed
above — Taiwan is faring poorly.

In international appraisals, Taiwan has usually ranked low
in government efficiency, and respondents to the AmCham
survey frequently fault parts of the bureaucracy for lack of
transparency and consistency, and for deviating from general
global practices. This 2013 edition of the Taiwan White
Paper contains a total of 103 specific recommendations from
AmCham’s various committees on what the government
could do to improve the business environment.

From a broader perspective, we urge President Ma to
mobilize a national campaign to prepare the country for
the next stage in its economic development. The overriding
objective should be membership in TPP to ensure Taiwan’s
integration into the regional and global economies. A high-
level task force on competitiveness should therefore be
appointed to plot out precisely what improvements Taiwan
needs to make in policies and regulations, both for its own
sake and to convince the existing TPP negotiating parties that
Taiwan is serious about joining them. The administration
must then take steps to build widespread public support to
ensure that the task force recommendations are implemented
without undue delay. Bureaucratic lethargy or special
interests, however vocal, cannot be allowed to stand in the
way of progress that would benefit the society as a whole. As
an island economy, Taiwan must always look outward, and
with exports accounting for more than 60% of GDP, Taiwan
has much more to gain than to lose from trade liberalization.

Only with such a concerted campaign, plus solid
contingency plans to ensure a stable energy supply, can
Taiwan break out of its current doldrums and seize new
opportunities. But the exercise must start from a sense of
urgency. Action is needed now, or Taiwan will find that its
day has passed. Z
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MESSAGES TO WASHINGTON

Suggestion 1. Build on the TIFA momentum to
set ambitious goals for the bilateral economic
relationship.

AmCham Taipei is highly gratified that the Trade
and Investment Framework Agreement (TIFA) process
is back on track after more than five years without a
TIFA Council meeting due to the prolonged dispute over
Taiwan’s restrictions on U.S. beef products. Although
other issues continue to be outstanding, we earnestly
hope that disagreements over a single commodity
will never again stand in the way of holding regular
discussions about the broad range of economic issues
between the two countries. The hiatus in talks from 2007
until this March was unfair to the many other sectors of
American business that deserve support from the U.S.
government in promoting their commercial interests.

The Chamber is encouraged not only that the
TIFA process has resumed, but that the two sides
have institutionalized mechanisms for ensuring that
substantive progress occurs in between annual meetings
of the TIFA Council. Working groups are currently being
established to tackle two highly important subjects —
investment issues and technical barriers to trade (TBTs).
Many of the topics raised in this Taiwan White Paper by
the various AmCham committees fall within those two

categories, and we look forward to continuous contact
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with the relevant U.S. government agencies to exchange
ideas and information about those issues.

As interaction under TIFA proceeds and the level of
mutual trust and confidence on trade and investment
issues continues to grow, the natural progression will
be to look for ways to further deepen and broaden
the bilateral economic relationship. Given its status as
the 10th largest trading partner of the United States
(two-way trade last year exceeded US$63 billion) and
as a major contributor to the economic prosperity and
security of the East Asian region, Taiwan ought to be
a prime prospect for the negotiation of a free trade
agreement. AmCham understands, however, that the
U.S. government at the current stage may be unlikely to
seek any additional FTA candidates, instead focusing on
completing the Trans-Pacific Partnership (TPP) initiative
now well underway.

President Ma Ying-jeou has several times declared
Taiwan’s desire to participate in TPP at some point
in the future. AmCham is urging his government
to make that objective an urgent national priority —
starting now to build broad public support for TPP
membership and mobilize government departments to
engage in liberalizing the trade regime in preparation
for entry into the pact. At the same time, we call on

the U.S. government to actively support Taiwan’s TPP



aspirations by providing its encouragement and advice,
and helping to lay the groundwork among the other TPP
participants.

The special circumstances of Taiwan’s international
political standing should not be allowed to hinder
that development. In purely economic terms, Taiwan’s
qualifications as a leading force in the international trade
arena — and as an active member of both APEC and the
World Trade Organization — are beyond question. In
addition, the United States must consider the potential
future impact on American involvement in this economy
and on Taiwan’s geopolitical orientation if Taiwan is shut
out of this emerging regional trade bloc.

While preparations for accession to TPP are
underway, an excellent mid-term objective would be
the conclusion of a U.S.-Taiwan bilateral investment
agreement, similar to one that Japan signed with Taiwan
two years ago. Such a BIA would be a useful vehicle
both for cultivating increased business ties between the
economies and for demonstrating the continued firm
commitment of the United States to its relationship with
Taiwan. Previously some parties expressed concern
about how the approval process for such an agreement
would be handled by Congress, but that concern seems
unfounded. The Taiwan Relations Act states clearly
that under U.S. law, Taiwan should be treated in the
same way as any other country, which would mean
ratification by the U.S. Senate only.

Whether the goal is TPP membership, a BIA, or an
FTA, the United States and Taiwan need to adopt an
ambitious target to work on together, spurring the two
sides to carry their economic relationship to a new level

of cooperation.

Suggestion 2. Show the flag by periodically
dispatching Cabinet secretaries to Taiwan.

During the 1990s, a Cabinet-level U.S. official visited
Taiwan every other year. The trips underscored the
continuing closeness of the bilateral relationship despite
the lack of formal diplomatic recognition, and they also
contributed to furthering mutual understanding and
policy alignment between the two governments.

But no one of Cabinet rank has come to Taiwan
since Transportation Secretary Rodney Slater made
the trip in 2000. Even high-level sub-Cabinet officials
were rarely seen here until two years ago. Since
then, AmCham is pleased to note, the situation has

changed. Among the prominent visitors from the U.S.

executive branch during that time have been Deputy
Energy Secretary Daniel Poneman; Under Secretary of
Commerce for International Trade Francisco Sanchez;
Assistant Secretary of State for Economic, Energy and
Business Affairs Jose Fernandez; Assistant Secretary
of Commerce Suresh Kumar; Agency for International
Development Administrator Rajiv Shah; Senior Official
for APEC Atul Keshap (twice); and Deputy U.S. Trade
Representative Demetrios Marantis (for TIFA talks).
Those visits have been extremely useful in increasing
understanding in Washington of Taiwan affairs and
understanding in Taipei of U.S. policies and concerns.
Now it is time to elevate the communication to a higher
plane. We recommend that the U.S. government resume
the previous practice of dispatching Cabinet-level

officials to visit Taiwan on a periodic basis.

Suggestion 3. Actively support Taiwan’s bid for
observer status in ICAO.

At Beijing’s insistence, Taiwan has been excluded
from nearly all international organizations, particularly
those requiring statehood as a condition of membership.
But Taiwan was finally able to gain observer status
several years ago in the World Health Assembly — as a
health entity and under the name “Chinese Taipei” -
after the SARS epidemic made clear how important it is
for all countries and territories to be part of a network
sharing health-related information.

A similar rationale applies to Taiwan’s current bid
to participate as an observer in the International Civil
Aviation Organization (ICAO). Aviation safety and
security is also an issue that should transcend political
considerations. Some 50 airlines operate flights from
Taiwan to over 100 international destinations, and some
1 million flights each year pass through the Taipei Flight
Identification Region, which Taiwan is responsible
for administering. Yet Taiwan’s exclusion from ICAO
means that it has to rely on other, unofficial channels
to obtain information on changes in technology and
procedures that could affect aviation and security. A
long lag time in receiving such information is common.
In addition, ICAO loses the benefit of direct input from
Taiwan on aviation-related matters within its region.

The barrier to Taiwan’s participation is in Beijing, but
we urge the U.S. government to use its influence within
ICAO and in discussions with China to help work out
suitable arrangements for Taiwan to gain access to this

important functional organization. Z

JUNE 2013 + TAIWAN WHITE PAPER

wpP 13



BY THE NUMBERS

GRAPH 1: ECONOMIC GROWTH RATE
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Note: f=forecast

GRAPH 2: PRIVATE DOMESTIC INVESTMENT
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GRAPH 3: FOREIGN DIRECT INVESTMENT
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Source: Ministry of Economic Affairs (MOEA)

GRAPH 4: TOTAL FOREIGN TRADE

I Exports I imports Unit: US$ billon
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Source: Ministry of Economic Affairs (MOEA)

2006 2007 2008 2009 2010 2011 2012
Gross Domestic Product US$393 bn US$403 bn US$400 bn US$376 bn US$430 bn US$466 bn US$474 bn
Per Capita GDP US$16,491 US$17,154 US$17,399 US$16,359 US$18,588 US$20,122 US$20,378
Gross National Savings 29.5% 30.4% 28.4% 27.7% 31.62% 29.17% 33.99% f
Unemployment 3.91% 3.91% 4.14% 5.85% 5.21% 4.39% 4.24%
Inflation (CPI) 0.6% 1.8% 3.53% -0.87% 0.96% 1.42% 1.93%
Foreign Exchange Reserves US$266 bn US$270 bn US$291 bn US$348 bn US$382 bn US$386 bn US$403 bn
Sources: DGBAS, Central Bank
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GRAPH 6: COMPONENTS OF GDP
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GRAPH 9: APPROVED INVESTMENT IN CHINA
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GRAPH 7: 2012 EXPORTS BY REGION
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GRAPH 8: 2012 IMPORTS BY REGION
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GRAPH 10: CROSS-STRAIT TRADE ﬂ%
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AGRO-CHEMICAL >>

The Agro-Chemical Committee wishes to express its
appreciation to the Bureau of Animal and Plant Health
Inspection and Quarantine (BAPHIQ) of the Council of
Agriculture (COA) for its aggressive implementation of
the Joint Investigation of Illegal Pesticides Project, which
was begun on January 1, 2013 to crack down on illegal
products in the marketplace. The Committee will continue
to cooperate with Crop Life Taiwan to closely monitor the
manufacture and distribution of fake products and to share
the data collected with COA as it becomes available.

In addition, we wish to commend both BAPHIQ and
the Taiwan Agricultural Chemicals and Toxic Substances
Research Institute (TACTRI) for their continuing efforts
to improve the new registration system and crop-grouping
regulations. However, the Committee finds that the pace
of progress in this area has still been disappointing, as no
clear implementation procedure has been established and
the system is too complex even for the officers in charge to
fully understand. As a result, it has been impossible to bring
any new Active Ingredient (A.L.) into Taiwan for the past
three years. Considering the unsatisfactory progress, the
Committee would like to reiterate the importance of the issue
and to raise it again in the 2013 White Paper.

Suggestion: Adopt clear and effective rules governing new
product registration.

Although the Committee favors the overall direction of
adopting crop grouping, the new registration rules have
clearly been a major problem, as not a single new A.I.
registration has been completed since the new rules came
into effect in 2009. Despite several discussions between
Committee representatives and the relevant authorities, it
appears that the industry’s difficulties with the new rules
are still not fully understood by the authorities, nor have
the authorities adequately considered proposals submitted
by the Committee to remedy the situation. We believe that
the regulations have severely obstructed the introduction of
new, technologically innovative and environmentally friendly
products to Taiwan, significantly slowed the phase-out of
highly toxic old products, and hindered the opportunity to
improve food safety.

The committee has two specific proposals for remedying
the situation:

1. Allow the A.I. owner to take full responsibility
for assuming bio-efficacy and covering the risk of
phytotoxicity without undergoing a government
approval process. Under this system, the authorities
would replace the existing requests for bio-efficacy and

phytotoxicity field trials with trial data collected either
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domestically or outside Taiwan by the A.I. owner.
This approach would not only ease the tremendous
workload at TACTRI in reviewing trial protocols,
but would also relieve the authorities of unnecessary
potential risk and responsibility from endorsing the
A1 In advanced countries, it is now standard practice
for the A.L. owner to assume full responsibility for
bio-efficacy and cover the risk of phytotoxicity.

2. Allow one local residual trial report for non-export
crops, expand TACTRDI’s capacity, and increase
the number of certified institutes for residue trials.
TACTRI is currently the only qualified institute
for conducting residue trials on new A.l. Assigning
TACTRI the duty of carrying out the three required
trials for each new A.l. from different locations
in Taiwan, in addition to its routine business, has
produced a workload that far exceeds TACTRI’s
capacity and has caused substantial delays. The
Committee considers that one domestic residue trial
report should be sufficient to set up the maximum
residue limit (MRL) for non-export crops. We
therefore strongly suggest reducing the number of
required residue trials from three to one, expanding
TACTRD’s resources to handle a larger workload
capacity, and certifying additional institutes as
qualified to handle the residue trials. Accelerating the
new-compound registration in this way will help to
provide farmers with better and more environmentally
friendly choices of agro-chemical products.

The Committee again urges the relevant authorities to
review and revise the new registration rules to make them
simpler, clearer, and more effective so as to enable farmers
and consumers in Taiwan to enjoy the benefits of innovative
new technologies and environmentally friendly new

compounds in line with global trends.

ASSET MANAGEMENT >>

The Committee notes with appreciation some significant
changes to the asset-management regulatory regime
made by the Financial Supervisory Commission (FSC)
in the past year. These include the introduction of multi-
currency Securities Investment Trust Enterprise (SITE)
funds, approval of RMB-denominated funds, relaxation of
the China-investment limitation on SITE funds and other
investment restrictions, and the opening of the market
to new types of funds. The Committee believes these
changes will lead to further product innovation in the asset-
management industry for the benefit of Taiwanese investors.

In addition, the offering of RMB products will help investors



take advantage of growing investment opportunities in China
and will enable Taiwan to develop as the world’s second
offshore RMB investment center.

We look forward to continued regulatory reform, including
more flexibility regarding investment objects for SITE funds —
as well as on relevant operational and investment-management
processes — in order to be in line with global norms and
increase the competitiveness of Taiwan’s SITE funds. We
also encourage the FSC to shorten the time period for new
fund approval and maintain transparent review criteria and
consistent regulatory interpretations.

Lastly, in light of the continuously increasing amount of
RMB deposits in Taiwan, the Committee hopes that SITE
fund managers in Taiwan will soon be granted eligibility
by the Chinese government to apply for RQFII (RMB
Qualified Foreign Institutional Investor) quota and that
negotiations between the FSC and the China regulators will
lead to mutual recognition for the funds domiciled in each
jurisdiction and lead to approval for Taiwan’s SITE funds
to sell to retail investors in China. For offshore funds, the
Committee recommends that the FSC permit the registration of

RMB-denominated offshore funds in Taiwan.

Suggestion 1. Revise the pension fund scheme to adopt a
self-directed, defined contribution format.

The current labor retirement plan implemented in Taiwan is
an individual-account based, defined-contribution scheme. In
practice, however, the utilization and investment management
practices of the labor pension fund still follow the defined-
benefit model (the old plan that was in effect before the
2005 reform of the labor retirement system), in which the
Labor Pension Fund Committee is responsible for investment
decisions and risks.

In setting up the current scheme, factors that might cause
individuals to select different types of investment plans — aspects
such as the employee’s amount of contribution, retirement age,
risk tolerance level, and preferred investment management
vehicle — were not considered. Instead all employees are subject
to identical portfolio and return models, with no discretion
to adopt either a more aggressive investment plan in hopes of
obtaining a higher return to increase their retirement income
or a more conservative investment product. Moreover, the
current scheme is inconsistent with the purpose of “defined-
contribution” plans, in which the investment risk and reward
should be in the hands of the employee.

The Committee understands that the FSC lately has started
working with the Council of Labor Affairs on drafting a “self-
directed defined-contribution plan,” and it would like to offer
its assistance to the FSC in exploring the various options of
this kind that have been implemented in advanced economies
such as the United States (401K), Australia (Superannuation),
Hong Kong (MPF), and Singapore (CPF). The change to a “self-
directed defined-contribution plan” would give employees the
discretion to choose a retirement plan based on their individual

needs — either to stay in the current scheme (where the fund will

be managed by the government with a minimum guaranteed-
earning equivalent to two-year fixed-deposit interest) or to
select another fund that they deem appropriate according to

their risk appetite and confidence in the fund's management.

Suggestion 2. Allow the introduction of RMB-denominated
offshore products.

Following the signing by Taiwan’s Central Bank of a
Memorandum of Understanding (MOU) on currency clearance
with China in August 2012 and the subsequent launching
of RMB business by 46 designated domestic banking units
(DBUs) this February, Taiwan is well-positioned to become
the next major RMB offshore center after Hong Kong. The
direct currency settlement capability brings immediate benefit
to cross-Strait trade, reducing transaction costs and exposure
to foreign-exchange volatility. Some financial institutions have
estimated that Taiwan may accumulate an RMB liquidity pool
of between 100 billion and 150 billion yuan by the end of
2013; this sum could reach 250 billion to 300 billion yuan in
the next two to three years.

For Taiwan to capture this RMB business and become
the second RMB offshore center, it is essential to provide
RMB-denominated financial products utilizing the excess
liquidity in the market. By offering more diverse investment
options, such a development would also support the FSC’s goal
of promoting a Taiwan Wealth Management Platform.

The Committee therefore urges the FSC to permit offshore-
fund providers to introduce RMB-denominated offshore funds
and/or new share classes to Taiwan investors, especially since
this opportunity has been opened to the onshore funds of

Taiwan's Securities Investment Trust Enterprises (SITEs).

Suggestion 3. Negotiate with the U.S. government on FATCA
and assess the regulatory impact.

Since the enactment of the Foreign Account Tax Compliance
Act (FATCA) by the United States in 2010, the Act has
had profound effects on Taiwan’s financial industry. The
application of the Act creates numerous uncertainties and
questions for local industry players, especially the requirement
that foreign financial institutions (FFIs) outside the United
States that have U.S. accounts or customers must register with
the U.S. government and report on their U.S. accounts or
be faced with a mandatory withholding obligation. The Act
further requires that registered FFIs obtain necessary customer
information and follow due diligence to identify whether their
clients are U.S. accounts, with fines to be imposed on FFIs that
fail to participate or comply.

On May 3, 2012, six mutual-fund industry bodies in the
Asia Pacific Region, including the Securities Investment Trust
& Consulting Association of Taiwan, issued a comment letter
to the U.S. Department of Treasury and Internal Revenue
Service requesting that national retirement and pension
schemes be exempted, or at least deferred, from treatment
under FATCA. No official response has been received,
however. The Committee therefore urges the Taiwan regulator
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to negotiate with the U.S. government to enable Taiwan’s
financial industry to make necessary preparations to comply
with the requirements of the Act without the risk of violating
local regulations.

The final FATCA regulations were announced by the
U.S. Department of Treasury and Internal Revenue Service
on January 17, 2013. The local financial industry needs to
evaluate the potential impact on relevant banking and asset-
management laws and regulations (such as the Financial
Holding Company Act, Banking Act, Securities Investment
Trust & Consulting Act, and Personal Information Protection

Act), so that it has a clear idea how to proceed.

BANKING >>

The Committee wishes to thank the Taiwan financial
authorities for paying extra attention in the past year to
cross-Strait business and financial cooperation, which has
reached several significant milestones. With the establishment
of an offshore RMB market in Taiwan and increased cross-
Strait economic integration, we believe that Taiwan financial
institutions are now well-positioned to take an important
role in the Asia-Pacific region on the basis of Taiwan’s niche
position relative to China.

The Committee commends the Taiwan financial authorities
for their continuing implementation of measures to develop
the financial services industry. As part of the effort to build an
offshore RMB center in Taiwan, we would like to recommend
the further easing of regulations relating to Formosa Bonds
to allow more regulatory flexibility and encourage more
international issuers to tap the bond market.

Another aspect of helping Taiwan become a regional
financial center is to allow international issuers to sell
diversified financial products into Taiwan through multiple
financial channels. Although banks are one of the main
channels to provide financial services in Taiwan, they are
not allowed to provide fixed-income products on an agency
basis. The Committee urges the Taiwan regulators to relax
the restrictions so as to allow banks to act as intermediaries
between international financial-product providers and
domestic institutional investors, in the same way as in all
other major financial centers in the world.

In addition, the Committee remains concerned about the
single-lending limit under current banking regulations, which
is more restrictive than in other major financial markets in
the Asia-Pacific. Such restriction may put banks in Taiwan
at a disadvantage against other banks in the region and
jeopardize Taiwan’s potential transformation into a regional
funding center. The Committee urges the Taiwan financial
authorities to rationalize the lending limit, taking into
account the corresponding limit in other economies such as
Hong Kong and Singapore.

Following are the specific issues that the Committee wishes

to bring to regulators’ attention.
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Suggestion 1. Allow banks to engage in the securities
business to provide fixed-income products to customers.

Taiwan’s financial institutions and large corporations
have a large appetite for international bonds such as offshore
government bonds, corporate bonds, and other fixed-income
instruments. But access to these products is not available in
Taiwan from either onshore securities firms or banks. These
potential customers have no choice but to turn to offshore
competitors, causing lost opportunities for domestic business
income, job creation, and tax revenue. The situation will
be even worse following the insurance regulators' recent
relaxation of restrictions on insurance companies’ overseas
investment. Allowing banks to engage in fixed-income
business would benefit the local economy and tax base.
Should any disputes arise, in addition, onshore banks would
be able to provide prompt assistance in resolving them to help
protect Taiwan customers.

The estimated volume of the fixed-income business in
Taiwan exceeds US$120 billion a year, most of which is
serviced by offshore financial institutions. The Committee
urges the Banking Bureau and the Securities and Futures
Bureau to allow such business to be serviced through all
possible domestic channels, including foreign-invested and
local securities firms and banks. This approach would help
expand the overall business scope of Taiwan’s financial
sector, while helping achieve the government’s objective of

establishing Taiwan as a major financial center in this region.

Recommendations:

In stage 1, we suggest that the government permit banks
to engage in securities business activity as is already allowable
under the law. At minimum, the banks should be allowed to
provide foreign-currency-denominated offshore fixed-income
products and services, which are not being offered by local
securities firms.

In stage 2, we recommend that the government:

1. Revise Article 14-3 of the “Standards Governing the
Establishment of Securities Firms” to allow financial
institutions concurrently operating securities business to
conduct “securities agency business.”

2. Alternatively, revise administrative order No. 87700286
to waive the requirement for licensing by the FSC for
offshore banking units conducting foreign-currency-
denominated securities business through brokerage,
intermediary, and agency services.

3. Revise administrative order No0.0930159964, which
enables securities brokers to conduct foreign-bond agency
business, so as to:

a. Expand the customer scope; potential purchasers
should include the Central Bank of the Republic
of China (CBC) and securities investment trust
companies.

b. Expand the product scope by allowing brokers
to offer primary-market foreign bonds (since the

purchasers are institutional investors); also remove



the current restriction on mainland China bonds.

4. Make the following modifications to the standards
governing securities brokers’ internal controls when
conducting foreign-bond agency business:

a. The monthly statement should be provided by the
institutional investor’s custodial bank, not the foreign
financial firms.

b. When delays in settlement do not affect the purchase
price, the delays should not be regarded as a breach

of contract.

Suggestion 2. Rationalize regulations governing banks'
single-lending limit.

The Committee again urges the regulatory authority to
revisit the current single-lending limit to allow banks in
Taiwan to ensure the availability of necessary funding to
support infrastructure projects and the growth of Taiwan’s
business enterprises and economy.

As mentioned in the 2012 White Paper, we believe that
the current caps, set decades ago, are long overdue for
another review. The single-lending limit in effect since 2001
imposes a cap of 5% of a bank’s net worth on the value of
unsecured loans to a single corporate borrower, and 15% of
the net worth for secured loans. These terms are much more
restrictive than in other major Asia-Pacific financial markets
— including not only Hong Kong and Singapore, but also
China — which puts banks in Taiwan at a serious competitive
disadvantage within the Asia-Pacific market. The low single-
borrower limit not only constrains corporations with sound
credit from accessing more funds from Taiwan banks, but
sometimes also hampers certain strategic large-scale projects
(such as foreign direct investment projects or acquisition
financing) from obtaining sufficient domestic finance in a
timely manner.

The new Basel III capital standards encourage banks
to utilize their capital more prudently, which may impact
decisions about the allocation of bank capital. These
standards may affect local banks’ supply of funds for lending,
in turn impacting the financing needs of local borrowers.

Foreign-owned bank subsidiaries and branches have
been active lenders in this market. If foreign banks’
lending capacity is restricted due to their conversion into
local subsidiaries or if the stringent lending restrictions
placed on foreign bank branches (such as the cap of NT$7
billion for local-currency loans) are not removed, that
may further hamper local corporations from accessing
sufficient local funding. As a consequence, they may need
to seek offshore funding opportunities, which would likely
increase their funding costs and reduce Taiwan corporations’

competitiveness.

Recommendations:

1. As a mid- to long-term solution, the FSC could consider
the model adopted by Hong Kong and Singapore —

raising the single “financial exposure” limit up to 25%

of the bank capital, while calculating the limit based on
the total financial exposure (including loan, derivatives,
underwriting, etc.) of the financial institution to any
single entity. Such a “total exposure” limit is in line with
international regulatory trends and can help the bank
effectively control the total exposures to a single entity.

2. In the short-term, the FSC could consider amending
the “Guidelines for Authorized Matters Regarding
Article 33-3 of the Banking Act” (the “Lending Limit
Guidelines”) and “Regulations Governing Foreign Bank
Branches and Representative Offices” (which stipulate
the cap of NT$7 billion for local-currency loans) to relax
the controls on single-lending limits and provide more
exemptions. For example, the FSC could (i) control the
single-lending limit at the group level, not at the single-
borrower level; (ii) provide exemptions when the BIS ratio
of a bank achieves a certain level or when the corporate
borrower’s financial situation and business performance
satisfy certain requirements imposed by the FSC; (iii)
exclude secured exposure from the single-lending limit;
and/or (iv) allow a bank to offer bridging finance in
excess of the single-lending limit for a particular project
in the initial stage, before syndicating out or selling down
the financing amount within a certain period.

3. Under the current regulatory regime, the FSC could
adopt more liberal and flexible views regarding the
Lending Limit Guidelines. For example, if the foreign
parent provides a guarantee for the loans offered by the
subsidiary bank in Taiwan, such loans could be deemed
as secured loans and therefore exempt from the single-

lending limits.

Suggestion 3. Create a competitive Formosa bond market.

Taiwan should allow more regulatory flexibility and
encourage more international issuers to tap the bond market
as part of its attempt to build an offshore yuan trading hub.
To create a competitive platform for the Formosa bond
market, Hong Kong is a good example to follow in terms
of the environment for both bond issuers and investors
(including institutional investors and the general public).

Hong Kong adopts a two-track issuance mechanism, for
example, providing different products for different types
of customers to choose from. In this way, better protection
is given to individual investors than to their institutional
counterparts, since the latter group is better equipped in terms
of market information and professional know-how.

The FSC should also adopt a program-based approval
system for bond issuance instead of “issue-by-issue” approval,
considering that the interest rate/yield rate fluctuates rapidly
in the bond market. The current issue-by-issue approval basis,
which is time-consuming and unnecessary, will reduce the
attractiveness of the Formosa-bond platform to issuers.

To make more products available in the Formosa-bond
platform, the FSC should also consider allowing more
flexibility in the rating requirements or recognize other
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criteria as an alternative to ratings. Ratings are not needed
when issuing bonds in Hong Kong.

Compared with Hong Kong and Singapore, Taiwan has a
larger population and higher excess savings, making it well-
positioned to develop Formosa bonds into a premier capital
market. The following suggestions are aimed at helping to
achieve that goal:

Recommendations:

1. FSC adoption of a “two-track issuance” system, along
the lines of Hong Kong’s dim sum bond market, where
different rules apply to different types of customers. For
example, retail offerings are subject to local rules, while
professional-investor offerings are subject to 144A/
Regulation S.

2. FSC adoption of the Euro Medium-term Note (EMTN)
model, which is a pre-approved bond/note program
issuance as opposed to the more time-consuming “issue-
by-issue approval.” (Currently the pre-approved option
exists for institutional-targeted issuance only.)

3. FSC encouragement of more international issuers to tap
the Taiwan onshore market through onshore banks/
securities companies by:

a. Allowing Chinese issuers to issue Formosa bonds
in Taiwan. The relaxation could be done in stages.
The first stage would involve issuers with experience
in issuing public debt outside of China (such as
dim sum bonds, H shares, NASDAQ, etc.), which
demonstrates that their disclosure standard is accepted
internationally. The second stage would also be open
to Taiwanese-owned Chinese corporates that have not
issued abroad, if they allow Taiwanese rating agencies
to rate them.

b. Allowing more flexibility in rating requirements or
introducing alternatives such as capital adequacy levels
to gauge issuers’ financial health, so as to compete
with the dim sum bond market in Hong Kong, where
no rating is required.

c. Expanding the use of derivative products such as cross-
currency swaps (CCS) to provide more liquidity for
international issuers while retaining such business in

Taiwan.

CAPITAL MARKETS >>

The Capital Markets Committee appreciates the
regulators’ continuous efforts to enhance Taiwan’s capital
markets. We especially thank the Financial Supervisory
Commission (FSC) for listening to the Committee’s concerns
and issues on an on-going basis.

While we understand that the global financial crisis
necessitated additional regulations for the sake of greater
checks and balances between financial institutions and the

general public, we believe that it is also important to encourage
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industry players to introduce innovative and cost-efficient
products for the benefit of both investors and the industry.

As Taiwan strives to achieve greater recognition regionally
and internationally for its economic prowess, the state of
its capital markets will be a key component in shaping the
judgment of global investors, as well as being a crucial factor
in its ability to attract international talent. In this spirit, the
Committee would like to raise some of the issues that remain
as roadblocks to Taiwan’s continued progress. For issues that
are not directly within the jurisdiction of the FSC, we urge the
Commission to help the financial industry communicate our
recommendations to the relevant regulatory bodies so as to
bring about a productive result.

As always, the Committee stands ready to assist the
Taiwan government in its endeavors to ensure an efficient and

competitive capital market.

Suggestion 1: Enhance the capital markets’ depth and
breadth by enabling the offering of more products.
1.1 Allow unsponsored ADRs representing the stock of

Taiwan-listed companies.

Sponsored American Depositary Receipt/Global
Depositary Receipt (ADR/GDR) programs have proven to be
a successful means for Taiwan issuers to tap an incremental
pool of capital from foreign investors. Unsponsored ADRs
would be another way for Taiwan-listed issuers to enhance
their global visibility and access additional capital from
overseas investors who lack FINI (Foreign Institutional
Investor) status.

Today, foreign investors that are FINI-qualified play
an important role in the Taiwan stock market, on average
accounting for about 20% of the daily trading volume.
However, additional overseas investors who would like to
access the Taiwan market are currently restricted from doing
so as a result of not having FINI-qualification status. This
group consists of U.S. investment managers who have specific
U.S. dollar mandates and can only hold and trade U.S.-
registered securities.

In addition, overseas investors may shy away from
the Taiwan market due to the cost, complexity, and time-
consuming procedure for opening a trading account. Allowing
the creation of unsponsored ADRs for Taiwan securities —
based on stock bought in the secondary market and kept with
the local custodian bank — would help boost the momentum
of the Taiwanese stock market through the deployment of
additional capital.

Of the 1,447 companies listed in Taiwan, only 68
currently have a sponsored ADR/GDR program. Through an
unsponsored ADR facility, non-FINI overseas investors will
be able to access the broad array of Taiwan-listed companies,
and the issuer of the unsponsored ADR will have the chance
to increase and diversify its investor base just as with a
sponsored ADR/GDR program. Unsponsored ADRs can also
yield other benefits to the Taiwan market, such as increased

market visibility and liquidity, and more commission earned



by brokerage houses.

1.2 Permit securities firms to engage in foreign exchange
related businesses.

The FSC and its Securities and Futures Bureau (SFB) have
taken action to make new business opportunities available in
the form of Offshore Securities Units (OSUs). We recognize
and strongly support those efforts. OSUs are expected to
allow securities firms to provide professional investors
with broader non-TWD denominated products with less
stringent regulatory requirements. Among such products,
Foreign Exchange (FX)-related products can play a critical
role for securities firms in Taiwan in competing with other
financial institutions around the globe. Unlike Taiwan, the
FX businesses in other jurisdictions, such as the United States,
Hong Kong, Singapore, Korea, and Japan, are activities that
can be licensed to securities firms, subject to product and
scope approvals. Clients can deal with securities firms directly
for various investment or trading purposes.

Without the capability to directly offer FX-related
products for clients’ investment purposes, OSUs will
be seriously impaired in developing attractive business
opportunities. Although the Committee understands that
securities firms can still engage with banks in Taiwan to
facilitate clients’ needs, that approach would be contradictory
to the goal of providing clients with a one-stop-shopping
service so as to attract back to Taiwan investments currently
being handled overseas.

1.3 Relax futures trading and relevant foreign exchange
regulations. To further promote the Taiwan Futures
Exchange (TAIFEX), enabling it to take advantage of its
proximity to the Taiwan cash equity market to gain a
competitive advantage over other exchanges overseas, the
Committee recommends the following measures to give
professional institutional investors greater incentive to
participate in the listed derivatives market:

e Remove the mandatory pre-margin requirement for
professional institutional investors and institute a “give-
up” trade mechanism. Only a few exchanges in the
world still require pre-margin deposits, and given the
extremely low level of risk for professional institutional
investors such as banks, brokerage dealers, and other
licensed financial institutions, changing the pre-margin
requirement to post-margin would improve trading
efficiency and be more in line with global practice. In
addition, adopting the “give-up” trade mechanism
would provide professional institutional investors
with more flexibility and options in trading futures
across different futures commission merchants (FCMs).
Institutional investors usually give their listed derivatives
orders to many brokers, but prefer to centralize their
settlement with one clearinghouse for reasons of
confidentiality, minimized funding requirement, and
reduced counterpart risk. Providing this option would
encourage institutional investors to contemplate placing

more orders in Taiwan. Post-margin payment and a

give-up mechanism must work in tandem.

e Exempt professional institutional investors from the
regulatory compulsory unwinding requirement and allow
brokers to exercise discretion based on the brokerage
contract. In accordance with the new risk mechanism
effective July 1, 2013, FCMs shall set up compulsory
client margin-ratio limits for liquidating clients’
positions. For professional institutional investors, there is
little default risk and trade disputes are rare. In addition,
the brokerage contract should constitute sufficient
control. Providing this waiver would significantly reduce
the obstacles for foreign institutional investors to trade in

Taiwan’s futures market.

Suggestion 2: Enhance the market infrastructure and

market efficiency.

2.1 Improve market efficiency by extending the T+2 DVP
Settlement System to emerging market stocks.

To enhance the efficiency of Taiwan’s securities market
and bring it in line with international standards, the Taiwan
Stock Exchange (TWSE) implemented a T+2 DVP Settlement
System (Delivery Versus Payment Settlement, within two
days of the transaction) in the beginning of February 2009.
One of the most significant benefits this system brings to the
market is that it resolves the difference between the delivery
of securities and the receipt of money on the part of sell-
side securities companies. However, emerging markets were
excluded from this new regime. In the emerging market
settlement system, the settlement operation is divided into
two tiers: (1) settlement between investors and securities
companies, and (2) settlement between securities companies
and the TWSE. There is a one-day gap for investors between
the delivery of securities/funds and the receipt of funds/
securities. This time gap is not only unfair to investors but
also could become a source of settlement risk. The Committee
therefore calls on the regulators to expand the T+2 DVP
Settlement System to emerging markets. From the perspective
of a global operating model, the existence of discrepancies in
the settlement system increases transaction risks and hinders
market efficiency.

2.2 Enbhance the market infrastructure by changing the
settlement system from a gross to a net settlement basis.
Securities settlement systems are a major component

of the financial-sector infrastructure to ensure that the

critical needs for safety, soundness, certainty, and efficiency
are achieved at a level of cost acceptable to all market
participants. Currently, the settlement system between FINIs,
which authorize the custodian bank as their representative,
and a securities firm is on a gross settlement basis unless
the custodian bank is a contractual settlement bank of the
securities firm. The gross settlement procedure is based on
processing the settlement for each FINI account, but it is
time-consuming and inefficient. The Committee proposes use
of a net settlement system, both for greater efficiency at the
operational process and also for cost-savings on settlement
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funding remittance at the FINI client level.
2.3 Allow FINIs to maintain Multiple Trading Accounts
(MTAEs).
According to the current “Operation Directions for
Applications by Overseas Chinese, Foreign Nationals, and
Mainland China Area Investors for Registration to Invest in

]

Domestic Securities or Trade Domestic Future,” a foreign
investor is qualified to register for an MTA only when at least
one of the following conditions applies:

e Its investment strategy calls for operation by an

external manager.

e Its internal investment operation uses different

transaction platforms.

e It assigns multiple external account administrators.

The Committee suggests that the authorities also consider
the following conditions as qualifying a foreign investor to
apply for an MTA:

1. It is a sovereign wealth fund or pension fund that operates
with multiple mandates (even if all have the same external
fund manager or the same global custodian bank).

2. It has assigned multiple global custodian banks through
the same external fund manager.

3. It has a single external fund manager who uses multiple
sub-advisors.

4. It has a single external fund manager who uses multiple
internal trading platforms.

In addition, aside from the required supporting
documents stated in the regulation, the TWSE in practice
will request that the foreign investor provide additional
documents not stated in the current regulations, without
citing a statutory basis for the request. This situation
causes considerable confusion for custodian banks while
processing the registration. We urge the TWSE to provide a
full list of required documents to facilitate custodian banks’
communication with foreign investors and increase the

efficiency of the registration process.

Suggestion 3: Clarify questions regarding the Personal
Data Protection Act.

The Personal Data Protection Act (PDPA) was officially
promulgated and implemented on October 1, 2012. Although
the Committee recognizes the great effort the government has
made to enhance personal information protection in Taiwan,
varying interpretations and inconsistent approaches regarding
PDPA implementation have created difficulties for industry.

For example, the new law requires the data receiving party
to obtain an individual’s written consent before collecting,
processing, or using the personal data. In daily operations,
a financial institution will receive personal data indirectly
from corporate clients or vendors either through normal
business dealings or based on regulatory requirements. The
PDPA requirements to provide notice to — and obtain written
consent from — indirect sources, is an overwhelming and
impractical burden.

From a practical perspective, in a business context it is not
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feasible to obtain consent from each individual or provide
notification upon every occasion of collection of contact
information. Similar legislation in India, in contrast, exempts
the indirectly obtained personal data of corporate officers
from the notice and consent requirements. Singapore’s
new Personal Data Protection Act 2012 does not apply to
business-contact information at all. The Committee therefore
recommends that the Ministry of Justice (MO]J) grant an
exemption for business contact information from the notice
and consent requirements.

Personal information collected for industry-specific
requirements also falls within the scope of the PDPA (for
example, copies of a responsible person’s identification
obtained based on anti-money-laundering guidelines issued
by the Bankers Association or based on the Operating Rules
of the Taiwan Stock Exchange). However, an exemption from
notice requirements is available for personal information

]

“required for performance of legal obligations,” and an
exemption from consent requirements is available for
personal information “required by law.” Though the MO]J
is the main regulatory agency for the PDPA, the FSC is the
regulatory body supervising the financial industry. The
Committee recommends that the FSC issue interpretative
rulings to clarify how these notice and consent exemptions
should apply in practice, so that industry may implement
them on a consistent basis.

Finally, the Committee recommends that the FSC issue
interpretative rulings to allow a broad exemption from
notice and consent requirements where personal information
is collected for the “legitimate business interests” of an
organization (such as obtaining a copy of the responsible
person’s ID for Know Your Customer purposes). Models for
this approach can be found in the European Union Directive
and in the Philippines’ Data Privacy Act 2012.

Suggestion 4: Continue to enhance the Securities Borrow-
ing and Lending (SBL) market.

Taiwan continues to be regarded by foreign investors as
one of the most important markets in the Asian region for
securities borrowing and lending (SBL). The Committee
appreciates the collective efforts of the TWSE, Ministry
of Finance, and the FSC in supporting the development of
this market in recent years. However, the unique features
of Taiwan’s SBL market means that further reform is still
needed. Over the long run, we believe that an SBL system
that is aligned with global practice will attract more
investor participation, yet we are also fully aware of the
challenge — given Taiwan’s existing market infrastructure
— of totally overhauling the current system. Following are
recommendations that could help resolve some of the near-
term SBL issues:

4.1 Lower the collateral ratio requirement for the SBL

business to 105%. The existing collateral ratio of 140%

is higher than in such other Asian markets as Korea,

Singapore, and Japan, where only 105% collateral ratio



is imposed in all three countries. As a result, Taiwan has

been put in a less competitive position. The Committee

suggests reducing the collateral ratio to 105% to attract
more foreign investors to the market.

4.2 Improve the recall process and allow borrowers to
access the “For Settlement Borrowing System” as the
last resort when market restrictions prevent them from
obtaining the recalled securities to meet the lender’s
settlement obligation.

In typical SBL transactions in most markets, it is the
borrower's responsibility to return securities when securities
are recalled within the market-settlement cycle; otherwise,
the borrower bears the responsibilities and costs. Under
the current rules in Taiwan, the lender can recall and sell
on the same day (T day) and meet T+2 settlement under
certain conditions. The rules, however, do not consider the
possibility that the borrower may be unable to purchase/
borrow from the market and in turn may cause a settlement
failure with penalty on the lender's part. While the selling
broker of the lender is allowed to access the “For Settlement
Borrowing System” when this situation occurs, the
associated costs and the ultimate responsibilities still remain
with the lender. We suggest that the borrower be given the
same access to the “For Settlement Borrowing System” via
its broker in the event the stock in question reaches the Daily
Fluctuation Ceiling or Foreign Ownership Limit, as both
situations can be substantiated by the records of the buying
brokers. The SFB last year instructed the TWSE to study the
feasibility of this suggestion and to discuss it further with
industry representatives, but no conclusion has yet been
announced.

4.3 Improve market efficiency by allowing the custodians
to report to the TWSE the free delivery of lent/borrowed
securities under an SBL transaction.

Current TWSE regulations stipulate that the lender and
borrower follow the terms and conditions of the negotiated
agreement between them. However, the process still requires
brokers on both sides to input the negotiated SBL orders
for the exchange to confirm that the details match, followed
by share delivery through brokers, just as in a normal trade
that does not have a counter party. As a negotiated SBL
transaction is already agreed or “matched” between the
lender and the borrower, it does not need to be matched
again on the stock exchange via input by SBL brokers. We
suggest that delivery and receipt of the loaned securities
follow the “Taiwan Stock Exchange Corporation Securities
Borrowing and Lending Rules.” These rules allow the
custodians to report the transaction details to the TWSE,
which in turn would instruct the Taiwan Depository and
Clearing Corp. (TDCC) to transfer the shares directly to and
from the accounts of the borrower and lender without going
through the accounts of the broker. This procedure would
substantially improve the processing efficiency for negotiated
transactions. In May 2011, the TWSE requested brokers’

comments on this subject, but the Committee is unaware of

any official action since that time.

Suggestion 5: Create an efficient and cost-effective

investment environment to compete in the Asia-Pacific

region.

5.1 Issue rules, regulations, and regulatory announcements
concurrently in English.

The participation of foreign investors in Taiwan’s capital
market has increased significantly over the years. Foreign
investors now own roughly 30% of the shares in listed
companies, and they account for about 20% of the TWSE
turnover. It is important for Taiwan’s regulators and market
operators to provide this group of investors with the same
access as their domestic counterparts to all regulatory
announcements critical for investment decision-making.

Currently, the lack of immediate English-language
information limits the Taiwan market’s growth potential and
creates a risk premium for foreign players. If the FSC, the
exchanges, and the Taiwan Securities Association were to
make their official announcements simultaneously in Chinese
and English, it would help attract more foreign investors by
making the Taiwanese regulatory regime more accessible and
transparent for them.

5.2 Provide flexibility in personnel registration.

The stringent personnel registration requirements in
Taiwan give global financial firms less incentive to expand
their business in this market, as the cost of adding to the
headcount is not justified by the new business volume at the
initial stage. The Committee therefore calls on the regulators
to allow flexibility for financial institutions in personnel
registration as long as the registered persons meet the required
qualifications for each respective function, such as licenses and
training, and no capacity issues or conflict of interest concerns
exist. The prudent steps taken by the SFB in 2011 to overhaul
the headcount threshold requirements and the rationale of
cross-industry registration between the securities and futures
brokerage businesses were well received in the Taiwan capital
market. We hope the authorities will follow up on those
achievements by taking these additional steps:

(a) Allow multiple-function registrations so that skilled
professionals in financial institutions may serve
concurrently in more than one function. Under
current regulations, for example, a professional
registered in the brokerage business cannot
concurrently perform other functions in the same
entity (such as dealing in derivatives products,
serving as the master agent for offshore structured
products, engaging in the forced close-out of clients’
futures positions, etc.). In contrast, the multiple
registration of personnel is a common practice in
most international markets, including Hong Kong,
Singapore, and Korea.

(b) Permit cross-industry registration to enable financial

firms with a “universal banking” structure and/
or “one-stop shopping” business model — such as
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owning an integrated securities and banking business
— to expand in this market more easily, eliminating the
previous headcount and registration constraints. This
change will also provide career opportunities as local
talent has the chance to gain versatility through cross-
industry experience.

(c) Allow non-marketing/sales function registrations
for cross-border support. Under Taiwan’s current
regulations, both front- and back-office business
functions of securities and futures firms must be
performed within the approved local premises. From
the perspective of a global operating model, however,
it is common for certain back-office functions
(such as internal auditor, financial control, and risk
management, etc.) to be located and operated at the
regional office in order to assure the consistency
of control policy, provide the best coverage, and
optimize support capacity. With this support model,
the designated regional hub will then host the most
seasoned and capable professionals to provide
effective, efficient and quality services to regional
locations, including Taiwan.

5.3 Drop the requirement for an explanation on the
Taiwan Securities Association website whenever a client
complaint is received.

The media often uses its own channels to obtain foreign
securities brokers’ research reports, and then quotes or
takes excerpts from the contents. This unauthorized usage,
which cannot be controlled by the brokers, may impact
market performance or stock prices and sometimes generates
investor complaints to the regulators. Upon receiving
the complaints, the regulators usually request additional
explanations from the foreign securities brokers without
judging the merit of the complaints. Such constant inquiries
cause a serious administrative burden for the brokers. The
Committee appreciates the efforts made by the regulators
in educating investors on this matter, but the burdensome
requirement to post an explanation and/or disclaimer on the
Taiwan Securities Association website remains intact. This
requirement is a highly unusual practice not seen in other
countries and should be discontinued.

These recommendations in fact echo the government’s
policy vision of establishing a Taiwan-oriented financial
operating platform, as they promote creation of a business
environment of versatile product offerings with seamless,

coordinated, and integrated service across financial industries.

Suggestion 6: Provide flexible underwriting rules.

The Taiwan capital market has been gaining in importance
for international investors, but we believe that adopting a
set of rules, regulations, and processes that are more in line
with global practices will enable Taiwan to attract even more
foreign capital. There are several practical ways to improve
the situation:

6.1 Increase the book building for book build tranche to 50%.
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The Taiwan system combines both book building and
public offers to provide more flexibility to issuers and their
underwriters so as to ensure sufficient interest for Initial
Public Offerings (IPOs). But the current public offering ratio
of as much as 60% of the underwriting size (that is, the book
building portion may be only 40%) is quite high compared
to other markets. In Hong Kong, for instance, the public
offer ratio is set at 50%, and the public offering tranche
may be reduced to 20% for sizable IPO deals if special
approval is obtained from the regulators. In global practice,
cornerstone investors play a key role in IPO deals, as their
participation is normally viewed very positively, particularly
among retail investors. We believe that strong participation
from professional institutional investors is an important
contributor to a successful IPO as they are regarded as
relatively long-term investors in the company.

6.2 Relax the subscription process for book building.

Book building is an important price-discovery mechanism
because it allows the gathering of indications of interest from
across a wide spectrum of potential investors. However,
the onerous subscription process involving a physical
subscription form creates a heavy burden for foreign investors
residing in other time zones. We recommend allowing use of
an electronic format for the subscription form, and permitting
authorized order placers to aggregate subscription orders,
with allocations to particular exchange accounts following at
a later stage.

6.3 Allow FINIs who are broker dealers in the home country
of the underwriters to participate in the book building if
the subscriptions are for their clients.

The current regulations prohibit related parties of the
issuers and underwriters to participate in the subscription
process out of concern for conflict of interest. The business
nature of FINI broker dealers is to intermediate their clients
to facilitate their access to the market. Clients of a FINI
broker dealer are not allowed to subscribe to a Taiwan
domestic offering, simply because that FINI is an affiliate
of one member of the underwriting syndicate. We suggest
providing exemptions to FINI broker dealers who are related
to the Taiwan underwriters to enable them to participate
in the book-building process for their client-initiated

subscriptions.

CHEMICAL MANUFACTURERS >>

The Committee is pleased to note some progress on
issues from the Chemical Manufacturers position paper in
the 2012 Taiwan White Paper. One of the issues concerned
the vagueness of current laws and regulations regarding
the labeling and declaration of hazardous and harmful
materials, as well as the problem of the protection of
chemical producers' trade secrets following such disclosures.
From the response to the White Paper by the Council of
Labor Affairs (CLA), we understand that the government



recognizes these issues and plans to invite industry
representatives to discuss them in the near future with an
eye to amending the current law.

Another issue from last year pertains to the definition in
Ministry of Transportation and Communications (MOTC)
regulations of “dangerous goods during transportation,”
which does not clearly distinguish between goods that are
hazardous only in the workplace and those that could be
dangerous when transported. We understand from MOTC's
response that the government also recognizes this issue and
will amend the regulation in question.

The Committee very much appreciates the forthcoming
attitude of these two government agencies, and looks forward

to early progress in resolving these issues.

Suggestion 1. Allow the use of pyrophoric specialty
chemicals by high-tech industries in the science parks.

Silane (SiH4) is a specialty gas commonly used in the
Chemical Vapor Deposition (CVD) manufacturing process
to fabricate various semiconductors and optoelectronic
devices like TFT-LCD and AMOLED flat panel displays and
photovoltaic (PV) crystalline silicon/thin-film. Compared
with alternatives, silane has clear process advantages and
has been the primary silicon-source gas of choice in high-
volume device manufacturing. In Taiwan, the large users are
primarily located within the Science-based Industrial Parks.

As demand for consumer electronic products and solar
energy has increased and device-manufacturing processes
have become more sophisticated, silane usage has risen very
significantly in the past decade. Typical silane usage per month
for an advanced production line has increased from less than
one metric ton to more than 10 metric tons, and the mode of
supply has gradually shifted from small containers (44L high-
pressure B-size cylinders) to medium containers (440L high-
pressure Y-size cylinders) to achieve logistics cost savings.

But Taiwan’s high-tech industry has not adopted the
most economical mode of supply — ISO modules (more than
9000L high-pressure tube trailers) — as their competitors
have done in the United States, Korea, Europe, and China,
because of resistance by the authorities to approve silane ISO
module supply applications. ISO modules are perceived by
some officials to be more dangerous than smaller containers
if any leakage were to happen. Indeed, a few silane leakage
incidents have occurred in the industry in the last few years,
including in Taiwan, mainly due to manual negligence in
operating the silane distribution system and the container
change-out procedure — both of which have nothing to do
with the mode of supply.

Given the pyrophoric property of silane, operational
safety should always be treated as the top priority issue for
silane suppliers as well as for consumers. ISO module supply
to high-volume consumers has been proved to be the safest,
most economical, and most reliable supply mode as long as
global safety codes (CGA, ANSI, FMEA, etc.) and industry
best practices are appropriately followed. The key benefits of

using ISO module supply of silane are as follows:

e Lower possibility of mis-operation arising from the
container change-out frequency;

¢ Lower unit cost through purchases in bulk volume;

e Smaller number of containers required in the fleet, making
it possible to streamline the supply chain and ensure
uninterrupted supply;

e More consistent container-to-container product quality
and consequently better process performance.

To enable high-volume silane users to increase their
global competitiveness, the Committee offers the following
recommendations to the regulators:

e Follow global safety codes and refer to industry best
practices to clearly define safety requirements (regarding
size of outdoor area, open ventilation, safety setback
distance, firewalls, fire-extinguisher availability, leak
detection, alarms, etc.) for silane ISO module supply
operations in Taiwan;

e Apply these silane ISO module safety requirements to
consistently review and approve/disapprove new silane
ISO module supply applications submitted by silane
suppliers and users;

e Encourage high-volume non-ISO module silane consumers
to comply with silane ISO module safety requirements
in order to enjoy the benefits of safety, cost, quality, and
reliability and improve their overall competitiveness in the

global marketplace.

Suggestion 2. Improve regulations on greenhouse gas
(GHG) emissions.

The proposed Greenhouse Gas Reduction Act drafted
by the Environmental Protection Administration (EPA) was
submitted to the legislature by the Executive Yuan in April
2012, and is still awaiting action by the Legislative Yuan.
The Committee urges the lawmakers to consider some issues
about the need for greater clarity in the draft legislation.
These issues were raised in previous White Papers and are
still of concern. In particular:

e The CO:2 reduction quota scheme is still undefined, with
no clear target specified.

e The process and system for carbon credit trading is still
unclear.

e The system for offshore carbon exchange is also unclear.

A second issue is that the Greenhouse Gas Reduction Act
is focused primarily on the industrial sector. The Committee
recommends that the government consider achieving Taiwan’s
overall GHG emission targets holistically, by mandating
responsibility for CO:z reduction in other sectors as well, for
example transportation, housing, commerce, and farming.

Thirdly, the EPA announced on May 9, 2012 that GHG
emissions would be considered as air pollutants covered by
the Air Pollution Control Act. This interpretation requires
businesses to register GHG levels in accordance with
stipulations in the Air Pollution Control Act. But greenhouse

gases are not the same as common air pollutants. Enforcement

June 2013 - Tawan wHiteparer — \[\J P 29
I

i
®
{I
w
{o
™M
(@]
o~

e

Al

JEE




e
L
o
£
L
E
I
2
Z
>
<
"
o
o~

S

INDUSTRY COMMITTEES PRIORITY ISSUE

of the Air Pollution Control Act is in the hands of local
government authorities rather than the central government,
and the varying considerations of different local authorities
in controlling emission levels cause further uncertainty
for business operations. We therefore recommend that the
government refer to international practice to develop specific
regulations to manage GHG activity, rather than incorporate
control of GHG under the Air Pollution Control Act.

In support of the government’s goal of GHG reduction
and with a view to making the effort as effective as possible,
the Committee requests:

e More clarity in the GHG reduction quota and the

schedule to be met.

e Greater clarity on the performance standard to be met
by industry, and consideration that these standards
should be set at reasonable levels.

e Holistic inclusion of other sectors that impact GHG
emission.

e Engagement by the authorities with relevant
stakeholders (including industry) in formulating GHG
policy.

e Reconsideration of the current inclusion of GHG
under the Air Pollution Control Act, and clarification
that GHG management activities will come under
the authority of the central government through the

Greenhouse Gas Reduction Act.

EDUCATION & TRAINING >>

The Education and Training Committee commends the
Taiwan government on the following achievements of the
educational system in Taiwan:

e In 2012, Taiwan ranked as the top Asian country in the

World Bank's Knowledge Economy Index.

e Thanks to the Ministry of Education's objective of
providing universal basic education, enrollment of
school-age young people in national education is nearly
100%.

e In the section of AmCham Taipei’s 2013 Business
Climate Survey dealing with employer perceptions
of human capital, Taiwan's workforce is rated as
“extremely well-educated.”

These past accomplishments are significant, but even
more important will be ensuring that Taiwan continues to
develop the talent it needs to remain competitive as other
Asian countries, such as South Korea, surge forward in
playing global economic roles. President Ma Ying-jeou has
stated that Taiwan is on a path to transform its economy
“from efficiency-driven to innovation-driven,” and that the
government’s aim is to see Taiwan become an innovation
center for the region and the world.

Undoubtedly, theoretical knowledge — in which Taiwan's
education systems excels — is necessary in achieving the

government’s goals. But it is not sufficient to transform
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Taiwan from a manufacturing center into a global innovation
center, capable of competing with the best the world has
to offer. The same AmCham Taipei 2013 Business Climate
Survey that praised Taiwan employees as “extremely well-
educated” also rated them poorly in terms of “creativity”
and whether they are of “world-class standard.” The
weakness in those two areas must be addressed if Taiwan
is to undergo the kind of transformation that President Ma
— and many economists and business leaders — believes is
needed.

Although those changes cannot be accomplished
overnight, we believe that concrete steps must be taken to
demonstrate to Taiwan companies that the government
is serious about its commitment to innovation. To help in
that effort, the Committee recommends that the authorities

address the following issues in 2013.

Suggestion 1. Establish a licensing system for the study-
abroad industry.

The study-abroad consulting industry is one of three
industries — the others are travel and immigration services —
that assist Taiwanese with arrangements for traveling and/or
living abroad. In both the travel and immigration fields, the
government conducts active regulation and enforcement, and
has put systems in place to train, test, and license private
agencies to assure the public of the professionalism of those
businesses. The study-abroad industry is the only one of
the three without a licensing regime — despite requests to
the Ministry of Education (MOE) from the International
Education Consultants Association (IECA), the organization
representing the study-abroad agents, that such a system be
established.

Although this concept has been discussed for over a
decade, little progress has occurred. Instead, MOE has
produced a standard contract to be entered into between
the study-abroad agencies and students utilizing their
services. But the Ministry modifies the content every few
years, making compliance difficult. Moreover, MOE does
little monitoring of the actual use of the contract within the
industry, and it does not attempt to enforce compliance with
its content.

This void in regulation and enforcement exposes
consumers (students and their parents) to a wide variety of
risks and potential fraud — problems to which consumers in
the travel and immigration fields are not exposed due to the
regulatory systems that have been established. It is unknown
why MOE has not followed the lead of the Ministry of
Transportation and Communications’ Tourism Bureau
(which regulates travel agents) and the Ministry of Interior
(which regulates immigration consultants) by setting up a
proper regulatory and enforcement system for the study-
abroad industry.

We request that MOE take concrete steps to create
such a licensing regime, and that in doing so it follow

principles similar to those used in the travel and immigration



industries to balance consumer protection with the need
for a reasonable environment for professional consulting
agencies to practice their profession. Finally, we request that
the licensing regime be as inclusive as possible to ensure that
it covers all organizations assisting students to go overseas,
including private consultants, short-term cram schools, high

schools, colleges, and universities.

Suggestion 2. Encourage students to go abroad for study
rather than work holidays.

The past several years has seen a decline in the number
of Taiwanese students going overseas to study, while there
has been a significant increase in the number of youths going
overseas to participate in work-holiday programs. We suggest
that MOE conduct a study of these trends to see whether
there has been any adverse effect on the overall labor talent
pool in Taiwan. If so, we would urge MOE to take steps to
encourage students to go overseas to study rather than work.

There is good reason for concern about the growth of
work-holiday programs. According to an Australian National
Institute of Labour Studies report entitled Evaluation of
the Australian Working Holiday Maker (WHM) Program,
approximately 80% of the work positions created by the
program are in agriculture and low-end services. Participants
in the WHM program also cited the limited value of the skills
they were learning.

Although work-holiday programs offer very little to
improve the quality of the labor talent pool in Taiwan, their
popularity continues to grow while demand for traditional
overseas study programs declines. Instead of going overseas
to obtain an advanced degree, young Taiwanese are going
abroad to learn how to pick fruit and vegetables and clean
hotel rooms. With tens of thousands of young people
participating in these programs each year, the negative effect
will be felt in the labor market for years to come.

We suggest that MOE strongly advise students that work-
holidays are not the best option for students wanting to gain
marketable employment skills. The Ministry should establish
a long-term program to encourage Taiwanese students to
go overseas for study to learn employable skills, as well
as bicultural communication skills. Furthermore, it would
be more appropriate for supervision of the work-holiday
programs to be shifted from MOE to the Council of Labor
Affairs (CLA).

Suggestion 3. Encourage partnerships between Taiwan
universities and international counterparts to help make
Taiwan's higher education sector globally competitive.
Stanley Yen, chairman of the Alliance Cultural
Foundation, noted this year that instead of linking up with
counterparts internationally, universities in Taiwan have
increasingly been partnering with one another. Domestic
institutions of higher education have been over-protected
and too inward-looking, which has weakened Taiwan’s

global competitiveness. The educational sector is the source

of talent for all industries. If the source cannot develop
global competitiveness, neither will the industries. Taiwan
cannot rely merely on recruiting students from Southeast
Asia, Africa, or China as the future strength of its university
system. We need to find ways not only to encourage quality
faculty and students to stay in Taiwan, but also to attract
quality faculty and students from developed Western
countries. To accomplish that goal will require a very
international higher-education program.

The number of Taiwanese students studying abroad each
year has dropped to 20,000, while that of Chinese students
overseas has grown to 150,000. Singapore offers scholarships
to outstanding foreign high school students to study at
universities in Singapore, on the condition that they work for
companies in Singapore for three years after graduation. For
the past 15 years, Singapore and Hong Kong have introduced
extensive degree and non-degree programs in cooperation
with foreign institutions, and have also encouraged
prestigious foreign universities to set up campuses and centers
locally. Since joining the World Trade Organization (WTO) in
2002, China has caught up with, if not surpassed, Singapore
and Hong Kong in this regard. As economist Chen Tain-
Jy of National Taiwan University, a former Minister of the
Council for Economic Planning and Development (CEPD),
puts it: “Deregulating and opening up to diversity is the
only way to get the water flowing.” He was referring to the
“Flowing Water Theory” of Lawrence Zicklin, a professor
of business and former Wall Street financier, which says that
when people move, merchandise moves, and so will money.
“Merchandise” means products or services, and “money”
means the economy. Education is internationally recognized
as a service industry, and needs to be treated as such. The
more the “water is flowing” — with both Taiwanese students
going abroad to study and foreign students coming here — the
greater the economic benefit for all concerned.

In recent years, CEPD has been promoting the idea of
creating a virtual cyber international education city such
as the ones in Malaysia and Qatar where world-class
universities have been able to set up physical campuses or
individual programs, or alternatively offer distance learning,
with full recognition of the degrees earned. If Taiwan wants
to be an active player in the world, and to introduce its
culture to the world, creating an international education
city is a good approach. It will help give our children a
strong foundation so they will have more confidence when
they step out into the world. It will also help broaden the
horizons of Taiwan’s higher education and encourage positive
competition in that sector through multicultural partnerships.

As for the idea of easing restrictions on foreign
universities’ establishment of campuses in Taiwan, CEPD has
cited steps that Singapore and Korea are taking in this regard.
Allowing joint-venture partnerships between local private
and prestigious foreign universities might be a good way
to begin. The current regulation stipulating that university
campuses must be at least five hectares in area is also an entry
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barrier for international institutions.
In conclusion, we suggest that the government:

1. Liberalize regulations to encourage foreign
universities to set up campuses, branches, and degree/
non-degree programs in Taiwan.

2. Establish cyber college cities for all kinds of projects
and programs for local and foreign universities.

3. Introduce regulations and policies to encourage joint-
degree programs with foreign institutions.

4. Encourage cooperation between universities and
major corporations. As one example, programs to
recruit foreign students to learn Chinese in Taiwan
could also offer opportunities for visits to Taiwan’s

leading high-tech companies.

HUMAN RESOURCES >>

The Human Resources Committee appreciates that the
Taiwanese government has taken into consideration and
accepted some of our suggestions from last year’s White
Paper regarding proposed amendments to the Labor
Standards Law (LSL). The Committee looks forward
to further developments in establishing a well-balanced
employment-law regime that protects the interests of
employees while taking the commercial needs of the employer
into due consideration.

This year, the Committee is presenting five issues that
represent the key areas of concern of its members. The issues
reflect the shared desire of the Committee’s members to see
greater flexibility and predictability in the employment laws
in Taiwan.

Currently, the most important issue for the Committee
is the regulation of the use of labor dispatch through the
introduction of new laws or amendments to the Labor
Standards Law (LSL). The Committee also hopes to see
further relaxation of the restrictions on lump-sum payment
of pensions, clearer regulations on the enforceability of
non-competition covenants, elimination of the criteria of
two-year working experience in work permit applications,
and the exemption of certain employees with higher
positions or higher salary from the provisions regulating

overtime pay.

Suggestion 1. Reconsider proposed amendments to the LSL
concerning labor dispatch so as to balance labor protection
and the impact on business.

Proposed amendments to the LSL were announced by the
Council of Labor Affairs (CLA) on January 11, 2010. The
Committee appreciates the opportunity it has had since that
announcement for dialogue with the CLA, which adopted
some of the suggestions proposed in our 2010 White Paper.
But since our members continue to stress the significance
of other suggestions that were not adopted, the Committee

urges the CLA to consider the importance of avoiding over-
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regulation of the use of labor dispatch. Following are our

members’ key areas of concern:

1.1 Definition of Dispatching and Outsourcing

“Labor dispatch” means sending workers employed by
one entity to another entity to provide services under the
second party’s supervision and management. The draft
amendment to the LSL seeks to regulate this activity in
Taiwan, but fails to clearly define what constitutes labor
dispatch. When a company outsources its call center services
or customer-complaint handling services, for example, will
that company be deemed as engaging in labor-dispatch
activity and therefore be subject to the restrictions contained
in the amended law? The Committee recommends redrafting
the amendment to draw a clear distinction between labor
dispatch and the outsourcing of human resources and other

business services.

1.2 Limitation on Number of Dispatched Workers

Article 9-1 of the draft amendment would require an
enterprise wishing to use dispatched workers to first obtain
approval from the labor union or labor-management meeting,
and would limit the number of dispatched workers to no
more than 20% of the enterprise’s total employment. The
Committee continues to oppose this limitation on the number
of dispatched workers because a blanket cap does not take
into account the different human-resources needs of companies
in different industries. In addition, as the Committee noted
in last year’s White Paper, labor unions or other groups
representing employees have their own interests to consider
and will be unable to review workforce questions objectively.

The amendment would have the biggest impact on the
manufacturing sector, which employs the largest number
of dispatched workers. If companies are unable to use
dispatched labor, they might instead fill job vacancies with
foreign workers or transfer purchase orders to overseas
facilities. In either case, the consequence is fewer job
opportunities for Taiwanese labor and a larger unemployed
population. In addition, multinational companies often
have headcount restrictions. If hiring flexibility in Taiwan
is reduced, these companies may move job opportunities to
other countries.

The Committee again urges deletion of the requirement for
approval by the labor union or labor-management meeting,
and the removal or easing (either across the board or for
certain types of dispatch services) of the proposed limit on the
proportion of a company’s workforce that may be accounted
for by dispatched workers. For example, if the number
of dispatched workers does not exceed 10% of the total
employees, approval by the labor union or labor-management
meeting should not be required; for specific circumstances
such as seasonal work or special projects, employers should be
able to apply for a higher percentage of dispatched workers.

Further, the draft article’s second paragraph requires a

company requesting to use dispatched labor to first publish



such details as the number of workers required, the period of
dispatch, and the relevant job descriptions. The rationale for
this requirement is unclear, and it is more likely to spur labor
disputes than to serve any positive purpose. The Committee

recommends deleting this requirement.

1.3 Restrictions on Requesting Specific Dispatched

Employees
Article 9-3 of the draft amendment stipulates that a

requesting company may not “ask for” specific dispatched
workers. Does this mean a requester cannot create any
qualification requirements on workers at all? Is it barred
from asking for substitutes for certain dispatched workers?
As the requester will be the recipient of the services provided,
it should have the right to choose which dispatched workers
it wishes to use. This article should be deleted, and the term
“ask for” should be more clearly defined or some other

explanation provided to remove the ambiguity.

1.4 Registration of Dispatch Service

Article 74-1 of the draft amendment would permit
companies to register to engage in the dispatch service
industry without an approval process to ensure that they meet
specific qualifications. This system fails to give appropriate
protection to dispatched workers’ rights and interests. The
Committee suggests that basic qualifications for participation
in the dispatch service industry be set (for instance, that
an applicant has a good performance record, provides
comprehensive employee training, and implements a business
plan). Dispatch service companies should also be required to
report regularly to the competent authority to help prevent
irregularities. Otherwise, law-abiding dispatch service
companies will be at a disadvantage competing with those

firms doing business in a gray area or illegally.

1.5 Fixed-term Contract vs. Labor Dispatch

Fixed-term contracts and labor dispatch are popular
practices in Taiwan because the current LSL imposes excessive
constraints on employers regarding severance or termination
of employment, depriving employers of the HR management
flexibility needed to survive in today’s competitive markets.
The Committee considers that the use of labor dispatch
and fixed-term contracts work hand-in-hand. The member
companies that the Committee represents have indicated that
the use of labor dispatch is sometimes driven by the stringent
and inflexible requirement of fixed-term contracts under the
current LSL. The Committee suggests that if the new law
proposes to tighten the use of labor dispatch, then regulations
on fixed-term contracts should be relaxed. In particular, the
current law requires fixed-term contracts to fit into one of
the four categories provided under the LSL. The Committee
suggests that the draft be revised to enable an employer to
use fixed-term contracts as long it has a “temporary need for

additional human resources.”

1.6 Transition Period

The draft does not explain how existing dispatched
workers would be affected by the amendment’s passage
into law. The Committee suggests specifying a transition
period to give businesses a reasonable period of time to deal
with existing dispatch relationships and to prevent legal

complications.

Suggestion 2. Consider amendments to the LSL to allow
retiring employees to receive pensions in installments
under the “Old Pension Scheme.”

Under the current legislative framework, there are two
statutory pension schemes operating in parallel, the Old
Pension Scheme under the LSL and the New Pension Scheme
under the Labor Pension Act (which took effect in July 2005).

Pensions paid to employees under the Old Pension Scheme
are done so in a lump sum, within 30 days of the date of
retirement. The Committee understands that the intent of the
lump-sum payment requirement is to ensure that employees
can receive their pension soon after they retire, eliminating the
possibility that employees will be deprived of their entitlements
due to their former company becoming insolvent.

However, lump-sum payment generally increases the
recipient’s income substantially in the financial year in which
the employee retires, with adverse tax consequences if the
recipient of the pension is pushed into a higher income-tax
bracket. Receiving a single lump-sum payment also increases
the financial risk to the employees in case the payment is not
well-managed.

The Committee understands that government employees
have the option of receiving their pension in installments,
which has a number of advantages: (a) it is more tax efficient;
(b) it provides a secure source of steady income for the
employee’s retirement; and (c) it imposes less financial strain
on the employer’s cash flow (an important factor as many
companies are facing the peak period of employee retirements
under the Old Pension Scheme).

We therefore propose that the current pension regime
adopt the same pension-payment mechanism as applies to
government agencies, permitting the employer and employees
to agree on whether the pension is to be paid in a lump sum

or over an agreed-upon payment schedule.

Suggestion 3. Amend the LSL to provide clearer regulations
on the enforceability of non-competition covenants.

Many companies enter into non-competition covenants
with their senior executives, restricting what activity the
executives can engage in if they leave the original employer.
Under the current legislative framework, the scope of
enforceability of the non-competition covenants (with regard
to geographic area and length and type of restricted activities)
is not defined, and it is also unclear what constitutes the
“reasonable” compensation that an employer needs to pay to
enforce the non-competition covenant. The enforceability of
a non-competition covenant and the amount of reasonable
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compensation are left to the courts.

The Committee submits that the employer and employee
should be allowed some flexibility to agree on what
constitutes a reasonable scope of non-competition covenants
and whether additional compensation is mandatory to
enforce the non-competition covenant.

In light of the increasing integration of various markets
in the Asia-Pacific, the role of many senior executives is
usually not limited to one city or country. In addition,
the appropriate length of the non-competition covenant
varies with circumstances, and should also be a matter to
be negotiated and agreed-upon between the employer and
employee. Finally, the Committee submits that if the employer
and the employee have agreed on a non-competition covenant
at the time the employment agreement is signed, the employer
and the employee should be able to agree on whether the
compensation for the non-competition covenant can be
factored into the employee’s remuneration. If additional
compensation is required, the amount should be negotiated
and agreed-upon by the employer and employee.

In the absence of a coherent view from the courts and
the lack of express statutory provisions on this issue, the
Committee holds that clear laws are needed to permit
an employee and employer to agree on the scope of the
non-competition covenant — and not to compel the employer

to pay for the enforcement of the non-competition covenant.

Suggestion 4. Exempt employees with higher positions or a
monthly salary above a certain level from the provisions on
extended working hours and overtime pay.

The current LSL sets very strict limitations on extended
working hours and overtime pay. However, some senior or
professional employees are entitled to flexible working hours
and have sufficient bargaining power to negotiate with their
employers; they do not depend on protection under the law.
The LSL should therefore reserve space to allow employers
and their senior professional employees to determine the
working hours and leaves for such employees. For example,
if a senior executive needs to have a phone call or video
conference with overseas customers or headquarters in
different time zones, it is impractical to require the senior
executive to clock in at 9 a.m., clock out at 5 p.m., and
regard any work conducted outside of these hours as overtime
— a requirement that would hinder Taiwan from becoming
an operations center for global companies. Strict limitations
on extended working hours would also cause difficulties for
companies in implementing systems for employees to work
from home, as it is not easy to measure employees’ extended
working hours when they telecommute.

To permit greater flexibility, the Committee suggests
revising the draft to exempt employees with higher positions
or a monthly salary exceeding a certain level (such as
NT$200,000) from the provisions regarding extended

working hours and overtime pay.
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Suggestion 5. Eliminate the two-year work experience
requirement for foreign professionals.

Except for those employees engaged in technology-related
industries or assigned to Taiwan after working for cross-
border companies for at least one year, current regulations
still require foreign professional personnel to have earned
a university bachelor’s degree and have at least two years
of related work experience in order to be hired to work in
Taiwan. Although the authorities have somewhat relaxed the
two-year working experience requirement for foreign students
who have completed their university education in Taiwan,
this requirement remains for other foreigners, including the
children of expatriates who have grown up in Taiwan but
have obtained their university education overseas.

The Committee continues to submit that the requirement
for two years of related working experience should be
eliminated. The selection of the right candidate for a position
should be determined by the employer based on market
conditions, not legal requirements. The Committee does
not believe that this change would have a negative effect on
the labor market in Taiwan. In fact, it would attract more
international talent to diversify the labor force in Taiwan,
which would in turn help familiarize local employees with
international practices and make Taiwan companies more

competitive.

INFRASTRUCTURE >>

Over the years, this Committee has frequently pointed out
the need for careful reevaluation of the feasibility of Taiwan’s
current energy policy. If the policy is implemented as outlined
in the government’s existing plans, the cost of electric power
will increase greatly, impacting both the competitiveness of
Taiwan industry and the welfare of its people.

In last year’s White Paper, the Committee noted that
Taiwan’s base-load power capacity is inadequate. To remedy
the situation, we suggested the government accelerate the
construction of new coal-fired power plants and grant life
extension to the existing nuclear power plants. We regret
that the government has not acted on these recommendations
(although there have been recent indications that extending
the life-cycle of the three existing plants may be considered).

When evaluating Taiwan’s competitiveness, international
organizations rate the stability of Taiwan’s power supply
as one of the factors deserving of praise. We sincerely hope
that Taiwan will not give up one of its major competitive
advantages.

Aside from energy, the Committee is also concerned
that the government’s drive to attract more foreign direct
investment (FDI) has seen less-than-satisfactory results.
We are disappointed that the program to promote foreign
investment has proceeded only on an “on-again, off-again”
basis. Unless the government truly treats it as a priority,

Taiwan is unlikely to see any substantial increase in FDI. The



recent initiative to create free economic demonstration zones
will serve as an indicator of the government’s resolve, and we
will monitor the progress and report on the performance in
the Committee’s position paper next year.

The Committee further recommends that the government
continue to push for greater participation by foreign
companies in government procurement projects, and that it
promote more open-market mindedness and practices along

the lines of the policy suggestions below.

Suggestion 1. Adopt a realistic energy policy in light of
lessons learned from the recent electricity tariff increase.

Last year’s partial increase in electrical-power tariffs
developed into a political storm in Taiwan, with consumers
and small businesses vigorously resisting any hike in
electricity rates, leading to postponement of the scheduled
second round of price adjustment. We believe that the need
for additional tariff increases could be avoided if government
were to follow the proposals presented by this Committee in
the White Paper over the past several years.

We cannot over-emphasize our concern regarding the
deterioration of Taiwan’s energy structure, primarily due to
missteps in the government’s energy policy. When the current
administration took office, Taipower’s power development
plan called for three coal-fired power units — one each in
Linkuo, Shenao, and Changkong — to start commercial
operation in 2013. The current schedule, however, shows
the unit in Linkuo to be completed by 2016 after a three-
year delay, while construction of the other two units has not
even begun. The three 800-megawatt supercritical coal-fired
units are each designed to generate 6-billion kilowatt-hours of
electricity per year — 18-billion kWh annually in total.

Because these base-load power units were not completed on
schedule, Taipower had to use very expensive gas-fired power
plants to fill the gap in demand. The cost differential between
electricity generated from coal and gas is NT$1.7 per kilowatt-
hour, which means the annual cost increase due to delaying
the three units amounts to NT$30 billion (US$1 billion).

The three units were delayed for different reasons — in
Linkuo due to local-government obstruction that held up
issuance of the construction permit, in Shenao due to the
opposition of nearby residents and the local legislator, and in
Changkong because the Environmental Impact Assessment
(EIA) report did not pass Environmental Protection
Administration (EPA) review for eight years.

Why have the central government’s EPA, lawmakers,
local governments, and local residents all vigorously opposed
coal-fired power plants? We believe the major reason is
the government’s strong advocacy of a policy of carbon
reduction. Influenced by the central government’s emphasis
on the importance of the ambitious carbon-reduction
target it has set for future years, the media has consistently
championed the use of renewable energy as the solution for
Taiwan’s future energy needs. In such an atmosphere, the idea

of constructing base-load coal-fired power units has faced

insurmountable obstacles.

This Committee joins our colleagues on the Sustainable
Development Committee in endorsing greater efforts to
develop and utilize renewable-energy resources. But those
efforts must be carried out with the understanding that
renewable energy remains quite expensive, that wind and
solar power (the main renewable sources) are unable to supply
consistent enough power generation to be utilized for base-
load capacity, and therefore that renewable energy’s overall
contribution to Taiwan’s power supply will remain limited.

For Taiwan to be assured of sufficient future power supply
to maintain its economic competitiveness, it will need to
have the right balance in its energy mix. We strongly suggest
that the government learn from the painful experience of
last year’s power-tariff increase and adopt a realistic energy
policy to rectify the current skewed structure of electricity
generation in Taiwan.

Suggestion 2. Provide the public with balanced
information in advance of the nuclear-energy referendum.

Currently, the hottest public issue in Taiwan is the
proposed referendum on whether the fourth nuclear power
project should be put into operation. According to recent
polls, the majority of people in Taiwan are strongly opposed
to this project. That is no surprise, as most people “learn”
about the issue from the news media — and media reports quite
frequently are inaccurate or incomplete. Further, some media
organizations often pick up and repeat incorrect information
published by other media sources without fact-checking.
After erroneous information is reported, Taipower generally
posts corrections and clarifications on its website, but these
corrections and clarifications rarely appear in the media.

Some local news media’s bias against nuclear power goes
back many years. Considering that the reports about nuclear
power to which the public is exposed are overwhelmingly
negative, it is no wonder that the majority of people
responding to opinion polls are against the fourth nuclear
power project. If news reports are incorrect, it will affect
opinion throughout society.

Certainly all questions about the safety of the fourth
nuclear power plant need to be carefully addressed. But
balance has been lacking. While the media has focused
almost exclusively on the potential safety issues with nuclear
power, it has downplayed or even ignored the risks of
cancelling the fourth nuclear power project, such as future
power shortages, decreased competitiveness for Taiwan’s
industries, higher electricity costs for every household, and
the bankruptcy of Taipower. The media has also not reported
on the continued use and development of nuclear energy in
many other countries around the world. As a result, voters
in the referendum may not have the full range of information
needed to make a sensible decision.

With so much at stake for Taiwan, it should be the
responsibility of the government, not just of Taipower, to
ensure that all pertinent information is disclosed to the public
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before the referendum. We have begun to see a greater flow of
balanced information in recent weeks, and hope that the level
of full and frank public discourse continues to grow over the

coming months.

Suggestion 3. Reconsider policies that may deter foreign
direct investment in the area of infrastructure.

At a time when Taiwan is near the bottom of the list
among Asian countries in attracting FDI, several policy
directions currently being pursued by the government may
result in further discouraging prospective investors from
entering into projects here.

For example, the Minister of Economic Affairs announced
last year that at some point in the future all major projects
will be required to undergo an “energy review” in addition to
the EIA review. The policy stated that if the power demand
of the planned project exceeds the regional power-supply
capability, the project will be rejected.

This policy needs to be reconsidered. In international
rankings of Taiwan’s competitiveness, “ease of obtaining
power” is regularly cited as one of Taiwan’s major
advantages. The Committee is concerned that adoption of
the energy-review policy may remove this advantage and
thus weaken Taiwan’s competitiveness. Causing prospective
projects to go through an energy review will increase the
uncertainty of the project and weaken the confidence of
foreign investors.

Power supply is a monopoly business in Taiwan,
conducted by the state-owned utility, Taipower. One
condition for monopoly operation is that the power company
must unconditionally supply electricity to the consumers.
Instituting an energy review that would screen investment
projects on the basis of their energy intensity would not only
breach that monopoly responsibility, but would also raise
doubts among both domestic and foreign investors about
Taiwan’s commitment to building a positive business climate.

Another issue relates to the honoring of contracts.
Last year some Independent Power Producers (IPPs) were
pressured into revising their Power Purchase Agreement (PPA)
with Taipower. While we appreciate that the government and
Taipower were under heavy pressure as a result of the very
unpopular power-tariff increase, forcing the IPPs to revise
the contract could have widespread consequences in causing
foreign investors to wonder whether Taiwan really operates
under rule of law. If investments in Taiwan cannot be
protected by contract, many foreign companies will hesitate

to invest here.

Suggestion 4. Improve the energy-infrastructure planning
process and explore international strategic partnerships
with low-cost LNG suppliers.

In the “New Energy Policy of Taiwan,” the “Framework

]

of Taiwan’s Sustainable Energy Policy,” and other policy
documents, Taiwan has made a long-term commitment to
using liquefied natural gas (LNG) as an important component
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of its energy mix. Demand for LNG is expected to rise from
12 million metric tons per year in 2011 to up to 20 million
tons in 2030, an increase of 67%. New infrastructure will be
required to accommodate this volume, including additional
LNG receiving terminals, storage facilities, and distribution
infrastructure.

Given the generally high cost of LNG, Taiwan should
explore the possibility of procuring LNG from the United
States, which is expected to emerge as a major LNG
exporter on the basis of its relatively less-expensive supplies.
Louisiana’s Sabine Pass export terminal has been approved to
export by the U.S. Department of Energy and is expected to
begin exporting in 2015. Alaska’s North Slope is estimated to
have natural gas reserves of over 200 trillion cubic feet and
the state is moving forward to bring this natural gas to export
markets. About 20 LNG export projects in the United States
are seeking U.S. Department of Energy approval. The total
capacity would come to about 27 billion cubic feet per day,
equivalent to some 202 million tons per annum (MTPA), a
very substantial amount given the International Gas Union’s
estimate of worldwide LNG trade as 241.5 MTPA.

With the United States poised to significantly increase
LNG exports, Taiwan should explore strategic procurement
and partner relationships with suppliers in the continental
United States and Alaska.

Suggestion 5. Establish landscape architecture as a
licensed profession in Taiwan.

Almost all developed countries recognize landscape
architecture as an important profession contributing to
the quality of their infrastructure design and construction,
and have put a system in place to enable members of the
profession to qualify as licensed landscape architects. The
profession is also listed in the International Classification
of Occupations compiled by the International Labor
Organization, the United Nations-affiliated agency dealing
with labor issues.

In Taiwan, however, landscape design normally falls
under the purview of general architectural or civil design,
with the design work certified by a licensed architect or
engineer. While we respect the professional capabilities of
both architects and civil engineers, we believe that landscape
architecture is a valid specialty unto itself and that it has a
significant role to play in Taiwan. The importance of this
specialty can easily be seen from the growing number of
tourists visiting Taiwan and the emergence of the tourism
industry as one of the growth engines for the economy in the
next decade.

We urge the government to establish an appropriate
process for licensing landscape architects. In so doing, it
will increase the opportunities for Taiwan’s talent in this
field to collaborate with counterparts in the international
community, as well as help make Taiwan an even more
beautiful island.



Suggestion 6. Further expand government-procurement
opportunities for foreign companies.

The Committee was pleased to learn that the Legislative
Yuan has passed a bill to accept the new version of the
Government Procurement Agreement (GPA) under the World
Trade Organization (WTO), to which Taiwan has belonged
since 2009. The new version will further open the GPA
market worldwide, reportedly adding US$80 billion to $100
billion in new procurement opportunities in 2014.

According to the statistics compiled by the Public
Construction Commission (PCC), foreign companies receive
about 30% of the value of all government procurement
bids awarded in Taiwan. This achievement deserves
commendation.

We recommend further broadening these opportunities,
however, by adding New Taipei City, Taichung, and Tainan
to the list of jurisdictions covered by the GPA, reflecting
the elevation of these major cities to the status of special
municipalities directly under the Executive Yuan. The
list could also be expanded to include some additional
central government branches (such as the Control Yuan,
Examination Yuan, Judicial Yuan, and Legislative Yuan) as

well as more, if not all, Public-Private Partnership projects.

INSURANCE >>

Landmark changes in the insurance industry in the past
year have created both new opportunities and new challenges
for consumers, insurers, and regulators. The Insurance
Committee believes the following changes represent both
immediate and long-term enhancements to the insurance
industry, and we wish to thank all those who contributed to
making them happen:

e The February 8, 2013 rule requiring insurers to obtain
regulatory approval prior to distributing corporate
dividends is a welcome move in line with our 2012
White Paper suggestion urging the strengthening of
insurers’ capital base to ensure that they can meet long-
term financial obligations. We recommend a conservative
approach to granting approvals, given the volatile global
economic environment.

e The revision in Article 146-4 of the Insurance Act to
allow insurance companies to issue more foreign-currency
policies. This change will enable insurers to continue to
meet consumer demand for foreign-currency-denominated
products, including the renminbi.

e Completion of the first year of operation of the new
Financial Ombudsman Services Bureau (FOB), which
has created a systematic means of addressing cases of
complaints.

e Amendment of the Insurance Act in timely fashion to
provide a safe harbor allowing insurers to perform
mandatory medical and financial underwriting despite

the restrictions on the collection and use of sensitive

personal information set out in the Personal Information

Protection Act.

e Amendment of the Regulation Governing Use of Insurers
Funds in Special Projects, Public Utilities and Social
Welfare Enterprises, extending the range of permissible
investment opportunities to include some public facilities
and social service enterprises.

e The May 6, 2013 resolution of the Legislative Yuan’s
Finance Committee calling on the FSC to draft legislation
that would reduce the guaranteed policy values for
financially troubled insurance companies taken into
receivership.

At the same time, the Committee still has concerns
about the industry’s long-term financial strength, given the
persistent low interest rates and the number of companies
continuing to sell new business despite having risk-based
capital (RBC) below 200%. In fact, we believe the risks are
now much higher than before, since 1) the stabilization fund
has been exhausted, even taking on NT$57 billion (US$1.9
billion) in debt, to fully support the value of policies written
by one failed company, and 2) consumers will now expect
that the government will fully protect the value of their
policies as well.

Our aim in this year’s paper is to focus on a few specific
areas that would both enhance industry solvency and support
customer needs. The theme is “Protect the Consumer,” by
which we mean creating an environment where consumers
can acquire the insurance protection they need in a
convenient and safe manner from a reliable (financially
strong) insurance company. Protection insurance is also
a much more stable and predictable source of profit for
insurers, and a concerted effort by all industry participants to

promote it would be beneficial for all concerned.

Suggestion 1. Provide customers with increased choice and
easy access to insurance.

At the same time that consumers have gained easy access
to much more information on financial and insurance
products through the internet and other channels, a
significant amount of new regulation has been put in place
with the aim of protecting consumers. While the Committee
fully supports the need to protect consumers from misleading
and inappropriate sales practices, we believe it is critical
that the new regulations not overly restrict insurers from
utilizing new technology in safe and responsible ways
(including attention to data privacy) to deliver their products
and services in a manner that meets modern consumer
expectations. The following points deal with key areas in
which regulations need to be adjusted to provide a more risk-
appropriate approach to consumer protection:

1. Approve electronic means for purchasing insurance
or obtaining consent. Under the current regulatory
regime reflected in the “Insurance E-Commerce
Operation Self-Regulation” and “Internal Control
Self-Regulation for Insurance E-commerce Record
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2.

Maintenance” rules, digital signatures are required
to be on file when a policy is obtained through
e-commerce. A specific verification system is needed
to confirm this digital signature, and the customer has
to follow a complex and cumbersome registration and
authentication process. The result of these inconvenient
processes has been to deter customers from obtaining
insurance protection when and how they prefer. Other
jurisdictions such as the United States and Hong Kong
allow insurance to be obtained through e-commerce
without a cumbersome and restrictive digital signature
mechanism. We propose that the requirement of a
digital signature for e-commerce be removed from
the regulations to provide a convenient way for the
customers to purchase simple insurance products, such
as travel insurance and one-year term insurance, which
have low premiums, features that are common across
providers, and benefits that are easy to understand.
Allow recorded oral responses to be used as the legal
basis to rescind a policy. Article 64 of the Insurance Act
allows only written answers within an application or
during an inquiry to be used as the legal basis to rescind
a policy. Recorded oral answers in the non-face-to-face
sales process are not within the scope of the current
law, and thereby create undue risk and challenges to
insurers. As telemarketing relies on oral recordings
rather than written applications, should customers
omit key medical/health information, such as a health
condition that would normally preclude them from
obtaining coverage, the insurer is unable to rescind
the policy. We propose Paragraph 1, Article 64 of the
Insurance Act be amended to allow “recorded oral
inquiry” and “recorded oral answer” to have the same
legal effect as written documents.

Reduce the Know-Your-Customer (KYC) and
disclosure requirements for term life and general
insurance policies. The extensive KYC and disclosure
requirements in place derive from the Financial
Consumer Protection Act passed after the 2008
financial crisis caused by the Lehman Brothers
structured-notes fiasco. The intention of the Act is
to protect financial consumers from the danger of
ignoring investment risks and information asymmetry.
But the extensive KYC procedures that customers are
being required to complete far exceeds the intent of
the Act and hinders consumers’ access to relatively
simple insurance products such as term life and general
insurance. Unlike long-term, annuity, or investment-
linked insurance products, term life and general
insurance products are inexpensive, protection-
oriented, and easy to understand, as the potential
risks of these policies are quite clear and transparent.
We request that the FSC’s Insurance Bureau (IB)
exclude general, accident and health, and some simple

protection-oriented life insurance products from the
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KYC requirements to make it possible for consumers
to purchase these products conveniently and without
undue delay.

4. Ease insurance companies’ ability to make changes
in application forms. The Committee recommends
that the IB set out a clear set of principles regarding
the format of insurance-policy application forms, such
as (a) the contents must contain certain compulsory
notifications; (b) the contents must exactly match the
terms and conditions of the insurance product; and
(c) the form must contain certain specified space for
such purposes as signatures, consent, etc. Under such
principle-based regulation, insurers would be free to
adjust application forms based on such guidelines
without the need to make cumbersome filings.

5. Allow life insurance companies to offer limited non-life
products to level the playing field with non-life
companies. Many consumers expect to obtain full
protection for their various needs through the insurance
provider they have come to know and trust the most.
Under the current Article 138 of the Insurance Law,
life insurance companies may issue life, accident,
medical, and annuity products, but are not allowed to
market other products beyond this scope. Under the
same article of this same law, non-life companies are
allowed to issue one-year term accident and medical
products upon approval. This disparity, for example,
allows non-life companies to issue a comprehensive
and robust travel-insurance product, whereas life
insurance companies cannot. The discrepancy not only
causes inconvenience for the customers of life insurance
companies, but also creates an unlevel playing field
between the two industries. We propose that Article 138
be amended to allow traditionally non-life features of
travel-insurance products (such as travel inconvenience

protection) to be issued by life insurance companies.

Suggestion 2. Increase the premium tax deduction and
repeal Ministry of Finance Administrative Ruling No.
09800542850.

In order to continue to encourage citizens to take on
adequate insurance protection and retirement savings, thus
reducing the potential long-term social cost of maintaining
Taiwan's financial safety net, the Committee encourages
the authorities to make two changes regarding tax issues.
The first is to increase the current tax deduction allowed for
insurance premiums on qualified protection and retirement
savings products from the current NT$24,000 per person to
NT$48,000; an annual inflation-adjustment factor should also
be implemented going forward.

The second is to repeal the Ministry of Finance
administrative ruling (MOF, November 6, 2009, Tai
Cai Shui Zi (B##HF) No. 09800542850) that unfairly
penalizes customers who choose to use investment-linked

policies to provide for their protection and retirement needs.



Requiring customers to pay taxes on gains on investment-
linked products reduces the long-term effectiveness of the
product relative to traditional life products that can utilize
insurance tax-advantaged internal growth. It also adds to
the administrative burden and cost for the insurer, which
is ultimately passed on to the consumer in the form of
administrative loading. We believe customers should have the
freedom to choose a payment strategy that best fits their own

personal investment-risk profile.

Suggestion 3. Devise a new labor-pension investment
platform.

The Committee is highly encouraged by the creation of a
new taskforce focused on revising the Labor Pension Act in
order to allow employees greater freedom to choose pension
options suited to their individual needs and risk profiles.
Creating more flexibility for employees in investing for their
future (particularly the voluntary component of their pension
savings) should deliver a more diversified investment pool
that would support equities markets as well. Key elements
in the reform should be to remove the provision that a
company plan must have a minimum number of employees
participating in order to be valid, and elimination of the
requirement for a minimum guaranteed return equal to
or higher than the two-year term deposit rate. Removing
these restrictions would open the door for a large number
of Taiwan citizens to voluntarily start saving for retirement
through efficient and affordable pension products that can be

tailored to their individual long-term financial needs.

Suggestion 4. Increase consumer awareness of insurers’

financial strength.

For two significant reasons, consumer awareness needs
to be raised about the importance of selecting an insurance
provider based on its financial strength:

e As the insurance industry stabilization fund has been
exhausted, it is unclear whether the government will be
able to fully back future insolvencies.

e Consumers lack guidelines as to insurers’ financial
strength, particularly since the RBC calculation formula
has been changed several times in recent years.

Given these realities, we recommend that the IB:

1. Accelerate the capital strengthening or start the
dissolution of companies operating below the
minimum RBC threshold. A company that fails to
meet the minimum 200% RBC for two years should
be required to stop new business until it injects
adequate capital to meet the minimum standards.

2. Insurers, in particular those operating below 200%
RBC, should be required to provide customers
with an educational brochure on how to evaluate a

company’s financial strength.

INTELLECTUAL PROPERTY &
LICENSING >>

Intellectual property rights protection is key to facilitating
Taiwan’s continued development as a center for innovation
and a knowledge-based economy. The Committee commends
the Taiwan Intellectual Property Office (TIPO), the Executive
Yuan, and the Legislative Yuan for continuing to enact
appropriate amendments to Taiwan’s IP laws. In 2012,
major revisions to the Trade Secrets Act were passed by
the Legislative Yuan, and the Committee believes that the
enhanced protection for this important form of intellectual
property will make Taiwan more competitive and attractive
for truly innovative companies.

This year, the Committee urges the Taiwan government
to focus on amending procedural laws to ensure that trade-
secret owners have adequate ability to prevent the theft of
this crucial intellectual property — and thus fulfill the promise
of this crucial new legislation. Below, the Committee also
proposes amendments to the Copyright Act to ensure greater

protection for copyright-protected works.

Suggestion 1. Amend laws necessary for effective
enforcement of the recently revised Trade Secrets Act.

We applaud recent amendments to the Trade Secrets
Act that strengthen the protection of IPR against
misappropriation. The changes are an important milestone
in Taiwan’s continued efforts to protect IPR and create
a favorable environment for investment by international
partners. To facilitate the execution of the new Trade Secrets
Act, the Committee urges the government to amend the
following related Acts:

A. Witness Protection Act.

Amend the Witness Protection Act to make it possible
for defendants in trade-secret cases who report the infringing
activities, provide evidence, and cooperate with the
prosecutor's investigation to avoid criminal conviction and
prison sentences. This measure will help encourage those with
knowledge of trade-secret misappropriation to come forward
with crucial information and evidence.

B. Communication and Surveillance Act.

As evidence of crime in trade-secret cases is difficult
or impossible to obtain by other means, amend the
Communication and Surveillance Act to permit surveillance
activity on the grounds of endangerment to national security,
market competition, or social stability.

C. Intellectual Property Case Adjudication Act.

Amend the Intellectual Property Case Adjudication
Act to provide that in a lawsuit concerning trade-secret
infringement, if the plaintiff shows that infringing was
constituted by specific means, the defendant must, in order
to deny this allegation, submit a substantive defense within a
specific period, clarifying for the court the specific conditions
of the act.

Making these changes will go a long way in ensuring
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that the amended Trade Secrets Act serves as an effective
instrument in protecting the confidential information of

enterprises against misappropriation.

Suggestion 2: Strengthen the function of the IP Court and
improve the expertise of general District Court judges in
trying criminal IP cases.

Since the IPR Court’s establishment in July 2008, it has
continued to build its expertise and contribute greatly to
the consistent application of IPR laws in Taiwan. While the
Committee commends the judges and staff of the IPR Court
for their work in this regard, we note the following areas that
continue to require attention:

A. Extremely low rate of granting preservation-of-evidence
orders.

As plaintiffs in IP infringement cases bear the burden
of proof, it is crucial that they have the ability to collect
the evidence necessary for the court to assess whether
infringement has occurred and to determine appropriate
remedies. During the investigation stage, defendants typically
refuse to provide pertinent evidence regarding infringing
goods, processes, documentation, computer codes, and
financial records. Orders for preservation of evidence by
the IPR Court would be helpful, and are available under the
relevant procedural statutes. However, a recent study shows
that the IPR Court has granted only 23 such orders out of
216 applications from July 2008 to December 2012. The
IPR Court’s reluctance to grant orders for preservation of
evidence poses a serious obstacle for IPR holders in effectively
enforcing their rights in Taiwan, as well as for the IPR Court
in its role as a finder of fact in these IP-infringement cases. As
Taiwan lacks a robust discovery system, the IPR Court should
strengthen the function of evidence collection to improve the
effectiveness of IPR protection.

B. Insufficient award of damages.

The inability to recover sufficient monetary damages on
the basis of IP infringement is a serious and long-standing
concern. Amendments to the Trademark Act that took
effect in July 2012 make it even more difficult to recover
compensatory damages in cases involving fewer than
500 articles of infringing products. The same can be said
regarding amendments to the Patent Act effective in January
2013 that removed triple damages for intentional patent
infringement. It is therefore even more important now that
the IPR Court thoroughly investigate infringement claims
— which would be aided significantly through preservation
of evidence — to calculate and award damages sufficient to
remedy harm and deter infringement.

C. Lack of expertise in trying complicated criminal IP cases
in general District Courts.

While the IPR Court is processing cases at a faster rate
than in the past, criminal IP cases tried in general District
Courts can run for years, particularly those involving more
complicated technical or legal issues. In light of the inclusion
of criminal liability in the 2013 amendments to the Trade
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Secrets Act, criminal trade-secret misappropriation cases will
likely become more complex. It is therefore important to
improve the expertise of general District Court judges given
the importance of fact-finding and preservation of evidence
in the first instance. We encourage the Judicial Yuan to invest
further resources in the training of general District Court
judges to develop their expertise and expedite criminal IP

proceedings.

Suggestion 3: Make needed revisions to the Copyright Act.

Two important objectives in TIPO’s three-year Copyright
Act Reform Plan are expansion of the scope of “fair use”
and adoption of the notion of a “neighboring right system.”
These reforms should not be detrimental to the interests of
rights-holders. The Committee recommends the following
amendments to the Copyright Act:

A. Internet border control measures.

Enact amendments empowering administrative agencies
like TIPO and/or the National Communications Commission
(NCC) to adopt Internet border control measures to block
domestic Internet user access to rogue websites located
overseas and known to be primarily engaging in serious
copyright infringement.

B. Criminal remedies.

Remove unfair provisions in Article 37 of the Copyright
Act restraining and discriminating against copyright-holders
by making criminal remedies unavailable solely because
they are not members of a copyright collective management
organization.

C. Enforcement.

Pass an amendment deeming crimes involving material and
imminent copyright infringement on the internet as crimes
that may be prosecuted without requiring the rights owner to
file a complaint.

Suggestion 4: Reform the legal environment to enhance
the efficiency of copyright collective management
organizations (CCMOs).

The Committee requests that the Taiwan government
remove certain unfair and unnecessary restrictions in
current legislation governing CCMOs so as to allow
copyright licensing to operate as a free market. We urge the
government to:

A. Abolish the copyright tariff rates review scheme or
alternatively set a time limitation for users’ objection
against tariff rates proposed by the CCMO.

1. Both CCMOs and users are dissatisfied with TIPO’s
review rulings and must expend a substantial amount
of resources seeking administrative remedies. In fact,
TIPO has had no legal basis to review tariff rates
proposed by the CCMOs since the 2001 amendment
of Article 82 of the Copyright Act.

2. CCMOs are obliged to publicly announce tariff rates
one month prior to implementation. However, there

is no deadline for users to submit objections. The lack



of certainty regarding the tariff rates seriously impacts
CCMO business operations.
B. Remove single-window licensing provisions.

TIPO’s recent attempts to implement Article 30(1) of

the CCMO Act concerning application of the “single-

window collection” and “united tariff rate” to “public
performance by the use of computerized karaoke
machines” has failed, thereby demonstrating the

impracticability of Article 30.

C. Allow CCMOs to use commission agents.

Due to the lack of manpower to conduct licensing
activities, most CCMOs have long had difficulty in licensing
public performances and have consequently suffered
significant losses in royalties and remunerations. This
problem would be eased if CCMOs were permitted to use

commission agents.

Suggestion 5: Implement effective measures to deal with
on-line infringement.

Internet piracy remains the predominant form of content
piracy in Taiwan, and nearly 90% of on-line infringement
cases involve the pirating of music, films, or software. Illegal
P2P/BT (non-hosted) services, blogs, and forum sites are
the major platforms for such infringement. According to
the Business Software Alliance, the software piracy rate in
Taiwan in 2011 dropped slightly to 37% from 40% five
years ago. However, users can easily access and obtain illegal
online materials through a variety of platforms including
set-top boxes and multi-media players, computer terminals,
and access to websites that distribute pirated software,
movies, music, and games. According to a survey published
by 20th Century Fox, the blockbuster movie Life of Pi was
downloaded over 45,000 times in Taiwan via illegal websites
in the month prior to the 85th Academy Awards. Thousands
of unauthorized Chinese music websites and over 100 illegal
film websites, such as Eyny forum and CK 101 (which are
among the top 100 downloading sites in Taiwan) prosper on
the Internet and erode the profits of legitimate rights owners.
The prevalence of illegal sites not only damages rights-
holders, but also endangers the development of Taiwan’s
movie, music and software industries.

The legislative intent of the Copyright Act to implement
a graduated response to repeat infringers has not been
realized, even after the adoption of safe-harbor provisions for
Internet Service Providers (ISPs). According to a survey by
the Recording Industry Foundation in Taiwan (RIT), in 2012
more than 89% of the digital piracy complaints filed with
enforcement agencies ended with suspension of the indictment.

This lack of effective enforcement stems primarily
from loopholes in the Copyright Act and from inadequate
implementation by the government of the ISP liability law.
To effectively deter infringement, the Committee urges
the government to consider new measures to deal with
foreign websites infringing copyright inside Taiwan and - as

mentioned in Suggestion 3 above — to re-examine and reform

the current Copyright Act to make Internet-based piracy a
public crime.

The Legislative Yuan could take a leading role in this effort
by passing laws empowering administrative agencies such
as TIPO and/or the NCC to adopt Internet border control
measures blocking access to rogue websites located overseas
that offer unauthorized music files for download or online
streaming and are known to be primarily engaged in serious

copyright infringement.

Suggestion 6: Revise the IP Case Adjudication Act to
require defendants to make a substantive defense.

Under Taiwan’s Code of Civil Procedure, the plaintiff in a
civil action bears the burden of proof. Given the nature of IP
infringement, IP rights-owners often find it difficult to collect
evidence, and defendants typically deny any allegation of
infringement, as they have no duty to disprove an allegation.
This situation often results in an unfavorable decision
for plaintiffs whose IP rights have been infringed. These
outcomes seriously impact IP rights protection and discourage
investment in Taiwan by international IP rights-owners.

The Committee urges the government to impose a duty
on defendants to produce substantive defenses of disputed
facts in response to allegations where plaintiffs have shown
a likelihood of infringement. In addition, when a defendant
fails to do so and simply denies allegations without proof, the
court should be able to regard the plaintiff’s allegations as
fact. These measures should apply to all types of IP cases in
accordance with Article 3 of the Intellectual Property Court
Organization Act. The Committee believes it would therefore
be proper to incorporate these measures into the Intellectual

Property Case Adjudication Act.

MANUFACTURING >>

The Manufacturing Committee is dedicated to promoting
manufacturing excellence and cultivating value-added
innovation to position the manufacturing sector as one of
Taiwan’s primary pillars of economic growth and prosperity.
The Committee seeks to enhance the global competitiveness
of Taiwan’s manufacturing sector by providing a platform
for industries to interact with government agencies to shape
consistent industrial policies and initiatives in the areas of
new technology introduction, innovation, protection of
intellectual assets, production efficiency, environmental
protection, reliable supply of energy and water, efficient and
low-cost supply-chain infrastructure, employment and human

resource development, and occupational safety and health.

Suggestion 1. Improve electricity power-supply service and
transparency.

For major manufacturing operations in Taiwan, one
common difficulty is the occasional surge or sag in the
electricity power supply. For all high-tech manufacturing

JUNE 2013 + TAIWAN WHITE PAPER

i
®
{I
o
{o
™M
(@]
o~

e

Al

JEE

WP 41



04
L
o
£
L
E
I
2
Z
>
<
"
o
o~

S

INDUSTRY COMMITTEES PRIORITY ISSUE

42 wp

industries, including semiconductors and displays, the
reliability and stability of the power supply is a basic
requirement. In advanced countries, transparent and timely
information-sharing and communication are the norm for
power-supply companies. If the Taiwan Power Co. (Taipower)
similarly could proactively communicate relevant information
on their website, it would help manufacturers to better
manage their risks and make correct operational decisions
regarding power interruptions on the grid.

We urge Taipower to provide the following types of
information on their website on a timely basis:

1. Details of the power surge or sag — including the time,
duration, location, and voltage deviation — within 48
hours after the event.

2. The utility’s plans with regard to maintenance and
corrective actions to reduce the frequency of power
interruptions.

In addition to power supply stability, the cost of electricity
is also a critical component of Taiwan’s manufacturing
industry competitiveness. In May 2012, the government
announced a significant increase in power price that would
have resulted in an average adjustment of 34.57%, to be
implemented in three phases starting in June and December
2012, with the final stage to be determined later. The
Executive Yuan subsequently deferred the second-stage
price hike from December 2012 to October 2013, with the
amount of adjustment dependent on the floating power-
price guidelines issued by Ministry of Economic Affairs
(MOEA). A situation of uncertain power prices, especially
when customers are given little notice about pending changes,
makes it very difficult for manufacturing companies to plan
their resource usage and operations appropriately.

We request that MOEA and Taipower provide earlier
communication and greater transparency on power price
increases so that users can assess the possible impact and take

necessary action in their planning process.

Suggestion 2. Take steps to strengthen transparency and
corporate governance to give confidence to supply-chain
partners.

Manufacturers in Taiwan and around the globe rely on
Taiwan as a critical link in the supply chain for a multitude
of goods and services. Furthermore, manufacturers are
transforming supply chains to become more complex, with
less redundancy, as a means of maintaining competitive
advantage. U.S. companies are among the leaders in
integration with Taiwan and in the drive toward complexity
in global supply chains.

Successful execution of complex supply chains relies
on all players following international norms for corporate
governance. Manufacturers cannot themselves monitor all
pieces of the supply chain and must depend on self-regulation
by their suppliers and on the regulatory environment under
which their suppliers operate. Taiwan has a well-established
regulatory framework, and its companies by and large have
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done well in adopting international quality, safety, and
environmental standards. As a result, manufacturers around
the world can generally be confident of successful integration
of Taiwan players into global supply chains.

At the same time, we encourage Taiwan to make
additional improvements in the area of transparency and
corporate governance in order to ensure the continued
confidence of manufacturers abroad. Specific areas worthy of
attention are:

e Devise regulations to eliminate the influence of
“shadow board members” or parent companies on
board decisions. Confidence in the system may be
lost or eroded if it appears that company controls are
not clearly in the hands of those legally tasked with
governance.

e Strengthen judicial powers through damages or
due diligence procedures that encourage in-court
settlements. While the tendency toward out-of-court
settlements can be applauded for increasing efficiency,
that trend reduces the visibility of problems and
resolutions, with a concomitant lost opportunity for
transparency.

Taiwan stands as a leading player in contributions to
worldwide manufacturing. It will need to meet continuing
challenges to improve governance and controls as worldwide
manufacturing becomes more integrated and interdependent

across complex technologies and systems.

MEDICAL DEVICES >>

The Committee has had positive interaction in the past
year with various government agencies, particularly the
Taiwan Food and Drug Administration (TFDA) and Bureau
of National Health Insurance (BNHI), both divisions of the
Department of Health (DOH), and the Bureau of Foreign
Trade (BOFT) of the Ministry of Economic Affairs (MOEA).
We appreciate the government’s commitment to conducting
regular and meaningful discussions with industry about
relevant policies and procedures, and look forward to the
government’s continued engagement with the medical device

manufacturers and other stakeholders in constructive ways.

Suggestion 1. Harmonize the regulation of medical devices
with global practices and international trends.

Discuss proposed changes in laws and regulations with
industry at an early enough stage to take industry feedback
into consideration. An Article specifically dealing with
medical devices is currently being drafted for inclusion in
an amended Pharmaceutical Affairs Act. The purpose is to
take into consideration the special characteristics common
to medical devices, such as the rapid improvements in
technology that take place in the industry. The Committee
urges the TFDA to set a reasonable time schedule for

completing the medical device Article, and to discuss the



draft with industry representatives and associations before it
is formally announced.

As part of this process, we also recommend:

e Use the opportunity provided by the amendments to
the Pharmaceutical Affairs Act to elevate Taiwan’s
regulatory system for medical devices to international
standards.

e Publish clear guidelines describing the impact of
proposed changes to Article 40 of the Pharmaceutical
Affairs Act dealing with the license application process.
The Committee recommends maintaining the current
requirement that Class IT and Class III medical devices
undergo review once every five years, rather than
requiring annual reviews as has been suggested by the
health authorities. In addition, in recognition of the
minimal risks associated with Class I medical devices,
we suggest use of a fast-track registration process,
followed by annual declarations to the authorities, to
minimize administrative costs and enhance government
efficiency. To control the potential, albeit minimal, risks
associated with Class I devices, the Committee further
recommends maintaining the current five-year review
requirement and other relevant regulations for product
registration for those medical devices.

e Continue to hold regular meetings with medical-device
industry representatives to discuss relevant regulatory

matters.

Suggestion 2. Simplify product registration requirements.

Regarding changes to the Criteria Governing Registration
Market Approval of Medical Devices announced on June
19, 2012, the Committee recommends that TFDA accept
either EU or U.S. market-clearance documents, instead of
requiring both, for registration of Class II medical devices.
The Guidelines for Registration of Medical Devices should
also be modified in line with this recommendation.

The Committee also considers it vital to simplify the
product registration requirements for Class III medical
devices. As long as the specifications and functions of a
medical device conform to TFDA requirements for similar
devices, we suggest that an EU or U.S. market-clearance
document be accepted in lieu of pre-clinical documents to
satisfy the registration requirements. We also recommend
that devices meeting the above description be exempt from
review by the Medical Device Consulting Committee.

Further, medical devices with expanded indications
should not have to re-submit pre-clinical documents for
review if no modifications have been made in product design
or specifications. The Committee recommends that after
registration documents have been completely reviewed,
medical devices receive expedited treatment through the
clinical data review process.

For Class II medical devices, marketing license
applications involving discrepancies between the U.S.

and EU marketing licenses — for example with regard to

product name, product number, or manufacturing site,
the Committee recommends that TFDA accept a letter of
explanation from the license-holder and restore eligibility

for fast-track registration.

Suggestion 3. Enhance the quality and efficiency of the
review process for medical devices.

We would like to thank TFDA for its work in developing
Good Review Practices (GRevP) that conform to standards
established in other developed countries, and for establishing
the Review Guidelines for Medical Devices. At the same
time, the Committee requests that the TFDA enhance the
quality and efficiency of the review of medical devices by
simplifying the process through use of a “paper review” to
replace formal meetings by the Medical Device Consulting
Committee. The paper review would entail sending key
data to the committee members, who would be required
to provide their feedback to TFDA within two weeks. This
approach would accelerate the schedule for making new and
innovative medical technologies available, and contribute to
ensuring the public’s right to high-quality medical care on a
par with that of other advanced nations.

In addition, the Committee recommends that TFDA
increase the number of permanent employees dedicated to
performing product registration and marketing approvals,
reducing the proportion of contract workers, so as to
decrease the inefficiencies, inconsistencies, and delays caused

by frequent turnover among contract workers.

Suggestion 4. Clarify and simplify the implementation of
Good Distribution Practice (GDP) certification for medical
devices.

The Committee requests that the TFDA announce, in a
timely manner, details of the methodology and application
forms to be used for Good Distribution Practice (GDP)
qualification, and propose appropriate amendments to the
Pharmaceutical Affairs Law accordingly. The Committee also
recommends that TFDA meet with medical-device industry
representatives to discuss how the GDP program will be
implemented, including plans for the training of inspectors.

Beginning in 2015, the medical device industry will
be required to make declarations of GDP-compliance.
Considering that there are currently some 2,912 importers
and 34,540 distributors of medical devices in Taiwan, the
burden of processing the paperwork will be enormous.
The Committee therefore asks TFDA to simplify the
requirements for GDP-compliance, such as accepting self-
declarations from the companies instead of requiring the

inspection of physical facilities.

Suggestion 5. Amend provisions related to advertising

medical devices.

A. Proceed with agreed-upon revisions to draft amendments
to Article 67 of the Pharmaceutical Affairs Act and
announce the changes as soon as possible. The Committee
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recommends that TFDA expedite the announcement of
revisions to Article 67 of the Pharmaceutical Affairs Act,
specifically altering current wording that limits publication
of advertisements for “medicaments” in professional
journals. The revision would make clear that such
restrictions apply only to prescription pharmaceuticals,
thus expanding the permissible scope for advertising
medical devices and bringing the management of medical-
device advertising into conformity with established
practices.

B. Allow product advertising of medical devices that helps
to educate the patient. The Committee suggests that
TFDA allow the industry to disseminate public-health
educational materials that communicate information
about the latest medical technology directly to patients,
enabling them to be informed about the scientific
foundations for given types of medical devices. Such
material should not be regarded as product advertising of
medical devices as defined in the Pharmaceutical Affairs
Act. We also recommend that TFDA loosen restrictions
on the use of product comparisons in advertising medical
devices. The Pharmaceutical Affairs Act does not expressly
prohibit product comparisons in advertising. Such
advertising can play a positive role in promoting fair
competition in the market and informing patients about
evidence-based differences among products.

C. Hold meetings between the health authorities and
industry representatives on a regular basis to develop
a consensus on how medical-device advertising should
be reviewed. Although the existing Medical Device
Advertising Review Principles are well-intentioned,
current practices are encumbered by differences in content
interpretation among review personnel. The Committee
urges TFDA to hold regular meetings with local health
authorities and industry associations to enhance
communication and ensure alignment and predictability
with regard to medical-device advertisement review

standards and processes.

Suggestion 6. Improve the classification-inquiry review
process for IVD devices.

In Vitro Diagnostic (IVD) devices encompass such a wide
range of products and uses that many IVD devices cannot
be adequately placed within the existing medical-device
classification system, hindering the application and review
process for such products. The Committee urges TFDA to
align the review processes with international standards such
as those set by the International Medical Device Regulators
Forum (IMDRF). These standards reduce the number of
applications and the administrative burden by allowing
medical-device manufacturers to classify their products
themselves. In addition, the current review processes are
unduly long and require an onerous amount of document
translation. The Committee recommends that TFDA accept
submissions for these processes in English to reduce the
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paperwork, save the time needed to validate translations,

and expedite the review process.

Suggestion 7. Liberalize the import of medical devices
manufactured in China.

The Committee is grateful to BOFT for meeting with
industry representatives on a regular basis to discuss the
importation of medical devices from China. We must point
out, however, that the market so far has been opened for
only a handful of medical devices. We urge the government
to reevaluate the situation and allow more made-in-China
medical products to enter this market.

On many occasions, BOFT has recommended to members
of this Committee that we attempt to resolve outstanding
issues through private negotiation with the relevant domestic
industry associations to garner a consensus. But we believe
that instead of relying on the opinion of the domestic
industry associations, the BOFT should follow a transparent
review process and be willing to take the responsibility for
making decisions.

The Committee recommends that TFDA withdraw
the requirement for BOFT pre-approval before product
registration applications can be processed for the import of
medical devices made in China. BOFT governs international
trade-related activities, while TFDA is responsible for
ensuring the safety and efficacy of medical products. The
two entities operate under separate government ministries
and have completely different areas of responsibility. The
requirement that companies obtain BOFT’s pre-approval
is an added step that delays the introduction of new
technology and innovative devices to the Taiwan market.
We suggest that TFDA process the product-license approval
without the BOFT pre-approval, while the applicant shall
be held responsible for obtaining BOFT approval prior to
importation. The applicant should be allowed to process
both applications simultaneously in order to accelerate the
timetable for bringing these devices to market.

In the BOFT’s review of products from China, we urge
priority attention to opening the market for the medical
devices listed below:

Made-in-China Products currently banned from import to

Taiwan

CCC Code Product Description

Completely Banned
Items

Other therapeutic respiration
9019.20.90.00-8 .
apparatus - Respiratory Mask

Parts and accessories of other
9018.49.20 instruments and appliances,

used in dental sciences

Intravenous administration
9018.90.30.00-7 .
sets




Partially-banned items

Other adhesive dressings
3005.10.90.90-9 and other articles having an

adhesive layer

Other articles of heading No.
3005

3005.90.90.00-1

Other articles of heading No.
9018 - Negative pressure
wound therapy systems,
9018.90.80.00-6 surgical staplers, v.essel sealing
systems, compression systems,
electrosurgery accessories,
compression sleeves, foot

switches

Parts and accessories of other

9018.90.90.90-5 . .
articles of heading No. 9018

Suggestion 8. Establish a rational system for the

reimbursement and management of medical devices.

The rapid pace of development for medical technology
allows the industry to develop a wide range of functions,
applications, and specialized uses for the medical devices
it produces. Due to the continuous efforts of the medical
device industry and TFDA over the past years, Taiwan
has gradually shortened the list of its differences with
other advanced markets such as the European Union and
the United States in medical-device categorization. We
would like to thank TFDA and BHNI for their close and
sustained engagement with Committee members, which has
done much to ensure that Taiwan’s regulations are in sync
with international standards and to ensure that patients
in Taiwan have access to the world’s most advanced and
innovative medical technologies.

A. Establish reasonable guidelines governing self-payment.
After BNHI announced its self-pay management guidelines
for medical devices in December 2012, it began requiring
that all medical devices be submitted for review. However,
many non-implantable diagnostic or therapeutic medical
devices and accessories, such as adhesive dressings,
disposable medical devices, and other innovative products,
have been identified as items covered by procedure
fees. Patients are prohibited from making self-payment
for those devices, even if they are willing to do so. But
the existing payment schedule for procedures is nearly
a decade old and overlooks the rapid pace at which
medical science and technology has evolved to create
new and innovative medical devices. Such an outdated
system cannot cover the cost of new, potentially life-
saving medical products. In addition, current regulations
prohibit patients from making self-payment for medical
devices that have received TFDA approval but are still
undergoing reimbursement application review. These

rules, by prohibiting self-payment for some devices, inhibit

patient access to non-reimbursed, advanced, high-quality
medical devices. Such limitations have an adverse effect
on the quality of medical care and hospital operations.
For example, they incentivize the re-use of medical
devices designed for single use, thus contributing to the
spread of cross-infections and increasing the risk of other
complications.

Recommendations

1. Respect patients’ right-of-choice by permitting
reasonable self-payment options.

2. Reevaluate which items should be included in payment
packages, and compare the current practices and
payment standards in Taiwan with those in other
countries. We suggest taking a broad and inclusive
approach, taking the views of healthcare providers
and the industry into account, to examine the
appropriateness of classifying all medical devices
utilized in surgical procedures as “procedure-fee-
covered medical devices.” BNHI should not proceed
with these new internal rules without consulting with
medical societies and the medical-device industry.

3. Allow hospitals to offer medical devices that have been
approved for use by TFDA - but are not yet part of
the BNHI reimbursement system — to patients who
wish to pay out-of-pocket. In this way, the intended
benefits of the original policy can still be realized,
while patients are able to enjoy their right to high-
quality medical care and the level of healthcare
in Taiwan can keep up with advancing medical
technology.

4. Publish a positive list of procedure-fee-covered
medical devices and the cost of these devices as a
percentage of the total cost of surgical procedures.
BNHI should establish a team of experts dedicated
to issues regarding procedure-fee-covered medical
devices to enable the Bureau to keep up with advances
in medical technology and ensure that Taiwan’s
payment system is in line with global trends in medical

technology.

B. Maintain free-market dynamics and fair competition by
removing the ceiling on balance billing.

The provision for balance-billing within the Second
Generation National Health Insurance (NHI) law should help
address the financial challenges facing BNHI. The policy will
give patients, based on their needs and circumstances, the
option of paying the incremental cost of specially designated
medical devices, compared with the reimbursement rate for
standard devices covered by the system. Such a balance-
billing payment policy for medical devices encourages the
introduction of new and innovative medical devices into
Taiwan, makes such products more easily available to
patients, and enhances the overall quality of healthcare.

Currently, healthcare facilities are required to publish,

on their respective websites, product information and the
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cost to patients of the balance-billed medical devices they
offer. Healthcare providers must give prior notice to patients
about the additional costs and obtain the patients’ written
consent before they can use balance-billed medical devices.
These measures ensure an adequate level of information
disclosure to patients, while preserving their right to choose
and pay for their preferred method of treatment.

Although the NHI law does not explicitly authorize BNHI
to put a ceiling on the amount of balance billing allowed for
a given device, the Bureau has stated its intention to put a cap
in place.

Today, hospitals are permitted to set their own prices
for balance-billing items by supplier and product. This
system is accepted by patients and the general public, but
it may result in pricing variations for the same product at
different hospitals in Taiwan. This situation has attracted
attention from patient interest groups and the media, with
concern expressed that prices are different depending on the
geographical location. Concerns have not been expressed
about different prices for different products and, on the
contrary, there are many other well-accepted examples within
the NHI system of different prices for different products.

Recommendations

Adopt a balance-billing system that accounts for variances
in quality and value among medical devices, and that
allows pricing to be set based on market forces. Setting
a ceiling should be avoided in order to encourage

transparency and free-market competition.

C. Streamline the public review system.

Because new and innovative medical products have a peak
lifecycle of only three to four years, it is important that the
approval process be as expeditious as possible. If the review
process takes too much time, the public is denied access to
the best medical technology and care available. The newly
established Drug Reimbursement Item and Payment Scheme
(DRIPS) Committee, which will also cover medical devices,
should strive to increase efficiency in the reimbursement
review process for medical devices.

Recommendations

1. Enhance the efficiency of the review process, and set
a time limit for its completion. For medical devices
in existing functional categories, reimbursement
applications should be processed in accordance with
Article 6 of the DRIPS guidelines. BNHI should
adhere to the time allowed for processing applications
as laid out in the Administrative Procedure Act,
and refer to the reimbursement review processes
established for new pharmaceuticals when establishing
criteria and standards for reimbursement review of
“new-functional-category” medical devices.

2. The application process for special medical devices
seeking NHI reimbursement should be open and
transparent. The criteria and standard procedures by

which decisions are made should also be accessible

46 WP  TAWAN WHITE PAPER - JUNE 2013

to the public. Furthermore, the names of the expert
reviewers who will attend should be published before
each meeting, and the agenda made available two
weeks in advance. Besides participation in these
meetings by the experts and the medical associations,
representatives of the medical-device industry should
also be given the opportunity to attend in order to

offer their insights and product knowledge.

D. Value medical-device service points at one point per NT
dollar.

The Committee suggests that the new DRIPS scheme
set up as part of the Second Generation National Health
Insurance program use the term “reimbursement price” or
“reimbursement expenses” when referring to “service points”
for medical devices. The Committee also suggests setting a
one-point to one-NT-dollar value for medical device service
points.

In accordance with Articles 34 and 52 of the DRIPS
guidelines, a clear differentiation should be made between
new and old technology devices, on the basis of such
considerations as differences in design, documentation, and
international market value. Pricing should be set according to
100% of the median national price and should not be lower
than in reference countries. In fact, the price should reflect
the true value of the product to encourage more innovative
medical devices to enter the market and enhance the quality of

public healthcare.

E. Reform the Price-Volume Survey (PVS) system.

BNHI should choose to implement either the Price Volume
Agreement (PVA) methodology or PVS, but not both, to lessen
the frequency of the price bargaining between manufacturers
and healthcare providers that erodes the quality of medical
care and creates an administrative burden for all concerned.

The current BHNI dual-price-control policy of relying on
both PVAs negotiated with the suppliers and on conducting
Price Volume Surveys leads to onerous, multiple price cuts
that discourage manufacturers from introducing potentially
life-saving advanced medical devices and new technologies
into the market. We recommend that BNHI select just one
of the two methods so as to reduce its own administrative
burden and limit the negative impact on patients, the medical-
device industry, and the healthcare community.

The Committee also calls on BHNI to conduct price
adjustments for existing items in accordance with Article
58 of the DRIPS regulations and to align its practices with
international standards. Habitual and excessive price cuts
will deter global manufacturers from placing Taiwan among
higher-priority markets for registration and commercial
supply, potentially slowing the availability of more effective

and cost-efficient technology to the national health system.



OTHERS

CHIROPRACTIC

Suggestion: Provide a legal base for the chiropractic
profession through legislation or executive order, and
legalize the status for overseas-trained chiropractors to
practice freely in Taiwan.

In 2005, the World Health Organization (WHO) issued
guidelines in both English and Chinese on chiropractic
education. It clearly states that chiropractors are doctors, and
that chiropractic is a health profession not just a technique.
But instead of recognizing chiropractic as a legitimate health
profession in accordance with WHO guidelines, Taiwan’s
Department of Health (DOH) has deliberately attempted
to downgrade the level of chiropractic by referring to it
as “chiro-technique” or “chiro-tech” in all its documents,
which is disrespectful to WHO and to chiropractic doctors
worldwide.

Another form of disrespect is that the U.S.-trained and
U.S.-licensed chiropractic doctors in Taiwan are being
regulated by DOH under the Folk Healing Regulation
announced on April 15, 2010, which states that chiropractors
will not be subject to investigation and prosecution as long
as they make no claim regarding therapeutic effect, do not
solicit medical-treatment business, and do not violate other
medical acts. This law relegates fully trained U.S.-recognized
chiropractors to the status of “folk healers,” which means a
chiropractic doctor cannot be called a doctor, be allowed to
examine patients and make diagnoses, order or read an X-ray,
or engage in any treatment aside from what DOH refers to as
“back soothing.”

For more than 20 years, DOH has insisted, without
foundation, that the only way to legitimize chiropractic is
to follow the three-step path of “Education, Examination,
and Licensure.” In response to previous White Paper
position papers, it recommended that a chiropractic course
be introduced at a Taiwan medical school. Then, “after the
effectiveness of chiropractic is scientifically proven,” a full
chiropractic education program could be started, it said.
Only then could the Examination Yuan proceed to establish
an examination system and eventually the DOH a licensing
system for chiropractors, it concluded.

DOH disregarded the fact that the chiropractic profession
has a 118-year history, is utilized daily by patients worldwide,
and can point to reams of scientific studies that have already
conclusively proven the effectiveness and safety of the
profession.

Nevertheless, the Taiwan Chiropractic Doctors Society
followed up on DOH’s suggestion by visiting the presidents
of both I-Shou University and Fu Jen Catholic University
to discuss the feasibility of introducing a chiropractic
curriculum. But in both cases, the university presidents
clearly stated that the Education, Examination, Licensure

process is not workable. No school will set up a chiropractic

program and no students will enroll in such a program
when the profession is not currently recognized as having
legal status and overseas-trained chiropractors are not fully
authorized to practice in Taiwan. Since chiropractic education
heavily emphasizes clinical training, without foreign-
trained chiropractic doctors having the ability to operate
legal chiropractic clinics, internship opportunities will not
be available for the students. Allowing the foreign-trained
chiropractic doctors to practice legally is thus essential to
making the DOH’s “Education, Examination, Licensure”
approach feasible; providing a legal basis for chiropractic will
also ensure that the students enrolled in a chiropractic course
of study can legally practice the profession upon graduation.

DOH’s continuous insistence on the Education,
Examination, Licensure path over the past many years
and its requests for more scientific studies to be done in
Taiwan have clearly been stalling tactics designed to delay
the establishment of the chiropractic profession in Taiwan.
This attitude is definitely in conflict with the spirit of free
trade that Taiwan professes to adhere to as a member of the
World Trade Organization and as a prospective participant in
negotiations for an International Services Agreement.

Since no university will set up a chiropractic department
when the profession is unrecognized, and in the absence of
experts in Taiwan to establish an examination and licensing
system, the best approach would be to follow Hong Kong’s
example when it was in the same situation. Since it was
unable to implement its own licensing system, Hong Kong
enacted a law recognizing the professional credentials of
qualified chiropractic doctors with foreign licenses. We
urge the Taiwan authorities to similarly acknowledge the
qualifications of chiropractic doctors with degrees recognized
by the Council on Chiropractic Education (CCE) or Council
on Chiropractic Education International (CCEI). Such a
policy change would benefit not merely the chiropractic
profession, but the Taiwan healthcare system as a whole and
the general public. At a time when Taiwan is facing a rapidly
aging population, more and more people will be in need of

just the kind of service that chiropractic doctors can provide.
TOBACCO

Suggestion 1: Engage in comprehensive dialogue with
industry and comply with due process of law before
introducing any new measures on tobacco control.

The tobacco industry supports the regulation of tobacco
products on a reasonable and necessary basis. But before
new policies related to a given industry are introduced,
the government should first invite representatives from the
potentially impacted sectors to engage in comprehensive
dialogue. That approach will ensure that any new regulatory
measures introduced have undergone a thorough appraisal
and their impact has been comprehensively assessed.

To achieve its legitimate objectives, regulation must be
appropriate and necessary, and be based on sound science
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and evidence. In this regard, we would like to bring to the
attention of the government that certain radical tobacco-
control measures adopted by some other countries are
questionable not only as to their constitutionality but
also in relation to international obligations. For instance,
the mandatory plain packaging rules implemented by the
Australian government in 2012 have been challenged by
other World Trade Organization member states on the
grounds that they breach WTO agreements, and by a tobacco
manufacturer for violating the bilateral investment treaty
between Australia and Hong Kong.

In order to safeguard the tobacco industry’s legal rights
and legitimate business interests, the government should
make sure to seek opinions from relevant stakeholders and
take such opinions into account during the Legislative Yuan
committee review process before initiating and implementing
changes to tobacco-related regulations.

When drafting future tobacco-related policies, we urge the
government to:

1. Treat the tobacco industry in the same way it treats other
legitimate industries, ensuring that its lawful rights are
protected.

2. Comply with the legislative process and base any decisions
on solid evidence.

3.Engage in comprehensive dialogue with the tobacco
industry and ensure that its opinions are considered

equally alongside those of other stakeholders.

Suggestion 2: Adopt a policy of moderate, regular,
and predictable adjustments in tobacco taxes to avoid
increased levels of illicit sales and smuggling.

The tobacco industry supports a policy of moderate,
regular, and predictable increases in tobacco taxes. An open
and transparent taxation regime not only protects the market
for legal goods from being damaged by illicit trade but also
enables the government to achieve its objectives regarding
public health and revenue.

Unreasonable tobacco taxes exacerbate illicit trade. For
example, when the tobacco excise tax in Malaysia was
increased by 365% from 2001 to 2009, the average retail
price rose from RM4.7 to RM7.2 per pack, widening the
price differential between the cheapest legal tobacco product
and available illegal tobacco products from RM3.2 to RMS.7.
Tobacco prices became the third highest in Southeast Asia,
while the market share of illicit cigarettes reached 35%
of the total market. Over that period, the annual loss in
excise revenue caused by this drastic increase in illicit trade
amounted to RM2 billion, equivalent to NT$16 billion
(US$533 million).

Illegal tobacco products have also become a problem
in Taiwan. According to government data, the volume of
smuggled tobacco seized between 2009 (when the Health
Surtax was increased from NT$10 to NT$20 a pack) and
2011 jumped by 67.4% compared with the preceding three
years. A survey conducted in 2012 by an independent
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research organization on behalf of the Tobacco Institute of the

Republic of China found that, in particular, the market share

of so-called “illicit whites” — smuggled tobacco products

usually concealed among small quantities of lawful imports —
has been constantly rising in the central, southern and eastern
areas of Taiwan. These products tend to be consumed by
segments of the population of lower economic status.

In consideration of the government's revenue and public-
health objectives, we recommend that the authorities:

1. Adopt a policy of moderate, regular, and predictable tax
increases based on careful examination of economic,
financial, public security, public health, and other factors;

2. Maintain market order and stability by taking into
account the impact of price fluctuation on the volume of
illicit trade; and

3. Strengthen enforcement and increase the penalties for
engaging in the illicit trade in cigarettes, especially for the

so-called “illicit whites.”

PHARMACEUTICAL >>

The Second Generation National Health Insurance
(2G NHI) program was implemented from January 2013,
representing a key milestone for Taiwan’s NHI system. In
addition to reform of the income side (premiums), several
changes were also made to the expenditure side (payments).
The Pharmaceutical Committee is particularly concerned
about the changes that will impact patient access to
innovative pharmaceuticals.

One of the features of the 2G NHI is implementation of
a two-year Drug Expenditure Target (DET) pilot program
from January 2013. The Committee would like to express
our appreciation to the Department of Health (DOH) and
its Bureau of National Health Insurance (BNHI) for their
positive response in adopting the DET model, in line with the
industry’s recommendation in the Taiwan White Paper for
the past three years. Regarding implementation methodology,
we urge the government to continue to engage in dialogue
with the industry and to follow the principles of simplicity,
transparency, and predictability. To support the R&D that is
the foundation of the bio-pharmaceutical industry, new drugs
and patented products should be exempted from any price
adjustment.

Under the 2G NHI legislation, Article 46 calls for a price
adjustment to a reasonable level for the first five years after a
product has gone off-patent. The Committee sincerely hopes
that DOH and BNHI will consider the industry’s proposal to
limit treatment of this Article to products with a patent expiry
date starting from 2013, the same time as the new law came
into effect.

Another major industry concern is the delay being
experienced in setting reimbursement prices for new
drugs. In line with the new Article 41, DOH and BNHI
have established a new platform — the DRIPS (Drug



Reimbursement Item and Payment Scheme) Joint Meeting
— to make reimbursement decisions. As this group is a new
mechanism, we urge BNHI to closely monitor the efficiency
and results of the process, and to adopt measures to introduce
continuous improvements. The extremely low price of new
drugs in this market continues to be a big concern for the
industry, and the regulators are urged to put more achievable
pricing incentives in place in order to encourage R&D and
reward innovation.

Unfortunately, the past few years have brought no progress
on IPR issues affecting the pharmaceutical industry. The
Committee requests that DOH looks seriously into the
issues at stake and implements the IP protection necessary
to transform Taiwan’s focus from generics to R&D-based
industry development. Such transformation will be crucial to
bringing about a sustainable bio-pharmaceutical industry in
Taiwan.

Reward for innovation is the core value and major
driver of development for the pharmaceutical and biotech
industries. For that reason, we urge the government to follow
policies that encourage increased investment in researching
and developing innovative drugs, while ensuring that
patients’ access to new drugs is as fast as in other advanced
countries.

Also included in this position paper are some other issues
related to improving the healthcare environment in Taiwan.
The R&D-based industry will continue to work closely with
the Taiwan government in supporting healthcare policies to

enable people to live healthier, longer, and happier lives.

Suggestion 1. Reform the new-drug approval process to
accelerate patient access.

1.1 Enhance the regulatory review process
Despite the efforts of the DOH’s Taiwan Food and Drug

Administration (TFDA) to expedite the new-drug dossier
review process, the overall new-drug review time has not
yet been shortened significantly. One of the major reasons is
the regulation requiring a review of the manufacturing site
(GMP requirement). Currently, there are two ways for the
manufacturing site to be reviewed: through a desk review
process or on-site inspection. For sites in countries that are
not part of the Pharmaceutical Inspection Convention Scheme
(PIC/S), the only feasible method is on-site inspection. But
because TFDA’s resource constraints limit it to inspecting
just 30 manufacturing sites per year, a long backlog has
developed. It may take more than a year to get an on-site
inspection date accepted by TFDA, exacerbating the delays
for new-drug approval.

Currently, TFDA only accepts the registration of a single
manufacturing source for finished pharmaceutical products.
When a supply issue occurs, there is no flexibility to turn
to alternative sources of supply to meet urgent medical
needs. Most reference countries now adopt multiple-source

registrations for finished products to ensure a continuous

supply of pharmaceutical products. This arrangement is
especially important for biological products, for which
production capacity is limited. It will also help to avoid
the supply shortages when there is a switch in suppliers for
registered products.

Some articles in the draft “Guidelines on the Review
and Approval of Biosimilar Medicinal Products Containing
Monoclonal Antibodies,” released by TFDA on February
20, 2013, are not in line with either science or international
norms. For example, Article 7.2 of Chapter Four states
that “In principle, for biosimilar mAb medicinal products
developed in Taiwan under the expert guidance of the
central health competent authority, the applicant can submit
a placebo-control trial for the application for review and
approval.” Under European Medical Agency (EMA) guidance
5.3, however, a biosimilar applicant should submit a head-
to-head comparison study for the application review and
approval, instead of a placebo-control trial that would
disqualify this drug as a biosimilar product.

Site-change applications for solid dosage forms require
comparative dissolution profiles in three pH media. Most
reference economies, however, such as the European Union
and United States, only require a comparative dissolution
profile in approved or compendia media for this kind of
change. The registration dossier from the site does not include
the required dissolution data and therefore extra dissolution
studies need to be conducted locally, affecting the timeline for

the change.

Recommendations:

1. Increase TFDA’s resources to enable timely inspection
of manufacturing sites and avoid delays in the review
process. For cases in which TFDA cannot schedule a site
inspection for as long as one year, a desk review should be
allowed as an alternative for non-PIC/S countries. Also,
TFDA is urged to find ways to make the desk review
process more efficient so as to shorten the review time.

2. Allow multiple-source registration for pharmaceutical
finished products. We urge TFDA to incorporate
multiple-source registration requirements into the current
registration guidelines.

3. Revise the biosimilar guidelines to bring them in line
with international norms. In drafting Taiwan’s biosimilar
guidelines, we recommend that TFDA harmonize with
the international standard by referring to the European
Medicines Agency’s “Guideline on similar biological
medicinal products containing monoclonal antibodies
(EMA/CHMP/BMWDP/403543/2010).” Under this
procedure, the biosimilar applicant would submit a head-
to-head comparison study for the application review and
approval, instead of a placebo-control trial that would
disqualify this drug as a biosimilar product.

4. Revise the regulation on dissolution requirements for site

changes to follow international norms.
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1.2 Improve new-drug pricing and reimbursement to reward

innovation

Together with implementation of the 2G NHI in January
this year, a two-tier reimbursement review process was
created. In addition to the Expert Meeting (the former Drug
Benefit Committee or DBC), the newly formed DRIPS meeting
will also review applications and make the final decisions.
For the R&D-based industry, the key objective continues to
be expediting the reimbursement process so that the access
of Taiwanese patients to new drugs does not lag behind
other countries. BNHI has proposed that only new drugs
and orphan/essential medications applying for increased
reimbursement prices be reviewed case by case at the DRIPS
meeting. Although we appreciate BNHIs efforts to speed up
the review process in view of the delays that the new two-tier
system tends to cause, the timeline for reimbursing valuable
medications such as new and orphan/essential drugs should
not be compromised. Most of the new innovative products
that need to be reviewed at the DRIPS meeting are critical for
addressing unmet medical needs. Following implementation of
the new process, no new drugs were announced as listed for
reimbursement in the first quarter of this year. We sincerely
hope that this slowdown is just a short-term phenomenon due
to the transition period.

The other issue relating to the new review process is
transparency. For the past several years, DOH, BNHI,
and industry have worked together to seek to make the
reimbursement review process more transparent. Progress has
occurred, such as releasing Health Technology Assessment
(HTA) reports, communicating with license-holders before
DBC meetings, and posting the DBC member list and
meeting minutes. But under the new mechanism the level
of transparency needs to be improved, for example by
releasing the participant list and recommendations of the
Expert Meeting. In addition, industry needs an opportunity
for dialogue with BNHI in between the Expert Meeting and
DRIPS meeting. It seems that after spending many years
working on transparency, we have suffered a setback.

In addition, new-drug pricing continues to be a critical
issue for the industry. In 2012, the average new-drug price
reached 53% of the A-10 benchmark countries’ median price,
which is marginally higher than the level cited in the 2012
White Paper. A key factor suppressing new-drug prices is
that in over 86% of the cases, the prices were determined
based on those of reference drugs, many of which have gone
through several price cuts and now stand at new lows. Due
to such a vicious circle, new-drug prices become lower year
by year. To expedite Taiwanese patients’ access to new drugs,
BNHI should seriously consider how to incentivize products
with good evidence of their efficacy and value. The price
mark-ups offered for locally conducted clinical or pharmaco-
economic studies are good examples. The Committee is
pleased to see that the first case of a 5% price premium for
having conducted a pharmaco-economic study finally received

approval. So far, however, no product has received the 10%

50 VWP  TAWAN WHITE PAPER + JUNE 2013

mark-up for clinical studies, as the criteria are too stringent.

Recommendations:
1. Make the participant list of the BNHI Expert Meeting

available to the public, and the meeting’s recommendation
accessible to the license-holder before the DRIPS meeting.
This change will improve efficiency by giving companies
the opportunity to provide responses or additional
evidence to BNHI to address questions or concerns raised
at the Expert Meeting.

2. Currently, DRIPS meetings are to be held only once
every other month, with an extra meeting scheduled if
six or more cases are pending for review. We urge BNHI
to increase the frequency of the DRIPS meeting and
streamline the entire process in order not to delay patient
access to new drugs.

3. Publish verbatim minutes after the DRIPS meeting, so that
the discussion is transparent and understood by the public.
However, items identified by companies as confidential
business data should not be disclosed.

4. Under the new mechanism, establish a complete tracking
system for all cases recommended for reimbursement so
that companies can trace the progress on-line to enhance
transparency and efficiency.

5. Increase the threshold for price-volume agreements
(currently NT$200 million for a new drug and NT$100
million for a new indication), so that the PVA does not
become a punishment for innovative and effective new
drugs. In addition, in the interest of fairness, the PVA
trigger should exclude factors of force majeure — for
example, volume growth caused by a drug in the same
category having been withdrawn from the market, an
unexpected disease outbreak, or natural disaster.

6. The conditions of the reimbursement price mark-up to
reward new drugs focusing on race specificity should be
in total, not just partial, accordance with paragraphs 1 to
4 of Article 38-2 of the “Guidelines for Drug Review and
Approval.”

Suggestion 2. Provide for reasonable price adjustments for
pharmaceutical products.

The R&D-based industry appreciates the government’s
announcement of the DET program as part of the 2G NHI.
The industry expects that under the two-year pilot program,
which began from January 1, DET will be implemented as a
replacement for the previous biennial Price Volume Survey
(PVS) price cut, which was carried out seven times in the past
and had a huge negative impact on the industry. BNHI/DOH
should engage in discussions with the industry to find the best
methodology for implementing the pilot DET implementation
— one that encourages transparency and predictability — in
order to lay a good foundation for long-term execution.
Uncertainties should be minimized to gain the confidence
and support of the industry. If the DET target has not been

exceeded, no form of price adjustment should take place.



Since new-drug prices in Taiwan are so low, there should
also be no price adjustment for any new product that is under
patent protection, Data Exclusivity (DE), or administrative
protection. Other mechanisms that further restrain new-drug
prices, such as price-volume agreements and risk-sharing
programs, should also be avoided. Excessive price reductions
on existing drugs only continue to lower the new-drug prices
(because the existing drug prices are referenced in setting the
new-drug prices) and delay patient access to new drugs.

Article 46 of the new NHI law provides a mechanism
to reduce drug prices to a reasonable level during the five
years after patent expiration. The Committee suggests
defining the “reasonable level” as the market price — that
is, to conduct a PVS as the basis for the price adjustment.
Further, any price adjustment conducted in line with Article
46 should be counted as part of the price cut under DET.
While controlling the healthcare budget, BNHI/DOH should
also seek to achieve a good balance between the perspectives
of government and industry, so as to maintain the supply of

pharmaceuticals necessary to meet patients’ needs.

Recommendations:

1. Maintain the PVS methodology for price cuts, but base
the scale of the reduction on the DET when the target is
exceeded. The price of each product would be adjusted
based on the ratio of the DET excess to the price gap.

2. Whatever the form of price adjustment, exclude products
under patent, DE, or administrative protection from the
price cuts.

3. Define “patents” under Article 46 of the NHI Act as
including all forms of patents granted by the Taiwan
Intellectual Property Office (TTPO). Products without a
local patent should be exempted from price cuts under
Article 46.

4. Considering that Article 46 came into force from January
2013, apply price cuts under this Article only to products
going off-patent from 2013 onwards.

5. Utilize a PVS-based price cut to determine the “reasonable
level” of price reduction under Article 46. The
methodology of the decision-making process should be
made transparent.

6. Consider establishing a floor-price mechanism to ensure

drug quality and a sustainable product supply.

Suggestion 3. Strengthen IPR protection through Patent
Linkage and Data Exclusivity.

Effective Patent Linkage and DE are critical components
of an IPR protection regime for pharmaceuticals. With clear
patent and DE expiry dates, both research-based and generics
companies can make better decisions about investing in R&D
and manufacturing, save resources otherwise wasted on
unnecessary litigation, and continue the flow of innovative

drugs to patients.

Patent Linkage
Article 60 of the Taiwan Patent Law permits companies

to conduct pre-clinical trials, clinical trials, and other related
activities related to registration purpose without penalty for
infringing on originators’ patents. This provision creates a
more hostile IPR environment, increases the risk of litigation,
reduces originators’ willingness to introduce new drugs to the
Taiwan market, and jeopardizes patients’ right to have access
to innovative medications.

The most recent industry survey found that 65 generics
(impacting 22 originators) had been approved and reimbursed
while a patent was still in effect. According to IP Court
statistics, the average IP trial lasts 225.29 days (more than
7 months) and about 26% of cases go on for more than a
year. Furthermore, all these cases are subject to appeal. In
addition, the complexity of pharmaceutical IP disputes means
that the trial period is typically substantially longer than for
other cases. This situation, in which generics gain approval
and reimbursement despite the existence of a valid patent —
and remain on the market for a long period while litigation
proceeds — undermines Taiwan’s international reputation as a
country committed to IPR protection. In fact, it raises doubts
as to whether Taiwan meets its obligations under Articles
28 and 41 of the TRIPS Agreement (Trade-Related Aspects
of Intellectual Property Rights) under the World Trade
Organization (WTO).

Currently, among Asian countries Japan, Singapore, South
Korea, and China have all instituted Patent Linkage or similar
systems. The reason why there is no Patent Linkage system in
EU countries is that a strong DE system is in place to prevent
generics from getting approval before the originators’ patents

expire.

Data Exclusivity

The regime in Taiwan for DE — a system whereby the
regulatory authorities refrain from granting approvals to
generic versions of an original drug for a limited period
of time — also has a number of shortcomings. It covers
only new-chemical-entity (small-molecule) products, and
not new indications and biological (large-molecule) drugs.
These problems must be remedied if Taiwan wishes to
encourage R&D in new indications (the extension of a drug
to additional medical conditions) and new uses (such as new
forms or dosages).

When benchmarking against A-10 countries, Taiwan is
at the very bottom in terms of data protection. For instance,
the EU provides 10 years of DE for both new chemicals and
biologics and for pediatric applications of off-patent drugs,
plus an additional one year for new indications, two years
for orphan drugs, and six months for pediatric indications of
a new drug. Canada provides eight years of data protection
for chemical drugs, six years for biologics, and an additional
one year for pediatric indications. Japan provides eight years
of data protection through the “re-evaluation” period, and
the United States provides five years for chemical drugs, 12.5
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years for biologics, and an additional three years for new
indications and one year for pediatric indications.

In considering modernization of its DE law, Taiwan
can draw on the following two lessons. First, one of the
major reasons why Canada amended its legislation in
2007 to increase DE from five to eight years was to remain
competitive in the global R&D investment arena. Second,
biologics are the next generation of life-saving and life-
improving drugs, but because their development requires a
longer time and greater R&D investment than small-molecule
drugs, they need a longer DE period — hence, the United States
set a DE for biologics of 12.5-years.

Recommendations:

1. Enact laws and establish procedures to support
implementation of Patent Linkage through New Drug
Application (NDA) guidelines to effectively protect
innovators’ IPR.

2. Incorporate the following into the Patent Linkage system:
a. Certification process — whereby a generic applicant

certifies the grounds for a claim of patent invalidity.

b. Notice to the originator of a generic filing — a
requirement that the originator be notified by the
generic company and DOH when an application is
filed.

c. Automatic stay of drug approval — in case of a dispute,
a mechanism to suspend the approval process for a
stated period of time (30 months in the United States)
until the parties reach agreement or the generics
company proves the patent right is not affected or not
valid.

3. Provide DE for new drugs and indications as follows:

a. For small molecules, three years for new indications or
new uses.

b. For new biologics, 12 years.

Suggestion 4. Implement a rigorous system of Separation
of Dispensing from Prescribing (SDP).

This issue has been raised in previous White Papers
for many years. The existing system at Taiwan hospitals
requires staff physicians to prescribe medicines listed in the
hospital formularies, which are selected through a process
heavily influenced by the amount of profit to be gained by
the hospitals. The government should build an environment
in which hospital-staff doctors and pharmacists are able to
make professional judgments based purely on the welfare of
the patient, without being restricted to choosing from among
drugs procured for financial considerations. To accomplish
that, DOH and BNHI should consider how hospitals and
general practitioners can be compensated well enough so
that they do not have to rely on profits from drug dispensing.
The role of dispensing should be primarily in the hands of
community pharmacists, who can provide consultation to
patients on medications and healthcare. A regulated margin for

drug management should be made available to the pharmacies.
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According to a 2011 Control Yuan investigation report
on the NHI program, implementation of SDP is crucial to
improving the quality of pharmaceutical care to patients. SDP
would empower physicians to prescribe the most appropriate
medications based on their professional expertise. It also
creates a mechanism to ensure that pharmacists review patients’
prescriptions to prevent any duplication or contra-indication
between prescriptions from different physicians or hospitals.

In addition, according to a study by Taiwan’s Asia
University, releasing prescriptions for chronic diseases
improves patients’ adherence to the prescriptions, which
has a positive effect on patient's clinical outcomes and even
reduces overall medical costs. Recognizing the difficulty of
making an abrupt change in current practices, the industry
supports the idea of implementing SDP in phases, and it offers
to aid this process. Good progress has been achieved in the
ongoing project to release prescriptions from DOH hospitals
and Taipei Municipal hospitals to community pharmacies.
This program has provided an excellent model for building
cooperation among the medical, pharmaceutical, and

pharmacy sectors, and we hope to see it adopted more widely.

Recommendations:

1. Adopt an SDP roadmap so that the direction of
implementation is clear, even if it must be carried out in
stages. An integrated implementation plan should include
measurements of SDP compliance as part of the hospital
accreditation system.

a. The measurement of compliance for hospital-
accreditation purposes should be based on the
number of prescriptions released and the number
of pharmacists who are actually engaged in drug
dispensing. In addition, public hospitals should serve
as a role model by setting a target rate for the release
of prescriptions, and government should also set up
a reasonable release ratio for private hospitals. The
same policy should also be implemented by primary-
care healthcare providers. Further, hospital fees should
be adjusted to eliminate the reliance on profits from
drug dispensing, and the release of hospital outpatient
prescriptions to community pharmacies should
become mandatory.

b. When the current dispensing limit of 80 prescriptions
per day per pharmacist is exceeded, BNHI should
consider withholding reimbursement of both the
dispensing fee and the drug fee.

c. BNHI reimbursement should be based on the daily
dispensing limit, instead of the monthly or even yearly
average number of prescriptions. Further discussion
with consumer groups and health-law experts is
necessary to come up with the optimal approach.

2. Provide more extensive education to the general public
about the benefits of implementing SDP. Patients should
be helped to understand the crucial importance of SDP in

improving the quality of medical care and decreasing the



wastage of healthcare resources by reducing the volume
of unnecessary medication. The result would be long-term
savings for the NHI budget.

3. Provide sufficient government funding to improve the
community pharmacy infrastructure in preparation for
meeting SDP demand.

4. Adopt clear regulations to ensure good dispensing
practices by the pharmacies and to prevent drug
substitution without the doctor's consent.

5. Set a policy of periodically publishing data on the amount

of prescriptions released by individual hospitals.

PUBLIC HEALTH >>

The newly established Public Health Committee
provides a critical platform for industry to engage with
policymakers and other stakeholders. Through constructive
dialogue, it seeks to ensure that health policy is well-
informed and to provide a vehicle to communicate industry’s
recommendations regarding the most pressing public-
health needs in Taiwan. The Committee is committed to
enhancing health outcomes and the efficiency with which
healthcare is delivered by supporting policies and initiatives
in the areas of disease prevention, healthcare management,
epidemiology, preventive medicine, environmental health,
and occupational health.

The Committee is pleased to see that the success of Taiwan’s
National Health Insurance (NHI) program has become a
paradigm for other countries to emulate, and that the level
of satisfaction with the program within Taiwan is high. With
NHI’s past achievements as a foundation, we believe Taiwan
can optimize the use of its existing medical resources while
further elevating the level of healthcare by drawing on the
experience of advanced countries. The Committee therefore
proposes the following suggestions in the hope of providing
useful reference for the government in formulating national

health-enhancement policies and programs.

Suggestion 1: Reduce and control healthcare-associated
infections (HAIs) so as to enhance patient and healthcare-
worker safety, as well as healthcare efficiency.
Healthcare-associated infections (HAIs) are infections
that patients contract in a healthcare facility. They can
be transmitted from patient to patient when healthcare
professionals and facilities do not comply with infection
prevention and control practices, and they are frequently
resistant to antimicrobial treatment. HAIs result in serious
clinical, public health, and economic costs, including
prolonged hospital stays, disability, death, excess financial
costs to healthcare systems, and high costs for patients and
their families. Reducing HAIs and controlling the growing
threat of antimicrobial resistance are critical to improving
healthcare outcomes and efficiency. Fortunately, many HAIs

can be prevented through public policies that require and

incentivize healthcare facilities to implement comprehensive

infection prevention and control practices.

The World Health Organization (WHO) reports that
HAIs affect hundreds of millions of patients worldwide each
year and estimates prevalence in hospitals to be 5-12% in
developed countries and 5-19% in developing countries. The
U.S. Centers for Disease Control and Prevention (CDC) has
identified HAIs as one of the top 10 leading causes of death
in the United States. Additionally, a 2009 study covering 75
countries showed that the mortality rate of infected patients
was more than twice that of non-infected patients. HAIs are
particularly dangerous for patients who are in intensive care
units (ICUs) or otherwise already have high-risk conditions.

HAISs result in massive avoidable healthcare costs. In the
United States, for example, the overall direct medical costs
associated with treating HAIs range from US$28.4 billion
to $33.8 billion each year. An Organization for Economic
Co-operation and Development (OECD) study concluded that
HAIs annually add US$7 billion to $8 billion to healthcare
costs in the countries surveyed. A study by Professor Chen
Yin-Yin estimated the additional medical costs that occur
annually in Taiwan as a result of nosocomial infections at
NT$30.3 million (around US$1 million).

Fortunately, HAIs can be controlled with effective policies
and appropriate actions. For example, the Keystone Center,
an initiative under the Michigan Health and Hospital
Association, achieved a four-fold reduction in Central
Line Associated Bloodstream Infections over seven years,
contributing to an estimated saving of US$300 million in
costs by Michigan ICUs. These results were achieved through
a focus on instituting accurate data collection, driving
changes in culture and practices, and providing incentives for
hospitals’ cooperation.

Two types of infection — MRSA and Central Line
Associated Bloodstream Infection — merit particular attention
as they are primary drivers of costs and patient harm.

A. Methicillin-resistant staphylococcus aureus (MRSA) is
one of the main pathogens causing HAIs. It is resistant to
most antibiotics, and treatment has become increasingly
challenging. Taiwan CDC reports that MRSA was among
the top 10 HAI strains in Taiwan’s medical centers and
regional hospitals from 2007 to 2010. We suggest that
Taiwan government agencies:

1. Implement MRSA screening for patients in high-risk

areas such as ICUs.

2. Publish annual information on HAI strains found in

ICUs and hospital wards.

B. Central Line (Catheter) Associated Bloodstream Infections.
The Committee supports the initiative of the Department
of Health (DOH) to add selected medical devices,
including central-line catheters, Foley catheters, and
ventilator lines, for surveillance under Taiwan’s Check
Benchmark system for nosocomial infections. We urge
DOH to take the following additional actions:

1. Encourage medical institutions to use non-punitive
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measures to encourage improved medical care to reduce
infections.

2. Publish the infection rates for each kind of central-line
catheter, including CVC, PICC, and Ports, to strengthen
infection control for each type and to contribute to the

overall improvement effort.

Suggestion 2: Protect healthcare workers through strict
implementation of existing laws on the use of safety-
engineered devices.

Healthcare workers (HCWs) are the most valuable assets
in our healthcare system, yet they are at frequent risk of
exposure to blood-borne pathogens from needle-stick and
other sharp injuries. To protect HCWs, the Legislative Yuan
amended Articles 56 and 101 of the Medical Care Act at the
end of 2011 to require healthcare institutions to phase in
the use of safety-engineered medical devices over a five-year
timetable. The legislation is a milestone that testifies to the
advanced nature of Taiwan’s healthcare system. Article 56
of the Act stipulates that the proportion of safety-engineered
devices in use at medical institutions shall increase by 20%
every year after the safety legislation takes effect, so that
the proportion reaches 20% by the end of 2012 and 40%
by the end of 2013. According to BNHI data from the first
eight months of 2012, the usage rate for safety intravenous
catheters was only 0.34%, far behind the target. As a result,
in a move to ensure better implementation of Article 56, the
Legislative Yuan’s Environment and Social Welfare Committee
in November 2012 called on the DOH to pay closer attention
to the goal of a 20-percentage-point increase per year in the
use of safety-engineered devices. The following measures
would help strengthen implementation of the legislation:

A. Prompt establishment by DOH of guidelines on how to
achieve the implementation of safety-engineered devices
according to the set timetable, and inclusion of medical
institutions’ degree of success in meeting the target as a
required item for hospital accreditation:

1. Issue the implementation regulations and timetable in

order to facilitate enforcement of the safety legislation.

2. Ensure the accuracy of hospitals’ reporting on

compliance. In his book, former DOH Minister
Yang Chih-Liang has written that hospital records
presented for accreditation purposes are mostly
falsified. The issue of untruthful representations in
the hospital accreditation process was also raised by
the Taiwan Medical Alliance for Labor Justice and
Patient Safety (TMAL) in a Legislative Yuan public
hearing in November 2012, including allegations that
hospitals utilize safety-engineered devices only during
the accreditation season. If these charges are accurate,
they not only put the safety of HCWs at risk, but also
seriously compromise the integrity of the accreditation
system. To assure medical institutions’ compliance
with the law, two steps should be taken during the
accreditation:
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e Calculate the percentage of safety-engineered models
among all needle devices claimed by the hospital for
NHI reimbursement.

e For devices included as part of an overall procedure
fee rather than claimed as an independent NHI
payment, examine the relevant procurement records
of the medical institution.

3. Publish the overall usage percentage of safety-
engineered devices by each medical institution every
month on the DOH website.

B. Oversight by the Executive Yuan to the DOH and
Council of Labor Affairs (CLA) to make it compulsory
to report all needle-stick incidents to the EPINet Needle
Stick Reporting System. In addition, the Executive Yuan
should ensure that the two agencies have sufficient budget
each year to maintain the EPINet Needle Stick Reporting
System. According to the CLA’s Rules for Labor Safety
and Health Facilities, employers have the responsibility
to provide a safe working environment, which includes
taking precautions against occupational injuries such as
needle-stick incidents. EPINet is therefore administered
by the CLA’s Institute of Occupational Safety and Health.
However, the regulations for implementing the healthcare
safety legislation are being formulated by DOH, and
DOH can utilize the EPINet reporting data on needle-stick
incidents as an index to monitor the percentage of safety-
engineered devices usage.

C. For effective enforcement of Articles 56 and Article 101,
support implementation of the new law through dedicated
funding rather than depending on financing out of the

hospitals’ current global budget.

Suggestion 3: Strengthen measures for early prevention of
cervical cancer and improve the screening results.

According to current clinical guidelines, a dual strategy
of primary and secondary prevention should be applied
with regard to cervical cancer. Primary prevention refers to
persistent infection caused by oncogenic human papilloma
virus (HPV), while secondary prevention refers to routine
cytology screening measures, widely known as Pap tests.
WHO recommends vaccinating girls against HPV before the
start of sexual activity (generally girls aged 9-13), with a
secondary “catch up” campaign for girls and women aged 14
to 26 who had not been previously vaccinated against HPV.
Japan, Singapore, and many European countries include HPV
vaccination in their universal mass-vaccination schemes. The
U.S. CDC’s Advisory Committee on Immunization Practices
also recommends HPV vaccination as part of the routine
vaccination schedule.

In Taiwan, however, in the absence of an aggressive public-
health campaign, the rate of HPV vaccine coverage is less
than 20%. Just as troubling, the Pap-test screening rate in
Taiwan also lags far behind those of advanced nations. After
the DOH’s Bureau of Health Promotion (BHP) launched

a free annual Pap test for women over 30 years of age,



along with a public-awareness campaign, the proportion of
women between 30 and 69 years of age having received Pap
screening rose from 38% in 1997 to 60% in 2000. During
this time period, morbidity from invasive cervical cancer
decreased 53% and mortality decreased 60%. These successes
demonstrate the value of Pap screening. However, Taiwan’s
screening rates are still unacceptably low, placing women
at risk, and cervical cancer morbidity and mortality are still
considerably higher than in many advanced countries, as
shown from the following data from a 2010 World Health
Organization (WHO) report:

Country Morbidity Mortality
Taiwan 10.2 4.2
Australia 8.5 2.5
United Kingdom | 8.3 3.1
Switzerland 8.3 1.7
Japan 8 2.8
Netherlands 7.3 2.3
Finland 4.3 1.8

Unit: per 100,000 women

Aside from boosting the unsatisfactory Pap-screening
participation rate (approximately 30% for annual screening
and 50% for cumulative three-year screening), it is also
critical to improve the quality of Pap screening in order to
decrease the high number of false negative results. According
to BHP’s 2009 annual report (the latest such data available),
there were about 34,000 unsatisfactory Pap smear results
that year, accounting for 1.4% of all screening cases or nearly
three times the 0.5% reported in other advanced countries.
Technologies are available, such as liquid-based cytology,
automated screening, and improved sampling devices, that
can be deployed to improve the effectiveness of Pap-screening

programs.

Recommendations:

A. Evaluate the feasibility of BPH providing free cervical
cancer vaccinations to females under 16 years of age.

B. Increase efforts to promote Pap screening. For example,
BPH should produce an annual report on cervical cancer
screening to help educate the public about the procedure
and its benefits.

C. Promote the use of technologies such as liquid-based
cytology to improve test outcomes and reduce false

negatives.

Suggestion 4. Improve healthcare quality by increasing the
national budget for healthcare programs.

During preparation of the Second Generation National
Health Insurance program, President Ma Ying-jeou said
in 2010 that the government aims to increase the level of
national healthcare expenditure from 6.2% to 7.5% of
GDP in eight years. He reiterated the goal in 2012. But the
percentage in fact has declined from the 6.92% level of 2009;

it stood at 6.51% for 2010 and 6.62% for 2011. According
to 2010 statistics from the World Bank, the corresponding
figures in other developed countries included Germany at
8.7%, Japan at 9.5%, the United Kingdom at 9.6%, Canada
at 11.3%, France at 11.9%, and the United States at 17.9%.

National Health Insurance has been running for 17 years,
but less than 60% of total healthcare expenditure goes
through the NHI system. In other words, more than 40%
of total health expenditure is still out-of-pocket from the
Taiwan public. The demand for healthcare services is now
growing rapidly due to the aging of the population, which
also leaves a shrinking working population to support the
healthcare system. We suggest that the Executive Yuan project
the growth in medical expenditure taking the rapid aging
of the population into account and set a goal for achieving
healthcare expenditure at the level of 7.5% of GDP by 2018.

The 2010 WHO annual report noted that 20% to 40%
of medical spending worldwide is wasteful. Taiwan faces
a similar problem of medical-expenditure waste. Taiwan
citizens make an average of 15 clinic visits a year, much more
than the four to seven visits for Europeans and Americans.
Control Yuan member Huang Huang-hsiung estimates
the annual value of unconsumed medication prescribed to
patients at US$1 billion or more, and the Bureau of National
Health Insurance (BNHI) reported that outpatient services
accounted for 68% of total NHI expenditures in 2011.

BNHI continues to advocate the conservation of medical
resources, but with very few restrictions on clinic visits and
hospital choices, people’s first priority in using medical
resources is naturally their own self-interest. Therefore, in
addition to efforts at public education, we suggest that BNHI
place limits on the number of outpatient visits a patient can
make for the treatment of one incidence of disease, in order
to reduce waste and allow more medical resources to be
dedicated to inpatient and critical care.

The current reimbursement approach of applying
constraints on the total budget unfairly shifts the cost burden
to the medical service providers and ultimately to the patients
in the form of out-of-pocket payments and/or decreased
healthcare quality. It would be preferable for NHI to both
increase its share of the total healthcare expenditure and to
contribute to the growth of that expenditure. The Committee
recommends that BNHI increase reimbursements for surgery
and other treatments for critical illnesses, in particular for
high-risk or high-complexity surgery as well as treatments
involving innovative technologies. This approach could
reduce the ratio of out-of-pocket treatment expenditures for
critically ill patients and allow mid- to low-income patients
to receive better treatment, while also improving the income
of healthcare workers and retarding the exodus of medical

manpower from Taiwan or from the profession.

Suggestion 5. Target the prevention and treatment of
obesity, diabetes, and vascular diseases.
The United Nations has reported that chronic diseases
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such as cancer, cardiovascular disease, diabetes, and chronic
respiratory diseases account for 63.5% of deaths worldwide
and can impede countries’ economic development. According
to statistics based on NHI drug reimbursement applications,
the cost in Taiwan of treatment drugs and compound
preparations for the three top diseases — heart disease, high
blood pressure, and diabetes — has reached a total of NT$30

billion (US$1 billion) a year, accounting for more than 6%

of total NHI costs in 2011. If medical costs for the various

complications from the three top diseases are included, the
total would be even higher.

Obesity is a critical factor leading to the development of
chronic diseases. To keep the three top diseases and their
complications from creating an even greater burden on
the health insurance system, early prevention and effective
treatment of these diseases is essential. The Committee
recommends the following courses of action:

A. Strengthen the youth obesity prevention program. The
obesity prevention program designed by BHP is showing
positive results. But more attention needs to be paid to
obese teenagers, as they are more likely than younger
children to become overweight or obese adults, and
are therefore more at risk for associated adult health
problems. Ministry of Education statistics show that the
obesity rate for male students in high school and middle
school has grown by more than 60% in the past 10
years and for female students by 25%. Policies needed in
response include increasing the number of dieticians in
middle schools and high schools and giving them more
authority, monitoring the school lunch program to ensure
the healthfulness of the foods actually being consumed
(not just those on the menu), and providing information
to help teenagers and their families know how to achieve
healthy eating habits and prevent diet-related diseases.
Adolescents should be taught how to calculate calories,
how to manage their daily dietary intake, and how to
benefit from taking nutritional supplements.

B. Engage in aggressive prevention and management of
diabetes. Among the three top chronic diseases, diabetes
is the one with the fastest growing rate of prevalence in
the 21st century. According to a 2012 study published
in the Journal of the Formosan Medical Association,
Taiwan’s healthcare expenditure for diabetes and its
complications between 2000 and 2009 reached hundreds
of billions of NT dollars. In addition, the cost in treating
various complications due to diabetes mismanagement
is enormous. Hemodialysis treatment, for which 40% of
the patients are diabetics, consumes NT$30 billion (US$1
billion) in NHI reimbursement a year. Among diabetics in
Taiwan, approximately 30% develop kidney disease and
70% develop cardiovascular disease. Of type-2 diabetes
patients, 75% die from atherosclerosis.

Although the proper control of glycemic levels is an
effective way to reduce complications from diabetes, only
one-third of diabetes patients in Taiwan achieve their
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treatment goal in terms of glycemic control. Numerous
international studies have confirmed that using insulin for
early-stage diabetes treatment can improve the efficacy of
glycemic control, and Europe and the United States have
a 40% insulin utilization rate for diabetics. In Taiwan,
however, only about 15% of diabetic patients receive
insulin injections, even though it is likely that at least 30%
of them would improve glycemic control through insulin
therapy. The primary reason for the low proportion of
insulin therapy in Taiwan is patient ignorance and a bias
against “injections.” The Committee recommends that the
BHP strengthen diabetes education to encourage patients
to receive effective treatment to control this disease and
reduce complications.

A related issue regards the re-use of needles designed
for single use when the hospitals give insulin treatment —
a problem arising from BNHI’s desire to cut costs. Re-use
has a direct and negative impact on diabetes treatment
by increasing the risk of developing lipohypertrophy, the
growth of unhealthy tissue at the injection site that can
impair insulin action. In Taiwan, 48% of diabetics are
reported to have lipohypertrophy. The Legislative Yuan
has called on the Executive Yuan to closely supervise
BNHI to ensure that the policy supporting the single use
of injection needles is enforced and to severely punish
hospitals that re-use needles. By law, BNHI is barred from
prohibiting cost-reimbursement for needles. To maintain
the quality of Taiwan’s healthcare environment and
protect the rights of patients, re-use of needles must be
eliminated.

C. Promote good living habits together with regular physical
examinations to effectively prevent cardiovascular
diseases. Cardiovascular disease has always been the
number one cause of death in the United States, but
due to effective prevention measures in recent years, the
morbidity and mortality rates have been reduced by 10%
and 28%, respectively. The Committee recommends
that besides encouraging patients in high-risk groups to
adopt healthy living habits and exercise regularly, BHP
also stress the importance of having regular physical
examinations. Because symptoms for early stages of
cardiovascular diseases may not be noticeable, patients
often neglect prevention. Early detection of cardiovascular
disease can enable early treatment, improve the patients’

quality of life, and reduce healthcare costs.

Suggestion 6. Improve long-term care policies and
regulations.

As the lifespan of people in Taiwan lengthens, the
incidence of long-term illness has been rising, placing a
burden both on patients’ families to provide for caretaking
and on the public-health and welfare systems. The Committee
notes that the government has not devised any concrete long-
term national policy to deal with this problem. In light of

Taiwan’s rapidly aging society, such a comprehensive national



policy covering long-term healthcare is badly needed.

Specifically, the Committee urges the government to
accelerate efforts to consolidate existing regulations covering
various forms of long-term care services currently scattered
among programs aimed at the elderly and the physically
and mentally handicapped to create a single specific set
of rules governing long-term care services. Without such
a clear set of regulations, patients will have no assurance
as to the quality of long-term care services and those
persons genuinely needing long-term care may be unfairly
disqualified due to failure to meet the different specific
criteria required under various welfare laws.

The Committee also urges the Government to revise the
regulatory framework to permit professional healthcare
businesses to enter into the home-care service arena.
Considering the increasing number of senior citizens
having long-term or chronic illness, the shortage of medical
manpower, the growing caseload in the hospitals, and
the burden on families, it is necessary to open the home
healthcare service market to professional healthcare
businesses with the capability to offer quality homecare
services to patients who require it.

Current regulations only permit the operation of home-
care centers by not-for-profit organizations, hospitals, and
nurses. The ban discourages many qualified service providers
from entering the field. In practice, some healthcare
businesses get around the prohibition by using qualified
nominees to hold the required operating permits. Such
a prohibition is unjustified because for-profit healthcare
businesses are just as capable of offering quality home
healthcare services as hospitals and nurses. Further,
the current loophole under which for-profit healthcare
businesses use nominees to hold the required permits
creates the possibility that these businesses can evade their
responsibilities and liabilities through the nominees.

The Committee therefore urges the government to
reconsider its position and, as part of revamped long-term
care policies, open the home-care business to for-profit
healthcare businesses. This change would make cost-efficient
professional home-care services more accessible to people in
need and ensure that the actual providers of the home-care

service can be truly held accountable for their operations.

REAL ESTATE >>

Several major real-estate policies implemented in 2012
have had a substantial effect on the real-estate market. Such
policies, including mortgage controls, the imposition of real
estate transaction declarations, and investment restrictions,
have caused transaction volume to plunge and capital values
to fluctuate in both the commercial and residential markets.
The Real Estate Committee recognizes the efforts the
government has made to increase property-price transparency

and prevent potential asset bubbles. However, the Committee

has also identified potential side-effects and contradictions
under the current policy regime. In the interest of promoting
Taiwan as a thriving investment destination, the Committee
presents the following suggestions and looks forward to
follow-up discussions with the relevant governmental

agencies to further improve the overall market environment.

Suggestion 1: Remove the limits on domestic commercial
real-estate investment by insurance companies and allow
them to strategically allocate their assets.

In late 2012, the Financial Supervisory Commission (FSC)
issued a series of orders to insurance companies aimed at
avoiding overheating in the commercial property market
and slowing the rapid rise in property prices. The orders
state that insurers may invest in commercial properties only
when the buildings are already under construction, have
commitments from lessees to occupy at least 60% of the
space, and will generate a minimum yield of 2.875% in
rental income. Additionally, re-sales are prohibited within
five years for domestic office buildings. For land acquisitions,
construction work must commence within nine months and
be completed within five years. Re-sales are prohibited for a
period of 10 years.

But even when all of these requirements are met, the FSC
may still forbid insurers from making purchases. In one
instance, an insurance company intended to buy one floor of
an office building for its own use. The FSC ordered that the
deal be deferred in order to help cool off the market.

The Committee strongly urges the FSC to revoke the
restrictions on insurers investing in commercial properties
and allow them to allocate funds freely. Since insurers receive
premiums from policyholders, in addition to their profits
they must reserve a considerable amount of the funds to
repay policyholders upon maturity of the policy. As a result,
it is important for them to manage risks by diversifying
asset portfolios. Concern about potential overheating of the
property market could be monitored and controlled with
measures such as strategic adjustments to the minimum-
required yields, taxation policies, etc.

As the insurance sector still possesses abundant funds
for investment, insurance companies are seeking good
alternative investment opportunities, including public
infrastructure leasehold projects in Taiwan. Encouraging
insurers’ investment in public infrastructure projects would
not only give insurance companies an additional opportunity
to diversify investment portfolios, but would also provide

welcome funding for public infrastructure development.

Suggestion 2: Amend environmental impact assessment
requirements to accelerate development and create a
diversified cityscape.

In a densely developed city such as Taipei, developable
land is extremely scarce. The major business districts in
Taipei consist of new buildings that are mostly 20-to-30
stories high, alongside numerous old and often rundown
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structures of only four or five stories. In contrast, the skylines
of Hong Kong and Singapore are quite cosmopolitan,
showcasing buildings of varied shapes and designs. Typically
buildings in Hong Kong range from 35 to nearly 120 stories
and in Singapore from 30 to 70 stories. In Hong Kong, for
instance, building heights are often determined based on
such considerations as urban-design policies, the special
characteristics of the site, the height of surrounding buildings,
aviation paths, visual and wind tunnel effects, and the
overall skyline. Environmental analyses are required if the
development is located in environmentally sensitive areas,
involves housing of more than 100,000 people, or takes up a
lot of over 20 hectares.

In Taiwan, aside from controls on building heights due
to aviation flight paths, Article 5§ of the “Environmental
Impact Assessment Act” requires that environmental
impact assessments be conducted on high-rise projects,
constituting an additional indirect restraint on building
heights. Furthermore, the “Standards for Determining Specific
Items and Scope of Environmental Impact Assessments for
Development Activities” define “high-rise buildings” as
residential buildings more than 30 stories or 100 meters tall,
and office/commercial buildings more than 20 stories or 70
meters in height.

It may take a year or more to complete an environmental
impact assessment, however, and the assessment reports must
be approved by several different committees, with committee
members frequently asking for adjustments in the plans. As
a result, developers tend to avoid the hassle by designing
buildings shorter than those that would come under the
requirements of the Environmental Impact Assessment Act.
Consequently, many buildings in Taiwan have very similar
designs and heights. To improve Taiwan’s urban aesthetics by
incorporating more creative architecture, as well as to make
more space available for urban development by building
more high-rises, the authorities should amend the definition
of high-rise buildings or ease the requirement for conducting

environmental impact assessments.

Suggestion 3: Ease the limitations on Chinese corporate
investments and real estate acquisitions in Taiwan.

The Committee is convinced that investments from the
PRC will be an important factor in Taiwan’s commercial real
estate market for office and industrial properties. Through
March 2013, the Investment Commission of the Ministry of
Economic Affairs has approved investment applications from
371 Chinese business entities for total investment in Taiwan
of US$65 million. The majority of these cases have been in
the manufacturing sector, with the first property development
project — for a hotel — approved this March. Under current
regulations, the only sectors opened to Chinese investors
are manufacturing, service industries, and infrastructure
development. Moreover, Article 3 of the “Act of Permitted
Investments in Taiwan for People from the Mainland” defines
a PRC business entity as one in which at least 30% of the
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capital comes from Chinese individuals or companies. Besides
the limitation on the type of permissible investment, investors
defined as a PRC entity undergo a lengthier application
review process than other foreign investors, and once
approved they are required to submit a financial statement to
the government twice a year.

Further, Article 7 of the “Regulations on Permitting
People from the Mainland to Acquire, Create or Transfer
the Property Rights of Real Estate” limits Chinese investors’
acquisition of real estate in Taiwan. Only PRC enterprises
in industries that have been explicitly opened for investment
are permitted to purchase business properties, and these
properties must be for the companies’ own use. As a result,
PRC citizens — unlike their counterparts from other parts of
the world — cannot simply purchase real estate in Taiwan for

investment purposes.

RETAIL >>

The Retail Committee continued to witness some progress
in the past year on issues of concern to the Committee.
Although clear differences exist among government
departments in the pace of action and degree of open-
mindedness, the government has made great strides overall —
and more agencies have begun basing their policy decisions
on practical cost-benefit analysis. We hope the progressive
mindset and service culture they exemplify will become a
model for other offices.

The Department of Health (DOH), for example, has
given permission for Class 1 (low risk) medical devices
to be sold over the internet. This noteworthy change in
attitude recognizes how technology has brought a global
shift in purchasing behavior and in consumer access to
the information needed to make intelligent purchasing
decisions. The Taiwan Food & Drug Administration (TFDA)
under DOH has also simplified the application processes
for medicated cosmetics license extensions and advertising
permits. The Bureau of Foreign Trade (BOFT), for its part,
has accelerated its review of products banned from being
imported from China, leading to the removal of an increasing
number of items from the prohibited list.

We hope the trend toward liberalization will continue
and even gain strength, easing the regulatory burden on
companies operating in this market and increasing the
choices available to Taiwan’s consumers. At the same time,
the Committee remains troubled by the number of “Taiwan-
unique” laws and regulations still in place. Given Taiwan’s
relatively small retail market, deviating from standard
international practice is counter-productive if Taiwan wishes
to be recognized as a significant player in global commerce.

Below we offer a combination of old and new issues as
reference for the authorities on how to improve the retail

market.



Suggestion 1. Accept reasonable revisions to the draft
amendment to the Consumer Protection Act.

A comprehensive amendment to the Consumer Protection
Act is being drafted by the Executive Yuan’s Department
of Consumer Protection (DCP). One of the main problems
with the proposed revision is that it would give government
the authority to mandate the terms and conditions that may
and may not be included in businesses’ standard contracts
for a broad range of consumer transactions, and to stipulate
the types of contracts that must follow those “terms &
conditions” guidelines. In addition, if a company makes use
of a standard consumer contract, the government is given the
police power to enter the premises and inspect the business
operations of that company for unspecified purposes and
with undefined scope. The definition of “standard contract,”
moreover, is so broad that it would include posters, standees,
wall stickers, in-store & outdoor displays, screen displays, etc.

These proposed changes signal that the Taiwan
government is preparing to implement extremely radical
approaches not seen in other markets. Such approaches
are wholly inappropriate for a democratic society and free-
market economy where government officers should be unable
to enter onto private property and conduct a search without
court permission, where the right to enter into private
contracts is respected, and where in case of a dispute, the
fairness of those contracts should be a matter for the courts,
not the administrative offices, to decide.

Other aspects of the draft amendment are also cause for
concern. An example is the clause enabling customers to
return and receive a refund for all types of products and
services within seven days of purchase, no questions asked.
This policy obviously is not workable for certain types
of products and services (such as intangible products like
software, and services that are instantaneously or quickly
rendered). Although the proposed amendment would give
designated government agencies such as the Ministry of
Economic Affairs (MOEA) the power to make exceptions
for certain types of products and services, the business
community is worried that the relevant government agencies
may be unable to implement reasonable exceptions, given
the strong force of consumer populism in Taiwan. The
Committee urges DCP to revise the proposed amendment to
incorporate clearly justifiable exceptions such as those found
in similar legislation in the European Union, Japan, and other
major markets.

Another example is the requirement that — in cases
of consumer cancellation of a purchase made on-line or
through mail-order or a sales visit — the merchant is given a
maximum of 15 days to take the product back and to refund
the payment in full. The 15-day requirement ignores the
practical impossibility for many local businesses, as well as
many multinational companies — especially those firms with
accounting handled offshore — to process refunds within just
15 days.

In fairness, we recognize and appreciate that DCP has

already accepted reasonable suggestions on some other
clauses. We hope that DCP and the Executive Yuan will
remain open to additional suggestions in the interest of
further improving the draft amendment before the bill is
submitted to the Legislative Yuan.

Suggestion 2. Remove unnecessary labeling requirements
that add no value.

Consumer protection is an important value, but in the
name of that principle some government agencies have
pursued agendas that over-emphasize consumer rights to the
point of erecting unnecessary barriers to commerce. These
measures typically add no real value to the consumer, and in
some cases ultimately hurt the consumer.

An example is the Commodity Labeling Act, regulated by
MOEA, which requires the inclusion of the manufacturer’s
name, telephone number, and address on the product
labels for imported goods. Since Article 9 of the Consumer
Protection Law clearly places the liability for imported
goods on the shoulders of the importer, there is no
need for the manufacturer’s information to be included.
Practically speaking, in addition, if Taiwan consumers
have questions or complaints regarding an imported
product, it is highly unlikely that they would call overseas
to talk to a non-Chinese speaker for an explanation. Such
manufacturer information is not required for labels on
apparel, textiles, stationery, or foods (regulated by the DOH).
Under the current regulation, should a manufacturer have
confidentiality concerns about disclosing its name, telephone
number, and address, importers would have no choice but
to decline to handle that commodity, thereby narrowing the
range of choice available to local consumers. We ask that
MOEA review the logic behind the labeling requirements and
revise them accordingly.

Another unnecessary requirement is inclusion on the label
of the date of manufacture for general commodities such
as toilet paper, mirrors, laundry baskets, and hammers. As
these are not perishable items, the regulation does not serve a
meaningful purpose. No such requirement exists in the United
States, nor is it a Taiwan requirement for apparel, textiles,
stationery, and shoes. If the authorities determine that the
manufacturing date must remain as required information,
we suggest that they at least allow the date to be presented in
code format as is the common industry practice, as long as the
format is clearly explained to the consumer. MOEA rejected
such a suggestion 16 years ago on the grounds that Taiwan
consumers are not familiar with such four-digit code dates.
Given the passage of time and increased sophistication of
Taiwan consumers, we suggest that MOEA revisit the issue.

The Committee also requests that the labeling criteria for
socks be reviewed, as the current requirement calls for the
labeling of each pair, even when the socks are imported and
sold in bulk or multi-packs. Complying with this requirement
entails extra labor costs that necessarily are transferred to the
consumer. On large packs, complete labeling information is
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already disclosed on the outer package. That labeling should
be sufficient, especially when removal from the pack and
attaching a label to each individual pair could jeopardize the
quality of knit or woven socks.

Besides labeling requirements coming under MOEA, the
Committee would also like to mention the recycling symbol
required by the Environmental Protection Administration
(EPA). One of the main purposes of recycling symbols around
the world is to advise and remind users that the box, jar, or
plastic packaging on which it is placed can be recycled. In
other words, users should dispose of the material in a manner
that is safe and appropriate for the environment. Likewise,
the PIC (Plastic Identification Code) system was introduced
in 1988 as a uniform system for manufacturers around the
world to differentiate between different polymer types and to
provide clear and concise instructions to consumers on how
to recycle the packaging.

With this background in mind, the Committee fails to
find any added-value in the labeling of plastic goods in
Taiwan with a square recycling symbol that is unique to
this market. In fact, the additional time and cost necessary
for importers to affix such symbols on recyclable imported
plastic products is clearly an unnecessary inconvenience that
lessens the attractiveness of trading with Taiwan. To repeat
our suggestion from last year, we urge the EPA to accept the
internationally recognized PIC on plastic goods as sufficient

for recycling purposes.

Suggestion 3. Maintain the classifications of
non-medicated toothpaste and mouthwash as general
products.

Non-medicated toothpaste and mouthwash have been
classified in Taiwan for decades as general products, with
MOEA as the regulatory authority. Since 2011, MOEA and
TFDA have proposed reclassifying non-medicated toothpaste
and mouthwash as cosmetic products. The Committee
expressed its concerns about this change in the 2011 and
2012 White Papers, but failed to receive positive feedback
from the authorities. Later in 2012, DCP assigned DOH to be
the central competent authority for non-medicated toothpaste
and mouthwash, and TFDA is currently drafting a revision
to the Cosmetic Hygiene Control Act to place non-medicated
toothpaste and mouthwash under that statute by redefining
these two categories as “cosmetics.” The Committee urges
TFDA to withdraw this initiative for the following reasons:

A. The current system is consistent with the practice in many
major markets. In the United States, for example, fluoride
toothpaste is classified as an over-the-counter or OTC
drug (no registration is required, but all drug products
need to be listed with the FDA), and in Japan it is also
an OTC product (registration required). Although most
toothpaste has been classified as a general product in
Taiwan, the current system actually follows the regulatory
trend of the above-mentioned countries, because if a

medical claim is made for the toothpaste or if it contains
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over 1,500ppm of fluoride, it will be classified as a drug

and registration is required.

. The key reason MOEA cites for this initiative is that it

lacks the professional expertise to regulate advertising
claims and health/hygiene issues for these two kinds of
products. We fail to comprehend MOEA’s concerns, as
other government departments such as the Fair Trade
Commission and the DCP have direct responsibility
for regulating all advertisements, even though other
departments have authority over the relevant products or
services. Likewise, DOH and TFDA have the expertise
and authority to deal with health/hygiene matters for
all products and services, regardless of whether other
government departments have general jurisdiction over
those products and services. For example, in practice
DOH has the ultimate responsibility for setting the
efficacy claims that non-medicated toothpaste and
mouthwash are allowed to make and for determining
whether an ingredient should be classified as a drug — and
if so, whether the ingredient poses any safety concerns.
In addition, all the advertising claims that MOEA has
had questions about (such as anti-sensitivity, plaque
reduction, and reduction of the incidence of periodontal
diseases and gingivitis) have already been approved by
DOH for non-medicated toothpastes, and any drugs
or toxic ingredients are governed by DOH. Under this
practice, if MOEA has any questions as to whether a
given claim implies a therapeutic effect or if a given
ingredient involves safety concerns, it can turn to DOH
for assistance. Even more to the point, DCP has further
clarified that authority rests with DOH in the case of
any unclear issue related to toothpaste and mouthwash
products. The roles and division of MOEA and DOH are
quite clear and there is no compelling reason to reclassify
toothpaste and mouthwash as cosmetic products and shift
the regulatory authority from MOEA to DOH. Besides,
if the government’s aim is to provide more transparent
information or warning messages to consumers, it is
already in MOEA’s power to require the toothpaste

industry to incorporate more information on the labels.

. Even if the proposed amendment is enacted by the

Legislative Yuan and the competent authority for
toothpaste and mouthwash is changed to DOH, the
current post-market inspection system would still be
maintained and industry would still follow the existing
self-regulatory provisions in its marketing. There would
thus be no practical difference from the status quo, and no

extra protection created for consumers.

. The relevant regulations related to the Cosmetic Hygiene

Control Act were established without consideration
of toothpaste or mouthwash products. The toothpaste
and mouthwash industries would need to reassess their
ingredients and possibly alter current formulations,
followed by numerous stability tests for formulations that

need to change. The process would be long and expensive,



and the costs of making toothpaste compliant with the

new cosmetic regulations would most likely have to be

passed on to consumers in the form of higher prices.

As there is no need to transfer the regulatory authority
of these two categories, the Executive Yuan and DOH
should avoid unnecessary regulatory changes that create an
administrative burden for both government departments and

businesses.

Suggestion 4. Reform the regulatory framework for

cosmetics products.

The Committee greatly appreciates TFDA’s continued
efforts to engage in regulatory reforms and harmonize more
closely with international practices. To aid in this initiative,
we would like to raise a few important issues for TFDA’s
consideration:

A. Balance in regulatory internationalization. In setting
new regulations, TFDA recently has looked primarily to
EU product standards and EU regulatory regimens for
reference. But instead of adopting them in their entirety, it
has combined them with regulations cherry-picked from
other countries. The result is often a cafeteria of rules
from all over, without any cohesive policy logic. Some
examples:
® Banned or restricted ingredients — In the EU, about

1,500 ingredients are either banned from use or have a
low maximum-allowed level in cosmetic products, but
manufacturers may apply for relaxation of the bans
and the maximum-allowed levels, and those requests
have been granted in many cases. In Taiwan, some 300
ingredients are either totally banned or have a much
lower maximum-allowed ingredient level than in most
other countries, but all applications for relaxation
so far have been rejected. In contrast, no more than
30 ingredients are regulated in the United States
and Japan. If, as expected, TFDA adopts the full EU
cosmetic ban list and the maximum-allowed ingredient
levels but maintains its current policy of no-exceptions
— barring even ingredients that have already been
relaxed in the EU - cosmetics companies would be
prohibited from introducing many products into the
Taiwan market.

e Product Information Files (PIF) — TFDA is proposing

to implement a series of PIF requirements, which would
require manufacturers to prepare a variety of technical
documents for government inspection at the importer’s
premises with regard to product safety, quality, and
claim supportability. By combining both EU and
ASEAN criteria, TFDA is heading toward adoption of
the most restrictive regulation of this kind in the world.
Further, many of the technical documents it plans to
require lack transparency and clarity, and are based
on the regulators’ arbitrary decree. Thus, the cosmetic
companies would be at high risk of non-compliance

when inspected, and failure to comply would cause

serious penalties and/or the recall of products. The
United States and Japan do not require PIFs, and
because Taiwan’s market size often does not justify the
production of special technical documents, not all U.S.
and Japanese companies operating in Taiwan could
manage to comply — presenting a potential technical-
barrier-to-trade issue. TFDA’s proposed mandatory
GMP requirement presents a similar problem of
combining regulations borrowed from multiple
jurisdictions into a single highly restrictive requirement
that poses compliance problems for the industry.

We strongly recommend that TFDA meet more regularly

with industry representatives to better understand their

concerns, and to avoid creating more “Taiwan-unique”

rules.

. Revise the “Corrective Advertisement” and “Product

Off-Shelf” policy. While this Committee sincerely
appreciates the proposed amendment of the Statute for
Control of Cosmetic Hygiene to end the requirement
for pre-broadcast censorship of advertisements, two of
the proposed substitutes — requiring companies to take
out corrective advertisements and removing products
from the shelves if their advertisements are deemed to
be “seriously exaggerating or untrue” — are reasons for
grave concern. The draft amendment stipulates that
health-administration personnel may determine whether
an advertisement or claim is “seriously exaggerating or
untrue” regarding content that may or may not be safety
or hygiene related. After such determination, the violator
would be required to broadcast or publish apologies and
corrective statements, with the health-administration staff
determining the time slots, duration, and appropriate
media to be used. Further, the health-administration staff
would also be authorized to prohibit the distribution,
display, and sale of the advertised product for an
indefinite period, based not on safety or hygienic concerns
but solely on the administrative staffs’ determination of
the advertisement’s truthfulness.

Normally in Taiwan, when advertising compliance and
penalty issues are involved, the businesses and individuals
accused are provided with due process protection,
either judicially in the courts or by a highly professional
review body such as the Fair Trade Commission, or
both. However, the TFDA proposal provides neither the
necessary due process protection nor a credible basis for
decision-making. As mentioned above, it would empower
the health authorities to rule on all advertising claims
— not just the health, safety, and physiological efficacy
aspects. Such a broad mandate would exceed DOH’s
legally defined institutional authority as well as the
regulators’ professional scope of competence. In addition,
the proposed measure would grant the health authorities
enormous power, in effect extending to them the ability
to ruin a company’s reputation and brand equity, or

even terminate its right to conduct otherwise legitimate
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commercial activities. Placing such great discretionary
powers in the hands of administrative personnel as part of
an advertising compliance regime would be unprecedented
in international practice.

We therefore seriously challenge the wisdom of
allowing unequipped administrative staffs to wield
discretionary powers greater than that of the courts in
deciding the fate of a business on an advertising matter.
We strongly urge DOH and TFDA to retract this proposal
from the Legislative Yuan as it is wholly inappropriate for

a country that adheres to the rule of law.

. Engage in broad-based discussions for establishing

advertising guidelines and self-regulation. We applaud
the official support TFDA has given to the initiative to
establish industry self-regulation on advertisements. As the
basis for such future measures, however, it appears that
TFDA is preparing to adopt even more comprehensive
and detailed “dos and don’ts” — rules governing the use
of particular words and phrases in advertisements — than
now exist. But because TFDA either lacks the capability to
deal effectively with wording that is not explicitly health
or hygiene-related or the willingness to go beyond the
scope of existing advertising-review criteria, the proposed
guidelines have remained highly restrictive and in many
ways arbitrary.

Advertising, particularly for cosmetics, is a dynamic
combination of science, commerce, and art, and we
believe TFDA should establish a broad-based mechanism
with more industry representation to deal with these
questions by means of principle-based guidelines that
improve regulatory transparency. We recommend that
TFDA study the feasibility of assigning a specialized
NGO with the task of monitoring cosmetics advertising
and determining their compliance with the regulations.
This approach would ensure that the formulation of
guidelines, monitoring of compliance, and settlement of
competitor and consumer disputes on advertisements are
handled professionally by a group of appointed experts.
An abundance of highly successful examples of this model
exists in other countries, including the United States,
many EU members, Japan, South Korea, Singapore, Hong
Kong, the Philippines, and India — and the consumers are
always the ultimate beneficiary. Cooperation between
government and industry to emulate this approach would
serve to elevate Taiwan’s practices in regulating cosmetics

advertising to the international norm.

. Simplify the registration process for medicated cosmetics.

Before the proposed revision of the Cosmetic Hygiene
Control Act comes into effect, the Committee recommends
that TFDA first simplify and accelerate the registration
and review process for medicated cosmetics. The possible
steps could include a) eliminating the requirement for
submission of a certificate of free sale provided by the
sourcing countries or, alternatively, following the examples

of established international practices by refraining from
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requiring pre-market registration for medicated cosmetics,
or b) exempting the registration requirement for selected
product categories that have low safety risk, such as
sunscreen products. These changes in the process would
enable the industry to better serve Taiwan consumers by
bringing them innovative products more rapidly.

According to our understanding, TFDA is indeed
seeking to simplify certain procedural requirements, such
as eliminating the need for some registration documents,
in order to shorten the lead time. But at the same time,
as a policy trade-off it is adding more requirements, such
as GMP certification, as a condition for registration. The
GMP requirement could significantly impact importers of
American cosmetics, as there is no GMP requirement in
the United States.

Suggestion 5. Construct a sound mechanism to manage
dietary supplements.

Taiwan consumers are increasingly aware of the need
to take steps to manage their health and wellbeing. Intake
of dietary supplements is well documented as a key aid to
healthy living. Since 2011, this Committee has urged the
Taiwan government to follow the global trend of classifying
vitamin and mineral products as a specific category separated
from food products or drugs. Establishing a distinct
classification for dietary supplements would create a focused
regulatory process that ensures the quality and safety of these
products, while also allowing for innovation. It would also
enable consumers to make more informed decisions in their
product selection in order to manage their health outcomes.

Currently, a number of common dietary supplements used
extensively in markets such as the United States, Australia,
and Canada are classified in Taiwan as drugs, resulting in the
imposition of much more restrictive standards than necessary.
These dietary supplements include:

e Melatonin

¢ Gingko Biloba
Co-Q10 (up to 200 mg per day)

Milk Thistle

e Saw Palmetto

We urge the Taiwan government to adopt the same
approach as the markets mentioned above, so as to allow
greater flexibility in the use of these products in the Taiwan
market.

Another advantage of having a dietary supplement
category is that promotional “claims” can be better
structured. Under U.S. law, for example, claims that are
allowed to be used on food and dietary supplement labels fall
into three separate categories: health claims, nutrient content
claims, and structure/function claims.

Health claims describe a relationship between a dietary
supplement ingredient and a reduction in the risk of a disease
or health-related condition, while structure/function claims
describe the intended effect of a nutrient or dietary ingredient

on the normal structures and functions in humans. For



the latter, manufacturers are responsible for ensuring the
accuracy and truthfulness of these claims. Such claims are
not pre-approved by the U.S. Food and Drug Administration
(FDA), and manufacturers must use a disclaimer that the
FDA has not evaluated the claims. For health claims, the
FDA permits claims that are not authorized by regulation
but are supported by credible evidence and accompanied by
a non-misleading disclaimer. Such claims are referred to as
“qualified health claims.”

Allowing manufacturers and retailers to make proper
claims about the benefits of a dietary supplement enables
consumers to make informed decisions when selecting a
product for better health control. Even before establishing
a dietary supplement category for vitamin/mineral product
regulation, the Committee encourages the Taiwan health
authority to allow health or structure/function claims for
these frequently-used ingredients:

e Lutein: Helps maintain eye health

e Lycopene: Helps as an anti-oxidant

e Phytosterols: Helps maintain cholesterol health

e Barley beta glucan: Helps maintain cholesterol health

e Glucosamine: Helps maintain joint health

e Folic acid: Helps prevent neural defects

e Calcium with vitamin D: Helps prevent osteoporosis

e Probiotics: Helps immune-function support

Suggestion 6. Liberalize the requirement for bank reserves

for standardized contracts related to gift coupons.

According to regulations of the MOEA Department of
Commerce, retailers wishing to issue merchandise coupons or
gift coupons by means of standardized contracts must keep
sufficient cash reserves in the bank or maintain the equivalent
amount in performance bonds. Alternatively, they may
engage in joint guarantees with other retailers of a similar
business type and scale (with market share exceeding 5%), or
through commercial associations.

These conditions are impractical because the retention of
bonds hinders the development of commerce, and no retailer
is willing to be another’s guarantor. The Committee therefore
offers the following suggestions:

1. Retailers with good reputations and credibility should be
allowed to maintain partial funds in the bank instead of
the full reserve amount.

2. Mutual guarantees from a company’s related entity should
also be allowed as a condition for issuance of gift coupons.
The Committee also urges elimination of the requirement

that starting and ending dates be specified for the trust/bank

guarantees. This stipulation results in stock management
problems for retailers in various ways:

1. Current regulations require retailers to destroy expired
gift coupons, which raises issues of paper and manpower
costs, and in turn disrupts the routine operation of stock
management.

2. Some retailers extend the ending date by three or six

months to reduce the volume of expired coupons.

Such extensions also pose unnecessary costs for the

manufacturers and importers.

Finally, the trust/bank guarantee period is unnecessary
and unsuitable for electronic gift coupon schemes for the
following reasons:

1. It is impossible to state a trust/bank guarantee period for
electronic gift coupons that can be reloaded. No retailer
states the trust/bank guarantee on reloaded coupons.

2. If there is no need for the reloaded coupon to state the
exact trust/bank guarantee period, it indicates that it
is also unnecessary for the period to be written on the
coupon.

3. The trust/bank guarantee period stated on the coupon
is not the only way to disclose this kind of information.
Retailers can also use the internet, phone calls, or other
measures to answer consumers’ queries.

The Committee believes that the trust/bank guarantee
period only serves to confuse consumers. Some consumers
mistakenly believe that the coupon’s expiry date is the same

as the end of the trust/bank guarantee period.

Suggestion 7. Further liberalize China-import restrictions.
The Committee appreciates the BOFT’s recent efforts to
expedite the often drawn-out process of removing restrictions
on China imports. In the past year, restrictions have been
lifted entirely on 17 “partially banned” product categories
and one “completely banned” category. The ban on one
“completely banned” category has also been partially lifted.
The pace of liberalization has been accelerated, although
there are still many Chinese-made products that remain
banned, resulting in supply-chain difficulties for multinational
companies and limited choices for Taiwan consumers. The
following table lists the priority items identified by the

Committee for the lifting of restrictions:

CCC Code Completely Banned Products

Graduated compression panty
hose, knitted or crocheted, of
synthetic fibres, measuring per
single yarn less than 67 decitex

1 |6115.10.11.10-3

Panty hose and tights, knitted
or crocheted, of synthetic fibres,
measuring per single yarn less than
67 decitex

Other glass mirror, unframed

2 [6115.21.00.00-5

3 | 7009.91.90.00-8
4 | 7009.92.00.00-6

Other glass mirror, framed

5 |6302.21.00.00.8 | Other bed linen, printed, of cotton

Other bed linen, printed, of

6 |[6302.22.00.00.7 man-made fibres

Woven fabrics of cotton, plain
weave, containing 85% or more by
weight of cotton, weighing more
than 100 g/square meter but not
more than 200 g/square meter,
printed

7 | 5208.52.00.00.7
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5208.59.90.00.1

Other woven fabrics of cotton,
containing 85% or more by
weight, of cotton, weighing not
more than 200 g/square meter,
printed

12

6115.30.00.00-4

Other women's full-length or
knee-length hosiery, knitted or
crocheted, measuring per single
yarn less than 67 decitex

5209.51.00.00.7

Woven fabrics of cotton, plain
weave, containing 85% or more by
weight, of cotton, weighing more
than 200 g/square meter, printed

13

6115.95.00.00-6

Stockings, socks and other hosiery,
knitted or crocheted, of cotton

14

6203.23.00.00-6

Men's or boys' ensembles, of
synthetic fibres

10

5210.21.00.00.1

Woven fabrics of cotton, plain
weave, containing less than 85%
by weight, of cotton, mixed mainly
or solely with man-made fibres,
weighing not more than 200 g/
square meter, bleached

15

6203.29.20.00-6

Men's or boys' ensembles, of
artificial fibres

16

6203.29.90.00-1

Men's or boys' ensembles, of other
textile materials

17

6203.49.21.00-1

Men's or boys' trousers, breeches
and shorts, of artificial fibres

11

7318.16.00.00.5

Nuts, of iron or steel

18

6203.49.91.00-6

Men's or boys' trousers, breeches
and shorts, of other textile
materials

12

1

6804.30.00.00.0

6107.22.00.00-4

Hand sharpening or polishing
stones

CCC Code Partially Banned Products

Men's or boys' nightshirts and
pyjamas, knitted or crocheted, of
man-made fibres

19

6204.23.00.00-5

Women's or girls' ensembles, of
synthetic fibres

20

6204.29.20.00-5

Women's or girls' ensembles, of
artificial fibres

21

6204.29.90.00-0

Women's or girls' ensembles, of
other textile materials

6107.91.00.00-0

Men's or boys' bathrobes, dressing
gowns and similar articles, knitted
or crocheted, of cotton

22

6204.69.21.00-5

Women's or girls' trousers,
breeches and shorts, of artificial
fibres

6107.99.30.00-6

Men's or boys' bathrobes, dressing
gowns and similar articles, knitted
or crocheted, of man-made fibres

23

6204.69.91.00-0

Women's or girls' trousers,
breeches and shorts, of other
textile materials

6108.32.00.00-1

Women's or girls' nightdresses and
pyjamas, knitted or crocheted, of
man-made fibres

24

6207.99.20.00-7

Men's or boys' singlets and other
vests, bathrobes, dressing gowns
and similar articles, of man-made
fibres

6112.39.00.00-8

Men's or boys' swimwear, knitted
or crocheted, of other textile
materials

25

6207.99.90.00-2

Men's or boys' singlets and other
vests, bathrobes, dressing gowns
and similar articles, of other textile
materials

6112.49.00.00-6

Women's or girls' swimwear,
knitted or crocheted, of other
textile materials

6114.90.90.00-3

Other garments, knitted or
crocheted, of other textile
materials

26

6208.92.00.00-7

Women's or girls' singlets and
other vests, briefs, panties,
negligees, bathrobes, dressing
gowns and similar articles, of
man-made fibres

6115.10.11.90-6

Other graduated compression
hosiery, knitted or crocheted, of
synthetic fibres, measuring per
single yarn less than 67 decitex
DZN

27

6208.99.90.00-1

Women's or girls' singlets and
other vests, briefs, panties,
negligees, bathrobes, dressing
gowns and similar articles, of other
textile materials

28

6209.90.20.00-4

Babies' garments and clothing
accessories, of artificial fibres

6115.10.12.10-2

Graduated compression panty
hose, knitted or crocheted, of
synthetic fibres, measuring per
single yarn 67 decitex or more

29

6209.90.90.00-9

Babies' garments and clothing
accessories, of other textile
materials

10

6115.10.90.90-0

Other graduated compression
hosiery, knitted or crocheted, of
other textile materials

30

6211.11.90.00-1

Men's or boys' swimwear, of other
textile materials

31

6211.12.90.00-0

Women's or girls' swimwear, of
other textile materials

11

6115.22.00.00-4

Panty hose and tights, knitted
or crocheted, of synthetic fibres,
measuring per single yarn 67
decitex or more

32

6211.32.00.00-5

Other garments, men's or boys', of
cotton

33

6211.39.90.00-9

Other garments, men's or boys', of
other textile materials
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Other garments, women's or girls',
of wool or fine animal hair

34 | 6211.41.00.00-4

Other garments, women's or girls',

35 |1 6211.42.00.90-4
of cotton

Other garments, women's or girls',

36 | 6211.49.90.00-7 . .
of other textile materials

Other drinking glasses, other than

37 | 7013.37.00.00-8 :
of glass-ceramics

Other toughened (tempered) safety

38 | 7007.19.00.00.8
glass

Other garments, women's or girls',

39 | 6211.42.00.90.4
of cotton

Other garments, women's or girls',

40 | 6211.49.90.00.7 . .
of other textile materials

Other paper or paperboard coated,
impregnated or covered with
plastics (excluding adhesives),
other than goods of the kind
described in heading 48.03, 48.09
or 48.10,

41 | 4811.59.00.00.1

42 12530.90.99.90.9 | Other mineral substances, n.e.s.

43 | 8301.40.00.00.2 | Other locks, of base metal

SUSTAINABLE DEVELOPMENT>>

The Committee appreciates the Taiwan government’s long-
term sustainability vision, strategy, and goals that are guiding
initiatives for environmental-footprint reduction and energy
and natural resource conservation. We believe that adoption
of policies with stronger incentives and subsidies could help
motivate the private sector to develop innovative solutions
in these areas using prevailing technologies. The Committee
would also welcome policy initiatives to increase public-
communications programs aimed at strengthening people’s
understanding of these issues and encouraging them to
change their daily behavior.

In particular, the Committee would like to commend
Taiwan’s Environmental Protection Administration (EPA) for
its action in response to our issue: “Recognize pure virgin
fiber tissue products in the EPA Green Mark system when
certified by globally accepted standards of responsible forest
management.” Since we first raised the issue four years ago,
the EPA has conducted a series of information-collecting
efforts, and it announced last year that facial tissue products
certified by globally accepted standards for responsible
forest management would indeed be considered eligible to
receive the Green Mark. The decision clearly demonstrates
that the Taiwan Green Mark program is keeping pace with
global sustainability trends emphasizing more comprehensive
lifecycle assessments.

We would like to share the following issues and
suggestions with the respective government agencies for their

consideration.

Suggestion 1. Continue to expand the new Green Mark
policy by including all tissue products certified by globally
accepted standards for responsible forest management in
its coverage.

As mentioned in the introduction, last year the EPA
adopted a policy of regarding facial tissue products that
are certified by globally accepted standards for responsible
forest management as eligible for inclusion in its Green Mark
program recognizing environmentally friendly products.
The Committee now requests that this policy approach be
extended to all tissue categories, including bath tissues, paper
towels, napkins, and kitchen towels. Incorporating those
products in the Green Mark program would help Taiwan
consumers differentiate environmentally sound products
from those products made from imported materials derived
through severe deforestation in other parts of Asia.

Supplies of recycled paper and fiber are insufficient to
meet market demand. Consequently, a holistic product
lifecycle approach to tissue products and responsible forest
management is necessary to protect the natural environment.
As stated in the 2012 White Paper, the renewability of
natural resources has become crucial to both sustainable
development and economic growth. At the same time, the
use of recycled material is no longer regarded as the only
way to reduce the environmental impact from the production
of tissue products. Product lifecycle assessments show that
the carbon footprint produced by recycled-fiber products
is in fact larger than that for virgin-fiber products, due to
emissions during the recycling and de-inking processes.
For this reason, the responsible forest-management system
and “Chain of Custody” certification, which monitors
sustainability from the very beginning through to the very
end of the product lifecycle, have been increasingly promoted
across the globe.

A constant flow of virgin fiber into the fiber network is
needed because wood fibers cannot be recycled indefinitely.
Depending on the origin of the virgin fiber and the type of
product, fiber is typically degraded and unusable after five
to seven cycles. Thus, virgin fiber is constantly required to be
added to the fiber network to compensate for the retirement
of degraded fiber, archival storage of paper, and loss of fiber
through normal use and disposal of certain paper products
such as personal care and tissue products. A recent study
by the World Resources Institute and the World Business
Council for Sustainable Development concludes that the
paper supply would encounter serious problems in a matter
of days if the input of fresh fiber were eliminated.

According to the Taiwan Paper Industry Association,
although the paper recycling rate in Taiwan is now as
high as 68%, Taiwan still needs to import recycled paper
— up to 601,000 metric tons of it in 2011. From a holistic
environmental viewpoint, incorporating wastepaper into
tissue production would be highly inefficient, as fiber could
not be recycled again due to hygienic concerns. Putting
recycled paper or fibers into the production of general paper
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products such as wrapping paper, books, and packaging,
instead of into the tissue category, could maximize fiber usage
up to five to seven times, making it the most efficient way to
utilize this limited resource.

Because of Taiwan’s strict regulation of its forests,
almost 99% of tissue fibers are imported. Yet there are no
regulations in place to check whether the materials come
from sustainable certified forests. It is estimated, in fact,
that more than 70% of imported tissue fiber comes from
non-sustainable-certified forests — especially in Indonesia
and China — that are considered to be in a severe state of
deforestation. If the Green Mark recognition is limited to
only one type of tissue product, consumers of other types will
be unable to differentiate the sustainable products from the
others, given that recycled tissue products and facial tissue
products with eco-labels account for only a small portion of
the tissue category.

We therefore urge the EPA to make further strides in
extending the Green Mark label to all virgin-fiber tissue
products that are certified by globally accepted standards for

responsible forest management.

Suggestion 2. Stipulate the origins and composition of
products/materials on Green Mark and Green Building
Material labeling.

The Committee encourages taking steps to advance the
Green Mark and Green Building Material (GBM) certification
systems in Taiwan along the lines of such international
green material labels as those in the United States, Hong
Kong, Australia, and New Zealand. More definitive labeling
requirements will effectively lower CO2 emissions and energy
consumption, and will give national products a competitive
edge to further promote the local economy. The Committee
urges the EPA and the Taiwan Architecture and Building
Center (TABC) to further clarify green label requirements
in terms of product/material composition and formulation
percentages. To promote environmental transparency and
to increase product/materials credibility in the international
marketplace, we advocate the inclusion of the following
content on the Green Mark and GBM labels:

e The distinction between Pre-Consumer vs. Post-
Consumer Recycled Content. Data specifying the amount
of recycled material on a dry-weight measurement basis,
or in standard reporting units allowing conversions to a
dry-weight basis, should be distinguished as a percentage
of pre-consumer and/or post-consumer recycled content,
as defined by ISO 14021-1999. Pre- and post-consumer
recycled content are not equivalent; pre-consumer recycled
content does not discourage the consumption of virgin
materials. Therefore, products with post-consumer
recycled content should be identified.

e Regional Information. Labeling should specify the
location of material extraction and manufacturing for
each component within a finished product/material,
indicating the amount (by dry weight or some other

TAIWAN WHITE PAPER « JUNE 2013

measure that can be converted to dry weight) of each

component in the finished product by source location.

The above criteria should apply to all finished products
and raw materials, subassemblies, and components for which
a manufacturer has demonstrated full conformity to the
Green Mark and/or GBM requirements. When any finished
product is not in complete conformity, documentation should
clearly identify the conformant and non-conformant amounts
in dry weight or percentages.

Although the Committee recognizes that not all companies
will comply with the suggested disclosures, the information
collected will nevertheless provide a more accurate indication
of the true environmental footprint of each product/material.
At the same time, we urge the EPA and TABC to seek ways
to protect proprietary information through minimal public
disclosure, for instance by only releasing to the public the
benchmark criteria that all green-label products/materials
have achieved.

The Committee strongly believes that the adoption of more
stringent criteria will further encourage manufacturers to stay
current with globally accepted standards, thus increasing the
marketability of Taiwanese products/materials and reducing

the environmental impact of local manufacturing.

Suggestion 3. Adopt an energy policy that balances
economic, ecological, and societal-acceptance
considerations.

The current debate in Taiwan on the role of nuclear power
is forcing consideration of what type of energy policy should
be adopted to guide the country’s future. What role, if any,
should remain for nuclear energy, given the strong public
and political opposition? How much should Taiwan rely on
burning coal to generate power — and thereby cause more
carbon emissions that contribute to climate change? To what
extent can liquefied natural gas (LNG) provide a substitute —
despite its higher cost that could have an adverse impact on
economic growth? No matter which option is chosen, there
will need to be serious tradeoffs. This Committee urges the
government, in making its energy-policy decisions, to take
a broad view that balances economic needs, ecology, and
societal acceptance.

Further, to hold the negative impact of future power
development to a minimum, we suggest increased attention
to energy conservation in order to lessen the need to expand
Taiwan’s power supply.

As noted in the McKinsey & Co. report Transforming
Taiwan into a Low Carbon Economy: Pathway to 2030,
power generation accounted for 57% of greenhouse gas
(GHG) emissions in Taiwan in 2010. The challenge will be to
grow GDP and per capita income, and improve the quality of
life, without increasing energy consumption. That goal can be
accomplished only with a comprehensive program to promote
energy saving — one that combines stringent standards
and regulations with attractive incentives for investment

in energy-saving projects, especially in the building and



transportation sectors.

In addition, renewable sources of energy should account
for as much of the energy mix as is feasible.

Renewable energy’s share in power generation was
3.2% in 2011. Although the Bureau of Energy (BOE) of the
Ministry of Economic Affairs (MOEA) reports plans for
1,000 wind turbines to be installed in Taiwan and for solar
(PV) installations to be operative on millions of roofs by
2020, wind and solar together would account for just 9%
of total installed capacity, while generating less than 6% of
the island’s power. Compared with the 20% goal set by EU

members for 2020, the target in Taiwan is not ambitious.

Suggestion 4. Consider a new mechanism of bidding for
public construction projects.

The Committee proposed in the 2011 White Paper to
promote sustainability in infrastructure projects by certifying
new technologies and materials for application in Taiwan.

Government agencies responded that the amended
Government Procurement Act allows new technologies/
materials to be included in the design and specifications,
and also stipulates that the certification task be assigned to
neutral third parties. Meanwhile, government agencies also
allow contractors to adopt new technologies and materials in
public construction projects without certification in the event
of urgency.

In practice, however, engineering consulting companies
still hesitate to incorporate these verified new technologies/
materials into specifications, out of fear of being accused
of — or even prosecuted for — showing favoritism to certain
suppliers. This situation results in low-quality construction
and blocks the introduction of new green technologies/
materials into Taiwan. The price-focused bidding process
is another factor discouraging contractors from submitting
proposals that properly balance economic needs, ecological
concerns, and societal acceptance.

We suggest that the government adopt a bid mechanism
that (1) includes a predetermined budget; (2) encourages
potential bidders to provide detailed illustrations of
sustainable applications of technology, materials and
solutions balancing economic needs, ecological concerns,
and societal acceptance and societal acceptance; and (3)
empowers the selection committee to award the bid to the

company that produces the most sustainable proposal.

TAX >>

The Taiwan government has been proposing various new
policies to deal with the economic downturn, boost the stock
market, and assure the survival of key industries. In the area
of taxation, the Ministry of Finance (MOF) has proposed to
include rules on controlled foreign corporations and the place
of effective management within the income tax regime in an

effort to reduce tax avoidance and make the tax regulations

more appropriate for promoting a dynamic business
environment.

Aside from new tax laws, the Committee wishes to note
that other tax issues merit attention as well. We believe
that many of these issues have a strong bearing on foreign
investors’ willingness to invest in Taiwan, and thus may
hinder Taiwan’s continued economic growth if they remain
unresolved. Examples are the goodwill issue as it impacts
merger and acquisition (M&A) transactions, and the
tax burden arising from technology transfers and R&D
spending. The Committee hopes that the government will
seriously review the issues and suggestions below and take
immediate actions.

Suggestion 1. Acknowledge the economic value and tax
deductibility of goodwill and identifiable intangible assets
generated through M&A activities.

In the interest of promoting market stability and economic
growth, the tax authorities should acknowledge that goodwill
and identifiable intangible assets generated through M&A
activities have economic value and are tax deductible. If the
M&A activities are between unrelated parties, the purchase
price should be deemed reasonable. Furthermore, the
interpretation of what constitutes tax-deductible intangible
assets should be as broad as possible.

Over the years, financial institutions have supported
government policies by helping to clean up troubled
enterprises and engaging in M&A activities in the interest
of consolidation. In the late 1990s, for example, many
Taiwanese companies in traditional industries and electronics
suffered during the Asian financial crisis and global recession,
and the government called on banks to assist in bailing
out troubled companies. The participating banks’ financial
soundness was affected, and unhealthy competition caused by
overbanking also undermined many banks' financial strength.
These problems led the government to implement the first
wave of financial reform in 2000, providing tax incentives
through the Financial Institutions Mergers & Acquisitions
Act to encourage M&A activity among banks. This policy
also attracted investment in Taiwan by multinational banks
to help restructure local banks struggling to survive. The
Mergers & Acquisitions Act was subsequently passed in
2002 to encourage similar restructuring and reform for
non-banking corporations.

Given the financial environment at that time and the tax
incentives made available under the new laws, many banks
participated in the financial reform as an opportunity to
expand their operations and market share. But since then,
the tax authorities have been denying tax deductions for
amortization of goodwill and identifiable intangible assets
acquired through M&A, which has led to numerous tax
appeals. The economic value of identifiable intangible
assets obtained through M&A, such as sales channels and
client relationships, as well as the residual value represented
by goodwill, are generally recognized under prevailing
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accounting standards. Nonetheless, the tax authorities
have been disallowing such claims for tax deduction on the
grounds of non-compliance with Article 60 of the Income Tax
Act or lack of supporting documents. Many taxpayers then
proceeded to seek administrative remedies, but the outcome
has generally not been favorable. Since 2009, there have been
162 tax appeal cases, of which the success rate for taxpayers
is only 2%. Aside from banking, these cases have involved
such other industries as securities, technology, and insurance.

Both Article 17 of the Financial Institutions Mergers
& Acquisitions Act and Article 35 of the Mergers &
Acquisitions Act specifically state that goodwill can be
amortized over a period of five to 15 years. But the tax
authorities have disallowed such amortization based on their
internal assessment guidelines, which require supporting
documents such as valuation reports or purchase-price
allocation reports. This approach clearly contradicts the
government's original aim of encouraging financial reform, as
well as the legislative intent in enacting the relevant laws.

In an effort to resolve the numerous tax disputes, the
Administrative Court provided a ruling in late 2011 on
how goodwill should be assessed. Regrettably, however,
the Administrative Court still failed to acknowledge the
legislative intent of the laws and the financial environment
that prompted the government to encourage these activities
to solve the financial crisis and the overbanking issue. In
supporting the tax authorities’ position, the Court put the
burden of proof on the taxpayers. As a result, taxpayers
need to justify the reasonableness, genuineness, and necessity
of the purchase price and the fair value of the acquired
assets with extensive supporting documents, while the tax
authorities need not justify disagreement with those figures
with any supporting evidence.

Nothing is stated in the Financial Institutions Mergers &
Acquisitions Act, Mergers & Acquisitions Act, or Income
Tax Act requiring the taxpayer to justify the reasonableness
of the purchase price. The tax authorities’ request represents
an inappropriate limitation on property rights that could
be considered unconstitutional. Further, there is no clear
guideline as to how a taxpayer can prove reasonableness, and
taxpayers have been given no guidance on how to prepare
documents during the M&A process to ensure that they
may later qualify for the goodwill deduction. This situation
engenders market uncertainty, with an adverse impact on
multinationals’ future willingness to invest in Taiwan.

Many financial institutions undertook M&A activities in
the belief that tax incentives granted under the relevant laws
were beyond challenge. But they now face tax disputes due to
their failure to meet the tax authorities’ internal assessment
guidelines, which were formulated only after passage of the
laws in question. The result is bound to undermine taxpayers’
confidence in the government’s commitment to fairness and
the rule of law.

Furthermore, the purchase price in an M&A activity is an

amount mutually agreed upon by the buyer and the seller. In
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the negotiation process, the buyer will naturally seek to lower
the price, while the seller will try to increase it. If the buyer
and the seller are not related parties, it is unimaginable that
the buyer would willingly pay a higher price to the seller for
the purpose of increasing the value of goodwill for a 17%
tax saving. Accordingly, if the buyer and seller are unrelated
parties, the purchase price should be deemed reasonable on
its face.

Goodwill is the difference between the purchase price and
the fair value of the acquired assets. When the subsequent
recovery of the acquired assets exceeds their fair value (for
example, through loans), the taxpayer would include such
recovery as taxable income in the year of recovery. If the tax
authorities disallow goodwill amortization, corresponding
adjustments should be made to the fair value of the acquired
assets and the taxable income amount in later years.
Otherwise, there will be an unreasonable and unfair outcome
in which goodwill amortization is not tax-deductible while
the recovery is taxable.

The tax amortization of identifiable intangible assets
generated through M&A has also been a controversial tax
issue. Article 60 of the Income Tax Act defines tax-deductible
intangible assets as including business rights, copyrights,
trademarks, patents, and other rights granted by the law, and
it prescribes the useful life of each identified asset. The tax
authorities have been taking a narrow and literal approach in
their interpretation of the Article to deny tax deductions of
identifiable intangible assets generated from M&A activities —
such as trade secrets, sales channels, client lists/relationships,
branch licenses, etc. — even when their value and useful life
are recognized under the prevailing accounting standards.
The tax authorities have disallowed these deductions in the
belief that tax-deductible business rights should be limited
to those granted under the law, whereas the said intangible
assets are generated through business activities. Again, this
argument ignores the government’s original policy intention
of encouraging M&A activities.

For banks, for example, the value of sales channels and
client relationships can be seen as the value of the branch
license realized through the merger. Although a branch license
is granted by the Financial Supervisory Commission (FSC),
the license itself does not possess a value when granted. It
gains meaningful value only through the owner’s efforts, such
as through the management of established sales channels
and client relationships. Banks, through mergers, recognize
the value of these intangible assets as a business right, which
should be tax deductible under the law. The situation is
similar for other industries where no government approval
of the merger or acquisition may be necessary. The buyer
acknowledges the seller’s effort and management of the
business by recognizing the value of the intangible assets
acquired; tax-deductible business rights should therefore
extend to any intangible assets recognized under prevailing
accounting standards.

These identifiable intangible assets generated through



M&A, if acquired with cash and the buyer has paid business
tax and income tax over the premium, or if acquired through
merger and the shareholders of the dissolving companies
have treated the amount exceeding their investment cost as
dividend income, should (based on prevailing accounting
standards) be amortized over their useful life or the
prescribed useful life of goodwill.

To conclude, we recommend that the tax authorities:

1. Revisit their internal assessment guidelines regarding
gooduwill.

a. Document requirements should not apply to
transactions concluded prior to the introduction of the
tax authorities’ internal assessment guidelines.

b. For M&A activity between unrelated parties, the
purchase price should be deemed reasonable. If the tax
authorities disagree with valuation reports or purchase-
price reports provided by the taxpayer to justify the fair
value of the acquired assets, the tax authorities should
provide justifications and documents supporting their
position.

c. The value of goodwill should not be challenged
when the tax authorities do not suffer any loss of tax
revenue.

2. Reconsider the tax treatment of identifiable intangible
assets.

a. Article 60 should be interpreted as broadly as possible,
and the economic value of identifiable intangible assets
should be determined based on prevailing accounting
standards; the Ministry of Finance should also issue
a tax ruling acknowledging that the identifiable
intangible assets may be amortized in the same way as
goodwill.

b. The value of identifiable intangible assets generated by
banks through M&A should be considered business
rights that can be amortized over a useful life of 10

years.

Suggestion 2. Reduce the withholding tax rate on
non-resident income from the existing 20% to a lower rate.

A non-resident company without a fixed place of business
in Taiwan is subject to a withholding tax of 20% on gross
Taiwan-sourced income. Prior to the end of 2009, the
withholding tax rate of 20% applied on gross income paid
to non-residents was less than the corporate income tax rate
of 25% applied on the net income of domestic enterprises.
Subsequently, the Income Tax Act (ITA) was amended to
reduce the corporate income tax rate to 17% in exchange
for elimination of various tax incentives (such as the five-
year tax holiday) under the Statute for Upgrading Industry
that were available to only qualified resident companies.
Since the reduced 17% corporate income tax rate applies
equally to resident companies that originally were eligible
to receive the said tax incentives and to those that were
not eligible, non-resident companies should also be able to

apply a withholding tax rate of 17%, or even lower, in the

interest of fair tax treatment to compensate for the fact that
it is imposed on gross income. If the withholding tax rate of
20% is not reduced, it is possible that foreign enterprises may
be penalized twice, both at the higher withholding tax rate.
With the withholding tax applied first on gross income, the
taxpayer is unable to request deduction of costs and expenses
for a tax refund.

The purpose of the withholding tax is to impose tax
on Taiwan-sourced income received by non-residents. But
under many technical service or licensing agreements, the tax
imposed on service fees or royalties received by non-resident
companies is actually borne by the domestic companies
buying the services, since the service providers have more
bargaining power due to the exclusiveness of the technology
owned. As a result, the 20% withholding tax rate not only
impacts foreign enterprises, but at times may also hurt
domestic enterprises.

It should also be noted that locations with more
competitive tax environments usually attract more foreign
investment, leading to more economic activity and therefore
more tax revenue. In other words, any decrease in revenue
from withholding tax may be offset by an increase from other
taxes.

The withholding tax rates of other Asia-Pacific economies
for payments to non-residents are listed below for reference.
Except for Taiwan, the withholding tax rates on payments
to non-residents are all lower than the domestic corporate
tax rates. To remain competitive, Taiwan should bring its tax

treatment in line with that of other Asia-Pacific economies.
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Withholding
Tax Rate
Corporate Service | Lower Than
Country Tax  |Dividends |Interest | Royalties |Remuner- |} Equal to the
. orporate Tax
Rate ations Rate (Y/N)
Taiwan 17% 20% | 20% 20% 20% N
Hong N . . | 4.95% or .
Kong 16.5% Nil Nil 16.5% Nil Y
Singapore 17% Nil [ 15% 10% 17% Y
China 25% 10% | 10% 10% 10% Y
Thailand 20% 10% | 15% 15% 15% Y
Malaysia 25% Nil [ 15% 10% 10% Y

Aligning Taiwan’s tax regime with other economies in the
region would also entail decreasing the individual income
tax rates for residents by one percentage point for the first
three tax brackets (bringing them down to 5%, 12%, and
20%, respectively) and reducing the withholding tax rate
on salaries for non-residents from 20% to 18% to make
Taiwan a more attractive employment destination for foreign

professionals.

Suggestion 3. Deal with unresolved issues regarding the
determination of Taiwan-sourced income.

This is the fourth year that the Tax Committee has
raised this issue to the MOF and other relevant government

agencies. We appreciate the MOF’s efforts over the years
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to clarify the matter and comment on our concerns, but in
reality the issue remains unsolved and constitutes a serious
problem for many taxpayers. We urge the government to
take another look at this issue and find effective means to
resolve it.

Even though the MOF considers that it has provided
clear guidelines on determining Taiwan-sourced income, the
difficulty is that local tax authorities have adopted the view
— in line with a resolution adopted at a judicial conference
in May 2010 — that income derived from a service used in
Taiwan should be treated as Taiwan-sourced income. Such an
interpretation, which regards a payment as Taiwan-sourced
income if the services are used in Taiwan, even though they
are rendered outside of Taiwan, is contrary to the spirit of
the Guidelines on Determining Taiwan-Sourced Income (“the
Guidelines™).

In addition, the local tax authorities tend to interpret
correspondence or interaction between the Taiwan service-
recipient and the foreign service-provider as facilitation
of the service provision, and they therefore consider the
whole payment to be Taiwan-sourced income subject to
Taiwan income tax. Such an interpretation is also contrary
to the Guidelines, because activities that are coordination
or notification in nature should not be considered to be
facilitating the service provision. Under such circumstances,
so as to avoid penalties for under-withholding, local service-
recipients tend to withhold 20% on the payment to the
foreign taxpayer — even though all or most of the service was
performed outside Taiwan. This practice causes serious cash-
flow issues for the foreign service-providers.

Furthermore, once a payment has been interpreted as
including Taiwan-sourced income, it is difficult to determine
the amount of contribution made in Taiwan so as to
differentiate between the Taiwan- and non-Taiwan-sourced
income portions. Such cases often drag on for years without
resolution. Evidence that would presumably help determine
the amount of contribution made in Taiwan, such as a CPA’s
audit report or even a transfer-pricing report, is of little avail,
as the tax office rarely relies on such evidence.

We therefore urge the MOF to further clarify which
activities constitute “facilitation of the service provision™ in
order to minimize the number of tax disputes. In addition,
the MOF should consider establishing more concrete rules
to determine Taiwan-sourced income, such as a formula for
calculating the portion of Taiwan-sourced income in the

payment.

Suggestion 4. Grant tax exemption to royalties paid for
foreign patents and know-how.

The Taiwan government has long sought to upgrade
the level of domestic industry by encouraging technology
transfer from abroad. For years, it also granted favorable
tax treatment via tax exemption on royalties paid for the
licensing of specific patents, trademarks, and special licensed
rights as defined under Item 21, Article 4 of the ITA.
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Unfortunately, the definition of the industrial categories
eligible for these “Special Licensed Rights” expired in March
2011, and no new definition has yet been announced. As
a result, payments to the foreign owners for know-how or
trade secrets are now subject to taxation, which significantly
increases the cost burden to local companies seeking to
upgrade their technology or introduce innovative know-how.

There is widespread agreement among government and
industry that to enhance Taiwan’s global competitiveness
and add value to its products and services, it is imperative
to introduce innovative technologies and know-how from
advanced countries — sometimes in the form of patents, but
mostly as special know-how or trade secrets. This strategy
should be encouraged and supported by favorable taxation
policies, such as the one implemented prior to March 2011.

The Tax Committee therefore urges the government to
adopt the following measures:

1. Include foreign patents filed in advanced countries (the
United States, Europe, and Japan, for example) in the
Royalty Tax exemption list under Item 21, Article 4 of the
ITA, and make the change retroactive to March 2011.

2. Provide a definition of the specific industries and know-
how eligible for treatment as “Special Licensed Rights”
under Item 21, Article 4 of the ITA, and allow advanced
manufacturing know-how and trade secrets (as defined
and approved by the Industrial Development Bureau) to

be included under this coverage.

Suggestion 5. Include multinational companies’ R&D,
training, and education expenditures in the government’s
revised tax credit program.

The government provides incentives to encourage
business enterprises to invest in research and development
on Taiwan to raise the level of industrial innovation. Under
the Statute for Industrial Innovation, business enterprises
may apply for tax credits of up to 15% of their annual R&D
expenditure for activities that (1) build the company’s own
R&D capability, and (2) represent further innovation by
the company itself in products, techniques, labor services,
or service processes. These two clauses effectively prevent
multinational R&D centers from applying for the tax credit,
since the R&D activities of subsidiaries and branches are
mostly controlled by the parent company or headquarters,
and it is hard for them to proceed with innovation activities
on their own.

However, these companies make an outstanding
contribution to Taiwan's innovations in products and
techniques, as well as to the cultivation of R&D manpower.
Therefore, their R&D expenditures should also benefit from
the tax credit. Maintaining the current policy will negatively
impact multinational interest in R&D investment in Taiwan
and retard Taiwan’s ability to develop into a regional
innovation center.

In addition, the previous government incentive program

also made expenditures on training and education eligible for



tax credits, but this important incentive was removed from
the revised program. Its absence will have a serious adverse
impact on the development of the kinds of talent Taiwan will

need for the next generation’s knowledge-based economy.

Suggestion 6. Amend the Commodity Tax Act to better
reflect the change in societal perceptions of electric
household appliances

The commodity tax levied on certain electric household
appliances was originally intended as a tax on luxury
household items. However, after years of economic
development and lifestyle changes, most of the luxury
items of the past are now commonly used household items.
For instance, most of the electrical appliances among
the following taxable items, such as refrigerators, color
televisions, air conditioners, electric ovens, etc., have become

necessities for daily household use in Taiwan.

Taxable Item Commodity Tax Rate
1. Refrigerators 13%
2. Color televisions 13%
3. Air conditioners, general 20%
Central air conditioning units 15%
4. Dehumidifiers, general 15%
Dehumidifiers for 15%
use in factories
5. Video recorders 13%
6. Record players Hand- 10%
carry type smaller than 0%
32 centimeters
7. Audio recorders 10%
8. Stereophonic systems 10%
9. Electric ovens 15%

Some definitions of the scope of taxable items are vague
and outdated, making it unclear whether they are applicable
to products with new innovations. When applying the
commodity tax, the tax authorities have difficulty providing
consistent and convincing interpretations, which confuse the
enterprises and cause disputes.

The Committee believes that it is time to re-evaluate the
appropriateness of the list of taxable items as stipulated
in Article 11 of the Commodity Tax Act, and to seriously
consider eliminating some taxable items that are no longer

]

“luxury products,” as well as clarifying and limiting the
scope of items that are actual “luxury products.”
The result would benefit households in Taiwan by

enabling them to purchase items at a more reasonable cost.

TECHNOLOGY >>

Taiwan is the world’s pre-eminent hub for the
development and manufacturing of most of the world’s high-
tech hardware: computer systems, boards, and components;

flat panel displays; digital cameras; smartphones and tablets,

along with many key elements of the clean-tech and biotech
sectors. The products developed or made by Taiwanese firms
include well over 90% of the world’s notebook computers
and tablets. For example: Apple’s Macbook computers are
mainly made by Quanta, based in Linkou, near Taipei; today,
all iPhones are made by Foxconn/Hon Hai Precision or by
Pegatron, both also based in the Taipei area.

Substantial, sustained government support programs,
particularly from the Ministry of Economic Affairs (MOEA),
as well as research conducted at the national labs of the
Industrial Technology Research Institute (ITRI), have
facilitated Taiwan's rise to the pinnacle of development and
manufacture of sophisticated devices central to the world's
economy. Today, the country is eager to move up the value
chain to become a hub for innovation, and no longer just
a center for making products designed elsewhere, with the
largest value accruing to firms in other countries.

Recently Taiwan and the United States signed a Joint
Statement on Trade Principles for Information and
Communication Technology Services. This Statement
recognizes the overwhelming importance of the technology
sector to the economies of both countries. It identifies the
need to enhance regulatory capacity in support of further
growth in this sector. We agree with that assessment, and
we advocate the following policy and position initiatives,
all aimed at implementing the goals of the Statement and
continuing to move Taiwan forward as a major participant in

the global technology ecosystem.

Suggestion 1: Accelerate the adoption of policies and
programs to encourage technology-oriented startups.

Over half of Taiwan’s US$300 billion in exports consists
of technology products. Yet these sectors are enjoying much
faster growth in South Korea and China than in Taiwan. If
Taiwan is to enhance or even maintain its competitiveness
in the tech sector, it is essential that it be able to encourage
and cultivate new startup enterprises as continuous, vibrant
sources of new ideas, approaches, and technologies.

Given the strength of its domestic high-tech hardware
manufacturing sector — and the presence of some key brand
companies such as HTC, Acer, and Asus — Taiwan has the
potential to produce a brisk flow of innovative startups,
emulating the success of Silicon Valley, Israel, and Singapore,
and giving Taiwan the opportunity to position itself as
a hub for international entrepreneurship and a gateway
to Greater China. Interest by would-be entrepreneurs in
creating startups has been increasing, and many graduates
from Taiwan’s top universities aspire to create their own
enterprises.

For various reasons, however, tech startups are not
flourishing in Taiwan. In fact, investors see the internal
obstacles in Taiwan as so severe that they typically
counsel entrepreneurs to incorporate the parent company
outside of Taiwan, even when their main operations will
be located here. For its part, the Taiwan government has
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recognized both the opportunities and the threats. The

Small and Medium Enterprise Administration (SMEA)

and other government agencies are actively encouraging

entrepreneurship. The Startup Labs and Startup Weekend,
partially hosted by the semi-governmental Institute for

Information Industry, have fostered incubation of several

new firms. Similarly, the government has funded programs at

the national universities to encourage innovation.

The Committee believes that revising Taiwan’s Company
Law to help meet the specific needs of emerging tech firms
and their investors would address some of the existing
problems and yield significant results. We urge a full
discussion of appropriate revisions to the law, including
allowing greater sophistication in the issuance of preferred
stock, making it easier for a company to offer shares to
employees, removing the requirement that a venture fund
have a board of directors, eliminating uncertainties about
stock-vesting provisions, and establishing an English-name
registration system. (See this Committee’s position paper in
the 2012 Taiwan White Paper for more details).

We are pleased that following our recommendations on
this subject in 2012, MOEA responded positively, arranging
for meetings with a Deputy Minister and representatives of
the Industrial Development Bureau to exchange views. The
Committee now requests continued government support for
creating a favorable ecosystem for technology startups, since
their growth and success will be crucial to the future of the
Taiwanese economy. Some specific recommendations are:

1. Ease — and preferably eliminate — the regulatory approval
process needed before a startup can bring in funding from
outside Taiwan. Taiwan's foreign investment approval
(FIA) process was designed generations ago, when Taiwan
was poor and foreign currency was scarce. It has achieved
its goal. Today, the FIA process only adds to the time
and expense of establishing foreign-invested startups,
imposing formidable burdens on nascent firms. Further,
as Taiwan moves toward a limited partnership structure
for venture funds, more foreign investors are likely to be
able to invest in Taiwanese tech sectors, since they are
often allowed to invest only through limited-partnership
mechanisms. The Legislative Yuan acted this May to
waive the need for foreign-investment applications for
projects valued at US$5 million or less. That decision
is an encouraging start, and we hope that as the new
system proves its value, the threshold will continue to rise
incrementally.

2. Relax or eliminate the requirement that a company earn
a minimum amount of taxable income in order to renew
work permits for its foreign employees. Shareholders of
startup companies recognize that it can take an extended
period of time for a startup to develop its technology and
become profitable, and are normally prepared to fund the
company through this period. It would be disastrous for
a startup company to lose its foreign managers because

Taiwan’s regulations do not allow them to renew their
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work permits until the company is profitable.

3. Liberalize regulatory restrictions on venture funds
in Taiwan to enable them to qualify more easily for
funding from the government and state-owned banks.
These regulations are currently so onerous that local
venture funds and startups frequently choose to forego
investments from these sources so as to gain more
flexibility. Besides keeping startups from working with
many vital Taiwanese institutions and preventing those
institutions from engaging thoroughly with startups, this
situation throttles the flow of capital into the Taiwanese
entrepreneurial ecosystem and heightens the propensity
for startups to seek funding and leadership from outside
Taiwan.

4. Enable international entrepreneurs to obtain “startup
visas” to come to Taiwan to establish businesses together
with Taiwanese partners, while also creating internship
opportunities for international students. Such programs
could be modeled on the J1 Visa Program in the United
States.

5. Revise the framework for government investment so
as to encourage earlier-stage involvement. MOEA’s
efforts to foster Taiwanese innovation by means of
evergreen funds (via an ITRI subsidiary, the Industrial
Technology Investment Corp.) have been encouraging.
The dual missions of the ITIC funds — achieving return
on investment while encouraging innovation in Taiwan —
are well-thought out and can be easily aligned. However,
current rules tend to restrict ITIC to investing in firms
that are already doing substantial amounts of business —
but at that point, the companies have sources of funding
other than venture funds. Support at the startup stage is

what is needed.

Suggestion 2. Shift the emphasis in IT spending from
hardware to software and services.

A 2012 Taiwan Research Institute study noted some
significant characteristics regarding Taiwan’s spending on
software and computer services compared with its peer
nations:

e Software and services take up 71% of worldwide IT

spending, but in Taiwan the proportion is just 33%.

e Taiwan's level of IT investment in agriculture,
manufacturing, and services is not only much lower
than in other developed countries, but has also
declined sharply as a proportion of total investment
in those sectors. Benchmarking South Korea, IT
investment in agriculture is 13 times higher than in
Taiwan, in manufacturing 24 times higher, and in
services three times higher.

e The consumption of IT software and services in
Taiwan as a proportion of GDP is far lower than in
other developed countries — only 0.22%, compared
with 1.46% in South Korea, 1.36% in Singapore,
1.99% in Japan, and 1.12% in the United States.



As these figures show, Taiwan is putting its long-
term competitiveness at risk if it fails to invest in IT on
a similar scale as other countries. Taiwan cannot take
full advantage of IT core values by putting most IT
investment into hardware. We therefore offer the following
recommendations:

1. Position IT as part of the national strategic
infrastructure needed to support Taiwan’s
transformation into a knowledge- and innovation-
based economy. Incorporate ICT applications in every
government project and plan.

2. Provide government leadership in shifting Taiwan
away from a hardware-centric approach by increasing
the investment ratio for software and services in every
government IT project.

3. Set up tangible IT goals and indices using South Korea

as a benchmark.

Suggestion 3. Open up additional spectrum, such as
unused TV broadcast channels, for unlicensed access.

The pace of wireless data growth is explosive and
ever increasing, driven not only by consumer devices and
human communications, but also by machine-to-machine
communications, or the Internet of Things. Such growth
has put a severe strain on the radio spectrum resources that
underpin all forms of wireless communications, and creates
the need for more efficient ways to manage and use spectrum
resources. Globally, there is a clear trend of accelerated
adoption of spectrum-sharing techniques and policies, one of
which is to open up more spectrum resources, such as unused
TV broadcast channels (the so-called “TV White Spaces”) for
unlicensed and shared access.

TV White Space (TVWS) technology is often referred to
as “Super Wi-Fi,” given its similarity with Wi-Fi in terms
of its unlicensed nature and superior range of coverage and
ability to penetrate obstacles. Regulators across the world —
led by the Federal Communications Commission in the United
States, Ofcom in the United Kingdom, Industry Canada, and
the Infocomm Development Authority in Singapore — are
putting in place regulatory frameworks to enable wireless
broadband services to be delivered over the otherwise
idle spectrum resources in the TV band. International
organizations such as IEEE and the Wi-Fi Alliance are actively
developing global TVWS technology standards. The potential
for TVWS radios and devices can be compared with the
success of Wi-Fi technology and ecosystem, which was among
the first “unlicensed spectrum™ applications. The size of the
TVWS radios and devices markets can be expected to be
even bigger, given the technology’s applicability to all existing
Wi-Fi devices, plus billions of wirelessly connected sensors in
the world of Smart Cities and the Internet of Things.

With its strong semiconductor, components, systems, and
devices manufacturing segments, Taiwan already has enjoyed
enormous commercial success on the back of the explosive

growth of wireless connectivity worldwide. Building on

such a strong foundation, Taiwan stands to reap even greater
success in the new wave of wireless innovation enabled by
the White Space technologies. The government could play an
instrumental role in fostering a vibrant local ecosystem that
could position Taiwan as a leading market and technology
supplier for TVWS radios and devices worldwide. Some
specific recommendations include:

1. Provide a supportive regulatory and policy environment
for local companies to innovate on wireless technologies
using unlicensed spectrum resources. Making available
more unlicensed spectrum lowers entry barriers and
allows small startup companies to pursue innovative
solutions without having to incur hefty upfront spectrum
licensing fees. Given the transition to Digital TV and
the desirable propagation characteristics of the TV-band
spectrum (470-790MHz), there is a prime opportunity to
open up the unused TV broadcast channels for unlicensed
wireless connectivity services.

2. Encourage and incentivize private-sector investments to
capture the market at an early stage. The government
could provide funding or tax incentives for companies
who invest in building technology capacity and
innovation on TV White Spaces.

3. Direct government R&D funds and resources to TVWS
radio research. Government R&D agencies such as ITRI
have already done significant research on white-space-
related technologies such as cognitive radio. The Institute
could further build its competency and potentially
transfer its research outputs for commercial development
by private companies.

4. Grant trial licenses and supporting funds for industry
to conduct commercial trials to explore applications
for Smart City (for example, for disaster response) and
Digital Inclusion (connecting rural and remote areas).
With proper government guidance and policy enablement,

TVWS could represent another significant growth area

and export market for Taiwan’s ICT industry. This effort

would also be in line with the Spectrum section of the

Joint Statement on Trade Principles for Information and

Communication Technology Services that Taiwan signed

with the United States this March, in which the two sides

pledged to “maximize the availability and use of spectrum
by working to ensure that it is managed effectively and
efficiently.”

Suggestion 4. Modify the terms and conditions in the
Government Procurement Act and IT services model
contract that now seriously restrict multinational
companies’ ability to directly bid as the primary
contractor.

Some of the key terms and conditions that the government
now imposes in contracts for Information Technology (IT)
procurement have seriously constrained the ability of the
world’s best IT vendors to provide the goods and services that
would benefit Taiwan. The Committee urges the government
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to modify the unreasonable terms and conditions in both
the Government Procurement Act (GPA) and the IT services
model contract. We further urge the government to remove
the trade barriers that today seriously restrict multinational
companies in Taiwan from directly bidding as the primary
contractor in a tender.

Item 1 in Article 59 of the GPA states that in the case
of selected or limited tenders, the bid price shall be no
higher than the lowest price the bidder has offered in other
tenders under the same market conditions. In practice, the
competent authority will enforce this requirement by asking
the bidders to pledge in writing that they will adhere to that
stipulation. But defining the “same market conditions” is
problematic when each bid has its own unique cost structure,
price consideration, etc., aside from the fact that the market
(especially in the IT industry) is constantly evolving. Since it
is virtually impossible to find two bids that have exactly the
same market conditions, the bid price should be agreed upon
on a case-by-case basis.

Further, the current practice of requiring that a bidder
undertake in writing that it is offering its lowest price in a
government bid for IT services may run afoul of the principle
of fair competition, which lies at the heart of the modern
market economy. The bidder should be allowed to submit an
offer, whether at a high price or low price, based on its own
commercial considerations.

Given the above factors, the Public Construction
Commission (PCC) in 2010 sought to revise the law to delete
the lowest price bid requirement, but unfortunately the draft
has not been accepted by the Executive Yuan. We strongly
believe that the article still needs to be amended to address
the concerns mentioned above.

In addition, the PCC announced a model contract for
government procurement of IT services, but some of its
provisions need to be enhanced to create a truly fair and
friendly procurement environment in Taiwan:

1. Limitation of Liability. LOL is critical to the IT
services supplier’s ability to manage and control the
risks associated with the performance of those services.
While the model contract provides for LOL, it also
allows certain exclusions. For example, liability for IP
infringement is not capped, no matter whether it occurs
with regard to the supplier's product or a third party's
product. The general international practice is that
the primary service supplier is not accountable for IP
infringement of a third party’s product. If there is no cap
on a third-party product’s IP infringement, the unlimited
liability would leave the supplier with no way to manage
and control the risks arising from its performance.

2. Caps on Service Level Agreement (SLA) penalties. It is
a widely accepted industry practice to place a cap on the
penalties that can be imposed for SLA non-compliance.
Such caps are included in Taiwan’s other model contracts
for government procurement, including the construction

contract, engineering technical service contract, and labor
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procurement contract, etc. The model contract for IT

services should follow the same example.

. Period of Confidentiality. It is unreasonable under

normal business conditions to impose an obligation
to maintain confidentiality indefinitely. The legal
system accommodates periods of confidentiality of
different lengths in accordance with the different levels
of classification for the confidentiality of government
information. But no law provides for an indefinite period
of confidentiality. Unless otherwise required by law, or
dictated by exceptional circumstances such as national
security needs, the confidentiality period should be set at

no more than five years.

. Ownership of the bidding proposal copyright. The

Copyright Law refers to the principle of authorship
as determining the ownership of a particular work. In
line with this principle, because the bidding proposal is
produced by the bidder, ownership should reside with
the bidder rather than the government agency. Further,
since the bidding proposal generally contains information
and know-how essential to the bidder’s competitive
capability, it is not appropriate for the government agency
to retain copyright of the bidding proposal. Under normal
circumstances, these proposals should not be made

available to third parties or other agencies.

. Changes in project team members. Given that the

supplier cannot predict nor control such occurrences as
a team member’s death, retirement, or resignation during
the project, it is unreasonable to impose any penalty on
the supplier due to such changes in the composition of
the team.

. No access to non-published financial information.

Although the supplier may provide relevant written
documentation upon the government’s request to the
extent necessary for fulfilling investigation and audit
purposes, the supplier under no circumstances should
be obligated to provide its non-published financial
information to the government. Such non-published
financial information is protected as the supplier’s trade
secrets, and in most cases is irrelevant to the supplier’s
performance of IT services to the government. It should
therefore be clearly stated in the model contract that
the government shall not have the right of access to any

non-published financial information of the supplier.

. Special characteristics of IT services and software

products. There are many types of IT services (strategic
outsourcing, software maintenance, hardware
maintenance, Software as a System, etc.), and they do not
lend themselves to “one-size-fits-all” model contracts.
At the very least, portions of the model contract need
to be tailored to satisfy the special characteristics of
particular IT services and software products. We suggest
that the government clearly identify the articles requiring
special attention and perhaps modification, so as to

alert government procurement entities to the diverse



conditions that may need to be reflected in the contract
and thereby avoid misunderstandings between the

government and the supplier.

TELECOMMUNICATIONS &
MEDIA >>

The Committee appreciates the efforts by the National
Communications Commission (NCC) and Ministry of
Transportation and Communications (MOTC) to support
the development of the telecommunications and media
sectors. In particular, we are pleased to see the strides the
Taiwan government is making toward the release of mobile
broadband licenses later this year. We believe that this step
will assure ubiquitous connectivity for mobile broadband
and help promote the rapid development of innovative and
efficient communication technologies and services.

Below, we offer some suggestions from an industry
perspective on how to further enhance that forward
momentum. We look forward to continued interchange with

the authorities on these and other issues over the coming year.

Suggestion 1. Provide a balanced, competitive 4G
environment for the benefit of both operators and
consumers.

The LTE (Long-term Evolution) standard for wireless
data communication has become the most accepted global
choice for 4G mobile networks. Currently 415 operators are
investing in LTE in 124 countries, and the Global Mobile
Suppliers Association (GSA) forecasts commercial operations
by 248 LTE networks in 87 countries by the end of this year.
The build-up of the 4G service and operation ecosystem
in other markets has thus greatly minimized the risk for
deployment of FDD-LTE in Taiwan. In addition to FDD-LTE
technology, TD-LTE is also an option, with 18 operators in
the Asia-Pacific already engaged in trials.

The Committee appreciates the authorities’ active and
efficient guidance of 4G development in Taiwan, from the
discussion stage to planning and execution. For the sake
of building a healthy and long-term foundation for 4G, we
propose the following for the government’s consideration:
A.Encourage a positive environment for ecosystem

development. Information and communication technology

(ICT) equipment, mobile handsets, application and

software design, and many other industries associated

with telecommunications will play an important role in

Taiwan’s economic future. A positive telecom industry

ecosystem, based on a proper vision and effective

execution for infrastructure development, will benefit
both local equipment manufacturers and service
providers.

B. Assure the service quality of the network infrastructure.

With the growth in usage traffic, 3G has been

encountering mounting consumer demand for increased

bandwidth and speed. In the upcoming 4G environment,
subscribers will require even more broadband throughput
than with 3G networks. As a result, the need for base
stations will increase substantially. To avoid network
congestion in the future, active government assistance
and support will be necessary to help operators obtain
sufficient base-station sites. We urge the NCC to speed
up the approval process for small cells and to encourage
expanded use of small cells to improve 4G coverage.

C.Rationalize the rate plan. To prevent a minority of users
from degrading the overall network quality, we suggest
that the authorities restrict operators from adopting
a flat-rate structure, instead requiring them to utilize
a pay-as-you-go/tiered rate plan. Constantly cutting
prices is not the only or best way to assure customer
satisfaction; on the contrary, it will lessen service quality
and ultimately decrease consumers’ level of satisfaction.
Since broadband ICT network quality is a key index of a
country’s competitiveness, the government should support
domestic service providers in establishing a long-term and
healthy environment, not a price-cutting game.

D. Promote green technology. All industries are currently
taking environmental sustainability and the adoption
of green technology as important objectives. The
government should encourage the entire industry chain to
develop and introduce the latest energy-saving solutions
and equipment. The U.S. experience with wasted
resources caused by the flat-rate “buffet” model has
alerted more and more people in the marketplace to the
importance of a green strategy.

E. Provide sufficient regulatory support. A well-managed
market requires a strong regulator. The scope of NCC
responsibility is larger today than when the Commission
was formed in 2006. The size and scale of the
organization should be enlarged as well, so as to match
the market requirement in terms of the quantity and
complexity of the issues and applications with which the
NCC needs to deal. We suggest that now is the right time
to re-evaluate the NCC’s functions and to ensure that it

has the manpower and other resources to fulfill them.

Suggestion 2. Relax cross-Strait investment restrictions on
the telecom industry.

Although Taiwan acceded to the World Trade
Organization (WTO) in 2002, capital from mainland China
is still barred from investment in Type I telecom businesses,
which fails to conform to the spirit and probably the letter
of WTO commitments. As a result of this restriction on
Chinese investment, Taiwan companies are unable to take
effective advantage of many market opportunities, and their
ability to promote their business in the Asia-Pacific region
is impeded. At the same time, the Ma administration has
set the goal of Taiwan joining the Trans-Pacific Partnership
(TPP) trading bloc, yet the degree of market opening is still
far behind what will be necessary for TPP participation, as no
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clear progress in trade liberalization has occurred since WTO
accession. Moving to eliminate the restrictions on cross-Strait
investment in the telecom sector (especially on investment
from China to Taiwan) would be consistent with Taiwan’s
WTO commitments, while also helping Taiwan to accelerate
its signing of other FTAs and allowing Taiwan operators to
reach large enough business scale to lead the development of
the global Chinese-language content market.

Given Taiwan’s well-developed IT and telecommunication
industry supply chain, boosting cross-Strait investment in the
telecom sector would strengthen not only the development
of the telecom business itself, but also such upstream
and downstream industries as IC design, mobile-phone
manufacturing, and value added software services. It would
also spur the development of innovative application services
and increase market opportunities and competitiveness.
Moreover, relaxation of the current regulations would help
bring overall cross-Strait investment flows — currently heavily
skewed toward Taiwan investment in China — into greater
balance. It could also help the competitive Taiwan content
industry penetrate the China market.

We realize that the government has concerns about
national security, personal data protection, and other
non-economic factors when considering the relaxation
of cross-Strait investment restrictions. However, some of
Taiwan’s financial and high-tech industries (including flat-
panel displays), which were regarded as sensitive sectors
and had been barred from accepting Chinese investment,
have been opened to such investment step by step since
2011 without any adverse impact on Taiwan’s sovereignty
or security. The same should be the case for the telecom
industry.

The Service Trade Agreement under the Economic
Cooperation Framework Agreement is reportedly close to
being signed, and the fourth stage of Taiwan’s opening to
Chinese investment was due to be launched as this position
paper was going to press. These cross-Strait initiatives are
expected to include the financial (especially banking) and flat-
panel display industries, but not the Type I telecom sector.
Rather than applying the logic that Chinese investment
in the telecom sector must be either totally forbidden
or fully opened up, the authorities such as the National
Communications Commission (NCC), Ministry of Economic
Affairs (MOEA), and national security units should adopt
the gradualist model utilized for investment in the flat-panel
display, financial, and other important industries. We suggest
amending the regulations to allow at least 30% to 40%
shareholdings from the mainland in Taiwan’s Type I telecom
businesses.

In addition, we request that the NCC, the MOEA’s
Investment Commission, and the national security authorities
clarify the rather vague term of “national security” concerns
as to the potential impact on investment-approval decisions.
More explicit supporting measures and guidance would
enable both Taiwanese and Chinese telecom operators to
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better prepare for the opening up of cross-Strait investment
opportunities.

To enter into high-standard trade negotiations such as TPP,
it is first necessary to clear away existing trading obstacles.
The Taiwan government should revise its regulations on cross-
Strait telecom investment for the sake of market liberalization
and trade normalization. Waiting will only mean lost
opportunities. Taiwan has no choice but to move faster to
catch up with other countries’ pace of entering into free trade

agreements and avoid the risk of being marginalized.

Suggestion 3. Develop effective regulations for internet
content management.

Internet access speeds in 2012 have continued to increase
in line with the government’s policy target for achieving
digital convergence — that is, to reach a level of over 6 million
broadband users with Internet access speed above 100Mbps —
before 2015.

It has long been the Committee’s concern that Taiwan has
yet to build a robust policy and regulatory infrastructure to
regulate OTT (Over-The-Top) services via the internet. With
the increased speed of internet access, OTT video services
have continued to gain usage among consumers. Video
content is being distributed over the internet through OTT,
providing services similar to those of traditional pay-TV
operators (such as cable TV or licensed IPTV services). But as
they are not subject to Taiwan tax or regulatory obligations,
OTT services pose unfair competition to local service
providers.

Taiwan’s cultural and creative industry has enjoyed
encouraging successes in such areas as music, drama, and
film, and many well-known artists were introduced to the
global market. With the recent formation of the Ministry of
Culture (MOC), this industry should become an important
area of focus. However, Taiwan content producers have been
losing revenue due to OTT video service providers infringing
on their intellectual property rights, which has discouraged
the local content producers from creating new digital content.
Under these circumstances, network operators will also
refrain from investing extensively in deploying the more
advanced network infrastructure necessary for achieving the
targets the government has set.

To protect IPR for content delivered via the internet,
lawmakers in the United States have proposed a Stop Online
Piracy Act. We again urge the Taiwan government to form
a task force under the Executive Yuan to coordinate the
efforts of the relevant agencies, including TIPO, MOC, and
the NCC, so as to find solutions to protect Taiwan's industry
from the unfair competition of the unlicensed OTT service
providers.

The Committee also suggests that more needs to be done
with regard to public education. Downloading “free content”
via the internet — content that otherwise would need to be
paid for — is most likely illegal. Yet the lack of regulation and

enforcement, as well as insufficient public understanding of



the issue, continues to negatively impact cable operators’
business despite repeated complaints from the industry. The
Taiwan government needs to adopt effective measures to
protect the IPR of domestic companies against unregulated
OTT services and to step up public education initiatives that
bring people’s attention to legal and other issues related to
using unlicensed services.

Further, the Committee urges the government to set up a
central organization to be responsible for the harmonization
of convergence regulation across all channels, so as to ensure
the equal treatment of digital content on multiple platforms,
anytime and anywhere, to maximize consumer benefits in the
digital society.

Certain countries have recognized the importance of
regulations to control and penalize online piracy. For
example, Malaysia enacted the 1998 Communications &
Multimedia Act, which obligates ISPs to act to prevent any
violations of the law when presented with a written request
from the Malaysian Communications and Multimedia
Commission (SKMM). SKMM has the right to notify ISPs to
block websites involved in copyright infringements after those
sites have been identified by the competent authority for the
copyright law, the Ministry of Domestic Trade, Cooperatives
and Consumerism.

As in Malaysia, the authorities in Korea have the right
to ask ISPs to block copyright-infringing websites directly
through administrative procedures authorized by relevant
laws, such as the “Telecommunications Business Act” and
the “Act on Promotion of Information and Communication
Network Utilization and Information Protection.” The
Ministry of Culture, Sports, and Tourism (MCST) and the
Korea Communications Standards Commission (KCSC) both
have the right to prohibit any infringing content by blocking
illegal websites.

The Taiwan government’s policy has been to encourage
the growth of the local content industry and promote the
marketing of creative content internationally. To accomplish
those aims, Taiwan urgently needs to accelerate the creation
of regulatory and enforcement capacity related to internet
content, so as to protect the viability of law-abiding
business models. Ultimately, content providers and other
industry participants will be able to enjoy a healthy policy
environment and vibrant digital-media landscape that is
conducive to encouraging investment, as has been the case for

a number of Taiwan’s neighboring countries.

Suggestion 4. Liberalize the NCC’s regulatory system for
approval and renewal of TV-channel operating licenses.
The process by which international channels apply for
operating licenses, as well as for reviews, evaluations, and
license renewals, is overly complicated. By the time the NCC
completes its evaluation or renewal procedure, it is often
already time for the next application. The Committee urges
the NCC not only to simplify the procedures and decrease
the frequency of evaluations from the current biennial

basis to once every three to four years, but also to broaden
the channel content definition, since the channel’s value
should be determined by the Taiwan market rather than the
government. If the channel has no record of violations, its
license should not need to be renewed.

According to the Cable Radio and Television Act,
channels applying for business licenses are required to file an
application and operating plan, but operations are allowed
to start only after the business license is issued. As part of
the application and operating plan, the NCC asks for highly
detailed information, such as the number of foreign shares,
the shareholder structure (for international media groups
involved in cross-investment holdings, it is difficult to list
all the information on a single table), employees’ salaries
and seniority, total personnel turnover, and other data that
companies generally regard as confidential. As the applicants
are usually well-known international channels and the
relevance of much of the requested information is unclear,
we recommend that the NCC review its procedures and
remove the requirement for the submission of information
and documents that are not deemed essential, or to forgo
the review process if the channel has never violated any
regulation.

In addition, the channels are required to report every April
and October on the number of households receiving their
service. The Committee believes that this information should
be more readily obtainable from the system operator or MOD

provider, instead of the channels.

TRANSPORTATION >>

This year’s position paper includes submissions from
three of the Committee’s industrial sectors: Express Cargo,

Automotive, and Aviation.

EXPRESS CARGO
Suggestion 1. Remove the Power of Attorney requirement

for low-value, non-dutiable import express shipments.

Currently the simplified clearance process for express
consignments is based on the “immediate release guidelines”
of the World Customs Organization (WCO). According to
the guidelines, consignments should be divided into four
categories — correspondence and documents, low-value
dutiable goods, low-value non-dutiable goods, and high-
value goods — for the purpose of determining immediate
release. This division implies a need for risk management and
efficiency.

In practice, when there is a declaration of fraud (meaning
that the shipper is considered to have intentionally provided
an incorrect commodity name, causing the express company
to make a wrongful declaration to Taiwan Customs), the
express company must provide a “Power of Attorney” or
else it will be penalized. In the United States, European
Union, Japan, and other countries that have adopted WCO
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guidelines, however, there is no such requirement for
low-value shipments.

In the interest of establishing a fair and globally aligned
regulatory environment, the Committee urges Customs to
remove this requirement in order to ensure that Taiwan’s
express-transportation procedures are at the same level as

other countries in terms of speed and risk control.

Suggestion 2. Set up an express cargo center at the
Kaohsiung Airport.

We encourage the Ministry of Finance to set up an express
cargo center at Kaohsiung Airport to improve southern
Taiwan’s business competitiveness.

After the deployment of the High Speed Rail system,
there are no longer domestic flights carrying cargo from
the Kaohsiung (KHH) area to connect with flights out of
the Taoyuan International Airport. Very few flights serve
KHH at all. This situation seriously constrains the ability of
businesses to efficiently export materials by means of express
clearance.

Until several years ago, an express cargo terminal
operated in KHH airport, but it stopped running for various
reasons. Express cargo transportation is an important form
of logistical support for high-tech industries and a key
element for modern business development. Establishment
of an express cargo terminal in Kaohsiung will enhance the
international transportation model for southern Taiwan and
attract more businesses to the area in line with the Executive

Yuan’s “Economic Power-up Plan.”

AUTOMOTIVE

The industry hopes to see more automotive components
as well as complete vehicles included in the next round of
cross-Strait tariff-reduction negotiations under the Economic
Cooperation Framework Agreement (ECFA). We also urge
the government to enter into a free trade agreement with
ASEAN to help the Taiwan automotive industry develop
regional competitiveness by eliminating tariff and other
trade barriers and expanding the export of vehicles and
components.

At the same time, it is important for Taiwan to refrain
from adopting unique domestic regulatory requirements
and technical barriers, and instead to harmonize domestic
and international technology standards and regulations so
as to streamline the certification process and thereby reduce
the cost and lead time faced by industry. While welcoming
Taiwan's automotive industry policy of seeking to decrease
greenhouse gas emissions and actively encouraging the
development of carbon-reduction technology, we encourage
the authorities to adopt integrated tax-driven incentives
for emissions reductions, basing them on performance
and efficiency, and not limiting them to any particular
technology.

In response to the unprecedented “climate change”

challenge, we again call on the government to expand its
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incentives for reduced CO2 emissions and higher fuel-
efficiency standards beyond the existing excise tax exemption
for battery electric, hybrid, and plug-in hybrid vehicles.
Given Taiwan’s high dependence on fossil-fuel power
generation, plus the fact that batteries for electric and hybrid
vehicles must be recharged through the existing electricity
grid, the use of electric vehicles is likely to have a much
lower impact on CO2 emissions than many people realize.
Consideration should be given to extending the current

incentives to other alternative energy sources.

Suggestion 3. Accelerate the introduction of new clean,
environmentally friendly, and safe vehicles into the
market.

Although total auto sales last year came to 366,000 units,
down 3.28% from 2011, Taiwan's auto market has still
improved significantly since the downturn that led to total
sales of only 220,000 vehicles in 2008. But with industry-
wide production capacity at 700,000 units, the capacity
utilization rate is still only a little overt 50% For Taiwan’s
auto industry supply chain to achieve economies of scale
and gain international competitiveness, it will be necessary
to boost the economy to increase domestic demand and
to expand exports. We urge the government to set a clear
policy to promote the long-term development of Taiwan's
auto industry while also taking the implementation of
CO: reduction targets into account. In addition to the
environmental benefits, such a policy would provide the
government with additional tax revenue by expanding the
auto market.

Specifically, for the domestic market we recommend
focusing on expanding incentives for clean vehicles:

e At present, electric vehicles and gasoline-electric

powered hybrid cars are only transitional technologies.
We suggest that appropriate incentives be offered to
any low-emission and high fuel-efficiency vehicles
regardless of the technology employed, especially
if they can match electric vehicles in CO2 grams/
kilometer emissions (in line with European V emissions
standards).

e The existing vehicle commodity (excise) tax and energy
tax system should be replaced by a European-style
green consumption tax concept in order to provide real
incentives for the implementation of low-pollution and
low-CO2 emission vehicles. Besides integrating existing
fuel tax to add up to fuel price to accelerate the phase-
out of medium and high pollution vehicles currently on
the road, the government should also use the revenue
derived from green consumption taxes to reward
the producers and users of high fuel-efficiency/ low
carbon-dioxide emission vehicles.

e The government is promoting a pilot project to
develop electric vehicles, and wishes to see Taiwan’s
EV component/system manufacturers join the supply

chains of international automakers. But it is not



making enough effort to attract the involvement of
those international companies. Taiwan could be an
ideal, controlled environment and infrastructure for
international automakers to test advanced green-energy
vehicles. Designing competitive and fair incentives
could stimulate a great deal of interest among the
foreign manufacturers and bring win-win business
opportunities to Taiwan industries.

Regarding the international market:

e Accelerate the signing of free trade agreements within
the region, such as the one currently under negotiation
with Singapore and ideally a pact with ASEAN as a
whole, and speed up the next phase of cross-Strait
ECFA negotiations on the automotive sector, so as to
reduce tariff and other trade barriers to the expansion

of vehicle exports.

Suggestion 4. Align vehicle regulations and certification
with international standards.

United Nations Economic Commission for Europe
(UNECE) vehicle regulations have been introduced in Taiwan
for some years, and we appreciate the Taiwan government’s
efforts to harmonize its vehicle regulations and minimize
deviations. At the current stage, however, Taiwan still has
some standards that are not in line with UN/ECE regulations,
which increases the difficulty for businesses to introduce new
cars to Taiwan and even forces some businesses to withdraw
from the Taiwan market.

The Environmental Protection Administration, for
example, has adopted unique diesel smoke procedures and
criteria that are not aligned with any international standards,
and the Bureau of Energy (BOE) prohibits the sale of
vehicles that do not comply with Taiwan’s fuel-consumption
standards. In most advanced countries, the fuel-consumption
level is taken only as a reference, whereas the BOE uses it
as one of the ways to monitor the country’s overall energy

consumption.

BUSINESS AVIATION

Suggestion 5. Allow private jet charter services to operate
in Taiwan.

The business aviation industry has generated significant
political, economic, and social benefits for numerous
developing and developed countries worldwide, and in recent
years has found a rapidly growing market in Asia. Opening
up the business aviation market in Taiwan would spur growth
for the island, as the industry brings direct business prospects
to local companies for aircraft maintenance, ground handling,
aircraft catering, hospitality, and tourism. It will also help
industries like Taiwan’s excellent yacht manufacturers
to better cater to potential customers through high-level,
luxurious, and convenient access to their facilities. In addition,
it allows for better access to Taiwan by potential foreign

investors who are in a position to create large-scale funding

for new businesses treating Taiwan as their key hub in Asia.

Currently, the Civil Aeronautics Administration (CAA)
of the Ministry of Transportation and Communications
(MOTC) prohibits U.S. and other foreign-registered charter
jets from coming into Taiwan to pick up passengers for
international flights outbound from Taiwan. Officials cite
Article 81 of the Civil Aviation Act, which states: “No
foreign aircraft or foreign civil air transport enterprises may
carry passengers, cargo and mail between two points in the
ROC with or without remuneration, or operate as a general
aviation enterprise in the ROC.” Although this article only
stipulates that foreign-registered aircraft are not allowed to
charter within Taiwan, the authorities somehow interpret it
as also prohibiting foreign-registered aircraft from coming
into Taiwan to pick up passengers who are outbound from
Taiwan. The United States, for its part, does not prohibit
Taiwanese-registered or other foreign-registered aircraft to
fly into the country to pick up passengers for international
flights leaving the United States.

Due to the underdeveloped nature of the aviation
industry in Taiwan, the availability of Taiwanese-registered
aircraft for charter service is very limited. That fact,
coupled with the ban on foreign-registered aircraft, causes
great inconvenience for business travelers accustomed to
using private aircraft. The current interpretation of the
law effectively cuts off Taiwan from international business
transportation by private jet. The legislation is in need
of clarification if Taiwan wishes to expand its business
aviation market and increase its global impact.

The benefits of business aviation include flexibility,
efficiency, privacy, convenience, and security. Private jet charter
services provide clients with the expediency of departing
whenever they want to, without any need to make connecting
flights, as well as the ability to fly into smaller airports and
enjoy expedited immigration and customs services as compared
with standard commercial airline travelers. The clientele base
ranges from businessmen and diplomats to post-surgical
medical tourists, celebrities, and other travelers who choose
to avoid the inconvenience and delays that may occur with
traditional commercial airline services.

Many people call Taiwan the “bull’s-eye” of Asia, due
to its central geographic location. As a result, the island
has strong potential to become the main aviation hub for
connecting flights in Asia. Without a greater emphasis
here on business aviation, however, Japan and Hong Kong
will remain the main regional aviation hubs. We urge the
government to take action to enable Taiwan to benefit from

what business aviation can offer.

TRAVEL AND TOURISM >>

The Taiwan government’s continuing efforts to develop
the tourism sector have produced positive results, as tourist

arrivals in Taiwan reached 7.31 million in 2012, a 20.2%
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increase from 2011. At the same time, it is noticeable that
growth in foreign-tourist spending has slowed. According to
Tourism Bureau statistics, Taiwan’s foreign exchange earnings
in tourism grew by only 6.3% in 2012, a sharp decline
compared with the 26.91% growth in 2011 and 27.92% in
2010. While the global economic slowdown may have affected
the magnitude of tourist spending, it is time for the government
to turn the focus of its travel and tourism policy from
“quantity” to “quality” to boost tourism earnings. To that end,
the Committee recommends that Taiwan develop and execute
long-term planning for the tourism industry aimed at providing
quality travel experiences for international visitors. We also
have specific suggestions on raising Taiwan’s profile as a world-
class destination for major events and on attracting tourists to
Taiwan from more parts of the world.

Over the past few years, the government has invested
considerable effort toward creating a reputable casino gaming
industry in Taiwan. The Committees believes that bringing
casino gaming to Taiwan’s offshore islands has great potential
to boost tourism and infrastructure development in those
areas and to enhance Taiwan’s status as a global and regional
tourist destination. Based on feedback from industry sources,
we find substantial interest in Taiwan’s offshore islands by
potential investors — particularly Kinmen and Penghu, though
we also believe there will be more than one bidder for a
license in Matsu.

The Committee is pleased that the Executive Yuan included
the draft Gaming Act among the priority bills to be considered
by the Legislative Yuan this session. We encourage the
authorities to remain fully committed to the development of
this industry, as potential investors will continue to monitor
the government’s attitude before deciding whether to bid
on licenses. In addition, the Committee continues to offer
its support and assistance to the Taiwan government in the
preparation and review of the draft Gaming Act. This year, our
specific recommendations relate to the creation of a sensible
tax regime for a viable gaming industry and the need to further
clarify the government’s overall gaming policy.

Another subject of major concern to Taiwan’s tourism sector
continues to be the insufficient manpower in the industry. The
serious shortage of world-class professionals with appropriate
management experience and language skills is having an impact
on the quality of service the industry can offer. The Committee
urges the government to tackle this problem by further relaxing
work-permit and labor restrictions, and providing adequate
assistance and incentives to help upgrade the caliber of local
hospitality-industry personnel.

The Committee also notes that certain remaining constraints
prevent the travel-related retail industry in Taiwan from
fulfilling its great potential for boosting tourism earnings. The
Committee calls for the government’s assistance to rectify this
problem.

As always, the Committee looks forward to working with
the government to enhance and expand the travel and tourism

industry in Taiwan.
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Suggestion 1. Adopt long-term development strategies for
the tourism industry.

To become a global tourist and leisure destination, Taiwan
needs to adopt long-term planning strategies and think beyond
how to generate more tourist volume. Enhancing travel safety
measures and increasing the quantity and quality of tourism
facilities near major attractions are steps that would help
provide a quality travel experience for global tourists and

transform Taiwan into a world-class tourist destination.

Enhance safety measures
Some of the most popular attractions in Taiwan face

issues due to inadequate safety conditions and safety-related
regulations and enforcement. While the government has
adopted some seasonal and short-term measures, permanent
solutions have yet to be implemented. For example, every day
thousands of tourists visit Alishan, yet it is widely known that
the safety of its transportation facilities is below standard. A
safe and efficient means of transport needs to be developed to
meet the increasing volume of tourists. A limit could also be
imposed on the number of tourists allowed into the Alishan
area each day in order to maintain public safety and the quality
of the tourism experience there.

The same approach could also be adopted for Taroko
Gorge, another one of Taiwan’s most-visited attractions. The
government should establish a ceiling on the number of buses
allowed into the area per day and consider running small
shuttle buses to reduce the risk of accidents.

Tour buses currently used in Taiwan are mostly reassembled;
that is, the chassis and the engine are imported into Taiwan
to be assembled with locally made bodies. Such reassembled
vehicles are considered more vulnerable to damage than are
buses made by a single manufacturer. If the use of reassembled
buses is the only economically viable way for local tour bus
operators to operate, the government should implement stricter
safety regulations and require more frequent inspections.
Also, the reassembly work on these vehicles should be strictly

regulated and monitored.

Increase the quantity and quality of tourism facilities
Taiwan has eight national parks and many national scenic

areas with outstanding natural beauty, yet accommodation
and dining facilities near these attractions are scarce, and those
facilities that exist are far from meeting international standards,
which limits the chance for these areas to become global tourist
destinations. The Taiwan government should introduce more
incentives to encourage international investors to develop high-
standard facilities. such as world-class hotel and holiday lodges,
in or near these areas.

The National Palace Museum is considered one of Taiwan’s
best-known attractions, but the increasing number of visitors
has impacted the quality of the visiting experience. Since
Taiwan has such a huge collection of treasures, which have
to be exhibited in rotation, the expansion of the museum’s

exhibition facilities would allow more items to be displayed



and more tourists accommodated. The government last year
announced plans for an ambitious project to enlarge and
improve the museum. We urge the authorities to ensure that
the project is carried out in timely fashion to enable Taiwan
to make the best possible use of this unique tourism resource.

Taiwan’s Tung flower season rivals the beauty of Japan’s
cherry blossom season, which attracts thousands of foreign
visitors to Japan every year and has become a very important
element in the branding of Japanese tourism. The Tung flower
season is popular only among domestic tourists, however, due
to a lack of vigorous international promotion. The Taiwan
government should put greater effort into promoting the Tung
flower season as an integral part of Taiwan tourism. In addition,
the government should also consider encouraging the planting
of more Tung tree gardens and allocating more resources to this

festival as part of Taiwan tourism’s branding efforts.

Suggestion 2. Attract, train and retain hospitality
professionals to build sustainable international service
standards.

Taiwanese are acclaimed for their courtesy, warmth,
and hospitality, and Taiwan’s memorable service style has
impressed many visitors. The travel and tourism industry
represented by this Committee greatly appreciates these
qualities in their Taiwanese employees, yet we continue to be
concerned with the general shortage of world-class hospitality
professionals, especially those with management experience
and language skills that could help prepare local staff for the
world stage. The problem exists in Taipei, and is even more
acute in less-developed parts of the island. To reach its growth
potential both in overall tourist volume and in high-value
segments such as travel for meetings, incentives, conferences,
and exhibitions (MICE) and Western leisure travelers, Taiwan
needs to bring in more foreign hospitality professionals with
the expertise to help bring service levels and management
up to international standards. In addition, to cater to
the increasing demand for talent as its tourism volumes
expand, Taiwan needs to introduce world-class training and
educational opportunities in the hospitality industry, possibly
through joint ventures between local and foreign hospitality
schools and universities.

If Taiwan wishes to attract more major international
events and become a much bigger player in the lucrative
MICE segment, it will need to build more large-scale world-
class hotels and recruit and train a substantial workforce in
a very short time. The example of Macau shows that this
goal can be accomplished. Since 2002, when Macau began
promoting its casino industry, the hospitality industry there
has developed rapidly and all major industry players now
want to be present in that market. The same growth pattern
was seen in Singapore when it decided to allow integrated
casino resorts. In both cases, the governments assisted the
hospitality industry in overcoming the workforce bottleneck
by considerably increasing the quota of foreign labor.

We recommend following the Singapore and Macau model

by granting more flexibility in the quantity of foreign labor

that can be hired by major new hospitality projects when they

open. Without adequate skilled staff, premium hospitality
establishments will have difficulty succeeding, and Taiwan
will be unable to build a reputation as a favorable location
for large-scale hospitality-industry investment.

The Committee recommends the following;:

1. Further deregulate work-permit restrictions to attract
skilled and talented foreign professionals to work in
Taiwan so as to help expedite the changes the industry
desperately needs to assure its growth.

2. Assist and incentivize local schools and universities to
partner with world-class hospitality institutions to train
local talent.

3. Encourage and incentivize tourism-industry practitioners
to engage in extensive English-language training

(especially in areas outside of Taipei).

Suggestion 3. Raise Taiwan’s profile as a destination for

major world-class events.

Taiwan has increasingly been raising its international
profile by attracting and hosting more international and
world-class events. The growing success of the Harley-
Davidson National Rallies in other markets provides an
example of a niche event that could be brought to Taiwan
through cooperation between relevant government agencies
and domestic and international stakeholders. More work
needs to be done, however, before Taiwan will be in position
to compete with such Asian economies as Singapore, Macau,
South Korea, Malaysia, and Thailand in attracting world-
class events.

The Committee recommends the following steps:

1. Establish a dedicated point of contact within the Tourism
Bureau for arranging major world-class events. Its role
would be to coordinate among the various government
agencies and private organizations involved in bringing
a particular event to Taiwan, facilitating solutions to
issues might otherwise discourage event organizers from
selecting Taiwan as a destination. For example, there has
been a great deal of interest in bringing world-class poker
and mah-jong tournaments to Taiwan, but this market
has been left out of consideration for hosting them due to
the inability to obtain a clear response from the various
authorities that could exercise jurisdiction over such an
event.

2. Retain the services of experienced international event
organizers who can systematically orchestrate, market,
and implement not only the event itself but also a wide
range of preparatory activities leading up to it.

3. Find ways to increase domestic and international media
attention toward events in Taiwan.

Over the years, Taiwan has greatly improved its marketing
efforts in promoting itself as an international tourist
destination. Unfortunately, Taiwan still remains off the travel

map for many experienced international travelers, while the
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domestic focus has instead been on the increasing number of
“on-the-bus, off-the-bus tourists” from China. Considering
the difference in spending power between the two types
of traveler, the situation costs Taiwan’s tourism industry

millions of dollars every year.

We recommend the following steps:

1. Adopt aggressive efforts to market to niche foreign
travelers, such as those interested in outdoor adventures
(hiking, biking, mountain climbing, diving, surfing,
sailing), eco-tourism (Taiwan is an excellent location for
bird-watching, for example), culinary tours, spas/hot
springs, shopping, and cultural events.

2. Improve access for niche foreign travelers through the
establishment of a dedicated internet portal to facilitate
overseas bookings by individual travelers, including the
purchase of train tickets and applications for mountain
permits.

3. Continue efforts to improve signage and services in
consistent English and other foreign languages, especially
outside of Taipei, so as to become a truly international

tourist destination.

Suggestion 5. Create a sensible tax regime for the casino
industry in Taiwan.

The Committee applauds the government’s efforts to
create a reputable casino gaming industry in Taiwan. We are
also gratified by the government’s willingness to receive input
from a variety of sources, including academia and industry,
on issues that have arisen during the drafting of the law.

One of the biggest benefits that new gaming jurisdictions
realize from the establishment of a reputable and viable
gaming industry is increased tax revenue, both from the
gaming operations themselves and from the integrated resorts
in which the casinos operate. If a new gaming jurisdiction
tries to impose too many taxes or creates an unpredictable
tax regime, however, investors will show little interest in
the new gaming jurisdiction, and it will realize little or no
revenue.

In Taiwan, the Committee notes with much concern that
Article 113 of the draft casino gaming law submitted to the
Legislative Yuan would create the basis for a 20% tax on
a casino customer’s gross winnings (presumably collected
through a withholding tax collected by the casino). Although
the current wording of Article 113 calls for a moratorium
on imposing the tax for 20 years (at which point a decision
would be made on whether to implement it), the Committee
believes that the unpredictability caused by this arrangement
would discourage investors from bidding for a license at all,
making it unlikely for a casino industry to be established in
Taiwan.

Investors in the gaming industry will be interested in
a location only if it is attractive to customers, and the

customers — considering that they have the option of going
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elsewhere in Asia — will tend to avoid a jurisdiction that seeks
to confiscate part of their winnings.

In addition, such a winnings tax is inconsistent with
international standards and trends. The well-established
principle in Asian gaming jurisdictions like Singapore and
Macau is to tax the operators, not customers. If implemented
as currently drafted, the winnings-tax scheme would
be another example of a “Taiwan-unique” policy. It is
inconsistent with best practices in the casino industry in Asia
and most of the rest of the world, and instead of increasing
tax revenue, it is likely to scare away the international
casino operators who have closely followed Taiwan’s gaming
development and await the chance to invest here. If Taiwan is
serious about creating a viable and reputable casino industry,
the winnings tax should be removed from the draft casino

gaming law.

Suggestion 6. Clarify the government’s gaming policy and
commitment to the establishment of the casino gaming
industry in Taiwan.

The Committee notes the recent discussions among
government officials and within the business community
with respect to the possibility of permitting casino gaming
on the main island of Taiwan. Specific venues mooted in
such discussions include the Taoyuan Aerotropolis and the
proposed Free Economic Demonstration Zones.

The decision on whether to permit main-island casino
gaming is a political determination to be made by the people
and government of Taiwan. It is quite certain, however, that
a main-island location would attract substantial interest from
foreign casino operators. That being the case, continued
uncertainty about the government’s attitude toward
permitting casino-anchored integrated resorts on Taiwan
proper is likely to negatively impact the development of
casino gaming on the offshore islands. Investors are likely to
adopt a “wait and see” stance, thereby thwarting the efforts
of the offshore islands to take advantage of the opportunity
afforded by the Offshore Islands Development Act to create a
viable tourism and casino gaming industry.

At this important juncture, it is essential that the national
government make a clear policy decision as to whether it
intends to limit casino gaming to the offshore islands, or
instead to permit the industry to operate on the main island.
Continued ambivalence on this issue risks slowing down or
even preventing the development of a casino gaming industry
anywhere in Taiwan.

The Committee also notes the recent discussions as to the
organizational status of the regulatory body that will oversee
the casino gaming industry in Taiwan. Given the nature
of the industry, and the expectations of gaming regulators
in other jurisdictions where potential bidders for Taiwan
licenses now operate, Taiwan’s gaming regulator should
be an independent bureau or agency under the Ministry of

Transportation and Communications (MOTC) with a bureau



chief who reports directly to the Minister. In the event that
the regulatory unit is included within the Tourism Bureau,
it should be headed by its own Deputy Bureau Chief — who
should still report directly to the Minister. Otherwise, the
regulator will not be sufficiently independent of the tourism
authority, which may have priorities other than gaming
regulation.

Before the regulatory body is set up, moreover,
the government should follow Singapore’s model by
convening a task force to oversee its establishment and the
implementation of the casino gaming law. Such a task force
should be convened by the MOTC and consist of high-
level representatives of all the government stakeholders. The
Investment Commission of the Ministry of Economic Affairs
provides a suitable model for this type of commission or
task force.

The Committee cannot over-emphasize the importance
of ensuring that Taiwan gets off to the right start — with
a credible regulator and regulatory regime, a consistent
policy as to the location of casinos, and a commitment to
the success of its casino gaming industry — if it is to attract
desirable casino developers and operators. The Committee
urges the government not to take a “wait-and-see” or
“let’s see who shows up before we get serious about this”
attitude toward the casino gaming law, casino gaming
regulations, and the establishment of the regulator. Reputable
investors will want to know that Taiwan is committed to
the establishment of a credible and reputable casino gaming
industry. The “toe in the water” approach is unlikely to

attract investors, and may actually scare them off.

Suggestion 7. Develop Taiwan’s travel retail industry with
an open policy for downtown duty-free stores.

Although downtown duty-free shopping is a well-
established model for international travelers, it is essentially
non-existent in Taiwan. Today, there are no downtown
duty-free stores on the main island of Taiwan, and a de
facto monopoly exists in the downtown duty-free market
whereby an airport duty-free concessionaire operates three
“pre-sale” centers (two in Taipei and one in Taoyuan).
Any prospective applicant for a downtown duty-free store
license must first obtain the airport authorities’ approval for
access to a pick-up counter in the airport. So far, the airport
authorities have denied such access to applicants other than
the concessionaire that operates both the airport shops and
the existing pre-sale centers.

A well-developed downtown duty-free market not only
benefits the tourism industry, but also enhances economic
and infrastructure development in the neighboring areas,
contributes to tax revenues, and creates job opportunities.
Taking Korea as an example, the travel retail market there
ranks number one in the world, and it has a well-established
downtown duty-free market supported by the presence

of neutral pick-up counters across all of the international

airports. In 2011, Korea had 9.8 million inbound visitors,
compared with Taiwan’s 6.1 million.

There are six downtown duty-free stores in Seoul run
by four different operators, and their combined annual
revenues come to about US$2.2 billion. In Taipei, in
contrast, the two pre-sale centers that monopolize the market
generate estimated revenue of US$300 million. Taiwan's
underperformance can be seen from a comparison of overall
tourism spending: Korea's downtown duty-free market is
seven times larger than Taiwan's, even though its tourist
volume is only 1.6 times greater.

Understanding that it might not be feasible to set aside
designated space at the airport for multiple successful
applicants for downtown duty-free licenses, the Committee
recommends that the airport authorities provide a single
location for neutral pick-up counters in each of the
international terminals, so as to grant access to all qualified

applicants and resolve the continued stagnation of Taiwan’s
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