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EXECUTIVE SUMMARY

Introduction

The ECCT’s Position Papers are published annually
by the European Chamber of Commerce Taiwan (ECCT)
and include a collection of industry-specific issues and
recommendations from a European business perspective
on how to improve the business environment in Taiwan.
The papers primarily address the Taiwan government,
but also serve to inform the European Commission, the
governments of European member states, as well as the
media and the general public.

The papers are formulated by members of the
chamber’s 28 industry committees (23 of these
committees submitted separate papers) and its board
of directors, representing the interests of some 400
companies and organizations and over 800 individual
members. The papers form the basis for an ongoing and
intensive dialogue between the ECCT and the Taiwan
government. The recommendations advocated in these
position papers not only address European business
interests, but also those of Taiwanese corporations
by covering issues such as cross-Strait business
normalisation and the harmonisation of Taiwan’s
regulatory environment with international standards.
The papers further address issues affecting the people
of Taiwan, including public health, employment, the
environment and the quality of living.

This year’s papers start with a summary of issues,
followed by an overview, which provides the perspective
of European business on how to advance Taiwan’s
economy for the benefit of foreign investors, domestic
industry and consumers. The overview examines Taiwan’s
business environment and key issues affecting ECCT
members, summarising some of the most important
views and recommendations to the government by

the ECCT’s committees on how to keep Taiwan a
competitive and significant player in the regional and
global economy. This is followed by the individual
position papers submitted by contributing ECCT
committees.
Since the publication of the 2014 Position Papers, the
following progress has been made:
e Nine issues have been successfully resolved.
o Sufficient progress has been made in 11 issues and
they have therefore not been raised again.
¢ Nine issues have been partially but not completely
resolved and are therefore listed again this year.
e 25 issues have been removed at the committees’
discretion.
e 64 issues from last year remain unresolved and are
repeated.
e 52 new issues have been raised.

Review of 2014 Position Paper issues

Since the publication of the ECCT’s 2014 Position
Papers in November 2013, the chamber’s board and
committees have held a series of meetings with the
Taiwan government to address the issues listed in the
papers and other new business issues. In addition, the
National Development Council (NDC), coordinating
between the various government agencies, compiled a
consolidated reply from the government. The following
tables summarize the progress made to date (1 October
2014) on the 2014 Position Paper issues.
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EXECUTIVE SUMMARY
______________________________________________________________________________________________________________________|

The following issues have been resolved:

Issues

Expanding the Offshore Structured Product market in Taiwan: Foreign financial holding companies are now

: e g qualified to be issuers/guarantors of Offshore Structured Products.

: Schooling of children of multinational enterprises’ PRC, Hong Kong and Macau employees in Taiwan: The
i Better Living Ministry of Education has made changes to regulations to allow children of multinational enterprises’ PRC, :
: Hong Kong and Macau employees in Taiwan to study at international schools in Taiwan.

Corrective advertisements: The Taiwan Food and Drug Administration has followed the committee’s

: Cesmeis recommendation to eliminate the policy of “corrective advertisements” from its draft regulations.

: Avoidance of double testing — CNS 3376 explosion proof certificate: The Occupational Safety and Health
i Electrical Engineering & Administration (OSHA) and the Industrial Technology Research Institute (ITRI) agreed to follow IEC standards
¢ Equipment and accept series type certification with additional explanatory documents in order to ensure the safety of

: equipment used in the work place.

Product labelling issues - sock labelling: The Department of Commerce has clarified that the responsibility

Retall & Distribution for the labelling of socks should be attributed to retailers and wholesalers.

Accelerating the regulatory process for 4G services: The mobile broadband auction was completed
successfully and regulatory hurdles were removed to allow operators to launch LTE (4G) services.

Tiered-pricing and infrastructure deployment in the telecom industry - Tiered pricing: The National
Communications Commission (NCC) has allowed telecom operators to set their own data usage and pricing
plans for each mobile phone service package.

: Tiered-pricing and infrastructure deployment in the telecom industry - New utilization for 2600 MHz: The
i Telecommunications, NCC has announced that it will release 190MHz of spectrum bandwidth in the 2600MHz band. 270 MHz of
i Media & Content bandwidth was allocated to LTE in 2013.

Constructive use of 4G auction windfall: The Executive Yuan has adopted several specific recommendations
made by the committee by allocating NT$15 billion of the funds raised through the 4G auction for industry
development. Funds will be used to increase network deployment in rural areas, enhance public indoor
coverage by requesting authorities to allow the installation of mobile base stations on public buildings,
encourage industrial innovation by granting funding to operators, clarify base station healthcare concerns by
involving the Ministry of Health and Welfare to conduct educational campaigns and facilitate R&D investment
in the next generation of mobile telecommunications (5G).

. ____________________________________________________________________________________________________________________________|]
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EXECUTIVE SUMMARY
______________________________________________________________________________________________________________________|

Although not completely resolved, owing to sufficient progress made, the following issues have not been raised again
in this year’s papers.

Issues where sufficient progress has been made since the publication of the 2014 Position Papers

Committees

: Road traffic safety - Opening of radio spectrum frequencies for automotive safety devices: The authorities
i Automotive agreed to begin road testing of the radio spectrum frequencies for safety devices in order to verify that they
: will not interfere with other signals.

Lifting of restrictions on private placement of onshore and offshore funds: The Securities and Futures

. Asset Management Bureau has excluded offshore investors from investor quota limits for private placement funds.

Building a competitive environment for the development of Formosa Bonds: The Financial Supervisory
Commission has announced that qualified Chinese issuers are allowed to issue RMB bonds to professional
institutional investors.

Expanding the scope of products and services available to qualified investors in Taiwan: Foreign banks are :
] allowed to provide services for foreign cash bonds and derivatives including Offshore Structured Products to  :
: Banking Professional Institutional Investors through the bond agency platform and derivatives information and advisory
: services model. :

Enhancing cross-Strait RMB business services — Rationalizing regulations governing OBU’s credit

extension to China: The FSC issued a letter which clarifies that foreign banks may use Taipei branches’ :
financial ratios and figures as the basis to file applications to increase Offshore Banking Units’ credit extensions :
to China. :

: Equality of Treatment for Foreign Residents — Permanent Residence: The Executive Yuan has agreed to an
¢ Better Living ECCT suggestion to make Permanent Alien Residence more convenient. The proposal is pending approval by
: the Legislative Yuan.

Harmonisation of hygiene requirements with international standards: While the issue remains a
concern, the National Treasury Agency has committed to ensure science-based international standards when
formulating or amending hygiene requirements for alcoholic products and Taiwan’s compliance with WTO
notification procedures.

Beverage Alcohol

Indoor air quality act: The issue has been dealt with following the passage and implementation of the “Indoor

Energy & Environment Air Quality Management Act” at the end of 2012.

Capital management: The Financial Supervisory Commission has kept monitoring and requesting insurance
companies who cannot meet the minimum statutory RBC requirement or are insolvent to inject sufficient
capital in order to strengthen their financial stability.

¢ Insurance Regulations governing insurance brokers: The Insurance Bureau (IB) has further tightened regulations

: governing insurance brokers by raising the minimum capital requirement for establishing an insurance
brokerage and setting requirements for managerial staff, including the chairman and general manager. In
addition, the IB has also requested the Insurance Brokerage Association of Taiwan to strengthen its internal
control mechanism to enhance the corporate governance standards of insurance brokers in Taiwan.

: Safe harbor threshold for separate transfer pricing analysis by each related party: The Ministry of Finance
i Tax has requested all taxation bureaus to provide practical advice and to evaluate possible revisions to the transfer
pricing safe harbour threshold.
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EXECUTIVE SUMMARY
____________________________________________________________________________________________________________________________|

The following issues, although not resolved, have been removed from the position papers:

Issues removed from the 2015 Position Papers

Committees E Issues

Developing cross-Strait financial services: The issue has been removed in order to focus on the committee’s

;AssetManagement S
E priority issues.

Luxury tax - Disclosure of trade secrets: The issue has been removed in order to focus on the committee’s
priority issues.

i Automotive
: Commercial vehicles issues — Bus noise type approval: The issue has been removed in order to focus on the
committee’s priority issues.

Enhancing cross-Strait RMB business services - Multi-currency credit cards: Financial authorities have
conducted an initial study. Therefore the issue has been removed in order to focus on the committee’s priority
issues.

Enhancing cross-Strait RMB business services - Facilitating offsite signature witness and identity
verification for Taiwanese in China: The issue has been removed in order to focus on the committee’s
priority issues.

Banking

Enhancing cross-Strait RMB business services - Relaxing declaration and reporting requirements for
corporations which set up Regional Treasury Centres in Taiwan: The issue has been removed in order to
focus on the committee’s priority issues.

Enhancing cross-Strait RMB business services - Relaxing the cap on China exposure: The issue has been
removed in order to focus on the committee’s priority issues.

Avoidance of double testing - Acceptance of IEC compliance test reports: The issue has been removed

* Electrical Engineering & because it is no longer a priority.

© Equipment

Enhancing electrical safety — CNS 690 for wiring connectors: The issue has been removed because it is no
longer a priority.

Prevention of Healthcare-associated Infections (HAIs) - A more aggressive infection control programme
by the CDC: The issue has been removed in order to focus on the committee’s priority issues.

Prevention of Healthcare-associated Infections (HAIs) - Reinforcement of safety legislation by the MoHW:

: bealitncatio Lilfeiasiient The issue has been removed in order to focus on the committee’s priority issues.

More aggressive management of diabetes: Authorities have made efforts to educate the public about
diabetes.

Pragmatic regulations for the insurance industry — Guidelines for life insurance products: The issue has
been removed in order to focus on the committee’s priority issues.

i Insurance
: Pragmatic regulations for the insurance industry - Real estate investments of insurance companies: The
issue has been removed in order to focus on the committee’s priority issues.

Patent Matters — Data exclusivity: The issue has been removed following a pledge by the Taiwan Food and
Drug Administration (TFDA) to establish a patent linkage system to prevent generics from reaching the market :
while the original drug is still under patent. In addition, the TFDA has agreed to study the extension of its Data :

! Intellectual Propert o - A . .
: perty Exclusivity provisions to cover new indications, new uses and biologic drugs.

i Rights

' Copyright protections - The use of commission agents by CCMOs: The issue has been removed in order to
focus on priority issues.

: . Patient’s timely access to innovative drugs: The issue was incorporated into other sections of the position

: Pharmaceutical

: paper.

© Project & Procurement Executive Yuan: The issue has been removed in order to focus on priority issues.

____________________________________________________________________________________________________________________________|]
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EXECUTIVE SUMMARY
____________________________________________________________________________________________________________________________|

© Retail & Distribution Bank reserves for standardised contracts: The issue is no longer a priority for the committee.

Application of amended Article 60 the Taiwan Income Tax Act: While not resolved, the issue has been
removed in order to focus on other issues.

Tax

3 Gross Business Revenue Tax (GBRT) rate for financial institutions: \While not resolved, the issue has been
removed in order to focus on other issues.

: Cloud computing and the government’s open data platforms: The issue has been removed to focus on

: Technology .

: other cloud computing-related matters.

Telecommunications, Cross-Strait investment restrictions in the telecom industry: While not resolved, the issue has been removed

i Media & Content in order to focus on other issues. ]

Promoting Taiwan as a luxury shopping destination: The issue was removed because it is covered by the
Luxury Goods committee.

¢ Travel & Tourism

____________________________________________________________________________________________________________________________|]
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EXECUTIVE SUMMARY
______________________________________________________________________________________________________________________|

2015 Position Paper issues
The following issues were partially resolved over the past year (the government has taken action to resolve certain
aspects of the issue but because other aspects remain unresolved, the issue is raised again).

Partially resolved issues raised again in 2015

Committees : Issues

Pension fund scheme reform: The government has established a new framework for the pension fund
: scheme. However, more reforms are needed to ensure long term sustainability of the pension fund scheme.

i CO2 emissions & fuel economy standards — CO2 emission standards for new vehicles: The Environmental
i Protection Administration (EPA) formally announced draft CO2 emission standards in June 2013, which are

¢ in line with European practice. The Bureau of Energy (BoE) announced a higher fuel economy standard on 11
i August 2014 and has also accepted some suggestions from the committee.

i Road traffic safety - Safety devices: The Vehicle Safety Certification Center (VSCC) has been collecting
i opinions from the industry and plans to implement the legislation to enhance road safety. However, details of
: implementation are still under discussion.

: Equality of treatment for foreign residents — National Health Insurance for newborn babies: The National
: Health Insurance Administration (NHIA) has indicated its willingness to treat all newborn babies the same

¢ regardless of nationality, provided the parents are already enrolled in the NHI system. This issue is pending

¢ official implementation.

¢ Product traceability (addressed in previous papers under the heading “Production lot code regulations”):

i While the recent amendments to the Tobacco and Alcohol Administration Act included an amendment to

{ Article 32.6 specifying that the producer’s lot code must be labelled, the industry is concerned over how the
¢ amendment will be interpreted and implemented.

: Directive 401: The Ministry of Economic Affairs’ Bureau of Energy (BoE) has started to work with the
¢ committee in order to make the guidelines for Directive 401 on the Indoors Wiring Standard more feasible
: and practicable.

i Asset Management

Automotive

Better Living

Beverage Alcohol

Electrical Engineering &  : Bringing CNS standards in line with IEC standards: The Bureau of Standards, Metrology and Inspection (BSMI) :
¢ Equipment ¢ has included IEC 614391-1 and IEC 60364-1 in its draft plan for forthcoming revisions, currently in progress.
: : However, other CNS standards are still not aligned with IEC standards.

Import ban on products from China: The ban on two items on the committee’s 2014 priority list has been
 lifted.

: Import ban on products from China: The import ban has been lifted on three items on the committee’s 2014

Retail & Distribution

¢ priority list but many other products remain banned.

. ____________________________________________________________________________________________________________________________|]
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EXECUTIVE SUMMARY
______________________________________________________________________________________________________________________|

There has been little or no progress since the publication of last year’s position papers on the following issues and they
are therefore repeated in this year’s paper:

2015 issues that are unresolved from previous years

Committees Issues

New registration rules incorporating a crop extrapolation system: Crop grouping regulations have severely
: obstructed the introduction of new technologies, innovative and environmentally-friendly products to Taiwan,
: significantly decelerated the phasing out of highly toxic old products and had a negative impact on the

Agro-chemical
: i opportunity to improve food safety.

: Environmental issues - Fuel economy standards: Taiwan’s fuel economy standards indirectly promote
¢ vehicles with larger engine displacement while penalizing alternative, advanced engine technology.

¢ Environmental issues - Advanced vehicles and EV policy (This issue has been rewritten to incorporate and
i augment the issue raised in last year’s paper under the heading “Green Technology - Commercial vehicles

i powered by alternative energy sources™): Current government policies do not do enough to encourage

i phasing out of outdated vehicles or promote alternative and advanced technologies that reduce emissions.

i Environmental issues - Tyre grading and labelling standards: Taiwan does not have adequate standards for
i tyre noise, wet grip, fuel efficiency and labelling.

: i The business environment - Luxury tax exchange rate: The majority of cars imported from Europe are :
© Automotive ¢ traded in euros but the threshold of luxury tax upon importation is calculated in New Taiwan dollars leading to
: i price deviations in consumer purchase contracts and negative consumer sentiment. :

Commercial vehicles issues - Vehicle width limit increase to 2.55M: Taiwan’s vehicle width limit of 2.5

i metres excludes many technically advanced vehicles from being imported to Taiwan.

i Safety type approval - The acceptance of ECE and EC certificates: Numerous local safety regulations for

i automobiles require duplicate testing and paperwork. These requirements are unreasonable for complete

¢ vehicles and components which have already been certified in Europe.

Key items still not open to foreign test laboratories: Key items in automotive testing are still not open to

i foreign laboratories.

i Allowing banks flexibility to support Taiwan enterprises’ strategic funding demands (listed in last year’s

i paper as “Revisiting the single lending limit governing banks in Taiwan”: Regulations governing the single

. lending limit are too restrictive.

Banking S O S PP O PSSP OO PP E OO TO
5 i Expanding the Offshore Structured Product market in Taiwan - Liberalising the rules on the issuance of ~ :

: Offshore Structured Products (OSPs): The issuance of OSPs in Taiwan is still more strictly requlated than in
¢ neighbouring countries and other international markets.

. ____________________________________________________________________________________________________________________________|]
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EXECUTIVE SUMMARY

. Equality of treatment for foreign residents - Identity numbers: The formats of Taiwan national ID cards
i and Alien Resident Certificates are different. Many websites and other services do not accept the ARC format,
. thereby denying foreign residents access to a wide range of services.

i Equality of treatment for foreign residents - New pension plan: Foreigners are currently excluded from

¢ Taiwan’s new pension plan.

: English language environment - Hanyu Pinyin romanisation: Although Hanyu Pinyin has been the official
: ¢ romanisation system of the Republic of China since 2009, there is inconsistent use of it. :
Better LlVlng ..............................................................................................................................................................................
: i Traffic and public safety - Unified emergency assistance number: Taiwan does not have a single emergency

i number for residents to call if they need emergency assistance, whether for the police, fire or a medical

i emergency.

i Traffic safety - Traffic education and driver’s licence testing: Many of the traffic problems in Taiwan are

¢ caused by poor driving behaviour. The situation could be improved by better education.

Traffic and public safety - Child restraints on school buses: Seat belts and restraints are still not required on
i all buses and vehicles used to transport children to and from school.

i Enforcement of whisky definition: Products mislabelled as whisky continue to be a problem despite a clear
i legal definition of whisky.

: i Rice wine classification: While authorities have not imposed a lower tax rate on distilled rice wine (mijiu),

: Beverage Alcohol ¢ such a move could be a violation of WTO principles of non-discriminatory tax treatment within the entire

: . distilled spirits category as well as a breach of the individual commitments given by Taiwan at accession.

Champagne tariff equalization and taxation: The tariffs on Champagne are higher than those for regular

: grape wine.

i A post-market surveillance control system and the de-regulation of medicated cosmetics: Pre-market

i registration is mandatory for medicated cosmetics in Taiwan, whereas post-marketing surveillance, adopted in
¢ Europe, would be far more practical.

¢ Reforming Taiwan’s cosmetics regulations to comply with the best international standards and practices:
i Taiwan’s regulations are not in line with international standards and practices.

i Elimination of pre-market registration for cosmetics advertisements and the establishment of advertising
¢ guidelines: Under current regulations in Taiwan, all advertisements for cosmetic products have to be
¢ submitted to the health authority for approval before printing.

i Greenhouse gas legislation: A detailed legal framework for binding CO2 reductions in Taiwan is needed in
: order for Taiwan to make real progress on reducing emissions.

i Cancer screening (listed last year under the heading “Enhancing the effectiveness of cervical cancer
¢ screening”: Expanding free cancer screening would lead to earlier detection, which, if followed by proper

' Healthcare Enhancement | treatment, would help to increase cancer survival rates.

: China import ban and restrictions: A number of products manufactured in China remain banned or
© restricted.
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EXECUTIVE SUMMARY

. Labour dispatch issues — Reasonable time limit for business entities to respond to dispatched workers’

i proposals to form regular employment contracts: (listed in the 2014 Position Paper under the heading

i “Amendments to the Labour Standards Law”): The time granted to business entities to express objections to
¢ proposals from employees to enter into regular contracts is unreasonably short.

© Labour dispatch issues - Harmonization of regulations governing labour dispatch and fixed-term

i contracts (raised in last year’s position paper under the heading “Amendments to the Labour Standards

i Law”): The limited number of types of fixed-term contracts permitted under the current LSL and inflexibility
¢ has caused many employers to switch to labour dispatch arrangements.

i Human resources i Amendments to the Labour Standards Law - Regulations on the transfer of employees during M&As: The
] ¢ Labour Standards Law (LSL) Amendment imposes unreasonable conditions on employers regarding the hiring

: of existing employees during M&As.

i Handling of industrial disputes - Scope and confidentiality of information in collective bargaining

¢ (listed last year as “Matters requiring collective agreement and employers’ obligations”): Amendments to the

: Collective Bargaining Agreement Law are vague and unfairly increase the obligations of employers.

Handling of industrial disputes - Threshold for unions to negotiate collective bargaining agreements with
: management: The current Union Act does not require any threshold specifying the number or percentage of
: union members required to negotiate collective bargaining agreements with management.

: i Foreign real estate investment restrictions (listed last year as “Expanding the scope of offshore investments
¢ Insurance ¢ for insurance companies”): Insurance companies face unreasonable restrictions related to investing in real
: : estate overseas.

Civil and criminal case problems - The IP Court: A lack of resources and heavy caseload has led to poor
i quality results, including the invalidation of patents, the upholding of poorly crafted decisions on appeal and
¢ limiting the damages calculations to what is “convenient” for Taiwanese defendants to pay.

¢ Civil and criminal case problems - Civil discovery and damage: Damages and discovery mechanisms in civil
i cases are not adequate.

i Civil and criminal case problems - Handling of process-patent matters: The Taiwan IP Court imposes

¢ unrealistic and unreasonable restrictions on the reversal of the burden of proof under Article 87 of the Patent

: Law.

¢ Civil and criminal case problems - Trade dress and trademark protection for famous brands remains

¢ inadequate and rights holders continue to face problems with assessments of counterfeit goods in Taiwan
] : prosecutorial and court hearings. :
Intellectual Property LT T TP P T TP PP PP TP PP PP T PP P IO
i Rights : Copyright protections - Effective enforcement needed for online copyright infringement: Current ]
: : measures are not effective in stopping internet piracy.

i Copyright protections - Revisions to the Copyright Act: Proposed amendments to the Copyright Act would
¢ make criminal remedies unavailable to certain copyright holders if they are not members of a Copyright
: Collective Management Organization (CCMO).

Copyright protections - Legal environment reforms to enhance the efficiency of CCMOs: There are unfair
i and unnecessary restrictions in place concerning copyright collective management organizations (CCMOs).

i Patent matters - Patent linkage: Due to the absence of patent linkage in Taiwan, there have been generic
¢ drugs approved in Taiwan and subsequently included in reimbursement lists or hospital formularies, while
: originators’ patents are still valid.

i Promoting Taiwan as a luxury shopping destination: More could be done to take advantage of Taiwan’s
i strengths to promote Taiwan as a shopping destination for tourists.
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EXECUTIVE SUMMARY

: Fast Track registration: There are several difficulties with the process to apply for fast track registration of
: medical devices.

i Legal manufacturer: Current local registration regulations for medical devices require the manufacturer and

sl [Datites © country of origin information to be the same.

Reimbursement: Current reimbursement rules and rates for medical devices discourage the medical device
i industry from developing and importing cutting edge technologies.

i Sustainable management of drug expenditure (raised in last year’s paper under the heading “Clear rules for
¢ Drug Expenditure Target (DET) implementation”): Despite the implementation of the DET mechanism, there
¢ remain problematic areas regarding the detailed implementation model.

i Rewards for innovation and drug reimbursement: Low reimbursement prices, the low approval rate and
i the lengthy approval process not only discourages multi-national companies from launching new products in
¢ Taiwan, but also deprives patients” access to innovative medicines.

: Dispute Resolution (appeared in last year’s paper under the heading “Contract terms and conditions

i and dispute resolution — Mediation and Arbitration”): The amendment of Paragraph 2 Article 85-1 of

i the Government Procurement Act to further promote arbitration as a dispute-resolving mechanism for

i government procurement has not yet been passed by the legislature and the amendment does not apply to
: turnkey projects.

Project & Procurement

Contract performance: Contract terms and conditions are often one-sided and interpreted in favor of
i procuring agencies and hence unfairly burden foreign tendering entities.

i Consumer Protection Act amendment: Proposed amendments to Taiwan’s Consumer Protection Act would
¢ fail to adequately protect consumer rights and are ill-equipped to deal with the reality of modern commercial
: practices.

Technical barriers to trade for European food products - Sanitary and phytosanitary approval process:
i The sanitary and phytosanitary approval process for imported European food products remains excessive.

Technical barriers to trade for European food products - The ECCT’s 2015 European food priority list:
i Taiwan’s standards, procedures and testing methods for food are inconsistent with internationally agreed
¢ norms, scientific data and the global commission on food standards, the Codex Alimentarius and others.

¢ Technical barriers to trade for European food products — Risk-assessment approach to organic food
i certification (raised last year under the heading “Organic standards”): Taiwan's Agriculture & Food Agency has
i granted approval to only 16 out of the 27 EU member states that have applied to export organic agricultural
: i produce to Taiwan, even though organic standards and implementation procedures are harmonised
i Retail & distribution ¢ throughout the EU.

: Product labelling issues - Commodity labelling law: A number of the current product labelling requirements  :
i are unclear, unreasonable and excessive.

Commodity tax on beverages: The commodity tax on beverages is inconsistent with modern taxation

¢ principles of equity and neutrality.

Tobacco - The tobacco taxation system: Excessive and rapid increases in health surtax and/or excise may fuel
¢ illicit trade and harm legitimate business.

¢ Tobacco - Pictorial health warnings (expands on concerns raised in last year’s paper under the heading
i “Proposed amendments to the THPCA”): Despite making considerable efforts to comply with new labelling
¢ and packaging rules, even stricter rules have been proposed without due consideration of the impact. Should
¢ the proposal be enacted it would cause severe disruptions to business and result in severe environmental
¢ costs.
. Enhancing technological cooperation between Taiwan and Europe: Cooperation between the EU and
¢ Taiwan could be enhanced.
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EXECUTIVE SUMMARY

. Infrastructure deployment in the telecom industry - Rules for small cells: New types of location sites may
i require flexibility in the moving or changing of locations. These new demands present challenges which can
¢ be solved with the appropriate regulations.

Marketing Taiwan: More could be done to ensure the clarity, coherency and consistency of travel & tourism
i marketing initiatives.

¢ Telecommunications,
¢ Media & Content

Upgrading of airport services: The renovation and upgrade plans for Taiwan Taoyuan International Airport do
i not include a review and upgrade of IT services. :

] . Global distribution readiness for Taiwan’s travel products and services: Not enough of Taiwan’s
i Travel & Tourism i accommodation providers are “e-distribution-ready”, meaning that they are not listed in online searches
E : during an international traveller’s trip planning process and have no chance of being selected.

Human resources development for the travel and tourism industry: Taiwan’s hospitality industry lacks
i sufficient labour as well as management talent.

Ministry of Tourism: Taiwan’s tourism industry would be better served if the Tourism Bureau were upgraded
: to a ministry of tourism.
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EXECUTIVE SUMMARY
______________________________________________________________________________________________________________________|

New issues in 2015

New issues raised in the 2015 Position Papers

Committees : Issues

Broadening the scope of products available to institutional investors: There are too many restrictions on
¢ the types of foreign domiciled funds available to institutional investors in Taiwan.

¢ China investment restrictions on offshore funds: Offshore funds are subject to a 10% cap when investing
¢ assets in China.

i Environmental issues - Stationary noise: Proposed regulations set a limit for stationary noise of new vehicles
i thatis exactly the same as for vehicles in use. This is a departure from international standards, which may
i necessitate retrofitting of vehicles manufactured according to international standards.

: Environmental issues — Regrooved tyres: Transportation business users are not able to pass vehicle
¢ Automotive ¢ inspections by using regrooved tyres, unlike in the EU, the US and many other countries, they have been
: : accepted for many years.

i Compliance with Taiwan regulations and road safety of imported used vehicles: Current practice allows

¢ car importers to utilize the same test reports on multiple vehicles without quality consistency and specification
¢ verification.

: Further relaxation of regulations on financial services to boost Taiwan’s competitiveness: Enabling

¢ Offshore Banking Units to provide family and business trust services would boost Taiwan’s attractiveness as a
¢ financial centre.

Expanding the Offshore Structured Product (OSP) market in Taiwan - Streamlining the reporting process
i of OSPs: Some of the reporting requirements for distributors of OSPs are cumbersome and redundant.

Simplifying the regulation of data management systems: The application requirements for the outsourcing
¢ of global servers remain excessive, resulting in tremendous efforts and costs.

Expanding the scope of fixed income products available for Professional Investors: Under the current
¢ regulatory regime, the bonds which may be issued by local and foreign issuers on the Professional Board are
¢ still limited to straight bonds without any structures linked to derivatives.

Banking

Allowing banks to develop digital banking business: Regulatory barriers in place are preventing traditional
¢ banks from using diverse digital technologies to provide innovative services to customers.

: Equality of treatment for foreign residents — Dual nationality: Foreign nationals wishing to become
¢ Better Living ¢ naturalized citizens of Taiwan have to first renounce their existing nationalities while Taiwan allows its own
: : citizens to have dual nationality.

] Ageing: A proposed amendment by Taiwan authorities specifying that an alcohol product that is labelled as
i Beverage Alcohol i “aged” shall be matured in a container for at least three years before bottling and shall be indicated with a
: ¢ number of years of maturity is not scientifically justifiable and out of step with international practices.
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EXECUTIVE SUMMARY

: Simplifying export procedures — Customs approval for exports: Customs’ export procedures are outdated
i in that they still require multiple data entry records, the carrying of physical shipping documents and outdated
i technologies such as faxes to transfer information.

i Simplifying export procedures - Air freight exports: Exporters are currently not allowed to assemble

¢ consolidated air freight pallets at their premises, thereby creating a competitive disadvantage for air cargo
: : operations in Taiwan compared to Hong Kong or Singapore. :
Customs & LOgiStiCS ..............................................................................................................................................................................
: i Power of Attorney (PoA) for B2C shipments: Taiwan Customs regulations require importers to produce :

i a PoA, regardless of the value of the imported goods. This creates an obstacle to import clearance when

¢ importers are individuals who do not own a registered business, and often just occasionally buy goods online.

CMT Single Window: While the Customs-Maritime-Trade (CMT) Single Window database and service hub :
¢ has the potential to streamline procedures for all stakeholders, the system is not being used by all government
: agencies. :
: Smart cities — Smart buildings: The building industry’s high price sensitivity often overshadows the overall

: efficacy and environmental value of building project solutions.

i Smart cities - Smart transportation: To realize the full potential of e-mobility technologies, advanced systems
E ¢ and infrastructure such as appropriate and sufficient recharging points accessible to the public need to be
© Electrical Engineering &  : carefully planned and installed. :
{ Equipment S
3 : Smart cities - Smart grids - Electricity liberalization: Taiwan Power Company maintains a monopoly on

: power generation and there is no separation of power transmission and distribution.

: Smart cities — Smart grids — Advanced metering system for Advanced Metering Infrastructure: Taiwan
i lacks an advanced metering system necessary for a smart grid.

¢ Public participation in renewable energy projects: Community participation in renewable energy projects,
i especially in wind farms, remains extremely difficult due to an excess of rules and regulations.

Green electricity pricing: The current scheme of green electricity pricing is not attractive enough to encourage
: public participation. :
Energy & Environment i Safety of waste treatment: The precautions necessary to safely handle and recycle potentially hazardous
: i material appropriately are proving restrictive to the recycling industry.

i National energy policy and energy efficiency (Fxpands on two issues raised in last year’s paper under the
i headings “Energy policy master plan” and “Energy efficiency”): Taiwan’s electricity prices do not reflect real
i costs, not enough action has been taken to improve energy efficiency and renewable energy targets lack

i ambition.

: National healthcare spending: Taiwan’s overall spending on healthcare is low by international standards.

¢ Prioritizing patients in the healthcare system: The review process for reimbursing new drugs does not
] ¢ sufficiently take into account expert opinions and potential benefits to patients.
: Healthcare Enhancement -

Enhancing communication between healthcare agencies: The low rate of approval of imported drugs is
: partly the result of inconsistencies among various government agencies.

i Amendments to the Labour Standards Law - Flexibility in the recording of employee hours: LSL :

¢ requirements for clock-in records or time cards for all types and levels of employees are inappropriate for many
: : types of modern business operations.
Human resources LR L T L L L L L L L L LT L L L L L LT P TP PP P TR PR PP PTTRPIL
: i Occupational Safety and Health Act - OSHA health management requirements: OSHA provisions on health

¢ management, occupational disease prevention, health promotion and other activities to ensure the protection

i of employees are too vague.
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EXECUTIVE SUMMARY

: Speeding up Offshore Insurance Unit-related legislation and regulation: Insurers must follow more
: regulatory requirements than their OBU counterparts related to offshore products.

¢ Easing foreign investment restrictions and specifying related standards for approval: Foreign investments
] : of insurance enterprise funds are capped at 45% of the funds of any individual insurance enterprise. ]
|nsurance ..............................................................................................................................................................................
3 : Annuity-related regulation: Due to conservative statutory reserve standards, the current pricing of immediate :
i and deferred annuities are unattractive to potential customers. ]

Unnecessary standardization of benefit definitions: Standardisation of various benefit definitions restrict the

¢ flexibility of insurers to develop new products. :
i Advertisements: Rules governing advertising for medical devices are too strict and not uniformly implemented
i across Taiwan. :

Recognition of PIC/S (not raised last year but in previous papers): Athough Taiwan is a member of
: Pharmaceutical Inspection Convention Scheme (PIC/S), foreign manufacturers continue to be treated unfairly.

i Separation of drug dispensing from prescribing (not raised last year but in previous papers): The current

¢ 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. :
Liability limits in the Model Contract: The Public Construction Commission (PCC) has amended regulations

i to remove previous liability limits to the Model Contract of Construction Procurement.

© Pharmaceutical

i Improvement of the overall governmental procurement environment - Selection and monitoring of
¢ procurement evaluation committees: Recent scandals highlight the need for a new approach to selecting
¢ and monitoring procurement evaluation committee members to avoid conflicts of interest.

Project & Procurement

i Improvement of the overall governmental procurement environment - Adopting the most economically-
¢ advantageous standard for procurement projects: The “most economically advantageous” standard has yet
: to be uniformly adopted across procuring agencies.

: Regulation of food supplements: Taiwan’s regulations on food supplements discriminate against foreign
: firms and deprive consumers of foreign products.

i Concrete guidelines for the recognition of intra-group shared service fees: There are no guidelines on how
: © a Taiwanese subsidiary can recognize shared service charges allocated from offshore affiliates. :
Tax ..............................................................................................................................................................................
: : Recognizing expenses from medical seminars: Tax authorities usually deem expenses derived from :
i pharmaceutical company members” inviting doctors to attend medical seminars as entertainment expenses.

i Cloud computing and international service-oriented development: Regulations governing fixed network

i telecommunications businesses make it troublesome for small foreign companies to establish subsidiaries in

: Taiwan.

Cloud computing, international connectivity and standardization: There are no carrier neutral data centers
: available which have enough power to host Open Computing Platform (OCP) hardware.
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Telecommunications,
¢ Media & Content

: Spectrum allocation - Long term band planning and visibility: There is insufficient long-term visibility
i regarding spectrum allocation plans.

i Spectrum allocation - Supporting spectrum harmonization when releasing spectrum: Harmonization
¢ of radio frequency bands is important to ensure economies of scale, to facilitate roaming, to minimize
¢ interference across borders and to reduce the cost of mobile devices.

i Solving frequency interference issues through spectrum reallocation: Part of the spectrum released in
i 2013 has overlaying frequency or adjacent frequency with other non-radio network business, which causes
¢ interference.

EXECUTIVE SUMMARY

¢ Infrastructure deployment in the telecom industry — Accelerating the release of public space for base
¢ station installations: The current amount of public space available is insufficient to meet the rigorous
i demands of mobile broadband deployment and will therefore hamper the development of MBB in Taiwan.

¢ Realising the real potential of ICT technology: There are still a limited number of online channels and
i resources to access scientific educational materials.
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OVERVIEW

Shaping Taiwan’s Future:
Building on Core Strengths

Shaping a better and brighter future

A solid foundation for future prosperity has been
built in Taiwan. In just six decades, Taiwan has witnessed
remarkable economic and social progress. Through hard
work and a strong dose of entrepreneurial spirit, the
people of Taiwan have built a world-class infrastructure
and developed a highly-educated and prosperous society.
However, given Taiwan’s many advantages, much greater
things could be achieved. Taiwan has the potential to
become a global leader and an example to the world
in a lot more than the niche sectors where it is already
a leader. The building blocks are already in place. What
is still somewhat lacking is ambition, vision, confidence
and determination. Taiwan has earned the right to be
much more ambitious. It is time to set and realize greater
ambitions.

Taiwan’s most successful private enterprises are all too
aware that a “cha bu duo” ( =A% 5IF 1) or just okay
attitude is not good enough. They have to constantly
aim for better. And when one target is reached, a
higher one is set. Leading enterprises take pride in
their dynamism and constant striving to be the best. If
the same ambition and rigour could be applied to the
regulatory system and civil service, Taiwan could achieve
much more. An attractive regulatory environment leads
to a virtuous cycle of rising investment, trade, growth
and good jobs. The government could start by setting
ambitious targets and then work hard to achieve them.
Government leaders should dare to dream of greater
things and instill throughout their ministries a culture of
ambition and the pursuit of excellence.

Look how far Taiwan has come

Looking at a number of statistics and achievements
over the past 60 years illustrates Taiwan’s remarkable
progress. In 1952, Taiwan’s GDP was US$1.7 billion.
At the end of 2013 it had risen more than 280-fold
to US$484 billion. On a per capita basis, Taiwan’s
annual GDP is US$21,700 but, given the relatively low
cost of living, on a purchasing power parity basis, per
capita GDP is close to US$40,000. Foreign trade since
1942 has risen from US$300 million to US$574 billion.
Taiwan has the world’s sixth largest level of foreign
exchange reserves at over US$420 billion. Inflation
and unemployment are both relatively low by global
standards. The people of Taiwan have built a modern
transport and telecommunications infrastructure. They
have developed an open and democratic society with
strong civic institutions and a stable government. In
addition, Taiwan has established a relatively consistent
legal system and a highly skilled workforce, with very
little industrial unrest and low staff turnover.

Taiwan’s national healthcare system provides
affordable universal healthcare to all of Taiwan’s legal
residents, both domestic and foreign. Taiwan’s steadily-
rising longevity rates over the past few decades to levels
similar to the world’s richest countries is evidence of
this progress. The quality of life in Taiwan is also good
in terms of air quality and ease of getting around (good
public transport and traffic), affordability and a wide
variety of entertainment and leisure activities.

Taiwan has exceptionally broad and deep
entrepreneurial strength with a multitude of small and
medium-sized enterprises across multiple industry sectors
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as well as a number of large and globally-significant
corporations. This has been the driving force of Taiwan’s
evolution into an important player in global information
and communication technology (ICT) production chains,
especially in parts and components. Taiwan punches
above its weight in a number of sectors. Taiwanese
firms are major players in the semiconductor, flat panel,
computer and mobile device sectors. Besides ICT,
Taiwanese firms are significant players in niche sectors
such as machinery components, golf club equipment,
scooters, diving suits and medical devices, to name just
a few. An additional factor in Taiwan’s favour is that
Taiwan’s average manufacturing costs have been kept
in check over the past two decades while traditional
“low cost regions” have seen sharp increases. As a result,
Taiwan’s average manufacturing costs are now very
competitive both on a global and a regional basis. In
addition, Taiwan has an ideal geographical location in
the Asia Pacific region, making the island a gateway to
the large and expanding market in Asia.

All of the factors mentioned above have made Taiwan
an important and dynamic player in the global economy
and a good place to live and do business. All the basic
building blocks are in place. What needs to be done now
is to use these building blocks to shape an even brighter
and more prosperous future.

Visions for Taiwan’s future

Taiwan has no shortage of dynamic and successful
entrepreneurs. The government also has numerous
highly competent and capable officials. Over the past
few decades, this has occasionally resulted in the
proclamation of lofty ambitions as well as direct support
for specific industries. But these ambitions have all too
often not been matched by effective follow-up actions.
To achieve great things begins with a vision of the
future, followed by setting specific objectives or targets.
After the visions and objectives have been set, detailed
blueprints and action plans need to be drawn up and
agreed to. Finally, plans need to be carried out rigorously.

We have identified the following examples of what
Taiwan is capable of achieving if the right action is taken:

Smart City Pioneer
Taiwan has the potential to become a showcase
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36 * EUROPEAN CHAMBER OF COMMERCE TAIWAN

for smart, low carbon cities if the most advanced
solutions are implemented to improve energy efficiency,
connectivity and transportation infrastructure. In
Taiwan, the industrial, building and transportation
sectors account for more than 70% of total energy
consumption. Enhancing energy efficiency in these three
sectors is therefore crucial for Taiwan. The building sector
is @ major consumer of electricity globally and especially
in Taiwan. There is great potential to make Taiwan’s
buildings much smarter and more energy efficient if the
right actions are taken.

Taiwan already has an advanced transportation
infrastructure of roads and railways (including the high
speed rail). In addition, Taipei city has an extensive and
expanding public transportation system which includes
metro and bus lines and a bicycle sharing system. These
are all excellent building blocks, which have helped to
improve convenience and reduce the impact on the
environment. However, more could be done to make
transportation greener and more sustainable.

As a small island, Taiwan is an ideal location for electric
vehicles. Even with existing battery range constraints,
with sufficient charging infrastructure in place, it would
be possible to travel around Taiwan in an electric vehicle.
As battery technology improves, this will become
progressively easier, making the case for electric mobility
even stronger. In addition, Taiwan already has a number
of battery and related electronics parts, components
and device makers. It also has experience from the
public rental bicycle system to draw on regarding the
installation of charging stations, vehicle sharing and
payment models. Whatever is missing, can be provided
by European firms, which have proven expertise and real
experience in running electric vehicle systems in Europe,
the United States and Asia.

The building blocks are in place to enable Taiwan to
become a smart city pioneer.

Actions needed to be realize this vision:
¢ Implement stricter building codes: Authorities should

implement a quantitative measurement scheme of

energy efficiency in Taiwan’s building code, with a

formula to calculate efficiency based on the building

shell (materials used for roofs, walls and windows),
air conditioning, water pumps and lighting. The new
measures should be mandatory for all new buildings.
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Promote green building technology: Implement a
clear labelling system for all electrical equipment
and machinery, such as air conditioning units, water
pumps and household appliances with an energy
efficiency index, so that consumers will know the life
cycle cost comparison. Encourage building owners
to install solar panels, solar water heaters and other
energy saving equipment.

Promote smart metering and building system
integration: Encourage the installation of smart
meters and the integration of building security and
energy management by combining fire alarms,
security, heating, ventilation, air conditioning,
elevators, power, CCTV and water management
systems into smart single diagnostic interfaces.

Utilize the most advantageous bid for all government
building projects: Select project bids for government
procurement projects based on a building company’s
certification, the quality of the offer’s product mix
and the building solution’s added value for the
community and the environment.

Set ambitious e-mobility targets: The government
should set a goal of becoming an electric vehicle
showcase and commit to full support of this vision.
Build electric mobility infrastructure: The vital
component for a successful EV roll-out is
infrastructure, especially charging stations for electric
vehicles. To realize the goal, the government should
set ambitious targets for a phased construction of
charging station infrastructure. Next, authorities
should draw up a blueprint and careful plans for
the rollout. Appropriate and sufficient recharging
points should be carefully planned and installed,
first in strategic locations and later expanding to
make charging convenient throughout Taiwan. All
technical issues should be dealt with in the planning
stage (such as the standard size and voltage of
charging plugs and stations) in order to maximize
efficiency. Throughout the process, the government
would benefit by taking into account the views of
European experts, since they have gleaned significant
experience from rolling out EV systems in many
countries. Adopting their recommendations would
speed up Taiwan’s learning curve and minimize
errors.

Healthcare Innovation Hub
Taiwan ranks high in terms of the quality of science

and research given a number of world-class institutions

and universities and a large pool of highly qualified and

talented people. Taiwan has succeeded in establishing a

comprehensive healthcare system that provides a high

level of healthcare coverage to its citizens. Taiwan is also
an ideal location for conducting clinical drug trials. This
implies that the building blocks are in place for Taiwan to
become a hub for healthcare research and development
(R&D) as well as medical tourism. The vision for the
research-based pharmaceutical industry is to support
the government to establish a long-term sustainable
healthcare system in Taiwan, creating an all-win situation
for patients, health care providers, the industry and
the National Health Insurance Administration (NHIA).

However certain aspects of Taiwan’s healthcare system

are holding back Taiwan from becoming a leader in

healthcare R&D.

Taiwan’s model is attractive but also faces specific
challenges related to the burden on the health care
budget. With a rapidly-aging population and increased
demand, the current system will not be sustainable.
New initiatives like Pharmaceutical Benefit Review
Scheme (PBRS) and Drug Expenditure Targets (DET)
have been introduced. However these initiatives are
mainly addressing short-term issues rather than aiming
to effectively reform the health care system. To create a
truly sustainable system and support Taiwan to become
a hub for healthcare R&D and innovation, four key pillars
of support are needed: 1) Rapid and affordable patient
access to new medicines, 2) Adequate rewards for
innovation, 3) Transparent and predictable policies and 4)
Cost-effective and efficient procedures.

There is an opportunity to create a positive
environment that rewards innovation, encourages further
investments and could eventually realize the creation of
a healthcare innovation hub in Taiwan.

Actions needed to realize this vision:

e Develop a plan to separate dispensing from
prescribing (SDP): A significant amount of money is
wasted in the so called “black hole” as patients either
get too many drugs or the wrong drugs because
prescription decisions are too focused on profit
margins earned by hospitals. This is undermining
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the creation of a transparent and predictable system
that should put patients first. An immediate initiative
should be to control discount selling. The longer
term objective should be to remove the black hole to
ensure appropriate incentives and decision-making
based on clinical benefit and cost-effectiveness rather
than financial incentives.

e Decrease time to approval and access to innovative
medicines: Despite providing high standards of
healthcare in general, Taiwan is among the lowest
priced markets in the world for new medicines and
there is a recent trend of innovative drugs entering
the market in Taiwan late compared to other highly
developed countries. This sometimes deprives
patients’ access to the most innovative medicines. The
process of getting approval for innovative medicines
needs to be streamlined and sped up and adequate
prices should be paid for innovative medicines.

¢ Introduce co-pay and rebalance the patient flow
from hospitals to General Practitioners: In Taiwan’s
healthcare system, hospitals spend too much time
and resources on basic diagnosis and treatments
instead of serious health issues. It would be more
efficient and cost-effective for clinics run by General
Practitioners to deal with minor healthcare issues.
However, the current limited co-pay system does
not encourage patients to change their behavior
and make use of clinics and thereby allow hospitals
to concentrate their effort on the patients with the
most serious needs. The system should be revised to
encourage more patients to visit clinics in the first
instance. This would allow General Practitioners at
clinics to take care of the bulk of minor cases while
more serious cases could be referred to hospitals.
This would result in an increase in overall quality and
efficiency.

Regional Financial Centre

The government has made significant efforts to
introduce reforms governing financial services over
the past two years to improve Taiwan competitiveness
across various actors in the financial sector (especially
banks, insurance companies and securities firms) but
much needs to be done to compete with the Hong
Kong and Singapore financial centres. Taiwan has a

40 * EUROPEAN CHAMBER OF COMMERCE TAIWAN

stable government and legal system, well-developed,
sophisticated and liquid financial markets, a strong
wealth management investor base and a broad range of
competitive players. These are all the essential building
blocks to become a more vibrant regional financial
centre. However, to realize the vision of becoming

a regional financial centre, a number of reforms are

needed to make the regulatory environment governing

financial services competitive versus regional rivals,
especially Hong Kong and Singapore.
Actions needed to realize this vision:

e Widen the scope of products available to investors
and loosen restrictions on professional investors:
Investors should be able to choose their financial
investments based on their respective appetites for
risk. Rather than restricting the types of products
available to investors, Taiwan authorities should
focus on improving information and risk disclosure to
help investors make informed decisions. Significant
steps have already been taken to create a domestic
debt capital market in Taiwan (both Formosa and
international bond markets) but products available
to professional investors should be further enlarged
to structured bonds to improve liquidity and product
availability for a more vibrant wealth management
platform. Similarly, Taiwan should broaden the range
of products offered to institutional investors and lift
restrictions on unregistered offshore funds sold by
Securities Investment Trust Enterprises and Security
Investment Consulting Enterprises so as to enhance
the competitiveness of asset management companies.

e Relax restrictions on investments in China: With
China accounting for 40% of Taiwan exports, it
is natural that banks’ exposure to PRC risks, as
well as investors” appetite for China and renminbi
(RMB) denominated assets is significant. Current
restrictions on investments in China are hampering
the development of Taiwan’s financial market and
remain a constraint to compete with other overseas
financial markets such as Singapore. Much effort has
already been made to develop the CNH (offshore
RMB) market. Taiwan has become the first CNH
center outside of China while selected PRC banks
are allowed to issue Formosa Bonds in Taiwan. Still,
1) lifting China investment restrictions on offshore
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bonds, 2) expanding Formosa Bond issuer eligibility
to selected Chinese corporations and listed city
commercial banks, and 3) further raising the credit
extension limits for Offshore Banking Units to China
are further steps which could be taken to improve
competitiveness.

Members of the ECCT’s Banking, Insurance and Asset
Management committees fully support the Financial
Supervisory Commission’s “financial import substitution
policy” as it takes advantage of Taiwan’s competitive
advantages and would be positive for growth and
creating jobs. Reinforcement of local supervision from
host regulators is also a trend observed across the region.
However, the risk associated with such localization is
excessive regulatory ring-fencing (such as local versus
global trade booking and complex outsourcing rules).
Authorities should therefore be careful to ensure that
the import substitution policy supervision stays in line
with the best international practices so that this strategic
policy brings the expected results.

Renewable Energy Showcase

In October 2014 European Union leaders agreed to
cut CO2 emissions to 40% below 1990 levels and to
increase the use of renewable energy to 27% of the
total energy mix by 2030. By contrast, Taiwan’s targets
to reduce emissions to 2005 levels by the year 2020 and
increase the portion of renewable energy to 8% of the
total energy mix by 2025 lack ambition. Taiwan is an
ideal location for renewable energy, particularly wind
and solar energy, given abundant sunshine (almost all
year round) and strong winds (particularly along the
coast). Taiwan is also a major producer of photovoltaic
(PV) panels although most production is designated
for export, rather than used at home. This means that
the building blocks to become a major producer and
consumer of renewable energy are in place. They just
need to be taken advantage of. Doing so would not only
reduce Taiwan’s dependence on fossil fuels. It would also
increase Taiwan’s energy security and boost Taiwan’s
image in the international community.

Actions to be taken to realize this vision:
¢ Liberalise the electricity market: While it is possible for

private operators to produce renewable energy, any

electricity that enters the national grid must be sold to

Taiwan Power Company (Taipower), which possesses
a monopoly on all electricity sales. Authorities should
expedite the liberalization of the electricity market
to allow green energy producers to produce and use
their own electricity and to sell electricity directly to
consumers. As part of the reform process, authorities
should draw on the operational experience of mature
markets such as Europe to establish fair, rational and
workable competition in the electricity market.

Set ambitious renewable energy targets: The
government’s targets for renewable energy are very
low, especially compared to European countries.
Much more ambitious targets should be set and then
obstacles in the way should be removed to make
reaching the targets possible.

Set reasonable prices for renewable energy: Rapid
renewable industry development together with
economies of scale have made renewable energy
economically viable and competitive compared to
traditional power sources. The cost of generating
wind energy has already reached grid parity in Taiwan
and can compete directly with existing fossil fuel
energy sources. However, there is has been little
action so far to further develop renewable energy.
Besides the need for liberalizing the electricity market
(mentioned above), ever changing feed-in tariffs, are
not providing the necessary confidence to attract
significant investment. Fair and predictable feed-in
tariffs should be set and maintained for periods long
enough to provide stable and predictable returns on
investment.

Allow public participation in renewable energy
projects: Community participation in wind farms
remains extremely difficult in Taiwan due to an
excess of rules and regulations. With the absence
of direct benefits to local residents, support for
the development of wind farms is often lacking.
Regional power generation is extremely difficult to
implement under current legislation in Taiwan. This
is in stark contrast to countries like Germany and
Denmark where communities own up to 50% of
renewable energy projects. The authorities should
view community- invested energy generation as a
viable option and take action to realize this potential.
Authorities should reform the Electricity Act to allow
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local residents to invest in community energy projects,
simplify the administrative process in order to reduce
the time needed to process and approve permits for
renewable energy projects, streamline procedures in
order to shorten the time needed to get renewable
energy projects connected to the grid and make
grid connection obligatory for community-invested
projects.

Make connecting to the grid simple: While public
participation in photovoltaic (PV) projects is possible,
not enough has been done to promote the large-scale
adoption by private households, apartment buildings,
office buildings and factories. The authorities should
not only make it easy but should also encourage
home owners, landlords and factory owners to order
and install solar panels and connect them to the grid.
Given that PV technology is mature and there are few
safety issues, it is only a matter of removing red tape
and offering incentives to realize this potential. For
private citizens, installing a panel on their roofs and
getting it connected to the grid should be as easy as
calling a plumber or an electrician.

Additional recommended actions to shape
Taiwan’s future

To attract investment and business requires

understanding and meeting the needs of investors. The
government would do well to devote more effort to
understanding the needs of business people and work
to make it easier for them to do business in Taiwan.
The government should be able to fulfil the dual role of
safeguarding the public interest while at the same time
enabling business. Indeed, there are good examples to
follow where the right balance has been struck.

The following are some additional practical

recommendations for the government that would help
to realize Taiwan’s potential:
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Make doing business easier: Authorities should study
the top-ranked countries in the World Bank’s Doing
Business survey and follow their example. Taiwan is
the world’s 19th best place to do business according
to the World Bank’s 2015 Doing Business survey
but, given its considerable strengths, Taiwan could
be ranked much higher. Authorities would do well
to examine the policies and regulations in place in

the countries ranked No. 1, 2 and 3, adopt the best
methods and devise ways to do even better than
the top-ranked countries. Addressing the business
competitiveness issues raised in Doing Business Survey
would go a long way towards making Taiwan a better
place to do business.

Adopt international standards: While Taiwan
continues to move gradually towards international
standards, there are still too many examples where
Taiwan’s practices vary. Adopting international
standards is not only in the interests of multinational
firms. They also benefit Taiwanese firms who are
competing in the global market place or have
ambitions to do so. Moreover, the costs associated
with not adopting international testing, such as
double-testing of products is ultimately passed on to
consumers in the form of higher prices for imported
products. Decisive action to harmonise Taiwan’s
regulatory environment with international standards
would go a long way towards improving Taiwan’s
competitiveness and attractiveness as an investment
destination.

Lift the bans on products made in China: While
incremental progress has been made over the
years, Taiwan authorities continue to ban or restrict
a number of products manufactured in China
from importation into Taiwan. Many products and
components are manufactured by European firms in
China in order to maximize efficiency in their supply
chains. The ban fosters protectionism, hurts Taiwan’s
own industry and consumers and works against the
promotion of Taiwan as a regional hub. The ban on
certain types of electrical engineering equipment,
clothing and household goods, among other items,
forces multinational companies to source these
products from alternative, more expensive production
locations. This leads to higher prices for Taiwanese
consumers and spurs inflation. If Taiwan is to become
a more attractive place for foreign investment,
investors will need to be able to import products
and components from China in order to maximise
the efficiency of their supply chains. Lifting the ban
and other restrictions would benefit businesses
and consumers in Taiwan and make Taiwan more
attractive to international investors.

+ 2015 POSITION PAPERS




FEAEEAVIEE - TEMER TR R A RS ) AT R
EHFNMEE - B -BRRENESE - FEES
R Ry AT RIS B TR

o PRATBIEHRHE © 5 R A e B PR AR MR 5
HE @ HE R LG TR ESHE - SRR
BRAERENMERT S BB EENNRME - hAEFES B
EERTTGH F IR - B DAY 3 2 2 ST -
HE o ANRABIER AR ATS [ AR - A0 i
HEWHT  BEEORNERRES & HEERS
HEEAE - RIRENTE - #oEr R RGN
BRS8N - R — T O T R E WS
PALPU e

o PUHE R BORRERE ML D FEARGE T A R
REHES - e B2 E R R 2 L BE HEF %
BIARESRGS I EMEAGHE - FFLEINEER THEH
A LS A AR B e - R 7R H B K R s —
Ak R AR - BT E S Fh S R#E BES
EAGHWERKHES - HEEHE a8 EET O
HyE IR Bl - SRS BE R TAZ 3 ~ oL~ REE
it B EL A 25 T A 2R %+ RSB B S B (b
 HA B AR A A SRR A A - R R EE
BEAEESNER  LHEEERIE - NRGEE
PR BONE T B [ TRy ST AR A& LR RES (e
B A R E 1 A R AL > AR R TH R EEH B S it
JESERIRR - BUHEHRE S RAMETH - HHCBE
ERHBEA - WG EERERT | BERE

o EORELECHEE R 7 ki i (TEM) : (7% 5 8 i
AL PG B KB N 2 R S i e - S
SCRF o BURLERERFERE - BRHAMEE - DMREES
L KE BB HEEIE S o R R ER 2R
BULEEGHENH L ZENT - HFELHE
o ARG 2008 K 2012 Bl RFEM 5 > LA
RS 1 18 BEL BN O E 02 = B RIS it SE Ry 2 - R T

EUROPEAN CHAMBER OF COMMERCE TAIWAN -

1k G

TFRFa BB R E R B L i (TEM) - 5

LI E - 38 Sehfh 7E Wi B B 5 {7 A2 5 Ml R AU

» FEH TEM SR E - AR R BT R IR BRI &
e &Rt -

%'s

BEEZREEE RS —HE e WE e E
A BER R AT R A E Sl ER B R A A - FH S — Bk
HE > REET > Silr=mWARENS BT - BEE
PREVER iR - Dl RE S S HE D REAY 22 R PR A 2 -
B Wt 3 ) — SR T ARG > GEEERAME - KRS
EELAE o R L TTRIR SRS B A S E T - th
M BAF - 58 LRI R 1o 1 0T — {8 3 S H B SR it
LT IR o FEMAIFE LR C MREEE
B aEE S -
BNECHBRENga —EXXRaENES
EOEHES EHNETNREE L — - BENS @ B
MW—HEGERANWINERES - AGTELFRIKE
i B AR AT (R SR T oK RS B S AR
R SRR R B - DIy IR H B G A K
s o FPIARE Ll RS RE 1S BRAN - A o ARSI
FEMH A AR - % B BUT R 2 R IR BRE
RAIGERA B AATERE D SERE - EEH
SREIARIK

4

2015 POSITION PAPERS + 45



OVERVIEW

¢ Pursue a TEM with the European Union: While the
signing of free trade agreements with countries
such as New Zealand and Singapore received
general support from the business community, the
government needs to keep up momentum and
pursue deals that will boost trade with its larger
trading partners. This is especially urgent given
the proliferation of global bilateral and multilateral
trade deals in recent years. Two studies published by
the ECCT, in 2008 and 2012 respectively, strongly
supported the case for a trade enhancement
measures (TEM) or similar agreement between Taiwan
and the EU on the grounds that it would be good
for economic growth and for creating jobs in both
Taiwan and Europe. The studies clearly show that
there are great opportunities for both sides to benefit
from a TEM or a similar agreement that would
address both tariff and non-tariff barriers.

Conclusion

Taiwan remains a dynamic player in the global
economy, has good transport and communications
infrastructure, a relatively consistent legal system, a
stable government, a highly skilled and stable workforce,
reputable academic institutions and a functioning
universal healthcare system. Compared to some of its
regional competitors, the quality of life in Taiwan is also
good in terms of air quality, public transport and traffic
and a wide variety of entertainment and leisure activities.
These factors constitute the building blocks to create an
even more advanced and prosperous society. Utilising
these factors to their full extent could unleash Taiwan’s
full potential.

Members of the European Chamber of Commerce
Taiwan have been consistently supportive of Taiwan’s
progress and a champion of Taiwan’s numerous
strengths. Collectively Europeans remain the largest
group of foreign investors in Taiwan. ECCT members
have demonstrated their commitment to Taiwan through
years of building their local operations, generating
economic growth and jobs in line with the highest
international standards for corporate governance and
sustainability. We believe that the recommendations that
follow, if adopted, would make a positive contribution to
the development of the economy, help the government
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to address many long-term challenges and ultimately use
Taiwan’s already considerable strengths to shape an even
more prosperous future.
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Economic growth

After rising by just 1.26% in
2012, Taiwan’s GDP rose to 2.09% 2014
. . Year 2013
in 2013 and momentum remained Jan - Aug

positive in 2014. Following positive

2014 Taiwan’s economic and social indicators

i GDP growth rate 341% 2.09%
export and manufacturing growth
and purchasing manufacturing index ~ Economy GNP (US$ billion) (full-year projection) 517 503
data throughout the year in 2014, Individual GNP (US$) (full-year projection) 22,128 21,558
the Directorate-General of Budget,
Accounting and Statistics (DGBAS) Inflation Consumer Price Index annual growth rate 1.39% 0.34%
revised its forecasts upwards several Industrial production annual growth rate 4.7% 0.7%
times during the year. At the time  p . 4 ction . . o
of writing the DGBAS forecast was gr(ér;structmn permit application growth by floor 359 36%
3.41% for 2014 and 3.51% for
2015. Most private sector forecasts Consumption Private consumption growth rate 2.6% 2.0%
were within one percentage point Stock market Daily trading volume (NT$ billion) 123.9 93.4
above or below this.
Fixed capital formation growth rate 4.8% 6.7%
EU-Taiwan trade Foreign direct investment annual growth rate -2.5% -11.3%
EU-Taiwan trade in goods
Investment . . 0 0
increased by 0.5% year on year Capital goods imports annual growth rate 7.4% 5.3%
in 2013. This is compared to an Foreign investment in Taiwan’s stock market 181 131
increase of 3.7% in the EU’s bilateral (US$ billion) ' '
trade with Hong Kong but declines Imports (year on year change) 3.6% -0.2%
in the block’s trade with China,  Trade
India and Japan of 1.1%, 4.7% and Exports (year on year change) 3.4% 1.4%
8%, respectively. Meanwhile, trade 154 National taxation revenue annual growth rate 6.5% 2.1%
volume between the EU and South
Banking Foreign exchange reserves (US$ billion) 423 416

Korea remained the same as in 2012.
Taiwan’s exports to the EU fell by Labour Unemployment rate 3.99% 4.18%

2% to €22.1 billion while EU exports

to Taiwan rose by 4.4% to €16.5 1 iism

billion in 2013. However, Taiwan Outbound travel annual change 9.3% 7.9%

outperformed the rest of the world

as EU imports from the rest of the

world decreased by 6.9% in the Health National insurance reserve fund (NT$ billion) 103 85

Inbound travel annual change 26.8% 9.6%

Transportation | Registered new cars (growth rate) 15% 6.4%

same period. The EU’s trade deficit  soyrce: DGBAS, Executive Yuan
with Taiwan shrank to €5.5 billion
in 2013, compared to €6.7 billion in
2012.
Taiwan was the 17th largest
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supplier to the EU and the EU’s 23rd largest export
market in 2013. Overall, Taiwan was the EU's 21st
largest trading partner and its seventh largest in Asia.
In the same period, the EU was Taiwan’s fourth largest
trade partner after China (including Hong Kong), the
United States and Japan. (If ASEAN nations are counted
as a single unit, the ASEAN block would be Taiwan’s
second largest trading partner and the EU the fifth
largest).

Trade in services between the EU and Taiwan grew
from €7.3 billion in 2011 to €7.95 billion in 2012 and
the EU maintains a trade in services surplus with Taiwan.
EU exports in services to Taiwan increased from €4.62
billion to €5.01 billion in 2012 while Taiwan’s services
exports to the EU also grew from €2.68 billion to €2.94
billion in the same period. Trade in services between the
EU and Taiwan has doubled over the past 10 years.

Based on figures provided by the Ministry of Economic
Affairs® Bureau of Foreign Trade for the first six months
of 2014, total trade between the EU and Taiwan rose
6.7% year on year, the highest growth rate among
Taiwan’s major trading partners.

Taiwan’s economic competitiveness

Taiwan was ranked 19th in the World Bank 2015
Doing Business Survey, down one position from the
previous year. Of the ten sub-categories, Taiwan ranked
relatively well in Getting Electricity (2nd), Dealing with
Construction Permits (11th), Starting a Business (15th)
and Resolving Insolvency (18th). Taiwan also made

improvements from the previous year in the categories of
Paying Taxes (37th) and Getting Credit (52nd). Taiwan’s
rankings did not improve in the categories Trading
Across Borders (32nd), Registering Property (40th) and
Enforcing Contracts (93rd).

The Switzerland-based World Economic Forum ranked
Taiwan 14th in its 2014-2015 Global Competitiveness
Report, two notches down from the previous year.
Taiwan was ranked as the fourth most competitive
in Asia, behind Singapore, Japan and Hong Kong.
Switzerland placed first overall, followed by Singapore,
the US, Finland and Germany.

The International Institute for Management
Development (IMD) lowered Taiwan’s ranking in terms
of competitiveness by two notches to 13th in its 2014
World Competitiveness Yearbook. Among countries in
the Asia-Pacific region, Taiwan dropped to fourth place.
Malaysia overtook Taiwan to take third place in 2014,
while Singapore and Hong Kong continued to rank first
and second in the region.

EU FDI in Taiwan

According to the Ministry of Economic Affairs’ (MoEA)
Investment Commission, Europe provided US$686 million
in foreign direct investment flows (FDI) into Taiwan
in 2013, representing 14% of all FDI. In the first half
of 2014, the EU was once again the largest source of
inbound FDI. Cumulatively (based on figures calculated
since 1952), the EU remains the largest provider of FDI
with cumulative investments of US$33.2 billion.

Taiwan’s trade with its four main partners from January to July 2014 (US$ billion)

Period Total Trade

Mainland China (including Hong

Imports Exports

71.2

Kong) 99.5 5.4% 28.2 10.8% 3.4%
Japan 35.7 -3% 245 -4.9% 11.2 1.4%
USA 36 6.6% 16.2 7.4% 19.8 5.9%
EU 29.4 6.7% 13.9 5.5% 15.5 7.8%
Global Total 341 2.4% 161 2.2% 180 2.5%

Source: Bureau of Foreign Trade, MoEA
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Amount
EU 0.66
USA 0.06
Mainland China and Hong Kong 0.58
Japan 0.21
Global Total 3.07

Source: Investment Commission, MoEA

Taiwan’s FDI in the EU almost tripled from €301
million in 2011 to €818 million in 2012, and according
to the MoEA’s Investment Commission, US$168.9
million in investments to Europe were recorded in 2013.
However, Taiwan’s cumulative investments in Europe of
€2 billion are well below South Korea’s €18.6 billion.

Industry outlook

The following is a look at the status and outlook
of various industries from the point of view of ECCT
members doing business in Taiwan.

Automotive

Taiwan’s car market has seen solid growth momentum
in 2014 given a lack of dramatic economic fluctuations
locally and globally. In particular, the luxury car segment
has seen substantial growth while growth in the
domestic car segment has also been steady. Another
major contributor to total market growth was the
introduction of new models, which stimulated the
replacement of cars between eight and ten years old,
which still occupy a significant portion of all vehicles on
the road currently. Considering the uncertainty of global
economic and political developments, members of the
Automotive committee foresee only minor growth in
2015. However, if more is done to create an environment
that is favourable towards advanced technologies,
this would help to boost growth further. The global
trend of applying clean and fuel-efficient alternative
energy vehicles is essential to a highly urbanized
country like Taiwan. To reach the goal of sustainable
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Jan-Aug 2014

Foreign Direct Investment in Taiwan from four main areas (US$ billion)

1952-Aug 2014

yoy change Amount
-12% 33.2
-78% 2255
-25% 6.78
-15% 17.7
-2.5% 129.4

mobility will require clear policy direction, regulation
and infrastructure. Moreover, the harmonization of
the regulatory environment with global standards and
practices would also speed up the introduction of high
quality products to the Taiwan market and benefit both
consumers and the environment.

Beverage Alcohol

According to Industrial Development Bureau under
the Ministry of Economic Affairs, total sales of alcoholic
beverages in Taiwan declined in 2013 from 2012 and the
first half of 2014 saw a decline in sales from the same
periods in 2012 and 2013.

Direct flights and tourists from the PRC have produced
limited benefits for the industry, which continues to
operate below pre-financial crisis business levels.

Previous legislative sessions had seen proposals
that would have a negative impact on the industry
as well as the hospitality, tourism and entertainment
sectors. Alcoholic beverage industry players believe that
these proposals, if adopted, would have an adverse
effect on the industry and the hospitality, tourism and
entertainment sectors, which would struggle to maintain
business at current levels.

Cosmetics

Department stores, as the most favorable channel for
cosmetic shopping, enjoyed growth in 2014. Prestige
brands have seen a return to growth while derma-
cosmetic brands have benefitted from the rise in micro-
surgery and increasing demand from consumers for
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better products. Internet shopping has been another
key contributor to growth. Growth in internet sales
is four times faster than traditional retail channels.
Younger consumers tend to purchase their cosmetics
online and the internet has become the most important
source of information for these consumers. Therefore,
online media has become one of the most effective
communication tools to reach young consumers.

Looking ahead to 2015, we believe the cosmetic
market will continue to see healthy growth. Internet and
e-commerce channels are expected to post the highest
growth rates and returns on investments. Derma-
cosmetic brands are expected to maintain momentum
and boost the overall market. Given Taiwan’s rapidly-
aging population, we also expect to see anti-aging
products become the next growth sector.

Electrical Engineering & Equipment

The government’s upward revisions to GDP growth
forecasts during the course of 2014 can be partly
attributed to strong global demand for 3C products.
Government spending on reconstruction is likely to
increase in 2015 in the wake of disasters such as
gas explosions and floods. Driven by strong global
demand for portable devices, the introduction of new
wearable devices and internet of things solutions, there
are great opportunities for business expansion in the
semiconductor and 3C industries. However, there are still
challenges to face in 2015, including economic pressure
as a result of free trade agreements between Taiwan’s
economic rivals and changes in industrial structure.
The level of growth will vary depending on the specific
industry segment while overall growth will be influenced
by the extent of government reforms.

Luxury Goods

Taiwan’s luxury goods industry has benefited from
the increase in Chinese travellers internationally and the
resultant increase in sales in recent years. However, sales
in Taiwan are still primarily driven by local customers,
not tourists. Therefore, while the anti-corruption policy
launched in China has had a significant impact on sales
in many countries globally, there has been only a limited
impact in Taiwan. The industry’s growth in 2014 has
been in line with stronger GDP growth in 2014 than
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in 2013 and members of the industry are confident of
continuing steady growth in the Taiwan market in 2015.

Retail and Distribution

The businesses of Fast Moving Consumer Goods
(FMCG) suppliers and retailers stabilized in 2014. Given
the mild recovery of the economy, retailers exhibited
mild improvements compared to 2013. However,
consumer spending has remained cautious and retailers
continue to rely on aggressive discount and promotional
campaigns to attract customers in a fiercely competitive
market. As was the case in 2013, suppliers and retailers
are under constant pressure to maintain margins in
the face of rising costs as a result of inflation. As such,
delivering growth in both sales and profitability remains
a challenge. Looking ahead to 2015, given expectations
for slow economic growth globally as well as locally,
the retail industry does not expect the situation in the
market to change significantly from 2014. Hence,
retailers are likely to continue to follow the two overall
strategic approaches adopted in 2014: 1) Work hard
to lower costs in all possible areas, and 2) Leverage
the best technology and market innovation as well as
human resources available from across the world to
stay competitive. While both would benefit consumers,
investments in the local market are not expected to
grow dramatically. However, government actions to
de-regulate would have a material impact on the
long-term business outlook and therefore investment
considerations.

Technology

In 2014, the semiconductor industry showed some
weak signs of recovery with growth in the single digits.
The key driver was mobile products, particularly mobile
phones and tablets, while the computer industry and
related segments have been stagnant or in decline.
Looking ahead, mobility and internet appliances seem
to be maintaining momentum while new products are
gaining traction, in particular, wearable products. The
rise in the popularity of wearables is in response to the
demand for health and fitness devices. These devices
will become progressively more intelligent, come in
different shapes and sizes and be used in different
situations. There will also be increasing improvements in
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the way devices communicate with one other, therefore
completing the transition towards the much anticipated
and rising segment generally known as the internet of
things.

Telecommunications, Media and Content

There have been positive developments in the
regulatory system over the past year but business
remains challenging. The mobile broadband auction
was completed successfully and regulatory hurdles were
removed to allow operators to speedily launch LTE (4G)
services. The government plans to increase the supply
of spectrum for mobile broadband to 1,000MHz of
bandwidth by the year 2020. This is necessary given the
enormous growth in demand for mobile data services.
Another positive development was the approval by
regulators of tiered pricing, which allows telecom
operators to set their own data usage and pricing plans
for each mobile phone service package. Operators have
been competing to build out their networks as fast
as possible and progress to date has been impressive.
According to the National Communications Commission,
LTE coverage is expected reach 95% of the population
by the end of 2014, only seven months since the launch
of the first commercial LTE services and two to three
years ahead of operators’ original business plans. The
NCC forecasts that the number of LTE subscribers will

Inbound visitors to Taiwan (unit: millions)

International visitors

reach 1.8 million by the end of 2014. While these are
positive developments, competition is expected to
remain fierce, including in the LTE business. Given the
fierce competition in the LTE space, just one month after
launching services, operators had already resorted to
offering flat service tariffs in order to attract subscribers.
While low prices are good for consumers and business
users in the short term, it is going to be challenging
for operators and vendors to recoup their sizeable
investments in 4G licences, achieve sustainable growth
and improve the quality of their services in the long
term. Long-term sustainability that benefits consumers,
operators and other players in the TMC supply chain, will
require careful management of capital investments on
the part of operators and greater clarity and visibility on
the part of the regulator regarding spectrum planning
and allocation.

Travel & Tourism

2014 and 2015 are expected to mark a period of
change for stakeholders in Taiwan’s travel service value
chain. On the airline front, the reduction of commissions
by Taiwanese airlines is expected to put significant
revenue pressure on the travel agency sector and more
airlines are expected to follow the move by the local
carriers. In addition, there has been a notable increase
in the number of technology companies outside of

Overseas Chinese

AN

V|5|tors Rate V|5|tors Rate Total V|5|tors Rate of Total
2008 3.5% -0.9% 77% 21.7% 22.9%
2009 4.39 14.3% 2.77 -6.5% 63% 1.62 84.1% 37%
2010 5.56 26.7% 3.23 16.8% 58.1% 2.33 43.5% 41.9%
2011 6.08 9.3% 3.58 10.9% 58.9% 2.49 7.2% 41%
2012 7.31 20% 3.83 6.7% 52.4% 3.47 39.3% 47.6%
2013 8.01 9% 4.01 6.8% 51.1% 3.92 12.6% 48.9%
2014* 5.63 26% 2.62 19% 47% 3.01 33% 53%

Source: Taiwan Tourism Bureau
*Based on figures from January-July 2014
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the traditional travel domain venturing into the travel
service space that are offering new services based on
digital content and non-traditional business models. The
positive response to date to these travel service platforms
indicates that travellers in Taiwan are open and ready for
change.

Overall tourism growth via air will continue to be
constrained by slot limitations as a result of on-going
airport runway repairs at Taiwan’s major airport. This
is especially the case for low cost carriers. Taiwan’s
share of growth in this segment is expected to be slow
to moderate at best compared to other Asia Pacific
destinations.

While Taiwan has seen a sharp in rise in the number of
tourist arrivals in recent years, including the first half of
2014, the bulk of growth has been from China. Unless
greater efforts are made to promote inbound tourism
from the rest of the world (outside of China), overall
Taiwan tourism growth is expected to be weak in 2015.
Members of the committee therefore take a conservative
view on the prospects for overall tourism growth in
Taiwan in 2015.

Financial services

Asset Management

Global activity has broadly strengthened and is
expected to improve further in 2015 but downside risks
remain a concern. Increased geopolitical risks could
lead to sharply higher oil prices. Financial market risks
include higher-than-expected US long-term rates and a
reversal of recent risk spread and volatility compression.
However, given the outlook for low inflation, low
population and productivity growth rates, the low
interest rate environment may be sustained for a while
longer. Therefore many investors will remain focused on
seeking better returns from their portfolios, ranging from
traditional fixed income to balanced or equity income
products. In addition to this, global investors are still
paying close attention to the further internationalization
of RMB and the capital market in China. China’s
ongoing reforms are expected to have a significant
impact on global financial markets and also investment
allocations for many institutional and retail investors.
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Banking

The government's liberalization policy to actively
promote Taiwan as an international financial center has
boosted business sentiment. The Financial Supervisory
Commission (FSC) has announced wide-ranging
deregulations which include allowing banks' Offshore
Banking Units (OBU) more autonomy in offering new
financial services to offshore customers. Local qualified
institutional investors can have access to offshore
fixed income products as banks are now allowed to
conduct bond agency business. Banks can also provide
information and advisory services on offshore derivatives
to these institutional clients. Domestic banks' non-
performing loan ratios remain at healthy levels, below 2%
while coverage ratios are above 200%. Starting from
January 2014, foreign banks have also been required
to maintain adequate provisions for non-performing
loans according to loan types, consistent with domestic
banks' requirements. The government’s current efforts
to liberalize Taiwan financial sector is expected to bring
benefits to the banking sector as well as the Taiwan
economy.

Insurance

New business premiums of the life insurance sector in
Taiwan decreased to NT$1,106.3 billion in 2013, down
7% year on year. In the same period, total premiums
grew by 4% to NT$2,583.5 billion. In July 2012 and
January 2013, changes in reserving interest rates and
consequent changes in prices caused traditional non-
interest sensitive types of insurance to fall out of
favour with customers while sales of personal accident
and health insurance also fell. In August 2014, the
Financial Supervisory Commission (FSC) announced the
government take-over of two insolvent life insurance
companies, Global Life and Singfor Life, both of which
had seen their risk-based capital (RBC) ratios fall well
below 150%. The industry welcomed the move by the
government as fully bailing out such companies would
inevitably cost taxpayers huge sums while delayed
actions would only compound the problems and costs.
Looking ahead, members of the industry anticipate
continuous macro-regulatory reform measures by the
government. Specifically, easing foreign investment and
product-related restrictions would enable insurers to
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more efficiently and effectively manage their businesses.
Should the concept of offshore insurance units (OIU) be
realized, it would help to boost the competitiveness of
insurance companies versus their global rivals.
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AGRO-CHEMICAL

1. Registration rules incorporating a crop extrapolation system

Introduction

Members of the committee
appreciate the efforts of the Bureau
of Animal and Plant Health Inspection
and Quarantine (BAPHIQ) under
the Council of Agriculture (CoA)
for its aggressive implementation
of the Joint Investigation of Anti-
counterfeit Project since 1 January
2013 to enforce the crackdown
on illegal pesticides. We will
continue to intensively monitor fake
pesticide manufacturing and sales
through cooperation with CroplLife
Taiwan. However, due to factors
such as limited time and inventory,
following the survey on farmers’
waste containers in the vegetable
season in the first year, no significant
improvement was observed. Hence,
in order to ensure the reasonability
of tests, we shall continue to conduct
overall survey tests and share the
results with the CoA.

In addition, we wish to commend
both the BAPHIQ and Taiwan
Agricultural Chemicals and Toxic
Substances Research Institute
(TACTRI) for their continuing efforts
to improve the new registration
system and crop-grouping
regulations. However, specific
registration processes for new
product registration system-related
operations has not been set up due
to the complexity of the system. As a
result, companies have encountered

great difficulties in their attempts
to introduce more innovative and
environmentally-friendly products.
Four years have passed, but no
effective new Active Ingredient (Al)
has passed the crop registration.
Members of the committee find this
outcome disappointing. Considering
the unsatisfactory progress,
we would like to reiterate the
importance of the issue and to raise
it again in the 2015 position paper.

1. Registration rules
incorporating a crop
extrapolation system

This issue appeared in last
year’s position paper. Although
the committee favours the overall
direction towards adopting crop
grouping, not a single new Al
registration has been approved since
the implementation of the new

peptide registration system in 2009.

It is clear that the new registration

system has been a major problem.

Despite several discussions between

committee representatives and the

relevant authorities, it appears that
the difficulties with the new system
are still not fully understood by the
authorities, nor have the proposals
submitted received adequate
consideration. The system has
severely obstructed the introduction
of new, technologically-innovative
and environmentally-friendly

products to Taiwan, significantly
decelerated the phasing-out of old
products and hampered Taiwan’s
ability to improve the environment
and safeguard food safety.

Taiwan’s land area is much
smaller than countries such as
France or Germany. Therefore
requiring three residue trials for
such a small geographical area is
disproportionately high. One residue
trial should be sufficient to set the
Maximum Residue Level (MRL)
standard for non-export crops.

In addition, the TACTRI is currently
the only institute qualified to conduct
residue trials on new Als. Assigning
the TACTRI the duty to carry out
three trials in different locations in
Taiwan on top of its routine business
has led to a huge workload that far
exceeds the TACTRI’s capacity and
has caused substantial delays.

Recommendations

We urge the relevant authorities
to review and revise the new
registration system to simplify,
clarify and accelerate the
administrative review procedures,
thereby enabling farmers and
consumers nationwide to share
innovative and environmentally-
friendly products with the
world and maximize benefits
for consumers, farmers and
environmental safety. In
particular, authorities should:

e Simplify field trial
specifications and reporting
standards and shorten review
times to enhance effectiveness:
Replace existing requests for
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bio-efficacy and phytotoxicity
field trials with trial data
collected either domestically
or outside Taiwan by the Al
owner. This approach would
not only ease the tremendous
workload of the authorities
in reviewing trial protocols
and work implementation,
but would also relieve the
authorities of unnecessary
potential risk and responsibility
from endorsing the Al owners.
Al owners would assume full
responsibility for product care.

e Reduce the required number
of domestic crop residue trial
reports from three to one.
Allow foreign data to be cited
if necessary and devise review
guidelines for foreign data.

e Expand the TACTRI’s resources
to handle a larger capacity,
and certify additional qualified
institutes to handle residue
trials. Accelerating registration
in this way will help to provide
farmers with better and more
environmentally-friendly
choices of agro-chemical
products.

1
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ASSET MANAGEMENT

1. Broadening the scope of products available to institutional

investors
2. Pension fund scheme reform
3. Multi-asset funds

4. China investment restrictions on offshore funds

Introduction
Members of the committee

acknowledge the steps taken by the
Financial Supervisory Commission
(FSC) over the past year intended
to enhance the competitiveness of
onshore asset management business.
We hope that the FSC will continue
to encourage innovations which
allow offshore fund managers to
introduce innovative products and
services to Taiwan through further
regulatory reforms.

While not completely resolved,
progress has been made on the
following issues:

e Pension fund scheme reform:
The government has proposed
reforms to the current pension
system which would allow
insured employees to select
their own investments for the
voluntary portion of their pension
contributions. The related
regulations have been discussed
among related government
agencies. However, the
framework and platform have yet
to be introduced.

e Lifting of restrictions on private
placement of onshore and
offshore funds: The Securities and
Futures Bureau (SFB) has excluded
Offshore Banking Unit (OBU) and
Offshore Securities Unit (OSU)

investors from the 35 investors
quota limit for private placement
funds. However, we recommend
that the SFB take further action to
completely remove all investment
restrictions.

As responsible members of the
financial community in Taiwan,
we aim to contribute to the
sustainable development of the
asset management industry and
provide professional services based
on international expertise and know-
how to make Taiwan one of the asset
management hubs in the Asia-Pacific
region. We raise four issues this
year on which we believe significant
progress is possible.

1. Broadening the scope
of products available to
institutional investors
This is a new issue.

Key problem

In the first half of 2014, the
Chairman of the Financial Supervisory
Commission proposed a “Financial
Import Substitution” policy, aimed at
helping Taiwan’s financial firms to
play a more proactive role in fulfilling
institutional investors’ overseas
investment demands. In addition, the
Financial Consumer Protection Act
has formally differentiated the level

of required protection of institutional
investors and retail investors.
Considering the above, we therefore
recommend, based on the spirit
of Financial Consumer Protection
Act, to allow Securities Investment
Trust Enterprises (SITE) and Security
Investment Consulting Enterprises
(SICE) to distribute foreign domiciled
funds which do not meet the criteria
for registration stated in Article 23 of
the Regulations Governing Offshore
Funds (called “Professional Funds”).
These funds should only be allowed
to be sold to institutional investors
defined by the regulator based on
Article 4 of Financial Consumer
Protection Act. The proposed
arrangement has two objectives:
The first is to ensure retail investors
are protected under the Offshore
Fund Master Agent Framework.
The second is to meet the needs of
institutional investors for diversified
products and higher risk preference.

Recommendations

e We recommend that authorities
allow SITEs/SICEs to distribute
foreign domiciled funds which
do not meet the criteria for
regulatory registration stated
in Article 23 of Regulations
Governing Offshore Funds to
institutional investors defined
by the Financial Consumer
Protection Act.

e In addition, we recommend
that SITEs/SICEs shall also be
able to sell professional funds
to offshore units including
OBUs, OSUs and Offshore
Insurance Units (OlUs) and
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ASSET MANAGEMENT

any applicable units/centres
whose foreign currency trust
accounts should be recognised
as institutional investors. The
underlying client distribution
within OBU trust accounts
should rely on relevant
regulations.

2. Pension fund scheme reform
This issue was raised in the 2013
and 2014 papers.

Key problem

All advanced countries throughout
the world are facing the problem of
aging populations and are seeking
the most effective ways to reform
their pension systems to meet the
demographic challenge and ensure
long-term sustainability. The fact that
Taiwan’s population is aging at a rate
faster than many other advanced
countries has made pension reform
an even more pressing issue. We
acknowledge the efforts of the
Ministry of Labour and the Financial
Supervisory Commission to reform
the current pension system by
allowing insured employees to
select their own investments for the
voluntary portion of their pension
contributions. This is in line with
international trends to develop self-
investment selection contribution
pension plans. However, to date,
the relevant information involving
establishment, flow structure,
product planning, criteria for asset
managers’ participation and relevant
strategy plans are still not available.

As such, we recommend that the
competent authorities announce
broad planning guidelines, draw up
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a specific timetable and develop a
platform for discussion with regard
to the policy planning process,
so that global asset managers
may contribute their international
experience. Preparations may then
be made in advance to provide a
comprehensive range of services for
Taiwan investors.

Recommendations

e Allow insured employees to
select their own investments
for both their mandatory
and voluntary pension
contributions.

e Provide a simple and
reasonable choice of
retirement products:
Set simple investment
strategies, implement proper
post-retirement pension
management and establish
a sound system of pension
advisors.

e Establish a central retirement
platform, a one-stop
establishment to satisfy all
relevant pension needs: This
should include the setting up
and structuring of individual
pension fund accounts,
implementing centralised cash
flows, a product information
platform and reasonable fee
mechanisms.

e Carry out retirement education:
In addition to providing
education in school curriculums
to give students knowledge of
finance and investment from
an early age, the government,
employers and industry
players should also develop

educational and promotional
plans in relation to pension
fund investments.

3. Multi-asset funds
This is a new issue.

Key problem

Traditional balanced funds merely
focus on equities and bonds to
seek capital gains. However, they
do not provide enough flexibility.
A new type of fund, known as a
multi-asset fund, is designed to
have a flexible, comprehensive asset
allocation solution with a portfolio
of equities, fixed income and non-
traditional sources of income. With
a much more a diversified portfolio
of underlying investments and
greater flexibility to switch among
asset classes, depending on market
conditions, multi-asset funds are
able to pursue attractive income
opportunities while at the same time
reducing risks created by today’s
evolving and sometimes turbulent
marketplace.

Recommendations

e Allow the establishment and
sale of multi-asset funds in
Taiwan. These funds should
not be subject to the same
investment restrictions
imposed on balanced funds or
other fund types, such as the
30% high yield bond holding
limit on balanced funds.

e The SFB should lift the holding
limit on high yield bonds for
multi-asset funds to 60%.

2015 POSITION PAPERS
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ASSET MANAGEMENT

4. China investment restrictions
on offshore funds
This is a new issue.

Key problem

As of September 2012, the
threshold limit for investments in
China’s listed securities has been
removed for onshore funds and
discretionary mandates. However,
the China investment limit imposed
on offshore funds has not been
relaxed accordingly. Based on current
regulations, there is still a 10% China
investment limit imposed on offshore
funds.

Mainland China’s financial market
is undergoing liberalisation, including
the approval process for the quotas
of various types of investors (QFIl and
RQFlIs). MSCI has been evaluating
whether to include China A shares
into its emerging market equity index
starting from June 2015. If this is
implemented, it is estimated that the
ratio of China A shares as a portion
of the MSCI Emerging Asia index or
MSCI Asia Pacific (excluding Japan)
index could rise to between 15%
and 25%. In addition, the Hong
Kong - Shanghai Stock Connect
could come into effect. With this
new change, offshore fund managers
will be allowed to invest in Mainland
China’s equity markets without QFll
or RQFII quotas or restrictions. This
would greatly enhance the efficiency
of fund management. It is expected
that a growing number of offshore
fund institutions would increase
their investments in the China stock
market.

However, registered offshore
funds in Taiwan are still restricted
to the 10% investment limit in
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China’s equity markets. This
greatly restricts the flexibility of
offshore fund management. If
offshore fund institutions decide
to cease selling these funds in
Taiwan in consideration of other
global investors, it would have an
adverse effect on Taiwan investors.
Furthermore, this would also slow
down Taiwan’s efforts towards
financial globalisation and dampen
expectations for Taiwan to take a
financial leadership role in the Asia
Pacific region.

Currently, offshore funds invested
by Taiwan investors are already
subject to investor protection
measures in relation to international
regulatory requirements. The
rights and obligations of Taiwan
investors are in line with other
global investors. In addition, the
current Taiwan regulations already
require monitoring of local investors’
investment holdings while master
agents need to report China
investment holdings of offshore
funds on a monthly basis. These are
all sufficient measures to control
fund flows.

Recommendations

e We recommend lifting the
China investment limit for
offshore funds to at least
30%
value initially. Eventually the

of a fund’s net asset

investment limit on China
holdings should be removed
and investments should be
allowed up to 100% of an
offshore fund’s net asset
value.
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AUTOMOTIVE

1. Environmental issues

2. The business environment
3. Road traffic safety

4. Commercial vehicle issues
5. Safety type approval

6. Key items still not open to foreign test laboratories

Introduction
Since the publication of the 2014

position paper, progress has been

made on the following issues:

e Road traffic safety - Opening
of radio spectrum frequencies
for road safety devices: The
authorities have agreed to execute
road testing of the radio spectrum
frequencies for safety devices in
order to verify that they will not
interfere with other signals.

e CO, emissions & fuel economy
standards: The Environmental
Protection Administration (EPA)
formally announced draft CO,
emission standards in June 2013,
which are in line with European
practice. The Bureau of Energy
(BoE) announced a higher fuel
economy standard on 11 August
2014 and has also accepted some
suggestions from the committee.
It has implemented a pooling
system for mass volume vehicle
manufacturers/importers to allow
them to share quotas. The BoE has
also adopted an administration
system for importing vehicles
in small volumes. Members
of the committee continue to
communicate with the BoE on
this issue and will monitor future
developments.

72 +* EUROPEAN CHAMBER OF COMMERCE TAIWAN

e Road traffic safety - Safety devices:
The Vehicle Safety Certification
Center (VSCC) has been collecting
opinions from the industry and
plans to implement legislation to
enhance road safety. However,
details of implementation are still
under discussion.

Issues have been re-categorised
into three sections: “Environmental
issues”, “The business environment”
and “Road traffic safety”, which
reflect our primary concerns.

The issues listed in last year’s
paper under the headings “Luxury
tax - Disclosure of trade secrets” and
“Bus noise type approval” have been
removed in order to focus on the
committee’s priority issues. The issue
“Green Technology - Commercial
vehicles powered by alternative
energy sources” has been rewritten
and placed under the heading
“Environmental issues — Advanced
vehicles and EV policy”.

1. Environmental issues

As awareness and promotion
of environmental protection has
continued to increase globally,
European businesses are continuously
developing the most cutting edge
technology aimed at achieving
environmental protection goals.

We strongly recommend that
the government takes advantage
of European green technology
experience and adopts the best
European practices.

1.1 CO, emission standards for
new vehicles

Since this issue appeared in last
year’s position paper, we are pleased
to have seen progress. The EPA
has announced an amendment to
“Vehicular Air Pollutant Emission
Standards”, whereby all light duty
passenger vehicles have to comply
with CO, emissions standards. This
new requirement sets a three-year
phase-in period for newly-registered
light duty passenger vehicles starting
in 2015. The EPA has announced
details of punitive measures for
vehicles not complying with the
standards yet no final decision has
been made.

Recommendations

e The EPA should consult with
and take into account the
views of all stakeholders,
including foreign importers and
manufactures in determining
fines for vehicles that exceed
the CO, emission standard.

e We strongly recommend that
the BoE and the EPA join forces
and adopt a unified set of
regulations and a single vehicle
administration system that is
in line with European practices.
This would remove legal
ambiguity for regulators and
make it easier for companies
to comply.
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AUTOMOTIVE

1.2 Fuel economy standards

Since this issue appeared in last
year’s position paper, we are pleased
to have seen progress. According
to BoE’s announcement, the fuel
consumption of passenger vehicles
is regulated on the basis of vehicle
weight. Authorities are going to
implement a pooling system for
mass volume vehicle manufactures/
importers to allow them to share
quotas. The BoE has also adopted
an administration system for vehicles
imported in small volumes. In the
new draft standard, the requirements
for vehicles weighing between
1,980 kilograms (kg) and 2,100 kg
are stricter than the CO, emission
standard for lighter vehicles.

Recommendations

e It is recommended to extend
the standard range to
between 1,980 and 2,100 kgs.
To ensure new technologies
are introduced into Taiwan
in a timely manner, the
government should introduce
more incentive schemes
to encourage different
technologies aimed at
promoting energy-saving and
eco-friendliness rather than
limiting the scope to specific
technologies.

e We strongly recommend that
the BoE and the EPA join forces
and adopt a unified set of
regulations and a single vehicle
administration system that is
in line with European practices.
This would remove legal
ambiguity for regulators and
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make it easier for companies
to comply.

1.3 Advanced vehicles and EV
policy

This issue has been rewritten to
incorporate and augment the issue
raised in last year’s paper under
the heading “Green Technology -
Commercial vehicles powered by
alternative energy sources”. The
automotive industry is making
tremendous efforts to reduce
CO, emissions. Many advanced
technologies have proven to
effectively reduce emissions. As
the member of the global village,
the Taiwan government should
encourage the usage of these
technologies such as diesel,
hybrid and electric. Moreover, the
replacement of old vehicles is the
easiest way to reduce the average
emissions of Taiwan’s vehicles since
old vehicles cannot fulfill current
standards and are a major source of
pollution.

Among all the technologies
available, a meaningful increase in
the use of electric vehicles (EV) will
first require further infrastructure
to be set up. In addition the
government would need to speed
up the drafting and implementation
of EV-related standards. Incentive
policies such as tax subsidies should
also be implemented to promote
environmentally-friendly automotive
technologies.

Recommendations

e The EPA, BoE and MoTC
should put in place incentive
policies to: 1) accelerate the

replacement of cars older
than 10 years and 2) subsidize
advanced vehicles such as
diesel, hybrid, electric and
other advanced technologies,
which can effectively lower
CO, emissions.

e The BoE and the BSMI should
finalize standards for EV-
related equipment and the
Ministry of Economic Affairs
(MoEA) should speed up
the establishment of EV
infrastructure as well as
policies regulating EVs.

1.4 Stationary noise

This is a new issue. The EPA is
planning to propose stricter and
single stationary noise control limits
for all vehicles, regardless of whether
they are new or already in use. EU
regulations (UN ECE R51) do not
specify limits for stationary noise
for new vehicle certification, but
only focus on the stationary noise
deviation between new vehicles and
vehicles already in use. However
the EPA’s noise limit regulation
draft sets a limit for stationary
noise homologation result (for
new vehicles) that is exactly the
same as for vehicles in use. This
is unreasonable and a departure
from international standards, which
may necessitate retrofitting of
vehicles manufactured according to
international standards.

Recommendations

¢ In order to reduce the overall
noise emissions from vehicles
effectively, the EPA’s draft
noise regulations should be

2015 POSITION PAPERS
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Comparison of EU and proposed Taiwan regulations on vehicle noise

limits

EU X .

Stationary noise:
limit for new vehicle homologation
(homologation result)

Stationary noise:
limit for vehicles in use

harmonized with UN ECE
R51, ie no limit should be
set for stationary noise of
homologation results, and
noise emissions from vehicles
in use should be no higher
than the homologation result
plus five decibels.

1.5 Tyre grading and labelling
standards

This issue appeared in last year’s
position paper. The EU’s tyre
labelling system was comprehensively
explained in last year’s position
paper. According to the system,
tyres are first inspected and graded
according to performance in terms
of fuel consumption and associated
CO, emissions, noise emissions
as well as safety in wet driving
conditions. The European Union has
required compliance with ECE R117
for new tyres since 1 November
2012 while Japan and Korea started
implementing tyre grading standards
a few years ago. China, the United
States and Brazil have started to
draft regulations in order to provide
sufficient tyre information to
consumers.

Recommendations

e Implement a system of tyre
testing, certification and
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No limit

93 dB (vehicles under 4000 cc.)
96 dB (vehicles over 4000 cc.)

Homologation result 93 dB (vehicles under 4000 cc.)
plus 5 dB

96 dB (vehicles over 4000 cc.)

labelling as a mandatory
requirement and apply EC
1222/2009 as a technical and
administrative regulation in
Taiwan. By following these
recommendations, consumers
will be able to distinguish eco-
friendly products easily.

1.6 Regrooved tyres

This is a new issue. Recently,
transportation business users have
reported that they are not able to
pass vehicle inspections by using
regrooved tyres. According to Article
14 of Freeway and Expressway Traffic
Control Regulations, only vehicles
(with four or more wheels) with a
tyre depth exceeding 1.6 mm are
allowed to travel on freeways and
expressways. In addition, tyres should
be marked as “qualified” and the
tyre depth should be measured by a
tyre depth gauge in order to ensure
the accuracy. In the EU, Tyre Wear
Indicators (TWI) are just for reference
rather than a necessary inspection
standard.

Regrooved tyres refer to tyres,
either with the original tread or
retreaded, on which the tread
pattern has been renewed or a
new tread has been produced by
cutting into the tread of a worn
tyre to a depth equal to or deeper
than the moulded original groove

depth. According to international
practice, each tyre designed and
constructed for regrooving shall be
labelled on both sidewalls with the
word “Regroovable” moulded on or
into the tyre. The tread pattern is
designed to repel water to prevent
aquaplaning and improve safety.
Regrooving increases tyre mileage,
reduces fuel consumption, consumes
fewer raw materials than new tyres
while improving safety through
grip regeneration. Regrooving is
therefore an environmentally-friendly
way to regenerate tyres without
compromising on safety. Regrooved
tyres have been widely accepted in
Europe, the United States and other
countries for many years.

Recommendations

¢ To improve road safety as well
as reduce the impact on the
environment, the government
should adopt international
practice and allow the use of
regrooved tyres.

e Tyre Wear Indicators should
be used as only as a reference.
The measurement of a tyre
without TWI should be made
by a depth gauge and tyres
should have grooves deeper
than 1.6 mm at three locations
spaced approximately equally
around the outside of the tyre.
We recommend that every
motor vehicle office use tread
depth gauges.

2. The business environment

The government should regularly
review the policies and overall
supplementary schemes governing
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the automotive industry in order to
enhance the business environment in
Taiwan.

2.1 Luxury tax: exchange rate

This issue appeared in last year’s
position paper. The majority of cars
imported from Europe are traded in
euros but the threshold of the luxury
tax upon importation is calculated
in New Taiwan dollars (NT$). Unlike
other import duties which are
applicable to all imported goods, the
luxury tax collection is subject to a
NT$3 million threshold. Exchange
rate fluctuations have become
a decisive factor in determining
whether the imported goods are
taxable or not. This situation implies
uncertain and unfair market prices
subject to exchange rate fluctuations,
which has led to floating price
guotations and even disputes arising
from price deviations in consumer
purchase contracts. This in turn
has resulted in negative purchase
sentiment, and caused some
customers to buy their luxury cars
outside of Taiwan, which ultimately
leads to lost tax revenues.

The government should take
measures to review the impact of
the luxury tax and revise the policy
to safeguard consumers’ interests
as well as provide a stable market
environment.

Recommendations

e It is recommended to use only
one annual fixed exchange
rate to ensure consistency in
calculating the luxury tax on
imported cars.

. ____________________________________________________________________________________________________________________________|]
78 * EUROPEAN CHAMBER OF COMMERCE TAIWAN

3. Road traffic safety

Providing a safe and comfortable
traffic environment has become a
global goal and most developed
countries are making continuous
efforts to improve transportation
and public safety. The government
should take action to provide a
comprehensive and proactive plan
for road users, vehicles and the
traffic environment, which includes
enhancing public awareness of road
safety and knowledge of safe driving,
encouraging alternative advanced
technologies and strengthening
the safety of roads and related
construction.

3.1 Safety devices

This issue was raised in last
year’s position paper. According to
statistics provided by the Ministry of
Transportation and Communications
in Taiwan (MoTC), the number of
fatal car accidents has decreased
by 50% compared to 20 years ago.
However, in contrast, the number
of fatal motorcycle accidents surged
by 200% over the same period. This
surprising contrast can be partly
attributed to the lack of safety
equipment in motorcycles (while
a lot of technologies and safety
equipment have been implemented
in modern cars).

At the beginning of March
2013, the EU passed legislation on
motorcycle safety in response to the
higher fatality rate of motorcycle
accidents. According to the new EU
legislation, it will be mandatory to fit
an anti-lock braking system (ABS) to
all motorcycles that have an engine
displacement greater than 125cc.
In addition, smaller motorized two-

wheelers with displacements of 50cc
or more are required to have either
ABS or a combined braking system
starting from 2016. According to
the study conducted by the Swedish
Road Administration Vagverket in
2009, 48% of all severe and fatal
motorcycle accidents above 125cc
could be avoided by motorcycle ABS.

Recommendations

e The government should follow
the EU’s legislation to enhance
road safety for motorcyclists.

4. Commercial vehicle issues

4.1 Vehicle cab width extension
to 2.55M

This issue appeared in last year’s
position paper. In view of the global
trend to increase the maximum legal
vehicle width dimension limit from
2.50 to 2.55 metres, most of the
latest vehicles are being designed
according to this new specification.
The new width limit will create
benefits by enhancing cargo loading
capacity and thereby reduce the
overall number of trips required to
transport goods, and the resultant
fuel consumption and carbon
emissions. Moreover, the slight
adjustment will not have a negative
impact on road safety.

Recommendations

e We recommended that the
MoTC follow the European
Union’s Directive 96/53/EC
to extend the maximum cab
width dimension from 2.50
meters to 2.55 metres to allow
more technically-advanced
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vehicles to be introduced into
Taiwan.

5. Safety type approval

5.1 The acceptance of ECE and EC
certificates

This issue appeared in last year’s
and previous position papers. Taiwan
has implemented numerous local
safety regulations governing items
such as:
¢ light emitting devices
e horns
o tyres
e safety glass
o frontal and side impact tests
e brake systems and others.

This has created unnecessary
costs for foreign car importers due
to the need for double testing
and paperwork. In addition, local
regulators require importers to
collect test and examination reports
(approvals) for all components and
systems from original suppliers. In
addition to this, importers must
retest their complete vehicles or
get reissued test reports from the
accredited laboratories. These
requirements are unreasonable for
complete vehicles and components
which have already undergone
rigorous tests and have been certified
in Europe.

Recommendations

¢ The Vehicle Safety Certification
Center (VSCC) should issue
Taiwanese certification based
on the ECE and EC certification
without additional testing.

5.2 Compliance with Taiwan

. ____________________________________________________________________________________________________________________________|]
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regulations and road safety of
imported used vehicles
This is a new issue. According to
current regulations, imported used
cars should be certified individually.
However, the current practice allows
car importers to utilize the same test
reports on multiple vehicles without
quality consistency and specification
verification. This may compromise
vehicle safety.

Recommendations

e In order to enhance vehicle
safety, affirm that imported
used cars fulfill safety
regulation standards and
ensure that customers can be
offered qualified products.
Importers of used cars which
lack the relevant recognition
of specification and quality
consistency should present
individual test reports for
safety certification.

6. Key items still not open to
foreign test laboratories
This issue appeared in last year’s
and previous position papers. The
following key automotive tests are
still not open to foreign laboratories
(listed on the vehicles safety type
approval operating manual, item
3.2.2, conducted by the VSCC:
(1) Dimension limits of vehicles
(2) Restrictions of axle weight, gross
weight and gross combination
weight for vehicles
(3) Standards and specifications of
vehicle cargo volume
(4) Body specifications
i. Body specifications of large
passenger vehicles

ii. Body specifications of child-
only vehicles

iii. Body specifications of trailers
connected to small vehicles.

Recommendations

e European test laboratories
should, upon application,
firstly, be accredited for the
whole range of automotive
test items for passenger cars,
and secondly, for test items of
other vehicles.

2015 POSITION PAPERS
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BANKING

Taiwan’s competitiveness

strategic funding demands

Professional Investors

Introduction
Members of the committee

commend the government for
taking positive and concrete steps
towards improving the environment
of Taiwan’s banking industry and
making it more competitive. We
support the Financial Supervisory
Commission’s (FSC) “finance
import substitution policy” and
believe that more business and job
opportunities could be brought back
to Taiwan as a result of the policy.
In addition, we are pleased with the
FSC’s continuous efforts on cross-
Strait financial cooperation. As
responsible members of the financial
community in Taiwan, members of
the committee aim to contribute to
the sustainable development of the
banking industry and to make Taiwan
one of Asia’s financial hubs.

Since the publication of the last
year’s position paper, progress has
been made on the following issues:

e Building a competitive
environment for the development
of Formosa Bonds: The FSC has
announced that qualified Chinese
issuers are allowed to issue RMB
bonds to professional institutional

1. Further relaxation of regulations on financial services to boost
2. Expanding the Offshore Structured Product market in Taiwan
3. Simplifying the regulation of data management systems

4. Allowing banks flexibility to support Taiwan enterprises’

5. Expanding the scope of fixed income products available to

6. Allowing banks to develop digital banking business

investors.

e Expanding the Offshore
Structured Product market in
Taiwan: Foreign financial holding
companies are now qualified to
be issuers/guarantors for Offshore
Structured Products (OSP).

e Expanding the scope of products
and services available to qualified
investors in Taiwan: Foreign banks
are allowed to provide services for
foreign cash bonds and derivatives
including OSPs to Professional
Institutional Investors (PIl) through
the bond agency platform and
derivatives information and
advisory services model.

e Enhancing cross-Strait RMB
business services - Rationalizing
regulations governing OBU’s
credit extension to China: The
FSC issued a letter which clarifies
that foreign banks may use
Taipei branches’ financial ratios
and figures as the basis to file
applications to increase Offshore
Banking Units’ (OBU) credit
extensions to China.

Four other issues raised in last
year’s paper under the heading

“Enhancing cross-Strait RMB business

services and two issues raised under
the heading “Expanding the Offshore
Structured Product market in Taiwan”
have been removed in order to focus
on priority issues.

We have focused our attention
on six main issues in this year’s
paper which we believe could be
resolved this year. In view of the
FSC’s proposal to develop Taiwan
banks into genuinely regional
financial institutions, the first step
in that effort should be to embrace
the operational and regulatory
standards that have been adopted
internationally. In this way, Taiwan’s
financial industry would not only
become more competitive versus
neighbouring financial markets such
as Hong Kong and Singapore, but
talent and business opportunities
could also be retained in Taiwan.

1. Further relaxation of
regulations on financial
services to boost Taiwan’s
competitiveness
This is a new issue. In line

with the government’s aim to

promote Taiwan as an international
financial centre, the government
has announced a relaxation of
regulations governing financial
derivatives, foreign exchange and
trust businesses conducted by OBUs.

This development is a significant step

which will enable Taiwanese banks

to compete more effectively with
counterparts based in more advanced
financial centres such as Singapore
and Hong Kong.

In Hong Kong and Singapore,
family and business trusts are
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major wealth-planning tools for
family security, estate tax planning,
establishing a legacy, business
planning, succession planning and
estate equalisation. A family and
business trust is a simplified trust
arrangement designed for affluent
clients looking for cost-efficient
financial planning solutions. A family
and business trust helps the client:

(1) Consolidate multinational assets
and provide for the financial
security of future generations.

(2) Set fixed or flexible parameters
for wealth to be transferred to
loved ones or charities.

(3) Protect wealth from illegitimate
claims.

(4) Avoid lengthy and expensive
probate proceedings.

(5)Protect and provide for
beneficiaries who may by
themselves be unable to deal with
an inheritance, such as the young,
elderly, disabled or financially
immature.

In addition, the ability of the
family and business trusts to own
international insurance policies forms
part of the holistic solution for the
client’s succession planning.

Recommendations

e To help bring Taiwan
even closer to achieving
international financial-centre
status, we urge the authorities
to enable OBUs to provide
family and business trust
services. Adding these financial
services to the OBU product
shelf would bring Taiwan’s
competitive position closer to
parity with Hong Kong and
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Singapore.

2. Expanding the Offshore
Structured Product market in
Taiwan
The issues in this section expand

upon one of the issues raised in
last year’s position paper. The
government has recently taken
steps to help Taiwan’s financial
institutions compete more effectively
at the international level by offering
offshore products. To maintain this
positive momentum, we recommend
that the government further review
the rules to incorporate a uniform
regulatory framework, including
the reporting process, for the
development and distribution of
offshore products.

2.1Liberalising the rules on
the issuance of Offshore
Structured Products (OSPs)

Key problem

The issuance of OSPs in Taiwan is
still more strictly regulated than in
neighbouring countries and other
international markets. For example,
issuers in Taiwan that offer OSPs
to non-professional investors are
required to have AA- credit ratings*.
By comparison, the Hong Kong
government requires the net assets
of the issuer to be no less than HK$2
billion and the credit ratings to be
above A-. The United States, the
European Union (including the United
Kingdom), Singapore, and Japan
have no credit-rating requirements.

*SFB has announced to reduce the credit
rating requirement to A+ in October 2014

Recommendations

e To put Taiwan on a level
playing field, we recommend
that the credit-rating
requirement for issuing OSPs
to non-professional investors
be reduced to the same
level as Hong Kong’s (A-). In
addition, Taiwan can adopt
capital adequacy requirements
such as Basel Ill standards or
equivalent.

e To improve information
and risk disclosure so as to
help customers protect their
interests, Taiwan could also
adopt a three-tier-based risk-
warning system similar to the
recent provision adopted by
the Life Insurance Association
of the ROC as applied to
investments in OSPs through
unit-linked insurance policies.
This initiative would cover four
risk factors including credit
ratings, median price of five-
year credit default swaps,
quarterly earnings and capital
adequacy ratios.

2.2 Streamlining the reporting
process of OSPs
This is a new issue.

Key problem

On a daily basis, distributors
of OSPs are required to provide
subscription and redemption
information to the Gretai Securities
Market (GTSM) via a Transaction
Repository (TR) reporting tool.
At the same time, master agents
are also required to report to the
Taiwan Depository and Clearing
Corporation (TDCC) the details of
daily subscriptions and redemptions,

2015 POSITION PAPERS




(5) ERER M AT R A E A - fR
EEEEENZ A WL
£ BEE  DHERZHEANS
P i A
Beoh - M E R BTG - R

(BIRRE) FEMERIMEEH

TH - B R B A B R E AR

aH - HREZFeEA#ENE &

EPIE MR B E R E R

TH-

iR

- KZE@RY - ROBUM ik
2T B2 RS 4 A 4
GRAERBT ) AR
16 B 0 T 5
o A S P

2. B QBRI RN S i B

ABEIEEH REREEER
FH S ) 3 L AE (T 2K - 5 8 U S
SATRINET 2 16 1 - W Bh = 18 < Rl 1k
WaESI IR £ RAZE
PRk M o Ry 35 i5E i IR T Y B BE
A B R U FE R 8 5 Y
AR - RO IR &R
PR HEDI R FEREE -
PR EE R ZERE -

2. 1 BIOMRIHE TG i B A TR R

IR S22 ] e

EUROPEAN CHAMBER OF COMMERCE TAIWAN

BT O 8 B 5 0 A 1 2 R
ZBETRUED - WAL T B 5 B fth B
PRI Ry B - B0 Z IR E S
TR s — R B A B
T AZERFELER AA- DLE*
HREREY  HREREETA
ZEEFEER 20 FHEHEH
AR A-DLE - TseE] - B - %
B~ TN B H ARG (S RS 2
K
* TR AAE 10 H L& R LA ETE
Kz A+ LLE

Fefs

o MG EEPE N RITER
B — i B & O\ B 2 BEA S
MR W BT AN Z B HEF
F B AT EMEKA-DL
ks BeA o wal s mplMBasel
TTT R [6] % 152 4 i % A 2 BLSE -

o R bl 7 B GHV B L Bgr 6 6 0 DAOR R
BRI HESS o &I n) G R
E T RAR R EY R il
£ 8 B A0 A AL W R - 1R
MEB b HE RS - S
il 3 ] DURE DR 13 3R & ~ SEE
CDSHy 8 ~ £33 &1 6% 51 2 A i
J& R S DY o B A R A

2. 2 T TR LB b 2 05 i 4 ¥
(=
MR AT B & E R -

B S

RT3

F-EEEH > RIEEEE
ot Y S5 B B A LA JL S P 5 08 B i ]
Eh o RSHIEEAT A SRS
Gl P AR LEEE R HEEE
ol O " ST ") - [FIRFRE
53 v 8 B e ot ) SR A T R AR O R U
N0 7B s B A ER i O [ R
(B R EE AR EE B —F
aOfE A~ B3 SRS OBU
BN MEEETRESER (T
T BRAEEM ") MR - HRE
(B SR ERe L DN i3 (T i UN: D]
HHRAERR - AZE TR B HE R 4R (X
FEA > J7 IS8 A B PR BT
AR - R0 - AT EAMALR I SOR
JE IL R SH R e D & I - SRR
iR A BRI R E AHR
Eallia RITRERAEN > BZE
RO MED L BEER
HRZ INE -

i

c AZRBERETE M RERNB
17 B4 v B4 DR S ST 2
HEESE o B 1 b P o R B G
B o DUt 08 2R BE A9 2038 Bk
GEB - MR RIS B
o 15 B M 19 55 A 08— B T e Y 5
#& o e E s m e H
(7 H i B O ol 2 R L A
D o ARARBELA 15 09 R A I 2
B8 A6 52 DR A5 5P -

+ 2015 POSITION PAPERS - 85




BANKING

including the numbers of each type
of end investor such as individuals,
corporations, financial institutions
and OBU investors. As master agents
do not retain such detailed investor
information, they need to rely on
distributors to provide them with
the information before they can
report to the TDCC. However this
requirement has not been expressly
imposed on distributors who may
not see the need for them to
provide the information to master
agents since they have provided the
information to GTSM. This is also
seen as excessive and a duplication
of reporting.

Recommendations

e Authorities should review the
data collected by the GTSM
and TDCC to see how they
may streamline information to
ensure there is clear utilisation
and no duplication of data
collected. In addition, the
responsibilities of the master
agent and distributor should
also be clearly defined, eg if a
distributor has submitted daily
subscription and redemption
reports to the GTSM, it should
not be necessary for master
agents to submit the same
information to the TDCC.

3. Simplifying the regulation of
data management systems
This issue was not raised last year
but was raised in previous position
papers.

Key problem
The latest “Regulations Governing

1
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Internal Operating Systems and
Procedures for the Outsourcing of
Financial Institution Operation” and
its Q&A (the Outsourcing Rules) were
promulgated in February 2012. The
FSC allows foreign banks to provide
one-off letters/agreements to the FSC
to remedy the use of system servers
already located offshore based on
the revised Outsourcing Rules and all
foreign banks made the filing with
required documentation in August
2012.

Members of the committee
fully recognise the importance
of client data confidentiality and
risk management when it comes
to outsourcing or global systems
with servers in other jurisdictions.
However, the application
requirements for the outsourcing
of global servers remain excessive
and require tremendous efforts,
costs and discussions with internal
global/regional management,
legal and compliance staff and
overseas authorities. Members
of the committee recommend
that a review be conducted of
the Outsourcing Rules after two
years of implementation, with
the aim of increasing efficiency in
both documentation preparation
and review processes without
compromising on the protection of
data.

Recommendations

e Eliminate the need for
regulatory approvals in the
following situations: (1) when
a new system server serviced
by any one of the system
providers that have been

approved or included in the
previous remediation exercises
where the consent for audit
by Taiwan regulators has
been given by such a system
provider and a commitment
letter has been issued by the
head office of a foreign bank
or its regional hub; (2) when
an existing system server is
relocated from one jurisdiction
to another where the system
provider is any one of those
that have been approved
or included in the previous
remediation since the consent
for audit by Taiwan regulators
has been given by the system
provider and a commitment
letter has been issued by the
head office of a foreign bank
or its regional hub.

Following the recommendation
above would not increase
the risk of breaching client
confidentiality rules or reduce
customer protection given
that all agreements, controls
and checks on the system
providers in existing locations
are already in place and will
be reviewed and assessed
internally at regular intervals.
Besides, such a relaxation
would not alter the supervisory
authority of Taiwan regulators
since they would still be
empowered at any time to
conduct inspections on the
service/system providers
should the need arise. The
proposed revisions would help
foreign banks to deal with the
frequent updates of global and
regional system infrastructure
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strategies, streamline
operational processing and
reduce costs and ultimately
increase the operational
efficiency of foreign banks in

Taiwan.

4. Allowing banks flexibility to
support Taiwan enterprises’
strategic funding demands

This issue was raised in last
year’s paper under the heading

“Revisiting the single lending limit

governing banks in Taiwan”. Many

profitable and financially stable
large and medium-sized Taiwan
enterprises are eager to proceed
with strategic projects, including
specific investments, mergers or
acquisitions (M&A) in order to
expand their business and maintain
competitiveness in their respective
industries. Such enterprises are often
only able to adequately carry out
their strategic projects if they can
access a variety of sources of funds
and have the flexibility in the way
they allocate the funds. To furnish
sufficient sources of funds, foreign
bank branches are able to support
these enterprise activities by way of

“project financing”.

“Project financing” usually involves

a cross-border and complicated

underlying transaction, so foreign

banks with international expertise
and global networks have been active
lenders in this market through their
local branch offices. Project financing
is normally highly confidential and
therefore the arranger may not able
to syndicate out or sell down the
financing amount to other banks
at the initial stage. As such, the
borrower usually expects a single

. ____________________________________________________________________________________________________________________________|]
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bank to be the sole provider of
bridge financing or prefunding before
the project is publicly announced.
However, the financing amount
required for project financing is often
significant and usually exceeds the
single lending limit of a bank (even
for the majority of local banks).

According to the “Regulations
Governing Foreign Bank Branches
And Representative Offices”, the
amount of credit in New Taiwan
dollars that a foreign bank branch
may extend to the same juristic
person, same related party or same
affiliated entity should not exceed
NT$7 billion. The aforementioned
lending limit prevents foreign banks
from supporting certain strategic
large-scale projects through their
branches and also prevents Taiwan
enterprises from obtaining sufficient
domestic finance in a timely manner.
If the Taiwan enterprises are not
able to obtain funding locally,
they would have no choice but to
seek funding overseas, which will
definitely increase the operating
costs and lower the international
competitiveness of the local
enterprises.

Recommendations

e Given the increased demand
from Taiwan enterprises
for financing to support
their strategic projects and
international growth, Taiwan
authorities should revisit
the current lending limit and
make exceptions for project
financing (especially regarding
the lending limit imposed on
foreign banks) so that local

financial institutions can
continue to support Taiwan
enterprises’ strategic funding
demands.

5. Expanding the scope of fixed
income products available for
the Professional Investors

This is a new issue.

Key problem

Members of the committee
appreciate the recent actions
undertaken by the FSC to gradually
enhance the efficiency of bond
issuance application flow by
introducing the Professional Board
for the domestic bond market
(which includes an International
Bond platform) in August 2013.
Although the initial scope of eligible
investors was limited to Professional
Institutional Investors (PIl), in June
2014, the FSC further expanded the
scope of investors that are eligible to
invest in products on the Professional
Board from PIl to Professional
Investors (Pl). However, under the
current regulatory regime, the bonds
which may be issued by local and
foreign issuers on the Professional
Board are still limited to straight
bonds without any structures linked
to derivatives.

Based on the international bond
issuance practice, the bonds issued
under the Euro Medium Term Note
(EMTN) programmes can be linked
to virtually all kinds of derivatives
components to enhance the yield
of the bonds. Considering the
investment objectives and target
yields set by different types of
investors, low-yield straight bonds
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currently offered on the Professional
Board are not attractive enough
to international bond issuers to
issue or investors (especially Plls)
to actively invest in the bonds on
the Professional Board. This means
the board still lacks the necessary
diversity and liquidity to be an
efficient bond platform.

Recommendations

e The FSC should expand the
scope of bonds available on
the Professional Board to
include structured bonds.
The relaxation could be
done in stages, such as
allowing only PlIs to invest in
structured bonds listed on the
Professional Board initially.
When the Professional Board is
mature and liquid enough with
sufficient international and
domestic issuers, the structured
bonds on the Professional
Board could be further
opened up to Pls with certain
conditions attached, such as
a principle protection ratio, if
necessary. The expansion of the
scope of eligible bonds on the
Professional Board would not
only meet the FSC’s original
intention when launching the
Professional Board to diversify
asset allocation but also
achieve the objective of the
“finance import substitution
policy” to get more of the
financial transactions of Plls to
be conducted in Taiwan.

6. Allowing banks to develop
digital banking business

90 * EUROPEAN CHAMBER OF COMMERCE TAIWAN -

This is a new issue. Due to
the rapid pace of technological
innovation and improvement,
digitalisation and new technologies
are changing the nature of traditional
banking services for clients, and
clients” expectations of digitalised
services have also increased. In
the face of global competition,
Taiwan banks will need to develop
innovative digitalised financial
services which include corporate
treasury management platforms. We
urge the authorities to revise current
regulations according to international
practices, eliminate the barriers on
traditional banking operations and
allow banks to apply diverse digital
technologies to provide innovative
services to customers.

To facilitate general controllability,
international banks primarily
apply “dynamic tokens” to log
into digitalised global platform.
However, according to Taiwan’s
“Guidelines for Security Measures of
Financial Institutions for Electronic
Banking Services”, banks may only
use digital certificates issued by a
limited number of qualified local
vendors, instead of using other
types of electronic technologies
such as dynamic tokens or biological
identification systems. The restriction
imposed by the guidelines is holding
back the development of electronic
banking systems by Taiwan’s banks
and also causes inconvenience to
clients when managing their global
accounts via electronic banking
systems.

In addition, regulatory restrictions
are imposed on traditional fax
transactions. Pursuant to “Guidelines
Governing Financial Institutions

Handling Deposit and Withdrawal
for Clients”, banks should obtain
original copies of withdrawal slips or
other debit certificates after receiving
debit instructions from clients via
fax. However, obtaining original
documents after transactions have
been done does not actually improve
risk management and instead has
invited client complaints about
the extra burden caused by the
procedure.

Recommendations

e Authorities should allow
banks to monitor and manage
fax transactions based on
their respective internal
control mechanisms and allow
banks to establish their own
appropriate operational control
procedures.

e Authorities should review and
revise relevant regulations in
line with the best international
standards and practices to
allow Taiwan banks to make
use of the most innovative
technologies to provide the
most convenient services
to their customers and
thereby improve their global
competitiveness.
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BETTER LIVING

1. Equality of treatment for foreign residents

2. English language environment

3. Traffic and public safety

Introduction
Members of the committee

acknowledge the efforts of the
government, particularly the Ministry
of Education (MoE), to improve the
treatment of non-Taiwanese students
in Taiwan. Thanks to these efforts,
the following issue listed in last
year’s paper has been resolved:

e Schooling of children of
multinational enterprises’ PRC,
Hong Kong and Macau employees
in Taiwan: The issue has been
resolved thanks to changes in
relevant requirements by the MokE.
In addition, progress has been

made on the following issues:

e Equality of Treatment for Foreign
Residents — Permanent Residence:
The Executive Yuan has agreed
to an ECCT suggestion to make
Permanent Alien Residence
more convenient. We strongly
request the Legislative Yuan to
approve this proposal as quickly
as possible. This issue is not listed
this year but we will closely follow
up on the proposal’s passage and
implementation.

« Equality of treatment for foreign
residents - National Health
Insurance for newborn babies:
The National Health Insurance
Administration (NHIA) has
indicated its willingness to resolve
this issue by treating all newborns
the same regardless of nationality,

provided the parents are already
enrolled in the NHI system. We
greatly appreciate the NHIA’s
positive and prompt resolution
of this issue. However, this issue
remains in the position paper
pending official implementation.

1. Equality of treatment for
foreign residents

1.1 Identity numbers

This issue has been raised in
previous position papers and has
been discussed at length over the
years.

The formats of Taiwan national ID
cards and Alien Resident Certificates
(ARC) are different. Many websites
and other computerized systems
do not accept the ARC format. This
creates inconvenience and denies
ARC holders easy access to many
services that Taiwan nationals take
for granted, such as making online
purchases and other forms of
e-commmerce. There are hundreds
of thousands of foreign residents
in Taiwan who all are denied access
to online services as a result of this.
Compounding this is the fact that
the problem will only get worse,
as more and more commercial and
government services are offered
online.

At the same time, the ARC is a
government-issued ID, and should

be valid and accepted for all public
and private services in the ROC, just
as the national ID card is. It should
not be necessary for ARC holders to,
for example, have to provide copies
of their passports when completing
government administrative
procedures or conducting business
transactions because providing
passport copies is already part of the
process of applying for an ARC and
passport numbers are printed on
ARCs.

Recently, the National
Development Council (NDC) has
suggested a solution whereby ARC
holders would be issued an interim,
secondary number which would be
compatible with Taiwan national 1D
numbers. This secondary number
would be introduced gradually,
thereby minimizing card replacement
costs.

Recommendations

e The government should move
to quickly implement the
NDC’s suggestion, and provide
all ARC holders with a number
that’s compatible with Taiwan
ID numbers. Meanwhile, the
Executive Yuan should issue
an official public notice to
all government departments
and private enterprises that
ARCs should be treated as
equivalent to Taiwanese IDs
for identification purposes.

1.2 New pension plan

This issue appeared in last year’s
position paper.

In 2005, Taiwan introduced the
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Labour Pension Act (%1 :E{k4
& 61) which allows employees to
transfer their pension contributions
when they change employers. The
new system has been very popular
amongst Taiwanese workers.

Unfortunately, the Labour Pension
Act only applies to Taiwan nationals.
The justification provided for this
restriction is that it would be difficult
to identify foreign claimants, as they
would only be in Taiwan for “short
terms”.

This restriction overlooks the fact
that many foreign professionals work
in Taiwan for many years, and may
even choose to have a family and
retire here. Plus, it is discriminatory
and it lowers Taiwan’s international
competitiveness when trying to
attract foreign professionals.

Many countries provide similar
pension systems to all workers,
regardless of nationality. There
should be no reason why Taiwan
can’t adopt a similar policy.

Recommendations

e Eliminate the restriction that
participants in the Labour
Pension Act should be Taiwan
nationals.

1.3 National Health Insurance for
newborn babies

This is issue appeared in last
year’s paper. Once newborns get a
birth certificate, they legally become
dependents of their parents and must
be enrolled in the NHIA’s system.
However, this rule does not apply to
babies born to foreign parents, even
if they are residents in Taiwan, pay
taxes, and are both already enrolled
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in the NHIA’s system.

This type of unreasonable policy
makes Taiwan a less attractive place
for foreign workers to live and raise a
family.

Recommendations

¢ NHIA coverage for newly born
infants should be available
from the day they are born,
assuming that at least one of
the parents has NHIA coverage,
regardless of the nationality of
the baby or the parents.

1.4 Dual nationality

This issue is new.

Taiwan is facing the threat
of depopulation, with an aging
population and falling birth rate. In
response, the government has taken
steps to make Taiwan a more multi-
cultural society, and more welcoming
to immigrants.

At the same time, many foreign
professionals appreciate the many
benefits Taiwan offers, and call it
home. Some even want to become
naturalized Taiwanese. But they
encounter a common obstacle: the
requirement that they must first
renounce their existing citizenship.

This restriction results in needless
hardship when the person wishes to
return to his/her native country to
visit family and loved ones. Moreover,
it is a double standard because
Taiwan allows its own native-born
citizens to have dual nationality.

Recommendations

e Taiwan should drop the blanket
rule that all persons wishing
to become naturalized citizens

first renounce their native
citizenship. This could be done
on a reciprocal basis, limited to
countries where Taiwanese are
afforded the same privilege.

2. English language environment

2.1 Hanyu Pinyin

This issue appeared in
previous position papers. There
is inconsistency in Romanization
systems used in Taiwan. At least three
systems are commonly used. Not
only does this create communication
problems for visitors to Taiwan, but
also when Taiwanese communicate
with the rest of the world.

Although the central government
officially recognized the Hanyu Pinyin
system in 2009, in the four years
since then it has made little effort
to ensure that this system is used
throughout the country. As a result
of this lack of government guidance,
there has been an increased use
of non-standard Romanized place
names across the island, adding
to the confusion of visitors and
Taiwanese alike.

Recommendations

e Actively promote the use
of Hanyu Pinyin as the only
Romanization system in all
official communications,
signposts, websites, and maps,
etc. Exceptions could be made
for places with internationally-
accepted names (eg Taipei,
Taichung and Keelung).
At the same time, include
Hanyu Pinyin in the required
curriculum for primary and
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secondary schools.

3. Traffic and public safety

3.1 Unified emergency assistance
number

This issue appeared in previous
papers. Fast and efficient emergency
services are essential for all residents.
In most countries, there is a single
emergency number to call for police,
fire, and medical assistance, or any
other emergency situation. The
public does not need to think about
what the emergency is, nor ponder
which number to call. However in
Taiwan, there are various numbers
to call, such as 110, 119 and others.
This could result in a slight delay as
the public considers which number
to call in an emergency and from
calls having to be redirected.

Recommendations

e Implement a single emergency
response centre and number
for the public to call, no matter
what the emergency is. It
should be the responsibility of
the response center to dispatch
the appropriate assistance.

3.2 Traffic education and driver’s
license testing

This issue appeared in previous
papers. The ECCT is encouraged
by the extensive campaigns the
government has undertaken to
educate the public on proper traffic
safety guidelines, techniques and
etiguette. However, more needs to
be done.

Many of the traffic problems in
Taiwan are caused by poor driving

. ____________________________________________________________________________________________________________________________|]
96 * EUROPEAN CHAMBER OF COMMERCE TAIWAN -

behavior. Even pedestrians exhibit
poor safety awareness. Traffic safety
will not improve until road users
behave safely.

An emphasis on traffic etiquette
and promoting civic mindedness
when behind the wheel is required.
Also, prospective drivers need to
be tested on real roads to ensure
that they know how to operate a
motor vehicle safely in real-world
conditions. Only when drivers and
pedestrians see traffic safety as a
common responsibility and goal, will
true road safety be realised.

Recommendations

e The ECCT encourages the
Taiwan government to
expand its traffic safety and
educational programmes
to instill in motorists,

motorcyclists and pedestrians

an understanding and
appreciation of traffic
etiquette, defensive driving
and the importance of working
together to improve traffic
order. This will also improve

Taiwan’s international image

and make it a safer place to

live and do business.

Actual driving experience on

public roads should be made a

significant part of the training

at driving schools and the
driver’s license should include
testing on actual roadways.

3.3 Child restraints on school
buses
This issue appeared in previous
position papers. The ECCT applauds
and has consistently supported

moves over the past few years by the
government to enhance traffic safety,
including expanded use of seat belts.
However, the ECCT is concerned
by one glaring omission. Safety
restraints on buses and vehicles used
to transport children to and from
school (so-called “wa wa che”) are
still not required, even though they
are required in private passenger
vehicles. These safety restraints have
been shown to save lives and prevent
injury. This inconsistent policy
leaves some of our most vulnerable
members of society at a severe
disadvantage.

Recommendations

e Require the usage of seat
belts or safety restraints
on all vehicles used to

transport children to and
from schools (including so
called “wa wa che” used to
transport pre-school children
to kindergartens) and other
activities.
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1. Product traceability

2. Enforcement of whisky definition

3. ‘Ageing’
4. Rice wine classification

5. Champagne tariff equalisation

Introduction

Since the publication of last
year’s position paper, we have
seen continued efforts to raise
public awareness of the responsible
consumption of alcohol and
increased endeavors to curb drink
driving. Members of this committee
have always believed that it takes
the joint efforts of all stakeholders
to enhance public awareness on
the effects of the misuse and to
encourage responsible consumption
of alcohol. For years, members of
the committee have been working
voluntarily with governments, NGOs,
and other interested parties to
diminish harm associated with the
misuse of alcohol. We are pleased
to see the government’s ongoing
efforts and its continued recognition
of industry’s voluntary efforts.

Food safety outbreaks in Taiwan
as well as in other countries have
prompted governments across the
world to re-examine the effectiveness
and reliability of their current food
safety and product traceability
systems. In terms of alcoholic
beverages, we have observed efforts
of the National Treasury Agency
(NTA) of the Ministry of Finance
to reinforce the administration
of alcoholic products in order to
better safeguard consumers’> well-

being. We share the NTA’s goal and
would like to highlight that this goal
must be achieved by laying a solid
foundation for food safety, that is,
good standards harmonized with
international norms and practices
together with complete product
traceability. We were pleased to
see an amendment passed which
specifies adding ‘lot codes’ to the
labelling requirements and look
forward to seeing implementation
that addresses other concerns on
product traceability.

In this year’s position paper, we
raise one new issue regarding ageing
and four issues that have appeared
in previous years and have yet to see
concrete progress. Harmonisation
of hygiene requirements with
international standards remains
a concern but we note the NTA’s
commitment to ensure science-
based international standards when
formulating or amending hygiene
requirements for alcoholic products
and Taiwan’s compliance with WTO
notification procedures regarding the
same.

1. Product traceability

This issue raises concerns
addressed in previous position papers
under the heading “Product lot code
regulations”. The Legislative Yuan

passed amendments to the Tobacco
and Alcohol Administration Act
(TAAA) in May 2014 that included
an amendment to Article 32.6
specifying that the producer’s lot
code must be labelled. We were
pleased to see the amendment
passed but still have concerns
over how it will be interpreted in
practice and whether the practice
of allowing an importer to affix a
code not relevant to the particular
batch of alcoholic products that have
particular production, manufacture,
or packaging characteristics will
continue. We hope that it will not
as this constitutes a weak link in
product traceability and consumer
protection.

Recent food contaminations and
recalls in and outside Taiwan have
prompted many governments to
re-examine the effectiveness and
reliability of their current food safety
systems. Poor traceability results in
incapability to identify underlying
problems and, consequently has a
negative impact on food safety and
consumer protection. Where there
is no ability to trace the origin of or
track down products in the market,
recalls may involve an entire product
range, which would severely disrupt
businesses, especially distributors and
retailers, as well as consumers.

As required by Directive 2011/91/
EU of the European Parliament and
of the Council on indications or
marks identifying the lot to which
a foodstuff belongs (previously
Council Directive 89/396/EEC of
14 June 1989), all European spirit
products should have an original
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manufacturer’s lot code affixed
on the bottle. This is a reasonable
measure that directly increases
product traceability, the protection
of consumers, the integrity of spirit
products and the marketplace.

The Codex Alimentarius
Commission’s (the Joint Food
Standards Programme set up by the
Food and Agriculture Organization
of the United Nations and the
World Health Organization) General
Standard for the Labelling of Pre-
packaged Foods (Article 4.6) (Article
4.6), which includes alcoholic
beverages, also provides that:

“Each container shall be embossed
or otherwise permanently marked
in code or in clear to identify the
producing factory and the lot.”
(emphasis added).

Recommendations

e In order to ensure product
safety and consumer protection
with better traceability, the
NTA should officially clarify
that “lot number” means the
“original lot number” and/or
“producer’s lot number” and
that products should not be
imported where that original
lot number has been removed
by a third-party.

2. Enforcement of whisky

definition

This issue was raised in last year’s
position paper. Article 3.5(2) of the
Taiwanese Enforcement Regulations
to the Tobacco and Alcohol
Administration Act define whisky as
“A distilled alcohol product made
by saccharification, fermentation,

distillation, and maturation in wood
casks for at least two years, using
grain as an ingredient, with alcohol
content of no less than 40 percent”.
From this, we identify three main
requirements that must be met if a
spirit is to be sold as whisky: it must
be made from cereals, it must be
matured for at least two years in
wooden casks and it must have an
alcoholic strength of at least 40%.
Products that do not meet this
definition and are mislabelled as
whisky, however, continue to be sold
in the market. These products affect
the legitimate whisky industry and
Taiwanese consumers in a number
of ways: (1) These products are
cheaper to produce and thus have
an unfair competitive advantage
over genuine whisky products
that meet the definition; (2) When
a product is labelled as whisky,
consumers should be able to expect
to purchase the genuine product.
It is misleading to consumers that
these products are openly sold
in Taiwan; (3) Whiskies from the
UK, the US, Canada, Japan, and
Taiwan have developed a premium
reputation. Inferior products labelled
as whisky damage this reputation; (4)
Products mislabelled as whisky also
have frequently been mislabelled to
further deceive consumers as to the
nature of the product, for example
by using false indications of origin.

Recommendations

There are a number of measures
that the NTA could take to
improve the situation:

e Allow reports from
appropriately certified foreign

laboratories to be used as

evidence in administrative
complaints;

e Develop analytical expertise in
Taiwan;

e Require all whisky that is
imported into Taiwan to
be accompanied by a valid
certificate from the distiller to
ensure that it complies with
the Taiwanese definition of
whisky;

e Regulate companies that wish
to distil, blend or bottle whisky
to ensure that they comply
with the legal definition.

3. Ageing

This is a new issue. The following
amendment has been proposed by
Taiwan:

“An alcohol product that is
labelled as “aged” shall be matured
in a container for at least three years
before bottling and shall be indicated
with a number of years of maturity.
If an alcohol product is produced
by blending alcohol products of
different ages, the years of maturity
thereof shall be labelled with the
age of the youngest one. Once the
number of the years of maturity
is labelled, records in detail and
related certification documents shall
be provided for examination upon
request.”

We have concerns over the
requirement that products that are
labelled with the statement “aged”
must be matured in a container for
at least three years before bottling.
For some alcohol categories in
Europe, such as whisky and brandy,
the minimum ageing requirement is
a part of product’s legal definition
specified in the Regulation (EC) No
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110/2008. Also products protected
by Geographical Indications (eg
Cognac and Scotch) might have a
specific ageing requirement as a part
of specifications, which they have to
respect in order to be registered as a
Geographical Indication. And despite
the absence of a legal minimum
ageing requirement in the EU, the
products in some other categories
might also be aged to add certain
organoleptic qualities migrated
from the barrel’s wood to the final
product. The specific period of time
of maturation, however, would be
determined by what qualities the
spirit producer would like to give to
its final product.

There is no scientifically justifiable
basis for establishing a harmonized
ageing requirement across all spirits
categories.

Recommendations

e Remove the following
sentence from the proposed
amendment: “An alcohol
product that is labelled with
“aged” shall be matured in a
container for at least three
years before bottling and shall
be indicated with a number of
years of maturity.”

e Alternatively, retain the
sentence but allow an
exemption for beverage
alcohol originating from the
EU.

e Alternatively, adopt the
following wording change:
“[1f] the number of the
years of maturity is labelled,
detailed records and related
certification documents shall

be provided for examination
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upon request.

4. Rice wine classification

This issue appeared in last year’s
position paper. National treatment
with regards to the internal taxation
of imported and domestic products
is a cornerstone of international
trade law and, as such, the industry
continues to monitor the rice wine
(mijiu) issue, its effect, and any
further proposed changes to the
taxation of alcohol products. We
acknowledge that the authorities
have not used the September
2010 reclassification of mijiu to
introduce new taxes, surcharges or
other levies on the distilled spirits
category — a move that would
further undermine the perception of
Taiwan internationally as a reliable
and credible trading partner. We
express our ongoing concerns that
steps should be taken to ensure that
domestic mijiu does not compete
with or become a substitute for
imported spirit products and that
imported spirit products will not
be taxed at a higher rate than
domestically-produced spirit
products.

Recommendations

e The government should not
use the reclassification of
traditional rice wine to further
discriminate against products
in the distilled spirits category
through the imposition of new
taxes, surcharges or other
levies.

5. Champagne and Sparkling
Wine tariff equalization

This issue was raised in previous
position papers. Members of
the committee had previously
understood that the lack of
substantive progress on the issue of
Champagne tariff equalization had
resulted from proposals being tied,
in part, to a reduction in the alcohol
tax on rice wine (mijiu) as indicated
in the authorities’ 2009 response
to our 2008-2009 position paper.
With the tax reform in 2009 for the
alcohol tax applied to spirits and the
subsequent tax reduction for mijiu,
we had anticipated a resolution to
the Champagne tariff equalization
issue in 2009 or 2010. This has yet to
take place. The equalization would
also be a small step forward toward
the eventual elimination of tariffs
on Champagne and sparkling wine
as well as still grape wine as part
of trade enhancement measures or
similar undertakings between the
European Union and Taiwan.

Recommendations

e The government should reduce
import tariffs on Champagne
and sparkling wine from 20%
to 10%, to be in line with
those levied on still grape
wine.
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COSMETICS

1. A post-market surveillance control system and the de-
regulation of medicated cosmetics

2. Reforming Taiwan’s cosmetics regulations to comply with the
best international standards and practices

3. Elimination of the pre-approval process for cosmetics
advertisements and the establishment of advertising guidelines

Introduction

Members of the committee
recognize and appreciate the
efforts of Taiwan Food and Drug
Administration (TFDA) to follow our
suggestion and eliminate the policy
of “corrective advertisements” from
draft regulations, thereby resolving
the issue raised in last year’s
position paper. However, an official
TFDA meeting on 29 November
2013 confirmed that the TFDA will
maintain its pre-market medicated
cosmetics registration requirement
for five-years before adopting new
regulations. We are disappointed
that this decision has been made and
recommend that the TFDA expedite
the establishment of a regulatory
framework in line with international
standards and practices and that
safeguards consumers. We reiterate
all of the related positions and
recommendations raised in last year’s
paper as a direct reference for TFDA
reform.

1. A post-market surveillance
control system and the de-
regulation of medicated
cosmetics
This issue appeared in last

year’s paper. Medicated cosmetics

registrations follow TFDA regulations
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related to active ingredients,
limitation and product function and
the documentation review process
for license approval. Members of
the committee would like to see
the TFDA adopting a clear approach
where product safety is based upon
the constituent ingredients and
move further towards an “in-market”
control system as currently in effect
in countries in the EU in order to
monitor product safety and quality to
protect consumers.

Recommendations

e The TFDA should take into
account the fact that the
product life cycle of each
cosmetic product is relatively
brief. As a first step towards
deregulation of medicated
cosmetics into general
cosmetics, the TFDA should
waive some medicated
cosmetics registration
requirements, especially for
skin products such as sunscreen
and anti-acne products.

¢ As a next step, the TFDA should
simplify current pre-market
registration requirements to
shorten the review procedures
and lead-time to accelerate the

launch of medicated cosmetics
which already have established
“Product Information Files
(PIFs).

2. Reforming Taiwan’s cosmetics
regulations to comply with the
best international standards
and practices

This issue was raised in last year’s
position paper. The EU has adopted

a holistic regulatory and control

system for cosmetics that starts

from product formulation and the
selection of ingredients and includes
manufacturing and product labelling
as well as in-market control to
ensure product safety and quality
at the highest level. At present,

Taiwan’s regulations are not yet in

line with this general move toward

standardization. This is likely to
impede Taiwan’s competitiveness in
the global market.

Recommendations

e The TFDA should reform the
regulatory framework in
order to protect consumers
more effectively and improve
administrative efficiency. The
practice of pre-market dossier
reviews and registration is
not the best way to safeguard
consumers. We suggest

adopting the best international

practice, which combines
product notifications with in-
market inspection controls.

This is a more effective and

comprehensive system which

would help the TFDA to
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regulate all products in the
market efficiently and protect
consumers.

We suggest that the TFDA
provide training programmes
to support the industry in
its efforts to adapt to new
regulations. The training
programmes should cover the
notification process and PIF
preparation.

The TFDA should use the EU’s
Cosmetic Products Notification
Portal (CPNP) as a reference for
building Taiwan’s notification
system. The TFDA should
require the persons responsible
for cosmetic products to
complete the notification.
The TFDA should also ensure
that the notification process
is not a pre-market approval
process, and it should be easy
to comply with. No ingredients
or composition submission
should be requested in the
notification process.

The Product Information File
(PIF) system, as practiced in
the EU and other continents, is
not meant to be a fixed set of
documents that is submitted
as a pre-market requirement,
but is intended to support the
authorities to evaluate and
ensure product safety and
quality during post-market
inspection. To that extent, the
TFDA should recognise and
accept the purpose of PIF from
a regulatory and pragmatic
standpoint, and work with
the industry to develop a clear
framework for pre- and in-
market requirements.

¢ Cosmetics Good Manufacturing
Practices (GMP), as practiced
in the EU and other places,
is self-regulated by the
industry. Companies are
not required to provide any
GMP certification, nor do all
national authorities in the EU
issue GMP certificates. We
suggest that the TFDA follow
this international standard
and put in place a GMP self-
declaration system for the
industry. In addition, we
recommend that the TFDA
conduct GMP plant inspections
only when safety or quality
concerns are raised regarding
a particular manufacturer. This
would increase administrative
efficiency and also reduce the
burden on the resources of the
regulators.

3. Elimination of the pre-
approval process for cosmetics
advertisements and the
establishment of advertising
guidelines
This issue appeared in last

year’s position paper. Under

current regulations in Taiwan,
all advertisements have to be
submitted to the health authority
for approval before publishing.
Sufficient research study data needs
be submitted in order to substantiate
the claims made by the industry in
the advertisement applications and
advertising content has to comply
with a list of pre-approved Chinese
terms published by the TFDA.

However, this type of list comprising

positive and negative terms has

resulted in the product efficacy’s
not being fully communicated. The
TFDA had previously aligned with
the cosmetics industry and agreed to
eliminate the pre-approval process
of advertisements and to establish
a set of simple and clear advertising
guidelines to help the self-regulation
of the cosmetics industry.

Recommendations

e In order to manage cosmetics
advertisements more
effectively and to follow the
best international practices,
the TFDA should establish
common guidelines for product
claims and advertisements
instead of the current pre-
market approval approach.
Before the self-regulating
advertising legislation is
approved by the legislature,
the committee strongly
recommends that the TFDA
invite experts from industry,
government, academia and
medical representatives to
form a cosmetics advertising
committee to establish
periodical reviews and discuss
and update the advertising
guidelines.

o After establishing cosmetics
advertising guidelines, the
TFDA should put together a
training programme oriented
toward the industry’s self-
regulation, and continually

cosmetics

advertisements in order to
create a more competitive

monitor

environment.
e Prior to the reform of current
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cosmetics regulations, the
committee recommends that
the TFDA establish clear
guidelines on reports written
by journalists and bloggers
so as to uphold and respect
the freedom of the press and
speech. Under such guidelines,
fashion trend reports or shared
product self-testing reports
should not be regarded as
advertisements.
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CUSTOMS & LOGISTICS

1. Simplifying export procedures

2. Power of Attorney for B2C shipments

3. CMT Single Window

Introduction

The Customs & Logistics
committee was formed in 2014 to
represent importers and exporters, as
well as their partners in the logistics
industry (shipping companies, freight
forwarders, express integrators,
removal companies or other logistics
operators). They have a common
interest in improving Taiwan’s
economic competitiveness by making
the shipping of goods in and out of
the country as smooth and efficient
as possible.

The issues brought up in this paper
all recommend making better use of
modern technology and systems and
that government agencies do more
to encourage the use of electronic
data interchange (EDI), allow
electronic applications and make
the Customs-Maritime-Trade Single
Window more effective.

1. Simplifying export procedures

1.1 Customs approval for exports

Although Taiwan is an export-
driven economy, Customs’ export
procedures are outdated in that
they still require multiple data entry
records, the carrying of physical
shipping documents and outdated
technologies such as faxes to transfer
information. Current procedures
are inefficient, slow and prone
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to mistakes because of the many
manual steps involved. Electronic
data interchange (EDI) between
exporters and forwarders or Customs
brokers is mostly absent in Taiwan
whereas it is the norm in most other
advanced economies.

Most of the forwarders and
Customs brokers in Taiwan do
not offer EDI interfaces to their
customers, but require that shipping
documents such as invoices and
packing lists are transferred by fax/
email or courier. Data is entered
multiple times on different forms.

Recommendations

e Enable electronic filing
by exporters/shippers or
forwarders/Customs brokers
using an online interface with
a structured data interchange
format such as XML with
digital signatures through
authorized digital certificates.
The Customs approval for
the shipment can then be
communicated through the
same gateway by providing a
PDF-document with a Customs
authorization number which is
then attached to the shipping
documents or the goods itself.
Such a system exists in Europe.
Hong Kong, Singapore and
other nations offer similar
interfaces for export customs

clearance.

1.2 Air freight exports

It is currently not allowed to
assemble consolidated air freight
pallets at the exporter’s premises.
All air freight pallets have to be
packed in the air freight terminal at
the airport. This regulation creates
a competitive disadvantage for air
cargo operations compared to Hong
Kong or Singapore.

Recommendations

e Enable off-site air freight
pallet assembly at authorized
exporters or approved freight
forwarders. Customs and/

or security concerns can be

addressed through inspections.

2. Power of Attorney (PoA) for
B2C shipments

Taiwan regulations are ill adapted
to an increasing trend in global trade,
which is international B2C (business
to consumer) shipments. Consumers,
who often simply order goods on-
line, have limited understanding of
Customs regulations and simply want
a hassle-free delivery to their homes
or offices. Instead, they are being
burdened by unnecessary paper
documents and delays. Customs
brokers and express integrators incur
additional costs to comply with such
regulations.

The requirement by Taiwan
Customs Regulations for importers
to produce a Power of Attorney
(PoA), regardless of the value of the
imported goods, is an obstacle to

2015 POSITION PAPERS
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CUSTOMS & LOGISTICS

import clearance when importers
are individuals who do not own a
registered business, and often just
occasionally buy goods online.

An additional reason why
this requirement is problematic
is the reluctance on the part of
the Taiwanese public to provide
their national ID information to
an importing agency that they
don’t know. This reluctance is
understandable given recent cases of
fraudulent uses of ID numbers.

Recommendations

e Remove the PoA requirement
for imports with a shipment
value of NT$3,000 or less, with
the exception of goods that
are controlled substances. This
would cover a large percentage
of B2C imports.

e For imports with a shipment
value above NT$3,000, allow
for the PoA to be granted
using an e-signature, telephone
authorization or other means.

3. CMT Single Window

The committee supports the
vision behind the recently launched
Customs-Maritime-Trade (CMT)
Single Window database and service
hub. This concept, when used
effectively, will allow shippers or
consignees, or their agents such as
Customs brokers, freight forwarders
and express integrators, to easily
understand import and export
regulations from various government
departments, and process all related
applications at one location. The
Single Window could also be
a platform to allow the review

of export shipping documents,
identified in Issue 1.

The experience of our members so
far is that government departments
other than Customs (eg the Food
and Drug Administration, the Council
of Agriculture and the Ministry of
Transportation and Communication)
are not effectively supporting the
Single Window concept and still
require importers and exporters
to use various other systems. Only
Customs is effectively promoting the
use of the Single Window, thereby
reducing its effectiveness to just one
government department.

Recommendations

e The National Development
Council should play a stronger
coordination role, working
with Customs, to ensure
that the Single Window
platform truly leverages
the effectiveness of import/
export administration across
all government departments.
Legacy systems that are not
integrated into the single
window platform should be
discontinued.
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ELECTRICAL ENGINEERING AND EQUIPMENT €€

! an ol

1. Directive 401

2. Bringing CNS standards in line with IEC standards
3. Import ban on products from China

4. Smart cities

Introduction
Since the publication of 2014

position paper, progress has been

made on the following issues:

e Directive 401: The committee and
the Ministry of Economic Affairs’
Bureau of Energy (BoE) established
an effective communication
channel over the past year and
exchanged technical experience
through the “EU-Taiwan High
Voltage Electrical Equipment
Management Forum” held in
March 2014. The BoE has started
to work with the committee in
order to make the guidelines
more feasible and practicable.

¢ Avoidance of double testing - CNS
3376 explosion proof certificate:
The Occupational Safety and
Health Administration (OSHA) and
the Industrial Technology Research
Institute (ITRI) had a meeting
with the committee to clarify
the main problems and reached
a consensus that would follow
IEC standards and accept series
type certification with additional
explanatory documents in order
to ensure the safety of equipment
used in the work place.

e Import ban on products from
China: The ban on two items on
the committee’s 2014 priority list
has been lifted:

1) CCC code 8501.4020.00.6 (AC
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servo motors, single-phase, of
an output not exceeding 3.75
kW).

2) CCC code 8537.10.90.005
(Other apparatus for electric
control or the distribution of
electricity, for a voltage not
exceeding 1,000 V).

Electrical Engineering and
Equipment Bringing CNS standards
in line with IEC standards: The
Bureau of Standards, Metrology and
Inspection (BSMI) has included IEC
614391-1 and IEC 60364-1 in its
draft plan for forthcoming revisions,
currently in progress.

The issues “Avoidance of
double testing - Acceptance of IEC
compliance test reports”, “Enhancing
electrical safety — CNS 690 for
wiring connectors” and “CNS 3376
explosion proof certificate” have
been removed as they are no longer
priority issues. In addition, the issue
“Import ban on products from
China” has been readjusted in order
to focus on a general direction while
one new issue (Smart cities) with
three sub-sections has been added to
this year’s paper.

1. Directive 401

This issue appeared in last
year’s position paper. Members
of the committee are pleased that
the Ministry of Economic Affairs’

Bureau of Energy (BoE) is willing
to communicate with the industry
on this issue. The BoE officially
announced guidelines for Directive
401 on the Indoors Wiring Standard
on 1 January 2012, and announced
amendments to the guidelines on
25 December 2012. The guidelines
set out provisions for the inspection
and accreditation of high-voltage
electrical facilities (of over 600 volts).
The new regulation requires BoE
certification of laboratories, factories
of origin and type test reports, with
the aim of verifying the quality and
safety of products.

The amended version of
the guidelines provided a two-
year grace period to allow our
member companies to obtain BoE
certifications for their products. We
expect the BoE to hold meetings
with our members to discuss aspects
of the amended guidelines which do
not follow European practices.

Recommendations

e Follow the consensus
and principle agreed in
the 2014 EU-Taiwan High
Voltage Electrical Equipment
Management Forum to accept
that the type test reports
issued and conducted at
a frequency of 50 Hz are
applicable to 60Hz as set out in
the table below.

e The auxiliary parts installed
in Gas Insulated Switchgears
(GIS), including voltage
transformers, current

transformers, fuse and

lightning arresters are special
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specifications and dedicated
for GIS only. We suggest
that the BoE and Taipower
Company approve the power
transmission by accepting
a complete set of factory
test reports consisting of (1)
routine test re orts issued by
factories with ISO/IEC 17025
which have been validated by
the MoEA; and (2) routine test
reports from suppliers of the
auxiliary parts.

e Members of the committee
are willing to assist the BoE to
review each item of Directive
401 regulations in order to
ensure that they are in line
with international practices.

2. Bringing CNS standards in line
with IEC standards

Members of the committee
are glad to see that Taiwan has
gradually adopted IEC or equivalent
standards in the electrical component
manufacturing sector. This is helping
to spur the local industry to follow
international standards, is improving
electrical safety in Taiwan as well as
stimulating exports.

We further recommend that the
regulation of arc fault detection
devices (AFDD) for household and
similar uses in AC circuits conform to
IEC standards.

Recommendations

e We fully support the BSMI’s
plan to draft national
standards for medium voltage
panels, low voltage switchgear
and busways in line with IEC
standards. In order to further
enhance electrical safety, we
recommend including IEC 62606
into the national standard.

3. Import ban on products from

China

This issue appeared in previous
position papers. Taiwan’s ban
on imports from mainland China
violates WTO regulations, fosters
protectionism and hurts Taiwan’s
own industry and consumers. It
also has the following negative

Applicability of 50Hz test results to 60Hz

Type test item /Reference in Standard

Covered frequencies

Conclusion

Dielectric Test
Power frequency voltage tests. According IEC
62271-1 table F1

Temperature rise test
According IEC 62271-1 clause 6.5.2 Note 2

Short time withstand current and peak
withstand current tests

STL Guide to the interpretation of IEC
62271-200, Edition 2.0, 2011-10

Basic short circuit tests for vacuum circuit
breakers.

Based on test experience with vacuum
interrupters

Capacitive switching applications
(line charging, cable charging, single capacitor
bank switching, back to back switching)

Internal arc test

45Hz to 65 Hz

Tests performed at 50Hz on switching devices of the
open type having no ferrous components adjacent to
the current carrying parts should be deemed to prove
the performance of the switching device when rated

Tests carried out at 50Hz cover
60Hz
applications and vice versa

In general a guideline is given and
applicability needs to be verified for
the individual product, which is the
responsibility of the manufacturer.

at 60Hz, provided that the temperature rise values
recorded during the tests at 50Hz do not exceed 95%

of the maximum permissible value.

Short-time current and peak withstand current tests
performed at 50Hz or 60Hz, using a peak factor of
2.6, cover both frequencies for networks with d.c. time

constants of 45 microseconds (ms) or lower.

Using a peak factor of 2.7 cover networks with d.c.

time constants higher than 45ms.

Vacuum interrupters are not sensitive to the di/dt prior
to the current interruption. 50Hz tests result in longer
arcing time, which is more demanding for vacuum

interrupters.

Rate of rise of the recovery voltage is steeper in 60Hz

applications

Peak factor to verify the dynamic
behaviour needs to be adapted
accordingly.

Thermal part with the same current
flow duration covers frequency of
50Hz and 60Hz.

Basic short circuit test duties
carried out at 50Hz cover the 60Hz
applications.

Capacitive switching tests need to
be carried out at 60Hz or with a
higher power frequency voltage at
50Hz

Energy equivalent given by [ u(t) e i(t) dt is the relevant

Therefore internal arc tests carried

out at 50Hz are valid for 60Hz and
vice versa.

parameter which is not dependent on frequency.
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CNS Standards IEC Standards “

14816 60947-2
14985 60898-1
5422 61009-1
5422 61008-1
15156-200 62271-200
15156-1 62271-1
15156-100 62271-100
61439-1
60364-1
implications:

e Due to this trade barrier,
committee members are
obliged to source products from
alternative, more expensive
production locations, instead
of their production facilities in
China. This directly leads to a cost
disadvantage when selling these
products in Taiwan.

e Certain products which are only
manufactured in China cannot be
imported into and sold in Taiwan.

e As more of members’ R&D and
production facilities of current
and new products using the latest
technologies have been relocated
to China, this automatically
means that some products
have to be withdrawn from the
Taiwan market and that the
latest products with the newest
technologies are not available to
local Taiwanese consumers.

Recommendations

e The government should
open the market gradually
in order to improve the
competitiveness of the market
in Taiwan in terms of customer
choice and access to the
latest technologies. This will
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Similar

Similar
Equivalent
Equivalent
Translating now
Equivalent
Translating now
Translating now

Translating now

also enhance the R&D and
manufacturing competence of
local manufacturers.

4. Smart cities

A smart city is a community that
is efficient, livable and sustainable.
Smart cities start with smart systems,
working for the benefit of both
residents and the environment.
A truly efficient city requires not
only that the performance of
each system is optimized, but also
that these systems are properly
planned, integrated and managed
in order to maximize value. As cities
grow, they face huge challenges:
pollution, blackouts, unemployment,
increasing demand for mobility,
and tighter economic pressure.
There is significant potential for
the development of smart cities in
Taiwan, with a special emphasis on
energy integration, management and
saving measures. This year we focus
solutions in three segments that we
believe will kick-start Taiwan’s smart
city development: Smart buildings,
Smart transportation, and Smart
grids. To transform current cities
to smarter cities, the government
should set long-term goals and
follow the following step-by-step

+ 2015 POSITION

approach to development:

I. Measured: Pervasive sensor
networks throughout cities to
measure and manage energy
usage

Il. Networked: Node connections
through low-cost communications

lll. Managed: Real-time analysis and
control systems

IV. Integrated: Integration of electric
grids, gas, water and other
isolated systems across cities

V. Smart: Software as a service (SaaS)
based citizen services, applications
and management tools.

4.1 Smart buildings

In smart cities, smart buildings
incorporate streamlined
management and integration of
software and hardware solutions
to foster an energy efficient and
sustainable environment. Members
of the committee recognize the
government’s current Eco-city
policy to encourage smart building
construction, but we observe that the
industry’s high price sensitivity often
overshadows the overall efficacy
and environmental value of building
project solutions. Thus, we propose a
three-pronged recommendation.

Recommendations

e Building system integration:
Integrate building security
and energy management by
combining fire alarms, security,
HVAC, air conditioning,
elevators, power, CCTV, and
water management systems
onto a single diagnostic
interface.

This would have the following

PAPERS
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benefits:

a) For industrial buildings,
system integration improves
the security of data and
equipment while increasing
productivity by optimizing
the allocation of energy
resources on site. For home
and commercial buildings,
it can optimize building
energy usage and streamline
the security system.

b) For healthcare buildings,
an integrated system can
safeguard equipment and
ensure adequate energy
usage to deliver the safest
and most sustainable
environment for critical and
everyday patients.

Remote energy operation:
Adopt energy operation
system software to enable
remote operation in real time
of water, electricity, gas, and
security systems. This simplifies
the process of managing
multiple building energy
sources through a simple and
centralized interface, and
facilitates closer monitoring of
alarms and surveillance.
Benefits: Centralized software
enabling remote operation
facilitates energy and security
surveillance and control and
maximizes the operator’s
ability to manage each power
source.

Utilize the most advantageous

bid for all government building

projects: Select the building
offer based on a building
company’s certification, the
quality of the offer’s product

ELECTRICAL ENGINEERING AND EQUIPMENT
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mix and the building solution’s
added value for the community
and the environment. Given
that the most advantageous
bid criterion is already set for
building projects exceeding
NT$200 million, we recommend
gradually extending this to all
building projects.

Benefits: The government’s
smart building examples will
facilitate the transition from
a short-term price-sensitive
mindset to one that is more
focused on long-term value
and sustainability.

4.2 Smart transportation

Smart transportation systems
are expected to become necessary
and popular given the growth in
the number and populations of
megacities. It is important to build
safe public transportation systems
and maintain them to ensure
smooth traffic flow in a way that
is environmentally sustainable.
Automotive and related industries
are developing advanced supporting
components like emergency call
systems, electronic toll collection
systems, vehicle-to-vehicle, vehicle-
to-infrastructure as well as wireless
communications. To realize the full
potential of these technologies,
advanced systems and infrastructure
corresponding to this trend is
necessary. Appropriate and sufficient
recharging points accessible to the
public should be carefully planned
and installed, particularly in airport
passenger terminals and railway
stations.

Recommendations

e Develop a national plan to
provide infrastructure with
sufficient electric vehicle
recharging stations that are
accessible to the public. As
technology for electric mobility
is undergoing rapid change,
the recharging interface
technologies including
cable connectors, wireless,
battery swapping and energy
storage should be taken into
consideration when drafting
the regulations.

e The choice of equipment
for normal and high power
recharging points should
comply with specific safety
requirements in force at the
national level.

4.3 Smart grids

As part of the international drive
to optimize the use of energy and
reduce carbon emissions, many
countries are promoting smart grid
development.

4.3.1 Electricity liberalization
Electricity liberalization has
been a trend in Europe, the United
States, New Zealand and Australia
since before the 1990s. Over time,
liberalization of electric power
markets has continued to evolve
and improve. In many countries,
this evolution has reached a mature
phase with sophisticated technical
and market-based systems that
integrate multiple small suppliers
with large utilities to provide constant
and sufficient power. The advantages
of liberalizing the electricity market
in Taiwan are as follows:
e First, free competition would

2015 POSITION PAPERS
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increase efficiency and set
reasonable prices.

e Second, liberalization would solve
supply bottlenecks, especially
given the constraints of state-
owned enterprises to build new
power plants, transmission and
distribution facilities. Opening up
to private players would increase
flexibility.

e Third, the participation of private
operators would promote
investment, employment and
economic growth. Precedents
were set when Taiwan opened
its financial services markets in
1990 and its communications
markets in 1996. These moves
brought significant benefits and
the experiences of countries that
have liberalized their electricity
markets suggest that Taiwan
would experience similar benefits.

* In the spirit of trade liberalization,
there should be no monopoly
on power generation and the
generation of electricity should
be opened to competition.
Furthermore, there should be a
separation of power transmission
and distribution.

Recommendations

e The government should
expedite the liberalization
of the electricity market that
draws on the operational
experience of mature markets
such as Europe and establishes
fair, rational and workable
competition in the electricity
market.

e The state-run power company
should be divided into three
entities responsible for 1)
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generation, 2) transmission
and 3) distribution.

e Establish a system run by
an Independent System
Operator (I1SO), responsible for
coordinating the transmission
scheduling of both public and
private electricity operators.

4.3.2 Advanced metering system
for Advanced Metering
Infrastructure

The objective of a smart grid
is to provide stable and efficient
power supply through sense
measuring, analysis, forecasting
and control, utilising information
processing technology via a high-
speed communications network. To
achieve a truly smart grid requires
the effective collection and analysis
of power information and an
automated power control system.

Advanced Metering Infrastructure

(AMI) at a national level enables
demand-side management and grid-
connected renewable energy, which
helps countries to realise energy
saving and carbon reduction goals.
For the electricity industry, AMI
provides load control communication
capabilities, fast power quality
measurement and diagnosis to carry
out self-healing functionality, improve
guality and ease the pressure on
new power plants. For users, AMI
makes information transparent and
strengthens the interaction between
users and flexible power systems
so that users can simultaneously
play the role of power producers
and electricity consumers, thereby
helping to improve the functioning
of the electricity market.

Recommendations

e Taiwan Power Company should
install an advanced metering
system to establish a complete
smart grid, enhance the
efficiency of electricity supply,
and ultimately realize energy
saving and carbon reduction
goals.
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ENERGY & ENVIRONMENT

1. Public participation in renewable energy projects

2. Greenhouse gas legislation
3. Green electricity pricing
4. Safety of waste treatment

5. National energy policy and energy efficiency

Introduction

Three new issues are raised in this
year’s paper, two of which focus on
the investment climate for renewable
energies. To overcome the hurdles
that are preventing the development
of more renewable energy projects,
we urge the government to review
and reform the Electricity Act and
secure investor confidence with
a reasonable and stable “feed-in
tariff”. Only public participation in
renewable energy projects will lead
to wider public acceptance of new
wind farms and other renewable
energy installations.

The issues raised in last year’s
paper under the headings “Energy
policy master plan” and “Energy
efficiency” are covered this year
under the same new heading:
“National energy policy and energy
efficiency”. The issue listed in last
year’s paper “Indoor air quality act”
has been removed because it is no
longer a priority issue following the
passage and implementation of the
“Indoor Air Quality Management
Act” at the end of 2012.

1. Public participation in
renewable energy projects
This is a new issue. Rapid

renewable industry development
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together with economies of scale
have made renewable energy
economically viable and competitive
compared to traditional power
sources. Wind power has already
reached grid parity in Taiwan and can
compete directly with existing fossil
fuel energy sources.

However, there is has been little
action so far to further develop
renewable energy. The Renewable
Energy Act, with its ever changing
feed-in tariff, isn’t providing the
necessary confidence to attract
significant investment.

While public participation in
photovoltaic (PV) projects is possible,
community participation, especially
in wind farms remains extremely
difficult due to an excess of rules
and regulations. With the absence
of direct benefits to local residents,
support for the development of wind
farms is often lacking.

Regional power generation is
extremely difficult if not impossible to
implement according to the current
legislation in Taiwan. This is in stark
contrast to countries like Germany
and Denmark where communities
own up to 50% of renewable energy
projects.

We urge the Taiwan authorities
to view community-invested energy
generation as a viable option and

take action to realize this potential.

Recommendations

e Reform the Electricity Act to
allow local residents to invest
in community energy projects.

e Simplify the administrative
process in order to reduce the
time needed to process and
approve permits for renewable
energy projects to between six
and nine months.

e Streamline procedures in order
to shorten the time needed to
get renewable energy projects
connected to the grid. Make
grid connection obligatory for
community-invested projects.

e Offer better feed-in tariffs,
especially for community-
invested renewable energy
projects.

2. Greenhouse Gas legislation
This issue was raised in last year’s
position paper. After declaring six
greenhouse gases (GHG) as air
pollutants and consequently making
inventory reports mandatory for
major emitters, no major action has
been taken to achieve real GHG
emission reductions in recent years.
Meanwhile, the pilot programme to
encourage the industry to implement
real emission reduction projects
was not successful. According
to the Environmental Protection
Administration’s (EPA) GHG
Administration Office, only seven
projects were successfully registered
(99% of them state-owned
companies) in the past five years.
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The percentage of recorded emission
reductions under this scheme against
overall emissions is so minimal
that it will not make a significant
contribution to meeting Taiwan’s
long-term emission reduction goals.
It is clear therefore that the policy
has failed to have a real impact.

Recommendations

e Engage expertise from
Europe to leverage successful
experiences at all levels over
the long term. Implement
tried, tested and proven
methods from other countries
and the private sector, instead
of devising new methods and
policies from scratch.

e Taiwan and European countries
have set targets for climate
policies. In Taiwan, energy and
industry sectors are the two
largest CO, emitters. Many
European companies have
the latest technologies which
can assist power plants and
manufacturing facilities to
become more efficient. The
public and private sectors of
Taiwan and European countries
should enhance cooperation in
this regard.

e Actively engage with major
emitters to get their support
before GHG legislation is
enacted to accumulate the
necessary momentum ahead of
establishing a carbon market.
Without functioning markets,
trading cannot serve as a
policy tool for climate change
mitigation.

1
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3. Green electricity pricing

This is a new issue. We welcome
the determination to introduce
policies to enable electricity users’
choices over the sources/fuel types
of the electricity they use. However,
the current scheme is not attractive
enough to encourage public
participation.

Recommendations

e Premiums should be in
reasonable range: The current
scheme stipulates a premium
of close to 40%, which is one
of the highest in the world.
Such a high premium is also
prohibitively expensive for
large-scale industrial users.

e The fundamental purpose
of introducing green
electricity pricing is to enable
manufacturers to reduce their
carbon footprints. But the
compatibility and references
to international standards are
lacking. Also, the rigidity and
transparency of information
should also be at the same
level as other pioneering
schemes from Europe and
North America. This is the only
way to ensure the extra efforts
made by the electricity users
can be fully accounted for
when necessary, such as when
calculating carbon footprints.

4. Safety of waste treatment
This is a new issue. There were
two fires/explosions in the waste
to energy industry in one year. The
material suspected as the cause
was “magnesium and aluminum?”

granules and shavings. The EPA
currently considers this material
as a “recyclable” product and not
waste but the market value of the
“product” which the manufacturers
consider as a waste product is too
low. In addition, the precautions
necessary to safely handle and
recycle this potentially hazardous
material appropriately are proving
restrictive to the recycling industry,
thus encouraging illegal disposal
and further incidents that have the
potential to cause fatalities.

Recommendations

e The government should
recognize the potential
hazards and fully educate
users, manufacturers and
waste operators about the
risks posed by these materials.
Products that contain
“magnesium and/or aluminum”
or any other highly volatile
material should be more
strictly regulated. In addition,
an educational programme
should be implemented on the
safe handling and management
of waste materials for users,
manufacturers and waste
operators.

e Create stricter waste policies
and impose severe penalties
to minimize the risks of
illegal disposal of potentially
hazardous material. The
illegal disposal of this type
of material has already had a
severe impact on business and
increased insurance premiums
as a direct consequence.
Further incidents would have a
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further negative impact on the
industry and have the potential
to cause serious injury and/
or fatalities unless better
regulations are implemented
and an educational programme
is developed.

5. National energy policy and
energy efficiency

This issue expands on two issues
raised in last year’s paper under
the headings “Energy policy master
plan” and “Energy efficiency”. Since
the suspension of construction of
the fourth nuclear power plant by
the government on 27 April 2014,
high temperatures in July 2014
created record high consumption
of electricity and caused the reserve
capacity from all of Taipower’s
power plants to fall below 5%. This
is far below the defined safety ratio
of 16% and constitutes a severe risk
of power supply suspensions if any
power plant outages take place in
Taiwan in future.

Saving energy and using
energy more efficiently are the
two main factors in realizing a
sustainable energy future. In
Taiwan the industrial, building, and
transportation sectors account for
more than 70% of total energy
consumption. Enhancing energy
efficiency in these three sectors is
therefore crucial for Taiwan.

A diverse energy mix is the key
for Taiwan to seek a successful
energy transition and to shape a
sustainable energy future. Both
renewable energy and fossil power
plants shall be part of the energy
mix. Of the types of fossil power

128 * EUROPEAN CHAMBER OF COMMERCE TAIWAN -

plants, gas-fired power plants are
cleaner and more efficient than coal-
fired ones. A stable energy supply
is important to achieve sustainable
national development and national
security. Applying the principle of risk
diversification can avoid over-reliance
on one single energy equipment
supplier. This is particularly critical
for highly efficient gas-fired power
plants which should become one of
the bases of future energy supply.

The government’s future actions
will demonstrate its determination
to develop renewable energy in
Taiwan. By 2030, renewable energy
supply is expected to reach 13%
of total electric power generation
in Taiwan, far below the targets of
many developed countries. While
alternative sources are extensively
discussed as a substitute for nuclear
power, Taiwan’s cheap electricity
rates, outdated building codes and
vehicles all contribute to unnecessary
waste of energy. The government
needs to take more aggressive
approaches to implement energy
savings in buildings.

Recommendations

e Electricity prices for industry,
commercial and residential
users should be adjusted to
reflect actual costs, in order to
stimulate all users to improve
energy efficiency and reduce
energy consumption.

e Implement a quantitative
measurement scheme of
energy efficiency in Taiwan’s
building code, with a formula
to calculate efficiency based
on the building shell, air

conditioning and lighting
respectively. Make the new
measure mandatory for all
new buildings, not merely for
current public construction
projects with capital
investments of over NT$50
million.

Implement a clear labeling
system for all electrical
equipment/machinery and
household appliances with an
energy efficiency index, so that
consumers will know the life
cycle cost comparison.
Introduce finance funding
schemes to encourage green
construction practices for new
buildings and green retrofitting
of old buildings. For example,
introduce a business model
that allows funding providers
to earn revenue from
energy saving infrastructure
installed in buildings after
implementation.
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HEALTHCARE ENHANCEMENT

1. National healthcare spending

2. Prioritising patients in the healthcare system

3. Cancer screening
4. Organ donations

5. Enhancing communication between healthcare agencies
6. Import ban on products from China

Introduction

Since the publication of last
year’s position paper, the healthcare
authorities have made an effort to
increase cervical cancer screening.
They have also taken action to
address the issues of healthcare
associated infections and diabetes.
In recognition of these efforts the
issues raised under the headings
“Prevention of Healthcare-associated
infections” and “More aggressive
management of diabetes” in last
year’s paper have not been repeated.
We have expanded on the issue
of cervical cancer screening to
encourage screening for other types
of cancer. Since no progress has been
made on the import ban on products
from China, this issue is repeated
along with four new issues.

1. National healthcare spending
This is a new issue. Taiwan is
well known globally for its National
Health Insurance system. While
keeping the use of healthcare
resources to a minimum, the system
is able to create relatively high
levels of healthcare access and
public satisfaction. However, Taiwan
will soon have to face the dual
challenges and related hardships of
a rapidly-aging population and sharp

130 - EUROPEAN CHAMBER OF COMMERCE TAIWAN

decline in the number of new births.
An aging population will necessitate
higher spending on healthcare in
order to maintain and improve
patient outcomes.

According to OECD Health data in
2011 average health care expenditure
as a percentage of GDP in OECD
countries was 9.3%. Spending in
the United States was 17.7%, the
highest rate of health care spending
among OECD countries. Percentages
in other OECD countries were 11.6%
in France, 11.3% in Germany, 11.2%
in Canada, 9.5% in The Netherlands,
9.4% in the United Kingdom, 8.9%
in Australia (in 2010) and 5.9%
in Estonia. In contrast spending
in Taiwan was 6.6%, well below
the OECD average and lower than
neighboring countries South Korea
(7.4%) and Japan (9.6% in 2010).

Recommendations

e Healthcare and administrative
ministries and departments
should systematically work
to increase Taiwan’s overall
spending on healthcare to 7.5%
of GDP.

2. Prioritizing patients in the
healthcare system

This is a new issue. According to
Article 41 of the Second Generation
National Health Insurance Act,
drug reimbursement standards
should be set by prioritizing patient-
centered healthcare necessities and
quality, as well as by inviting clinical
experts and patient groups to offer
ideas and recommendations in
order to meet patients’ healthcare
needs. However, to date, no such
regulations have been implemented.
Since 2013, the National Health
Insurance Administration (NHIA)
has implemented a new two-
tier review process for new drug
reimbursement, the original
DBC (Drug Benefit Committee)
become an “expert panel” whose
suggestions are sent to the joint
meeting of the Pharmaceutical
Benefit Reimbursement Scheme
(PBRS) for final decisions. However,
the make-up of the PBRS committee
is unbalanced as 13 out of total
25 PBRS meeting representatives
are from hospital management,
who, citing budgetary concerns,
are hindering the introduction
of new health care technologies
into Taiwan. For instance, new
medications to lower lipid levels and
macular degeneration have not been
approved, depriving many patients at
risk of life-enhancing medicine.

Recommendations

e Rebalance the representation
of PBRS meetings by
increasing the number of
representatives from patient
groups and clinical experts.
Professional qualifications and
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experience should be the main
consideration for inclusion on
the committee. Interest groups
should be excluded. If any of
the committee members are
not sufficiently qualified, they
should be replaced or provided
with adequate training.

¢ Health Technology Assessment
(HTA) PBRS
committee / DBC committee
meetings should include

reports or

mechanisms to incorporate
input from patients groups and
clinical experts.

3. Cancer screening

This issue was raised in last year’s
paper under the heading “Enhancing
the effectiveness of cervical cancer
screening”. Since 1982, cancer has
been one of the top of 10 causes
of death in Taiwan. Given a steady
annual increase in the numbers, by
2007, 40,306 people had died of
cancer. Of these cases, the highest

Cancers

mortality rates were from lung cancer
(7,993 people) and liver cancer (7,809
people). The next most prevalent
cases highest were colon cancer
(4,470 people), stomach cancer
(2,474 people) and oral cancer (2,312
people).

In consideration of the severe
health impact of cancer on the
population, governments in many
developed countries have made
fighting cancer one of their major
initiatives. Early detection of
cancer through effective screening,
followed by proper treatment can
help to increase the cancer survival
rates. Therefore, public calls on the
government to provide free cancer
screening have greatly increased
in developed countries over the
years and we believe the people of
Taiwan would benefit if healthcare
authorities followed this trend.

Recommendations

e Expand free cancer screening

for the most common types
of cancer namely lung cancer,
liver cancer and stomach
cancer.

¢ Reinforce health care education
and promotion to enhance the
public’s understanding and use
of cancer screening.

e Provide efficient referral and
follow-up procedures for
individuals who test positive
for cancer as a result of
screening.

4. Organ donations

This is a new issue. For cultural
reasons, the number of organ
donations is low in Taiwan. On
6 December 2011, in order to
address this issue the government
amended regulations governing
organ donations by adding the field
“consent for organ donation” into
national health insurance IC card
data. However, while this is a positive
step, we believe more could be done

Subsidized hospital cancer screenings ('000)

Rate of increase

Number
Cervical Carcinoma

%

Number
Breast Cancer

%

Number
Colon Cancer

%

Number
Oral Cancer

%

Number
Total

%

947 1,072 1,083
46 50 50
231 506 511
93 96 91
38 632 481
12 62 62
73 343 364
14 43 41
1,289 2,554 2,439
41 57 56

(09 - 12)

1,083 1,157
1.2x

50 52

578 596
2.6 x

86 86

619 631
16.6 x

60 61

408 389
5.3 x

41 40

2,688 2,773
2.2 x

56 56

Source: Health Promotion Administration (HOA). Results based on “Hospital Cancers’ Treatment Quality Project”

* Percentage of cancer screening that is subsidised (the remaining percentage is paid for by patients)
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to boost organ donations in Taiwan.

Recommendations

e Actively promote the organ
donation consent option on
national health insurance
IC cards or via established
networks such as the Buddhist
Compassion Relief Tzu Chi
Foundation and the Taiwan
Blood Service Foundation.

e Set up a registration centre
responsible for the national
organ donation list, organ
transplant negotiations, an
organ transplant patient
waiting list database and
provide training and education
to hospital organ transplant
recruitment staff and
transplant teams.

¢ Increase public awareness and
willingness to donate organs
via public service advertising.

5. Enhancing communication

between healthcare agencies

This is a new issue. While
Taiwan has been a member of
the Pharmaceutical Inspection
Convention Scheme (PIC/S)
membership since January 2013,
inter-departmental inconsistencies
have led to discriminatory treatment
of foreign firms. According to
the Taiwan FDA’s PIC/S approval
standard, the TFDA must conduct
physical site inspections of plants
in Taiwan. For imported products,
because there are over 800 plants,
the TFDA has adopted a risk
management scheme, which requires
either a paper review or physical site
inspection.
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However, the National Health
Insurance Administration (NHIA)
does not recognize the TFDA’s
paper review PIC/S approval for
imported products, unless it is
accompanied by a US FDA or
European Medicines Agency (EMA)
market authorization. Consequently,
the NHIA has recognised only
3.5% of the approximately 4,100
imported drugs (128 items through
spot inspections and 23 items based
on a paper examination matching
PIC/S GMP as well as FDA or EMA
market approval). Such differences
have caused drug importers to face
unreasonable difficulties.

Another problem is related to the
recognition of patents. The NHIA
only recognizes compound patents
when adjusting drug prices and
other patents granted by the Taiwan
Intellectual Property Patent Office
are not even being considered and
respected. This shows inconsistency
and a lack of alignment amongst
government agencies. This has
already had an impact on the
willingness of foreign companies to
further investment in Taiwan.

Recommendations

e The management authority
of PIC/S GMP resides with
the TFDA. Therefore the
NHIA should
approvals granted by the
TFDA, regardless of whether
they were granted by a

recognize

paper review or physical site
inspection.

e After 1 January 2015, PIC/S
GMP should be fully launched.
By then, there should be no

non-PIC/S GMP medication. The
NHIA should amend regulations
regarding the pricing and
adjust prices accordingly.

e All government agencies
should respect and recognize
all intellectual property rights
that were granted by TIPO
and discuss price adjustment
mechanisms with industry that
take all kinds of patents into
consideration.

6. Import ban on products from

China

This issue appeared in last year’s
position paper. Taiwan continues
to prohibit imports of numerous
products made in China.

On many occasions, the Bureau
of Foreign Trade (BoFT) has
recommended that members of
this committee attempt to resolve
outstanding issues through private
negotiations with the relevant
domestic industry associations.
However, we believe that the BoFT
should follow a transparent review
process instead.

The committee also suggests that
the TFDA remove the requirement
that applicants must acquire
approval certification from the BoFT
for medical devices made in China
before they can submit product
registrations to the TFDA. The
BoFT and the TFDA are different
government agencies with different
job responsibilities. The BoFT is
responsible for foreign trade affairs
while the TFDA is responsible
for the safety and efficacy of
medical products. Therefore, the
regulation definitions of country of
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origin, manufacture, and product
classification or categorization are
different. Product launch times may
be seriously delayed if companies
need to get BoFT pre-approval
certification before they can submit
product registrations.

Recommendations

e Medical device companies
should be allowed to submit
registrations to the TFDA
without the requirement of
pre-approval certification from
the BoFT in order to speed up
product launch timelines.

e We urge the BoFT to urgently
re-evaluate and lift the ban
or restrictions on products
manufactured in China, paying
priority attention to the items
on the committee’s priority list
below:

Healthcare Enhancement committee’s 2015 PRC import ban priority list

CCC Code Product Description

Completely Banned Items

9019.20.90.00-8 Other therapeutic respiration apparatus - Respiratory Mask
9018.49.20 Parts and accessories of other instruments and appliances, used in dental sciences
9018.90.30.00-7 Intravenous administration set

Partially-banned items
3005.10.90.90-9 Other adhesive dressings and other articles having an adhesive layer
3005.90.90.00-1 Other articles of heading No. 30.05

Other articles of heading No. 9018 - Negative pressure wound therapy system, surgical stapler, vessel
sealing system, compression system, electrosurgery accessories, compression sleeves, foot switch

9018.90.90.90-5 Parts and accessories of other articles of heading No. 9018

9018.90.80.00-6
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HUMAN RESOURCES

1. Labour dispatch issues

2. Amendments to the Labour Standards Law

3. Handling of industrial disputes

4. Occupational Safety and Health Act

Introduction

The Ministry of Labour, Executive
Yuan (Mol) has passed many
amendments to labour laws
including the Collective Bargaining
Agreement Law, the draft Protection
of Dispatched Workers Law, and
implemented the Occupational
Safety and Health Law since 3 July
2014. However, recommendations
made under certain issues listed
in last year’s paper, including the
“Harmonization of regulations
governing labour dispatch and
fixed-term contracts”, “Scope
and confidentiality of information
in collectively bargaining” and
“Regulation on the transfer of
employees during M&As” were not
incorporated in the above-mentioned
amendments.

The issues listed in last year’s
paper in relation to the Occupational
Safety and Health Law (ie the
recommendations about applications
relating to working from home
and determination of the causation
of occupational disease), while
not resolved, have been put aside
for now in order for this year’s
paper to focus on the committee’s
priority issues and will be subject
to further examination of their
enforceability upon implementation
of supplemental measures under the
Occupational Safety and Health Law.

1. Labour dispatch issues

1.1 Reasonable time limit for
business entities to respond
to dispatched worker's
notification of the proposal to
form an employment contract

This issue was raised in last year’s
position paper under the heading

“Amendments to the Labour

Standards Law”.

According to Article 8, Paragraph

1 of the draft “Protection of

Dispatched Workers Law” submitted

by the Mol to the Executive Yuan for

review, if the terms of the dispatched
workers meet certain conditions,
the workers may notify the business

entity of their proposal to form a

regular employment contract. The

business entity, however, only has 10

days upon receipt of the notice from

the dispatched workers to express its
objection. While the 10-day term is
longer than the three days specified
under the pre-amended draft

“Amendments to Labour Standards

Law” (Article 9-4), the time limit

remains inadequate.

Recommendations

e To allow business entities
adequate time to exercise their
rights, the Mol should extend
the time limit for businesses to
express their objections to 30

days.

1.2 Harmonization of regulations
governing labour dispatch
and fixed-term contracts

This issue was raised in last year’s
position paper under the heading
“Amendments to the Labour
Standards Law”.

The limited number of types and
inflexibility of fixed-term contracts
permitted under the current Labour
Standards Law (LSL) have caused
many employers to switch to
labour dispatch arrangement as
an alternative. However, the draft
“Protection of Dispatched Workers
Law” submitted by the Mol to the
Executive Yuan for review in February
this year imposes various limitations
on employers regarding labour
dispatch. Notwithstanding the above,
the published Amendments to the
LSL do not suggest any progress or
contain any updated regulations
showing that the requirements of
fixed-term contracts will harmonize
or deregulate the restrictions on
fixed-term contracts under the LSL.
As such, business operators’ flexibility
in their labour force management
and the international competitiveness
of Taiwan’s employment environment
will be seriously compromised.

Recommendations

e To allow employers a
greater level of flexibility in
labour force management,
considering that restrictions
on applications for dispatched
labour are imposed in the
draft “Protection of Dispatched
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Workers Law”, the regulations
on fixed-term contracts under
the LSL should be relaxed
accordingly.

2. Amendments to the Labour
Standards Law

2.1 Regulations on the transfer of
employees during M&As

This issue was raised in last year’s
position paper.

With regard to the regulations
on the transfer of employees during
mergers and acquisitions (M&As),
under the Amendments to the LSL,
the new employer is required, in
principle, to take on all employees of
the former employer and their prior
employment terms and conditions
during the M&As. This could affect
the willingness of companies to
engage in M&A activities in Taiwan.
We continue to urge the Mol to
take the following suggestions into
consideration:

Recommendations

e Allow new employers to
propose new employment
terms and conditions
without having to assume
the employment terms and
conditions of the previous
employers.

¢ Allow new employers to select
and retain specific employees
without having to retain all
employers of the previous
employer.

2.2 Flexibility in the recording of
employee hours
This is a new issue.
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Article 30, Paragraph 5 of
the current LSL requires that the
employer shall prepare and keep
clock-in records or time cards to
record worker attendance on a
day-to-day basis. However, in view
of the diversified development of
various industry sectors and the great
diversity of jobs (eg salespersons,
field workers or high-level managers)
in modern society and given the
fact that only a small percentage
of companies belong to the
manufacturing sector, it is far from
an appropriate measure to record
or regulate employees’ attendance
by keeping clock-in records or time
cards. In other words, sticking to the
traditional clock-in records or time
cards will not only fail in the purpose
of regulating overtime work but also
increase burdens on employees when
providing services.

Recommendations

e Regulations of employees’
attendance should be part
of corporate governance.
Employers should be allowed
the flexibility to come up with
their own ways of recording
employees’ attendance by
including the requirements in
their employment agreements
or work rules based on
the nature of an individual
employee’s job and their
seniority. Employers should
also be allowed to record
their employees’ attendance
by recording only absence (ie
employees will be deemed
to be in attendance except
in situations where they
request overtime or a leave of

absence).

3. Handling of industrial disputes

3.1 Scope and confidentiality
of information in collective
bargaining

This issue was raised in last year’s
position paper.

The Amendment to Article 6 of
the Collective Bargaining Agreement
Law announced on 4 June this year,
while not yet in force, does not
change the language of the previous
provisions that “both the labour
and the management shall proceed
in good faith when bargaining for
a collective agreement; any party
without justifiable reasons cannot
reject the collective bargaining
proposed by the other party”, where
“without justifiable reasons” includes
“refusing to provide information
necessary to the negotiation”. The
Mol has failed to take into account
the committee’s recommendation in
last year’s position paper that “this
requirement is too vague and fails to
define the scope of information and
exclude confidential information”.
Business entities and their operations
are not adequately protected under
the amendment.

Recommendations

e The Mol should amend the
enforcement rules, specifying
the scope of the information
to be requested by employees,
and the requested information
should be limited to that
required for negotiation on
a case-by-case basis, as a
measure of adequate control,
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HUMAN RESOURCES

and to allow the company
to protect its confidential
information such as its business
plans and compensation
packages for executives. In
the event that confidential
information should be
provided, the employer should
have the right to require the
parties having access to the
information to enter into non-
disclosure agreements.

32Threshold for unions
to negotiate collective
bargaining agreements with
management

This issue was raised in last year’s
position paper.

The current Union Law only
prescribes a minimum threshold for
an “industrial union” to be qualified
to negotiate collective bargaining
agreements with management
but not for a “corporate union”.
Therefore, regardless of the number
of its members, corporate unions
can always request negotiations on
collective bargaining agreements.
Although unions play an important
role in the expression of employees’
opinions in general, it is an
unreasonable waste of business
resources for management to
negotiate collective bargaining
agreements with unions that are
not sufficiently representative of a
company’s employees. Doing so
is also against the interests of the
majority of the employees.

Recommendations

e The MolL should amend
the Union Law and/or
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the Collective Bargaining
Agreement Law to prescribe
a minimum threshold (eg
a corporate union should
represent at least 15% of
the total number of the
employees) for the corporate
union to be qualified to initiate
and conduct negotiations
on collective bargaining
agreements.

4. Occupational Safety and
Health Act

4.1 OSHA health management
requirements

This is a new issue.

The Occupational Safety and
Health Act (OSHA) and the
Enforcement Rules of OSHA came
into force on 3 July 2014. While
the Enforcement Rules of the
OSHA include the definition of
“to the extent practically possible”
under Article 5 of the OSHA as
recommended in last year’s position
paper, other unresolved issues
regarding the exclusion of the
OSHA’s application to “workers
working from home” and standards
for determination of the causation
of occupational disease are still
subject to the Mol’s review and
consideration. Given that the OSHA
applies to all sectors of industry and
the work environment risks and the
need for occupational safety and
health vary in each and every sector
of industry, the Mol should provide
related supplemental measures or
rules governing the application of
different requirements under the
OSHA.

Recommendations

Article 22 of the OSHA
provides that business entities
with 50 or more employees
shall hire or contract medical
staff to conduct health
management, occupational
disease prevention, health
promotion and other activities
to ensure the health protection
of employees. The above
provisions should provide
more details and its application
to different industry sectors
should be distinguished.
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INSURANCE

regulation

standards for approval
. Annuity-related regulation

H W

Introduction
Members of the committee would

like to commend the Financial

Supervisory Commission (FSC) and

Insurance Bureau’s (IB) efforts to

promote the insurance industry in

Taiwan through timely deregulation

and appropriate supervisory

measures, under Chairman Tseng’s

“dual wings” supervisory principle.

Since the publication of the

committee’s 2014 position paper,

we acknowledge that there has been
progress on the following issues:

e (Capital management: The FSC has
kept monitoring and requesting
insurance companies who cannot
meet the minimum statutory Risk-
Based Capital (RBC) requirement
or are insolvent to inject sufficient
capital in order to strengthen
their financial stability. The recent
actions taken by the FSC to take
over Global life and SingFor
life are evidence of the FSC’s
determination to strengthen the
stability of the insurance industry.

e Regulations governing insurance
brokers: The IB has further
tightened regulations governing
insurance brokers by raising the
minimum capital requirement
for establishing an insurance

1. Speeding up Offshore Insurance Unit-related legislation and

2. Easing foreign investment restrictions and specifying related

. Foreign real estate investment restrictions
5. Unnecessary standardisation of benefit definitions

brokerage company and setting

requirements for managerial

staff, including the chairman and
general manager. In addition, the

IB has requested the Insurance

Brokerage Association of Taiwan

to strengthen its internal control

mechanism to enhance the
corporate governance standards
of insurance brokers in Taiwan.

However, the government intends
to increase the business premium tax
from 2% to 5%. Members of the
committee urge the regulator to re-
evaluate the appropriateness of the
policy since it will add a significant
burden to foreign insurance
companies. We hope the FSC will
mitigate the impact through timely
deregulations, which would allow
insurance companies to design and
introduce innovative products to the
market.

We acknowledge that the FSC
and IB are aiming to promote the
competitiveness of the insurance
industry, especially by allowing
the establishment of Offshore
Insurance Units (OIU) through
related regulations and continuous
discussions among related
government agencies, think tanks
and associations. We have therefore

raised five issues which we believe
could help the government to build a
healthy and competitive environment
for Taiwan’s insurance industry. The
issues raised in last year’s paper
under the headings: “Pragmatic
regulations for the insurance
industry - Guidelines for life
insurance products” and “Real estate
investments of insurance companies”
are incorporated and expanded upon
under new sections in this year’s

paper.

1. Speeding up Offshore
Insurance Unit-related
legislation and regulation

This is a new issue. The Chairman
of the Financial Supervisory

Commission (FSC) announced on 5

March 2014 that the financial sector

would be part of the Free Economic

Pilot Zones (FEPZ), as part of the aim

to expand the size and scale of the

financial market and facilitate the
development of related business.

Members of the committee welcome

the announcement and recommend

that the FSC allow the industry to
set up Offshore Insurance Units

(OIU), following the precedent of

allowing Offshore Banking Units

(OBU), in order to attract interested

foreign corporations and nationals,

attain greater economies of scale
and enhance the Taiwan insurance
sector’s competitiveness.

Key problem

(1) As a highly regulated sector
of business, all insurers must
comply with pertinent rules and
regulations, covering aspects
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INSURANCE

ranging from product design to
marketing and sales. This is unlike
the banking sector, where investor
grading allows varying degrees
of regulatory compliance by
different classes of customers. As
a result, insurers are at a relative
disadvantage to competitors
in other financial sectors. For
instance, banks are permitted to
sell offshore structured products
to non-residents and professional
investors without going through
the product approval process,
whereas, in the absence of
investor grading, insurers
must follow more regulatory
requirements than their banking
counterparts related to offshore
structured products, including
pre-filing approvals by both the
Insurance Bureau and ROC Life
Insurance Association.

Recommendations

e We suggest that strategic
deregulation may be applied to
insurance companies from G8
countries with more advanced
risk management systems
and know-how, permitting
such companies to develop
and market innovative OIU
foreign currency-denominated
products.

2. Easing foreign investment
restrictions and specifying
related standards for approval

This is a new issue. According
to Article 146-4 of the Insurance

Act, “The competent authority shall

set limits on the aggregate dollar

amount of foreign investments of
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insurance enterprise funds based
on the state of the business of each
individual insurance enterprise. Such
investments must not exceed 45% of
the funds of any individual insurance
enterprise.”

However, insurers have enormous
demand for investment targets.
Given the shortage of fixed income
assets in Taiwan and the fact that
foreign fixed income securities
generate higher yields than local
fixed income assets, plus the current
RBC monitoring mechanism, we
hereby recommend that the foreign
investment restrictions as stated
in Article 146-4 of Insurance Law
should be eased.

Furthermore, Article 15 of
Regulations Governing Foreign
Investments by Insurance Companies
only stipulates the required
documents necessary to apply to
increase foreign investment ceiling
limits, but transparent and consistent
approval criteria are still missing,
causing confusion in preparations for
filing the application.

Key problems

(1) Shortage of local fixed income
capacity: The issuance amount
of long term fixed income
securities with 20-year terms or
longer, including government
and corporate bonds, is too low
to meet life insurers’ investment
needs.

(2) Yields generated by local fixed
income securities are low,
compared to foreign fixed income
securities, which is unhelpful in
resolving the negative interest
spread problem faced by many
insurance companies and

discouraging local policyholders.

(3) Regulations in other countries
are less restrictive: According
to Japanese insurance law, the
foreign investment ceiling limit
is 30% of total assets. However,
foreign investments fully hedged
against the yen are excluded from
foreign investments which are
subject to the aforementioned
30% ceiling. In other words,
foreign investments could
be 100% of total assets,
theoretically. In Australia, there
is no regulatory ceiling limit for
foreign investments.

(4) Article 15 of the Regulations
Governing Foreign Investments
by Insurance Companies specifies
that when applying to increase
the ceiling limit for foreign
investment, insurance companies
should provide documentation
to prove they “have established
appropriate risk models to
identify or quantify all relevant
risks”. However, transparent and
consistent approval criteria are
still missing. As a result, preparing
documentation for the application
and the process itself takes an
excessively long time.

Recommendations

e Amend Article 146-4 of the
Insurance Act so that fully
hedged positions of foreign
investments are exempt from
the foreign investment ceiling
limit.

e Amend Article 15 of the
Regulations Governing Foreign
Investments by Insurance
Companies or issue official
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INSURANCE

letters to grant automatic
approval to insurance
companies which apply to
increase foreign investment
ceiling limits and provide the
required documents according
to the regulator’s transparent

and consistent criteria.

3. Annuity-related regulation

This is a new issue. According
to a report issued by the National
Development Council, Taiwan will
meet the definitions of an “aged”
and “excessively aged” society in
2018 and 2025 respectively. In the
foreseeable future, the low coverage
ratio of annuities could potentially
cause serious economic and social
problems.

We believe that if the current rules
and regulations governing annuities
are improved, more of the public
will benefit from annuities, thereby
reducing the financial burden on
the government and providing more
sources of income for senior citizens.

Key problems
Due to conservative statutory

reserve standards, the current

pricing of immediate and deferred
annuities are unattractive to
potential customers, especially when
compared to other financial products

available in the market, resulting in a

chronically underdeveloped annuity

market. Reasons include:

(1) The statutory interest rate:
Immediate and deferred annuities
are generally single-premium
products, with long liability
durations (more than 20 years)
but without cash surrender
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values. Currently, the statutory
interest rate of annuities is 75
basis points lower than that of
long-term insurance, in spite of
the fact that annuity products
carry lower investment and Asset
Liability Management (ALM)
mismatch risks.

(2) The statutory annuity table:
The second Annuity Table
of the Taiwan Life Insurance
Industry (TIA) in 2011 appears
too conservative and does not
accurately reflect the current
mortality expectations in Taiwan,
compared to the Fifth Mortality
Table of the Taiwan Standard
Ordinary Experience Mortality
Table (TSO) in 2011 or other
mortality tables provided by the
Ministry of Interior. Hence, the
pricing of annuity products is
unattractive to customers and
uncompetitive in the insurance
market.

Recommendations

e We suggest that the statutory
reserve standards for annuity
products should be adjusted as
follows:

-The statutory interest rate:
We suggest that immediate
and deferred annuities should
be exempted from the New
Business Reserving Rate Auto-
Adjustment Formula.

-The statutory annuity table:

e We suggest that the Second
Annuity Table should be
adapted to reflect the
longevity risk and the current
mortality expectations in
Taiwan.

the
aforementioned adjustments,

e To streamline
we suggest that the “Directions
for Annuity Rates (Traditional
Type)” and “Directions for
Interest-Sensitive Annuity
Rates” should also be partially
revised based on the above-
mentioned tables.

4. Foreign real estate investment
restrictions

This issue was raised in last year’s
paper under the heading “Expanding
the scope of offshore investments for
insurance companies”. The FSC and
IB have eased restrictions on foreign
investments. For example, insurance
companies may invest in real estate in
other countries, including mainland
China, by means of direct acquisition
or special purpose companies (SPC)
or trusts. Nevertheless, there remain
certain tax and foreign exchange
issues in the governing regulations
which are having a negative impact
on returns and the stability of
insurers.

Key problems

(1)Insurance companies cannot
reduce foreign exchange risks
by directly taking out loans from
banks.

(2)The Tokumei Kumiai (TK)
structure, similar to an
“anonymous partnership”, has
tax advantages and helps reduce
risk. Therefore, it is a common
structure adopted by foreign
institutions investing in Japan.
However, the TK structure is not
yet permissible in Taiwan.

(3) The current regulation stipulates
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INSURANCE

that a life insurer’s total foreign
investments must not exceed
10% of shareholder’s equity and
that the aforementioned ceiling
cannot be lifted unless specifically
applied for and approved. The
restrictions prevent insurers from
acquiring good foreign real estate
investments.

(4) The requirements for a minimum
return rate on real estate
investment, land development
schedule and existing housing
holding period may cause
insurance companies to opt to
allocate assets to higher-risk
classes and have an impact on
liquidity.

Recommendations

e Amend Articles 11-1 and 11-2
of “Regulations Governing
Foreign Investments by
Insurance Companies” to
permit an SPC to apply for
mortgage loans from another
financial institution.

e Amend Article 11-1 of
“Regulations Governing
Foreign Investments by
Insurance Companies” to
permit an insurance company
to invest through a “Tokumei
Kumiai (TK)” (anonymous
partnership) structure. We
suggest that “Regulations
Governing Foreign Investments
by Insurance Companies” be
revised, stipulating that life
insurers' real estate investment
in other countries, including
mainland China, should be
subject to a ceiling limit of
1.5% of investible funds and
excluded from the total foreign

1
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investment amount.

Amend part of the “Guidelines
for Effective Utilisation and
Generating Income of Real
Estate Investment” as follows:
-In order to prevent insurance
companies from investing
in high-risk regions without
resorting to artificially
fixing prices, upsetting the
free market mechanism, we
suggest the “Guidelines for
Effective Utilisation and
Generating Income of Real
Estate Investment” should
be reverted to the version
prior to 31 March 2009, ie
real estate investment must
comply with the criteria of
“effective utilisation and
generation income”, but not
the minimum return ratio.
-Currently, the “five-year
completion deadline” rule is
in effect and therefore, we
suggest that the requirements
on land development schedule
(ie insurers must apply for a
permit within nine months
and construction must start
within six months) should be
deleted.

-We suggest that, if an insurer
provides good and convincing
reasons why it must dispose
of real estate investment
earlier than expected and
complies with relevant risk
management requirements,
the five-year and 10-year
lock-up period restraints on
existing housing and land
for development respectively
should be revoked in order to
maintain liquidity in the real

estate market.

-Remove the requirement
stipulating a holding period on
land (10 years) and building
(five years), on the premise
of a reasonable purpose of
disposal and required risk
management.

5. Unnecessary standardisation
of benefit definitions
This is a new issue.

Key problems

Recently the IB has increased
the standardisation of various
items such as benefit definitions.
Whilst we welcome actions to assist
customers’ understanding, we
believe that taking benefit definition
standardisation too far will have
unintended consequences that
will limit customer choice, product
innovation and ultimately may lead
to commoditisation. The following
are some examples of standardisation
that we believe are not necessary:
(1) Critical lllness (Cl) definitions
(2) Proposed restrictions for sub-

groups of Cl
(3) Disease definitions
(4) Underwriting standards

In addition, if a new critical illness
develops, it will not be possible
for insurers to develop products
to protect customers until after
regulatory changes, which may lead
to delays and prevent customers
from getting the insurance cover
they require.

Recommendations

e The IB should rely on current
controls such as the “File and
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Use” requirements rather than
put in place further restrictions
that may lead to unintended
consequences.
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INTELLECTUAL PROPERTY RIGHTS

1. Civil and criminal case problems

2. Copyright protections
3. The Trade Secrets Act
4. Patent matters

Introduction

The issue listed in last year’s paper
“Civil and criminal case problems -
Criminal cases and deterrence” has
been restructured into the section on
“Civil and criminal case problems”.
The issue “Copyright protections -
The use of commission agents by
CCMOs” has been removed in order
to focus on other issues. The issue
“Patent Matters — Data exclusivity”
has been removed following a
pledge by the Taiwan Food and Drug
Administration (TFDA) to establish
a patent linkage system to prevent
generics from reaching the market
while the original drug is still under
patent. In addition, the TFDA has
agreed to study the extension of its
Data Exclusivity provisions to cover
new indications, new uses, and
biologic drugs.

1. Civil and criminal case
problems

1.1 The IP Court

Members of our committee
remain concerned that the Taiwan
government has still not provided
the Intellectual Property (IP) Court
with adequate resources for the
caseload it is required to handle.
The inadequate number of judges
and support staff allocated to the
Taiwan IP Court has prevented it
from providing appropriate and fair
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dispute resolution and enforcement
of intellectual property in Taiwan.
In particular, the IP Court has not
done so well with the complex facts
and technical issues in patent and
trade-secrets cases. Currently the
court system is too under-staffed
and under-budgeted to handle
the fact-collection, analysis and
courtroom time needed. Taiwan is
required under the WTO’s TRIPS
Agreement to provide rights holders
with “effective action” in protecting
their IP, and it is short-sighted for this
current situation to continue in one
of the most important technology
jurisdictions in the world.

The volume of casework in Taiwan
has, in our view, hurt the quality
of case handling. This has become
particularly clear in the handling of
“preservation of evidence” requests,
ex-parte orders that allow Taiwan
courts to prevent the destruction
or hiding of key evidence. Statistics
from the Judicial Yuan show that it is
nearly impossible for parties to obtain
preservation-of-evidence orders
from the IP Court. From July 2008 to
December 2012, only 23 out of 216
applications for evidence preservation
were allowed and it appears that
the granting of such requests is
still extraordinarily rare. Before the
establishment of the IP Court, such
requests were uncontroversial and
often highly effective.

We recommend that the
Taiwan government acts swiftly to
double the current number of IP
Court judges, to triple the current
administrative and technical staff,
and to add the courtroom, offices
and other resources necessary for the
IP Court to function properly.

Recommendations

e The Executive Yuan, Judicial
Yuan and Legislative Yuan
should act jointly to double the
number of judges and triple
the staff for the IP Court.

e The IP Court must restore the
access of IP rights holders
to preservation-of-evidence
rulings and act strongly where
infringers hide or falsify
evidence.

1.2 Civil discovery and damages;
criminal cases and deterrence

These issues were raised in
last year’s position paper. The
failure of Taiwan courts to award
appropriate compensatory damages
to intellectual property rights holders
has been a perennial problem and
is a fundamental obstacle to WTO
TRIPS compliance.

One major impediment to the
awarding of damages has been
the failure of Taiwan’s courts to
compel the production of evidence
from defendants as to the amounts
of infringing goods produced,
shipped and sold, as well as the
failure to actually administer any
actual penalties for defendants who
falsify documents or provide false
testimony.

+ 2015 POSITION PAPERS




1. B AR

2. ZIERECRRE
4. HA R
HisE DVFERPEIEE - THEF R

RERETIRER " REMME
ZE T RE — RIS PR ATBAIE ) #80
BYFIR T REMM SR HE ) &5
7 o RNy T E (R ORE — e
NEIEER 5 B35 AF T il
B o DA s i o o e L A R - AR
Ak P HAERE - B EBE A
7 AEEUAHEN - HEEGE
RMEYEHBCIELR  BHER
AL EFEAE R - DA R AR
IS0 pef oA Jih i T A R 52 2 BE AT 2 A B2
TG - WM REZHERENS
QOrT St SR E REAE ~ HT AR I 5E
FIFIRE - R B S T Rk A
# -

1. BRI R

L. 1 B b
BEBTZSHREREEN
ERb TR E R - DUAEE T E
R FEIEZEMS - BUAZEF AR
AR E RN e A
ZIRREE B A TER R - 15
o 1 A O o e R S 7 A A AR TR
KT T o R oe B R

EUROPEAN CHAMBER OF COMMERCE TAIWAN

PR ERMAESE RN
B R RO E = > R E kR
W TAERAEEE L AmE - ZIRIRA
NHEENBREASR - HAERH
INEAGNE S - 32 A S AR I
JEFEH - R RZBHT - LWTO
TRIPS {3 72 B9 B BLE 1T 3 > 5
ARE BB RN ARE T AT
B, MRELESEVE - 9@ ERIR
HEMBRAEEEHE L, — EREER
TERRATIEDLAERE T2 mTREA
NEREEREUERHRZER -

WEMZ R ZRHEEREGEE
1 P O A B KRR - B RGE EBe
mE RERRE ) BREENEREA
BN - BRI BB
bean<— B - ZEHERERA
Ty SRR B E T R R E R
B eE et g i > EEA
BREZ RS SV E SR TS ER
fREar< - EEH LN - DL 2008
F7HE2012F 12 5 8EE
R HIFE A 216 (R ER R 2B
AR - (HE SR BOE H A
23 ff o] R FHE MR I E B -
N EEBEMEERR LA 8

+ 2015 POSITION PAPERS -

LS R IR SN 4R L
e RCRIHES -

KMERGBBUFERITE
R R e i R B N BUR N
f& o MR T B Eflr N B A BUE =
& FREIEENRAZEHE - DA
R HMAFRER - fF s EREEE DR
L#E -

s

C B S RS BRI
GURE L BT S PR
CEVES TR T T INT

SRR

FE MR A B 0 2 A 9 7
el 1 5 D
W TR 17 2% -

1.2 RHFIEGH R R E WG 5
F1F R
ERECNRERARSPRG -

B EEbRRER TR S AR AT

TIEERE -HEERMME - B2

BELB5E 5 58 <F WTO TRIPS S#EHIR

AIEWEZ FTAE
BB Eb 2 LR BEH RS IR E

fE(E > Hbh—EEZ=A R > £ 5

B EBe R B & R BRR (RAE A

ZAE - ERMEEEER 0 RORE

e Thid UG8 A AF (B R8I IR DL E

155



INTELLECTUAL PROPERTY RIGHTS

While forcing defendants to
provide accurate information and
treating perjury cases with harsh
punishments would take some
additional upfront effort, the overall
effects would be to promote better
justice and to encourage infringers
to settle at an earlier stage. The use
of stiffer criminal penalties, when
combined with stricter handling of
perjury and appropriate damages
calculations would, over time,
encourage infringers to reach
settlements and plea agreements at
a huge reduction of courtroom time
and expense.

Recommendations

e The Judicial Yuan and Ministry
of Justice should take strong
action to ensure defendants
who provide false information
and testimony face harsh
punishments.

e Compensation awarded in
cases should take into account
the full cost of infringement to
the rights holder and should
ensure that infringers do not
benefit from forcing a case to
go through a full trial.

1.3 Handling of process-patent
matters

This issue has been a concern in
recent years because Taiwan court
practices have left process patents
virtually unprotected. Taiwan courts
have adequate means to protect
the confidentiality of information
submitted by parties in litigation,
and reversal of the burden of proof
in process-patent cases is a valuable
way to allow the court to confirm the
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manufacturing technologies being
used without patent holders resorting
to means that would be prohibited
under Taiwan’s Trade Secret Act.
An appropriate and reasonable
handling of such issues has a major
impact on the pharmaceutical and
semiconductor industries, which are
both sectors where it is important for
Taiwan to offer a level playing field
and where it has numerous domestic
innovators.

Recommendations

e Taiwan needs to restore
the rights of process-patent
holders in line with its
obligations under TRIPS Article
34.

1.4 Trademark and trade dress
protection

This issue was raised in previous
position papers. Rights holders
continue to face problems with
assessments of counterfeit goods
in Taiwan prosecutorial and
court hearings, with defendants
being allowed to conduct time-
wasting challenges to the skills
and knowledge of the branded
companies’ own experts. Given the
worldwide costs of protecting their
brands, trademark owners take great
care in choosing cases to take to trial
and care greatly about the legitimacy
of their anti-counterfeiting efforts.

Recommendations

e Prosecutors and judges should
limit the challenges to the
authority and knowledge
of assessment experts to
questions that are reasonable

and only for situations where
there is an actual question
regarding the expert’s skills.
Prosecutors and judges should
eliminate “tests” of assessment
skill, especially those prepared
with purportedly “genuine”
goods provided by defendants.

e It would help greatly to
expand the number of
opportunities for brand owners
to give training programmes
for police, Customs and other
officials.

2. Copyright protections

21Effective enforcement
needed for online copyright
infringement
This issue has remained a serious
concern of our committee for
the past few years, as internet
piracy remains widespread over a
wide variety of platforms. Current
measures to combat online
infringement have been ineffective,
which has only led to there being
little or no concern from infringers.
In the past, we’ve had sincere
discussions about creating an
administrative procedure by which
local access to foreign websites
known to be primarily engaged in
copyright infringement could be
blocked. Given the massive scale
of the online infringements and
the lack of effective action from
current loopholes and the failure to
implement the ISP liability provisions,
this would be an effective way
to provide rights holders with an
effective remedy.

Recommendations
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INTELLECTUAL PROPERTY RIGHTS

e The Executive Yuan should
take action to block access
to offshore websites that
are predominantly engaged
in facilitating the transfer of
pirated files.

2.2 Revisions to the Copyright Act

This issue was raised last year.
As Taiwan has released its initial
proposed amendments to the
Copyright Act, we hope that Article
37 of the Copyright Act can be
removed, which makes criminal
remedies unavailable to certain
copyright holders if they are not
members of a Copyright Collective
Management Organization (CCMO).

Recommendations

e Rights holders not in a
CCMO should be entitled to
criminal remedies. We suggest
removing Article 37 of the
Copyright Act.

2.3 Legal environment reforms
to enhance the efficiency of
CCMOs

This issue was raised last year. Both
CCMOs and users are dissatisfied
with the Taiwan Intellectual Property
Office’s (TIPO) review rulings and
must expend substantial resources
seeking administrative remedies.
Since the 2001 amendments to
Article 82 of the Copyright Act,
TIPO has not had a legal basis for
reviewing tariff rates proposed by the
CCMOs.

TIPO’s efforts to implement Article
30 (1) of the CCMO Act concerning
application of the “single-window
collection” and “united tariff rate”

. ____________________________________________________________________________________________________________________________|]
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to “public performance by the use
of computerized karaoke machines”
is still not working, thereby
demonstrating the impracticability
of Article 30. In practice, the three
music composers’ CMOs have not
been able to achieve consensus on a
joint tariff, as the quantities of use of
their titles are very different.

Recommendations

e The copyright tariff rate
should be set according to free
negotiations between users
and CCMOs, and any disputes
that arise therefrom should
be subject to the mediation
mechanism already in Article
82 of the Copyright Act.

e Remove single - window
licensing provisions.

3. The Trade Secrets Act

This issue was raised last year.
While the committee welcomes the
new changes to the Trade Secrets
Act that make certain acts of
misappropriation crimes and help the
authorities investigate them more
thoroughly, it would be helpful for
Taiwan to improve the whistleblower
and witness-protection measures.

Recommendations

e Whistleblower and witness-
protection measures should be
improved to give witnesses and
defendants better incentives
to come forward with evidence
and other cooperation with
investigations without having
to fear retaliatory terminations
or other limitations being
placed upon their careers.

4. Patent matters

4.1 Patent linkage

This issue was raised last year.
Although within the pharmaceutical
industry, the patents recognized
from an IP standpoint are new
molecular entities (NME), process
and other patents, for purposes of
reimbursement, the National Health
Insurance Administration (NHIA) only
recognizes NME patents. What this
means is that once a NME patent
has expired, even if you still have a
process patent, the pharmaceutical
product will be considered “off
patent” and face significant price
cuts even if there is no generic on the
market because of the still-existing
process patent.

Recommendations

e Taiwan’s Ministry of Health
and Welfare (MoHW) and NHIA
should not change the pricing
for pharmaceutical products
that are still covered by
patent rights, whether for the
compound or for the process.
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LUXURY GOODS

1. Promoting Taiwan as a luxury shopping destination

Introduction

The committee acknowledges the
government’s efforts to promote
tourism by increasing the quota of
visitors from mainland China (which
rose to 2.87 million in 2013). The
committee also recognizes the effort
made to increase the number of
free individual travelers (FIT) from
China, which increased by 173%
in 2013 versus 2012. Nevertheless,
despite noticeable improvements
in the number of tourist traffic,
the issue related to the promotion
of Taipei as a luxury shopping
destination remains on the agenda
of the committee. Members of the
committee believe that implementing
the proper approach to promoting
shopping tourism could generate an
important source of revenue for the
Taiwan economy.

1. Promoting Taiwan as a luxury

shopping destination

This issue was raised in last
year’s position paper. Taiwan’s
attractiveness as a luxury shopping
destination continues to improve
thanks to the presence of major
international high-end malls
and department stores with the
combination of a variety of high-
end brands, high-end hotels and
fine dining experiences. In order to
attract well-off visitors to Taiwan,
it is necessary for the government

to formulate an integrated plan
to encourage the investment in
and development of high-end
hotels, internationally-recognized
restaurants along with the already
established shopping facilities. It is
difficult to attract high-spending
visitors without superior hospitality
facilities, which are currently
lacking in Taipei compared with the
competing cities in neighboring
countries.

The latest plans for new high-end
mall openings in the next three years
and the very recent opening of a
new five-star hotel in Taipei are good
illustrations of the strong dynamism
in retail development around the
luxury industry.

However, since Taiwan is
competing with other luxury
shopping destination such as Hong
Kong, Japan, Korea and Singapore,
the way Taiwan tourism is marketed
is still critical. A great deal of
promotional communication is
done by the tourism organizations
related to the natural landscape, the
culture and traditions of Taiwan and
of course on the large selection of
street food and cuisine. On the other
hand, the committee is concerned
by the lack of focus on Taiwan as a
luxury shopping destination.

Moreover, in a city like Taipei,
FITs can benefit from convenient
transportation (the MRT), which has

been improved with the extension
of the red line to the Xinyi district.
The fact that FITs from China speak
the same language and have an easy
time communicating is an added
draw card to attract high- spending
tourists from mainland China.

Recommendations

¢ Improve the content of official
websites so that they clearly
highlight the luxury shopping
experience and Taiwan’s
advantages, including Taiwan’s
price competitiveness in luxury
goods compared to mainland
China and other Asian cities.

e Launch an advertising
campaign in mainland China
(TV and digital) focusing on
the first, second and third
tier cities with an appealing
promotion of the retail
shopping experience in Taiwan.

¢ Increase direct promotion of
Taiwan’s luxury shopping
through TV reports, PR
campaigns and advertorials
(print media and digital) in
tourism and airline media
platforms.

e Develop a specific brochure
in collaboration with city
governments to promote the
attractiveness of the main
cities where most luxury
brands have a retail presence.

e Develop accurate and updated
information to display on all
tourist maps, brochures and
city websites the different
luxury malls, hotels and fine
dining choices available in the
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LUXURY GOODS
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different areas of each city.

e The committee proposes to
meet with Tourism Bureau
representatives on a quarterly
basis in order to provide
input on the content to use
in the above-mentioned
communication tools. When
promoting Taiwan, countries
besides mainland China should
not be neglected. Promotional
efforts should place equal
emphasis on all countries
targeted for tourism as
tourists from these countries
still comprise around 70% of
arrivals.
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MEDICAL DEVICE

1. Fast Track registration
2. Legal manufacturer
3. Reimbursement

4. Advertisements

Introduction

Taiwan’s medical device market
has been growing steadily in recent
years and is currently the fourth
largest in Asia. With its large
influence in the Chinese speaking
market, Taiwan has the chance to
become a key innovative country
for medical devices. Unfortunately
however, a lot of regulatory issues
continue to hamper the development
of the medical device industry. This
year’s position paper reiterates the
three issues unresolved from last
year, namely “Fast Track registration”,
“Legal manufacturer” and
“Reimbursement” and contains one
new issue, “Advertisements”. ECCT
member companies aim to provide
the most innovative medical devices
to patients in Taiwan. We believe
that faster device registration and fair
reimbursement as well as effective
self-pay policies are important factors
that need to be addressed to ensure
the future development of Taiwan’s
medical device market and Taiwan’s
overall positioning as an innovative
and attractive place to do business.

1. Fast Track registration

This issue was raised in last year’s
position paper. Medical devices are
classified in three categories: I, Il
or Ill depending on their potential
risk to human life. Devices in the

Class | category, such as swabs,

stethoscopes and surgery kits,

pose the lowest level of risk while

Class Ill devices, such as artificial

valves, stents and intraocular lenses,

used to support or sustain human
life, pose the highest level of risk.

In Taiwan there are methods,

standards and guidelines in place

to provide assurance of safety and
effectiveness for Class Il or “medium
risk” devices such as infusion tubes
and syringes. To register so-called
Class Il medical devices that have
already met European Union (EU)
and United States (US) safety and
quality standards, the Taiwan Food
and Drug Administration (TFDA)
currently allows applicants to apply
for a simplified (or “Fast Track”)
registration instead of the regular
approval process, which takes
much longer. To qualify for Fast

Track registration, applicants should

provide both US and EU approval

evidence.

Product registration of medical
device requires many technical
dossiers and testing reports if
applicants take the regular approach.
There are several difficulties related
to the process including:

(1) The process is not simplified for
Class Ill products even if they have
been certified in Europe or the
United States.

(2) The TFDA requires finished
product test reports. However,
many of the reports are based
on products still in development,
not finished products. Although
companies provide intermediate
test reports, the specimens used
in the testing are from when the
products are under development,
or where manufacturers have
provided other equivalent
products’ testing reports /
documents instead. Nevertheless,
applicants normally need to
provide more documents to
help link the core reports to the
products.

(3) As part of the approval process,
the TFDA requires confidential
information that companies are
not willing to submit.

Although there is a Fast Tack
pathway to product registration,
there are some problems with
this policy: Switzerland’s Free Sale
Certificate (FSC) is not recognized
as an EU marketing proof entity.
This policy does not apply to Class
Il medical devices.

Recommendations

e For Class Il medical devices,
applicants should be able to
use either US or European
marketing proofs, including
Switzerland’s FSC, to exempt
applicants from providing pre-
clinical technical data.

e If the information shown on
the US or EU marketing proof
documents are inconsistent
with the FSC and certificate to
Foreign Government clearance
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MEDICAL DEVICE

letter (CFG/510k, the certificate
for the export of devices legally
marketed in the US), applicants
should be permitted to use a
company letter to explain the
inconsistencies.

e The Fast Track pathway policy
should apply to Class Il
medical devices as well as Class
Il devices.

e In order to improve review
efficiency, consistent review
standards should be applied
among TFDA review teams.
Reviewers should also list
supplementary requests
explicitly and have the
requests sent to applicants
within 60 calendar days after
receiving submissions.

e Implement a new priority
review process if the device
meets one of the following
criteria:

-1t is a breakthrough
technology with a clinical
advantage over existing
technology (such as the
treatment or diagnosis of life-
threatening conditions);

-No approved alternative
device exists;

-The device treats serious
diseases (such as cancer or
communicable diseases).

This priority review process
should receive additional
review resources with the
objective that the device can
be used in the market within
six months or less.

2. Legal manufacturer
This issue was raised in last year’s

1
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position paper. The TFDA has been
put much effort into harmonizing its
regulations with global regulations
and achieved good results.
However, like other industries, all
processes from product design to
manufacturing, assembling and
packing have been streamlined to
take the advantage of highly efficient
global supply chains. This means
that many component suppliers and
manufacturers play a part in the
production of high-tech medical
devices, rather than completing
all these activities at one to two
physical sites. However, current local
registration regulations for medical
devices require all manufacturing
sites which play a part in this process
to be registered. In particular, the
TFDA requires companies to provide
all manufacturing procedures or
standard operating procedures
(SOPs) as part of the verification
and registration process. It is often
not possible for medical device
manufacturers to acquire some
or all of this information from its
suppliers because they are not willing
to disclose trade secrets that might
jeopardise their competitiveness.
While the industry recognizes the
need to ensure the safety and
effectiveness of medical devices,
current regulations have made it
extremely difficult for companies
to certify their medical devices in
Taiwan.

In addition, the TFDA transferred
the responsibility for Quality System
Documentation (QSD) reviews from
its device review team to its risk
management team in 2014, assisted
by third party reviewers. Under the
new process, there are sometimes

inconsistent opinions regarding
the required documentation and
approval of medical devices between
TFDA departments and third party
reviewers. This increases review time
and costs, which has led to delays in
the approval process of two to three
months.

Recommendations

e We recommend adopting
“legal
manufacturer”, which places
all legal responsibility for
products on a single entity, the

the concept of

legal manufacturer. List the
legal manufacturer with details
of producing certificates and
any kind of proven QSD so that
Customs can verify data more
conveniently and easily.

e We acknowledge that the
revision process of the
Pharmaceutical Affairs Act
is on-going or a new act
specifically for Medical
Devices may be drafted in
the near future. Regardless of
whichever legislative method
is chosen, we suggest revising
the definition of the term
“manufacturers of medical
devices” to “all activities
of the legal manufacturer”,
for the purposes of actual
management.

e Revise Article 18 of the
Pharmaceutical Affairs Act as
follows:

-The term “manufacturers
of medical devices” as
used in this Act shall refer
to business undertakings
which are engaged in the
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MEDICAL DEVICE

manufacturing or assembling
of medical devices, doing
product wholesale, exporting
and importing raw materials
for their own use, or the
party that commits to product
liability. Manufacturers of
medical devices as specified
above may engage in,
concurrently, the retailing
of their own manufactured
products.

e Improve the QSD review and
approval process: The TFDA
should accept third party
reviewer’s opinions to avoid
delays in the approval process.

3. Reimbursement

This issue was raised in last year’s
position paper. Members of the
committee would welcome the
establishment of a communication
platform between the industry
and the National Health Insurance
Administration (NHIA) to increase the
frequency of communication and to
facilitate reviewers’ understanding of
clinical benefits and applications of
various products.

Medical devices are currently
reimbursed based on a system of
floating price service points under
a fixed global budget instead of a
fixed dollar amount. The NHIA’s
total reimbursement budget is fixed;
therefore, the price point value
fluctuates according to the number
of patients served. The price point
will fall if the number of patients
served increases and rise if the
number of patient decreases. Since
hospitals are reimbursed according to
patient numbers, in order to survive
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under this system, hospitals need to
compete for patients to gain a larger
portion of the total budget from the
system, regardless of the negative
impact of floating reimbursement
price points. Under a fixed global
budget, reimbursement prices
decline by about 15% every year. In
order to reduce costs, hospitals tend
to take the following actions: Firstly,
hospitals tend to reuse single-use
devices by re-sterilizing them. This
poses a risk of infection. Secondly,
hospitals negotiate procurement
prices with device providers based on
the lowest floating reimbursement
price point. The NHIA periodically
conducts price-volume surveys
and cuts reimbursement prices
accordingly. (The Price-volume survey
is a mechanism whereby companies
and hospitals report details of
medical devices invoiced and
purchased including prices, units and
rebates.) This system, in combination
with the fact that the existing
medical device reimbursement prices
in Taiwan are among the lowest in
the world, means reimbursement
prices are sometimes lower than
manufacturing costs. This prevents
the industry from importing and
developing cutting-edge technology.

Consequently, patients’ rights and

healthcare quality are not assured.

The issues are as follows:

(1) The current system of a fixed
global budget, ever-declining
reimbursement floating price
service points and Price Volume
Survey price cuts has led to severe
price declines for reimbursed
devices.

(2) The existing pricing methodology
categorizes products by

function without considering
that different materials lead to
different clinical efficacy, cost
benefits or manufacturing costs.
This discourages the medical
device industry from developing
and importing cutting-edge
technologies.

(3) Considering the variety of medical
devices and the rapid evolution of
technologies, the NHIA reviewers
are not able to gain a full
understanding of product features
and benefits in limited timeframes
without proper introductions by
company specialists.

(4) The NHIA only reviews prices of
four countries (the US, Australia,
Korea and Japan) when setting
device reimbursement prices.
Prices provided by European
companies are not accepted.
In addition, the NHIA has
adopted a GDP comparison in
reimbursement price decisions.
These two factors are not
favorable to European products.
Therefore, many European
products are not reimbursed in
the National Health Insurance
system.

Recommendations

e Reimburse medical devices
according to fixed and not
floating prices and establish
a reasonable Price Volume
Survey (PVS) mechanism:
Reimbursement prices of
medical devices should follow
the example of drugs whereby
the value of one service point
is fixed at NT$1. Set limits on
PVS price cuts to encourage
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companies to introduce and
keep the best new technologies
in the Taiwan market.
Establish a reasonable pricing
system for medical device
reimbursement: Reimburse
products according to their
clinical efficacy and extend the
scope of “co-payment” (partly
reimbursed by insurance and
partly paid for by the patient)
or “self-pay” (items that may
be paid for by patient). Respect
the free market mechanism and
allow patients the option to
pay for devices. A reasonable
reimbursement pricing system
for medical devices for patients
with critical or rare disorders
is strongly recommended to
avoid instances of patients
being treated improperly
with outdated technologies
or having to shoulder the
financial burden to pay for
cutting-edge technologies.

The Division of Medical Devices
and Cosmetics under the
Ministry of Health and Welfare
should establish a mechanism
to allow the industry to
provide product introductions
in order to improve the price
reviewers’ understanding of
products.

The number of countries used
for pricing references should
be increased from the current
four to ten countries (namely
the US, Australia, the UK,
Belgium, France, Germany,
Switzerland, Japan, Canada,
and Sweden) in the same way
pharmaceutical product prices
are referenced.

e Cancel the GDP ratio method
that prevents new and
advanced medical devices from
being imported into Taiwan
because of high costs.

4. Advertisements

Currently, Article 67 of the
Pharmaceutical Affairs Act is the
main regulation governing the
advertisements of pharmaceuticals
and medical devices. The article
states: “Where medicaments are
required to have the prescriptions
of physicians or to have been
specifically designated by public
notice(s) made by the central
competent health authority, the
advertisements thereof shall be
published only in academic medical
journals.” This regulation applies the
same restrictive standard to both
medical devices and pharmaceuticals.
However, the approval principles of
medical device inserts are different
from pharmaceuticals. The TFDA
only accepts abbreviated versions
of labelling, instructions for use or
packaging inserts in the product
registration application process for
Class Il and Ill medical devices. As
such, because there is insufficient
information, some local health
bureaus, will not approve products
containing these inserts on the basis
of insufficient information in the
registered Chinese labeling.

Recommendations

e Since the TFDA does not
require detailed information
on medical device inserts,
the TFDA should loosen the
advertisement regulations for

medical devices, and agree to
refer to the related scientific
documentation developed by
the device producers in order
to help patients to clearly
understand the characteristics
of the products and how to use
them.

Align the advertising reviews
and approval standards among
all local health bureaus to
ensure that they all apply the
same standards and practices.
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PHARMACEUTICAL

1. Sustainable management of drug expenditure
2. Rewards for innovation and new drug reimbursement

3. Recognition of PIC/S

4. Separation of drug dispensing from prescribing

Introduction

Members of the committee
acknowledge the government’s
efforts in the implementation
of regulations related to the
Second Generation National
Health Insurance (NHI) Act. While
we welcome the reform of the
health care environment, further
improvements would encourage
European pharmaceutical companies
to continue to invest in Taiwan and
introduce new products for the
benefit of Taiwanese patients.

1. Sustainable management of

drug expenditure

This issue appeared in last year’s
paper under the heading “Clear
rules for Drug Expenditure Target
(DET) implementation”. The National
Health Insurance Agency (NHIA)
implemented the first reimbursement
price adjustment under the Drug
Expenditure Target (DET) Programme
in 2014. We acknowledge the
fact that while the NHIA has taken
into consideration some of our
recommendations in the price
adjustment mechanism regulation,
we are disappointed that most of our
recommendations were not included
in the DET guidelines announced last
October.

The unrealistic and limited DET
growth rate will have a negative

impact on the pharmaceutical
industry. Despite the NHIA’s previous
announcement of a 2014 DET
growth rate of 3.309%, instead of
calculating the new target according
to actual expenditure in 2013, the
2014 DET was based on the 2013
target and set at NT$142.57 billion,
which is 0.7% (NT$1.1 billion) lower
than the actual spending of 2013.
It is inevitable that the lower target
for 2014 will result in a wider gap
between the target and the actual
expenditure, which the industry
will have to take responsibility
for through price cuts. As a
consequence, it is very likely that that
the gap between the DET and actual
spending in 2014 could be twice as
large as the NT$5.67 billion gap in
2013. This will create an even greater
burden on the industry since they
already had to pay for the 2013 gap
between the DET target and actual
spending.

Furthermore, drugs in category 3a
(drugs that have been reimbursed
within the past 15 years and whose
compound patents have expired for
five or more years) will undergo a
price cut without the usual R-zone
adjustment (The R-zone stands for
“reasonable zone”, that the NHIA
permits for levels of discounts and,
which was provided in every previous
price adjustment before DET) and

the price received will be the same
as for generic products deemed to
have the same ingredients and to
be of the same quality, and which
have been reimbursed for more
than 15 years. Category 3a drugs
accounted for 64% of the total
gap between the DET and actual
spending in 2013. This not only had
a disproportionate impact on this
group of products but will also affect
the pricing of new drugs since over
80% of new drugs are priced based
on the comparators mainly from
category 3a. Removing the entire
15% R-zone for category 3a drugs
will therefore have a disproportionate
impact on innovative and imported
products, and could limit the number
of innovative medicines available to
patients. Drugs in category 3b (that
have been reimbursed for more
than 15 years and whose compound
patent has expired for five of more
years) will be priced at the same
level as generics which have the
same ingredients and are of the
same quality. Taiwan’s practice of
pricing generics at the same level
as originators is a disincentive to
international pharmaceutical firms.
For the reasons outlined above, we
urge the government to reform DET
and implement a sustainable drug
expenditure system.

Recommendations

e Set a reasonable DET annual
growth rate of 4%. Based on
NHIA data from 2008-2013, the
pharmaceutical expenditure
growth rate average was
4%. We suggest that the
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DET growth rate should not
be lower than 4% to ensure
a sustainable healthcare
environment. In addition,
expenditure on orphan drugs
and essential drugs should not
be included in the DET.

e Provide a 15% Reasonable
Zone (R-Zone) for category
3a drugs in order to prevent
an adverse impact on new-
drug pricing and to ensure
there is no discrimination
towards EU pharmaceutical
companies and to maintain
access to innovative products
for Taiwan’s patients. This
would be in line with other
categories and therefore be
a fair approach for local and
foreign products alike.

2. Rewards for innovation and

new drug reimbursement

This issue was raised in previous
position papers. It is the mission
of every European pharmaceutical
company to accelerate the
introduction of innovative products
and enable patients to gain
early access to new medicines.
Unfortunately, the speed at which
new medicines are introduced
has slowed down since the
implementation of 2nd Generation
NHI Act. Based on Article 41 of the
2nd Generation NHI Act, payment
standards for pharmaceuticals
shall be established jointly by the
insurer, representatives of related
organizations, scholars, the insured,
employers, and contracted medical
care institutions. Drug providers,
related clinical experts and patient
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group representatives may be
invited to express their opinions,
provide experience of the disease
and treatment as well as their
perspectives and expectations of the
new treatment.

Since 2013, the NHIA
has implemented a two-tier
review process for new-drug
reimbursement. The original DBC
(Drug Benefit Committee) become
an “expert panel” whose suggestions
are sent to the joint meeting
of the Pharmaceutical Benefit
Reimbursement Scheme (PBRS)
for final decisions. The objective
of this two-tier review system is to
expand participation from different
stakeholders. However, recent review
discussions have primarily focused on
the impact on the budget from new
drugs or new indications. This has
come about due to the unbalanced
representation on PBRS panels (13
out of the 25 representatives are
from hospital management). The
disproportionate representation of
hospital management on PBRS panels
has resulted in meeting discussions
that are too focused on the budget
and not enough attention is paid to
drug efficacy and patient outcomes.
This has resulted in lengthy reviews
of application cases and a low
approval rate. Moreover, bi-monthly
PBRS meeting are not frequent
enough to properly review, discuss
and resolve issues.

According to NHIA data, the
overall approval rate in the first
year since the PBRS system was
introduced was approximately 62 %,
and those cases that were approved
were mainly “me-too” products
(products with a clinical efficacy

similar to products that are already
being reimbursed). For innovative
products and indications providing
extra benefits to patients but
requiring incremental budgets, the
approval rates were much lower.

The average reimbursement price
granted over the first 16 months
since PBRS was introduced was only
about 52.9% of the median price
for A10 countries (10 benchmarked
advanced markets). One of the
reasons for the low price is that
nearly 90% of new drug pricing
is based on the local prices of
comparators (similar drugs already on
the market), which are extremely low
after having been through several
rounds of price cuts. As a result of
the low approval rate and low price,
many cases are appealed, which
further delays the process. Another
challenge is the Price Volume
Agreement (PVA) with the NHIA after
approval from PBRS. In the first year
since PBRS was introduced, the total
time needed for a product to be
reimbursed was around 475 calendar
days. This is much longer than the
previous average of 360 days.

According to “The Action Plan
for Taiwan’s Biotechnology Taking
Off” drafted by Executive Yuan, the
introduction of early phase clinical
trials would greatly enhance Taiwan’s
clinical study capability, bridge the
gap between local fundamental
research and clinical application
and benefit patients with advanced
treatment. We strongly recommend
that the government initiate a
concrete programme to encourage
companies to invest in clinical
R&D. However, for this to happen,
improvement of the current new
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PHARMACEUTICAL

drug pricing and reimbursement
system is a critical prerequisite.

In conclusion, low reimbursement
prices, the low approval rate and
the lengthy approval process not
only discourages multi-national
companies from launching new
products in Taiwan, but also deprives
patients’ access to innovative
medicines. Reward for innovation is
the core value and major driver of
development in the pharmaceutical
and biotech industry. We urge
the government to take this issue
seriously and take action to address
it in a way that is consistent across
all ministries and designed to boost
pharmaceutical and biotech industry
development.

Recommendations

e Raise new drug price levels:
For category 2A (defined
as promoting moderate
improvement in clinical
benefits compared to current
reimbursed items), the pricing
reference should be A10
country levels rather than local
comparators; and for category
2B (clinical efficacy similar to
current reimbursed products),
the pricing should be based on
local comparators which were
reimbursed within the past
five years.

¢ Rebalance the representation
on PBRS committees by
increasing the number of
clinical experts and patient
group representatives.

e Offer incentives for local
clinical trial investments: The
Ministry of Health and Welfare
(MoHW) should implement
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an incentive programme
that allows pharmaceutical
companies to deduct a part
of their investments in local
trials (Phase 1-3 and post-
approval studies for R&D and
registration purposes) from the
NHIA’s price adjustment and
/or price volume agreement
annual claw back.

Implement a “patient access
scheme” and raise the PVA
threshold: Many innovative
products requiring incremental
costs were rejected in PBRS
meetings due to budget
concerns. To avoid delays
in giving patients access
to drugs, the NHIA should
implement a “patient access
scheme” to allow alternative
pricing or financial risk
sharing programmes. The
PVA mechanism for newly
reimbursed products
or indications has not
only resulted in a great
administrative burden for
both companies and the NHIA
but has also delayed patient
access to new treatment due
to lengthy PVA negotiations.
We suggest doubling the PVA
threshold to minimize the
number of PVA negotiation
cases.

End the reimbursement of
Over-The-Counter (OTC)
drugs. According to Article
51 of the NHI ACT, OTC drugs
should not be reimbursed by
this programme. By ending
reimbursement of OTC drugs,
more resources could be
reallocated to critical treatment

and new drugs.

3. Recognition of PIC/S

Although this issue was not raised
last year, it was raised in previous
papers. Taiwan became the 43rd
member of Pharmaceutical Inspection
Convention Scheme (PIC/S) in January
2013. Furthermore, the TFDA has
imposed a deadline of January 2015,
by which time all pharmaceutical
products sold in Taiwan should be
from PIC/S-approved manufacturing
plants. We acknowledge the efforts
of the Ministry of Health and Welfare
(MoHW), especially the Taiwan Food
and Drug Administration (TFDA) to
improve the GMP standards of local
pharmaceutical products. However,
foreign manufacturers continue to be
treated unfairly.

According to the TFDA’s PIC/S
approval standard, the TFDA must
conduct physical site inspections
of all plants located in Taiwan. For
imported products, because there
are over 800 plants, the TFDA has
adopted a risk management scheme,
which requires either a paper
review or physical site inspection.
The TFDA applies the same strict
PIC/S GMP standards in reviewing
manufacturers’ applications whether
through paper review or a physical
site inspection process.

However, the NHIA does not
recognize the TFDA’s paper review
PIC/S approval of imported products,
unless it is accompanied by a US FDA
or European Medicines Agency (EMA)
market authorization. Consequently,
many products made in foreign
plants approved by PIC/S member
countries, the US FDA or the EMA,
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PHARMACEUTICAL

products deemed as high quality
and low risk, are being priced lower
than local PIC/S products. Starting
in January 2015, these imported
products might even be de-listed
from the NHIA’s formulary because
they are viewed as non-compliant
with PIC/S standards.

This internal inconsistency within
MoHW departments is confusing
and may constitute a technical
barrier to trade. Many ECCT member
companies have raised this issue with
the competent authorities in Taiwan
(the TFDA and the NHIA) but have
not received a favourable response.

Recommendations

e The NHIA should recognize
PIC/S certification approvals
granted by the TFDA, whether
through a paper review or
physical site inspection. We
urge the government to
provide equal treatment to
both imported pharmaceutical
products and locally-
manufactured products and
not create a technical barrier
that discriminates against
products approved by PIC/S
paper reviews.

e The
regulation, Pricing Benefit

related pricing

& Reimbursement Scheme,
should be revised accordingly
to avoid further negative
due to this
discriminatory action.

impacts

4. Separation of drug dispensing
from prescribing
Although this issue was not raised
last year, it was raised in previous
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papers. The current 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. Besides
the potential impact on a patient’s
right to access optimal treatment,
this may also lead many international
companies to refrain from
introducing new drugs in Taiwan,
as the discounting requirement has
made net prices in Taiwan some of
the lowest internationally.

To improve this situation, the
government should build an
environment in which hospital
physicians and pharmacists can
make professional judgments based
purely on the welfare of the patient.
To accomplish that, the MoHW and
the NHIA should consider ways to
regulate drug margins in hospitals
and provide sufficient compensation
so that they do not have to rely
on profits from drug dispensing.
The role of dispensing should be
done primarily by independent
professional pharmacists, who can
provide consultation to patients on
medications and healthcare.

By implementing a Separation
of Dispensing from Prescription
(SDP), patients would gain a better
understanding and knowledge of
medicines through consultation
with independent professional
pharmacists. They would also avoid
complications that could result from
any duplication or contraindication
between prescriptions from different
physicians or hospitals because
pharmacists could check all of an
individual patient’s prescriptions. In

an ideal system, physicians should
prescribe medicines simply based
on professional judgment without
considering the cost. SDP would
ensure that the most effective drugs
are made available to patients. It
would also result in a decrease in
overall drug expenditure for two
major reasons: firstly hospitals and
general practitioners would not
prescribe excessive amounts of
drugs because they would not have
an incentive to do so. Secondly,
regulated margins would significantly
reduce the overall spending on
drugs.

Japan has a health system similar
to Taiwan’s and its experience of
gradually implementing SDP provides
a great example to Taiwan.

Recommendations

e The MoHW should draft a
clear SDP roadmap, to be
implemented in stages if
necessary. An integrated
implementation plan should
include measurements of
SDP compliance as part of a
hospital’s accreditation system.

e Engage in more public
communication and education
to help patients 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.
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PROJECT & PROCUREMENT

Towards a fair, efficient and best practice-oriented government

procurement environment

1. Liability limits in the Model Contract

2. Dispute resolution

3. Improvement of the overall government procurement

environment
4. GPA

Introduction

Some issues raised in previous
editions of the position paper remain
unresolved. From our observations
over the past year, these issues were
either not resolved to the standard
intended, or there is still room for
improvement. For instance, the
general performance of Taiwan’s
government procurement system
remains imperfect from the
perspective of foreign suppliers
and contractors. The government
procurement environment in general
remains unattractive, which may
deter participation from renowned
foreign entities and hinder Taiwan’s
opportunity to learn ways to improve
the quality of its public works. With
the aim of making its procurement
policies more efficient in terms of
cost and duration, members of the
committee recommend that the
government consider the following
observations and recommendations.

The issue listed in last year’s paper
under the heading “Executive Yuan”
has been removed to focus on more
pressing issues.

1. Liability limits in the Model
Contract
This is a new issue. With regard
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to a contractor’s total contractual
liability, the Model Contract of
Construction Procurement previously
provided that the contractor’ total
liability be capped at the contract
price by default and, in Article 18
(8), it is specifically provided that
“...the Procuring Entity may opt
to agree that the contractor is not
liable for loss of profit/interest, and
the contractor’s liability for damages
does not include loss of profit/
interest... Apart from the liquidated
damages, if the maximum amount
of damages is not stipulated, the
liability limit shall not exceed the
contract price."

However, in early 2014 the
Public Construction Commission
(PCC) amended the said provision
to abolish the contract price as
the liability cap while allowing the
procuring entity to set an amount at
their discretion based on the nature
and needs of the procurement. If no
specific amount is stipulated, Article
216, the compensation provision
of the Taiwan Civil Code, will be
applicable. Article 216 provides that
“unless otherwise provided by the act
or by the contract, the compensation
shall be limited to the injury actually
suffered and the interests which have
been lost.” This amendment deviates

from the spirit of sharing risks
reasonably and making uncertain
risks ascertained by setting a liability
limitation in an infrastructure
contract. Article 216 is the statutory
scope of legal liability, not liability
limitation which the Civil Code allows
the parties to set by agreement,
except for liability for intentional acts
or gross negligence. Merely referring
to article 216 for a liability limit is
meaningless and confusing and is
contrary to international practice
and international model contracts,
such as the Model Contract of
the International Federation of
Consulting Engineers (FIDIC).

In most countries, the laws
pertaining to public procurement
apply a limitation or restriction of
liability by setting a limit on the
maximum amount of damages
an engineering, procurement and
construction (EPC) contractor will
be liable for. Most specifically, the
renowned FIDIC Red Book sets the
contract price as the liability limit,
as long as the liability is not the
consequence of fraud, deliberate
default or reckless misconduct by
the defaulting party, and that neither
party shall be liable for loss of profit,
or for any indirect or consequential
loss or damage which the parties
may have suffered.

Recommendations

e In order to bring Taiwan’s
regulatory system closer in line
with international standards
and to attract more reputable
and responsible foreign
contractors, the PCC should
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restore the previous provisions
mentioned above to the Model
Contract and thereby limit
the maximum liability for
damages to the contract price
and exclude “consequential
damages or indirect damages”
and “loss of interest” as part of
the liability scope.

2. Dispute resolution

This issue appeared in last year’s
position paper under the heading
“Contract terms and conditions and
dispute resolution”. Members of the
committee applaud and recognize
the efforts of the PCC to continually
encourage the use of arbitration
as an alternative dispute resolution
mechanism and incorporate
arbitration provisions into the
Model Contract of Government
Procurement. In addition, the PCC
not only co-organized educational
seminars with various arbitration
associations, but has also proposed
to amend the current Paragraph
2 Article 85-1 of the Government
Procurement Act (the “Act”) to
(1) require the Complaint Review
Board for Government Procurement
(“CRBGP”) to make a mediation
proposal for disputes arising from
procurement of construction work
or of technical services; and (2) if the
procuring agency does not agree
with the proposal for resolution, then
it may not object to arbitration filed
by the awarded supplier entity. We
are aware that the above proposal
has been submitted to the Legislative
Yuan for review.

Also, for a long time, many
scholars and practitioners have
suggested that the property
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procurement of turnkey projects
should also be covered under
Paragraph 2 of Article 85-1 of the
Act, as these kinds of property
projects normally run over long
periods and involve significant
contract amounts, sophisticated
technologies and know-how.

Recommendations

e We urge the PCC to expedite
the review and approval of the
amendment of Paragraph 2
Article 85-1 of the Government
Procurement Act (the “Act”) to
further promote arbitration as
a dispute-resolving mechanism
for government procurement.

e In addition, in order to

maximize the benefits of

arbitration and settle disputes
of equal complexity in a fast
and cost-effective manner,
we urge the amendment of

Paragraph 2 Article 85-1 of

the Act to make it applicable

to property procurement of
turnkey projects.

3. Improvement of the overall
government procurement
environment
Members of the committee

recognize the efforts of the PCC
to improve the execution of public
procurement projects, namely
planning, bidding, performance
and evaluation stages. However,
more improvements are needed and
outlined in this section.

3.1 Selection and monitoring
of procurement evaluation
committees

This is a new issue. In general, the
government procurement system in
Taiwan is operated in accordance
to the Government Procurement
Act established by the PCC. Under
Article 18 of the act, the tendering
procedures for procurement include
open tendering procedures, selective
tendering procedures, and limited
tendering procedures. Among these
procedures, an evaluation committee
will be established to determine the
awarded supplier for two kinds of
procurements in limited tendering
procedures (Iltems 9 and 10, Para.
1 of Article 22 of the Act) and
determine which supplier to award
the contract to by way of the most
advantageous tenderer in open
tendering procedures and selective
tendering procedures (Article 56 of
the Act). In light of the recent major
construction scandals, it is vital to re-
consider and reform the method for
selecting members of the evaluation
committee to prevent recurrence of
scandals and abuses.

Recommendations

We recommend the following

three approaches to reform:

e Establish a database of
independent experts and a
mechanism for evaluating the
expert candidates listed in the
database;

e The method for selecting
members of the evaluation
committee should be done
by PCC’s computer decision-
making system, rather than
being selected by the head of
the entity; and

e Regularly assess the
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