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Hamessing the ChAiN reaction of new ideas

3M is a never-ending chain reaction of people, ideas and technologies
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Mercedes-Benz

Mercedes-Benz Taiwan Co., Ltd. started on January |, 2002 as a
branch of the global automobile manufacturer Daimler AG. Mercedes-
Benz Taiwan Ltd. is dedicated to operating the sales and after-sales
business of the Mercedes-Benz Cars in Taiwan, including the Mer-
cedes-Benz passenger cars, Mercedes-Benz commercial vehicles, and
smart. With a very comprehensive product, Mercedes-Benz Taiwan
Ltd. offers the most exciting models with the utmost standard of com-

fort and safety to the local market.

With a staff of 240 and over 30 sales and service dealer outlets around
the island, Mercedes-Benz Taiwan Ltd. is dedicated to providing
professional services to its customers. Besides automobile wholesale
operation, Mercedes-Benz Taiwan Ltd. has a 100%-owned subsidiary
— Mercedes-Benz Financial Services Taiwan Ltd.. The company pro-
vides one-stop service by offering finance, leasing, and insurance solu-

tions to Mercedes-Benz customers.
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any first time visitors to
Macau are impressed with
its recent rapid develop-

ment into a modern, fast-paced and
forward-looking world-class tour-
ist destination. But there is a lot more
beneath the surface.

Macau is a place with events and
places to visit that appeal to all inter-
ests. Whether you’re here just for fun,
for fine dining, or shopping, you’ll find
something to please your tastes. At the
same time, it’s also a place to refresh
the spirit. One of the most enchant-
ing elements in Macau is its artistic and
cultural atmosphere everywhere.

The Historic Centre of Macau

In total contrast to Macau’s modern
skyline is the Historic Centre, the
oldest, most complete and consolidated
array of European architectural legacy
standing intact on Chinese territory. It
is the product of 400 years of cultural
exchange between the Western world
and Chinese civilization. The blend of
Portuguese and Chinese culture has
produced a visually unique and splendid
experience for the visitor.

In July 2005, the Historic Centre of
Macau was inscribed on the UNESCO
World Heritage List, putting Macau
squarely on the world’s cultural
map. The Historic Centre of Macau

Experience Enchantlng o+

ADVERTORIAL
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comprises ancient fortresses, build-
ings, streetscapes, churches, and piazzas
laden with colorful history. A-Ma
Temple, for example, is reputed to be
the point at which Portuguese sailors
first landed in Macau, while the Ruins
of St. Paul’s was originally the Church
of Mater Dei and St. Paul’s College.
Destroyed by fire in 18335, this impos-
ing historic landmark now serves as the
icon of Macau.

A free audio guide service from the
Macau Government Tourist Office
makes it easy to explore the Historic
Centre of Macau. The device operates
in Mandarin, Cantonese, Portu-
guese, English, German, Japanese, and
Korean, and is available on a first-
come-first-served basis, for a returnable
deposit of MOP200 at the MGTO
information counter in Senado Square

from 9 a.m. to 5 p.m. daily.

g7

Step out and explore Macau’s
communities

One of the best things about this
small city is that so many of its most

important sites are within walk-
ing distance of one another, and on
the way to see them you can discover
many diverse neighborhoods and
points of interest. The Macau Govern-
ment Tourist Office offers four walking
tour routes so you can “Step Out,
Experience Macau’s Communities”
confidently, with a printed guide and
the free “Step Out, Macau” App down-
loadable from App Store.

“A Tour of Historic Trails” follows
Avenida da Praia Grande to Praca de
Ponte e Horta; “A Tour of Nature
and Creativity” promotes a walk from
the Kun Iam Temple to St. Lazarus
Church; “A Tour of East Meets West”
directs strollers from Senado Square
to the Maritime Museum, and “A
Tour of Arts and Culture” starts at
Macau Fisherman’s Wharf and ends at
A-Ma Temple. Ui

For more information regarding these four walking tour routes, please visit the official MGTO website at www.macautourism.gov.mo.
For more details and free brochures, you are also welcome to visit the MGTO PR Consultant office at

10F-C, No. 167 Dun Hua North Rd., Taipei 105.
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* New Boeing 777-300ERs with Wi-Fi

* Frequent flights and convenient connections

* Luxurious and comfortable lie-flat seats in Royal Laurel Class
* Business friendly EliteClass for rest or work

* Latest In-flight Entertainment System
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East meets West

JTlis a leading international tobacco company.
Our headquarters are located in Geneva,
Switzerland, but our history is truly global, with
roots spreading as far as Japan, the USA, and
across Europe. Qur global outlook makes us
dynamic and creative, while our Asian heritage
maeans we are precise, quality-driven, and always
thinking about the long-term.

We are growing our business in Taiwan thanks
to the dedication and talent of our employees.

Our unique heritage drives our unique
approach to doing global business. JTI
is driven by the creativity of 27,000
diverse, enquiring minds made up of
100 nationalities. Imagine the potential.

jti.com




FOREWORD

3 s part of the annual Taiwan White Paper process, AmCham Taipei

keeps track of how much progress has occurred on our committees’

suggestions since publication of the previous edition. The issue-by-
issue scoring of the 2013 White Paper can be found on the chart on pages
W16-W17 in English, and on pages W18-W19 in Chinese.

This year, in reviewing the status of the 103 suggestions raised in
the 2013 White Paper, the relevant committees rated six of the issues as
“resolved” and another 21 as “showing satisfactory progress.” Together,
those two positive categories accounted for 26.2% of the total, the highest
proportion in the past five years (see the accompanying chart).

The six issues regarded as resolved are:

e Capital markets: Clarification by the Financial Supervisory Commis-

sion on how the financial industry should apply the notice and con-
sent provisions of the Personal Information Protection Act.

Intellectual Property: Revision of the Intellectual Property Case Adju-
dication Act to require defendants to make a substantive defense when
plaintiffs have shown a likelihood of infringement. The Legislative
Yuan passed the necessary amendment in May.

Manufacturing: Establishment of effective communication channels by
the Taiwan Power Co. to alert major users of electricity to potential
upcoming incidents of power interruption or surges.

Medical devices: The easing of restrictions on advertising medical
devices.

e Tax: The restoration of tax exemption on royalties paid for foreign
patents and know-how.

e Telecommunications: The National Communications Commission’s
completion of auctions and spectrum allocation to support the intro-
duction of 4G LTE mobile broadband.

The suggestions rated as showing satisfactory progress cover a broad
spectrum, including Asset Management (2), Banking (2), Capital Markets
(1), Education & Training (1), Human Resources (1), Intellectual Property
& Licensing (2), Medical Devices (2), Pharmaceuticals (1), Public Health
(2), Real Estate (2), Retail (2), Tax (2), and Technology (1).

The significant headway achieved on so many issues across such a large
number of industries and functions is a highly encouraging sign that Taiwan
is serious about liberalizing its trade regime and embracing global regula-
tory practices. In doing so, it will be demonstrating its readiness to engage
in more bilateral and multilateral free trade agreements, including eventual
participation in the Trans-Pacific Partnership.

Yet another positive development may be the comparative slimness of
this 2014 Taiwan White Paper, which contains a total of 82 suggestions
for improving the business climate, in contrast to recent past editions with
totals of more than 90 or even over 100. We believe the decrease reflects the
greater responsiveness that most industry sectors are currently encountering
from their respective regulatory bodies. Hopefully that trend will continue,
and next year’s White Paper will see an even larger proportion of issues
resolved or making good progress.

No. with Satisfactory

Year of Publication | No. Resolved
Follow-up

Total Issues | % Resolved or Satisfactory
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2013 6 21 103 26.2%
2012 2 14 95 16.8%
2011 0 13 92 14%
2010 2 12 |14 12.3%
2009 6 29 129 20.2%
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Software and services -

aiwan is one of the world’s leaders in Information

Technology (IT) supply chains, with major footprints

in everything from motherboards to mobile phones to
microchips. IT products comprise 40% of Taiwan’s exports,
and technology is considered so vital to Taiwan’s economy
that the government this year elevated it to ministry-level
priority with the formation of the Ministry of Science and
Technology (MOST).

But surprisingly, Taiwan lags behind other developed econ-
omies in some essential metrics, putting the island behind the
curve in technology trends. Government budget allocation
for IT procurement, for example, lags behind other developed
nations and continues to decline. While IT spending increased
globally by nearly 6% annually between 2003 and 2010 - and
almost 9% in Asia Pacific during the same period — Taiwan’s
IT expenditure trailed at 5.89%. In addition, IT procurement
focuses mostly on hardware, instead of software. The esti-
mated ratio is 70% hardware to 30% software, the inverse of
what is seen in the United States, Europe, and other developed
nations. Developing economies naturally prioritize hardware as
they build up their information systems infrastructure, but as
the infrastructure is installed the focus should gradually shift to
software to optimize the performance of that infrastructure.

A well-developed software and services sector has the
potential to generate the economic growth and jobs that
Taiwan needs. Software and services enjoy bigger margins than
IT manufacturing and employ more people in white-collar
jobs. A joint Korean/U.S. study published in the International
Journal of Information Management noted that a 1% increase
in IT spending results in .067% growth in GDP. The research
also found that software investment enables hardware invest-
ment to be exploited to the greatest extent possible.

“Investment in software and services will generate much
higher GDP impact then hardware,” says Vincent Shih,
General Manager of legal and corporate affairs at Microsoft
Taiwan, since the hardware increasingly is not built in Taiwan.
“But if you buy software and services, you need people to do
the services, and the money will stay here. If you want to help
your unemployment rate, you should put more investment
into software and services.”

Government as role model

Government procurement is vital to developing the local
software and services industries, as government generally
is the biggest consumer. Further, government can serve as a
“test bed or marker for the domestic software and services
industry,” says Shih.

Economist Kong Wei-hsin of the Taiwan Research Insti-
tute think tank notes that government can act as a role model
for private industry. “Through the procurement process, the
government can show that it recognizes the importance of
software and services, causing others to put similar emphasis
on it,” he notes. “The government’s procurement policy and
price mechanism are important indexes for private businesses,

10 TAIWAN BUSINESS TOPICS * JUNE 2014

the key to Taiwan's future

especially the procurement of knowledge and service.”

Chen Chian-hsi, director general of the Ministry of
Justice’s IT department, suggests that the Taiwan govern-
ment requires a position similar to that of Chief Information
Officer to coordinate IT spending and advocate for the bene-
fits that improved IT spending can bring. In charge of IT
systems and procurement for most of the MOJ’s bureaus,
Chen has witnessed the capacity-building enabled by better
IT. In the past, for example, it was difficult to bring tax
evaders to justice, but with improvements in technology, the
government is now able to recover many times the revenue
it was able to capture before. The logistics of operating the
prison system is another area that has benefited tremendously
from better IT.

Within the Executive Yuan, Taiwan already has several
ministers without portfolio who could take on the role of
CIO for Taiwan’s government. The newly installed Minister
of MOST, Simon Chang, actually played a similar role during
his previous service as minister without portfolio. Chang is no
stranger to the needs of IT, having served as Chief Operations
Officer for Google’s Asia-Pacific Infrastructure business group.
As minister without portfolio, Chang had already focused
on IT procurement, stressing that simply purchasing new
computers is not sufficient and that IT procurement teams
need to justify their hardware acquisitions. But ministers
without portfolio lack the necessary administrative resources
to effectively deal with the daunting task of cross-ministry IT
management, not to mention that ministers without portfolio
have a number of issues under their jurisdiction, preventing
them from focusing exclusively on IT.

Now that Chang is in charge of his own ministry, it would
seem that he would have greater power to guide Taiwan’s IT
direction toward software and services. But the position of
MOST minister encompasses responsibility for all of Taiwan’s
scientific and technological endeavors — not just IT procure-
ment. And rather than being concentrated in MOST, Taiwan’s
IT procurement decision-making is spread throughout the
ministries, with no inter-agency coordination.

MOJ’s Chen cites the United States as an example of how
IT organization and budgeting should be coordinated. The
Clinger-Cohen act of 1996 (sec. 5125 & 5126) created a clear
framework that has enabled the United States to remain at the
forefront of IT development ever since.

As times have changed, hardware has become a
commodity, and software has become the added value. Vincent
Shih cites the most prominent IT firms of the modern era
- Facebook, YouTube, Twitter — as examples of the shift in
significance. “They are all software and service companies —
none of them are producing hardware. The world is moving
in that direction. Software and service are the prime differen-
tiators, while hardware is just infrastructure. If you want to
stimulate innovation, only software and services can build on
hardware to provide more creative ideas and effective manage-
ment systems.”
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Microsoft Taiwan Corp.
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8F, 7 SongRen Road, Taipei | 1073, Taiwan

Tel: +886-2-3725-3888 Fax: +886-2-3725-3700
www.microsoft.com/taiwan
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Fubon Financial Holdings - Your Ticket to Greater China

Taiwan’s leading financial services provider. Named "Best in Asia" for corporate governance by Corporate Governance Asia five years in
a row. The only Taiwanese financial institution with banking subsidiaries in China, Taiwan and Hong Kong. Complete professional
services that give you a powerful edge. We're there for you as you build success in Asia.

Our Subsidiaries : Fubon Insurance/Fubon Life/Fubon Securities/ Taipei Fubon Bank/Fubon Bank (China)/Fubon Bank(Hong Kong )/
Fubon Property & Casualty Insurance(Xiamen)
Where We Operate : Taiwan, China, Hong Kong, Vietnam, Philippines, Thailand, United States

[ﬂ Fubon Financial www.fubon.com
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In Taiwan:
Every day, around 1,400 doctors choose GSK’s drugs and vaccines.

Every year, around 1,600,000 patients are treated with GSK’s pharmaceutical products.

Every year, around 300,000 children and adults are vaccinated with GSK’s vaccines.
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Since 2007, GSK has invested over NT$1 billion in drug research and introduced over 50 large scale international clinical
studies to Taiwan. The Taiwan R&D team manages more than 50 global and local clinical research studies currently, and
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Making the Most of

Taiwan’s Glorious Summer

aiwan straddles the Tropic of

Cancer at 23° 26’07, and like

other places at a similar lati-
tude it enjoys weather that ranges
from sublimely comfortable to swelter-
ingly hot.

Mount Jade — Taiwan and North-
east Asia’s highest mountain peak —
is a mere 2.5 kilometers north of the
Tropic. Chiayi, the Taiwanese city near-
est the Northern Tropic, has a climate
like Miami’s. In July, the daily mean
temperature is 28.4 degrees Celsius
(83.1 degrees Fahrenheit). More rain
falls in June, July, and August than
during the other nine months of the
year; but because precipitation usually
arrives in the form of short if dramatic
afternoon showers, visitors are seldom
inconvenienced.

Summer days in Taiwan are char-
acterized by blue skies, rushing rivers,
and an abundance of butterflies and
wildflowers. High mountain peaks
are clearly visible from the lowlands.
Students enjoy long summer vacations,
so urban areas and beaches are filled
with a youthful vibe.

To encourage visitors to make the
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most of the long days and uplifting
sunshine, Taiwan’s Tourism Bureau
is gearing up for the 2014 edition of
“Taiwan Fun on the Tropic of Cancer.”
Like last year, the festival offers an
enticing combination of refreshing local
delicacies best enjoyed in the summer,
as well as exciting outdoor activities.

Each segment of the festival carries
a pro-environment message, and aims
to entice people who might otherwise
react to high temperatures by staying
indoors and cranking up the air-condi-
tioning instead of embracing the glory
of summer. The first of a series of events
embodying the themes of coolness,
calmness, and sustainability will be
held on June 21, the date of this year’s
summer solstice, at the the Solar Explo-
ration Center.

The center, in Chiayi County’s Shuis-
hang Township, is Taiwan’s best-known
Tropic of Cancer landmark. It is located
beside the main north-south railroad
line, and owes its existence to that rail-
way. After Japan seized control of
Taiwan in 1895, work on the rail link
was speeded up. In 1908, when the
tracks reached the Tropic of Cancer, the
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colonial authorities erected a commem-
orative pillar there.

The pillar has been replaced several
times since then, and the current build-
ing, which dates from 19935, serves as
an educational center as well as tourist
destination. Displays devoted to astron-
omy can be found inside, and within the
grounds there is a replica of an ancient
Chinese sundial.

In addition to the ceremony at the
center, June 21 will see a cycling event
with alternative 60-kilometer and
100-kilometer routes. Cyclists will set
off from the oceanside Dongshi Fisher-
man’s Wharf in the morning, then take
Expressway 82 (sections of this fast,
smooth road will be closed to ensure
cyclists’ safety) to the Solar Explora-
tion Center before continuing on to the
bucolic foothills around Zhongpu.

The number of participants is
capped at 3,500, so those interested
should contact the organizers, the




Kaohsiung Cycling Association (www.
kscca.org.tw) or the Southwest Coast
National Scenic Area (www.swcoast-
nsa.gov.tw), as soon as possible.

On the same day, the solstice will be
celebrated with a concert at Yuwengdao
Lighthouse in Penghu County. Penghu
is an archipelago of 90 islands, only 19
of which have permanent human inhab-
itants, and is a favorite summertime
destination on account of its beaches,
seafood, and picturesque coral-rock
cottages. The Tropic of Cancer runs
between Magong, Penghu’s capital, and
Wangan, one of its main islands. For
information about the county, see the
website of the Penghu National Scenic
Area (www.penghu-nsa.gov.tw).

June 22 is also the time of the 2014
Xiuguluan River Rafting Triathlon.
This is an endurance race with a differ-
ence, as rather than swim, competing
teams have to navigate inflatable boats
down the Xiuguluan River in the east-
ern county of Hualien. As soon as they
get out of their boats, the triathletes
will run 12.6 kilometers on Local Road
64, a route adored by cyclists because
of the spectacular views it offers. The
race concludes with a 44-kilometer bike
dash to Taiwan’s stunning Pacific Coast

(eastcoast.nsa.com.tw/boat.html).

The following weekend will see
the multifaceted Taiwan 235 Summer
Carnival. One option for tourists is a
relaxing break in Guanziling, a small
town in the hills of Tainan and a popu-
lar hot-spring resort since the early years
of Japanese rule. Those who prefer more
vigorous activity will be drawn to the
Tropic of Cancer Iron Horse Riding
Tour. As you may guess from the event’s
name, participants exert themselves on
bicycles. The tour kicks off at the Solar
Exploration Center and heads east into
the Alishan National Scenic Area (www.

SEEING TAIWAN

ali-nsa.gov.tw).

Also on the weekend of June 28-29,
one of the main events of “Taiwan Fun
on the Tropic of Cancer” will be held in
the sparkling new Kaohsiung Exhibition
Center, located near the oceanfront in
Taiwan's second city. As well as musi-
cal performances, fun DIY activities,
the Sun Fair will feature seasonal foods,
including a delicacy few Westerners
will have seen or tried: aiyu jelly. This
dessert made by soaking and squeezing
a kind of fig (Ficus pumila var. awkeot-
sang), it goes down especially well on
sizzling afternoons, being neither too
dense nor too sweet. On the evening
of June 28, tourists are invited to the
“Starlight Cinema” when there will be
an outdoor showing of the acclaimed
environmental documentary “Beyond
Beauty: Taiwan from Above.” Those
attending will be asked to turn off their
electronic devices, relax in the evening
breeze, and enjoy the company of those
around them.

Meanwhile, in the East Rift Valley
National Scenic Area (www.erv-nsa.gov.
tw), indigenous dancing in full aborigi-
nal costume will be on display. Among
Taiwan’s 14 Austronesian tribes are the
Amis people, the original inhabitants
of a broad swath of eastern Taiwan. If
you arrive in Taiwan too late to catch
the performances that form part of
“Taiwan Fun on the Tropic of Cancer,”
you will still have the chance to view
the harvest festivals that various Amis

villages hold throughout the summer,
featuring traditional singing and danc-
ing as well as feasting.

Interest in watersports has grown
exponentially in Taiwan in recent years,
and that passion will be evident at Lotus
Pond in Kaohsiung City on June 28-29.
This urban lake hosted the waterski-
ing competition during the 2009 World
Games, and the sport will return in the
form of cable skiing, in which the skier’s
handle is pulled by an electrically-pow-
ered cable rather than a speedboat.

Through the months of June, July,
and August, “Taiwan Fun on the
Tropic of Cancer” will continue with
butterfly-appreciation activities, beach
sculptures (the artists will use not only
sand but also salt, which for centuries
was harvested along Taiwan’s southwest
coast), and a series of events highlight-
ing different aspects of Penghu County.

Summertime treats include the
mangoes that grow so well in the Siraya
National Scenic Area, Chiayi County’s
watermelons, and Penghu’s purple-hued
prickly-pear ice cream.

For more details about “Taiwan Fun
on the Tropic of Cancer,” plus a free
smartphone app, go to the festival’s
official website: www.taiwan235n.tw.
General travel information about Taiwan
can be obtained from the website of
Taiwan’s Tourism Bureau (www.taiwan.
net.tw), or by calling the 24-hour tourist
information hotline 0800-011-765 (toll
free within Taiwan). Lz
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2014

_JEE= s

AMERICAN CHAMBER OF COMMERCE IN TAIPEI



TABLE OF CONTENTS

EXECUTIVE SUMMARY WP 3
ECONOMIC AND POLITICAL OVERVIEW wp 5
MESSAGES TO WASHINGTON WPI12
BY THE NUMBERS wr 14
REVIEW OF 2013 WHITE PAPER ISSUES WpPl6
INDUSTRY COMMITTEE POSITION PAPERS
AGRO-CHEMICAL wpr20
ASSET MANAGEMENT wpr21
BANKING wpr21
CAPITAL MARKETS WP23
CHEMICAL MANUFACTURERS WwpP27
CUSTOMS & INTERNATIONAL TRADE WwpP28
EDUCATION & TRAINING wpr30
e HUMAN RESOURCES wpr30
INFRASTRUCTURE WP33
INSURANCE Wwpr35
INTELLECTUAL PROPERTY & LICENSING w38
MANUFACTURING Wwpr40
r:EIIK(P:’CAI-CEEJ\'/I'lICCi\SL szi he annual Taiwan White Paper is written and published
WP
PUBLIC HEALTH — by the American Chamber of Commerce in Taipei
REAL ESTATE WP5 | (AmCham). It includes an overall assessment of Taiwan’s
RETAIL WP52 business climate, a review of the status of last year’s priority
_SFK;TAINABLE DEVELOPMENT WPZ(S) issues, and statements of the current priority issues identified by
WP
TECHNOLOGY - AmCham’s industry-specific committees. An additional section offers
TELECOMMUNICATIONS & MEDIA WP65 recommendations to the U.S. government.
TRAVEL & TOURISM WP67
OTHERS BT The primary purposes of the Taiwan White Paper are information
g we 4 and advocacy. The document outlines AmCham’s suggestions to
AR B 3 wpP 9 the Taiwan government and public on legislative, regulatory, and
) N Y AT WP enforcement issues that have a major impact on the quality of the
B BB 19I55 12 f hat h i p he quality of th
U B we 4 business environment. It is also used to inform government officials,
) 2 3
< = elected representatives, and other interested parties in the Unite
T States about Taiwan’s business climate.
=MbE5 WP73
HEEHEES WP73
SRITRE S WP73 Although the Taiwan White Paper represents the immediate business
AT EAS REE interests of AmCham’s more than 1,000 members, its ultimate goal
LR ELGER = a e WP77
RS R R B WP77 is to foster the upgrading of Taiwan’s economic conditions to the
HEKIIMEE S wp78 benefit of both local and multinational businesses. It is also in the
ANTEHIREE S WP78 . . . .
fresereyten — interest of the Taiwan public at large, as it encourages the growth of a
e wp8| broad spectrum of high-quality of goods and services to improve the
B R I N wP82 quality of life for all Taiwan residents.
SEZEY wpP84
BRI EE T wP84
BUBETS = @y wp85 The Taiwan White Paper can also be found online, where PDF files
ﬁﬁgé%é@ (287 may be downloaded from the Publications section of the AmCham
TEIEZEE WP89
Z%ég g WP90 website at www.amcham.com.tw .
KR B WP93
M EE e WP94
PHZEE S WP96
EARSL S = wWP98
IIEEEDEE S8 WP99
HAity WP100

2 WP  TAWAN WHITE PAPER - JUNE 2014
]




EXECUTIVE SUMMARY

Taiwan Commits to Trade Liberalization

A WELCOME CHANGE OF COURSE

Last year’s White Paper cautioned that Taiwan was at a
“Crossroads,” facing significant competition from other East Asian
nations, and that decisions made in the coming 12 months could
either move Taiwan toward long-term prosperity or relegate it to
economic marginalization. The Chamber expressed concern that
Taiwan’s regulatory approaches too often fail to conform to standard
international practice and that the Taiwan government was not
attacking the problem with a sufficient sense of urgency.

Happily, this is being addressed, with the Ma administration
instructing officials to align regulatory practices with international
norms to both reinvigorate the local economy and prepare it for
entrance into international free-trade groups such as the TPP. With
the cooperation of the National Development Council, Office of Trade
Negotiations, and other agencies, more and more of the Chamber’s
longstanding White Paper issues have begun to receive unprecedented
attention, in some cases leading to significant breakthroughs.

Major positive developments of the past half-year include:

* Investment policy. Officials have agreed to undertake a series
of reforms, including the dropping of several incongruous
criteria previously used to evaluate Private Equity investment
applications, to make the system more transparent, predictable,
and efficient.

* Intellectual Property Rights. Following passage of a
strengthened Trade Secrets Act in 2012, measures are being
adopted to bolster enforcement, such as enactment of
amendments to the Intellectual Property Case Adjudication Act
(IPCAA) and a proposal to grant immunity in trade secret cases.

* Pharmaceutical IPR. The Taiwan Food and Drug
Administration (TFDA) has pledged to establish a Patent Linkage
system to prevent generics from reaching the market while the
original drug is still under patent and has agreed to study the
extension of Data Exclusivity provisions.

* Cross-border data flow. Taiwan has abandoned plans to
require foreign banking institutions and insurance companies
to handle all their data processing in Taiwan instead of using
centralized regional facilities.

* Banking. Taiwan’s Financial Supervisory Commission has
relaxed restrictions on Offshore Banking Units, promoted
Taiwan as an offshore RMB center, and enabled the provision of
fixed-income products to onshore institutional investors.

* Education. The Free Economic Pilot Zone (FEPZ) bill
currently before the Legislative Yuan would make it possible for
prestigious overseas universities to establish centers in Taiwan.

* Technical Barriers to Trade. Taiwan has taken concrete steps
to remove TBTs in several areas.

* Chiropractic. Meaningful dialogue is taking place to seek a way
to legitimize the profession in Taiwan.

* Progress has also been made in a number of other of other
business sectors, including Capital Markets, Manufacturing,
Medical Devices, Telecommunications, and Taxes.

STILL WORK TO BE DONE
But the recent positive trends have not been universally apparent
across all sectors. Exceptions include:

* Healthcare. Unreasonable pricing policies are discouraging
pharmaceutical and medical device companies from launching
innovative new products in Taiwan. To meet healthcare needs
in the face of a rapidly aging population, the government should
increase overall health expenditures from the current 6.6% of
GDP to 7.5%.

* Well-intentioned but impractical initiatives in consumer
protection are damaging Taiwan’s attractiveness to business
without much actual benefit to consumers.

* Certain enforcement regulations for the amended Food Safety
and Sanitation Act are based on some basic misunderstandings.

* Proposed regulations governing cosmetics, drawn from
regulatory regimes around the world, lack internal consistency
and could be deterrents to trade.

* A proposed Dispatch Labor Protection Law aims at protecting
worker rights, but would seriously reduce employers’ flexibility
in managing human resources.

* Some agricultural issues, especially related to beef and pork
imports, are still stalled.

ASSURING SUFFICIENT ENERGY SUPPLY

* Taiwan’s ability to supply sufficient electricity to meet future
demand still remains uncertain.

* Passionate opposition to the 4th Nuclear Power Plant makes
it increasingly unlikely that the plant will ever be operated,
removing a significant amount of power capacity from future
supply. All other options also have downsides: renewable
energy is inappropriate for baseload power, coal burning
raises pollution issues, and LNG is both costly and requires an
extensive storage infrastructure.

* The Chamber recommends that Taiwan utilize a balanced
combination of energy sources, including nuclear and renewable.
It also urges the government to engage in more effective
public communication to help citizens understand the potential
consequences of the energy decisions Taiwan will have to make.

BRIDGES TO THE WORLD ECONOMY

* Taiwan’s high-level of education and strong foundation
in technology-oriented industries should be leveraged to
encourage innovation and create a more nurturing environment
for startups.

* President Ma’s decision to prioritize regional and global trade
pacts, especially the TPP, are steps in the right direction, but
more needs to be done and this year’s momentum needs to be
maintained.

* The U.S. and Taiwan should pursue a Bilateral Investment
Agreement to further strengthen the bilateral economic
relationship and demonstrate Taiwan’s commitment to trade
and investment liberalization.
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2014 TAIWAN WHITE PAPER: OVERVIEW

Taiwan Commits to Trade Liberalization

A WELCOME CHANGE OF COURSE
A year ago in this space, under the heading of “Taiwan

at a Crossroads,” AmCham Taipei cautioned that decisions
made in the coming 12 months would be crucial in
determining Taiwan’s economic future. “With the right
policy directions and content, Taiwan has the chance
to sharpen its competitive advantages to help assure its
long-term prosperity,” the 2013 Taiwan White Paper
counseled. “Missteps or inaction, on the other hand,
will relegate Taiwan to economic marginalization and
block it from reaching its true potential. Other countries
in the region — especially Korea, and increasingly also
China — are progressing so rapidly that Taiwan may be
hard-pressed to catch up unless it acts promptly and
resolutely.” The Chamber expressed concern that Taiwan’s
regulatory approaches too often fail to conform to standard
international practice and that the Taiwan government was
not attacking the problem with a sufficient sense of urgency.

Before the end of last year, however, it was already
clear that the Taiwan authorities were stepping up to the
challenge by recognizing, and acting on, the crucial need to
align this country’s policies and practices more closely with
international norms. Moreover, it was evident that the new
direction was being taken not only for the sake of injecting
new vigor into the domestic economy but also to prepare
Taiwan for participation in key multinational trade bodies
such as the nascent Trans-Pacific Partnership (TPP).

President Ma Ying-jeou and Premier Jiang Yi-huah issued
instructions that every government ministry should examine
its current practices to identify areas that deviate significantly
from accepted global standards and to report back with
plans for correcting the disparities. As a result, AmCham has
noticed a marked change in attitude among many government
agencies in recent months. Instead of their past habit of
simply explaining why industry suggestions could not be
adopted, they began to show greater open-mindedness and
willingness to explore change. With the energetic assistance of
the National Development Council and its Regulatory Reform
Center, more and more of the Chamber’s longstanding
White Paper issues have begun to receive unprecedented
attention, in some cases leading to significant breakthroughs.
Through additional channels, agencies such as the Ministry
of Economic Affairs’ Office of Trade Negotiations were also

instrumental in bringing issues to resolution.

Below are some of the major positive developments of the
past half-year:

Investment policy. AmCham’s Private Equity Committee
has engaged in numerous rounds of meetings with relevant
Taiwan government organizations (chiefly the Investment
Commission and Financial Supervisory Commission) to
discuss ways of making the foreign-investment approval
process more transparent, predictable, and efficient. Due to
uncertainties about that process, the level of PE engagement
in Taiwan in recent years has been among the lowest in Asia,
depriving the economy of access to one of the most active
channels of investment capital and management know-
how. But Taiwan officials have now agreed to undertake
a series of reforms that would potentially satisfy most of
the PE Committee’s concerns, including the dropping of
several incongruous criteria previously used to evaluate PE
investment applications.

Intellectual property rights (IPR). Following up on
enactment of a strengthened Trade Secrets Act with stiffer
penalties in 2012, the executive branch proposed revisions
to several other laws to make enforcement of the Trade
Secrets Act more effective. The most important such bill, an
amendment to the Intellectual Property Case Adjudication
Act (IPCAA), was passed by the Legislative Yuan last month.
The amended IPCAA compels a defendant in a trade-secrets
or other IPR case to make a substantive defense, rather
than merely denying the allegations, when the plaintiff has
specified the conditions of the alleged infringement. Another
enforcement tool, the ability to grant immunity in trade-
secret cases, is expected to be written into law when the
Legislative Yuan takes up a proposed amendment to the
Witness Protection Act.

Pharmaceutical IPR protection. The Taiwan Food and
Drug Administration (TFDA) under the Ministry of Health
and Welfare (MOHW) has pledged to establish a Patent
Linkage system, similar to the U.S. government’s Orange
Book in preventing generics from reaching the market while
the original drug is still under patent. TFDA will first begin
work on setting up the necessary patent database. In a related
development, TFDA has agreed to study the extension of its
Data Exclusivity provisions to cover new indications, new
uses, and biologic drugs. Both Patent Linkage and expanded
Data Exclusivity had been White Paper issues for a decade,
without much movement until this year.
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Free flow of information. During the high-level trade
talks with the United States held in April under the Trade
and Investment Framework Agreement (TIFA), the Taiwan
side committed to ensure that cross-border data flows are
not impeded. The assurance means that Taiwan will not
pursue previous plans to require foreign banking institutions
and insurance companies to handle all their data processing
in Taiwan instead of using centralized regional facilities.
Requiring the establishment of domestic data centers
would have been an extremely costly undertaking for some
companies.

Banking. Over the past year, the Banking Committee
reports major progress by the Financial Supervisory
Commission in relaxing restrictions on Offshore Banking
Units, developing the Formosa bond market and otherwise
promoting Taiwan as an offshore RMB center, and
enabling the provision of fixed-income products to onshore
institutional investors.

Education. From the time that AmCham’s Education
& Training Committee was organized in 2005, one of
its primary concerns has been the onerous requirements
preventing foreign universities from establishing their own
branch campuses or academic programs in Taiwan. The
Free Economic Pilot Zone (FEPZ) bill currently before the
Legislative Yuan would provide a channel to circumvent
those regulations in worthy cases, potentially opening
the way for prestigious overseas educational institutions
to establish centers in Taiwan as they have done in other
regional locations such as Singapore, Hong Kong, and China.
AmCham urges the legislature to pass the FEPZ authorization
bill as soon as possible; besides its impact in education, the
project will enhance Taiwan’s overall trade liberalization and
contribute to reinvigorating economic growth.

Technical barriers to trade (TBTs). A special bilateral
working group set up at the 2013 TIFA Council meeting to
resolve TBTs has led to concrete progress on several fronts.
As one example, Taiwan agreed to drop its requirement
that every pair of socks in a multipack must be labeled
individually. As AmCham’s Retail Committee repeatedly
pointed out in its White Paper submissions, the regulation
added to business costs without bringing any substantial
benefit to the consumer. The TBT initiative also led to
smoother implementation by the Ministry of Labor and
Environmental Protection Administration of new chemical-
ingredient registration systems, and Taiwan’s acceptance of
international testing methodology for imported ceiling tiles.

Chiropractic. Another long-term White Paper issue has
been the lack of recognition of doctors of chiropractic who
were trained and licensed abroad (usually in the United
States), but who in Taiwan have been consigned to the status
of “folk healers” and sometimes subjected to harassment.
Currently Taiwan is one of only two countries in the world

(the other is South Korea) that grants chiropractors neither
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explicit legal standing nor de facto acceptance. After many
years without any progress on this issue, in recent months the
government has explored some possible solutions. Although
no mutually acceptable outcome has yet emerged, it is
encouraging that a meaningful dialogue is taking place for the
first time.

Among other areas of noteworthy progress were:

¢ Telecommunications: the National Communications
Commission’s successful auction and release of
spectrum to support 4G mobile broadband.

e Medical devices: amendment of the law so as to ease
restrictions on the advertising of medical devices, and
measures adopted by the TFDA to accelerate the code-
assigning process for devices to qualify for patient self-
payment.

e Manufacturing: improved communication by the
Taiwan Power Co. with major electricity users to
alert them to potential upcoming incidents of power
interruption.

e Tax: agreement by the Ministry of Finance to grant tax
exemption on royalties paid for foreign patents and
know-how.

e Capital markets: clarification by the Financial
Supervisory Commission of how the financial industry
should apply the notice and consent provisions of the
Personal Information Protection Act.

During the nearly two decades in which AmCham
Taipei has been publishing the annual Taiwan White Paper,
there has rarely been a year in which so many constructive
developments could be cited.

STILL WORK TO BE DONE
At the same time, it is also important to note that the

recent positive trends have not been universally apparent
across all sectors. Some agricultural issues, for example,
especially related to beef and pork imports into Taiwan,
continue to be major irritants in the U.S.-Taiwan trade
relationship. But AmCham realizes that due to the political
sensitivity of these issues in Taiwan, they may still take
some time to resolve. In the meantime, we urge the Taiwan
government to devote concerted attention to these other
critical areas to prevent them from developing into sticking
points in bilateral economic relations:

Pharmaceuticals and medical devices. Although the cost-
control methods utilized by the National Health Insurance
Administration (NHIA) are different for pharmaceuticals
and medical devices, both industries are under such intense
pricing pressure that companies may hesitate to launch
new and innovative products in the Taiwan market, to the
detriment of patients and doctors. The Pharmaceutical
position paper elsewhere in this volume cites several
unreasonable drug-pricing policies that are discouraging

multinational research-based companies from increasing their



business activity in Taiwan. One example is the inexplicably
narrow definition of patent protection, which regards a drug
as “off-patent” — and therefore subject to a steep price cut —
if its compound patent has expired, even when it continues
to hold other types of valid patents recognized by the Taiwan
Intellectual Property Office.

Another example is the way the pilot Drug Expenditure
Target (DET) system — originally supported by industry as a
way to bring about greater predictability — has been skewed
in the second year to impose an even greater pricing burden
on pharmaceutical companies. Instead of calculating the new
target according to the actual expenditure the year before,
NHIA now proposes to base it on the prior year’s target. The
inevitable result will be a lower target for the new year and a
widened gap between the target and the actual expenditure,
with industry taking responsibility for making up the gap
through price cuts. This method of calculation is inequitable,
creating a kind of double jeopardy, since industry has already
covered the difference between the previous year’s target and
actual expenditure.

For its part, the medical device industry is asking for
simplification of the current complicated and drawn-out
registration process and for adoption of a more efficient
system for enabling products not covered by reimbursement
to be approved for use on a patient self-payment basis.

Taiwan is on the verge of becoming an “aged society.”
It will reach the threshold for that designation in another
three years when those aged 65 or older account for 14%
of the population, and it is expected to be a “super-aged
society” (20% aged 65 or older) by 2025. To meet the future
healthcare needs of the elderly, it will be impossible to rely on
cost-control measures alone to keep the NHI system solvent
while absorbing new medical technologies. The answer
must be to provide more financial resources. Currently
Taiwan devotes just 6.6% of GDP to healthcare spending,
significantly lower than most developed countries. According
to the World Bank, the comparable 2012 level in Japan
was 10.1% and in South Korea 7.5%. AmCham urges the
government to steadily raise the expenditure on healthcare in
its budget requests over the coming several years, and we call
on the Legislative Yuan to support that increase, targeting the
7.5% of GDP level now expended by South Korea.

Consumer protection. In recent years, there has been a
series of initiatives that may be well-intentioned in seeking
to protect consumer rights, but which go so much further
than necessary that they threaten to damage Taiwan’s
attractiveness as a place for doing business. The latest
example is a proposed amendment to the Consumer
Protection Act that would even undermine Taiwan’s
reputation as a society of rule of law. It would grant wholly
inappropriate police powers to administrative officials to
monitor whether companies are adhering to terms and

conditions in “standard contracts,” defined as including

posters, brochures, and advertising.

Food industry. Although some of the most problematic
elements of the amended Food Safety and Sanitation Act were
deleted before the bill was passed earlier this year, difficulties
with the new law’s implementation still remain. As discussed
in the Retail Committee’s position paper, the enforcement
regulations proposed for governing the advertisement and
promotion of “foods not suitable for children over a long
period of time” take standards meant as guidelines for one’s
total daily diet and misapply them to specific foods. Trying to
put such unworkable regulations into practice would cause
chaotic market conditions.

Cosmetics. Also under the Retail Committee, AmCham
members in the cosmetics industry have multiple concerns
arising from Taiwan’s current plans to transform the
regulatory framework for cosmetics products. In some
cases, the problem is a regulatory approach that combines
the most stringent elements of the systems of several
different countries, creating internal inconsistencies. In other
instances, Taiwan has borrowed the methodology of another
jurisdiction, but only partially, omitting other portions that
are crucial to the coherence of the regulation. One such
example is a proposed set of rules banning or restricting the
use of certain cosmetic ingredients. While based largely on the
EU’s extremely rigorous standards, it neglects to incorporate
the provision in the European system allowing items to be
removed from the banned or restricted list if they are later
proved safe.

Human resources. A proposed Dispatch Labor Protection
Law being reviewed by the Executive Yuan properly aims at
protecting worker rights, but in certain respects would over-
regulate to the point of seriously reducing employers’ flexibility
in managing human resources. For example, the draft would
impose an across-the-board cap on dispatch workers at 3%
of a company’s total workforce, without considering that
such a sweeping provision would seriously impact particular
industrial sectors. We suggest setting a less rigid ceiling that
takes the needs of individual industries into account.

ASSURING SUFFICIENT ENERGY SUPPLY

Besides the provision of regulatory rationality, consistency,

efficiency, and transparency, business also looks to
government to ensure adequate infrastructure to enable the
economy to operate smoothly. In many respects — such as
opening the Port of Taipei in northern Taiwan, improving
the freeway system, and preparing to build a third terminal
at Taoyuan International Airport — Taiwan has done well in
meeting current needs and anticipating future demand.

A major exception is the energy sector. In the past several
years” White Papers, AmCham urged the Taiwan government
to present the public and business community with a clear
roadmap of how it plans to provide sufficient electrical
power for the coming decade under various contingencies.
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But rather than growing more certain over the past year,
the path forward has become less so. Even if construction
is completed on the fourth nuclear power plant, known as
Longmen, the passionate domestic anti-nuclear movement is
making it increasingly unlikely that the facility will ever be
put into operation — which raises serious questions about the
reliability of Taiwan’s future power supply.

AmCham recognizes the high degree of concern in
Taiwan about nuclear safety, especially after the Fukushima
disaster in Japan, and the Chamber does not consider itself
a proponent of nuclear power per se. But the reality is that
nuclear energy currently accounts for 19% of Taiwan’s
power generation (half the level of two decades ago, but still
sizeable), and the Longmen plant was counted on to satisfy
projected growth in consumption. Without the new plant it
would be almost impossible — without grave damage to the
economy and inconvenience to power users — to close down
Taiwan’s existing three nuclear plants as they reach the end
of their scheduled lifecycles.

No ideal solution exists to Taiwan’s energy challenge.
Renewable sources such as solar and wind power should
definitely be promoted, but they can never make up a
major portion of Taiwan’s energy mix. Since the sun does
not shine or wind blow all the time, the inconsistency of
their availability makes them particularly unsuitable for the
all-important baseload power generation. Coal-fired plants
encounter strong environmentalist and not-in-my-backyard
(NIMBY) objections, while liquefied natural gas (LNG) is a
relatively clean fuel but very expensive, with implications for
the future competitiveness of Taiwan industry. LNG is also
hard to store, reducing the level of energy security because of
the limited inventory that can be maintained.

Since it can take up to a decade or more to plan, design,
and construct a power plant, Taiwan cannot afford to wait
much longer before finalizing concrete strategies for future
power development. Under these circumstances, we believe
Taiwan will need a balanced combination of fuel sources,
including a continuing contribution from nuclear energy for
some time to come. To help citizens understand the potential
consequences of the energy decisions Taiwan will have to
make, the government will need to engage in more effective
public communication, especially in laying out the possible
alternatives and their ramifications as clearly and objectively
as possible. The business community and other stakeholders
must also play their part in this candid exchange of views.
Without adequate clarity about the future availability of
energy resources, industry will be reluctant to enter into
new investment projects, with unfortunate consequences for

economic growth and job creation.

BRIDGES TO THE WORLD ECONOMY
If Taiwan can complete the job of putting its regulatory

house in order, as well as find ways to assure energy
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sufficiency well into the future, it will be well-positioned
to regain much of the economic momentum it has lost in
recent years. A few other matters will also require attention,
however. One is to leverage Taiwan’s high level of education
and strong foundation in technology-oriented industries to
turn this society into an island of innovation, sharpening
Taiwan’s comparative advantages in a whole host of fields.
More must be done, for example, to create a more nurturing
environment for start-up companies, enabling Taiwan to take
full advantage of the considerable talent and ideas that are
spawned here. AmCham has adopted “innovation” as one of
its main programming themes in the coming year as a way to
help in this effort.

Another key piece of the puzzle will be to advance Taiwan’s
integration into the international economy. If the TPP becomes
a reality, Taiwan’s prompt participation will be vital if it is to
avoid finding itself economically isolated, with its exporters
facing higher tariff and non-tariff barriers than its rivals in
many markets. South Korea, for example, has not only forged
free trade agreements with the United States and EU, but is in
the process of negotiating pacts with China and ASEAN.

AmCham is pleased that President Ma is no longer
talking about an eight or ten-year timeframe for TPP entry,
but rather is aiming at accession “as soon as possible.” The
regulatory reforms and liberalization initiatives such as the
FEPZs that the government is undertaking are concrete
demonstrations of Taiwan’s seriousness about readying itself
for a TPP candidacy. But “as soon as possible” is still likely
to be at least a few years away, and it is critical that this
year's momentum be maintained in the meantime.

To sustain that impetus, AmCham urges both the U.S. and
Taiwan governments to make the launching of a Bilateral
Investment Agreement (BIA) their top bilateral priority. The
idea of a U.S.-Taiwan BIA was first announced in 2006,
but was soon overshadowed by the imbroglio over beef,
as well as technical complications that appear to be no
longer an issue. With the TIFA process now resumed and
proceeding smoothly, and with Taiwan embarked on the
road to reform, the time has come to move ahead in earnest
on a BIA. Such an agreement could facilitate the flow of
investment in both directions, while serving as a perceptible
signal of the continued close ties between Taiwan and the
United States. Given the increasing uneasiness among a large
portion of the Taiwan population about growing economic
dependence on China — as evidenced by the difficulties the
Ma administration has faced in mustering support for the
Cross-Strait Agreement on Trade in Services — the BIA could
also serve as a counterweight that helps Taiwan to diversify
its economic activity and instills a greater sense of confidence
in the Taiwan public about their economic future.

AmCham looks forward to the start of BIA negotiations
as a steppingstone to the eventual acceptance of Taiwan as a
TPP member.
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ONLINE ACCESS

The content of the Taiwan White Paper is available in the Publications section on the AmCham
Taipei website (www.amcham.com.tw). Back issues are also included starting from 2007.

The Publications section also contains an archive of monthly issues of Taiwan Business TOPICS

magazine going back to 2001.
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MESSAGES TO WASHINGTON

Suggestion 1. Open formal consultations with Taiwan
on the feasibility of negotiating a Bilateral Investment
Agreement.

The prospect of concluding a Bilateral Investment
Agreement (BIA) between the United States and Taiwan
is an idea whose time has come. The exceptional progress
the Ma Ying-jeou government has made in recent months
in liberalizing its regulatory regime has demonstrated its
seriousness about making Taiwan an attractive and reliable
partner for trade and investment. In addition, a U.S.-Taiwan
BIA would serve the interests of both sides in facilitating the
two-way flow of investment dollars, and the very process of
negotiating the agreement would provide an opportunity to
resolve a number of remaining issues affecting commercial
activity between the two sides.

The notion of exploring the feasibility of a BIA was
first raised by then American Institute in Taiwan Director
Stephen Young in 2006 in his address to AmCham Taipei’s
Annual General Meeting, a speech that had undoubtedly
been cleared with higher levels of the U.S. government. The
agreement proposed was the same as what is ordinarily
known as a Bilateral Investment Treaty (BIT), but in the
absence of diplomatic relations between Taiwan and the
United States, the pact would not be called a “treaty.”

The two sides’ trade negotiators proceeded to hold
several preliminary discussions by digital video conference
(DVC), but then a series of obstacles caused the proposal to
be sidelined. A major hurdle was the friction over Taiwan’s
restrictions on the import of American beef. The dispute
not only diminished U.S. willingness to consider any new
agreements with Taiwan, but even caused the normally
routine bilateral Trade and Investment Framework Agreement
(TIFA) talks to be suspended for more than five years.

Other complications also arose. The U.S. government,
which was in the process of reviewing and revising its
model BIT, considered it inappropriate to initiate any
new negotiations while that process was still underway.
Further, the question was raised of whether a BIA - once
negotiated and signed — would need ratification by both

houses of Congress, or only by the Senate as is the case for
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BITs and other treaties. State Department legal advisers had
not rendered a definite opinion on the approval process,
and with the end game uncertain, there was reluctance to
commit the resources to move forward.

But the factors that previously held up progress toward
a BIA are no longer valid. The new model BIT was
unveiled in 2012, and earlier this year U.S. government
lawyers communicated their decision that both the House
of Representatives and the Senate should approve a BIA.
At the same time, most types of U.S. beef products are
now allowed into Taiwan and are selling extremely well,
though AmCham is mindful that some sensitive agricultural
issues are yet to be resolved, including continued import
restrictions on some forms of beef as well as on pork
containing the feed additive ractopamine.

We are convinced, however, that the best way to gain
traction on those issues is within the context of trade
negotiations. In the face of strident opposition from both
farmers and consumer groups, the Ma administration had
to expend immense political capital to achieve the market
opening for the majority of American beef products. With
the president’s popular support still barely in double digits,
it can be expected that the administration will continue
to be reluctant to push through further action on beef
and pork at this time. Rather than requiring resolution of
these thorny outstanding issues as a precondition for even
entering into BIA negotiations, which could well stymie
the chances of gaining any concessions, it would be more
effective to seek their resolution as part of a BIA package
offering benefits to both sides. In any case, just as with the
suspension of the TIFA talks from 2007 to 2013, it is unfair
to block engagement on an initiative that would benefit the
U.S. business community as a whole for the sake of leverage
for a single sector. The companies that have committed the
approximately US$20 billion in U.S. investment in Taiwan
deserve the protection and backing that a BIA could bring.

From an even broader perspective, negotiation of a BIA
would support the U.S. “rebalancing” to Asia, recognizing
and encouraging the constructive role that Taiwan

plays within the region. While the United States may be



constrained in how it can interact with Taiwan on security
and political matters, much more latitude exists with regard
to economic issues, and it is in the interest of the United
States to ensure that the development of Taiwan’s economic
relationship with China is balanced by growth in Taiwan’s
economic ties with the United States as well.

Yet another consideration is that less than two years now
remain before a new government takes office in Taiwan. No
matter which party is then in control, it will take months
before all the high-level positions are filled, the new office-
holders become fully familiar with their jobs, and new
policies and programs are in place. The time to act on a BIA
is now, while all signs indicate that the Taiwan government

is eager — and ready — to move forward.

Suggestion 2. Support Taiwan’s eventual candidacy for TPP
participation.

Negotiation of a BIA would help pave the way for
Taiwan’s eventual acceptance for entry into the TPP by
demonstrating its determination and good faith as a
negotiating partner.

Assuming that the current negotiations among the 12
prospective TPP members reach a successful conclusion
without long delay, active consideration will begin as to
which countries and economies should be invited to take
part in TPP expansion. AmCham is convinced that Taiwan
has the credentials to be selected as a leading second-
round candidate. As outlined in the White Paper Overview,
in sector after sector the Ma administration is already
pursuing liberalization measures to bring Taiwan in line
with international best practices. In addition, Taiwan
has long been a major player in world commerce, with
particular strength in vital technology-oriented industries
such as semiconductors and computer products. It has also
played an active and constructive role in APEC. From a
purely U.S. perspective, the US$63.7 billion in two-way
trade last year ranked Taiwan as our 12th largest trading
partner. As a result of those factors, Taiwan has much to
contribute to TPP, and its exclusion would leave a major
hole in the agreement.

Further, Taiwan’s economic reliance on China has grown
in recent years to a level that is worrisome to many people in
Taiwan. It is in the interest of neither Taiwan nor the United
States to see that dependency increase any further. Taiwan’s
participation in TPP would help in diversifying its trade and
investment as a way to counterbalance the pull from across
the Taiwan Strait.

Of course, the United States is only one of the 12

prospective TPP members, but its influence is substantial.
We urge the U.S. government to support Taiwan’s
candidacy when the time comes, and to the extent possible
within the bounds of TPP-negotiation confidentiality, to
help keep Taiwan apprised of developments that might
impact that candidacy.

Suggestion 3. Utilize the TIFA process to full advantage.

TIFA can be a highly effective channel for ensuring close
communication between the U.S. and Taiwan authorities on
trade and investment issues, and the abandonment of that
mechanism for five and a half years was a costly mistake.
Thankfully, the TIFA Council has now resumed holding
regular annual meetings, and the 2013 Council session
set up two working groups dealing with investment issues
and technical barriers to trade (TBTs) respectively. Due to
personnel shifts and resource questions on the U.S. side,
however, those working groups were late in getting started
and have not fulfilled their potential.

Another issue is that within USTR, Taiwan issues must
constantly compete for attention against the large number of
pressing concerns in the U.S.-China economic relationship.
But AmCham was heartened to learn that USTR this year
should have sufficient travel budget to send officers to
Taiwan to engage in more meaningful discussions than
can be accomplished through DVCs. We hope the U.S.

government will use the TTIFA process to its fullest potential.

Suggestion 4. Consult the U.S. business community
overseas regarding plurilateral agreements under
negotiation.

AmCham Taipei appreciates the close coordination it
has been able to maintain with the American Institute in
Taiwan and the relevant agencies in Washington regarding
the TIFA agenda and other bilateral initiatives. But there
has been no opportunity for similar communication
concerning plurilateral agreements such as the Trade in
Services Agreement (TISA) and expanded Information
Technology Agreement (ITA) that are being negotiated
in Geneva under the umbrella of the World Trade
Organization (WTO). Taiwan is a party to both of those
negotiations, and both will potentially have a large impact
on the Taiwan economy and on many U.S.-invested
companies operating in Taiwan. Input from AmCham
member companies could provide valuable guidance for the
reference of U.S. negotiators. We urge the U.S. to avail itself
of the resources that the American Chambers in Taipei and

other locations have to offer. Z
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BY THE NUMBERS

GRAPH 1: ECONOMIC GROWTH RATE
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GRAPH 2: PRIVATE DOMESTIC INVESTMENT

Unit: NT$ billion
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GRAPH 3: FOREIGN DIRECT INVESTMENT

Unit: US$ billion

Source: Ministry of Economic Affairs (MOEA)

GRAPH 4: TOTAL FOREIGN TRADE
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GRAPH 5: KEY ECONOMIC INDICATORS

2006 2007 2008 2009 2010 2011 2012 2013
Gross Domestic Product US$393bn  US$403bn  US$400bn  US$376bn  US$428bn  US$465bn  US$A475 bn US $489 bn
Per Capita GDP US$16,491  US$17,154  US$17,399  US$16,359  US$18503  US$20,057  US$20,423 US$ 20,958
Gross National Savings 29.55% 30.36% 28.36% 27.62% 31.68% 29.97% 28.83% 29.12%
Unemployment 3.91% 3.91% 4.14% 5.85% 5.21% 4.39% 4.24% 4.18%
Inflation (CPI) 0.60% 1.80% 3.53% -0.87% 0.96% 1.42% 1.93% 0.80%
Foreign Exchange Reserves ~ US$266 bn ~ US$270bn  US$291bn  US$348bn  US$382bn  US$386bn  US$403 bn US$409 bn

Sources: DGBAS, Central Bank
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GRAPH 6: COMPONENTS OF GDP (estimate)
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GRAPH 9: APPROVED INVESTMENT IN CHINA

Unit: US$ billion
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GRAPH 7: 2013 EXPORTS BY REGION
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GRAPH 8: 2013 IMPORTS BY REGION
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GRAPH 10: CROSS-STRAIT TRADE ﬁ%
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2014 INDUSTRY COMMITTEES PRIORITY ISSUES

AGRO-CHEMICAL >>

The Agro-Chemical Committee wishes to express its
appreciation to the Bureau of Animal and Plant Health
Inspection and Quarantine (BAPHIQ) of the Council of
Agriculture (COA) for its aggressive implementation of
the Joint Investigation of Illegal Pesticides Project begun
on January 1, 2013. Through cooperation with CropLife
Taiwan, the Committee will continue to intensively monitor
the manufacture and sale of such unregistered and untested
products. So far, however, surveys conducted on our behalf
by two university professors and based on the examination
of farmers’ waste containers have not shown any marked
reduction in the level of illegal pesticides. Recognizing that
more time may be needed to see significant results, the
Committee will continue to commission surveys and share
the results with the COA. In addition, we wish to commend
both BAPHIQ and the Taiwan Agricultural Chemicals and
Toxic Substances Research Institute (TACTRI) for their
continuing efforts to improve the new registration system
and crop-grouping regulations. Due to the complexity of
the system, however, specific registration processes have
not yet been set up for new products and related activities.
As a result, companies have encountered great difficulty
in their attempts to introduce more innovative and more
environmentally friendly products. In the four years that
have passed since the new system was adopted, only one new
Active Ingredient (Al) has received approval. The Committee
finds this outcome extremely disappointing.

Considering the unsatisfactory progress, the Committee
would like to reiterate the importance of the issue and raise it
again in the 2014 White Paper.

Suggestion. Simplify the new pesticide registration
system and accelerate the approval process for the sake
of promoting environmentally friendly products and food
safety.

Although the Agro-Chemical Committee favors the
overall direction of adopting crop grouping, only one new
Al has been approved since the implementation of the new
registration system in 2009. That in itself is a clear indication
that a major problem exists in the system. 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 by industry received
adequate consideration. The system has severely obstructed
the introduction of new, technologically innovative, and
environmentally friendly products to Taiwan, significantly

slowed the phase-out of old products, and retarded Taiwan’s
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opportunity to take effective steps to help protect the
environment and safeguard food safety. The Committee
therefore makes the following specific recommendations:

1). Revise field-trial specifications and reporting
standards, and shorten the governmental review
time to enhance effectiveness. To expedite the
review process, we urge a change in the regulations
to allow trial data with clear minimum criteria,
collected by the manufacturer either domestically
or outside Taiwan, to replace the existing requests
for bio-efficacy and phytotoxicity field trials. Such
an approach would not only ease the authorities’
tremendous workload in reviewing trial protocols
and the progress of the field trials, but would also
relieve the authorities of any potential risk and
responsibility from appearing to endorse the product.
The manufacturers would assume full responsibility
for their products.

2). Reduce the number of required residue trials and
expand the number and capacity of institutions
qualified to handle them. Since Taiwan’s land area
is comparatively small, the significance of regional
trials as carried out by larger countries like Japan and
the United States is negligible. Instead of the three
residue trials currently required, just one trial would
be sufficient to set up the Maximum Residue Level
(MRL) standard for non-export crops. Further, only
the Toxic Substances Research Institute (TACTRI)
is currently qualified to conduct residue trials on
new Als. The duty of carrying out three trials from
different locations in Taiwan on top of its routine
business has created a huge workload for TACTRI
that far exceeds its capacity, causing serious delays.
Besides reducing the number of required residue trials
from three to one, the Committee therefore strongly
suggests providing TACTRI with the resources to
expand its capacity, while also certifying additional
institutes as qualified to handle the residue trials.
Accelerating the new-compound registration in this
way will help provide farmers with better and more
environmentally friendly choices of agro-chemical
products.

In sum, the Committee urges the relevant authorities to
review and revise the new registration system to simplify,
clarify, and accelerate the administrative review procedures.
The goal is to enable farmers nationwide to share the
innovative, technological, and environmentally friendly
products in use elsewhere in the world, maximizing the

benefits for both consumers and farmers.



ASSET MANAGEMENT >>

The Committee notes with appreciation some significant
changes and relaxation made by the Financial Supervisory
Commission (FSC) in the financial regulatory regime in the
past year. These include efforts to enable Taiwan to become
an offshore RMB investment center, relaxation of RMB
insurance products, and relaxation of rules regarding the
investment business of offshore banking units (OBUs) and
offshore securities units (OSUs). In particular, in March this
year the FSC permitted high-yield bonds to be invested in
up to a certain percentage by the bond funds and balanced
funds of Securities Investment Trust Enterprises (SITEs).
At the same time, the FSC permitted Securities Investment
Consulting Enterprises (SICEs) and SITEs to participate in
the OBU/OSU business, which shows the determination of
the FSC to engage in reform and regulatory relaxation. The
Committee hopes that the FSC continues to move in the
direction of financial regulatory relaxation and innovation,
so as to improve the overall development of the asset
management industry.

Finally, given that the United States’ Foreign Account
Tax Compliance Act (FATCA) will soon be implemented,
the Committee urges the FSC to assist Taiwan financial
institutions to complete the relevant registration,
identification of customers, and reporting and other
operational procedures with the U.S. tax authority as soon
as possible. We also ask the Taiwan authorities to provide
an explanation regarding the applicability of the Taiwan
Personal Data Protection Law to the fulfillment of the

relevant FATCA requirements.

Suggestion. Foster the development of RMB- denominated
financial products.

Since the cross-Strait Currency Liquidator Mechanism
was launched in February 2013, 46 Domestic Banking
Units (DBUs) and OBUs have introduced various types
of RMB business. According to Central Bank data, total
RMB deposits in Taiwan reached RMB214.5 billion as of
December 2013, an approximately 550% increase since
February of that year. The Central Bank data further
shows that the amount of RMB deposits in Taiwan’s DBUs,
mostly from retail investors, also rose significantly to reach
RMB165.8 billion by December last year. Some financial
institutions even estimate that total RMB deposits will
amount to RMB250-300 billion in two to three years.

As long as Taiwan investors are increasing their RMB
holdings, the investment demand will drive the development
of RMB-denominated financial products, just as USD
and AUD financial products began to proliferate after
Taiwan investors began holding substantial amounts
of U.S. Dollars and Australian dollars. Those financial
products could provide higher returns and better meet the

demands of investors with different risk preferences. So

far, RMB-denominated funds, insurance policies, Formosa
Bonds, and many other RMB-derivative products have been
introduced in Taiwan. Although the size of the market is
not yet very large, the pace of development in Taiwan of
these various products has still been quite fast in comparison
with the experience in Hong Kong, which took several years
to reach the same stage. This rapid growth gives Taiwan a
competitive advantage toward becoming an offshore RMB
center.

In order to take advantage of this business opportunity
and to enable Taiwan to become the second RMB offshore
center, Taiwan should provide more RMB financial products
while a condition of excess liquidity continues to exist.
Offering a greater diversity of investment choices will also
support the FSC’s goal of developing the asset management
platform in Taiwan.

Although the FSC has allowed SITEs to launch
RMB-denominated SITE funds, RMB-denominated
securities should constitute the majority of the portfolio of
RMB-denominated funds. In addition, issuing RMB share
classes is not allowed when the majority of a SITE fund’s
portfolio consists of non-RMB-denominated securities.
Therefore, the Committee urges the FSC (1) to allow master
agents to register RMB-denominated funds or share classes
in Taiwan, and (2) allow SITEs to launch RMB-denominated
SITE funds or RMB share classes for existing SITE
funds that do not invest most of their funds’ assets in

RMB-denominated securities.

BANKING >>

The Committee wishes to commend the Financial
Supervisory Commission (FSC) for promoting the Taiwan
financial services industry through timely regulatory
review and appropriate deregulation. Since publication of
AmCham’s 2013 Taiwan White Paper, major progress has
been made on the relaxation of restrictions on Offshore
Banking Unit (OBU) businesses and development of the
Formosa bond market. In addition, establishment of an
agency model has made it possible for banks to provide fixed-
income products to onshore institutional investors.

The Committee also commends the FSC’s efforts to
promote cross-Strait financial activity, bringing many
business opportunities to the Taiwan financial-services
industry. As of the end of April 2014, the volume of
RMB deposits collected by banks in Taiwan has reached
RMB287.5 billion. The establishment of an RMB flow-back
mechanism will enable Taiwan to be well-positioned as an
offshore RMB center.

The FSC has adopted a series of measures to help develop
Taiwan as an important financial market in the Asia-Pacific
region. To attract more business for the Taiwan market,

the Committee recommends that the regulators permit a

JUNE 2014 - TAIWAN WHITE PAPER

i
i
{II
(il
i
(@]
o~

wp 21



e
L
o
£
L
E
I
2
Z
>
<
*
(@)
N

INDUSTRY COMMITTEES PRIORITY ISSUES

wider range of products to be accessed by various types of
customers, so as to attract more business opportunities and
enable more professional talent to be retained in Taiwan.
To support Taiwan enterprises’ demand for funding and
to enhance Taiwan’s international competitiveness, the
Committee continues to urge liberalization of the single-
lending limit that currently restricts banks’ ability to provide
timely engagement in event-driven lending projects.

We note that the FSC is aiming to promote the
development of Taiwan banks into genuinely international
financial institutions. The first step in that effort should be to
embrace operational and regulatory standards that have been
adopted internationally, and to avoid the excessive use of
Taiwan-only standards.

The Committee has focused our attention on four main

issues that we hope could be resolved during the coming year.

Suggestion 1. Further relax regulations on financial
services to boost Taiwan’s competitiveness.

In line with its aim to promote Taiwan as an international
financial center, the Taiwan government has announced a
relaxation of regulations governing financial derivatives,
foreign exchanges, and trust businesses conducted by OBUs.
This development is a significant step, enabling Taiwanese
banks to compete more effectively with counterparts based
in more advanced financial centers such as Singapore and
Hong Kong.

To help bring Taiwan even closer to achieving
international financial-center status, the Committee urges the
authorities to consider allowing the OBUs to provide family
and business trust services. In Hong Kong and Singapore,
family and business trusts are major wealth-planning tools
for family security, estate-tax planning, establishing a legacy,
key-person and business planning, succession planning, and
estate equalization.

A family and business trust is a simplified trust
arrangement designed for core and affluent clients looking
for cost-efficient financial planning solutions. The family and
business trust helps the client:

e Consolidate multinational assets and provide for the

financial security of future generations.

e Set fixed or flexible parameters for wealth to be
transferred to loved ones or charities.

e Protect wealth from illegitimate claims.

e Avoid lengthy and expensive probate proceedings.

e Protect and provide for beneficiaries who may by
themselves be unable to execute 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.

Adding these financial services to the OBU product shelf

would bring Taiwan’s competitive position closer to parity
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with Hong Kong and Singapore.

Suggestion 2. Support Taiwan enterprises’ need for
strategic funding for project finance.

Project financing is usually provided in support of
the financial demands of a merger and acquisition or
strategic large-scale corporate financing project. Since
project financing usually involves cross-border activity and
complicated underlying transactions, foreign banks with
international expertise and global networks have been active
lenders in this market.

Normally project financing is of a highly confidential
nature, which means that the arranger may not be able to
syndicate out or sell down the financing amount to other
banks at the initial stage. As a result, the borrower usually
depends on a single bank to solely provide bridge financing
or prefunding before the project is publicly announced.
However, the amount of financing required for such projects
is often substantial, exceeding the single-lending limit of an
individual bank (even for most local banks).

Under the current rule, foreign bank branches face a
stringent lending restriction on NT dollar loans (including a
NT$7 billion cap for single lending limit). This lending limit
precludes foreign bank branches from supporting certain
strategic large-scale projects and often makes it difficult for
Taiwan enterprises to obtain sufficient domestic financing
in a timely manner. If the Taiwan enterprises are unable to
obtain funding locally, they have no choice but to seek it
overseas, which inevitably increases their operating costs and
lowers their international competitiveness.

Given the increased demand from Taiwan enterprises for
financing to support their strategic projects and international
growth, we recommend that the Taiwan authorities revisit the
current lending limit (in particular the lending restrictions for
foreign bank branches) and consider providing an exception
for project financing. In that way, foreign banks could
continue to support Taiwan enterprises’ strategic funding

requirements and international competitiveness.

Suggestion 3. Further broaden opportunities for offshore
product development and distribution.

The Taiwan government has recently taken steps to
help Taiwan financial institutions better compete at the
international level in offering offshore products. For
example, banks are now allowed to conduct offshore
bond business by using the agency model. To maintain
this positive momentum, the Committee recommends that
the government further relax the rules relating to offshore
products, incorporating a uniform regulatory framework for

the development and distribution of offshore products.

Recommendations:
3.1 In the short-term, broaden the scope for offshore bond




business. As noted above, the FSC recently announced
that banks are now allowed to conduct offshore bond
business via the agency model, which is positive news
for the industry. However, the product scope is limited
to cash bonds. In order to allow a wider and more
flexible product platform, the Committee recommends
that the authorities expand the product scope to include
securitized and structured products.

3.2 In the short- to medium-term, liberalize the rules on the
issuance of Offshore Structured Products (OSPs). The
issuance of OSPs in Taiwan is still more strictly regulated
than in neighboring countries and other international
markets. For example, issuers in Taiwan offering 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, European Union, United Kingdom,
Singapore, and Japan have no credit-rating requirements.
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 III standards or
equivalent.

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 investment in OSPs
through unit-linked insurance policies. This initiative
would cover four risk factors, including credit rating,
median price of five-year credit default swaps, quarterly

earnings, and capital adequacy ratios.

Suggestion 4. Provide banks with greater operational
flexibility in line with international best practices.

Taiwan financial institutions compete with the world
in delivering products and services to their customers. It
is important that Taiwan’s financial industry adopt best
practices as a developed market in financial services to ensure
that it stays competitive against other developing markets.
In order to upgrade Taiwan’s market status, the Committee
urges the regulatory authorities to revisit current regulations
to ensure that banks have the flexibility to operate in line
with international best practices without prejudice to the
efficiency and integrity of their businesses.

One area in which current procedures are more onerous
than necessary and inconsistent with international best
practices is the requirement in the “Guidelines for Security
Measures of Financial Institutions for Electronic Banking
Services” that banks only use digital certificates issued

by a limited number of qualified local vendors for high-

value payments in the bank’s electronic banking system.
This requirement also deviates from international best
practices by restricting banks from using other techniques,
such as dynamic password tokens, for electronic banking.
Considering the global trend for increased e-banking, such a
restrictive requirement will make it more difficult for banks
in Taiwan to develop a robust electronic banking platform. It
will also cause operational difficulties for global companies
in managing Taiwan bank accounts.

Another example is the requirement, pursuant to the
“Guidelines Governing Financial Institutions Handling
Deposit and Withdrawal for Clients,

2

that banks obtain
copies of debit instructions post-transaction by fax. Banks
often receive feedback from corporate clients with whom
they have had long-term relationships that this requirement
is redundant and an extra burden that they are reluctant to
comply with. The Committee understands that maintenance
of an audit trail and prevention of fraud are key rationales
for such a requirement. These objectives can be met, however,
through the adoption of other forms of authentication
control, such as call-back verifications combined with written
agreements from the client regarding fax transactions or
other internal control mechanisms as considered appropriate
by the banks.

The Committee recognizes that the goal of banking
regulations is to ensure a safe and sound business model
and banking platform. Nevertheless, in order to bring the
operation of the Taiwan banking industry to international
standards as befits a fully developed country, the Committee
recommends that the regulatory authorities review the
regulations governing banking operations and platforms.
This will allow banks to embrace technological innovation
and develop their own operational models using alternative

internal controls in the provision of services.

CAPITAL MARKETS >>

The Committee recognizes the regulators’ continuing
efforts to enhance Taiwan’s capital markets. We note
with appreciation their various efforts to respond to the
Committee’s suggestions, such as the liberalization of
regulations on cross-registration of personnel within the
same group, and the clarification of questions regarding
the Personal Information Protection Act. The Committee
applauds these achievements and thanks the Financial
Supervisory Commission (FSC) for listening to the
Committee’s concerns on an on-going basis.

Because global capital markets are highly intertwined,
Taiwan’s capital markets need to adopt practices that
are in line with international standards — particularly at
a time when Taiwan is looking to join the Trans-Pacific

Partnership (TPP). In this regard, we would like to raise
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some issues that continue to be roadblocks to Taiwan’s
continued progress, and to present suggestions on how to
create a vibrant financial market for the benefit of both
local and international participants, create additional job
opportunities, and increase the financial industry’s share of
GDP. As always, the Committee stands ready to assist the
Taiwan government in its endeavors to ensure an efficient

and competitive capital market.

Suggestion 1. Allow wider participation in Taiwan’s capital
market to foster market growth and international visibility.
1.1 Review the restriction on FINI investment in Taiwan
government bonds so as to attract foreign capital and
expand Taiwan’s fixed-income market. The Committee
appreciates the efforts of the Taiwan authorities to
stabilize capital inflow and New Taiwan Dollar exchange
rates. However, the 30% cap on investments in Taiwan
government bonds by Foreign Institutional Investors

(FINIs) undermines the efficiency and attractiveness of

the Taiwan-government bond market. Fixed-income

foreign investors, including real-money fund managers and

Exchange-Traded Fund (ETF) providers, view this rule as

a major barrier to entry to the market, and consequently

often request the removal of Taiwan government bonds

from global/regional indices that are widely used by
foreign institutions. These index funds are all genuine
bond-fund investors, not foreign-exchange speculators.

The 30% cap has made the market less efficient, less

attractive, and less competitive. Currently foreign investors

account for only1-2% of total Taiwan-government bonds
outstanding.

As a vital part of the Taiwan financial industry for
many years, members of this Committee look forward to
liberalization of this restriction in the interest of building a
prosperous fixed-income market and attracting more foreign
investors to the Taiwan market. The government could
consider setting up a special category of government bonds
that are longer term and/or designed with a lock-in period,
and exempt those bonds from the 30% cap on international
investment. With Taiwan’s bond market’s strong credit
ratings, such deregulation potentially would enable Taiwan to
develop into a leading capital market in Asia.

1.2 Allow unsponsored and Level-1 ADRs representing the
stock of Taiwan- listed companies. FINI-qualified foreign
investors currently play an important role in the Taiwan
stock market, on average contributing more than a 20%
share of the daily trading volume. However, there are
additional foreign investors who would like to access the
Taiwan market but are currently restricted from doing so
as a result of not having FINI status.

For these non-FINI-qualified foreign investors, Depository
Receipts (DRs) are the only avenue available to them to access

the Taiwan stock market. Of the 1,502 companies currently
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listed in Taiwan, however, only 68 currently have a sponsored

DR program. We therefore recommend that non-FINI-

qualified foreign investors be allowed to use unsponsored and

Level-1 American Depository Receipts (ADRs) to access listed

Taiwan companies without sponsored DR programs.
Unsponsored and Level-1 ADRs can help Taiwan-

listed companies reach an additional investor base, which

would be beneficial in terms of diversification, stability of
the shareholder structure, and even stock-price valuation.

Based on the experience of other countries, outstanding

unsponsored or Level-1 ADRs represent only a small

percentage of the total outstanding shares, and so should not
undercut the interest of existing shareholders. In fact it should
benefit them due to the additional liquidity being brought in.

There is no record of unsponsored or Level-1 ADRs being

involved in insider trading or other criminal activity, and

exchange-rate speculation should not be a concern as an
investor is allowed to exchange foreign currency for Taiwan

Dollars only after completion of the underlying share-

purchase transaction.

For the above reasons and considering the successful
experience of other Asian areas including Japan, Singapore,
and Hong Kong, we recommend amendment of the rules on
overseas securities offerings and local securities transaction to
allow the use of unsponsored and Level-1 ADRs.

1.3 Promote institutional investors’ engagement in futures
trading. To further promote institutional investors’
participation in listed derivatives on the Taiwan Futures
Exchange (TAIFEX), the Committee recommends
removing the mandatory pre-margin requirement and
instead instituting a “give-up” trade mechanism. Only
a few exchanges in the world still require pre-margin
deposits. Among Asian exchanges, Singapore and Hong
Kong do not require collection of margin prior to
trading. In Korea, the exchange has exempted qualified
institutional clients from pre-margin deposits. Removing
the mandatory pre-margin requirement for professional
institutional investors — such as banks, brokerage
dealers, and other licensed financial institutions that
have mature and sophisticated risk-control mechanisms
— will create no additional risk while improving trading
efficiency and bringing Taiwan into greater alignment
with global practice. In addition, adopting the “give-
up” trade mechanism would provide professional
institutional investors with more flexibility and options
in trading futures across different futures commission
merchants (FCMs). Institutional investors usually give
their listed derivatives orders to many brokers for reasons
of order confidentiality, but prefer to centralize their
settlements with one clearinghouse to minimize the
funding requirement as well as to reduce counterparty
risk. Providing this option would encourage institutional

investors to place more orders in Taiwan. Post-margin



payment and a give-up mechanism must work in tandem.

Suggestion 2. Relax the establishment qualification for
OSUs.

On February 18 this year, the FSC announced a new set of
rules governing the establishment of Offshore Securities Units
(OSUs), allowing foreign investors access to offshore products
through OSUs in Taiwan. However, the high net-worth
requirement for OSU applicants (NT$4 billion or $10 billion,
depending on the business scope) creates a hurdle for foreign
securities firms. Due to the small size of foreign securities
firms in Taiwan, none would reach the net-worth requirement
of NT$4 billion. For Offshore Banking Units (OBUs), by
comparison, the absence of a net-worth requirement has
created a booming OBU market. According to a March 31,
2014 report issued by the Central Bank of the Republic of
China (Taiwan), of the 63 OBUs in Taiwan, 25 are operated
by foreign banks and accounted for 14.2 % of the total OBU
assets of US$173 billion. We recommend either lowering
the net-worth requirement or allowing foreign securities
branches to use their parent companies’ net worth to meet the
qualification. In either case, we believe the change would lead
to an increase in business volume for OSUs similar to what
occurred for OBUs.

In addition, further relaxation of OSU establishment
criteria would create job opportunities. The diversified
product platforms that OSUs will acquire with the
participation of foreign securities firms will help Taiwan’s
financial industry to both recruit and retain valuable talent,
creating a win-win situation for all Taiwan market players.
This change would create a fair and open financial-services

environment and contribute to boosting Taiwan’s economy.

Suggestion 3. Continue to enhance the Securities
Borrowing and Lending (SBL) market.

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

3.1 Expand the scope of eligible cash collateral to include,
in addition to US Dollars, other major currencies to offer
more flexibility to borrowers.

3.2 Remove onward lending restrictions so that lenders can

lend to counterparties with whom they have established

credits. In turn those counterparties can lend to a wider

group of borrowers, and create a larger source of stocks
with which borrowers can cover trading, hedging,
settlement, or recall needs.

3.3 Lower the collateral ratio requirement for the SBL
business to 105%. The existing collateral ratio of 140% is
higher than that of other Asian markets. Korea, Singapore,
and Japan, for example, impose a ratio of only 105%.
As a result, Taiwan has been put in a less competitive
position. The Committee suggests reducing the collateral
ratio to 105% to attract more institutional investors to the
market.

3.4 Relax the current daily cap on short-selling of borrowed
securities. The Committee appreciates that some of the
short-selling rules imposed in September 2008 after the
global financial crisis have already been relaxed. But
maintenance of the rule limiting the daily short selling of
borrowed stocks to a maximum of 20% of the average
trading volume per stock in the previous 30 trading days
has created trading inefficiencies and investment risk, as
investors are unable to fully hedge their downside risk.
While regulators around the world normally impose

short-selling restrictions during a crisis, these are generally

temporary measures to prevent systemic problems, tend to be
limited in scope, and are lifted when market conditions return
to normal. In response to the 2008 financial crisis, the United

States and Canada imposed bans for only 19 days on covering

the short-sell of financial stocks. Most European countries

and Japan imposed bans on naked short-sells only, and Korea
lifted its ban on covering the short-sell of non-financial stocks

in 2009 and on financial stocks in 2013.

Short selling is a common trading technique in the
international market. Given the longer time span involved, it
is considered to have a neutral impact on the securities market
as the borrowers of stocks buy back from the market to
cover the short positions. Financial regulators generally view
that covered short-selling helps improve the price discovery
mechanism and adds liquidity to the market.

In line with the Taiwan government’s goal of accelerating
the internationalization of the securities market, the
Committee proposes removing the daily limit on the short-
selling of borrowed stocks. Alternatively, the FSC could
consider returning to the policy in place prior to the 2008
financial crisis, when the daily short-selling of borrowed
stocks was limited to no more than 3% of the listed shares
per stock. The risk of market fluctuation would still be
mitigated by the maximum aggregated limits per stock, while

market liquidity and volume would be increased.

Suggestion 4. Enhance market efficiency and reduce the
cost of investment and operations.
4.1 Allow net settlement between brokers and custodians.
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Securities settlement systems are a major component
of the financial sector infrastructure to ensure that
the critical needs for safety, soundness, certainty, and
efficiency are achieved at a level of cost acceptable to
all market participants. For international investors’
trade settlements, payments between custodian banks
and securities firms are currently conducted by gross
settlement unless the custodian bank is a contractual
settlement bank of the securities firm. The gross settlement
process is based on each FINI account level, which is time-
consuming and may create risks due to tight settlement
cut-offs. To improve process efficiency and achieve cost
savings on fund remittances, the Committee proposes
that trade settlement be permitted on a net basis. From

a settlement risk-control perspective, although securities

firms are settling with custodian banks on a net basis,

records can be kept at a client-account level to clearly
identify each client’s settlement details, eliminating any
potential concerns.

4.2 Reduce the regulatory reporting requirements. Currently,
for each FINI account the local agents/custodians must
submit monthly reports to the regulators, including
balance sheet, income statement, securities inventory, and
fund remittance reports. The submission of local balance
sheets and income statements is not required by regulators
in other countries. In fact, the FINIs themselves do not
maintain such records, as foreign institutional investors
diversify and hedge risks across markets and financial
products. The balance sheets and the income statements
for the assets held under the local custodian banks in
Taiwan do not reflect their overall global or even Taiwan
portfolio performance, which includes not only securities
under the local custodians but also other hedging/
investment activities in onshore and offshore exchange-
traded derivatives, DRs, Euro Convertible Bonds, ETFs,
fixed-income products, or other securities products with
underlying Taiwan assets.

The recording of daily accounting entries, month-end
accruals, adjustments, reconciliations, etc. for the generation
of monthly balance sheets and income statements is unique
to Taiwan and requires additional systems and manual effort.
This requirement gives rise to inefficiency and additional
costs to the custodians as well as to the foreign investors,
with little value to the foreign investors or local regulators,
who get only a partial and potentially skewed view of the
FINTs actual balance sheet and income information.

The Committee suggests that the regulators continue to
require the monthly securities inventory and fund remittance
reports to supervise the activities of each FINI, but drop
the requirement for the monthly balance sheet and income
statement for each FINI account. The result would be to
enhance market efficiency and reduce the cost of operations

and investment in Taiwan.
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4.3 Enhbance the predictability and transparency of
interpretations and their application with regard to
securities regulations. The Committee applauds the
great progress made by the FSC in addressing various
issues raised by the Chamber with respect to foreign
private-equity investments in Taiwan. In anticipation of
new large-scale foreign investments in listed companies,
the Committee believes that the FSC should clarify its
interpretation of the current Regulations Governing
Tender Offers for Purchase of the Securities of a Public
Company. According to the Regulations, any person,
individually or jointly with other persons, who intends
to acquire, within a 50-day period, 20% or more of
the total issued and outstanding shares of a public
company must do so through a tender offer. The rules,
however, fail to provide clear guidance as to whether an
“acquisition” shall be deemed to have occurred upon the
signing of a share purchase agreement or only upon the
actual closing of the purchase. In particular, it is unclear
whether or not a series of closings, each of which is more
than 50 days after the previous closing, would trigger
the mandatory tender offer requirement if the amount
to be acquired over the course of the entire series of
closings is more than 20% of the outstanding shares of
the company. A predictable and transparent interpretation
and enforcement policy for these Regulations and other
rules is extremely important to Taiwan’s efforts to create
a favorable and desirable investment climate for foreign
investors.

4.4 Simplify the process for FINIs to open accounts with
brokers. Institutional investors generally maintain a
large number of brokerage accounts for diversification
purposes. The current account-opening process involves
affixing the FINI’s chop onto a multiple-page master
agreement with each broker, requiring inordinate time
and effort by industry to maintain and control tens of
thousands of hard-copy agreements and physical chops, as
well as verifying the validity of the chops against lengthy
lists of similar fund names. As the TWSE registration
details already clearly indicate a FINT’s local agent and
custodian in Taiwan, the Committee suggests that the
current process be simplified by requiring only that the
local agents’ authorized and designated account-opening
chops be affixed on a one-page agreement that refers to
the terms and conditions of the standard master brokerage
agreement.

4.5 Develop electronic tax statements on FINIs’ income.
Currently tax statements on FINIs’ income are still paper-
based, requiring excessive time and effort by the local
tax guarantors and agents/custodians for reconciliation,
maintenance, and audit, as well as delay in the ability of
FINIs to repatriate earnings. The Committee urges the

government to develop electronic tax statements on FINIs’



income, and allow the appointed tax guarantors to obtain
direct access to the FINIs’ e-tax statements. These steps
would simplify and shorten the processing and auditing
time by the local tax guarantors and agents, facilitate
FINIs’ repatriation needs, reduce the workload for issuers
and company registrars in handling tax statements, and
help protect the environment by decreasing paper usage.
4.6 Remove the fund-injection timelines for Chinese QDII
investment quotas. Chinese QDIIs (Qualified Domestic
Institutional Investors) who have obtained quota for
investment in Taiwan’s securities market currently must
complete the fund injection for all approved quota within
a month of quota approval. Investment funds being
repatriated must be remitted back within six months,
at which time the remaining quota will lapse. As funds
injected into Taiwan are made for securities investments
that depend on market conditions which change from time
to time, and as investors are not encouraged to maintain
funds in cash on a long-term basis, the above timelines
present an inconvenience for the investors, as well as an
unnecessary monitoring and processing burden for TWSE,
the QDIIs, and local agents/custodians. The Committee
suggests the removal of such timelines, treating these

investments the same as for other FINIs.

Suggestion 5. Allow brokers to conduct third-party
clearing.

A worldwide drop in trading volumes, revenues,
and margins has forced broker-dealers to improve their
efficiencies if they want to grow. Building an in-house post-
trade operation requires significant investment in technology
and infrastructure in each market in which a company
operates. These fixed costs are becoming a competitive
drag on brokers and are harder to rationalize in a period
of volatile costs. The global market trend is for brokers to
manage the ever-increasing technology and operational costs
via outsourcing.

Radical market changes have paved the way for
outsourcing services to represent a real and viable
opportunity for broker-dealers in Asia. Brokers who
outsource are more flexible and better placed to take
advantage of opportunities in Asia’s turbulent markets, while
saving costs when volumes are thin.

Asian exchanges are fully aware that they need to attract
new liquidity and promote competition. In order to achieve
those gains, they need changes in regulations to enable them
to provide more flexibility to their member firms, specifically
with regard to post-trade options. In response, a number
of major Asian markets have introduced new clearing and
settlement options, especially Third Party Clearing (TPC).
Some Asian emerging-market clearinghouses/depositories
have also started working on these concepts.

TPC allows brokers to give up their clearinghouse/

depository memberships while allowing their exchange trades
to be novated, cleared, and settled by their TPC clearers. TPC
outsourcing benefits the securities market as follows:

e More efficient use of capital and market participation.
Broker-dealers are able to free up some capital, replace
their fixed cost with variable costs, and pay for the
transactions as they grow. They can focus on their
areas of expertise in research, dealing, brokerage, and
execution, which will in turn attract more investors to
the market.

e Higher netting efficiency in the market, as many
brokers’ trades are cleared under a few TPC clearers.

e Lower settlement risks in the clearing system.
Institutions that provide TPC have higher paid-up
share capital, resulting in overall risk improvements in
clearing and settlement.

Exchanges and capital markets around the world compete
for growth in volume and investment funds. The Committee
suggests that the regulators provide flexibility in post-trade
clearing and settlement, including allowing TPC, to enable
Taiwan to maintain competitiveness in its infrastructure
against other markets, and to support the growth of broker-
dealers, which will enhance market growth, improve risk

management, and benefit investors as a whole.

CHEMICAL MANUFACTURERS >>

Revised versions of both the Occupational Safety and
Health Act (OSHA) and the Toxic Chemical Substance
Control Act (TCSCA) were enacted and promulgated
in 2013, but their detailed enforcement regulations are
still under preparation and are expected to be finalized
later this year. Although the two laws come under two
different authorities — the Ministry of Labor (MOL)
and the Environmental Protection Administration (EPA)
respectively — they contain similar requirements for chemical
registration. Through a dedicated Working Group set up
under the Chemical Manufacturers Committee, which has
solicited input from our member companies, we have been
paying close attention to the development and proposed
implementation of the enforcement rules and chemical-
registration work processes for these two pieces of legislation.
Our goal is to help make the enforcement rules reasonable
and workable for industry to comply with. Below we provide
our recommendations for the reference of the MOL and EPA
on how the regulations could be made as effective as possible
for the benefit of the public, the government regulatory

bodies, and industry.

Suggestion 1. Take industry’s input into consideration
when devising the enforcement regulations for the recent
chemical-registration legislation.
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INDUSTRY COMMITTEES PRIORITY ISSUES

1).Provide adequate time and opportunity for
communication. Before the holding of formal large-
scale public hearings, which often are not conducive to
meaningful two-way communication, we suggest that
MOL and EPA convene pre-meetings with representatives
from the domestically and foreign-invested chemical
industries in Taiwan. These sessions would give the
chemical industry the opportunity to provide thorough
feedback on detailed implementation requirements,
and with those nuts and bolts issues already discussed,
the subsequent public hearings can be conducted more
effectively and efficiently. Compared to the planning
process for implementing the similar REACH (Act on
the Registration and Evaluation of Chemicals) program
in Korea, which took more than a year, the planning
process in Taiwan has been much shorter. We hope that
the authorities will provide sufficient time, as well as
fuller information about the content and implementation
schedule of the new requirements, to enable industry to
prepare well for the formal roll-out.

2). Ensure that Confidential Business Information (CBI)
receives adequate protection. One of industry’s chief
concerns is the risk that in the course of registration
of chemical products, manufacturers’ proprietary
information may not be duly safeguarded. The Committee
urges the government to provide clear and specific
guidelines on how chemical companies can apply for
effective CBI-protection approval — balancing the needs
for trade-secret and intellectual-property protection with
the public’s right to know, and doing so in a way that is
aligned with globally accepted procedures. It is especially
important that substances under trade-secret protection
in other countries receive the same protection in Taiwan
(a secret is not a secret unless it is covered in all markets).
In addition, we hope the authorities will adopt a more
streamlined CBI application process, referencing what is
done in such other economies as the United States and
Canada.

3). Hold another round of supplemental nominations before
the end of 2014. The deadline for currently registered
chemical substances was January 1, 2012, but many new
items have been launched in this market since that time.
We suggest that the authorities provide an opportunity
for those items to be registered before the new substance
registration system takes effect, presumably on January
1, 20135, so as to give industry a headstart and avoid a
later logjam. Offering that new round of nominations
would enable all substances manufactured, imported,
handled, used, or sold in Taiwan for the first time between
January 1, 2012 and January 1, 2015 to be established
as existing substances when the new system begins. If
the implementation of supplemental nominations is not

possible, we suggest that substances being registered
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under the new chemical substance registration process be
automatically added to the existing national inventory list.

4). Develop a clear and detailed definition of “polymers of
low concern” (PLC). We recommend that the government
align its policy for excluding less hazardous substances
from the registration system with the PLC criteria of
the United States, Canada, and Australia, which uses
molecular weight as the basis. We further suggest that
for PLC usage below 1 ton/year, the verification can
be done by industry. In addition, we notice that no
definition has been announced for the “active functional
groups” mentioned in previous TCSCA-related seminars
as expected to still require registration. The Committee
requests that an exact definition of “active functional
group” be communicated with industry as soon as
possible to add clarity to its preparations.

S). Provide a sufficient grace period for data submission.
To facilitate industry’s ability to comply with the new
chemical registration requirements, the government
should allow a grace period to be used for critical data
preparation, especially toxicological and eco-toxicological
reports that depend on long-term accumulated data. If
final test results are not yet available, industry could
be asked to submit toxicity test plans or alternative test
reports as the basis for the government to approve the
registration application. Recommended alternative tests
include in-vitro methods, computational measurements,
and read-across and chemical categories (allowing

interpolation and extrapolation).

CUSTOMS &
INTERNATIONAL TRADE >>

The Committee appreciates the regulators’ continuous
efforts to improve Taiwan’s environment for international
trade and to enhance the efficiency and effectiveness of
Taiwan Customs. In this our first year to appear in the
White Paper, we choose to focus on four issues that have
drawn the most attention from our members. Some of these
topics have been addressed in previous editions of the White
Paper; others are related to more recent developments in the
regulatory regime and policies governing international trade.
The Committee believes that these issues reflect its members’

expectations for increased trade liberalization in Taiwan.

Suggestion 1. Exempt drop shipments in bonded industrial
zones from income tax.

As a common business practice, foreign manufacturers
frequently arrange for goods to be shipped to their
customers inside and outside of Taiwan directly from their
subcontractors or from distribution hubs located in Taiwan’s

bonded industrial zones. Taiwan has set up such zones



(both at Taoyuan International Airport and at the free trade
zones at the major ports) specifically to encourage this type
of business as part of the government’s vision to develop
Taiwan as a regional logistics center. A similar concept has
also been adopted in the initiative to establish Free Economic
Pilot Zones.

According to current legislation, goods procured from
Taiwan and distributed from the free trade zones shall
be exempt from Taiwan income tax. Taking an extreme
interpretation of the relevant tax regulations, however,
the tax authority has insisted that any value added by
subcontractors prior to shipment into the free trade zones
shall be subject to Taiwan income tax. We are concerned
that such a narrow view of tax exemption could hinder the
development of Taiwan as a regional logistics center.

Taking the semiconductor industry as an example,
many foreign fabless semiconductor companies outsource
their entire integrated-circuit (IC) production in Taiwan —
including fabrication by a foundry, wafer sorting and cutting,
packaging, and final testing — before the finished chips are
brought into the distribution hub inside the free trade zones.
The ICs are then delivered from there to customers both
inside and outside of Taiwan. If the tax authority were to rule
that the value added by various subcontractors is not taxable,
it would encourage high-tech companies to make greater use
of Taiwan as a regional logistics hub, engaging downstream
service providers to deliver their services. The result would be

a boost for the domestic economy.

Suggestion 2. Reduce or waive penalties for exporters
who voluntarily disclose violations of export-control
regulations.

Under Taiwan’s Foreign Trade Act, the export of
strategic high-tech commodities to a non-restricted area
without prior approval is punishable by fines of up to
NT$300,000, suspension of export and import licenses for
up to one year, or even revocation of the company’s exporter/
importer registration. If strategic high-tech commodities are
exported to a restricted area without approval, the exporter
will be subject to criminal liabilities of up to five years’
imprisonment, detention, and/or a fine up to US$1.5 million,
in addition to suspension of export and import licenses. The
current laws and regulations do not allow for exceptions
that would enable someone who has violated the applicable
export-control regulation to voluntarily disclose the violation
in exchange for a reduction or waiver of the criminal and
administrative penalties.

The Committee understands that the aim of these penalties
is to deter any future violation of the export controls. But the
absence of incentives for voluntary disclosure discourages
exporters from coming forward with relevant information,
adversely affecting the ability of the responsible government

agency to enforce the export-control regulations effectively.

Since effective export control for high-tech commodities
inevitably relies to a great extent on information provided
by the exporters themselves, giving incentives to exporters to
comply with the export-control regime and make available
relevant information should be as important as deterring
violations — especially for exporters who inadvertently failed
to obtain prior export-control approval without the intent
to circumvent the export-control laws and regulations. For
exporters, a voluntary disclosure program could also save
time and expense in dealing with the matter before it reaches
the stage of the competent authority starting an investigation.
A similar philosophy is used in Taiwan’s tax system, as
reflected in Article 48-1 of the Tax Collection Act. And many
countries — including the United States, United Kingdom,
Japan, Australia, and Singapore, to name just a few — have
adopted voluntary self-disclosure programs for export-control
violations. We therefore urge the amendment of Chapter
4 of the Foreign Trade Act to incorporate a voluntary self-

disclosure mechanism that waives or reduces penalties.

Suggestion 3. Harmonize Customs practices with those of
major trading partners while achieving internal domestic
consistency.

The committee is concerned about inconsistencies in
Taiwan’s Customs practices on tariff classifications both
with foreign trading partners and internally among different
Customs offices. We are aware of several instances in which
imported goods containing novel functions or technologies
were classified under completely different tariff codes from
those used by the Customs authorities of Taiwan’s major
trading partners. We have also noticed cases in which
identical goods are classified quite differently by various
Customs offices within Taiwan. Such incorrect or inconsistent
tariff classifications not only deviate from the international
best practices for customs classification utilized by Taiwan’s
major trading partners, but may also be in conflict with the
harmonized system of customs classifications of the World
Customs Organization.

Consequently, we suggest that Taiwan’s Customs
authorities refer to the classification methodologies adopted
by the World Customs Organization, including the various
directives and interpretation rules it publishes periodically,
as well as reference the classifications made by the Customs
authorities of the major trading partners. In addition, we
expect that Taiwan Customs should be able to harmonize the
classification rulings among its various offices in real time.
Proper communication internally will prevent inconsistent
interpretations, significantly reducing the time and expense

incurred by importers.

Suggestion 4. Adopt stronger enforcement programs to
crack down on smuggling.

As an island state and given its geographic location,

JUNE 2014 - TAIWAN WHITE PAPER

==
=

i
i

=

2014 &

wP 29



e
L
o
£
L
E
I
2
Z
>
<
*
(@)
N

INDUSTRY COMMITTEES PRIORITY ISSUES

Taiwan is vulnerable to use by smugglers as a hub for
the illicit transport of goods to and from Southeast Asia
and other regions. Effective enforcement by Customs and
the Coast Guard Administration is therefore critical for
bolstering national security, enhancing the investment
environment, and reducing the loss of government tax and
tariff revenue.

The illicit trade in tobacco products accounts for a
particularly large amount of the lost revenue, as the high
proportion of tax in the pricing structure of tobacco products
provides lucrative opportunities for smugglers. Premier Jiang
Yi-Huah recently cautioned that the nation’s ports must
strictly guard against the influx of contraband tobacco,
especially at a time when tobacco smuggling is becoming
more organized through a division of labor across borders.

According to the Asia-11 Illicit Tobacco Indicator 2012
published by the International Tax and Investment Center
and Oxford Economics, some 3 billion illegal cigarettes were
consumed in Taiwan in 2012, accounting for 7.7% of the
market. The contraband, known as “illicit whites,” is usually
concealed among small quantities of lawful imports, which
increases the difficulty of enforcement. Given the significant
share of illegal consumption in the domestic tobacco market
sector, it is noteworthy that only 1% of the revenue from the
tobacco health surtax is earmarked for combating the illicit
tobacco trade.

We therefore urge the allocation of more resources to
enforcement to restrict the illicit trade. It would also be
advisable to increase the penalties for violations of the
Tobacco and Alcohol Administration Act involving illicit

trade in tobacco.

EDUCATION &
TRAINING COMMITTEE >>

The Education and Training Committee wishes to
recognize the contribution of the Ministry of Education in
preparing Taiwan’s citizens and companies to compete in
today’s global business environment. This year, as in previous
years, AmCham Taipei’s Business Climate Survey rates
Taiwan’s professionals as “extremely well-educated.”

Without adequately prepared “human capital,” all other
efforts to secure a meaningful place for Taiwan in today’s
knowledge-based economy will fall short. Competition is
becoming increasingly globalized, which means that Taiwan
citizens and companies now need to compete head to head
not only with such regional neighbors as South Korea,
Singapore, Hong Kong, and China, but also internationally
with innovation powerhouses like the United States,
Germany, and the United Kingdom.

In short, Taiwan needs a work force that is not only

extremely well-educated but also creative and up to world-
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class standards. Year after year, however, the same AmCham
survey that ranks Taiwan’s population as highly educated also
rates Taiwan’s human capital as below world-class standard
and unacceptably low in creativity and initiative-taking.
Given that background, we were pleased to learn that
the authorities plan to permit foreign universities and other
educational institutions to establish academic programs
registered in Taiwan’s Free Economic Pilot Zones (FEPZs).
This development is highly commendable. For years this
Committee’s White Paper position paper has urged the
Taiwan government to open the door to foreign educational
institutions, and we are gratified that the inauguration of the
FEPZs will provide an opportunity to do so. As a result of
this policy, Taiwan’s education sector should be able to start
catching up with regional neighbors such as Hong Kong and
Singapore who are now at least a decade ahead in providing
foreign-based education in their domestic markets. The new
policy will also help fulfill the government’s ambition of
attracting more foreign students to study in Taiwan, as well
as enabling outstanding professors from local and foreign
universities to share their professional knowledge in Taiwan.
The Education & Training Committee looks forward
to working with the Taiwan authorities, as well as the
American Institute in Taiwan (AIT), to begin welcoming the
establishment in Taiwan of international, professional degree
and non-degree programs to help students here become more

creative, proactive, and internationally minded.

HUMAN RESOURCES >>

The Committee appreciates that the government
has taken into consideration and accepted some of our
suggestions from last year’s White Paper, for example
elimination of the work-experience requirement for foreign
professionals in certain cases, including those working for
companies registered in the Free Economic Pilot Zones.
The government’s National Development Council (NDC)
also initiated a productive meeting, with participation from
the HR Committee and the Ministry of Labor (MOL), as
part of its effort to address significant, outstanding White
Paper issues. The discussion provided an effective means
of communication between the government authorities
and industry representatives, and addressed some of the
business sector’s main concerns. The Committee looks
forward to further developments in establishing a well-
balanced employment-law regime that protects the interests
of employees while taking the commercial needs of the
employer into due consideration.

This year, the Committee is presenting four issues that
represent its members’ key areas of concern. The issues
reflect the shared desire of the Committee’s members

to see greater flexibility and predictability in Taiwan’s



employment laws.

Currently, the most important issue for the Committee
is the proposed regulation of the use of labor dispatch by
introducing a new Dispatch Labor Protection Law. We
also hope to see clearer regulations on the enforceability
of non-competition covenants, the total elimination of
the two-year working experience criteria in work-permit
applications, and the exemption of certain employees
with higher positions or higher salary from the provisions

regulating overtime pay.

Suggestion 1. Reconsider the proposed draft of the
Dispatch Labor Protection Law so as to balance labor
protection and the impact on business.

A draft of the proposed Dispatch Labor Protection
Law (Dispatch Law) was forwarded by the MOL to the
Executive Yuan for review in February this year. Since some
businesses rely on the use of dispatch employees to cope
with temporary increases in the volume of their workload,
our members continue to stress the importance of achieving
a balance in the new law between employment protection
and employers’ flexibility in managing human resources.
The Committee urges the MOL to avoiding over-regulation
of the use of labor dispatch. Following are our members’

specific primary concerns:

Definition of Dispatching and Outsourcing

“Labor dispatch” means sending workers employed by
one entity to another entity to provide services under the
second party’s supervision and management. The draft
Dispatch Law seeks to establish the regulatory framework
for this activity in Taiwan. Even though the draft includes
a definition of “labor dispatch,” the distinction between
“labor dispatch” and “outsourcing” remains vague. When
a company outsources its call-center services or customer-
complaint handling services, for example, will that company
be deemed to be engaging in labor-dispatch activity and
therefore be subject to the restrictions contained in the draft
Dispatch Law? The Committee recommends drawing a clear
distinction in the draft law between labor dispatch and the

outsourcing of human resources and other business services.

Limitation on the Percentage of Dispatched Workers

Article 24 of the draft Dispatch Law caps the engagement
of dispatch workers at 3% of a company’s total workforce.
The Committee continues to oppose this limitation because a
blanket cap does not take into account the different human-
resources needs of companies in different industries.

The amendment would have the biggest impact on the
manufacturing sector, which employs the largest number
of dispatched workers. If companies are unable to use
dispatched labor, they might instead fill job vacancies with

foreign workers or transfer purchase orders to overseas

facilities. In either case, the consequence is fewer job
opportunities for Taiwanese labor and a larger unemployed
population. In addition, multinational companies often
face headcount restrictions. If hiring flexibility in Taiwan is
reduced, the companies may move job opportunities to other
countries. The Committee urges the government to lift the
limitation on the percentage of dispatched workers or else
provide different thresholds for different industries, taking
their differing human-resource needs into account.

Further, the draft article’s second paragraph requires
a company requesting to use dispatched labor to first
publish such details as the number of dispatched workers
being sought, the period of dispatch, and the relevant job
descriptions. The rationale for this requirement is unclear.
Such requirement is more likely to compromise a company’s
business strategy and spur labor disputes than to serve any
positive purpose. The Committee recommends deleting this

requirement.

Restrictions on Requesting Specific Dispatched Employees
Article 7 of the draft Dispatch Law stipulates that a

requesting company may not “interview” dispatched workers
or “ask for” specific dispatched workers before the dispatch
agency engages the workers. We understand from our various
communications with the government authorities (including
the NDC) that the draft aims to prevent companies from
circumventing their responsibilities as an employer by hiring
employees through dispatch agencies. As the requesting
company will be the recipient of the services provided,
however, it should have the right to choose which dispatched
workers it wishes to use. This article should be amended or
supplemented by some additional explanation to clarify the

meaning to prevent future misunderstandings.

Fixed-term Contract vs. Labor Dispatch

Fixed-term contracts and labor dispatch are popular
practices in Taiwan because the current Labor Standards Law
(LSL) imposes excessive constraints on employers regarding
the severance or termination of employment, thus depriving
employers of the HR management flexibility needed to
survive in today’s competitive markets. The Committee
considers that the use of labor dispatch and fixed-term
contracts work hand in hand. The Committee’s member
companies have indicated that the use of labor dispatch is
sometimes driven by the stringent and inflexible requirements
governing fixed-term contracts under the current LSL. The
Committee suggests that if the new law proposes to tighten
the use of labor dispatch, then regulations on fixed-term
contracts should simultaneously be relaxed. In particular,
the current law only allows fixed-term contracts if they fit
into one of four categories stipulated under the LSL. The
Committee suggests that the draft article be revised to enable

an employer to use fixed-term contracts as long it has a
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“temporary need for additional human resources.”

Dispatched Workers become Direct-bired Employees
Article 8 of the draft Dispatch Law provides that if

the term of the dispatch exceeds one year, the dispatched
workers will have a right to demand by written notice that
the company hire him/her as a direct-hired employee. If the
company does not object in writing within 10 days of receipt
of such a demand, an employment relationship between the
company and the dispatched workers would be deemed to
have been established. However, the draft fails to explain the
consequences if the dispatched worker’s demand is turned
down by the company. To avoid confusion, we suggest
that the law or its enforcement rules expressly provide that
when a dispatched worker who requests to become a direct-
hired employee is turned down by the company, the worker
may remain as a dispatched worker at the company. The
dispatched relationship would not be terminated due to the
rejection of the request. This arrangement would be beneficial

for both the company and its dispatched workers.

Suggestion 2. Amend the LSL to provide clearer
regulations on the enforceability of non-competition
covenants.

In order to secure the confidentiality of their trade secrets,
many companies enter into non-competition covenants
with employees who have access to their trade secrets,
restricting the activities the employees are allowed to engage
in if they leave the original employer. Under the current
legislative framework, the scope of enforceability of the
non-competition covenants (with regard to geographic area
and length and type of restricted activities) is not defined,
and it is also unclear what constitutes the “reasonable”
compensation that an employer needs to pay to enforce
the non-competition covenant. The enforceability of a
non-competition covenant and the amount of reasonable
compensation are left to the courts.

In the absence of a coherent view from the courts and
the lack of express statutory provisions on this issue, the
Committee submits that the employer should be allowed to
design a suitable non-competition agreement to cope with
their particular business needs. The appropriate length of
time covered by the non-competition covenant varies with
circumstances. In addition, the employer should not be
compelled to pay for the enforcement of the non-competition
covenant.

The Committee also submits that if the employer and
employee have agreed on a non-competition covenant at the
time the employment agreement is signed, the employer and
the employee should be able to agree on the compensation
that can be factored into the employee’s remuneration for
the non-competition covenant — for example, the amount

of stock options obtained during the employment. Further,
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the amount of reasonable compensation during the post-
employment, non-competition period might range between
25% and 75% of monthly salary for each month of
non-competition. If additional compensation is required,
the amount should be negotiated and agreed upon by the

employer and employee.

Suggestion 3. Exempt employees with higher positions or a
monthly salary above a certain level from the provisions on
extended working hours and overtime pay.

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

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

working hours and overtime pay.

Suggestion 4. Eliminate the two-year work experience
requirement for foreign professionals.

Currently some exemptions allow certain foreign
professional personnel to work in Taiwan without meeting
the two-year work experience requirement. These include
employees engaged in technology-related industries, those
assigned to Taiwan after working for cross-border companies
for at least a year, and those working for companies registered
in the Free Economic Pilot Zones. However, current
regulations still require foreign professional personnel to
have earned a university bachelor’s degree and — aside from
the exemptions mentioned above — to have at least two years
of related work experience in order to be hired to work in
Taiwan. Although the authorities have somewhat relaxed the
two-year working experience requirement for foreign students
who have completed their university education in Taiwan, this
requirement remains in place for other foreigners, including

the children of resident expatriates who grew up in Taiwan



but obtained their university education overseas.

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

competitive.

INFRASTRUCTURE >>

This year the Infrastructure Committee would like to bring
up five issues for the Taiwan government’s consideration. The
first is energy-related. We recommend that the government
avoid becoming locked into a long-term procurement policy
for liquefied natural gas (LNG) in order to leave flexibility for
future reconsideration of whether to extend the life cycles of
the existing nuclear power plants.

The second relates to the government bidding process. We
believe the “most favorable bid” is not suitable for turnkey
projects, and instead recommend that the government adopt
the “Selective Tendering Procedure” for those types of
projects. The third issue stresses the importance of creating
a dedicated government agency to oversee government
procurement, the fourth calls for expanding the opportunities
in government procurement for foreign companies, and
the fifth concerns attracting more foreign companies to
participate in BOT projects in Taiwan.

Some of these issues are carry-overs from previous White
Papers. We hope this year to receive a positive response from

the Taiwan government.

Suggestion 1. Rethink the procurement policy for LNG.

AmCham has consistently reminded the government that
energy cost is of vital importance to Taiwan’s competitiveness
and its ability to attract foreign direct investment (FDI). But
the government’s position on energy has been very confusing,
as it includes two components that will contribute to making
future energy costs astronomically high. One of those policies
is the decision to shut down the existing nuclear power plants
when they reach 40 years of service instead of granting a
20-year life extension as many other countries have done. The
second is to “maximize power generated from natural gas,” a
policy which numerous government documents have stated is
for the purpose of combating climate change.

The cost of power generation (per kWh) from the existing
nuclear power plants is only one-fifth that from natural-gas-

powered plants. As the abovementioned two policies would

replace the existing nuclear power units with natural-gas-fired
plants, the result will be to increase power costs by more than
NT$100 billion (US$3.3 billion) annually. Since the current
government is reluctant to change its policy and grant life
extension to the existing nuclear power plants, we strongly
recommend that the government at least leave this option
open for the next government to decide.

Considering that the first of the existing six nuclear power
units is scheduled to be retired just four years from now
— with the rest to follow before 2025 — the Taiwan Power
Company (TPC) must plan how to fill the 20% power-
supply gap that would be created. Because any new power
development project will take eight to 10 years to complete,
TPC has already proceeded with many new gas-fired power
projects to fill the gap. It will be up to the CPC Corp., Taiwan
to plan for the supply of natural gas to these new gas-fired
power plants.

Fuel costs represent 80% of the cost of power generation
from a gas-fired power plant. Currently, the majority of the
LNG procured by CPC is by long-term contract, with very
little purchased from the spot market. We recommend that
the government instruct CPC to shift its procurement to the
spot market for the next 10 years, as long-term fuel contracts
always include a “take or pay” clause that would deprive
CPC of any flexibility in its LNG procurement for the coming
two to three decades.

If CPC starts to procure LNG for the prospective new
plants through long-term contracts, the next government
would be unable to adopt a nuclear power plant life-
extension policy, as TPC/CPC - bound by the “take or
pay’
gas-fired power plants, with no possible alternatives.

]

clause — will be committed to going forward with the

We still strongly recommend that the government adopt
the “life-extension” policy. If the government is unable to
change its policy, it should leave this option open for the next
government. Procurement of LNG from the spot market is the
only way to ensure that the option will still be available for

the next government to consider.

Suggestion 2. Award turnkey public contracts by selective
bid.

The Public Construction Commission (PCC) has issued a
letter instructing all government agencies to adopt the “most-
favorable bid” tendering procedure in selecting contractors
for turnkey projects. The intention is avoid awarding turnkey
projects to the lowest bidder. Although we fully agree that
turnkey projects should not be decided by “lowest bid,”
awarding all turnkey contracts by “most-favorable bid” is
also not advisable.

Internationally, the two procedures are adopted for
different types of bids — and for good reason. Bids related
to engineering design services such as feasibility studies,

front-end engineering, and basic design are usually more
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suitable for the most-favorable-bid approach. For this
kind of service, experience and creativity are the most vital
factors contributing to the success of the overall project
(including both the construction and operation stages), and
the service fee amounts to only a small percentage of the
total construction cost. Use of the lowest-bid practice for
engineering design services is therefore not recommended.

During the construction stage, however, the major costs
are the equipment and bulk materials such as concrete, steel,
piping, cable, etc. Since it is difficult to differentiate among
bidders as long as the deliverables meet the specifications,
bids for construction-stage activity are usually decided by the
lowest bid.

For more complicated construction projects, where
experience and management skill are also crucial to the
success of the project, the pre-qualification (PQ) process
plays a very important role. All bidders that are pre-qualified
are considered to have the technical and managerial skills
necessary to successfully execute the project and are
allowed to proceed to submit proposals/quotations for the
construction bid — which will eventually be awarded to the
lowest bid from among the pre-qualified bidders.

Since turnkey projects usually are quite complicated and,
as with construction projects, the contract value tends to be
high, the aforementioned two-stage award procedure should
also be adopted for them instead of the most-favorable-bid
procedure. In the procurement law, the two-stage tendering
process is referred to as “selective tendering procedure.”

Using a most-favorable-bid procedure for turnkey projects
could easily lead to abuse, considering the large sums of
money involved and the fact that the decision-making would
be more subjective. Legislators, city councilmen, or others
might seek to pressure the officer in charge to influence the
outcome.

For the above reasons, we urge the authorities to adopt the

selective tendering procedure for turnkey public contracts.

Suggestion 3. Designate a dedicated agency to be
responsible for government procurement implementation.

In the current government organizational structure, we
cannot identify any agency assigned to take direct overall
responsibility for government procurement. Although the
state-owned Bank of Taiwan is currently overseeing the
joint tendering program for government procurement, this
service is not within the scope of the Bank’s professional
core competence. Neither is it among the interests and
responsibilities of the Bank’s main shareholder, the Ministry
of Finance, or its regulator, the Financial Supervisory
Commission. Currently, the Public Construction Commission
(PCCQ) is in charge of government procurement policy and
administering the Government Procurement Law, but PCC
has no direct jurisdiction over the Bank of Taiwan. Under

the government’s ongoing reorganization plan, moreover, the
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PCC will soon be dissolved, with its functions divided among
three other government ministries.

The current arrangement is detrimental to both
government and industry. Serious delays have occurred
in the government procurement schedule, with software
procurement as the prime example. In addition, the Bank has
no motivation to consider any policy agenda in implementing
the tenders except to push for the lowest price. This direction
is not only harmful to Taiwan industry’s long-term growth,
but is also contrary to the government’s stated objectives of
promoting innovation and increased added value to help drive
Taiwan’s economic development.

Maintenance of a joint government procurement platform
can bring many benefits to both government and suppliers
through greater efficiency and lower costs in managing the
bidding process. But for the system to work properly it must
be overseen by an agency that can devote the necessary
attention and resources to the process. The Committee
therefore recommends that the government appoint an
existing government body, or create a new dedicated agency,
to be responsible for government procurement implementation

for all ministries and government departments.

Suggestion 4. Further expand government-procurement
opportunities for foreign companies.

Last year, the Committee recommended further broadening
government-procurement opportunities to add New
Taipei City, Taichung, and Tainan — newly created special
municipalities directly under the Executive Yuan - to the
list of jurisdictions covered by Taiwan’s participation in
the Government Procurement Agreement (GPA) under the
WTO. Besides those three cities, Taoyuan City, which will
soon receive special-municipality status, should now also be
considered for addition to the list. Further, the list could also
be expanded to include some additional central government
branches (such as the Control Yuan, Examination Yuan,
Judicial Yuan, and Legislative Yuan).

The answer we received from the government, however,
is that no expansion of the WTO/GPA is being considered.
We understand that this is a treaty-related issue and that
the government may face limitations in changing the treaty
unilaterally. But we still regard the further opening of the
government procurement market as an important step as part
of the government push to join the Trans-Pacific Partnership
and other multilateral free-trade-related alliances. Such
initiatives could be launched independently of the GPA
obligation.

In addition, the Committee strongly recommends that all
government procurement under the new Free Economic Pilot
Zones (FEPZs) be opened to foreign companies. Along with
broadening the government procurement jurisdictions to
more municipalities and government branches, extending the

program to the FEPZs would send a clear message that the



Taiwanese government is sincere about opening its market as

a step toward becoming more internationalized.

Suggestion 5. Adhere to best practices to attract foreign
companies for private participation in public infrastructure
projects.

Every year the Taiwanese government holds a conference
to try to attract private companies to participate in public
infrastructure projects, for example through Build/Operate/
Transfer (BOT) mechanisms. While many large important
projects such as Taipei 101 and the High Speed Rail, to name
a few, come under this Public-Private Partnership (PPP) law,
foreign participation in this area is minimal.

To date, 13 years after enactment of the PPP law, it
appears that the single substantial foreign participation is by a
Japanese company, Mitsui Fudosan, which plans to build and
operate an outlet mall in New Taipei City. The Committee
recommends that the government consider the following steps
to promote PPP to foreign companies more effectively:

e Provide English versions of all documents and
information related to the tenders. Currently they are
all only available in Chinese.

e Apply well-tested business models for project financing
as used by other developed economies, for example in
the cross-harbor tunnel project in Hong Kong.

e Streamline, simplify, and standardize the process.
The government should hire a qualified international
consultant to conduct a thorough study on what
needs to be done to make Taiwan a more welcoming
environment for Private-Public Partnership.

e Increase the incentives by heightening the basic return
on investment (ROI). Don’t place an unofficial ceiling
on the potential investment returns. We suggest that the
authorities study and adopt some basic ROI standards
accepted by other Asian Pacific countries.

Ultimately, the driving force needs to be a change in
mentality. Unless the PPP system is truly perceived to be open,
equitable, and transparent, the necessary investment funding
will not be forthcoming in Taiwan to undertake the many

worthwhile projects that need to be carried out.

INSURANCE >>

The Insurance Committee has adjusted its theme this year
from “Protect the Customer” to “Protect and Promote.”
The genesis of this shift has been the sense that while the
Insurance Bureau (IB) and the Ministry of Finance (MOF)
continue to make efforts to increase consumer protection
and enhance financial stability, which certainly are positive
objectives, some of these initiatives have had the unintended
consequence of making it overly difficult for many customers

to acquire insurance in an easy and efficient way as is

increasingly expected by consumers in the new digital and
Internet-based era. In this year’s paper, the Committee
highlights proposed changes we view as important in enabling
insurers to more effectively promote needed protection

products to Taiwanese consumers.

Suggestion 1. Increase the convenience and ease for

consumers to obtain protection insurance.

The Committee fully supports the IB'spolicy of
encouraging increased emphasis by the insurance industry in
selling protection-related as opposed to investment policies.
However, six key regulatory problems currently make this
approach extremely difficult to carry out:

1. Taiwan’s “Insurance E-Commerce Operation Self-
Regulation” and “Internal Control Self-Regulation for
Insurance E-Commerce Record Maintenance” present
significant barriers for Taiwan consumers to access
insurance service and protection via e-commerce. The
present e-commerce regulation requires customers to use
“digital signatures” on their insurance applications, but
that involves a complex and cumbersome registration
and authentication process. The result has been to deter
customers from using this channel to obtain insurance
protection, effectively eliminating the insurance
e-commerce market. Unlike the situation in Taiwan,
many industrialized countries, including Hong Kong, the
United States, and Japan, have adopted a more pragmatic
approach to meet the needs of the younger generations by
allowing customers to use an account name and password,
plus the policyholder’s credit card, for identity verification.
Taiwan regulators should likewise make it easier for busy
consumers to enter into a simple insurance contract.

We recommend that the regulations for on-line insurance

applications follow the “Directions for Insurance

Enterprises Engaging in Telemarketing Insurance

5

Products,” which set forth clear requirements governing
the application process, procedures, risk controls, and
dispute handling. This change would allow the insurer
to distribute simple protection-related life insurance
and general insurance products through an end-to-end
electronic process, without requiring additional digital
or face-to-face signatures. The customer identity would
be validated using a password, credit card, or other
convenient manner. Life insurance policies for which the
applicant is different from the insured can be excluded
from this process.

To strengthen the process of verifying customers’ identity,
we recommend utilizing the Policy Reporting System of
the Life Insurance Association and the Non-life Insurance
Association to crosscheck and verify their identity. The
aim should be to allow insurers to take advantage of new
technologies to reach customers, especially those who have

never before carried insurance protection.
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2. The extensive Know Your Customer (KYC) and disclosure

requirements are frequently the source of frustration for
consumers. They often ask: “Why do I have to provide
so much information to insurance companies just to buy
simple life, protection and general insurance policies?
These are not investments!”

The KYC and disclosure requirements were put in place
along with implementation of the Financial Consumer
Protection Act of 2008. The intention was to protect
customers against “investment” risks by making sure that
the investments or purchases were genuinely in line with
their personal needs. But that concern is not relevant for
most protection policies. We recommend that KYC and
disclosure requirements be excluded for both general
insurance and life insurance contracts when a) the content
and coverage are simple and b) the applicant and the

insured are the same person.

3. The discrepancy between certain types of policies allowed

to be sold by life and non-life insurance companies is
confusing for consumers. They wonder: “Why can’t I
buy a comprehensive travel policy with life and non-life
features from my life insurance company when I can buy
it from the non-life company?”

Under Article 138 of the Insurance Act, life insurance
companies are not allowed to market products beyond
the basic scope of life, accident, medical, and annuity
products. But under the same Article, non-life companies
are allowed to issue one-year term accident and medical
products upon approval. The disparity gives non-life
companies an advantage in offering robust travel
insurance products. Besides the confusion to customers,
the discrepancy creates an unlevel playing field between
the two industries.

We urge the amendment of Article 138 to allow
traditionally non-life features of travel insurance products
(such as travel inconvenience protection) to be issued by

life insurance companies.

. Currently oral or digital answers obtained through the

application approval or inquiry process are not accepted
as the legal basis to rescind or challenge a policy.

Modern consumers are increasingly electing to complete
transactions online and over the phone as a convenient
option instead of face-to-face meetings. While insurers
can now complete some sales over the phone (and we
look forward to further expansion of the scope), they
are currently not permitted to use those same recorded
or digital responses as part of the full contract, thus
increasing the risk/cost to the insurance company and
ultimately the consumer.

However, according to Article 4 of the Electronic
Signatures Act, if the information content can be
presented in its entirety, with the client’s consent, an

electronic record has the same legal effect as a written
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document. Article 2 of the Act defines an electronic
record as a record in electronic form, composed of any
combination of text, sound, picture, image, symbol,
or other information generated by electronic means.
According to this definition, the declaration of a client’s
intent through any electronic device online should be
regarded as an electronic record. In addition, in the
telemarketing process, recordings of clients’ answers to
inquiries about their health condition are also considered
to be an electronic record, in line with the definition
in Article 2. Our conclusion is that either online or
telemarketing transaction records can be treated as the
equivalent of written documents and are thus covered by
Paragraph 1, Article 64 of the Insurance Act.

We urge amendment of the “Directions for Insurance
Enterprises Engaging in Telemarketing Insurance
Products” and regulations related to conducting insurance
e-commerce to recognize that “electronic and recorded
oral inquiry” and “electronic and recorded oral answers”
indeed have the same legal effect as signed written

documents.

. Executing policy renewals and other basic functions for

simple general insurance contracts is made unnecessarily
complicated by requiring signatures from the applicants
for technical and administrative purposes, placing
an undue burden on both insurers and consumers.
Following the example of the European Union Insurance
Mediation Directive passed by the European Parliament
and European Council in September 2002 would permit
some simple products and services to be excluded from
requiring a written acknowledgement.

We suggest waiving the signature requirements on general
insurance product, small-amount travel insurance, and
accident and health policies when the applicant and the
insured are the same person. In addition, we propose
that if an existing client of an insurance company buys
other insurance policies from the company, the signature

requirement should also be waived.

. Insurers are required to file changes to insurance

application forms regardless of whether there is any
material change to the form, adding time and cost for
insurers with no value to consumers.

We suggest that companies that have demonstrated strong
quality control and good compliance be excluded from the
requirement for filing the revised application form as long
as the content 1) contains all the compulsory information
and 2) provides the exact terms and conditions of the
policy for which the insured/applicant applied. This
change would make the selling of protection insurance
more efficient and effective by permitting the applications
to be more accessible and adaptable to the needs of

different distribution channels.



Suggestion 2. Follow global best practice in addressing
brokerage clients’ insurance needs.

The Committee understands that the proposed revision of
Article 28 of the “Regulation Governing Insurance Brokers”
(restricting a broker company from simultaneously transacting
both insurance brokering business and reinsurance brokering
business under the same insurance contract) was designed
to eliminate conflicts of interest arising from insurance
brokering and reinsurance brokering transactions. However,
the proposed amendment is contrary to international practice.
Global best practice suggests that there are better ways to
address this concern without hampering the efficiency of
brokers in meeting customer needs.

For risk management purposes, sizable or multinational
companies usually request an insurance broker to arrange
both insurance and reinsurance in the same insurance
contract. Requiring such companies to engage at least two
different brokering companies to handle both the insurance
and related reinsurance brokerage will cause inconvenience to
customers, higher overall costs due to the need to engage and
coordinate with at least two different brokering companies,
and exposure to mismatches and coverage gaps between the
insurance and reinsurance contracts.

We suggest referencing the brokering insurance and
reinsurance practices of the United States, United Kingdom,
Australia, Japan, Hong Kong, Singapore, and Korea. These
countries do not prohibit a broker from providing both
insurance and reinsurance services concurrently to fulfill
the customer’s needs, though they do require that certain
disclosure and ethical walls be established to manage any
possible conflicts of interest arising from the insurance and
reinsurance transactions. To ensure that Taiwan companies
can continue to enjoy efficient brokering services (keeping
costs down and maintaining international competitiveness),
we suggest reconsideration of the proposed revision. In its
place we recommend the promotion of self-regulatory rules
among insurance brokers under a framework that effectively
addresses the conflict-of-interest issue, meets customer needs,

and conforms to international practice.

Suggestion 3. Avoid the serious unintended consequences
that an increase in the business tax rate for insurance
companies would bring.

The insurance industry plays a unique role in society by
providing long-term (in fact life-long) protection of consumers’
life, health and retirement needs. As such, insurance
companies take on very long-term liabilities and investments
in an effort to maintain strong reserves and contingencies for
unexpected events and market changes. Indeed, the industry
has been coping with a very challenging low-interest-rate
environment for over a decade. While most insurers have been
able to maintain adequate capital to meet the minimum RBC

(Risk-based Capital) requirements, many of them are still

facing the problem of a substantial negative spread.

Under these circumstances, it is an inappropriate time to
add to the financial strain on the industry by increasing the
business tax from 2% to 5%, as was enacted into law last
month by the Legislative Yuan. We hope that some ways may
be found to mitigate the negative impact.

In addition, we would like to note that the business
tax formula particularly penalizes the sales of protection/
risk-focused policies, thereby disproportionally impacting
companies focused on precisely the type of insurance products
that the government wishes to encourage. Ultimately the
reduced profitability of protection products may lead to
some products being withdrawn from the market, to the
detriment of consumer choice. In addition, increasing the
rate under current market conditions will severely affect the
financial situation of insurers, especially impacting those
companies that are already under financial strain and unable
to maintain the minimum RBC ratio. Such companies may be
unable to carry on normal business operations, putting their
policyholders’ interests at risk and damaging the reputation
of Taiwan’s insurance industry as a whole. In that event,
the government will need to devote considerable effort and
expense to resolve the problem.

The business tax increase would make Taiwan less
attractive as an investment location for multinational
companies and is counter to the government’s stated goal of
becoming a financial hub in Asia, as well as its stated policy
of maintaining a stable financial sector.

From a legal perspective, implementation of the
proposed increase would also pose a violation of the
“Doctrine of Non-retroactivity,” as it would be applied to
premiums set previously with reference to the lower tax
rate. Non-retroactivity is a fundamental principle of law
recognized both internationally and in Taiwan (Judicial Yuan
Interpretation No. 580). With respect to the validity of a
contract, in principle the old law shall apply. In other words,
the validity of the contract shall be determined in accordance
with the laws in force at the time when the contract was
executed because the parties considered then-existing laws
when signing the contract. The government may exceptionally
apply the new law for the purpose of enhancing public
order or the public interest, and in doing so interfere with
existing contractual relationships, but only when justified
by critical conditions. If application of the new law may
impair the interests of the people, the legislature should adopt
appropriate remedial measures or stipulate a transition period
so as to mitigate the losses arising from the change in law —
in line with the constitutional law principle of protecting the
people’s interests.

We therefore recommend the following options:

1. Delaying imposition of the increased business tax on
the insurance industry or implementing the changes by

stages in order to avoid seriously negative unintended
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consequences.

2. Continuing to apply the 2% rate to premiums generated
from policies sold from July 1, 1999 to the effective date
of the increase, because the premium was fixed at the
time of the issuance of the policies. The increased rate of
5% would be applied only to premiums generated from
new policies underwritten after the amendment of the
law, as the higher rate would have been considered when
determining the pricing.

3. Amending the business tax formula to permit the
deduction of claims paid and changing the tax base
from premium income to policy liabilities. Claims paid
include all insured event claims, maturities, dividends, and
surrenders. Policy liabilities include policy reserves, IBNR

reserves, and OSLR reserves.

Suggestion 4. Improve the insurance industry’s financial
strength.

Most experts expect the nearly global low-interest-rate
environment to continue to challenge insurers’ financial
returns and subsequent solvency in the short to medium
term (alternative scenarios might include very fast and steep
increases in interest rates, which would also pose significant
challenges). Within this context, we repeat our previous
recommendation that insurers unable to maintain the
minimum 200% RBC level for two years should be required
to stop writing new business until they inject adequate capital
to meet the minimum standards, thus limiting potential
increases in future liabilities. While the new RBC disclosure
requirements, which increase the categories for degrees of
financial strength from three to five, may help some savvy
consumers to recognize the risk, we believe the majority of
existing or potential policyholders are unclear as to the risks
they would face if the insurance company is unable to increase
capital or becomes insolvent. Consumers should be educated
to realize that a government-facilitated bailout similar to the
one in the Kuo Hua case cannot be expected in the future,
so they will understand that if their insurer were to become
insolvent and enter the bankruptcy process they may receive
none or only a portion of their contractual benefits. To this
end, the Committee believes it is important to assure that
consumers have as much information as possible on the risks
they are taking and be protected from doing business with
companies that have not been able to demonstrate an ability
to maintain the minimum capital adequacy for an extended
period of time. While this approach may accelerate some
problems, it will prevent an increase in the number of affected
customers and reduce the overall impact on the industry and

the already strained stabilization fund.
Suggestion 5. Remove the minimum guaranteed interest

rate requirement for “voluntary” pension contributions.

The committee recognizes that the Labor Pension Act was
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put in place to assure that employees are putting aside at
least a minimum amount of savings towards their retirement
savings and that it is important for these investments to be
handled prudently. At the same time, we believe it makes
sense for many employees — particularly younger ones with
a long investment horizon — to be able to further diversify
their pension savings by including some investments with
potentially higher returns. In most markets, including Hong
Kong, Singapore, the United States, and the European Union,
the pension rules allow employees to apply at least some of
the funds to non-guaranteed investment options that have a
risk-return profile more closely aligned with the employees’
needs. We therefore continue to recommend that as a practical
first step, the Ministry of Labor consider giving employees
the freedom to choose to invest the “voluntary” portion of
their pension contribution into investment options that do not
provide the currently mandated minimum guaranteed return

equal to the two-year term deposit rate.

INTELLECTUAL PROPERTY &
LICENSING >>

Strong intellectual property rights protection benefits
Taiwan by encouraging investment and fostering the
development of knowledge-based industries that are
key to maintaining Taiwan’s competitive position in the
regional and global economies. The Committee appreciates
the government’s ongoing efforts to bring the regulatory
environment in line with international standards that reflect
the importance of intellectual property protection; these
efforts benefit all the stakeholders in Taiwan. The Committee
also recognizes the continued leadership that the Taiwan
Intellectual Property Office (TIPO) has shown in soliciting
input from all stakeholders and then coordinating proposals
for further legislative and regulatory improvements of
Taiwan’s IPR regime. Recent positive legislative changes
have included amendments to the Trade Secrets Act in
2013. We also commend TIPO for its announced goal of
reducing the time needed for patent application approval,
and look forward to steady progress toward that objective.
Nevertheless, some serious problems persist, particularly in
regard to copyright infringement online.

In terms of enforcement, the Committee appreciates the
assurances it has received from the National Police Agency
that the recent restructuring of the IPR police unit and its
incorporation into the Criminal Investigation Brigade will
strengthen rather than impair the special police corps’ ability
to effectively fight IPR infringement.

This year, the Committee reiterates concerns over
unresolved issues and recommends action on several fronts.
In particular, we recommend that the Taiwan government

amend laws necessary for the effective enforcement of the



new Trade Secrets Act and adopt discovery mechanisms to
ensure adequate and efficient redress for victims of trade
secret theft. We also strongly urge the implementation of
concrete and effective measures to address the real harm

caused by online piracy.

Suggestion 1. Introduce the discovery system and related
supporting measures to enhance execution of trade secrets
protection.

The Committee highly appreciates the support of
the executive and legislative branches of the Taiwan
government in last month’s enactment of an amendment to
the Intellectual Property Case Adjudication Act (IPCAA).
The amended IPCAA compels a defendant in a trade-secrets
case to make a substantive defense, rather than merely
denying the allegations, when the plaintiff has specified
the conditions of the alleged infringement. Although the
amendment will help strengthen enforcement of the Trade
Secrets Act, a number of other issues still remain regarding
the enforcement mechanism. These issues include the
definition of burden of proof in civil actions, whether
defendants will be compelled to produce documentary
evidence, the amount of damages that may be sought, the
time limit on claims, and how judges and prosecutors will
be trained to deal with what may be new concepts for them.
Now that the substance of the law has been improved, it is
vital also to strengthen civil and criminal judicial procedures
to enable the law to be carried out effectively. In this context,
we suggest that an effective evidence discovery system and
related supporting measures be introduced into our legal
system to the greatest extent possible.

In comparison with ordinary civil cases or other IP
cases (such as patent or trademark cases), in trade-secret
cases it is particularly difficult to produce solid evidence
of infringement. The current litigation system requires the
plaintiff to specify the documents to be sought and facts to
be proved. However, a trade secret is not always attached
to a specific tangible object and may simply relate to the
knowledge and experience in a person’s brain. Furthermore,
almost all infringing activities in a trade-secret case happen
in the defendant’s location, making it impossible for the
victim to know the status of the infringement, much less to
specify the relevant documents. Even if the court orders the
defendant to cooperate, it is hard to force the defendant to
produce evidence.

To assist the court in finding the truth, the evidence
discovery system as practiced in the United States has
much to offer, although it is difficult to align with the civil
litigation system and practices in Taiwan. In this regard, the
Japanese civil litigation law may serve as a more practical
reference. In the first phase and to the extent appropriate,
the U.S. and Japan evidence discovery systems and related

supporting measures (such as expanding the scope of evidence

preservation orders) may be introduced into the IPR case
adjudication law. This step would help to strengthen Taiwan’s
trade-secret civil-litigation system and gradually improve

Taiwan’s litigation practices.

Suggestion 2. Strengthen the functioning of the IP Court.

The establishment of a specialized IPR Court in July
2008 was a major milestone in Taiwan’s development of
a robust, effective, and predictable IPR protection regime.
The Committee commends the judges and staff of the IPR
Court for their continued work in this regard, and we look
forward to continued improvements, especially in raising
the extremely low rate of granting preservation-of-evidence
orders.

It is crucial for the effective functioning of the IPR
Court that it is able to fulfill its role as a finder of fact in
IPR litigation. The burden of proof for each element of the
plaintiff’s claim is quite appropriately on the plaintiff, but it
is vital that plaintiffs have the ability to collect the evidence
necessary for the court to assess whether infringement has
occurred and to determine appropriate remedies. During the
investigation stage, it is common for defendants to broadly
refuse to provide relevant evidence regarding the facts
necessary to determine both infringement and the scale of the
infringement.

Orders for preservation of evidence by the IPR Court
are already available under the relevant procedural statutes.
However, according to the IPR Court’s own statistics, the
approval rate for applications for preservation of evidence is
only 11% (21 approvals out of 205 applications made from
July 2008 through July 2012). According to a research report
published by the Judicial Yuan dated December 28, 2012,
the approval rate was around 17% for 100 applications
made during 2010 and 2011, while research reported by
Academia Sinica scholar Liu Kung-Chung in June 2013
found an approval rate of about 12.7% for 185 applications
made from July 2008 through December 2013. From the
above statistics from different sources, it is apparent that the
IPR Court is applying a prohibitively stringent standard in
reviewing applications for preservation of evidence.

Rights-holders have sometimes been criticized for
taking advantage of criminal proceedings by filing criminal
complaints against infringers to push for civil settlements.
Given the current state of limited preservation of evidence in
civil cases, however, many rights-holders find they have no
alternative but to bring criminal cases for infringement, where
such claims are available, as the criminal procedures allow for
more effective methods of preservation of relevant evidence
that may then be used by the IPR Court to make appropriate
determinations of fact.

It is believed that the low approval rate can be attributed

to some non-legal-related factors that judges considered

JUNE 2014 - TAIWAN WHITE PAPER

i
i
{II
{n
¥
(@]
o~

WP 39



e
L
o
£
L
E
I
2
Z
>
<
*
(@)
N

INDUSTRY COMMITTEES PRIORITY ISSUES

when reviewing the applications, such as (i) the impact
on the reputation of the counter party; (ii) the effort and
time required to enforce an approved order; or, in some
extreme cases, (iii) the distance between the court and the
site where the approved order will be executed. As cited by
the legislators when drafting Article 18 of the Intellectual
Property Case Adjudication Act, “the preservation of
evidence prior to filing a lawsuit is much more necessary for
IPR civil cases than other kinds of litigation.”

As Taiwan currently lacks a robust discovery system,
the IPR Court should strengthen the existing procedures
of evidence collection to improve the effectiveness of
IPR protection. We urge the IPR Court to adopt a more
appropriate standard when reviewing applications for
preservation of evidence and suggest that non-legal factors
should not unduly influence its consideration of applications

for preservation of evidence.

Suggestion 3. Address defects in the Copyright Collective

Management Organization (CCMO) Act.

Certain restrictions in the current legislation regarding
remuneration to CCMOs are detrimental to rights-owners
and impede the healthy development of the copyright
licensing market. The Committee urges the government to
remove these unreasonable and unnecessary restrictions
in favor of fair and efficient free-market mechanisms. We
recommend the following steps:

1). Allow proposed copyright tariff rates to be negotiated

between users and CCMOs. Both users and CCMOs
have long been dissatisfied with TIPO’s review rulings,
and they must expend a substantial amount of resources
seeking administrative remedies. In fact, since the 2001
amendment of Article 82 of the Copyright Act, which in
effect removed the legal basis under Articles 25 and 26 of
the CCMO Act for TIPO to review and revise tariff rates
proposed by CCMOs, TIPO has had no basis in the law
for maintaining that authority.
The Committee strongly suggests that the copyright tariff
rate should be set according to free negotiation between
users and CCMOs, and that any disputes regarding the
tariff rate should be subject to the mediation mechanism
already in place in Article 82 of the Copyright Act. For
additional clarity, Articles 25 and 26 of the CCMO Act
should be deleted.

2). Remove “single-window licensing” provisions from
the CCMO Act. TIPO’s recent attempts to implement
Article 30(1) of the CCMO Act through application of

<

“single-window collection” and a “united tariff rate” for
“public performance by the use of computerized karaoke
machines” has failed, demonstrating the impracticality
of Article 30. It proved impossible in practice for the
three music-composer CMOs involved to agree on a joint

royalty rate given the large disparity in the quantity of
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their titles. It has also been very difficult to get agreement
on a single window to collect the royalty. Given these
practical problems in implementing “single-window
collection,” we urge the executive and legislative branches

of government to revise Article 30 as soon as possible.

Suggestion 4. Implement effective measures to deal with
online infringement.

Internet piracy of copyrighted material in Taiwan
remains widespread over a variety of platforms including
set-top boxes, multi-media players, computer terminals, and
websites, and is proliferating further via mobile devices.
Current measures to combat online infringement are
ineffective. Due to inadequate enforcement and remedies,
piracy remains a huge threat and challenge for all rights-
owners, including Taiwan-based authors.

In 2013, TIPO floated the idea of creating an
administrative procedure by which local access to foreign
websites known to be engaging in serious copyright
infringement could be blocked. To the dismay of rights-
holders, however, TIPO later withdrew the proposal.
Given the scale of online piracy and the lack of effective
enforcement due to loopholes in the Copyright Act and
inadequate implementation of the ISP liability provisions, it
is crucial that the issue remain on the agenda in order to find
ways to provide immediate effective remedy.

The Committee urges the government to intensify efforts
to implement border control measures to stop online piracy
in Taiwan. We also urge Taiwan to amend the Copyright Act
to define crimes involving material and imminent copyright
infringement on the internet as public crimes that may be
prosecuted without requiring the rights-owner to file a

complaint.

Suggestion 5. Make needed revisions to the Copyright Act.

TIPO completed its three-year Copyright Act Reform
Plan in 2013, and recently released its initial proposed
amendments to the Copyright Act for public comment.
Committee members look forward to participating in a
robust public discussion of the proposed amendments, and
hope that TIPO allows sufficient time for the myriad issues to
be fully discussed before the draft amendments are submitted
to the Executive Yuan and Legislative Yuan.

The Committee also urges the government to remove Article
37 of the Copyright Act, which restrains and discriminates
against copyright-holders by making criminal remedies
unavailable to them if they are not members of a CCMO.

MANUFACTURING >>

The Manufacturing Committee is dedicated to promoting

manufacturing excellence and cultivating value-added



innovation to position the manufacturing sector as one of
Taiwan’s primary pillars of economic growth and prosperity.
The Committee seeks to enhance the global competitiveness
of Taiwan’s manufacturing sector to interact with
government agencies to shape consistent industrial policies

and aggressive initiatives.

Suggestion 1. Continue to focus on providing a sufficient
and reliable power supply to industrial customers along
with more transparent and predictable power tariff
adjustments.

Assurance of a sufficient and reliable supply of electrical
power is a basic requirement for high-tech manufacturers.
We therefore encourage the Ministry of Economic Affairs
(MOEA) and the Taiwan Power Co. to undertake the
necessary planning and investment to build new capacity to
meet future power demand, as well as to continue to improve
supply reliability by identifying the root causes of power
interruptions and taking the appropriate corrective actions.

For large power users, the increases in the industrial power
tariff in Taiwan in recent years have had a significant negative
impact on bottom-line profitability. For the third round of
electricity tariff adjustment scheduled for late 2014, MOEA
and Taipower should factor in the decreases in international
coal prices over the past two years. In addition, more clarity
is needed on the methodology and process used in deciding
power-tariff adjustments to enable large industrial power
users to prepare for future tariff changes in their planning and
budgeting so as to avoid disruptive surprises.

In addition, we urge MOEA and Taipower to devise a
detailed plan to promote energy saving. The use of educational
seminars (perhaps citing case studies of successful conservation
in the manufacturing sector), financial grants, and energy
audits should all be considered as part of this program.

Given the tight and rapidly changing international LNG
(liquefied natural gas) market, the CPC Corp., Taiwan should
also take steps to ensure a sufficient and reliable gas supply
at reasonable cost. For the long term (post-2020), Asian LNG
prices are expected to fall as potentially significant amounts
of LNG become available from the United States, East Africa,
and perhaps Canada and other new sources. We encourage
CPC Corp. to develop business plans to take advantage of

these longer-term opportunities.

Suggestion 2. Allow retiring employees to receive pensions
in installments under the “Old Pension Scheme.”

Under the current legislative framework, there are two
statutory pension schemes operating in parallel, the Old
Pension Scheme under the LSL and the New Pension Scheme
under the Labor Pension Act (which took effect in July 2003).

Pensions paid to employees under the Old Pension Scheme
are done so in a lump sum, within 30 days of the date of

retirement. The Committee understands that the intent of the

lump-sum payment requirement is to ensure that employees
can receive their pension soon after they retire, eliminating
the possibility that employees will be deprived of their
entitlements due to their former company having become
insolvent.

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

The Committee understands that government employees
have the option of receiving their pension in installments,
which has a number of advantages: (a) it is more tax
efficient; and (b) it provides a secure source of steady income
for the employee’s retirement. Further, to address the concern
that the company may avoid the long-term responsibility
of paying the pension in installments, we suggest to deposit
the pension payable to a trust account held by a third party
(such as banks).

We therefore propose that the current pension regime
adopt the same pension-payment mechanism as applies to
government agencies, permitting the employer and employees
to agree on whether the pension is to be paid in a lump sum
or over an agreed-upon payment schedule. Therefore, Item 2,
Article 29 of the Enforcement Rule of the LSL should include
an additional provision stating that the pension payment can
be made in installments upon the agreement of the employer
and employees provided that the amount payable has been
deposited to a trust account.

Suggestion 3. Develop a cohesive plan to promote Taiwan’s
auto industry.

Although Taiwan’s industry-wide automotive production
capacity stands at 700,000 units a year, the capacity
utilization rate is still only a little over 50% For Taiwan’s
auto industry supply chain to achieve economies of scale
and gain international competitiveness, it will be necessary
to boost the economy to increase domestic demand and
also to expand exports. We urge the government to set
a clear policy to promote the long-term development of
Taiwan’s auto industry, while also taking the implementation
of CO2 reduction targets into account. In addition to the
environmental benefits, such a policy would provide the
government with additional tax revenue by expanding the
auto market. As the Sustainable Development Committee
paper suggests, a good place to start would be replacing the
more than half of Taiwan’s registered cars that are more than
10 years old with newer models with better emissions-control
and safety standards. Such a policy would both benefit the
environment and increase the size of the auto market.

At the same time, it is important for Taiwan to refrain
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from adopting unique domestic regulatory requirements
and technical barriers, and instead to harmonize domestic
and international technology standards and regulations so
as to streamline the certification process and thereby reduce
the cost and lead time faced by industry. While welcoming
Taiwan’s automotive industry policy of seeking to decrease
greenhouse-gas (GHG) emissions and actively encouraging
the development of carbon-reduction technology, we
encourage the authorities to adopt integrated GHG emission-
driven incentives for emissions reductions, basing them on
performance and efficiency, and not limiting them to any
particular technology.

In addition, the industry hopes to see more automotive
components as well as complete vehicles included in the next
round of cross-Strait tariff-reduction negotiations under the
Economic Cooperation Framework Agreement (ECFA). We
also urge the government to enter into a free trade agreement
with ASEAN, and to seek membership in the emerging TPP
and RCEP multilateral trade groupings, to help the Taiwan
industry enhance its regional competitiveness by eliminating
tariff and other trade barriers and expanding the export of

vehicles and components.

MEDICAL DEVICES >>

The Medical Devices Committee aims to foster partnership
with government and other stakeholders, and promote
policies that ensure sustainable access to the latest, highest
quality medical technologies by healthcare professionals and
their patients in Taiwan.

In the past year, we have had positive interaction with
various government agencies, particularly the Taiwan Food
and Drug Administration (TFDA) and the National Health
Insurance Administration (NHIA), both divisions of the
Ministry of Health and Welfare (MOHW). We appreciate
the government’s commitment to conducting regular and
meaningful discussions with industry about relevant policies
and procedures, and look forward to the government’s
continued engagement with the industry and other
stakeholders in constructive ways.

The first three of our issues this year deal with
reimbursement-related questions, and the fourth with the

product registration system.

Suggestion 1. Provide a two- to three-year grace period for
devices to have “self-paid” status before they need to apply
for reimbursement.

Since the implementation of “Self-Pay Guidelines” by
the National Health Insurance Administration (NHIA) in
December 2012, all medical devices have been required to
apply for reimbursement. The entire process, from application

to approval, can take up to 18 months. While waiting for
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approval, patients may pay for the device out-of-pocket, but
only if NHIA has assigned a self-pay code, for which it must
first consult with hospital associations and medical societies.
This code-assigning process alone takes some three to 12
months, depending on:

e The type of medical device, for example whether it
is implanted or consumed during surgery (such as
disposables).

e Whether the category it belongs to is an existing
reimbursed category or a new one.

e Whether, in the case of consumable devices, it involves
a new procedure.

Medical device technology advances rapidly and includes
many variations. It can be challenging for NHIA and medical
professionals to properly assess the technology, which often
leads to prolonged delays and even non-approvals — both
causing missed opportunities for medical professionals to use
and patients to benefit from the technology. Self-paid devices
have no impact on NHI pricing or budget, and their safety
and efficacy have already been reviewed and approved by
the Taiwan Food and Drug Administration (TFDA). As this
code-assigning process serves only to add another three to
12 months’ time-to-market after product license approval,
it creates an unnecessary market access barrier to new
technology.

We recognize NHIA’s continuous efforts over the past
year to refine the review process. For the hundreds of cases
still backlogged, we urge the NHIA to accelerate the code-
assigning and review. For newly licensed medical devices,
we advocate a two- to three-year grace period (during
which the device can enjoy self-paid status without applying
for reimbursement or the self-paid code), so that self-pay
can allow early access to advanced technological medical
devices by medical professionals and patients after license
approval. This is a reasonable period of time for medical
professionals to learn to operate the device and evaluate its
clinical outcome and benefits. The professionals can then
provide practical feedback to NHIA to help it in making
the final reimbursement decisions. Adoption of this system
would ensure the best use of reimbursement resources and
help protect the public’s right to access innovative medical
treatments.

Suggestion 2. Manage the patient-paid portion of Balance
Billing items in an equitable way.

The Second Generation National Health Insurance
program allows patients to pay part of the cost of certain
devices out-of-pocket under a so-called “Balance Billing”
arrangement in the interest of achieving the broadest possible
accessibility. The Committee is pleased to see that approval
for several new devices to be included in this arrangement
has taken place smoothly in the past year. NHIA has also

implemented “Working Principles for Balance Billing of



Special Materials under National Health Insurance,” which
calls for the annual monitoring of prices being charged under
Balance Billing by different hospitals, and then — if significant
disparities are occurring — setting a ceiling for the amount
patients may be charged for their portion of the cost.

To make this system more workable, we urge NHIA to
base the decision on whether to set Balance Billing caps on
a comparison of the prices being charged in the market for
categories of “efficacy-equivalent” products, rather than for
categories of “functionally equivalent” products. Use of the
“functionally equivalent” categorization might undermine
the existing free-market mechanism by inadvertently
discriminating against products of superior effectiveness. In
addition, the use of “functionally equivalent” classifications
is unsuitable for purposes of pricing management, since
different products vary in terms of the type and quality of the
material and in the techniques employed. Even when used for
treatment of the same clinical indications, the clinical results
may vary between devices. For these reasons, the Committee
advocates the use of “efficacy-equivalent classifications” that
recognize differences in materials, clinical performance, and
clinical data as the basis for Balance Billing price-capping
decisions. Only in this way can the therapeutic value of new
medical technology be properly captured.

Medical technology is constantly improving. The
Committee suggests that NHIA adopt a more progressive
and open approach toward the management of Balance
Billing items. In addition, to enhance the general public’s
understanding of the Balance Billing system, NHIA should
conduct more public education on these policies so as
to prevent unnecessary disputes and concerns created by

misperceptions.

Suggestion 3. Modify the Price-Volume Survey system.

The government regularly monitors the market price
of medical devices, and seeks to minimize the difference
between reimbursement price and the actual market price
through implementing a periodic Price-Volume Survey (PVS).
However, the differences always continue to exist because in
practice the hospitals rely on the price differential to cover
their logistic and administrative costs for handling the devices.
Under the current policy, however, the PVS is followed by a
reimbursement price cut based on the PVS results. This price
cut affects all products within the same functional category,
and causes them to be reimbursed at a fixed price calculated
by pooling all their market prices and volumes (from the
PVS data), without considering any difference among them
with regard to quality or material. Under this methodology,
better-quality and newer devices are disadvantaged, as older-
generation, cheaper products in the same category will likely
be selected by the hospitals.

In addition, NHIA asks manufacturers to sign a Price

Volume Agreement (PVA) for devices with new functions.

Under the PVA, the usage of the device will be monitored for
several years, and if the volume exceeds the agreed-upon cap,
NHIA will reduce the reimbursement price. Devices covered
by this arrangement are also subject to PVS price reductions.
Reimbursement by NHIA to hospitals is in the form of a
floating point value, rather than a fixed monetary amount.
The actual monetary value of one point in recent years has
been approximately NT$0.85, reflecting the pressure of
the NHI global budget control. As a result, the PVS price
reduction comes as an unwarranted double blow, and may

force some high-quality devices to withdraw from the market.

Recommendations:

1. Change the frequency of post-PVS price cuts from every
two years to once in four years for devices with new
functions and those included in the Balance Billing system,
since these newly reimbursed products require more time
to complete administrative processes in the hospitals
before they enter the market.

2. Since the PVS price cut duplicates other reductions in
device prices, NHIA should set up guidelines to enable
manufacturers to appeal for reconsideration of assigned
prices based on comparisons with international reference
prices.

3. During the monitoring period, devices covered by PVAs

should be exempted from PVS price reductions.

Suggestion 4. Expedite and simplify the medical-device

registration process.

1). Accept ISO 13485 certification to replace the QSD

requirement for manufacturers of imported medical
devices. TFDA has been successfully maintaining the
highest QSD/GMP (Quality System Documentation/
Good Manufacturing Practice) standards for many years.
In order to ensure that only the highest quality medical
devices are used in Taiwan, TFDA also effectively oversees
the quality management of manufacturing sites abroad.
ISO 13485 is an internationally recognized quality-
management system standard for medical device
manufacturers. Considering the tendency to harmonize
international regulations and the fact that Taiwan’s GMP
regulations for the pharmaceutical industry are based
on ISO 13485:2003, the Committee recommends that
TFDA recognize the ISO 13485 certificate to replace the
QSD requirement for manufacturers of medical devices
imported into Taiwan.
In order to obtain ISO 13485 certification, the medical
device manufacturers must be audited by a notified
body, and to retain the certification they must continue
to undergo those audits annually. The site audits ensure
compliance with ISO 13485 requirements and validate the
manufacturing-site quality system.

Annual audits should satisfy TFDA’s requirement for
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manufacturing quality management. Recognition of the
ISO 13485 certificate will also shorten the registration
process, accelerating patients’ access to the most advanced
medical services and improving the quality of healthcare in
Taiwan.
In addition, TFDA could place more emphasis on post-
market surveillance, and if necessary request medical device
manufacturers to provide relevant documents or undergo
site audits to ensure that their operations meet or exceed
the quality requirements and standards set forth by TFDA.
2). Simplify the expedited Class Il and Class III medical
device registration model by basing it on marketing
authorizations issued by a competent authority or
notified body from either the U.S. or an EU member
state. In recent years TFDA has made an expedited
registration procedure available, eliminating the need to
submit pre-clinical testing and quality-control documents,
for devices that have both a Certificate to Foreign
Government (CFG) marketing authorization from the
United States and Certificate of Free Sale (CFS) from the
EU. In requiring marketing authorization from both the
United States and EU, however, the current expedited
registration thwarts the TFDA’s good intentions in trying
to simplify the process since most products are not
approved simultaneously in both the U.S. and Europe.
TFDA’s management of medical devices has matured
and moved toward international harmonization. Further
simplifying the registration model would represent
additional progress in that direction and would enable
companies to keep up with international product-launch
schedules.
To reduce the time spent on repeated reviews and
to shorten the registration process, the Committee
recommends that marketing authorization from either
the United States (CFG) or the EU (CFS) should suffice
for eligibility for the simplified model. At the same
time, TFDA could strengthen post-market surveillance
to safeguard public health while ensuring the right of
the public to have access to the newest, most advanced

medical technologies and medical devices.

PHARMACEUTICAL >>

The Second Generation National Health Insurance
(2G NHI) program launched in January 2013 introduced
several new regulations that could have a serious adverse
impact on the pharmaceutical market. As explained in
Suggestion 1 below, the R&D-based industry is concerned
about the extremely low reimbursement prices, low rate
of reimbursement approvals, and the lengthy new-drug
reimbursement review process. All of these factors may hinder

patient access to innovative pharmaceuticals.
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The 2G NHI legislation also provided for a Drug
Expenditure Target (DET) program on a trial basis. The
Committee appreciates the willingness of the Ministry of
Health and Welfare (MOHW) and its National Health
Insurance Administration (NHIA) to enter into dialogue with
industry on the implementation methodology and to accept
some of our suggestions. But a number of concerns still
remain, as set out in Suggestion 2.

With regard to Patent Linkage and Data Exclusivity, issues
that have appeared in this position paper for more than a
decade without significant progress, we are highly encouraged
that the Taiwan Food & Drug Administration (TFDA) has
now promised to move forward on Patent Linkage, build up a
patent database, and evaluate the practice of Data Exclusivity.

Finally, we believe that implementing a proper system of
Separation of Prescribing from Dispensing (SDP) will be the
key to creating a sound healthcare system in the long-term,
as it will remove the profit motive from decisions on drug
management.

The R&D-based industry will continue to work closely
with the Taiwan government in support of healthcare-policy
reform and to help ensure the continued availability of

effective medical care for all the people of Taiwan.

Suggestion 1. Reform the new-drug reimbursement process
and pricing mechanism to accelerate patient access.

Since implementation of the 2G NHI program a year
and a half ago, NHIA has sought to improve the new
two-stage review process for new-drug reimbursement. The
first stage has become a consultative “expert panel” whose
suggestions are sent for the second stage to a meeting of
the Pharmaceutical Benefit Reimbursement Scheme (PBRS)
committee for final decision. Industry appreciates that some
significant progress has been made, such as uploading a
recording of the entire PBRS meeting onto the NHIA website
to enhance the transparency of the process.

On the other hand, the rate of approval of reimbursement
prices under the new system has been extremely low,
especially for innovative products. Taking cancer drugs as
an example, over the past seven PBRS meetings (April 2013-
April 2014), only one drug was approved from a total of
eight submissions. According to industry analysis, the overall
approval rate last year was approximately 62%, with the
approved cases mainly for “me-too” products — indications
already covered by currently reimbursed products. For
innovative products and indications providing extra benefit
to patients but requiring additional budget, the approval
ratings were much lower. In addition, not all of the 62%
approved cases will translate into product launches, as the
pharmaceutical companies may not necessarily accept the
granted prices.

Currently, the average granted reimbursement price is only
about 51% of the median price for A10 countries (a basket



of 10 benchmarked developed markets), which may delay the
launch of many innovative products in Taiwan. One reason
for the low granted price is that 86% of new drug pricing
is based on the prices of local comparators (similar drugs
already on the market), which are already extremely low after
having gone through several rounds of NHIA-mandated price
cuts. As a result of the low granted price and low approval
rate, many cases are appealed, further delaying patient access
to innovation. From last year, the total time needed for a
product to be approved is now about 475 calendar days, up
from the previous average of about 360 days. Even after a
reimbursement price is granted, it still takes two to three years
to get the product listed on individual hospitals’ formularies.
In Japan, by contrast, the time needed is just a few months.
Another area of concern is that the PBRS membership is
dominated by representatives of hospital management, and
the PBRS meeting record shows that some new drugs have
been rejected because of the incremental impact the new drugs
would have on the hospital budget — a situation that both
raises conflict-of-interest concerns and is a potential barrier to

patient access to the latest treatment.

Recommendations:

1. Reward innovation. The reference for new-drug pricing
should be the A10 level rather than local comparators.
For products that have gone through local clinical trials or
pharmaco-economic (PE) studies, the mark-up mechanism
already theoretically in place should be fully implemented.

2. Implement Payer Partnership Programs. The alternative
pricing practice (a risk-sharing mechanism similar to the
patient access scheme in the United Kingdom), which has
been blocked since the new review process was adopted,
should be put into practice.

3. Increase the frequency of PBRS meetings for
pharmaceutical products from bimonthly to monthly to
accelerate the review process.

4. Rebalance the PBRS commiitee membership. We suggest
reducing the current proportion of hospital management
representatives and increasing the number of clinical
experts to lessen conflict-of-interest concerns and to
separate budget impact from the consideration of patient
needs.

5. Provide a bigger voice to patient representatives.
Currently, no patient groups have been invited to join the
reimbursement review process, where they could express
their concerns regarding barriers to access to innovative
drugs. Further, to bridge the knowledge gap between
healthcare professionals/hospital administrators and payer-
group representatives, NHIA should provide more training
and orientation to all PRBS committee members regarding
Health Technology Assessments (HTA), budget impact,
and reimbursement methodology.

6. Adopt a comprehensive tracking system for all

reimbursement application cases, including new
indications and appeal cases. A simplified tracking system
was used for a short period during the previous review
process. We urge NHIA to reintroduce a more complete
version, so that companies can trace the application status
online in the interest of transparency and efficiency.

7. Delist the reimbursement of Over-the-Counter (OTC)
drugs to allocate more budget for new drugs. Based on
Article 51 of the NHI Law, OTC drugs should not be

covered by National Health Insurance.

Suggestion 2. Provide a reasonable price-adjustment
mechanism for pharmaceutical products.

When MOHW last year implemented a two-year pilot
Drug Expenditure Target (DET) system, the Committee’s
2013 White Paper position paper urged the government
to enter into discussion with the industry to develop a
transparent, predictable, and reasonable model for price
adjustments under DET. We also expressed our expectation
that DET would replace the previous practice of Price-Volume
Survey (PVS)-based price adjustments in order to reduce
market disruptions for both medical-care providers and the
pharmaceutical industry.

The DET implementation guidelines announced last
October, however, left us both disappointed and worried
about the state of future patient care. According to the
guidelines for Article 46, a drug will be regarded as off-patent
and subject to price adjustment once its compound patent
expires, even it still holds other types of valid patents
recognized by the Taiwan Intellectual Property Office (TIPO).
In addition, drugs that have been reimbursed within the past
15 years and whose compound patent has expired for five
years will undergo a price cut without the usual “Reasonable
Zone” (R-Zone), 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. One drug could thus face three price cuts
within a single year: a negotiated Price Volume Agreement
(PVA) price cut at the beginning of the year, a DET price
adjustment in April, and another decrease due to the patent-
off provisions of Article 46. Such policies are likely to make
R&D-based pharmaceutical companies hesitant about putting
further investment into Taiwan, causing the launch of new
products in this market to be postponed.

Further, from the second year of DET the annual target is
no longer being based on a set growth rate over the previous
year’s actual expenditure, but rather on the amount of growth
over the previous year’s target. This method of calculation
is different from what industry proposed and will cause the
amount subject to price cutting to widen further, putting
additional pressure on the industry.

The global R&D-based pharmaceutical industry continues

to invest heavily in developing new drugs to provide the best
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treatment of disease and promote good health. But in recent
years, it has become increasingly difficult for the industry to
recoup any part of that investment in Taiwan as a result of the
prolonged new-drug review process, low approval rate, low
reimbursement price, restrictive reimbursement guidelines,
and the PVA mechanism. Under the current system, in
addition, the R&D-based pharmaceutical industry has been
forced into a role of subsidizing the operation of hospitals,
which demand discounts from the drug manufacturers and
then pockets the full reimbursement from the NHI (which
later seeks to close the gap by cutting the reimbursement
prices). These barriers, plus the relatively small size of the
market and concern that low prices here will be benchmarked
by other Asian countries, have given Taiwan a reputation
as an unfavorable environment for investment on new-drug
launches.

For this second year of the pilot DET program, we urge
the government to listen to industry’s concerns and fine-tune
the DET guidelines. A way forward must be found to foster a
win-win-win solution providing top-quality medical care for
the people, assistance to the government in controlling costs,

and a sustainable business presence for the industry.

Recommendations:

1. Maintain actual expenditure as the basis of calculation.
Return to the first-year practice under DET of basing the
target for the following year on the actual expenditure
on medication in the previous year plus a reasonable
growth rate.

2. Adopt a broader patent definition: Drugs that (1) have
effective patents recognized by TIPO (not just compound
patents but patents of all kinds), (2) that are receiving
administrative protection against generic competition by
virtue of having conducted local clinical trials, or (3) that
still fall within the new-drug monitoring period should be
excluded from the periodic price adjustment.

3. Provide a fair R-Zone and create a reasonable price-
adjustment scheme for new drugs to ensure that
patient needs can be met. Set a maximum range of price
adjustment (the R-Zone) for off-patent drugs reimbursed
less than 15 years to prevent an adverse impact on
new-drug pricing (and a potential barrier to patient
access to innovative drugs) when older drugs are used as
comparators.

4. Increase the frequency of quality checks to ensure the
quality levels of off-patent drugs reimbursed for more than
15 years and their generic versions. To further promote
drug quality, limit the amount of discount hospitals may
demand to a reasonable level to encourage competition

based on quality instead of profit.

Suggestion 3. Strengthen IPR protection through Patent
Linkage and Data Exclusivity.
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Effective Patent Linkage and Data Exclusivity (DE)
provisions are critical components of an IPR-protection
regime for pharmaceuticals. With clear patent and DE expiry
dates, both research-based and generics companies can make
better decisions about investing in R&D and manufacturing,
save resources otherwise wasted on unnecessary litigation,
and continue the flow of innovative drugs to patients.

The Committee greatly appreciates the recent positive
engagement from the government on ways to enhance
biopharmaceutical IP protection, particularly MOHW’s
expressed willingness to work with industry to strengthen
the current patent-linkage mechanisms and data-protection
regulations. Progress on these longstanding issues will
undoubtedly strengthen Taiwan’s candidacy when it seeks to

join Trans-Pacific Partnership (TPP) negotiations.

Patent Linkage
Article 60 of the Taiwan Patent Law permits companies

to conduct pre-clinical trials, clinical trials, and other
registration-related activities without being considered as
infringing on originators’ patents. In addition, a generic
can be granted product approval and reimbursement before
patent expiration. This provision creates a more hostile
IPR environment, increases the risk of litigation, reduces
originators’ willingness to introduce new drugs into the
Taiwan market, and jeopardizes patients’ right to have access
to innovative medications.

An industry survey conducted in 2012 found that
since the year 2000, a total of 65 generic drugs (based on
products from 22 originators) received product approval
and reimbursement prices while the original drug was still
under patent. According to Taiwan IP Court statistics, the
average trial period for a patent case is 225 days (more than
7 months), with about 26% of the cases lasting for more than
a year. Furthermore, all these cases are subject to appeal. In
addition, pharmaceutical IP disputes tend to be particularly
complex, making the litigation period substantially longer
than for most cases. If a patent-infringing generic has already
been on the market for a year or even more, the original
manufacturer will suffer heavy damage to its business even
if it eventually wins the lawsuit. This situation undermines
Taiwan’s international reputation as a country committed to
IPR protection and raises doubts as to whether it meets its
obligations under Articles 28 and 41 of the TRIPS Agreement
(Trade-Related Aspects of Intellectual Property Rights) under
the WTO.

Currently Japan, Singapore, South Korea, and China have
all adopted patent linkage or similar systems. The reason for
the absence of patent linkage systems in EU countries is that a
strong data-exclusivity system is in place, preventing generics
from getting approval before the originator’s patent has
expired.



Data Protection

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

In addition, under the current regulation (Article 40-2
of the Pharmaceutical Affairs Law), TFDA allows generics
to apply for approval two years before the five-year DE has
expired, and unfairly requires originators to file applications
within three years of a global launch in order to be entitled to
DE protection in Taiwan. These practices are not in line with
international norms.

When benchmarked against A10 countries, Taiwan is at
the very bottom in terms of data protection. For instance,
the European Union provides 10 years of data protection
for both new-chemical and biologic drugs and for pediatric
applications of off-patent drugs, plus an additional one
year for new indications, two years for orphan drugs, and
six months for pediatric indications of a new drug. Canada
provides eight years of data protection for chemical drugs,
six years for biologics, and an additional one year for
pediatric indications. Japan provides eight years of data
protection through a “re-evaluation” period, and the United
States provides five years for chemical drugs, 12.5 years for
biologics, and an additional three years for new indications
and one year for pediatric indications.

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

Recommendations:

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

2. Incorporate the following into the Patent Linkage system:
a. A strengthened Orange Book system (by which

new-drug applications should be checked against

existing patents). We suggest benchmarking the

comprehensive procedure recently adopted by Korea.

b. A certification process whereby a generic applicant
attests to the grounds for a claim of patent invalidity.

c. A requirement that the originator be notified by the
generic company and MOHW when an application
for product approval is filed.

d. An automatic stay of drug approval. In case of a
dispute, the approval process should be suspended
for a stated period of time (30 months in the United
States) until the parties reach agreement or the
generics company proves the patent right is not
affected or is invalid.

3. Revise current regulations to provide DE for new drugs
and indications as follows:

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

b. For new biologics, 12 years.

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

This issue has been raised in the Taiwan White Paper for
many years. The existing system at Taiwan hospitals requires
staff physicians to prescribe medicines listed in the hospital
formularies, which are selected through a process based
largely on the amount of profit to be gained by the hospital.
Most hospitals also have a “one-in, one-out” policy to limit
the number of items in the formulary, as well as a system
of grouping medications with similar functions as a way to
gain more profit. This approach may jeopardize patients’
access to the most appropriate medication for their particular
conditions.

For the sake of patient-centric treatment, the government
should build an environment in which hospital staff doctors
and pharmacists are able to make professional judgments
based purely on the welfare and individual needs of the
patient, without being restricted to choosing from among
drugs procured for financial considerations after the items
have been accepted for reimbursement by NHIA. The
problem is growing more serious. Besides the potential
impact on patients’ right to access optimal treatment, it may
also lead many international companies to decide not to list
new drugs in Taiwan in the first phase, as the discounting
requirement has made the net price in Taiwan the lowest
internationally.

To correct the situation, MOHW and NHIA should
consider how hospitals and general practitioners can be
compensated well enough so they do not have to rely on
profits from drug dispensing. The role of dispensing should
be primarily in the hands of community pharmacists, who
can provide consultation to patients on medications and
healthcare. A regulated margin for drug management should
be made available to the pharmacies.

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

hospitals.

Recommendations:

1. Eliminate the profit from drug dispensing. Set a clear
principle to prevent hospitals from restricting patient
access to reimbursed items based on profit considerations.
Hospital fees should be adjusted to eliminate the
reliance on profits from drug dispensing, and the release
of hospital outpatient prescriptions to community
pharmacies should become mandatory.

2. Set concrete goals and timetables. Adopt an SDP
roadmap so that the direction of implementation is clear,
even if it must be carried out in stages. An integrated
implementation plan should include measurements of SDP
compliance as part of the hospital accreditation system. It
should be based on the number of prescriptions released
and the number of pharmacists who are actually engaged
in drug dispensing.

3. Engage in more public communication and education.
Provide more extensive education to the general public
about the benefits of implementing SDP. Patients should
be helped to understand the crucial importance of SDP in
improving the quality of medical care and decreasing the
wastage of healthcare resources by reducing the volume
of unnecessary medication. The result would be long-term
savings for the NHI budget.

4. Set clear policies for implementation. Adopt clear
regulations to ensure good dispensing practices by the
pharmacies and to prevent drug substitution without
the doctor’s consent, and set a policy of periodically
publishing data on the amount of prescriptions released by

individual hospitals.

PUBLIC HEALTH >>

The Public Health Committee communicated and
interacted positively with the health authority in the past
year as we endeavored to work together on a number of
public health issues in Taiwan. We hope that by offering the
experiences of member companies in different arenas and by
assimilating the successful models adopted in other countries,
we can help to further elevate the quality of Taiwan’s

healthcare.

Suggestion 1. Increase the use of safety-engineered devices
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in compliance with Article 56 of the Medical Care Act.

The Legislative Yuan amended Articles 56 and 101 of the
Medical Care Act at the end of 2011, requiring healthcare
institutions to phase in the use of safety-engineered devices
over a five-year period. The amended Article 56 stipulates
that the percentage of safety-engineered devices in use at
medical institutions shall increase by 20 percentage points
every year, reaching 100% by the end of 2016. However, the
usage rate of safety-engineered devices at medical institutions
averaged a mere 3.72% in 2012 according to National
Health Insurance Administration statistics, a far cry from
the statutory target. The Committee offers the following
suggestions for the Ministry of Health and Welfare (MOHW)
on ways to increase the use of safety-engineered devices:

A. Revise the provisions in the Hospital Accreditation
Standards and Infection Control Audit Guidelines
regarding safety-engineered devices to bring them in
line with the spirit of Article 56 of the Medical Care Act
and broaden the infection control audit to include an
examination of all types of safety-engineered devices used
by hospitals.

1). Strengthen the section of the Guidelines requiring
hospitals to increase the use of safety-engineered
devices by 20 percentage points a year. Currently the
Guidelines state that the “use of safety-engineered
devices in emergency care, emergency rooms, intensive
care units, operating rooms, renal dialysis units, AIDS
wards, infectious disease wards, and on high-risk
patients” should reach a certain level. However, the
needles used by those units and functions account for
only a small percentage of the hospital-wide total. If
only those units comply with hospital accreditation
and infection control audit standards on the use of
safety-engineered devices, hospital-wide use is unlikely
to ever increase by 20 percentage points a year as
stipulated in Article 56. We therefore suggest that the
relevant provisions in the Guidelines be revised, in
conformity with Article 56, to specifically require an
annual increase in hospitals’ use of safety-engineered
devices by 20 percentage points.

2). Examine the use of all types of safety-engineered
devices during hospital accreditation and check the
percentage of safety-engineered models among all
needle devices claimed by the hospital for National
Health Insurance (NHI) reimbursement. According
to the “2013 Hospital Accreditation Standards
and Assessment Items, Consensus of Accreditation
Committee Members,” when committee members
examine the percentage of safety-engineered devices
in use, they only need to spot check the use of IV
catheters and IM injection needles. In line with
MOHW regulations, however, the occasions calling

for the use of safety-engineered devices are not limited



to injections. Blood collection is also considered a
high-risk medical procedure, and blood collection
needles have been included in the MOHW Safety
Needle Product List. Thus blood collection devices
should be included as an audit item and in calculation
of the safety-engineered device usage rate.

On the other hand, usage rate data based only on spot
checks will not reflect the actual use of such devices.
Committee members have discovered that some
hospitals make false representations and use safety-
engineered devices only during the accreditation
period. Checking the percentage of safety-engineered
models among all needle devices claimed by the
hospital for NHI reimbursement can help prevent this

type of fraud.

B. In line with Article 101 of the Medical Care Act, MOHW

should fine medical institutions that fail to meet the usage-

rate requirement. Despite the seriously low average 3.72%

usage rate for safety needles in 2012, so far no hospital

has been sanctioned for non-compliance. MOHW needs
to step up enforcement.

. MOHW should assign safety-engineered device codes to
safety blood-collection devices.

1). Safety-engineered devices used in blood collection
are included in the examination fee, instead of being
treated as an independent NHI payment. As such,
hospitals must absorb the cost of safety-engineered
devices used for blood collection, which reduces the
incentive to switch to the more expensive safety-
engineered devices. Furthermore, because blood-
collection needles are not treated as a special material
item for NHI reimbursement claims, needle usage
is difficult to tally during hospital accreditation and
infection-control audits.

2). The assignment of safety-engineered device codes to
safety blood-collection devices would enable hospitals
to file separate NHI payment claims for those devices.
It would also allow assessors to verify the usage
rate of safety-engineered devices during hospital
accreditation and infection-control audits by tallying
the number of claims filed under the safety-engineered

device codes.

D. MOHW should annually set aside a dedicated fund on

top of the global budget to subsidize hospitals’ use of
safety-engineered devices. In the 2013 hospital global
budget, 100 million points were designated for safety-
engineered devices. But this dedicated fund was reduced
to 99.4 million points in 2014. The Medical Care Act
requires that hospitals annually increase the use of safety-
engineered devices, but the budget for the devices will
not cover hospitals’ costs in using such devices. Thus,
an apparent contradiction exists between MOWH’s

budgeting and the regulatory requirements. We suggest

that MOWH increase the dedicated fund for safety-
engineered devices every year and keep it independent of
the global budget.

. MOWH should make available data on nationwide NHI

claims for general needle devices and safety-engineered
devices in 2012 and 2013, based on the product types
itemized in its Safety Needle Product List, and publish
the data on its website on a quarterly basis to facilitate

supervision of the regulatory implementation by the public.

. The MOWH definition of safety-engineered devices

should be brought in line with international standards.
The current definition is merely “Specially-designed
needles, syringes and other medical appliances for
injection or blood collection to reduce the risk of exposure
to pathogens and bloodborne infectious diseases for
healthcare workers.” This definition narrowly confines
safety-engineered devices to injection and blood collection
needles and syringes, but needlestick injuries occur
in other situations that also call for the use of safety-
engineered devices. The narrow definition of safety-
engineered device by MOWH confines the range of policy
implementation and limits the amount of protection for
healthcare workers.
We suggest that MOWH refer to the successful
experiences of countries with legislation on safety-
engineered devices. The U.S. Occupational Safety and
Health Administration (OSHA), for example, does not
specify product types in its definition of safety-engineered
medical sharp device: “Sharps with engineered sharps
injury protections means a non-needle sharp or a needle
device used for withdrawing body fluids, accessing a vein
or artery, or administering medications or other fluids,
with a built-in safety feature or mechanism that effectively
reduces the risk of an exposure incident.”

In addition, the wording “specially designed” in the

MOWH definition is overly vague. The U.S. Food

and Drug Administration (FDA) in its “2005 Medical

Devices with Sharp Injury Prevention Features” makes

specific recommendations for the “design” of this type of

product by taking functions and human engineering into
consideration. This approach could serve as reference for

Taiwan.

The Committee suggests that:

1. MOWH bring its definition of safety-engineered device
in line with international standards to broaden policy
implementation and provide healthcare workers with
greater protection.

2. The definition of which safety-engineered devices to
include in the Safety Needle Product List should be
broadened to include not only devices that are directly
invasive into the human body, but all devices that can

prevent risk of exposure to bloodborne pathogens.
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Suggestion 2. In promoting safety-engineered devices, also
address problems associated with exposure to blood by
healthcare workers.

As specified in the MOHW definition of safety-engineered
devices cited above in Suggestion 1, such devices must be able
to prevent both needlestick injuries and blood exposure by
healthcare workers. Taking the insertion and removal of IV
catheters as an example, the use of safety IV catheters can
sharply reduce the incidence of needlestick injury from 6.6
times per 100,000 insertions to 0.7 times. The rate of blood
exposure, however, is often underestimated and neglected.
A U.S. Centers for Disease Control (CDC) study estimates
that as many as 19.2 incidents of blood exposure occur per
100,000 insertions. For instance, when using an IV catheter to
collect blood specimens, healthcare workers often draw blood
with a syringe directly from the needle holder or open the
cap of the blood collection tube and allow the blood to drip
out from the catheter. In addition, for fear of needlesticks,
it is not uncommon for healthcare workers to remove the
needle from a syringe filled with collected blood, and pour
the patient’s blood into the open-cap blood collection tube.
These actions often cause a patient’s blood to splash onto
the blood collector’s or patient’s skin or mucosa. They may
even contaminate the environment, causing exposure to
bloodborne pathogens.

In promoting the use of safety-engineered devices, the
health authorities should also take into account whether those
devices come with the function of preventing blood exposure,
so as to truly protect healthcare workers from the risk of
exposure to pathogens and bloodborne infectious diseases.

The current clinical blood collection practices pose
considerable infection risks and are highly likely to expose
patients’ blood to the air. The H3A6 Standard of the Clinical
and Laboratory Standards Institute (CLSI) also recommends
collecting blood in a closed system to effectively avoid
needlestick injuries, blood exposure, inadequate blood
volume, and rejection due to hemolysis. Collecting blood in a
closed system means the blood is never exposed to air during
the process of drawing blood from the patient’s body and
retaining it in the tube.

For the above reasons, we suggest the following measures:
1. A CDC requirement that all medical institutions establish

a standard operating procedure of collecting blood in a

closed system to avoid the risk of infection associated with

blood exposure and other problems. Blood specimens
obtained through dangerous blood-collection practices
should be rejected.

2. Issuance by the CDC of clear and safe blood-collection
audit guidelines and a standard process for infection-
control audits. This step will help reduce blood exposure
incidents and decrease the risk by healthcare workers of

contracting diseases.
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Suggestion 3. Reduce bloodstream infections to ensure

patient safety.

Bloodstream infections (BSIs) are the most common form
of healthcare-associated infection (HAI) and have become
the most frequent source of infected sites in Taiwan since
2003. According to a TNIS (Taiwan Nosocomial Infections
Surveillance System) analysis report in 2012, BSIs accounted
for 41.4% of the infections in medical center ICUs and 31.5%
in regional hospital ICUs.

BSI risk factors are complex, including patient conditions,
medical process, catheter maintenance, length of stay, infusion
element, etc. BSIs can be prevented through public policies
that require and incentivize healthcare facilities to implement
comprehensive infection prevention and control practices. We
would like to address two aspects of this issue:

A. Improve the quality of catheter maintenance. Nursing
staff will flush catheters constantly to make sure they
are not blocked. But in the care process for indwelling
catheters, patients could become infected and the catheter
may become blocked, endangering the lives of patients.
Traditionally, for catheter flushing the nurse manually fills
a syringe with normal saline, which is then flushed into the
catheter from its connector. Pathogens may propagate and
travel down the catheter into the blood to cause BSI. In
addition, if no positive pressure is applied when closing the
catheter in the conventional flushing process, the resulting
backflow of blood may lead to thrombosis, which in turn
may cause catheter blockage and complications, seriously
affecting treatment efficacy.

In 2000, a U.S. clinic reported a serious case of cross-

infection of hepatitis C caused by using saline solution

extracted from the same normal saline bag as used for

flushing catheters. The cross-infection resulted in 99

patients contracting hepatitis C. To reduce problems

associated with catheter care and maintenance (or
flushing), the U.S. CDC recommends the use of single-
use flushing systems (e.g. single-dose vials and prefilled
syringes). The Infusion Nursing Society (INS) makes
the same recommendation in its 2011 Infusion Nursing

Standards of Practice. The INS also suggests the use of

positive pressure techniques for flushing to prevent the

backflow of blood, or using single-use syringe that can
prevent the backflow of blood to achieve better flushing
results.

Currently hospitals in Taiwan lack rigorous procedures for

catheter flushing. To reduce all possible risks, we suggest

the following steps:

1). Establish standard operating procedures for catheter

care and maintenance, emphasizing these aspects:

e Recommended timing for catheter flushing.

e Recommended frequency for catheter flushing.

e Use of prefilled syringes to avoid risks associated

with manual preparation.



e Maintenance of positive pressure when closing the
catheter to prevent the backflow of blood.

2). Include the catheter care and maintenance standards
recommended by the U.S. CDC and INS in the audit
items for infection control audits.

B. Provide incentives to encourage the adoption of closed
infusion systems to reduce BSIs. Various studies have
shown that switching from an open to a closed infusion
container results in a major reduction of catheter-
associated bacteria because the soft and fully collapsible
design does not require external venting and is not

exposed to external air.

Recommendations:

1. Increase awareness about the impact of BSIs and
conduct relevant education to healthcare professionals.

2. Provide incentives to encourage the adoption of closed
infusion systems, such as closed infusion containers or
closed catheter access systems to improve and reduce
BSIs.

3. Encourage medical institutions to enhance medical

outcome and reduce BSIs.

Suggestion 4. Improve the procedure for sterility

monitoring of medical devices.

To ensure that patients receive properly sterile medical
devices, TFDA conducts a Sterility Monitoring Project by
sampling medical devices from the field. However, this project
lacks transparency in its procedures, objectives, and sampling
and testing methodology. Before the test results have been
validated, the information is made publicly available, which
can lead to unnecessary concern by both hospitals and the
general public. The Committee suggests that TFDA re-assess
its procedures in light of the following;:

1). Carrying out a Test for Sterility on finished products is
an inadequate method to determine product sterility.
Since 1984, various competent authorities including the
U.S. FDA and European Pharmacopeia have formally
recognized the limitation of end-product sterility testing.
The entire body of international sterilization standards is
based on assuring sterility using process validation. The
current testing methodology in Taiwan to assure sterility is
therefore at odds with standard international practice.

2). The monitoring process should be transparent to the
party involved, while maintaining the confidentiality of
unvalidated information. When test results have been
properly validated to confirm the findings and rule out
false positives, the test report should be released to the
party involved so that it can take corrective action and
preventive action (CAPA). The current practice of not
releasing the test report but only notifying the party by
letter violates Article 46 of the Administrative Procedure
Act and hinders the development of CAPA. Before the test

results have been properly validated, it is important that

they should be kept confidential to prevent unnecessary

panic by the general public and disturbance to fair market
competition.

3). The respective roles and responsibilities of TFDA and city/
county health authorities need to be better defined. Since
the Sterility Monitoring Project is a program of the central
government’s TFDA, the TFDA should take the lead in
outlining the proper course of action if proper validation
leads to the conclusion that product sterility is a concern.
Hospitals, city/county healthcare authorities, and suppliers
can then follow identical instructions from the TFDA. The
current practice of releasing unvalidated results to local
health authorities has caused serious problems. Different
local health authorities may make different decisions,
patients in different cities and counties receive different
levels of protection, and hospitals and suppliers are
confused by the variance in decisions and actions among
the different authorities.

Due to the potential procedural pitfalls and inadequate
testing methodology, the Committee suggests that TFDA
re-assess the feasibility of the Sterility Monitoring Project.
Once any problems with the procedures are rectified,
TFDA should notify hospitals and suppliers about the new
regulations. The goal is to ensure that the project can be

executed smoothly, bringing adequate protection to patients.

REAL ESTATE >>

Several major real estate policies implemented in the past
two years have substantially influenced the real estate market.
Policies such as mortgage controls, real estate transaction
declarations, and investment restrictions on insurers have
caused the transaction volume to plunge and capital values
to fluctuate in both commercial and residential markets.
However, the Real Estate Committee commends the efforts
that the government has made to increase property-price
transparency and to pre-empt potential asset bubbles. At the
same time, the Committee has also identified potential side
effects and contradictions under the current regulatory regime
and the newly implemented policy decisions. Therefore, in
order to continue improving and promoting Taiwan as a
thriving investment destination, the Committee presents the
following suggestions in hopes of stimulating discussion with
the relevant governmental agencies to further improve the

overall market environment.

Suggestion 1. Amend the Real Estate Appraiser Act to
permit the incorporation of valuation service providers as a
legal entity.

The Real Estate Appraiser Act of Taiwan requires that

real estate appraisal services be rendered only by qualified
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appraisers who have (1) passed the examination for real estate
appraisers; (2) practiced real estate appraisal for at least two
years; and (3) joined the Real Estate Appraiser Association
of a municipality or a county. As a result, all real estate
valuations business must be conducted either by individuals
or as a partnership, and not by a separate legal entity (7% A).
In Taiwan, liability is unlimited and rests with the individual
appraisers. Most, if not all, of the appraisers are licensed
individuals who carry no insurance, and in fact it appears that
no such insurance product is available in Taiwan.

We recommend amending the regulation to allow the
incorporation of valuation service providers as legal entities,
a category that can co-exist with the existing appraisal
partnerships and licensed individuals. Such a system would be
in line with other countries. Germany, for example, generally
has no restrictions preventing companies from performing
valuations.

In Japan, the Real Estate Appraisal Act states that only
real property appraisal firms registered with the Ministry of
Land, Infrastructure, Transport and Tourism or a prefectural
government may engage in real property appraisal. In
addition, only Licensed Real Property Appraisers (including
Licensed Real Property Appraiser Candidates) registered with
the Ministry may appraise real property in the ordinary course
of business conducted by the registered real property appraisal
firms. “Real estate appraisal firm” is defined under the Real
Estate Appraisal Act as a person or entity registered under
Article 24 of the Act.

The main benefits of allowing legal entities to be valuation
service providers are:

1). Reputable companies are better covered by insurance and
hence provide better protection to customers.

2).Reputable companies have better internal and external
standard operating procedures and audit and compliance
procedures to ensure the quality and the independence of
the valuation reports.

3). The change would allow local valuation firms to join
forces with larger international platforms and to perform

services in line with international best practices.

Suggestion 2. Remove the minimum rental-return
requirement on domestic commercial real-estate invest-
ment by insurance companies.

In late 2012, the Financial Supervisory Commission (FSC)
issued a series of orders to insurance companies aimed at
avoiding overheating in the commercial property market
and slowing the rapid rise in property prices. The orders
state that insurers may invest in commercial properties only
when the buildings are already under construction, have
commitments from lessees to occupy at least 60% of the
space, and will generate a minimum yield of 2.875% in
rental income. Additionally, re-sales are prohibited within

five years for domestic office buildings. For land acquisitions,
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construction work must commence within nine months and
be completed within five years. Re-sales are prohibited for a
period of 10 years.

Although the limits on investments by insurers were
alleviated by new regulations in late 2013, the required
minimum vyield remains at 2.875%. Since real estate values
vary tremendously across different municipalities, however,
imposing one standardized minimum yield requirement
may create problems for investors. Taking Taipei City as an
example, since real estate prices there are high, it is difficult
to obtain the required yield. Considering that insurers receive
premiums from policyholders in addition to their investment
profits, they must maintain substantial reserves to ensure their
ability to repay policyholders upon maturity of the policies.
Thus it is vital for them to obtain stable rental incomes, as
well as to manage their risk by diversifying asset portfolios.

Because leasing demand in major metropolitan areas like
Taipei City is higher and more stable than in second-tier cities,
it generates more stable and secure incomes. The Committee
urges the relevant governmental authorities to adjust the
required minimum yield to a range of 2%-2.5%, which would
enable insurers to flexibly and strategically allocate their
investment resources. However, the recommended range for
minimum rental returns shall not be treated as the maximum
value of returns. In other words, if an insurer can obtain
rental yield higher than 2.5%, the investment would receive
approval provided that all other requirements set by the FSC
are met.

RETAIL >>

The Retail Committee recognizes the government’s recent
initiatives to identify and act on deregulation opportunities
as part of its review of how Taiwan can best prepare for
negotiations to enter the Trans-Pacific Partnership (TPP). As
TPP membership will serve the best interests of Taiwanese
consumers, we urge the government to remain steadfast in this
effort despite inevitable headwinds.

At the same time, the Committee has been troubled
about the manner in which some new laws and regulations
were recently enacted. When concerns arose about the
safety of certain consumer products — as in cases regarding
labeling requirements for both food additives and cosmetics
preservatives — the response by some legislators and regulators
was the hasty drafting of new rules without due consideration
of their implications. The obvious flaws in the drafts
necessitated reassessments and revisions, but the process
strained the resources of both government departments
and responsible companies while provoking criticism of
government efficiency. We urge the government to rely on
sound scientific knowledge and proven international practices

as the basis for such policymaking, which is also the best



way to prepare Taiwan for participation in TPP and other
international agreements.

The Committee is also pleased that the subject of industry
self-regulation has been receiving increased attention. In
major markets such as the United States, the European Union
(EU), and Japan, responsible industry standards regarding
products, services, and advertising are often set and managed
by the private sector, leaving government to focus its
resources on the most critical issues facing it. In the interest
of promoting corporate responsibility and government
efficiency, we encourage the Taiwan government to support
such sectors as the food and cosmetics industries in taking
steps in this direction.

The Committee also appreciates the positive feedback it
has received from the Taiwan Food and Drug Administration
(TFDA) on its suggestions in previous White Papers about
ways to improve the mechanism for regulating advertising
claims for food items. Although TFDA published a draft
proposal in May 2013 under which new claims would be
allowed if backed by scientific evidence, we have not yet seen
a formal announcement of that regulation. We hope the new
mechanism can be implemented as soon as possible.

The three themes of deregulation, international
harmonization, and industry responsibility and self-regulation
recur through the following suggestions. They may provide
some relevant signposts and milestones along the pathway to
TPP membership.

Suggestion 1. Avoid unnecessary and impractical
regulations in implementing Article 28 of the Food
Sanitation Act.

The intent of Article 28 of the Food Sanitation Act,
“Governing the Advertisement and Promotion of Foods Not
Suitable for Consumption by Children over a Long Period

]

of Time,” is to promote a balanced diet for children and
safeguard their health. We fully support that objective.

But the draft enforcement regulations for Article 28, which
would restrict advertising and marketing activity aimed at
children for certain foods, represent a significant departure
from established international best practice. They are not
based on scientific evidence of actual health benefits, are
too restrictive of consumer choice, and are questionable
as to their enforceability in practice — all of which could
severely damage Taiwan’s international competitiveness and
aspirations for greater integration into the regional and global
economies. The Committee urges the Ministry of Health
and Welfare (MOHW) to revise the draft regulations for
implementing Article 28 for the following reasons:

1). The draft’s definition of “foods not suitable for

consumption by children over a long period of time”
is unworkable. It defines such foods as those with a)
fats accounting for more than 30% of the total caloric

value; b) saturated fats accounting for more than

10% of the total caloric value; ¢) more than 0.3g of
trans fats per 100g of a solid or per 100ml of a liquid;
d) more than 1mg of sodium per kcal; or e) sugars
exceeding 10% of the total caloric value.

These guidelines are broadly consistent with World
Health Organization (WHO) recommendations for
daily diets as a whole. But they are neither logical
nor practical when applied to individual food items.
The one-criteria-fits-all approach does not account
for how and when foods are consumed, serving sizes,
and consumption frequency. The exclusion of foods
outside the criteria would in fact make it impossible
to maintain a quality, balanced diet in line with the
Food Pyramid.

Under MOHW’s proposed criteria, a number of foods
that contribute to children’s health and development
— for example milk (including low fat milk), apples,
and bananas — will be considered unsuitable if
not explicitly excluded through Clause 4 of the
regulations. Rice, a staple part of the Taiwanese diet,
and even water would also fail to pass the criteria,
as would sandwiches, salads, cold noodles, and
dumplings.

Based on this unprecedented and impractical standard,
certain health foods approved by MOHW - for
instance, Oligo Tomato Drink, Super Functional
Tea Drink, and Gyokuro Green Tea — should also be
classified as “Foods Not Suitable for Consumption by
Children over a Long Period of Time.”

Major difficulties will be encountered when enforcing
the regulations, as they neglect to consider Taiwanese

daily eating habits and the local market environment.

. The draft’s restrictions on advertising and marketing

activities aimed at children unnecessarily limit
free trade, and are a marked departure from the
approaches taken by other countries.

Clause 3 of the draft prohibits any promotional
activities to children for the above-mentioned
food products, including advertising as well as
the giveaway or sale of toys with the purchase of
products, including gifts or sales through the loyalty-
point collection programs of convenience stories
or other retailers. There is no scientific research
demonstrating that such restrictions on promotional
activities benefit children’s health. Nevertheless,
the draft would limit consumer choice and market
competition, and hamper the long-term development
of industries that account for a large source of
employment in the service sector.

The scope of the proposed regulation goes beyond
what any other advanced economies have adopted.
For instance, the United Kingdom, Canada, South

Korea, and Malaysia have enacted legislation similar
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to Article 28, but these laws regulate only advertising
targeted at children and not other marketing
activities. The Committee recommends that MOHW
adopt the internationally accepted approach of
regulating advertising on children’s channels, but
without additional restrictions on other marketing
activities.

3). Better outcomes could be achieved through industry
self-regulation. The Committee appreciates
that government and statutory regulation has
historically played a strong role in Taiwan in
benefiting consumers. In other economies such as
the United States and EU, however, self-regulation
has for many years been growing in importance as
a successful model for ensuring win-win-win results
for consumers, government, and industry. As further
explained in Suggestion 4 below, we believe that the
time is ripe for Taiwan to also consider adoption of
self-regulation mechanisms. We propose that an ideal
place to start would be the area of advertising to

children.

Suggestion 2. Align the regulation of genetically modified
food (GMO) with that of major trading partners.

Taiwan has enforced regulations on genetically modified
food since 2011, and in February this year the amended Act
Governing Food Safety and Sanitation added pre-market
approval of food ingredients from genetically modified origins.

In this effort, it is vital that Taiwan’s regulations should
be harmonized with those of its major trading partners.
Establishing a more restrictive regulatory environment than
its trading partners would narrow the flexibility of supply
from different countries and regions of the world, reduce
the variety of food available to the Taiwan consumer, and
increase food costs.

Because of the impossibility of totally preventing cross-
contamination between GMO and non-GMO foods during
harvest, storage, and transportation, a reasonable threshold
— such as 5% — is often set for such unintentional mixing.
Recently the TFDA announced a direction to decrease the
threshold value from 5% to 3%, which would be lower than
that of many countries in Asia, including Japan and Hong
Kong. The United States, a major supplier of agricultural
items to Taiwan, has no such requirement.

Tightening the threshold would have a potentially
negative impact on the availability of food from various
trading partners. Before taking that step, we suggest that
Taiwan undertake a comprehensive impact assessment to
understand the possible ramifications for food supply and
food costs.

Suggestion 3. Review the repetitive batch-by-batch
approval process for organic food imports.

TAIWAN WHITE PAPER * JUNE 2014

Since 2009, TFDA and the Council of Agriculture (COA)
have reviewed each batch of imported organic foods. TFDA
regulates food importation with regard to food sanitation
and labeling requirements, while COA ensures that any
claims or references to “organic” meet Taiwan’s standards.
While the Committee recognizes the importance of label
credibility, it encourages the authorities to adopt a simplified
approach to replace the tedious current three-week-long
procedure that deters the free flow of trade. The existing
procedure is repetitive and also prone to human error, as it
requires original documents with exact weight and code-date
information.

Many exporting countries that supply organic foods to
Taiwan already have thorough and stringent regulations
governing whether a product can be sold, labeled, and
represented as “organic.” For example, the National Organic
Program (NOP) under the U.S. Department of Agriculture
employs approximately 100 organic certifying agents
stationed throughout the United States and around the world.
They review organic practices, conduct on-site inspections,
and verify compliance for each organic operation. The agents
are certified for five-year periods, and the NOP also conducts
on-site assessments every two to three years to ensure that
they still comply with all requirements. Similar review
processes in the EU and Japan verify that organic foods
comply with regulations. Taiwan should take advantage of
the pre-export work already being done by these countries.

The Committee urges the Taiwan authorities to recognize
and accept the professional certification process in advanced
countries and consider revising the current application and
review process, which is clearly too time-consuming and
labor-intensive. Our suggestion is to implement a product
certification program similar to that of the Bureau of
Standards, Metrology and Inspection. When BSMI approves
a commodity after putting it through a series of tests and a
documentary review, it issues a certificate that remains valid
for five years. Adopting a similar procedure would not only
shorten the import clearance time in the interest of trade
facilitation, but would also enable the government to reduce
the burden on its personnel from conducting batch-by-
batch inspections. Should traceability be a concern, creating
a database similar to what TFDA is now requiring of food
additives would be a feasible solution that importers would

be pleased to cooperate with.

Suggestion 4. Encourage industry self-regulation in
advertising in line with international best practices.

The Committee applauds the endorsement last year of self-
regulation for cosmetics advertising by the head of TFDA’
Drug & Cosmetics Section. However, advertising self-
regulation is equally applicable to a wide range of industries.
In addressing the recent issue concerning food advertising

to children, for example, we urge TFDA to take it as an



opportunity to examine existing practices around the world,
and then allow the food industry to establish and self-enforce
responsible advertising standards.

Although the principle of advertising self-regulation is
much broader than the current issue of the advertising and
marketing of food products to children, that issue — discussed
in Suggestion 1 above — serves as an apt example for which
Taiwan should consider the experience of the EU. According
to research by the European Commission’s Directorate
General for Education and Culture, self-regulation has been
particularly effective in regulating advertising behavior
targeting children. In these countries, industry groups have
drawn up rigorous self-regulating measures overseen by
external, non-industry experts and government officials.
Industry self-discipline enables the government to reduce
regulatory costs, and the process is more flexible and
responsive to societal needs compared with the more time-
consuming legislative process.

The “EU Pledge on Nutrition White Paper” (EU Pledge),
launched in 2007 and signed by over 20 international
companies accounting for over 80% of EU food and beverage
advertising, is one such self-regulation program that has
already brought positive health results. A similar self-
regulatory pledge in the United States signed by 16 companies
in 2007 also demonstrates how government can make a
larger positive impact on health and nutrition by partnering
with industry, rather than through a statutory approach.
By establishing scientifically tested and practical nutritional
guidelines, followed up through participating companies’
voluntary efforts to encourage healthy eating, the total caloric
value of the products sold by the 16 signatory companies in
2012 came to 54 trillion — a reduction of 11% or 75 calories
per person per day compared to 2007. Likewise, between
2004 and 2012, the proportion of obesity among children
aged 2 to 5 dropped from 14% to 8%.

The Committee encourages MOHW to leverage the
principle of advertising self-regulation, as other advanced
economies have done, to achieve the objectives of the spirit
of Article 28 of the Food Sanitation Act without damaging
Taiwan’s international reputation. The Committee and
our member companies would welcome the opportunity
to collaborate with Taiwanese companies and the relevant
authorities in developing an appropriate self-regulatory
mechanism based on the experience of other developed
economies. Initially, this initiative would focus on advertising
to children to achieve the ultimate objectives of Article 28 of
the Food Sanitation Act, but eventually it could be expanded

to other product categories or even advertising in general.

Suggestion 5. Adopt reasonable revisions to the Consumer
Protection Act.
A bill submitted to the Legislative Yuan to amend

the Consumer Protection Act would give the relevant

administrative body the authority to mandate the terms in
standard contracts with consumers and to stipulate the types
of businesses that must follow these conditions. Because the
definition of “standard contract” in this context includes all
types of communication with consumers, including posters
and outdoor displays, the bill would grant extremely broad
administrative power over private contracts and advertising.
In addition, administrative officials would be given police
powers to enter and inspect businesses that use a “standard
contract,” without the officials needing to specify the purpose
or scope of the visit. These measures are totally inappropriate
for a society that professes to respect the rule of law and a
free market economy.

A second issue with the proposed law is a clause enabling
consumers to cancel any type of transaction without cause
within seven days of purchase. This procedure is wholly
impractical for certain types of products and services,
including intangibles such as software, as well as services that
are rendered quickly. Although the proposed amendment
technically reserves room for exceptions, given the recent
environment of consumer populism in Taiwan, the business
community is concerned that the government may not be able
to establish such necessary exceptions. The Committee urges
the government to explicitly incorporate exceptions existing
in the laws of major markets such as the EU and Japan into
the proposed amendment.

A third issue is that when a consumer cancels a purchase
made on-line or through mail order or a sales visit, the
proposed law would give the merchant only 15 days to make
the refund. This limitation ignores the practical difficulty
of many businesses to execute refunds in just 15 days. For
example, many companies rely on treasury services provided
by their banks, and the processing timing may often exceed the
15-day period. And with the expected increase in requests for
refunds, businesses and the financial-service sector may have
to scramble to meet the demand with even a 30-day period.

The Committee is disappointed that the Executive
Yuan failed to consider the above-mentioned issues before
submitting the draft amendment to the Legislative Yuan.
We hope the legislators will make up for that lapse by

undertaking a serious review of the draft amendment.

Suggestion 6: Reform the regulatory framework for
cosmetics products.

The Committee continues to urge the TFDA to harmonize
its regulations with international practices and to avoid
technical barriers to trade that may become impediments to
Taiwan’s acceptability for TPP membership. We provide the
following recommendations:

1). Ensure coberence when adopting international regulatory
models. TFDA has recently looked primarily to the EU
when drafting new rules. But instead of comprehensively

adopting EU standards, it also adds regulations from
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different countries. The result is often an eclectic mix of

rules rather than a cohesive policy. Some examples:

e Banned or restricted ingredients — In the EU, about
1,500 ingredients are either banned or restricted to a
low use level in cosmetics. If the ingredients are later
proven safe, however, they are removed from the
banned list or receive a higher use level. In Taiwan,
some 300 ingredients are either banned or restricted
in the amount that may be used. But the TFDA has
no system to allow changes, and therefore continues
to prohibit many ingredients that have already
been relaxed in the EU. In contrast, only about 30
ingredients are regulated in the United States and
Japan. If the TFDA adopts the full EU list for bans and
use levels but maintains its current no-change policy,
it could open Taiwan to charges of erecting a serious
technical barrier to trade.

e Product Information Files (PIF) — TFDA is planning
to implement a PIF system requiring companies to
prepare complex technical dossiers for all cosmetic
products. By combining EU, ASEAN, and TFDA’s own
additional requirements, it would create the world’s
most restrictive regulation. Furthermore, many of the
TFDA documentary requirements lack clarity and are
subject to regulators’ arbitrary decrees, placing cosmetic
companies at high risk of non-compliance and serious
penalties. Another complication is that the United
States and Japan do not utilize PIFs. Because Taiwan’s
market size often does not justify the production of
special technical documents, many companies that
import products or ingredients would be unable to
comply with the PIF requirement, creating another
technical barrier to trade.

e Mandatory Taiwan Cosmetic GMP — TFDA adopted
ISO 22716 as a Voluntary Taiwan Cosmetic Good
Manufacturing Practice (GMP) and plans to make
it mandatory. In the United States and Japan, GMP
is voluntary. Although GMP is mandatory in the EU
and ASEAN, both of those systems also accept other
countries’ GMP standards. TFDA intends to maintain
a single standard, however, which would create a
significant technical barrier to trade when businesses
import products from markets other than the EU and
ASEAN.

In summary, we strongly recommend that the TFDA avoid

creating “Taiwan-unique” rules that make it difficult for
international companies to serve this market and potentially
pose a barrier to Taiwan’s entry into multinational free trade
agreements.

2.) Specify the scope of Product Off-Shelf for cosmetics

advertisements. The Committee greatly appreciates
TFDA’s removal of the “corrective advertisement”

proposal from the draft amendment of the Cosmetic
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3).

4).

Hygiene Control Act. Still remaining in the draft is the
measure under which products could be ordered to be
taken off the shelves if advertisements for the products
are found to be seriously exaggerated or untrue, but we
feel encouraged that the TFDA has communicated with
local government health departments that this provision
would be implemented only for product advertisements
with the potential of causing serious harm to physical
health. For the sake of clarity, we recommend inclusion
of this wording in the “product off-shelf” portion of the
amendment bill.
Simplify the registration process for medicated
cosmetics. TFDA has decided to retain the pre-market
registration system for medicated cosmetics. Based on
the Committee’s suggestions on this topic in previous
White Papers, we again urge the TFDA to reconsider
this decision. In the meantime, TFDA should simplify the
registration process for medicated cosmetics, for example
a) removing the requirement for a certificate of free
sale from the sourcing countries, and b) exempting the
registration requirement for selected product categories
with low safety risk, such as sunscreen products.
Consider toothpaste/mouthwash independently
under the new cosmetic regulations. The planned
reclassification of toothpaste and mouthwash as
cosmetics, which come under heavier regulatory
restrictions, will have a hugely adverse impact on the
industry. As toothpaste and mouthwash involve no safety
considerations, any compliance issue would relate only to
technical aspects. The Committee therefore urges TFDA to
adopt the following measures to minimize the impact:

® Provide a longer transition period. A grace period of
at least five years should be allowed for toothpaste
and mouthwash to come fully under the cosmetic
law. Businesses will need to undertake substantial
product labeling and possibly formula changes, which
they cannot even begin to consider until the amended
cosmetic law is passed and the relevant regulations
announced. If the product formulation must be
changed, a long lead time is necessary simply for
the product stability test. The problem is most acute
for multinational companies that source products
worldwide and share product labeling and formulations
across borders.

o Establish the manufacturing date as the determinant
for whether products may enter the market under the
new system. It is beyond the capacity of manufacturers
and importers to manage products shipped to the
market before the effective date of the new regulations.
The government would also find it easier to ensure
compliance by using the manufacturing date as the
reference.

o Apply international standards for toothpaste and



mouthwash. The Committee urges TFDA to adopt
internationally accepted product standards by
permitting substances allowed in any one of the major
developed markets such as the United States, EU, or
Japan. Additionally, we suggest that TFDA reclassify
product categories such as mouthwash to be consistent
with international practice. For example, mouthwash
containing cetylpyridinium chloride (CPC) is classified
as a cosmetic in the EU, ASEAN, and China without a
ceiling level, but it is currently classified in Taiwan as
an Over-the-Counter drug.

e Maintain current listed reference claims for
toothpaste. The Committee suggests that TFDA
maintain its current listed reference for toothpaste
advertising claims after toothpaste’s reclassification as
cosmetics. We believe an official announcement to this
effect would be an efficient way to avoid confusion
over policy with regard to toothpaste as opposed to

other types of cosmetic products.

Suggestion 7. Remove unnecessary labeling requirements.

The 2013 White Paper discussed various inappropriate or

burdensome labeling requirements. The key concerns can be

summarized as:

1).

2)

Unnecessary requirements remain for the disclosure
of detailed manufacturer’s information for general
commodities. The Taiwan government does not have the
authority to audit manufacturers in foreign countries, nor
are local consumers likely to call overseas to non-Chinese
speakers with questions or complaints. Instead, importers
should be the party fully liable for imported goods, as
stated in Article 9 of the Consumer Protection Law.

In addition, since many suppliers consider the
manufacturer’s information to be highly confidential
business information, insistence on disclosure of
the information could lead to fewer products being
made available for local consumers. As some product
categories, such as apparel, textiles, and food items,
have been excluded from the manufacturer-information
requirement, we urge the Ministry of Economic Affairs
to apply consistent logic to its regulation of general

commodities in this regard.

. The requirement that the date of manufacture appear on

the label for general commodities serves no purpose in the
case of non-perishable items. Some categories — such as
apparel, textiles, toys, stationery and shoes — are already
exempted from the manufacturing-date requirement.
The Committee requests that this waiver be extended to
other categories that are not time-sensitive, for example
paper products, cleaning utensils, office supplies, lighting,

furniture, luggage, and jewelry.

.The square recycling symbol designed by the

Environmental Protection Administration also remains

a unique-to-Taiwan anomaly. The Committee again asks
that Taiwan accept recycling symbols that are already
widely used internationally, such as the EU’s triangular
symbol. Having to print additional labels for the Taiwan
symbol is not only a hardship for business — it is totally

inconsistent with the principle of “sustainability.”

Suggestion 8. Further liberalize restrictions on imports
from China.

The Committee notes some liberalization of the import
controls on certain products from China, with restrictions
lifted on 11 items in the last year. However, there are still
many China-sourced products — both food and non-food
items — that remain banned, limiting choices for Taiwan
consumers and creating complications for multinational
companies with global supply chains. The following table
lists the priority items identified by the Committee for the

lifting of restrictions.

CCC Code Completely Banned Products

1 7009.91.90.00-8 | Other glass mirror, unframed

2 7009.92.00.00-6 | Other glass mirror, framed

Other bed linen, printed, of
cotton

3 6302.21.00.00.8

Other bed linen, printed, of

4 6302.22.00.00.7 man-made fibres

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

S 5208.52.00.00.7

Other woven fabrics of cotton,
containing 85% or more by
6 5208.59.90.00.1 | weight of cotton, weighing not
more than 200 g/square meter,
printed

Woven fabrics of cotton, plain
weave, containing 85% or more
7 15209.51.00.00.7 | by weight of cotton, weighing
more than 200 g/square meter,
printed

Woven fabrics of cotton, plain
weave, containing less than
85% by weight of cotton,
8 5210.21.00.00.1 | mixed mainly or solely with
man-made fibres, weighing not
more than 200 g/square meter,

bleached
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7318.16.00.00.5

Nuts, of iron or steel

10

6804.30.00.00.0

Hand sharpening or polishing
stones

11

6910.90.00.00.8

Other ceramic sinks, wash
basins, wash basin pedestals,
baths, bidets, water closet pans,
flushing cisterns, urinals and
similar sanitary fixtures (of
porcelain or china as classified
in division 691010.00)

12

1901.20.00.00-4

Mixes and doughs for the
preparation of bakers' wares of
heading 19.05

13

0705.11.00.00-5

Cabbage lettuce (head lettuce),
fresh or chilled

14

2103.20.00.00-8

Tomato ketchup and other
tomato sauces

15

1905.31.00.00-7

Sweet biscuits

16

2004.10.11.00-7

Potato sticks per immediate
packing of 1.5 kg or more,
prepared or preserved otherwise
than by vinegar or acetic acid,
frozen

17

2004.10.19.00-1

CCC Code Partially Banned Products

6115.95.00.00-6

Other potatoes, prepared or
preserved otherwise than by
vinegar or acetic acid, frozen

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

6203.49.21.00-1

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

6204.69.21.00-5

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

6207.99.20.00-7

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

6208.92.00.00-7

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

6208.99.90.00-1

Women's or girls' singlets and
other vests, briefs, panties,
negliges, bathrobes, dressing
gowns and smilar articles, of
other textile materials
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Other garments, women's or

7 6211.49.90.00-7 o . .
girls', of other textile materials

Other drinking glasses, other

8 7013.37.00.00-8 .
than of glass-ceramics

Other toughened (tempered)

9 7007.19.00.00.8
safety glass

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

10 | 4811.59.00.00.1

11 | 2530.90.99.90.9 | Other mineral substances, n.e.s.

12 | 8301.40.00.00.2 | Other locks, of base metal

SUSTAINABLE DEVELOPMENT>>

The Committee appreciates the positive response from the
Taiwan government to our suggestions in the 2013 Taiwan
White Paper. However, we regret that the pace of progress
on the issues we raised regarding energy policy has been
far slower. The Committee would still like to encourage the
government to speed up initiatives and actions necessary for
Taiwan’s energy policy to meet future challenges. A great deal
of expertise and experience on energy matters is available
internationally. We urge Taiwan to utilize these professional
global resources to help Taiwan to set and execute an energy
policy that properly balances economic needs, environmental
impact, and societal acceptance. We suggest increased
attention to energy conservation — including steps to replace
the numerous aged cars on the road with newer, more fuel-
efficient models — and greater emphasis on renewable sources
of energy, enabling them to account for as much of the overall
energy mix as feasible.

Furthermore the Committee would like to express
our disappointment regarding the stalled progress of the
Environmental Protection Administration (EPA) in fulfilling
its commitment to the Committee in 2013 to expand its
Green Mark guidelines to at least one more category that
recognizes virgin-fiber tissue products with global sustainable
forest-management certifications. We urge the EPA to realize
its commitment as soon as possible and to speed up the
adoption in its Green Mark system of a dual-track approach,
as widely accepted by developed countries, to equally
recognize both virgin-fiber and recycled-fiber products that
are certified by globally accepted standards for responsible

forest management.

Suggestion 1. Continue to expand the Green Mark policy to
additional virgin-fiber paper/tissue product categories.



In 2012, the EPA announced a new policy of granting its
Green Mark to facial-tissue products made from virgin fibers
certified by the Forest Stewardship Council under globally
accepted standards for responsible forest management. In
2013, the EPA further committed to this Committee that this
policy would be extended to napkin products, but no further
action has taken place since then.

As stated in the 2013 White Paper, the renewability of
natural resources has become crucial to both sustainable
development and economic growth. At the same time, the
use of recycled material is no longer regarded as the only
way to reduce the environmental impact for tissue products.
Product life-cycle assessments show that the carbon footprint
produced by recycled-fiber products is in fact larger than
that for virgin-fiber products, due to emissions during
the recycling and de-inking processes. For this reason,
the responsible forest-management system and “Chain of
Custody” certification, which monitor sustainability from the
very beginning through the very end of the product lifecycle,
have been increasingly promoted across the globe.

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

According to an industrial tracking report conducted by
the Taiwan Paper Industry Association, more than 830,000
metric tons of recycled paper still need to be imported each
year, even though the paper recycling rate in Taiwan has
reached as high as 67.2%. From a holistic environmental
viewpoint, it is least efficient to put wastepaper into tissue
production, since the fiber cannot be recycled again due
to hygienic concerns. On the other hand, applying the
wastepaper to the production of other paper products can
enable fiber usage to be recycled up to 5-7 times.

Because of Taiwan’s strict forest policy, almost 99% of the
tissue fibers in Taiwan are imported. Yet there has been no
regulation in place to check whether the materials came from
sustainable certified forests. In that regard, Taiwan is out of
step with international trends, as more and more developed
countries have been implementing strict regulations to block
timbers and fiber products from non-sustainable sources.
Examples are the Lacey Act in United States and the Forest
Law Enforcement, Governance and Trade (FLEGT) in the
European Union. It is estimated that some 24% to 31% of

the tissue fibers imported into Taiwan came from countries

without sustainable certified forest management, especially
Malaysia, Myanmar, and Indonesia, which are considered to
be in a severe state of deforestation.

If the Green Mark recognition is limited to only one or
two items of tissue products, consumers will be unable to
differentiate the full range of sustainable products from those
made from deforestation materials.

Based on the above considerations and the fact that more
and more developed countries and international organizations
have taken FSC as the standard of their eco labels, we urge
EPA to continuously expand the scope of its Green Mark to
include all virgin-fiber tissue categories certified by globally

accepted standards for responsible forest management.

Suggestion 2. Accelerate the introduction of new clean,
environmentally friendly, and safe motor vehicles into the
market.

In 2013, there were 7,367,000 cars registered in Taiwan,
of which 3,804,000 units were over 10 years. In other
words, more than half of the cars on the road are operating
with lower fuel efficiency and higher emissions than the
newer models. Due to EPA enforcement of fuel-economy
regulations, the average fuel economy of passenger cars
in Taiwan improved by 30% from 2000 to 2013. We
therefore recommend focusing on phasing out aged vehicles
(more than 10 years old) and increasing the incentives for
environmentally cleaner vehicles.

At present, electric vehicles and gasoline-electric powered
hybrid cars are merely transitional technologies. We suggest
that appropriate incentives be offered to any low-emission
and high fuel-efficiency vehicles regardless of the technology
employed, especially if they can match electric vehicles in CO»
grams/kilometer emissions (in line with European V emissions
standards).

We strongly urge the various government ministries with
a stake in this outcome — including the Ministry of Economic
Affairs, Ministry of Transportation and Communications,
and EPA - to align to offer an aggressive plan to replace the
aged vehicles with newer energy-saving vehicles over the
coming 10 years.

For example, MOTC should consider imposing an
additional license fee and fuel tax on aged vehicle. In
addition, the existing vehicle commodity (excise) tax and
energy tax system should be replaced by a European-style
green consumption tax concept in order to provide real
incentives for the implementation of low-pollution and
low-COz2 emission vehicles. Besides integrating existing fuel
tax to add up to fuel price to accelerate the phase-out of
medium and high pollution vehicles currently on the road, the
government should also use the revenue derived from green
consumption taxes to reward the producers and users of high

fuel-efficiency/low carbon-dioxide emission vehicles.

JUNE 2014 - TAIWAN WHITE PAPER

i
i
{II
{n
¥
(@]
o~

WP 59



0
L
o
£
L
E
I
2
Z
>
<
*
(@)
N

INDUSTRY COMMITTEES PRIORITY ISSUES

TAX >>

The Ministry of Finance (MOF) has announced a Financial
Improvement Plan, which includes a series of amendments
to increase tax revenue. Since some of these proposals could
have great impact on the current tax system, it is important
that the MOF’s plan receive thorough review both within
government and from the various sectors of society that
would potentially be affected, including business. Several
elements of the new plan may significantly impact the cost of
doing business and therefore hinder the willingness of would-
be investors to proceed with projects in Taiwan.

Below, the Committee has set out the major outstanding
issues of concern to our members. We urge the MOF and
other relevant government agencies to pay careful attention
to these suggestions in the interest of reducing the cost of
doing business in Taiwan and thereby stimulating economic
growth. Tax revenue can be increased by business growth,
not just by raising tax rates or tightening regulations. The
Committee looks forward to productive discussions with the

tax authorities on these issues in the months ahead.

Suggestion 1. Reconsider the proposed tax law change on
imputed tax credit.

Under the current tax law, if a company does not distribute
after-tax (the 17% Corporate Income Tax) earnings to its
shareholders by the end of the following year, a 10% surtax
is imposed on any undistributed earnings. The 10% surtax,
together with other income tax paid by the company, is
recorded in the company’s imputed tax account (ICA).
Corporate shareholders in the company may transfer their
portion of the tax credit in the ICA to their own ICA, while
individual shareholders may take a credit against their
personal income-tax liability. Non-resident shareholders,
however, may only use the 10% surtax payment as a tax
credit against the tax withheld on dividend payments. This
imputation system was designed to prevent double taxation at
the corporate and shareholder levels. If the income earned by
the company has been taxed, then it should not be taxed again
when distributed to shareholders in the form of dividends.

Recently the Taiwan government has proposed reducing
the imputed tax credit available to shareholders, including
foreign shareholders, by 50%. Compared to resident
shareholders, foreign investors have very limited imputed
tax credit (only the 10% surtax), even under the current
regulation. The new proposal will further reduce foreign
investors’ imputed tax credit, which is highly unfavorable for
foreign investors.

In view of the impact of the proposed regulation on
foreign investors who have very limited imputed tax credit,
the Tax Committee urges the government to reconsider the
proposed new regulation. Further, if the new regulation must

be adopted, the government should take steps to ensure that
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it is not applied to retained earnings incurred in previous
years, as such retroactivity would be contrary to fairness
and basic legal principles. The government should consider
applying the new regulation only to future years’ earnings to
mitigate the impact.

Suggestion 2. Provide clearer guidance regarding regional
service charges.

To increase their competiveness in today’s globalized
business environment, multinational corporations (MNCs)
usually centralize their resources on a regional basis to
improve operational efficiencies. The MNC will then
provide support in allocating these resources to the members
within the group. Often it will enter into a management
services agreement with its global affiliates (subsidiaries
or branches) to provide services such as legal, accounting,
financial management, risk management, information system
maintenance, etc., in return for which the affiliates will pay a
regional service charge.

The regional service charge often involves two tax issues:
the deductibility to the local member company and the
withholding tax (WHT) at the time of payment in Taiwan.

Regarding the deduction issue, the tax authority
commonly disallows the entire regional service charge for one
or more of the following reasons:

e There should be a “one-to-one” or direct correspond-
ence between the services received and the remunera-
tion paid;

e The agreement did not stipulate how the management
fee was to be calculated;

e The allocation method is not appropriate — that is, not
based on revenue;

e There is no supporting documentation proving that the
service has benefited the local Taiwan entity.

While we agree that the tax administration has the
authority to review the rationale for the service charge, the
allocation method, and evidence that service was provided, in
reality some cases have been disallowed with no chance for
the company to offer a defense until the appeal stage, when
an assessment has already been imposed. Further, it is often
difficult for an MNC to prove the direct correlation between
the services and the remuneration paid, and asking for such
proof is against international practice, particularly when it is
common for MNCs to operate regional headquarters.

We urge the Ministry of Finance (MOF) to issue clearer
instructions as to what documentation would be considered
acceptable evidence to prevent disputes over regional service
charges. Such documentation might consist, for example, of
the service agreements with a detailed calculation schedule
for the expenses, invoices issued by the service provider,
and documents substantiating the services provided by each
function. In this way, the MNC could also ensure that a

consistent approach is being taken by the group year after year.



As to the WHT issue, since most of the regional service
charge is cost allocation in nature, it is doubtful whether the
charge should be subject to WHT. In Article 14 of “Guidelines
of the Taiwan Sourcing Rules,” only R&D-related cost
allocation is mentioned as eligible for exemption from
the WHT. In practice as well, only R&D-related costs are
considered. But if the service charge is cost allocation and
not income in nature, then the payment should be free from
withholding. It is therefore puzzling why the tax exemption
should be limited to R&D activities. We urge the MOF to
reconsider the issue of withholding tax on regional service

charges to put our tax law on a sounder basis.

Suggestion 3. Revise the current policy on taxing foreign
enterprises’ drop-shipment transactions in Taiwan.

The semiconductor industry is a key driver of Taiwan’s
economic growth, with Taiwan being one of the major IC
manufacturers in the world. Even though Taiwan is seeking
to assume a more aggressive role in the semiconductor
industry by breaking loose from the current OEM/ODM role,
its role as a contract manufacturer for foreign semiconductor
companies still accounts for a significant part of its activities
in Taiwan.

Under the contract manufacturing model, foreign
companies supply components to Taiwan OEMs/ODM:s
for further processing, including manufacturing, testing
and assembly, etc. Upon completion of the relevant process,
Taiwan OEMs/ODMs are instructed by foreign companies to
ship the products to the foreign companies’ customers outside
of Taiwan. Such a transaction model is known as a “drop
shipment.”

Even though some tax rulings have specified that
no tax should be due for drop-shipment sales made to
offshore customers by foreign companies who instruct
Taiwan companies to deliver the products stored by them,
a precondition for achieving the nil tax status is that only
“storage or/and simple processing” may be performed
in Taiwan. Moreover, tax exemption is granted for drop
shipments only when “storage or/and simple processing”
is carried out in Free Trade Zones. In practice, the typical
manufacturing, testing, and assembly activities performed by
Taiwan OEMs/ODMs usually involve extensive processing,
which is beyond the scope of storage or/and simple
processing. As such, it is difficult for foreign companies to
meet the criteria for income-tax exemption.

The MOF holds a view that foreign companies incur
Taiwan-sourced income if their sales transactions are
completed in Taiwan under the drop-shipment model.
Foreign companies are deemed to have met the criteria
for “completion of sales transaction” when customers
are identified and sales terms are confirmed prior to the
outbound shipment of the products to foreign customers.

However, based on normal industry practice, foreign

companies are unlikely to instruct Taiwan OEMs/ODMs
to perform further processing before the sales terms
are mutually agreed upon with their customers. As a
result, contrary to international practice, most foreign
semiconductor companies will be considered to have
generated Taiwan-sourced income from drop-shipment
activities in Taiwan.

Further, a certain portion of the income derived by foreign
semiconductor companies covering manufacturing revenues
earned by Taiwan OEMs/ODMs is already reported in the
corporate income tax returns of the Taiwan OEMs/ODMs.
In other words, if income tax is also imposed on foreign
semiconductor companies’ income from drop-shipment
activities, it will give rise to double taxation.

To mitigate tax exposure on drop-shipment transactions,
some foreign companies may seek tax relief under applicable
Double Taxation Agreements (DTAs), which provide income
tax exemption for business profits derived by foreign
companies from Taiwan, unless such business profits are
generated by the permanent establishment (PE) of the
foreign company in Taiwan. But Taiwan OEMs/ODMs are
not viewed as the PE of the foreign company if they only
maintain the foreign companies’ products for the purposes of
storage, display, and delivery. Further, Taiwan currently has
DTAs in force with only 25 countries, which do not include
the United States.

To reduce tax risks and uncertainty, certain foreign
semiconductor companies have (1) decreased the percentage
of OEM/ODM activities in Taiwan and shifted it to other
countries; or (2) routed products from Taiwan OEMs/ODMs
to the foreign companies” warehouses outside of Taiwan
(typically in Hong Kong or Singapore) before the subsequent
shipment to customers; or (3) limited the functions performed
in Taiwan to “storage and simple processing” (by using FTZs
or the provisions of DTAs).

The first option may negatively impact the Taiwan
economy, while the second option creates inconvenience and
additional expense for foreign companies, discouraging them
from doing business in Taiwan. If the third option is adopted,
the functions performed in Taiwan become labor-intensive
rather than technology-intensive, and can easily be replaced
by cheap labor in other Asia Pacific countries.

The semiconductor industry has been called the economic
backbone of Taiwan. The current interpretation by the
Taiwan tax authority may inhibit Taiwan’s economic
growth and impair its competiveness if it causes foreign
semiconductor companies to shift orders to other countries.
In the long run, the vision of Taiwan becoming a global
business operations center (via the Free Economic Pilot
Zones) is unlikely to be achieved if relevant operational and
tax incentives are not adopted to provide a total solution. The
Committee therefore urges the MOF to revisit the current tax

treatment of the drop-shipment model.
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Suggestion 4. Reduce the withholding tax rate on
non-resident income to less than 20%.

In 2010, the corporate income tax rate was reduced from
25% to 17%, yet the WHT rate still remains at 20%. Unlike
domestic business entities, for non-resident taxpayers the
WHT is their final tax, and the effective tax rate is much
higher than for domestic taxpayers since no cost and expense
deductions are available. While conducting the same business,
foreign entities with and without a tax presence will have
very different tax burdens — 20% on gross income vs. 17%
on net profit.

The table below shows the corporate and WHT tax rates

of major Asia Pacific countries in 2014 (without treaty rates):

Tax Rate
Lower
Country Coergate . .| Service Re- Thanor
Rate | Dividends | Interest | Royalties munerations Equal to the
Corporate
Tax Rate
(Y/N)

Taiwan 17% 20% 20% 20% 20% N
Hong o . . 495% .

Kong 16.5% Nil Nil or Nil Y
16.5%

Singapore | 17% Nil 15% 10% 17% Y
Korea | 10%-22% | 20% 20% 20% 20% Y
China 25% 10% 10% 10% 15% Y
Japan 25.5% | 20.42% |20.42% | 20.42% | 20.42% Y

Thailand | 20% 10% 15% 15% 15% Y

Malaysia | 25% Nil 15% 10% 10% Y

Myanmar | 25% Nil 15% 20% 3.5% Y

Taiwan’s tax structure is quite different from that of other
major Asia Pacific countries in that Taiwan’s WHT rate
is higher than its corporate tax rate. It is also higher than
the WHT in other Asia Pacific countries, making Taiwan
less appealing to foreign investors. In addition, in certain
commercial negotiations, it is the Taiwan entity, not the
foreign entity, that will bear the WHT tax burden for such
payments as service or technology procurement. Even if the
foreign entity will bear the WHT tax, the tax burden may be
embedded in the overall payments. Under such circumstances,
the Taiwan entity may need to endure higher costs as a result
of the high withholding tax in Taiwan.

In its reply to the 2013 White Paper, the MOF said that
if the WHT is reduced, Taiwan might lose bargaining power
when negotiating double-taxation treaties with additional
countries. But such reasoning does not apply to Hong
Kong and Singapore who have lower or no WHT, yet have
extensive treaty networks. The Committee appreciates the
government’s effort to reduce the tax burden for foreign
companies by negotiating double-taxation treaties with more

countries, but this should not be an excuse to refrain from
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lowering the WHT rate for foreign investors.

Taiwan has long been eager to become an Asia-Pacific
Regional Operations Center, but one of the major obstacles
is the existence of tax policies that are contrary to standard
international practice. The tax structure is also partly to
blame for difficulties Taiwan has faced in maintaining global
competitiveness. It is time to tackle one such important issue
— the discrepancy in the WHT rate — which has been raised

year after year in the Taiwan White Paper without resolution.

TECHNOLOGY >>

Technology products and services are a cornerstone of
the Taiwan economy. For technology to remain as a key
driver of its economy, Taiwan needs to deploy its skills
and promote innovation to move up the technology value
chain. A change in strategic focus is imperative because of a
competitive landscape that is challenging Taiwan’s traditional
strengths in PC, consumer electronics OEM, and LCD-panel
manufacturing.

Considering its broad technology ecosystem, well-educated
work force, and healthy financial system, Taiwan is well
positioned to take advantage of a larger segment of the value
chain. Through the Ministry of Economic Affairs (MOEA)
and Industrial Technology Research Institute (ITRI), the
government is actively pursuing policies that focus on higher
value-added activities. Critical among these is a regulatory
framework that encourages investment, particularly in start-
ups. Another opportunity is to revise regulations to facilitate
multinational investment in Taiwan, for example in setting up
a regional R&D headquarters or bidding for local contracts.
Finally, we commend ITRI’s activities to foster research in
seed technology as a means of leveraging Taiwan’s strengths
for the development of more innovation-based and value-
added products.

The Committee highlights several of these issues in
this year’s White Paper submission. We look forward to
consideration of our ideas by the government, and also
extend our thanks to the authorities for the progress over the

past year towards developing an innovation-based economy.

Suggestion 1. Allow dynamic spectrum access to frequency
bands such as unused TV broadcast channels, so as to
increase spectrum utilization and efficiency.

The explosive growth of wireless data is being driven not
only by consumer devices and human communications, but
also by machine-to-machine communications known as the
Internet of Things. Such growth has put a severe strain on
radio spectrum resources underpinning all forms of wireless
communications, increasing the need for more efficient
ways to manage and use spectrum resources. Globally,

there is a clear trend of accelerated adoption of spectrum-



sharing techniques and policies, one of which is to open up
more spectrum, such as unused TV broadcast channels (the
so-called “TV White Spaces” or TVWS), for unlicensed or
license-exempt, shared access.

As the Ministry of Transportation and Communications
(MOTC) points out in its response to our recommendation
on this issue in the 2013 Taiwan White Paper, spectrum
is indeed a scarce resource, especially under the current
spectrum management model and practice, whereby spectrum
resources are allocated statically for an extended period of
time. This model worked well in the past when technology
changes were slow and well-spaced, and the market was
more predictable. However, nowadays the static method
of spectrum allocation cannot keep pace with the rapid
technology advancements and market changes, resulting in
some spectrum bands being overcrowded while a majority is
severely underutilized.

Dynamic Spectrum Access (DSA) is a policy alternative
and technology innovation that allows regulators to put
the idle spectrum into immediate and valuable usage, while
preserving flexibility for possible future allocation or other
later specific usage. Rather than “reserving” spectrum
resource for “specific usage in the future,” which implies that
the idle spectrum will remain idle until it is re-allocated, we
suggest that the government allow dynamic access to such
idle spectrum resources using such DSA techniques as white
space database and cognitive radio. The overall objective
of DSA is to dramatically increase spectrum utilization and
efficiency, transforming spectrum from a scare resource to an
abundant one, in turn unleashing innovation and new value
creation.

Besides the United States, which has enacted legislation
to allow unlicensed access to TVWS, a number of other
countries are actively developing regulatory frameworks
to allow the same. These include the United Kingdom,
Canada, and Singapore, all of which are expected to publish
their respective regulatory frameworks around the end
of this year. In the United Kingdom, Ofcom is currently
conducting a series of trials to “dry-run” the draft regulatory
framework, which was published in 2013. In Singapore, the
Infocomm Development Authority (IDA) published a Public
Consultation on TVWS in June 2013 and is expected to issue
the consultation results later this year. In the meantime, the
Singapore White Spaces Pilot Group (SWSPG) continues to
expand its commercial trial projects with customers from
both the public and private sectors. In addition, a number
of other Asia Pacific countries are actively conducting
commercial trials, including China, Japan, Korea, India,
the Philippines, and Bhutan. At the recent World Telecom
Development Conference (WTDC’14) in Dubai, attended
by over 1,300 participants from 137 member states and 82
industry sectors, DSA was incorporated in the resulting Dubai
Action Plan and WTDC’14 resolutions.

With its strong semiconductor, components, systems, and
devices manufacturing segments, Taiwan already has enjoyed
enormous commercial success on the back of the vigorous
growth of wireless connectivity worldwide. Building on such
a strong foundation, Taiwan stands to reap even greater
success in the new wave of wireless innovation enabled by
the White Space technologies. The government could play an
instrumental role in fostering a vibrant local ecosystem that
could position Taiwan as a leading market and technology
supplier for DSA radios and devices worldwide. Some specific
recommended actions include:

1). Provide a supportive regulatory and policy environment
for local companies to innovate on wireless technologies
using unlicensed spectrum resources. Making available
more unlicensed spectrum lowers entry barriers and
allows small startup companies to pursue innovative
solutions without having to incur hefty upfront spectrum
licensing fees. Given the transition to Digital TV and
the desirable propagation characteristics of the UHF
TV-band spectrum (470-790MHz), there is now a prime
opportunity to open up the unused TV broadcast channels
for unlicensed wireless connectivity services.

2). Direct government R&D funds and resources to DSA
radio research. Government R&D agencies such as
IIT and ITRI have already done significant research on
white-space-related technologies such as cognitive radio.
The institutes could further build their competency and
potentially transfer research outputs for commercial
development by private companies.

3). Grant trial licenses and supporting funds for industry
to conduct commercial trials to explore applications for
such programs as Smart City (for disaster response, for
example) and Digital Inclusion (providing connectivity to
rural and remote areas). The study the government has
been undertaking in Fuxing Township of Taoyuan County
has proven that using vacant TV-band channels for
broadband access is effective and efficient for connecting
remote areas. The current project has focused on proving
the concept and the technology. We suggest that the next
step should be to explore business models and scaled

deployment with appropriate policy enablement.

Suggestion 2. Amend the IT Services Model Contract to
build a favorable environment for innovation.

In this age of globalization, it is important for
governments to gear their practices to international norms
while actively participating in initiatives for regional
economic cooperation. As we have done repeatedly in the
past, the Committee again urges the relevant authorities to
revise the IT Services Model Contract to better define the
scope and limitation of damages and service-level penalties,
as well as to determine the copyright ownership of vendor

proposals based on the nature of the project. Building a
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fair and innovation-friendly tendering environment will
encourage the participation of higher-quality vendors in
government projects, fostering healthy competition that will
enhance the quality of public procurement.

Article 15 of the current (version 101.10.02) IT Services
Model Contract provides that Limitation of Liability is to be
capped at an amount specified by the tendering authority, or
if left unspecified, the damage shall be the amount of actual
damages. In general practice, the tendering authority seldom
specifies a cap on damages. When the Model Contract does
not set a cap at the total contract amount, there is not only
no ceiling on liability in the tender, but also no upper limit
specified for the service-level penalty.

The U.S. Federal Acquisition Regulations (FAR), German
VOB, and relevant laws in Japan and the EU do not
explicitly define the upper limit for damages in government-
procurement contracts. Nevertheless, in general practice
indemnity tends to be limited through other rules and
regulations. According to EU property procurement rules,
for example, the authorities may impose a penalty when
the vendor is judged to have violated the contract after
the tender award, provided that the amount of the penalty
does not exceed the total contract amount. In addition, the
model contracts of FIDIC (the International Federation of
Consulting Engineers) stipulate that the vendor not liable for
derivative losses of the contractor, and in principle — unless
specified by other rules — the vendor’s total liability shall not
exceed the contract value or specially specified limitations.
According to the Engineering Advancement Association of
Japan (ENAA), the vendor is not responsible for possible
derivative losses of the contractor.

Given the existing government-procurement contract
practices in Taiwan and with reference to the laws and
regulations of other major countries, it is not necessary
to define the damages cap in the body of the law. Instead,
the Committee suggests amending the I'T Services Model
Contract to define the limitation of liability of the vendor,
with the total contract amount set as the upper limit of the
damages liability and with a stipulation that the vendor’s
liability should not include derivative losses of the contractor.
When a limitation of liability is in place, the service-
level penalty cap can also be defined, as there is a logical
relationship between the two. Furthermore, the IT service-
level penalty is equivalent to the quality discrepancy penalty
in engineering contracts. Currently the latter clearly defines
the penalty ceiling, but not the former. In the interest of
fairness, the information-service contract penalty cap should
be defined in line with engineering contracts. The government
should be expected to synchronize its rules and general
practices with those of advanced countries in line with the
Public Construction Committee’s commitment to enhance the
efficiency, effectiveness, and transparency of the government

procurement process.
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Article 15 of current IT Services Model Contract also
provides that copyright ownership of the bidding proposal
belongs, after approval, to the tendering authority. The
majority of bidding proposals contain information and know-
how essential to the bidder’s core competitiveness and assets.
Should the copyright of the bidding proposal reside with the
procurement agencies, further use of that knowledge will be
restricted, hindering the distribution of intellectual property
and the progressive development of society. But Article 15
appears to conflict with Article 16 Item 3.6, which states
that copyright ownership should be defined according to the
particular conditions of each tender. The Committee suggests
that procurement agencies be encouraged to apply Article 16

Item 3.6 with regard to copyright ownership.

Suggestion 3. Shift the emphasis in IT spending from
hardware to software and services.

A Taiwan Research Institute study noted some significant
characteristics regarding Taiwan’s spending on software and
computer services in 2013 compared with its peer nations.
In this context, spending on software and computer services
is defined as the investment in and consumption of software
and computer services by both the private and government
sectors. The study made the following points:

e From 2003 until 2013, the annual growth rate in IT
spending in Taiwan averaged 5.89%, compared with
8.57% for the Asia-Pacific as a whole.

e Software and services take up 70.54% of worldwide IT
spending, but in Taiwan the proportion is just 48.79%.

e At 6.18%, the average annual growth rate from 2003
to 2013 in IT software and services spending in Taiwan
is lower than for such markets as Singapore (7.35%),
South Korea (8.80%), Malaysia (10.24%), and
Vietnam (12.2%).

e The level of IT spending in manufacturing and services
is not only much lower than in other developed
countries, but has declined sharply as a proportion of
total investment in those sectors. In South Korea, IT
investment in manufacturing is three times higher than
in Taiwan, and in services 3.81 times higher.

e The consumption of IT software and services in Taiwan
as a proportion of GDP is far lower than in other
developed countries — only 0.87%, compared with
0.92% in Singapore, 1.46% in South Korea, 1.56% in
the United States, and 1.63% in Japan.

As these figures show, Taiwan is putting its long-term
competitiveness at risk if it fails to invest in IT on a similar
scale to what other countries are doing. Taiwan cannot
take full advantage of IT core values by putting most IT
investment into hardware. We therefore offer the following
recommendations:

1). Position IT as part of the national strategic infrastructure

needed to support Taiwan’s transformation into a



knowledge- and innovation-based economy. Incorporate
ICT applications in every government project and plan.

2).Provide government leadership in shifting Taiwan
away from a hardware-centric approach by increasing
the investment ratio for software and services in every
government IT project.

3). Set up tangible IT goals and indices using South Korea as
a benchmark.

Suggestion 4. Create a regulatory environment conducive

to nurturing tech-sector startups.

Taiwan could be a leader in Asia in the next generation
of technology and related software, for example in mobile
communications, electronic payment solutions, decentralized
platforms and services, and cloud computing. To spur that
development, it is important to nurture a vibrant startup
community that reflects a culture of technological creativity.
Currently Taiwan does not have such an environment,
however, as the legal and regulatory framework for
encouraging startups lags behind those of many other
jurisdictions, including such nearby markets as Hong
Kong and Singapore. The government has so far exercised
insufficient leadership to implement measures and policies to
allow Taiwan to be competitive against regional counterparts
as a welcoming location for startup enterprises.

Taiwan’s prestige and profitability in the tech-sector are
waning. South Korean mobile phone brands overshadow the
island’s, and Chinese brands such as Xiaomi threaten to do
the same. China and South Korea have also begun testing 5G
networks that promise to transmit large amounts of data in
record time, slated to be ready years before they will be in
Taiwan. To regain its momentum in these fields, Taiwan must
channel its energy and focus into encouraging and developing
companies that will be the next generation of technological
leaders. The potential sources of creativity and talent must be
provided with the environment and tools with which to grow.

Startup ventures face many challenges. Entrepreneurs are
hampered, for example, by difficulties in hiring and retaining
outside talent who can bring international experience and
expertise to the enterprise. There are also unnecessary
obstacles to creating favorable investment structures.

While the Committee is pleased that the Ministry of
Economic Affairs has kept the door open to considering our
past recommendations, we still see too many roadblocks
obstructing the formation of startups in Taiwan. So that
Taiwan can meet its actual investment potential, we
recommend the following steps:

1). Remove remaining hurdles in the regulatory approval
process to foreign investment in startups. As a start,
we urge the Legislative Yuan to speedily approve the
government’s plan to exempt projects valued at US$S
million or less from the requirement to undergo the

foreign-investment application process. Swift and nimble

government leadership is needed to put measures in
place to attract startups and enable them to survive and
flourish.

2).Revise current regulations to ensure that foreign
managers will not lose their work permits if startups
fail to generate a profit after two years. Shareholders in
startup companies realize that it can take some time for a
technology company to become profitable, and they are
willing to fund the operation during this crucial initial
period.

3).Make it easier to hire foreign talent. The current
internship regulations in Taiwan make it nearly impossible
for a startup to hire an intern. In addition, the work
permit and alien residence processes often require too
much time and paperwork for a foreign professional who
may participate in a startup on a short-term basis. The
offering of special “startup visas” such as those found in
Canada, Chile, and Ireland would be an effective solution
to enable startup companies to attract the foreign talent

needed for the success and growth of the venture.

TELECOMMUNICATIONS &
MEDIA >>

The Committee appreciates the efforts by the National
Communications Commission (NCC) and Ministry of
Transportation and Communications (MOTC) to support
the development of the telecommunications and media
sectors. In particular, we are pleased to see the success of
the Taiwan government in auctioning and releasing the
mobile broadband licenses in 2013. We believe that this step
will assure ubiquitous connectivity for mobile broadband
and help promote the rapid development of innovative and
efficient communication technologies and services.

Below, we offer some suggestions from an industry
perspective on how that forward momentum could be further
enhanced. We look forward to continued interaction with the
authorities on these and other issues over the coming year.
Suggestion 1. Continue to improve the 4G environment for
the benefit of both operators and consumers.

The LTE (Long-term Evolution) standard for wireless
data communication has become the most accepted global
choice for 4G mobile networks. Currently 288 operators have
commercially launched LTE in 104 countries, as reported by
the Global Mobile Suppliers Association (GSA) in May 2014.

The Committee appreciates the authorities’ active and
efficient guidance of 4G development in Taiwan, from the
discussion stage to planning and execution. For the sake
of building a healthy and long-term foundation for 4G, we
propose the following for the government’s consideration:
1).Ensure efficient utilization of scarce spectrum

resources. With last year’s allocation of APT700
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spectrum and redistribution of the GSM spectrum,
Taiwan has taken a big step towards becoming a true
mobile broadband society. The Committee is encouraged
by the news from NCC regarding the 2.6GHz spectrum
allocation for LTE, while having concerns due to the
uncertainty surrounding the status and timing. Spectrum
is a scarce resource and requires efficient planning for
fully efficient utilization. We suggest that during 2014
NCC clarify the plans and timelines for the 2.6 GHz
spectrum, which will be critical in ensuring that Wireless
Broadband Access (WBA) and LTE operators have a clear
path forward. Additionally, the Committee recommends
that NCC annually publish a spectrum plan for Taiwan,
covering available spectrum and allocation timing for the
following three to five years. That guidance will help the
Taiwan telecom industry to make efficient utilization of
allocated spectrum.

2).Assure the service quality of the network infrastructure.
Given the fast growth in user traffic, 3G has been
encountering mounting consumer demand for increased
bandwidth and speed. With the current roll-out of
LTE, which will be followed by future expansion,
Taiwanese subscribers will require even more broadband
throughput than with 3G networks. As a result, the
need for base stations will increase substantially. To
avoid future network congestion, operators will need
active government assistance and support to enable
them to obtain sufficient base-station sites. In this
regard, the Committee urges the NCC to accelerate
and further simplify the approval processes for radio
equipment importation and new site commissioning. This
liberalization will be especially important in facilitating
Small Cell facilities, which will be needed to build
heterogeneous networks that will be critical for service
providers’ fast and flexible deployment of increased
capacity. The recommended actions will serve to further
enhance Taiwanese subscribers’ Quality of Experience
and accelerate the positive economic growth provided by

ubiquitous mobile broadband.

Suggestion 2. Pass the draft amendment to the Satellite
Broadcasting Act to remove impractical reporting
requirements.

According to Article 29 of the Satellite Broadcasting Act,
channel providers are required to report the number of their
subscribers to the NCC every April and October, but that
unreasonable requirement would be lifted under a proposed
amendment to the Satellite Broadcasting Act. The draft
amendment recognizes that the channel providers merely
transmit their content on broadcast platforms and have no
direct involvement with the collection of subscription fees or
other contact with subscribers. It is more logical to require

the subscriber reports to be submitted by the cable affiliates,
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not the channel providers. We urge the Legislative Yuan to

quickly pass the proposed amendment.

Suggestion 3. Respect channel providers’ confidential
business documents.

In March, the NCC asked all channel providers to submit
highly confidential documents, including their channel
distribution agreements with existing cable operators
operating on an analog platform. The Commission based its
request on Articles 32 and 42 of the Satellite Broadcasting
Act. Article 32 states that “Program providers shall not
treat cable radio and television system operators (including
cable television program transmission systems) or service
operators differently without justification.” Article 42 says:
“The regulatory agency may dispatch personnel with identity
documents to inspect a satellite broadcasting business or
the branch office or agent of a foreign satellite broadcasting
business, and may ask the said party to provide reports or
materials or take coordinating measure with regard to the
facilities or other related matters regulated by this Act. The
regulatory agency may impound materials or items which are
found to be in violation of this Act. No person shall evade,
obstruct, or refuse requests, inspection, or impoundment
which are carried out in accordance with the preceding
paragraph.”

Our understanding is that these provisions were designed
to authorize the request of specific documents as part of a
particular, focused inquiry. But the NCC has not offered any
explanation as to why the documents in question are relevant
to their investigations or how they would be used as a basis
for further judgment. Neither has it presented any evidence
that channel providers are violating regulations under Article
32. The arbitrary and excessive requests by the Commission
have elicited complaints from the regional industry association
CASBAA and from all foreign channels. We urge the NCC to

immediately cease requesting these confidential documents.

Suggestion 4. Defer Price Tiering until copyright owners
are better protected against infringing internet content.
The NCC has issued new regulations stipulating that
cable operators must regroup their channels into separate
packages (“Price Tiering”) in what it regards as an effort to
protect the interests of consumers. Price Tiering may prevent
the media industry from having a healthy and reasonable
business environment, however. In fact, it may discourage
channel providers and cable operators from proceeding with
further investments they have been contemplating in line with
the digitalization convergence process, since Price Tiering
will confront them with severe challenges in terms of channel
penetration, program ratings, and advertising revenue.
Considering the unfair competition they are encountering
from unregulated Over-the-Top (OTT) services coming into

this market through the internet, Taiwan content providers



are already suffering from a difficult business environment.
Before proceeding with a Price Tiering system, the NCC - in
collaboration with the Taiwan Intellectual Property Office
(TIPO) - should first establish a mechanism to protect the
interests of copyright owners against infringing content

delivered via the internet from offshore-based websites.

Suggestion 5. Bring NCC’s regulations in line with
international copyright-licensing practice.

In standard copyright-licensing practice, a copyright owner
licenses his work through aggregators who in turn license it
to different platforms (also known as network operators),
including radio, terrestrial TV, satellite TV, direct TV, cable
TV, internet TV, and IPTV. In the Pay TV industry, a channel
provider is one such aggregator of copyrighted content.
The channel providers pay a license fee for each specific
platform the content is to be displayed on. As the commercial
copyright fees vary from platform to platform, the number of
platforms to be licensed is one of the main determinants of
the amount of the license fee.

In the Taiwan market, most channel providers deliver their
content via cable-TV networks, and therefore pay copyright
license fees specific to cable-TV platforms only. They do
not incur additional costs to clear such rights for delivery
on other platforms, such as IPTV. If the channel provider
would like to deliver its channel on an IPTV platform for
extra revenue, it would need to pay additional license fees
accordingly.

However, the current “Rules for Engineering Technology
of Cable Radio and Television System” revised by the NCC
on June 25, 2012 allows cable-TV operators to operate
their “cable television service” with IPTV technology on
an IPTV platform. This approach is totally inconsistent
with the content-licensing framework and deviates from
standard international practice. Such a Taiwan-specific ruling
from the NCC will inevitably result in licensing disputes
among copyright owners, channel providers, and cable-
TV operators. For example, if an IPTV platform operator
using IPTV technology is allowed to operate as a “Cable-TV
operator” under the NCC’s ruling and proceeds to broadcast
channels that genuine cable-TV platform operators have
been broadcasting in the past, it will most likely be delivering
content that has been cleared for cable platforms only. As
such, it will be infringing on the rights of the copyright
owners, thus creating legal exposure for the channel providers.
Both the so-called “cable-TV operator” and the channel
aggregator will have infringed on the copyright of the content
owner as they did not license the IPTV rights to begin with.

The NCC’s Engineering Ruling terming such operators
as “cable-TV operators” does not change the reality that
these operators are operating on IPTV platforms and must
therefore only broadcast content that has been cleared for
IPTV rights. To prevent such confusion, we ask the NCC to

revise the regulation to specify that cable-TV operators may

provide their cable-TV service via cable-TV networks only.

TRAVEL AND TOURISM >>

Tourist arrivals in Taiwan exceeded 8 million in 2013,
a 9.64% increase from 2012. As members of the Taiwan
tourism industry, the Travel and Tourism Committee is
excited to see that the Taiwan government’s efforts to develop
the tourism sector continue to bring positive results. We also
commend and support the government’s ambitious goal of
“10 million tourist arrivals by year 2016.” Taking a closer
look at the official tourist arrival statistics, however, it is
noteworthy that mainland China remains the number-one
source of tourists for the Taiwan market, followed by Japan,
Hong Kong and Macau, Korea, and certain Southeast Asian
countries. It appears that non-Asian markets such as the
United States and Europe still have not been fully explored.
In this year’s paper, the Committee offers its observations and
recommendations on how to redefine and reposition Taiwan’s
tourism promotional efforts in order to further reach
customers in non-Asian markets.

Taiwan’s tourism sector continues to suffer from
insufficient manpower in the industry. A serious shortage
of world-class professionals with appropriate management
experience and language skills is having an impact on the
quality of services the industry can offer. The Committee once
again urges the government to tackle this problem by further
relaxing work-permit and labor restrictions and incentivizing
international hospitality training institutions to set up
programs in Taiwan in order to upgrade the caliber of local
hospitality-industry manpower.

The Committee is pleased to note that the Tourism Casino
Administration Act is being reviewed by the Legislative
Yuan and that it has been prioritized for passage by the
Executive Yuan. The development is a positive move toward
bringing significant foreign investment into Taiwan’s offshore
islands for the establishment of integrated resorts. We urge
the government to facilitate the swift passage of the Act in
the upcoming months, as the competition from Japan and
Korea for international investment dollars has become much
fiercer this year, and Taiwan may risk losing attention from
reputable international casino investors if the legislative
process continues drag on.

As always, the Committee looks forward to working
with the government to enhance and expand the travel and

tourism industry in Taiwan.

Suggestion 1. Attract, train, and retain hospitality
professionals to build sustainable international service
standards.

Taiwanese are acclaimed for their courtesy, warmth,
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and hospitality, and Taiwan’s memorable service style has
impressed many visitors. The travel and tourism industry
represented by this Committee greatly appreciates these
qualities in their Taiwanese employees, yet we continue to be
concerned with the general shortage of world-class hospitality
professionals, especially those with management experience
and language skills that could help prepare local staff for the
world stage.

The problem exists in Taipei, and is even more acute
in less-developed parts of the island. To reach its growth
potential both in overall tourist volume and in high-value
segments such as MICE (Meetings, Incentive, Conferences,
and Exhibitions) and Western leisure travelers, Taiwan needs
to bring in more foreign hospitality professionals with the
expertise to help bring service levels and management up to
international standards. In addition, to cater to the increasing
demand for talent as its tourism volumes expand, Taiwan
needs to introduce world-class training and educational
opportunities in the hospitality industry, possibly through
joint ventures between local and foreign hospitality schools
and universities. The presence of internationally recognized
hospitality/culinary institutes in Taiwan is essential to
provide the young generation with an educational path to
career opportunities in the hospitality and tourism sectors
of the service industry. This segment of the service industry
includes retail, transportation, hotels, and restaurants,
and the government needs to encourage and promote the
establishment of professional training opportunities in all of
these areas.

If Taiwan wishes to attract more major international
events and become a much bigger player in the lucrative
MICE segment, it will need to build more large-scale, world-
class hotels and recruit and train a substantial workforce in a
very short time. We recommend following the Singapore and
Macau models by granting more flexibility in the quantity
of foreign labor that major new hospitality projects can hire
when they open. Without adequate skilled staff, premium
hospitality establishments will have difficulty succeeding, and
Taiwan will be unable to build a reputation as a favorable
location for large-scale hospitality-industry investment.

The Committee specifically recommends the following:

1). Further deregulate work-permit restrictions to attract
skilled and talented foreign professionals to work
in Taiwan so as to help expedite the changes the
industry desperately needs to assure its growth.

2). Assist and incentivize local schools and universities
to partner with world-class hospitality institutions to
train local talent.

3). Reach out to international educational institutions —
particularly those who specialize in hospitality and
other tourism-related sectors — to encourage them to
set up programs in Taiwan for the training of travel

and tourism professionals to international standards.
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4). Encourage and incentivize tourism-industry
practitioners to engage in extensive English-language

training (especially in areas outside of Taipei).

Suggestion 2. Restrategize and reposition Taiwan’s tourism
promotion efforts.

While Taiwan has seen increasing tourist numbers over
the last few years, most of the observed increase has been
in the number of mainland Chinese tourists, with some
additional increase from other parts of Asia. The number of
international tourist arrivals from outside Asia still remains
stagnant, however, suggesting that potential tourists outside
Asia are either not receiving Taiwan’s tourism message or
are not sufficiently attracted by the content of the messages
conveyed. More effective ways must be found to reach
non-Asian tourists with promotional messages that will
resonate with them. Attracting more Western visitors will
benefit Taiwan’s tourism sector by bringing greater balance
to offset fluctuations in other markets. It should also be
considered a vital part of Taiwan’s efforts at “people-to-
people diplomacy.”

The issue comes into greater focus when one examines
the tourism taglines previously used by Taiwan. While
those slogans may reflect what Taiwan means to the people
who live here, they have not necessarily been successful
in presenting an adequate image of Taiwan to non-Asian
foreigners.

For example, Taiwan used “Touch Your Heart” as a
tagline for quite a few years, with a visual identity rooted
in aboriginal themes. But few potential tourists from North
American or European countries would have the cultural
context to recognize the images as belong to Taiwan’s
aboriginal population rather than the hill tribes of Thailand
or Myanmar. The current positioning of Taiwan as the
“Heart of Asia” is also problematic, since many people
outside the region regard China, Hong Kong, or Japan as the
heart of Asia.

Identifying the actual strengths of Taiwan is not
difficult. It is a destination with diversity in culture, with
a unique blend of Hokien, Hakka, aboriginal, mainlander,
and Japanese cultures. Taiwan’s attractiveness lies in its
beautiful mountains, seacoasts, and other natural scenery;
the friendliness of its people; delicious snacks; pandas in one
of Asia’s finest zoos; historic railways; incredible bikeways
and hiking trails; phenomenal scuba diving; amazing temples
(both old and new); and the world’s largest collection
of Chinese antiquities. Excellent transportation options,
including the Taipei MRT, high-speed railroad, special tourist
trains and buses, and extensive freeway network, also make it
easy and convenient to get around. Best of all, Taiwan is free
of the street crime, religious tensions, and political instability
that beset some other Asian tourist destinations.

Adapting Taiwan’s strengths into a key tourism message



and slogan is the main challenge it is facing in promoting its
international tourism. It is a task that needs to be assigned
to experienced advertising and public relations professionals,
with the proposed promotional materials then tested on
focus groups composed of members of the target audience
among foreigners overseas. (Resident foreigners should
not be chosen for the focus groups, as they are already too
familiar with what Taiwan has to offer.) While this approach
will undoubtedly cost more than the current process for
developing tourism campaigns, the Committee is confident
that any additional expenditure will be more than justified
by the additional tourism and revenue that Taiwan will enjoy
as a result, as well as the additional recognition Taiwan will
receive as a desirable tourist destination.

We also recommend the following additional steps to
make traveling in Taiwan more accessible to, and more
comfortable for, non-Asian tourists:

1). Establish a dedicated internet portal to facilitate
overseas bookings by individual travelers, including
the purchase of train tickets and applications for
mountain permits.

2). Continue efforts to improve signage and services
in consistent English and other foreign languages,
especially outside of Taipei, so as to make Taiwan a
truly international tourist destination.

Suggestion 3. Pass a Casino Gaming Law that will attract
reputable foreign investors.

The Committee is pleased to note that the Tourism Casino
Administration Act (the “Gaming Act”) is currently being
reviewed by the Legislative Yuan and has been prioritized
for passage by the Executive Yuan, with all political parties
giving serious consideration to the Act and its provisions.

The quality of the Gaming Act will determine the viability
of the integrated resorts that Taiwan wishes to see established
on its offshore islands. It is therefore critically important
that any changes made to the Gaming Act in the Legislative
Yuan be carefully considered for their potential impact on
the willingness of investors to invest large sums of money
in Taiwan. Potential competition for investment dollars
from Japan (which is set to pass a gaming law later this
year) and Korea (which just licensed its first foreign-owned
casino) emphasize the need for Taiwan to create an attractive
environment for reputable foreign casino operators.

In this respect, the Committee is concerned about several
proposed amendments that would impair the attractiveness of
Taiwan’s casino gaming industry to foreign investors:

1). Shortening the license period from 30 years to 15
years. Fifteen years is a very short period in which
to recoup and realize a good return on investments
of the size that Taiwan wants to see on the offshore
islands. The Committee also notes that such a short

license period would make Taiwan unique among

Asian gaming jurisdictions and would likely create
doubts among investors as to Taiwan’s long-term
commitment to the industry.

2). Setting a paid-in capital requirement of NT$60
billion (about US$2 billion). The Committee is
unaware of any casino jurisdiction in the world that
sets such a high capital requirement — a level that
in fact exceeds the market capitalization of several
of Taiwan’s banks. If the Legislative Yuan wants
to ensure that only financially credible bidders are
bidding for licenses, the goal can just as easily be
achieved by raising the amount of the performance
bond as a percentage of the proposed investment.

3). Raising the effective tax rate to 62%. As noted
in last year’s White Paper, tax policy can either
encourage or kill investor interest in a new gaming
jurisdiction. While there is always a temptation to try
to generate more revenue through higher tax rates,
it is worth remembering that a very high tax rate
(especially when compared to other jurisdictions) will
result in no revenue at all, as investors will by-pass
it in favor of jurisdictions with more reasonable
conditions. The Committee notes that the proposed
62% tax rate would be the highest anywhere in
Asia, and would make Taiwan unattractive as an
investment environment for reputable foreign casino
operators.

The Committee also notes that, under Article 24 of the
draft Gaming Act, the government would have the right to
shut down the entire industry without any fault on the part
of any tourism casino. The Committee is concerned that the
existence of such an Article in the Gaming Act may create an
impression among potential foreign investors that Taiwan is
not really committed to the development of a casino gaming
industry, even on the offshore islands. The Committee has no
issue with revoking an individual tourism casino license for
cause, but allowing termination of all licenses on a non-fault
basis would present an insurmountable barrier for many

potential investors.

Suggestion 4. Create an independent regulator once the
Gaming Act has passed.

As noted in last year’s White Paper, it is also very
important to reputable foreign casino investors that
the gaming regulator be credible and independent. The
Committee therefore recommends that Taiwan’s gaming
regulator be an independent bureau or agency under the
Ministry of Transportation and Communications, headed
by a director-general who reports directly to the Minister.
In the event that the regulatory body is included within the
Tourism Bureau, the regulator should be headed by its own
deputy director-general who reports directly to the Minister.

Otherwise, the regulator will not be sufficiently independent
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of the tourism authority, which may have different priorities
from that of the gaming regulator.

Moreover, before the regulatory body is set up, the
government should appoint a task force to oversee both its
establishment and the implementation of the casino gaming
law. Such a task force should be convened by the MOTC
and consist of high-level representatives of all government
stakeholders.

The Committee notes with appreciation that the MOTC
has been quite willing in the past to maintain a dialogue
with Committee members and other industry representatives
about the shape of the Gaming Act. We hope that the
MOTC and the Tourism Bureau will continue to work with
the Committee to discuss approaches to those provisions
that remain a matter of concern to the Committee and its
members. We would also welcome the opportunity to engage
in a dialogue about the Gaming Act with the Legislative

Yuan’s Transportation Committee.

OTHERS

CHIROPRACTIC

Every year since 2007, the Taiwan White Paper
submission of the chiropractic doctor members of AmCham
Taipei has made basically the same appeal to the Taiwan
government: Provide a legal basis for the chiropractic
profession to exist in Taiwan. Without that legal recognition,
chiropractors trained and licensed in the United States
and other advanced countries are relegated to a kind of
professional limbo. Ostensibly tolerated — but just as the
equivalent of “folk healers” or “back soothers” — they are
accorded no professional respect, are sometimes subjected to
office raids or other harassment, and may be heavily fined for
infractions such as merely maintaining a website.

Each year, until now, the request in the Taiwan White
Paper was rebuffed by the health authorities with the
argument that before an examination and licensing
procedure for chiropractors could be considered, a Taiwan
medical college would first need to establish a chiropractic
department. In practice, however, that proposal was a dead
end. Clearly no educational institution would be willing to
invest in establishing a department whose graduates had no
guarantee of legal recognition for their profession.

In recent months, however, there were signs that a
breakthrough may have finally been possible. The greater
flexibility on the part of the authorities can most likely be
traced to Taiwan’s ongoing campaign to bring its regulatory
policies in line with international norms, so as to bolster its
future efforts to join the Trans-Pacific Partnership or other
multinational trade bodies. With regard to chiropractic,

it is evident that Taiwan is flagrantly out of step with
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international practice. According to the World Federation

of Chiropractic, an NGO affiliated with the World Health

Organization (WHO) and which supported Taiwan’s efforts

to gain observer status at the World Health Assembly,

Taiwan is currently one of only two countries in the world

— the other is South Korea — where chiropractors’ status

as healthcare professionals enjoys neither explicit legal

recognition nor de facto acceptance.

Unfortunately, the offer that finally came from the
Ministry of Health and Welfare (MOHW) — a path to being
licensed, but as physical therapists — was unacceptable on
several levels. For one, it would require Taiwan’s Doctors
of Chiropractic — a profession recognized by the WHO
— to downgrade themselves into technicians in order to
practice. This stance is not only offensive and insulting, but is
inconsistent with the WHQO’s “Guidelines on Chiropractic.”
In addition, it would deprive chiropractors of the right to
make their own diagnosis on the basis of their specialized
training, and would make them dependent on referrals from
medical doctors with no such training and therefore no
ability to make a chiropractic diagnosis.

However, the recent dialogue with the Taiwan authorities
has also been an opportunity to clarify a number of
misconceptions about chiropractic, including the following
notions:

e That Taiwan’s chiropractors are asking to be recognized
as medical doctors (M.D.s). They are not. The degree held
by chiropractors is Doctor of Chiropractic (D.C.). It is a
separate healthcare discipline from M.D., just as dentistry
(D.D.S.) is an independent professional category.

e That chiropractic is merely a technique rather than the
comprehensive therapeutic system it is — one requiring
an intricate knowledge of the human body and the
physical problems it is subject to. Doctors of Chiropractic
are licensed following completion of five years of
intensive specialized education after having received an
undergraduate degree. Chiropractic is the third largest
healthcare profession in Western countries after allopathic
medicine and dentistry.

e That chiropractic is not universally recognized in every
U.S. state. Documents were provided to the authorities
verifying that every American state has a mechanism in
place for licensing doctors of chiropractic, as do most
developed countries around the world.

AmCham’s chiropractic members would like use this
occasion to express our thanks to the Executive Yuan’s
National Development Council and the MOHW for taking
our views into consideration in recent months. However,
putting chiropractic doctors at the therapist level is not
merely an insult to the chiropractic profession, but would
also hinder chiropractors in doing their job. Chiropractic
is a healthcare profession concerned with the diagnosis and

treatment of disorders of the neuro-musculoskeletal system.



Only chiropractic doctors — and not any other healthcare
providers — have the specialized training equipping them to
make a chiropractic diagnosis.

Our request this year is as follows:

Suggestion: Create a new category of healthcare
professional that would enable foreign-licensed doctors of
chiropractic to practice their profession with appropriate
status.

In formulating the new arrangement, two factors need to
be kept in mind:

1). It is vital that the new status grants chiropractors the
right to proceed with treatment after making their
own diagnosis, rather than needing a referral from
a medical doctor who would be unfamiliar with
chiropractic procedures. In all other jurisdictions
where chiropractors are recognized, they have the
right to diagnose.

2). The new status should grant chiropractors a level
of dignity and respect commensurate with their
extensive education and training.

Welcoming chiropractic will only benefit the people of
Taiwan and the national healthcare system. Doctors of
chiropractic can help treat many of the aches and pains of an
elderly population — an especially important consideration
as Taiwan nears the threshold for being an “aged” or even
“super-aged” population — as well as ailments arising from
various forms of physical exercise as the overall population
also grows more active. As a safe and cost-effective health
profession, chiropractic — when added to the mix of
treatment options available to Taiwan patients — could also
help relieve some of the financial pressure on the national
health insurance program.

In addition, it should be remembered that the still-fragile
observer status Taiwan currently enjoys at the WHA was
achieved, after many years of struggle, in part through the
help of the World Federation of Chiropractic, as well as other
friendly countries who have legal chiropractic professions.
Recognition of chiropractic in Taiwan would be the proper

way to show gratitude for that support.
TOBACCO

The tobacco company members of AmCham Taipei would
like to thank the Customs & International Trade Committee
for reinforcing our position regarding the need to crack down

on the illicit trade in tobacco products.

Suggestion 1. Reevaluate the tobacco tax policy to reduce
market disruption and protect the interests of the lawful
tobacco industry.

The tobacco industry has always supported a transparent,

reasonable, and predictable tobacco tax policy. Such a policy

would not only safeguard the lawful tobacco market from
disruptions caused by illegally traded cigarettes, but would
also help achieve the government’s public health and tax
policy objectives. In the absence of a moderate, reasonable,
and predictable tobacco tax system, it becomes more difficult
to control the illicit trade in tobacco products, further
undermining the investment environment for legitimate
businesses.

Taiwan’s illegal tobacco market is dominated by what

]

are known as “illicit whites,” which are smuggled tobacco
products usually concealed among small quantities of
lawful imports. According to a large-scale empirical study
commissioned by the Tobacco Institute of the Republic of
China, the illicit trade causes the national treasury to lose
approximately NT$1.6 billion (US$53 million) a year in tax
revenue.

Thanks to concerted efforts by the relevant enforcement
agencies to bring the situation under better control, the
volume of illicit cigarettes in the market decreased slightly
in 2013. But the lucrative nature of the illicit trade and
anticipation of a steep increase in the tobacco tax provide
illegal importers with a strong incentive to continue
smuggling. Recognizing this connection, Premier Jiang
Yi-huah cautioned at the monthly National Security Council
meeting this February that “after the tobacco excise tax
and health surtax are raised significantly [as proposed by
the Executive Yuan], it is anticipated that the incentive for
tobacco smuggling will increase as well.”

In light of this prospect, we would like to make the
following recommendations:

1). Ensure that tobacco products enjoy the same fair and
equitable treatment as other lawful products. Policies
impacting the tobacco industry should be developed
through regular, legislative procedures that take the
legitimate rights of the industry into account.

2). When adjusting the tobacco health surtax, consider
the overall stability of the market and the potential
negative impact on the level of illicit trade. When
changes in the surtax rate are too sudden or too steep,
experience shows that the result is to spur increased
smuggling, with all the negative consequences
that brings for government tax revenues and the

orderliness of the market.

Suggestion 2. Adopt effective and proportional tobacco
control policies in line with Taiwan’s international trade
obligations.

The tobacco industry supports proportionate tobacco
control policies, but the industry believes that prior to the
adoption and implementation of such policies, all related
stakeholders should be invited to discuss the policies’
potential impact and effectiveness, as well as the feasibility of

alternative measures that would achieve the same objectives.
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The government should also be mindful of whether or
not any proposed policies are consistent with Taiwan’s
international trade obligations.

Currently, members of the Legislative Yuan have
submitted bills that would prohibit retail displays of tobacco
and require plain packaging for tobacco products. To date,
only Australia has passed similar legislation , and there is
no reliable evidence that the measure has contributed to
reducing the incidence of smoking among the country’s
youths or the general population. Moreover, several
countries, including the Dominican Republic, Honduras,
Indonesia, and Ukraine have challenged Australia’s plain-
packaging law through the WTO’s trade-dispute settlement
mechanism, asserting that it is inconsistent with Australia’s
obligations under the WTO’s TRIPS (Trade-Related Aspects
of Intellectual Property Rights) and TBT (Technical Barriers
to Trade) agreements. The Australian law has also been
challenged by Hong Kong under its Bilateral Investment
Treaty with Australia.

Members of the Legislative Yuan have also proposed a
ban on additives. A similar ban on additives gave rise to
international trade-related concerns in 2009 when the United
States passed amendments to the Federal Food, Drug and
Cosmetics Act that prohibited the sale of flavored cigarettes.
Indonesia, a clove-cigarette producing country, brought an
action against the United States in the WTO on the grounds

that the Act violated obligations under the TBT Agreement.
The United States lost the case and had to compensate
Indonesia nearly US$200 million. It would be easy to
anticipate that similar WTO actions could be brought against
Taiwan in the event that a non-compliant ban on additives
becomes law.

Industry’s recommendations are as follows:

1). Consider the ramifications that unsound tobacco
control policies may have on Taiwan’s international
trade obligations by ensuring that input from all
relevant government ministries and agencies is
presented to the Executive Yuan’s “Task Force for
Taiwan’s Participation in International Economic and
Trade Strategy.”

2). Before proposals for any new tobacco control
measures move to the next stage of legislative review,
conduct sufficient public consultation by holding
public hearings, with all relevant stakeholders invited
to make submissions.

3). Enhance existing public awareness programs and
improve enforcement of existing laws regulating
access to tobacco products by minors. These
steps will be more effective in tackling the issue of
smoking by young people than the introduction of
controversial measures such as plain packaging and a
ban on the retail display of tobacco products.

Additional copies of the Taiwan White Paper can be ordered by using the form on page 19.

Discount rates are available on bulk orders; contact AmCham Taipei to inquire.
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AMCHAM TAIPEI PUBLICATIONS & SERVICES ORDER FORM

Taiwan Business

Topics

2014
Taiwan White Paper
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2014 TAIWAN WHITE PAPER FAX BROADCASTING

AmCham’s annual official assessment of Taiwan’s business Use AmCham'’s office Winfax system to reach AmCham’s members

environment, including indepth analysis of the business climate. (1,000+ business executives and 500+ companies).

Includes position papers from AmCham’s Industry Committees. O Member....cooeeniiiiiiiiiaiiaenne. NT$20,000 (US$600)

In the June 2014 issue of TOPICS. O Non-Member..........cccceeneennne. NT$30,000 (US$900)

Q Taiwan: NT$300

Q Asia: US$13 EMAIL BROADCASTING

Q U.S./Europe: US$15 Use AmCham'’s office email broadcasting system to reach AmCham's
members (1,000+ business executives and and 500+ companies).

TAIWAN BUSINESS TOPICS MAGAZINE O Member......ccoovieeiiiiiiiennee. NT$6,500 (US$220)

AmCham’s bilingual business monthly magazine, delivering news, O Non-Member.......ccveeeeninnnns. NT$10,00 (US$335)

features, and analysis of the current business environment in Taiwan.

1 Year 2 Years BANNER AD

U Taiwan NT$1500 NT$2700 AmCham has an array of banner ad positions to help your company

O U.S., Europe Us$90 us$170 gain exposure. Simply log on to www.amcham.com.tw and click on

3 HK/PRC US$68 US$130 Advertising for more information.

Q Elsewhere in Asia US$75 Us$140

For further information please contact the American Chamber of Commerce in Taipei / Suite 706, 129 MinSheng East Road, Section 3, Taipei 10596
Tel: +886-2-2718-8226 / Fax: +886-2-2718-8182 / Website: www.amcham.com.tw
To purchase these publications, please complete the information below and return via fax or email to amcham@amcham.com.tw

Name: Tel:
Company: Fax:
Address:

Email Address:

Payment by UMember's Account QCash QAMEX UDiners UMaster QviIsA QCheck
Credit card number: Expiration date:

Cardholder's name: Amount (NTS): (USS):
Signature: Date:

All publication prices include postage and handling fees. Prices valid through Dec. 2014.
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ADVANCING THE DELIVERY OF HEALTH CARE™

LTROLOMGY VASCULAR

BARD is dedicated to maintaining a steady stream of new, innovative
technologies in response to the needs of clinicians and patients.

We maintain an ongoing global commitment to improving clinical
and economic outcomes through collaborative relationships.

E¥[E
- www.crbard.com

(=] o

[BARD

@ 2013 C. R. Bard, Inc. All Rights Reserved. Band and Advancing the Delivery of Health Care are trademarks andfor registered mademarks of C. R. Bard, Inc.

Partnering
for health

Healthcare institutions, life sciences researchers, clinical laboratories,
industry and the general public rely on BD products every day.



Creating a better today and tomorrow for patients

Baxter’'s employees are united in a mission to save and sustain
lives. We are passionate about applying scientific innovation to
meet the needs of the millions of people worldwide who depend
on our medically necessary therapies and technologies. We focus
on increasing access to healthcare, innovating in crucial areas of
unmet need, and pursuing creative collaborations that bring our
mission to life for patients every day.

Baxter

www.baxter.com




Good leaders

raise the bar.
Great leaders

change the game.

WWWw.sesasia.com




Giving Hope beyond Medicine

| Taiwan
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Lilly X
Hands
and Hearts

DIABETES
CONVERSATIONS

Commitment
to the
Developing World

" i

Support the

s International Diabetes Lilly’s .
Federation’s (IDF) Global Day of Service
programme,
provide free insulin to :
o tiont focueed children with diabetes Product donation and
ed Catlion_ rouramme partnerships improving
| prog _patient access
in poor countries
An initiative on g —
prevention, diagnosis [P°' M on STATEE
and treatment by http://www .karlgrobl.com
of MDR-TB patients o the photo
CGA-13-015-Jul
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Answers That Matter.



GRAND HYATT

Rediscover Grand Hyatt Taipei

Grand Hyatt Taipei, a timeless and experienced hotel of sophistication
and relaxation, is now unveiling a thoroughly renovated new look.

For more information or to make a reservation,
please contact Grand Hyatt Taipei’'s Reservation Centre on +886 2 2720 1200 extension 3158,

or book online at taipei.grand.hyatt.com.

GRAND HYATT TAIPEI

2, SongShou Road,
Taipei 11051, Taiwan

HYATT name, design and related marks are trademarks of Hyatt International Corporation.
© 2014 Hyatt International Corporation. All rights reserved.
Become a fan of Grand Hyatt Taipei on Facebook and discover our latest news and events. facebook.com/GrandHyattTaipei




Standard

PRIORITY Banking Chartered
B % mE BITERTT \

Here for good

Support you with our expertise
Win your full trust

Help you achieve the next milestone
in wealth management

i :t‘-s'al-?;}'hll:}x .- ‘ L j&h:-_‘_l‘ :
It’s good to have a trusted partner
on your way to financial success

Wealth Trusted partner for your wealth management needs
Management A dedicated and skilled Relationship Manager is assigned
to manage and oversee your total financial relationship with the Bank.

Your Relationship Manager is fully supported by a qualified and experienced team

comprising customer service managers and product experts

who can help you on a wide range of financial needs

such as investments, foreign exchange, insurance, mortgages and SME banking.

Privilege benefit

As a Priority Banking customer,

you have the advantage of enjoying customized benefits
that recognize your total relationship with us

and have been tailored to suit your individual needs.

& (02)2514-2888 priority.standardchartered.com.tw
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Same tough glass.
Now h
on bacteriag

Introducing the world’s first antimicrobial cover glass. ‘ \

Antimicrobial Corning® Gorilla® Glass

!

A

Antimicrobial Corning® Gorilla® Glass is formulated with Antimi
Corning makes no direct or implied clai



Antimicrobial Corning® Gorilla® Glass

rfaces from odor and stain causing bacteria.
1g other health benefits.




Sumimer Savings
20il47676¥=22.0illd7/20

ueuran ns26,000%

2014/6/6~
2014/7/120

SUMMER

SAVING COUPONS
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Come and discover more summer items at Costco

Shih Chih Warehouse
No.158, Da-Tung Rd., Sec. 1,
Shih Chih Dist.,

New Taipei City 221, Taiwan
TEL: 02-26907335

Taichung Warehouse
No.289 Wenxin South 3rd Rd.,
Nantun Dist., Taichung 408,
Taiwan

TEL: 04-37042855

Neihu Warehouse
No.268, Jiu-Zong Rd., Sec. 1,
Neihu Dist., Taipei 114,
Taiwan

TEL: 02-87910110

Chiayi Warehouse
No. 668, Zhongxiao Rd.,
East District, Chiayi, 600,
Taiwan

TEL: 05-2719088

Chung Ho Warehouse
No.347, Chung-Shan Rd., Sec. 2,

Chung Ho Dist.,
New Taipei City 235, Taiwan
TEL: 02-22425289

Tainan Warehouse
No.8, Hewei Rd., Sec. 4,
North Dist., Tainan 704,
Taiwan

TEL: 06-3586788

Taoyuan Warehouse
No. 369, Sec. 1, Nankan Rd.,
Lujhu Township,

Taoyuan County 338, Taiwan
TEL: 03-2706888

Kaohsiung Warehouse
No.656, Chung-Hwa 5th Rd.,
Qianzhen Dist., Kaohsiung 806,
Taiwan

TEL: 07-3380006

Hsinchu Warehouse
No.188, Cihyun Rd., East Dist.,
Hsinchu City 300,

ENE

TEL: 03-5638000

North Kaohsiung (Dashun)
No.111, Dashun 1st Rd., Gushan Dist.,
Kaohsiung 804,

Taiwan

TEL: 07-5508777



FAR EASTONE\

Far EasTone roaming service covers worldwide
Lower roaming expense, easier roaming easier travelling

After partnering with Conexus mobile alliance,
exclusively cooperate with Vodafone

E( Data roaming daily flat rate NT$399 in China, Malaysia, Cambodia and Conexus CcCONSDWUUS
alliance including Japan, South Korea, Hong Kong, Macau, Singapore...etc., MOBILE ALLIANCE
all 11 countries

™ 7 Days/15 Days data roaming volume pack as low as NT$10/MB in Europe, e

USA, New Zealand, Australia...etc, all 48 countries
selection or Search. sIf user has not yet log-in to the designated mobile operator before the usage of roaming service, the usage of the service will be charged as GPRS international roaming service rate. NT$10/MB as lowest

Q) o
ax S
~— _ rate refers to users with 15-day data roaming pack for NT1,999 charged for 200MB usage 7 Days/15 Days data roaming pack registration is applicable via Store ~ Care + Self-care APP or www.fetnet.net. #7 Days/15

\EEO®  Omusic BESHE =EE Days data roaming pack is applicable to designated networks, however, satellite roaming is excluded, please refer to www.fetnet.net for details. sFor the details, please refer to the www.fetnet.net (Chinese only) or
Lo L call customer service 888/+886936010888 eFar EasTone reserves the rights of modification and/or termination of this offer, under the various business cost and related variance, detailed rates and offer content
will be publicized on www.fetnet.net

Partner

«Applicable target: For postpaid users with monthly fee subscription can enjoy the above mentioned offer when roaming onto specific networks with roaming log-in successfully. *Applicable countries and
networks,please refer to Far EasTone official website www.fetnet.net »Daily data flat rate roaming offer will be charged by networks in daily unit, when user travels to more than one country and/or area, cost will be
charged by serviced networks. (e.g.: When user roaming from country A to country B within a day, charge will be counted as 2 networks, and 5o on.) *Required setting before the enjoyment of the discount offer,
please make sure the mobile number and handset is activated for mobile data service and international data roaming service. Mobile handset/device setting must select as the designated mobile operator for its
internet display code, and/or manually select the desire mobile operator. Manual setting route is as below (differentiation might apply to different handset models): Menu—Settings—Network or Connectivity—Operator




FAMILY OF COMPANIES

FORTUNEZEEER {520 42 B RSHRAT  REPEREFHEE—  SHRHEE+HAHE -
Johnson & Johnson was named to FORTUNE magazine's list of the World's Most Admired Companies in 2014,
Johnson & Johnson was the highest ranking pharmaceutical company on the list and ranked nineteenth overall.

SRBS—UEFREREENORT  TERSTRENAL  LERMOECENREMBE—E « FHEE
RSB RAFAEE  ESNRBRERABORERRIL - SXBB27SRBLSAT - 12W8FIEM
B TSR@EEMAOB N  —F RN 0BANEE -

Caring for the world, one person at a time***inspires and unites the people of Johnson & Johnson. We embrace research and science -
bringing innovative ideas, products and services to advance the health and well-being of people. Our approximately. 128,300
employees at more than 275 Johnson & Johnson operating companies work with partners in health care to touch the lives of over a
billion people every day, throughout the world,





