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EXECUTIVE SUMMARY

Aspire to Greatnesss

RECAPTURE THE “BUZZ” WHITE PAPER AS REFERENCE FOR REFORM

* Taiwan faces a rare opportunity to recapture the enthusiasm * IPR protection: raise Taiwan’s performance to be the very

of multinational and domestic investors.

The resurgence cannot be accomplished with piecemeal
reform. It will need fresh thinking and a national commitment
to create not merely a good business environment but a
great one.

Taiwan would bring many competitive advantages to this

effort, but it also has notable shortcomings to be addressed.

NEW POST-ECFA PERSPECTIVES

* ECFA will prompt many multinational companies to take a
new look at opportunities in Taiwan.

* Direct flights have already reduced the risk of Taiwan’s
marginalization.

* The domestic political environment has grown less turbulent

after two transfers of power.

CONCRETE ACCOMPLISHMENTS

* Aside from cross-Strait relations, major progress has already
been made in the areas of IPR protection, government

procurement, and official corruption.

RESHAPING THE BUREAUCRACY

* A wide-ranging restructuring of the Executive Yuan, due to
take place in 2012, will reduce the number of ministries and
better define their responsibilities.

The aim is to enhance government efficiency by reducing the
need for cross-agency coordination.

Another objective is to change the mindset of government
employees to make them more service-oriented.

The creation of the Taiwan Food & Drug Administration
early this year was a successful example of a mini-
reorganization.

The National Communications Commission has been a less
effective body, but pending legislation is designed to make it

more accountable.

best in the region.

Financial sector: restart financial reform in earnest.

Taxation: improve Taiwan’s competitiveness in terms of
personal income tax rates and AMT liability for expatriates.
Health-related industries: reward innovative drugs and
medical devices, laying the foundation for a strong biotech
sector.

Infrastructure: Actively attract international players to the
market; assure sufficient power supply and petrochemical
feedstocks.

Human capital: Upgrade the educational system and liberalize
regulations on the entry of foreign and mainland Chinese

business professionals.

STRENGTHEN TIES WITH THE U.S.

Balance expanded cross-Strait relations with bolstered ties
with the United States.

The beef-import dispute of the past few years was
mishandled by both sides.

The two governments should work to schedule TIFA talks

for the earliest possible date.

CONCLUSION

Taiwan can make up for lack of quantity with quality,
flexibility, and determination.

AmCham pledges full support and cooperation if the
government can provide visionary, steadfast leadership to

propel Taiwan to new heights of accomplishment. v
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2010 TAIWAN WHITE PAPER: OVERVIEW

Aspire to Greatness

RECAPTURE THE “BUZZ”

Back in the 1980s and into the 1990s, the Taiwan
economy enjoyed wide acclaim as one of the fast-charging
“Asian Tigers.” Although it has been many years since
Taiwan has been the subject of similar “buzz” in the global
business community, it now faces the rare opportunity to
position itself for a comeback. Periods of sustained annual
GDP growth of 8% or above may be just a memory for
an economy of Taiwan’s maturity, but Taiwan still has the
chance to bring enough competitive advantages to the table
to recapture the enthusiasm of multinational and domestic
investors.

This resurgence will not come automatically, however.
It will certainly not occur if Taiwan remains satisfied with
piecemeal reform and incremental change. The only way to
bring it about will be for political and business leaders to
join forces in adopting a clear vision of how to once again
turn Taiwan into an economic dynamo — and then proceed
to inspire the society as a whole to strive to meet that
objective, followed by a rigorous program of execution.
Just as management writer Jim Collins a few years ago
popularized the notion of distinguishing between good
companies and great companies, the distinction can also
be made between a good business environment and a great
one. Taiwan needs to set its aim beyond the merely good,
and prepare to make a quantum leap into the ranks of the
very finest by relying on fresh thinking and imaginative
approaches.

In that effort, Taiwan would have the benefit of a
number of existing assets as a favorable location for doing
business. These include the skills and strong work ethic of
its labor pool, the resourcefulness of its entrepreneurs and
management teams, its companies’ manufacturing expertise
and decades of international experience, and a hospitable
living environment. But Taiwan has also been hindered by
some notable shortcomings, such as government inefficiency
and what previous editions of the White Paper termed

]

the “regulatory morass,” insufficiently robust capital

markets, and a lackluster service sector. In a campaign to
return Taiwan to the top ranks of investment destinations,
those strengths would have to be further honed and the
deficiencies corrected.

NEW POST-ECFA PERSPECTIVES

Taiwan will need to move fast to stay ahead of the rapidly
improving competition, but the timing appears favorable for
Taiwan to embark on such an ambitious quest to be among
the best. For one, the cross-Strait economic relationship is
about to enter a new stage, offering opportunities not only
for Taiwan and China but also for multinational business.
The current negotiations on an Economic Cooperation
Framework Agreement (ECFA) are being watched carefully
in many boardrooms, corporate planning departments, and
research institutes around the world. Companies will be
studying how they might benefit from the tariff concessions
Taiwan will receive in the huge Chinese market. But even
if their industries are not included on the “Early Harvest”
list, they may be impressed at how ECFA serves to promote
a long-term reduction in tensions across the Taiwan Strait
and opens prospects for further improvements in cross-Strait
business dealings.

For well over a decade, a central theme each year of
AmCham Taipei’s White Paper was concern that the lack of
direct flights with China and other obstacles to closer cross-
Strait business connections were threatening to marginalize
the Taiwan economy, cutting it off from many companies’
regional and global business plans. But now, even before
the signing of ECFA, that risk of marginalization has been
lessened through active cross-Strait engagement. Once a
highly controversial idea, direct cross-Strait aviation is
now routine, with the number of round-trip flights soon to
reach a level of 370 per week. In addition, Chinese tourists
are bringing renewed prosperity to Taiwan’s travel sector,
and restrictions on investment in both directions have been

liberalized.

JUNE 2010 + TAIWAN WHITE PAPER

WP 5



e
L
o
£
L
E
I
2
Z
>
<
e
o
o~

OVERVIEW

6 WP

Besides the difficulties caused for so many years by
inconvenient cross-Strait transportation, another drag on
the Taiwan economy over much of the past decade was
the turbulence of domestic politics. The peaceful transition
from one-party authoritarian rule to vibrant democracy
was a remarkable achievement that Taiwan deserves to
take pride in. As few would deny, however, the inevitable
uncertainties engendered by Taiwan’s first two transfers of
political power took their toll on business and consumer
confidence. Although Taiwan’s ruling and opposition parties
continue to compete vigorously with one another as should
be expected in a democratic system, the society no longer
seems as consumed with politics as it was a few years ago.
At this stage, one would hope, there is room in the national

conversation for other important topics of discussion.

CONCRETE ACCOMPLISHMENTS

Also sparking optimism that Taiwan may be ready
for an economic rebound are examples of the progress
already accomplished in the past few years — some of it
started while the Democratic Progressive Party was still in
power and some initiated by the Kuomintang’s Ma Ying-
jeou administration — in areas beyond cross-Strait affairs.
For most of the past decade, three of the top White Paper
issues in addition to direct flights were rampant intellectual
property rights (IPR) abuses, obstacles to fair treatment of
international bidders competing for public infrastructure
projects, and the prevalence of corrupting “black gold”
influences on the political scene.

Although these problems have not been totally eradicated,
the improvements have been substantial. By enacting tougher
laws, setting up dedicated law-enforcement task forces, and
in 2008 establishing a specialized IPR Court, Taiwan has
done so well in tightening its IPR controls that last year
it was dropped from the U.S. government’s “Special 301
Watch List,” the roster of countries regarded as lagging in
IPR protection. In terms of providing fair access to public
contracts, Taiwan last year took the step of acceding to the
Government Procurement Agreement (GPA) under the World
Trade Organization (WTO), which goes a long way toward
ensuring a level playing field. The problem of government
corruption appears to have receded as well, although - as
with IPR protection and the fairness of procurement policy
— continued vigilance will always be needed to make certain

that past problems do not resurface.

RESHAPING THE BUREAUCRACY

The government has also begun to take action to attack
the longstanding problems of bureaucratic inefficiency and of

regulatory approaches that are out of step with international
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practices. Legislation passed early this year, for instance, calls
for a sweeping overhaul of the executive branch to take effect
from January 1, 2012. This restructuring — which comes
after six failed attempts to pass such a law over the past
quarter of a century — will downsize the bloated Executive
Yuan (reducing the number of Cabinet-level departments
from 37 to 29), while creating ministries with lines of
responsibility more in tune with the needs of a modern
society and economy. To cite a few examples, a new Ministry
of Science & Technology will help stimulate government
policies to promote technological innovation and the Ministry
of Economic Affairs will be converted into the Ministry of
Economic & Energy Affairs to better deal with the mounting
challenges of energy supply and climate change.

In working out the new structure, government planners
and lawmakers took note of past comments by AmCham
and other business organizations, as well as the assessments
Taiwan receives in the various annual surveys of international
competitiveness. In those reports in recent years, Taiwan
frequently scored well in such categories as “Innovation,”
but lost points for “Government Efficiency.” As a result, a
key objective of the revamping is to group related functions
within the same ministry, in order to decrease the enormous
time and effort that currently needs to be expended on cross-
agency coordination. An editorial in AmCham’s Taiwan
Business TOPICS magazine last year noted, for example, that
the drive to clean up Taiwan’s rivers in the wake of disastrous
Typhoon Morakot was hobbled by the fact that authority
was divided among five government ministries, plus city and
county jurisdictions. The restructuring plan responds to that
problem by establishing a Ministry of the Environment to
take overall responsibility for that and similar matters.

The Chamber was gratified to learn that the government
refurbishing will not be confined to redrawing organizational
charts, but will also encompass the retraining of government
employees to make them more service-oriented, as well as
the streamlining of numerous regulatory procedures. As
AmCham has repeatedly pointed out, the outmoded mindset
of many bureaucrats has long been a barrier to progress in
upgrading Taiwan’s economic competitiveness. In many cases
it has led to regulations and procedures that are unnecessary
or inconsistent, and to policies that are non-transparent and
out of synch with international standards. If carried out
meticulously — and we stress the importance of that ‘if” —
the retraining and deregulation campaign will be another
important step in Taiwan’s pursuit of excellence.

The positive results are already visible from one mini-
reorganization launched this year —the Department
of Health’s establishment of a Taiwan Food & Drug
Administration (TFDA) to regulate foods, pharmaceuticals,
medical devices, and cosmetics. The AmCham committees
in those product areas are unanimous in their praise for the
new agency’s willingness to communicate with industry and

its desire to elevate the professionalism of its part of the



regulatory process.

In another case of reorganization, however — the
formation four years ago of the National Communications
Commission as an independent body to regulate the telecom
and media sectors — the results have been less auspicious.
The NCC has been aloof and largely directionless. Instead
of providing industry with the kind of clear roadmap for
development that would spur investment, it has adopted
a narrow view of its duties that focuses excessively on
the single area of consumer protection. Thankfully, the
Legislative Yuan will be considering draft legislation that
should help ameliorate the situation by making the NCC
more accountable (see the Telecom & Media Committee

position paper for more details).

REFERENCE FOR REFORM

Given that many of the components for reigniting Taiwan’s
economic engine are already in place or nearly so, what
should the government authorities concentrate on in carrying
Taiwan to a new level of attractiveness to investors? Since the
position papers by AmCham’s various committees that make
up the bulk of this White Paper are based on companies’
on-the-ground experience, their suggestions constitute an
excellent source of reference. Here are some key points for
consideration:

IPR protection. Taiwan should feel encouraged by the
advances it has made in improving its IPR regime to carry
that success to an even higher level, working to establish
Taiwan as the premier location in the region for protection of
patents, copyrights, and trademarks. Such a stellar reputation
would give investors in technology-driven and other sensitive
industries the confidence to locate their investments projects
in Taiwan rather than rival destinations in the region. A
crucial test will be whether Taiwan can stem the growing flow
of smuggled goods from China — particularly the shamefully
large quantities of unregistered pesticides that threaten
food safety and farmers’ health. In addition, better patent
protection is needed in the pharmaceutical sector.

Financial sector. Well-performing financial markets
are needed to keep an economy running smoothly, but in
Taiwan the heavy government ownership stake in financial
institutions and some overly restrictive regulatory practices
have held back the financial industries’ development.
Even the previously stated goal of transforming Taiwan
into a regional asset-management and fundraising center
appears largely forgotten. AmCham hopes that the recent
appointment of the former head of the Financial Supervisory
Commission as Vice Premier signals determination to
restart financial reform in earnest. The first step should be
conceptual realization that products and services aimed at
institutional and other sophisticated professional investors

should not be covered by the same set of regulations as is

needed to protect ordinary consumers.

Taxation. With support from both major political parties,
the tax rate on corporate income was recently lowered
to a level that makes Taiwan competitive with other key
markets in the region. Although that change should enhance
Taiwan’s attractiveness for foreign direct investment, the full
impact may not be felt because the rate for personal income
tax remains extremely high compared with neighboring
jurisdictions. In addition, expatriates residing in Taiwan are
now subject to tax on worldwide income under the Alternative
Minimum Tax system. Unless the personal income tax is also
revised and foreign residents are exempted from the AMT
provisions, high-level professional talent will be deterred
from taking up assignments in Taiwan. The result would be
to undermine the government’s goal of inducing the best and
brightest to contribute their skills to Taiwan’s development.

Health-related industries. Investment and technological
support from multinational companies in the pharmaceutical
and medical device sectors would give a big boost to
efforts to develop biotechnology as one of Taiwan’s new
industrial pillars. Pricing policies adopted by Taiwan’s
national healthcare system, however, have discouraged those
companies from placing more resources in this market.
Recently, productive communication has been underway
between industry and the Bureau of National Health
Insurance in a search to find mutually acceptable solutions.
We urge continued pursuit of that objective in the interest
of encouraging the launch of innovative drugs and medical
devices in Taiwan, as well as laying the foundation for
building a strong biotech industry.

Infrastructure. Taiwan’s signing of the GPA represented
a major step forward, yet GPA membership will not in itself
guarantee that international firms find it attractive to seek
participation here in public construction projects. Their
absence from this market will deprive Taiwan of state-of-the-
art technologies and management methods to help upgrade
quality levels. The Infrastructure Committee paper lists a
number of recommendations on how to remove impediments
currently discouraging international players from taking an
active interest in this market. It will also be vital to ensure
that endless environmental impact assessment procedures do
not deprive Taiwan of a sufficient supply of electrical power
or petrochemical feedstocks.

Human capital. Given its shortage of natural resources,
Taiwan is even more reliant than most other countries on
the cultivation of human capital as the key to its prosperity,
but some companies are already complaining about
shortages of certain skills in the labor market. Taiwan must
do more to develop homegrown talent by upgrading its
educational system, including welcoming prestigious foreign
universities to set up branches here. And it needs to attract
more brainpower from abroad by liberalizing regulations on
the entry of foreign (including mainland Chinese) business

professionals.
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INDUSTRY COMMITTEES PRIORITY IS

STRENGTHEN TIES WITH THE U.S.

While AmCham has encouraged the Taiwan government to
take strategic advantage of its proximity to the giant Chinese
market by fostering cross-Strait economic relations, it is risky
for any country to become too dependent on a single market.
As Taiwan seeks to increase its global attractiveness as a
business location, it will be important to preserve sufficient
balance — and the United States, still the world’s largest
economy and for decades Taiwan’s number-one trading
partner, is best-positioned to serve as that counterweight.

Unfortunately, the state of U.S.-Taiwan economic
relations has been disrupted for the past several years by
Taiwan’s continued banning of certain cuts of American
beef on health grounds, despite what the U.S. side insists is
scientific evidence that they are safe to consume. As a result
of that stalemate, bilateral negotiations under the Trade and
Investment Framework Agreement (TIFA), normally held on
an annual basis, have not been conducted for three years.
Proposals for various types of bilateral agreements have also
been stalled.

AmCham faults both governments for letting this impasse
develop over the past several years. Washington allowed the
interests of a single sector — one accounting for about 0.8%
of total U.S. exports to Taiwan - to block opportunities
to benefit a broad cross-spectrum of American companies.
That is pointless, particularly at a time when the Obama
Administration is pushing a National Export Initiative and
Taiwan continues to be one of the best potential markets.
In Taiwan, legislators looking to make a populist appeal —

including many from the ruling party — damaged Taiwan’s

international credibility by overturning commitments already
entered into by their executive branch.

The Chamber calls on both governments to remedy this
situation by scheduling TIFA talks for the earliest possible
date, and by dealing with the continuing disagreement over
beef through other channels so that TIFA can concentrate
on resolving other outstanding issues as well as promoting
closer bilateral economic relations. (See the “Requests to

Washington” section of the White Paper for more specifics).

CONCLUSION

Although the large emerging economies — particularly the
BRICs (Brazil, Russia, India, and China) — have caught the
world’s imagination lately, Taiwan should not be daunted
by its relatively small size. Big economies often face big
problems, and in many ways Taiwan can make up for lack
of quantity with quality, flexibility, and determination. If
Taiwan can exceed rival economies in the ease of doing
business, effectively promote the Six Emerging Industries that
the Ma administration has identified (with an emphasis on
Biotech, Tourism, and Green Energy), and leverage ECFA
to expand trade relations with other countries, Taiwan’s
economic future should be secure.

The member companies of AmCham Taipei are dedicated
to this market and believe in its potential. They pledge their
full support and cooperation if the government can provide
visionary, steadfast leadership to propel Taiwan to new

heights of accomplishment and economic greatness. v

Additional copies of the Taiwan White Paper can be ordered

by using the form on the following page.

Discount rates are available on bulk orders; contact AmCham Taipei to inquire.

8 WP  TAWAN WHITE PAPER + JUNE 2010



AMCHAM TAIPEI PUBLICATIONS & SERVICES ORDER FORM

T TAIWAN BUS

2010

MEMBERSHIP DIRECTORY

2010 TAIWAN WHITE PAPER

AmCham’s annual official assessment of Taiwan’s business
environment, including indepth analysis of the business climate.
Includes position papers from AmCham’s Industry Committees.
In the June 2010 issue of TOPICS.

Q Taiwan: NT$300

O Asia: US$13

Q U.S./Europe: US$15

TAIWAN BUSINESS TOPICS MAGAZINE
AmCham’s bilingual business monthly magazine, delivering news,

features, and analysis of the current business environment in Taiwan.

1 Year 2 Years
O Taiwan NT$1500 NT$2700
a U.S., Europe Us$90 Us$170
O HK/PRC us$e8 UsS$130
Q Elsewhere in Asia Us$75 uUs$140

2010 AMCHAM MEMBERSHIP DIRECTORY

Published each autumn, this desktop directory is filled with
comprehensive government and business resource listings and
contact info for AmCham’s more than 950 members.

O Member (extra copy).......ccoeueuneen NT$1500

QO Non-Member............coceviiinnnnne. NT$6500

The 201 | Membership Directory will be published in November
2010.

cs Topics

FAX BROADCASTING

Use AmCham'’s office Winfax system to reach AmCham’s members
(950+ business executives and nearly 500 companies).

O Member.....ccceieviiiiiiiiieean. NT$20,000

O Non-Member.....c.cvevuvuenencnnnn. NT$30,000

EMAIL BROADCASTING

Use AmCham'’s office email broadcasting system to reach AmCham's
members (950+ business executives and nearly 500 companies).

O Member...coooeueneieiniiieieaeannne. NT$5,000

QO Non-Member...........ccocueeeennns NT$7,500

MEMBERSHIP LABELS (Domestic Order Only)

A convenient and useful tool for direct mailing promotion, these
labels provide users a complete set of the most updated mailing
information of AmCham’s membership. Printed on 3x 3.5 cm size

labels.
O Member...ooooveueeieiiiiiiannn.. NT$15,000
O Non-Member.....c.coovveveeennnnn. NT$35,000

WEBSITE ADVERTISING
To place your logo or banner on the AmCham web site, ask for
details. Prices vary according to placement and frequency.

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 OMember's Account QCash OAMEX UDiners OMaster QVvIsA QCheck
Credit card number: Expiration date:

Cardholder's name: Amount (NT$): (US$):

Signature:

Date:

All publication prices include postage and handling fees. Prices valid through Dec. 2010.



BEORE «

183 1 A R TR 7

HIRGEIHE N

7£1980K%1990F M » KET B EPEFEN "IN
NEEY Z— - BEAEXFRAECTBEEFEEELH
I/ BERFZNFERK - BRISAZH - QEEEE
AR FERE - 8%l LSRN RRCHBIR - BMEERE
ESEFEE  MAKEBERSERNIMZEANGED -

SR > EBRRTEFORRMEE ; HH2MREER
ERNEZE - /IMEEMNE  RRBOFRIEE - 2EH
g WREERREMEBMED - BEERS BIEERARE
FERRIFERE - USIALEEEAR - SEREEES -
FIRER (Jim Collins) MFRTBIRH—EEE - DR HE
BEAERAE BF, AR BHELAEER ",
FE%EEE  —EABRREHOEESERE  FLER &
. BRLIEE =@, c KETEEREN TEF, o ©
JALLERHR B R BIRRTTE - TRAER TS, o

MEREKERIEMS » BB TLHFEE  8FEFH
SHER-—ERMKERRFIFEME  CXRBEARE
LEFNEE SR - BENRE) BEFERRE - [
IMEANTIREREWEIRIRIE - 758 - KEMHE—LAgER
B BUEEARTNGE (ANZATH) (REBEKRE) iz
DEMREL, ) o BATISRERER > BERFEEDETE -
BELERBERAZIKIRE ARIHE  MORABEREE
2 SIERETFERRS

ECFAPISR S

ABERE  KEEMAEIEREMEENTHEEMS - 28
BETEERRRED - HEEFRZE @ SHFNENNEE
NEERIEANERE - BEREHENEAIRLUTFEER

B o thET - AEM NN TR BT REMERRER
% o
A4 1 HL i e

bR T MERGRNING  BEXFREEHMEBARTEE
B APRESEEERNEEES — SLERFLEER
ERHNEFFEICERE - ALAIERRESEMHNEZETH
B e sE+E2K - (BRE) RRIIRMER T mEEM - 5
EE S HRENER - BREAXEAATRENALEE
BHBIR ~ LURBUBMESEEIRS -

EEMBEH AR RTEREG BEEREXER - TEH
HRESD - EFIFTERBRER RIETMESEE
HEEAL » WIE2008 FRIRE B EAR - Al /EINEA
AR EEEEFESTBREEIIA TEHB01BHRR
B, BTREENTHEREDE—EKE - MEUTRER
EREBERFMAHERRZ (WwTo) T (BUSERERIE)
(GPA) & » ¥I/MBRFATHRFEFRBHIZNTE » B
MRERREHD D - EEEMBERE M ERENALE
HBEATRFHEE K WREEHHESRERES 1
HEsEE SR MR IRIE AR ©

R T B R

BEVANMENZNR L - TREEZIRHZIEEF PR
FAmd - MREE2EFSE - RRZ—Z @ mERERENE
EAZHBE  8F - FEIRBEEEEEREH SRR -
MFBERN (EESERERHZE) (ECFA) BRIIZIR
RSB LR EEM BN RIRE - AR
FHO R R & B ERRRREE - LR ERES - BE
BN EERMAECFARNRHANIERE > BXRIEBRT
2 > ECFARREMFEIIS ~ S8 LAEETRAVLF AR ©

BETHER  ftHEEBESFNARETENT
i MEEEEMERMFEEZEBNESIRE - i$ERaE
RFEEERIL  LELEHUTERCENEBREZRE
EFTEPHRERAR - WEFK - BMEECFARRKIENE
FEH1 - MFREAZRCAERE T AAEEK LR - MF
ZEEMEAS AT/ FE - EMFEEKIREC R EHM
o SBERE=E I - [ REEXCEHAEE
EFIAFEK - MERBE KRR -

BESZFREBEZRNEER  H2RRERELRZF
EZEEM  BEEXNMEEEANBUEHE - BEERE
—EERRRRHIMT TR EHERE - EEISRE - S8

1 o WP  TAWAN WHITE PAPER + JUNE 2010

ey - B S BMRERENTTE - CEFREFEERRIIL
RERETERRIRE - DURA G E R BR AR EAIRG -
Hflz—  8@aE"+AFRANEHIEGTAETE - B
HRSEPA EMRIEE » FRET201 28 T B = EENFTEUGFHE
MR - EXEBCUER TRRRE=TLENEEH A
THAE - MEERA SR S RSER RAEE - i
AR AVRHRERHS B B E s B BB R E R R - A
EERRIASC A E R AERER - IR FERER (e R TR EE Y
P -

BN EBRIEZEEREMBMEEET - BT HRM=E
BEEEHEAMCEEBNERE  LEET RIBBRBRFNE
[ERTLLAYRERR © E R SHMERTR 0 "R, FEEE
BERY5RIE - B T BUSRIEE ) ADE55R - Eitt - MECGERY
—IRERAES - ISTHRE R B BHEE —50E - BRI
R HAERFE NS - Fl20 - EE (TOPICS) #a
Fr—Ritam S EET - ZlurReEERT) IBERTE - 8
) | B D B AEPREE - BN LEMITET - E
BKBBBETERE - FRREE RN ENMIEFR it
R - LIRS R B LIREE -



HELER  BUTBETZEEEMABIMEMERE - gy
EXE IR EERBHM - WA LEEHRITEREF -
FaEEAETERRR  RENEERRMASRES - &
EBRENEERFNRE - BENOEEEERERNE
MFBERERRER « BT B R AREEEFFARSE AR - 3
FIb7a58R - MR R B X B LRSLE R AR F IR
B - THER B ERRA LIRFARIENS -

BEEBSFMEXRIRREYEIER (TFDA) - RE
B BY) - BESM R AR EIRRE < EHAAE
AIEE RV AR - (BE RBREUS BERY IEEIFE o EE
BEPRERAENEERIEHENZEEXEH —H
EET > TFDAREFUBERLY » L TEN A KIEABSHNEE
o

F—EHABEENESN —BERENAEFREEES
NCC) -+ HIUERETUTFDA - NCCHISARITEBTEE ¥
BEEXBZEAEIIER  BNINFLR—EnERX - B
ZHEFE - NCCREZEEBRBEEXRENZEIRE - BRH
LUIRAN AR HBERENIRRE - I ILARRENREEIE
IENCCHYAHRRAERIEM] - BBNCCRIEE (R EERIKE
ZEENERESE) -

O AR

AEREBERNG SRR MEIATN © BUS
FEFZERHEM LN BR - I bAEHIRE ARSI D
'HEREEEMNARERERALENEREE  BEAS
=SE2EEE - RFINEREREE

FRIERIEE - EBLFREEMERATED - BEEE
BEEAED  FHERHRERENE BN AT KRN
REREF - EREIFENER - EENSEREER
e ERARBRERIREEREPHEE - MIFM
HtRFHF - B ENRMEER—EN  BUFEESELEX
BIRPBUBANERLES KHEBBZRAREHERMER
HIARBRLREE - (Rt dh - EIRRREREENEFE -

EME - TRMHISEFIRN - BT EREZERE - AW
FFBE2EITERE - LRBHEFTRES - —BEREITE
RMENERHE - ZRAERAERHRBEEEEPORELRSE
EEi  SEBRAN#BNVBEEBRE - BEBEBHRREL
FEFHES - A2 EE TR AAAFHETERERRE
FERREUFRIER R OIEER S RMIE - HFIRESE
ERZ—EHE | HEAARSEREANSRELDRT -
EZE—ESEEREE - MIERIH—MRARAERESR
_§& °

B - BRI T - BURBRARENEEMSR
E17% > fE/AEBEDE K EMBRAIRRELE - AR
BB FIEIERIRE  BEEREL TR AhARE
BEAFRSFTSRRRMESHRAEESR - ot - IKEIRE
BI7MEAN L ZIBINRISIREDRMARERB R - BRIEE
FIRBRMEA PTG R - WHEIMEA TR REMAHIRIEA
HEH - SHERIMEEEA TR BB EEBETINR
BEME - BFRE - BUSSESEXEZ AT HEFEX
FT440 -

BEEEX - NENERBMEBEBEEAIRE RN - 12
FEEBRERRANAFBERPIEREE | BRRFEOSE
BRBE  AREXEBRARENEE - Ko - XERFEE

BRIRABERMBEGR @ FERHESHERINBEIRT
X BERZIUNHEREETEE - SR EEEEME
BEEFNEEN » BEALTEREZENWREER -

BERER - QEMA (BFREBHE) (GPA) BEEM
—%  BEUTREBGREH 2R EN AR EREEHE
A - HRZEERE2HE - QERHUEUSIRA A
ITREAESRFENLERMRAEELN - AfEREEES
FEHMARRRING 2 RS BEFRBTHISER - 2HS
THEEE - toh - AR RAVIRFHARE T ENEREEE
NWERBERFEHNFREHE - 2R —EERRE -

ANDER - BEBRRRARER - AL E bR E 158
ANER  DERERZE  BALCEBEHEEBATR
RERD RARIRBEIRHERE - BMEAM AT ST - BURL
RIBEHEHIERIFARE - BIESBIE MR ARBR A RS
& Rt BE—SRHIMESEAT (BEPEEE) /9
AHIFE - AT RERSIBINEEAT RET(E -

sk & R BH R

HEEELERDT AMRES BERFEERR
BEMEREBTZENKEE TS - BERESNREES
FRFANER > RE—ERENTETHBIINER | ZBIEE
EREAEHE LERERMLKNEXREZHBME 21
BT RBNRIEEE -

SAERE REKERRTERXF—EXIIERN
HARENTE - fELUERRERSBRE IS EERRIAIEE
HAREL - ERNESRHEPMBMEEERFLEER - B
RERBEERNVER - 26 (EZBREXBHE) (
TIFA) EFEEH - CREFR=F ' HtEEHENGTRT
ERRIFH

HER A HRNEBERERBEZFEIERA XK
HBEE - EEFAHOEEGEEESERBEOER
#90.8% - BXEBUSAIEE —EXNM R EEHMSIEE
¥ BESEEEEANM "TERHOFE,)  fEXEEH
BRNREHORS  ERFIEEERERE - ERES
H - BFIEHLERERE-ESUMNETE © B
TTHERPIH B RY#GE @ AIEEEE A BIBRGER -

EEITREEEE A BB - ERERRIETIFAREEE
# o I B EEHAMEEARRGAFE - BTIFARFEIEESE
BYFEE  REEBICERAR o (HERMEIFR " HEEN
FIRYEEE . S - )

o il

HMAZRENGEHMEPETAEFETS B2 "2
R, — B~ f#E - EE - PR BERETRERE
BERER\MRER - KEGEAIEA HBRRIEHME 88
APRELLARE ~ EMEUROIGHMIS AR LRSS E - IRA
R RERENELUEMESIEENEZE « BXUEEIEE
FFRIANKFTEERETE (BRI BER - B RIRREEE)
W AHECFARNEBRIEREEMBERAVIESERR - HE818
— BB FHTF - ITEEBER -

HENEECERIARMAE  hEEENEN - R
REURTEEGERTRINE « 122 © 5IEREERSMAMEE &
BEEMEENIFHEES - @

JUNE 2010 + TAIWAN WHITE PAPER

fin
i
I
A
N
=
&

wpP 11



GRAPH 1: ECONOMIC GROWTH RATE

Unit: %
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Source: Directorate General of Budget, Accounting &
Statistics (DGBAS)

Note: f=forecast

BY THE NUMBERS

GRAPH 2: GROSS PRIVATE DOMESTIC INVESTMENT

Unit: NT$ billion (in 2010 prices)
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Source: National Statistics, R.0.C.

GRAPH 3: FOREIGN DIRECT INVESTMENT

Unit: US$bn
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Source: Ministry of Economic Affairs (MOEA)

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

2008 2009
US$413bn  US$379 bn

Gross National Product

Per Capita GNP US$17,941  US$16,969
Gross National Savings 28.65% 28.12%
Unemployment 4.14% 5.85%
Inflation (CPI) 3.53% -0.87%

Foreign Exchange Reserves US$291bn  US$348 bn

Sources DGBAS, Central Bank
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GRAPH 6: COMPONENTS OF GDP
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GRAPH 7: 2009 EXPORTS BY REGION GRAPH 8: 2009 IMPORTS BY REGION
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GRAPH 9: APPROVED INVESTMENT IN CHINA GRAPH 10: CROSS-STRAIT TRADE
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REQUESTS TO WASHINGTON

Issue 1. Take immediate action to shore up the U.S.-Taiwan
economic relationship.

Another year has passed without the holding of Trade
and Investment Framework Agreement (TIFA) talks between
Taiwan and the United States, without any visible movement
toward major bilateral agreements, and without a visit to
Taiwan by a high-level U.S. government official to demonstrate
Taiwan’s continued importance as an economic partner. This
virtually total absence of progress would be frustrating enough,
but in comparison the economic relationship between Taiwan
and China has continued to advance rapidly during the same
time span — with the two sides poised to sign an Economic
Cooperation Framework Agreement (ECFA) that will contain
substantive early-harvest provisions as well as lead to an
eventual comprehensive trade agreement.

As much as AmCham supports steps to improve cross-
Strait economic connections, we had always envisioned those
advances as occurring within the context of a continuing robust
trade and investment relationship between Taiwan and the
United States. Without urgent efforts to restore vitality to the
Washington-Taipei relationship, the resulting imbalance will
cause Taiwan to become overly dependent on its cross-Strait
commercial dealings. That would be risky for Taiwan, both
economically and strategically, but it would also be contrary
to the economic interests of the United States. Taiwan is a
small market only when juxtaposed against the giant economy
across the Strait. Total U.S.-Taiwan trade came to US$57
billion in 2008, and Taiwan currently ranks as the ninth
largest trading partner of the United States. Especially as the
Obama Administration gears up its National Export Initiative
to expand U.S. sales abroad for the sake of job creation at
home, Washington should be moving aggressively to build
increased opportunities in Taiwan, not risk ceding the market
to competitors.

In large part, what derailed the U.S.-Taiwan economic
relationship over the past several years was the dispute over
Taiwan’s unwillingness to fully reopen the market to U.S.
beef products on food-safety grounds. In our view, both
governments mishandled this sensitive issue. It was a mistake
for the U.S. side to allow the minor product category of bone-in

TAIWAN WHITE PAPER + JUNE 2010

beef to hold hostage the entire U.S. trade agenda with Taiwan.

On the other hand, the Legislative Yuan badly damaged

Taiwan’s international reputation and credibility by failing

to uphold an agreement already negotiated by its executive

branch, and Washington would be justified in taking action

(such as an appeal to the WTO) to bring Taiwan to honor its

commitments.

But beef sales should no longer be used as a reason to hold
up progress on the wide range of other issues that Taiwan
and the United States need to discuss in order to further their
economic cooperation. And the U.S. government should take
care in the future in dealing with other agricultural trade
issues, which are always politically sensitive on both sides, that
they are pursued intently but without disrupting the bilateral
economic agenda as a whole.

Specifically, AmCham recommends the following course of
action:

e Schedule TIFA talks without further delay. Although
TIFA talks are supposed to be held annually, it is now
three years since the last round. TIFA has been a highly
effective vehicle for driving progress on key issues of
crucial importance to American businesses operating in
the Taiwan market. Without the momentum that TIFA
provides, the pharmaceutical, medical device, telecom, and
financial-services sectors of the Chamber membership,
among others, have been deprived of the full support
of the U.S. government that they deserve. AmCham has
provided abundant materials to the Office of the U.S. Trade
Representative (USTR) with our suggestions on issues to be
raised through TIFA, and we would be pleased to provide
any additional background information if needed.

e Move ahead with bilateral agreements as building blocks
toward an eventual Free Trade Agreement. Four years ago
the United States proposed that the two governments study
the feasibility of signing a Bilateral Investment Agreement
(BIA) and Bilateral Tax Agreement (BTA), and discussions
began between the relevant U.S. and Taiwan government
agencies. But these initiatives have ground to a halt out of
concern in Washington over the mode of Congressional
approval that would eventually be required. Normally



such agreements are considered treaties, which under the
U.S. Constitution are ratified only by the Senate, but in the
absence of diplomatic relations between the United States
and Taiwan, it is understood that in Taiwan’s case the
agreements would need to be approved by both Houses of
Congress. The U.S. executive branch appears unwilling to
open matters to scrutiny by the House of Representatives
that are not generally under its purview. AmCham
still hopes that some creative solution can be found to
circumvent this obstacle. But in the meantime, so as to
regain momentum, we urge the U.S. government to begin
negotiations with Taiwan on one or more of the various
other types of major agreements that would not require
Congressional approval. Agreements on Transparency,
Competitiveness, or Services, for example — which could
later serve as the related chapters of an FTA — would be a
good place to start.

e Dispatch high-level U.S. government officials to visit
Taiwan. Such visits were commonplace during the 1990s,
but because of Beijing’s objections a Cabinet secretary has
not been to Taiwan since the Clinton administration. As a
result, opportunities have been lost to signal the continued
strength of the economic, cultural, and security relationship
between Taiwan and the United States, despite the lack of
formal diplomatic ties. In addition, such trips provide an
occasion for substantive, high-level discussions on issues
of mutual importance. Although the American Institute
in Taiwan (AIT) is highly effective in representing U.S.
interests, there is no substitute for direct communication
between senior government officials in building trust and
mutual understanding.

e Take steps to assure that the rise of China does not cause
the relationship with Taiwan to be overlooked. China’s
growing importance on the international scene means that
the United States is constantly seeking Beijing’s cooperation
on a variety of issues. The temptation thus frequently arises
to put off a given decision regarding Taiwan because it
may be a “bad time” in terms of relations with China. The
reality, however, is that there will hardly ever be a “good
time.” The problem becomes more acute because in many
U.S. government agencies, the same department or even
the same staff members are responsible for both China
and Taiwan affairs. Washington needs to be aware of the
need to look at the Taiwan relationship on its own merits,
without constantly taking Beijing’s potential reaction into

consideration.

Issue 2. Pursue trade policies that promote economic
liberalization.

Although the Obama administration has been preoccupied
in dealing with one crisis after another, it cannot afford to
wait much longer before unveiling an overall trade policy.
The administration has taken several steps in the right
direction, including the opening of negotiations to expand
the Trans Pacific Partnership (TPP) and the launching of the
National Export Initiative, but these need to be woven into
a comprehensive approach to stimulating world trade and

growing the American contribution to that trade.

AmCham Taipei urges the U.S. government to continue to
show leadership by fostering more open international trade
and countering protectionist proposals. In line with our Core
Value commitment to free trade, the Chamber supports passage
by Congress of the three FTAs — with Korea, Colombia, and
Panama — that the United States has already negotiated but
which have not yet gone to Capitol Hill for approval. As
the economy regains momentum and as political conditions
permit, we also ask Congress to reinstate the president’s Trade
Promotion (“fast-track”) Authority, so that the United States
may again negotiate market-opening and economy-enhancing
trade agreements with other countries, including Taiwan, at the
proper time.

Issue 3: End tax-policy discrimination against U.S. citizens
overseas.

AmCham Taipei again joins the Asia Pacific Council of
American Chambers of Commerce (APCAC) in urging the
U.S. government to cease taxing the foreign-source income
of Americans working abroad so as to enhance the global
competitiveness of U.S. companies. The United States is the only
major industrialized country that subjects its expatriate citizens
to income tax on their overseas earnings. This aspect of the U.S.
tax code makes it more expensive for a U.S. company to employ
an American than to employ an expatriate from almost any
other country. The result is to decrease the number of Americans
working internationally, diminishing the ability of the United
States to promote the export of its goods and services.
Addressing this problem should be one of the administration’s
priorities as it promotes its National Export Initiative.

Issue 4: Extend visa-waiver treatment to Taiwanese travelers.

Although Taiwan has relatively low visa-rejection levels, it
has not yet been considered for addition to the list of countries
accorded visa-waiver treatment by the United States, reportedly
because of U.S. concerns about the number of cases of genuine
Taiwanese passports used by non-Taiwan citizens in trying to
gain entrance into the United States. We urge the U.S. side to
continue to work with the Taiwan authorities toward resolving
that problem.

As a sign of U.S. determination to promote itself to
international tourists, Congress recently passed legislation
to establish a U.S. national tourism promotion organization
for the first time. The Taiwanese are avid and comparatively
affluent international travelers, but tourism from Taiwan to
the United States is still far below what it was prior to the 9/11
terrorist attacks. Over the past few years, in addition, Taiwan
has received visa-waiver status from such countries as Ireland,
Japan, New Zealand, Singapore, South Korea, and the United
Kingdom - encouraging travel that might otherwise go to the
United States. In the case of Britain, the number of Taiwan
visitors jumped by more than 34% in the year following
introduction of the visa-waiver system. For the United States,
providing visa-waiver entry to Taiwanese travelers would
benefit the U.S. travel industry and help stimulate the U.S.
economy as it recovers from recession.
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2010 INDUSTRY COMMITTEES PRIORITY ISSUES

AGRO-CHEMICAL /

The Agro-Chemical Committee appreciates the efforts of
the Council of Agriculture (COA) in upgrading the quality
of agricultural products in Taiwan and ensuring that the
food produced is safe for consumption. The Committee in
particular wishes to thank the COA’s Bureau of Animal and
Plant Health Inspection and Quarantine (BAPHIQ) for its
continuing effort to raise the quality and safety standards of
agrochemicals produced or distributed in this country.

But the committee must express its disappointment with
the insufficient progress made in the past year regarding one
of the key issues in our 2009 position paper — the need to
crack down on the use of illegal pesticides. That continues to
be a major concern in 2010.

A second issue, also critical to improving the livelihood
of Taiwan farmers and in ensuring that fruits and vegetables
sold in this market are of the highest quality and safe for
consumption, deals with proposed new registration rules
and crop grouping. For growers in Taiwan to improve
their crop yield and better their livelihood, it is essential
for them to have access to new technologies and innovative
agrochemicals.

Well-formulated regulations and rigorous enforcement on
illegal pesticides are equally important in ensuring that food
produced in this country conforms to the highest standards in
terms of both quality and safety. The Committee believes that
adopting the two proposals below will greatly help to reduce
the illegal trade and improve food production, enhancing the

well-being of the many small farmers in Taiwan.

Issue 1: Tighten law enforcement against illegal pesticides.

It is frustrating to note that the use of illegal pesticides
continues to be rampant. Despite efforts by the authorities
to control this illicit commerce, unregistered and possibly
hazardous illegal products are still widely sold in the market
— and in fact the situation is worsening. Although a few
violators were indicted last year, the cases have not yet been
brought to trial, so it is not known whether convictions will
result — and if there are convictions, whether the penalties
will be heavy enough to deter other would-be offenders.

The sheer volume of illegal pesticides in the market and
the channels by which they are being distributed poses
severe challenges to food safety. Smuggled into the country
primarily from China, these illegal products are untested and
represent a serious potential health risk to both consumers
and farmers, especially in the major vegetable-growing areas
of Yunlin and Changhua Counties.

In the fourth quarter of last year, it has been learned
through market sources that large amounts of what

was claimed to be a duplicate of a newly registered and
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innovative active ingredient (Chlorantraniliprole) was
brought into the country illegally, without testing, and was
widely used in vegetable plantings. The presence of such
unproven and potentially toxic products will lead to serious
food safety issues and low consumer confidence in Taiwan’s
farm produce. Further, it creates unfair competition for the
original manufacturers and other law-abiding companies.
The result is to discourage multinational companies from
bringing products based on new scientific discoveries
into Taiwan, depriving growers of the access to new and
innovative technologies.

While the Committee acknowledges the COA’s past
endeavors to combat the illegal trade, the situation in
the market makes it evident that much more needs to be
done. We urge the COA to step up its campaign against
the smugglers and unscrupulous distributors and retailers
engaging in this illegal activity. Success will come only if the
COA 1) heightens its cooperation with Customs and the
relevant law-enforcement agencies to stop the smuggling and
domestic distribution and sale of illegal pesticides (especially
in the key vegetable-producing counties of Central Taiwan)
and 2) intensifies its education and advisory services to
farmers on food safety.

The COA aspires to raising Taiwan’s standards of food
safety, and has allocated substantial resources to that
undertaking. It would be most unfortunate if those efforts
have been in vain, while the rampant sale and use of illegal
and potentially hazardous pesticides goes on unabated.

The problem also needs attention from the highest levels
of government. This spring, President Ma Ying-jeou ordered
a crackdown on the smuggling from China of commodities

il

falsely labeled as “Made in Taiwan,” and the Ministry of
Economic Affairs (MOEA) responded by setting up a special
task force to tackle this problem. The threat from pesticides
smuggled in from China is even more sinister. Since they
carry no labels at all, they presumably will not be targeted
by the MOEA task force. But the threat they pose to public
health and safety is one that government officials should find
alarming. Perhaps a separate dedicated task force is needed
to eradicate these illegal products from the Taiwan market

once and for all.

Issue 2: Adopt effective new registration rules incorporating
crop grouping.

The Committee commends the authorities’ decision to
adopt crop grouping as part of the registration process for
pesticides, and we thank BAPHIQ for inviting the AmCham
Agro-Chemical Committee to be a part of the task force
studying the details of the proposed new process. Under
the current registration system, bringing new technology

to Taiwan is a long and costly undertaking. Considering



the wide diversity of crops planted from North to South, it
becomes extremely difficult and expensive for a company to
introduce a new product for use in many different crops. As a
result, foreign companies with new and innovative products
often choose to confine the registration to a few major crops
with the best market potential, or even worse, abstain from the
Taiwan market altogether, thereby depriving farmers of access
to these innovative products.

The imminent change to crop grouping can help ensure
that the right technologies are made available to the growers.
It will also encourage multinational companies to introduce
innovative, cost-effective, and safer active ingredients (Als)
and technologies into Taiwan for the benefit of the country’s
agricultural productivity.

But to have the desired effect, the new registration
regulations must be drafted properly. It is important that the
regulations:

e Be practical, clear, and realistic for all parties.

e Create procedures that are affordable within the Taiwan

market environment.

e Be linked to the Minimum Residue Levels (MRL) of the

Crops concerned.

ASSET MANAGEMENT /

The Committee commends the Financial Supervisory
Commission (FSC) for its continuing efforts to streamline the
regulatory framework for the asset management industry and
to build a sound system to enhance investor protection. A
healthier and more flexible regulatory regime is in the interest
of Taiwan’s asset management industry and will ultimately
benefit the Taiwanese investing public. Considering the
worldwide rebound of stock markets last year, the Committee
foresees that Taiwanese investors will be keen to seek better
wealth management services and more diversified investment
products.

Among the positive changes in the past year was the FSC’s
agreement, acting on a longstanding industry recommendation,
to loosen restrictions on the outsourcing of investment
management by Securities Investment Trust Enterprises
(SITE) funds; although the relaxation was only partial, it was
still a step forward, and hopefully will be followed by fuller
opening. In addition, the FSC has also made some progress
toward signing a Memorandum of Understanding (MOU)
with Luxembourg. The open-minded and productive attitude
the Commission has displayed is highly encouraging and will
help bring about strengthened cooperative relations between
industry players and the FSC.

At the same time, we believe that some regulatory obstacles
still need to be removed in order to connect Taiwan more
effectively with global financial markets. Our suggestions
include improving the registration process, relaxing
restrictions on investment strategy and objects, increasing the
diversification of investment products of offshore and SITE

funds, and deregulating investment procedure requirements

for SITE funds. The Committee looks forward to continued
constructive communications with the FSC in an effort to

achieve early results on these important issues.

Issue 1: Expedite the signing of an MOU with Luxembourg’s
CSSF.

We recommend that an MOU be signed between the FSC
and Luxembourg’s Commission de Surveillance du Secteur
Financier (CSSF) to resolve longstanding issues related to
the restrictions in Taiwan on offshore-fund registration. The
Committee urges the FSC to continue coordinating with the
CSSF to accelerate the negotiation and execution process. The
regulatory hurdles that should be removed or relaxed are as

follows:

A. Qualifications of Offshore Funds.

(1) Exemption or waiver of one-year track record. Under
current regulations, offshore funds either approved
by the FSC or registered in an “FSC-recognized
jurisdiction” can be exempted from the requirement
of having a minimum one-year track record. In
practice, however, no exemption approval has ever
been applied for or granted due to a lack of relevant
guidelines for such applications, leaving registration
in an “FSC-recognized jurisdiction” as the only means
of obtaining a waiver from the one-year track record.
Signing the MOU would designate Luxembourg
as an FSC-recognized jurisdiction, thus qualifying
Luxembourg-domiciled funds as eligible for the waiver.

(2) Derivatives limit. Although the limit on the total
value of open long positions for derivatives has been
increased from 15% to 40% of the net asset value of
the fund, we recommend that the initial MOU include
a provision for each side to adopt and recognize the
governing laws and standards of the other jurisdiction,
thus committing Taiwan to adopt the European
Union’s UCITS III standards (the third phase of the
Undertakings for Collective Investments in Transferable
Securities). The derivatives limit could then be waived
for Luxembourg funds, as UCITS is already recognized
as assuring a stable, high-quality, well-regulated
investment product with significant levels of investor

protection.

B. Fund registration process.

The current regulation governing the registration of
new offshore funds stipulates that a general representative
may submit only one application at a time. Previously, each
application could cover up to five funds, but recently the
Securities and Futures Bureau (SFB) lowered the total to three
funds per approval. In addition, the application needs to
go through a two-step review process, first by the Securities
Investment Trust and Consulting Association (SITCA) and
then by the SFB. This lengthy procedure prolongs the time
for bringing new fund products to the market. The sharing
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INDUSTRY COMMITTEES PRIORITY ISSUE

of resources between the CSSF and the FSC under an MOU
may help the SFB overcome its current resource constraints,
enabling it to keep up with the rapid development of the
asset-management industry and contribute to expanding the
fund market in Taiwan.

C. Anti-money-laundering issues.

Taiwan was not included on the “White List” previously
drafted by the European Commission to specify countries
having anti-money-laundering (AML) standards and
obligations equivalent to those in the European Union’s
directive. Countries not on the White List were subject
to stricter AML requirements, such as the disclosure of
beneficial owners holding at least 25% of omnibus accounts,
as well as more complex procedures for new subscriptions.
Although the White List was later abolished, the disclosure
requirement remains in effect (unless the CSSF should
reinstate a risk-based approach). If intermediaries are
requested to comply with this requirement, it would have a
huge impact on Luxembourg-domiciled funds distributed in
Taiwan because it conflicts with Taiwan laws..

The MOU could solve the AML problem by allowing
the sharing of customer information between Taiwan and
Luxembourg for anti-money-laundering purposes, especially
regarding the identification of beneficial owners of omnibus
accounts whose holdings exceed 25% of the omnibus
account position. Taiwan could then be considered as having
AML obligations equivalent to those of the EU directive.

Issue 2: Ensure equal tax treatment by exempting capital
income derived from registered offshore funds from the
Alternative Minimum Tax regime.

So as to maintain an environment of fair competition
among various types of offshore-fund industry players,
equal tax treatment should be provided to offshore funds
registered and distributed in Taiwan, listed Exchange Traded
Funds (ETF), and overseas funds launched by local SITEs.
But as result of a Ministry of Finance (MOF) ruling defining
the capital income from registered offshore funds as offshore
income, that income — but not income from the other two
categories of funds — has become subject to Alternative
Minimum Tax with the implementation this year of the
AMT system.

The FSC indicated in September 2009 that offshore
funds registered in Taiwan and SITE overseas funds are
both deemed as securities under the Securities Exchange
Act. But despite the virtually identical nature of offshore
funds registered in Taiwan and SITE overseas funds, the
MOF is considering the capital income from SITE overseas

]

funds as “domestic income,” not subject to inclusion in
the taxable income basis of the AMT system. Further, the
MOF is also treating the capital income from ETFs listed
on the Taiwan Stock Exchange as “domestic income,”
even though they are in fact launched overseas. According

to that logic, the capital income from registered offshore
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funds should receive the same treatment. We are dismayed
that the MOF has continued to insist on carrying on this
unwarranted discriminatory policy, unreasonably diminishing
the competitive position of one category of fund against other
categories. The Committee again strongly urges the MOF to
take a position on this issue consistent with that of the FSC:
classifying the capital income from offshore funds registered
and distributed in Taiwan as “domestic income,” the same as
for SITE overseas funds and ETFs.

Issue 3: Advance the regulation of onshore funds.

One of the Committee’s goals is to foster the growth
and development of the local SITE industry by introducing
global best practices and expanding international business
opportunities. A key element in reaching this goal will be
Taiwan’s ability to attract world-class talent in the field of
asset management to this market, so as to help cultivate
local expertise and human capital. To create an environment
in which global industry players may be interested in
contributing their valuable experience to the onshore fund
market, however, it is essential that Taiwan relax certain
existing restrictions that have reduced its attractiveness to
these individuals. We strongly recommend that the FSC and
SFB adopt the following practices:

1. Allow double hatting for SITE fund management.
Current regulations prevent portfolio managers of
offshore funds from concurrently managing SITE funds.
That rule unnecessarily limits opportunities to share
expertise. The offshore fund business in Taiwan is
developing rapidly, and Taiwan’s SITE industry would
benefit from the chance to align itself more fully with
world trends and have fund managers with global
experience. The Committee urges the FSC to allow
domestic SITE fund managers, after meeting certain
requirements, to engage in the management of offshore
funds or to provide investment consultation services in
connection with offshore funds at the same time that they
are managing the SITE fund. To further facilitate this
change, we also ask the FSC to remove the stipulation
that the SITE fund manager must be engaged in that
position on a full-time basis.

2. Permit concurrent management of segregated accounts.
Under current regulations, a SITE may engage in the
investment management of offshore collective investments
pursuant to a discretionary mandate. But due to conflict-
of-interest concerns, individual asset managers may not
concurrently provide investment management services to
both a SITE fund and a segregated account pursuant to a
discretionary mandate. Such conflict-of-interest concerns
run contrary to internationally accepted industry norms
in leading financial centers, including Hong Kong and
Singapore. In those jurisdictions, asset management
companies and their individual asset managers are
regulated through a licensing regime, with the day-to-

day operation of the asset management business governed



by self-regulation in accordance with established best
practices guidelines. There are no restrictions on the
type of collective investments that may be concurrently
managed. Taiwan should follow such international
practices of self-regulation by setting best-practice
guidelines, which are sufficient to protect the benefits
and interests of investors. We urge the FSC to remove the
current restrictions, allowing the concurrent management
of SITE funds and offshore funds by SITE asset managers.

3. Permit full delegation of portfolio management. For
many years, a SITE was not allowed to delegate onshore-
fund investment business to a third party. But on
December 21, 2009, the FSC issued a ruling allowing
a SITE to delegate the fund investment business to a
qualified third party in any overseas region other than
Asia and Oceania, provided that certain requirements are
met. We urge the regulator to now move forward to allow
full relaxation by including delegation to third parties
within Asia and Oceania, so as to increase the global
opportunities available to onshore funds.

4. Allow feeder fund business. Many neighboring
countries, such as Korea, Hong Kong, and Singapore,
have permitted the distribution of feeder funds (funds
that invest solely through other funds). The Committee
recommends that the FSC follow the same approach by
removing relevant restrictions on the feeder fund business
in Taiwan. For SITEs, the launching of feeder funds could
provide retail investors with more choices of foreign
investment products, and NT$-denominated SITE funds
could protect profits from overseas investments from
the risk of foreign-exchange-rate fluctuation. A feeder
fund could also reduce the associated costs for SITEs to
manage or maintain a new fund, and could help increase
the size of SITE funds. In addition, according to other
countries’ experience, the fee structure of a feeder fund
is usually quite competitive compared with the offshore
fund it links to. We believe that both investors and local
asset management industry players would benefit from the

introduction of feeder funds.

Issue 4: Further relax China-investment restrictions.

The Committee is pleased to see the progress being made
on cross-Strait matters as a result of the financial MOU
signed between Taiwan and China. We request, however,
that the 10% limit on a Taiwanese onshore/offshore fund's
investment in securities listed in China be abolished. This
important step would place Taiwanese citizens on an
equal footing with citizens of other countries in taking a
meaningful ownership stake in Chinese companies.

Currently, many Taiwanese avoid this restriction by
investing in the China market through Hong Kong and other
countries. By removing this limit, Taiwanese citizens could
make such investments domestically, which would benefit
the local asset management industry while also allowing the

Taiwan government to better keep track of the extent of such

investments.

Some concern has also been raised about the ability of
Taiwanese investors to redeem money out of QFII (Qualified
Foreign Institutional Investor) accounts in China. While it is
true that QFII places some restrictions on fund remittance,
this issue is not unique to Taiwan investors and fund managers

have found ways to address this issue for their customers.

BANKING /

The Committee appreciates the steps taken by the
Financial Supervisory Commission (FSC) over the past
year to resolve issues covered in last year’s White Paper.
In particular, the Committee notes the efforts to increase
openness and transparency in the rule-making process,
such as the pre-consultation with the financial industry
through a series of public hearings in enacting the “Rules

>

Governing Offshore Structured Products,” and in amending
the “Guidelines for Banks Engaging in Derivatives Business”
as well as the “Regulations Governing the Scope of Business,
Restrictions on Transfer of Beneficiary Rights, Risk
Disclosure, Marketing, and Conclusion of Contract by Trust
Enterprises.” We believe that this enhanced transparency
will lead to a healthier regulatory environment. The
Committee also appreciates the FSC’s efforts to streamline
certain regulatory reports so as to reduce the burden on the
banks of filing duplicate information. We hope that these
efforts continue, with emphasis placed on the reporting
of exceptions instead of requiring detailed business or
transaction statistics.

The Committee is also pleased by the prospect for
Taiwan’s signing of an Economic Cooperation Framework
Agreement (ECFA) with China. Although details about how
the financial services industry will be treated under ECFA are
still unknown, the Committee hopes that post-ECFA, Taiwan
regulators will assure a level playing field for both foreign
banks in Taiwan and local banks in terms of the regulatory
framework. The Committee also encourages the Government
to further relax restrictions on PRC business visitors’ entry
into Taiwan so as to enhance financial-industry interaction
between Taiwan and China.

The recent amendments to the Offshore Banking Act
exempting withholding tax on OBU structured-product
gains was another encouraging sign. The Committee believes
it will help enhance Taiwan’s competitiveness in regional
financial activities. We appreciate the coordination among
the Executive Yuan, FSC, Ministry of Finance, and Central
Bank that made it possible for this amendment to be swiftly
submitted for legislative approval.

Further, the Committee appreciates the current
consultation between the industry and the government on
cross-border marketing issues (particularly the cross-border
local services enhancement rule). The Committee looks
forward to a quick resolution of this issue, as it is of utmost
importance to the industry.
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Finally, considering that the Taiwan banking system
has weathered the global financial crisis, the Committee
recommends that the government focus its financial
supervision regarding investment products on risk disclosure
rather than placing restrictions on which products can be
sold. Such an approach would provide sufficient protection
to investors, while allowing the financial sector to offer
a wide range of products to meet investors’ needs. The
Committee also urges the government to continue to move
toward preparation of a sound Financial Services Act (FSA),
so as to create a framework for uniform regulation of all
types of financial institutions. The Committee will continue
to monitor the progress of the draft FSA and is willing to
provide input or comments as necessary.

In this year's paper, the Committee wishes to bring the

following key issues to the government’s attention:

Issue 1: Rationalize the “Regulations Governing Offshore

Structured Products” and its operating rules.

In the wake of the 2008 global financial crisis, the
FSC moved expeditiously to implement relevant laws and
regulations, such as the “Regulations Governing Offshore
Structured Products” (OSP) and its operating rules, aimed
at protecting investors who experienced asset losses derived
from certain structured products. While the Committee
strongly supports the goal of investor protection, we are also
concerned that the current regulatory regime for offshore
structured products prevents investors from adequately
fulfilling their desired composition of asset allocation and
portfolio diversification, and also hampers the growth of
Taiwan’s financial markets. Limiting the range of available
investment products and creating a tedious approval and
filing process that lengthens the time needed for new products
to be introduced to the market is out of synch with the Ma
administration’s clearly stated policy goal of building Taiwan
as a regional financial center.

To prevent the further shrinking of Taiwan’s financial
market and the outflow of Taiwan investors’ capital to
neighboring countries with less-onerous regulations and
restrictions, the Committee urges the government to closely
review the “Regulations Governing Offshore Structured
Products” and its operating rules and to consider the specific
suggestions below.

e Adopt a program-based or structure-based approval
approach, instead of reviewing and approving on a note-
by-note basis

e Remove hurdles hindering the growth of the OSP market
in Taiwan:

A. Non-Professional Investor (Non-PI) distribution.

1. Remove the double-rating requirement covering both

the issuer/guarantor and the note itself.

2. Lower the minimum rating requirement from AA- to

A+.
3. Remove the mandatory cancellation of the note

issuance upon rating downgrade.
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4. Remove the distributor fee caps of 0.5% per annum
and 5% in aggregate.

5. Remove the requirement that the equivalent
transaction conditions applicable in the jurisdiction
where the offshore issuer and product are registered
shall also be applied in the R.O.C.

B. Professional Investor (PI) distribution.

1. Remove the three-day review period.

2. Relax the tape-recording requirement. Pursuant to
Article 22 of Rules Governing Offshore Structured
Products, the important contents of the relevant
investor information summary should be read aloud
to investors and should be recorded.

3. Remove the requirement for public announcement/
Taiwan Depository & Clearing Corp. (TDCC)
reporting upon PI product launch

e Revise the requirements related to Offering Documents

(product statement and investor information summary).

A. Remove the requirement related to placing the auditor
opinion, legal opinion, probability of loss, and
average annualized return in the product statement.

B. Relax the requirement for Chinese translation of the
full version of the latest audited financial reports.

e Revise the requirements related to reporting and public
notice:

A. Shift the reporting obligation for the daily and
monthly note subscriptions and redemptions
outstanding from master agent/issuer’s local branch to
the distributors.

B. Enhance the TDCC reporting system (enable the
uploading of the issuer’s head-office financials an