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CHINESE INVESTMENT IN TAIWAN SECURITIES

Overview

e

On 30 April 2009 Taiwan’s Financial Supervisory Commission, Executive Yuan issued the
Guidelines Governing Securities Investment and Futures Trading in Taiwan by PRC
Investors (the “Guidelines™). The Guidelines now permit certain categories of individuals
and entities from the People’s Republic of China (the “PRC”) (“PRC Investors”) to hold
and/or acquire and trade in securities listed on the Taiwan Stock Exchange (“TSE”) or the
Gre-Tai Securities Exchange (which operates the OTC market) (“Gre-Tai”). In doing so, the
Guidelines largely overturn the previous prohibition on PRC investment in Taiwan securities.
The Guidelines are focused on “portfolio investment” of below 10% of the issued share
capital of a Taiwan listed company and certain other securities.
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The Guidelines also form part of various recent measures and proposed measures by the
Taiwan Government and PRC Government to relax travel, transportation, trade, investment
and financial restrictions between Taiwan and the PRC which have been in place since 1949
when the Kuomintang Nationalist Party retreated from Mainland China to Taiwan. These
measures are a reflection of increasing warm cross-strait relations between the respective
governments.
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Baker & McKenzie Taipei has published a separate Client Alert on general investment by
PRC Investors in Taiwan industries which summarises separate regulations which will
govern investment in Taiwanese nonlisted companies, investment in listed companies
attaining 10% of its issued capital and the establishment of subsidiaries, branches and
representative offices in Taiwan.
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The Guidelines took effect from 30 April 2009. We summarise the Guidelines as follows.
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Qualifying PRC Investors
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PRC Investors permitted to acquire and trade securities and futures in Taiwan are limited to
the following categories of investor:
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(a) PRC Qualified Domestic Institutional Investors (“QDIIs”) approved by the competent
authority of the PRC Government for securities matters (ie. the China Securities
Regulatory Commission)
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(b) PRC employees of TSE or Gre-Tai-listed companies who are granted securities by their
employer in accordance with Taiwan’s applicable law and regulations (ie. Company
Law or Securities and Exchange Law);
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(c) PRC shareholders of offshore companies which has its shares or depositary receipts
listed on the TSE or Gre-Tai; and
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(d) Others approved by the Taiwan Financial Supervisory Commission.
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Currently, only PRC QDII in category (a) are permitted to buy and sell (ie. trade) securities.
PRC employees in category (b) are only permitted to receive, hold and sell securities given to
them by their Taiwanese employers and PRC shareholders in category (c) are only permitted
to sell shares or depositary receipts of the offshore company and neither may buy additional
securities on the TSE or Gre-Tai.
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Qualifying Securities
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Qualifying PRC Investors are permitted to invest in the following categories of securities
(“Qualifying Securities”):
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(i) Securities issued in Taiwan. These include:
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(a) securities issued by TSE or Gre-Tai listed companies;
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(b) beneficiary receipts issued by Taiwanese securities investment trust enterprises;
RERTADF R e s FBw



Chinese Investment in
Taiwan Securities

Client Alert

(c) government bonds, financial bonds, or corporate bonds issued by public companies;
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(d) beneficiary receipts or asset-backed securities under the Financial Assets
Securitisation Act
or the Real Estate Securitisation Act;
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(e) warrants; and
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(f) other securities approved by the Financial Supervisory Commission;
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(i1) Corporate bonds issued offshore by Taiwanese issuers through public offering or private
placement;
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(ii1) Depositary receipts issued offshore by Taiwanese issuers through public offering or
private placement;
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(iv) Stocks issued and traded offshore by Taiwanese issuers through public offering or private
placement; and
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(v) Beneficiary certificates issued and sold offshore by Taiwanese securities investment trust
enterprises.
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Local Agent and Registration Requirements
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PRC Investors are required to appoint an agent in Taiwan to attend to investor registration
with the TSE, opening of a securities account with a securities firm, conversion (if securities
are convertible), subscription of shares, tax reporting and the exercise of shareholding rights
on behalf of the PRC Investor. Note that these general requirements apply to all Qualifying
Securities even if they are issued offshore.
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In addition, for the investment in Qualifying Securities issued in Taiwan (ie. category (i)
above), PRC Investors must also designate an agent in Taiwan to open a NTD bank account
with a custodian bank in Taiwan for the purpose of buying and selling securities and to remit
to Taiwan sufficient foreign currency, which must then be converted into NTD, to effect
securities purchases. The NTD bank account will be supervised by the custodian bank and
may only be used for the purpose of settling securities transactions and receiving dividends
from and the proceeds of sale of securities.
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Restrictions on Shareholding Percentage and Amount
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PRC Investors, individually or in aggregate, may not acquire more than 10% of the total
issued share capital of any TSE or Gre-Tai-listed company without the prior approval of the
Taiwan Government. The relevant governmental agency is the Investment Commission under
the Ministry of Economic Affairs.
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In addition, the Financial Supervisory Commission is authorised to determine and promulgate
a maximum investment amount for investments by PRC Investors although there has not yet
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been any public announcement of such maximum investment amount.
P B TR RAT T AR T AR KT LU B I P S £
g A M T o o

Restrictions on Certain Transactions
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PRC Investors are prohibited from conducting the following transactions:
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(a) margin trading (ie. PRC Investors cannot finance their purchases or use the securities as
collateral);
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(b) short sales of securities;
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(c) using the funds for purchase of or proceeds from the sale of the securities for making a
loan or creating any security interest over the securities; or
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(d) deposit their securities with any institution other than an authorised custodian bank or the
centralized securities depository.
(d) 2 FERESESE? BRI EN 2 AL BARSEREES -

Restrictions on Acquiring Securities in Certain Sectors
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Additional restrictions, requirements for approval and requirements for reporting may apply
to the purchase of securities in certain sectors.
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Restrictions on Voting, Management and Control
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PRC Investors may exercise voting rights on TSE or Gre-Tai-listed shares they hold but must
do so through delegating their local agent to exercise the voting rights on their behalf.

Bp A HERRTAWRATEG L0 IR AL FR L AR
BREd SHRAEANR L2 .

Furthermore, there is a general restriction against PRC Investors exercising control or
otherwise affecting the operation or management of companies in which they hold shares.
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Nicole Chu

Tel: +886 2 2715 7280
Fax: +886 2 2716 9250
nicole.chu@bakernet.com

Murray Bowler
Tel: +886 2 2715 7391
Fax: +886 2 2716 9250
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