Opening Remarks

at the

Joint 14th Annual PBFEA and 2006 Annual FeAT Conference

Chairman Chang, Program Director Lee, Eminent Bankers and Financial Specialists, Distinguished Guests, Ladies and Gentlemen, 

Good Morning.


It is a great honor and pleasure for me to be invited to address the Joint 14th Annual PBFEA and 2006 Annual FeAT Conference.  First of all, I would also like to express my appreciation to our conference organizers and to Professor Lee for inviting this distinguished group of scholars and specialists from the finance industry, government sector, and academic circles from Taiwan and abroad.


I believe this conference will not only enrich our academic knowledge and expertise, it will also contribute to the upgrading of our national competitiveness in the international financial markets. Judging from the program, the conference topics cover many subjects of worldwide interest, all related to current economic and financial developments.  The participants of this conference are all well-known scholars and experts in their fields, and I believe that through collective brain-storming and collaborative sharing of knowledge and expertise, this conference will bring forth concrete suggestions and recommendations on economic and financial policies and practices, that will serve as an important reference for our government and for both state-owned and private enterprises.


Today, I will present a brief report and offer some observations on the current status and future direction of fiscal reform in the Republic of China.

(1)


In order to set up a fair and just taxation system and achieve a balanced budget by 2011, the Ministry of Finance (MOF) has actively carried out the implementation of “The Fiscal Reform Plan” of the Executive Yuan for the past few years.  One of the most important reform measures was the promulgation of the Alternative Minimum Tax Act in December 2005, which was the very important first step in our tax reform.  In fact, all reform measures will be carried out through administrative measures by related agencies and amendments to the law, with the aim of promoting taxation justice.

(2)


Substantial progress has been made in the process of our fiscal reform as evidenced by the continuing increase in tax revenues in the past years.  In the fiscal year (FY) 2004, total tax revenues exceeded target revenue by NT$53.2 billion.  It was the first time the central government realized the revenue target  since 1999.  In FY 2005, total tax revenues exceeded the revenue target again, this time by NT$172.8 billion.  Because of rising tax revenues, our budget deficit was reduced to NT$198 billion in FY 2006, which was the first time in seven years that the budget deficit was well under control, for less than NT$200 billion.

(3)


In response to the changing economic and financial environment, the MOF has continued to review fiscal conditions and implement various tax reform measures.  Considerable effort has been directed towards reducing the difference between taxation regulation and financial accounting, in order to support reforms in financial accounting.  In recent years, the MOF has made a number of amendments to the Income Tax Act and Regulations, and issued tax guidelines and administrative orders in order to close the gap between taxable income and income computed by financial accounting.  

The Legislative Yuan passed an amendment to the Income Tax Act in May this year, allowing the valuation of undistributed dividends (retained earnings) to be carried out based on profits after tax, which is more in accordance with the relevant articles of the Business Entity Accounting Act.  I believe this change will improve the fairness of the business tax levy.

(4)     

Following the rapid development in financial derivatives, particularly with the wide application of financial engineering technology, financial institutions in the international financial markets have launched various innovative financial products.  Taiwanese banks have also continued to develop and introduce new financial products to provide various types of investment tools for investors to diversify their investment risk.  In view of the increase in financial innovation activity, the variety of financial products and the volume of transactions, taxation on financial derivatives has become a matter of concern to investors.


At present, there are many new types of financial products, including exchangeable government bonds, strippable bonds, structured products, warrants, contract-based warrants, stock index futures, interest rate futures, among others.  All of these products fall under the scope of financial derivatives, for which the MOF has issued taxation guidelines.  


Apart from the existing regulations and the proposed amendments to the related laws and regulations, there are many complicated transaction frameworks for the diverse financial products in the market.  It is a challenging task for the MOF to enact appropriate laws imposing taxes on such varied types of financial products.  The new law should ensure tax equity and promote financial market development at the same time.  It is important that the levy of tax on new financial products in the future should be simple and clear, allowing investors to easily calculate taxes on investments and estimate their rate of return.  This would stimulate financial innovation activity and promote the development of the financial products market.

(5)


The MOF has set up the “Task Force of Taxation on New Financial Products” comprised of representatives from the finance industry, government sector, and academic circles.  The task force is charged with bringing the taxation system on financial products into compliance with international trends, encouraging the development of new financial products, and ensuring that different tax rates are not applied to similar products, which would adversely affect innovation and liquidity of the financial product market.  It is hoped that through the collective wisdom of the members of the task force, a reasonable regulation for the levy on new financial products can be proposed that will maintain a fair balance between tax equity and innovation in the financial market.

(CONCLUSION)


In conclusion, both economic development and fiscal stability in Taiwan can be achieved simultaneously through the joint efforts of the government and the private sector.  Looking ahead, after carefully evaluating the need for promoting economic development and the consensus of society towards fiscal reform, the MOF will continue to implement various tax reform measures to build up a strong and solid economic base, which will enable Taiwan to remain competitive in the international markets.  I believe that this conference will bring forth concrete suggestions and recommendations that will serve as a valuable policy reference for the government.  Lastly, I wish this conference every success, and to all the participants, good health and success in your career pursuits.
Thank you!

