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On March 30 2012 the Ministry of Economic Affairs announced the third wave of sectors
which are now open to investment by Chinese investors; applications from mainland
Chinese investors have been accepted since that date.

With respect to the manufacturing sector, the cumulative scale of deregulation is as
high as 97% - 74% of which is subject to no investment restrictions. However, for critical
technological industries (eg, light-emitting diodes, solar batteries and panels,
integrated circuits, semiconductor packaging and testing, machinery and equipment for
electronic and semiconductor production and machine tools), Chinese investors are
strictly prohibited from controlling the Taiwanese enterprises in which they invest.

Type | telecommunications businesses in Taiwan still have not been deregulated for
investment by Chinese investors. FarEasTone, which entered into a provisional
memorandum with China Unicom to accept investment in anticipation of the third-wave
announcement, has expressed its disappointment and hopes that the government will
include Type | telecommunications businesses in the fourth wave of deregulation, due
to be announced in the second half of 2012.

Another company that has experienced a setback is Chinese telecommunications
equipment manufacturer Huawei. Huawei has been seeking to set up a subsidiary to
develop its business with telecommunications operators in Taiwan and supply major
equipment and systems for Taiwan's telecommunications infrastructure. However,
Huawei has yet to obtain approval to do so from the Taiwanese government.

Having made tacit business arrangements in Taiwan for five years, Huawei first
secured NT$1.059 billion's worth of equipment procurement and maintenance projects
for wireless network controllers and base stations from FarEasTone, before winning
NT$20 billion's worth of procurement projects for 3.5G networking and communications
equipment from Asia Pacific Telecom. Almost all 3G mobile network cards in Taiwan
incorporate Huawei's products. Some of Chunghwa Telecom's own branded handsets
were produced by Huawei. Taiwan Mobile's fixed-line ethernet network was also
manufactured by Huawei. The range of products has even been expanded to 3.5G base
station and core network equipment procurement projects. All of the
telecommunications operators involved deny deployment of any core network
equipment supplied by Huawei, despite the rapid growth of Huawei's market share.
This has been a sensitive issue at the communication security level and has attracted
close attention from national security agencies and the National Communications
Commission (for further details please see

"NCC launches investigation into telecoms equipment made in China").

The time division long-term evolution (TD-LTE) system developed by Huawei is the
standard 4G communications technology in China and is aggressively promoted there.
The Chinese government is striving to persuade Taiwan to include TD-LTE as the
technical standard endorsed by the Taiwanese government. However, national security
agencies have voiced concerns, which stand in marked contrast to the enthusiastic
support of economic officials. The increase in Huawei's supply of telecommunications
and network systems and equipment to Taiwan could create national security
loopholes, due to Taiwan's inability to control communications security.

According to local news reports, Huawei has implied to its telecommunications
customers in Taiwan that telecommunications operators and telecommunications
equipment manufacturers from China may be allowed to invest in Taiwanese operators
in the fourth quarter of 2012.

For further information on this topic please contact Arthur Shay or David CL Yeh at Shay
& Partners by telephone (+886 2 8773 3600), fax (+886 2 8773 3611) or email (
arthur@elitelaw.com or davidyeh@elitelaw.com).
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The materials contained on this website are for general information purposes only and
are subject to the disclaimer.

ILO is a premium online legal update service for major companies and law firms worldwide. In-
house corporate counsel and other users of legal services, as well as law firm partners, qualify
for a free subscription. Register at www.iloinfo.com.
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