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Legislative History of Business Tax of Financial Industries
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Business tax was first adopted in the R.O.C. in 1931 as a multiple-stage gross business receipt
tax. The financial sector has been subject to the business tax, and always apply higher tax rate
than other industries.
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In 1986, we implemented value-added tax system. In consideration of the special nature of the
financial industries, which were difficult to calculate the amount of Added Value, thus retained

the business tax levied based on total sales according to the original system, and the tax rate
was set at 5% so as to maintain tax revenue level before tax reform.
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Since 1 July 1999, for core business of the financial industries, the applicable business tax
rate was reduced from 5% to 2%, the reduction of the tax amounting to NT$ 460 billion
was used to assist write off bad debts of the financial industries.
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Since 2002,the business tax revenue from the financial industries (included banking and
insurance industry) among to NT$ 299.8 billion was earmarked to help tackle the
problems of institutions (both banking and insurance).
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International reform trend
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Background and Contents of Amendment
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L 2 Internatlonal aspect—the aftermath of the global financial crisis and the European
sovereign debt crisis

€ Domestic aspeck-- 0 §ganding debt approaching statutory debt ceiling
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We have adjusted the business tax rate of the banking and insurance industries for their
core business of banking and insurance from 2% back to the original 5% which was levied
before the local financial crisis of 1999 in order to allow for feedback to the society from a
small number of profitable industries so as to inject impetus for the social development

forward.
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Compare with Foreign Financial Sector Taxation
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In most countries which implement value-added tax system, although the core financial
services are exempted from the value-added tax, the input tax is not deductible.
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However, the value-added tax rate of the countries is more than 10% (the average tax rate is
over 19% in European countries), so as to the input tax in purchasing goods or services for
foreign financial industry is higher than that of Taiwan, in addition, there is no tax exemption
for minor financial services, and the corporate income tax rates are above 17%. According to

a study in 2006, the business tax burden of our financial industry is not heavier than that of
foreign countries. 2l
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