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Chapter 3

Financial Status of SMEs

he overview of the financial status of SMEs presented in the first two sections of

this chapter is based on data supplied by the Tax Data Center of the Ministry of
Finance. As these data are derived from business income tax returns, there is a
one-year time lag in contrast to the data presented in the other chapters. In other words,
the data in Sections | and Il are for the year 2003 rather than 2004. Section IlI
analyzes the sources of funds for the manufacturing sector and the reasons for the
difficulty in acquiring funds. Section 1V examines the interaction between banks and
SMEs based on changes in the statistical data.

Given the varying sources of data, the definition of SMEs used in different
sections of this chapter also varies. In Section | and Section 11, the definition of SMEs
is that firms in the mining and quarrying, manufacturing and construction sectors have
capital of NT$80 million or less, and firms in other sectors have annual sales revenue
of NT$100 million or less. The industry categories used in Section Il have been
revised according to the ROC Standard Industry Classification Version 7. The data in
Section Il come from the Status Survey Report on the Domestic Investment of
Manufacturing Industry published by the Statistics Department, Ministry of Economic
Affairs, according to which large enterprises are firms with 200 or more employees;
medium enterprises are firms with 100-200 employees; and small enterprises are
firms with less than 100 employees. The data in Section IV are quoted from the
Summary of Financial Statistics published by the Financial Supervisory Commission,
Executive Yuan and from the Central Bank of China, which adopt the same
definitions for SMEs as those in Sections I and I1.

In 2003, more than 600,000 enterprises filed business income tax returns. After
deducting those enterprises that did not provide complete data, where it was unclear as
to which industry the enterprise belonged, or where the declared data were
inconsistent, we were left with the financial data for 298,798 enterprises, of which
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284,172 (95.11%) were SMEs. Of those SMEs, 124,962 or 43.97% were in the
wholesale and retail sector, 74,485 or 26.21% were in manufacturing industry, and
31,654 or 11.14% were in the construction industry.

Overall, the financial conditions of enterprises in 2003 improved over 2002.
Based on the 2003 profit and loss statements of the samples, 190,573 enterprises
recorded profits. That means that 36.22% of enterprises did not make a profit in 2003,
a figure slightly lower than the 37.19% recorded in 2002. 23.04% of large enterprises
did not make a profit in 2003, compared to 25.36% in 2002, while 36.90% of SMEs
failed to show a profit, as compared to 37.74% in 2002.

1 Overall Financial Status of SMEs

In this section, consolidated balance sheet data (where the figures for each account in
the balance sheet are converted into percentages of total assets) is used to examine the
fund utilization and funding sources of large enterprises and SMEs; by the same token,
consolidated figures are used to observe the profit/loss status of enterprises.

1. Analysis of Fund Utilization by SMEs

(1) Small Increase in Current Assets

As can be seen from Table 3-1-1, the current assets of large enterprises as a
percentage of total assets in 2003 declined by 5.62 percentage points from 2002, while
the corresponding figures for SMEs increased by 2.72 percentage points, with
accounts receivable displaying the highest gain of 1.13 percentage points, followed by
cash with 0.94 percentage points, and inventory with 0.78 percentage points. These
figures reflect the conservative mentality of SMEs, working to keep their cash
position amid the constantly changing business climate when they do not have as
much control over the terms of transactions on credit as large enterprises.

(2) Significant Drop in Funds and Long-term Investments

For large enterprises, the share of total assets held by funds and long-term investments
increased by 3.82 percentage points in 2003 as compared to 2002, reflecting the more
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aggressive approach of large enterprises towards capital expenditure back in 2001 in
anticipation of a global economic rebound. By contrast, for SMEs the share of total
assets held by funds and long-term investments fell by 2.95 percentage points over the

same period.

Table 3-1-1

Size/Year

Current assets
Cash
Accounts receivable
Inventory
Advance payments
Other current assets
Funds and long-term investments
Fixed assets
Land and buildings
Machinery
Other fixed assets
Intangible and other assets
Total assets = Liabilities + Net worth
Liabilities
Current liabilities
Short-term loans
Accounts payable
Income received in advance
Other current liabilities
Long-term liabilities
Long-term loans repayable
Other long-term liabilities
Other liabilities
Net worth
Stockholders’ equity
Reserves and operating surplus

60.20
23.27
22.70
10.59
0.55
3.09
24.76
11.36
6.50
3.76
1.10
3.68
100.00
79.55
57.19
4191
9.27
1.89
4.13
18.93
381
15.11
343
20.45
14.59
5.87

64.10
26.51
29.16
5.28
0.51
2.64
19.81
12.03
6.44
4.65
0.94
4,07
100.00
80.73
61.76
43.20
12.26
2.29
4.01
12.97
3.98
8.99
6.01
19.27
14.46
481

Large enterprises

58.48
26.97
22.54
5.92
0.54
2.50
23.63
13.89
7.40
5.16
133
4.01
100.00
78.47
57.14
41.45
8.39
2.39
4.91
14.42
3.84
10.59
6.91
21.53
15.42
6.11

59.39
15.55
16.53
23.54
1.87
191
9.74
27.51
15.78
9.65
2.08
3.36
100.00
66.23
59.58
17.24
14.92
4.92
22.50
4.75
4.30
0.45
1.90
33.77
41.40
-7.63

56.04
14.67
16.04
21.81
1.68
1.84
13.38
217.16
16.20
8.94
2.02
3.42
100.00
66.33
58.95
17.27
14.93
4.64
22.11
531
4.54
0.77
2.07
33.67
41.17
=(/a3il

Consolidated Financial Data of Taiwanese Enterprises, 2001-2003

Unit: %

2001 ‘ 2002 2003 2001 2002 2003

58.76
15.61
17.17
22.59
1.60
1.80
10.43
27.70
16.91
8.59
221
311
100.00
66.67
59.37
15.60
16.35
4.87
22.55
4.94
4.54
0.39
2.36
33.34
40.40
-7.07

Source: Business income tax return data, Ministry of Finance.

According to the Monthly Bulletin of Investment Statistics published by the
Investment Commission, Ministry of Economic Affairs, the number of investments in
China by Taiwanese enterprises rose by 23.29% in 2003 to 1,837 projects, up from
1,490 projects in 2002. The amount of investment in China totaled US$4.59 billion,

up 18.91% and accounting for 53.68% of Taiwan’s total outward investment.
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According to the Survey on Overseas Investment by Manufacturing Industry
published by the Statistics Department of the Ministry of Economic Affairs,
investment in China accounted for the lion’s share of the outward investment by
manufacturing industry with 77.75%, followed by investment in the US with 15.93%.

With regard to the supply of raw materials, parts and components, and
semi-finished products for use in production by Taiwanese enterprises in major
outward investment areas, all the indicators are positive, except for that in regard to
items “supplied by Taiwan,” which is pointing in a negative direction. “Supplied by
Taiwanese enterprises in the invested country” was the indicator with the highest
positive prospects, followed by “supplied by local, non-Taiwanese enterprises.” These
indicators suggest that, as the overseas establishments of Taiwanese enterprises
stabilize, the trade creation effect brought about by outward investment gradually
dwindles, and those enterprises tend to look to utilizing local resources more
efficiently, make more effort to localize their business, and seek raw materials, parts
and components, and semi-finished products directly from local suppliers.

As for the sales of products manufactured in the major overseas investment areas,
more enterprises are electing to sell through their overseas establishments directly.
This practice is particularly common among the larger enterprises. The amounts of
sales to both the local market and export markets by the overseas establishments of
Taiwanese enterprises have increased significantly regardless of the size of enterprise
or the type of industry, while the sales generated from selling back to Taiwan have
been declining. It is apparent that the efforts of those enterprises to develop overseas
markets and enhance after-sales service are gradually starting to pay off.

The continuing deterioration of the economic environment in Taiwan in the first
half of 2003 prompted SMESs to step up their overseas investments, as they focused on
the abundant labor supply and the vast market in China. This is probably why the
SMEs’ share of total assets held by funds and long-term investments remained
relatively high, while it could also be that SMEs remained conservative towards
increasing machinery investment. Another possibility is that in an era of low interest
rates when bank deposits yield meager returns, SMEs have adjusted their fund
allocation by increasing the shares attributable to funds and long-term investments to
earn better returns.
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(3) A Slight Drop in Investment in Machinery, and a Slight Rise in
Investment in Fixed Assets

For SMEs, the share of total assets held by fixed assets has been more or less the same
in the past three years; it was 27.70% in 2003, representing an increase of 0.54
percentage points from 2002. The share held by land and buildings rose, while that
held by machinery continued to fall. This indicates that, with the economic outlook
still uncertain (although the recession seemed to have bottomed out in 2002), SMEs,
which tend to have less capital, continued to give priority to holding more land, and
delayed investment in machinery. Depreciation is another reason for the lower share
held by machinery.

2. Analysis of SME Funding Sources

Overall, there was little change in the funding sources for SMEs in 2003 as compared
to 2002. With no clear sign of an economic upturn, enterprises have continued to
struggle, with no significant improvement in profitability.

(1) A Fall in Current Liabilities and an Increase in Long-term Debt

Taiwan’s economy began its downturn in the second half of 2000. The SMEs’ overall
debt ratio jumped in 1999 and 2000 to 55.64% and 65.43%, respectively, then stayed
around that level in the three years that followed. The current liability ratio in 2003
was 59.37%, which was slightly higher than in 2002. However the long-term liability
ratio in 2003 was down slightly from 2002. The changes in the SMEs’ debt ratios
were the exact opposite of those for large enterprises. By analyzing the sources of
funding for SMEs and large enterprises, in particular banks, we can get a glimpse of
the attitude of lenders towards enterprises of different sizes. Because many SMEs
have moved their production bases overseas, banks have become more cautious in
extending credit to them, especially in the provision of short-term loans. As a result,
we see an increase in the share of trade financing, accounts receivable and accounts
payable among SMEs.

(2) Reserves and Surplus Still Negative

By and large, SMEs continued to exhibit a lackluster performance in 2003. Of close to
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300,000 enterprises, 36.90% failed to make a profit, resulting in a situation where the
accumulated loss as recorded on the balance sheet became greater than the
accumulated surplus, and both the reserve account and surplus were negative. This
situation continued for three years from 2000 onward, reflecting the difficult operating
environment faced by SMEs, and the prevalent practice of SME owners undertaking
overseas investment under their own names and engaging in “triangular trade.” As a
result, the establishment of many SMEs in Taiwan has shrunk to the point where a
SME no longer conducts regular business and may even show a loss on its books.

3. Analysis of SME Profit and Loss

(1) No Significant Change in Operating Costs as Compared to the
Previous Year

In 2003 the operating costs of SMEs accounted for 81.03% of their net operating
income (Table 3-1-2), down 0.37 percentage points from 2002; among large
enterprises, the decrease was 0.15 percentage points. In the last three years, large
enterprises and SMEs have seen their gross profit margin stabilize, with that of SMEs
staying above 18% (18.97% in 2003). By contrast, the gross profit margin of large
enterprises has dropped to the level of 5.5% as the operating environment has
deteriorated since 2002 (the ratio of operating costs was 90.57% in 2000, 94.26% in
2001, and 94.60% in 2002). These figures reflect the fact that SMEs usually operate in
a niche market where price competition is less intense, and are able to maintain
reasonably high gross profit margins even when the economic climate deteriorates.

Table 3-1-2 Profit and Loss of Taiwanese Enterprises, 2001-2003

Unit: %

Year Large enterprises

Net operating income 100.00 100.00 100.00 100.00 100.00 100.00
Less: Operating costs 94.26 94.60 94.45 81.32 81.40 81.03
Gross operating profit 5,75 5.40 5455 18.68 18.60 18.97
Less: Operating expenses 493 4.89 4.32 18.51 18.38 18.06
Net operating profit 0.82 0.52 1.23 0.16 0.22 0.91
Plus: Non-operating income 0.78 0.71 0.73 1.87 1.62 1.33
Less: Interest expenses 0.41 0.42 0.38 1.09 0.93 0.92
Less: Other non-operating expenses 0.54 0.39 0.31 1.48 1.15 0.87
Profit (loss) 0.64 041 1.26 -0.53 -0.24 0.45

Source: Business income tax return data, Ministry of Finance.
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(2) A Substantial Drop in Operating Expenses, But the Ratio is Still
Higher Than That of Large Enterprises

Operating expenses include expenses arising from operations, including salaries,
rentals, advertising, depreciation, insurance, etc. In 2003 the operating expenses of
SMEs amounted to 18.06% of net operating income, down 0.32 percentage points
from 18.38% in 2002, but still far higher than the 4.32% of larger enterprises. Either
because of contractual requirements or the accounting method used, it is more difficult
for SMEs to pare down their rental expenses, depreciation or salaries as compared to
large enterprises, in particular those in high-tech and OEM or ODM businesses. In
addition, SMEs lack the advantage of economies of scale. As a result, their operating
expenses (as a percentage of net operating income) tend to be much higher than those
of large enterprises.

(3) Erosion of Net Operating Profit by High Operating Expenses

Operating costs and operating expenses combined accounted for 81.03% of the net
operating income of SMEs, while their net profit margin ratio was just 0.91%. SMEs
have much higher gross operating profit than large enterprises, but because they lack
the bargaining power that large enterprises enjoy and cannot achieve the same
economies of scale, their operating expenses account for a very high percentage of net
operating income. High gross profit margins are thus eroded by high operating costs,
resulting in net profit performance inferior to that of large enterprises. Large
enterprises enjoy a gross profit margin of only 5.55%, but are able to achieve a profit
margin of 1.23% because they have been more successful at keeping operating
expenses down. However, in 2003 both large enterprises and SMEs generally posted a
lower operating expenses ratio, suggesting that business owners have improved the
ability to control costs and expenses in this era of declining profit margins.

(4) Current Profit and Loss Turned Positive

Although gross profit margins in 2003 were comparable to those of previous years,
SMEs made an impressive gain of 0.91% in net operating profit from 0.22% in 2002
due to the effective control exercised over operating expenses. The non-operating
income and expenses of SMEs in 2003 were more or less the same as in previous
years. Thus, many SMEs recorded a profit in 2003.
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4. Analysis of Financial Ratios of SMEs

(1) Current Ratio, Quick Ratio and Inventory Ratio Remain About the
Same

Spurred by the upturn in the global economy, the short-term liquidity of SMEs
improved in 2003 (Figure 3-1-1), with the current ratio, quick ratio and inventory ratio
all rising slightly. The quick ratio and inventory ratio of large enterprises moved in
different directions, reflecting the differences in operational patterns. For example, if
enterprises are unable to bring short-term debt under control, their short-term solvency
will be adversely affected. In 2003 the current ratio of large enterprises declined by
1.43 percentage points, and their quick ratio declined by 3.24 percentage points,
indicating that the short-term solvency of large enterprises in 2003 was somewhat
weaker than in 2002. The inventory ratio of large enterprises increased slightly to
10.37% from 8.54% in 2002, suggesting that large enterprises stocked up a little bit
more to meet production and sales needs under a recovering global economy.

Figure 3-1-1  Short-term Liquidity of Enterprises, 2002-2003

120 -
%03 %91 10379 102.3

92.00

2002 2003 2002 2003
SMEs Large enterprises

@ Current ratio i quick ratio | inventory ratio

Notes: 1. Current ratio=current assets --current liabilities < 100% (reference value = 200; ideally, the ratio should be higher than the
reference value).
. Quick ratio=(current assets-inventories) --current liabilities < 100% (reference value =100; ideally, the ratio should
be higher than the reference value).
3. Inventory ratio=inventories --current liabilities < 100% (reference value = 50; ideally, the inventory ratio should be
higher than the reference value).
Source: Business income tax return data, Ministry of Finance.

(2) A Rise in the Debt-to-Net Worth Ratio and a Drop in the Long-term
Fund Ratio

The debt to net worth ratio of SMEs in 2003 was 199.98%, up 2.96 percentage points
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from 2002. However, that of large enterprises dropped substantially (by 54.37
percentage points) from 418.94% to 364.41%. This indicates that, as banks have
become less willing to extend loans in recent years, large enterprises have turned from
the money market to the capital markets for financing. Because of their better debt
repayment ability, large enterprises tend to have a much higher debt ratio than SMEs.
The debt to net worth ratio is a measure of the long-term solvency of an enterprise; an
increase in this ratio indicates a decline in the enterprise’s ability to meet its
obligations to creditors. The long-term fund ratio of SMEs fell slightly to 138.24%,
which was worse that the 258.79% of large enterprises, but still within the acceptable
range (Figure 3-1-2).

Figure 3-1-2  Long-term Stability of Enterprises, 2002-2003

418.94

2002 2003 2002 2003

SMEs Large enterprises

i Debt to equity ratio M Long-term fund ratio

Notes: 1. Debt to net worth ratio=debt -net worth X 100% (reference value=100; ideally, the ratio should be below the reference
value).
2. Long-term fund ratio = (equity+long-term debt) -+fixed assets X 100% (reference value = 100; ideally, the ratio
should be higher than the reference value).
Source: Business income tax return data, Ministry of Finance.

(3) A Slight Decrease in the Receivables Turnover Ratio While the
Other Turnover Ratios Edge up

The operational performance of an enterprise depends on the effective utilization of its
assets. The level of turnover reflects the extent to which the assets are being
effectively utilized, the company’s credit policy and its inventory policy. The
receivables turnover can be used to measure the operating capability of an enterprise;
a high ratio suggests better operating capability, the efficient collection of receivables
and the absence of idle or excess inventory. Looking at the data for 2003, the
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receivables turnover of SMEs dropped slightly to 5.92 turns from 6.04 turns in 2002
(Figure 3-1-3), while merchandise turnover rose slightly to 4.50 turns from 4.44 turns
in 2002.

Figure 3-1-3  Operating Capability of Enterprises, 2002-2003

L 20.19

20.54

Merchandise turnover ratio
Fixed asset turnover ratio

Receivables turnover ratio Large enterprises

Net worth turnover ratio 556

Merchandise turnover ratio

Fixed asset turnover ratio SMEs
. ) 5.92
Receivables turnover ratio 6.04
Net worth turnover ratio
0 3 6 9 12 15 18 21

\ = 2002 @ 2003 |

Notes: 1. Net worth turnover ratio= net sales “net worth.
2. Receivables turnover ratio=net sales “receivables.
3. Fixed asset turnover ratio=net sales fixed assets.
4. Merchandise turnover ratio= net sales ~inventories.
Source: Business income tax return data, Ministry of Finance.

The other two turnover ratios — net worth turnover and fixed asset turnover — are
used to evaluate the efficiency of asset utilization. Higher ratios mean the enterprise is
better able to make effective use of its own capital and fixed assets. In 2003 the fixed
asset turnover of SMEs rose slightly to 3.67 turns from 3.57 turns in 2002, while the
net worth turnover rose to 3.05 turns from 2.88 turns in 2002, indicating that SMEs
were better able to make use of their fixed assets and own capital to generate income
under conditions of stronger domestic demand.

(4) Profitability Indicators All Positive

Profitability can be observed from an enterprise’s ability to use its funds and capital to
generate profit. Taiwan’s economic growth in 2003 was comparable to that in 2002,
reflecting the growth level since 2001 (-2.18% in 2001, 3.59% in 2002, and 3.3% in
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2003). As domestic demand gradually picked up steam, SMEs were able to see a
profit in 2003 after two consecutive years of loss in 2001 and 2002. The profitability
indicators of SMEs were all positive in 2003; the operating profit ratio was 0.45%, the
return on total assets was 1.64%, the return on fixed assets was 0.45%, the return on
capital was 1.12%, and the return on net worth was 1.36% (Figure 3-1-4).

Figure 3-1-4  Profitability of Enterprises, 2002-2003

%
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SMEs Large enterprises
1 Operating profit ratio o Return on total assets  Return on fixed assets
i@ Return on capital i Return on net worth

Notes: 1. Operating profit ratio=current profit,”net operating income.
2. Return on fixed assets=Current profit,fixed assets.
3. Return on total assets=-current profit,total assets.
4. Return on capital =current profit,profit.
5. Return on net worth=current profit,net worth.
Source: Business income tax return data, Ministry of Finance.

Il Financial Analysis by Industry

The breakdown by industry of the 298,798 enterprises for which comprehensive
financial data are available is shown in Table 3-2-1. Of the 284,172 SMEs, 104,855
(or 36.90%) failed to make a profit. The industries with a percentage of SMEs failing
to make a profit higher than the overall average of 36.90% included: the
accommodation and eating-drinking places industry(59.83%), educational services
(56.13%), leisure services (55.73%), finance and insurance (52.89%), and professional
services (52.24%).
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Table 3-2-1 Financial Status of Enterprises by Industry, 2003
Unit: %
Large enterprises

Industry _ No. of % failing to make g % failing to make
T enterprises a profit el iz e a profit

Total 284,172 (104,855) 36.90 14,626 (3 370) 23.04
Agriculture, forestry, fishing and animal husbandry 974 (207) 21.25 26 (4) 15.38
Mining and quarrying 351 (49) 13.96 5(1) 20.00
Manufacturing 74,485 (16,525) 22.19 2,112 (618) 29.26
Electricity, gas and water 159 (56) 35.22 32(9) 28.13
Construction 31,654 (9,684) 30.59 1,161 (405) 34.88
Wholesale and retalil 124,962 (53,920) 43.15 8,010 (1,478) 18.45
Accommodation and eating-drinking places 7,922 (4,740) 59.83 245 (73) 29.80
Transportation, warehousing and communications 10,504 (3,748) 35.68 646 (106) 16.41
Finance and insurance 3,375 (1,785) 52.89 1,004 (306) 30.48
Real estate, rental and leasing 5,868 (2,905) 49,51 527 (183) 34.72
Professional, scientific and technical services 12,416 (6,486) 52.24 418 (84) 20.10
Educational services 253 (142) 56.13 10 (2) 20.00
Health care and social welfare services 120 (50) 41.67 - -
Cultural, sporting and leisure services 3,675 (2,048) 55.73 250 (71) 28.40
Others 7,454 (2,510) 33.67 180 (30) 16.67

Note: Figures in parentheses are the number of enterprises failing to make a profit.
Source: Business income tax return data, Ministry of Finance.

1. Overall Financial Analysis by Industry

The 2003 consolidated balance sheets of SMEs and large enterprises by industry
are shown in Table 3-2-2 and 3-2-3; the 2003 profit and loss structure by industry is
shown in Table 3-2-4; the consolidated financial ratios by industry are presented in
3-2-5. As can be seen from the figures, considerable disparities exist between the
financial structures of different industries. These are summarized below.

(1) The Construction Industry had the Highest Current Asset Ratio, while
the Cultural, Sporting and Leisure Services Industry had the Lowest

As in 2002, SMEs in the construction industry had the highest ratio of current assets in
2003, at 85.71%. Current assets account for the vast majority of the assets of
construction firms, with inventory being a particularly significant item. After
inventory is sold and converted into cash, the enterprise will continue to pour in cash
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to increase inventory if it feels that a reasonable return can be made. As shown in
Table 3-2-2, inventory accounts for nearly 50% of current assets in the construction
industry. This might be related to the ongoing slump in the real estate market that has
made it difficult for construction companies to move their inventory.

The lowest ratio of current assets is found in the cultural, sporting and leisure
services industry, at only 27.68%, which is far lower than the average of other
industries. This has to do with the nature of this industry. Because the cultural,
sporting and leisure services industry provides mainly services where payment is
normally made in cash, enterprises in this industry tend to have a lower level of
accounts receivable. In addition, services are converted into cash once provided; the
enterprise cannot stock up.

(2) The Cultural, Sporting and Leisure Services Industry Displayed the
Highest Fixed Asset Ratio, While the Finance and Insurance
Industry Had the Lowest

The situation with the fixed assets ratio of SMEs is the mirror image of the situation
with the current assets ratio. The cultural, sporting and leisure services industry had
the highest fixed assets ratio, at 61.96%, while the finance and insurance industry had
the lowest, at just 8.19%.

(3) The Debt Ratios of the Cultural, Sporting and Leisure Services
Industry, the Hotel and Restaurant Industry, and the Real Estate,
Rental and Leasing Industry were Close to 80%

The debt ratio in most industries has remained at around 50-60%. However those
of the cultural, sporting and leisure services industry, the hotel and restaurant industry,
and real estate, the rental and leasing industry were all in the region of 80%, being
85.88%, 79.22%, and 78.05%, respectively. The construction industry had the highest
current liability ratio, at 73.05%. The industry’s current assets ratio to total assets was
also very high, at 85.71%. These figures reflect the “rely on cash to generate cash”
nature of the construction industry. In the construction industry, income received in
advance accounts for 30% of current liabilities. This is because of the widespread
practice in the construction industry of collecting advance payments from the sale of
pre-sold housing products or for construction work. Along with the receipt of advance
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Table 3-2-2 SMEs’ Consolidated Balance Sheet by Industry in 2003

Unit: %
Profe- |Educa- |Health |Cultural,| Other

N Industry

Current assets 4382 4462 60.74 4272 8571 7345 3482 5466 3056 37.10 5231 3162 67.84 27.68 55.93
Cash 1179 1239 1319 2122 1458 17.78 10.83 2324 2193 7.86 26.02 2186 3111 9.72 27.97
Accounts receivable 744 1707 2234 953 2279 2071 7.81 2082 571 350 1479 6.74 1247 802 13.95
Inventory 820 868 2268 934 4466 3095 1250 472 125 2167 640 053 2054 6.00 867

Advance payments 12.47 493 137 148 140 193 212 280 045 155 220 121 075 234 3.00
Other current assets 3.91 155 117 115 229 209 157 307 121 253 290 129 297 160 234

F long-
undsandlongterm o102 148 103 096 524 513 654 5943 931 1703 1638 1496 407 448

investments

Fixed assets 4553 5011 3597 5307 1041 1892 5529 3350 819 47.06 2375 1937 1396 6196 3470
Landand buldings 1237 1838 1888 2281 453 1191 3918 1197 740 37.85 1603 813 238 4583 1958
Machinery 2766 2886 1497 1930 536 588 1016 1990 041 218 609 190 907 896 1275
Other fixed assets 550 287 213 1096 051 113 595 163 039 703 164 934 251 747 236
'”izzgt'fleandomer 819 420 181 318 292 240 476 531 212 654 691 3263 324 630 490

Total assets =

L 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00
Liabilities + Net worth

Liabilities 69.93 5917 6880 50.10 77.10 7092 79.22 4362 3864 7805 5206 3569 4317 8588 5131

Current liabilities 5375 5173 6253 4247 7305 6638 67.04 3771 3269 60.14 4655 3002 4096 5015 4326
Short-term loans 1470 1543 1841 1025 944 1385 1515 872 1442 2353 864 900 191 1208 898
repayable

Accounts payable 1245 1361 2067 1336 17.11 2065 1563 1155 468 828 1504 1369 1829 1045 11.89
Income received in 287 029 149 111 3377 142 126 102 023 276 471 060 1055 253 234
advance

Others 2373 2241 2196 17.76 1273 3046 3500 1642 1335 2557 1815 664 1021 3408 20.06

Long-term liabilities 885 630 508 676 118 317 1024 357 413 1196 310 287 096 1047 530
Long-term loans 869 288 462 610 108 299 902 232 378 1142 276 285 003 976 451
repayable

o;zzi'"'t?:sg'term 016 342 046 066 010 018 122 125 034 054 035 001 093 072 079

Other liabilities 732 114 120 087 287 138 194 234 183 594 240 280 126 1625 274

Net worth 3007 4084 3120 4990 2291 29.08 2078 5638 6136 2195 4794 6431 5683 1412 48,69

Stockholders’ equity 37.75 3595 30.24 60.92 29.28 4505 4753 7212 5748 30.16 75.53 74.13 100.64 40.27 70.02
Reserves and
operating surplus

Source: Business income tax return data, Ministry of Finance.

-7.68 489 095 -11.02 -6.37 -15.97 -26.75 -15.74 388 -820 -27.59 -9.82 -43.81 -26.15 -21.32
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Table 3-2-3 Large Enterprises’ Consolidated Balance Sheet by Industry in
2003

Transpor-{Finance|Real  [Profe- [Educa- |Health

. Industry

leisure
services

Current assets 5270 4117 3815 1434 7805 6686 1820 2078 6430 3912 6036 64.05 - 2325 43.30
Cash 1033 2566 906 527 978 1390 7.85 1518 3549 661 2056 4340 -  7.52 1754
Accounts receivable 975 950 1577 478 1505 3113 481 910 2556 552 1938 1330 - 857 9.97
Inventory 980 171 1072 264 4759 1753 272 079 06l 2372 1633 059 - 182 590
Advance payments 2075 086 100 038 157 201 124 072 014 106 133 339 - 197 147
Othercumentassets 208 344 160 127 406 229 157 399 251 222 277 338 - 338 842
F:‘nr:,desst""r::r:tosng'term 1644 2938 1355 572 601 758 634 2488 2077 1237 17.79 2248 —  7.32 1748
Fixed assets 2380 2918 4436 7644 1033 2180 6694 4020 235 4121 1680 898 - 6104 30.97
Land and buildings 1309 2120 1780 1005 666 1654 5406 1471 206 2444 1005 213 — 3641 1978
Machinery 806 192 2411 6312 303 320 521 2132 020 470 432 417 - 1029 10.07
Other fixed assets 274 606 246 327 065 206 767 418 009 1207 243 268 - 1434 112
'"atzzgt':'e and other 697 027 394 350 561 377 853 514 35 729 505 449 - 839 826

Total assets =

i ass 10000 10000 100.00 100.00 100.00 100.00 100.00 10000 10000 10000 100.00 10000 —  100.00 100.00
Liabilities + Net worth
Liabilities 5355 2011 5216 5520 7508 7143 5919 4600 8775 6794 5688 4548 - 678 6852
Current liabilities 4736 1742 3133 1520 7004 6284 3254 2356 6424 4491 5089 40.65 -  39.74 4336
SIEE SIS 288 1275 1366 897 1170 2091 1290 836 5528 2438 553 142 — 1498 7.99
repayable
Accounts payable 1001 435 1248 485 1397 3038 1264 1030 445 740 1954 1654 — 1291 1049
JES LR 1176 003 111 110 3995 247 088 057 010 364 1889 19.98 - 441 20.23
advance
Others 181 030 400 028 443 908 611 434 441 949 693 271 - 744 465
Long-term liabilities 373 781 1727 3644 291 665 2093 1882 1481 1744 394 000 - 1396 23.33
R 365 781 1200 2273 238 580 1925 1203 056 1499 269 000 - 1154 1334
repayable
O;hz_rl_'t‘_’"g'term 008 000 518 1372 053 086 168 679 1425 245 125 000 - 242 998
lapiitues
Other liabilities 245 388 355 356 214 193 572 362 869 560 205 483 - 1348 184
Net worth 4646 7089 4785 4480 2492 2857 4081 5400 1225 3206 4312 5452 — 3282 3148
Stockholders' equity 2749 5218 3324 3139 2548 2330 3753 3087 814 2006 27.38 4341 — 2846 24.48
GERERE 1896 1870 1461 1342 056 518 328 1413 411 1200 1574 1112 - 437 700

operating surplus

Source: Business income tax return data, Ministry of Finance.
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payments, there is usually a contractual requirement that the work be completed on
schedule. That means that construction companies run the risk of incurring huge
penalties if they fail to monitor the progress of work properly.

After the construction industry, the accommodation and eating-drinking places
industryhad the second highest current liabilities ratio, at 67.04%. This reflects the
changes in consumer spending patterns, which have created a situation where
enterprises in this industry tend to have inadequate current ratios. It also warrants
further examination as to whether the high ratio of “other liabilities” under the current
liabilities is related to the nature of the industry. The real estate, rental and leasing
industry ranked third in terms of the debt ratio; this industry’s current liabilities ratio
was 60.14%, while its current assets ratio was 37.10%. Clearly, there is an excessive
reliance on short-term borrowing to pay for long-term debt in this industry.
Companies in the real estate, rental and leasing industry need to pay more attention to
working capital management to keep credit risk to a minimum.

(4) The Majority of Industries Had Negative Reserves and Surpluses

In 2003 36.90% of SMEs failed to make a profit. With the exception of mining and
quarrying, manufacturing, and finance and insurance, which were able to keep their
reserves and surpluses in positive territory, all other industries reported negative
reserves and surpluses. Eight industries accumulated losses in excess of 10%, namely,
health care and social welfare services (-43.81%), professional, scientific and
professional services (-27.59%), the accommodation and eating-drinking places
industry(-26.75%), the cultural, sporting and leisure services industry (-26.15%), real
estate, rental and leasing (-26.17%), other services (-21.32%), wholesale and retail
(-15.97%), transportation, warehousing and communications (-15.74%), and
electricity, gas and water (-11.02%).

(5) Reasonable Gross Profit Levels, but Poor Cost Control and
Disappointing Profits

From the profit and loss structure of SMEs in 2003 (Table 3-2-4), it can be seen that,

of the 15 industry categories, only four — agriculture, forestry, fishing and animal

husbandry, mining and quarrying, manufacturing, and construction — made a profit.

All other industries reported a loss. About half of all industries had gross profit
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margins of around 30%, with that of the educational services industry being the
highest at 54%. Only SMEs in agriculture, forestry, fishing and animal husbandry,
manufacturing, electricity, gas and water, and the accommodation and eating-drinking
places industryhad lower gross profit margins than large enterprises in the same
industry. SMEs in the other eleven industries performed better than their large-sized
counterparts in terms of gross profit margin, reflecting the tendency for SMEs to focus
on niche markets. However, despite their impressive performance in terms of gross
profit margins, the ability of SMEs to keep operating expenses and costs under control
was far inferior to that of large enterprises. As a result, there were only four industries
in which SMEs exhibited a positive net operating profit and earnings after deducting
operating expenses.

While the gross profit margins of SMEs are far higher than those of large
enterprises, their current profit levels after deducting costs and expenses lag far behind
those of large enterprises. This probably reflects the fact that the SMEs’ ability to
control costs and non-operating expenses is inferior to that of the large enterprises.
Another possibility is the deliberate reporting of extra expenditure on the part of
SMEs to reduce their tax burden. The industry that sustained the biggest loss in 2003
was finance and insurance. However, it exhibited an improvement in terms of its
current profit (loss) (-32.09% in 2001, -25.26% in 2002). The majority of enterprises
in the finance and insurance industry have recorded losses in the past few years,
mainly because many banks have been writing off non-performing loans, and
insurance companies have been increasing their loss reserve as required by law and
experiencing shrinking margins as a result.

As shown in Table 3-2-4, the operating expense ratio of SMEs in finance and
insurance was 77.28%, lower than the 98.13% of their large-sized counterparts.
However, the operating expense ratio of SMEs in finance and insurance amounted to
29.69%, which was much higher than the 1.87% of large enterprises in the same
industry. As regards non-operating income and expenses, the interest expense ratio of
SMEs in finance and insurance was not only higher than that of large enterprises, but
also placed second among the 15 industry categories. The above figures seem to show
that the cost control ability of SMEs is not inferior to that of large enterprises; it is the
high interest expenses and other non-operating expenses that contribute to net
operating losses and current losses.

n,
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Table 3-2-4 Profit and Loss Structure by Industry, 2003

Unit: %
Cultural,| Other
tation, sporting | services
Industry
ware-
housing
and
commu-
nications
SMEs

Net operating income 10000 10000 100.00 100.00 100.00 100.00 10000 10000 100.00 100.00 10000 100.00 10000 100.00 100.00
Less: Operating costs 8585 7665 8362 7413 8589 8045 6320 6928 7728 7474 5324 4574 5879 5992 57.86
Gross operating profit 1416 2335 1638 2587 1412 1955 3680 3072 2273 2526 4676 5426 4122 4008 4214
Less: Operating expenses 1228 1817 1296 3069 1209 2106 4299 3112 2969 3047 5409 6202 4228 4754 4416
Net operating profit 183 518 342 48 202 -151 619 040 696 -H521 -733 777 -107 747 202

Plus: Non-operating
income

Less: Interest expenses 158 033 08 026 043 056 075 112 998 597 204 361 020 19 105

151 045 094 447 051 149 147 194 719 788 306 720 111 28 141

Less: Other non-operating
135 046 096 146 034 047 09 060 510 78 084 368 026 212 052

expenses
Current profit (loss) 045 484 257 206 176 -105 642 -018 -148 -1112 715 -785 041 872 -216
Large enterprises

Net operating income 10000 10000 100.00 100.00 100.00 100.00 10000 10000 10000 10000 10000 10000 - 10000 100.00
Less: Operating costs 8016 6979 8567 7316 9416 8630 6233 7796 9813 8562 6672 6939 - 6055 69.79

Gross operating profit 1984 3021 1433 2684 584 1370 3767 2204 187 1438 3328 3061 - 3946 3021
Less: Operating expenses 1441 1859 832 378 466 1200 3462 1516 159 1065 2643 2565 - 3260 2500

Net operating profit 543 1162 601 2306 118 170 305 68 029 374 68 4% - 686 520
Plus: No-operating 38 598 198 207 179 11l 214 22 038 35% 160 423 - 36 2903
income

Less: Interest expenses 103 1% 148 08 100 048 079 112 017 259 100 327 - 190 089
Less: Other non-operating 148 369 136 538 094 049 234 129 005 39 039 006 - 273 157
expenses

Current Profit (loss) 621 1195 516 1893 103 184 206 672 045 070 705 587 - 58 568

Source: Business income tax return data, Ministry of Finance.

2. Financial Ratios by Industry

The indicators used in this section are the same as those in Section I, but they have
been recalculated to provide financial ratios for examining the changes in the financial
status of enterprises in each industry (Table 3-2-5).



Table 3-2-5

Current ratio 81.52
Quick ratio 66.26
Inventory ratio 15.26

Debt-to-net worth ratio 232,52

Long-term fund ratio  85.49
Net worth turnover 223
Receivables turnover 9.01
Fixed asset turnover 1.47
Merchandise turnover ~ 8.17
Operating profit ratio 0.45
Return on total assets  0.66
Return on fixed assets ~ 0.30
Return on capital 0.80
Return on net worth 1.01
Current ratio 111.27
Quick ratio 90.58
Inventory ratio 20.69
Debt-to-net worth ratio  115.26
Long-term fund ratio  210.07
Net worth turnover 1.89
Receivables turnover 9.00
Fixed asset turnover 367
Merchandise turnover ~ 8.95
Operating profit ratio 6.21
Return on total assets  22.80
Return on fixed assets ~ 5.45
Return on capital 19.81
Return on net worth 11.72

86.26
69.48
16.78

97.14
60.87
36.26

144.89 220.55
94.06 100.85

341
8.16
2.78
16.04
4.84
13.44
6.74
18.74
16.50

469
6.55
4.07
6.45
257
10.46
3.76
12.44
12.06

236.39 121.72

226.55
9.84

87.52
34.20

41.07 109.01
269.69 146.84

0.30
2.22
0.72
12.28
11.95
8.62
251
4.82
3.55

1.54
468
1.66
6.88
5.16
8.59
381
11.46
7.96

-| tation,

SMEs
99.48 11751 11058 51.93
77.73 56.28 63.98 33.29
2175 6123 4660 18.64
100.39 336.58 243.91 381.17
107.93 231.11 170.57 56.13
099 455 466 4.03
524 457 654 10.73
094 1001 716 151
535 233 438 6.70
206 176 -1.05 -6.42
-1.94 1760 -7.53 -9.73
-1.02 183 -142 -538
-1.68 627 -3.16 -11.31
204 801 -489 -25.88
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Real
estate,
rental

Transpor-| Finance

ware-

housing
and
commu-
nications

Large Enterprises

94.34 111.42 106.39 55.38
7700 4348 7850 47.10
1734 6794 2789 828
12320 301.34 250.03 145.03
106.29 269.36 161.55 93.12
073 213 718 141
6.81 353 6.58 12.09
043 514 940 087
1236 112 1170 21.38
1893 103 184 206
807 531 1732 179
617 055 378 119
1965 215 1614 3.16
1376 220 1322 291

144.86
132.34  89.53 25.63
1252 383 3599
77.36  62.97 355.52
179.11 80050 72.14
151 017 0.60
4.09 183 375
2.54 127 028
18.05 832 061
0.18 -14.85 -11.12
046 -1891 -3.10
015 -155 -146
021 -269 -4.83
027 -252 -6.64
126.37 100.15 87.11
12302 9921 34.30
3.35 094 5281
85.18 716.08 211.93

181.21 1,151.52 120.11

125 1086 098
743 520 570
168 56.60 0.76
8564 21928 133
6.72 045 0.70
1130 2558 054
454 0.60 022
11.39 738 110
841 491 069

Financial Ratios for Individual Industries in 2003

ssional, |tional
scientific| services | social

K~

Unit: %

Educa- |Health |Cultural, | Other

care and| sporting | services

Services | services

93.36 61.62 111.31 104.77 167.51 46.78 129.22

97.68 103.02 116.80 36.64 109.19

1363 174 5071 1014 20.03
10858 5549 75.97 608.12 105.36
216.96 348.59 409.23 39.71 155.68

121 033 161 305 196

3% 317 726 537 684

246 110 649 070 275

914 4060 441 719 11.00

715 -7.85 041 -872 -216
-17.61 866 -265 -6.07 -595

414 -167 -037 -376 -2.06

549 -225 -037 -933 -295

-864 -260 -0.66 -2661 -4.24
118.68 15755 - 5850 99.86
8658 156.11 - 5391 86.25
3211 144 - 458 13.60
13193 8342 - 20467 217.73
280.00 607.11 -  76.63 176.96

223 223 - 139 231

497 913 - 531 729

573 1353 - 074 235

590 20721 - 2496 1232

705 587 - 588 5.68
4041 7935 - 438 1332

679 713 - 267 412
2480 1642 - 9.39 16.86

1575 1307 - 814 1310

Source: Business income tax return data, Ministry of Finance.

With no signs of the domestic economy picking up

solvency or debt paying ability worsened in most industries.

again, the short-term
As can be seen from
Table 3-2-5, eight industries had a current ratio below 100% in 2003. Regarding the
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quick ratio, only the transportation, storage and communications industry had a quick
ratio significantly higher than 100%, at 132.34% (educational services: 100.95%;
health care and social welfare services: 116.80%; other services: 109.19%), most other
industries had a current ratio below 80%, indicating poor ability to convert assets into
cash to meet repayment obligations. By analyzing the data from the Joint Credit
Information Center, it can be seen that the situation is particularly serious in the
agriculture, forestry, fishing and animal husbandry industry, and the electricity, gas
and water industry. In 2003, both of these industries saw their current ratios drop by
16.8% and 7.1% respectively, indicating a significant deterioration in short-term
solvency.

The short-term solvency of the accommodation and eating-drinking places
industryand the cultural, sporting and leisure services industry also needs to be
watched. These two industries ranked the lowest in terms of both their current ratios
and quick ratios, with quick ratios of just 33.29% and 36.64% respectively.

Taiwan’s economy began to pick up again in 2002, recording positive growth of
3.59% in contrast to the negative growth of -2.18% in 2001. The economic growth
continued in 2003, with a growth rate of 3.24% being recorded, and 5.71% in 2004.
The level of demand in both the domestic and foreign markets also grew stronger. As
a result, those SME financial ratios that measure their operating performance also
improved significantly in 2003.

Il Sources of Funding for Manufacturing
Industry and Reasons for Difficulty in
Acquiring Funds

1. Main Sources of Funds for Operation or Investment

Taiwan has robust financial and capital markets that offer a wide variety of funding
sources for businesses. Aside from own funds or borrowing from private lenders, bank
loans or the issuance of bills and notes, bonds, or stocks have become important
funding sources for enterprises. According to the 2004 Survey of Domestic
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Investment by Manufacturing Industry published by the Statistics Department,
Ministry of Economic Affairs (Table 3-3-1), around 76% of the funds for the
operation or investment of domestic manufacturers (regardless of their size) come
from local bank loans, followed by cash capital increments (35.31%), and retained
earnings or capital surplus (31.91%).

Table 3-3-1 Sources of Funds for the Operation or Investment of

Manufacturers in 2004
Unit: %

Scale Total Large Medium Small
Sources of funds enterprises | enterprises | enterprises

Borrowing from domestic banks 75.87 7251 76.19 77.69
Cash capital increment 35.31 34.39 38.78 35.55
Retained earnings or capital surplus 3191 43.10 32.65 25.69
Borrowing from friends and relatives 13.15 1.15 10.20 19.99
Revolving credit association 6.45 0.29 1.36 10.23
Issues of commercial paper or depository receipts 9.85 22.89 13.61 2.37
Borrowing from foreign banks 6.25 12.64 4.76 2.85
Issues of corporate bonds 7.49 22.03 4.76 0.42
Borrowing from credit cooperatives or farmers’ or fishermen’s associations 3.14 0.38 0.68 4.85
Others 6.45 6.51 8.16 6.28

Notes: 1. Large enterprises are firms with 200 or more employees; medium enterprises are firms with 100-200 employees; small
enterprises are firms with less than 100 employees.
2. Respondents were allowed to list more than one source.
Source: Statistics Department, Ministry of Economic Affairs, Survey of Domestic Investment by Manufacturing Industry, November

The funds of large and medium enterprises that came from the issuance of
commercial paper or depository receipts accounted for 22.89% and 13.61% of all
funds in 2003, respectively (vs. 41.52% and 23.9% in 2002). This represents a
decrease in the use of such direct financing tools by large and medium enterprises as
the era of low interest rates draws to an end. The percentage of funds obtained by
borrowing from friends and relatives, private lenders, and other private sources
increased to 1.44% and 11.56% for large and medium enterprises respectively (vs.
1.56% and 3.58% in 2002), reflecting the difficulty in securing financing in the capital
and money markets, even though these ratios are still relatively low. Small enterprises
obtained as much as 30.22% of their funds from borrowing from friends and relatives,
private lenders, and other private sources, indicating a heavy reliance on personal
relationships in the acquisition of funds and much weaker financial leveraging ability
compared with large and medium enterprises.
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2. Major Difficulties Encountered by Manufacturers in the
Acquisition of Funds

Based on the 2004 Survey of Domestic Investment of Manufacturing Industry
published by the Statistics Department, Ministry of Economic Affairs, 32.59% of
small enterprises in the manufacturing industry felt that they were having difficulty in
acquiring funds, while 31.29% of medium enterprises held the same view (Table
3-3-2).

Table 3-3-2 Reasons for Difficulty in Acquiring Funds by Manufacturers in

2004
Unit: %
. . Scale Total Large Medium Small
Questionnaire enterprises | enterprises | enterprises
Any difficulty in acquiring funds?
No 71.82 80.27 68.71 67.41
Yes 28.18 19.73 31.29 32.59
Reasons for the difficulty in acquiring funds
Banks tightened up on lending policy in view of a slump in the industry 45,98 50.49 43.48 44,66
Banks became more rigorous in approving loan applications 54.94 48.54 60.87 56.63
The interest rate offered was too high 44.94 38.35 36.96 47.73
Unable to furnish adequate collateral 39.77 21.67 45.65 43.37
Banks could not process the loan request in time 17.13 16.02 2391 16.99
Low stock price rendered public or private offering difficult 7.93 23.79 10.87 243
T:g na:sﬁll:?;gon formalities for cash capital increments or bond issuance are too 6.21 15.53 435 324
Others 2.87 5.83 0.00 2.10

Notes: 1. Large enterprises are firms with 200 or more employees; medium enterprises are firms with 100-200 employees; small
enterprises are firms with less than 100 employees.
2. Respondents were allowed to list more than one reason.
Source: Statistics Department, Ministry of Economic Affairs, Survey of Domestic Investment by Manufacturing Industry, November

Regardless of the size of enterprise, the top three reasons why enterprises in the
manufacturing industry experience difficulty in securing funds are: “Banks become
more rigorous in approving loan applications” (54.94%), “Banks tighten up on lending
policy in view of a slump in the industry” (45.98%), and “The interest rate offered is
too high” (44.94%). These are followed by “Unable to furnish adequate collateral”
(39.77%), and “Banks could not process the loan request in time” (17.13%), and “Low
stock price rendered public or private offering difficult” (7.93%). Less than 10% of
the manufacturers surveyed found acquiring funds difficult because “The application
formalities for cash capital increments or bond issuance are too complicated” (Table
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3-3-2).

The government implemented a number of measures in 2003 to help SMEs
secure working capital. These measures include: expanding the services provided by
the “SME Troubleshooting Center,” helping innovative SMEs to acquire working
capital, improving the accounting system of SMEs and helping SMEs to secure
financing, introducing a number of new low interest rate loan programs and
continuing to implement existing programs, and enhancing the functions of the Small
and Medium Enterprise Credit Guarantee Fund. The Central Bank of China also
continued to implement its easy monetary policy and lowered the discount rate to steer
the market towards lower rates. As the economy rebounded in 2003, the difficulties
encountered by manufacturing enterprises in securing funds as reported in the survey
should be alleviated gradually.

IV Financial Institutions and SME Financing

Financing is the lifeline of an enterprise, and this is particularly true for SMEs, which
tend to have inadequate funds. Ready access to funds and smart fund management are
among the keys to their successful operation. The sources of funding for an enterprise
include internal funds and external financing. Internal funds include primarily the
earnings and reserves of the enterprise, with the amount available depending on its
business performance. External financing includes private loans, business credit, bank
loans, and the issuance of securities in the financial markets. With the rapid
development of Taiwan’s capital markets, the direct financing’s share of total
financing has been increasing, reaching 28.56% at the end of 2003, although falling
slightly to 28.18% in 2004, meaning that it remains a viable financing alternative for
SMEs. The share held by indirect financing (loans and investments) went down to
71.44% as of the end of 2003, and then edged up to 71.82% by the end of 2004. Bank
loans as a percentage of financing from banks and the financial markets had dropped
t0 62.99% by the end of 2004 (Figures 3-4-1 and 3-4-2).

In light of the fact that bank loans remain the most important source of financing
for SMEs, it is essential that the interactions between banks and SMEs undergo further
structural change.
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Figure 3-4-1 Shares Held by Direct and Indirect Financing, 1993-2004
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Figure 3-4-2  Business Financing Channels, 1993-2004
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1. Seven Leading Banks Provided a Particularly Large
Amount of Financing to SMEs

Taiwan Cooperative Bank has consistently been the top lender in the SME loan
market (“loans outstanding” in this section include overdue loans). As of the end of
2004, the bank’s loans outstanding to SMEs amounted to NT$591.6 billion, an
increase of NT$54.9 billion from 2003 and giving it a market share of 21.34%.
Taiwan Business Bank, one of the SME-specialized banks, came in second with
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NT$333.7 billion in loans outstanding to SMEs, which was NT$8.1 billion lower than
the 2003 level, and gave it a 12.03% market share. First Commercial Bank was in
third place with NT$242.7 billion in loans and a market share of 8.75% (Table 3-4-1).

Table 3-4-1 Top 10 Banks by Amount of Loans to SMEs, End of 2004

Unit: NT$ million; %

Loans outstanding Market share Loans to SMEs as percentage of total loans

Total 1,975,169 71.22

Taiwan Cooperative Bank 591,646 21.34 47.13
Taiwan Business Bank 333,714 12.03 46.56
First Commercial Bank 242,694 8.75 32.02
Hua Nan Commercial Bank 203,072 7.32 24.14
Chang Hwa Commercial Bank 163,918 5.91 20.00
Land Bank of Taiwan 117,201 4.23 9.08
Bank of Taiwan 104,940 3.78 8.73
Tainan Business Bank 74,779 2.70 66.01
International Commercial Bank of China 72,218 2.60 16.61
Hsinchu International Bank 70,987 2.56 28.22

Source: Bureau of Monetary Affairs, Financial Supervisory Commission, Executive Yuan, Statistics of Banking Business, February
2005.

In addition, Hua Nan Commercial Bank, Chang Hwa Commercial Bank, the
Land Bank of Taiwan, and the Bank of Taiwan have always maintained high shares in
the SME loan market. Banks whose loans outstanding to SMEs went down at the end
of 2004 as compared to 2003 include: Chang Hwa Commercial Bank (NT$174.9
billion less), Taiwan Business Bank (NT$8.1 billion less), Hsinchu International Bank
(NT$6.4 billion less), and First Commercial Bank (NT$5.9 billion less). By contrast,
Tainan Business Bank and Taiwan Cooperative Bank increased their loans to SMEs in
2004 by NT$5.5 billion and NT$54.9 billion, respectively. It is clear that banks adopt
different lending policies in view of the changing economic climate.

2. SME Specialized Banks Had a Higher Percentage of Loans
Extended to SMEs

Loans to SMEs have always accounted for a high percentage of the loans granted by
the four SME-specialized banks, in line with the policy objectives that these banks are
expected to meet. Of the top 10 banks in terms of the percentage of loans going to
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SMEs, over the years the top 3 have consistently been SME-specialized banks
(Taiwan Cooperative Bank ranked fourth in 2004). However, except for the Taiwan
Business Bank and Tainan Business Bank, the amount of loans outstanding of the
other two SME-specialized banks was limited, reflecting their relatively small scale of
operations relative to regular commercial banks (Table 3-4-2).

Table 3-4-2 Top 10 Banks by Percentage and Amount of Loans to SMEs in
2003 and 2004

Unit: NT$ million; %

Loans to SMEs as a . Loans to SMEs as a .
Loans outstanding Loans outstanding
percentage of total loans percentage of total loans

* Tainan Business Bank 67.03 69,252 66.01 74,779
* Hualien Business Bank 60.37 15,236 60.24 11,905
* Taitung Business Bank 60.04 24,839 60.03 24,707
Taiwan Cooperative Bank 43.93 536,737 47.13 591,646
* Taiwan Business Bank 49.87 341,765 46.56 333,714
First Commercial Bank 31.99 248,575 32.02 242,694
Shanghai Commercial and Savings Bank 26.66 49,997 31.74 59,611
Hsinchu International Bank 33.39 77,381 28.22 70,987
Shin Kong Commercial Bank 21.23 11,085 27157 14,983
Hua Nan Commercial Bank 22.49 183,521 24.14 203,072

Note: Banks marked “*” are SME specialized banks.
Source: Bureau of Monetary Affairs, Financial Supervisory Commission, Executive Yuan, Statistics of Banking Business, February
2005.

3. High Market Concentration in the Provision of Loans to
SMEs by Regular Banks

As of the end of 2004, there were 55 domestic banks (including 50 regular banks and
5 SME-specialized banks) and 36 foreign banks operating in Taiwan. The total loans
outstanding to SMEs amounted to NT$2.77 trillion, or NT$40.3 billion less compared
to the end of 2003. The top 10 banks in terms of loans oustanding to SMEs (including
the seven banks referred to above) had a combined market share of 71.22%, indicating
a high level of market concentration. The combined value of loans outstanding to
SMEs by all foreign banks was NT$15.7 billion, representing a market share of
merely 0.57%, which was roughly the same as in the previous year.
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4. A Small Increase in Outstanding Loans to SMEs by
Banking Subsidiaries of Financial Holding Companies

In reponse to the development of the financial market, the diversification of demand
for financial services, and the government’s desire to expand the scale of the financial
sector, improve its operational performance and enhance the international
competitiveness of the industry as a whole, the Financial Holding Company Law was
approved by the Legislative Yuan and signed into law by the President on July 9, 2001,
taking effect on November 1, 2001. So far, a total of 14 financial holding companies
have been established. As of the end of 2004, 14 banking subsidiaries of financial
holding companies and the China Development Industrial Bank had a combined total
of NT$820.1 billion in loans outstanding to SMEs, accounting for 29.58% of all loans
outstanding to SMEs, an increase of NT$45.8 billion or 5.91% as compared to the end
of 2003 (Table 3-4-3). This indicates that those banks still value the business of SMEs,
although the growth in the total loan amount was not as substantial as 2003.

Table 3-4-3 Loans Outstanding and Percentage of Loans to SMEs by Banking
Subsidiaries of Financial Holding Companies in 2003 and 2004

Unit: NT$ million, %

Loans to SMEs as Loans to SMEs as | Change in
?ﬂltlsEtaLnodeilr?s a percentage of ?ﬂltlsEtaLnodeilr?s a percentage of loans to Aporwal
4 total loans 4 total loans SMEs g

Total 774,345 27.53 820,116 29.58 45,771 591
First Commercial Bank 248,575 31.99 242,694 32.02 -5,881 -2.37
Hua Nan Commercial Bank 183,521 22.49 203,072 24.14 19,551 10.65
International Commercial Bank of China 57,418 15.53 72,218 16.61 14,800 25.78
Chiao Tung Bank 65,287 17.06 63,962 16.18 -1,325 -2.03
Chinatrust Commercial Bank 42,265 7.30 46,714 6.84 4,449 10.53
International Bank of Taipei 32,362 8.87 36,443 11.82 4,081 12.61
Cathay United Bank 31,021 5.84 31,689 5.69 668 2.15
E. Sun Commercial Bank 18,627 10.21 26,339 10.21 7,712 41.40
Fubon Commercial Bank 20,455 15.08 22,792 18.60 2,337 11.43
Jih Sun International Bank 16,009 9.69 18,859 10.38 2,850 17.80
Taishin International Bank 37,843 9.94 18,488 4.09 -19,355 -51.15
Fuhwa Commercial Bank 15,048 9.41 16,920 9.17 1,872 12.44
Shin Kong Commercial Bank 11085 21.23 14,983 21.57 3,898 35.16
Bank SinoPac 1,798 0.96 2,684 1.17 886 49.28
China Development Industrial Bank 4,116 6.57 2,259 4.27 -1,857 -45.12

Source: Bureau of Monetary Affairs, Financial Supervisory Commission, Executive Yuan, Statistics of Banking Business, February 2005.
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5. Overall Bank Loans to SMEs Maintained the Same Level as
at the End of 2003

In order to conform to the requirements set forth in the government’s “2-5-8 financial
reform program” which requires banks to reduce their non-performing loans to 5%
before the end of 2003, banks have been working vigorously to clean up their NPL
portfolio by being more aggressive in payment collection, selling off non-performing
assets, and writing off bad debts to bring their NPL ratio down. According to the
statistics of the Bureau of Monetary Affairs, Financial Supervisory Commission,
domestic banks wrote off a total of NT$162.2 billion in bad debts in 2004, which was
less than the write-off in the previous two years (NT$413.8 billion in 2002, NT$236.8
billion in 2003). The total loans outstanding of regular domestic banks (excluding
overseas loans) as of the end of 2004 grew by 6.26% over the end of 2003 (Figure
3-4-3). The loans outstanding to SMEs declined by 1.42% to NT$2.81 trillion; the
percentage of bank loans going to SMEs also fell by 1.45 percentage points, from
20.02% to 18.57%.

Figure 3-4-3 Bank Loans to SMEs over the Years
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Benefiting from a robust global economy, the overall performance of the
Taiwanese economy in 2004 was quite impressive, with import and export trade both
rising to new heights, which in turn encouraged companies to upgrade their equipment.
Private investment shot up, the employment market and the bank NPL picture also
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improved, and the real estate market picked up again. All these developments helped
to drive up demand in the domestic market.

Banks have traditionally been less willing to extend loans to SMEs due to their
dubious financial health. However, with the economic climate improving and with the
government injecting more funds into the SME Credit Guarantee Fund in the past few
years to make up for the difficulty that most SMEs experience in providing sufficient
collateral, banks have become more willing to extend loans to SMEs. The “Credit
Guarantee Utilization Rate” of the SME Credit Guarantee Fund (i.e. financing to
SMEs through the provision of credit guarantees as a percentage of total loans
outstanding to SMEs) also rose to 15.04% from 9.71% at the end of 2003. In an era of
declining profit margins, banks now generate only meager profits from loans to large
corporations, and are gradually shifting the main focus of their business operations
towards consumer finance and SME financing. It is foreseeable that the percentage of
bank loans going to SMEs will continue to increase in the future, making it easier for
SMEs to secure the financing they need.

It should be noted that the definition of “loans” in this section includes overdue
loans, but not bank guarantees and acceptances; if those items were to be included, the
loans outstanding and percentage of loans to SMEs would change. In addition, the
bank funds described above were directly allocated to their SME loan business, but in
fact a significant number of SMEs borrowed from the bank in the name of individuals.
Those personal loans are not treated as loans to SMEs, but in reality they do constitute
a type of SME financing.

6. A Continuing Fall In the Amount of Loans Secured by
SMEs for Every NT$100 of Revenue

Bank loans outstanding to SMEs totaled NT$2.77 trillion in 2004, accounting for
18.57% of total bank loans outstanding. The dollar amount was comparable to that in
2003, but the ratio fell, mainly because banks put more focus on business with large
corporations. As of the end of 2004, the NPL ratio of banks had dropped to 2.78% (it
had been 4.33% at the end of 2003, after peaking in the first quarter of 2002 at 8.04%);
the overdue loans also fell to NT$557.6 billion (having peaked at NT$1,147.5 billion
in the first quarter of 2002). Clearly, the overall health of Taiwan’s banks is gradually
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improving, making it more likely that banks will be able to play their role as financial
intermediaries more effectively, and making it easier for SMEs to secure financing.

7. The Cost of Financing Has Fallen over the Last Few Years

The Central Bank of China (ROC) has maintained an easy monetary policy since the
end of 2000, and has cut the discount rate 15 times to bring market rates down and
help cut the cost of funding for businesses. The Central Bank has also urged banks to
implement the new prime rate system for loans to address the stiff downward rate
adjustment issue and to effectively lower the lending rates to corporations. In a letter
to domestic banks in June 2003, the Central Bank asked the banks to step up their
SME loan business and take on SME credit guarantee business, and indicated that it
will monitor the banks’ business on a monthly basis. As of end of 2004, loans
extended to SMEs through the SME Credit Guarantee Fund by domestic banks
amounted to NT$332.6 billion, an increase of 41.83% from NT$234.5 billion at the
end of 2003.

The Central Bank data show that the average interest rate on new loans extended
by the Bank of Taiwan, Taiwan Cooperative Bank, and the three leading state-owned
commercial banks had fallen steadily from 8.73% in 1994 to 2.16% in 2004 (Figure
3-4-4). Although the Central Bank data were not broken down by enterprise size, it is
clear from Figure 3-4-3 that the cost of bank loans secured by SMEs has been falling
consistently over the last few years.

Figure 3-4-4  Average Interest Rates on New Loans Extended by Five
Leading Banks from 1995 to 2004

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Note: The interest rates are a weighted average of the 12 months in the year.
Source: Central Bank of China, Republic of China.



