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Deregulation Progress

B Rules further relaxed for cross-strait financial dealings

A revision of the Regulations Governing the Banking Activity and the
Establishment and the Investment by Financial Institution Between the Taiwan
Area and the Mainland Area, approved recently by the Executive Yuan, includes
three key points: adjustment of the type of entity and form of operation of
Taiwanese banks entering the mainland Chinese market, reinforcement of the
risk-control mechanism, and relaxation of the scope of cross-strait financial
business.

The Financial Supervisory Commission (FSC) explains that following the
signing of the Economic Cooperation Framework Agreement (ECFA) between
Taiwan and mainland China, financial dealings between the two sides have
become more intense and the current relaxation of the rules on financial
dealings, carried out in accordance with the progress of crossstrait financial
negotiations, will boost the competitiveness of Taiwanese banks.

The FSC further notes that the relaxation eliminates the “choose one of

two” restriction on the investing entity and the “choose two of three” restriction
on the form of investment, allowing both Taiwanese banks and their third-area
subsidiaries free and unrestricted choice to set up branches or subsidiaries,
or make equity investment, in mainland China. The revision also removes the
provision that Taiwanese banks and financial holding companies may carry out
equity investment in only a single financial institution in the mainland.

To reinforce the risk-control mechanism, the quota for remittances of

operating and investment capital to the mainland by Taiwanese banks and
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financial holding companies is switched to the bank-wide (group-wide) control
mechanism. The total cumulative allocated operating capital and total amount of
investment therefore combined in the mainland by Taiwanese banks and their
subsidiaries may not exceed 15% of the banks' net worth, and the total amount
of equity investment in the mainland by Taiwanese financial holding companies
and their subsidiaries may not exceed 10% of their net worth.

The new Regulations also call for the establishment of a total-exposure
mechanism by stipulating that the total amount of a bank's credit extension
business, investment, and inter-bank loan and deposit in mainland China may
not exceed its net worth following its final budget for the previous year. The
FSC says that it will set the method of calculation following consultation with the
Central Bank, and that it will eliminate the total loan outstanding of the branch of
a Taiwan bank or third area subsidiary bank in mainland China that is contained
in the original Regulations.

The current revision also expands the scope of financial business between
the two sides of the Taiwan Strait by an appropriate amount, including the
granting of permission for overseas branches and OBUs of Taiwanese banks to
undertake loans to individuals and juridical persons in the mainland area, such
loans are no longer being limited to Taiwanese and foreign-invested businesses.
In addition, business between the overseas branches, OBUs, and DBUs of
Taiwanese banks and mainland Chinese individuals and juridical persons will
come under the scope of general business, and the negative list now used will
make the scope of business broader and more convenient than the original

positive list.
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In reference to the rules imposed by mainland China on the mainland
branches of foreign banks regarding RMB loans to local residents and other
matters, the new Regulations raise the threshold on NT dollar loans to natural
persons by the Taiwan branches of mainland Chinese banks to NT$3 million, up

from the original NT$1.5 million.

B Revision of S&T Act to help retain talent

The Executive Yuan has approved a revision of the Fundamental Science
and Technology Act designed to boost support for industrial manpower
acquisition and heighten industrial competitiveness by removing the restriction
against the research personnel of public colleges and universities and
government research institutions having second jobs or holding more than 10%
of the shares in a business enterprise.

The revision also eases the application of the restrictions imposed by the
National Property Act on the transfer of intellectual property rights and technology
resulting from R&D work carried out in the aforesaid institutions.

The National Science Council notes that the R&D work and general

administrative affairs conducted by public schools, government agencies, and
state-run enterprises currently have to adhere to the same set of legal systems.
Under the framework mentioned above, the implementation of technological
R&D in the pursuit of innovative development inevitably runs into obstacles, and
the transfer and application of technology takes too much time.
To help public schools and government agencies release to domestic

industries the abundant R&D capabilities that they have built up, the present
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revision relaxes conditions for government subsidies for, commissioning of,
and funding of technological R&D work. The custodianship of, utilization of,
income from, and disposition of intellectual property rights and research results
owned by the implementing research organizations will no longer be subject to
the restrictions contained in the National Property Act. To prevent conflicts of
interest or disputes from erupting over the ownership or application of intellectual
property rights or research results, however, the revised law contains an added
provision on the obligation to recuse and disclose related information in cases of
conflict of interest.

In addition, under current laws governing public servants and teachers, the
imposition of the 10% ceiling on shareholding through investment of technology
by researchers in public schools at the junior college level and above or in public
research institutions, also restricts them from taking up positions as company
directors or supervisors. To strengthen the retention of outstanding technology
personnel, the draft revision greatly relaxes the restrictions on researchers in
public organizations, the use of technology for investment, and the taking of
second jobs by exempting these matters from the limits imposed by the Act of
Governing the Appointment of Educators and the Civil Servant Services Act. The
determination of “researcher,” the types and number of jobs which researchers
may concurrently hold, the ratio of investment using technology as capital, and
other matters to be observed will be established by the Executive Yuan together
with the Examination Yuan.

The draft revision also gives public schools and research institutions flexibility

of procurement for science and technology R&D by exempting such procurement
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from the application of the Government Procurement Act when it is for R&D

conducted under government commission or with a private cash donation.

B Offset-expenditure land for urban land consolidation

exempt from luxury tax

To encourage citizens to participate in urban land consolidation, the Ministry
of the Interior (MOI) has issued an interpretation on the luxury tax, agreeing that
developers and providers of funds who participate in urban land consolidation
and who sell offset-expenditure land within two years after receiving it will be
exempt, as are those who are allocated real estate for participation in urban
renewal, from the specifically selected goods of tax (commonly called the “luxury
tax” ).

The current Specifically Selected Goods and Services Tax Act provides an
exemption from the luxury tax for 11 types of good, but does not include land
allocated following urban land consolidation. Landowners who participate in
urban land consolidation use their land to offset construction costs, consolidation

expenses, or loan interest, and after the urban land consolidation is completed

the developer or provider of funds takes over the offsetexpenditure land; but
their period of ownership cannot be calculated in accordance with the period of
ownership of the original owner, and if they sell the land within two years they are
subject to an additional luxury tax of 10% or 15%.

The Ministry of Finance indicates that both urban land consolidation and
urban renewal have the purpose of changing the face of the city and bolstering

land prices. People who, because of the exchange of property rights, are
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allocated land and buildings following urban renewal projects have already been
exempted from the luxury tax on the sale of property after a short period, and
to encourage people to carry out their own urban land consolidation project the
same exemption is now offered to developers and providers of funds who sell

offset- expenditure land within two years of taking possession of it.

B FHCs may set up VC management firms in mainland
China

To increase the diversity of profit channels for Taiwanese financial institutions
in mainland China, and reduce their investment risk, the Financial Supervisory
Commission (FSC) has announced the opening of applications by financial
holding companies, on behalf of wholly owned subsidiaries, for investment in the
establishment of venture capital management companies in mainland China.
Shareholding in the mainland Chinese companies, however, must exceed 25%.

The FSC explains that according to the stipulations of the Directions
for Investments in Mainland China Enterprises by Banks, Financial Holding
Companies, and Their Affiliated Enterprises, subsidiaries that are wholly owned,
either directly or indirectly, by financial holding companies may invest in financial
leasing companies or other financial-related companies other than financial
institutions that are approved by the competent authority. The main business
of venture capital management companies is to seek out investment projects
and collect information, and their main source of income is service fees. This
puts them within the scope of “financial-related businesses other than financial

institutions.”
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The FSC emphasizes, however, that financial holding companies investing
in venture capital management companies in mainland China through their
subsidiaries may not invest, either directly or indirectly, in venture capital
companies or general enterprises there. Further, the amount their venture capital
management companies in mainland China invest there must be included in
the quotas stipulated in the Regulations Governing the Banking Activity and the
Establishment and the Investment by Financial Institution Between the Taiwan
Area and the Mainland Area.

The FSC notes that investment in mainland Chinese venture capital
management companies by Taiwanese financial holding companies can increase
their customer base and help them earn fee income. It will also help them to gain
timely information on investment and business opportunities in the mainland,
expand their international vision, boost the internationalization of their business,
and fill out their deployment in the mainland so that they can offer more

comprehensive financial services.

News Express

B Government earmarks NT$45 billion to ease housing

burden

The Council for Economic Planning and Development (CEPD) has approved
the “2012-2015 General Housing Policy Implementation Program” proposed by
the Ministry of the Interior (MOI), which calls for the allocation of NT$45 billion

over the coming four years to improve Taiwan's residential and community
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environment, help low-and medium-income earners, disadvantaged people, and
the young to marry and raise families, and create fair opportunities to rent and
purchase homes.

The program will operate primarily through the provision of subsidies,
including an integrated housing subsidy resources implementation plan, housing
subsidies for young married people, and low-interest home loans. The MOI
estimates that the integrated housing subsidy plan will provide rental subsidies
and interest subsidies for home loans and home-improvement loans for 63,000
low-income families annually, and that the young-married plan will help alleviate
the housing burden for 35,000 young families every year.

To increase the supply of housing, the MOI has mapped out plans to build
3,900 affordable housing units in the area of Station A7 of the Taoyuan Airport
Access MRT line and another 5,000 units in the suburbs of Bangiao in New
Taipei City. This affordable housing will alleviate the burden of home-buying for
the general public.

In addition, Taipei City and New Taipei City will build 1,600 social housing
units for disadvantaged families and young migrant workers.

The MOI will also enhance residential quality by building up a “housing
health examination system,” promoting the renovation of old residences and
government-owned rental units in metropolitan areas, and subsidizing the
remodeling of individual houses in rural communities.

At the same time, the MOI will promote barrier-free residential communities;
with the advent of the ageing society, it will also plan out senior-citizen housing to

provide a safe and convenient living environment.
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In reference to healthy real estate market operations, the MOI says that it
will establish a registration system and announcement mechanism of real estate
transaction price to promote the transparency of real estate information; integrate
real estate information platforms to provide information on supply and demand in
the housing market for the government to use in formulating housing policy and
to help the public understand price trends in the market; set up a mechanism for
the governance of real estate management institutions, to promote transparency

in, and improve the soundness of, the rental housing market.

M Taiwan, Hong Kong sign MOU on banking supervision

On August 8 Taiwan's Financial Supervisory Commission (FSC) and the
Hong Kong Monetary Authority (HKMA) signed a memorandum of understanding
on cooperation in banking supervision, providing for the exchange of information,
regular meetings, ongoing liaison, and information security.

The two sides already enjoy close financial relations, and Taiwan and Hong
Kong have each set up banking units in the territory of the other party. Taiwan's

banks now operate 18 branches and two representative offices in Hong Kong,

while Hong Kong banks have established three branches and two representative
offices in Taiwan.

Besides providing for the acquisition of more information about the status of
Taiwanese banking operations in Hong Kong, which will facilitate early action to
prevent abnormal developments, the new MOU allows for the banking authorities
on one side to ask for the resumes and other background information on

managers who are stationed there by banks on the other side. This is a highly

Taiwan Economic Forum

2011.10 _Vol.9 No.10 93



94

positive development for the exchange of financial personnel between the two
sides.

The FSC points out that in the wake of the global financial tsunami,
governments everywhere are striving to promote sustained overall economic
and financial growth, the strengthening of financial supervision, and improved
cooperation and coordination in international financial oversight. Under the new
MOU, when financial institutions engage in cross-border business operations the
regulators of the mother country and host country can exchange ideas about the
operations and help each other fulfill their supervisory responsibilities. Taiwan
has now signed 46 financial MOU-44 bilateral and two multilateral—with other

countries.

M Taiwan and U.S. inaugurate PPH

Taiwan and the United States began a pilot run of the Patent Prosecution
Highway (PPH) on September 1. This means that companies submitting a first
patent filing in the U.S. and using the PPH plan will, so long as they comply
with the relevant rules, have the examination period for patent filings in Taiwan
shortened to within 82 days. This is an important improvement for companies in
the fields of information and semiconductors, where technology is developing at
lightning speed.

The Taiwan Intellectual Property Office (TIPO), a unit of the Ministry of
Economic Affairs, explains that under the PPH, the Office of Second Filing
(OSF) can use the ruling from the Office of First Filing (OFF) to fast track the

examination of corresponding claims in corresponding applications filed in the
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OSF. This will help clear up the backlog of patent applications and enhance the
quality of patent review. The U.S. and Japan initiated pilot PPH operation in 2006
and formal operation in 2008, and Korea and the European Patent Office are
gradually implementing the PPH system. TIPO is the 19th patent office to join the
U.S. PPH program.

According to the Taiwan-U.S. PPH agreement, after a patent applicant makes
a first filing with TIPO or the U.S. Patent and Trademark Office, and then files an
application for the same patent with the other patent office and asks for patent
priority, the applicant can ask the OSF to fast track the examination so long as
at least one claim filed in the OFF is patentable. The scope of a patent for which
fast-track examination is requested, however, must be exactly the same as, or
more restricted than, that of the scope approved by the OFF, and the OSF need
not necessary approve the application.

Since a patent review currently takes an average of about 24 months in the
U.S. and 40 months in Taiwan, many Taiwanese companies apply to the U.S. for
a patent first and then apply in Taiwan, asking for patent priority. TIPO reports

that Taiwanese companies have filed more than 18,000 patent applications in the

U.S. during the past two years, ranking Taiwan 4th among all sources of foreign
applications following Japan, Germany, and South Korea.
Taiwan was invited to join the PPH program following an assessment of the

island's patent examination standards by the U.S.
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