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the funding costs for the security house are usually very 

high, thus discouraging underwriters to do retail bonds, 

which is detrimental to secondary market liquidity. To 

remedy this situation, we suggest canceling the LPFB 

requirement on retail Formosa Bonds.  

3.2 Revise the filing requirements for retail Formosa bonds.

 Current retail Formosa bond filing requires an audited 

financial report for the “previous immediate three years.” 

But for most companies, whether corporate or banks, 

audited reports are available only in March or April, with 

the result that no retail Formosa bond can be issued in 

the first three months of every year. It is also difficult to 

issue them in December (due to the duration of listing 

and distribution activities).

 We suggest replacing the “previous immediate three 

years” requirement with the submission of audited 

financial reports for the “last available three years plus 

the latest quarterly report.” This change would be in line 

with international market practice, promote the Formosa 

bond market, and benefit investors by providing them 

with more timely buying opportunities.

Suggestion 4: Reduce the withholding tax rate to zero 
on foreign investors’ income from Taiwan international 
bonds issued by local issuers.

The FSC has been actively promoting the development of 

the Taiwan international bond market, including Formosa 

bonds, since 2013. Given the recent upward trend in this 

market, the Committee believes that making the environment 

more foreign-investor friendly could further substantially 

boost Taiwan’s international bond market.

For foreign investors to participate in the Taiwan 

international bond market, Euroclear and Clearstream had 

to set up a linkage with the Taiwan Depository & Clearance 

Corp. (TDCC) in 2014. With that linkage, foreign investors 

can invest in Taiwan international bonds without applying 

for a FINI (Foreign Institutional Investor) ID and appointing 

a local custodian. However, this deregulation did not bring 

significant foreign inflows due to the uncompetitive, high 

withholding-tax rate. 

Under current tax regulations, when foreign investors 

hold Taiwan international bonds issued by a local issuer, the 

income derived is subject to a 15% withholding tax (WHT), 

whereas other Asia markets do not impose any WHT on 

foreign investors’ income derived from similar instruments 

(such as the Hong Kong Dim Sum bond). The 15% WHT tax 

makes Taiwan international bonds less appealing to foreign 

investors. 

To increase the competitiveness of Taiwan international 

bonds in today’s business environment, the Committee 

recommends a reduction in the 15% WHT tax rate to 0% to 

attract more foreign investments and fuel more growth and 

liquidity in international bonds in Taiwan.  

CAPITAL MARKETS

The Committee appreciates the willingness of the 

regulators to listen to industry’s concerns on an on-going 

basis. Nevertheless, we wish to emphasize again that Taiwan’s 

capital markets need to adopt practices that are in line with 

international standards and strengthen Taiwan’s international 

competitiveness. In this regard, we continue to present 

suggestions that support the growth of Taiwan’s capital 

markets. The Committee members stand ready to assist the 

Taiwan government in its endeavors to create a fair, open, 

and competitive financial-services environment in the interest 

of boosting Taiwan’s financial industry development. 

S u g g e s t i o n 1 :  E n a b l e t h e e s t a b l i s h m e n t o f 
unsponsored ADR program representing Taiwanese 
listed equity securities. 

As one of the laudable deregulation efforts undertaken 

by the Financial Supervisory Commission (FSC), since 2014, 

the FSC has permitted Taiwan-listed companies to issue 

non-capital-raising depository receipts (known as Level 1 

ADRs) on over-the-counter markets in the United States. 

Considering the need of Taiwan-listed companies to reach 

a broader investor base, which would benefit the diversity 

and stability of the shareholder structure and permit better 

price discovery for fair stock-price valuations, the Committee 

recommends further amendment of the rules on overseas 

securities offerings and local securities transactions to allow 

the establishment of unsponsored ADRs.

Today, foreign investors that have gained Foreign 

Institutional Investor (FINI) qualification play an important 

role in the Taiwan stock market, on average accounting 

for about 25% of the daily trading volume. However, 

additional overseas investors who would like to access the 

Taiwan market are currently restricted from doing so due 

to their lack of FINI-qualification status. Included in this 

group are U.S. investment managers who have specific U.S. 

dollar mandates and can only hold and trade U.S.-registered 

securities. Issuing unsponsored ADRs would provide another 

way for Taiwan-listed issuers to enhance their global visibility 

and access additional capital from overseas investors who 

lack FINI status. 

Allowing the creation of unsponsored ADRs for Taiwan 

securities – based on stock bought in the secondary market 

and kept with a local custodian bank – would help boost 

the momentum of the Taiwanese stock market through 

the deployment of capital flows from additional foreign 

investors. Taiwan brokers would benefit from the increased 

commission earnings, given the increased market liquidity 

and transaction volume. The Committee therefore strongly 

recommends amending the rules to allow the establishment of 

unsponsored ADRs.
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Suggestion 2: Relax securities investment rules to 
allow wider participation, fostering market growth.
2.1 Allow brokers to provide short-term trading strategies 

to professional investors. Article 3 of the “Operational 

Regulations Governing Securities Firms Recommending 

Trades in Securities to Customers” stipulates that 

securities firms may make recommendations regarding 

securities only when those recommendations are based 

on research reports. We suggest allowing salespersons 

to provide short-term trading strategies to professional 

investors in accordance with the most updated market 

conditions and public market information without 

reference to research reports. 

 A research report analyzes the long-term trend of a 

security, and the analyst’s view of the security also 

represents a long-term judgment. As stock market 

conditions fluctuate over time, it is highly possible for a 

conflict to arise between the long-term analysis and the 

short-term reality. 

 The institutional investor conferences held by listed 

companies are among the important factors influencing 

stock prices. Usually an obvious change in stock prices 

will occur right after the conference. Yet it takes time 

for a research report incorporating the content of the 

conference to be written and published, making it 

impossible for the research report to immediately reflect 

the changes in the market or promptly update the target 

price and trade recommendation. As a result, the stated 

trade recommendation for the stock may temporarily 

contradict the current market trend. In this situation, it 

would be meaningless to make a recommendation if it 

must still be based on the research report. 

 Moreover, the value of sales personnel is to serve clients. 

Providing timely trading strategies in light of current 

market conditions is a great opportunity for salespersons 

to offer extra value-added service to clients.

 On the other hand, if salespersons are not allowed to 

communicate the most updated market conditions to their 

clients, it devalues their service and could lead to a less 

active stock market. 

2.2 Exempt exchange-listed convertible bonds from the 30% 

limit of total net remitted-in capital. The Committee 

appreciates that in March 2017, the Taiwan Stock 

Exchange exempted private-placed convertible bonds 

from the 30% limit on fixed-income investments. To 

encourage FINIs to invest more in Taiwan’s equity market 

rather than the fixed-income market and to minimize 

potential currency speculation on the Taiwan Dollar, 

FINIs are subject to a 30% limit for total net remitted-in 

capital for their investment in government bonds, money 

market instruments, premiums paid and net settlement 

amounts for certain derivatives, and corporate bonds and 

bank debentures.

 The Committee understands the purpose of the policy and 

appreciates the regulators’ continuous effort to engage 

in market scrutiny and monitoring. But we would also 

point out that convertible bonds are an important tool 

for listed companies to raise capital and also a common 

way for investors to participate in capital markets. 

Convertible bonds generally carry a low interest rate and 

can be converted into a predetermined amount of the 

underlying company’s equity at certain times during the 

bond’s life, usually at the discretion of the bondholder. 

In most markets globally, they are categorized as equity 

rather than fixed-income instruments. As the terms of 

convertible bonds are relatively more complicated than 

individual stocks, the investors in convertible bonds are 

normally institutions.  

 FINIs were the key investors in Taiwan convertible bonds 

for a long time and constituted important providers of 

liquidity to the market. However, including convertible 

bonds within the calculation of 30% fixed-income 

investments led to the general withdrawal of FINIs from 

Taiwan’s convertible bond market. Besides seriously 

impacting the liquidity of convertible bonds in the 

secondary market, the FINIs’ departure from convertible 

bond investments also created difficulties for the pricing 

and public offering of convertible bonds in the primary 

market. In view of the negative effect on Taiwan’s capital 

market, the Committee suggests exempting exchange-

listed convertible bonds from the calculation of the 30% 

limit on fixed-income instruments for FINIs. 

2.3 Develop a suitable system for FINI participation in 

competitive auction IPO/SPO activity. According to 

a new ruling effective in 2016, investors intending to 

participate in a competitive auction initial or secondary 

public offering (IPO or SPO) must go to their designated 

securities firm in person to directly input their bidding 

orders via the online bidding platform or through an 

electronic certificate issued by a brokerage firm. This 

ruling may not cause undue inconvenience for local 

investors, but it constitutes a serious obstacle for FINIs, 

who by definition are non-resident. In addition, the online 

bidding platform is in Chinese language only.  

 To allow smooth participation by FINIs in IPOs/SPOs, the 

Committee urges the securities regulators to allow them to 

engage in direct IPO/SPO bidding by sending instructions 

to their designated brokers for processing on the clients’ 

behalf – or alternatively to create an English-language 

platform so that FINIs may bid directly from overseas. 

Suggestion 3: Align OBU set-up criteria with that of 
OSUs to create a fair and consistent standard across 
industries.   

In February 2014, the FSC announced a new set of 

rules governing the establishment of Offshore Securities 
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Units (OSUs), allowing foreign investors to access offshore 

products and services through an OSU set-up. Although 17 

local securities firms were engaged in the OSU business as of 

February 2017, foreign securities firms have still been kept 

out of the OSU sector due to the high net-worth requirement 

for setting up an OSU (NT$10 billion for full license 

services). The high threshold constitutes a market-entry 

barrier for foreign securities firms. 

In comparison, according to Central Bank statistics 

from January 2017, the 24 Offshore Banking Units (OBUs) 

operated by foreign banks – out of the total of 62 such units 

– had assets of US$23.6 billion, accounting for 12% of total 

OBU assets. Almost every foreign bank has set up an OBU 

apart from its Domestic Banking Unit. The much lower net 

worth requirement for offshore banking has led to a booming 

market for OBUs. It is also noteworthy that the OBU capital 

requirement for local banks is mainly based on a calculation 

of capital adequacy, which conforms to international 

financial practice by considering the main risks of the 

product, client, and market. This model balances business 

growth and risk-control governance.

The Committee proposes replacing the minimum capital 

threshold for OSUs with a requirement similar to that applied 

to OBUs, basing the capital adequacy on a risk-weighted 

assets methodology derived from the securities firm’s business 

activities. This change would increase the number of qualified 

market participants, as well as overall OSU transactions 

and the profits from diversified product platforms offered 

by foreign securities firms. It would also help to retain 

professional talent in Taiwan and broaden the market scope 

for Taiwan’s financial industry. In line with the regulator’s 

objective of promoting Financial Import Substitution, the 

relaxation of OSU criteria would expand job opportunities 

and contribute to producing a fair and open financial 

environment in line with the goal of boosting Taiwan’s capital 

markets. 

Suggestion 4: Enhance market ef f iciencies and 
competitiveness.
4.1 Allow brokers to outsource certain operations. In the 

2016 White Paper, the Committee suggested that brokers 

be allowed to appoint Account Operators. We appreciate 

the feedback received from the National Development 

Council, recommending that this proposal be raised 

with the Taiwan Securities Association. No meaningful 

progress has been made on this issue, however, as the 

established global name brokers who are most supportive 

of the Account Operator proposal are a distinct minority 

with limited influence in the Association. We therefore 

wish to raise this initiative again this year, particularly 

after noting the trend in the global broker community 

to seek more efficient operating models worldwide. To 

attract and retain international broker-dealers and related 

professional talent, a number of Asian markets have 

introduced new clearing and settlement options, including 

Third Party Clearing (TPC) and/or Account Operators 

(AO). The rationale is to provide a flexible operating 

structure that replaces fixed costs with variable costs, 

enhances liquidity and funding capability by leveraging 

support from the Account Operator bank, and lowers 

the cost of market entrance. The Committee recommends 

relaxing current regulations to allow brokers to 

outsource various operations to an AO services provider, 

including such functions as securities and cash settlement 

processing, safekeeping, asset servicing, reconciliation, 

reporting, statement generation, etc. The benefits to the 

market would include the following:

•	 Flexible cost structure. Brokers will be able to reduce 

their fixed cost whenever declines in the revenue 

line cause brokers to face either smaller margins or 

a loss. The variable cost under the AO model will 

enable brokers to maintain their operating margin, 

as the model requires them to incur costs only when 

transactions occur. Broker-dealers can then free 

up capital and focus on their areas of expertise in 

research, dealing, brokerage, and execution, which 

in turn will attract more investors and talent to the 

market.

•	 Enhanced liquidity/funding. Brokers may benefit from 

intraday funding provided by the AO bank. Should 

their FINI customers fail to make cash payments 

to them on the settlement day, the brokers are still 

required to make payment to the exchange on the 

settlement day using their own working capital or 

funding from their cash bank. Given their better 

understanding of the overall settlement and funding 

process, the AO bank may have a larger credit 

appetite and be willing to grant more intraday or 

overnight credit facilities to brokers. This credit 

facility will allow brokers to obtain funding sources 

while sorting out the failed payment issues with the 

FINI customers. As a result, brokers’ liquidity risk 

can be better managed and they may feel less need 

to check the availability of cash in the customer’s 

account on T+1.

•	 Greater market efficiency. Brokers’ trades will be 

supported by a few large service providers, allowing 

higher processing and market-settlement efficiencies. 

The service providers, generally large banks and 

brokers, have global service centers and local 

infrastructure to support increases in volume and 

long-term growth.

•	 Reduced market entrance cost for newcomers. The 

AO model will be an additional option for brokers 

to choose from in addition to the traditional market 

offering, giving them more flexibility in finding the 
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optimum business model for their business. Allowing 

AO services in Taiwan is expected to attract more 

mid- and small-size foreign name brokers to enter 

the Taiwan market and indirectly channel more 

investment into Taiwan’s capital market. 

4.2 Forgo Saturday trading to align with international 

practice and reduce settlement risk. Taiwan has been in 

a unique position globally in offering Saturday trading 

and settlement in the securities and futures markets. 

As the trading and settlement process implemented 

by institutional investors has become more and more 

automated, accommodating Taiwan’s Saturday trading 

and settlement requires additional manual set-up and 

testing which increase the costs and operational risks 

for securities firms and futures brokers. Due to the 

increasingly high participation of foreign institutional 

investors, we suggest that the regulators eliminate 

Saturday trading and settlement in line with global 

practice. 

4.3 Develop electronic tax statements on FINI income. 

The Committee appreciates the Ministry of Finance’s 

continuous efforts to build an efficient tax-filing 

environment. According to a December 14, 2016 

news release by the MOF, from January 1, 2017 the 

withholding party may e-file tax statements with the 

tax authority for cleared withholding tax. However, 

tax statements issued on FINIs’ income are still paper-

based, requiring excessive time and effort by the local 

tax guarantors and agents/custodians for reconciliation, 

maintenance, and audit, as well as causing delay in 

the ability of FINIs to repatriate earnings. In the 2016 

White Paper, the Committee requested the development 

of electronic tax statements on FINIs’ income, with 

direct access allowed by custodians and appointed tax 

guarantors to the FINIs’ e-tax statements. 

In the interest of market efficiency, the Committee 

suggests that the MOF instruct all withholding parties to 

issue e-tax statements to FINIs. The advantages would 

include a reduced workload for issuers and company 

registrars in handling tax statements, environmental 

benefits through decreased paper usage, and simplified 

and shortened processing and auditing time for local tax 

guarantors and agents. The change would also eventually 

facilitate FINIs’ repatriation needs as well as enable a 

data pool to be built up without physical filing.

4.4 Implement market s tandard prac t ice in t rade 

pre-matching and affirmation between brokers and 

custodians. In 2009, the Taiwan Depository & Clearing 

Corp. (TDCC) led market discussion between major 

custodians and the Taiwan Securities Association (TSA) 

regarding industry-wide implementation of the TDCC’s 

Virtual Matching Utility (VMU) system so as to achieve 

automation in trade pre-matching and affirmation for 

FINIs’ trade settlement between brokers and custodians. 

Many brokers and custodians have completed their 

internal system development as well as testing with 

TDCC. However, the securities regulator has not yet 

required compulsory market implementation. Most 

brokers and custodians are still using emails for trade 

pre-matching and affirmation, which is not efficient. To 

upgrade market standards and efficiency in the trade 

settlement process for FINIs, the Committee urges the 

regulator to issue a ruling setting the TDCC’s VMU 

system as the market standard for adoption by brokers 

and custodians. 
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