
  

UNLAWFUL ACTS BY AFFILIATED ENTERPRISES 

RESPECTING SECURITIES TRANSACTIONS 

WITH A FOCUS ON THE STOCK EXCHANGE MARKET 

Abstract 

Due to the impact of economic liberalization and trade 

internationalization, operations of enterprises have gradually become 

capital-intensive and technology-intensive. In order to increase production, 

expand product line, spread out investment risks, and develop international 

markets, enterprises have established new companies, merged with others, 

and purchased shares of other companies, or have engaged in cross-holding 

of shares between parent companies and subsidiaries. As a result, the 

formation of affiliated enterprises has become a popular trend. The economic 

development and business model of affiliated enterprises have likewise 

become important issues. 

Affiliated enterprises have their unique attributes; their management 

organization, production planning, personnel policy, marketing, financial 

risks, profitability, public affairs, and social affiliation have significant impact 

on enterprises. Due to inadequacies in the regulations on affiliated enterprises 

in Taiwan’s Company Law, several affiliated enterprises were exposed to 

have engaged in fraudulent business operations as a result of the 1998 Asian 

financial crisis. Among these, most serious were cases involving unlawful 

securities transactions in the stock market.  

An analysis of the factors leading to such anomaly shows that in addition 

to the Southeast Asian financial crisis and international economic slowdown, 

problems caused by of affiliated enterprises in the stock market, such as 



  

integrity and credibility issues on the part of the persons-in-charge and their 

swindling of company assets, resulted in corporate crises. Many incidents of 

business malpractices in public or OTC companies occurred, severely 

undermining the interests of companies, shareholders, and creditors, as well 

as those of the public investors and the overall economy. All these are worthy 

of further exploration and study. 

This paper uses legal theories, comparative jurisprudence, and empirical 

studies to discuss the unlawful activities in securities transactions by 

affiliated enterprises. This paper focuses on the stock market to explain the 

major cases involving affiliated enterprises in recent years and to analyze the 

legal grounds in the court’s decision on punishment. The cases covered 

include market manipulation by enterprises, default of securities delivery, 

wash sales, matched order, manipulation of series of transactions, the 

unlawfulness of stock market intervention by affiliated enterprises, and 

insider trading by affiliated enterprises. In addition, this paper discusses the 

transaction anomalies resulting from overvalue or undervalue of intangible 

assets by affiliated enterprises. Regulations on the International Accounting 

Standards gazette are explained and supplemented by actual case studies. In 

addition, this paper explores the inter-relation between financial forecast 

systems in affiliated enterprises, unlawful activities in securities transaction, 

and investor protection.  

Reference literature used in this paper includes academic dissertations, 

publications by professors and scholars, periodicals, and information from 

local and foreign Web sites. Reference materials are based primarily on 

literature on Taiwan and U.S. laws, supplemented by summary of information 

from other countries. Finally, recommendations of mechanisms to prevent 

malpractices are put forward, drawing on the author’s experience as defense 

lawyer for affiliated enterprises. 


