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Abstract

Capital market has been evolving increasingly globalized and free, and movement of capital has
been becoming much more dynamic and vibrant in tandem with the expansion of international
businesses. Facing the trends of globalization of capital market, our government is briskly inviting
foreign enterprises to come in-country to solicit funds. By this token, the Financial Supervisory
Commission (FSC) stipulated the policy in 2008 to allow and regulate foreign enterprises to be
primarily listed in Taiwan. Interestingly, by December 2020, there had been 110 foreign enterprises
registered their stocks with KY, the country code for the Cayman Islands, which is considered to be a
tax heaven, among those first listed here. With a steady growth of listed foreign enterprises, 9 of them
are registered averagely with K'Y annually. However, in August 2020, Pharmally International Holding
Company Limited (hereinafter refer to as ‘Pharmally’), a KY bio-tech company, whose stock price
once reached NT$ 500 per share, was suspected of tunnelling and manipulating financial statements,
and had caused huge losses for more than 10,000 investors and its borrowing banks. Till the end of
March, 2021, Enterex International Limited, a KY company, was reported as being short of funds, and
TOPBI International Holdings Limited, another KY company, couldn’t submit its financial statement.
A series of similar incidents have triggered alerts for investors and governmental supervisory organs.
Because the registration origins and major business circles for these aforementioned foreign enterprises
are located on foreign lands, their transparency of information are inferior to that of our domestic
companies. Consequently, it raised the difficulty of auditing for supervisory organs and accountants in
charge of certifying financial statements, and rendered possibilities for fraudulent-leaning enterprise
owners to commit tunneling. Therefore, this study has analyzed the fraud case of Pharmally (KY'), and
reviewed the risks for investing KY companies. Furthermore, it touches on possible ways for
supervisory organs to improve their supervision, for aforementioned accountants to optimize their
auditing activities, for investors to increase their awareness to buy KY shares, and ultimately for
preventing recurrences of similar cases. It is hoped that by putting these possible ways into practice,
investors can be reassured to invest KY companies, and the public confidence to capital market can be

restored.

Keywords: foreign enterprises primarily listed in Taiwan, Pharmally (KY), tunnelling, fraud,

manipulated financial statement
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