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Growing Asias Markets

To:

Marcus Tsai

Senior Chief, Department of Planning & Division Director
Financial Technology Development and Innovation Center
Financial Supervisory Commission, R.O.C.

18F., No.7, Sec. 2, Xianmin Blvd., Bangiao Dist.,

New Taipei City 220232, Taiwan(R.O.C.)

RE: ASIFMA Response to Taiwan FSC Draft Consultation on Core Principles and Relevant Promotion Policies For
The Use of Artificial Intelligence in The Financial Industry

Dear Mr Tsai,

The Asia Securities Industry & Financial Markets Association (“ASIFMA?Y”), on behalf of our members, welcome the opportunity to respond to the
Taiwan Financial Supervisory (“FSC”) consultation on the “The Use of Artificial Intelligence in the Financial Industry: The Core Principles and Relevant
Promotional Policies” (“Consultation”). We are also grateful to the FSC for graciously extending the response timeline for us to 1 September 2023.

Please note that the feedback is based on our review of an unofficial English translation of the Taiwan FSC Consultation on the Principles and Draft
Policies For The Use of Al in The Financial Industry. As such, there might be issues caused by translation and might need clarification as set out in
the feedback.

1 ASIFMA is an independent, regional trade association with over 170 member firms comprising a diverse range of leading financial institutions from both the buy and sell side,
including banks, asset managers, law firms and market infrastructure service providers. Together, we harness the shared interests of the financial industry to promote the
development of liquid, deep and broad capital markets in Asia. ASIFMA advocates stable, innovative, competitive, and efficient Asian capital markets that are necessary to support
the region’s economic growth. We drive consensus, advocate solutions and effect change around key issues through the collective strength and clarity of one industry voice. Our
many initiatives include consultations with regulators and exchanges, development of uniform industry standards, advocacy for enhanced markets through policy papers, and
lowering the cost of doing business in the region. Through the Global Financial Markets Association (“GFMA”) alliance with the Securities Industry and Financial Markets
Association (“SIFMA”).in the United States and the Association for Financial Markets in Europe (“AFME”), ASIFMA also provides insights on global best practices and standards to
benefit the region.


http://www.asifma.org/
https://www.fsc.gov.tw/ch/home.jsp?id=96&parentpath=0,2&mcustomize=news_view.jsp&dataserno=202308150001&dtable=News
https://urldefense.com/v3/__https:/www.fsc.gov.tw/ch/home.jsp?id=96&parentpath=0,2&mcustomize=news_view.jsp&dataserno=202308150001&dtable=News__;!!Jkho33Y!l1hkoekq_dKeSMjU--qc7W_77AuThA9EcuZormkuL-h0BRT2lJkMjINqGeGCkWSgHcNHDbDa9KQtr6TaEhA0Ug$
https://urldefense.com/v3/__https:/www.fsc.gov.tw/ch/home.jsp?id=96&parentpath=0,2&mcustomize=news_view.jsp&dataserno=202308150001&dtable=News__;!!Jkho33Y!l1hkoekq_dKeSMjU--qc7W_77AuThA9EcuZormkuL-h0BRT2lJkMjINqGeGCkWSgHcNHDbDa9KQtr6TaEhA0Ug$

We believe that Al can be used as a force for good in financial services when properly deployed as it can drive financial inclusion through innovation,
lower the cost of financial services, tailor products to even better suit customer needs and profiles, reduce unlawful discrimination, increase
efficiencies and improve risk management and financial crime and fraud prevention. Responsible and ethical use of Al and good Al governance is
significant to the financial services industry. Fostering a balanced regulatory approach to Alternative Intelligence (“Al”) is a key focus are of our
members, as reflected in our 2021 paper “Enabling an Efficient Regulatory Environment for Al”. The specific regulatory principles recommended
to regulators in this paper are:

*  Principle 1: Support public-private collaboration

* Principle 2: Allow financial institutions to take a risk-based approach to Al, taking materiality of the use case and stakeholders into account

* Principle 3: Take a technology-agnostic approach to regulation

e Principle 4: Leverage existing regulatory frameworks

e Principle 5: Strive for regional and international harmonisation

*  Principle 6: Promote and facilitate cross-border data flow

e Principle 7: Engage with the industry on areas that need further discussion

We are encouraged to see many of these principles and suggestions outlined in the Consultation reflected in the FSC’s Consultation and are
generally supportive of many of the core principles outlined in the Consultation.

We note in various parts of the Consultation that the FSC plans to continue engaging in dialogues with financial institutions regarding the use of
generative Al. Depending on industry developments and application scenarios, the FSC will assess and adjust relevant regulations as necessary to
ensure compliance by financial institutions. The FSC will continuously review and adapt relevant regulations in a timely manner to establish a
comprehensive regulatory environment for the financial industry's application of Al systems. We are supportive of this approach and hope that the
FSC will continue the consultative stance and close dialogue with the industry and we look forward to continue engaging on this important topic.

In what follows, we are pleased to outline the feedback from our members on the Consultation. We first provide some general comments, followed
by specific feedback and suggestions on certain paragraphs in the Consultation.

Guidelines should take account of existing laws and regulations and not create duplicative requirements
e Financial services is a highly regulated sector and as the research in our 2021 Al Paper shows, existing regulations largely address and
mitigate the key risks which might be caused or increased by the use of Al. These include rules in respect of outsourcing, technology risk
management, conduct, cybersecurity, duty to clients, internal governance, and model risk management, in addition to sector-agnostic
requirements around data privacy and data protection and established internal risk management and governance frameworks. Regulators
should recognise this. Before considering new regulation, we suggest regulators —including the FSC - determine if these existing regulations
already adequately address the identified risks, or if they need to be adapted to cover the risks Al presents or if greater clarity is needed on
the applicability of existing requirements to Al — for example, through industry workshops, circulars, guidance notes and FAQs. We suggest
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https://www.asifma.org/wp-content/uploads/2021/06/enabling-an-efficient-regulatory-environment-for-ai-report_june-2021.pdf

that regulators should not create additional requirements that may be duplicative or potentially contradicting and should instead focus on
how Al/ML outcomes are incorporated within existing laws and regulations. (e.g., clarify how the potential use of Al/ML models for credit
underwriting must comply with fair lending and MRM requirements)

Many existing categories of regulation are largely technology-neutral, applying equally to manual processes and to sophisticated technology
such as Al systems, or focusing on the deployment of technology generally (without necessarily differentiating between systems). Many of
these requirements already drive the way that firms are developing and adopting Al. Our Al paper shows that Al governance should and
can fit within many existing risk management frameworks and that those existing frameworks can be leveraged to address any specific risks
identified in relation to Al.

Banks have a strong history and culture of risk management and have decades of experience in designing processes to manage risks inherent
to banking operations and consumer protections. Under existing frameworks (e.g., operational risk frameworks, MRM frameworks, etc.),
banks implement controls to mitigate risks and can scale these controls based on the complexity, materiality and application of the Al/ML
model or system.

We also submit that any new specific Al regulations and guidelines should be applied consistently across bank and non-bank Fls to ensure
that consumers remain protected wherever they choose to receive their financial services.

In addition, many Fls are subject to requirements from multiple regulators in the same jurisdiction — we suggest regulators work together
to ensure consistency across all specific Al regulations and guidelines in their jurisdictions.

A principles, risk-based approach is most appropriate

We recommend that regulators take a principles- and risk-based approach to Al, giving financial institutions flexibility in how best to
operationalise the principles in relation to their Al adoption, depending on the financial institution’s setup, framework, and the materiality
of the Al use case.

Consumers are best served by regulatory approaches that are not static or rigid, but are sufficiently flexible and adaptable to the emergence
of new technologies and their associated risks. By taking a principles-based approach, regulators will be better positioned to protect
consumers by focusing on outcomes with the greatest risk, while enabling businesses to realize potential benefits of Al in a responsible
manner.

We are supportive of the principles-based approach taken by various policymakers and international organizations. (e.g., OECD principles,
White House Al Bill of Rights, MAS FEAT, I0SCO, etc.)

Global collaboration is critical

We encourage the FSC and regulators in general to support the global development of Al within capital markets and avoid fragmentation
and overregulation, which could slow down its adoption and development. Fragmentation of approaches to Al between jurisdictions adds
additional cost, complexity and risks for financial institutions, which limits the potential benefits for both financial institutions and their
clients. It also creates risk as it prevents firms from operating their business consistently and requires firms to create multiple approaches
to execute the same services.
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https://oecd.ai/en/ai-principles
https://www.whitehouse.gov/ostp/ai-bill-of-rights/
https://www.mas.gov.sg/%7E/media/MAS/News%20and%20Publications/Monographs%20and%20Information%20Papers/FEAT%20Principles%20Final.pdf
https://www.iosco.org/library/pubdocs/pdf/IOSCOPD684.pdf

The overall level of consumer protection is weakened if regulatory arbitrage exists across borders. Divergent regulatory requirements and
risk classifications result in increased complexity and compliance costs for global businesses, creating barriers to innovation and spill down
effects to consumers. Regulators should consider how to collaborate with other jurisdictions on international standards, risk management
frameworks and privacy. We are watching the G7 Hiroshima Al process —looking at governance harmonization — as well as ASEAN’s work
on an “Al Guide on Governance and Ethics” with interest, for example.

Globally recognized standards would help create consistency and certainty for consumers — International standards can help ensure that
Al systems used globally are technically and ethically sound, robust and trustworthy.

Globally recognized risk management frameworks would help create consistency for organizations implementing Al/ML - Risk management
frameworks are useful tools in helping organizations manage the risks around designing, deploying or using Al systems. Jurisdictions should
recognize and leverage existing risk management frameworks (e.g. NIST’s Risk Management Framework) to create more consistency
globally around how to appropriately and safely implement Al.

As Al technologies continue to evolve, policymakers must strike a balance between regulation and innovation, and should not prevent
industries from realizing future benefits of Al in a responsible manner.

Specific comments

Legend

Suggested additional text to draft guidelines
S .  cuidali

Press release Paragraph 3: “... The Financial

Supervisory Commission pays attention to the
development of generative Al, and refers to
the draft of the National Council of Science
and Technology's "Reference Guidelines for
the Use of Generative Al by the Executive
Yuan and its affiliated agencies (institutions)",
and lists relevant precautions in this draft...”

2ESETIERK A HBREER, iz
BEEEg TR BB ERERR

We strongly recommend that the FSC align its
sectoral guidelines with any national
guidelines on Al.

We believe that the most effective regulatory
setup for Al is a “hub-and-spoke” model,
where there is a national policy framework
that lays out key principles for Al governance,
but then authorizes sectoral regulators to
develop sectoral guidelines based on the
national framework. This setup will ensure
that there is consistent treatment across
different sectors, while leveraging the subject
matter expertise of the sectoral regulators.
The latter is important for at least two
reasons:
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https://techpost.bsa.org/2023/05/24/hiroshima-ai-process-the-g7s-new-effort-to-harmonize-ai-rules/
https://www.channelnewsasia.com/asia/southeast-asia-set-guardrails-ai-new-governance-code-sources-3566826

Al BZH55]] EX, RAEEHDSITEEH
fETEEI1E,

A. Many sectoral regulators have
existing guidelines and regulations
that can be applied to Al, so there is
no need to reinvent the wheel.

B. Alis just atechnology. The risks
associated with Al lie not in the
technology itself, but how the
technology is used. The expertise for
assessing the risk of specific uses (eg,
whether Al is used to support anti-
money laundering or to review
mammograms to detect breast
cancer) typically lies with sectoral
regulators.

General

Insert a paragraph to clearly state the FSC's
policy objective for these guidelines, in line
with the statement in the FSC’s press release
to “help financial institutions make good use
of the advantages of Al technology, and
effectively manage risks, ensure fairness,
protect consumer rights, maintain system
security and achieve sustainable
development”.

As there are several different approaches to
Al governance across the world, financial
institutions may be cautious about adopting
Al, unless there is clear direction from
regulators that there is no objection to doing
so, as long as it adheres to certain principles.
Since the FSC’s objective is to enable the
adoption of Al in a responsible manner, it will
be helpful to state this explicitly in the
guidelines to give financial institutions
greater assurance.

Section 2(3)1. on Page 7: “The network
effects and scalability of new technologies
may lead financial institutions to rely on

Section 2(3)1. on Page 7: “The network
effects and scalability of new technologies
may lead financial institutions to rely on

There is sometimes a misperception that
third-party service providers are not subject
to regulatory requirements just because they
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third-party entities, some of which may not
be subject to regulatory constraints.”

T RO R R R R AR IR R M T REE B
RGBS = TR, M
RRERBRATARIRE EHENR

third-party entities, some of which may not
be directly subject to regulatory constraints,
while others could be indirectly subject to
regulatory requirements, such as through
outsourcing and third-party risk management
regulations.”

are not entities that are directly regulated by
the regulator. This misperception may lead
policymakers to draft new regulations to
regulate these service providers.

However, it is important to note that many of
these third-party service providers provide
services to highly regulated entities, including
financial institutions, who in turn are subject
to outsourcing and third-party risk
management regulations. The requirements
in these regulations are often imposed on the
third-party service providers through
contracts, hence subjecting these service
providers to regulatory requirements
indirectly. Policymakers can therefore
enhance existing regulations to address any

gaps.

Section 2(3)2. on Page 7: “The adoption of
previously unused institutions or unrelated
data sources may result in unexpected
interconnections between financial markets
and institutions.”

RRAH S UET S AEMHEESRTHEE
BIBRIR SRR, (It & Bh 5 EL AL AR RN AT /e
RBEREEEINMEERE,

For clarification

It is unclear what this sentence means, so it
will be helpful if the FSC can clarify.
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Section 3(1) on Page 10: “... These measures
include setting up firewalls to block internal
network connections to ChatGPT websites
and implementing internal protocols to
prevent the leakage of customer personal
data.”

BIERER KiE UBEA R REER =
ChatGPT #flh, {RIEERIRREIEE RS
LEEFEA BN EE,

Section 3(1) on Page 10: “... These measures
include setting up firewalls to block internal
network connections to ChatGPT websites
and implementing internal protocols to
prevent the leakage of customer personal
data. It is however important to note that
these are generative Al applications for
consumers. Several technology service
providers have developed generative Al
applications for enterprises with technical
controls to protect the enterprise’s data.”

It will be helpful for the FSC to acknowledge
the difference between generative Al
applications for consumers and enterprises,
as the current draft (which reflects primarily
concerns with generative Al applications for
consumers) may give the misperception that
all generative Al applications are unable to
prevent the leakage of customer personal
data.

As a general comment, so as to maintain a
principle-based and technology-neutral
approach, we respectfully advise against
making explicit references to specific Al tools
or applications such as for example ChatGPT.

Section 4(1)2. on Page 14: “Financial
institutions should establish comprehensive
and effective risk management mechanisms
related to Artificial Intelligence. These
mechanisms should be integrated into the
overall risk management and internal control
operations or processes and should undergo
regular assessment and testing.”

EREBEREI=EBAMA Al ERERR
EEG, BEERRZRAREER AL
EHIVERIURES |, WEE 1TEHRETE
B AIE,

Section 4(1)2. on Page 14: “Financial
institutions should establish comprehensive
and effective risk management mechanisms
related to responsible and ethical use of
Artificial Intelligence. These mechanisms
sheuld can build on existing risk management
mechanisms, be integrated into the overall
risk management and internal control
operations or processes and should undergo
regular assessment and testing.”

The thrust of Principle One and the
Consultation is on responsible and ethical use
of Al/ML.

Financial institutions should be encouraged to
build on existing risk management
mechanisms and processes as much as
possible, instead of having to create new
mechanisms, which could be duplicative.
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Section 4(1)3. on [Page 14]: “Financial
institutions should ensure that their
personnel possess sufficient knowledge and
capability regarding Artificial Intelligence to
make appropriate decisions and supervisory
actions. When utilizing generative Artificial
Intelligence to assist decision-making, the
information generated should not be the sole
basis for judgment or decision-making.”

TRIMBEEREASH A BRHZAE
REET] - DU BB CREREE, £F
HEIERE R Al HBIE 1TIRER, FE
I E T ELERNEMNMAHAE SRR ME—
i,

Section 4(1)3. on [Page 14]: “Financial
institutions should ensure that their
personnel possess sufficient knowledge and
capability regarding responsible and ethical
use of Artificial Intelligence to make
appropriate decisions and supervisory
actions. When utilizing generative Artificial
Intelligence to assist decision-making, the
information generated should not be the sole
basis for judgment or decision-making.”

As above, the thrust of Principle One and this
paper is on responsible and ethical use of
Al/ML.

Section 4(2)1. on Page 16: “Financial
institutions should avoid algorithmic biases
and ensure that their services are fair to all
individuals.”

TREBAESR A RiTZBIER, EER
BEEAZRRE, WHEARERTEHARE AL

2ATH,

Section 4(2)1. on Page 16: “Financial
institutions should aveid minimize
unintended algorithmic biases caused by Al
systems and ensure that theirservicesarefair
te-all individuals whose interests are subject
to such Al systems are treated fairly, unless
any form of unfairness can be justified.”

It is important to make a distinction between
algorithmic biases caused by the Al system
and systemic biases that exist in society and
reflected in the Al system. It may not be
possible to completely eliminate all forms of
biases, especially systemic biases, just as how
it is not possible to do so in non-Al systems.
The guidelines should therefore be realistic in
expectations. This was also acknowledged by
the Cyber Administration of China in their
recent Interim Measures for the
Management of Generative Artificial
Intelligence Services.
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In addition, there may be instances where
some forms of biases may be justified. For
example, certain insurance products could be
priced differently based on actuarial science.
But this may result in different individuals
having to pay different premium for the same
insurance, such as smokers having to pay
more for health insurance.

Section 4(2)2. on [Page 16]: “The application
of Artificial Intelligence systems should
adhere to human-centric and human-
controllable principles and respect the values
of the rule of law and democracy.”

Al Rt ZERBEREUANBERRNEAE
ZRE, 8 FHERREEER -

Section 4(2)2. on [Page 16]: “The application
of Artificial Intelligence systems should
adhere to human-eentric centricity and
human-eentretlable autonomy principles and
respect the values of the rule of law and
democracy.”

Drafting changes to align with or more closely
with Al governance principles/frameworks in
other countries - if this is intended by
Principle Two.

Section 4(2)3. on Page 16: “Information
generated by generative Artificial Intelligence
should still be subject to objective and
professional judgment by personnel within
financial institutions regarding its risks.”

AR ALE 2GR, U5 h Bl BeAs A
Rt R beE TR BRI,

Section 4(2)3. on Page 16: “Information
generated by generative Artificial Intelligence
which are capable of causing higher risks of
harm and/or greater severity of harm should
still be subject to objective and professional
judgment by personnel within financial
institutions regarding its risks.”

The guideline, as currently drafted, may
prohibit many forms of generative Al that
enable automation of routine low-risk tasks,
such as chatbots or marketing
communications. This guideline should
therefore be risk-based and subject to a
materiality threshold so that it applies to only
tasks of a certain level of risk.

Section 4(3)2. on Page 18: “If financial
institutions utilize Artificial Intelligence

Section 4(3)2. on Page 18: “If financial
institutions utilize Artificial Intelligence

If financial institutions are required to put in
place a human version of every Al service or
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systems to provide financial services to
customers, they should provide customers
with the option to opt out of Artificial
Intelligence services or offer suitable human
alternatives.”

EREBINER A RitAEF RESER

%, ERMEE FIRE AIRBZEE SR
HEEZAITBRAZR,

systems to provide financial services to
customers, they should disclose to customers
the use of Al systems including explaining the
role and extent that Al plays (in any decision-
making process), and sheuld may wish to
provide customers with the option to opt out
of Artificial Intelligence services or offer
suitable human alternatives, if it is feasible to
do so.”

system, this will likely discourage many
financial institutions from adopting Al, as the
cost of establishing and maintaining two
equivalent systems can be prohibitive, which
will defeat the purpose of adopting Al. In
some cases, it is simply not possible to have a
human alternative, which will mean that
customers who opt out of Al services may be
deprived of those services.

The FIs should not have to maintain parallel
(non-Al) systems/infrastructure for customers
who wish to opt out of Al — it would be high-
cost, inefficient and increase the operational
risk to the Fl. We instead suggest the focus
should be on transparency and recourse.

We also submit that the scope of “Al
services” is broad and unclear. We suggest to
align with international standards such as
those on transparency, explainability and the
ability to opt out with regard auto-decision
making or other specific actions with regard
Al, rather than Al generally.

Principle 3: “For instance, when using Gen Al
to process customer data, the Fls should get
the customer consent.”

BIINEEE EEMEIT, TERERR A
RUERBEFRAELAFACENIERER

Align with existing privacy laws

This statement appears to widen privacy laws
on consent and we suggest alignment.
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Principle 4: “If financial institutions utilize
third-party providers to develop or operate
Artificial Intelligence systems for financial
services, they should appropriately
manage and supervise these third-party
providers for risks.”

They must also thoroughly understand and
evaluate the operation and potential risks of
the third-party's Artificial Intelligence systems
(including data privacy handling, operational
risks, cybersecurity, and concentration risks).

The responsibilities of the third-party should
be clearly defined, and plans should be in
place to address potential problems or
adverse events.

AEMEBERE=AXERBIEEZ
Al Riftie it SRR, BHEHE=AXEE
TEEzRREEREE,

SREBEZRRE = A REN, REHK
E=AXEETERALE, ST RE
[RrERAMNGE. EXRRIER WIS THE
FEHE AR REEEA X REBERE(E

Assess existing outsourcing regulations, bank
technology risk management guidelines and
focus on the gaps (if any).

As mentioned in our general comments,
we flag that financial institutions are
already subject to outsourcing regulations,
SO any new specific Al
regulations/guidelines should take into
account existing regulations first and only
add where required.

On monitoring concentration risks, we submit
that an individual financial institution can
only monitor their own firm’s
exposure/concentration to a particular third
party. A financial institution cannot monitor
sector-wide exposure/concentration to a
particular third party provider as one firm
does not know which other providers the
other firms are using. Fls cannot identify
industry-wide concentration risks as this is
information they are not privy to.

We agree that the responsibilities of the third
party must be clearly defined. However, we
think clear guidance is needed on this, e.g.
shared responsibility across the Al
value/supply chain, per EU Al Act, where
different regulatory expectations apply across
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BEMBIEZRE, SERRE. BERXR
S ERR) BRBFEEREREENE
BRI, BIEEA, UL RIRERI AR
R, ERRASHHE=S cHEERT
LIBAE, RFMELHMNEIESIEMEREF
RE HHERREIMRAR,

the developers, distributors and users (for
example). Further, any shared responsibility
model will need a strong regulatory
framework behind it, in order for it to have
effect.

Section 4(5) on Page 20: “Principle Five:
Implement Transparency and Explainability
(Corresponding to the Supervisory Concept of
Information Disclosure)”

[RAIR  ZEEEATRARETBEZE
HIET . BB

Insert a disclaimer that this principle will not
apply to certain exceptions, such as in the
case of fraud detection, so that fraudsters
cannot gain information about the Al system
and abuse it.

It is widely recognized that transparency and
explainability requirements should have
certain exceptions as there are instances
where transparency and explainability could
undermine the Al system. The most obvious
example is when Al is used for fraud
detection. If fraudsters can exploit
transparency and explainability requirements
to understand exactly how the Al system
works, they will then be able to use that
knowledge to circumvent the Al system.

We are grateful to the FSC for providing ASIFMA and its members with the opportunity to provide comments on the Consultation. We hope you
find our recommendations useful and encourage the FSC to reflect them in the final language. We stand ready to provide any additional information
or answer any questions you might have, and we look forward to continued engagement on this important topic.

Yours sincerely,
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Laurence Van der Loo
Executive Director, Technology and Operations
Asia Securities Industry and Financial Markets Association (ASIFMA)
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