REPORT ON PROJECT FOR PLANNING, PROMOTION 
AND IMPLEMENTATION OF 
CORPORATE GOVERNANCE SYSTEM IN TAIWAN


In order to reform Taiwan’s corporate governance system through integrated planning and gradual movement, the Securities and Futures Commission (which has become Securities and Futures Bureau since July 1, 2004) has launched “The Project for Planning, Promotion, and Implementation of Corporate Governance System in Taiwan.”  In July 2003, “The Group for Implementing Corporate Governance” (the “Group”), comprising of representatives from Taiwan Securities Exchange Corporation (“TSEC”), GreTai Securities Market (“GTSM”), Securities & Futures Institute (“SFI”), other competent authorities, industries concerned, and the academic institutions, were organized to meet on a monthly basis to propose various plans aiming at establishing a corporate governance system consistent with the international trend and unique domestic needs. 

The Group has been established for over a year, and the aggressive approach it adopted has not only deepened the reform of corporate governance, but also implemented and completed 27 action items as elaborated as below:

I. Assistance to Enterprises on Establishment of their Corporate Governance Culture and System

(1) 
Review and Revision of “Corporate Governance Best-Practice Principles for TSEC/GTSM Listed Companies”: 
By reference to comments and suggestions from all relevant government agencies and private sectors, the Group reviewed the proposed “Corporate Governance Best-Practice Principles for TSEC/GTSM Listed Companies,” culminating the promulgation of its amended version on December 31, 2003.  Furthermore, the Group announced on February 16, 2003 six reference samples including the rules governing board meetings.  To help the industries concerned better understand corporate governance system, the Group held a series of educational programs and seminars.  (In particular, promotional activities on reference samples of Corporate Governance Best-Practice Principles for TSEC/GTSM Listed Companies were held in Taipei, Taichung, and Kaohsiung in August, 2003 and March, 2004), and Corporate Governance Association has also conducted 77 sessions of promotional activities.
(2)
Educational and Promotional Activities: 
In the symposiums jointly held by the Group and press media (Economic Times) in July and September, 2003, and February, 2004, attendees representing competent authorities, industries concerned, and academic institutions had very comprehensive discussions on the issues concerning corporate governance.  The contents of the discussions were also made available to investors and general public in newspapers.  On the other hand, “Online Giveaway for Corporate Governance” was held through Internet for educational and promotional purpose, successfully attracting 6,965 participants.
(3) 
Compilation of Corporate Governance Q&As: 
The Group collected and edited 171 “Corporate Governance Q&As,” publishing these Q&As on “Corporate Governance Special Column” of the Taiwan Stock Exchange Corporation’s website and on Market Observatory Post System on February 20, 2004.  Moreover, the Group circulated Q&A pamphlets to attendees of the promotional activities held in March, 2004.  Corporate Governance Association also created the “Dr. Q for Corporate Governance,” which provides free consultation services, and 52 questions have been dealt with.
(4) 
On-line Report on Current Status of Promotion of Corporate Governance System in Taiwan:

In addition to establishing “Corporate Governance Special Column” onSFI’s website, which introduced the current status of Taiwan’s endeavors in the promotion of its corporate governance system by a Chinese–English materials, the Group updated its content in every June and December to make Taiwan’s efforts in this respect known in every part of the world.   The communication channel with domestic and international corporate governance institutions (including OECD, World Bank, Asian Corporate Governance Association, Corporate Library, European Corporate Governance Institute, International Corporate Governance Network, S&P, and CLSA, etc.) was established, and updates on Taiwan’s corporate governance are mailed to these institutions to facilitate their timely updates on the current status of development of corporate governance system in Taiwan.  As of May 16, 2004, Corporate Governance Association has published 13 issues of e-news, which was published on the 15th day of every month.
II. 
Strengthening of Internal Control and Internal Audit: 
To be in line with the establishment of independent directors and auditing committee, the Group considers it desirable to research the appropriate hierarchy of the internal auditing department.  The research titled as “Analysis and Report on the Hierarchy of Domestic and Foreign Auditing Departments subordinated to Audit Committee or Board of Directors” was made, and the conclusion is that under the existing regulation that a public reporting company in Taiwan should set up internal audit departments subordinated to the board of directors or directly directed by the general manager.  Compared to foreign regulation that internal audit departments are mostly subordinated to CEO or CFO, Taiwan’s regulation adopted a stricter measure in this respect, which is consistent with the opinion of International Internal Audit Association.  Audit committee’s supervision over internal audit departments emphasizes the supervisory function of the internal control system of companies, so it was proposed that the existing regulation under which internal audit departments should be subordinated to the board of directors or directly directed by the general manager should be maintained.  Nevertheless, as soon as the regulations governing the establishment of audit committee are adopted, further research on appropriate hierarchy of internal audit departments will be made.
III. 
Improvement of Board of Directors’ Professional Capability on Business Operation:
(1) 
Research and Amendment to Securities and Exchange Law: 
On June 6, and July 4, 2003 respectively, the Ministry of Finance invited scholars, experts, enterprise representatives and five major industrial and commercial groups to have a symposium on the proposed amendments to the Securities and Exchange Law. According to the consensus reached in the symposiums, on October 16, 2003 amendments to Securities and Exchange Law were submitted to the Executive Yuan for its review in the hope that the corporate governance standard in Taiwan will be improved, that competitive edge of enterprises will be strengthened, and that Taiwan’s corporate governance system will be compatible to that in the international community.  Since the submission of the proposed amendments to the Executive Yuan for its review, the Securities and Futures Commission has kept communicating and coordinating with relevant competent authorities, scholars and experts and making revisions, for the purpose of not only making the amendment more integrated, but also expediting the legislative process.  
(2) 
Amendment to the Authorization Regulations and Relevant Orders of the Securities and Exchange Law: 
After collecting foreign and domestic relevant information in connection with independent directors, independent supervisors, and audit committee, the Group has drawn up drafts of Authorization Regulations and relevant orders of the Securities Exchange Law.
(3) 
Research and Proposal of Independent Directors and Independent Supervisors Election System: 
Other than inviting relevant representatives from government agencies and private sectors to discuss the rules governing nomination and election of directors and supervisors, the Group has sought opinions of the Ministry of Economics several times, the Taiwan Securities Exchange Corporation drew up amendatory reference samples of “Procedure for Electing Directors and Supervisors,” “Rules Governing the Conduct of Shareholders Meeting,” and “Organization Rules for Directors and Supervisors Nomination Committee,” all of which have been promulgated on May 26, 2004.
(4) Review of Qualification and Independence for Independent Directors and Supervisors: 
After inviting all relevant government agencies for a discussion, the Securities and Futures Commission promulgated on September 23, 2003 the qualification for independent director and supervisor; in addition, the Securities and Futures Commission has reviewed the amendments to the listing criteria of the Taiwan Securities Exchange Corporation and GreTai Securities Market.  The independence rules for independent directors and supervisors of the subsidiaries of a financial holding company were discussed and proposed, the comments from Bureau of Monetary Affairs and Department of Insurance were sought, and consequently an interpretational ruling was made on June 8, 2004.
(5) 
Research and Promulgation of “Guidelines for Promotion of Advanced Studies by Directors and Supervisors: 

Taiwan Stock Exchange Corporation conducted questionnaire survey on the issue concerning advanced studies of independent directors and supervisors in all listed companies and made a collective arrangement on opinions of advanced studies of directors and supervisors from all walks of life to propose the “Guidelines for Promotion of Advanced Studies by Directors and Supervisors of TSEC/GTSM Listed Companies,” disclosing the Guidelines before its announcement in August, 2003 for all TSEC/GTSM listed companies, un-listed public reporting companies, and securities underwriters’ reference.  The Group also promulgated “Reference Samples for Disclosure of Advanced Study by Directors and Supervisors of TSEC/GTSM Listed Companies,” the models were put on Market Observation Post System for voluntary disclosure by all companies.
(6) 
Provision of Regular Training Courses to Directors and Supervisors: 

The SFI conducted a series of courses for “directors and supervisors (including independent ones),” including: 1. A 12-hour practice seminar for directors and supervisors (including independent ones) was conducted every month, and 41 sessions of such seminars with 1,262 attendees in the capacities as directors and supervisors have been conducted in northern, central, and southern districts in Taiwan; and 2. 2 to 3 sessions of a 3-hour advanced seminar for directors and supervisors (including independent ones) were held every month, and 31 sessions of such seminar with 993 attendees in the capacities as directors and supervisors were conducted in Taipei and Kaohsiung.   In addition, the SFI was commissioned by private sectors to hold 7 sessions of seminars, 2 of which were conducted in Japanese and in English respectively, attended by 90 foreign and domestic directors and supervisors. Corporate Governance Association also conducted advanced courses for directors and supervisors, and there are 49 hours of credit unit are available now.  
(7) 
Establishment of Directors and Supervisors Pool: 
Other than requiring independent directors and supervisors to register at directors and supervisors pool established by the SFI before applying to be listed, the SFI has also received more sources of talented people through various channels.  Up to the end of May in 2004, 1,308 potential directors and supervisors are registered in the pool, representing an 80% increase rate.  In February 2004, the Ministry of Education exempted college teachers without administrative duties from the restriction on serving as independent directors and supervisors.
IV.
Establishment of Supervisory Mechanism in the Market:
(1) Planning and Implementation of “Evaluation System for Effectiveness of Corporate Governance”
In order to help develop the corporate governance evaluation system in Taiwan and fulfill it on a step-by-step basis, the SFIhas planned to establish “information evaluation system” in the first stage; as for the part of “corporate governance evaluation” in Taiwan, the ROC Corporate Governance Association and Taiwan Stock Exchange Corporation has engaged experts and scholars to carry on research, according to the preliminary results of research and analysis in the implementation, it is proposed that the corporate governance evaluation form should contain the following seven aspects: protection of shareholders’ rights and interests, the transparency of shareholding structure and the composition of board of directors—the ultimate control, strengthen of the powers of the board of directors, fulfillment of supervisors’ function, ensure of the discipline of the management level, respect of interest of the parties concerned, and enhancing information transparency. Relevant evaluation items were developed under these seven aspects.

(2) Improvement of Mechanism for Institutional Investors’ Participating in Corporate Governance: 
The Group edited a booklet titled as “Current Status of Promotion of Corporate Governance by TSEC/GTSM Listed Companies in Taiwan,” and copies of which were sent to three major domestic corporations (securities dealer, securities investment trust, and foreign securities house) and four major funds (Council of Labor Affairs, Executive Yuan/Labor Retirement Fund, the Examination Yuan/Public Service Pension Fund, Chunghwa Post/Post Fund and Council of Labor Affairs, Executive Yuan/Labor Insurance Fund) for their reference.  Moreover, the booklet was translated into English, and copies of which were sent to foreign institutional investors for their reference.  In addition, for securities dealers, foreign capitals, securities investment trusts, and labor insurance fund and retirement fund, three “Advocacy Conference on Institutional Investors’ Participation in Corporate Governance” having mutual communication and discussion with institutional investors were held to encourage institutional investors to participate in corporate governance of invested companies. In order for institutional investors to obtain corporate governance information and enhance the effectiveness of participating in corporate governance,  an integrated information platform on corporate governance information has been established on February 27, 2004.

(3) 
Proposed Incentives for Companies with Outstanding Corporate Governance System: 
The Group proposed the preliminary incentives through collecting foreign information concerning the incentives and seeking opinions from the relevant government agencies; it also conducted information disclosure evaluation enabling investors to enhance their powers of making use of market mechanism for supervision.
V. 
Enhancement of Information Transparency
(1) 
Implementation of Information Disclosure Evaluation System: 
With the constitution of Information Disclosure Evaluation Committee, the inquiry of relevant opinions from scholars, experts, professional investment organization, and listed companies, and the reference of the operation of international information disclosure evaluation and our nation state, the following achievements have been made: planning to establish and complete a “information disclosure evaluation system” which is appropriate to our nation state and connecting with the world, making objective evaluation on listed companies’ information transparency, and announcement of the first information disclosure evaluation results on May 10, 2004, evaluating 611 TSEC listed companies and 308 GTSM listed companies, and the evaluation results were for investors and market managers’ reference.
(2) 
Review of Criteria Governing Information to be Published in Annual Reports and Prospectus: 

The Group has revised the Criteria Governing Information to be Published in Annual Reports and Prospectus on December 30, 2003, strengthening relevant information disclosure on every rights and interests measure of employees adopted by corporate directors, supervisors, and the corporate, the disclosure of information concerning TSEC/GTSM corporate governance operation status, and enhancing corporate information transparency.
(3)
Enriching the Content in the Website of Market Observatory Post System: 
In order to strengthen the searching function and make it convenient for investors to use, the establishment of Market Observatory Post System was under discussion and completely revised in January, 2004.  The Corporate Governance Special Column was put on the system, which discloses information as follows: the concurrent positions of independent directors and supervisors, the status of directors and supervisors’ attendance of the board of directors, and the status of directors and supervisors’ advanced studies, so as to enhance the convenience of investors’ searching. In addition, the searching system of the English version of Market Observatory Post System was strengthened and many functions were added, including: the searching methods, increasing corporate basic information content, and the mainland investment information and the collection table, etc.
(4) 
Review and Amendment to Relevant Regulations Governing Disclosure of Important Information:
After inviting relevant authorities for discussion, Taiwan Stock Exchange Corporation added “the current posts of the independent directors and supervisors and the names of the corporates of which they are concurrent corporate independent directors and supervisors” to “Regulations Governing Information Reporting by Listed Companies”. Taking overseas declaration regulations of the condition of directors and supervisors’ advanced studies as reference, it researched and made the declaration system of “the advanced studies situation of directors and supervisors in listed companies.” Taiwan Stock Exchange Corporation and GreiTai Securities Market have also announced the revision of “Regulations Governing Information To Be Reported by TSEC/GTSM Listed Companies” in December, 2003, strengthening the content of TSEC/GTSM companies’ corporate governance information disclosure.
(5) Strengthening Disclosure of Enterprise’s Reinvestment and Overseas Investment: 
The revisions of relevant regulations of “Verifying and Public Dealing Process Governing Important Information by Listed Companies,” “Operational Process Governing Important Information Press Conference by Listed Companies,” and “Regulations Governing Information Reporting by Listed Companies” have been announced in August, 2003 and were put into practice on January 1, 2004. Relevant advocacy meetings were also held in January, 2004. Besides, in order for establishing the supervision and management mechanism in important subsidiaries, the “Regulations Governing Information Reporting by Listed Companies” was revised in March 2004 and relevant managing reports were scheduled to strengthen the publicity of the mainland investment and overseas investment information and enhance the information publicity of important subsidiaries (including important information, monthly operation condition, and the explanation of basic information and change.)
VI.
Promoting Internationalization of Corporate Governance System
(1) Arranging International Corporate Governance Councils: 
The Taipei corporate governance forum has been arranged on November 26, 2003, inviting representatives from international organizations and corporate governance research units and directors and supervisors of domestic listed companies to attend. The participating representatives amounted to 548 persons. All attendees were given one copy of Taiwan corporate governance Chinese and English combined edition for reading so as to enable them to completely understand relevant important laws and regulations for promoting corporate governance in Taiwan. In addition,  Taipei capital market research and study courses was held in 2003, in addition to 39 representatives from securities and futures supervisory organizations and self-regulated organizations from 16 countries, these courses were also opened to media press and outsiders (amounting to 70-odd participants.)

(2) 
Active Participation in Corporate Governance International Conference: 

Delegates were appointed to participate in Asian Capital Market Reform Round Table Council and Corporate Governance Asian Round Table Council conducted by OECD in Tokyo, Japan from 18 to 20 of November, 2003.
(3)
Collection of Relevant Regulations of International Corporate Governance: 
Since November, 2003, the international corporate governance development message is sent through Internet and e-mail bimonthly and books, periodicals, and newspaper clippings in corporate governance aspect are collected periodically. Up to the end of April, 2004, SFI Library has sought and collected 533 relevant newspaper clippings of corporate governance, 43 western periodicals, and 108 Chinese periodicals, purchasing corporate governance Chinese and English books amounting to 27 volumes. Besides, relevant information of “Korean Office Governance Index (KOGI)” and Singapore Corporate Transparency Index （Corporate Transparency Index）are collected for the discussion of the feasibility of adopting similar methods in Taiwan.

VII. Improvement in Corporate Accounting System
(1) 
Strengthening Independence of CPAs: 

The “Guidelines Governing the Preparation of Financial Reports by Securities Issuers” was revised so that CPAs office expenses information should be disclosed to enable people who read the table to self-evaluate, instead of being provided by the auditing service, the influence of non-audit service supply on the independence of CPAs. The “Operational Process Governing the Check and Approval of Financial Reports by Listed Companies” was also revised to promote periodical rotation of CPAs in listed companies and enhance the justice and objectiveness of auditing opinions. In addition, National Federation of CPAs Association of ROC, by consulted the regulations of International Federation of Accounts (IFAC), made the “fairness, justice, objectiveness, and independence” of Statement of Professional Morality Regulation 10. In addition to connecting with the world, this statement will make CPAs more independent, objective, and trustworthy, giving feedback to the public’s expectation of the independence of CPAs.
(2) 
Accounting Principles Compatible to International Ones: 

Accounting Research and Development Foundation has announced Statement of Financial Accounting Standards 33, which is “Accounting for Financial Assets’ Transfer and the Diminishing of Liabilities,” and 34, which is “Accounting for Financial Products.” The revision of the Statement 7, which is  “Consolidated Financial Statements,” has been placed in the 2004 working plan.
(3) 
Acceleration of the Revision of CPAs Law: 
The CPAs Law will be overhauled by increasing 36 new articles, deleting 10 articles, revising 38 articles, and articles in draft amounted to 77, amending the de jure responsibility of federation CPAs business office, making relevant regulations on the organization patter of corporate CPAs business office and relevant mechanism, strengthening the independence and function of CPAs, and strengthening the organization and function of National CPAs Association. The draft CPAs Law will be delivered to the Executive Yuan for examination on August 8, 2003.
(4) 
Strengthen of CPAs Self-Regulated Management: 
In order to implement the promotion of CPAs integrated auditing qualification work, the “Evaluation Methods of CPAs Auditing Business Affairs” were revised twice on July, 18th, and December, 18th, 2003 respectively. There are 29 CPAs business offices submitting applications at present. The four major CPAs business offices in Taiwan (Deloitte & Touche, KPMG, PWC, and Ernst & Young ) all have registered to participate in the evaluation of the same business with the expectation to complete the integrated auditing qualification evaluation work before June 30, 2004.

(The English translation is provided by the Lexcel Law Offices)
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