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Looking Back over 10 Outstanding Meetings

Looking Back over 10
Outstanding Meetings

Introduction

There is a classical Chinese expression: “With a mirror of bronze, you can
straighten your shirt and hat. With a mirror of history, you can comprehend
what makes and breaks a nation.”

Taiwan's pursuit of corporate governance can be traced to the financial crisis of
1997. Back then, nations around the world held that Asia’s inadequate corpo-
rate governance had helped to ignite the crisis. In the years that followed, more
and more scandals would highlight the importance of corporate governance.
From the Enron scandal to the global financial tsunami in 2008, the world saw
repeated demonstrations of how inadequacies in corporate governance led to
dangerous outcomes. In an era of global interconnectedness, inferior corporate
governance no longer merely affects the company itself. It can spread to affect
the stability of the entire global financial system.

Consequently, to promote corporate governance and ensure that proper adop-
tion of it will raise the operational competitiveness of companies in Taiwan, the
ROC'’s Financial Supervisory Commission (FSC) began holding the Taipei Cor-
porate Governance Forum (TAICGOF) in 2003, inviting internationally known
financial institutions, corporate governance experts and corporate managers.
In addition to facilitating exchange about the latest developments in corporate
governance, the event also allows the government to get expert advice as it
draws up related policies.
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First Taipei Corporate Governance
Forum

Lowering Family Influence, Strengthening
Corporate Governance

How family businesses go about employing cor-
porate governance is extremely important for
Asian nations because many large exchange-list-
ed companies in the region, as well as many small
and medium-sized enterprises, are family firms.
There are numerous issues to consider with re-
gard to running family firms, such as how and
where to draw the line between the family and
the business, and how to handle management
succession. What is more, both already traded
companies (whether exchange-listed or OTC), as
well as small and medium-sized enterprises that
aspire to soon become traded companies, must
adopt proper corporate governance in order to
meet regulations governing board structures.
Good corporate governance has thus become a

prerequisite for the success of Asian enterprises.

Clearly Defining the Responsibilities of
Boards and Management

How to go about strengthening the structure of a
board has long been a top concern of corporate
governance in advanced nations. To strengthen
the functions of the board, the most effective
principle in corporate governance is to clarify the
duties and authority of the board as opposed

to those of the management hierarchy. It is an
equally step is to design a board structure that
enhances the firm’s corporate values and raises
the ethical content of the board members' strate-
gic decisions and sense of duty.

Apart from the objectives of fairness, transpar-
ency, and trustworthiness, the basic principles of
corporate governance should be aimed at instill-
ing a sense of responsibility. More specifically,
apart from striving to treat all shareholders fairly,
to maintain a high level of transparency, and to
raise the company'’s reputation for trustworthi-
ness, executives should also actively seek to en-
gage in ethical stewardship.

Balancing Rights of Shareholders and
Stakeholders

Corporate governance should emphasize risk
management, checks and balances, and the
adoption of good policies. Consequently, share-
holders, directors and management should share
the collective goal of developing and setting high
values for corporate behavior. Excellent corporate
governance should give shareholders ample ac-
cess to all information about a company. It should
allow shareholders to provide suggestions at
shareholder meetings so that they can participate
in charting corporate policy.

Stakeholders in a company include staff without
ownership shares, creditors, and suppliers. Man-
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agement and directors must treat stakeholders
fairly and meet their responsibilities to them as
spelled out in corporate, labor, contract and
bankruptcy laws, but Taiwan often places more
importance on cultural norms than legal require-
ments. When companies make hiring and promo-
tion decisions based on seniority and connections
in industry and government rather than expertise
and experience, stakeholders may receive exces-
sive protections. It then becomes impossible to
reconcile the interests and rights of shareholders
and stakeholders.

Good Corporate Governance Can Raise a
Firm’s Image

Over the last two years, Taiwan has actively
emphasized promoted corporate governance
reforms, and these efforts have already clear-
ly begun to bear fruits. Corporate governance
challenges facing Taiwan that have yet to be well
addressed include the following: low ratios of
institutional investors, inadequate protections
for minority shareholders in family-run firms, defi-
ciencies in performance-based culture, key indus-
tries or enterprises that remain under the state’s
control, and insufficient transparency about listed
firms’ investments on mainland China.

Generally speaking, corporate governance in Asia
is on the ascent. The keys to success or failure
may well lie in coming to terms with the owner-
ship structure, which is quite different than those
found in US and British companies. Most Asian
companies, for instance, started as family firms,
and ownership remains concentrated among
family members, with major shareholders serving
in important management positions. In a place
with a vastly different corporate cultural back-
ground, how does one go about implementing
Anglo-American-style corporate governance? It's

an important question.
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Second Taipei Corporate Gover-
nance Forum

Building Corporate Governance that Suits
the Locale but Meets International Norms

Many of Taiwan’s small- and medium-sized firms
are under family control. Although there is no
clear-cut definition of the term “family business,”
it does behave differently with regard to corpo-
rate governance. Although family firms may end
up hiring professional managers, the influence of
the family will remain great. Many first-generation
entrepreneurs demonstrate outstanding perfor-
mance as managers. These founders combine the
rights and duties of ownership with those of man-
agement. That concentration of power provides
the family with greater resources and assists with
the rapid development of the company. Conse-
quently, family firms typically have excellent long-
term expansion plans and control over costs, and
because control is so concentrated, policies are

effectively adopted in a timely manner.

For these family firms, sustainable growth in
corporate value and performance ultimately de-
pends upon access to a robust capital market
where they can raise capital. Cross holdings must
be kept to a minimum if companies are to avoid
falling prey to corporate corruption. Only when
family shareholders and minority shareholders
have mutual interests can a company remain sta-
ble and achieve sustainable growth. Governments
need to establish an excellent legal framework for
companies to follow when establishing their own
corporate governance policies. Moreover, only
when the board of directors—a company'’s high-
est corporate body—underscores the importance
of corporate governance can the company’s cor-
porate governance policies be implemented ro-

bustly.

Equitable Board Structures Make for High
Valuations

Joongi Kim, a professor at Yonsei University
in Korea, notes that currently, when no open
shareholder vote is needed to elect or remove a
director, a minority of shareholders—as few as
1%—can select the chairman of the board. This
situation is hardly fair. He recommends changing
the current method for electing the chairman of
the board, so that at least a simple majority of
shareholders must consent to a chairman’s ap-
pointment. When it comes to selecting both in-
side and outside directors, there should be differ-
ent sets of criteria to prevent choosing the wrong
persons for the job; however, there should not
be especially lax or strict requirements for candi-
dates of particular backgrounds.

With regard to directors’ remuneration, the sug-
gested approach is to disclose bands or upper
bounds of compensation. Even more basic is the
need for public disclosure about directors’ partic-
ipation at board meetings. As to the problem of
overlap among independent directors, corporate
controllers, and members of audit committees,
the Grand Justice Yu Xueming has explained that
the concept of independent directors in Taiwan is
gradually taking hold and is coming into conflict
with the preexisting systems of controllers and
auditors. Yu believes that Taiwan is still in a cor-
porate governance transitional period, and that
once the transition is completed there will no lon-
ger be corporate controllers, or they will be given
different duties.

Adopting International Standards,
Strengthening Oversight

Corporate governance policy should be formulat-
ed in accordance with international norms. What's

more, accountants provide an importial and ob-

jective perspective that is essential for assuring
that investors are treated fairly. International stan-
dards, while they may not be perfectly accurate,
will continue to improve. The hope is that Hong
Kong, Europe and indeed all the nations of the
world will end up using the same standards, and
that there will be integration of the International
Accounting Standards with the Generally Ac-
cepted Accounting Principles used in the United
States.

After the Enron collapse, the Association of Inter-
national Accountants established a taskforce in
2002 to promote the idea that accountants were
public servants. Examining fraud at Enron, it is
clear that much of the problem stemmed from
a lack of internal oversight. From accountants’
standpoint, it is important to establish the in-
dependence of auditors and to spell out clearly
their relationship to the company. Establishing
appropriate distance is essential. Aiming to revive
the public’s confidence in capital markets and in
the work of accountants, the Association of Inter-
national Accountants has also promoted interna-
tional auditing standards.

Third Taipei Corporate Gover-
nance Forum

Implementing Corporate Governance, Cre-
ating Investment Value

There is no panacea for corporate governance
ills, no secret recipe for success, and no set of
principles that is applicable everywhere. In other
words, corporate governance principles must be
employed flexibly to meet the particulars of local
situations. Take, for instance, the United States.
Because the equity in American capital markets
is extremely dispersed, it has given rise to strong
corporate management. The issue there is how
to balance the powers of widely dispersed weak
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shareholders against those of relatively strong
corporate management. Among European com-
panies, major stockholders typically hold their
shares for the long term, and newer sharehold-
ers are a minority. There, defending the rights
of small shareholders is paramount. Corporate
governance issues in Asia are quite different from
those of the United States and Europe. Here the
key issues are those peculiar to family or state-run
firms.

Exchanges Offer Protections to Investors

The New York Stock Exchange in the United
States has exacting standards. Its requirements
for an exchange listing go beyond information
about financials and ownership dispersion; it
also makes stringent demands about corporate
governance. Recently, it has introduced the eGo-
vDirect system which gives companies access
to a computer network that helps them to effi-
ciently meet NYSE's requirements for corporate
governance compliance. What's more, through
this system, companies can access information
about the qualifications of other companies’
board members and candidates and make com-
parisons. Companies that are late in filing must
explain what steps they are taking to remedy the
situation. So far more than 1,000 companies have
used the system to file reports.

More and more international investors are real-
izing that corporate governance, by raising the
accuracy of financial information, can in turn
raise shareholder value. Take Russia, for instance.
The amount of foreign capital that Russian mar-
kets have attracted is proportionally low largely
because Russia lacks a corporate governance
concept. Foreign investors worry that their in-
vestments won't be sufficiently protected. On the
other hand, as Brazil's economy has boomed in
recent years, many large family firms have been
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among the first to reap the rewards. Although
most previously suffered from poor corporate
governance, firms that have made impressive
advances on that score in recent years by openly
providing information to investors have gradually
come to be regarded as good targets for invest-
ment. Consequently, since corporate governance
can successfully attract investors and raise share-
holders’ rights, every company should firmly im-
plement corporate governance in order to main-
tain its competitiveness.

Many Asian economies rank among global lead-
ers in terms of growth, but corporate governance
in the region still lags far behind what is com-
mon in Europe and the United States. In addition
to widespread corruption in the legal system,
most Asian companies are family firms. Among
family-owned conglomerates, there is a serious
problem of cross holdings. For instance, before
the Asian financial crisis, firms affiliated with the
LG group in South Korea invested heavily in each
other and that led to problems. After the crisis, to
improve its corporate wellbeing, LG introduced
corporate governance principles and restructur-
ing to reduce cross holdings.

Localized Corporate Governance Effec-
tively Raises Corporate Value

Joe Longo, the General Counsel for Deutsche
Bank AG, Asia, explains that as Deutsche Bank
expanded its Asian operations, it has set up
various regional committees, dividing up duties
in accordance with staffers’ expertise and then
proceeding with oversight and administration.
Deutsche Bank Asia especially emphasizes the
importance of three committees: the Asian Area
Executive Committee, the Asian Area Corporate
Governance Committee, and the Asian Area
Operations Committee. Among these, the Cor-
porate Governance Committee is responsible for

overseeing higher level staff in charge of internal
controls, legal matters, and risk management re-
garding corporate reputation, as well as handling
corporate ethics and matters involving gover-
nance structures specific to individual nations and
locales.

It is well understood that corporate governance
can build corporate value, but whether or not it
does raise value largely depends on first finding
corporate values. Only then can corporate gov-
ernance emphases and directions be set and the
authority and duties of the board be properly bal-
anced against those of management. In that man-
ner the value of the company can be raised, and
it will be possible to effectively bring into play
the functions of the board of directors as well as
those of secondary boards and committees.

Fourth Taipei Corporate Gover-
nance Forum

Reflections on the Financial Crisis: Corpo-
rate Governance is a Global Trend

In recent years the Financial Supervisory Commis-
sion has made great efforts to promote corporate
governance norms that align with international
standards. This includes increasing protections of
stakeholders’ rights, strengthening the system of
independent board members and audit commit-
tees, stipulating regulations for board meetings,
and increasing the responsibilities of those who
file corporate financial reports. As well as requir-
ing certain qualifications of chief accountants at
hiring and then they must continue to receive
training.

Raising corporate governance standards and
competiveness can be achieved through revis-
ing the Securities and Exchange Act and other

related laws and promoting the establishment

of independent directors and audit commit-
tees. A good certified assessment of corporate
governance quality that provides investors with
information about the comprehensiveness of a
company'’s corporate governance would be help-
ful in terms of allowing institutional investors to
bring to bear their powers of market oversight to
strengthen the corporate governance quality of
exchange-listed firms. Consequently, the ROC's
Financial Supervisory Commission has continually
put the establishment of a corporate governance
assessment and certification system as one of its
administrative priorities.

On July 8 of 2005 The Taiwan Corporate Gov-
ernance Association published Taiwan’s first set
of mechanisms and methods for its corporate
governance assessment and certification system,
and it began to encourage exchange-listed com-
panies to apply for assessment and certification.
The corporate governance systems of the apply-
ing companies underwent expert assessments to
determine if they met certain standards for certifi-
cation, in which case they were awarded CG6002
certification. When companies participate in the
corporate governance assessment and certifica-
tion process, the assessors, apart from looking
at various benchmarks, also offer their expert
opinions, making suggestions about how compa-
nies can strengthen their corporate governance.
Therefore, the corporate governance assessment
and certification process not only helps a compa-
ny to establish a comprehensive corporate gov-
ernance system, but it is also effective in making
the company more appealing to both foreign and
domestic investors.

Globalization of Private Equity Needs to
Be Managed

Currently there is relatively little information or
global research about private equity funds. Apart
from Britain’s Financial Services Authority, which
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in 2006 identified seven risks associated with pri-
vate equity funds; an area where most nations’
financial regulators are still strangers to private
equity funds. As a consequence, private equity
has become a global financial issue. Nation Union
has pointed out that many private equity funds
could have a negative impact on capital markets.
In particular, their potential for undermining the
financial integrity of banks should not be over-
looked. Today, are there not excessive amounts
of “hot money” looking for increasingly few in-
vestment opportunities? How to bring awareness
to the risks posed by private equity funds and the
negative impact they can have on the banking
system is an issue to which financial regulators
need to pay attention.

Fifth Taipei Corporate Governance
Forum

Corporate Governance Begins with Ethics

David Knott, chairman of the Australian Securities
and Investments Commission, pointed out during
the meeting that ethics and honesty are the driv-
ing force behind corporate governance, which
aims to encourage objectivity and independent
judgment and to discourage decisions and strat-
egies that are unfairly designed for personal gain.
Although it is rooted in a very simple perspective,
if advanced in a properly thought-out manner,
corporate governance can have an impact that
far surpasses that of today’s oversight and regula-

tions.

David Knott believes that the recent trend is to
have regulations play the leading role in the over-
sight structure. In some nations regulatory com-
pliance is strictly required of all publicly traded
firms, whereas in other nations publicly traded

firms are only required to explain to shareholders
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the reasons for their non-compliance. Furthermore
some nations overseeing agencies are required
to investigate and approve instances of non-com-
pliance, whereas in others, companies are only re-
quired to file paperwork about non-compliance.

The relative quality of risk management and inter-
nal controls is in fact determined by the demands
made by a company itself and the oversight it
carries out. Once a company is unable to exercise
effective internal oversight, the external market
will, via actual investment behavior, demonstrate
its own oversight authority.

A series of financial crises has repeatedly high-
lighted the importance of board oversight of
corporate operations and risk management. In
addition to growing deep roots for corporate
culture and values, and strengthening boards of
directors’ risk management and detection efforts,
it is also necessary to consider what limitations
boards might face in various kinds of circumstanc-
es.

The U.S. Sarbanes-Oxley Act requires that boards
of directors publicly announce their “insider
trading policies and guidelines.” Should Taiwan
follow suit? In fact, after Sarbanes-Oxley went
into effect, many CEOs and boards alike felt
frustrated because it was beyond their abilities
to draw up such policies and guidelines. What's
more, implementing a company’s policies and
guidelines about insider trading requires that the
company first have comprehensive internal con-
trols and procedures for regulatory compliance.
Taiwan’s companies are mostly still in the early
stages of creating these. There are still too few
staff members with the requisite experience and
professional expertise. If we want to demand that
companies follow this system, then corporate
management must first acknowledge the necessi-
ty of regulatory compliance.

Sovereign Wealth Funds and Management
of Global Financial Markets

Over the past few years, there has been continual
discussion in Taiwan's finance community about
the role that private equity funds, hedge funds
and sovereign wealthy funds play in capital mar-
kets. In particular, the ROC government's interest
in expanding the National Development Fund
has attracted a lot of attention over the past few

months.

The National Development Fund originated as a
national venture capital fund. This money largely
helped to support the development of the high-
tech industry in Taiwan. Taiwan Semiconductor
(TSMC) was the most famous recipient of fund-
ing. The fund not only fostered the development
of industry; it also earned high rates of return.
Recently, the government has decided to expand
the scope of the Executive Yuan's National De-
velopment Fund from the current NT$200 billion
(US$6 billion) to NT$1 trillion (US$ 33 billion). In its
basic character, the National Development Fund
is a lot like a sovereign wealth fund. Repetition, in
government, the finance community and media, it

has been receiving a lot of attention.

What's more, Taiwan's yield curve is relatively
flat. This may be the result of banks’ excessive
deposits and the difficulties they face in lowering
deposit rates. Therefore, the focus should be on
raising the efficiency of how national funds are
employed and on raising banks’ effectiveness.
Currently, Taiwan has 38 banks, but only two
of those have sufficient numbers of branches.
Therefore, reducing the number of banks through
mergers would strengthen the banking system.

Currently, the capital managed by the Central
Bank of the ROC (CBC) is earning enough to pay
interest, but in the future there needs to be a
comprehensive plan that demonstrates greater
concern for rates of return while still paying prop-
er heed to financial stability.

Sixth Taipei Corporate Gover-
nance Forum

Remuneration Norms and Risk Manage-
ment

The concept of corporate social responsibility
(CSR) demands that a company “integrate socially
responsible goals into its operations at the same
time it strives for profits.” With companies facing
hard times in nations around the world, it is no
easy feat both to make money and to be socially
responsible.

Internationally, CSR is being increasingly cham-
pioned and practiced. The trend demonstrates
that investors are moving from an exclusive con-
cern for profits toward a concern for profits that is
combined with other considerations.

Creating Director Remuneration Systems,
Avoiding Operational Risk

Aiming to create profits for shareholders, some
companies offered inappropriate incentives to
senior managers or directors that were ultimately
partly responsible for the 2008 global financial
crisis. To prevent such outcomes in the future,
people need to look squarely at how short-term
incentives can constitute a bad influence and
harm corporate operations in the long run.
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Corporations can’t be expected to completely
avoid all risk, but poor incentive structures ele-
vate systemic risk by encouraging managers to
focus on short-term performance targets at the
expense of long-term corporate health. Ultimate-
ly, this focus either harms bondholders’ interests
or rewards bondholders and shareholders insuf-
ficiently even when high-risk moves do lead to
anticipated profits.

Now let us turn to look at the current system of
remuneration for directors and controllers from
the perspective of corporate bondholders. Pre-
vious research and surveys have demonstrated
that in markets where corporate governance has
matured, corporate management tries to strike
a balance between the interests of bondholders
and the interests of shareholders, and works to
protect the long-term interests of bondholders
so as to build the company’s good reputation in
the international bond market. In contrast, when
companies have flawed corporate governance,
management will tend to stress shareholders’
interests, adopting decision-making models that
emphasize short-term profits and opportunism
while overlooking or sacrificing the interests of
other investors.

Consequently, when companies set remuneration
packages for directors and controllers, they must
pay special attention to the issue of fairness, bal-
ancing the importance of long-term and short-
term performance and creating benchmarks for
measuring and rewarding performance, as well as
considering whether those measures are aligned
with industry standards.

Capital Flows to Taiwan, Domestic Inves-
tors’ Rights

Under the impact of globalization, many com-
panies don’t necessarily conduct the majority
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of their business in the nation in which they are
listed on an exchange. Thus, with the aim of both
making its stock exchange more international and
increasing the competitiveness of its investment
climate, Taiwan is opening up its capital markets
and encouraging foreign companies to become
listed on the TAIEX.

The stock exchange's effort to attract more for-
eign investment is expected to have a positive
impact on expanding Taiwan’s capital markets.
Taiwan is coming in line with nearby advanced
nations, and other contries have noted its efforts
to attract more investment capital from abroad.
Yet problems caused by inadequate laws and
regulations still exist. How to go about attracting
capital and listing foreign firms while at the same
time protecting the rights of domestic investors
will require a set of widely accepted norms and
standards. What's more, those standards must
meet the demands of the present-day investment
environment and ensure that the regulations
governing market listing are aligned with interna-
tional standards. Before bringing in more interna-
tional capital, putting foreign firms on the Taiwan
Stock Exchange, and opening Taiwan to interna-
tional capital flows, it is first necessary to erect
a domestic regulatory framework. Furthermore,
companies must be required to follow those reg-
ulations. It's extremely important not to sacrifice
investors' rights while expanding the nation’s cap-
ital markets.

Seventh Taipei Corporate Gover-
nance Forum

Sharing Effective Real-World Models of
CSR

For the last ten some years, most Asian nations
have carried out corporate governance reforms.
These reforms have included the adoption of laws

modeled on those of advanced industrial nations,
the introduction of outside directors and audit
committees, and the introduction of mechanisms
that strengthen shareholders’ rights such as sub-
rogation lawsuits, class-action lawsuits, and cu-
mulative voting systems. These reforms have had
a significant impact. For instance, by 2011 most
Asian companies had already adopted gover-
nance systems featuring independent directors.

The problem with corporate governance in Asian
nations is that its principles have not been firmly
put into practice. There are several reasons for
coming up short: Shares are excessively concen-
trated (because of too many family firms). There
is the moral hazard created by shareholders with
controlling interests (when the control exercised
by family shareholders exceeds the value of their
stock shares). There are problems with unfair re-
lated-party transactions. Banks, rather than capi-
tal markets, are the main financing channels, and
regulatory enforcement is weak (such as when the
oversight system isn't entirely independent). Fi-
nally, shareholders are often unable to fully realize
their legal rights (when legal procedures are ei-
ther too complicated or too expensive to under-
take). After the financial crisis, Asian nations took
major steps forward in terms of corporate gover-
nance. If there is to be more progress, apart from
the initiative shown by corporate management to
adopt corporate governance, there also needs to
be a push from the government, a suitable regu-
latory system and support from shareholders.

Leaders Push CSR and Sustainability

It used to be that companies overwhelmingly em-
phasized maximizing profits, and when compa-
nies did devote some of their energies to doing
good, economists would criticize them for acting
against their shareholders’ interests. Today cor-
porate social responsibility (CSR) is growing in-

creasingly important, and it is an important topic
of discussion both in industry and in government,
to the point where a separate chapter devoted to
it in company annual reports is now de rigueur.

Corporate performance is no longer limited to
economic performance. Environmental perfor-
mance and social performance are also consid-
ered. For instance, problems connected to the
extraction of the natural resource of oil has led to
rising gasoline prices, and climate change has led
to crop shortages and the rising price of grains.
Companies reliant on these supply chains have
been greatly affected. Companies should work to
find resolutions, and to establish audit commit-
tees, compensation committees and nomination
committees, so as to foster sustainable oversight.

A Systematic Approach to Remuneration

The Taiwan market differs structurally from the
global market. Because 70% of shares in Taiwan
are held by individual investors, it makes it that
much harder to establish a widely recognized ba-
sis for compensation here. The salaries and com-
pensation of both directors and senior managers
are of concern to investors. To attract more for-
eign investors, adoption of compensation-setting
systems that are in sync with those used abroad
will become increasingly important.

“Independence” is a key requirement of people
on compensation committees, but what exactly is
“independence”? In addition to being indepen-
dent in terms of duties and salary, they must also
have expertise and relevant knowledge to offer
the executive director. If the compensation-set-
ting system is to be as rational and fair as possi-
ble, then the compensation committee members
ought to be able to draw on knowledge about
internal performance management and ought to
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possess suitable qualities for the job. They should
weigh the importance of both CSR and corporate
governance and reflect upon the market situation
to provide the company with feedback grounded

in economic and industrial expertise.

The Need for Better Compensation Tools

Current regulations in Taiwan require companies
to establish compensation committees, and com-
panies are gradually coming to understand the
convenience of using compensation committees
made up of independent directors. To become
even more competitive, Taiwan ought to provide
companies with appropriate compensation tools
so as to link the compensation of director-man-
agers with the company’s future performance.
Currently existing compensation tools in Taiwan,
such as employee stock options, aren't very tight-
ly connected to the company’s future operations
and performance. In providing companies with
suitable compensation tools, Taiwan still has kind

of negative room for improvement.

Eighth Taipei Corporate Gover-
nance Forum

Welcoming the Challenges of Globaliza-
tion, Reconsidering Investor Protections

Nations around the world are actively engaging in
wide-ranging discussions about corporate gover-
nance. Understanding what domestic executives
and international experts have to say about cor-
porate governance, including what they have to
say about successes and difficulties in implemen-
tation, can help the authorities promote mod-
els of corporate governance best suited to the
national situation but still in keeping with global

norms.
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The key factor to successful corporate gover-
nance lies in establishing trust with investors and
society at large. Boards of directors must confront
a wide variety of issues, including the following:
How does the company adjust policy to adapt to
environmental change? How does it recognize
and manage risk? How does it assess its mergers
and acquisitions strategy? How does it recruit
and train personnel? Can the company maintain
growth in the face of change? Can it survive reg-
ulatory changes? Does management have good
lines of communication with shareholders?

In terms of the board structure, the greater em-
phasis in recent years on the financial and man-
agement qualifications of board members and the
greater numbers of independent board members
from famous international firms demonstrate that
internationalization has increased. What's more,
man hours are increasing as directors are putting
more time into managing their companies. Di-
rectors must focus on setting strategies to tackle
the challenges that their companies face. Putting
increasing expectations and responsibilities on
boards is a global trend. Via constant exposure to
promotional campaigns and education, managers
are gaining a better understanding about their
responsibilities. What's more, government regula-
tions will continue to evolve toward balancing the
powers of boards and management. Only with
cooperation between oversight institutions and
institutions with professional expertise can there
be strong regulatory reforms in the area of corpo-
rate governance.

Challenges of Globalization, Keys to Cor-
porate Sustainability

With growing attention given to such global is-
sues as energy, climate, the economy, and natural
resources, green growth is sure to play an in-
creasingly important role in the global economy.

With CSR as well as low-carbon and sustainable
development practices integrated into corporate
management, companies will be marching down
the road toward global sustainability as continued
developments are made in the realm of renew-
able energy. In the next decade there will be in-
creasing numbers of reports on sustainability that
discuss in practical terms how to combine strate-
gic decisions and corporate sustainability in eco-
nomic development. Carbon footprint disclosure
and water-use disclosure are becoming increas-
ingly important. Low-carbon development both
imposes costs and offers opportunities. Decisions
about how to go about achieving a low-carbon
future are the kind of strategic decisions that are
the responsibility of boards of directors. Many
leading companies have already begun to formu-
late low-carbon strategies under the belief that
these can help to achieve both CSR and sustain-
able development objectives.

Reporting forms have long put the emphasis on
financials, but in the future everyone will also
want to know about the results of a company’s
CSR and environmental responsibility efforts.
Looking a head, companies’ operational reports
will include reports on both finances and other
non-financial matters. Assessment frameworks
that measure exchange-listed companies’ pro-
gress with regard to sustainability, such as the
Dow Jones Sustainability Index and the Carbon
Disclosure Leadership Index, are gradually ma-
turing. Each has its own system of values that it
wishes to highlight. These indexes take into ac-
count information and data about corporate gov-
ernance, produced goods, innovation, personnel
and corporate philosophy.

Introducing e-Voting and Lifting Voting
Restrictions

So that information about board meetings is fully
disclosed and transparent, Hong Kong and main-

land China have already formulated written regu-
lations that mandate voting by poll and disclosure
of results. Singapore and Thailand also encour-
age exchange-listed companies to adopt voting
by poll. Most of the companies in the region
believe that voting by poll is inefficient and cost-
ly, but Hong Kong and Singapore have already
done a good job of implementing voting by poll,
as well as putting into place related systems and
operations. Their experiences clearly show that
voting-by-mail and voting-by-poll systems allow
shareholders to use the Internet to participate in
shareholder meetings and to exercise their rights
without regard to limitations of time, space or dis-
tance. Adoption of these voting systems not only
raises the efficiency of shareholder meetings, but
it also achieves the objective of encouraging par-
ticipation.

Ninth Taipei Corporate Gover-
nance Forum

Improving Corporate Governance and Es-
tablishing Corporate Sustainability

Financial institutions, by allocating and con-
trolling massive amounts of capital, have a huge
impact on all levels of society. After the global
financial crisis, it has been necessary to develop
more comprehensive and effective ways of over-
seeing financial institutions. Corporate executives
are duty bound to engage in sustainable man-
agement. From this standpoint, corporate gover-
nance serves as the foundation for fulfilling both
corporate and social responsibilities, and it is an
absolute prerequisite for sustainable manage-
ment.

David Wright, the secretary-general of the Inter-
national Organization of Securities Commissions,
points out that the financial crisis shaved 15% off
global GDP. It had a huge impact, and it created
massive unemployment; nevertheless nations
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have different markets, different regulations, dif-
ferent oversight systems, and different systems of
industrial organization and structures. Developed
nations are different from developing nations.
In particular, the world lacks an international
oversight institution able to shoulder the duty of
pushing for market reforms on a global scale.

The first issue is one of resolution. How, for in-
stance, does one solve the problem of financial
institutions that are “too big to fail”? Is the use of
taxpayer money to bail out financial institutions
fair? On this topic, the most pressing current is-
sue is the question of cross-border oversight of
financial institutions. Typically, failing financial
institutions are not simply a domestic concern. If
you want to resolve problems caused by the fail-
ure of major financial institutions, then authorities
from different nations need to work in concert.
The trouble is, they always have differing inter-
ests. How to establish mechanisms of mutual
trust among oversight institutions with different
jurisdictional authority is currently the biggest
challenge in this area.

Secondly, there is the issue of how to globally im-
plement the regulations governing banking capi-
tal outlined in the Basel Accords. Are the regula-
tions governing the leverage ratios of banks fair?
How should nations adopt and apply standards
about capital mobility and risk-weighted assets?
How can the various standards covered by the
Basel Accords be integrated into a coherent gen-
eral framework?

The third issue involves over-the-counter (OTC)
stocks. Currently, everyone agrees that OTC
stocks should, as much as possible, become list-
ed on exchanges, or otherwise trading in these
stocks should be handled by clearing houses with
settlement data entered into a database; still the
regulations of different nations vary widely.
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Fourth, there is the issue of shadow banking. It is
estimated that the shadow banking system holds
around 30% of total global financial assets, but
these non-banking institutions are not subject to
the same regulations as banks. Trading in money
market funds, securities lending and other shad-
ow-banking activities occurs outside the scope of
banking regulations. Improvements are needed
here.

In addition to the four topics mentioned above,
“improvements” in corporate governance is a
fifth issue worthy of further studly.

The lack of corporate governance has imposed
costs on the industries of many nations. The
history of shoddy corporate governance at Bear
Sterns, Lehman Brothers, and Northern Rock re-
veal a common pattern: an all-powerful egoma-
niac as CEO and a weak board of directors with
completely ineffectual risk management commit-
tees and audit committees. In fact, insufficient
corporate governance not only impacts GDP
negatively; it also imposes significant costs on all
taxpayers.

Establishing Market Mechanisms, Disclos-
ing Data to Strengthen Investor Confi-
dence

Beyond reliance on government laws and regula-
tions, corporate governance can achieve better
results by leveraging market mechanisms. What's
more, strengthening transparency and encour-
aging voluntary disclosure can protect investors'
interests and raise investor confidence.

Corporate governance should be adopted us-
ing a voluntary contractual approach, with gov-
ernment regulations being the last resort. If the
government and lawyers get involved right at the
beginning, then corporate governance can easily

devolve into a form of window dressing. Compa-
nies should focus on their own corporate culture
when designing a suitable corporate governance
system. Leveraging market mechanisms can assist
in the development of corporate governance and
improve the quality of capital markets.

Because of the large number of family firms in
Asian nations, western corporate government
standards aren’t necessarily suited to be copied
outright. According to one study, the directors
of Chinese firms are mostly family members or
government officials. When family members have
conflicts of interests or issues with succession,
these problems will have a negative impact on
share price. Legal actions over insider trading and
so forth should only be a last resort. The govern-
ment’s main role should be monitoring the pro-
fessional third-party checkers to ensure that they
are indeed independent and fair. The rest should
be left to market mechanisms.

Tenth Taipei Corporate Gover-
nance Forum

Strengthening Corporate Governance via
Shareholder Participation

The concepts of corporate governance and cor-
porate social responsibility have existed interna-
tionally for many years. The central government
of Taiwan and relevant government agencies
began promoting the importance of corporate
governance in 1998, and those efforts have borne
substantial fruit. In 2013 the Financial Supervisory
Commission released its “Corporate Governance
Roadmap,” which clearly outlines the strategic
direction the government is taking with regard to
corporate governance. This forum aims to provide
a space for in-depth discussions about the imple-
mentation of this roadmap and about the newest
international corporate governance trends.

Corporate Governance Roadmap Demon-
strates Commitment to Reform

The development of corporate governance in Tai-
wan has only become systematic in recent years.
In 1929 and 1948 respectively, the Republic of
China enacted its Corporation Law and Commer-
cial Accounting Act. Then in 2002 it successively
issued its Corporate Governance Best-Practice
Principles for Securities Firms, revisions to the Se-
curities and Exchange Act and Corporation Law,
and a system mandating independent directors
for IPOs. The Executive Yuan formed a taskforce
on corporate governance reforms, which drew up
the “Policy Agenda and Action Plan to Strength-
en Corporate Governance.” In 2010, the govern-
ment announced the “Corporate Social Respon-
sibility Best Practice Principles” and the “Ethical
Corporate Management Best Practice Principles.”
In 2013, the Financial Supervisory Commission
published its five-year “Corporate Governance
Roadmap” and tasked the Taiwan Stock Exchange
with establishing a Corporate Governance Center
to promote the development of corporate gover-
nance in Taiwan.

“The Corporate Governance Roadmap 2013" her-
alds a vision for the future that involves “estab-
lishing a culture of corporate governance and cre-
ating corporate values that benefit all.” Calling for
a three-pronged approach with a comprehensive
legal framework, corporate self-awareness, and
market oversight, it aims to get companies and
investors to actively participate in corporate gov-
ernance so as to ultimately benefit all parties in
various ways and promote sustainable corporate
development. The roadmap proposes five major
plans and 13 concrete steps, including shaping a
corporate governance culture, promoting share-
holder activism, raising the capabilities of the
boards, disclosing important corporate gover-
nance information, and strengthening regulations.
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It aims to establish robust market mechanisms, to
strengthen the competitiveness of Taiwan within
Asia, and to realize the plans and promises that
Taiwan has made about corporate governance re-
form.

Promoting Evaluations to Raise Corporate
Governance Standards

Apart from mandating that all traded companies
appoint independent directors and gradually en-
force rules about establishing audit committees
so as to strengthen the capabilities of boards, the
roadmap outlines another important measure,
which was announced in March of 2014: A corpo-
rate governance evaluation system. The system
is largely based on the corporate governance
evaluation system used by the OECD, but it also
draws from the Asian Corporate Governance As-
sociation’s CG Watch 2012, the ASEAN Corporate
Governance Scorecard, the Information Disclosure
and Transparency Ranking System that has been
in place in Taiwan for a decade, and Taiwan'’s Cor-
porate Governance Best-Practice Principles. In
2015 evaluations will be carried out on all traded
companies based on publicly disclosed informa-
tion. The top 20% of companies will be officially
recognized. Implementation of the corporate gov-
ernance evaluation system will encourage com-
panies to do more on corporate governance than
is required under the law, both to garner a better
rating and to gain more exposure. The system will
help to raise corporate governance standards and
the performance of traded companies in Taiwan.

Market Strengths and Risks in Various
Asian Nations

Some characteristics affecting Asian international
competitiveness are found widely throughout the
region, including rising labor costs and a growing
middle class. A predominance of family share-
holders increases the potential for fraud and cor-
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ruption then there are issues specific to individual
nations: Although Russia has rich natural resourc-
es, its political situation has prompted sanctions
from numerous nations. India has a multi-lingual
population, with a high-quality and highly educat-
ed workforce, and its government is welcoming
of foreign investment, but India also suffers from
layer upon layer of red tape, a convoluted regu-
latory environment, restrictions on investments in
the telecommunications industry, and inconsistent
treatment of investors. Bangladesh is suitable for
development of clothing manufacturing, but there
are social and environmental risks, and numerous
problems with the industrial structure. Conse-
quently, decisions about investing in a company
in a given nation should weigh such factors as the
industrial structure, political environment, market
size, basic infrastructure (including transportation
and water supply), Asian Corporate Governance
Association scores, and the opinions and views
of other companies. Holding company analyses,
family influence in the case of family firms, the
background of corporate management teams,
and a company’s track record in raising capital
should also be taken into account. What's more,
at least one-third of the directors of a company
should be independent, and it should have a clear
investment plan, capital operations plan, and reli-
able assessments of risk. There are also potential
pitfalls for investors such as related-party transac-
tions by major shareholders, insider trading, con-
nected transactions, ability to hold market share,
the existence or lack thereof of shareholders’
rights, and protections of shareholders’ rights. All
of these factors should be considered in assess-

ments.

Reports and Indexes Compel Companies
to Implement CSR

In recent years Taiwan has had many environmen-
tal, food safety and public safety issues that have

highlighted the need for corporate social respon-
sibility (CSR), which is being given increasing
importance internationally. In order to prevent
more cases of corporate malfeasance resulting in
public harm, the FSC has requested the Taiwan
Stock Exchange and Gre Tai Securities Market to
conduct internal audits of all exchange-listed and
OTC food companies. Beginning in October of
2014, the FSC began to require listed companies
with net receipts of more than NT$10 billion and
more than 50% of their revenue coming from
food products, chemicals, finance & insurance,
and restaurant industries to draft and publish
reports on their CSR efforts. In addition to the re-
quirement to disclose ESG (environment, society
and governance) information in annual reports,
which took effect in 2008, CSR disclosure re-
quirements will offer a fuller view of a company’s
impact on economic, environmental and social
matters and will promote a dialog between the

company and stakeholders, reducing information

asymmetry and helping consumers to regain their
confidence.

In response to the UN'’s Principles for Responsible
Investment Initiative, various CSR indexes have
been developed. In 2009 Taiwan Fubon Finan-
cial Holdings released a CSR fund and the Tai-
wan Stock Exchange listed a “Taiwan Top Salary
100 Index,” which lists the 100 firms paying the
highest worker salaries. The TAIEX will introduce
even more indexes in the years to come. Next
year it will announce its first set of rankings of
companies based on corporate governance mea-
sures. Furthermore, the government is beginning
to consider CSR when making decisions about
where to invest its pension money. For instance,
it invested NT$30 billion from its labor pension
fund in a Taiwan Top Salary 100 Index fund. All
of the above bear witness to the fact that Taiwan

is encouraging companies to pursue sustainable

management practices.
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Afterword

At these ten forums, participants from the business community and relevant
government agencies gained valuable experience, hearing from international
experts and business leaders, and coming away with a global outlook on the
latest corporate governance concepts and the most effective regulations. The
forums inspired business leaders to piece together and put into place models
of corporate governance that were best suited to Taiwan, as they took inspi-
ration from forum discussions on issues such as “disclosure of information,”
"board operations, equitable treatment
of shareholders” and “protection of stakeholders’ interests.” Government
agencies, meanwhile, have taken action to develop and put into place effective
corporate governance benchmarks. For example, a corporate governance
evaluation will be carried out for the first time to assess all exchange-listed and
OTC companies, and a corporate governance index will be published based on
the results.

"o "o

protection of shareholders’ rights,

The ten Taipei Corporate Governance Forums have produced splendid
achievements. By recording some of the valuable speeches, case studies and
results that were discussed at the forums, this volume will give the insight pre-
sented a permanent reference for our use.



