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Background of the Book

Knowing that inadequate corporate governance is identified as the key fact
that Asian corporations could not link to world financial markets efficiency,
Taiwan Authority, Financial Supervisory Commission (FSC), has emphasized
the importance of advocating corporate governance to public companies since
1998. The Executive Yuan established the “Corporate Governance Reform
Task Force” and published the “Accountability of Companies in Taiwan:
Policy Agenda and Action Plan to Strengthen Corporate Governance” as the
basis for the implementation of corporate governance in 2003.

All relevant government agencies have consistently revised statutes and
regulations, promoted corporate governance. Securities and Futures Institute
(SFI), founded as a quasi-public organization for research, training and
promotion for market development, together with Taiwan Stock Exchange
(TWSE), Taiwan’s computerized over-the-counter market (known as GreTai
Securities Market, GTSM), and Corporate Governance Association (CGA ) ,
adapt to strengthen the system of independent directors, audit committee, etc.
Over the past few years, we also established and promoted “Corporate
Governance Best-Practice Principles for TWSE/GTSM Listed Companies” in
Taiwan. To enable clear and better understanding on the future policy and
plans for good corporate governance in Taiwan, the FSC has published the
“Corporate Governance Roadmap 2013” as a guidance. The Roadmap
proposed thirteen substantive measures to achieve the following five goals:
cultivating corporate governance culture, promoting shareholder activism,
enhancing board functions, disclosing material corporate governance
information and improving regulatory practices. As of now, we can see
effects in the implementation of corporate governance in Taiwan. To further
improve the standard of corporate governance among corporations in this
country, the FSC tasked the TWSE to establish the Corporate Governance
Center in Taiwan in 2013.

To promote awareness about good corporate governance to the public, the
SFI, under the request of the Authority, has published “Corporate Governance
in Taiwan,” an introduction to enhance our corporate governance experience
since December 2001. To facilitate quick access, the SFI also provided the web
version of the Chinese-English “Corporate Governance in Taiwan” for free
downloads online. Meanwhile, the SFI updates corporate governance policy in
“Corporate Governance in Taiwan” yearly. We hope that the information
contained in this book will keep you fully informed about recent critical
Corporate Governance issues in Taiwan.
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1 Preface

The concept, corporate governance, is a mechanism to improve board
oversight. In 1997 there were numbers of scandals and corruption
within Asian financial markets that led to severe Asian financial crises.
Inadequate corporate governance system has been concluded the major
reason suffering the serious consequences on the Asian financial crises.
The impact arising from Enron and Corporate America has now put the
issue under a spotlight. Therefore, the attention to enhance corporate
governance is being emphasized hence after. Furthermore, OECD, in its
ministerial meeting as of 1998, also pointed out the lack of corporate
governance has been one of the root causes of the recent Asian financial
crisis.

The Asian financial crises provide lessons for Taiwan to esteem the
importance of corporate governance. Knowing that inadequate corporate
governance is identified as the key fact that Asian corporations could not
build the competition in world financial markets, Taiwan securities
regulator (Financial Supervisory Commission or FSC) has tried its best to
emphasize the importance of advocating corporate governance to public
companies since 1998. It believes that greater transparency as to
corporate governance is needed for enterprises to control risk. Securities
and Futures Institute (SFI), founded as a quasi-public organization for
research, training and protecting investors, together with Taiwan Stock
Exchange (TWSE), Taipei Exchange (TPEX), and Corporate Governance
Association (CGA ) , introduce the system of independent directors, audit
committee, etc. They also established and promoted “Corporate
Governance Best-Practice Principles for TWSE/TPEX Listed Companies”
in Taiwan (detail contained on the website:
http://eng.selaw.com.tw/FLAWDATO01.asp?LSID=FL020553).

FSC have adopted many new policies to strengthen Taiwan’s corporate
governance, restore corporate integrity and protect investors during the
financial crisis of 2008 to the present. Taiwan government has also
embarked on significant reforms to the Company Act and Securities and
Exchange Act designed to make our corporate governance environments
stronger and rebuild the new financial order in the Post Financial Tsunami
Era. The reforms primarily include mandatory cumulative voting regime
upon the election of directors and supervisors, introduction of restricted
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stock, exercise of split voting rights, audit committee required of listing
companies, compensation committee required of listing companies, and
e-voting mandatory for top listed companies. To enhance the
implementation of Taiwan’s corporate governance policies, the FSC has
published "Corporate Governance Roadmap" on December 26, 2013. The
TWSE has established Corporate Governance Center to conduct major
projects under the Roadmap. One of the major projects in 2014 is to
establish Corporate Governance Evaluation System, and the year-round
evaluation of corporate governance will be carried out for all TWSE/
TPEX listed companies. Appendix | outlines events processing in
2014/10-2015/11.

2. Concept of Corporate Governance
2.1 Definition

Corporate governance has become an important global topic, one that has
been receiving a great deal of focus in the Asian region. To respond,
Taiwan has quickened the pace of reform. With the passage of the
"Corporate Governance Roadmap 2013" by the Executive Yuan, the
Financial Supervisory Commission (FSC) has shown Taiwan's
determination for implementing corporate governance reform by guiding
the path of its development over the next five years. In addition to
establishing a clearer and more enforced regulatory framework, as well as
updating Corporate Governance Best-Practice Principles for TWSE/
TPEx Listed Companies, TWSE has also established its Corporate
Governance Center. The center consolidates the resources of the
government, private sector, related securities parties, and the media to
actively converse with listed companies, investors, and society, thereby
shaping corporate governance culture. With the reliance on the reform
methods launched by authorities in the past, enterprises may gain a
deeper understanding of corporate governance value, and spontaneously
utilize non-regulatory corporate governance measures to strengthen
corporate competitiveness, as well as enhance Taiwan's international
standing in corporate governance.

2.2 OECD Principles of Corporate Governance



First released in May 1999 and last revised in 2015, the G20/OECD
Principles of Corporate Governance has become an international
benchmark for policy makers, investors, corporations and other
stakeholders worldwide. The Principles are organized into the six broad
areas:

(1) Ensuring the basis for an effective corporate governance framework;
(2) The rights and equitable treatment of shareholders and key ownership
functions;

(3) Institutional investors, stock markets, and other intermediaries;

(4) The role of stakeholders;

(5) Disclosure and transparency;

(6) The responsibilities of the board.

2.3 Taiwan Benchmarking Development in Corporate Governance

Taiwan has been educating public companies on the importance of
corporate governance since 1998. The Executive Yuan formed the
"Corporate Governance Reform Task Force” on January 7, 2003 to study
various issues of corporate governance for drafting the "Corporate
Governance Policy Doctrine and Action Plans”, which then became the
basis of promoting corporate governance. Under those action plans, the
Taiwanese government promoted and implemented various policies, such
as practices enhancing the independence of the Board, incentives for
incremental establishment of functional committees in corporate boards,
issues of corporate governance best practices, measures promoting
electronic voting, improvements on the decision-making process and
disclosure of related party transactions, introduction of investors
protection measures, and more transparent corporate information.

The OECD outlines 6 reform priorities for taking Asian corporate
governance to a higher level and reminds Asian countries to work on
implementation so that it can keep pace with amendments of laws and
regulations, and that principles of corporate governance can be fulfilled.
To enable clear and better understanding on the future policy and plans
for good corporate governance in Taiwan, the Taiwanese government
issues the Roadmap as guidance. The Roadmap is also designed for
helping businesses grow in a healthy and sustainable way so that they can
increase market confidence and Taiwan's international competitiveness.
Table 1 is the timeline for Taiwan corporate governance development.
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Table 1 : Timeline for Taiwan Corporate Governance Development

Year Item

1998 | Corporate governance promotion started

Independent director requirement for IPO and release
2002 | Corporate Governance Best Practice Principles for
TWSE/TPEX Listed Companies

Formation of the Corporate Governance Reform Task Force

2003 and release the Action Plans by Executive Yuan

v Amendments to the Company in 2005 and Securities
2005~ Exchange Act in 2006.

2010 | v Release Corporate Social Responsibility Best Practice
Principles in 2010

Corporate governance Roadmap announced by the FSC and

2013 Corporate Governance Center established by TWSE

Source: Corporate Governance Center Website
(http://cgc.twse.com.tw/frontEN/aboutCorpgov)

3. Framework of Corporate Governance in Taiwan

3.1 Regulatory Framework of Corporate Governance

In the year following the 1997 financial crisis in Asia, a series of
corporate fraud cases and distressed debt broke out in Taiwan. In 1998,
OECD's Council of Ministers declared that "strengthening corporate
governance™ was essential for enterprises to withstand crises. In the
United States, the 2001 Enron case prompted Congress to launch the
"Sarbanes—Oxley Act" to serve as a measure for actively regulating
businesses. Similarly, the authorities of Taiwan have been propagating the
importance of corporate governance to domestic corporations since 1998.
Taiwan gradually started to promote the use of independent directors, an
audit committee system, and codes of practice related to corporate
governance to implement the concepts of corporate governance in
domestic corporations. In 2006, amendments were made to the Company
Law and the Securities and Exchange Act to empower corporate
governance principles through legislation. Additionally, authorities have
been proposing even more measures to further improve Taiwan's
corporate governance system, the laws of which are mainly structured
within the Company Law, Securities and Exchange Act, and relevant
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regulations regarding listed companies set by the TWSE and TPEX.
3.1.1 Company Law

Company Law serves as the regulatory foundation for corporate
governance, overseeing the operations of shareholders' meetings, board of
directors, and supervisors. Following international trends, this law has
introduced rules on restricted stock, split voting rights, electronic voting,
and other regulations, constructing an environment attractive for
international investments. Furthermore, the law mandates a board of
directors to adopt cumulative voting processes in elections to fulfill
corporate governance responsibilities.

3.1.2 Securities and Exchange Act

The administration and supervision of the offering, issuance, and trading
of securities issued by public companies are governed by the Securities
and Exchange Act. Only matters not specified in the Securities and
Exchange Act fall under the Company Law and other regulations. On
January 11, 2006, amendments to the Securities and Exchange Act were
announced introducing a system of independent directors and audit
committees, as well as strengthening the functions, structure, and
operations of a board of directors. By the power vested in them through
the act, securities authorities are able to issue ordinances regarding the
administration of public companies, such as "Regulations Governing
Appointment of Independent Directors and Compliance Matters",
"Regulations Governing the Exercise of Powers by Audit Committees”,
and "Regulations Governing Procedure for Board of Directors”, and
"Regulations Governing Establishment of Internal Control Systems by
Public Companies". Securities & Exchange Act was made on November
24, 2010 to require all TWSE/ TPEx listed companies establishing
remuneration committees (§14-6 Securities & Exchange Act). This act
hopes to implement the functions of a board to promote shareholder
activism, assist the healthy development of enterprises, and improve
international competitiveness.

3.1.3 Listing regulations

To increase the efficiency for enforcing laws, and to encourage
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companies to comply with corporate governance regulations, TWSE and
TPEX specified their criteria for the review of securities listings in 2002,
An IPO company must set up an independent director and meet certain
qualifications. Furthermore, regulations, such as "Corporate Governance
Best Practice Principles", "Code of Practice for Corporate Social
Responsibility"”, and "Code of Practice for Integrity Management" were
subsequently announced for domestic enterprises to follow. These will
guide enterprises in strengthening their sense of corporate governance
and social responsibility, establishing a consensus on integrity
management, constructing a corporate governance culture, and creating
mutual values.

3.2 Regulatory Device

The basic regulatory model of corporation in Taiwan is a two-tier
structure that consists of Board of director, Supervisor(s) and
Shareholder’s Meeting. The Board of directors, holds discretionary
powers from the delegation of shareholders, also performs the functions
of management. Shareholders, as owners of the corporation, elect
directors and supervisor(s) by the Shareholder’s Meeting. Shareholders’
meeting retains the power to reshuffle the director who abuses the
delegate discretionary power that meant to maximize the shareholders
interest. Supervisor monitors improprieties directors, also audit
managerial execution of business activities.

The Amendment of Securities & Exchange Act on January 11, 2006 was
made to the whereby an audit committee system was introduced as an
alternative to the current statutory Supervisor (814-4 Securities &
Exchange Act). The FSC on December 31, 2013, acting on the authority
of Article 14-4 of the "Securities and Exchange Act,” adopted a set of
rules setting out the range of companies that are subject to the
requirement to establish an audit committee. At the same time, the FSC
require TWSE/ TPEx listed companies shall appoint independent
directors (814-2 Securities & Exchange Act).

In view of the fact that remuneration systems constitute an important
aspect of corporate governance and risk management, an amendment to
Securities & Exchange Act was made on November 24, 2010 to require
all TWSE/ TPEX listed companies establishing remuneration committees
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(814-6 Securities & Exchange Act).

3.3 Characteristics of Corporate Governance in Taiwan
3.3.1 Taiwan’s Market Features

Taiwan government had set up a securities regulator (FSC) and a stock
exchange (TWSE) in the early 1960s. The Securities Law was enacted in
1968. In line with the internationalization and liberalization of the
securities market, the FSC has been directed to set up a specialized
institute (known now as Securities and Futures Institute, SFI) to plan,
design, and promote market related activities in 1984. A Taipei Exchange
(TPEX) was established in the early 1990s. In addition, the second board

(known now as Emerging Market ) was set up in 2002 to offer growing

enterprises an avenue to raise capital.

The TWSE and TPEx markets are extremely liquid and volatile.
Average annual turnover rates have surpassed 200% in recent years. At
the end of September, 2015, there were 866 firms listed on the TWSE,
and the capitalization level of the TWSE-listed companies was NT$
23,896.9 billion. Meanwhile, the number of TPEXx-listed companies was
698, with a capitalization level of NT$ 2,402.4 billion. In 2014, the
ratio of market value of listed shares to GDP is about 167%.

3.3.2 Trend of Separating Ownership and Control

Small- and medium-sized enterprises (SMES) are the majority corporation
style in Taiwan, constituting over 90% of total companies. The board
members in SMEs tend to be family-related, which means companies in
Taiwan do not have significant numbers of outside shareholders who are
not members of the family or business associates. Important decisions are
actually taken by the “family board”. Even when the company is growing
bigger and goes public, family-control is still a dominant characteristic in
large corporations. Mostly, the shareholding of listed companies is still
under the control of the family. There are both advantage and
disadvantage in family-controlled business. The advantage is having a
strong leadership and cohesive management team formed by the family
members. The disadvantage is companies, dominated by one businessman
or one family, tend to grant the right of governance over the company for
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the benefit of their own interests and abusing minority shareholders.

As the transformation from traditional labor-intensive industries to
high-tech companies since early 1980s, Taiwan has revealed a demanding
trend towards separation of ownership and control. The major explanation
Is that high-tech companies need to share ownership with scientists,
engineers and managers so as to stay competitive.

3.3.3 Environment of Group Operation

Most businesses in Taiwan started from a primary industry and gradually
diversified into other segments afterwards. Diversification would bring
business expansion, efficiency, strategic alliance, and risk segregation for
them. They may use cross-shareholding of affiliated companies to
strengthen their control of listed companies. They may even obtain
external financing through bank loans or capital markets. However,
over-reliance on using stocks as collateral to leverage has created a
hidden financial risk in a number of listed companies.

3.3.4 Cross Shareholding Scenario

Before 2001, there was no provision prohibiting cross shareholding
between parent and subsidiary companies in Taiwan’s Company Law;
therefore, manipulation of the legal framework sometimes occurs.
Subsidiary companies are set up as investment companies and buy a great
deal of their parent companies’ shares in the stock market. When the
subsidiary companies are elected as directors or supervisors of the Board
of parent companies, the individual directors or supervisors sell their
holdings but remain on the Board and participate in decision making as
representatives of the subsidiary companies. To avoid the manipulation of
the legal framework, subordinate company shall not redeem or buy back
any of controlling company shares, nor accept any of them as security
under the 2001 amended company law. In 2005, an amendment was made
to Company Law whereby a company shall have no voting power in
respect of the share issued by itself and in its own possession (8179
Company Law). Furthermore, the amendment to the Securities &
Exchange Act promulgated on January 11, 2006 contained the provisions
to strengthen the independence for director and supervisors. According to
the new provisions, where institutional investors acts as a shareholder,
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Governmental or institutional investors may not assign representative be
elected as a director or supervisor of the company at same time (§26-3
Securities & Exchange Act). Moreover, the 2011 Company Law
Amendment also is restricted different representatives of the same
institutional shareholders from being elected director and supervisor
irrespectively (82711 Company Law).

3.3.5 Development of Foreign Investment

Foreign investment in portfolio or securities is more short-term oriented.
Foreign direct investment usually has more long-term impact on
economic development and brings in technology as well as employment
to invested countries. Therefore, it is generally considered more
beneficial to invite foreign direct investment than foreign investment in
securities.

Taiwan opens its securities market for foreign investment in three stages.
It first allows foreign investment in securities market through investment
fund indirectly in 1982. Then, it opens the market for foreign institutional
investors in 1990. In 1996, all foreign institutions and individuals are
allowed to invest in Taiwan’s securities market. Meanwhile, due to
growing production costs since mid-1980s and shortage of labor,
Taiwan’s business started shifting some of its production facilities
overseas. PRC and ASEAN countries are two primary regions for
Taiwan’s foreign direct investment.

In order to achieve a higher standard of transparency, the Authority
promulgates additional rules, which requires listed companies to disclose
the information of their foreign investment and foreign direct investment
in PRC.

3.3.6 Passive Role Player of Institutional Investor

Individual investors, constituting almost 53% of trading volume, are the
major participants of Taiwan stock market. Conversely, institutional
investor owns only a minor portion. Based on the Table 2 below, at the
end of September, 2015, foreign Institutional Investors owns about 28.6%,
domestic institutional investor holds 18.8%, and domestic individual
stockowners holds 52.5%. The investment decisions of individual
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investors are generally superficial and easily affected by market
sentiment, resulting in a high turnover rate in the market. Moreover,
individual shareholders often waive their right to have a voice in
company operations due to either their overly small shareholding or to
less cohesiveness among the majority of the small shareholders.
Consequently, the governing bodies of public companies have neglected
the importance of strong corporate governance.

Table 2: Type of Investors and Trading Value Ratio in the
Centralized Market

Year Domestic Foreign Domestic Fo_re_i(?n
Institutional Institutional Individual Individual
Investors (%) | Investors (%) | Investors (%) [Investors (%)
2001 9.7 5.9 84.4 0
2002 10.1 6.7 82.3 0.9
2003 11.5 9.4 77.8 1.3
2004 11.6 10.9 75.9 1.6
2005 15.4 14.5 68.4 1.7
2006 11.0 16.2 70.6 2.2
2007 13.0 17.6 67.3 2.1
2008 14.0 22.1 61.7 2.3
2009 11.6 16.4 72 0
2010 13.6 18.4 68 0
2011 15.4 21.8 62.7 0
2012 15.4 22.6 62 0
2013 16.2 24.6 59.2 0
2014 17.4 23.8 58.8 0
2015.01~20
15 09 18.8 28.6 52.5 0

Source: Indicators of Securities & Futures Markets, ROC (Taiwan), Securities &
Futures Bureau, Financial Supervisory Commission, October 15, 2015.

In addition, as institutional investors are restricted by regulations in terms
of their shareholding limit or holding period, they play passive role in
corporate governance. Although government has a policy to increase the
role of institutional investors, which share of ownership is still limited
and not able to promote corporate governance concept. Institutional
investors in Taiwan play quite different role with that of other country. In
the developed countries, such as US, UK, the institutional investors
usually are those strong advocates for better corporate governance. They
persist on higher standards of corporate governance in companies they
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invest. Some institutions even have set their own corporate governance
standards as a measure for making their investment decisions.

3.4 Present Issue of Corporate Governance in Taiwan

Taiwan corporations have the features of family-controlled listed
company, potential risk of cross-shareholding, and passive role players of
institutional investor. Especially, family control demonstrates a dominant
characteristic of large corporations in Taiwan. In many companies, the
largest family holds more than half of the board seats. Thus, they have
substantial control over decision-making and agendas in Shareholders
Meetings. Under this structure, there is not sufficient check-and-balance
mechanism in corporate board and top management. More precisely, if
the owner/executive commits moral hazard to take advantage of the
company, general stakeholders, or minority shareholder, there would be
no effective control mechanism to prevent it from happening. Therefore,
the bottom-line corporate governance issue for Taiwan today is to find
solutions to avoid wrong doings of the manger that shirks responsibility
or embezzles corporate assets for personal use.

In Taiwan, Board of directors and Supervisors are the important organs
designed to hold managers accountable to capital providers for the misuse
of firm assets. As the growth in the size of businesses, the separation of
ownership from control is demanding in Taiwan. Separation of ownership
and control is associated with professional management. The risk of
management refers to the managers that may govern the corporation to
their own interest rather than the interest of the corporation and
shareholders/owners. The challenge to corporate governance needs to
reduce professional managers’ act for self-dealing.

4. Implementation of Corporation Governance
4.1 Board of Director

Under the OECD Principles of Corporate Governance, the corporate
governance framework should ensure the strategic guidance of the
company, the effective monitoring on managements and the board’s
accountability to the company and the shareholders. Taiwan fulfills these
principles through the following regulations in company law and
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securities law.
4.1.1 Composition
4.1.1.1 Size of the Board

Board should be comprised of at least three directors who are elected by
the shareholders' meeting from among the persons with disposing
capacity (8192 Company Law). In the case of public companies, Boards
should include at least five directors (§26-3 Securities & Exchange Act).
The election of directors should adopt cumulative voting system under
the 2011 amendment to the company Law (8198 Company Law). A
company may elect standing directors from among the directors while the
number of director has reached nine. During the recess of the board of
directors, the standing directors shall regularly exercise the power and
authority of the board of directors in accordance with laws and
regulations, Articles of incorporation, and resolutions of the meeting of
shareholders (§208 Company Law).

Reforms have been undertaken to introduce the concept of the
independent director. According to the listing rules of TWSE/TPEX, every
public company applying for listing should have at least two independent
directors and one independent supervisor since 2002. And, at least one
independent director must be an accounting or finance expert. Public
companies may appoint independent directors in accordance with its
articles of incorporation under the 2006 Securities & Exchange Act
amendment. The Authority, however, shall as necessary in view of the
company's scale, shareholder structure, type of operations, and other
essential factors, require it to appoint independent directors, not less than
two in number and not less than one-fifth of the total number of directors
(814-2 Securities & Exchange Act). The FSC thereby issues independent
director requirements entitled “Scope of the Public Companies Required
to Appoint Independent Directors” Furthermore, FSC expands the
applicable scope of mandatory establishment of independent directors in
2013. Any TWSE-listed or TPEx-listed company should appoint
independent directors during 2015 to 2017

4.1.1.2 Independence
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|. Board Structure

To strengthen the board structure, the Amendment of Securities &
Exchange Act on January 11, 2006 required that Board should have at
least five directors. Except where the Competent Authority has granted
approval, the following relationships may not exist among more than half
of a company's directors: (1) A spousal relationship; (2) A familial
relationship within the second degree of kinship. In addition, except
where the Competent Authority has granted approval, a company shall
have at least one or more supervisors, or one or more supervisors and
directors, among whom no relationship under the preceding
subparagraphs exists (826-3 Securities & Exchange Act).

Under the authorization of Section §14-2, Securities & Exchange Act,
the FSC promulgated “Regulations Governing Appointment of
Independent Directors and Compliance Matters for Public Companies”,
and prescribes an independent director of a public company may not have
been or be an employee or any affiliated person (i.e. board members,
executive officers) of the company or any of its affiliates. (Rule §3 of the
“Regulations Governing Appointment of Independent Directors and
Compliance Matters for Public Companies”)

I1. Independent Director Criteria

The Rule mentioned above also prescribes the criteria for an independent
director candidate, candidates shall meet one of the following
professional qualification requirements, and with at least five years work
experience:

e An instructor or higher in a department of commerce, law, finance,
accounting, or other academic department related to the business
needs of the company in a public or private junior college, college, or
university;

e A judge, public prosecutor, attorney, certified public accountant, or
other professional or technical specialist who has passed a national
examination and been awarded a certificate in a profession necessary
for the business of the company.

e Have work experience in the area of commerce, law, finance, or
accounting, or otherwise necessary for the business of the company.
A person to whom any of the following circumstances applies may

13



not serve as an independent director, or if already serving in such
capacity, shall ipso facto be dismissed.

A person to whom any of the following circumstances applies may not
serve as an independent director, or if already serving in such capacity,
shall ipso facto be dismissed:

Any of the circumstances in the subparagraphs of Article 30 of the
Company Act.

Elected in the capacity of the government, a juristic person, or a
representative thereof, as provided in Article 27 of the Company Act.
Any violation of the independent director qualification requirements
set out in these Regulations.

[11. The Independency

According to Section 3 of the Rule, any of the following conditions falls
on the part of persons in the last two years before the board member
election or in service of his/her independent director term, he or she
should not participate the independent director election or acting as an
independent director.

Being an employee of the company or its affiliated companies.

Being a director, supervisor of the company or its affiliated
companies. However, independent director of the company, its parent
company, or any subsidiary, as appointed in accordance with the Act
or with the laws of the country of the parent or subsidiary is allowed
to hold the same positions in its holding company and subsidiary.
Directly or indirectly holding 1% or more of the total outstanding
shares of the company, or being one of the top ten natural person
shareholders of the company.

Being a spouse, relative within the second degree of kinship, or lineal
relative within the third degree of kinship, of any of the persons in
the preceding three subparagraphs.

Being a director, supervisor, or employee of a juridical person
shareholder that directly or indirectly holds 5% or more of the total
outstanding shares of the applicant company or being a director,
supervisor, or employee of one of the top five juridical person
shareholders.

Being a director, supervisor, manager, or shareholder holding 5% or
more of the shares of a specific company or institution that has
financial or operational interactions with the company.
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o Being a professional, an independent contributor, a partner, or a
company, or an executive director, partner, director, or manager of an
Institutional consortium or the spouse of same that provides financial,
business, or legal or consulting services to the company or an
affiliated enterprise of same. The same does not apply, however, in
cases where the members of remuneration committee exercise
administrator in faithfully performing the official powers under
Article 7 of “Regulations Governing the Appointment and Exercise
of Powers by the Remuneration Committee of a Company Whose
Stock is Listed on the Stock Exchange or Traded Over the Counter”

e Concurrently serving as the independent director of a company shall
not serve as the same position in four or more other enterprises.

Furthermore, where a person serving as independent director of the listed
company, he or she has to receive at least three-hour training per year to
acquire professional knowledge in the areas of law, finance, or accounting
and obtain the relevant certification documents.

4.1.1.3 Board Nomination System

The 2005 Amendment of Company Law introduces a nomination system
for the directors of the board. Adoption of the public companies with
Candidates of Board Nomination System under the revised Company
Law is optional. Election of Supervisors is subject to the same
nomination system (§192-1, §216-1 Company Law).

To assure the election of independent directors preclude the interference
from the management or major shareholders, the Rule requires
independent directors election shall adopt the new candidate nomination
system to allow the shareholders who hold at least 1% shares owns the
nomination right besides the company.

4.1.2 Duties and Responsibilities

Company law in Taiwan grants directors the authority to exercise their
power broadly. All matters may be decided by resolutions of the board of
directors, unless this Law or Articles of incorporation provide that certain
matters shall be resolved at the meeting of shareholders. Besides, Board
should operate on the basis of collective responsibility. While conducting
business, the board of directors shall act in accordance with laws and
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regulations, the Articles of incorporation, and the resolutions of the
shareholders meeting (8193, §202 Company Law). Generally speaking,
the Board is responsible for ensuring compliance with laws and
regulations, as well as avoiding conflict of interest, and supervising the
management performance. The board of directors should establish rules
governing the procedures for special transactions, such as mergers,
acquisitions and other capital transactions in the company. Taiwan’s
contains no explicit provision on directors’ fiduciary duty but duty of care
for years. In consequence, the misconduct cases happened in 1998-99 had
been referred to criminal enforcement. Company law amendment 2001
makes it clear that any responsible person of a company, while
conducting the business of the company, should act with duty of care and
duty of loyalty. The director holds the legal liability if his act to
company breach of trust (823 Company Law).

In addition, the 2006 Amendment request companies adopt the rules for

proceedings of board meetings to enhance the efficiency of Board (§26-3

Securities & Exchange Act). The Amendment also require the following

matters should be carried out pursuant to a resolution of the board of

directors (814-3 Securities & Exchange Act).

e reviewing and assessing internal control processes under §14-1
Securities & Exchange Act

o disposition or transfer of material assets, borrowing a substantial

amount, establishment under §36-1 Securities & Exchange Act

review directors/supervisors conflict of interest conflict of interest

review transaction of material assets or derivatives

review major borrowing, endorsement or guarantee

review raise capital, issue or private placement of securities with the

nature of equity shares

appointment and discharge of internal auditor

e review and assessing the appointment, independence of external
auditor

e review and assessing the appointment of directors of financial
department, accounting department, and internal auditor

e review other relevant businesses approved by the Competent
Authority

To strengthen the role of the board of directors while paying attention to
the need for board meetings to operate efficiently, FSC amended
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"Regulations Governing Procedure for Board of Directors Meetings of
Public Companies" on August 22, 2012. For greater board meeting
transparency, the amended regulations required if donations to related
parties, and all material corporate donations to nonrelated parties, must be
submitted to the board of directors for discussion and when the board of
directors is preparing to deal with an agenda item that involves a
director's personal interests or those of his/her representative, that director
must explain the nature of the personal interests to the board. In addition,
a new provision has been added to the Regulations allowing directors to
express opinions and answer questions at board meetings regarding
matters in which they are an interested party, but requiring that they
rescue themselves from formal discussions and votes on such matters.
Furthermore, public-held companies and service enterprise shall also
include in its internal control system the management of procedure for
board of directors meetings under the requirements of “ Regulations
Governing Establishment of Internal Control Systems by Public
Companies” and ““ Regulations Governing the Establishment of Internal
Control Systems by Service Enterprises in Securities and Futures
Markets”.

4.1.3 Mechanisms for Controlling Board

To avoid managerial abuse, there are some check-and-balance designs in
Taiwan’s Company Law and Securities & Exchange Act.

e Request the Board to stop unlawful act. When the board of
directors in executing its business has violated law and regulations,
or the Articles of incorporation, the supervisor or any shareholder
who has continuously held his shares for a period of one year or
longer shall immediately notify or may request the board to terminate
such acts. (8194, §218-2 Company Law )

o Discharge disqualified directors. A director may, by a resolution
adopted at a meeting of shareholders, be removed from office at any
time. (8199, §200 Company Law )

e Avoid conflict of interest. While acting the same business with the
company for himself or others, a director needs to secure the
approval from the shareholders meeting. If he fail to do so, such
earnings deriving above should be treated those of the company (§
209 Company Law).
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e Filing a lawsuit. Shareholders who have continuously held 3% of
shares for one year or longer may request a supervisor to file an
action against a director for the company. If the supervisor fails to
do so within thirty day, the shareholders may file an action himself
for the company (8212, §214 Company Law).

e Limitation on self-trading. When a director is engaged in a
negotiation with the company on his own account or on behalf of
others, the supervisor shall be the representative of the company (§

206, §223 Company Law).

4.1.4 Independent Directors database

To improve public companies implementing the appointment of
independent directors and independent supervisor, at the request of SFC,
SFI has established and maintain “the Registry of Independent Directors
Database”. The qualifications to register in the database include both
independence and professional. Therefore, public companies may select
the right independent directors either by themselves or by searching from
this database as a reference.

4.1.5 Disclosure of Share Transactions by Directors and Controlling
Shareholders

Regarding insiders’ share transactions, the FSC requires all the public

companies to follow up the following measures:

1. Pre-filing
According to Article 22-2 of the “Securities & Exchange Act”, the
transfer of stocks by the directors, supervisors, managers, or
shareholders holding more than 10% of the total shares of an issuer
under this Act shall file an effective registration with the Competent
Authority and on a centralized exchange market or an
over-the-counter market. The calculation of shares held by
shareholders mentioned above shall include those shares held under
the names of their spouses, minor children and those held under the
name of other parties.

2. Ex post facto filing
According to Article 25, Paragraph 2 of the “Securities & Exchange
Act”, the stockholders referred to in the preceding Paragraph shall file,
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by the fifth day of each month, a report with the issuer of the changes
in the number of shares they held during the preceding month. The
issuer shall compile and file such report of changes with the
Competent Authority by the fifteenth day of each month.
3. Pledge contract filing

According to Article 25, Paragraph 4 of the “Securities & Exchange
Act”, when the shares referred to in the first Paragraph hereof are
pledged, the pledgor shall make immediate notification to the issuer;
the issuer shall inform the Competent Authority of such pledges
within five days of their formation, and publicly announce such
pledge.

Moreover, Article 18 and 19 of the “Corporate Governance Best-Practice
Principles for TWSE/TPEXx Listed Companies” requires a controlling
shareholder of any TWSE/TPEX listed company shall comply with the
following provisions:

1.Shall bear a duty of good faith to other shareholders and shall not
directly or indirectly cause the company to be engaged in transactions
at other than arm's length or involved in a management conduct for
illegal profit.

2.Shall follow the rules implemented by its company with respect to the
exercise of rights and participation of resolution, so that at a
shareholders' meeting, the representative shall exercise his/her voting
right for the best interest of all shareholders and in good faith and
exercise the fiduciary duty and duty of care of a director or supervisor.

3.Shall comply with relevant laws, regulations and the articles of
incorporation of the company in nominating directors or supervisors
and shall not act beyond the authority granted by the shareholders
meeting or board meeting.

4.Shall not improperly intervene on corporate policymaking or obstruct
corporate management activities.

5.Shall not restrict or impede the management or production of the
company by methods of unfair competition such as monopolizing
corporate procurement or foreclosing sales channels.

A TWSE/TPEX listed company shall ensure the command at any time of
information on the identity of major shareholders, who own a higher
percentage of shares and have an actual control over the company, and its
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ultimate control persons. The major shareholder indicated in the first
paragraph refers to those who owns five percent or more of the
outstanding shares of the company or the shareholding stake thereof is on
the top ten list, provided however that the company may set up a lower
shareholding threshold according to the actual shareholding stake that
may control the company.

Although “Securities & Exchange Act” requires shareholders who acquire
more than 10% of the total issued shares of a public company shall file a
statement with the Competent Authority, not above 5%. The FSC had
promulgated “Criteria Governing Information to be Published in Public
Offering and Issuance Prospectuses” and “Criteria Governing
Information to be Published in Annual Reports of Public Companies™ to
require the annual report shall list all shareholders with a stake of 5% or
more, or shall list the top 10 shareholders, specifying the number of
shares and stake held by each shareholder on the list. If the disclosed
institutional shareholder is a director or a supervisor of the company, shall
disclose their controlling shareholders. The annual reports and prospectus
could be looked up from the website:
http://emops.twse.com.tw/emops_all.htm.

4.2 Supervisor System

There will be two types of corporate governance legal framework for
public companies in Taiwan: a Supervisor system consisting of general
meeting of shareholder, the board of directors, Supervisor, and a audit
committee system consisting of general meeting of shareholder, the board
of directors, and audit committee. The selection is left to individual
companies with limited exception (§14-2, 14-4 Securities & Exchange

Act).
4.2.1Composition
I. Number

According to Article 216 of Company Law, at least one supervisor shall
have a domicile within the territory of the Republic of China. The number
of supervisors should be not less than two in public companies. TWSE
listed companies’ supervisors should include at least three members who
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lack significant family and business relationships with directors.
[1. Criteria

Before the 2001 amendment to the Company Law, supervisor was elected
from the shareholders. The amendment in 2001 has abolished the
limitation. Supervisors in Taiwan are responsible for monitoring directors
and management. Independence is a determinate factor for them to play
their roles effectively. Therefore, a supervisor shall not concurrently be
the director, manager, or employee of the company (§222 Company Law).
In case of multiple representatives assigned by the government or
institutional investors, they shall not be concurrently elected or serve as
directors and supervisors under the Amendments of 2011 Company Law
and 2006 Securities and Exchange Act (§26-3 Securities and Exchange

Act, §27 Company Law), At least one supervisor of the applicant
company are not mutually related with any one director or supervisors in
the relations listed above (§26-3 Securities and Exchange Act).

Supervisors in public company should include at least three members
who lack significant family and business relationships with directors. If
more than two-third of them have affiliation, there would be lack of
independence.  Affiliation exists between (1) Spouse; (2) Linear
relatives by blood within the third degree of relationship; (3) Collateral
relatives within the fourth degree of relationships; (4) The representatives
of the same juristic person; or (5) affiliates (§9(12) TWSE Listing Rules,

§17 Supplementing Rules to TWSE Listing Rules).

4.2.2 Duties and Responsibilities

The functions of Supervisors in Taiwan are equivalent to the Audit
Committee of that in the United States. They should provide an important
internal mechanism for holding directors and management accountable.
Thus, supervisors fulfill their duties by providing an independent and
objective review of the financial reporting process, internal controls and
the audit function. Supervisors in Taiwan can wield significant oversight
power and are potentially powerful.
o Individually exercise duties. Supervisors may exercise their duties
individually (§221 Company Law) in the following matters: (1)

21



Supervisors shall make a thorough investigation into the application
of the company (§146 Company Law); (2) A supervisor may at any
time investigate the business and financial condition of the company,
examine books(§218 Company Law); (3) A supervisor shall check
and investigate all statements and records (§219 Company Law); (4)
A supervisor shall immediately notify the board to terminate
improper business. (§218-2 Company Law); (5) Check the property
where the company issues new shares (§274 Company Law); (6)
Examination the balance sheet and inventory the liquidator sends (§
326 Company Law); (7) Examination all statements and records of
accounts the liquidator sends (§331 Company Law).

Act on behalf of the company. The supervisor shall act on behalf of
the company, such as in case of a lawsuit between the company and a
director (§213, §214, §218, §219 Company Law).

Convene shareholders meeting. A supervisor may, when deemed
necessary or was ordered by the court, convene a meeting of
shareholders (§214, §245 Company Law).

Attendance of Supervisors in the Board of Directors (8218,
§218-2 Company Law).

Supervisors were granted the right by Company Act to exercise their
supervisory power independently. However, some supervisors do not
exercise this power properly and spontaneously. Under the supervision of
FSC, TWSE and TPEx jointly promulgated sample handbook for
supervisors of public companies to act their right.

4.2.3 Mechanisms for Supervisors

There are some check-and-balance designs in Taiwan’s Company Law to
make sure a supervisor execute his/her duties faithfully.

File a lawsuit against supervisor. The meeting of shareholders may
resolve to file a lawsuit against supervisor (§225, §227 Company
Law)

Discharge disqualified supervisor. While performing his duties, if
supervisor has done any act causing great loss or damage to the
company, or any act in serious violation of law and regulations or the
Articles of incorporation, a shareholder that satisfies shareholding
requirement may file a suit (§200 Company Law).
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e Joint liability. A supervisor shall be liable to compensate the
company for any loss or damage resulting from negligence in
performing his duty of supervision. If a supervisor is liable to
compensate the company or a third party and a director is also liable,
such supervisor and director shall be a joint creditor (§8, §23, §224,
§226 Company Law).

e Shareholding requirement. The FSC required the supervisor of
public companies to hold certain amount of the company °’s stock,
and to disclose ownership information of supervisor, including
shareholding percentage of supervisor and change of supervisor ’s
share holding (§26 Securities & Exchange Act).

The Company Law allows institutional or government shareholders to
appoint their representatives as directors and supervisors, and this
inherent conflict of interests essentially against the rules that a supervisor
shall not concurrently be the director of the company. The affiliation
between Supervisor and major shareholders has also weakened their
functions. Besides, the duties and responsibilities are really burdensome
for an inexperienced one to handle. Therefore, to increase independent
outside supervisor should be an improvement to upgrade the corporate
governance environment.

4.3 Audit Committee

The January 2006 Amendment of Securities & Exchange Act provides an
alternative system that replaces Supervisors with audit committee system.
In order to keep in line with global trends, strengthen internal control
mechanisms and shareholder interests in Taiwan, and reap the benefits of
sound corporate management, the FSC on February 20, 2013, acting on
the authority of Article 14-4 of the "Securities and Exchange Act,"
adopted a set of rules setting out the phases that companies are subject to
the requirement to establish an audit committee. Under the rules, the
following must establish an audit committee in lieu of a supervisor: (1)
any publicly traded financial holding company, bank, bills finance
company, insurance company, securities investment trust enterprise or
integrated securities firm; (2) any TWSE-listed or TPEx-listed company
outside the financial sector that has paid-in capital of NT$50 billion or
more. Further, the FSC on December 31, 2013, issuing executive order to
extend the scope for the companies required to establish an audit
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committee. The rule increases the following must establish an audit
committee and sets up the timetable: (1) any publicly traded securities
Investment trust enterprise or integrated securities firm, any TWSE-listed
or TPEx-listed_futures commission merchants, and any TWSE-listed or
TPEXx-listed company outside the financial sector that has paid-in capital
above NT$10 billion and below NT$50 billion should establish an audit
committee during 2015 to 2017; (2) any TWSE-listed or TPEXx-listed
company outside the financial sector that has paid-in capital above NT$2
billion and below NT$10 billion should establish an audit committee
during 2017 to 2019.

4.3.1 Composition

The January, 2006 amendment of Securities & Exchange Act required
that the audit committee should comprise at least three members, which
included all independent directors. The members of the Committee
should designate a Chair In addition, at least one member of the
committee should be an accounting or finance expertise (§14-4 Securities

& Exchange Act).
4.3.2 Responsibilities

o assigned responsibilities of supervisors in Securities and Exchange
Act, company law, and other related laws (§14-4 Securities &
Exchange Act).

e The regulations for supervisors in the case of representing the
company are also binding the independent director of audit
committee (§14-4 Securities & Exchange Act).

e Review internal control, financial report and assigned responsibilities
of independent director in Securities & Exchange Act (§14-5
Securities & Exchange Act).

4.3.3 Rules of Procedure

A majority of the members of Audit Committee shall constitute a quorum
to transact business. The items having the major effect in the company’s
finance and business should decide by majority vote of the full Audit
Committee member and also approve by Board Resolution. The major
effect items may also approve by two-third vote of the full Board
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members without the majority vote of the full Audit Committee members
(§14-5 Securities & Exchange Act). The FSC has announced “Regulations
Governing the Exercise of Powers by Audit Committees of Public
Companies” to implement the audit committee responsibilities
requirement under Article 14-5 of Securities and Exchange Act.

4.4 Remuneration Committees

In view of the fact that remuneration systems constitute an important
aspect of corporate governance and risk management, and also because
the Securities and Exchange Act now contains a new provision (Article
14-6) which requires that a "company whose stock is listed on the stock
exchange or traded over-the-counter shall establish a remuneration
committee," the FSC issued the Regulations Governing Appointment and
the Exercise of Powers by Remuneration Committee of a Company
Whose Stock is Listed on the Stock Exchange or Traded
Over-the-Counter on March 18, 2011. The regulations set out
requirements governing the composition of the committee, the scope of
its powers, rules of procedure, professional qualifications, independence,
and the exercise of its powers. The purpose of the regulations is to ensure
a sound remuneration system for company board members, supervisors,
and executive officers.

4.4.1 Composition

Under the Regulations, a remuneration committee should consist of at
least three members appointed by the board. Beside, the members of
remuneration committee should be composed of at least one independent
director.

4.4.2 Responsibilities and Rules of Procedure

o Prescribe and periodically review the performance review and
remuneration policy, system, standards, and structure for directors,
supervisors and managerial officers; periodically evaluate and
prescribe the remuneration of directors, supervisors, and managerial
officers.

o When performing the official powers of the preceding paragraph, the
remuneration committee shall follow the principles listed below:
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1. With respect to the performance assessment and remuneration of
directors, supervisors and managerial personnel of the company, it
shall refer to the typical pay levels adopted by peer companies, and
take into consideration the reasonableness of the correlation
between remuneration and individual performance, the company's
business performance, and future risk exposure.

2. It shall not produce an incentive for the directors or managerial
officers to engage in activity to pursue remuneration exceeding the
risks that the company may tolerate.

3. It shall take into consideration the characteristics of the industry
and the nature of the company's business when determining the
ratio of bonus payout based on the short-term performance of its
directors and senior management and the time for payment of the
variable part of remuneration.

4.5 Meeting of Shareholders

Under the OECD Principles of Corporate Governance, the corporate
governance framework should protect shareholders’ rights, and ensure the
equitable treatment of all shareholders, including minority and foreign
shareholders. All shareholders should have the opportunity to obtain
effective redress for violation of their rights. Taiwan fulfills these
principles through the following regulations in the company law and
securities laws.

4.5.1 Shareholder Participation

As the owner of the corporations, the corporation performance affects the
investors directly. Under the company law, investors in Taiwan may
exercise the rights to play an important role in corporate governance as
following:

e \oting right to elect and discharge directors and Supervisors. The
shareholder shall elect and discharge directors and supervisors by
voting in the meeting of shareholders (§192, §199, §216 Company
Law).

e Shareholder Proposal (§172-1 Company Law)

e Determine the remuneration. The remuneration of directors and
supervisor shall be determined by a meeting of shareholders (§192, §
196, §227 Company Law).
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o Modify or alter Articles of incorporation. A firm shall not modify
or alter its articles of incorporation without a resolution adopted at a
meeting of shareholders (§277 Company Law).

e Approval for material transaction. A company shall not do any of
the following acts without a majority votes resolution adopted by
shareholders meeting: (1) Enter into, amend, or terminate any
contract for lease of the company's business in whole, or entrusting
others to operate the business, or for regular joint operation with
others; (2) Transfer the whole or any essential part of its business or
assets; (3) Accept the transfer of another's whole business or assets,
which has great effect on the business operation of the company (§
185 Company Law).

e Free of transferring stock. The transfer of shares of a company
shall not be prohibited or restricted by its articles of incorporation.
Thus, if the performance of company is poor, the shareholder may
sell his stocks as a way to express his dissatisfaction (§163 Company
Law).

4.5.1.1 Shareholder Proposal

In order to increase the level of participation by shareholders in company
affairs, the 2005 amendment of company law now gives the shareholders
the right to submit a proposed matter for consideration during the annual
general meeting of shareholders, provided that the proposing shareholders
shall have been a shareholder of record of at least 1% of the total shares
of the company and such a matter is one that can be resolved by a
meeting of the shareholders (§172-1 Company Law).

Article 6 of the “Corporate Governance Best-Practice Principles for
TWSE/TPEX Listed Companies” requires the board of directors of a
TWSE/TPEX listed company shall properly arrange the proposals and
agenda of shareholders' meetings. Shareholders shall be granted
reasonable time to deliberate each proposal and afforded an appropriate
opportunity to make statements. Moreover, shareholders’ meetings that
are convened by the board of directors, a majority of the directors to
attend the meeting in person would be advisable.

4.5.1.2 Vote Liberal
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As a result of the 2005 company law amendment, companies may now
allow new methods for the shareholder to cast their votes, i.e., by writing
or e-vote under the regulations of Electronic Signature Law to facilitate
the personal exercising of sharcholders’ voting rights. The voting
methods should be described in the notice of Shareholder Meeting (8

177-1, §177-2 Company Law).

Under the 2012 amendment of §177-1 Company Law, FSC may as
necessary in view of the company's scale, shareholder structure, type of
operations, and other essential factors, require company to add the
exercising of voting right via e-voting platform. The FSC ruled that,
beginning from 2012, any company listed on the Taiwan Stock Exchange
or Taipei Exchange that has capital of NT$10 billion and 10,000
shareholders shall be subject to the requirement to make electronic voting
available at shareholders meetings. In addition, in order to encourage
companies to adopt a candidate nomination system as a means of
facilitating the implementation of electronic voting, any company which,
at its 2012 shareholders meeting, holds an election or by-election of
directors or supervisors and also amends its articles of incorporation to
adopt a candidate nomination system, will be given a buffer period
whereby it is not required to conduct electronic voting until its next
shareholders meeting. To advocate sharcholder’s activism and enhance
corporate governance, the FSC offered further voting facilities in
November, 2014 by amending the paid-in criteria of a public company
that should adopt electronic voting: from a paid-in capital of at least
NT$5 billion to NT$2 billion. The new FSC criteria are required to
implement from 2016. Furthermore, from 1 January 2016, a company
whose stock is to be newly listed on the TWSE and the TPEX shall in its
articles of incorporation specify electronic transmission as one of the
methods for exercising shareholder voting rights.

To promote the adoption of candidate nomination system as a means of
facilitating the implementation of electronic voting, any company which,
at its 2014 shareholders meeting, holds an election or by-election of
directors or supervisors and also amends its articles of incorporation to
adopt a candidate nomination system, will be given a buffer period
whereby it is not required to conduct electronic voting until its next
shareholders meeting. Statistics indicate that 277 listed companies
provide electronic voting as one way to vote at their shareholders
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meetings in 2015.

The amendment of §181 Company Law and the "Regulations Governing
the Operation of and Compliance Requirements for Split Voting by the
Shareholders of Public Companies™ will allow split voting for overseas
funds, overseas financial institutions, or global depository banks of
overseas depositary receipts. In order to implement the requirement for
companies to establish a remuneration committee, thereby strengthening
corporate governance, and in order to implement the distance voting
system, the FSC on February 20, 2012 amended the Regulations
Governing the Offering and Issuance of Securities by Securities Issuers.
The amended regulations expressly provide that where a company listed
on the TWSE, TPEx, or Emerging Stock Market fails to establish a
remuneration committee in accordance with the law, or fails to operate
such a committee in the legally required manner, and where the
circumstances of the violations are serious, or where such a company fails
to make distance voting available as a means of exercising voting rights
at shareholders meetings, the FSC may cite such circumstances as cause
for rejecting the company's attempt to register a securities offering, an
issuance of new bonus shares, or a capital reduction.

To facilitate the voting by foreign shareholders, TDCC provides the
“International Voting Strait Through Process ( STP) ” service since 2015.

4.5.1.3 Derivative lawsuit

Derivative lawsuit is an important vehicle for minority shareholders to
monitor the conduct of management. However, the absence of
class-action lawsuits and rigid regulation in derivative lawsuit make
serious problem in suing wrongdoing of directors and Supervisors. Before
the amendment of the Company Law in 2001, shareholders continuously
hold 5% of shares for one year or longer may request in writing for a
supervisor to institute an action against a director on behalf of the
company. (8214 Company Law ) The aim of this article is to protect the
minority shareholders by providing them the right to file lawsuit against
wrongdoing of directors and Supervisors. However, the criteria, holding
5% of share, is not easy to apply in listed company. The rigid regulation
makes it a barrier for shareholder to file a derivative lawsuit. Therefore,
the successful case for suing a wrongdoing director or statutory is rare in

29



Taiwan. The amended Companies Law in 2001 has loosened the criteria.
The requirement of shareholder now is 3%, instead of 5%.

To urge directors and supervisors best fulfill the duty of loyalty, §10-1
“Securities Investor and Futures Trader Protection Act” was amended in
2009. Under the 2009 amendment, while the protection institution
discovers the conduct of director or supervisor of an TWSE/GRSE listed
company in the course of performing his or her duties that is materially
injurious to the company or is in violation of laws, regulations, and/or
provisions of the company's articles of incorporation, the protection
Institution may institute the action on behalf of the company without
regard to the restrictions of Article 214 and Article 200 of the Company
Act.

4.5.1.4 Nomination System for Election of Director and Supervisor

The public companies may adopt the nomination system for election of
Director and Supervisor. Any shareholder of record of at least 1% of the
shares may nominate candidates for the election. To formalize this
nomination system, company must amend its articles of incorporation (8
192-1, §216-1 Company Law). To enhance this nomination system,
newly listed company on the TWSE and the TPEXx shall in its articles of
incorporation specify to adopt nomination system for election of director
and supervisor. Furthermore, in order to courage this nomination system,
SFI and Corporate Governance Association were listed as one of the
items of Information Disclosure Ranking System, Corporate Governance
Evaluation System and Corporate Governance Framework Assessment
System.

4.5.2 Proxy Solicitation

Market discipline such as proxy solicitation is an effective mechanism for
corporate governance. With enough votes, the group can exert pressure on
management to act in the best interest of the group. That is to say, a proxy
fight is one way to discipline management if they deviate from
shareholder value maximization. In Taiwan, in each meeting of
shareholders, a shareholder may delegate a proxy to attend the meeting by
filling a printed form of power of attorney stating the scope of authority
(8177 Company Law). To avoid the improper use of proxy solicitation,
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the Authority has promulgated “Regulations Governing the Use of
Proxies for Attendance at Shareholder Meetings of Public Companies”.
The FSC amended the Regulations on April 11, 2013 to strengthen
regulation of shareholders meeting proxies. Key points of the
amendments as follows:

1.prior to a shareholders meeting, the proxies must be tallied and verified
regardless whether directors or supervisors will be elected at the
meeting;

2. to coordinate with 2012 "Securities and Exchange Act" amendment
(whereby newly inserted Article 165-1 sets out a list of provisions in
said Act that will apply mutatis mutandis to foreign companies when
they list shares on the TWSE, the TPEX, or the Emerging Stock
Market), new provisions have been added to the Regulations (in light
of the fact that the legislation of a public company's home jurisdiction
differs from Taiwan's) to govern the following matters: (a) the methods
that must be used for calculating the number of shares represented by
proxy solicitors or held by shareholder mandating proxy solicitations;
(b) the deadline for the proxy solicitor to deliver the solicitation
information to the company; and (c) the deadline for the company to
compile a summary statement of the solicitor solicitation information
and transmit it to the SFI.

Further, the FSC amended the Regulations on March 4, 2015 to
strengthen regulation of shareholders meeting proxies. Key points of the
amendments as follows:

1. If the shareholder is a financial holding company, then no subsidiary of
the financial holding company at the current shareholders meeting may
make any further solicitation or handle proxy solicitation matters
mandated by any solicitor.

2. Before personnel at the place of solicitation handle proxy solicitation
matters, the proxy solicitor and the company mandated to handle
solicitation matters shall report information on those personnel to the
institution designated by the FSC. No person at the place of solicitation
may handle solicitation matters until the report has been filed. A
solicitor or a company mandated to handle solicitation matters may not
obtain proxies by means of proxy solicitations conducted by personnel
who have not been reported pursuant to the regulations.
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3. A solicitor shall sign or seal the solicited proxies and additionally affix
the seal of the place of solicitation. The signature or seal of the
personnel handling proxy solicitation matters at the place of solicitation
shall be affixed on the proxies. The proxies may not be transferred to
another person for use.

4.5.3 Facilitating the Exercising of Shareholders’ Rights

Under the consent of shareholders, company may deliver notice and
minutes of annual shareholder meeting by electronic transmission in
accordance with the format request of Electronic Signature Law.

Article 7 of the “Corporate Governance Best-Practice Principles for
TWSE/TPEX Listed Companies” requires a TWSE/TPEX listed company
shall encourage its shareholders to actively participate in its corporate
governance and hold shareholders’ meetings on the premise of legal,
effective and safe proceedings, in addition, listed company shall seek all
ways and means, including fully exploiting technologies for information
disclosure, so as to enhance the attendance rate of shareholders at the
shareholders' meeting and ensure the exercise of shareholders' rights.
About shareholder’s voting right, you can also refer to previous section
4.5.1.

For the purpose of allowing shareholders to learn about the meeting
procedures and contents ahead of a shareholders' meeting and to attend
such meeting and exercise their rights actively, the FSC amended Article
6 of the "Regulations Governing Content and Compliance Requirements
for Shareholders' Meeting Agenda Handbooks of Public Companies™ on
December 11, 2009. The amended regulations require that 21 days before
a company is to convene an ordinary shareholders’ meeting, it shall
prepare an electronic file of the shareholders’ meeting agenda handbook
and the supplemental materials referred to in the preceding paragraph,
and upload it to the Market Observation Post System.

The 2011 amendment to Article 183, paragraph 3 and Article 230,
paragraph 2 of the Company Act has changed the requirements that
shareholders meeting minutes and material resolutions may now be
distributed to all shareholders, regardless of the size of their holdings, by
means of public announcement. To coordinate with this amendment, the
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FSC on July 7, 2011 revised its rules on the method for making such
public announcements. Under the revised rules, after a public company
holds a regular (or special) shareholders meeting in accordance with the
aforementioned provisions of the Company Act, it may use a public
announcement to distribute shareholders meeting minutes and material
resolutions, as well as a shareholders meeting's approval of financial
statements, earnings distributions, or covering of losses. In accordance
with the FSC's requirements, the company announces the information
should post it to the Market Observation Post System (MOPS) at
https://sii.twse.com.tw (the website information disclosure website
specified by the FSC).

According to §36 Securities & Exchange Act, annual report must be
published in no less than 3 month after the end of each fiscal year. That
makes the shareholders’ meeting generally held in about the same time to
meet with publication of annual report.

General shareholders meetings in Taiwan tend to be held all at the same
time, which is prejudicial to the interests of shareholders. In order to
avoid this situation, the TWSE and TPEX have adopted a System for
Advance Reporting of the Dates of General Shareholders Meetings of
TWSE-listed, TPEx-listed, and Emerging Stock Companies. The system,
which has effected from 2010, allows for no more than 200 companies to
hold their general shareholders meeting on a single day (but this
restriction does not apply to companies that allow for electronic voting).
Companies must complete an online registration of the dates of the
general shareholders meetings before 15" of March each year. For the
earlier announcement of annual financial reports under the amendment of
Article 36 of “Securities and Exchange Law”, the FSC will work with
TWSE/TPEX to adjust for no more than 100 companies to hold their
general shareholders meeting on a single day (but this restriction does not
apply to companies that allow for electronic voting). Besides, the FSC
will continue working with the TWSE and TPEx to familiarize listed
firms with the system, so as to safeguard shareholder interests.

According to Article 36, paragraph 7 and 8 of the Securities & Exchange
Act, the regular meeting of shareholders of a company whose stock is
listed on the stock exchange or traded over-the-counter shall be held
within six months after the close of each fiscal year. In a year in which
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expires the term of the directors and supervisors of a company, if the
board of directors does not convene the regular meeting of shareholders
to elect directors and supervisors for the new term in accordance with the
preceding paragraph, the Competent Authority may ex officio set a
deadline for the meeting to be held. If the meeting is not held by the
deadline, the entire body of directors and supervisors shall ipso facto be
dismissed from the time of expiration of the deadline.

To protect the minority shareholder, it increases the rule in the Article
38-1, paragraph 2 of Securities & Exchange Act. When shareholders who
have been continuously holding, for a period of 1 year or longer, 3
percent or more of the total number of the outstanding shares of a
company whose stock is listed on the stock exchange or traded
over-the-counter deem that a specific matter materially damages the
interests of shareholders, they may apply to the Competent Authority with
reasons, related evidence, and explanations of necessity, asking for
inspection of the specific matter, related documents, and account books of
the issuer. If the Competent Authority deems necessary, it will proceed
pursuant to the Article 36-1, paragraphl.

4.5.4 Operation Mechanism of Shareholders’ Meeting

According to the Company Law, a shareholder may appoint a proxy to
attend a shareholders' meeting in his/her behalf. Anyone who acts as the
proxy for two or more shareholders, the number of voting power
represented by him/her shall not exceed 3% of the total number of voting
shares of the company, however, trust enterprises or stock agencies
approved by the competent authority shall be excluded, which means no
voting limitation for these institution. The new amendment also allows
mail or online voting. However, a shareholder who exercises his/her/its
voting power via electronic voting shall be deemed to have waived
his/her/its voting power in respective of any extemporary motions and/or
the amendments to the contents of the original proposals at the said
shareholders' meeting (§177-1 1l Company Law).

On April 11, 2005, Ministry of Economic Affairs announced enforcement
letter No. 09402406590. According to the rule, if any shareholder
considers that the discussion has any objection for a motion, it should
disclose the numbers of votes cast "For" and the proportion of voting
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right to agree the motion. It can be presented as “Shares of shareholders
for vote in Shareholders’ Meeting are XXX shares. The numbers of votes
cast "For" is XXX and the proportion of the numbers cast "For" to total
voting numbers is XX.XXX%.” On October 3, 2005, Ministry of
Economic Affairs announced enforcement letter No. 09402406590. If
shareholders in a firm adopt mail or electronic to cast their vote with any
against or waived on any motion, which acquire majority attendants’
votes agree to adopt a motion by simply oral request by the chairman if
no one object the contents of the motion, the case also should follow
above disclosure rule.

Section 10 and 13 of the “TWSE/TPEx Best Practice for Public
Companies Shareholders’ Meeting” prescribe: when the chairman
considers that the discussion for a motion has reached the extent for
making a resolution, he/she may announce discontinuance of the
discussion and submit the motion for resolution. The persons for
supervising the casting of votes and the counting thereof for resolutions
shall be designated by the chairman, provided, however, that the person
supervising the casting of votes shall be a shareholder. To encourage
moving towards full voting by poll at shareholder meeting, the newly
amendments of “Corporate Governance Best-Practice Principles for
TWSE/TPEX Listed Companies” and “TWSE /TPEx Best Practice for
Public Companies Shareholders’ Meeting” recommend that TWSE/TPEX
listed companies are advised to arrange for their shareholders to vote by
poll on the proposals included in the shareholders meeting agenda one by
one and enter the voting results, namely the numbers of votes cast "For"
and "Against" and the number of "Abstentions," for each proposal, after
the shareholders meeting on the same day that it is held, into the Internet
information reporting system designated by the TWSE.

4.6 Information Disclosure and Transparency

According to the OECD Principles of Corporate Governance, the
corporate governance framework should ensure that timely and accurate
disclosure is made on all material matters regarding the corporation,
including the financial situation, performance, ownership, and
governance of the company. Taiwan implements these principles under
both provisions in Company law and securities law.

To provide investors with timely, accurate and relevant information,
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Taiwan public companies have the obligations to provide and disclose
information under both provisions in Company law and securities law.
Under securities law, primary market and secondary market disclose
different documents or information. As in the case of affiliated
corporations, an additional disclosure of consolidated financial statements
is required. The full detailed information disclosure can be found on the
FSC website "List concerning what information Publicly-held companies
should announce to the public or report to the FSC" (available at
http://www.sfb.gov.tw/en/home.jsp?id=73&parentpath=0,9).

4.6.1 Dissemination of the Primary Market Information

Taiwan’s company law and securities laws have many rules governing the
issuance and transfer of shares. The Prospectus is the most important
document in the disclosure process of listing. The major contents of the
Prospectus should include: (1) The extent of open public disclosure; (2)
Operating conditions; (3) Issuance plan and implementation status; (4)
Financial conditions; (5) Specially stipulated items and events; and (6)
Important resolutions.

In order to enhance corporate governance of listing companies, TWSE
amended rules to require initial listed companies shall file “Corporate
Governance Self-assessment Report” with other registration documents.
In addition, underwriters shall descript the corporate governance system
of the IPO issuer and providing their opinion. In addition, for the time of
filing “Corporate Governance Self-assessment Report”, since 1% October
2011, companies which apply for listing should have yielded the report in
new forms and complete declaring it before listed. If the content of report
changes, companies should update declaring within two days after
completing Corporate Governance Self-assessment Report. (for details,
please refer to the website,
http://www.twse.com.tw/docs1/data01/set/public_html/ 0960005558.htm)

4.6.2 Disclosure of the Secondary Market Information

Information disclosure in the secondary market is a process by which a
listed firm discloses material information full, timely and publicly on a
regular or irregular basis. The regular disclosure documents in trading
market include financial reporting, financial forecast (not mandatory),
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annual report, and a statement of total operating revenues, also internal
auditing operation and insider trading information. To avoid financial
statements containing misleading information or not disclosing the
important financial or operational information timely or properly, FSC
requires semi-annual financial statements and forward looking statements
should be reviewed by certified public accountant (CPA). As to
irregular basis of disclosure, FSC promulgates rules and guidelines
towards special disclosure requirement that may affect shareholders’
interests, such as “Rules Governing Acquisition and Disposition of Asset
by Public companies”. Information disclosed on an irregular basis
includes events that may have a large impact on stock prices and
shareholders’ equity, matters regarding the offering and issuance of
securities, matters regarding the acquisition or disposal of assets, matters
regarding investment in Mainland China, and matters regarding changes
to accounting principles. Moreover, Article 14 of the Securities &
Exchange Act require the chairperson, manger, and accounting officers
shall file a declaration to assure there is no false or misrepresentation in
company’s disclosed information. To help company insiders and
employees understand legal compliance procedures and their
responsibilities, and to help public companies establish better information
disclosure channel. In 2008, TWSE and OTC set up the example of
“Public Company Important Information Disclosure Process” for public
companies to follow in their daily operation.

Moreover, to ensure that investors are fully and promptly informed on the
financial and business conditions of listed companies, the FSC is seeking
to increase the transparency of disclosure by listed companies so as to
avoid information asymmetry in Taiwan's capital market. Toward that
end, the FSC has asked TWSE and TPEXx to adopt rules requiring listed
companies to make publicly available, in audio-video format, the
proceedings of investor press conferences. On 13 November 2012, the
TWSE and TPEXx both announced the adoption of related rules, which are
scheduled for implementation from 1 June 2013. Once the rules are
implemented, any investor press conference that is held in Taiwan either
before or during market hours will have to be simultaneously broadcast in
its entirety in audio-video format. When an investor press conference is
held at some other time, a link to a full audio-video recording will have to
be posted to the Market Observation Post System (MOPS) at least two
hours before the beginning of trading on the next business day for the
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reference of investors.

TWSE indicated that considering the fact that the Mechanism of Trading
Halt during Information Assessment Period gives the material
information that occurred or was announced during trading hours
sufficient time to be made public extensively, and provides investors with
digestion time for information to reduce circumstances of information
asymmetry, TWSE announced on July 13, 2015 the amendment of
“Taiwan Stock Exchange Corporation Procedures for Verification and
Disclosure of Material Information of Companies with Listed Securities”
through adopting by reference of regulations in the main foreign
exchanges, added the specific Chapter Four “Halt and Resume Trading,”
and amended the relevant Article in concert with the Mechanism of
Trading Halt during Information Assessment Period.

To enhance the efficiency of material information disclosure of public
listed companies, the TWSE and TPEx amended ‘‘Procedures for
Verification and Disclosure of Material Information of Companies with
Listed Securities’” to require public listed companies to input the content
or explanations of the information into the Internet information reporting
system designated by the TWSE before 12 AM of the trading day when
discovering mass media reportage of any material events or reportage that
diverges from facts.

4.6.3 Corporate Governance Disclosure in Annual Report

In order to enhance the transparency of information related to the
implementation of corporate governance, the FSC has amended the
“Regulations Governing Information to be Published in Annual Reports
of Public Companies” (content available at:
http://eng.selaw.com.tw/FL AWDATO01.asp?LSID=FL007032) for several
times. A corporate governance report should be included in the Annual
Report of Companies since the 2007 amendment to “Criteria Governing
Information to be published in Annual Reports of Public Companies”.
The following items on Table 3 are required to be included in the Report
on Corporate Governance in the Annual Report of Companies.
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Table 3: The Corporate Governance Report Disclosure Requirements in
Annual Report of Public Companies

Items

Disclosure requirement

Organizational system

Show the company's structure and the tasks of its
principal divisions

Information on directors
and supervisors

Directors and supervisors: names; nationality or
registered; principal work experience and
academic  qualifications;  position(s)  held
concurrently in the company and/or in any other
company, date on which current position was
assumed; term of contract; the commencement
date of the first term, shares held by
directors/supervisors and their spouses, children
of minor age, and held through nominees;
professional expertise; and whether they are
independent directors/supervisors.

The general manager, assistant general managers,
deputy assistant general managers, and the chiefs
of all the company's divisions and branch unit:
names; principal work experience and academic
qualifications; date on which current position was
assumed; term of contract; and shares held by
them and their spouses, children of minor age,
and held through nominees.

Remuneration paid during the most recent fiscal
year to directors, supervisors, the general
manager, and assistant general managers
Separately compare and describe total
remuneration, as a percentage of net income
stated in the parent company only financial
reports or individual financial reports, as paid by
this company and by each other company
included in the consolidated financial statements
during the past 2 fiscal years to directors,
supervisors, general managers, and assistant
general managers, and analyze and describe
remuneration policies, standards, and packages,
the procedure for determining remuneration, and
its linkage to operating performance and future
risk exposure.
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ltems

Disclosure requirement

The state of the
company's
implementation of
corporate governance

operations of the board of directors

operations of the audit committee or the state of
participation in  board meetings by the
supervisors.

“comply or explain” approach to Corporate
Governance  Best-Practice  Principles  for
TSEC/TPEX Listed Companies.

operations of compensation committee (if any)
Company’s CSR policy

If the company has adopted corporate governance
best-practice principles or related bylaws,
disclose how these are to be searched

Other significant information that will provide a
better understanding of the state of the company's
implementation of corporate governance may
also be disclosed

state of implementation of the company's internal
control system

disclose any sanctions imposed in accordance
with the law upon the company or its internal
personnel, any sanctions imposed by the
company upon its internal personnel for
violations of internal control system provisions,
principal deficiencies, and the state of any efforts
to make improvements.

material resolutions of a shareholders meeting or
a board of directors meeting during the most
recent fiscal year or during the current fiscal year
up to the date of printing of the annual report
where a director or supervisor has expressed a
dissenting opinion with respect to a material
resolution passed by the board of directors, and
said dissenting opinion has been recorded or
prepared as a written declaration, disclose the
principal content thereof

a summary of resignations and dismissals of the
company's chairman, general manager, principal
accounting officer, principal financial officer,
chief internal auditor, and principal research and
development officer
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ltems

Disclosure requirement

Information on CPA
professional fees

Disclose professional fees of CPA either by fee
range or by individual amount disclosure

Information on
replacement of CPA

If the company has replaced its CPA within the last 2
fiscal years or any subsequent interim period, it shall
disclose the following information:

Regarding the former CPA
Regarding the successor CPA

Other mandatory
disclosures

Where the company's chairperson, general
manager, or any managerial officer in charge of
finance or accounting matters has in the most
recent year held a position at the accounting firm
of its certified public accountant or at an
affiliated enterprise of such accounting firm, the
name and position of the person, and the period
during which the position was held, shall be
disclosed.

Any transfer of equity interests and/or pledge of
or change in equity interests by a director,
supervisor, managerial officer, or shareholder
with a stake of more than 10 percent during the
most recent fiscal year or during the current fiscal
year up to the date of printing of the annual
report.

Relationship  information, if among the
company's 10 largest shareholders any one is a
related party or a relative within the second
degree of kinship of another.

The total number of shares and total equity stake
held in any single enterprise by the company, its
directors and supervisors, managers, and any
companies controlled either directly or indirectly
by the company.

To enhance the transparency of the public company financial statement,
Article 10-5 of the “Regulations Governing Information to be Published
in Annual Reports of Public Companies” requires that the company may
opt to disclose professional fees of certified public accountants either by
fee range or by individual amount disclosure. Besides, every issuer shall
disclose the information regarding the professional fees of the certified
public accountant in the following circumstance:

41
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e When non-audit fees paid to the certified public accountant, to the
accounting firm of the certified public accountant, and/or to any
affiliated enterprise of such accounting firm are one quarter or more
of the audit fees paid thereto, the amounts of both audit and non-audit
fees as well as details of non-audit services shall be disclosed.

e« When the company changes its accounting firm and the audit fees
paid for the fiscal year in which such change took place are lower
than those for the previous year, the amounts of the audit fees before
and after the change and the reasons shall be disclosed.

o When the audit fees paid for the current year are lower than those for

the previous fiscal year by 15 percent or more, the reduction in the
amount of audit fees, reduction percentage, and reason(s) therefor
shall be disclosed.
The professional fees for auditing services referred to in item (1)
means the professional fees paid by the company to a certified public
accountant for auditing, review, and secondary reviews of financial
reports, financial forecast reviews, and tax certification.

In order to enhance the transparency of information related to the
implementation of corporate governance and remuneration of directors
and supervisors, the FSC in 2012 also amended the Regulations
Governing Information to be Published in Annual Reports of Public
Companies and the Regulations Governing Information to be Published
in Public Offering and Issuance Prospectuses. The key points include
(1If the company has a compensation committee in place, the
composition, duties, and operation of the compensation committee shall
be disclosed ; (2) Companies must disclose implementation of corporate

social responsibility and ethical corporate management ; (3) The

employment status of associated staffs who endorses the company’s
financial statements shall be disclosed.

In addition, the FSC in 2015 amended the Regulations Governing
Information to be Published in Annual Reports of Public Companies and
the Regulations Governing Information to be Published in Public
Offering and Issuance Prospectuses. The key points include (1) To
enhance the disclosure of remuneration paid to directors and
supervisors ; (2) To enhance the disclosure of corporate governance,

corporate social responsibilities, and ethical corporate management.
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4.6.4 Disclosure of Affiliated Corporations

To protect the rights of minority shareholder and creditor, the controlling
company and subordinate company of a public company shall, at the end
of each business year, prepare a consolidated business report,
consolidated financial statements, and a report regarding the relationship
of legal acts and status between them (§369-12 Company Law).

Considering increasing number of business affiliates in Taiwan, the

Authority published the *“ Guidelines for Compilation of the Group

Companies Management Report, the Consolidated Financial Statements,

and the Relationship Report” in 1999 and required that the three reports

include the following:

® The Group Companies Management Report: The contents include the
organizational chart, shareholding status of directors, supervisors and
the general manager, the related party transactions among group
members, financial status and operational results of each company,
etc.

® The Consolidated Financial Statement: Any public company shall
disclose Consolidated Financial Statement while compiling annual
report. The contents shall include financing accommodation among
group members, endorsement or guarantee, transactions on derivative
products, material matters, after day items, and the holding of bills
and securities.

® The Relationship Report: the contents shall include the purchasing &
selling of goods and asset transactions, financing, and endorsement
among group companies.

4.6.5 Public Disclosure System

The latest amendment of the Company Law provided that company
announcements may be made according to the regulations stipulated by
the FSC. Therefore, public companies under Securities regulations shall
disclose information through the” Market Observation Post System”
established by TWSE or TPEx (available at website:
http://emops.twse.com.tw/). Public companies now have legal grounds to
publicize information via Internet. In addition, copies of corporate paper
filings are also available at SFI library, TWSE Public Relations Office,
TPEx Administration Department, and Chinese Securities Association
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(CSA). The “Corporate Governance Best-Practice Principles for the
TWSE/TPEX Listed Companies™ also advise listed companies should set
up a website containing the information regarding the company’s finance,
operation and corporate governance.

4.6.6 Information Disclosure Ranking System

To promote corporate transparency by developing evaluation criteria that

can not only well examine local disclosure practices but also comply with

international standards, the “Information Disclosure and Transparency

Ranking System (hereafter IDTRS)” has been conducted in Taiwan since

2003. The ranking criteria are base on the latest publicly available

information, including annual report, information on »~ Market

Observation Post System”, and company ’s website. The ranking is

assigned to each of the following five categories:

1. Compliance with the mandatory disclosures

2. Timeliness of reporting

3. Disclosure of financial forecast

4. Disclosure of annual report (including ownership structure, board
structure, and transparency of financial and operating review)

5. Corporate website Disclosure

Each disclosure item is in the form of a “yes” or “no” question to ensure
objectivity, and each “yes” is equal to one point opposite to each “no” to
zero. IDTRS does not endeavor to access the accuracy of the information.
The 12" Information Disclosure Ranking System results were released in
April, 2015 on the website:
http://webline.sfi.org.tw/download/resh_ftp/edis/item6_12.pdf.

4.6.7 Corporate Governance Evaluation

To accelerate the implementation of corporate governance among
Taiwanese listed companies and to assist investors and companies in
better understanding the performance of corporate governance by
comparing the evaluation result among companies the Corporate
Governance Center of TWSE, under FSC supervision, established the
Corporate Governance Evaluation System, which is one of the major
projects under "Corporate Governance Roadmap" issued by FSC in
December 2013.
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Corporate governance evaluation, which provides evaluation free of
charge for all listed companies in the category of corporate governance, is
performed under the FSC's guidance and supervision. The TWSE
Corporate, together with TPEX, is responsible for organizing and drafting
evaluation indicators, and retaining academia and industry experts to
form the Corporate Governance Evaluation Committee to guide the
enactment of the indicators. An SFI Corporate Governance Evaluation
Task Force (SFI Task Force) has been established to implement
evaluation process. On January 2015, the Corporate Governance Center
released a manual of its corporate governance evaluation process and the
evaluation criteria that will be employed. The 2ndyear-round evaluation
of corporate governance in 2015 will be carried out for companies whose
stock is listed on the TWSE or on the TPEX, and the results are expected
to be released in the first half of 2016.

Meanwhile, Corporate Governance Association provides the Corporate
Governance Assessment (CG Assessment), which is a fee-based tool for
Company evaluating their institution of Corporate Governance since 2005.
Companies accept evaluation on a voluntary basis. Companies with
passing grade will be reward with the Certification from Corporate
Governance Association.

4.7 Disgorgement against Insider’s Short-Swing Profit

Under Article 157 of Securities & Exchange Act, the company shall claim
for “short-swing trading” profit while insiders of listed companies sell the
listed securities within six-month after its acquisition, or repurchase the
securities within six months after its sale. The goal is to recognize the
short-swing trading objectively and make it easier to prove the
misconduct, prevent the insider trading from the beginning, and
encourage insiders to hold the equities for long-term investment.

The SFI has maintained an active enforcement program in the above area.
Since owning one trading unit in each Taiwan listed company, the SFl,
based on Securities Law, firstly demand in writing those companies to
claim insider ’s short-swing profit. The Securities & Futures Investors
Protection Center (SFIPC) takeover the short-swing profit disgorgement
matters from Feb. 20 2003. The SFIPC will keep monitoring listed
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companies to claim insider’s short-swing profits. For more detailed
information, please refer Appendix Il “List of Total Short-Swing Profit
Claim against Insiders”.

Moreover, in order to detect market abuse, the authority ordered TWSE
and TPEXx to inspect abnormal trading. If any illegal trading is found, the
TWSE and TPEx should act according to the regulation and start up
investigation process protecting investors’ interests.

5. Corporate Governance Roadmap 2013

To facilitate implementation of corporate governance measures for
increasing the regional competitiveness of Taiwan, and to showcase
future plans for promoting corporate governance, the regulatory authority
FSC has published the Roadmap of Corporate Governance for the next
five years on December 26th 2013. Through the collective strength of
adequate legislation, corporate self-discipline, and market oversight, the
FSC promotes five projects in the future, including shaping corporate
governance culture, promoting shareholder activism, increasing the
capabilities of the boards, disclosing material information of corporate
governance, and strengthening regulations. The roadmap is regard as the
guidance for promoting corporate governance policies.

5.1 Shaping Corporate Governance Culture

Through oversight mechanisms of the private sector and markets, we
expect that companies and stakeholders value good corporate governance
and take initiatives.

5.1.1 Structuring the Corporate Governance Center.

In October of 2013, TWSE has established a Corporate Governance
Center with an Advisory Committee membership appointed by the
following agencies: FSC Securities and Futures Bureau, FSC Banking
Bureau, FSC Insurance Bureau, MOEA Department of Commerce, and
various securities institutions and industry leaders to implement a variety
of important corporate governance measures of "Corporate Governance
Roadmap 2013". To establish a Culture of Good Corporate Governance
and to create corporate values, the Corporate Governance Center
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consolidates the resources of government, the private sector, TWSE (and
TPEX), and the media and is responsible for the following tasks: further
advance enforcement framework, Corporate Governance Research
Project, Corporate Governance Evaluation, investor education, and
Platform for the exchange of ideas.

5.1.2 Conducting the Corporate Governance Evaluation

In order to further promote corporate governance at listed companies in
Taiwan, the FSC has been working together with TWSE Corporate
Governance Center to establish a corporate governance evaluation system.
The Corporate Governance Center will form an evaluation committee,
draft evaluation indicators and grading schemes, and form evaluation
teams to be in charge of initial evaluation. The evaluation will score the
following issues: Disclosures of corporate governance matters on the
websites, annual reports, and Market Observation Post System by
publicly traded companies; incidents related to corporate governance
during the year; and the operation or discharge of duties of shareholders’
meeting, the Board, and independent directors. In the end, the evaluators
will rank companies by the scores they earn, and companies and investors
will publish the results for use.

5.1.3 Creating the Corporate Governance Index

The TWSE and the TPEx determined the criteria for selecting stocks and
pick publicly traded companies with better corporate governance records
to compile the corporate governance index in June 2015.

5.2 Promoting Shareholder Activism

Corporate affairs should make it easy for shareholders to participate in or
oversee major decisions of the company and mechanisms should be in
place to ensure all shareholders are fairly treated.

5.2.1 Expanding the Adoption of Electronic Voting

To encourage shareholders to actively participate in the affairs of the
company and help companies understand the opinion of shareholders and
stakeholders, the FSC should create the following mechanisms to

47



encourage companies to engage in dialogues with minority shareholders:

Increasing the number of companies required to adopt electronic
voting

Encouraging companies that provide electronic voting platforms to
collaborate with international voting platforms and design the
“international voting Straight Through Process (STP)” in order to
facilitate the voting by foreign shareholders

Encouraging funds controlled by the government and financial
Institutions overseen by the FSC to support and use electronic voting
as much as possible

5.2.2 Promoting the Quality of Shareholders' Meeting

To make the information of shareholders’ meeting more transparent and
make the shareholders’ meeting fair to all parties, the FSC adopt the
following measures to improve the decision-making quality at
shareholders’ meetings to improve the participation of shareholders and
protect their rights:

Under the policy of promoting electronic voting, the FSC encourage
proposal-by-proposal voting at shareholders’ meeting so that we can
truly see the support of proposals among shareholders as reference
for future decisions of the Board.

Encouraging companies with high foreign ownership to offer
shareholders’ meeting agenda handbook in English.

Encouraging the adoption of candidate nomination system at the
election of directors and supervisors.

Improving the concentration of shareholders’ meeting.

The FSC will direct the SFIPC to fulfill its responsibility of oversight
as a shareholder and ask it to gather information from the market,
compile a list of companies for whom disputes may arise at their
shareholders’ meetings, and plan to attend those shareholders’
meetings, so that it can oversee the functioning at those shareholders’
meetings and protect the shareholders’ rights.

The FSC will direct TDDC to improve its audit on stock transfer
operations and continue to review internal control regulations on
stock transfer according to the market condition in future years.

5.2.3 Requesting Listed Companies to Build Stakeholder-relation

Platforms
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To make the companies pay attention to the opinion of shareholders, the
TWSE and TPEX require listed companies to set up corporate websites
and provide stakeholder sections on those websites in their listing
agreements so that stakeholders can ask questions and voice their
concerns. The company should also properly respond.

To properly regulate institutional shareholders’ participation in corporate
governance, institutional investors (such as funds controlled by the
government and financial institution overseen by FSC) are required to
disclose and implement their criteria for stock selection, their concerned
issues on their investees, and their policies on participating in
shareholders’ meeting and voting.

FSC planned to create the mechanism for SFIPC to coordinate its
investors protection functions with the Corporate Governance Center on a
regular basis. In this way, the SFIPC can protect the rights of shareholders
before incidents happened.

5.3Increasing the Capabilities of the Board

Board members should be fit and proper. The Board should also be
equipped with knowledge and profession on strategic directions and
effective oversight on the management, and be held accountable to the
company and its shareholders.

5.3.1 Expanding the applicable scope of mandatory establishment of
independent directors and audit committees

The FSC adopt the following measures to help listed companies stay in

tune with international trends:

® Mandatory Appointment of Independent Directors: All listed
companies in Taiwan are required to appoint independent directors;
the FSC will recommend that the Ministry of Economic Affairs
evaluate whether the Company Act should add provisions that allow
companies to appoint independent directors voluntarily.

® Increase the number of companies required to establish audit
committees: To perform the full-scale, mandatory implementation of
Audit Committees Policy in stages; the FSC will also consider the
qualification of members of board committees and their multiple
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directorships, and draft measures on these issues.
5.3.2 Strengthening the Effectiveness of the Board

As the environment is changing and complexities in the environment are

growing, corporate board members require greater professionalism, skills,

and experiences to reinforce their decisions. The FSC adopt the

following measures:

® Promote board diversity: The FSC will help listed companies pay
attention to the advantage of diversity among their board members
and implement such measures.

® Encourage the establishment of nomination committees: The
Corporate Governance Center will gather information on the power
and function of nomination committees under corporate boards in
other countries. It will publish guidelines that help improve the
function of the nomination committee. The Center will then review
if the establishment of nomination committees or improvement of the
nomination system shall be included as corporate governance
evaluation indicators.

5.4 Disclosing Material Information of Corporate Governance

The Company should disclose material and necessary corporate
information, in a matter that is timely, complete, and accurate. Such
information includes critical non-financial information corporate ethical
business practices and the fulfillment of social responsibilities.
Disclosure of integrated law enforcement information reflects the status
of a company’s legal compliance and should be included.

5.4.1 Increasing the quality of non-financial information disclosure

The FSC adopt the following measures to help public companies properly
present disclosures on the fulfillment of corporate social responsibility
and ethical management and to help investors better understand these
companies.

® To revise “Corporate Social Responsibility Best Practice Principles
for TWSE/TPEXx-Listed Companies” and “Ethical Corporate
Management Best Practice Principles for TWSE/TPEXx-Listed
Companies.”
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® To revise the regulations and attachments of annual reports and
prospectuses of public companies and require listed companies to
disclose their fulfillment in detail.

® Fully utilize the market mechanism to encourage listed companies to
further fulfill corporate social responsibility and ethical business
practice.

5.4.2 Integrating disclosure of transaction irregularities and law-breaking
information

To help investors easily grasp the legal compliance of listed companies,
the TWSE or TPEXx will integrate information such as abnormal trading in
the companies’ stocks, or change of trading methods on their websites.
Also, the FSC is planning to create a law enforcement statistical database
and properly disclose such information for use in oversight functions.

5.5 Strengthening Regulations

A full set of laws should be in place for companies to comply with
relevant regulations on corporate governance.

5.5.1 Reshaping the Core Principles of Internal Control

To ensure uniformity in the basic principles of internal control measures
among the financial industry and public companies, and to adopt
international standards, the FSC is proposing the codification of “Core
principles of creating internal control regulations,” which will serve as
the ultimate guiding principle on internal control regulations for the four
departments subordinate to this Commission. In the future, internal
control regulation principles will be modified according to these core
principles.

5.5.2 Strengthening the Protection of Shareholders' Rights

To avoid companies block small shareholders from nominating or
proposing with technicalities while there is a fight for the control of the
company, and to regulate some related party transactions controversial
issues, the following measures are adopted:
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® TWSE and TPEx studied the possibility of requiring companies to
adopt certain evaluation procedures on the nominations or proposals
from shareholders based on their contractual relationship with listed
companies. If not, those companies will be fined.

® The FSC will recommend the Ministry of Economic Affairs study
protective measures on the shareholders’ right of nomination and
proposal.

® TWSE and TPEx will study the viable measures on improving the
oversight mechanism on related party transactions. They will also
draft guidelines or best practices on related party transactions for
reference by companies and educate external parties on this matter.

5.5.3 Amending Laws to Effectively Enforce Regulations on Corporate
Governance

The FSC is studying the possibility of imposing penalties on infractions
against the following statutes to improve the effectiveness of law
enforcement and force companies to obey laws on corporate governance:
The establishment of remuneration committee stipulated in Article 14-6
of Securities and Exchange Act, Regulations Governing Appointment of
Independent Directors and Compliance Matters for Public Companies,
Regulations Governing the Exercise of Powers by Audit Committees of
Public Companies, and Regulations Governing the Appointment and
Exercise of Powers by the Remuneration Committee of a Company
Whose Stock is Listed on the Stock Exchange or Traded Over the
Counter.

5.6 Possible Areas of Further Reform

The status of

Year Action Plans . X
implementation

1. Tasks performed by FSC:

(1) Issue official letters that require all listed
companies to appoint independent
directors. Those companies with more

2013 than NT$ 10 billion of paid-in capital are
required to establish audit committees
since 2015, while others with more than
NT$ 2 billion and under NT$ 10 billion in

52



Year

Action Plans

The status of
implementation

2013

paid-in capital are required to establish
audit committees since 2017.

(2) Review the implementation of electronic
voting and urge TDCC to design
“International Voting Straight Through
Process.”(STP)

(3) Continue to promote proposal-by-proposal
voting, government funds or financial
institutions overseen by this commission
to use electronic voting to voice their
opinions, so that we can raise the adoption
rate of electronic voting among Taiwanese
businesses.

. Tasks performed by the Corporate Governance

Center:

(1) Plan for the formation of Corporate
Governance Center.

(2) Accomplish of the formation of the first
corporate governance evaluation
committee, as well as the design of
indicators and grading schemes.

. Tasks performed by TWSE and TPEX:

(1) Complete the disclosure of abnormal
information on infractions and trading.

(2) Study the viable plans in reducing the
number of shareholders’ meetings on the
same day.

(3) Study the core principles of internal
control.

(4) Propose with SFIPC that companies need
certain procedures to handle nominations
or proposals made by shareholders based
on listing contract relationships. Those
who found to be in breach of this
condition will be fined.

(5) Study the viable measures on improving
oversight on related party transactions.

(6) Continue to promote voting by poll at
shareholders’ meetings, the provision of
English agenda handbook, and nomination

finished

finished
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Year

Action Plans

The status of
implementation

system in board elections.

2014

1. Tasks performed by FSC:

1)

(2)
3)

(4)

()

(6)

Complete the development of “International
\Voting Strait Through Process ( STP ) ”
system.

Complete codifying “Core principles of
creating internal control regulations.”
Revise regulations and attached tables in
the annual reports and prospectuses of
public companies. Add substantive items to
be disclosed for corporate social
responsibility and ethical business practice.
Require government funds and financial
institutions overseen by FSC to use
corporate governance as a criteria for
choosing a company for investment and
disclose this fact, continue to pay attention
to the state of corporate governance of their
investees, and disclose their follow-up with
governance of listed companies.
Recommend that MOEA add regulations on
voluntary appointment of independent
directors in the Company Act.

Continue to inspect the punitive regulations
of the Securities and Exchange Act. When
necessary, TWSE and TPEx shall propose
relevant measures.

2. Tasks performed by the Corporate Governance
Center:

1)
()
©)
(4)
()
(6)

Complete the formation of Corporate
Governance Center.

Complete the initial evaluation of corporate
governance evaluation for the first year.
Research and propose guidelines for board
self-evaluation or peer review.

Propose examples for the power, function,
and operation of the nomination committee.
Propose examples for necessary disclosure
on the websites of listed companies.
Propose guidelines of related party

finished
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Year

Action Plans

The status of
implementation

2014

transactions or best practice for reference
by companies.

(7) Propose the creation of law enforcement
statistics database.

(8) Compile the incidents of reporting by
whistleblowers, the outcome of on-site
audits, and the payment of rewards, and
study improvements based on such
condition.

3. Tasks performed by SFIPC: Based on
international practices to propose mechanisms
that strengthen functions of monitoring.

4. Tasks performed by TWSE and TPEX:

(1) Revise “Corporate Governance
Best-Practice Principles for
TWSE/TPEX Listed Companies.”

A. Design items for board self-evaluation or
peer review.

B. Require that the composition of board
members should be
diverse.

(2) Revise “Corporate Social Responsibility
Best Practice Principles for
TWSE/TPEx-Listed  Companies”  and
“Ethical Corporate Management Best
Practice Principles for TWSE/TPEXx-Listed
Companies.”

(3) Require companies to set up websites and
provide stakeholder areas.

(4) Determining the criteria or indicators for
selecting companies in the corporate
governance index.

(5) Implement measures when companies are in
breach of shareholder nomination or
proposal evaluation procedures, and ask
MOEA to clearly state protection measures
for shareholder nomination and proposal
rights in laws.

finished

2015

1. Tasks performed by FSC:
(1) Consider and draft corresponding measures

finished
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Year

Action Plans

The status of
implementation

2015

on the qualification of members of board
committees and their multiple directorships.

(2) Complete the revision of internal control
principles for all industries.

2. Tasks performed by the Corporate Governance

Center:

(1) Release the first (2014) evaluation results.
( Release the evaluation results of
companies that perform better )

(2) Proposing the following items should be
included as indicators of corporate
governance evaluation:

F. Performance of board self-evaluation or
peer review

G. Provision of stakeholder section on
corporate websites

H. Promotion of board diversity

I. Creation of nomination committees or
improvements of director nomination
system

J. Fulfillment of corporate social
responsibility and ethical  business
practice

3. Tasks performed by TWSE and TPEX:

(1) Depending on  the  condition  of
proposal-by-proposal voting, provision of
English agenda handbook, and nomination
system for the election of directors and
supervisors, propose to the MOEA to revise
the regulations in the Company Act or
securities regulations and make them
mandatory.

(2) Design differentiated management
mechanisms based on evaluation results

(3) Encourage listed companies to further
promote corporate social responsibility and
ethical business practice (such as social
responsibility, sustainability or integrated
reports).

finished
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Year

Action Plans

The status of
implementation

2016

1. Tasks performed by FSC: Review regulations
such as independent directors and audit
committees and propose improvements.

2. Tasks performed by the Corporate Governance
Center:

(1) Release the results from the second
corporate governance evaluation. (Release
the evaluation result of more than half the
listed companies)

(2)Promote the newly added corporate
governance evaluation indicators and review
the existing indicators.

3. Tasks performed by TWSE and TPEx: Complete
the compilation of a corporate governance
index and publish it.

1. planing

2. planing

3. finished in
2015

2017

1. Tasks performed by FSC:

(1) AIl listed companies shall appoint
independent directors. Listed companies with
more than NT$ 10 billion in paid-in capital
shall establish audit committees.

(2) Listed companies with more than NT$ 2
billion of paid-in capital are required to
establish audit committees.

2. Tasks performed by the Corporate Governance
Center: Release the results from the third
corporate governance evaluation. (Release the
evaluation results of all listed companies)

planing

2019

Listed companies with more than NT$ 2 billion of
paid-in capital will complete the establishment of
audit committees.

planing

Source : Corporate Governance Roadmap, Financial Supervisory Commission (FSC)

6. Other Measures in Corporate Governance

In Taiwan stock market, individual investors constitute the major
participant of the market. Insufficient function of institutional investors
and lack of effective market discipline mechanism encourage FSC to play

a leadership role in promoting good corporate governance.
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6.1 Supervision Enhancement for Subsidiaries

Owing to the hidden risk of cross-shareholding among affiliated
corporations, a subordinate company shall not redeem or buy back any of
controlling company shares, nor accept any of them as security under
amended company law in 2001. (§167 Company Law ) , also, a company
have no voting power in respect of the share issued by itself and in its
own possession ( Company Law 8179 ) . To enhance the supervision for
the financial and operation control of affiliated corporations, the
Authority amended the “Regulations for the Establishment of Internal
Control Systems by Public Companies” in year 2005,2007, 2009, 2011
and 2014.

6.2 Improving Information Transparency
6.2.1 Earlier Announcement of Annual Financial Reports

To ensure more timely disclosure of financial information, Article 36 of
Securities and Exchange Act was recently amended. The amendment
shortened the period of four months to make earlier disclosure to the
public. Under the new requirement, an issuer shall announce to the public
the financial reports, which have been duly audited and certified by CPAs
within three months following the close of each fiscal year since year
2011.

6.2.2 Amending the Regulations of Financial Forecasts

The Authority promulgates the regulation, “Rules for Disclosure of
Financial Forecasts by Public Company” to protect the informed right of
investors. From December 2004, the FSC no longer requests public
companies to disclose financial forecast when preparing for listing, or any
significant change regarding business ownership, finance, and operation
of company occurs. A public company may publish its financial forecast
by summary financial forecast and complete financial forecast according
the Rules voluntarily, and shall be disclosed on the “Market Observation
Post System” (MOPS) website for market supervision purpose.

6.2.3 Integrated Public Disclosure System
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To strengthen the public disclosure system, amended company law
approves that public companies disclose financial and non-financial
information online instead of newspaper only. (§28 Amended Company
Law) TWSE & TPEXx have already integrated the market monitoring and
surveillance system. Currently, this system provides real-time stock
trading information, related news, transaction data, alert, and financial
business information of all the listed companies and securities dealers.

The Authority has already requested the TWSE and TPEX to enhance the
English version of “Market Observation Post System” for assisting
foreign investors to get quick understanding about Taiwan Capital Market,
also encouraged public companies to establish their own English websites
and construct investors service area on their homepage to strengthen
company information transparency.

6.2.4 Adopting XBRL in Financial Reporting

XBRL (eXtensible Business Reporting Language) is a markup language
used in business reporting. With the development of XBRL, the items and
amount on the financial report will be bar-coded which can be recognized
by computers. There will be a common e-language which helps
communicate and analyze financial reports. Moreover, companies,
investors, and authorities can use this global information supply chain to
acquire, exchange, and analyze different information, a process that
reduces the cost of producing and utilizing the information. Major
securities markets in the world are making effort to promote XBRL in
financial reporting. In addition to US’s mandatory adoption of XBRL in
2009, countries such as Japan, South Korea, Singapore, and China have
already adopted XBRL.

The FSC ordered TWSE and TPEXx to plan 3 Stages for the adoption of
XBRL on the basis of foreign experience. In Stage 1, all listed companies
have adopted the IFRSs and XBRL for reporting all financial and
business information since May 2013. In Stage 2, Listed Companies
enlarged the reporting areas for future XBRL applications from 2014,
including the items of “Accountants Report”, “Accounts Receivable” ,
“Related Party Transactions” and “ Information on significant
transactions--The business relationship between the parent and the
subsidiaries”. The adoption of XBRL makes it easier for the users of

59



financial reports to analyze and transmit the accounting information set
out in the reports. This information is uploaded and displayed on MOPS
website.

6.2.5 Enhancement in Disclosure of Director & Supervisors
Remuneration and Regulations on Remuneration Committees

To improve information disclosure of remuneration committees, FSC set

up “Regulations Governing the Appointment and Exercise of Powers by

the Remuneration Committee of a Company Whose Stock is Listed on the

Stock Exchange or Traded Over the Counter” which orders that

companies shall, within 2 days counting from the date of occurrence of

the event, publicly announce and report it on the information reporting

website designated by the competent authority if they have the following

situations:

® There is any appointment of, or change in, a member of the
remuneration committee.

® The remuneration passed by the board of directors exceeds the
recommendation of the remuneration committee.

® Any objections or reservations of matters in remuneration committee
are expressed by, any committee member, expert, or other person
those who have records or a written statement.

To provide better remuneration disclosure of Director & Supervisors, the
FSC has issued remuneration disclosure requirements of Director &
Supervisors in “Regulations Governing Information to be Published in
Annual Reports of Public Companies” and “Regulations Governing
Information to be Published in Public Offering and Issuance
Prospectuses”.  Furthermore, file information on the remuneration of
directors and supervisors by the filing deadline of annual financial report
the information on remuneration paid to directors and supervisors for the
most recent fiscal year; if the figure filed for any employee bonus
distributed to directors is a proposed figure, the actual figure shall
separately be filed within 10 days after the close of the fiscal year.

6.3 Improving Accounting System of Public Companies

6.3.1 CPAs’ due Diligence Responsibility
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The new amendment of the “Securities & Exchange Act” dated on April
28, 2004 aggravates criminal responsibility for failure to state a material
truthfully in a company financial report due to failure to audit in
accordance with applicable laws and regulations and generally accepted
audit principles by a certified public accountant. Amendment 2005
describes more clearly to identify civil liability of securities issuer and
any responsible person whose signature on the fraud or misrepresentation
financial statement (Article 20-1 of Securities & Exchange Act).

Except amending the regulations, the FSC continuing to strengthen the
audit quality of the listed companies financial reports, and supervising
CPAs’ audit quality by examining their working sheet. Any CPA who
violates their responsibility, making false or misunderstanding in their
audit report shall be punished, also, require the National Union of CPA
Associations, R.O.C. to conduct “CPA Firms Rating System” to evaluate
qualified CPA Firms.

An amendment to the Certified Public Account Act was promulgated by
the President on 26 December 2007. The amended Act provides for the
establishment of CPA firms with the status of a legal person, introduces
CPA professional liability insurance, sets out stricter requirements
regarding the independence of CPAs, strengthens the self-regulatory
function of the CPA associations, sets out reasonable provisions
governing CPA liability, and adopts stricter requirements regarding the
management of CPA firms.

6.3.2 Adopting IFRS

IFRS (International Financial Reporting Standard) is becoming the only
standard in global capital market. IFRS Adoption is also a trend in
international capital market. FSC Mixed discretion international trends, in
order to strengthen comparability between financial report of Taiwanese
companies and international corporate, to enhance the international
competitiveness of Taiwan's capital market and attract foreign investment
in Taiwan's capital market, while reducing the domestic cost of overseas
financing, at the end of 2008 decided to promote Taiwanese companies
adopt IFRSs financial reporting, public company has fully adopted IFRSs
respectively since 2012 and 2014 in phases.
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1.

Implementation of the outcome:
A public company filing IFRSs financial reporting on schedule: A
public company since 2012 and 2014 in stages full integration IFRSs,
and has successfully produced IFRSs financial report prepared on
schedule to achieve policy objectives.
To promote non-public offering companies to adoption IFRSs: MOEA
with reference to IFRSs were on June 18 and November 19 of 2014
amended Business Accounting Law and Commercial accounting
treatment guidelines, with corporate accounting standards set
communique from 2016 since implementation.
Fixed supervision regulations: Regulations supervision adjusted count
more than fifty items, including the Securities and Exchange Act, the
financial reporting guidelines for each industry and related
supervision regulations and so on.

6.3.3 Expensing of Employee Profit Sharing

On December 28, 2012 the Authority issued an order (FSC Release No
1010059296) that required public companies to improve disclosures on
employee bonuses information to better protect investors. The new
disclosure requirement requested disclosure in a public company’s annual
financial report, shareholders’ meeting handbook or TWSE’s MOPS of
the following information:

1.

The employee stock bonus of public listed companies shall be
determined by the closing price of the day before the meeting date,
and taking into account the influence of the ex-right and ex-dividend
factors; the employee stock bonus of unlisted companies that adopt
IFRS since 2013 shall be determined by the listed companies’ rules or
based on IFRS 2 share-based payment if the stock has no market price;
the employee stock bonus of unlisted companies not adopting IFRS
shall be based on the nearest financial statement equity value audited
by accountants.

Financial Statement attachments should reveal the flowing
information:

a. The Articles of Incorporation should reveal the employee bonus,
and salary and rewards for directors and supervisors. Furthermore,
it has to inform investors about information channels, which can
provide meeting results from board of directors regarding the
employee bonus and rewards for directors and supervisors.
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b. The following information should be disclosed: the methods used
to calculate employee bonus and director’s rewards, the methods
used to calculate shares of employee stock bonus, and the
accounting practice for differentiates between the estimated
amount and the actual amount of bonus.

c. The actual amount of employee bonus, and salary and rewards for
directors and supervisors from previous year should be disclosed.
Differentiates between actual amount and estimated amount should
be fully explained by the company.

3. Resolution from board of directors’ meeting regarding dividend policy
and other related decisions should be post on M.O.P.S. and Proceeding
of Paragraph. Those resolutions include:

a. Dividend Policy:
Resolutions regarding cash bonus, stock options, and reward for
supervisors and directors.
The differentiates between the actual amount and estimated
amount listed as bonus should be explained

b. Dividend policy made by meetings of shareholders, and meeting
of board of directors should be disclosed. If any differentiate
occurs between two resolutions, it should be fully explained.

6.4 Introducing More Institutional Investors to Engage the Corporate
Governance

In order to change shareholders’ structure of local companies, the
Authority opens the market for Foreign Institutional Investors and
enlarges “‘securities investment consulting enterprise or securities
investment trust enterprise” with the business of investment with full
discretionary authorization, also encourages foreign and institutional
investors to engage in the corporate governance supervision, and
influence local enterprise to construct their own corporate governance

policy.

The FSC approved the enforcement of “Corporate Governance
Best-Practice for Securities Investment Trust & Consulting Business”
which promulgated by the “Securities Investment Trust & Consulting
Association, R.O.C.” (SITCA). SITCA also amended the “Ethics Codes
for Securities Investment Trust Fund Management” and the “Conduct
Guideline for Securities Investment Consulting Business Professionals”
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for the above purpose.

Furthermore, the FSC cooperated with Ministry of Economic Affair
(MOEA) to amend Article 181 of the “Company Act” to allow institution
shareholders adopting “dividable votes” which any institution shareholder
would divide its vote into “agree”, “object”, and “default” to satisfy their
investors’ will. The purpose of this amendment is encouraging institution
shareholders to make more influence on major issues of shareholders’
meeting and candidates of the Board as well, also may induce the
development of communication voting.

Regarding electronic voting rules, upon the authority of Article 177-1 of
the Company Act as amended on 4 January 2012, the FSC ruled that,
beginning from 2012, any company listed on the Taiwan Stock Exchange
or the Taipei Exchange that has capital of NT$10 billion and 10,000
shareholders shall be subject to the requirement to make electronic voting
available at shareholders meetings. To advocate shareholder’s activism
and enhance corporate governance, the FSC offered further voting
facilities in November 2014 by amending the paid-in criteria of a public
company that should adopt electronic voting: from a paid-in capital of at
least NT$10 billion to NT$2 billion. The new FSC criteria is required to
implement from 2016. In addition, any IPO company listed on the Taiwan
Stock Exchange and the Taipei Exchange shall be subject to the
requirement to make electronic voting available at shareholders meetings
since 2016.

6.5 Orientations and Training of Directors, Supervisors and Internal
Auditors

To urge corporate directors and supervisors to enhance their
professional expertise and legal knowledge, the TWSE and TPEX
Amended “Directions for the Implementation of Continuing Education
for Directors and Supervisors of TWSE Listed and TPEx Listed
Companies”, which is advisable for a newly appointed person to
complete a minimum of 12 hours of education in the year the person is
appointed, and a re-appointed person to complete a minimum of 6 hours
of education per year during the term of appointment. Topics are
advisable for encompassing corporate governance related topics such as
finance, risk management, business, commerce, legal affairs, accounting,
and corporate social responsibility, or courses relating to internal control
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systems or liability for financial reports. The regulator appointed SFI to
provide orientation and continued training courses for all the new or
experienced directors and supervisors. SFI provides practical training
courses in the field of commercial laws, finance, and accounting practice
to assist the board share a diversity of background, knowledge and
experience. After taking courses, directors and supervisors will absorb
related financial and legal knowledge for their benefits.

In order to improve Taiwan corporation management culture and
international investors’ understanding, the SFI also established continuing
education channel for board members, held international corporate
governance seminars, and participate international forums regarding
corporate governance to animate the concept of corporate governance.

Besides, in order to improve the professional capabilities of internal
auditors at public companies, and to enable internal auditors to play a
bigger role and have greater impact, the FSC now requires both newly
hired and midcareer internal audit personnel to complete an additional six
hours of coursework beyond what had originally been required, which
means that newly hired internal auditors must now complete 18 hours of
continuing education within the first half year after being hired, and
mid-career internal auditors must complete 12 hours of continuing
education per year.

6.6 Enhancing Internal Control and Audit Systems of Public Companies

The Authority promulgates the “Regulations Governing Establishment of
Internal Control Systems by Public Companies” based on Securities and
Exchange Act Section 2, paragraph 1 of Article 14 to require those public
companies execute internal control and audit system. With conducting
project audits of CPA, the regulator decides to strengthen the efficacy of
internal control, and upgrade the quality of accounting information. To
implement the functions of corporate internal audit plan, the authority
follows up the Sarbanes-Oxley Act of 2002, United States and auditing
standard No. 2 released by PCAOB and announces new amendments in
2005. The new amendment aims to enhance the reliance of financial
statements by improving procedures to ensure that all financial statements
comply with the Generally Accepted Accounting Principles and all
transactions are approved in due course. Also, the authority requires
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public companies’ internal control procedure shall include “ related-party
transaction management” and “procedures for preparing financial
statements”. CPAs shall issue their opinion concerning companies’
internal control procedure and “supervision and management of
subsidiaries”.

Furthermore, as the result of 2008 financial crisis, the authority made
special effort to strengthen companies’ risk management in internal
control. On March 18, 2009, the authority also amended “Regulations
Governing Establishment of Internal Control Systems by Public
Companies”. The new version of the regulations includes how to respond
to risk after risk assessment. Companies should take the result of risk
assessment, risk preference, and capacity of risk into account when
respond to risk.

Besides, the management of a TWSE/TPEX listed company shall pay
special attention to the internal audit department and its personnel, fully
empower them and urge them to conduct audits effectively, evaluate
problems of the internal control system and assess the efficiency of
operations to ensure that such a system can be carried out effectively on a
continuous basis and can assist the board of directors and the
management to perform their duties effectively so as to ensure a sound
corporate governance system.

On 21 December 2011, FCS amended the Regulations Governing
Establishment of Internal Control Systems by Public Companies and the
Regulations Governing the Establishment of Internal Control Systems by
Service Enterprises in Securities and Futures Markets, which provide for
implementing the launch of remuneration committees, to ensure that
public companies are able to smoothly adopt international accounting
standards and raise financial report quality and internal control objectives,
and to establish, the components of internal control.

On 22 September 2014, the FSC amended the "Regulations Governing
Establishment of Internal Control Systems by Public Companies" and the
"Regulations Governing the Establishment of Internal Control Systems
by Service Enterprises in Securities and Futures Markets" to coordinate
with the release of "Internal Control Integrated Framework" (2013) by the
Committee of Sponsoring Organizations [COSO] of the Treadway

66



Commission. The key points of the amendments, which are designed to
accommodate the needs of the Taiwanese business community, and
incorporate a wide range of outside input, include the following:
(1)financial reporting objectives, which are one of the three principal
internal control system objectives, have been revised into reporting
objectives and five key constituent elements; (2)internal control
operations are now required to cover audit committee agenda
management, implementation of legal compliance, management of
intellectual property rights, management of shareholder services, and
management of the protection of personal data; (3)the amended
Regulations provide stronger control of product safety, environmental
safety, and workplace safety; (4) internal auditors are barred from giving
or receiving improper benefits, and companies are required to establish a
deputy system to ensure that someone is always on hand to fill in for an
internal auditor who is temporarily away from the job; and (5) at financial
service providers, the position of chief internal auditor can now be held
concurrently.

6.7 Encourage Companies to Implement Corporate Governance

The regulator also involved in improving the corporate governance
environment of securities and futures intermediaries, lots of best-practice
codes have been promulgated for intermediaries to improve their
corporate governance since 2003. CSA, together with TWSE and TPEX,
jointly promulgated “Corporate Governance Best-Practice Principles for
Securities Firms” in January 2003 (Full text of this best-practice principle
can be read online at:
http://www.csa.org.tw/downdoc/law/Governance.doc). Securities firms
shall follow these Principles to establish a sound corporate governance
system. Future firms, securities investment trust and consulting business
are also required to follow their own “Corporate Governance
Best-Practice Principles”. Other financial industries also establish their
own best-practice principles of corporate governance under the
suggestion of their own administration, such as, “Corporate Governance
Best-Practice Principles for Financial Holding Companies”, “Corporate
Governance Best-Practice Principles for Banks”, and “Corporate
Governance Best-Practice Principles for Insurance Companies”.

By exercising the pressure through market mechanisms, the Authority
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expects to guide companies to establish good corporate governance and to
implement the Taiwan Corporate Governance Code. For the purpose
mentioned above, the Authority established a “Corporate Governance
Bulletin board” on its website
(http://www.sfb.gov.tw/en/home.jsp?id=25&parentpath=0,8) to provide
the related regulations, guidelines, and FAQ for the public. Moreover, the
Authority require related SROs should establish “corporate governance
section’ on their website to promote the concept and principles.

Following are the websites’ IP for reference:

1. Taiwan Securities Exchange: http://cgc.twse.com.tw/frontEN/index

2. The Taipei Exchange:
http://www.tpex.org.tw/web/regular_emerging/governance/corporate_g
overnance_01.php?l=en-us

3. Securities and Futures Investors Protection Center:
http://www.sfipc.org.tw/english/main.asp

4.Corporate Governance Association:
http://www.cga.org.tw/default.aspx?lan=eng

5.Securities & Futures Institute: http://www.sfi.org.tw/en/index.aspx

6. Institute of Internal Auditors : http://www.iia.org.tw/en/index.aspx

7.Business Council for Sustainable Development of Taiwan:
http://www.bcsd.org.tw/en/BCSD-Taiwan

6.8 Enhance Corporate Social Responsibility and Ethical Corporate
Management

Corporate Social Responsibility (CSR) generally refers to when
corporations are generating profits and being responsible to the interests
of shareholders, and concurrently striving for all stakeholders to achieve
economic prosperity, social welfare, and environmental sustainability.

The global financial crisis puts in focus the importance of ethical
operation by companies and enterprises. In addition to procuring the
establishment of the code of ethical operation for public companies by
relevant securities authorities, this Commission also organizes seminars,
symposiums or training sessions every year to promote the
responsibilities of directors (including independent directors) and to
provide companies with reminders of possible forms violations of
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regulations or illegalities as reference to corporate management. In order
to consolidate the consensus of ethical operation by public companies,
reinforce corporate governance and promote enterprise social
responsibilities, the Commission procures that the TWSE and the TPEX
organize relevant ad hoc events such as the “Seminar for Ethical
Operation and Enterprise Corporate Responsibility”, for which enterprise
owners are invited to share relevant practical understanding and results of
their experiences, leading enterprises to gradually implement the ideology
of ethical operation and fulfillment of enterprise social responsibilities.
The specific practices are:

1. Reinforce the promotion of Corporate Governance and Moral concepts

to listed companies.

(1) Require TWSE, TPEX, SFI, and TCGA to enhance the concept of
Corporate Governance, to put corporate managers’ responsibility
into practice, to hold seminars to promote Corporate Morality, and
make Corporate Governance prevailing through policy and trainings.

(2) In order to regulate listed companies board members and
supervisors morally, the TWSE and TPEx compiled “Moral Standard
Best-Practice Guidance for Listed Companies” .Listed companies
should act in accordance to the guidance.

(3) The T TWSE/TPEx-Listed Companies’ Ethical Corporate
Management and CSR forum ;are hold by TWSE and TPEx annually
which arrange small-sized seminars as well to support enterprises to
establish and implement internal regulation.

(4) TWSE and TPEx build up " Corporate Social Responsibilities
Zone | in their official websites to not only educate enterprises to
implement CSR but also support them with related materials on
various cases and topics on CSR. TWSE/TPEx compose CSR
guideline for public listed companies as reference of Corporate
Sustainability and Social Responsibility Report.

2. Provide listed companies with “Corporate Social Responsibility Code
of Guidance”.

(1) Listed companies should disclose how they perform social
responsibility in annual report and prospectus. This should include
the structure and result of carrying out social responsibility program
In environment, community service, social welfare, consumer rights,
human rights, safety and sanitation, and other social responsibility.
Information Disclosure and Transparency Ranking System has put
these items into evaluation.
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(2) According to Corporate Governance Best-Practice Principles for
TWSE/ TPEx Listed Companies, listed companies should out
emphasis on social responsibility. Corporate Governance Ranking
System has put the execution of social responsibility into evaluation.

(3) To assist to help listed companies better understand and implement
relevant Corporate Integrity listed companies to fulfill their corporate
social responsibility and to promote economic, social and
environmental balance and sustainable development, the TWSE and
the TPEX jointly adopt the "Corporate Social Responsibility Best
Practice Principles for TWSE/TPEx-Listed Companies" for
companies' reference in establishing their own corporate social
responsibility principles

3. Develop “Ethical Corporate Management Best Practice Principles for
TWSE/TPEXx-Listed Comp”

(1)To help listed companies better understand and implement relevant
Corporate Integrity, FSA ordered TWSE and TPEx to issue
“Corruption and Corporate Integrity Code of Guidance” on
September 3, 2010.

(2) TWSE/TPEx-listed companies shall disclose the status of the
enforcement of their own ethical corporate management best
practice principles on their company websites, annual reports and
prospectuses.

(3) FSC supervised TWSE and TPEx to promulgate ” O O Limited
ethical operating procedures and business conduct guide” on 12th
August 2011 to help directors, supervisors, managers, employees of
TWSE/TPEXx-listed companies or persons having substantial
control over such companies implement Ethical management in
business operation.

4. Requiring certain listed companies to compile CSR Reports

Listed companies in the food industry, in a group of specific companies

with dining service revenue at over 50% of total revenue in the most
recent year, in the financial service industries, in the chemical industry,
and companies with paid-in capital above NT$10 billion are required to
compile CSR Reports annually under the new FSC criteria amendment
on 18 September 2014. Listed companies with paid-in capital above
NT$5 billion have been also required to compile CSR Reports annually
since 2017.

6.9 The Protection Mechanism for Investors
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6.9.1 Securities Investors and Futures Traders Protection

The Securities and Futures Investors Protection Center (SFIPC) was
established pursuant to the provisions of the "Securities Investor and
Futures Trader Protection Act." Its services include mediation, class
action litigation, derivative suit, discharge suit, fund payment etc. In
addition, the SFIPC can act as a shareholder to engage in shareholder
activism and monitor company matters that involve investor interests and
corporate governance issues. Ever since its founding, the SFIPC has
worked to protect and serve investors. Its demands for better corporate
governance, and its efforts to safeguard shareholder interests, have
proven very helpful.

According to Article 28 of the Act, the protection institution may bring an
action or submit a matter to arbitration in its own name with respect to a
single securities or futures matter injurious to a majority of securities
investors or futures traders, after having been so empowered by not less
than 20 securities investors or futures traders. The securities investors or
futures traders may withdraw the empowerment prior to conclusion of
oral arguments or examination of witnesses and shall provide notice to
the court or arbitration tribunal. Up to January 12, 2005, adopted 20
compensation claim cases, and filing 17 of them to the court.
Accumulated 20, 614 investors registered, and the compensation amounts
to NT$ 10.75 billion. In addition, according to Article 41 of the “Civil
Litigation Law”, persons who involved in the same issue shall decide one
or more plaintiffs to acting as a procurator for this claim, that is, our legal
system permit shareholder to file a class-action lawsuit.

Besides, in order to protect shareholder rights and prevent too many
shareholders meetings from being scheduled on the same day, the FSC
has instructed the TWSE and the TPEX to set up the registration systems
platform for the Mechanism for Advance Reporting of the Dates of
Ordinary Shareholders Meetings of Companies Listed on the TWSE,
TPEX, or Emerging Stock Market by 31 January 2010, and to begin
familiarizing listed companies with the mechanism. In addition,
amendments to Article 183, paragraph 3 and Article 230, paragraph 2 of
the Company Act has changed the requirements governing how public
companies notify shareholders of upcoming regular (and special)
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shareholders meetings, and how they distribute notification of
shareholders meeting minutes and material resolutions. As a result,
shareholders meeting minutes and material resolutions may now be
distributed to all shareholders, regardless of the size of their holdings, by
means of public announcement.

Moreover, In order to provide local investors with convenient access to
the investor alerts disseminated by the International Organization of
Securities Commissions (I0SCO), the FSC asked the Taiwan Securities
Association (TSA) to set up an investor alert section on its website, and
the TSA responded by launching an investor alert service
(http://web.twsa.org.tw/alert) on 1 June 2010 to inform website visitors of
notices issued by securities and futures authorities around the world to
warn investors of illegal financial institutions, unapproved financial
instruments, and scams. Investors can also link to the TSA alert service
from the websites of the FSC Securities and Futures Bureau, the
Securities Investment Trust and Consulting Association of the R.O.C.
(SITCA), and the Chinese National Futures Association. Investors are
advised to take full advantage of this service so as to avoid getting
scammed or suffering losses from the purchase of illegal offshore
financial instruments.

6.9.2 The Financial Consumers Protection

The Financial Consumer Protection Act on 3 June 2011 passed its third
and final reading at the Legislative Yuan, which passed a concurrent
resolution requiring the FSC to establish a financial consumer dispute
resolution body by 31 December 2011. This body will provide a
non-litigious method of handling disputes over financial transactions, and
promises to advance the protection of financial consumers in Taiwan to a
whole new level. The purpose of the act is to protect the interests of
financial consumers, who are generally at a disadvantage when disputes
arise. In addition to providing for the establishment of a dispute
resolution body to provide speedy and fair handling of disputes, the act
also sets out a number of other provisions for the protection of financial
consumers, including the following: (1) financial literacy campaigns; (2)
fair contracts; (3) truth in advertising; (4) a requirement for financial
services firms to fully understand their customers and ensure that they are
sold products that are suitable for them; and (5) a requirement for
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financial services firms to fully disclose product information and the
associated risks. After the act enters into force, it will provide for stronger
protection of the interests of financial consumers, bolster their confidence
in the marketplace, and spur sound development of our financial markets.

The FSC on 12 December 2011 issued six pieces of secondary legislation
upon the authority of the Financial Consumer Protection Act. These
include: (1) definitions of the meanings of the terms "qualified
institutional investors” and "prescribed level of financial capacity or
professional expertise"”, issued under the authority of Article 4, paragraph
2; (2) the Regulations Governing the Advertising, Solicitation, and Sales
Promotion Activities of Financial Services Enterprises; (3) the
Regulations Governing the Measures of Financial Services Firms to
Ensure the Suitability of Financial Services and Products to Financial
Consumers; (4) the Regulations Governing the Measures of Financial
Services Firms to Explain Important Contract Content and Disclose Risks
Prior to the Sale of Financial Services and Products; (5) the Regulations
Governing the Establishment and Administration of the Financial
Consumer Dispute Ombudsman Body; and (6) Regulations Governing
Qualification Requirements for Members of the Financial Consumer
Dispute Ombudsman Body and Ombudsman Hearing Procedures. All of
these regulations will enter into force on 30 December 2011 along with
the Financial Consumer Protection Act.

On the 2nd January 2012, the launch of the Financial Ombudsman
Institution (FOI) was announced. When a financial consumer files a
complaint with a financial services provider, the latter is required within
30 days of the filing date to handle the complaint and notify the
complainant of how the matter was handled. A consumer who is
unsatisfied with how the complaint was handled, or who does not receive
a response within 30 days, may within 60 days thereafter apply to the FOI
to have a mediator assigned to handle it. If any party to the dispute does
not agree to participate in mediation proceedings, or if mediation
proceedings fail to achieve a resolution, the FOI shall then step in as
ombudsman to hear the case and issue an ombudsman decision. This
process ensures effective handling of financial consumer disputes. The
FSC will work with the FOI to actively conduct education and awareness
programs for financial services enterprises and financial consumers, and
to establish an efficient, fair, and reasonable ombudsman mechanism for
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the hearing of financial consumer disputes, thereby ensuring that the
general public will regard the mechanism as reliable and trustworthy. The
information of the FOI shows on the websites http://www.foi.org.tw/EN/.

6.10 The Investigation and Enforcement Power of Securities Authority

The “Securities & Exchange Act” authorized the authority to execute
investigation and administrative sanction for violating laws cases, and
also, rule criminal disposition. In addition, Article 5 of the “Organization
Act of Financial Supervisory Commission” prescribe the FSC may
request any financial institution and its affiliated persons to provide their
account books, documentation, and computer files, or inform all
examinee report to the appointed office for further interpellation. If any
criminal suspect involved, the FSC may acquire the permission of the
prosecutor and apply a search warrant from the court for further
investigation. As a matter of fact, the establishment of the FSC enhances
the power of investigation and enforcement.(An amendment to the
"Organic Act of the Financial Supervisory Commission” was
promulgated on 29 June 2012 and entered into force on 1 July. The
official name of the FSC has been changed from "Financial Supervisory
Commission, Executive Yuan" to "Financial Supervisory Commission™.)

Regarding the manpower for violation investigation, there are about 170
people from TWSE & TPEX to assist competent authority to monitor
market transactions. In addition, any violation involved criminal activity
shall be taken over by jurist department. There are more than 2,500
professionals from the “Bureau of Investigation Ministry of Justice” and
about 1,000 prosecutors devote to the related investigation.

Rigid civil law approach makes it a barrier to file a lawsuit against
directors and supervisors.  Disqualified or unlawful directors and
supervisors actually do not worry about the lawsuit since the proceeding
will last for years. For example, the Company Law allows institutional or
government shareholders to appoint their representatives as directors and
supervisors, and this inherent conflict of interests essentially against the
rules that a supervisor shall not concurrently be the director of the
company, with the result, the affiliation between supervisor and major
shareholders has weakened their functions. Taiwan government is aware
of the defects of the system function, and currently engaging in the
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following issues to rectify Taiwan corporate governance. To make an
easier filing of derivative lawsuit, the amended company law recently has
loosened the criteria. Any shareholder owning 3% of a company ’s share
over a year, instead of 5%, may petition supervisor to sue directors. If
the supervisor fails to do so within 30 days, the same shareholder may file
the lawsuit for company’s interest (§214 of Company Law).

Article 181-1 of Securities & Exchange Act requires jurisdiction system
to constitute a professional court to examine the market criminal suspects
for assuring the trial is under the verdict of a judge who owns knowledge
of securities market and economic criminals. Taipei District Court has set
up 3 Special Courts of finance to handle major financial and highly
controversial cases since August 28th, 2008. In addition, the Ministry of
Justice (MQJ) has adopted “Financial Professional Program Level I, I,
[11” for prosecutors and investigative officers. The MOJ required the
prosecutors, police, and investigative officers handling the financial crime
case with Level Il Financial Professional license since July 1, 2010.

6.11 The Management of Companies’ Shareholder Services

To maintain fairness of shareholder services and protect shareholder’s
interest and rights, the following measure are adopted by the FSC.

1. The FSC supervised and directed TWSE/TPEx to amend on 28
December 2012 “Taiwan Stock Exchange Corporation Rules
Governing Review of Securities Listings”, “Taipei Exchange Rules
Governing the Review of Securities for Trading on the TPEXx”and
“Taipei Exchange Rules Governing the Review of Emerging Stocks
for Trading on the TPEX” to require that A listed company that was
listed at any time from 2 January 2013 onward shall engage a
professional shareholder services agent to handle shareholder services,
and may not take those services back into its own hands. An emerging
company that was engaged a professional shareholder services agent
to handle shareholder services may not take those services back into
its own hands as well.

2. In order to protect the interests of shareholders, and to strengthen
regulation of the shareholder services of public companies, the FSC on
11 April 2013 amended the "Regulations Governing the
Administration of Shareholder Services of Public Companies.” Key
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points of the amendments as follows:

(1) for companies wishing to switch from outsourced to inhouse
handling of shareholder services, the eligibility requirements have
been tightened,

(2) companies makes a change in its shareholder services agent, the
company shall in each case do so through the passage of a
resolution by the board of directors, and after entering into an
agreement with the new shareholder services agent, shall report the
matter to the institution designated by FSC for recordation;

(3) when a company that is listed handles its own shareholder services,
if it is deemed likely by any shareholder who has held 3 percent or
more of the total issued shares of the company for a continuous
period of one year or more, or by the Securities and Futures
Investors Protection Center, that the company's handling of matters
relating to shareholders meetings is detrimental to shareholder
rights and interests, may apply to the institution designated by
TDCC to have the upcoming shareholders meeting handled by a
shareholder services agent.
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Appendix | Important Event (2014/10 ~2015/11)

Date

Event

Reference
Code

2014/11/12

Listed companies with a paid-in capital of at least
NT$2 billion shall be subject to the requirement to
make electronic voting available at shareholders
meetings since 2016

6.4

2015/1

Listed companies hold their general shareholders
meeting shall be no more than 100 companies on a
single day since 2015.

453

2015/1

IPO companies listed on the Taiwan Stock Exchange
and the Taipei Exchange shall be subject to the
requirement to make electronic voting available at
shareholders meetings since 2016

451.2
6.4

2015/1

To facilitate the voting by foreign shareholders,

TDCC provides the “International Voting Strait
Through Process (STP )  service since 2015.

451.2

2015/3/4

The FSC amended the Regulations on March 4, 2015
to strengthen regulation of shareholders meeting
proxies.

45.2

2015/4/2

The Corporate Governance Center released the
results of the 12" Information Disclosure Ranking
System

4.6.6

2015/4/30

The Corporate Governance Center released the
results of the 1* Corporate Governance Evaluation

4.6.7

2015/6/29

The TWSE and TPEx compiled and launched the
“TWSE Corporate Governance 100 Index” and ”
TPEx Corporate Governance 60 Index”, respectively

5.1.3

2015/10

To enhance this nomination system, newly listed
company on the TWSE and the TPEx shall in its
articles of incorporation specify to adopt nomination
system for election of director and supervisor.

4514

2015/10

Listed companies with paid-in capital above NT$5
billion have been required to compile CSR Reports
annually since 2017

6.8




Appendix

Il List of Short-Swing Profit Disgorgement Against

(1995-2014)

Insiders

Year No. of Total | Accrued Disgorged | No. of Disgorged | Realized Disgorged
Cases Amount Cases Amount

1995 186 83,820,842 186 73,178,590
1996 215 172,609,117 215 153,304,443
1997 420 265,703,236 418 169,081,856
1998 353 986,116,196 347 111,296,617
1999 416 224,661,201 416 188,881,366
2000 441 233,376,966 439 185,195,578
2001 321 83,974,981 321 82,212,818
2002 351 106,453,696 351 105,064,181
2003 502 51,474,426 502 51,035,665
2004 635 87,497,860 632 81,192,811
2005 360 57,373,111 360 57,373,111
2006 325 187,959,260 323 184,542,872
2007 391 109,236,112 389 107,542,556
2008 338 86,720,877 336 84,989,539
2009 313 102,153,563 312 102,138,774
2010 318 98,782,303 318 98,782,303
2011 291 86,082,663 291 86,082,664
2012 214 35,701,205 188 30,629,200
2013 288 67,145,752 286 48,066,222
2014 279 58,498,512 278 58,479,406
Total 6,957 3,185,341,879 6,908 2,059,070,572

Source: Securities and Futures Investors Protection Center, http://www.sfipc.org.tw/english/main.asp




