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ABSTRACT

This study discusses the meaning and internal adidrreal mechanisms of Taiwan’s corporate governance
explains why this kind of mechanism cannot pretfenfigency problem, and demonstrates the importafbesiness
ethics by looking at the flaws in Taiwan’s corpa&governance. Other questions addressed in thiyshclude what
limitations are in the internal and external meckams of Taiwan's corporate governance, what makesagency
problem seem inevitable, and whether business sthigy compensate for the shortcomings in Taiwaorparate
governance.
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INTRODUCTION

From the legal perspective, Taiwan’'s corporate guaece is comprised of the Corporation Law, theuBtes
Exchange Act, and the regulations specified by TWSawan Stock Exchange) and Gre-Tai Securitieskigtafor
publicly-traded corporations. Of which, the Corgtion Law is the main basis for corporate govereamhich clearly
specifies the duties of the meeting of sharehojdbesboard of directors, and the supervisor inwigh of achieving
complete corporate governance through the balahpeweer between the three systems. The SecuHtiebange Act
focuses on the disclosure of corporate financifgrination and its influences on shareholders’ edés. Further, the
aforementioned TWSE and Gre-Tai Securities Markay nelp publicly-traded corporations establish aatlalize
corporate governance through their contracts withnt (Wu, 2004: 6-7). The internal and external ma@ésms of
corporate governance are briefly explained below.

Meaning of Corporate Governance

As mentioned earlier, most scholars adopt the digfin of corporate governance provided by OECD, clahi
refers to the mechanism and process of instructimapaging, and actualizing corporate managers pastecting the
interests of shareholders as well as other stallehoby improving corporate performance. A. Shlel R. Vishny
with Harvard University (1997) believe corporatevgmance involves how fund suppliers’ returns cargbaranteed
and how they can ensure managers would not infrihge money nor invest it in ineffective plans &wlfish reasons
(Shleifer & Vishny, 1997). Ye, Li, and Ke (2002)oposed that a well-designed and implemented sysianonly
helps improve the capacity of strategic managemedt supervise managers’ behaviors but also ensiueereturns
deserved by external investors and protects othkeBolders’ interests. The corporate governapsem stresses the
use of economic and legal systems in order to rdaelgoals proposed by Shleifer, Vishny, and Yal.etre, Li, and Ke,
2002: 33

The focus of corporate governance thus includedath@wving: (1) Corporate governance should alsokl@after
the interests of stakeholders while promoting dhalders’ interests (Chen, 2004: 20), (2) corpogateernance is also
aimed at solving the agency problem caused by d¢paration of ownership and managerial control kkadls to the
conflicts of interest between shareholders and gensa (3) corporate governance utilizes mechangrok as rewards,
supervision, disciplines, and punishment to ensnamagers would reach the goal of looking after itiierests of
shareholders as well as stakeholders, and (4) cg@overnance reinforces company performancenzanthgers’
duties. The focus of the present study is the ag@noblem mentioned earlier and in the above sedtirough the
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approach of business ethics. TCGA, as mention&hapter 1, believes that corporate governance issdructive and
managerial mechanism that actualizes corporate geasialuties and looks after the interests of di@ders as well as
other stakeholders by reinforcing company perforrean In addition, it is also the belief of TCGA thie following
principles should be observed when a company ésiaisl corporate governance: (1) observing relensntlations, (2)
protecting shareholders’ interests, (3) reinforcihg structure of the board of directors, (4) itilg the supervisor’s
capacity, and (5) respecting the rights of stakdéasl TCGA )In the following the internal and external mechargsof
corporate governance are explained as an attemptisfido better understand the relationships betwseporate
governance and the agency problem.

The Internal Mechanism of Taiwan’s Corporate Goverrance(1)

The internal mechanism of corporate governancett@six following purposes: reinforcing the capgaaf the
board of directors, expressing the capacity ofsingervisor, establishing and implementing the irgkcontrol system,
encouraging shareholders’ participation, protectatgkeholders’ interests, and reinforcing informatidisclosure.
The six purposes are explained in better detaltsie
(1) Capacity of the board of directors:

The board of directors must consider its scale tardnumber of directors before establishing difiértgpes of
functional committees and must clearly specifyténcharter that the functional committees are neside to the board
of directors, and their proposals are to be revikwe the board of directors before resolutions ra@ched. The
members of the board of directors must be honestaanid the conflict of interest whenever possibitaen making
major financial decisions, the board of directorsismfully consider the comments from their audit@nsd/or
independent directors in order to prevent corruptio
(2) The supervisor’s functions:

The supervisor's duty is to monitor a corporationdaily operations, check the directors and mandges
dereliction of duty, or even to authorize profemsioauditors or lawyers to review relevant mattiast are beyond
his/her power. As a result, a person who worksthes supervisor must be honest and just, experiemcet
well-trained in his/her domain, and spend much teme energy in order to fulfill his/her duty as ilependent
supervisor and prevent corruptions in the company.

(3) Establishing and implementing the internal colngystem:

The most fundamental basis is for a company to havdefaithfully implement a complete internal cahgystem.
In a publicly-traded corporation, the board of dicegs and managerial level should fully supervise implementation
of the company’s self-evaluation as well as anatheeresults of self-audits conducted by each deyant and prepare
an internal control report. The report is not oabcessed by the supervisor through relevant régngabut should
also be submitted to the authority.

(4) Shareholders’ participation:

The company should also encourage its sharehdioldxs more active and participate in the meetiredd hy the
board of directors. Minor shareholders should &leaiven the right to acquire company-relatedrimftion and to
ask questions in a meeting held by the meetindpafeholders in order to facilitate supervision.

(5) Stakeholders’ interests:

The company should value and protect the inteastsrights of all of its stakeholders, including @mployees,
creditors, suppliers, and nearby residents. Tathside world, channels of communication betwdendompany and
external stakeholders should be kept clear; tarthiele of the company, the employees should hageitint to make
themselves heard by their managerial levels, direcbr supervisors regarding major policies thablve their rights.
A win-win situation can be achieved when collabiora between a company’s internal and externaksialkiers are
established.

The Journal of International Management Studiesyivia 5, Number 1, April, 2010 39



(6) Reinforcing information disclosure:

Publicly-traded corporations are supposed to olhey Corporation Law, the Securities Exchange Actl an
regulations announced by TWSE and Gre-Tai Secsiritlarket.  Fully disclosed financial and businegsrimation
not only allows investors, the government, andghblic to clearly understand a company’s internébimation, but
perpetrators of dishonest acts or corruptions n&ylze brought to justice in a timely manner. didition, a company
should have dedicated personnel who constantlyegathnd discloses relevant information in ordermsure all
stakeholders and shareholders may gather neededation.

The External Mechanism of Taiwan’s Corporate Goverance(2)

The formulation and implementation of all sortslefal regulations and organizational systems ateemely
important in order to ensure rational returns fomporate managers and stakeholders’ interests. seTtegulations are
briefly explained below:

(1) Revising the law:

The government’s legislation and enforcement of laften lag behind the market's dynamics, yet the
government’s role becomes more important when theket does not have the needed mechanisms. Theréhie
government needs to appropriately revise the exjdtiw in order to address illegal behaviors arddop holes in the
market system before the corporate governance msystn be improved. In addition, Corporation Lawd ahe
Securities Exchange Act that are clearly writteifeatively protect shareholders’ interests, andirdethe duties of
directors and supervisors are needed in order sorenthat an auditing standard over company traiosascand
essential information can be formulated for the pany and its auditors to followYe, Li, and Ke, 2002: 6% .

(2) Functions of external professionals:

The authority is often overburdened due to the dexify of business activities and transactionsyefare, the
most important external professionals for corpogaeernance — auditors, play an important rolenia tegard. For
example, auditors’ duties such as auditing pubticdgled corporations, working as consultants, sigihéng corporate
governance regulations have become the fundameteatents that ensure smooth market operations.an€ial
reports and forecast audited by auditors as wat@gredibility of other relevant financial infoation have constantly
proven themselves to be the critical foundatiorecetipon by all stakeholders in corporate goverean@uditors who
fail to fulfill their duty as the external professial, compromise the quality of their audition, dode the sense of
independence are accomplices in market turbulence.

In addition, effective corporate governance notyaelquires a company’s internal and external sysaeoh an
efficient market system but also the active pgytiibn by private professionals and groups, incigdawyers, auditors,
credit evaluation organizations, investment barnke, media, research institutes, analyzers, corpdmestors, and
private groups who provide services and informati@eded in the financial and capital market. Thesernal
professionals should also participate in a compamy beware of the behaviors demonstrated by itseownd the
management level, and ask the company to disclesdeu information. By doing so, the external @sienals form
another force that supervises the market.

(3) Supervision by the authority or stock exchange:

Complementing the trend of “unified financial swgsion,” the Financial Supervisory Commission ok th
Executive Yuan (referred to as the FSC hereinaftag established on July 1st, 2004, which is irgdaf supervising
the development of the financial market and finahservices. In corporate governance, each supeyauthority’s
responsibility is to develop a set of effective panate regulations and an enforcement system;hHarawords, the
protection of shareholders’ interests and respdiigb of directors and supervisors must be cleatated in the
Corporation Law and the Securities Exchange Ach addition, the formulation of audit standards netsider the
reliability in auditing, and the formulation of ammting standards should focus on company trarsectnd disclosure
of essential information. On the other hand, the $hould also appropriately punish the perpetsatbtransactions
that violate the rules and information disclosune/ar are untruthful and unlawful in order to coetpl the corporate
governance systeraiYe, Li, and Ke, 2002: 64-65; Securities & Futurastitute, 2005 .
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(4) Expressing the legal system:

Common economic crimes due to failed corporate g@mrece in Taiwan are usually indicted in accordanitk
the law on treachery or work-related embezzlemeAiccording to the statistics of crimes in casexulised in our
study, common crimes include the offense of codigiténg valuable securities, the violation of Busiis Account Act,
the violation of the Securities Exchange Act, foygeand the violation of the Money Laundering Praien Act.
Despite the legal process, major stock-exchangeegtlcrimes are still common in the recent yeare &ppendix 2),
and it seems the existing law cannot effectiveliedand prevent the transmission of interest. Assalt, there is still
room for improvement regarding how the legal systamd enforcement agencies can hold the last deferesagainst
criminals in order to uphold justice, ensure maitability, and fully protect the interests of sthklders in corporate
governance.

(5) Operations of self-discipline institutes:

The purpose of self-discipline institutes is toph#ie government actualize its policies. Of thi-discipline
institutes for Taiwan’s corporate governance, TQ@#ys an important role in the evaluation of cogtergovernance,
and another important player of self-disciplinghie Association of Directors. These institutegofparticipate in all
sorts of official and unofficial evaluations andhddus provide the authority with valuable commeotsfuture legal
revisions.

As mentioned earlier, OECD and World Bank have fdated a complete corporate governance systemein th
original corporate governance system and the desigts internal and external mechanisms. The d&pees of
corporate governance in Taiwan and other counthiesiever, reveal repeated offenses of false fimnmejports and
financial crises, suggesting that although theentrcorporate governance system is constantly beifiiged, there is
still room for improvement in terms of protectirigetinterests of all stakeholders.

Regarding how the capacity of Taiwan’s corporateegoance can be improved, Chen (2004) proposed four
strategies for reaching effective corporate govecea (1) an enforcement system involving administeaguidance,
supervision, and disciplining from the administratiauthority, and prosecution and compensatiorinfeestors from
the legal authority, (2) market response, infororatévaluation, and corporate governance evaluatianformation
disclosure, (3) the quality-control capacity exgeabby organizational investors and bank creditmd, (4) promoting
transparency of a company’s internal informatiapezially in terms of accounting and financial imfiation, in order
to establish an instant information disclosure a&wdluation system while the market trends are amiigt being
watched. The Securities Exchange Act and the Gatiom Law should be revised appropriately, andanizational
investors should be encouraged to participatedrstipervision and evaluation of corporate goverman©n the other
hand, committees dedicated to the board of directbould be established — especially those oniagdibrporate
financial reports, in order to complete the corp@rgovernance system (Chen, 2004: 8-13). Ye (20@%igves an
independent audit committee formed by recruitedependent directors may increase the transparehiipamcial
reports by evaluating the performance and indepwm®le®f accountants and internal auditors and remgwhe
transactions between major stakeholders, which mdaces ambiguous inter-stakeholder transactign¥d, 2005:
256). A detailed framework of corporate governaiscghown in Fig.1-1

Chen (2004) also has high expectations for orgéinizal investors and bank creditors because thadorcould
utilize retirement funds and funds managed by itmeat companies to reduce investments in companiitss poor
corporate governance or nations and regions tlek tmrporate governance through active “sharehisioet or
through published manuals for corporate governawveduation and investment references. Bank credgbould be
more active in their supervision over the corpogaieernance in a borrower’s company in order taenge-payments.
In addition, banks could adopt short-term share evalmip intervention for companies with financiaffidulties, get
involved in the board of directors through debemtstocks or reply memo and help them establishctmplete
corporate governance in order to ensure re-paymenthe future (Chen, 2004: 8-13). Two charactiss of
Taiwan’s stock market are that most shareholdexsratividual investors and the market turn-ovee riat quite high.
Therefore, in the development of corporate govereaRSC often plays the role of the leader andi@lgtimplements
the following: encouraging publicly-traded corpésas to have independent directors and superviseisforce
information disclosure, reinforce the business antiog system, establish the external supervisisiesn, internal
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control system, and financial auditing system, gand implement corporate governance, and formthatéSecurities
Investors Protection Act” in order to further comig the internal and external mechanisms in Taisvaorporate
governance (Securities & Futures Institute, 20@6332).

Goals and Capacity of Corporate Governance

Effective Distribution and
Growth of Corporate and
National Resourct

Creating Shareholder
and Company Values

Protection for Interests
of Shareholders &
Stakeholders

Corporate Governance Mechanism

Corporate Governance Mechanism

Strategies for Reaching Effective Corporafe Governace

Corporate Internal

Modification of Other-discipline Self-discipline
Market Structure Information systems such as the Syste_m (governance
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governance evaluation
in information
disclosure.

Administrative Guidance,
Administrative
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Figure 1-1: Framework of Strategy of Taiwan's Corpaate Governance .Source: Chen (2004: 13)
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Re-thinking the Agency Problem in Taiwan’s Corporat Governance

From the above discussions we can see that Taiwan@®rate governance is consisted of the Corporadtaw,
the Securities Exchange Act, the FSC, TWSE, andTareSecurities Market, along with the internal aexternal
mechanisms of corporate governance. Though thisseem enough, corporate financial crises due ¢o porporate
governance still frequently occur; therefore, tlgerecy problem in corporate governance deservesoserclook.
Corporate governance has been practiced in advamatgzhs for years, and related experiences andestigns are
thus available; however, as mentioned earlieratiohs of the U.S. Securities Exchange Act as aglfalse financial
reports among American corporations have been émttjuexposed since 2001; of which, the well-knaaacounting
firm “Arthur Anderson” was involved in the Enronasdal. While the U.S. Capitol was scrutinizingsthéncidents,
the White House passed The Sarbanes-Oxley Act @2 2@&ferred to hereinafter as The Sarbanes-Oxl&y iA order
to address these issues. The feature of thissAttiatt it addresses the failure of corporate garmese in the U.S. and
reinforces governmental supervision in order totfig loop holes in the market system, and the lagtp include:
establishing an independent committee that repdirsctly to the U.S. government and supervises @tzmts’
conducts, specifying additional financial duties @®EOs and chief financial officers, announcingt t6&0s are civilly
responsible for investment losses due to theiruptions, and giving the government the power taevel chief
financial officers of their duties in case of vittans (Chen, 2004: 51-55). As indicated by thesetetitles in Table
5-1, The Sarbanes-Oxley Act is consisted of elasrapters; in which, the authority of accountingnris the Public
Corporation Accounting Oversight Board (POCAB), gthihas announced many new regulations over comporat
internal control and auditing. The regulations @iszussed in Table 1-1 (Moeller, 2006: 4-5).

In addition, Chapter 4 of The Sarbanes-Oxley Aatsstes the effective moral codes can be an impddahfor
corporate governance, which are managed by thé etliecs officer that plays an important role inistieffort. The
Ethics Officer Association founded in 2003 is afpssional organization consisted of members whocargorate
morality managers or chief ethics officers (Moel2006: 86-87, 120). Table 1-2 lists all the duitid the chief ethics
officer and clearly indicates that the primary dafythe chief ethics officer is to manage and prtaremrporate moral
norms. Though the mandatory moral norms speciiiedhe Sarbanes-Oxley Act applies to a companytreen
stakeholders and thus better promotes the develupoficorporate governance, a company’s internéltigug helps it
establish and fulfill a code of conduct that méeieest business behaviors (Moeller, 2006: 97-98nother important
duty of the chief ethics officer is to design a imatism that allows employees or stakeholders tortefiegal
corporate dealings anonymously and protects them frecriminations. The chief ethics officer mayabtish an
informant hotline or a hotline that deals with nidyarelated issues, and should provide employegh training on
how they could use the informant mechanism to rejflegal corporate conducts so the hotline woutd just be a
mere formality. The Sarbanes-Oxley Act also stedkat if an informant receives unfair treatmeantd retaliations in
the future, he or she will become a protected mfont and protected by the law (Moeller, 2006: 10851116, 120).

Another purpose of Chapter Four of The SarbanesyOitt is to help a company allow its chief finaalafficer
to insist on proper values and “do the right thingTherefore, the Act requires a company’s boardicéctors to have
the chief financial officer sign a public announ@thof morality that includes the elements of besiethics specified
in The Sarbanes-Oxley Act (Moeller, 2006: 87). sTkind of practice is consistent with the propdsaMondy & Noe
(2005) in which the bills on the actualization afsiness ethics and corporate social obligationkbeilpassed under
public anticipation, and the legalization of busisethics and morality norms will become the tréWdndy & Noe,
2005: 27).

Reviewing Title 1, 2, and 6 in Table 1-1, it seethat besides additional funding for stock managemen
committees, the main focus is still to provide galebasis for an independent and fair accountamérsision
committee, along with the “revolving-door” artidleat prevents the relationship between accountarmsa company’s
internal auditing committee from hindering the cdetgness of corporate governance. Title 3 and et reaw
regulations focusing on the internal mechanism @fporate governance — especially its scope. Fameie, a
company’s CEO and chief financial officer are coatply responsible for the financial reports, anthpensations and
bonuses received from the company are to be retuntieen a filed financial report turns out to berutttful. Other
new rules announced include that loans withoutdimgithe conflict of interest must be prohibite@Hilevel financial
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personnel are asked to strictly follow moral olligas, and a company’s internal information shobél disclosed

regularly and in a timely fashion (Chen, 2004:

B)-5 Title 5 mentions that new regulations are eeetb improve

stock analyzers’ independence, and they shouldeparated from investment banks’ operations in otdeavoid the

conflict of interest.  Title 8, 9, and 11 statettha act of infringement caused by false finan@alorts is subject to the
charge of fraud, informants are to protected, gunints for financial crimes will become more sey@€Os and chief
financial officers are subject to severe punishmdat uncertified corporate financial reports, gneghishments for

violations of the Securities Exchange Act will als®increased (Chen, 2004: 51-55).

Table 1-1: Summar

of The Sarbanes-Oxley Act of 2002

Title

Summary

Title 1: POCAB (public corporation accountir
oversight board)

drhe establishment, tasks, and funding for POCABestigations
of accounting firms.

Title 2: Auditor Independence

Auditors' duties and limitations, rotations, intetians with the
audit committee, and the revolving-door article.

Title 3: Corporate Responsibility

Audit committees, financial report responsibiliie®@mpensation
and bonuses received by the CEO or chief finaraffder from
the company are to be returned when a filed fir@n@port is
untruthful, prohibited behaviors and punishmentsgyarding
managers and directors, an insider is prohibitednfbuying the
company’s shares during the blackout period ofhbisfetirement
fund, lawyers’ duties, and fair funds for investors

Title 4: Enhanced Financial Disclosures

Regular financial reports, off-balance sheet tratisa, Pro Formg
reports, and the scope of special purpose enffiP&), additiona
regulations regarding the conflict of interest {sas denying loan
to managers and directors), disclosure of transastibetween
managers and major shareholders, disclosure ofnadteontrol
evaluations, the code of ethics for high-level ficial staff,
disclosure of audit committees’ financial expe8EC's reinforced
reviews of corporations’ regularly disclosed infation, and
instant disclosure of major information.

Uy

Title 5: Analysts’ Conflicts of Interest

Adds the rule of having analysts’ reports on staoichanges
outside of investment banks’ operations in ordedisclose the
conflict of interest.

Title 6: SEC’s Resources and Authority

Improves SHIidget and authority.

Title 7: Studies and Reports

Studies and reports that should be underway, intduithe mergers
of accounting firms, credit assessment institutgslators and
nature of violations, enforcement effectiveness] amvestment
banks.

Title 8: Corporate and Criminal Fraud
Accountability

Punishments for file alterations, debt non-disckalge for
violators, fraud statutes of limitations — incluginthe term of
validity of litigation, re-examining the Federal r$encing
Guidelines, protecting insider informants who pdevievidence o
fraud, and punishments for frauds against sharensld

Title 9: White-collar Crime Penalty
Enhancements

Increased punishments for white-collar crimes, gluments for
those with intent and accomplices, CEOs and chie&ntial
officers required to certify financial reports, andevere
punishments for deliberate failure to provide ¢edi and truthful
financial reports.

Title 10: Corporate Tax Returns

Federal income tax return of a corporation mussigaed by its
CEO.

Title 11: Corporate Fraud and Accountability

Punishments for those tampering with records oriciaff
procedures include SEC’s temporary freeze authooter
extraordinary payments regarding employees in apemy who
may have committed violations, revised Federal &mihg
Guidelines, and SEC’s authority to prohibit certamdividuals
from taking on positions or working as directorsicreased
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punishments for violations of the Securities ExdenAct;
punishments for those who retaliate against infotsiawho
provide law enforcement with evidence of crime.

Source: Chen (2004: 53-55)

Table 1-2: DutiesoftheChiefEthicsOfficer:

® Manage and implement the code of ethics, compliaacel business conducts such |as
complying to The Sarbanes-Oxley Act.
® Lead, supervise, and provide professional consoiftgtin order to ensure the company
follows and complies to the code of ethics, andniaates relevant policies for development,
interpretation, and implementation
® Be responsible for tasks regarding any code of gondhe company is involved with,
including the ethical relationships among employeebents, contractors, suppliers,
shareholders, and other stakeholders.
® Formulate plans for compliance and risk manageriremtrder to come up with effective
evaluation, sequencing, and management of regofatgpecified by the law and the
authority.
® Be in charge of the company’s informant task, all@vemployees, clients, suppliers, and
other stakeholders to reveal a behavior in a complaat violates the code of conduct, la,
or corporate policies without having to worry aboetaliations.
® Formulate strategies in order to manage the conpamyual code of ethics and compliange
training, and facilitate communications for dailgde of ethics, compliance, and busingss
code of conduct.
® Hold investigations on violations of ethics, corapite, and business code of conduct, and
provide suggestions regarding how an offender shbelpunished.
® Evaluate a company’s performance in terms of caanpk and the code of ethics.
® Provide high-level managers and each committeerut@eboard of directors with detailed
reports.

Source: Moeller (translated by T. Shih and C. K{206:88)

The above content of The Sarbanes-Oxley Act isafmtut promoting the good but about deterrence,thad
focus is on the external mechanism of corporateeg@mnce and increased punishments. In additias,Att also
announces new regulations over accountants’ indkge® and duties, prohibits an accounting firm fiowesting in
their client's company, and clearly defines andhivits debt relations between the accountant aedlibnt. However,
more time is required before we can see whetheAthericans’ after-the-fact amendments would trugyduccessful.
As mentioned earlier, today’s corporations haveasspd ownership and managerial control, and hédbi@lmembers at
the high-level management are corporate owners.delthis separation, it is inevitable to see isssigsh as the
agency problem, agency risks, moral hazards, drebek of agency cost. As a result, a corporaaeager’s duties
and goals regarding the interests of the compaentse stakeholders have become the unavoidabléenbas for
corporate governance.

In fact, the operations of corporate governanceakthere are significant and opposing conflictsrmérest
between a company’s shareholders, managers, dtehetders. For example, a creditor may want toctrapany to
adopt low-risk plans in order to ensure the delotmn make repayments with interests; a manager wdngtswo
maximize his/her interests would prefer a policgttiields a higher salary; the company’s resoucegsbe turned into
personal gains, or job security despite the compggor earnings. Major shareholders of a compaight increase
their returns at the cost of minor shareholdetgrigsts, and this would involve the interests efémployees, suppliers,
clients, or even the entire society. Thereforeatwhe corporate governance mechanism pursuesnsnimize the
costs caused by the conflict of interest betweesdtstakeholders and rationally arrange their gjghthligations, and
duties in order to maximize the interests of shalddrs and prevent the management level sacrifi@tter
stakeholders’ rights for personal gains. This thskyever, is certainly an extremely difficult feat.

CONCLUSION
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On the issue of corporate governance and a companygial obligations, Liu (1995) believes that ntestources
in the modern society are owned by corporationssghmolicies that are against the social expectwtimnvell-being
may cause the public to question corporate legitynget a complete design of corporate governanag sapervise
and guide corporations to fulfill their social ajdtions (Liu, 1995: 226). The function of the kbaf directors,
however, is the core of corporate governance. Hdwrd of directors takes the role of the principathe agency
problem and entrusts the company’s CEO or genesalager with the company’s daily operations. In otherds, the
agent takes on the agency cost and moral hazatdshunclude the costs of implementation and sugam in the
transaction cost and the cost of information-adtjois — another category of the agency problem amporate
governance. On the other hand, if a company’s nmedjareholders are also the actual managers, the atesign of
corporate governance will not be able to superagents in the management level due to the factitthla¢ board of
directors and the management level are workindhagptesident and CEO at the same time, the supeyvispacity
will not only be lost but the duties given at theating of shareholders (minor shareholders) wilbdle abandoned — a
common cause of many current issues with corpagaternance around the world and demonstrates wimprmi
shareholders need to be represented by indepedieators( Ye, Li, and Ke, 2002: 28. The phenomenon of the
agency problem becoming one with corporate govemama very common category of agency problentoiporate
governance.

On the other hand, according to Taiwan’s curremp@tion Law, the power to select accountants thkeahands
of the board of directors being supervised. Givea fierce competition in the accounting and auditindustry,
accountants are under certain influences from tdazedof directors. Moreover, the income of an aotant who also
works as a company consultant that provides sesviegarding taxes, finance, and human resourceshmégr higher
than that of an accountant who provides traditiaeatification services. As a result, the accanaly lose the sense
of independence and fails to fulfill the role oétbxternal supervisor for corporate governance was to solve this is
to take back the right to appoint accountants ftbenboard of directors or to prohibit an accounfamin providing
certification and consultation services at the saompany (Huang, 2006: 25-26). However, if an aotant stands
firmly on his/her ethics and does not lose his/imetependence, the board of directors is unlikelydédiberately
influence his/her certification efforts or causenther to disobey the duties as a good manageraltlfeetcompliance
with business ethics. Major Taiwanese regulatmres directors’ obligations are shown in Table 1-3.

Table 1-3 indicates that in order to prevent cadlns between directors and managers or minor sbhtets’
interests being affected by directors who wantdmpromise accountants’ independence, Taiwan’s amil business
laws have regulations regarding directors’ obligagi which focus on warning directors not to forfpet duties given by
the shareholders, not to infringe their interestbairay their trust, and to exercise due carei¢lr2?2 of the Trust Act,
Article 23 of the Corporation Law, and Article 5 thie Merger and Acquisition Law). Though it isfitifilt to define
the legal concept of “exercising due care,” itsimigébn can still be made clear when problems dfeth corporate
governance such as illegal transfer of companydunshnipulating stock prices, forgery, and fraugsdarified (Liu,
2002: 154-156).

Table 1-3: Taiwan’s Legal Regulations over Directas’ Duties

Name Content

The Corporation Law (Article 23, 192) Duties of a Good Manager

Civil Law (Article 535)

The Corporation Law (Article 209) Prohibition of fair Competitions

The Corporation Law (Article 206, 178) Avoiding Conflict of Interest and Voting
The Corporation Law (Article 224) Prohibition of Dinle Agency

Civil Law (Article 342) Crime of Treachery

Civil Law (Article 335) Embezzlement

The Trust Act (Article 22), the Corporation Law (iste | Exercise Due Care

23), the Merger and Acquisition Law (Article 5)

The Securities Exchange Act (Article 171) Prohditof Non-arm's Length Transaction
The Securities Exchange Act (Article 157-1) Prohibition of Insider Trading
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The Securities Exchange Act (Article 157) Prohdbitof Short-term Trading

The Corporation Law (Article 369-4) Preventing a parent company from using its subsidia
company for non-arm's length transaction or norfifpro
transactions.

Source: Liu (2002:155)

Article 23 of the Corporation Law that explains thieector’s compensation responsibilities towatts company
or a third-party does not make the distinction base the scale of a company. A larger companynma® complex
transactions and involves more stakeholders, whédes not only a major challenge in terms of caj@governance
but a director’'s compensation may exceed his/hpaaty. This hinders the recruitment of exceptlodiaectors,
causes problems for the implementation of the ealedirector system, and does not help improve amaie
governance. If a director is only responsible dompensations due to intentional or major errorstetieving or
reducing a director’s responsibilities through tlwenpany’s charter or special resolutions reachmthe meeting of
shareholders before or after an incident, the ienant of exceptional directors and the establighinod the external
director system are facilitated; however, the atsystems could be adopted by shareholders withl tihéent to keep a
director at fault from compensating other stakebrddHuang, 2006: 22-23). These two scenariosteaddilemma
in the issue of directors’ compensations. Fordbeond scenario, however, as long as the presidesttareholders
can uphold business ethics when relieving a direztdiis/her compensation obligations, the dilemilh not occur,
and the recruitment of directors and establishroétite external director system can still be féaiéd.

The agency problem is still an inevitable challengecorporate governance. After corporate govereand
relevant regulations were introduced to Taiwanrafte financial depression in 1997, cases of faibedporate
governance are still pervasive a decade later.dadsnvolving Re-bar (embezzlement of company §rahd YHi
(false financial reports) in 2007 force us to revththe values of business ethics and its role§diwan’s current
corporate governance.

NOTES

(1) The following information on the internal and extalr mechanisms of corporate governance is comfited the
works by D. Wu. (Wu, 2004: 6-10.) and L. Wu, H. @haM. Shih, Y. Chen, and S. Jian (2003). "Corporate
governance -- how directors and supervisors cartyteir duties." Taipei: Securities & Futures inge. pp. 9-21.

(2) Ccompiled from the works by D. Wu. (Wu, 2004: 11-13)
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