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4. Corporate Governance
TSMC advocates and acts upon the principles of operational 
transparency and respect for shareholder rights. We 
believe that the basis for successful corporate governance 
is a sound and effective Board of Directors. In line 
with this principle, the TSMC Board delegates 
various responsibilities and authority to two 
Board Committees, Audit Committee and 
Compensation Committee. Each Committee has 
a written charter approved by the Board. Each 
Committee’s chairperson regularly reports to 
the Board on the activities and actions of the 
relevant committee. The Audit Committee 
and Compensation Committee consist solely 
of independent directors.
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4.1 Governance Structure
TSMC’s governance structure is as follows:

4.2 Board of Directors
4.2.1 Board Structure
TSMC’s 12th Board of Directors was elected at TSMC’s 
2012 Annual Shareholders’ Meeting. All Directors continue 
in office. TSMC’s Board of Directors consists of nine 
distinguished members with a great breadth of experience 
as world-class business leaders or scholars. We rely on 
them for their diverse knowledge, personal perspectives, 
and solid business judgment. Five of the nine members are 
independent directors: former British Telecommunications 
Chief Executive Officer, Sir Peter Bonfield; former Acer 
Group Chairman, Mr. Stan Shih; former Texas Instruments 
Inc. Chairman of the Board, Mr. Thomas J. Engibous; 
Professor of Princeton University, Gregory C. Chow; and 
advisor to the Taiwan Executive Yuan and the Taipei 
City Government, Ms. Kok-Choo Chen. The number of 

Independent Directors is more than 50% of the total 
number of Directors. Chairman Morris Chang is also the 
Chief Executive Officer of the Company.

4.2.2 Board Responsibilities
Under the leadership of Chairman Morris Chang, TSMC’s 
Board of Directors takes a serious and forthright approach 
to its duties and is a dedicated, competent and independent 
Board. The Board meets at least once every quarter.

In the spirit of Chairman Chang’s approach to corporate 
governance, a board of directors’ primary duty is to 
supervise. The Board should supervise the Company’s: 
compliance with relevant laws and regulations; financial 
transparency; timely disclosure of material information, and 
maintaining of the highest integrity within the Company.

TSMC’s Board of Directors strives to perform these 
responsibilities through the Audit Committee and the 
Compensation Committee, the hiring of a financial expert 
for the Audit Committee, and coordination with the 
Internal Audit department.

The second duty of the Board of Directors is to provide 
guidance to the management team of the Company. 
Quarterly, TSMC’s management reports to the Board 
on a variety of subjects which include the management 
of economic, environmental, and social performance, 
including relevant risks and opportunities, and adherence or 
compliance with internationally agreed standards, codes of 
conduct, and principles. The management also reviews the 
Company’s business strategies with the Board, and updates 
TSMC’s Board on the progress of those strategies, obtaining 
Board guidance as appropriate.

The third duty of the Board of Directors is to evaluate the 
management’s performance and to dismiss officers of 
the Company when necessary. TSMC’s management has 
maintained a healthy and functional communication with 
the Board of Directors, has been devoted in executing 
guidance of the Board, and is dedicated in running the 
business operations, all to achieve the best interests for 
TSMC shareholders.

4.2.3 Directors’ Compensation
Currently, TSMC Directors’ compensation consists 
exclusively of fixed compensation. TSMC’s Articles of 
Incorporation restricts the amount of compensation payable 
to its directors that the Company may make from its 
distributable earnings (defined as net income after required 
regulatory provisions). Over the years, TSMC directors’ 
compensation declined from 1% of TSMC’s distributable 
earnings to 0.3%, before being capped to no more than 
0.3% of its distributable compensation. Because director’s 
compensation is capped at 0.3% of distributable earnings, 
currently, TSMC Directors’ compensation consists exclusively 
of fixed compensation which is in line with international 
best practice on board compensation. In 2012, total 
compensation paid to TSMC’s directors only accounted for 
0.06% of our 2012 net income. In addition, directors who 
also serve as executive officers of the Company are not 
entitled to receive any director compensation.

4.2.4 Audit Committee
The Audit Committee assists the Board in fulfilling its 
oversight of the quality and integrity of the accounting, 
auditing, reporting, and financial control practices of the 
Company. The Audit Committee is responsible to review 
the Company’s: financial reports; auditing and accounting 
policies and procedures; internal control systems; material 
asset or derivatives transactions; material lending funds, 
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endorsements or guarantees; offering or issuance of any 
equity-type securities; legal compliance; related-party 
transactions and potential conflicts of interests involving 
executive officers, directors and/or controlling shareholders; 
Ombudsman reports; corporate risk management; hiring 
or dismissal of an attesting CPA, or the compensation 
given thereto; and appointment or discharge of financial, 
accounting, or internal auditing officers. The Committee 
meets at least once every quarter.

Under R.O.C. law, the membership of Audit Committee 
shall consist of all independent Directors. TSMC’s Audit 
Committee satisfies this statutory requirement. The 
Committee also engaged a financial expert consultant 
in accordance with the rules of the U.S. Securities and 
Exchange Commission. The Audit Committee annually 
conducts self-evaluation to assess the Committee’s 
performance and identify areas for further attention.

TSMC’s Audit Committee is empowered by its Charter to 
conduct any study or investigation it deems appropriate 
to fulfill its responsibilities. It has direct access to TSMC’s 
internal auditors, the Company’s independent auditors, 
and all employees of the Company. The Committee is 
authorized to retain and oversee special legal, accounting, 
or other consultants as it deems appropriate to fulfill its 
mandate. The Audit Committee Charter is available on 
TSMC’s corporate website.

4.2.5 Compensation Committee
The Compensation Committee assists the Board in 
discharging its responsibilities related to TSMC’s 
compensation and benefits policies, plans and programs, 
and in the evaluation and compensation of TSMC’s 
directors of the Board and executives. The Committee meets 
at least once every quarter.

The members of the Compensation Committee are 
appointed by the Board as required by R.O.C. law. 
According to TSMC’s Compensation Committee Charter, the 
Committee shall consist of no fewer than three independent 
directors of the Board. Currently, the Compensation 
Committee is comprised of all five independent directors; 
the Chairman of the Board, Dr. Morris Chang, is invited by 
the Committee to attend all meetings and is excused from 
the Committee’s discussion of his own compensation.

TSMC’s Compensation Committee is authorized by its 
Charter to retain an independent consultant to assist in the 
evaluation of CEO, or executive officer compensation. The 
Compensation Committee Charter is available on TSMC’s 
corporate website.

4.2.6  Directors and Committees Members’ 
Attendance

Each director is expected to attend every Board meeting 
and the committees meeting on which he or she serves. 
In 2012, the average Board Meeting attendance rate was 
83% and the attendance rate for the Audit Committee and 
Compensation Committee’s Meetings were 100%.

4.3 Political Contributions
TSMC has consistently remained politically neutral, but 
encourages employees to fulfill their duties as citizens and 
actively participate in politics and vote for the candidates 
the employees believe to be the best public servants. TSMC 
executives have also expressed concerns from time to 
time and have made public comments on certain matters 
affecting industry, the economy and our employees 
livelihood. In the past, TSMC made legally proper political 
donations to local political parties between 2000 and 2004 
to support the development of democracy in Taiwan. Due 
to a recent Taiwan legislation, TSMC is now prevented from 
making political contributions because it is over 50 percent 

owned by foreign investors. TSMC has fully complied with 
this newly enacted law.

4.4 Code of Ethics and Business Conduct
4.4.1 Ethics Values
Integrity is the most important core value of TSMC’s culture. 
TSMC is committed to acting ethically in all aspects of our 
business; constantly and vigilantly promoting integrity, 
honesty, fairness, accuracy, and transparency in all that we 
say and do.

At the heart of our corporate governance culture is TSMC’s 
Code of Ethics and Business Conduct (the “Code”) that 
applies to TSMC and its subsidiaries, and this Code requires 
that each employee bears a heavy personal responsibility to 
preserve and to protect TSMC’s ethical values and reputation 
and to comply with various applicable laws and regulations.

In so doing, each of us:
●  must not advance our personal interests at the expense of, 

or in conflict with the Company;
●  must refrain from corruption, unfair competition, fraud, 

waste and abuse;
●  must not undertake any practices detrimental to TSMC, 

the environment and to society;
●  must procure all of our raw materials from socially 

responsible sources;
●  must abide by both the spirit and letter of all applicable 

laws, rules and regulations; and
●  must avoid any efforts improperly to influence the 

decisions of anyone, including government officials, 
agencies, and courts, as well as our customers, suppliers, 
and vendors.

In order to continue to build an environment of innovation, 
technology leadership, and sustainable profitable growth, 
the Code requires that we must promote business 
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relationships founded upon an unwavering respect for the 
intellectual property rights, proprietary information and 
trade secrets of TSMC, our customers, and others; and the 
proper use of the Company’s assets, not for personal use, 
but for achieving TSMC’s vision for many years to come.

All employees, officers and Board members must whole-
heartedly embrace and practice the Code. TSMC’s 
management must set the best example of integrity 
and ethical conduct. TSMC’s officers, especially our 
CEO, CFO, and General Counsel, with oversight from 
our Board, are responsible for the full, fair, accurate, 
timely, and understandable financial accounting and 
financial disclosure in reports and documents filed by the 
Company with securities authorities and in all TSMC public 
communications and disclosures.

4.4.2  Code Administration and Disciplinary 
Action

All employees, officers and managers must comply with 
the Code and other policies and procedures. TSMC expects 
our customers, suppliers, vendors, advisors and others with 
which we come into contact to understand and respect the 
Company’s ethics standards and culture.

As part of our ethics compliance program, all employees 
must disclose any matters that have or may have the 
appearance of undermining the Code, such as any actual or 
potential conflict of interest. Key employees and senior officers 
must periodically declare their compliance status with the 
Code. To encourage an open culture of ethics compliance, 
we also have implemented several related policies that allow 
employees or any whistleblowers with relevant evidence to 
report any financial, legal, or ethical irregularities through 
the “Complaint Policy and Procedures for Certain Accounting 

when dealing with us or our officers and employees; we also 
promote our ethical culture to our business partners through 
regular live seminars to prevent any unethical conduct. We 
have established an online “hotline” that any relevant person 
may use to report any ethical irregularities to be investigated 
personally by designated senior management of TSMC.

The internal auditors of TSMC regularly audit the 
compliance by the Company, our vendors, suppliers, and 
customers, of relevant rules and regulations. 

TSMC Internal Audit assists the Board of Directors and 
Management in inspecting and reviewing whether TSMC’s 
internal control system is adequate in design and effective 
in operation to ensure:
●  Financial, managerial, and operating information is 

accurate, reliable, and timely.
●  Legislative or regulatory issues impacting the organization 

are recognized and addressed properly.
●  Employee’s actions are in compliance with policies, 

standards, procedures, and applicable laws and 
regulations.

●  Resources are acquired economically, used efficiently, and 
adequately protected.

To achieve the above objectives, Internal Audit submits an 
annual audit plan incorporating the regulatory compliance 
audit projects to the Board of Directors for approval. 
Subsequent to the audits, Internal Audit reports the audit 
findings along with issue follow-up to the Board and 
Management on a regular basis.

We have a “zero tolerance” rule for any violation of 
any ethics rule. Simply put, any officer or employee 
regardless of their seniority will be severely punished 

and Legal Matters” or “Procedures for Ombudsman System”. 
When an employee finds or suspects a breach of this Code, 
he/she should report it immediately to any of the following 
persons: their supervisor; the Function Head of Human 
Resources; the Company’s Ombudsman; or to the Chairman 
of the Company’s Audit Committee, depending on the 
nature of the suspected breach.

In order to promote a culture of awareness, we have made 
all of our various policies available through easy access on 
our intranet and require all employees to be trained on 
our core values and compliance regime. Our compliance 
program for all employees includes regular live seminars 
and online training on various topics on ethics, including 
the requirements to prevent bribery and to protect our 
intellectual property. Our intranet website posts various 
guidelines and informative articles on ethics and honorable 
business conduct. We also require our stakeholders such 
as our suppliers, vendors and other partners to accept and 
abide by the same high ethical standard to which we hold all 
of our officers and employees. For example, we require all of 
our suppliers, vendors and partners to declare in writing that 
they will not engage in any fraud or any unethical conduct 
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(including immediate dismissal and judicial prosecution 
as appropriate) to the full extent of our policies and 
the law, for any violation of our ethical standards. For 
example, the Company prosecuted one legal action against 
former employees for misappropriation of the Company’s 
intellectual property in 2012. Additionally, TSMC terminated 
4 employees during 2012 for violating our Proprietary 
Information Protection (“PIP”) and other ethics rules.

4.5 Regulatory Compliance
TSMC operates in many countries; in order to achieve 
compliance with governing legislation, applicable laws, 
regulations and regulatory expectations, we closely monitor 
domestic and foreign government policies and regulatory 
developments that could have a material impact on TSMC’s 
business and financial operations.

In addition to TSMC’s Code of Ethics and Business Conduct, 
TSMC has also established policies, guidelines and procedures 
in other policy areas, including: Anti-bribery/corruption, Anti-
harassment/discrimination, Antitrust (unfair competition), 
Environment, Export Control, Financial Reporting/Internal 
Controls, Insider Trading, Intellectual Property, Proprietary 
Information Protection (“PIP”), Privacy, Record Retention and 
Disposal, as well as procuring of raw materials from socially 
responsible sources and so forth. With respect to PIP, it is 
one of the six key strategies of TSMC as announced in June 
2010.

TSMC and our employees are expected to comply with all 
laws and regulations that govern our business. Training 
is a major component of our compliance program and 
is conducted throughout the year to refresh employees’ 
commitment to ethical conduct, and to get updated 
information on any changes to the law. Highlights of our 
compliance training program include the following:

●  A wide range of on-line learning programs are designed to 
provide employees with an understanding of the law and 
key compliance issues. Topics available via on-line learning 
including competition law (antitrust), environmental 
protection, insider trading, export control management, 
PIP and more.

●  Live seminars are offered for topics related to Anti-bribery/
corruption, Anti-harassment and discrimination, Antitrust, 
PIP, Insider Trading, Export Control, Financial Reporting, 
Contract Management, Intellectual Property, 
and Privacy Law. The Privacy Protection 
course has been updated and reworked 
to reflect the newly adoption of 
Taiwan’s Personal Information Protection 
Act. These courses are mandatory to 
managers and certain employees because 
of the nature of the business activities they 
perform.

●  Members of our legal team regularly 
attend outside training in Taiwan and 
abroad to receive legal updates and 
new developments in compliance 
and other areas.

●  Inviting legal professionals and 
industry experts to lecture on new 
areas of knowledge and the latest 
developments on industry-specific 
compliance matters.

●  To enhance compliance and risk management 
to our subsidiaries and affiliates, we regularly 
hold compliance meetings with them to 
ensure that all of our subsidiaries and 
affiliates (as appropriate) are aligned 
with the compliance standards at TSMC 
headquarters.

To increase awareness of all employees in relation to the 
various compliance topics, various trainings and resources 
are available through our intranet, including Company’s 
latest internal policies. Furthermore, compliance education 
and articles are published regularly on TSMC’s Legal 
Organization website. Actively promoting the right behavior 
is our key focus. For example, through various promotion 
campaigns, we have raised awareness of behavior 
associated with anti-bribery in 2012.
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Compliance in Figures

FY 2012

Incidents submitted to the Ombudsman System1 20

Incidents submitted to the Audit Committee 
Whistleblower System

0

Incidents reported to the “hotline” 8

which were treated as plausible 3

PIP violations 108

which resulted in warnings2 104

which resulted in dismissals 4

1. There is no case for ethics, finance and accounting matters.
2.  More than one-third of the cases reported were for minor errors or 

noncompliance with our PIP Policy.

In 2012, the competent authorities fined a minor fine 
totaling NT$109,200 for very few isolated incidents of 
administrative errors and noncompliance with relevant rules 
concerning employee attendance. After communicating 
with the authorities, TSMC has been implementing relevant 
remedial measures.

4.5.1 Major Accomplishments 
In 2012, TSMC’s excellence in regulatory compliance 
achieved several major accomplishments. For example:
●  In addition to rigorously fulfilling our obligations to 

regulatory compliance matters, TSMC has discharged its 
civic duties as a responsible corporate citizen by advising 
the local government on law and policy reform. TSMC 
regularly urged the Government to amend any outdated 
laws and regulations, which may be inconsistent with 
global practice to improve our investment environment 
and economic development. For example, TSMC 
proactively provided the Government with advice on 
expanding criminal punishments for trade secret violations 
in the face of ever increasing incidents of intellectual 
property misappropriations. The Government accepted our 
suggestions, and our proposed amendments to the Trade 
Secrets Act were enacted into law in 2012.

●  In order to prevent any unauthorized export of controlled 
items, a formal Export Management System (“EMS”) 
has been established and sustained to reinforce TSMC’s 
internal compliance measures taken to ensure compliance 
with all applicable regulations covering the export of 
information, technologies, products, materials and 
equipment. TSMC’s EMS passed strict governmental 
compliance audit and was certified by the Bureau of 
Foreign Trade, the Taiwan regulator, as a qualified ICP 
(Internal Control Program) exporter in September 2012. 
This certification allows TSMC to streamline its complicated 
SHTC (Strategic High-Tech Commodities) export process 
and thus create efficiency benefits for both TSMC and its 
customers.

4.6 Risk Management
TSMC and its subsidiaries are committed to proactively 
and cost-effectively integrating and managing strategic, 
operational, financial and hazardous risks together with 
potential consequences to operations and revenue. TSMC 
established its Enterprise Risk Management (ERM) program 
based on both its corporate vision and its long-term 
sustainability and responsibility to both industry and society. 
ERM seeks to provide for the appropriate management of 
risks by TSMC on behalf of all stakeholders.

To reduce TSMC’s supply chain risks, a cross-function 
taskforce comprised of members from fab operations, 
material management, risk management and quality system 
management worked with TSMC’s primary suppliers to 
develop business continuity plans, and effectively manage 
the risks faced by our suppliers. As a result of those 
efforts, there was no interruption in TSMC’s supply line in 
2012. As TSMC continued to expand production in 2012, 
risk treatment practices and green factory projects were 
initiated and implemented, beginning in the design phase 
for all new fabs.

Risk Management Organization Chart Illustrated 

RM Steering Committee 
Reports to Audit Committee;
Is composed of functional heads;
Reviews risk control progress; and 
Identifies and approves the prioritized risk lists.

RM Working Committee
Is composed of representatives from each function;
Aligns functional ERM activities; and
Follows up the risk control action plan.

RM Program
Coordinates the RM Working Committee activities;
Facilitates functional risk management activities; and
Consolidates ERM reports into the RM Steering Committee.
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