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Abstract

Recently, the concept of corporate governance attracts a lot attention.  Interestingly,
“corporate” governance is not named “corporation” govermance, therefore, the concept
applies equally to corporations or other forms of entities, which include legal entities and
economic entities.  An economic entity may be both an individual enterprise or a group
of related enterprises.

One of the five principles of the framework of corporate governance proposed by
OECD is transparency and disclosure. When the principle is applied to an individual
enterprise, the financial statements of the enterprise may be a tool to attain the
transparency goal and the fulfill the accountability to those who entrust their funds into the
entity. While the same goal is applied to a group of related enterprises, the tool is
replaced by the consolidated statements of the group. At present, the financial statements
an enterprise has to provide complying with the Corporation Law in Taiwan basically are
the ones of their own, not the consolidated ones.

The business model of an individual enterprise can focus on the island or the globe,
same philosophy of business model applies to a group of related enterprise. When the
business model is focusing on the whole world, the goods to fill an order from a buyer can
be shipped from a oversea production unit, however, the sale order for the shipment can be
accepted locally in Taiwan or at the oversea production unit. If the enterprises provide
only financial statements of their own, not those of the group, then the choice of location
(the individual entity) of accepting the orders could impact the amount of sales revenue
reported on the financial statements, and will result a rank differently when its performance
is compared with competitors in the same field. When the global business models tend to
be adopted further and further by the enterprises on this island, the effect caused by
managed numbers will tend to be more serious.

A good accounting principle should be neutral, it is not a good idea for enterprises to
consider the impact on its revenue when they choose so-called appropriate accounting
practice.

What the Corporation Law regulated was individual companies in the past, however,
the situation has changed since the Title of the group of related enterprises was enacted
into the Law in 1997. The Law requires that all related groups once composing an
publicly-listed individual enterprise have to present the annual consolidated statements to
Securities and Futures Exchange Commission(SFEC). SFEC promulgates the detail rules
of how to prepare consolidated statements in 1999. Because all the parent companies



which are publicly-listed have to also prepare the annual consolidated statements following
the No.7 of Statements of Financial Accounting Standards(SFAS) “The Consolidated
Financial Statements”, there are three sets of financial statements a parent has to

prepare :the financial statements of its own ~ the consolidated statements of parent and
subsidiary following SFAS No.7, and consolidated statements of the group of related
enterprises following the regulation promulgated by SFEC in 1999. There are two
different sets of consolidated statements. The difference between these two sets of
statements complicates further the information disclosed and impacts adversely on the
transparency goal of the corporate governance.

This study gathers data, from various literature and regulations, through one formal
conference, and eight smaller-scale but in-depth meetings and discussion among the
consulting committee members of the study, to identify relevent problems. The problems
emerge and became crystallized gradually. The study makes its judgments about how to
add transparency of consolidated statements by the guidance of providing relevant and
reliable information about the group and harmonization with the counterpart in
international accounting standards. The study identifies two major problems, which are
classified into five related areas :who are the party undertaking the responsibility of
preparing the consolidated statements, who are the members that should be included, who
are the readers of these statements, what are the needs of those readers how this statements
are prepared, verified, and disclosed. The recommendations include :

1. The party who has to prepare the financial statement should be switched from the
individual enterprise (legal entity) to the group of related enterprises (the economic
entity).

2.The two sets of consolidated statements should be eliminated and combined into one.
One set of consolidated statements serves the purpose of transparency effectively.

3.The criteria of whether an unit should be included in the set of statements is other’s
ability to exercise control over them, not the percentage of voting stock directly and
indirectly held by the controlling party (50% )

4.The legal forms of the entities included in the Consolidated Statement may be examined
latter to determine whether the inclusion of not-for-profit foundations, are necessary.

5.As for the way of implementing the change, it should be taken gradually and step-by-
step, a three-stage model is recommended.

6. The issuance of consolidated statements should be more timely, therefore on the top of
annual statements, mid-year and quarterly statements are also recommended, the amount
of the revenue released every month should also change, switching for that of an
individual enterprise to that of the consolidated ones.



7. At present, the information disclosed in the notes to financial statements is more than
enough. Some information that shows its appearance in the notes can be released by
other channel, such as proclamation.

8. Laws and regulations, such as the Corporation Law, The Securities and Futures
Exchange Act , the Law of the Holding Companies of Financial Institutes, the Law of
Accounting for the Profit-Seeking Enterprises, and The Statements of Financial
Accounting Standards No.7 should be revised to accommodate the changes suggested
above.
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