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[Translation] 

December 27, 2019 

 

To Whom It May Concern: 

 

Company Name: UMC Electronics Co., Ltd. 

Representative: Akito Takada, Representative Director President and CEO 

Securities: 6615 (TSE First Section) 

Contact: Yohei Semba, Vice President, Director, Executive Officer, 

Chief General Manager of Administration Division 

TEL: +81-(0)48-724-0001 

 

Notice regarding Report from Committee for Policy Planning on Governance System 

 

 As announced in “Notice Regarding Establishment of Committee for Policy Planning on Governance 

System” on November 22, 2019, UMC Electronics Co., Ltd. (hereinafter “the Company”) established a 

committee for Policy Planning on Governance System (Chairperson: Tetsuo Ozawa / Lawyer / Tokyo Fuji 

Law Office, hereinafter referred to as “the Committee”) consisting of an independent third party based on 

the investigation report from an External Investigation Committee on the inappropriate accounting issue. The 

Company received a report from the Committee and the details are as follows.  

Based on the recommendations in the report, the Company will restructure management system, clarify 

management responsibilities, and will implement measures to prevent recurrence.  

  

1. Details of the report 

The Company has received a total of 19 recommendations from the Committee on the following four items. 

 

Item I. Transition to a company with Audit and Supervisory Committee 

 (i) Details of recommendations 

(1) The company should transit to a company with audit and supervisory committee and strengthen its 

governance system. 

(2) The number of directors (officers) should be reduced. 

(3) An optional nominating committee and remuneration committee should be established to strengthen 

the checks-and-balances function. 

(4) There should be at least one full-time Audit and Supervisory Committee Member. 

(5) There should be an Audit and Supervisory Committee Secretariat exclusive or dedicated to internal 

audit. 

(6) Lawyers and certified public accountants should be appointed as Audit and Supervisory Committee 

Members. 
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(7) The transition to a company with Audit and Supervisory Committee should be carried out as soon as 

possible. 

(8) The governance of overseas subsidiaries should be strengthened. 

 

(ii) Reasons for recommendations 

Recommendations (1), (2), (3) 

The Company is currently a company with a board of directors and a board of standing statutory auditors, 

with nine directors (including three outside directors) and five standing statutory auditors (including three 

outside auditors). 

However, the Company's Board of Directors and standing statutory auditors (the board) were unable to 

detect and correct such extensive and long-term inappropriate accounting. For this reason, the Committee 

has pointed out that the oversight and supervision of the Company's directors and standing statutory auditors 

(the Board) had not sufficiently functioned at least regarding the inappropriate accounting. 

From the perspective of preventing recurrence, the Committee suggested that the Company should shift to 

a governance system with enhanced monitoring and supervision functions. Specifically, considering the size 

of the Company, the number of outside directors required for institutional design and costs, the Committee 

suggested that the Company should transit to a company with Audit and Supervisory Committee. 

The Committee has also suggested that the number of directors (officers) should be reduced considering the 

size and current status of the Company. In addition, it was suggested that a voluntary nominating committee 

and remuneration committee should be set up to strengthen the monitoring and supervision functions. 

 

Recommendations (4), (5), (6) 

Under the Companies Act, having a full-time Audit and Supervisory Committee Member is not required, 

but the Committee considers that a full-time Audit and Supervisory Committee Member who is familiar with 

the Company is necessary for outside Audit and Supervisory Committee Members to play a sufficient role 

and suggested to have at least one full-time Audit and Supervisory Committee Member. 

The Committee also suggested that in addition to having a full-time Audit and Supervisory Committee 

Member, lawyers and certified public accountants should be appointed as Audit and Supervisory Committee 

Members and that the Company needs employees to assist the committee members. 

  

Recommendation (7) 

The transition to a company with Audit and Supervisory Committee requires a certain period of time, as it 

requires procedures such as amendments to the Articles of Incorporation. However, in order to restore trust 

and as responsibilities to shareholders and stakeholders, the Committee suggested that the governance system 

must be renewed promptly and that a transition to a company with Audit and Supervisory Committee should 

be made as soon as possible. 
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Recommendation (8) 

Regarding the governance of overseas subsidiaries, it is suggested that it is important for the Company to 

manage overseas subsidiaries globally in a unified manner, but it was also suggested that overseas 

subsidiaries should allocate appropriate human resources and strengthen own governance systems. 

 

Item Ⅱ. Appropriateness of continuation of current directors and current standing statutory auditors 

 (i) Details of recommendations 

(9) Based on the involvement of directors and causes of inappropriate accounting treatment, the Committee 

will provide opinions on continuation of directors' duties. 

(10) Standing statutory auditors should be renewed at the time of transition to a company with Audit and 

Supervisory Committee. 

(11) Directors who will keep being in charge of the Company's management should make business 

decisions not only for the benefit of certain shareholders, but also for all stakeholders such as minority 

shareholders, business partners, employees and directors need to be strongly aware of it. 

 

(ii) Reasons for recommendations 

Recommendation (9) 

In response to the inappropriate accounting issue, the former President Uchiyama returned the right of 

representation, and the Board of Directors resolved to recommend resignation to Director Kashiwagi, but it 

is pointed out that management responsibilities have not been sufficiently clarified yet. 

In addition, if the Company transits to a company with Audit and Supervisory Committee, Directors and 

Standing Statutory Auditors will retire upon expiration of their terms (Article 332, Paragraph 1, Item 1, 

Article 336, Paragraph 4, Item 2), and new directors will be appointed. The Company received opinions on 

the propriety of business continuity by each director, assuming the facts in the investigation report of the 

External Investigation Committee. 

 

Recommendation (10) 

Given the facts found in the investigation report of the External Investigation Committee, the Company's 

Audit & Supervisory Board has been deemed that it did not fulfill its audit function and the members should 

be renewed with the transition to a company with Audit and Supervisory Committee. 

 

Recommendation (11) 

At present, the founding family members are still major shareholders of the Company. It is suggested that 

Directors who will keep being in charge of the Company's management should make business decisions not 

only for the benefit of certain shareholders, but also for all stakeholders such as minority shareholders, 

business partners, employees and directors need to be strongly aware of it. 
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Item Ⅲ. Strengthening business competitiveness 

 (i) Details of recommendations 

(12) The accounting system should be improved as soon as possible. 

(13) Cost reduction should be promoted. 

(14) The deficit business should be reconsidered. 

(15) Human resource development should be enhanced, and employee evaluation standards should be 

clarified. 

 

(ii) Reasons for recommendations 

Recommendation (12) 

In an investigation report of the External Investigation Committee, it is pointed out that the Company does 

not have sufficient human resources in administrative division, especially in accounting department. However, 

the development of accounting systems is prerequisite for strengthening business competitiveness. Therefore, 

it is suggested that with the cooperation of external experts, developing an accounting system that could 

promptly and accurately grasp the profit and loss situation is highly necessary. 

    

Recommendation (13) 

The Company has been working on cost reduction of the EMS business mainly in the manufacturing field 

(processing cost part). However, in the EMS business, the expenses of materials accounts for the majority of 

the cost. In recent years, more and more materials are procured on its own and the Committee suggested to 

establish a purchasing system since it has become extremely important to reduce material costs for 

enhancement of business competitiveness. 

At the same time, in the LCA (Low Cost Automation) business, after clarifying profit and loss, it was 

suggested that cost reduction and business scale should be considered in accordance with the actual business 

conditions. It was also suggested that the Company should keep working on improving productivity and 

quality. 

 

Recommendation (14) 

Although the Company has increased the numbers of domestic and overseas subsidiaries on the premise of 

the business performance of the subsidiary in China, it turned out that the information on that business 

performance was not correct. Thus, it is suggested that the business plans for deficit bases should be set as 

soon as possible and each base should make efforts to achieve profitability. 

 

Recommendation (15) 

The Committee suggested that the Company needs to focus on human resource development as well as on 

clarifying personnel evaluation standards which seem to be not sufficient not only in administrative division 

but also in many other departments. 
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Item Ⅳ. Establishment of Internal control system and Compliance system 

 (i) Details of recommendations 

(16) Summary, pursuit of responsibility and reprimand for incorrect accounting treatment should take place. 

(17) The whistle-blowing system should be expanded. 

(18) A new compliance committee should be established. 

(19) The internal audit department should be enhanced and cooperate with Audit and Supervisory 

Committee and outside auditors. 

 

 

(ii) Reasons for recommendation 

Recommendation (16) 

In order to demonstrate the seriousness of compliance, the Company received a suggestion that, under the 

new management system, with opinions of experts, the Company should consider pursuing legal liabilities 

for the two Board of Director Vice Presidents who were involved in the inappropriate accounting processing. 

In addition, although this inappropriate accounting issue is considered as management inappropriate act, as 

the Company restarts under the new management system, it is suggested to consider adequate reprimand for 

employees who have conducted inappropriate accounting practices according to internal regulations. 

 

Recommendation (17)  

The Company already has a whistle-blowing system which has contributed to discover the inappropriate 

accounting issue. The current system is considered to be functioning to a certain extent, however, the 

Committee suggested that the whistle-blowing system needs to be improved since there were problems with 

the procedures after reporting and the overseas subsidiaries have not established whistle-blowing system. 

Specifically, it was pointed out that it is necessary to establish an adequate reporting line after receiving 

reports from employees (the contents of the report are immediately reported to the Audit and Supervisory 

Committee, and the Compliance Committee, which will be described later, checks the policy, confirms the 

content, and provides guidance).  Also, the Committee suggested that it is worth considering establishing a 

whistle-blowing system at the overseas subsidiaries and at an external contact office of outside experts such 

as lawyers. 

 

Recommendation (18)  

It has been pointed out that the Company has not created a corporate culture that emphasizes on compliance 

because management awareness of compliance has been weak until now. And among them, problems such 

as power harassment by management have occurred. The Committee considers that it might be difficult to 

simply put the emphasis on compliance and try to implement it internally, and that there is a possibility that 

the Company might return to the original organization and corporate culture over time. 

Therefore, it was suggested that it would be useful to establish a new Compliance Committee under the 

Board of Directors, and to appoint an external expert such as a lawyer as chairperson of the new compliance 
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committee to raise awareness of compliance that has not been fostered by the Company. 

It was also pointed out that at the Compliance Committee, in addition to the chairperson, the Audit and 

Supervisory Committee members also participate to share issues, respond to whistle-blowing and examine 

compliance issues (including harassment issues) received from each department. In addition, it is pointed out 

that it will be also useful for the Compliance Committee to plan and implement compliance training to raise, 

promote and share awareness of compliance throughout the company. 

 

Recommendation (19)  

According to the investigation report of the External Investigation Committee, the internal audit of the 

Company was actually conducted by a single employee, and it was pointed out that the internal audit had 

turned into a mere formality. The Company received suggestion to increase the numbers of employees in 

internal audit division to conduct effective internal audits and that it is not possible for only a single employee 

to conduct internal audits for the Company including overseas subsidiaries. It was also pointed out that 

cooperation with audit firms should be strengthened, such as by holding regular meetings to exchange 

opinions with audit firms. 

 

2. Actions to be taken 

The Company has established the Management Reform Committee (Chairman: Akihito Takada, 

Representative Director President and CEO) as well as the Business Competitiveness Enhancement 

Subcommittee and the Internal Control Establishment Subcommittee under it. The Company is committed to 

recurrence prevention. The “Business Competitiveness Enhancement Subcommittee” focuses on 

restructuring management strategies, recovering business performance, developing human resources, and 

improving operational efficiency. The “Internal Control Establishment Subcommittee” focuses on 

strengthening compliance systems, improving internal management systems, and rebuilding internal controls. 

The Company will formulate specific recurrence prevention measures based on the recommendations of the 

Committee. 

DISCLAIMER: This translation may be used for reference purposes only. This English version is not an official translation of the original 

Japanese document. In cases where any differences occur between the English version and the original Japanese version, the Japanese 

version will prevail. This translation is subject to change without notice. UMC electronics Co., Ltd. will accept no responsibility or liability 

for damage or loss caused by any error, inaccuracy, misunderstanding, or changes with regard to this translation. 


