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TSMC is the world's largest dedicated semiconductor foundry, providing

the industry's leading process technology and the foundry industry's largest portfolio

RI SURFHVV SURYHQ OLEUDULHV ,3 GHVLJQ WRROV DQG UHIHUHQ
position is based on a trinity of key differentiating strengths: technology leadership,
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ELOOLRQ QHW LQFRPH ZDV 17 ELOOLRQ DQG HDUQLQJV SHU

2.1 An Introduction to TSMC

TSMC is the world's largest dedicated semiconductor
foundry. Founded on February 21, 1987 and
headquartered in Hsinchu, Taiwan, TSMC pioneered

the business model of focusing solely on manufacturing
customers' semiconductor designs. As a dedicated
semiconductor foundry, the company does not design,
manufacture, or market semiconductor products under its
own brand name, ensuring that TSMC does not compete
directly with its customers.

TSMC's diverse global customer base ensures that TSMC-
manufactured microchips are used in a broad variety
of applications in various segments of the computer,
communications, and consumer electronics markets.

Total capacity of manufacturing facilities managed by
TSMC, including subsidiaries, affiliates, and joint ventures,
was 8.29 million 8-inch equivalent wafers in 2007. In
Taiwan, TSMC operates two advanced 12-inch wafer
fabs, four 8-inch wafer fabs, and one 6-inch wafer fab.

It also manages two 8-inch fabs at two wholly-owned
subsidiaries, WaferTech in the United States and TSMC
(Shanghai) in China. In addition, TSMC obtains 8-inch
wafer capacity from other companies in which TSMC has
an equity interest.

TSMC provides customer services through its account
management and engineering service offices in North
America, Europe, Japan, China, South Korea, and India.
The company employed more than 20,000 people
worldwide as of the end of 2007.

TSMC continued to lead the industry in advanced process
technologies. Already first to provide 65nm production
capacity, TSMC in 2007 became the first foundry to
provide 45nm production. In addition to general-purpose
logic process technology, TSMC supports the wide-ranging
needs of its customers with embedded non-volatile
memory, embedded DRAM, mixed signal/RF, high voltage,
CMOS image sensor, color filter, and silicon germanium
technologies.

The company is listed on the Taiwan Stock Exchange (TSE)
under ticker number 2330, and its American Depositary
Shares trade on the New York Stock Exchange (NYSE)
under the symbol TSM.
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2.2 Market/Business Summary

2.2.1 TSMC Achievements

In 2007, TSMC maintained its leading position in the
dedicated foundry segment of the global semiconductor
industry, with an estimated
market segment share of
approximately 47%. TSMC
achieved this result amid
fierce competition from
both established players and
47%. relatively new entrants to the
business.

In 2007, we achieved
an estimated market
segment share of

approximately

A key contributory factor to TSMC's strong position is its
lead in advanced manufacturing process technologies.

In 2007, 55% of TSMC's wafer revenue came from
manufacturing processes with geometries of 0.13um and
below. TSMC reached a critical milestone in December
2007, when it shipped its one-millionth 90nm 12-inch
wafer. Moreover, TSMC also achieved volume production
of the 45nm process as well as development of the
leading-edge 32nm process, both industry firsts. By the
fourth quarter of 2007, more than 39% of TSMC's revenue
came from 90nm processes or below.

2.2.2 Market Overview

The integrated circuit (IC) market in 2007 reached
US$218.5 billion in revenue, an increase of 4.3%

over 2006. This represented 85% of total worldwide
semiconductor revenue of US$256 billion. Growth of
fabless design companies slightly outpaced that of
integrated device manufacturers (IDMs) in 2007, with

a market share of 21% of total IC revenues. IC foundry,

a manufacturing sub-segment of the IC industry that
serves both fabless companies and IDMs, generated total
revenues of US$24.3 billion in 2007, up 4.3% year on year,
while revenues from dedicated IC foundries such as TSMC
reached US$20.7 billion, up 4% from 2006. It is estimated
that the production value of dedicated IC foundries
accounted for 19% of worldwide IC revenues in 2007.

2.2.3 Industry Outlook, Opportunities,

and Threats
Industry Demand and Supply Outlook
The semiconductor market in 2007 experienced modest
growth of 3.5%. For 2008, based on current market
conditions, the semiconductor market growth rate could
be around a mid-single digit percentage depending on
the level of global economic growth. As the inventory
level in general was comparatively normal at the
beginning of 2008, the growth of the foundry segment
could outperform the semiconductor industry by a few
percentage points in 2008. On the other hand, foundry
capacity could expand 13% in 2008 according to IC
Insights, compared with the 15% compound annual
growth rate of the past 3 years. This indicates that there
may be more cautious capacity investment from major
foundry players in response to slowing industry demand.

Opportunities and Threats in the Foundry Sector of
the Semiconductor Market

Despite the fact that the semiconductor market as a whole
is maturing, TSMC believes that foundry services, the
sector in which TSMC competes, will play an increasingly
important role as the IC industry becomes more reliant on
outsourced manufacturing. IC Insights forecasts that by
2012, 27% of global semiconductor revenue will come
from dedicated foundries compared with 19% in 2007.
Consequently, the dedicated foundry sector is forecast to
grow at a rate of 12% in 2008, outpacing overall industry
growth. As the leader in dedicated foundry services,

TSMC is well positioned to capture the faster growth
opportunities of this sector. On the other hand, threats
remain, such as the continuing fall in wafer prices, due to
the fact that the IC industry is prone to fast-declining end
application prices, as well as potential industry overcapacity
if the global economic climate experiences a downturn.

2.2.4 TSMC Position, Differentiation,

and Strategy
Position
As the leader in the dedicated foundry segment of the IC
manufacturing industry, TSMC commanded a 47% share
of this segment in 2007, with total revenue of US$9.8
billion. In terms of geographic distribution categorized by
company headquarters, 77% of total revenue came from
North America, 11% from the Asia-Pacific region excluding
Japan, 9% from Europe, and 3% from Japan. In terms of
end-product application, 32% of total revenue came from
the computing sector, 42% from communications, 17%
from consumer products, and 9% from other categories,
such as industrial products.

Differentiation

TSMC's leading industry position is based on a trinity

of key differentiating strengths: technology leadership,
manufacturing excellence, and customer partnership.

As a technology leader, TSMC has consistently been the
first dedicated foundry to develop the next generation of
leading-edge technologies. As a manufacturing leader,
TSMC is renowned for its yield management, and offers
best-in-class support services to expedite time-to-market
and time-to-volume. And, in customer partnership,
TSMC works closely with its customers on end-to-end
collaboration to optimize design and manufacturing
efficiencies. Going forward, TSMC will continue building
on this trinity of strengths to provide the best overall value
to its customers.



Strategy

TSMC is confident its differentiating strengths will enable
it to leverage the attractive growth opportunities in the
foundry sector going forward. TSMC works constantly to
ensure that these strengths are maintained and improved,
both in the short term and in the long term. For example,
TSMC is intensively working on the leading edge 32nm
process to maintain its technology leadership position, and
is poised to be the first dedicated foundry player to roll
out production in that technology. Numerous efforts are
also underway to ensure manufacturing excellence, such
as continuing enhancement of Design-For-Manufacturing
(DFM) support services to increase yield and efficiency.
Finally, TSMC conducts customer reviews and surveys
throughout the year to better understand customer needs
and wants, and accordingly adjusts its offering in response,
thereby strengthening its partnership with customers.

TSMC plans to continue strengthening its core capabilities
and value propositions; including its ability to deliver
customer product to market earlier and with better
functionality, providing sufficient capacity support and
flexible manufacturing for both advanced and mainstream
technologies, and its unwavering focus on customer
service. In addition, TSMC will continue optimizing its
service portfolio in order to balance profitability and
growth.

2.3 Operational Highlights

2.3.1 Business Scope

TSMC's business scope is IC foundry and associated
services. The Company excels in all aspects of its business,
including semiconductor process technology research

and development, wafer manufacturing, logistics
management, capacity utilization, and customer service,
as well as associated services such as design services, mask
manufacturing, wafer probing, and in-house bumping and
testing. TSMC strives to provide the best overall value to
customers; the success of TSMC's business is manifested in
the success of its customers.

2.3.2 Customer Applications

Over the past 20 years, more than 500 customers
worldwide have relied on TSMC to manufacture chips

that are used across the entire spectrum of electronic
applications, including computers and peripherals,
information appliances, wired and wireless communications
systems, automotive and industrial equipment, consumer
electronics such as DVDs, digital TVs, game consoles,
digital still cameras (DSCs), and many other applications.

The rapid evolution of end products drives our customers
to utilize TSMC's innovative technologies and services,
while at the same time spurring TSMC's own development
of technology. As always, TSMC's success depends on
leading rather than following the industry trends.

2.4 Financial Highlights
In 2007, TSMC delivered its sixth consecutive annual
growth in revenue since 2001. Although we saw
weakened demand in the

first quarter as customers
worked down inventories,

our revenue recovered in the
following quarters with rising
utilization rates and improving
profitability quarter over
quarter.

In 2007, we
delivered the

sixth consecutive
annual growth in
revenue.

Due to customers' inventory correction that took place in
the early part of 2007, growth of the pure-play foundry
segment of the semiconductor industry for the year was
essentially flat, lagging the global semiconductor industry's
estimated 4% growth. Nevertheless, in our 20" year as

a public company, TSMC continued to enjoy a market
share of about 50% in the pure-play foundry segment it
created, and announced several major operational and
technological developments. More importantly, better
capital discipline in 2008 along with increasing capital
productivity and operating efficiencies should put us in a
strong position for continued growth and profitability in
future years.

Revenue for 2007 totaled NT$322.63 billion, a 1.6 percent
increase compared with NT$317.41 billion in 2006. Net
income was NT$109.18 billion, a decrease of 14 percent
compared with net income of NT$127.01 billion earned

in 2006. Diluted earnings per share decreased 15.8% to
NT$4.14, compared with NT$4.92 for 2006. In US dollars,
TSMC revenue for 2007 increased 0.7% to US$9.83
billion, while net income declined 15% to US$3.23 billion.
Although TSMC registered another revenue record in
2007, a lower average utilization rate and a larger decline
in average selling price than in 2006 contributed to the
decrease in earnings.

TSMC paid record dividends of NT$3.0 in cash and 0.5
percent in stock per common share in 2007. We also used
NT$48,467 million to repurchase 800 million common
shares during the year. The repurchased shares were
subsequently retired in February 2008.

For more information, review TSMC's 2007 Annual Report.
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2.5 Corporate Development

The Company and Royal Philips Electronics announced in
March 2007 a four-phased plan to facilitate an orderly exit
by Philips from its TSMC shareholding. In the third phase
of the program completed on December 31, 2007, the
Company had repurchased a total of 800 million of its
common shares over the open market from the Taiwan
Stock Exchange, accounting for approximately 3.03% of its
total outstanding shares, at an average price of NT$60.58
per share. The repurchased shares were subsequently
cancelled in February 2008.

Starting in 2008, Taiwan accounting rules require the
expensing of employee profit sharing in the Company's
financial statements. TSMC took an early leadership
position by announcing in November 2006 a change in its
profit sharing mechanism in order to better balance the
interests of TSMC's employees and its shareholders. As we
informed the market as well as our employees at that time,
employee profit sharing for the year 2008 will be at 15%
of 2008's net income, and the Company will start accruing
such an amount in each quarter beginning the first quarter
of 2008.
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2.6 Awards Received in the Reporting Period
/Year Awards and Recognitions \
2007 "Excellence in Corporate Social Responsibility First Prize", CommonWealth
Magazine
2007 CommonWealth Magazine awarded TSMC "Most Admired Company in
Taiwan" for 11 consecutive years.
Recognized for "Best Corporate Governance Award" for the Hong Kong
and Taiwan regions from /R magazine, "The Best in Taiwan of Asset
2007 Governance Awards 2007" from The Asset Magazine, "Corporate

Governance Asia Recognition in Taiwan" from Corporate Governance
Asia, and has been acknowledged as the "Most Committed to Corporate
Governance" for the Taiwan region by the FinanceAsia Magazine.

Recognized by the Ministry of Economic Affairs (MOEA) Industrial
2007 | Development Bureau -"Industry Voluntary Greenhouse Gas Emission
Reduction Outstanding Performance Award"

Recognized by the Ministry of Economic Affairs (MOEA) Water Resources

2007 Agency for Excellence in Water Conservation

EPA "National Award for Outstanding Achievement in Industrial Waste

2007 Disposal and Resource Conservation, and Recycling"

2007 | MOEA "Energy Conservation Award"

Recognized by Tainan Science Park Administration for Outstanding

2007 Achievement in Environmental Protection

Recognized by the Council of Labor Affairs for "Five-Star Excellence in
2007 S

Labor Safety and Hygiene
2007 Recognized by Hsinchu Science Park Administrations for Excellence in

Labor Safety and Hygiene J




2.7 International Sustainability Indexes
TSMC has not only achieved outstanding business
performance, but also does so in the spirit of giving

back to society. TSMC continuously seeks sustainable
development, and strives to improve employee welfare as
well as workplace safety. TSMC also actively participates
in community activities, supply chain management, and
environmental protection.

In September 1999, Dow Jones and Sustainable Asset
Management (SAM) introduced the Dow Jones Sustainability
Indexes (DJSI), which selects the top 10% of sustainability-
driven companies in the Dow Jones Indexes (approximately
3000 companies) as constituents. These indexes serve as a
benchmark for socially responsible investors.

TSMC has been privileged to be a member of the DJSI

for seven consecutive years since 2001, and is the only
Taiwan enterprise to have been accredited with the honor
from 2003 to 2007. The DJSI scoring results in 2007 show
that TSMC ranked among the highest in the industry

in the categories of "risk management, "environmental
protection", "code of conduct" and "product quality
management". These results demonstrate recognition for
TSMC's outstanding and sustainable economic, social, and
environmental performance.

Dow Jones
( Sustainability Indexes
Member 2007/08

2.8 Membership in Industry Associations
As a semiconductor industry leader, TSMC actively
participates in trade and industry associations.

TSMC executives have been nominated to and hold

senior positions in associations including the Taiwan
Semiconductor Industry Association, the Association

of Industries in Science Parks, the Chinese National
Association of Industry and Commerce, the Taiwan
Electrical and Electronic Manufacturers' Association, the
Mount Jade Science and Technology Association of Taiwan,
the Taiwan Business Council for Sustainable Development,
and the Taiwan SOC Consortium, holding positions such
as Chairman or Executive Board Director. In addition, many
TSMC employees also contribute to the semiconductor
industry by serving in industry associations as committee
chairman or vice chairman in professional committees.

2.9 Investor Engagement
e TSMC's business
ﬁ strategies and
financial policies aim
at upholding and
enhancing the value
of our long-term
shareholders. We not
only align ourselves
with international
standards that
demonstrate our position and reputation as a premier

TSMC Board of Directors and senior management team presided
over 2007 Annual General Shareholders Meeting.

investment and sustainability champion, but also have
been ranked within semiconductor industry as the
sustainability leader and are honored as a component of
Dow Jones Sustainability Index (DJSI) since 2001. Since
becoming a publicly listed company in 1994, we have
consistently delivered value to shareholders through paying
annual dividends and maintaining a strong balance sheet
and a top credit rating among the technology companies.

TSMC has established
| a highly effective
communication

1 system to disseminate
| information to
investors. Our
management

holds an investor
conference, followed
by a conference call each quarter to report and discuss
company performance with investors worldwide. More
than 300 analyst and investor meetings are held every
year in major financial centers over the world and

at TSMC's headquarters. E-mail updates covering all
business activities and key events are regularly sent out

to thousands of members of the investment community.
Information regarding TSMC's business fundamentals and
significant filings with regulatory authorities are posted
on TSMC's corporate website in a timely manner. Investors
surveyed annually by the /R magazine and other similar
media recognized the transparency of TSMC's disclosure
policies and have given us many awards during the last

7 years, including: "Best Corporate Governance"; "Best
Investment Meetings"; "Best Annual Report and Corporate
Literatures"; "Best Website"; "Best Investor Relations by a
CEO or Chairman"; and "Best Overall Investor Relations at a
Taiwanese Company".

TSMC IR team wins many "Best IR" awards.

The followings are direct quotes from several investors
surveyed by the /R magazine about TSMC:

"It is so transparent. Its investor relations people are friendly — they are
the best at answering questions. TSMC also has pretty good guidelines; it
does not over-talk in terms of numbers"

"It is the leader in setting and following new rules and regulations. It is
also well respected and follows international standards"

"Its operating style is clear and it is the leader in use of technology. It has

good financial status and a high degree of transparency"

"There is open disclosure of the overall report and good information
provided" "There is detailed information that's easy to read"

"It is innovative, and it does continuous research and development. It
has leading technology and has kept up business relationships with
information that's easy to read"

10
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2.10 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.
The Chairman of the Board of Directors is not an executive
officer of the Company. In line with this principle, TSMC's
Board of Directors set up an Audit Committee in 2002 and
a Compensation Committee in 2003.

TSMC has established the "Rules and Procedures of
Board of Directors Meetings", "Audit Committee Charter",
and "Compensation Committee Charter" to govern the
operation and process of the Board of Directors, Audit
Committee and Compensation Committee.

2.10.1 Governance Structure
TSMC's governance structure is as follows:

Shareholders'
Meeting

Audit
Committee

Board of
Directors

Compensation
Committee

Executive

Officers Internal Audit

2.10.2 Board of Directors

TSMC's Board of Directors consists of eight distinguished
members with a great breadth of experience as world-class
business leaders or scholars. Four of the eight members are
independent directors: former British Telecommunications
Chief Executive Officer, Sir Peter Bonfield; Professor Lester
Thurow of the Massachusetts Institute of Technology;
former Acer Group Chairman, Mr. Stan Shih; and former
Hewlett-Packard Chairman and CEO, Ms. Carly Fiorina.
Under the leadership of Chairman Morris Chang, TSMC's
Board of Directors treats its duties earnestly and is a
diligent, competent, and independent Board.

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 highest integrity within the company.
TSMC's Board of Directors strives to perform through the
Audit Committee and the Compensation Committee,

the hiring of a financial expert for the Audit Committee,
coordination with the Internal Audit department, and

through the ombudsman reporting system. The second
duty of the board of directors is to provide guidance to the
management team of the Company. TSMC's management
conducts quarterly reports to the TSMC Board on a

variety of subjects, which also 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
proposes and reviews the Company's business strategies
with the Board. Furthermore, the management often
reviews with and updates TSMC's Board on the progress of
the strategies, obtaining Board guidance as appropriate.
The third duty of the board of directors is to dismiss
officers of the company when necessary and to evaluate
the management's performance. TSMC's management has
maintained a healthy and functional communication with
TSMC Board of Directors, has been devoted in executing
guidance of TSMC Board of Directors, and is dedicated in
running the business operations, all to achieve the best
interest for all TSMC shareholders.

The Board meets at least once every quarter. The Chairman
convened four regular meetings and two special meetings
in 2007.

TSMC Board of Directors - back row, from the left: Rick Tsai, F.C. Tseng, Chintay Shih
front row, from the left: Stan Shih, Carly Fiorina, Morris Chang, Sir Peter Bonfield, Lester Thurow

2.10.3 Audit Committee

The Audit Committee assists the Board in carrying out its
financial oversight responsibilities and other duties as set
forth in the Company Act, the Securities and Exchange
Act, and other applicable laws and regulations. Matters
required to be reviewed by the Audit Committee include
the Company's financial reports; auditing and accounting
policies and procedures; internal control systems; material
asset or derivative transactions; offering or issuance of any
equity-type securities; hiring or dismissal of an attesting
CPA, or the compensation given thereto; and appointment
or discharge of financial, accounting, or internal auditing
officers. Furthermore, the Risk Management Division

also reports to the Audit Committee on enterprise risk
management activities on a regular basis.



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, and meets at least four times a year.

The Audit Committee is comprised of all four independent
directors and has engaged a financial expert consultant.

Sir Peter Bonfield is Chairman of the Audit Committee, and
convened four regular meetings and three special meetings
in 2007.

2.10.4 Compensation Committee

The Compensation Committee assists the Board in
discharging its responsibilities related to the compensation
and benefits policies, plans and programs of TSMC, and

in the evaluation and compensation of TSMC's executives.
The Committee meets at least four times a year.

The Compensation Committee is comprised of five
members. All four independent directors serve as voting
members of the Committee and the Chairman of the
Board, Dr. Morris Chang, is a non-voting member. Mr.
Stan Shih is Chairman of the Compensation Committee,
and convened four regular meetings in 2007.

2.10.5 Corporate Compliance

For many years, TSMC has had an Ethics Code that has
guided employees, officers and non-employee directors.
TSMC's Ethics Code is designed to promote honest and
ethical conduct and deter wrongdoing, as well as support
compliance with applicable laws and regulations. The
principles embodied in this code express TSMC's policies
regarding environment, health and safety, discrimination,
bribery and corruption, conflicts of interests, and
protection of company assets and reputation.

TSMC firmly upholds its ten business principles: 1)
Integrity; 2) Focus on Our Core Business-IC Foundry; 3)
Globalization; 4) Long-term Vision and Strategies; 5)
Treating Customers as Partners; 6) Building Quality into

All Aspects of Our Business; 7) Unceasing Innovation;

8) Fostering a Dynamic and Fun Work Environment; 9)
Keeping Communication Channels Open; 10) Caring for
Employees and Shareholders, and Being a Good Corporate
Citizen.

All Employees should comply with all applicable laws,
rules, regulations, and in-house regulations in every
aspect of the Company's corporate activities at all times.
All Employees should strive to ensure that all corporate
activities are in compliance with normal business practices
and social ethics.

All Employees should maintain impartial, fair, and open
relationships with all the stakeholders of the Company and
will conduct business in a fair manner with them.

TSMC's reputation is built upon the daily decisions and
behavior of its employees. TSMC's business practices are
based on objective norms and integrity, and we do not
accept gifts or special favors. TSMC Ethics Code (the
"Code") requires that:

e TSMC Employees must observe high business ethics
standards when dealing with suppliers, vendors,
subcontractors, customers, competitors, and other
relevant parties, including the government. Employees
or their family members and close relatives must not give
or accept any gift, money, or entertainment to or from
any TSMC suppliers, vendors, subcontractors, customers,
competitors. Any form of bribery is strictly prohibited.

e When it is a required courtesy to accept gifts, gratitude
or any form of hospitality, or where it is in accordance
with accepted courtesy to maintain and promote normal
business relationships by giving gifts to relevant parties,
Employees much abide by the principles set forth in the
code.

All Employees should follow common business etiquette
and refrain from frequent and excessive business
hospitality when entertaining or being entertained.
Employees should not give customers or vendors the
impression that any form of hospitality, or gift giving

is required to establish or maintain a relationship with
TSMC.

e Gift giving and entertaining between managers and their
subordinates should also follow the above principles, and
should be based on the principle of simplicity.

To comply with this Code is the responsibility of every
TSMC employee. The Company will take disciplinary action,
including termination of employment, against Employees
who violate this Code.

As of today, TSMC has never been subject to significant
monetary fines and non-monetary sanctions for non-
compliance with statutory laws and regulations.

2.10.6 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 concern and made public
comments on political matters affecting industry and the
economy. Due to a recent revision in Taiwan legislation,
TSMC is now forbidden from making political contributions
as it is over 70 percent owned by foreign investors.
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Employee

Human capital is one of TSMC's invaluable assets to support business success. TSMC is
committed to creating a corporate culture embracing innovation and diversity, and strives to
build a challenging, yet enjoyable and rewarding work environment. TSMC offers not only
competitive compensation and benefits, as well as a variety of work-life integration program
to enable a better workforce; we also provide solid training and development systems

and programs to enhance employees' capability to support the success and the growth

of our business. In 2007, TSMC was awarded the "Most Admired Company in Taiwan" by
CommonWealth Magazine for the 11" consecutive year.

3.1 Employment

At the end of 2007, TSMC had 23,020 employees,
including 2,520 managers and 8,814 professionals. Female
managers comprised of 11.4% of all managers. Non-
Taiwanese employees comprised of 11.5% of all TSMC
employees.

3.1.1 TSMC Workforce Structure

TSMC Workforce Structure

Employees by Job

4

M Assistant Eng./Clerical 3.7%
B Professionals 38.3%
] Managers 10.9%

| Technician 47.1%

i

Employees by Gender

B Male 47.9%
| Female 52.1%
Employees by Geography
“| W Europe 0.1%

I North America 5.5%
] Asia Region* 6.5%

| Taiwan 87.9%

*Asia Region includes China, Japan, and Korea

3.1.2 Employee Retention

TSMC has focused on retention programs that provide
employee career development opportunities, promote
work-life balance, and enhance managers' capabilities.
The average annual turnover rate of the past 3 years is less
than 10%.

3.1.3 Recruitment

TSMC is an equal opportunity employer and values
employee diversity. To unearth worldwide talents who
share TSMC values, TSMC deploys a variety of recruitment
tactics including target campus programs, summer
internships, career symposiums, seminars, and job fairs
around the world.

3.1.4 Abolition of Child Labor

Taiwan's "Labor Standards Law" regulates that no workers
below the age of 15 shall be employed, and that children
between the age of 15 and 16 are not permitted to
perform heavy or hazardous work. To comply with the law,
TSMC has controls in place to prevent hiring any employee
younger than 15 years old.




3.1.5 Performance Management and
Development
TSMC performance management system aims to integrate
and improve the performance of individual employee and
the organization as a whole. Five principles of the system
include personal accountability for individual performance,
partnership, and co-operation between supervisors and
employees, ongoing engagement and communication,
equal weight on performance appraisal and development,
and performance differentiation.

3.2 Employee Development

Continuous learning is the cornerstone of TSMC employee
development strategy. Employees are given a wide range
of on-site general, professional and management training
programs. During 2007, TSMC in Taiwan conducted
698,564 training hours with a total of 245,988 attendees.
TSMC continued to focus on the following employee
development initiatives and resources.

3.2.1 Management Training and Development
Both corporate-level and function-level talent development
processes have been established to develop future leaders.
These processes are led by the CEO and respective function
heads, and are powered by development programs
including leadership assessment, executive coaching,
mentoring by senior managers, training courses and
others.

TSMC has also designed Management Training
Roadmaps, including a mandatory New Manager
Program for first-time managers, an Experienced Manager
Program for middle-level managers, and a Senior Manager
Program for senior-level managers.

Management Trai Roadmap

Development

SMP Focus
Senior
EMP Manager
X Program
Experienced
Manager Managing
Program Business
. Managin
klitlig Managerg
People

3.2.2 New Employee Training

New Employee
Training consists of
basic training and job
orientation, and shapes
a simulated scenario

of the job, people,
objectives, and the road
ahead. In 2007, 2,409
employees participated
in new employee orientation totaling 25,182 training
hours. The buddy system helps newcomers fit in a new
workplace and build up productivity sooner.

New employee orientation

3.2.3 Diversifying Employee Training Programs
The individual development plan is tailor made for each
employee according to the employee's development
needs. Employees can access rich resources, including on-
the-job training, coaching, mentoring, job rotation, on-
site courses, e-learning, external learning opportunities,
seminars and speeches.

At the end of 2007, 1,235 e-learning courses had been
offered and covered Engineering and Technical courses,
Functional and Professional courses, Management courses,
and others. Total 155,743 attendees participated in those
training programs.

Diverse Means for Learning

®

Coaching

Seminars &
Speeches

Means for

Learning
e-Learning
‘ Job Rotation

~
\

e-Learning Course Category

Integration Research & Development
Product Engineering Marketing & Sales
Quality & Reliability Finance & Accouting
Manufacturing Human Resources

Managing Yourself

English Communication
Wellness Center

Intensive Written Grammar

TSMC Executive Forum
Corporate Transformation
Coaching Team Performance
Becoming a Business Manager

I Management (3%)
I Others (15%)

i i 0,
e-Learning Functional/Professional (27%)
(Total: 1,235)

\

Engineering/Technical (55%)

~
\




3.3 Compensation and Benefits

The company values every employee. TSMC entitles
employees to a comprehensive compensation and benefits
program above the industry average.

TSMC compensation policy is based on the following

principles:

e Must be in the interests of both shareholders and
employees.

e Must be able to attract and retain good employees.

® The company's success should create moderate wealth
for high-level, long-term managers.

3.4 Employee Relations

TSMC is committed to creating an open communication
environment, and fostering a fun work environment.
Various programs have been launched to facilitate
communication between the company and employees,
develop employee recognition, and sustain harmonious
labor relations.

3.4.1 Open Communications

TSMC values quality two-way communication between
employees and management, and believes that long-
term success depends on employees' understanding of
our business strategies, technologies, and financial results.
TSMC communicates through well-established channels
on a regular basis, such as face-to-face communication
meetings hosted by CEO/company executives and senior
managers at various levels; Silicon Garden company
publication to employees and their families; Employee
Survey, Ombudsman channel to voice opinions about
significant management or financial related issues and
concerns; Employee Suggestion Box, HR Call Center and
Fab Caring Circle to feed back about working environment,
HR-related or personal assistance-related issues.

Internal Communication Structure
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3.4.2 Employee Recognition

TSMC has the tradition of marking noteworthy
performance in support of organizational goals, providing
public commendation, and appreciating outstanding
team and individual accomplishments. All awards
encourage employees to aggressively pursue continuous
improvement, attain high levels of excellence, and increase
overall competitiveness.
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TSMC Innovation and Customer Partnership Awards Ceremony

The recognition programs include:

e The Innovation Award and Customer Partnership Award,
established by the Chairman Dr. Morris Chang in 2003,
aims to cultivate innovation and customer partnership
culture in TSMC.

e Employee Role Model Awards, Outstanding Engineer
Award Award and Total Quality Excellence Conference
to honor and stimulate employees who have applied
specialized technology and knowledge to create
enhanced value for TSMC.

e Service Year Recognition of employees' long-term
commitment and contribution.

e Encouraging and supporting employees to compete
for external international and national awards. In
2007, Dr. Burn J. Lin (Senior Director/R&D) was elected
as a New Member of the USA National Academy of
Engineering for technical innovations and leadership
in the development of lithography for semiconductor
manufacturing. This membership is regarded as the
highest distinctions to engineering professionals. At the
same time, TSMC employees also were granted many
national awards such as the Taiwan National Model
Labor Award, Taiwan Top 10 National Outstanding
Manager Award, Taiwan Outstanding Engineer Award,
Taiwan Ministry of Economic Affairs' Team and Individual
Awards for Industrial and Technology Development, and
Taiwan National QCC Silver Award.

3.4.3 Human Rights

TSMC's Human Rights Policy aims to communicate our
ethics and social values to our customers, suppliers,
investors, employees, and the communities where

we operate. TSMC is committed to and respects
internationally proclaimed human rights, namely the
United Nations Universal Declaration on Human Rights,
and the International Labor Organization's fundamental
conventions on core labor standards. The company not
only offers equal opportunities for job applicants and empl
oyees, but also ensures basic human rights of employees
and families. Senior executives are required to sign an
annual declaration confirming that no breaches of the
policy occurred during the course of the year.

TSMC has established and actively advocated policies and
measures for ensuring gender equality and a fair working
environment in accordance with employment laws and
sexual harassment prevention policy.

e Conducting regular training to all employees in sexual
harassment awareness and prevention, as well as a
learning session during newcomer orientation programs.

e Holding annual promotional activities for awareness and
prevention of sexual harassment.

3.5 Work and Life Integration Program
TSMC provides thorough health services in four areas:
health care; health promotion; occupational health; and
the employee assistance program to maintain and promote
employees' health and quality of life.

3.5.1 Health Care and Health Promotion

TSMC offers employee annual health examinations,
consultation services as well as on-site clinics and dentist
for convenient employee medical service. Health promotion
activities for employees include fitness programs, women's
care programs, mother's rooms, and health forums.



3.5.2 Occupational Health

TSMC Health Center operates 24 hours a day to implement
corrective and preventive actions for occupational injury.
Emergency medical teams are given 28-hour training
programs to respond to emergencies. TSMC also promotes
correct ergonomics with preventive programs for healthy
posture.

3.5.3 Employee Assistance Program

The TSMC Employee Assistance Program provides
individual counseling, group sharing, workshops, mental
assessment, as well as lectures about personal and family
issues for employees' multidimensional well being.

3.5.4 Comfortable Working Environment
TSMC provides on-site services such as travel agents,
convenience stores, dry cleaning, coffee shops, fitness
centers, and bookstores.

3.5.5 Employee Accommodation, Dining, and
Transportation Services

TSMC cafeterias offer a wide variety of meals, including

many healthy options. The company also provides

comfortable dormitories and shuttle buses for convenient

transportation to work.

We have advanced recreation facilities including sports center, bookstores, and canteens to make work
healthy and fun.

3.5.6 TSMC Employee Welfare Committee-
Recreation, Sports, and Community for
both Employees and Families

Chairman and all employees enjoyed a great day in annual TSMC Sports Day.

The TSMC Employee Welfare Committee (or TSMC EWC)
was established in line with Taiwan's Employee Welfare
Fund Law. The TSMC EWC aims to provide a synergized
welfare services platform to all employees and their families
to enhance employee engagement. The Committee
consists of 24 members appointed by the management
team and elected representatives from each function. This
committee is led by a Chairman for directing strategy, and
a Secretary General leading a team for daily administrative
supervision and operation.

2007 expenditures of the TSMC EWC included subsidies
for a Sports Center with spa, swimming pool, children's
playground and gym facilities, gyms at all fabs, recreation
activities, Children's Centers, departmental team outings,
emergency aid, special occasions, festival gifts, literature,
and educational assistance.

3.6 Corporate Security and Risk Control
TSMC provides a safe and risk-free working environment.
Protections encompass both the facility's physical security
and personnel security. TSMC also offers extensive security
awareness training against fraud, professional security
consultation, and law enforcement for ad-hoc assistance.
An exclusive security consultation website, hosted by

the Corporate Security Division (COSD), helps employees
acquire needed information for personal and residence
security.

18
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3.7.1 Safety and Health Management

TSMC's Environmental, Safety, and Health Policy clearly
states that the company's highest safety priority is its
employees, followed by the environment, property, and
production. TSMC believes that good safety and health
management is both an important part of the company's
commitment to taking care of its employees and their
families, and is an important part of its commitment

to the community and society. TSMC's safety and

health management is based on the framework of the
OHSAS18001 system, and uses information technology to
improve management based on the "Plan-Do-Check-Act"
(P-D-C-A) principle to prevent accidents, improve employee
safety and health, and protect company assets.

For TSMC's safety and health management organization,
please review "6.1 Green Management Organization and
System".

Current safety and health management operations can be
divided into several areas:

Hardware Safety and Health Control
The effectiveness of a facility's safety and health
management is largely determined in the design phase.
TSMC follows legal requirements, international codes, and
internal standards when planning, designing, and building
new facilities or rebuilding existing facilities for production,
IT, general services or other purposes. A designated team
takes responsibility for safety and health management
using the procedures below:
e New tool and chemical management procedure: TSMC's
New Tool and Chemical Committee (NTCC) ensures
that all new tools and chemicals meet international
codes such as SEMI-S2 as well as national and TSMC
standards. In order to reduce the risk before operation,
the committee not only reviews tools' safety, but
also evaluates the related safety issues of location,
accessory equipment, and facility system connections. To
comprehensively evaluate the safety of these new tools
and chemicals, the NTCC includes experts in a broad
variety of fields, including process, equipment, facility
and safety specialists.

e Safety management of change (SMOQ): All new TSMC
fabs and changes in design or operation procedure
in existing TSMC fabs that would alter safety or fire
prevention conditions need to follow SMOC procedure.
SMOC cases undergo strict review by facilities,
equipment, ISEP, and ESHP departments before
implementation.

e New tool installation safety sign-off procedure: All
production-related tools must follow a three-phase
safety sign-off procedure before operation. In phase-1,
a tool sponsor must confirm interfaces between facility
systems and tools are under safe condition before
turning on non-HPM (Hazardous Production Materials)
related utilities. In phase-2, a tool sponsor must verify
hazardous gases and chemical supply systems, fire
protection, toxic gas monitoring, tool safety interlocks,
laser and radiation protection, the tool's local gas or
chemical delivery system, and exhaust abatement before
turning on the tool. In phase-3, a tool sponsor must
remedy any shortcomings found in phase-1 and phase-2,
execute IR scans for electrical utilities, and put all safety
requirements into regular maintenance procedures.

Operation Safety and Health Control

In TSMC's daily operations, we not only prevent accidents
through strict controls on high-risk work, contractor
management, chemical safety controls, and routine audits,
but also maintain emergency response plans and hold
regular drills to minimize the impact of potential accidents
on the environment, society, employees and property.

e High-risk work controls: TSMC's high-risk work
management procedure classifies any work that may
cause serious injuries, casualties or major property
damage as level-1 high-risk operations. In total, TSMC
has identified 20 high-risk tasks. Before beginning
high-risk work, the sponsor must apply for and
receive a high-risk work permit and approval from a
manager. In addition, TSMC requires case sponsors and
contractors' supervisors to supervise critical tasks such as
disconnection of gas piping or tank entry from beginning
to end.

e Contractor management: TSMC values the safety of
our contractors just as we value the safety of our
own employees. Before placing purchasing orders,
TSMC requests that contractors list a fixed-rate safety
management fee and provide qualified safety staff.
To communicate with contractors about hazards,
all contractors' workers must take a "Contractor ESH
Training" course before entering the site. All work
projects must perform a Job Safety Analysis (JSA) to
identify the scope, hazards and safety requirements,
and then the result must be announced to all workers
at safety pre-meetings. TSMC's sponsor must do on-site
audits to find out potential risks. Any unsafe behaviors
or environments must be eliminated before starting the
job. TSMC disciplines contractor violations with a record
of the violation, fines, or suspension of the contractors'
eligibility to work for TSMC. The record of the violation
will serve as a reference to TSMC's facilities and
procurement departments when issuing future purchase
requests.



e Personal protective equipment (PPE): TSMC requires that
employees use PPE to reduce exposure to hazards to an
acceptable level. Each department using PPE cooperates
with the ISEP department to develop a PPE program

that addresses the hazards presented, the selection,
maintenance, and use of PPEs, the training of employees,
and monitoring of the program to ensure its ongoing
effectiveness. In TSMC, all PPEs can be acquired at any
time. Each site exhibits PPEs and displays posters to
heighten employee's awareness.

Ergonomic enhancement and promotion: TSMC takes
action to prevent musculoskeletal injury that is caused by
equipment design, heavy loads and improper posture.
On equipment design, TSMC requires that all new tools
must meet SEMI-S8 requirements and to take some
supplementary measures to reduce ergonomic risk.
Regarding heavy loads, TSMC endeavors to automate
300mm front-opening unified pod (FOUP) transportation
due to the innate weight of 300mm wafers in order to
eliminate accumulative damage caused by long-term
manual carrying.

In 2007, the automation rate of 300mm wafer

handling reached 99.9%. To address the issue of
improper posture, TSMC offers instructional videos on
stretches that can be performed in the office, as well as
ergonomics evaluation software for office staff. TSMC
also includes ergonomics into our technicians' training
programs to enhance employee's awareness and prevent
of musculoskeletal injury.

Workplace environment assessment: TSMC performs
semi-annual workplace environment assessments.

The assessments include physical hazards such as CO,
concentration, illumination, and noise, and chemical
factors that are identified by domestic law. If the
assessment finds abnormal measurements, ISEP performs
job observations and engineering improvement until
exposure risk reaches acceptable levels.

Special health examinations: TSMC annually arranges
special health examinations for employees performing
special tasks, such as those involving radiation, noise,
and certain chemicals. If the result of the health
examination is classified as level-2 or above, the Wellness
Center will provide historical health examination records
and workplace environment assessment results for review
by an occupational therapist.

Social Engagement

TSMC's outstanding ESH team dedicates itself to
minimizing risks to TSMC, shares its rich management
experience, and uses its influence in the semiconductor
industry to make contributions to society.

® Supply chain: TSMC reduces accidents and improves
contractor ESH management through audit and
assistance programs. We hold an annual Supply
Chain Management Forum as well as an ESH and Risk
Management Forum to improve TSMC's green supply
chain by sharing management experience and discussing
important topics such as RoHS, PFOS, and Climate
Change. Our close cooperation with companies in our
supply chain over the past several years has begun to
yield results as some suppliers have started to embed
ESH management models into their own systems,
providing additional protection to laborers.

e High-tech Industries: We believe safety and health are
universal values in society. TSMC openly shares its safety
and health experience through the Hsinchu Science Park
Safety and Health Committee.

Major topics in 2007 included:

1. TSMC MSDS Management Experience

2. TSMC Hazardous Chemical Control Plan

3. TSMC Experience in Applying New Training
Regulations

e Participation in Drafting Laws and Regulations: We
invited National Fire Agency officers to visit a TSMC
cleanroom and exchanged views on several occasions.
These visits gave the officers a better understanding of
the high-tech industrial environment, and helped the
Agency to draft appropriate regulations on hazardous
materials control.

In 2007, we provided feedback and suggestions on

amendments to the Council of Labor Affairs' requlations

including:

1. Labor Training Regulation

2. Labor Safety Organization and Self-Inspection
Regulation

3. Hazardous Material Identification Regulation
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3.7.2 Emergency Response

TSMC believes that when natural disasters or accidents
occur, an appropriate response at the first moment

can not only minimize casualties and environmental
contamination, but can also greatly reduce damage

to equipment and lower the difficulty of restoring
production. Therefore, we place great importance on
emergency response, and thoroughly plan, execute, assess,
and improve our equipment, response procedures, as well
as training and exercises.

TSMC's Emergency Response Centers (ERCs) are equipped
with gas detection systems, fire alarms, CCTVs, emergency
ventilation, and other emergency response equipment.
The ERC is immediately aware of abnormal conditions or
accidents, and can rapidly broadcast the situation to set
up emergency response teams and take effective action.

TSMC has established detailed emergency response
procedures and disaster recovery plans for accidents and
natural disasters that may take place at semiconductor
factories. TSMC designs appropriate emergency response
organizations according to the nature of different
emergency situations and trains personnel with skills such
as emergency reporting, suppression, facility system response,
site security control, first aid, and equipment support.

Evacuation drill

All TSMC fabs conduct major annual emergency response
exercises and evacuation drills. Drills cover not only
cleanroom and facility areas but also other equipment
rooms, laboratories, kitchens, employee dormitories, and
shuttle buses. Drill organizers often invite local fire brigades
to join certain exercises, or invite external experts to serve
as judges. In 2007, emergency response drills covered
fires, toxic gas leakages, chemical leakages, earthquakes,
and power blackouts, confined space accidents, and
other events. The drill procedures covered first aid and
evacuation of the entire plant area.

Emergency Response Strategy

Gas Alarm Rescue

Fire Alarm Exposure Prevention
Chemical Leakage Confinement
Peculiar Odor Extinguishment
Power Outage Ventilation
Earthquake Overhaul

Other Recovery

Organization ERC
Facility Team Gas Monitoring System
Relief Team Calamity Ventilation System
Evacuation Team Fire Alarm System
First Aid Team Earthquake Protective System
Security Team Personal Protective Equipment




3.7.3 Corporate Contagious Disease
Prevention Project
Avian Influenza has the potential to mutate into a disease
transmissible from human to human, and the World
Health Organization (WHO) estimates that such a mutation
would be highly contagious and cause a deep impact
on global health. To control this major potential risk,
TSMC drafted the "TSMC Avian Influenza Prevention Plan"
and established a task force in 2005. The plan is based
on our SARS prevention experience and also integrates
the SARS experience of the Taiwan Center for Disease
Control's "New Influenza Combat Plan", Singapore's "Avian
Influenza Preparedness and Emergency Response Plan",
and consultations with domestic epidemic experts and
distinguished medical doctors.

The "TSMC Avian Influenza Prevention Plan" includes
global information collection, employee disease prevention
education, stockpiles of disease prevention materials,
kitchen disease prevention management, leave and

travel management, case management, notification and
medical assistance, procedures for mask wearing and
hand washing, supplier/contractor and visitor restrictions,
body temperature measurement procedures, work-at-
home plans, routine disinfection of the work environment,
reduced meeting frequency, medical waste treatment, and
other preventive measures. TSMC's senior VP of Materials
and Risk Management also holds regular meetings to
review disease prevention preparations. If Avian Influenza
cases occur in Taiwan or if the virus becomes transmissible
from human to human transmission, TSMC will initiate
different plans in accordance with the stage of the
epidemic to lower its impact on employees and operations.

In addition to Avian Influenza, TSMC has also set
prevention and emergency response plans for all
contagious diseases. TSMC firmly believes that only full
preparation and early prevention can lower the impact of
contagious diseases to the minimum.

3.7.4 Occupational Injury/lliness Statistics
TSMC uses the Disabling Injury Frequency Rate (FR, cases
of disabling injuries and iliness per million labor-hours)
defined by Taiwan's Council of Labor Affairs (CLA) to
evaluate the effectiveness of the Company's occupational
health and safety programs. TSMC's FR has consistently
been significantly lower than Taiwan's national average.

TSMC strives to maintain a safety culture that ensures

a safe and healthy workplace. The causes of all
occupational injuries are analyzed and improvement
programs are implemented based on the data. Our
program further requires us to regularly collect and
analyze data by departments and types of high-frequency
occupational injuries. In particular, these reviews focus on
interdepartmental incidents or repeated incidents as first
priority.

Disabling Injury Frequency Rate (FR)

The FR of TSMC was 0.24 in 2007 -- much lower than
Taiwan's national FR of 2.14 in 2006 as reported by the
CLA. Taiwan's 2007 national FR data is not yet available.

3.7.5 Disaster Risk Management

Earthquake Protection

Taiwan, a densely-populated island located on the
seismically active "ring of fire" circling the Pacific Ocean, is
one of the world's most high-risk regions for earthquakes.
As a multinational corporation based in Taiwan, TSMC
believes that while earthquakes cannot be avoided, its
risks can be assessed and controlled. TSMC's strategy is to
simultaneously enhance the seismic resistance of facilities
along with emergency response skills.
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e Enhance Anti-seismic Ability of Hardware Facilities
Following the September 21, 1999, Chi-Chi earthquake in
Taiwan, TSMC conducted a comprehensive investigation
and improvement program based on the technologies
available at that time. In addition to repairing damaged
buildings, facility systems and process tools, the company
also enhanced the seismic anchorage of equipment and
facilities. In recent years, the company adopted new anti-
seismic concepts and methodologies and carried out a
series of earthquake protection projects. Based on the
semiconductor industry's special requirements, the project
team studied both international and Taiwanese standards,
assessed and improved facility firmware including buildings,
facility systems, process tools, laboratory equipment, and IT
equipment as well as measures such as personnel training,
emergency response, and management systems.

TSMC's anti-seismic projects in the past several years
included analysis of the most likely potential earthquake
fault lines, building seismic durability evaluation, quick
earthquake damage assessment, post-earthquake

risk evaluation, reinforcement of existing buildings,
reinforcement and anti-seismic design for equipment, and
experiments on earthquake resistance of raised floors.
TSMC has established an anti-seismic design review process
and set up related procedures, as well as procedures

for certification of professional engineers. TSMC also
performs regular site inspections and improvements, and
holds training classes. At the same time, the company
closely cooperates with external organizations such as the
National Center for Research on Earthquake Engineering
(NCREE), the Industrial Technology Research Institute

(ITRI), academic organizations, and the Constructions

and Planning Agency, Ministry of the Interior (CPAMI) to
efficiently enhance the anti-seismic capabilities of facilities
and equipment. The knowledge accumulated from all
these projects is used to improve existing factories and
form the basis for the design of new factories.

e Establishment of Response Procedures Strengthens the
Emergency Response of Personnel

TSMC has clearly defined its post-earthquake emergency
response organization and procedures, and conducts
periodic drills to minimize casualties, reduce property loss
and shorten operation recovery time. At the same time,
TSMC has also established business continuity plans to
guide support and recovery for the entire company.

e Appropriate Earthquake Insurance

TSMC's properties are appropriately insured to distribute
business losses under the worst possible conditions. TSMC
has developed an earthquake loss evaluation system
taking into account both construction enhancement and
insurance strategy.

Fire Loss Control

The highest goal of TSMC's fire loss control strategy is
prevention. The second goal is containment of potential
fires to minimize losses. The final goal is to strengthen
emergency response and disaster recovery during and
after the event. Based on these principles, TSMC pays
close attention to fab fire protection planning and design,
maintenance of fire protection equipment, personnel
training, and development of emergency skills.

Fire Loss Control Flow

Systematic Design for Fire Risk Management

Local/International Fire Codes and
Regulations Quality

External Expert Comment
Case-by-case Risk Decisions

Set New Design Standard

New Equipment and Chemical Review

Verification of Construction Materials and

Function Test for Fire Protection System

Construction Site Safety Management

Maintenance of Fire Protection System
Periodical Internal Audit

AAA External Audit

High Risk Operation Management

Emergency Response Drills

Safety Change Management




® Fire Risk Control at the New Fab Design Stage

New fab fire protection planning and design not only

follows local fire protection and construction regulations

but also takes international codes such as NFPA and FM

into consideration. The key points for fire control at this

stage are:

1. Fire loading of buildings, equipment, and piping
materials

2. Fire separation between buildings

3. Fire alarm and extinguishing systems, particularly
automatic fire alarm and extinguisher systems

4. Personnel evacuation routing

Fire loading decreases the likelihood of fires and limits
incipient fires. Fire separation between buildings contains
maximum damage to the company's assets. Automated
fire extinguishing systems are a necessity for modern
cleanrooms, and good personnel evacuation routes can
save the lives of personnel.

e Fire Risk Control for Equipment Installation

Fire control at the equipment installation stage is a core
part of industrial safety. The Site Safety and Environment
Department is responsible for supervising engineering units
and contractors in this stage.

The New Tool and New Chemical Committee is responsible
for verifying that all new tools and chemicals introduced
comply with international semiconductor equipment safety
standards such as SEMI S2, national fire protection and
other safety regulations, and TSMC's internal safety and
health requirements.

e Fire Risk Control at the Mass Production Stage

At the mass production stage, it is often necessary to
relocate, add, or remove equipment to meet production
demands. All of these changes must carefully follow
change management procedures to assure that existing
fire protection systems, emergency evacuation routes, fire
separations, detection systems, and standard operating
procedures remain functional.

® AAA Property Loss Control Risk Evaluation Program

To assure the effectiveness of fab fire loss protection,
TSMC adopted the AAA property loss control evaluation
program in 1995 to augment internal audits by site safety
departments. This program covers overall fire prevention,
fire extinguishing equipment, and related maintenance
management. Through regular external audits, we can
identify weak points in fire management, give personnel
an opportunity to keep abreast with international
developments in the field, and meet our goal of continuous
improvement and sustainable management.

K Note: Full score is 27.

AAA Ratings Summary

Unit: AAA Ratings

27 27 27 27
2007
M 2006
I 2005
[ 2004
2003

Fab 2 Fab3 Fab 5 Fab 6 Fab 8 TSMC-Shanghai Fab 12 Fab 14
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Supply Chain Management

TSMC cooperates with suppliers to meet our corporate social responsibilities by building a
reliable and sustainable supply chain, which supports protection of the environment, human
rights, safety, and health. Our committees and managing teams responsible for aligning
corporate direction in supply chain management execute a complete "Plan-Do-Check-Act" (P-D-

C-A) cycle.

4.1 Supply Chain Risk Management

In 2006, TSMC brought together fab operations, materials
management, risk management, and quality system
management in an internal committee dedicated to
managing our supply chain. The focuses of the committee
are risk mitigation and supply chain improvement.

The steering team, including a senior vice president and
managers, directs annual goals and reviews progress each
quarter. The committee's working team assists suppliers
in lowering production and transportation risk by sharing
risk management practices and helping suppliers improve
quality systems and safety. The working team holds
monthly meeting to monitor progress and actively handle
suppliers' issues.

2007 TSMC Suppliers Allocation

EU 5% Singapore 3%
Others 2%
USA 17%

Taiwan 25%‘

Japan 48%

TSMC Group Supply Chain Management

Quarterly
Update

Monthly Update

Monthly Update
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4.2 Environmental, Safety, and Health
(ESH) Standards

4.2.1 Supply Chain ESH Risk Control

TSMC believes that helping suppliers improve

environmental, safety, and health standards both reduces

risks to our supply chain and gives TSMC an opportunity

to contribute to society. In 2005, TSMC initiated audits of

critical local assembly, testing, and raw materials suppliers

and conducted questionnaire surveys of overseas suppliers

with the goal of reducing environment, safety, and health

risks in our supply chain, reducing the possibility of

supply chain disruption, and enhancing partnership with

suppliers. These survey and audit results are combined with

delivery, quality, safety, and environmental protection data

and developed into a risk map of suppliers, which serves as

a reference for our procurement strategy.

When TSMC discovers major shortcomings in our suppliers'
goods or services, we work directly with their top managers
on improvement. If they lack the resources or ability to
make improvements, we offer support through experience
sharing and on-site assistance.

In 2007, we spent 48 man-days to conduct 21 site

audits of supply chain partners. The audit rated 5
suppliers as "good", and we continue to assist others for
further improvement. TSMC held its first supply chain
environmental, safety, and health risk management forum
on November 17, 2007 to promote our environmental,
safety, and health requirements, and also invited partners
such as Advanced Semiconductor Engineering (ASE),
Formosa SUMCO Technology, BASF, and Air Products to
host discussions and share their experience in environment,
safety, and health protection. A total of 58 professionals
from our suppliers joined our forum, and response has
been highly positive.

Since TSMC began to manage environmental, safety,

and health risks in our supply chain, we have not only
significantly reduced our own supply chain risks but also
improved the employee safety and property protection

of our suppliers. We believe this is a "win-win" strategy
that enhances the competitiveness of TSMC and members
of our supply chain, and we will continue to meet our
commitment to environmental, safety, and health risk
management to meet our responsibility to customers,
investors, and society.

Supply Chain ESH Risk Control Flow




4.2.2 Supplier Annual Emergency Response
Drill

One of our chemical suppliers, BASF, held its annual

emergency response drill on December 2007, and TSMC

was invited to act as observers at BASF's headquarters

in Taipei, its Taoyuan plant, and the simulated accident

site. This cooperation through exchange of professional

experience marked a closer partnership relationship with

our suppliers.

TSMC's major gas suppliers visited its fab for experience sharing.

4.2.3 TSMC Green Supply Chain

TSMC not only strives to prevent pollution, conserve
energy and resources, and minimize waste and hazardous
substances in its own manufacturing processes, but also
actively leads its upstream raw material suppliers and
downstream assembly and testing facilities to establish a
green supply chain, collaborating to improve environmental
and carbon reduction performance of products. We
implement our green supply chain from a product life
cycle point of view to reduce the environmental impact

of manufacturing at each stage of the supply chain and
minimize the environmental impact of end-products used
by consumers.

Beginning in 2005, TSMC has conducted questionnaire
surveys and site audits of major domestic and international
raw materials suppliers and international assembly and
testing facilities. Environmental protection and hazardous
materials reduction are a key part of the audits and
surveys, which are combined with delivery, quality, and
service data to develop a supplier risk profile, an important
reference for TSMC's procurement policy.

In the past, corporations focused on waste disposal,
pollution prevention, and energy conservation in
manufacturing process, relying on the 1ISO14001
environmental management system. However, even if
waste and pollutants generated by production are treated
properly, the product itself may have environmental
impact. The "green product" concept begins with products
used in daily life to set environmental requirements

on products. The European Union has led the way by
restricting imports of electric and electronic products
containing lead, cadmium, mercury, hexavalent chromium,
PBB, and PBDE, requiring recycling of waste electrical and
electronic equipment.

As a leader in semiconductor manufacturing and services,
and to meet our corporate social responsibilities, TSMC
began to implement the QC080000 hazardous substances
process management system in 2005, and all TSMC fabs
including WaferTech and TSMC Shanghai were certified
for QCO80000 by July 2007. In addition, TSMC has also
shared its QC080000 policies and experience with affiliated
companies, and one affiliate, Vanguard International
Semiconductor, received QC080000 certification in June
2007.

TSMC's leadership in guiding upstream supply chain
partners and downstream companies to adopt QC080000
demonstrates TSMC's willingness to take action and
improve the semiconductor industry's environmental social
responsibility. Our next goal will be to embed the "green
product" concept in all suppliers and assembly and testing
subcontractors.

4.3 Managing Contractors' ESH

TSMC endeavors to be a good enterprise citizen and
meet its corporate social responsibilities, TSMC believes in
going beyond providing a safe workspace for employees
to establish a higher ESH standard with our partners in
all industries. TSMC is committed to communicating with
suppliers and contractors on environmental, safety, and
health issues and encouraging them to improve their ESH
performance. TSMC treats contractors like our employees
and works together with them to adopt good safety
protection, and leads members of our supply chain to
reduce their environmental impact.
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4.3.1 Identifying High-risk Work for Priority
Management
TSMC has established
standards for high-
risk work to strengthen
contractor safety
management. TSMC
began adopting high-
risk work management
and self-management
to govern work
performed by contractors in 2005. TSMC's high-risk work
management classifies works that may cause injuries,
casualties or major property damage as level-1 high-risk
operations. These include work in confined spaces, work
with electrical shock risk, hot work, or disconnection of
gas or chemical piping. Work that may result in system
shutdowns or production interruptions are classified
as level-2 high-risk operations. TSMC explicitly defines
safety precautions and control procedures to be taken by
personnel according to different operations.

Confined space high-risk work

4.3.2 Request Contractor to Establish
OHSAS18001 Management System and
Worker Skill Certification

_—

n W

In terms of
self-management,
TSMC requires that
contractors performing
level-1 high-risk

must complete worker
certification before
July 1, 2006, and
establish their own
OHSAS18001 safety and health management system
before July 1, 2007 before they are eligible to bid on
contracts. This self-management is aimed at increasing
contractors' sense of ownership and responsibility with
the goal of promoting safety awareness and technical
improvement for all contractors in the industry. As of
end-2007, 89 high-risk work contractors had received
OHSAS18001 certificates, and over 2,400 workers passed
working skill certification.

Contractor high-work training

TSMC plans to continuously promote its contractor

safety certification program in the future, and encourage
excellent contractors by auditing their ESH performance. In
addition, TSMC holds an annual "Contractor ESH Forum' to
announce ESH requirements and share safety management
experience. TSMC believes that we can help the community
and the environment by leading our contractors to reach
higher standards of environmental, safety and health
protection and create a better workplace.

4.4 Helping Suppliers Improve Delivery and

Quality
4.4.1 Supplier Web Site
TSMC's "Supplier Online" is an integrated website
containing detailed information about our ethics,
environmental, safety, and health requirements for
suppliers. The secure area of the site promotes effective
communications and ensures that proper data is collected.

4.4.2 Lean Supply Chain

TSMC's works closely with raw material suppliers to
exchange inventory information, so that in-bound supply
chain inventories are transparent and demand fluctuations
can be detected early. We collaborate with our suppliers to
build a strong and lean supply chain together to mitigate
the risk of supply interruption and avoid making surplus
material.

4.4.3 Collaborating for Continuous
Improvement

TSMC evaluates supplier performance each quarter

for delivery, quality, and safety, and the results of the

evaluation are delivered to supplier's top manager. TSMC

also works closely with its suppliers to improve weaknesses

through regular meetings. In certain projects, TSMC

assembles a special team, including various experts, and

suppliers receive our technical support through open

communication meetings.

4.5 Ensuring Supplier Compliance

4.5.1 Quarterly Business Review

TSMC conducts quarterly meetings with our suppliers'
senior managers to review performance, including quality
and safety performance. We ensure suppliers comply with
TSMC requirements and through semi-annual or quarterly
monitoring of key indicators through a scorecard and
checklist.

4.5.2 Site Audit

TSMC visits our suppliers and performs audits according
to an annual plan. When special concerns arise from these
audits, we work with suppliers to develop appropriate
solutions for fulfilling our expectations. These solutions
are executed by specified sponsors with a clear goal and
timeframe.

4.5.3 Certification

TSMC encourages its suppliers to be certificated by
ISO14001 and OHSAS18001. Furthermore, we conduct
site audits to ensure suppliers' factories are protected by
sprinkler systems and measure supplier safety performance
through accident counts.



4.6 SCM Forum and Excellent Supplier

Award
TSMC held its seventh annual TSMC Supply Chain
Management Forum on November 11, 2007 to recognize
the contributions of its suppliers and to award outstanding
suppliers for their excellent support and contributions
over the past year. In addition, TSMC arranged breakout
sessions on industrial waste reduction, logistic risk
mitigation and requirements pertaining to safety and
health environment. Nearly 400 companies in the fields
of equipment, materials, packaging, testing, facility, IT,
export/import service, and environmental and waste
management services participated in the forum.

2007 SCM forum

4.7 Customer Service and Satisfaction
4.7.1 Customer Partnership

Customer partnership is one of TSMC's core values. At
TSMC, customers come first. Their success is our success,
and we value their ability to compete as we value our
own. We strive to build deep and enduring relationship
with our customers, who trust and rely on us to be part of
their success over the long term. Customer partnership is
also one of TSMC's trinity of strengths to support its value
proposition.

Successful Customer

Leading Edge Capacity Leader 100% Dedicated
Technology Highly Responsive and Foundry
Mainstream Technology Flexible Customer Focus
Best Yields and Cycle Total Solution
Time Service and Design
Collaboration
Win-Win

4.7.2 Customer Service

TSMC is committed to providing the best service to our
customers and believes that customer service is critical to
enhancing customer loyalty. In turn, customer loyalty leads
to higher levels of customer retention and to expansion
of business relationships. TSMC's goal is to maintain its
position as the most advanced and largest provider of
semiconductor manufacturing technologies and foundry
services. TSMC believes that achieving this goal will help
retain existing customers, attract new customers, and
further strengthen customer partnerships.

To facilitate customer interaction and information

access on a real-time basis, TSMC has established a wide
range of web-based services covering applications in
design, engineering, and logistics collaboration. They

are collectively branded as eFoundry®. TSMC also has a
dedicated team or interface or champion throughout the
management chain for serving our customers.

4.7.3 Customer Satisfaction

TSMC regularly conducts surveys and reviews to ensure
that customer's needs and wants are adequately
understood and addressed. Continual improvement plans
supplemented by customer feedback are an integral part
of our business processes.

An Annual Customer Satisfaction Survey is carried out by

an unbiased third party consulting firm with the goal of:

e Understanding customers' specific needs and expectations
from TSMC

® Obtaining formal and direct feedback from our customers
to measure TSMC's performance and identify TSMC's
weaknesses for development of improvement strategies

Improvement initiatives are generated and actions are
taken based on customer issues. A final wrap-up letter will
be sent to each customer to address those matters.
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