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Chairman

Dear Madam / Sir:

The Bank hereby reports its operation results in 2010,
summary of business plan in 2011, future development
strategies and the impact to the Bank by external
competitive environment, laws & regulations and overall
economic environment as follows:

The Bank’s Operation Results in 2010 are Specified
as Follows

1. Domestic and Foreign Financial Environment

In 2010, the global economy recovering from the
aftermath of the worldwide financial crisis, driven by
rises in inventory levels and commodity demands.
Economic and financial activities recovered rapidly to the
extent that certain countries had gradually adjusted their
expansionary monetary policies in the face of inflation
pressure mounting. Thanks to the significant growths in
exports and imports, investments and consumption in the
private sector, the financial outlook was rather optimistic
with the demand for fund in private sector rebounded.
Banks’ loans as well as investments to private enterprises
grew steadily.

In light of the stabilized economic recovery, reduced
unemployment, mild increases in commodity prices,
and surges in both real estate price and trading volume,
a series of measures were taken to enhance the risk
management of mortgage loan. This was accompanied
by interest rate raise that sought to guide the market
interest rate back to its normal level, thereby ensuring the
stability of commodity prices and the financial market. A
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slight appreciation of the NTD currency also helped ease
the rising costs of imported goods.

In general 2010 was a year filled with rapid
economic expansion, significant improvements in
corporate revenues and earnings, positive growth in
banking businesses, enhanced asset quality, interest
spread widening, and increases in fee-based income.
In the second half of the year, both lending and deposit
interest rates were adjusted upwards to mitigate the mild
increases in commodity prices and the surging real estate
prices; this in turn slowed down the pace of the recovery.

II. Transformation of the Bank’s Organization

The Bank’s organization remained unchanged for FY 2010.

III. Results of Business Plans and Operating Strategies

for FY 2010

1. Promoted loan to SMEs backed by Credit Guarantee

Fund

In general, small and medium enterprises are the
foundation of the nation’s economy. The Bank is based
in the Kaohsiung region, where business entities are
primarily consisted of small and medium enterprises.
These SMEs have limited access to financing due to
limitations of their business sizes and assets. In order to
accommodate the growth of SMEs while ensuring sound
risk control, the Bank strived to utilize the SME Credit
Guarantee Fund and create a financial environment that
is beneficial to small and medium enterprises.




DEDF 5% 253

(& ﬁﬂﬁ'iiﬁ%% Message to Shareholders

BT A HE(ETT ~ % 5 Unit: NT$ 100 Million ~ %

Balance Backed by the Credit Guarantee Fund

VA2
HH 2010.12.31 2009.12.31 R (%)
Item Growth Rate
Hh/ N ZETRGRERER
Balance on Loan to SMEs 327.51 270.17 21.22
ok S
Rk 1,630.54 1,396.65 16.75
Total Balance on Loan
H/ N SE R EER (%)
Loan to SMEs (of Total Balance on Loan) Ratio 20.09 19.34 0.75
BN HIEMIETT ~ % 5 Unit : NT$ 100 Million ~ %
VAR
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Item Growth Rate
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2.

Supported the Kaohsiung City Government by Financing
Its Administrative Policies

The Kaohsiung City Government had introduced
several administrative policies and infrastructures in an
ambition to promote the city’s development. The Bank
sought to accommodate the city government’s policies
by actively biding for loans to the Kaohsiung City
Government. In return, the Bank improved the quality of
its loan assets and enhanced its overall risk tolerance.

BAT  FEHEIC ~ % 5> Unit : NT$ 100 Million ~ %

VA
HH 2010.12.31 2009.12.31 (%)
Item Growth Rate
T HETHBUR Bk BRER
The Balance on Loan to the Kaohsiung City Government 08 J0TE 4550
ok S
AR 1,630.54 1,396.65 16.75
Total Balance on Loan
15 TR B LR (%)
Kaohsiung City Government Loan (of Total Balance on Loan) Ratio 250 2158 32
(=) st EmEAnER - R AR T & 3. Enhanced Management over Overdue Loans, therefore
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Reducing the Bank’s NPL Ratio

To further improve asset quality and financial structure,
the Bank strived to explore new lending opportunities while
enhancing management over non-performing loans and
overdue customers, thereby effectively reducing the Bank’s
overdue loan ratio and improving its revenue base.

B S =TT ~ % 5 Unit : NT$ 100 Million ~ %

HH 2010.12.31 2009.12.31 (%)
Ttem Growth Rate

AR
Amount of NPL 16.08 27.60 (41.74)
W Foky 2
Total Balance on Loan
ARG IR (%)
NPL Ratio 0.99 1.98 (0.99)
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(") T EEHERTEEIARERK 4. Continuous Growth of Commission and Service Fees
)% from Wealth Management Businesses
B RSB AN THRAE For better business performance, the Bank
%ﬁ?E@Ej%%fﬁﬁf% s BALL T4 f:ontinued its effort.s in the .wealth.rillaILagemen.tbbu.sines;
- PRSI 1n an attempt to raise earnings with the contribution o
E’”&)\Ziabngﬁiaﬂnj‘(fj‘mﬁiﬁ ° fee-based income.

et s g }fﬁciﬁﬁ * % 5 Unit : NT$ 100 Million * %

B SR
" H 2010.12.31 2009.12.31 PURE(%)
Item Growth Rate

M EE S TR
Commission and Service Fees from Wealth 3.10 2.34 32.48
Management Businesses
AT
TR 4.46 4.13 8.00

Total Commission and Service Fees

W BB TREE A LLE (%)
Commission and Service Fees from Wealth 69.51 56.66 12.85

Management Businesses (of Total Commission and
Service Fees) Ratio

P ~ T HESTIETE IV. Execution of Business Target

BAT  PrEW  ES(E5T - % Unit : NT$ /US$ 100 Million ~ %

EEEH

Operating Item = FHELEL SERR
HITIEE Outcome Target Achievement %
Execution
A RRER
Average Deposits Balances (NT$) 1,728.23 1,653.40 104.53
G PIRRER
Average Loans Balances (NT$) 1,481.44 1,455.00 101.82
SMNHEAR TR (SEE)
Foreign Exchange Sales (US$) 42.57 36.00 118.24
PUNEH=SZEE S0 RE 5= LIUN
Commission and Service Fees from Wealth Management 3.10 2.58 120.16
Businesses (NT$)
ESH GG
Ear?lings before Tax (NTS$) 2.06 4.00 51.50

.~ BB B S ERBE 1408 V. Analyses of Financial Revenue, Expenditure and

Profitability
(—) A B IS 1. Financial Revenue and Expenditure
OO TN %523 .43 (87T » i In 2010, net revenue of NT$2,343 million; credit
LR F3.08(8 70 0 BREH loss expenses 9f NT$308 million; operating expenses of
. SN _ NT$1,829 million; income before tax of NT$206 million;
18.29{87C > FRTIFHI2.06{57C » net income of NT$127 million.
FRIFFIL.27(80C -
(Z) EFEE 2. Profitability
9935 Jﬁ?ﬁ?{ﬁ’%@?&@'ﬂ?ﬁoo 6% > In 20010, the return Qn total a.lssets after income toax
- N - o e was 0.06%; return on equity after income tax was 1.34%;
P& e ROME 2t =4 1.34% » Fgi&inll net profit margin after income tax was 5.43%; EPS after
I5R5.43% » FRFRIR2LER0.24TC - tax was NT$0.24 per share.
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VI. Status of R & D

Implementation of an Asset and Liability Management
system (ALM) is to achieve the optimal allocation of
assets and liabilities, as well as the optimal management
over liquidity risks; utilize risk assessment tools such
as the E-Loan system and the Taiwan Corporate Credit
Risk Index (TCRI) etc to monitor credit, operational
and market risks; implement an XML-based payment/
collection platform; build the business to allow Union
Pay card issuers to acquire transactions via domestic
ATMs; introduce domestic factoring and domestic USD
remittance services etc.

Summary of the Bank’s Business Plan in 2011

1. Business Policies

The domestic economy is now back on track to grow
steadily. This facilitated better revenues and earnings
performance from small and medium enterprises, which
in turn translated into higher repayment capabilities and
enhanced the security of the Bank’s lending businesses.
For this reason, the Bank shall be fully dedicated to the
promotion of loan to SMEs, and flexibly adjust its loan
to SMEs target for better performance. Furthermore,
in order to raise overall profitability, ROE and ROA,
the bank also strives to reduce operating costs by
increasing the weight of demand deposit balances and
thereby improving its deposit structures. This will be
accompanied by ambitious promotional efforts in the
wealth management business to generate higher fee-based
income and diversify earnings sources, thereby enhancing
the Bank’s competitive advantage and niche.

II. Expected Business Objective and Basis thereof, and

Important Operating Policies

1.Expected Business Objectives

AT e/ 2544490 Unit: NTS$ /USS 100 Million

BIEMEE Ttem FHEEL Target
TER L RR%E Average Deposits Balances (NTS) 1,820.00
BEREERR%E Average Loans Balances (NT$) 1,600.00
SIMEAER (£E) Foreign Exchange Sales (US$) 42.00
,HZ( Eﬁ%fﬁ%}%%ffﬁ%ﬂﬁ A Commission and Service Fees from Wealth
. 2.99
Management Businesses (NTS)
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2. Important Operating Policies

(1) Raise capital in cash to strengthen capital structure

In order to strengthen the Bank’s capital structure
and improve BIS ratio to facilitate more extensive
growth and competitiveness in the credit business,
the Bank plans to raise capital in cash during the
current year.

(2) Flexibly allocate the target of corporate loans,

develop loan to SMEs more thoroughly

Small and medium enterprises are the foundation
of the nation’s economy. The stabilized growth of
the domestic economy had provided traditional
industry as well as small and medium enterprises
with prospects of extraordinary growth. The Bank
shall continue its cooperation with competent
authority’s policy to increase the loans to small
and medium enterprises, and flexibly adjust the
weight of loan to SMEs as high as 60%; therefore
maximizing interest revenues and profitability.

(3) Opportunities from the consolidation of Kaohsiung

City and County

On Dec. 25, 2010, the former Kaohsiung County
and City consolidated into new Kaohsiung City.
This consolidation was believed to provide synergy
by complement of each geographic, demographic,
structural, and economic feature actively planned.
The Bank has to increase work force to capture
tuition loan opportunities throughout the new
Kaohsiung City. The Bank also strives to service the
public treasury in an attempt to broaden its revenue
base and create business opportunities.

(4) Implementation of an “Asset and Liability Management

and Fund Transfer Pricing System”

The Bank is actively implementing its “Asset and
Liability Management and Fund Transfer Pricing
System” to accommodate its business development.
This system keeps track of all asset and liability
products offered by the Bank for more effective
management over funding costs and therefore
improving profitability. The system also monitors
interest rate movements and changes in net interest
revenue and enhances liquidity risk management to
improve the Bank’s business performance.

(5) Actively source NTD and foreign currency demand

deposits to improve the Bank’s deposit structure

In an attempt to broaden the interest spread
between deposit and loan, the Bank has actively
launched promotional campaigns to solicit NTD
and foreign currency demand deposits. These
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efforts were aimed to increase the weight of demand
deposits and reduce funding costs.

(6) Grow wealth management businesses; increase
commission and service fees and diversify earnings
sources

Explore trust fund services in both the domestic
and foreign content. Launch promotional campaigns
on Lump Sum, commission prepayments, Dollar
Cost Averaging, and B-share fund subscriptions etc.
Shorten the time needed to introduce new fund series
and enrich product lines to offer wider selections
to customers. Help customers optimize insurance
coverage; anchor customer relationship; increase
fee-based income and diversify the Bank’s earnings
sources.

The Bank’s Future Development Strategies are
Specified as Follows
Small and medium enterprises are the foundation
of Taiwan’s economy. The Bank therefore focuses its
business development strategy on supporting local
SMES to prosper domestic economy and fulfill the
“localizaion” vision. The Bank also supports the
administrative policies of its major shareholder, the
Kaohsiung City Government, by offering loans and
treasury services. In addition, the Bank continues to
develop its wealth management business for better
competitive advantage and niche.

The Impacts to the Bank by External Competitive
Environment, Laws and Regulations and Overall
Economic Environment

I. Impact by External Competitive Environment

After the signing of the "Economic Cooperation
Framework Agreement” (ECFA) between China and
Taiwan, the local banking industry had taken initiative to
establish their presence in China, in an attempt to offer
corporate banking service to an enormous number of
Taiwanese enterprises. ECFA is believed to create whole
new opportunities and facilitate further developments to
the local banking industry; however, the Bank is unable
to benefit from the new framework due to the size of its
business and its financial structure. Under the constraints
of such limitations, the Bank needs to follow the current
economic development, and support the growth of SMEs
and conventional industry participants by fully utilizing
the Small and Medium Enterprise Credit Guarantee Fund.
This in turn will facilitate the growth of the domestic
economy, strike balance among the local industries, and
therefore strengthening the Bank’s business foundation.
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ILImpact by Laws and Regulations

In order to guide the local banking industry into the
Chinese market in an orderly fashion, strengthen asset
qualities, and protect the interests of deposit customers,
the FSC amended its “Regulations Governing the Banking
Activity and the Establishment and the Investment by
Financial Institution Between the Taiwan Area and the
Mainland Area”,, “Regulations Governing the procedures
for Banks and Credit Cooperatives to Evaluate Assets and
Deal with Non-performing/Non-accrual Loans”, “Deposit
Insurance Act” etc., and acts “Financial Accounting
Standards No.34”. The Bank always complies with
laws and regulations and acts pursuant to laws. The
amendments or promulgation of the relevant laws and
regulations might help to improve the Bank’s asset quality
and financial structure.

II1. Impact by Overall Economic Environment

As the worldwide financial crisis dissipated and
the global economy back on track to recovery, the
government launched several economic stimulus policies
such as the Twelve Taiwan Construction Projects supports
to the 6 major emerging industries, ECFA signing, and
deregulation on incoming Chinese tourists etc. With the
joint efforts from both the public and the private sectors,
most of the nation’s economic indicators had stabilized
and improved progressively, despite being accompanied
by surges in commodity and housing prices. The Central
Bank of China had begun adjusting its monetary policies
in hope to raise the market interest rate and maintain the
stability of domestic commodity prices. Meanwhile, the
bank supports the real estate risk management policies
enforced by the competent authority, by diligently
assessing all land purchases and construction loans.
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The Bank’s Most Recent Credit Rating Result and
Date of Rating

On Dec. 22, 2010, Taiwan Ratings Corp. announced
that the Bank’s long-term credit rating in 2010 was “twA-",
and short-term credit rating “twA-2”. The outlook was
rated as “stable”.

Thank You for all of your support to the Bank. The
Bank look forward to your continuous instructions and
support to help the Bank’s business develop on an on-going
basis. At last, the Bank sincere wishes to all shareholders.
Wishing you health, prosperity, and happiness!



