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Chairman

Dear Madam / Sir:

The Bank hereby reports its operation results in 2009,
summary of business plan in 2010, 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 2009 are Specified as
Follows:
IL.Domestic and Foreign Financial Environment

Experiencing the 2008 fi ial crisis, governments around
the world adopted expansionary monetary policies and
stimulative fiscal policies in 2009; these were desperate attempts
to revive the capital market, stock market, investment activities,
economic activities, and fund trading. This surge of new capital
not only pushed stock prices and real estate values upwards, but
also improved corporate earnings. Banks had gradually
withdrawn low-margin lending to state-owned enterprises and
switched towards high-yielding loans to small and medium
enterprises. Interest margins across the banking industry had
finally reached the bottom during the 3rd quarter of 2009, after a
series of declines that began in 2008.

To prevent another assets bubbles, several of the world's
major financial authorities started to withdraw some of its
emergency market stability measures introduced between the
second half of 2008 and early 2009; low-interest and
quantitative easing monetary policies are also being reversed. In
midst of the seesaw between prudent and expansionary
monetary policies, the banking industry shall enhance its risk
control, and reinforee its financial strength.
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President

ILTransformation of the Bank's Organization
The bank's organization remained unchanged for FY 2009

III.Results of Business Plans and Operating Strategies for
FY 2009

1.Enhance the Integrated Risk Control Mechanism:

The E-Loan system was installed to work on May 2009, in
order to reduce the paperwork and upgrade service quality,
which also includes the ratings of corporate and personal
customers to control the complete credit ratings of customers.
Meanwhile, the system will provide the credit business risk
management analysis based on the historical information
about credit risk factors of the borrowers recorded in the
database, in hopes of adjusting the credit policy in a timely
manner and reducing the credit risk.

2.Enhance Loan to SMEs and Maintain Loan to Kaohsiung City
Government on a Specific Proportional Basis
The Bank is a local Bank in Kaohsiung. Adhering to the
concept highlighting "local bank meant to serve local
enterprise”, the Bank wishes to be a good friend of local
enterprises. The balance on loan to SME at the end of
December 2009 was NT$27,017 million, an increase by
4,06% more than that at the end of December 2009,
NT$25,963 million. The balance on loan to the Kachsiung
City Government at the end of December 2009 was
NT$30,073 million, i.e. 21.53% of the total balance on loan of
NT$139,665 million.

3.Enrich Self-own Capital to Upgrade Financial Strength
To upgrade BIS ratio by issuing subordinated financial
bonds.
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The Bank issued subordinated financial bonds on Jan. 20,
2009 totaling %3 billion. Year-end BIS ratio increased from
8.69% in 2008 to 10.65% in 2009,

IV.Execution of Business Target:
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V.Analysis of Financial Revenue, Expenditure and
Profitability:
1.Financial Revenue and Expenditure:

In 2009, net revenue of NT$1,824million; credit loss
expenses of NT$72 million; operating expenses of NT$1,709
million; income before tax of NT$42,620 thousand; net
income NT$76,416 thousand.

2 Profitability:

In 2009, the return on total assets after income tax was
0.04%; return on equity after income tax was 0.81%; net profit
margin after income tax was 4.19%; EPS after tax was
NTS$0.15 per share.

VI1.Status of R & D:

In 2009, the Bank offered a sound environment for
transferring corporate funds: established an XML-based
operating platform for collecting banks, “ electronic bid
bonds (performance bonds) letter of credit issuance, export
negotiation” and “ OBU foreign currency check deposits” ,
promoted the “ simple credit loans”,
Mortgage Campaign”, “ Supply chain financing” and
foreign currency p tial deposits” etc.

* Low-Interest
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Summary of the Bank's Business Plan in 2010:

LBusiness Policies
In order to raise business performance and lower
operating risks, the Bank shall continue the realignment of its
business strategies, increase the weight of current deposits,
improve deposit position, reduce op g costs, i
lending to facilitate the growth of small and medium
enterprises, p wealth
fee-based income, impose investment caps, and establish an
ic eredit went systems that facilitates quantified
risk management, effectively prevents the occurrence of
various risk events, minimizes potential losses, enhances
profitability and delivers higher carnings.

1t services, increase

ILExpected Business Objective and Basis thereof, and

g ﬂ % Important Operating Policies
(—)FaHRE 2 EE 1.Expected Business Objectives
i
B : Frf ) 220 | Unit: NTS /USS 100 Million
EHEEE Item FASEHL Target
F A - EE B Average Deposits Balances(NT$ 1,653.40
FRCE R age Depos )
FhEISERER Average Loans Balances (NT$) 1,455.00
MECFI R $
SERFER(ESR) Foreign Exchange Sales (US$) 36.00
fRBEHERIER Accumulated Guarantees (NT$) 70.00
i RAVEH SR TATEERWTER L NRTHEESE -
Note © Average deposits balances referred to in the said table excluded average deposits bal of Chunghwa Post Co., Ltd. and the other banks.
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2 Important Operating Policies:

To achieve a stronger financial structure and profitability
in 2010, The Bank intends not only to enhance its credit
quality and the quality of its investments, but actively promote
its deposits, loans, wealth management, and credit card
businesses for higher performance.

(1)Strengthen loan's risk n
quality.

, strictly trol asset

In compliance with the implementation of Basel II
accords, The Bank sets forth to establish risk management
policies and systems; enhance the management of potential
risks arising from our various business activities; grow
credit, investment, and other related businesses; improve
the quallty of our credit, assets and overall business

P il dy g t and stringent
monitoring of our credit customers to lower our overdue
loans ratio,
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(2) Develop SME loans more thoroughly
A.SMEs are more thoroughly of Taiwan's economic
development and also this Bank's core business. This
Bank will continue developing the SME loans more
thoroughly to scatter risk and to upgrade the profitability
with a better interest rate spread.

B.n order to reduce the credit risk of SME loans, this
Bank will strengthen the transfer of credit guarantee fund
business and increase the underwriting ratio of credit
guarantee fund.

(3) To strengthen the business of simple credit loans
The Bank shall actively introduce simple credit loans
to target customers for higher yields.

(4) Enhance overdue loan collection to reduce The Bank's
NPL ratio
Enhance our collection of overdue accounts, non-
performing loans, and written-off debts; raise our
collection performance for faster recovery of The Bank's
overdue loans to inject working capital and revenues;
enhance the monitoring of non-overdue accounts for a
better grasp of customers' conditions that minimizes
overdue loans.

(5) Improve deposit composition; reduce cost of funds

Reduce The Bank's cost of funds and improve
profitability by increasing the weight of current
deposits.

(6) Continuously promote "Wealth Management" services that
align with the trend of multi-dimensional personal
finances.

Continuously promote "Wealth Management"
services by forming cross-industry alliances, choosing
trust and insurance products that complement The Bank's
financial and asset planning services. Deliver customer
services at differentiated privileges; build customer loyalty
by delivering personalized services through our financial
consultants; raise the efficiency of our marketing efforts to
meet customers' needs. Increase customers' financial
gains and generate higher commissions to The Bank.

(7)To proceed the operation automation and upgrade operating
efficiency

The Bank expects to complete the upgrade of its
operating platform across all branches in 2010. This new
banking system offers higher efficiency and will take over
many of our standard workflows to improve the efficiency
of human resources. The system also provides a more



BEFLEH  RUFTEZE
TFrRBERE » IR E F AR
G E IR o

8.0 A X R B 0 HE e R 8
B
AT BB A A A
CRIMHE AR - IR
BT A B R TR RS 0 LUR
F-1EF]

2 ATRKFIRRIS G

AERPNEEBEEBREER
HEAIK > Ty B R RS E (i 7E PR
fEHb AR 3 - HER T HR/NRERER -
BERTRHE BHE T/EMAER, I
EERERE THEEEEE, c URE
FHETRT CEHERENAEE
C EARBES > -SRI E
HEANNERFRE - Z2HEERN -

B RTRBNEEPRE - &8
RE KR EHERE ZEED
o

— BB RRREZEE

BANSBHSEMEEE] TRIT
R BRUEF-HEREES
fEfi S8k o (MOUYR » BB F A
EMEHNE  BRESMEREER -
FERMGESRITHERER  51E
EBREZEAHERE BEMERT
EHEFBERE - ERHHEFHE
WA EEREAREEN REE

o EHRECRE

BTSSR ML AFEE
R ETEVE  BERREAER
 EERBEEEIESES TIRITE
CRUCVALEIREE ST oy b N
EEEEERENINEH, - 1=
B, - BLRTRI02F1A1HE SR
I 32 98 BB g 5t 18 R (IFRS) i 2 i

comprehensive e-commerce environment for the
development of electronic banking, instant information
| services.

1.
P

, and more profi

(8)Explore cross-strait business opportunitics; expand existing
service network

In addition to seeking approval for business
relationships with Chinese financial institutions, The Bank
is actively developing new financial products and services
to deliver higher profitability.

The Bank's Future Development Strategies are Specified as
Follows:
Small and medium-size enterprises have been the
backbone of Taiwan's y. The Bank therefore fi
its business development strategy to supporting local
enterprises, by offering "Loans to Small and Medium-size
Enterprise”. To flourish the industries and commerce, to
fulfill the "root locally" policy, and to continue developing the
"wealth management business", Strive for professionalism
and fine-quality. The Bank's business objectives include
upgrading assets and capital scale, and further strengthening
risk management and human resource competence, and
increasing operating performance.

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

LImpact by External Competitive Environment

Following the establishment of the * Memorandum of
Understanding for Financial Supervision over Banking,
Insurance, Securities and Futures” between China and
Taiwan, competition shall be extended into the Chinese
market. After the global financial crisis, the local financial
authority has imposed more stringent standards on capital
adequacy, asset quality, and compliance etc to ensure the
health of our banking segment. As the competition in local
financial market is getting more and more intense, the Bank is
dedicated to upgrading its business performance and
solidifying its operating base.

ILImpact by Laws and Regulations

In order to update the Bank's financial conditions,
strengthen corporate governance, to increase the transparency
of information, to safeguard the interests of investors, the
competent authorities ively ded or promulgated
"Standards of Fi ial Busi Activities-Section 2 of The
Banking Law", "The 9 Irregularities of Lehman Brothers'
Structured Notes", "Tri-Support Policy”, and the direct
adoption of International Financial Reporting Standards (IFRS)
by the banking industry from 1, Jan. 2013; amendments to
"Civil Law: General Principles" and "Civil Law: Family",

S

N

-~
.
e

) o



BH#E  EERERAEAREHBE
Bk TEEREEGIRE, o T "
PR R L F o AT 88
o TS > HEES LB IR
AR TREEUZ R REEN
B A B 7 3T o
s RS R

BETHERRERMEAELE
HATEFE GRS HEEBFE
TREENARBFEDHRTFRIERE
TN 1 R A I FEE % R S R A
5o

HHRPEARRTHRESENE
A 38 T 1E B R O 2 P 2205 - BEA
13 B vP R Y A — 2 PRI It A
i+ AN b 32 B BR S S AR AT £2 R AR
RITHERRERABRETHERT
f 1% 25 ] BE R AR BT IR R EE I 5
BENDRCERE B RO BHEER
» MR GGRBERERREEAR

M I BORF # P ECFARY A8 R 3 2
REAREMN L LTS - BEH
BERKNERA L EwENEE -

[ 1]

fh» RITIRIE— RZEHFFRR
R H 5% H
984F 12 22H rh {5 H 3F % (I
AR AMATRIBERTSERE T
twA-, - HHEATEE TtwA2,
AERE TIRE, -

BB MRRL L RERATZLFHE
i€ MR B R AR B S
DAMIATT B FF N R R - Bk > Bt
ZIBHE > SHEE | BENE | FERE
!

abandonment of the "Declaration of interdiction", and the
enforcement of the "System of Adults Custody" etc. The Bank
always complies with laws and regulations and acts |

to laws. The amendments to or promulgation of the relevant
laws and regulations are more helpful to upgrade the Bank's
financial conditions and corporate governance.

IILImpact by Overall Economic Environment

Although the economic recovery during the second half
of 2009 was incomparable to the magnitude of the i
during the first half, almost all 5 manufacturing industries had
reported positive growth. The magnitude and depth of the
recoveries of our industries are becoming more apparent.

The unexpected raise of interest rates on required
reserves by the Peoples' Bank of China by two quarters of
points triggered investors' concerns toward China's further
actions to cool down economic activities. Furthermore, there
are also U.S. President Obama's proposal to restrict banks'
risk taking practices and concerns that Greece's budget deficit
crisis may drag down the economic recovery of the Euro
Zone, The market will be filled with risk-aversive atmosphere
as investors clung on to the devastation of the sub-prime
crisis.

The consensus and capability between China and
Taiwan to expedite ECFA will play a revolutionary role in the
future of Taiwan's financial industry.

The Bank's Most Recent Credit Rating Result and Date of
Rating

On Dec. 22, 2009, Taiwan Ratings Corp. announced that
the Bank's long-term credit rating in 2009 was "twA-", and
short-term credit rating "twA-2". The outlook was rated as
"stable".

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





