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Declarants

Chairman

President

Chief Auditor

The Head Office's 

Legal Compliance Head

                                                                                                                                    ( )
 (The content of the report is in conformity with the original Declaration)

1.

Implementation Status of the Internal Control System

Declaration on the Enforcement of the Internal Control System

Bank of Kaohsiung

Declaration Enforcement of the Internal Control System

April 24, 2008

Attn Financial Supervisory Commission, Executive Yuan

96 1 1

96 12 31

We, the Undersigned, hereby on behalf of Bank of 

Kaohsiung declared that during the period beginning January 1, 

2007 until December 31, 2007, we did faithfully build the 

internal control systems and enforce risk control in accordance 

with the "Enforcement Regulations for Bank Internal Audit 

Control System". Further through detached and independent 

Audit Department, we conducted audit with audit reports duly 

submitted to the board of directors and supervisors on a periodic 

basis. We evaluated the effectiveness of its Internal Control 

System in accordance with the Guidelines for the Establishment 

of the Internal Control System by Public Companies (the 

Guidelines) set forth by the Securities and Futures Commission 

of the Financial Supervisory Commission. Through prudent 

assessment, all units of the Bank did faithfully enforced the 

internal control and legal compliance. The Statement of the 

Internal Control System will be a prominent feature of our 

annual report and prospectus, and will be released to the public. 

Should any statement herein involve forgery, concealment or 

any other illegality, Articles 20, 32, 171 and 174 of the "Security 

and Exchange Act" shall apply.
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                                                                                                   HORWATH CHIEN HSING
                                                           Certified Public Accountants

                                                                                                   A member of Horwath International

                                                                   CPA Jen-Yao Hsieh

                                                                   CPA Shu-Man Tsai

97 3 3                                                                                                    ( )
The content of the report is in conformity with the audit report
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2. Independent Auditor's Report on Internal Control System

HORWATH CHIEN HSING

Certified Public Accountants

A member of Horwath Internationa

21 12

12F, 21 Linshen 2nd Road,

Kaohsiung, Taiwan R.O.C.

TEL:(07)3312133

FAX:(07)3331710

( )

( )

96

96

96 1 1

96 12 31

Bank of Kaohsiung Co., Ltd.

Independent Auditor's Report

                                                                        March 3, 2008

To: The Board of Directors of the Bank of Kaohsiung Co., Ltd.

We have audited the accompanying financial statements of 

Bank of Kaohsiung Co., Ltd. as of December 31, 2007 subject to 

generally accepted auditing standards. We have also examined 

the internal audit design and execution for business operation in 

FY 2007, the compliance with regulatory system, the 

appropriateness of allowance for credit loss, and the accuracy of 

statements and data filed with the competent authority. It is the 

responsibility of the Board of Directors to supervise the 

management in establishing and maintaining a proper Internal 

Control System, while our responsibility is to express opinions 

and issue a report on the Internal Control System based on our 

audits.

We conduct our audits subject to the "Enforcement 

Regulations for Bank Internal Audit Control System" that is 

published by the Financial Supervisory Commission. The 

Measures require that we exercise the necessary inspection 

procedure including evaluating the controlled environment of 

the bank, major business risk, the nature of accounting and 

managing records and the design of Internal Control System; 

also, plan and perform the audit to obtain reasonable assurance 

about whether the financial statements are free of material 

misstatement. The audit includes examining, on a test basis, 

evidence supporting the amounts and disclosures in the financial 

statements. We believe that our audits provide a reasonable basis 

for our opinion on the effectiveness of the Internal Control 

System.

Except for the potential improvements recommended for 

the findings in the report, in our opinion, based on our audits, 

the Internal Control System, the execution of regulatory 

requirements, the appropriateness of allowance for credit loss, 

and the accuracy of statements and data filed with the competent 

authority of the Bank of Kaohsiung are with a proper control 

mechanism installed and with an effective design and execution 

maintained as of December 31, 2007.

The audit report is issued to help the Board of Directors 

supervise the management of the Bank in improving internal 

control and for the reference of the bank component authority in 

extraordinary management.
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2

Penalty Received for Unlawful Practices Over the Past Two Years, and Corrective Action Taken Against 

Major Defects

1.

Indictment by Prosecutors Against the Responsible Person or Staff Members because of A Crime 

Committed on Duty

(3) The Bank's corrective action

A.The Bank established the collateral appraisal center on 

April 20, 2000, and also amended its "Standards 

Governing Real Estate Appraisal and Granted Loans" in 

accordance with the condition of real estate market and 

changes in laws, in order to establish objective appraisal 

standards and fulfill the control over real estate credit 

extension risk.

B.The Bank's Ssu Wei Branch was relocated and renamed as 

"Da Fa Branch" on December 26, 2000.  The audit 

department of the Bank's board of directors was dedicated 

to a project on July 17, 2001 to reconsider the "real estate 

appraisal operation". The audit result showed that the 

defects have been corrected and no similar cases took 

place thereafter.
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3

A. 89 4 20
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90 7 17

(1) Case

Former manager, deputy general manager and 

employees of the Bank's Ssu Wei Branch, totaling 4 persons, 

were suspected of overestimating the collateral in the credit 

extension to Wan Li Hsiang Restaurant in August 1995 and 

granted the loan of NT$9,000,000 and thereby caused NPL. 

The investigation on the case has been concluded by 

Kaohsiung District Prosecutors Office, and the prosecutor 

brought indictment against the case on April 25, 2001. The 

case was convicted upon the criminal judgment rendered by 

Taiwan High Court, Kaohsiung Branch under 96-Shang-

Keng (2) Tze No. 19, and the former manager was sentenced 

to imprisonment of one year, and deputy general manager 

and employees were sentenced to imprisonment of 6 months, 

and granted two years' probation.

(2) Major defects

A.The former deputy general manager and persons-in-charge 

of credit investigation and credit extension formed the real 

estate appraisal team. Under the manager's guidance, the 

land provided as collateral was resolved to be appraised as 

NT$290,000 per ping, which was greatly different from 

that determined by the court's irrevocable judgment.

B.The former manager had the ultimate authority to approve 

or reject the credit extension and appraisal on the collateral. 

However, he failed to supervise the credit extension with 

due diligence and thereby caused it to be NPL. Apparently,

he failure to handle the credit extension and appraisal 

procedure with care.
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2.

Penalty Fine Imposed because of Violation of Acts none

3.

Stiff Rectification Imposed by the Financial Supervisory Commission, Executive Yuan because of Defects in Business Operation

none.

4. 61 1

Penalty Fine Imposed because of Violation of the Banking Act of the Republic of China Article 61-1 none.

5.

5

The Major Occasional Frauds, Contingencies ( Fraud, Theft, Embezzlement, and Rubbery, False Transaction, Forged Document and 

Marketable Securities, Kick Back, Natural Disaster Loss, Loss from External Factors, Hacker Attack, Data Theft, and Disclosure of 

Confidential Information and Customer Data and Such Major Incidents) or Security Accidents Resulting from the Failure to Practice

Security Works, or the Incidents Which Resulted in Loss Over NT$50 Million Over the Past Two Years none.

6.

Disclosure of Other Events as Required by the Financial Supervisory Commission, Executive Yuan none.

7. Others

(1) 96 3 2 0960001800

100

The Bank was held violating Fair Trade Act for the unfair acceleration clauses agreed in its loan contracts and, therefore, fined 

NT$1,000,000, according to the written decision of Fair Trade Commission, Executive Yuan under Kung-Yi-Tze No. 0960001800 

dated March 2, 2007. Upon receipt of the written decision, the Bank immediately ceased applying the unfair clauses and also 

amended the clauses in the relevant indentures and contracts. Therefore, the violation has been rectified.

(2) 84 8

900 96 6 6

2 13

96 6 25

The former manager of Nan Kaohsiung Branch, Hung Shu-mei, granted the secured short-term loans in the amount of $9 million 

to Wan Li Hsiang Restaurant when assuming an deputy general manager in the former Ssu Wei Branch in August 1995.  She was 

sentenced to imprisonment of 6 months for breach of trust due to overestimated assessment by Taiwan High Court, Kaohsiung 

Branch in June 2007, which may be commuted to a fine, and the court granted that she may be put under two years' probation.

The judgment has become final and irrevocable, and the Bank discharged her on June 25, 2007 according to Article 13 of the 

"Regulations Governing Qualification Requirements for Responsible Persons of Banks".
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