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Item Exposure after risk mitigation Capital charge
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2 Enterprise 49,347 3,885
EEEE Retail exposure 23,152 1,274
FEHAEE Real estate for residential 30,110 1,109
TEREREE Equity securities investments 247 79
HAE & Other assets 4,648 254
=i Total 144,884 7,527
2EEF SR EEGE - REHELEHEER !
Asset Securitization Risk Management System, Exposure and Capital Charge
7\" #Q 1 lj i EA G| f—ﬁl Asset Securitization Risk Management System
(DHE& EHE S UVE RIS BT AR (1)Asset securitization risk management strategy and flow

ENEES) 5;?55:,44‘%1[2?5%% » HUEfTHRERE) -

A ARYE EA A H&?%Téz% 15 FI 6 5 4 1

@‘m@b‘lﬁkmﬂiﬂ’mf \%#ﬁ%@ o B EE L

1 o LI E R R E IR » IRARITHEFES

R E B ETE -

Q)& 7 UE B A A B 2R

HREEFE U 2B EBTES ZER
BB~ AR B S B b < o ARAE A
335 55 25 A0 B I B B A A B SR A o BT O

()& e 38 75 A0 I B i o Bty B R o [ B

FH 5 5 BRAAr o B P B (5 A 400 3 v A B

i A TT R FF (- SRR S R -
(4)E FE 38 75 10 BE B = L B Kk 2 RO - DA S B
22 0 LT oz 9 T B A A U o TR B

AT ARSE B A SR1T B B 14 m i 2 it
BEMAO > R IR A E R 5UE e
Pk 2 AH BIBCR > AR 2R A5 AN EEAH B €55 BT
H R e R E B BUR

O)VEEERFHREATIRITZ ik T 1R o

The Bank only engages in the investing activities with

respect to asset securitization products, and never played the

role of founding bank, service organization, credit
enhancement organization or liquidity financing provider.

The investment policies and management procedure with

respect to asset securitization products shall be managed in

accordance with the Bank's rules for management of
marketable securities.

(2)Asset securitization risk organization and strucure
The credit risk, interest rate risk and liquidity risk generated
from the investing activities in asset securitization products
shall be controlled according to the relevant risk management
organization and structure of credit and market, etc..

(3)Asset securitization risk scope and features of managing
report, measuring system

The trading entities and risk management entities shall
conduct risk evaluation on high-risk products periodically,
and report it to the high-rank officers.

(4)Asset securitization risk hedging or risk mitigation policy,
and strategies and procedures for continuous validity of
supervision, avoidance and risk mitigation tools

The Bank never played the role of the originator bank or
liquidity financing provider and, therefore, has not yet
developed any policies related to the asset securitization
hedging or risk reduction. If the Bank wishes to engage in
said business, it is necessary to define the relevant
management policies first.

(5)Methods adopted to legal capital charge :
approach.

Standardised
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Exposure and Capital Charge after Asset Securitization Risk

AV FraHE & oc  NTS Million at 2008.03.31

P SR T
Item Non-Originator bank
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Exposure after asset securitization risk Capital charge
under buy in or held
T ( %BA%:4R17 ) Banks (including multi-development banks) 3,084 245
=i Total 3,084 245
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5 T fg Operational Risks Management System

[EETHEE AN Operational Risks Management System and Capital Charge

(1)Operational risks management strategy and flow
A.Strategy
The Bank's operating risk management objective is to
establish the operating risk management mechanism
recognized and complied with throughout the Bank, to
identify, measure and control the operating risks to be
borne by the Bank, keep the adequate operating risk capital
to manage the Bank's operating risk stably.

B.Flow

The Bank will continue proceeding with the key risk

indicator, loss database and self-assessment of risk to

enhance the procedure to identification, measurement,

communication and control the operating risk.

(A)identify :
The information about loss as identified includes that
reported by the Bank's business entities and acquired
via the auditors, competent authorities and external
organizations.

(B)measure :
The information about loss shall be classified according
to the eight major businesses and seven major types of
loss. It is necessary to evaluate the amount of loss, other
relevant expenses, collectable amount and the relevant
effects.

(C)communicate :
The report form shall be summarized and returned by
the concerned entity. The risk management entity shall
confirm its sufficiency and accuracy upon the relevant
business supervising entity's approval.

(D)control
Ensure the feasibility of following responsive actions
and execute the actions precisely, and review and
improve the management procedure to prevent the
similar events from occuring again.

(2)Operational risks management organization and strucure
The operating risk management organization and structure
include Board of Directors, Business R& D Taskforce, Trust
Property Evaluation Committee, Risk Management Dept.,
business supervising entities and business entities, which are
specified as following:
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AFET | (NEPERSERIR RS ELE A.Board of Directors: authorize the important Operational
EVEXE G e T E ALY ESEXAR risks policies according to the entire operating strategies

and business environment to ensure the effective operation
of credit risk management, which is the supreme policy-

B S ROEE - BT R A g E

AR TR BT o making entity of the Bank's credit risk management.
BB EE/IE AERTRIEEREZ B.Business R&D Taskforce: responsible for the renovation
T ZE R $ TH o projects, research and suggestions of the Bank's businesses.
Té éJ/C Ej}z gqi % é /%1 % TZ Tg EJE EZU?T; Z 3#H A C.Trust Property Evaluation Committee: evaluate whether the
TBIEESHE  TIFESEITNE o trust property is utilized in conformity with the relevant
laws and regulations, and also the trust deed.
D.E G EHER © & 5% TEER g ET D.Risk Management Dept.: responsible for integrating the
(e > 1 TT Ao T e ﬁf 2 7 b A T B #.E I Bank's operational risks, executing the Bank's entire

operational risks management and control, summarizing the
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Bank's operational risks management information and

#HEY W ﬁ? I B B AR E R (R 5 R B reporting it to Board of Directors periodically, and handling
BRGNS IR o the operational risks capital charge and disclosure of
information pursuant to the competent authority's

» requirements.

EZEBFEENL © B IRARATEE 75 2 (E2 E.Business supervising entities: know the operational risks k
Jl, [K;.u » ZTE %I/E E g ﬂﬁﬁ HF ?fﬁ JaE [5/\ =g of the business handled by them, include the risk
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requirements, and managing and supervising the business
2, £ G 15 THL e o2 G
T - 15 Bh A g 7 B R 5 A 2 AT R S B entities' execution of business, and helping Risk
P o Management Dept. complete the control of the Bank's
Operational risks.

F& T @ fEa \?fé TE(EZEHHE ~ N4 H F.Business entities: comply with the relevant operational

s 7@ R E > TR SR H % E 2 guidelines and internal control regulations to engage in the
b F

routines for operating risk management, confirm the
accuracy and sufficiency of the information, and report to

@ﬁ%@’%w%W% 5B IERE 1 M58

B 5 S0 R E PR A 3 B B AL SR the various business supervising entities or Risk
b "G FH iR o Management Dept. pursuant to the requirements.
(3){’?%@‘ o i o B B SR 0 2 B B B B (3)Operational risks scope and features of managing report,
__ i tem
A s = .- measuring sys
AT AT IE (5 /J; e gii N T3 At A.The operating loss database established by the Bank is able
P ESIR R R s 2 B B L R R 1 %E' to strenghten the automation and efficiency of internal loss
MARE L SR ESRLTEE > T information collection. The operation of the loss database
§l§ SR HEE S RF B }% N Eji o TH A Ijj report system contributes to collection, maintenance,
processing and management of the loss information, and
’ =
DA T A AL SRR o5 58 40 B L A & the standardized loss report form specifications and report
1% WELFE - DIA SGEC BTN }E% E S procedure may record the loss in the Bank effectively and
R AITNIERE g 2 EBE S LA also identify the key business and type of loss in the Bank's
8 > LIE B /E 2R I8 A o BESS A 2 52 operating risk to help reduce the effect to be caused by the
9 . operating risks.
B.After the internal loss cases as collected amount to specific
B.R N8 K B 1F 2 5 —EHBER quantity, the Bank may proceed with the quantitative
RAT O] —F TR W }_HZ Z =1 \7|<Fr analysis on the operating risk, and share the relevant
A H 48 4 = M H S R FE i 2 experience in following up and responding to the loss cases
h D througout the Bank, in the hopes of upgrading the operating
¢’Eﬁﬂiﬁ2§ﬁp%’u%kﬁ$
performance.
AR EAE RN o C.In order to verify the operating risks exposure, and the
CBTHMIIEXRE RN > NIBLEMLHS entity suffering the loss and type of the loss, the Bank .will
S5 A B (4 B R BE 18 B | = produce the management report for operating risks
ji i f bt :;: - ZIK o %E ij = %ﬂa % % f periodically, and the risk management entity will
S b < 7 i RN ER A e 7 B (G E A summarize and report it to the high-rank officers
wEE s EE WS o DUE S R B periodically as the reference for evaluation of risk and

= {é ol g} % ° control.
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of Operation Results and the Evaluation of Risk Management

(4)Operational risk hedging or risk mitigation policy, and
strategies and procedures for continuous validity of
supervision, avoidance and risk mitigation tools

The Bank will proceed with risk transfer or reduction
with respect to the serious operating risks at low frequency to
reduce the effect of the operating risks loss to the entire Bank.
The relevant risk transfer / reduction measures include
insurance, outsouring and emergent responsive actions.

(5)Methods adopted to legal capital charge : Basic indicator
approach.

VB2 A\ [ FEEH#2E 4K Operational Risks Capital Charge

B a8 E#c ) NTS Million
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2005 2,394

&it Total 7,265 363
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4.7 15 i f i BRI B K FEE 4R & /K Market Risks Management System and Capital Charge
35 A 5 B FR I B Market Risks Management System

(1)Market risks management strategy and flow
A Strategy

Adhering to the trading strategies of safety, liquidity,
profitability and dispersion of risk, the Bank establishes the
market risk management mechanism recognized and
complied with throughout the Bank, to identify, measure
and control the market risk to be borne by the Bank, and
keep the adequate market risk capital to manage the Bank's
market risk stably.

B.Flow
(A)identify :

Identify the risk factors in trading activities and
financial products in the trading book including interest
rate and equity securities and the market risk
management positions of foreign exchange and products,
including interest rate, exchange rate, stock price and
product price.

(B)measure :

The Bank's relevant risk management personnel adopt
the risk measurement model of Bloomberg recognized
and widely applied in the same trade to measure the
exposure and income of the trading book.
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(C)communicate :
The Bank's risk management personnel shall report the
information about market risk management, including
limit management, exposure and income, to the
supervisor at each level as the reference for policy
making.

(D)control :
The Bank defines the control mechanism over limit
management, and evaluates the income of invested
objects and reports it to the management to prevent the
excess in limits, and takes the measures to realize the
profit, stop loss or reduce exposure depending on any
change in the market price.

(2)Market risks management organization and strucure

The market risks management organization and structure

include Board of Directors, Assets & Liabilities Management

Committee, Investment Evaluation Committee, Risk

Management Dept., and business supervising entities, which

are specified as follows:

A.Board of Directors: authorize the important market risks
policies according to the entire operating strategies and
business environment to ensure the effective operation of
credit risk management, which is the supreme policy-
making entity of the Bank's credit risk management.

B.Assets & Liabilities Management Committee: responsible
for utilization of capital in NTD and foreign currencies,
capital utilization plans and interest rate sensitivity
analysis, strengthening the comprehensive assets &
liabilities management, adjusting the operating policies in
a timely manner, and seeking stable earnings and growth.

C.Investment Evaluation Committee: responsible for
evaluating the investment in securities.

D.Risk Management Dept.: responsible for integrating the
Bank's market risks management operation, executing the
Bank's entire market risks management and control,
summarizing the Bank's market risks management
information and reporting it to Board of Directors
periodically, and handling the market risks capital charge
and disclosure of information pursuant to the competent
authority's requirements.

E.Business supervising entities: know the market risks of the
business handled by them, include the risk management
when defining the various business requirements, and
managing and supervising the business entities' execution
of business, and helping Risk Management Dept. complete
the control of the Bank's market risks.

(3)Market risks scope and features of managing report,
measuring system

A.The Bank adopts the measurement approach and source of
data recognized in the same trade to ensure the fairness of
risk measurement, and also the accuracy and sufficiency of
the Bank's trading information.
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of Operation Results and the Evaluation of Risk Management

B.The Bank reports the market risk periodically pursuant to
the competent authority's regulations and the relevant
policies and guidelines of the Bank, including:

(A)The transactions of products in the trading book,
evaluation of market value and control over operating
performance.

(B)The limit authorized by traders and the usage of limit
throughout the Bank.

(C)Control over the positions of the various product
transactions.

(D)Control over unrealized income and guarantee bond of
the customer's trading position.

(4)Market risk hedging or risk mitigation policy, and strategies
and procedures for continuous validity of supervision,
avoidance and risk mitigation tools
To cope with the Bank's limit and market risk management
mechanism and policies, when the market risk exposure is
attained and some proper actions are taken, the Bank will take
the trading strategies, e.g. sell call option, put option, write-
off or swap, to reduce the exposure. The risk management
entity and high-rank officers shall follow up the validity of the
hedging effect and take the corrective actions in a timely
manner.

(5)Methods adopted to legal capital charge : Standardised
approach.

5 A fg FEETH2 B AN Market risk capital charge

BAL AW E # T - NTS Million at 2008.03.31
R 51 Item fEEHR A A Capital charge
ES:NS Interest rate risks 109
W@ 75 a b Equity exposure risks 65
o HE i g Foreign exchange risks 115
7 s [ 2 Product risks 0
&Et Total 289

S.REIMERE Liquidity Risks
(WEEHBERE TSN © F52RE136~137H ©

Maturity Analyses of Assets and Liabilities : please refer to page 136~137.
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Methods to manage the asset liquidity and funds gap liquidity

In order to help control operational risk, maintain adequate
liquidity, ensure the ability to pay and maintain financial
stability and strengthen the ability to respond to emergencies,
the Bank enacts the "Guidelines for Liquidity Risk
Management" with respect to NT$ and any foreign currency by
which the assets are dominated more than 15% by all foreign
currencies.
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BIEE K81 2 R BE /0 3 BE 3 75 In order to stabilize long-term profitability and manage the
& EREXS T A FE AR B G ST 14 2 TR B business growth, the .Bank adopts a.n intermediate managerr.lent
S NS > ST E & IES SR strategy betw.een. active and dt?fenm.ve and defines t.h.e various

el R ke 225 5 g | ey e management indicators, e.g. ratio of interest-rate sensitive assets
ANF ZS U B B A AR R B B 2 and interest-rate sensitive liabilities, gap position and net worth
bz~ BRI Bl E L 2R ~ BRI ratio, cash flow gap of the various dates, required reserve ratio,
HMEREHMO ~ [FERERER ~ FLE) e liquid reserve ratio, net loans to deposits ratio, capital adequacy

BN SO - I tio, liabilities purchased (issuance of negotiable certificates of
HEAR HeAR -~ EAE R A I
o jzﬁtﬁ?% ; e B ZIKL E ;j; t/: deposit) and deposits ratio, to control the various indicators
AGE (BT EEREMTH ) BT within the required scope at any time, and prepare and submit
tt K Fo BRZE STHIEFEBIRERE daily, monthly or quarterly statements to the management for
#HEWN - Wik H - & H Sk TR 8E = review.

TR EHEFER o

(2B 7 BB S IR M ek T3 B S AT A TS 2 75 o o 7 R IRI FE H fe
The Impact of International and Domestic Policies ~ Regulatory Changes on the Bank Financial & Business and the

Responsive Measures

) BARITHB S L B [X] & 5
Changes Impact Responsive Measures
TERBEESRM TIRTERECIEEEN (A RCATZ AR ER » KT 2 EAE B | KIRHE
e 14 R A B B PR e o
The FSC amended the “Regulations Governing the Capital ~ |Strengthen the Bank’s risk management, and harmonize the  |Faithfully enforce the
Adequacy Ratio of Banks”. Bank’s capital adequacy requirements with international legal compliance.
standards.

FERBEL "SR sEE 38 % SEIBI N |G FIARTT SR TS & % - LIAF & R EE g 5 | IR AR A 2 -
OREEERRE o B4R T EMEEREN | SIEE R
o7 SRR PR L
The FSC amended the “Regulations Governing the Update the Bank’s financial conditions to be allowed to apply |Faithfully enforce the
Establishment, Relocation, or Closure of Domestic Branches |to set up new branch units.
by Financial Institutions”, renaming them the “Regulations
Governing the Domestic Branch Units of Financial

legal compliance.

Institutions”.
FEBBEERA "SRR IEE M AS| MR HERITEUES - IR AR E o
FTE S oo

The FSC amended the “Regulations Governing Non-Business |[Reduce the administrative burden of reporting requirements. Faithfully enforce the

Operation Offices of Financial Institutions”. legal compliance.

FERMERFITNEF 4 AEATESRITH|ARITER 97 F 4 A 30 HI5FZ Q& G0 T & | AR -
HEEBEEE L -FE 12 A31 Hik > g8 96 TEEMKRIRER
At EMSE LS —F A HRRIREEE 1 E
T B Z&EH} o

The FSC adopted a rule requiring that banks must act by the |The Bank has disclosed the information on major write-offs Faithfully enforce the
end of April each year to disclose on their websites the names |as determined on the basis of figures audited and certificd by
of customers for whom they have written off loans of NT$100|a CPA as of Dec.31,2007 at April 30, 2008.

million or more as of December 31 of the previous year, as

determined on the basis of figures audited and certified by a
CPA.

legal compliance.

TERMEERM TIRTERETIIHFEERICARAE - EELREEASMESEA 8| KA -
Al e %
The FSC amends the “Regulations Governing Information to |Strengthen corporate governance and ensure more complete  |Faithfully enforce the
be Published in the Annual Reports of Banks”. disclosure of information regarding remuneration paid to legal compliance.

directors and supervisors.




d

HBRAREERRL

SEl TR EIESEIE |

Review & Analyses of Financial Position,
of Operation Results and the Evaluation of Risk Management

2

Changes

HATUMBEB LV E

Impact

[X1 & #85 e

Responsive Measures

TEEBIEL "RITa T NEEHERLRM1E
Al B8 316 ~ 58 12 RIGSC  IETIRTTZE S
£ RRHE SRS Z AT SEEIES
MEEZEBR - EICHE S EEBIEE Z
A o

The FSC amends Articles 3 and 12 of the “Regulations
Governing Qualification Requirements for Responsible
Persons of Bank”, adding provisions that bar any chairman,
president, or other person of comparable position in a bank
from serving concurrently as a chairman, president, or in
another comparable position at a non-financial enterprise.

J

BENFAH o

s

Further implement corporate governance.

{RATHFE o

Faithfully enforce the
legal compliance.

TERBAE LA T ABH 1T R ST YRR £
i) | EE i B YA |

The FSC amends the “Regulations Governing Establishment
of Internal Control Systems by Public Companies”.

HATE 2 B PN AR PR I 1) P e - EERE %A 2 E B
FEEGRFEFELEE > G RIEEEGH
AE ©

Adding provisions to require internal control system and audit
plan must cover board meeting procedure, help ensure boards
of directors fully exercise their proper function.

IRATHFER o

Faithfully enforce the
legal compliance.

TEHBIE L " SRITHER AT M SRl e L TS
FEE R HEIE oo IGETIRIT A SE 5 H A5 AT
FBRERE - BRLEE - IR IREE—
TEARYE Z BRGNS i B A BE 55 o

The FSC amends the “Directions for Banks Conducting
Financial Derivatives Business”, added requiring that banks
which apply for approval to conduct derivatives business
must satisfy certain conditions regarding credit rating, capital
adequacy, NPL ratio, and NPL coverage ratio.

HEEARS  RILAMEEE BHILE R
i1 R R 2 o

Further implement credit rating, capital adequacy, NPL ratio,
and NPL coverage ratio.

R o

Faithfully enforce the
legal compliance.

TEHBRE B (1) 278 97 FEEN
BASE 1 =)0 3 =Sk o

The FSC announces that when exchange-listed and
OTC-listed companies publish their Q1 and Q3 financial
reports, they will be required to furnish with their
consolidated financial statements.

R EFERE -

Increase the transparency of information.

AL o

Faithfully enforce the

legal compliance.

(Z)Rhaes J S B AT I35 36 15 L S0 B L A e e

The Impact of Technology Development and Industrial Changes on the Bank Finance & Business and the Responsive Measures

) HARTHMBRG LB [X] FE 45 Tt
Changes Impact Responsive Measures

BALEZERERARIR -
EAR

F5E & o

BRI B R M & E AR A

B - DAMERE & 5 0 f T S | FE B R I o

FEMILENLT 2B RS LES

The significant of the security on technology
information.

This is helpful to prevent information systems
and clients’ database from being intervened and
destroyed illegally, to protect the clients’ interest
and business operation.

Continuously strengthen the information security
management mechanism and emergency coping
measures.

PN <5 Bl v 455 1 2 T B SR <6
O - SRR A E KRB ARESD
T BFEH @M e

The competition in the local financal market
becomes extreme day by day because the
competent authorities encourage financial
reorganization and financial controlling
companies bring tremendous pressure.

AT I B S mh I i BN AR1T T
NE o EFRE R BRI o
The Bank is not subordinated to any finanical

holding companies, the Bank must work more
hard.

BB RURERE - RIT5
BHET) -

o

In order to cope with the development trend of
the local financial market, the Bank will be
dedicated to strengthening the quality of
management and upgrading competitive strength.
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ANNUAL REPORT.

The Impact of Image Change on the Bank and the
Responsive Measures

The Bank is able to shake off the stiff operation as a state-
run bank since our Bank was privatized. The operating policy
has been made more flexible and with better assets quality and
effective operation. In response to the severe competition in the
economic environment and financial markets, the Bank intends
to reinforce operating constitution continuously and to reach
another peak in business with a good image and professional
operating decision and method.

Expected Benefit, Potential Risk of Future Merger and the
Responsive Measures : none.

Expected Benefit and Potential Risk of Expanding Business
Locations

The Bank will have business locations set up nationwide to
improve our operating effectiveness and generate profits. The
risk of damaging the operating constitution due to the setup of
new branch offices is also considered.

Risk of Centralized Business Operation

Centralized business faces the challenge of credit risk,
market risk, and operational risk. For the sake of reducing the
impact of the risks, the risk is to be decentralized through the
mechanism of a business station, source of customers, and
diversified product lines.

The Impact and Risk of Business Ownership Change on
TheBank : none.

Litigated or Non-Litigated Events
There were no major litigated or non-litigated events in
progress other than business-related litigations.

Other Significant Risks and the Responsive Measures : none.

Responsive Mechanism for Crisis Management
Regulations for each business have been stipulated and
executed by the Bank so as to minimize daily operational risk.
The setup of Credit Screening Committee, Business R&D
Workshop, Bad Credit Monitoring Workshop, Assets / Liabilities
Management Committee, Personnel Evaluation Committee,
Long-term Stock Investment Panel, Trust Property Evaluation
Committee and Emergency coping team; also, the regulations of
"Regulations Governing Trust Risk Management", "Regulations
Governing Risk Management", "Regulations Governing
Investment Policy"", "Regulations Governing Legal Risk
Management", "Regulations for Compliance of Regulations &
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Review & Analyses of Financial Position,

of Operation Results and the Evaluation of Risk Management
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System Execution and Planning", "Regulations for Disaster
Prevention and Rescue," and Manual for emergency coping
measures are the responsive mechanisms for risk management.

Other Significant Events : none.





