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5.1 Business Scope
5.1.1 Main areas of business

operations

Business Item

Major Business

Wealth Management Business

With Respect to High Net Worth Customers, the Personnel of Wealth Management Provide the
Financial Planning or Allocation of Assets Per Customers’ Requirements and Offer Various
Financial Products and Services Included in the Bank’s Business Lines Approved by the
Competent Authority.

Consumer Banking Product : Mortgage Loans, Simple Credit Loans, Operating Fund Financing,
Individual Credit Loans, Tuition Loan, Credit Cards and Credit Card Processing etc.

Loan Business

Corporate Banking Product : Operating Fund Financing, Loans for Capital Expenditure, Project
Loans, Issuance of Local Letters of Credit, Electronic Bid Bonds (Performance Bonds), Letter of
Credit Issuance, Export Negotiation, Supply Chain Financing, Guarantees and Acceptances etc.

Electronic Financial Business

Chip Combo Card, Internet Banking, Web ATM, Telephone Voice Service, Financial XML-based
operating Platform for Collecting Banks, Domestic ATM Acquiring Affairs in UnionPay Card in
Taiwan, Electronic Payment System of Kaohsiung City Treasury, etc.

Foreign Exchange Business

Export, Import, Outward and Inward Remittance, Foreign Currency Deposit, Foreign Currency
Loans, and Payment Secured by Foreign Currency, Without Recourse Factoring, Transaction of
Derivative Financial Products and OBU Foreign Check Deposit Business.

Trust Business

Trust of Real Estate, Trust of Securities, Money Trust, Trust of Money Claim and Guaranted Right
of Object, Assumption of Executor and Administrator Of Estates of Deceased Person, Discretionary
Investment Business, Act as Agent for Issuance, Transfer and Registration of Marketable
Securities, and Payment and Distribution of Dividends, Interests and Bonus, Provide Advisory
Service on Issuance and Offering of Marketable Securities, Subscription Business of Portfolio,
Custody Services, Safe-Deposit Box Rental Service etc.

Investing Business

Transactions of Stocks, Beneficiary Certificates for Funds, Short-Term Bills, Preferred Stocks with
Fixed Income, Negotiable Certificate of Deposit of the Central Bank, Government Bond, Corporate
Bond, Beneficiary Securities and Asset-Backed Securities.

5.1.2 Weightings and Changes of Key Business Assets against Total Assets

Unit : NT$ Million, %

2011.12.31 2010.12.31
Major Business
Amount % Amount %
Total Assets 223,914 100.00 214,904 100.00
Consumer Banking Business 53,697 23.98 53,983 25.12
Corporate Banking Business 114,203 51.00 119,070 55.41
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5.1.3 Weightings and Changes of Key Business Revenue against Total Operating Revenue

Unit : NT$ Million, %

2011.01.01-2011.12.31 2010.01.01-2010.12.31

fem Amount % Amount %
Total Operating Revenue 5,219 100.00 4,330 | 100.00
Revenue on Loan Business 3,242 62.12 2,697 62.29
Revenue on Investing Business 730 13.99 594 13.72
Revenue on Wealth Management Business 279 5.35 310 7.16
Revenue on Deposit Business 27 0.52 26 0.61
Revenue on Foreign Exchange Business 23 0.44 58 1.35

5.1.4 Business Plan for 2012

A. Adjust credit assets portfolio and upgrade interest spread
(1) Develop loans to SMEs based on better interest spread as the first priority, and particularly foster local
SMEs;
(2) Continue promoting the house loan and also enhance the business for non-house loans based on better
interest spread;
(3) Enhance transfer of SMEs credit guarantee fund business to control the risk over loans.
B. Adjust deposit structure and upgrade profit
To increase demand deposits as the first priority, in hopes of substantially reducing the funding cost and
upgrading net interest income.
C. Accelerate collection of bad credit and upgrade profit
To continue enhancing the loan quality and accelerate collection of bad credit, in hopes of increasing income,
and also to enhance the control over borrowers, in hopes of controlling customers’ status rapidly and reducing
the possibility of NPL as possible as it could to decrease loss.

5.1.5 Market Analyses
A. Regions Where the Bank Operates
The bank focuses primarily on the domestic market. Until the end of 2011, the Bank has 39 business units
(exclusive of OBU), 29 of which are located in Kaohsiung City, 1 in Pingtung City, Tainan City, Taichung City,
Taoyuan City, and Hsinchu City, 2 in New Taipei City and 3 in Taipei City.
B. Future Supply and Demand and Growth of the Market in which the Bank is Engaged

a. Future supply and demand of market
With the incentive from the competent authority’s policy to accelerate the cross-strait exchange, most of the
domestic banks identified 2012 as the “Go West” year. Large-scale banks’ heads indicated that they would
arrange for layout in Mainland China by establishment of the second branch, regional offices and RMB
services available to Taiwanese businessmen.
Due to the restrictions imposed by laws and regulations, the Bank cannot go west for the time being.
Notwithstanding, it will take the chance to adjust its layout and develop the domestic market more thoroughly.
b. Growth of the Bank
CBC has suspended escalating the interest rate for three quarters consecutively. It is expected that the
interest rate is very likely to remain the same in the near future. Considering that the Bank’s interest rate
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growth is limited, in order to increase the income, the Bank will work hard to adjust the loan asset portfolio to

upgrade the interest spread, and will also adjust the deposit structure to reduce the funding cost and continue

accelerating collection of bad credit to increase profit.
C. The Bank’s Competitive Niche

The Bank’s prime competitive strength resides in its identity as a “local bank” operating for three decades

domestically and engaged in developing local business and plentiful local resources.

D. Advantageous and Disadvantageous Factors of the Bank’s Prospect, and Response Measures
a. Favourable Factors

1. The Kaohsiung City Government holds 45.28% of the bank’s ownership interest, providing stable
management as well as consistent sources of deposit and loan businesses.

2. The bank has capitalized on the distinct industry characteristics of the Kaohsiung region, and developed its
SMEs lending for many years. It has accumulated a customer base that generates consistent revenues,
and a loan portfolio that grows progressively year after year. The bank is well-positioned in the local
market.

3. The Bank is actively developing the wealth management business for higher fee-based income and
diversifies earnings.

b. Unfavourable Factors

1. Compared to industry peers, the Bank has lower demand deposit ratio results in higher funding costs and
lower profitability.

2. Small business size and weak bargaining power makes the Bank susceptible to market competition and
lower interest margins.

3. Following expansion of the cross-strait financial policy, the market changes from time to time. The bank
will face more intensive “conglomerate” competition.

c. Response Measures

1. Attract low-cost capital and improve our current deposits to reduce funding costs.

2. Continue enhancing and adjusting asset and liability portfolio, in hopes of expanding the interest spread for
deposits and generating income.

3. Continue enhancing upgrading the proportion of loans to SMEs, fostering local SMEs, increasing the
Bank’s income and creating a win-win situation.

5.1.6 Overview of Research and Business Development of Financial Products
A. The Scale and Performance of Major Financial Products and Corresponding New Functional Units in the Past
Two Years
a. Scale of Major Financial Products

Unit : NT$ Million

Major Financial Products 2010.12.31 2011.12.31 2012.03.31
Balance Balance Balance

Loans to SMEs 32,751 39,531 40,514
Tuition Loan 6,597 6,650 6,434
Simple Credit Loans 1,741 1,532 1,387
Speqific Money Trysts Egrlmarked for Investing 18,012 18,721 18,761
Foreign and Domestic Securities

Trust Assets 18,500 19,100 19,171

b. New Business Units : None.
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B. Expenditure & Results of R & D in the past two years and Future Plans
a. Expenditure of R & D
Unit : NT$ Million

Year 2011 2010

Amount 0.59 0.65

b. Results of R & D

Business Iltem Financial Products

On-line automatic debit of Kaohsiung City parking fees included Fengshan and Niensong

Deposit Business o "
Districts additionally.

Open "Low-Interest Mortgage Campaign Project V”, “Mortgage Life Insurance Premium

Loan Business
Campaign” and “ATM Card and Personal Financial Planning Campaign”, etc.

Risk Management  |Go-live of “Asset and Liability Management and Fund Transfer Pricing System Advisory Service
Business and System”.

c. Future Plans of R & D
Unit : NT$ Million in 2012.03.31

Plans of R & D Progress Fees of R& D Time of Work-Down Key Point of
Success
None None None None None

5.1.7 Long-term and Short-term Development
A. Short-term Development
a. Loan Business

1. In order to promote the loan to SMEs aggressively and control risk, the Bank continues promoting transfer of
SMEs credit guarantee bond business. The promotional strategies include adjustment of license and drafting
the incentive programs to upgrade business entities’ willingness to be enrolled in the programs.

2. Strengthen consumer banking by continuing to transact the competitive “Low-Interest Mortgage Campaign
Project”, widening the eligibility of Simple Credit Loans, and flexibly adjusting the maximum loan quantum.

3. To cope with Kaohsiung City Government's policy to develop the economy and boost industry, the Bank
continued to transact the “Funding Program for Enterprises in Jurisdiction of Kaohsiung City, Kaohsiung
County and Pingtung County” and “Small Commercial Loan” to fulfill its goal of being a “local”, "professional”
and “outstanding” bank to help SMEs.

b. Trust Business
Continue promoting fund promotional project and dedicated to developing the “independent management and
employment of money trust’, “Real estate trading price trust business”, “trust of real estate trust for co-
construction of houses”, “trust of securitits”.
c. Deposit Business
1. Upgrade the demand deposit weight, and improve deposit structure to reduce the Bank’s working fund cost.
2. Establish the financial XML-based operating Platform for Collecting Banks to provide a well-founded e-
platform for corporate banking and stabilize the clientele.
d. Foreign Exchange Business
Plan to have 24 branches process foreign exchange deposits and inbound USD payment businesses.

e. Wealth Management Business
Organize the wealth management personnel training sessions internally to enhance wealth management
personnel's professional qualification and compliance, and organize wealth management seminars for

customers and irregular feedback campaigns externally to cultivate the interaction between the Bank and
customers more thoroughly.
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B. Long-Term Development
a. Loan Business
Target loan to SMEs generating higher profit as the first priority, develop SMEs and increase the profit
within the extent that risk is controlled in a proper manner.
b. Offshore Banking Business

1. Cultivate old customers and develop new customers: cultivate old customers that have established off-
shore factories through the various branches, develop new customers and solicit customers that have
not yet traded with the international financial business branches in Taiwan in the capacity of “off-shore
company”.

2. Fulfill off-shore credit investigation: send the personnel to collect the business information in Mainland
China and South East Asia irregularly, and contact members of the local Taiwan businessmen
associations through Taiwan businessmen who have traded with the Bank, so as to control customers’
status and extend business reach.

3. Enhance the international syndicated loan business by adding secondary market among the Bank’s
target market. By selecting quality case with duration within 2 to 5 years and interest spread over 100
bps, to reduce the risk and increase the Bank’s earnings.

c. Wealth Management Business

Assist wealth management personnel internally to develop different customer bases and provide complete

and diversified wealth management products, and work hard to “Satisfy Customers and Create Customer

Value” externally as its ultimate purpose.

5.2 Human Resources

5.2.1 Information of Employees for the Past Two Years & Up to Mar. 2011

Year 2010 2011 2012.03.31
Number of Employees (Person) 914 939 937
Average Age (Years old) 4413 43.38 43.41
Average Years of Service (Year) 17.10 16.65 16.67
Ph.D. 0.00 0 0
Masters 10.17 10.54 10.78
Level of Education (%) Bachelor’s Degree 78.56 78.60 78.44
Senior High School 10.18 9.80 9.71
Below Senior High School 1.09 1.06 1.07
Securities Investment Analyst 4 4 4
Securities Specialist 64 80 80
Senior Securities Specialist 210 222 224
Securities Investment Trust and Consulting Professionals 138 153 155
Analysts of Futures Trading 1 1 1
Futures & trust fund sale representatives 82 105 105
Nt 6 By s W Bill Finance Specialist 209 209 213
Certificates, Licenses and Trust Supervisor 11 12 11
Qualifications Trust Manager 300 302 197
(rpzrsem) Trust Operations Personnel 638 668 665
Basic Test for Bank Internal Control 685 706 706
Non-Life Insurance Agent 1 1 1
Non-Life Insurance Broker 1 1 1
Life (Investment Link) Insurance Sales Agents 728 771 770
Non-Life Insurance Sales Agents 628 623 621
Certified Public Accountants
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5.2.2 Employees’ Further Education and Training

A. For the purpose of encouraging employees to undertake further studies in off-work hours, the Bank has a policy of
reimbursing half of the tuition fees for any employees undertaking further studies relevant to their work at universities,
colleges or graduate schools of universities. The Bank has sponsored 47 person-times in FY 2011.

B. In order to advance the professionalism and skills of the Bank's employees, develop future human resources in all
kinds of business and with the aim of improving employee quality and enhancing our service quality, the Bank
continually plan for the various training programs from time to time. Details of training programs for FY 2011 are as
follows:

a. Internal Training (Include Commissioned Training): In 2011, 30 class-times of “Orientation training session” were
offered and a total of 2,275 person-times attended the training, which covered the various fundamental sales
training courses, advance finance and sales courses, regulations educational courses, new financial products (and
promotion) courses and financial management and insurance or marketing techniques seminars and leadership
management course.

b. External Training : Due to business requirements, the Bank sent employees from time to time to attend the relevant
training programs organized by other related educational training institutions. In FY 2011, we have sent a total of
581 person-times to participate in such training programs.

c. Overseas Educational Visits / Seminar : In FY 2011, the Bank sent 6 person-times abroad to undertake educational
visits.

d. To fulfill the coroprate governance system and upgrade directors’ / supervisors’ professional intelligence, the Bank
sent 10 directors / supervisors including Chien-Sheng Hao to attend the corporate governance or financial
professional programs in 2011, totaling 17 person-times.

5.3 Social Responsibility and Moral Behavior of the Bank
5.3.1 Care about Society

A. The “Kaohsiung Bank Social Welfare and Charity Foundation” was incorporated by the Bank in Mar. 2008. The
Bank is committed to various charities and activities in 2010, including to donating funds to Taiwan Fund for
Children and Families, co-sponsoring the two programs “Harbor City Collective Student Loan” and “Seeing Hope
Express Service” with United Charity Association Kaohsiung, Donate the fund to Syin-Lu Social Welfare
Foundation, Zhouying Mind Development Center for lunch expenditure, “Mami, | Love You-18" Term National Ten
Charity Mothers' Award” organized by Taiwan Disability-Free Association, “Ching Chin Chien Li and Pai Fu Po
Tsung”, "Love in Moon Festival-Happy Reunion” and “2012 Lunar Year Banquet” organized by Huashan Social
Welfare Foundation, “Love 100%” concert organized by Kaohsiung Kiwi Fruit Band, “2011 Injured People Power
Station Program” organized by Sunshine Social Welfare Foundation Southern Service Center, “Kaohsiung City
Rabbit Year Charity Campaign" organized by Kaohsiung City Council, “Soundless View-Colorful Kaohsiung”
organized by Kaohsiung Association for the Deaf and Hard of Hearing Welfare, and “2012 Community After-School
Activity Service Program for Disadvantaged Family Children” organized by Social Affairs Bureau of Kaohsiung City
Government, and extend sympathy and donate medical supplies to Victory Home in Pingtung, and also organize
one blood donation campaign in August and December respectively.

B. The Bank enthusiastically took part in the “336 Angel's Float Carnival” organized by Angel Heart Family Social
Welfare Foundation, “Happy Community-Healthy You and Me” organized by Kaohsiung City Women Health Care
Association, “2011 Tzekuan District Fishermen Festival Celebration Campaign” organized by Kaoshiung City
Tzekuan District Farmers & Fishermen Care Association, “Care Disadvantaged Group-Donation of Livelihood
Supplies” organized by Kaohsiung City Payu Soroptimist International, “2011 Harbor City Care-Happy Kaoshiung”
organized by Kaohsiung City Young Adult Service Association, “Star Charity and Thanksgiving Party” organized by
Kaoshiung City Private Po Chen Children Development Center, “2011 Community Care Culture & Art Observation
Seminar” organized by Kaohsiung City Harbor Safety Care Association, “Share Love-Charitable Hair Cutting
Campaign" organized by the Beauty Business Trade Association of Kaohsiung City, and “Kaohsiung New
Residents’ Talent Show" organized by Kaohsiung City Yujen Culture & Education Association.

5.3.2 Assistance for Learning and Growth
The Bank enthusiastically sponsored the “2" Term Children Folkgame Memory and Endless Love Charity Carnival’
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sponsored by Kaodu Junior Chamber, and “2011 Summertime National Assembly” organized by AIESEC.

5.3.3 Sponsor Art & Cutural and Physical Training Events

The Bank enthusiastically sponsored the “2011 Kaohsiung City Chairman Cup Cross Bow, Compound Bow and
Recurve Bow PK Game” organized by the Kaohsiung Crossbow Association, “LAHOS Community Concert” organized
by Kaohsiung City LAHOS Youth Care Association, “9" Term Taiwan National Cup Golf Game” organized by Taiwan
Ground Golf Association, “Kaoshiung City Mayor Cup Fengshan 21 Term Taiwan and Japan Ground Golf Assembly”
organized by Taiwan Ground Golf Association of Fengshan City, Kaohsiung, “2011 Dancing Tournament: Forgotten
Love/Tribe Legend” organized by K. Z. Dance, and “2011 2" Term Kaohsiung Harbor City Cup National Badminton
Championship” organized by Kaohsiung City Athletic Association, Badminton Committee.

5.4 Information Technology and Computer Facility

5.4.1 The Core Hardware / Software and Maintenance
The current hardware of the core IT system contains IBM NTD transaction server, disk, transmission control server,
foreign exchange transaction server and two cryptosystem servers, and the software in service are IBM Z/VSE4.1 for
core banking system and IBM OS / 400 V4R5 for the foreign exchange system. The Bank engage maintenance
contracts with both systems.

5.4.2 Emergency Backup and Security Protection

A. Developing and testing systems function not only for implementation and testing on a daily basis but also the
backup systems for operating systems, such as operation server, disk, and communication control server. The two
cryptosystem servers are the backup for the cryptosystem systems of operation hardware.

B. The Bank conduct backup drill for operation mainframe, communication control server, and cryptosystem systems
on a six-month basis. As to backup drill for disk storages, the Bank has it once each year.

C. The Bank entered into a remote backup contract with FISC, which requires us to conduct remote backup drills twice
a yearin FISC.

D. To ensure the IT facility is functioning well and the safety of employees, the Bank impose entrance control in the IT
building and have a generator, two sets of uninterruptible power system, and two sets of air conditioning machines.
The Bank also conduct a fire drill every six months.

5.5 Labor Relations
5.5.1 Employees’ Benefits, Retirement, Labor-capital Agreement and Fulfillment of Labor Rights

A. Employees’ Benefits: In order to ensure better living for the Bank’s employees and encourage their working
spirit, they are eligible for performance incentives and bonuses, group insurance, subsidies of credit points for
further education, welfare funds, and scholarships for their children’s education.

B. Retirement: The Bank conduct retirement of bank employees in accordance with the “Rules Governing
Retirement, Pension and Layoff of Employees of Bank of Kaohsiung”, and contribute monthly Workers'
Retirement Reserve Funds pursuant to the Labor Standard Act and provide the laborers’ retirement pension on
a monthly basis pursuant to the Labor Pension Act.

C. Labor-Capital Agreement: The Bank has an agreement with the Bank of Kaohsiung Workers Union for
protecting labor rights and ensuring the relationship is in harmony.

D. Fulfillment of Employee Rights: The Bank has rules to clearly specify rights and obligations between the
employer and employees. Those rules stipulate promotion, assessment, position rotation, reward and penalty,
and bonuses respectively for securing rights of employees.

5.5.2 The Bank has Suffered Any Loss Arising from Labor Disputes for the Past Two Years and Up to Mar. 2012 : None.

5.5.3 Reponses to Current and Potential Disputes that May Occur in the Future : No dispute was occurred up to Mar. 31, ﬁ

2012.
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5.6 Important Contracts

Nature of Contract Contracting Party Duration of Contract Major Contents ReCSIZLCst:)n
. The Company and Financial |from: Dec.1, 2008 . .
Outsourcing Contract Credit card service None
utsourcing Information Service Co., Ltd. [to:Dec. 31, 2012 I !
. The Company and Hewlett-  [from: Apr. 1, 2011 .
Out Contract Dat N
uisourcing LONTraCt o okard Taiwan Ltd. to: Mar. 31, 2014 el one
. The Company and An Feng |from: Feb. 1, 2011 .
Out Contract ATM N
uisoreing Lonirac Enterprise Corporation to: Jan. 31, 2013 service one
Outsourcing Contract The CF)mpany anq Li Pao from: Feb. 1, 2012 Cash escort None
Security Corporation to: Jan. 31, 2014
Printing, packing and mailing of notice of tuition
loan, account statement of specific money
The Company and trusts earmarked for investing foreign and
. from: Jan. 1, 2011 ) e :
Outsourcing Contract Chunghwa Post Co., Ltd., to: Dec. 31. 2012 domestic securities, interest income and salary None
Taipei Post Office. ’ Y withholding certificate, statement of loan
interest payment and account statement of
deposit.
Outsourcing Contract L Compa.my L ) as of Jan. 10, 2008 [ALM and FTP None
Macroscopic Corporation
The C dTh
The City Treasury © ompa!wy an © from: Feb. 9, 2000 The Bank was entrusted to be the agent of
Agency Contract Bureau of Finance of to: Jun. 30, 2020 Kaohsiung City Treasur None
gency Kaohsiung City Government | T 9~y y
The National Treasury |The Company and the The Bank was entrusted to be the agent of the
as of Feb. 1, 2011 ! None
Agency Contract Central Bank of China (CBC) National Treasury
The Bank was entrusted to be the collection
Contract for Collection |The Company and Bank of |from: Jul. 1, 2010 agent of various tax payments levied by various None
of Local tax Taiwan to: Jun. 30, 2015 municipal cities, counties/cities,
townships/districts.
Contract for Collection |The Company and the as of Jul. 1. 2010 The Bank was entrusted to be the collection None
of National Tax Central Bank of China (CBC) o agent of national tax.
Agency of Kaohsiung The Company and 28 banks The Bank re-entrusted the Kaohsiung Municipal
Municipal Treasury including Bank of Taiwan and |as of Jan. 1, 2011 Treasury Business to 28 banks including Bank None
Business Contract Farmers’ Association. of Taiwan and Farmers’ Association.
The Bank h llecti
Contract for Collection |The Company and Land © Sankwas entrus.ted tobet ‘eco ection
) as of Jul. 1, 2010 agent of local tax levied by the Kinmen County None
of Local Tax Bank of Taiwan
Government.
Contract for Collection The Companv and Taioei The Bank was entrusted to be the collection
of Municipal Tax and pany P as of Jul. 1, 2010 agent of municipal tax, non-tax and fee of Taipei None
B Fubon Bank >
Fee of Taipei City City.
Electronic Payment The Company and from: Jan. 1, 2011 er;it?:r?il:: w:sr::rt;usstztde:s sfézz:s?j:t cgit None
Contract Kaohsiung City Government |to: Dec. 31, 2012 pay y g -ty
Treasury
. The Company and .
Contract for Collection . from: Jan. 1, 2011 The Bank was commissioned to close cases
. Transportation Bureau, . . . e e None
of Traffic Fine . . to: Dec. 31, 2012 immediately upon collection of “traffic fine”.
Kaohsiung City Government
Contract for Collection of |The Company and Kaohsiung |from: Jan. 1, 2012 The Bank was entrusted to collect for vehicle None

vehicles fuel charge

City Motor Vehicles Office

to: Dec. 31, 2012

fuel charge.

5.7 Information on Securitization Products Issued in FY 2011 Permitted under “Financial Assets Securitization

Provision” or “Real Estate Securitization Provision” : None.
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