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31.EEITEME N Z1H5%E DISCLOSURE OF FINANCIAL PRODUCTS

-~ I'F]' [’fﬂ N4 Eﬁ%ﬂ Information fo Fair Value
- )f» EEIF:?”f[#[,X x f’?f l’qﬂj Fair Value of Financial Products

2008.12.31 2007.12.31
FEEm 2T mm | PR 27
Book Value Fair Value Book Value Fair Value
ey Financial asset
S IF]IE[E”’ J:‘P ||F*f ];!:[ = Q@E{‘%& $ 30,747,959 $ 30,747,959 $ 13,703,195 $ 13,703,195
F1nanc1al assets at fair value equlvalent to book value
Ny IF] @jnéé{; /” }'Ejﬁ V& E}‘g“: 1,899,772 1,899,772 6,548,342 6,548,342
Fmanmal assets at fair value through income statement
lfF e FE E}‘aﬁ 2,643,660 2,643,660 576 576
Avallable for-sale financial assets
f I}ﬂbij’p‘% 136,927,280 136,927,280 111,557,275 111,557,275
iscounts & loans
ﬁjt—gj %?”EFJ F l:[rjfj‘[[[?}é 4,226,877 3,973,598 16,798,464 16,804,818
Held-to-Maturity financial assets
e ﬂ{?}@ 4,036,706 4,036,706 5,067,658 5,067,658
Other financial assets
= EE[ E1ff Financial liabilities
IE @E’?—t Jl‘P I’E ];gjﬁ[— N éﬁﬁiﬁ[ F"[ lﬁ 14,341,199 14,341,199 18,005,994 18,005,994
Flnan01a1 liabilities at fair value equivalent to book value
! I%] I;gj,@ ‘EI*J /“ EJE&“V T/P, F‘“[ ]?j 19,983 19,983 3,796 3,796
Financial liabilities at fair value through income statement
ﬁﬁk’/@gﬁ 158,664,207 158,664,207 127,154,156 127,154,156
Deposits & remittances
1,000,000 1,000,000 1,000,000 1,000,000

e £ S

Financial bonds payable
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The Bank adopted the following methods and assumptions in estimating the fair value of the financial instructments:
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1.The book value of short-term financial instructments in the
balance sheet is used as the approximation of their fair value. Due
to the short maturity of these instruments, this approximation
approach is considered reasonable. This method shall be applied
to accounts including: cash & cash equivalents, due from CBC
& banks, bills and bonds purchased under resale agreements,
accounts receivable, due to CBC & banks, accounts payable, bills
and bonds sold under repurchase agreements, funds borrowed
from CBC and other banks, allocation of loan fund and reserve
loan fund.

The fair value of financial products at fair value through
income statement, financial assets in available-for-sale and held-
to-maturity financial assets and derivative products for hedging
shall be the market price, if any. If there is no market price for
reference, the fair value shall be evaluated based on evaluation
method. The estimation and hypothesis used by the Bank in the
evaluation method are identical with those used by the market
participants in setting the price of the financial products, which
are available to the Bank.

2 If there is any information about deals or market maker’s quotation
of the investment in bonds with no public quotation under other
financial assets, the fair value thereof shall be evaluated based on
the most recent dealing price or quotation, or if there is no public
quotation available for reference, the fair value shall be evaluated
under evaluation method.

3.Discounts & loans, deposits are interest —bearing assets and
liabilities. In the majority of the cases. Therefore, the book values of
these instruments are close to the approximation of their fair value.
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The book value of loans for collection is the projected collectable
amount less provision for credit loss. Therefore, the book value
shall be considered as the fair value.

4. Financial products evaluated based on cost refer to stocks that
are not listed in security exchange or traded at OTC, and has no
material impact on any derivative products linked with the stocks
and delivered based on the stocks, which should be evaluated
based on cost according to the “Rules Governing the Preparation
of Financial Statements of Public Issued Banks”.

. The fair value of financial bonds payable shall be evaluated based
on the discounting rate of its projected cash flow. The discounting
rate shall be subject to the available lending rate under similar
terms and conditions (similar maturity date).

W

6. If derivative products have no market price for reference, forward
exchange contracts and foreign exchange swaps shall apply cash
flow discounting method, and options shall apply Black Scholes
mode. The Bank calculates the fair value for respective contract
based on the exchange rate and interest rate displayed in Reuters
quotation system, and forward exchange rate on the maturity date
of respective forward exchange contract. The fair value of some
of the interest rate exchange and foreign exchange swaps is based
on the quotation provided by the trading counterparty, and the fair
value of the other respective contract is based on the quotation
displayed in Bloomberg system.

(IT)Other than the domestic listed (OTC) stock, beneficiary
certificate of fund and bonds included in the financial assets at fair
value change through income statement, of which the fair value is
determined based on the public quotation of the market, the fair
value of the Bank’s financial assets and liabilities are evaluated
based on evaluation method.

(1)The changes of fair value evaluated based on evaluation method
in FY2008 and FY2007 recognized as income (loss) for the period
was ($197,018) thousand and $3,425 thousand, respectively.
The changes of fair value evaluated based on open quotation
recognized as the income for the same period was ($95,178)
thousand and ($83,296) thousand respectively.

(2)The total interest income of the financial assets or liabilities
at fair value through income statement that are not evaluated
based on fair value in FY2008 and FY2007 was $4,859,404
thousand and $4,329,232 thousand, respectively, and the income
expenses thereof were $2,886,499 thousand and $2,496,368
thousand,respectively. The available-for-sale financial assets
recognized under the title of shareholders’ equity directly in
FY2008 and FY2007 was ($26,893) thousand and ($34)
thousand, respectively.

Financial Risk Information

Market Risks

The Bank calculates the capital required for market risk
based on standard method. When any adverse change occurs to
market factors, the risk value represents potential loss of financial
products as held in certain time limits and confidence levels. The
Bank evaluates the risk value based on the capital to be accrued
according to long and short positions of such financial products as
forward exchange subject to the various currencies. The following

I *%& THE A & RGN o

IE ’ ] - f fil ﬁiﬂ[ FF? ﬁ I 5 b I;E‘P table shows the risk value of the Bank’s financial products.

—1 [tﬂ@*[iuai’:gl ] Type of market risk 2008.12.31 2007.12.31

7][ [ztﬁ_:fﬁ [gEEl Foreign exchange risks $82,262 $64,948
ﬂj} Tt Bgﬁ Interest rate risks 132,195 109,203
ey e Equity exposure 11,730 92,399
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Credit Risks

The financial products held or issued by the Bank might
cause loss to the Bank as a result of the trading counterpartys’ or
other parties’ failure to perform contractual obligations. The Bank
will conduct credit investigation carefully when granting loan,
committing loan and making guarantee. The secured loan accounts
for 45% of the total loan. The average percentage of collateral held
for financing security and letters of credit was 21%. The collateral
required by the Bank for granting loan, committing loan or making
guarantee generally are cash, inventory, marketable securities or
other property, etc. In the event of the trading counterparty’s or other
party’s breach of any contract, the Bank is entitled to perform
compulsory execution on its collateral or guarantees to lower the
Bank’s credit risk effectively, provided that no fair value of the
collateral will be taken into consideration when the maximum
credit exposure is disclosed.

The contracts with position of fair value on the balance
sheet date will be the objects of evaluation. Supplementary
disclosure of the maximum credit exposure of off-balance
sheet commitments and guarantees (exclusive of fair value of

collaterals):
2008.12.31 2007.12.31
=Rl BRI R T T = I SRR
Item of financil instructments Book Value Maximum Credit Book Value Maximum Credit
Exposure Exposure

AT '%'Jl [Eaé %] /“ ;fgjﬁ Iy & EE[TQ:@ $1,899,772 $1,899,772 $6,548,342 $6,548,342
F inancial assets at fair value through income statement
IjF e fﬁﬂ[‘}@ 2,643,660 2,643,660 576 576
Avallableffor-sale financial assets
}‘;j‘f J: ?UEE F lgf&ﬂ[?}[}t 4,226,877 4,226,877 16,798,464 16,798,464
Held-to-Maturity financial assets
E}ﬁbbﬁ’rﬁ 136,927,280 136,927,280 111,557,275 111,557,275

iscounts & loans

=1 I""EIAI B [?EJ ELA 2,708,429 2,708,429 3,626,059 3,626,059
Bonds mvestment without market price

J);i;,—¢ firEl Qﬁjﬂ[ E}f}‘ 1,287,577 1,287,577 1,388,017 1,388,017
F1nanc1al instruments — cost method
F b W
Commltnfents & guarantees — off-balance sheet

(W B | lﬁ = E R 6,735,734 6,735,734 8,143,117 8,143,117

Guarantees & L/ C

j\ FIJ ﬁ(ﬁj NG E,\ﬁjgégl 8,612,902 8,612,902 9,575,142 9,575,142

Irrevocable loan commitment

4‘[ = $165,042,231 $165,042,231 $157,636,992 $157,636,992

otal
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The credit risks as shown in the said table are subject to
the evaluation on contracts with positive fair value on balance
sheet date and off-balance sheet commitments and guarantees.
The concentration of credit risks exists when financial instruments
are significantly exposed to a single customer of a group of
counterparties that engage in similar business activities of a similar
economic nature, making the inability to fulfill their contractual
obligation during an economic downturn or other similar situations.
Only the financil instrument transaction, which the Bank undertakes
with the Kaohsiung City Government, has the concentration of
credit risks. As of December 31, 2008 and 2007, the balance of loans
to the Kaohsiung City Government aggregated to $ 31,193,656
thousand and §$ 8,428,990 thousand, respectively, representing 22.53
% and 7.49% of the total outstanding loans of the bank.
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The Bank does not proceed with centralized transactions
with any single customer or counterpary of any single transaction,
provided that there are similar industrial types and regions. The
Bank’s amount of contracts with obviously centralized credit risks

is as following :

2008.12.31

M i B IRE

Book Value Maximum Exposure
i * Individuals 47,076,525 47,076,525 47,138,181 47,138,181
F&“’ﬁ]‘%%ﬁ Government organization 31,566,548 31,566,548 8,577,238 8,577,238
’g}ﬂl’ﬁi’ Manufacturers 22,580,509 22,580,509 19,697,789 19,697,789
g,g‘:gu icES Financial and Policies 3,741,394 3,741,394 4,992,531 4,992,531

2008.12.31

R B RREE

Book Value Maximum Exposure
B | Domestic 133,132,387 133,132,387 108,229,469 108,229,469
ESd America 1,337,177 1,337,177 639,187 639,187
Eh P Asia 2,044,440 2,044,440 1,703,027 1,703,027
[Feal Europe 1,490,982 1,490,982 1,805,952 1,805,952
= Africa 131,752 131,752 — —
287,361 287,361 118,674 118,674

PPN Oceania
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Liquidity Risk

The Bank’s liquidity reserve ratio in FY2008 and FY2007
was 16.78% and 20.27% respectively. The capital and working fund
are sufficient to perform all contractual obligations. Therefore, there
was no liquidity risks for failure to raise funds to perform contractual
obligations. The stocks traded by this Bank are listed (OTC) stocks
with high liquidity. Therefore, they are expected to be sold at the
price near to fair value easily in the market. The bonds held by
this Bank are primarily the government bonds with the acceptable

! PJ ’b% A ;J[g;:r?_»n 7 Fl o 7[: J,r,ﬁﬂjg I+ liquidity. Therefore, the liquidity risk thereof is not high. The
4 [5{; I FI= i;t }j"‘g :[:5 [LJ[\ ~ Vi[ ,L F‘L[ : EJ:/AJ derivative financial products held by the Bank is unlikely can not be
oo 'ﬁj{[{ fH ]f'[h ™ j 7 e F I~ [Fj L il i sold at reasonable price on market. Therefore, the liquidity risk for
'HK,[ F‘ﬁ@zﬁﬁ FI}J RN realization is low.
st g”}~@ Y Ffj lﬁl IE?U,C lk’/ﬂj} I/E L The Bank’s basic management policy is to coordinate
FT;F E‘[ N 'v:gf{[ [ [ £ O I H %E‘L E =2 the maturity dates of assets and liability and interest rates, and to
LS| [jJ_,FT\ 3 J’I N te 4_.7313&1 z% I ]- ;_fﬁ:@ control gaps. Due to uncertainty of trading terms and different types,
N E Tz
734 - F o E ﬁF I ij}: 7 Bl 7 TP FL‘;% generally it is impossible to coordinate the maturity dates of assets
F ” I }lﬁlﬁ =& 7+“ r ' P Iﬁ}f{ and liabilities and interest rates; such gaps might produce potential
T '\
[ f @ & %EE otV FES ﬁy_’p H ok j:f\ N gain or loss. The Bank conducts analyses on maturity in appropriate
F ]'7'“ ¥§ Kl I?? DV EETERE | Iy [/ Jia T EEY grouping manner according to the nature of assets and liabilities,
JypTI } IFr[ H NG ﬁbgﬁﬂ Jis ?\“}\T R ;U/HE 3T in order to evaluate the Bank’s liquidity ability. The analyses on
maturity is as following:
b 3[9?’ ﬂ”‘ﬂ'ﬁ NT$ Thousand
2008.12.31
R T, L= R E  fw
Item of financtal mstructments Due in 6 months 6 months ~ 1 year ue after 1 year otal
Assets
FERFIHTE $3,143,549 $ — $ - $3,143,549
Cash & cas! equlvalents
[F2 e AR I"‘L'_’tfji 15,111,471 828,921 1,177,612 17,118,004
Due from CBC and lend to banks
Ny E]’[}j'@*;ﬁl Sl TF}%EJ/ %ﬁiﬂ[ Tk 1,581,340 211,947 106,485 1,899,772
Flnanmal assets at fair value through income statement
Fff ﬂ[ﬂ'%l ;R |§r‘;’j}§'7*¥ 9,702,694 — — 9,702,694
Bills & bonds purchased under resale agreements
s A 472,916 121,575 189,221 783,712
Accounts receivable —net
]g:f{ﬂbifyﬁ (Zk 40,148,989 18,540,888 79,792,999 138,482,876
scounts & loarfs (Note)
ﬁ?J%?UHﬂ l%ﬁﬁﬂ[ Tk 888,460 412,032 2,926,385 4,226,877
eld to-Maturity financial assets
H\E,j :[i;LJ/ [ 171 25 HEEY — 147,847 2,560,582 2,708,429
tfds 1nvestment without market price
pF AL g ﬁﬁ: — 65,008 2,578,652 2,643,660
allablef for-sale financial assets
E}@ Al $71,049,419 $20,328,218 $89,331,936 $180,709,573
Total assets
A
iabilities
=R {ﬁji’ E $9,069,012 $1,793,313 $ - $10,862,325
Due to CBC & banks
g EIE,@‘*J SilE ;FJE &5 ’| @j 19,983 — — 19,983
Financial llabllltles at fair Value through income statement
]]I]LFFEI%J* Sk fif 4 F"[ l?j 293,092 - — 293,092
Bil bonds sold under repurchase agreements
SnEed i 2,717,245 128,839 39,594 2,885,678
Accounts payable
- ’?[ === 7,338,698 1,727,837 — 9,056,535
Treasury deposits
%\‘__EFJ",E} ﬁ 66,201,764 31,819,191 4,086,167 102,107,122
Time deposits
F[‘ @%&Hﬂﬁ ]Eﬁ' 285,200 333,200 — 618,400
Negotiable certificate of deposit
TR @E{H I'?jg? — — 1,000,000 1,000,000
Financial bonds payable
F“[ l? [;:T[- $85,924,994 $35,802,380 $5,125,761 $126,853,135
Total ltabilities
5 jﬂl?*}%ﬁ{[ I ($14,875,575) ($15,474,162 ) $84,206,175 $53,856,438
Net liquidity gap
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2007.12.31
LR LRE! + WP G W2 - =1 Fiat
Item of financial instructments Due in 6 months 6 months ~ 1 year Due after 1 year Total
Assets
& Wi Iﬁ{é $2,229,210 $ — $ - $2,229,210
Cash & cas equivalents
RS RS [F[ji’ 5,937,029 — — 5,937,029
Due from CBC and lend to banks
o E} Ig@[@gﬁfju 3 }Fjﬁj/ _Q,Eg[?}ﬁ: 2,422,399 1,106,372 3,019,571 6,548,342
Financial assets at fair Value through income statement
[ ,u[HIE[ Ky I—?kl 4,574,978 — — 4,574,978
Bills & bonds purchased under resale agreements
%ﬂ&ﬁ:"mggﬁ 955,871 6,024 83 961,978
Accounts receivable —net
i}lj;;‘['}s'zij’yﬁ () 27,352,486 8,314,359 76,906,111 112,572,956
iscounts & loans (Note)
}iljf"éj =E[WE gg@a@ 11,880,000 1,182,537 3,735,927 16,798,464
Held to-Maturity financial assets
e l"‘tld[ B r?l]J ey — 161,121 3,464,938 3,626,059
Bonds investment without market price
ljF L %I f»ﬁiﬁl#ﬁ: 576 — — 576
Available-for-sale financial assets
Tk L‘I =t $55,352,549 $10,770,413 $87,126,630 $153,249,592
Total assets
£iffi
Liabilities
JE AU R S E $9,562,610 $2,613,311 $ — $12,175,921
Due to CBC & banks
JEwR [ﬁjﬁ{fﬁﬂ?} 2,340,361 — — 2,340,361
Funds borrowed from CBC & banks
2 R Y SR 3,796 - - 3,796
Financial liabilities at fair value through income statement
[S[TFF' IIEJ M '?I % F 17 267,940 — — 267,940
Bills & bonds sold under repurchase agreements
TR ﬁ:‘g 2,807,993 138,129 38,900 2,985,022
Accounts payable
K %'ﬁ;ﬁ 6,249,743 1,603,762 — 7,853,505
Treasury deposits
L 35,541,744 32,677,310 3,188,922 71,407,976
Time deposits
F[‘ L T Fﬂ 256,400 748,900 — 1,005,300
Negotiable certificate of deposit
Ef & f;iffl I?? % — — 1,000,000 1,000,000
Flnancml bonds payable
Ff’_[ f?j ’3[ =t $57,030,587 $37,781,412 $4,227,822 $99,039,821
Total fiabilities
ﬁ]jﬁ._gwt—a’{[ I ($1,678,038 ) ($27,010,999 ) $82,898,808 $54,209,771
Net liquidity gap

(7 {2 (A T -

he amounts Include overdue accounts from non-loans & short-term advances.
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Cash flow risk of changes in interest rate and fair value risk of
changes in interest rate

In order to stabilize the ability to seek long-term profit and take
care of the growth in business, the Bank is used to setting the various
interest rate sensitivity indicators within the specific interest rate collar.

Estimated re-pricing date or estimated maturity date

The Bank’s estimated re-pricing date and estimated maturity
date were free from any effect of dates of contracts on Dec. 31, 2008
and Dec. 31, 2007. The following table shows the Bank’s interest rate
risks, reflected by the book value of financial assets and liabilities and
reclassified based on the earlier of the maturity date or re-pricing date.

: ‘:’_‘” F[&_f I::T /%], FI= ;g H li’rﬁl -l FI Hy=eT | The book value of the financial products held or issued by the Bank
distinguished based on different re-pricing dates or maturity dates (the
75 s ; S N
ﬁ ¢ j J Fﬁ | P aLi FF? fﬁl{[ﬁ 7 IJ carlier of the dates):
1& EIF[\/ u’EfFE[( ?{ [[ﬁ_ﬁl I/EI’ETF)E,&] J/ﬂ
= .
Fiif R
HAk %’F}fﬁ[’fﬁ ; NT$ Thousand
2008.12.31
A ! * 1 EIT A WIE-F - F I fist
Item of ﬁnanc1 1 instructments Due in 6 months 6 months ~ 1 year Due after 1 year Total
Assets
TFl& 5y Iﬁ & $3,143,549 $ — $ — $3,143,549
Cash & cas equlvalents
I*FFJ\Wb?fﬂﬁ xLﬁ[rJi 15,111,471 828,921 1,177,612 17,118,004
Due from CBC and lend to banks
n 'ﬁ*fhﬂ:a@gﬂ 0 ?FJEJ/ \Aﬁﬁjg[ a2 1,771,333 51,488 76,951 1,899,772
F 1nan01al assets at fair value through income statement
I‘SI‘JLFEA'JILIZIIEA_ R S Y 9,702,694 — — 9,702,694
Bills & bonds purchased under resale agreements
E%ﬂ';‘ﬁfgﬁqgﬁ 472,916 121,575 189,221 783,712
Accounts receivable —net
%H;fl TR HrR (rF:t ) 135,032,668 786,631 2,663,577 138,482,876
scounts & loans (Note)
il]j‘gj ZE[[} I_Qﬁja Y 2,957,602 116,743 1,152,532 4,226,877
eld-to-Maturity financial assets
= lﬂ\éj B ﬁﬁ 2 Y 2,708,429 — — 2,708,429
Bond mvestment without market price
”‘F [EE R Fél & Jleyk 483,679 76,446 $2,083,535 2,643,660
Auvailable-for-sale financial assets
vk F/‘I?r $171,384,341 $1,981,804 $7,343,428 $180,709,573
Total assets
E1ff
Liabilities
o= Wyﬁ,fim ﬁjg[ Y $10,862,325 $ — $ — $10,862,325
Funds borrowed from CBC & banks
P 'ﬁ? i,-,@éﬂ )] ?FJE&J/ @ﬁjﬂ[ F‘“[ I'?i 19,983 — — 19,983
Flnancml 11ab111t1es at fair value through income statement
BREEHIpI R 55 & (55 Ea i 293,092 - - 293,092
Bills & bonds sold under repurchase agreements
] *ﬁfﬁ 2,717,245 128,839 39,594 2,885,678
Accounts payable
’ ?_‘[Tgﬁ 7,338,698 1,727,837 — 9,066,535
Treasury deposits
LA H 81,325,344 18,130,378 2,651,400 102,107,122
Time deposits
F[J i Eﬁ' 285,200 333,200 — 618,400
Negotiable certificate of deposit
] Sf&{ﬁl[?ﬁ?} 1,000,000 — — 1,000,000
Financial bonds payable
Fff[ @j L\I 2t $103,841,887 $20,320,254 $2,690,994 $126,853,135
Total labilities
45[7?&;5%3{[ I $ 67,542,454 ($18,338,450) $ 4,652,434 $ 53,856,438

Net-liquidity gap
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2007.12.31
& Ry ! TP B WE-F G F ) FiFt
Item of ﬁnanc1 1 'instructments Due in 6 months 6 months ~ 1 year Due after 1 year Total
ik
Assets
HEWIHITFE $2,229,210 $ - $ - $2,229,210
Cash & cas! equlvalents
= i b}ﬁlﬁﬁ,j [HE 4 5,937,029 — — 5,937,029
Due from CBC and lend to banks
g '%]’ l;gj/@@ﬁ S11 TF}%EJ/ \Qﬁﬁﬂla;@ 3,903,366 1,015,647 1,629,329 6,548,342
Fmanclal assets at fair value through income statement
BIT%J’[H'%—'%‘ B[S Y 4,574,978 — — 4,574,978
Bills & bonds purchased under resale agreements
T;Eqsrﬂf_;\rgyéqgﬁ 955,871 6,024 83 961,978
Accounts receivable —net
Ski;l VTR () 109,438,205 940,713 2,194,038 112,572,956
scounts & loarfs (Note)
fﬁ E ZE[WI[ 1 & Y 14,347,621 1,133,881 1,316,962 16,798,464
eld to-Maturity financial assets
£ ";gﬂ B |§] Y 3,191,059 400,000 35,000 3,626,059
Bond mvestment without market price
‘f e Afﬁjﬁl"}@ 576 — — 576
Vallalgle for-sale financial assets
Yk S $144,577,915 $3,496,265 $5,175,412 $153,249,592
Total assets
A
Eialﬁlities
LSRN {ﬁji’a;ﬁ $12,175,921 $ — $ — $12,175,921
Due to CBC & banks
L= 7;/{ i’ﬁ[{ Y 2,340,361 — — 2,340,361
Funds borrowed from CBC & banks
gy IF} @a@éﬁ S ﬁjﬁ'_[/ \AE F‘“I lﬁ 3,796 — — 3,796
Fmanmal liabilities at fair value through income statement
]]lﬁ' [ﬂ'%[ bl‘gj % F[I‘Fj 267,940 — — 267,940
Bllls & bonds sold under repurchase agreements
T # “F 2,807,993 138,129 38,900 2,985,022
Accounts payable
g ’?IE‘ e 6,249,743 1,603,762 — 7,853,505
Treasury deposits
L F 57,778,753 12,136,667 1,492,556 71,407,976
Time deposits
F[* diEe L ]Eﬁ 256,400 748,900 — 1,005,300
Negotiable certificate of deposit
SRE b - - 1,000,000 1,000,000
Financial bonds payable
F 7 | j $81,880,907 $14,627,458 $2,531,456 $99,039,821
Total 1ab111t1es
Fl| o s S 1 $62,697,008 ($11,131,193) $2,643,956 $54,209,771

Interest-rate sensitive gap

(79 {2 (A R -

bRk 1 B2 (- ) F -

he amounts Include overdue accounts from non-loans & short-term advances.

Effective intercst rate : please refer to Note 32.” Average Balance & Interest Rate of Interest-Earning Asseets & Liabilities™
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Risk Control and Hedge Strategy

According to laws, the Bank considers the need for business
development and overall risk acceptance ability to define the risk
control and hedging strategies, in order to effectively disperse and
transfer risk and to achieve the purpose of stable operation.

The Board of Directors is the supreme approving and supervising
unit. Asset / Liability Management Committee and Risk Management
Department will program the appropriate risk management policy
according to the operational environment and the Bank’s entire risk
condition, promote and coordinate the various business units to work
with each other to establish the risk management system, in order to
identify, measure and supervise the various risks, and make disclosure
periodically pursuant to the requirements provided by the competent
authorities.
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¢ F:“ﬁﬂj’ F“‘ )ﬁ'&ﬁ,}ﬂiﬂ %‘; , %L’EE Eﬂ;@l}'@’;& , This Bank makes disclosures periodically pursuant to the
S OSYEH A rr .v‘v_:EI J competent authority’s requirements, and the various supervising
i 5= F{ TE‘” E 7[: =R F{ b ﬁ units of business evaluate, update and control risks periodically
%Ff J e g Ff g LS E[]J 3o~ TRy R E Fl %’fﬂ: in accordance with this Bank’s “Risk Management Policy and
| N = h et [ 'v'ﬁf[(ﬂ: | T i vﬁf[ Procedure”, “Regulations Governing Risk Management”, “Capital
E‘“EEI[ Ird[ :@Eﬁ BFI Ii'[‘EIH I% . [Fﬂrff ‘e Risk Management Guidelines”, “Credit Risk Management
) ZRN F’ b Y PRI b Guidelines”, “Operating Risk Management Guidelines”, “Market
F[‘ v TEIVEE “ ~ Tk e Fl ‘:{‘I_' EI“ g r [gj;[%j,‘;’ it Risk Management Guidelines”, “Guidelines for Liquidity Risk
- s - e ] =T 2 Management”, “Legal Risk Management Guidelines” and “Guidelines
@ FETH IR VR E AR A SR

fiadert F“' ATEH SR BEE Fh" = L'ﬁ J IFi for National Risk Tolerance”, and also handle the compliance with
E[ B ELLF[TE& fag > I } ¢ =T L@qﬂik ’I&J = ?Tﬁ]u@ ﬁh risk management laws and regulations in accordance with this Bank’
I:;g{_%: 4 pﬁ;ggl gﬁJ BEEUR F”%Wii‘ HI s > s “Regulations for Complying With Regulations and Procedures”, in

" 5 ) O - = F a hopes of well founding this Bank’s risk management system.

=4 SRl -

7_t = ﬁ fEl it ﬁlﬁ ’Fl l,’,%' ﬁ‘ju@%ﬂﬂﬂj‘ : The Bank’s risk management systems are outlined as following:
( - ) F; e l’,i[ﬁ’ U@ Credit Risks Management System
F ! rE‘L” g F,:ﬂ{ F}F—'\J A 1.Credit risks strategy, target, policy and flow
( )rj (1) Strategy
j[: #jc" ‘a‘viﬁ[ﬁ; 3 '* E? , [ fl Ej&«l%‘\ EE[ A.The Bank adopts stable credit extension strategies to cope with
. the national financial policies, adjust local finance, help public
5[‘—1,\ ) %ff;f"‘r‘ + & [y % § ’
k U nyj 1= ﬁjﬂ[ ﬁl jjﬁ b ﬁ%‘ ”ilj‘: works, boost industrial and commercial development, aid the
= ﬁﬂi SR ;‘:,if'ji + _I}* :Ji i N J @F{ H I ’J‘ ﬂii production business, strengthen financing to small- and medium-
E{H?Y‘ . %J;fE[ o 9‘?& S gjzg;r—,tj I%:w i G %o #_‘J_l'ﬁ size enterprises, loans to farmers, fishermen and laborers,
N ’ encourage savings, provide services convenient to the people,
t t ATk ) ) il ’ . . . . .
IEI o }:U B qbﬁﬁ £ F l E ¥ '%‘ [ ]’jj ﬂ“ exert the credit extension functions effectively, upgrade credit
H %I g ’ﬁ lﬂ[ LU= 352w N ,‘? % ‘F"[ [ a5 AR H PRI extension quality and achieve the Bank’s purpose and business
objectives.
£ o
rf)ﬁj%[ L['St‘ﬁ}“ s * Eﬂjﬁ?@fﬁ‘ [{,?E »F[‘ ‘»IEI , "¢ = A B.In order to upgrade the ;.)roﬁt. ratio z.md take. care of the risk
s I I o s "y management, the Bank adjusts its credit extension portfolio from
ﬁ] 4{;—‘&@ F&‘f lj %‘ Fim % LRg & time to time. The Bank will orient its development towards
4 [HJ}H el -Hﬂ'g; L l' J ;’:’J\i | ljﬁ‘ﬁl ﬁk—gg step-by-step increase in credit extension weight of the credit
%\4 = 73/‘1 i JE\?{ ?y 1&[ S Eﬂj s }"Fl VE‘ guarantee fund guarantee credit extension transferred by small-
[l ﬂ o fok e el w } and medium-size enterprises and loans to city governments.
J'J XJ A [? F=p B ﬁlﬂ@l Jr%‘@}: Meanwhile, in order to cope with the political and economic
15 7J’+ ‘TFQ‘E}'T*EIU condition and international financial transformation, the Bank
adjusts its local and offshore investment strategies from time to
time.
(z)E l;]:ﬂ (2)Target

?IIMF:J

i 'Eﬁ%[ FIET > «]i =1 F [];[J The Bank’s credit risk management objective is to establish the
f {F] E LJ

= L R orie et credit risk management mechanism recognized and complied with
E ' e E«-{E{&k H VA %SRP I EJ 4 throughout the Bank, to identify, measure and control the credit
E?ﬁ%& @J’E{E‘ E;ji = FH‘?—‘&“\ _I/ I:I H FEL BEH ’ risk to be borne by the Bank, ensure that the Bank’s credit risk
ﬂélqék[ S = r; Fi JFE“ & [j: F 7,_._@;] Ji S lﬁ‘}éﬁr’? is maintained within the tolerable extent, maintain the balance
E, e er f! i am PN between the credit risk and remuneration borne by the Bank and
?}%FM lf: RS %F fii] r= {;f T ”k'ﬁ#j keep the adequate credit risk capital to manage the Bank’s credit
l

|
.

LLFIJ[F: 0 o N ﬁ%ﬁi*‘ﬁ 14 = | ’EE ]t risk stably.

[595 °
(3) e J (3)Policy
LERE A S (5 E: e fF[‘ ,‘»:{Iﬁ E['X N FE T | In order to fulfill the Bank’s credit risk management strategies,
. o . the Bank defines the following relevant credit risk management
M) AEIRE (= 2 e e ”IEI&"—W'VE‘ : O .
’ J ﬁ FT‘J f[ gl Fl t iﬁ%[ policies and regulations:
ABr/ ¥ ’FI?:E S :T TLij’riﬁ El];%gif\ [ i=5 A.Investigation/credit extension procedure: stipulate the procedure
- ,4 ’r - for accepting and reviewing loaning, acceptance of notes
S I/ A5 Ky e TR =5 r ¥e&
S f i I-JF >~ % w ’Fj}kuig A J )FEI and guarantee to standardize the review procedure for credit
[T r[jﬁl fff K Wlﬁ ;{E[ ’ J @FJ { jﬁ h H o extension applications, strengthen the internal management and
quj %‘j;;j\ upgrade the service efficiency.
% (&@[’Si FEMRITIRER L e B.Approving authority: stipulate and divide the approving authority
o = for credit extension cases, and provide the relevant licensing
L, ™ A I/ /%’v ’ | 1EE . § .
@B fﬂi | Ié‘ FF El t; i ﬁ f %: standards and approving procedure with respect to the change
IS 7[?21—‘}\1}‘1! oy I *U 73 FE«LF IEFU {ﬁij of credit extension terms to achieve the divisional responsibility
o lj?ﬂ‘“% and shorten the credit extension procedure.
Ce I’él [KEL%ET LOER "J[lg"‘ i 'F[,I‘EEI O N 5;—]—13‘"%4 = C.Limit of credit extension: In order to strengthen the risk
$hen s b = i%l < ,f i ’*UHE H] . management, the Bank sets the limit of credit extension with
- I =

respect to counterparts, types of credit extension, period of credit

HHl - 2 RIS g»,{ SfRIEE *%q‘
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extension (maturity date), industries, territories and currencies,
and plans and controls the credit extension portfolio in a timely
manner to upgrade the capital utilization efficiency and lower
credit extension risk.

D.Risk pricing: In order to fulfill the risk evaluation, maintain the
reasonable income and meet the need for business development,
the Bank’s lending interest rate is priced based on the various
products and customer bases, and the Bank prices the products
based on the capital cost, operating cost, risk cost and
reasonable profit, and stipulate the “Guidelines for Loaning
and Pricing Policies” to govern the operational procedure and
require the examination departments to conduct review and
discussion periodically (at least once per year) and report to the
board of directors.

E.Post-loan management and risk control: The Bank requires the
follow-up and appraisal case by case upon granting the loans, so
that it might take appropriate steps to protect the credit right, if
necessary.

(A)Audit on loans: Audit on the compliance with review
procedure and laws and regulations about credit investigation
procedure for loaning.

(B)Recheck credit extension: To secure the collection of credit
extension cases, the Bank requires periodical and irregular
recheck on credit extension, and the credit extension and
recheck are handled by different persons. The recheck on
credit extension shall be conducted in writing or in the form
of on-site survey, to verify whether the credit extension
customers may utilize the capital truly in accordance with
the original loaning plan and perform the contract and other
agreements. Additionally, the branch’s location, international
economic condition and change in local political and
economic condition are also the reference for frequency of the
recheck.

(C)Control of credit extension quality: The Bank’s business
supervising entities supervise and control business entities,
overestimated extension credit.

F.NPL management: The Bank evaluates the allowance for loss and
sets the authority and hierarchy of the management with respect
to overdue loans pursuant to the competent authority’s laws and
regulations. If the customer fails to pay the principal or interest
as scheduled, the Bank’s regulations governing overdue interest
and collection and exemption of liquidated damages shall apply.
Additionally, in order to accelerate clearing NPL, well found
the financial structure and strengthen the assets & liabilities
management, the Bank also defines the guidelines governing the
sale of NPL.

G.Accounting management: The credit extension accounting and
archive are handled by the dedicated persons, and the procedure
for documentation and archive is defined.

(4)Flow

The Bank’s credit risk management procedures are categorized as
identification, measurement, communication and control:

Aidentification :

The credit risk management covers the credit risk derived from
the balance sheet and off-balance sheet and from the trading
book and bank book. The Bank’s credit risk management
procedures require that each business entity should verify the
credit risk involved therein before underwriting any business,
and also identify the possibility of breach in the process of credit
extension, investment or transaction.

B.measurement *
Adhering to the principles of safety, liquidity, public welfare,
profitability and growth, and depending on the trading
counterparts, purpose of capital, source of repayment, protection
of credit right and prospect of borrowers, the Bank collects credit
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information and evaluates the credit extension applications.
The Bank takes into consideration the change in the future
potential and economic condition, and adopts the internal
credit rating system of experts’ judgment, with the aid of TCRI
rating, considering the enterprise’s financial condition, business
management, industrial characteristics and prospects as the
reference when determining to underwrite any business and
price the credit extension.

C.communication :

The Bank has established the appropriate credit risk report
mechanism to report to high-rank officers, including credit
extension loss, credit exposure evaluation and industrial analysis
report. The format and frequency of credit risk report vary
subject to the applicable reported counterparts as the reference
for them to make the policy.

D.control :

The Bank’s credit risk control mechanism covers credit
extension risk management, limit management, assessment of
collateral, asset quality management, post-loan management,
extraordinary credit extension management and investment risk
control.

(A)The Bank’s post-loan management system covers the on-
going follow-up of the credit extension applications to
verify whether they complied with the relevant terms and
conditions, continuous control and update of the customers’
relevant information to verify the trading counterparts’
latest financial condition, and the management measures to
be taken, if necessary, in the event of change in the credit
extension terms or other market factors, which are executed
by the business entities under the supervision of business
supervising entities to control the credit risk.

(B)In order to avoid excessive credit risk concentration, the
Bank sets the limits with respect to the same person, related
party, affiliate, group member and industry.

(C)Evaluate the value of collateral and reevaluate it periodically
or irregularly; in order to ensure that the collateral may
provide reasonable protection of credit right, any material
correlation between the credit quality of the borrowers,
issuers or trading counterparts and the value of collateral
should be prevented.

(D)Grade credit extension counterparts, and conduct periodical
and irregular credit extension recheck, and prepare the
recheck report periodically; if the customer meets any
circumstance interfering with the safeguarding of credit
rights, the credit management departments will supervise the
corrective action and proceed with the actions to secure the
credit right.

(E)Evaluate and control the quality of the various assets
periodically, enhance the collection of extraordinary credit
extension, and check and provide the allowance for bad debt.

(F)Control the credit risk derived from the positions of
investment in securities and reinvested enterprises included
into the bank book.

2.Credit risks management organization and structure

The Bank’s credit risk management organization and structure

include Board of Directors, Credit Evaluation Committee,

Investment Evaluation Committee, Risk Management Dept.,

business supervising entities and business entities, whose functions

are specified as following:

(1)Board of Directors: authorize the important credit 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.



)1
8ANK OF kaoHsiunG ANNUAL REPORT EUJUJLH

(D%ﬂ'ﬁﬁaég
[F o
€ S g* RN (RS Y

YR TTRA : [IGh  EPRRR

i v = SR al’% BN e 3l e S R
S .%,’F Al rmhﬁﬁﬂ%@% q;f

Easaif ’E‘&*Td’?ft’égﬁ 5 e ey 4 FHER
TE;Q‘:‘:

(QF S5 UERIFERN i © SENG I'F:F' [
[Sg% ’ Fikfﬁi”ﬂ*ﬂ{ﬁﬁ@ﬁfrﬁﬁeaﬁ ¥

'@%E"ﬁlﬁiﬁﬂﬂ‘%m 7+ ol

“*% N ,’»;I'FH ENERE

(O)FFH I - gk FS ?"I'F,k’lf; ' Py
%ﬁ'r’rj%iﬂi AES @‘i?n /E‘ﬁ] I’F[E'J’EW@’E
E'Til ’ FEF/“F[ llﬂf E*#IJ/L*F@%B%'?I‘% T
RS < ¥ D g B R -

3. P BRI 2 R A R

7 EH%E[% VFEHIN R |—r|' | ﬁ[ﬁﬂpﬂ—ﬁ'ﬁy
{H:E[“ "LEF %= [’F: FIJF{L Bga%* FL 73/;?“?‘[@_[ |:|J

R"—z IR ¢ A RS T U - ETRT
BN L4 - /]UFITQEHJ’V%LL @@%[?w s BB
ﬁ‘%%ﬂW‘Wi@%@%%?‘&W‘W
FTI™ FREDT R S - 2 ph B VA
IGEEHA Y~ Sap R (B SHE R 2 g
[l R
BISURL (PSR ¢ IEEHEE - SISV
(s RS CREERTE BV (R -
B TEE R R R 0
FiIMIE P (TEDLD {108 -4 (572 Wi

(TCRI)ET =g 'F B e e

EE W[;Eamsaﬁ‘/wﬁssﬁ@ Y TR R
'?E‘V‘IKQE?J%‘( N i’ﬁ%&?‘ E j“é‘*[iﬂ_{/ﬁ I[ = iﬁ%ﬁ

(U4 P e 1 B T
ESIAEN Sl SR
ﬁﬁ%iﬁwwu@%£%@$m’?@%
AN o PR R R B T >
AT EEFEL b

B,éf, SRA R BUER g 5 (L
i Iﬁ:*Eﬁ E‘]J?r “Jfﬁﬁé—a‘?”wﬁ‘/?ﬂ@ B
HRPEI i~ BGE PR R LS
EJ‘Y SESET AL EL}EJ—‘&@E*@}E LN 2
Erit J Eﬁ PR = Ve B2 il - BIORSETIa=is
IG5

D2 (s ﬁﬂ*u@iﬁi%}ﬁ AR
1@[ [ﬁ: J Eﬁ [[ H I ;\ﬁl’FﬁIJijjkﬁsl‘Eo

DR B R 2R Y

—]

AL By

(2)Credit Evaluation Committee: responsible for evaluating the
credit extension applications with higher risk.

(3)Investment Evaluation Committee: responsible for evaluating
the investment in securities.

(4)Risk Management Dept.: responsible for integrating the Bank’s
credit risk management operation, executing the Bank’s entire
credit risk management and control, summarizing the Bank’s
credit risk management information and reporting it to Board
of Directors periodically, and handling the credit risk capital
charge and disclosure of information pursuant to the competent
authority’s requirements.

(5)Business supervising entities: know the credit risk 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 credit risk.

(6)Business entities: Comply with the Bank’s credit investigation,
credit extension and credit risk management requirements to
engage in the routines for credit risk management, confirm
the accuracy and sufficiency of the information, and report to
the various business supervising entities or Risk Management
Division pursuant to the requirements.

3.Credit risks scope and features of managing report, measuring

system

The Bank reports the credit risk periodically pursuant to the
competent authority’s regulations and the relevant policies and
guidelines of the Bank, including:

A.Credit risk report: the various guarantees made by the
various entities, contents and amount of loans, overdue loans
dominated in foreign currencies and increase / decrease
thereof, control over the limit of credit extended to trading
counterparts, control over the limit of state risk, follow-
up of the customer’s credit and operating status, control
over the total limit of the same trading counterpart, overdue
loans and collateral of the collections, and evaluation about
collectability, etc.

B.Investment credit risk report: limit of investment and
evaluation and control of investment in foreign currency
debentures and beneficiary certificate exchange.

The Bank mainly adopts the expert’s judgment, with the
aid of TCRI of TEJ, to rate and measure the credit risk.

4.Credit risk hedging or risk mitigation policy, and strategies and

procedures for continuous validity of supervision, avoidance and
risk mitigation tools

(1)The Bank’s responsive actions to credit risk are subject to the
possibility and serious of loss:

A.In the case or deal of high possibility and deep degree serious
of loss, the strategies to hedge the risk shall apply, i.e.
rejecting the transaction;

B.In the case or deal of low possibility but deep degree serious
of loss, the strategies to transfer or reduce the risk shall apply,
e.g. collection of collateral, guarantor or the guarantee for
transfer to trust guarantee fund,;

C.In the case or deal of high possibility but low serious of loss,
the strategies to control the risk shall apply, e.g. additions to
the restrictive terms on credit extension;

D.In the case or deal of low possibility and serious of loss, the
business may be secured by credit purely.
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(2)The Bank sets the relevant policies and limits according to
the types, quantity and correspondent exposure amount of the
collateral, and rechecks the valuation and conducts on-site
audit on the collateral periodically and irregularly, and verifies
that there is no positive correlation between the credit quality
of borrowers, issuers or trading counterparts and value of
collateral to ensure the marketability and actual effectiveness,
and conducts the credit investigation and revalue the collateral
according to the customer’s status. Further, the Bank will
carefully evaluate the guarantee provided with respect to the
credit extension right and guarantor’s legal effect in order to
ensure the effect of credit protection, and will include them into
the factors to make the credit extension policies.

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

Asset Securitization Risk Management System

1.Asset securitization risk management strategy and flow

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 structure
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 : Standardised approach.

Operational Risks Management System

1.Operational risks management strategy and flow
(1)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.

(2)Flow
The Bank has been found loss database (LED ) which will
coutinue set up the key risk indicator (KRI) and self-assessment
of risk (RCSA ) to enhance the procedure to identification,
measurement, communication and control the operating risk

A.identity

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.
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B.measure :

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

C.communication :

The report form shall be notified 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 structure

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:

(1)Board of Directors: authorize the important Operational 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.

(2)Business R&D Taskforce: responsible for the renovation
projects, research and suggestions of the Bank’s businesses.

(3)Trust Property Evaluation Committee: evaluate whether the trust
property is utilized in conformity with the relevant laws and
regulations, and also the trust deed.

(4)Risk Management Dept.: responsible for integrating the Bank’
s operational risks, executing the Bank’s entire operational risks
management and control, summarizing the Bank’s operational
risks management information and reporting it to Board of
Directors periodically, and handling the operational risks capital
charge and disclosure of information pursuant to the competent
authority’s requirements.

(5)Business supervising entities: know the operational 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 Operational risks.

(6)Business entities: comply with the relevant operational
guidelines and internal control regulations to engage in the
routines for operating risk management, confirm the accuracy
and sufficiency of the information, and report to the various
business supervising entities or Risk Management Dept.
pursuant to the requirements.

3.Operational risks scope and features of managing report, measuring
system
(1)The operating loss database established by the Bank is able
to strenghten the automation and efficiency of internal loss
information collection. The operation of the loss database report
system contributes to collection, maintenance, processing and
management of the loss information, and the standardized loss
report form specifications and report procedure may record the
loss in the Bank effectively and also identify the key business
and type of loss in the Bank’s operating risk to reduce the effect
to be caused by the operating risks.
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(2)The Bank verifies the risk exposure based on the statistics and
analysis for loss conducted on a quarterly basis and generates
the operational risk management statement periodically to help
the various business supervising entities supervise and improve
their business and well-found the Bank’s operating constitution.

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.

Market Risks Management System

1.Market risks management strategy and flow

(1)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.

(2)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 and VaR system
of TEJ recognized and widely applied in the same trade to
measure the exposure and income of the trading book.

C.communication :

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 structure

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 following:

(1)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
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management, which is the supreme policy-making entity of the
Bank’s credit risk management.

(2)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.

(3)Investment Evaluation Committee: responsible for evaluating
the investment in securities.

(4)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.

(5)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 Operational risks.

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

(1)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.

(2)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.
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