
101Year

107

Financial Information

4.22 PERSONNEL SERVICE, DEPRECIATION AND AMORTIZATION EXPENSES

Item 2012.1.1-2012.12.31 2011.1.1-2011.12.31

Personnel service expenses

Wages & salaries $1,126,348 $1,033,903

Health & labor insurance 88,183 82,353

Pension expenses 126,570 118,946

Other expenses 9,643 9,196

Depreciation & amortization 76,034 83,432

Total $1,426,778 $1,327,830

4.23 INCOME TAX

(1)Deferred Income Tax Assets (Liabilities)－Net

Item     2012.12.31           2011.12.31
Temporary differences

Unrealized expense on provision of employees’ 
pension $58,768 $50,415

Unused deduction of investment 3,406 3,101
Unused deduction of loss 13,620 40,766
Unrealized compensation loss － 141
Other	 (122) 537

Total $75,672 $94,960
Less:allowance for decline in market value － －

Net $75,672 $94,960

(2) Income Tax Expense (Benefit)  

Item 2012.1.1-2012.12.31 2011.1.1-2011.12.31
Income tax payable $11,798 $12,761
Deferred income tax expense (benefit) 19,288 (8,099)
Impacts from changes to the income tax regulation.     1,863 －

Income tax expense (benefit)   $32,949 $4,662

(3) Income Tax Payable (Refundable)

Item 2012.12.31       2011.12.31
Income tax payable in the current period $       － $           －
Income tax payable in the previous years 1,112 1,112
Income tax payable (refundable) $1,112 $1,112

      Detailed of Income tax payable (refundable)：

Item 2012.12.31        2011.12.31

Income tax expenses in the current period $11,798 $12,761

Additional 10% tax levied on unappropriated retained earnings

Minus: investment tax credits

Income tax pre-paid (29,273) (23,631)

Income tax payable (refundable) in the current period ($17,475) ($10,870)
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	      In 2012 and 2011, the refundable corporate income tax amounted to NT$17.475 million and NT$10.87 
million cognized under the account title of receivable tax rebate of net receivable- current. 

(4) The difference between the  income tax payable on the net profit before tax as calculated with the statutory 
tax rate and the current period income tax expense as calculated according to the Income Tax Act is 
explained as follows:

Item 2012.1.1-2012.12.31 2011.1.1-2011.12.31

Income tax payable $71,256 ($72,876)
Income tax credits derived by deduction of loss ($11,444) －

Unrecognized pension costs 8,353 8,759
Net income derived by the OBU-tax exempt (20,397) (44,303)
(Gain) loss on securities 327 (611)
(Gain) loss on valuation of financial assets and liabilities at 
fair value through income statement (601) (390)

Investment loss (gain) accounted for under the equity method (8,467) (6,363)
Loss on asset impairment (reverse) 16,155 71,094
Cash dividends (6,486) (6,827)
Over the credit loss expenses limit (reverse) (46,603) 29,925
Unrealized compensation loss (141) (1,121)
Sell land gain
Other tax adjustments

(1,952)
－ 443

Difference on tax and based tax 11,798 12,761
Save income tax of deduction of loss for the later year － 22,270
Income tax expense $11,798 $12,761

(5)	The Bank’s income tax returns for the years up to and including FY 2009 have been assessed and approved 
by the Tax Authority.

(6) Imputation Tax System and Related Information:

Item 2012.12.31   2011.12.31
Imputed tax credit for stockholders $191,534 $163,588
Unappropriated earnings-before June 30, 1998 －  －

Unappropriated earnings-July 1, 1998 & thereafter 386,202 (406,883)

Item 2012. 1. 1-2012.12.31 2011.1.1- 2011.12.31
Ratio of deductible tax credit for the appropriation 
of earnings

20.48%
       (Estimated)

           －
        (Actual)

(7)	Up to Dec. 31, 2012 details of the Bank’s unused tax credits from promotion of business upgrading rule:

Item Deductionable Amount Deductionable Balance Deductionable due

The promotion upgrading rule 6th stipulation $3,406 $3,406 2012-2013

4.24 BASIC EARNINGS PER SHARE

Item 2012.1.1-
2012.12.31

2011.1.1-
2011.12.31

Income (loss) before tax  (A) $419,151 ($428,681)
Net income (loss)  (B) $386,202 ($433,343)
Weighted average outstanding common stocks (thousand shares)  (C) 706,947 606,549
Weighted average outstanding common stocks after adjustment (thousand shares) 706,947 606,549
Basic earnings per share

Income (loss) before tax  (A/C) $0.59 ($0.71)
Net income (loss)  (B/C) $0.55 ($0.71)
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(1)The recapitalization from earnings 7,887 thousand shares, recapitalization from capital surplus 52,579 thousand 
shares and recapitalization from employee bonus 683 thousand shares were ratified at the general shareholders’ 
meeting on June 16, 2011. As a result, a total of 61,149 thousand new shares were to be issued, and August 
7, 2011 was set as the record date of recapitalization, and the recapitalization was registered at the Ministry of 
Economic Affairs on August 18, 2011. 

(2)The capital increase in cash by issuing 120,000 thousand new shares was ratified at the Directors’ 
Meeting on June 30, 2011. October 26, 2011 was set as the record date of capital increase, and 
the capital increase was registered at the Ministry of Economic Affairs on November 10, 2011.  
The weighted average outstanding common stocks in the current period in 2011 are stated as following:   
525,798 + 60,466 * 12/12 + 683 * 5/12 + 120,000 * 2/12 = 606,549 

5. RELATED PARTIES TRANSACTIONS 

Significant Transactions Between the Bank and Related Parties are Summarized as Follows：

5.1 NAMES AND RELATIONSHIPS OF RELATED PARTIES

Name of the related parties Relationships with the Bank
Kaohsiung City Government The Bank’s major shareholder
Kaohsiung Rapid Transit Co., Related parties

Other related parties
The Bank’s director, supervisor, their relatives, their 
enterprises manager and the related parties

Kaohsiung Bank Insurance Agency Co., Ltd. Subsidiary of the Bank

Kaohsiung Bank General Insurance Agency Co., Ltd.		  Subsidiary of the Bank

5.2 SIGNIFICANT TRANSACTIONS WITH RELATED PARTIES
(1)Credit / Loan  
	                                                                                                             2012.1.1-2012.12.31

Name of Related Parties 2012.12.31 Interest income, commission 
& service fees Interest rate

Kaohsiung City Government $40,639,868 $425,119 0.917%－2.375%

Other related parties 68,678 892 1.390%－3.980%

                                                                                                               2011.1.1-2011.12.31

Name of Related Parties 2011.12.31 Interest income, commission 
& service fees Interest rate

Kaohsiung City Government $42,458,572 $419,614 0.740%－2.490%

Other related parties 71,926 885 1.355%－3.980%

Interest rates of credit approval extended by the Bank to the aforementioned related parties for 2012.1.1-
2012.12.31 and 2011.1.1-2011.12.31 are shown as above depending on the nature and purposes of these loans, 
and the average interest rate ranges to non-related parties (except for pre-agreed accounts) were between 0.10% 
and 11.88%.

(2) Deposits
	                              2012.1.1-2012.12.31

Name of Related Party 2012.12.31 Interest 
expenses Interest rate

Kaohsiung City Government $11,905,050 $74,406 0%－1.45%

Kaohsiung Rapid Transit Co. 5,073,358 18,194 0.30%－1.50%

Other related parties 343,712 6,910 0%－13%

Kaohsiung Bank Insurance Agency Co., Ltd. 89,170 326 0.17%－1.32%

Kaohsiung Bank General Insurance Agency Co., Ltd. 7,651 72 0.17%－1.32%
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2011.1.1-2011.12.31

Name of Related Party 2011.12.31 Interest expenses Interest rate

Kaohsiung City Government $10,815,120 $61,006 0%－1.37%
Kaohsiung Rapid Transit Co. 2,148,733 16,866 0.11%-1.50%
Other related parties 632,219 5,381 0%－13%
Kaohsiung Bank Insurance Agency Co., Ltd. 70,811 180 0.12%－0.61%
Kaohsiung Bank General Insurance Agency Co., Ltd. 7,429 56 0.12%－1.32%

a. Interest rates in the above related parties’ deposits are shown as above depending in the nature of the 
deposits; the average interest rates on third-party deposits were between 0% and 13%.

b. The maximum interest rate on employees’ (non-related parties) deposit accounts was 13%, which was 
also the maximum interest rate paid in related parties’ deposit  accounts depending in the nature of the 
deposit accounts.

(3) Lease

A. Details of the premises leased by the Bank from the Kaohsiung City Government : 

2012.1.1-2012.12.31

Leased Assets Lease Term Payment Method Rental Expense

Hsiao Kang Branch 2012.1.1-2013.12.31 half yearly $215

Yen Cheng Mini-Branch 2011.1.1-2013.12.31 half yearly 722

Waan Nei Branch 2012.1.1-2013.12.31 half yearly 972

Shih Fu Branch 2012.1.1-2013.12.31 half yearly 239

Tso Ying Branch 2012.1.1-2014.12.31 half yearly 617

Kwei Lin Branch 2011.1.1-2012.12.31 half yearly 330

Gangshan Benjhou Branch 2012.9.1-2017.  8.31 half yearly 131

Total $3,226

2011.1.1-2011.12.31

Leased Assets Lease Term Payment Method Rental Expense

Hsiao Kang Branch 2010.1.1-2011.12.31 half yearly $216

Yen Cheng Mini-Branch 2011.1.1-2013.12.31 half yearly 722

Waan Nei Branch 2010.1.1-2011.12.31 half yearly 976

Shih Fu Branch 2010.1.1-2011.12.31 half yearly 245

Tso Ying Branch 2009.1.1-2011.12.31 half yearly 617

Kwei Lin Branch 2011.1.1-2012.12.31 half yearly 332

Total $3,108

Type of Lease: Operating Lease.
Determination of the Aforementioned Rental Expenses : Adjusted according to the published land values 
and the present value of the building tax for the respective leased property.

B. Rent Received from Related Parties :

2012. 1. 1-2012.12.31

Name of the Related Parties Collection Mothod Amount

Kaohsiung Bank Insurance Agency Co., Ltd. monthly $120

Kaohsiung Bank General Insurance Agency Co., Ltd. monthly 15
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2011.1.1-2011.12.31
Name of the Related Parties Collection Mothod Amount

Kaohsiung Bank Insurance Agency Co., Ltd. monthly $91
Kaohsiung Bank General Insurance Agency Co., Ltd. monthly 14

Above mentioned rentals were bargained by both parties.

(4) Commission Incomes Received from Related Parties:
Name of the Related Parties 2012.1.1- 2012.12.31 2011.1.1-2011.12.31

Kaohsiung Bank Insurance Agency Co., Ltd. $119,291 $108,417
Kaohsiung Bank General Insurance Agency Co., Ltd. 732 693

(5) Accounts Receivable
Name of the Related Parties 2012.12.31 2011.12.31

Kaohsiung Bank Insurance Agency Co., Ltd. $30,046 $24,692
Kaohsiung Bank General Insurance Agency Co., Ltd. 118 85

(6) Trade Information of the Related Party Who Is the Borrower, Guarantor, or the Collateral Provider:
A. Loans

       2012.12.31
 Unit：NT$ Thousand

Item

Account 
number or

Name of the 
Related

The highest 
balance

Closing 
balance

Performance

Collateral

Any difference 
from the terms 

and conditions of 
transactions with 
non-related parties

Normal 
loans

Non-performing 
loans

Consumer loans to 
employees 15 35,227 22,954 22,954       － Real estate, 

Credit None
Loans under home 
mortgage 10 45,637 41,091 41,091       － Real estate None

Other loans Chun-Ching.Ko 2,000 2,000 2,000       － Real estate None
Other loans Te-Chin Chou 2,300 2,209 2,209       － Real estate None

Other loans Juan-Wei Hu 439 424 424       － Consumer 
loans None

Other loans Richard Lee 532 － －       － Consumer 
loans None

Other loans Shan-Hui Chang 6,000 － －       － Real estate None
Other loans Chi-Chang Chen 2,500        －         －       － Real estate None

2011.12.31

Item

Account 
number or

Name of the 
Related

The highest 
balance

Closing 
balance

Performance

Collateral

Any difference 
from the terms 

and conditions of 
transactions with 
non-related parties

Normal 
loans

Non-performing 
loans

Consumer loans to 
employees 20 42,555 35,227 35,227         － Real estate, 

Credit None
Loans under home 
mortgage 11 32,396 26,867 26,867         － Real estate None

Other loans
Shan-Hui 
Chang

6,500 6,000 6,000         － Real estate None

Other loans Te-Chin Chou 2,300 2,300 2,300         － Real estate None

Other loans
Chi-Chang 
Chen

1,000 1,000 1,000         － Real estate None

Other loans Richard Lee 532 532 532         － Consumer 
loans None

Other loans Juan-Wei Hu 277 － －        － Consumer 
loans None

Note 1：For consumer loans to employees and loans under home mortgage, outstanding balances may be disclosed in 
aggregate; any other loan balances due from related parties must be disclosed individually.

2：Please specify the types of collateral, including real estate, short-term notes and bills, debentures, secured 
corporate bond, non-secured corporate bond, listed/OTC stock, unlisted /OTC stock, and other movable property. 
In the case of other movable property, please specify it in detail.
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B. Guarantees：None.
C. Transactions of Derivative Financial Products：None.
D.Transactions for Sale of NPL：None.

(7) Information about Remuneration to Directors, Supervisors and the Management:

Item 2012.1.1-2012.12.31 2011.1.1-2011.12.31

Salary and prize $16,601 $15,264

Bonus   4,710           －

Expenses for execution of business 9,293 9,030

Total $30,604 $24,294

Please refer to the annual report of shareholders’ meeting for said information.

6.PLEDGED ASSETS

Details of the Bank’s Assets Pledged as Collateral are As Follows：

Item 2012.12.31    2011.12.31

CBC Negotiable certificate of deposit $1,000,000 $2,150,000

Purchased C.D.from CBC 1,760,000 700,000

Government bonds (par value) 270,600 278,200

Total $3,030,600 $3,128,200

The said pledged assets were furnished to courts primarily as the security bond for provisional seizure of 
debtors’ property; security bond for credit card payment; reserve for compensation of Trust Dept and in order to 
cope with the real-time total fund settlement system of the Central Bank Interbank Funds Transfers and Settlements 
System by purchasing negotiable certificate of deposits as the security for daytime overdraft to enable the limit of 
security to be variable at any time and the limit not disbursed at the end of the day can be the reserve for liquid 
fund. 

7. COMMITMENTS AND CONTINGENT LIABILITIES

Up to December 31, 2012 major Commitments of the Bank are as follows：

7.1 RECEIVABLES AND PAYABLES UNDER FORWARD CONTRACTS, COLLECTIONS, GUARANTEE AND 
ACCOUNTS UNDER CUSTODY

Item Amount

Collections payable $11,081,533
Guarantees 4,995,309
Accounts receivable under letter of credit 1,841,161
Payables on marketable securities under custody 60,089,204
Payables on travelers’ checks consigned-in 86,326
Payables on joint loans 7,688,465
Trust assets 20,168,152
Pre-agreed credit limit 9,870,367
Bills & bonds sold under repurchase agreements 69,015
Bills & bonds purchased under resell agreements 4,968,743
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7.2  LEASE AGREEMENTS
The Bank leased its office premise under several operating leases. Up to December 31, 2012, security 

deposits for the various lease agreements amounted to $15,228 thousand. Amounts payable under the Bank’s 
lease agreements for the next five years are as follows：

Fiscal Year Amount

2013 $60,067
2014 24,713
2015 16,412
2016 14,462
2017 6,961

7.3 The investment commissioned to this Bank was issued by LBH. LBH guaranteed that the structured notes 
amounted to ZAR $159,290 thousand, equivalent to NT$ 627,603 thousand. However, while LBH petitioned 
for bankruptcy with the U.S. court on September 15, 2008, quotations of structured notes issued by Lehman 
Brothers Treasury Co. B.V. ceased and all redemptions were suspended. Lehman Brothers have petitioned for 
an extension of payment and a restructuring plan in the same period, and the period for requesting for consent 
of the restructuring plan. In addition, this company also proposed a restructuring plan with the bankruptcy court 
of the USA on March 15 2010.

The company’s Board of Directors resolved during its meeting dated Apr. 23, 2009 that apart from settlements 
for “The Nine Major Disputes of Lehman Brothers’s structured notes”, the bank shall provide settlement 
solutions for investments outside of structured notes issued by Lehman Brothers, and disputes outside the 9 
major ones. Settlements were set at 15% of amounts the customer had originally entrusted to the bank.

As at Dec. 31, 2012, the company has settled a total of 746 disputes over Lehman Brothers’ structured notes, 
and paid compensation proceeds totaling NT$ 95.8 million; the settled And winning.cases represented 95.64% 
of total disputes (780 cases); Unsettled 34 cases. and the company will commit to resolve structured notes 
disputes as soon as possible, in cooperation with the Review Committee of The Bankers Association. The 
company has also sought help from Lee and Li Attorneys at Law to appoint the U.S. legal representative, 
Morrison & Foerster, and the Dutch legal representative, Nauta Dutilh, to declare debt entitlements to Lehman 
Brothers’ bankruptcy administrators in U.S. and Netherlands. The company will closely monitor further updates 
and developments of Lehman Brothers’ bankruptcies in U.S. and Netherlands for the best interests of our 
customers.

The debt restructuring plan of Lehman Brothers came into full force on March 6, 2012 in USA time. As ruled 
by the court of USA, the restructuring plan of LBHI classified the debts to participating financial institutions of 
Taiwan as “Preferred Third Party Guaranteed Debts”. Under this category, as stated in the restructuring plan, 
about 12.2% of the total amount could be recovered(approximately NT$71.702 million) and the eventual amount 
of compensation from LBHI shall be based on the actual amount of distribution for settlement as specified 
in its debt restructuring plan. The official receiver has started to disburse the payment in accordance with 
the restructuring plan on March 18, 2012 to recognized and registered creditors of LBHI. The Company has 
received the first payment amounting to US$710,000(approximately ZAR 5.616 million) on April 18, 2012 and 
a second payment amounting to US$479,000 (approximately ZAR 3.969 million), respectively.  In addition, the 
Company disturbed the amount of ZAR 1.186 million and ZAR 791,000 to clients declined the settlement and 
not being compensated on May 4, 2012 and Oct. 9, 2012, respectively. The remainder of ZAR 7.608 million 
(approximately NT$25.671 million) was recognized under the title of other liabilities. As stated in the restructuring 
plan of LBHI, the Company is under the category of preferred third party guaranteed debts for compensation. 
As of disbursement of the second payment for compensation, the Company has received about 6.05% of the 
compensation. If the distribution of debt compensation exceeds 15%, the amount in full net of provision for 
compensation shall be allocated to the accounts of the clients in relevant ratios, if there is a balance.
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7.4 The company invested US$ 5 million, 5-year credit linked note issued by The Royal Bank of Scotland plc (RBS). 
The company was informed in Aug. 2009 that a credit default event was incurred by Idearc, the underlying 
company to which the note was linked; the contract was deemed matured, the issuer had ceased to accrue 
interest since Dec. 2009 and demanded physical settlement. However, Idearc was not stated as one of the 
underlying companies of the note. Our investigation revealed that the original underlying company, Verizon 
Global Funding Inc., had been merged under Verizon Communication Inc since Feb. 2006, and Idearc Inc was a 
subsidiary of Verizon Communication Inc which was spun-off from Nov. 2006. Because the calculating agent and 
the note issuer did not fulfill their duties to duly inform the company, changes to the composition of underlying 
companies, nor had they clearly specified the portion of debt burden undertaken by the successor, hence the 
company does not consider Idearc as an eligible successor and thus declines to perform physical settlement. 
Whether or not a credit default event has occurred in this arrangement is still under debate between the bank, 
the issuer, and the calculating agent; there have been no conclusions thus far.

Two of the bank’s legal representatives appointed to handle the matter above had raised the following opinions:
A.It is premature to determine, based on current information, whether Idearc is a successor to Verizon Global 

Funding Corporation.
B.Whether Idearc’s filing for bankruptcy protection in Mar 2009 constituted a credit event in this credit-linked note 

agreement depends on whether Idearc is a successor to Verizon Global Corporation. However, dispute over 
this issue is difficult to judge due to insufficient information.

C.The ISDA Determinations Committee resolved in Oct. 2009 that Idearc was the successor. However, this 
resolution contained only a voting result without any reasonable basis to support the resolution. There was 
apparently inadequate reason to support such a conclusion.

D.The Bank has complained with the U.K. Finance Services Authority (FAS) against the discrimination on June 
4, 2010. The FAS responded to the Bank in writing on July 28,2010, stating that the Bank’s complaint has 
been assigned to the relevant business department for processing, and the case should be deemed included 
into the scope of business supervised by FSA; notwithstanding, it was not convenient to respond about the 
relevant information when the case was being processed. Upon the Bank’s follow-up, the Bureau responded to 
the Bank on March 23, 2011, stating that due to the laws and regulations, it should not express any comments 
on any case pending investigation by it. Until December 31, 2011, the investment impairment estimated by the 
Bank was US$5,000 thousand. Removal from the title of assets.

 7.5 In March 2012, the Company has discovered the embezzlement of banking staff Chi 00 involving the deposits of 
the customers and commission amounting to NT$5.118 million. The Company has recovered NT$2.105 million 
with remainder of NT$3.013 million (recognized as other receivables). The said person has been punished 
with two major demerit points at one time and was dismissed on March 19, 2012. The auditing function of the 
Company has completed the audit and has filed criminal charge against the said person. On June 29, 1012, 
Financial Supervisory Commission has impose a fine amounting to NT$ 3,000,000 under Letter Chin-Kuan-
Kuo-Tzi No. 10120003710. The said fine has been paid as of Dec. 31, 2012.

7.6 In September 2012, the Company discovered former banking staff member Huang oo using 4 phony accounts 
to borrow money from the Bank. These phony accounts borne the titles of the relatives and friends of Huang. 
At the time this fraud was uncovered, Huang owed the amount of NT$59.906 million to the Company. The 
Company has recovered NT$8.811 million from Huang with an outstanding portion of NT$51.514 million net 
of accrued interest and part of the principal. The Personnel Evaluation Committee of the Company resolved 
to issue two major demerit points against Huang at one time and to dismiss Huang in a session dated Sep. 
26, 2012. The auditing function of the Company has completed the audits and has filed criminal charges and 
civil claims against Huang. The loss from this event could be compensated in part by insurance benefit and 
the recovered amount from Huang. The remainder shall be recognized as bad debts in full amount. The actual 
amount of loss shall be determined after the disbursement of insurance benefit and the subsequent collection 
effect to recover the loss. On Feb.26,2013 Financial Supervisory Commission has imposed a fine amounting 
to NT$ 5,000,000 on the Company under Letter Chin-Kuan-Kuo-Tzi No. 10220000150. The Company has 
recognized such amount in book as of the end of 2012.
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8. LOSS DUE TO MAJOR NATURAL DISASTER : NONE.

9.SIGNIFICAT SUBSEQUENT EVENTS : See the explanation in 7.6 Significant.

10.OTHER

10.1 DISCLOSURE OF FINANCIAL PRODUCTS
(1) Information of Fair Value

A. Fair Value of Financial Products
2012.12.31 2011.12.31

Book Value Fair Value Book Value Fair Value
Financial Asset

Financial assets at fair value equivalent to book 
value $33,742,865 $33,742,865 $33,834,095 $33,834,095

Financial assets at fair value through income 
statement 1,459,442 1,459,442 1,615,849 1,615,849

Available-for-sale financial assets 19,137,095 19,137,095 11,748,424 11,748,424
Discounts & loans 162,044,345 162,044,345 166,215,870 166,215,870
Held-to-Maturity financial assets － － 5,566,536 5,675,560
Other financial assets 1,724,348 1,724,348 1,830,973 1,830,973

Financial Liabilities
Financial liabilities at fair value equivalent to book 
value 16,112,283 16,112,283 15,189,301 15,189,301

Financial liabilities at fair value through income 
statement 613 613 3,837 3,837

Deposits & remittances 189,552,300 189,552,300 193,944,262 193,944,262
Financial bonds payable 4,000,000 4,000,000 4,000,000 4,000,000

The Bank adopted the following methods and assumptions in estimating the fair value of the financial 
instructments:

a. 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, appropriated loan funds and 
appropriated loans etc.

The fair value of financial products at fair value through income statement, financial assets in available-for-
sale and held-to-maturity financial assets relating to derivative products 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.

b. For the investment in bonds with no public quotation, the fair value thereof is estimated under evaluation 
method, including, by referring to the recent market transaction price, or the information provided by 
trading counterparty.

c. 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. 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.

d. 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”.
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e. 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).

f. If derivative products have no market price for reference, forward exchange contracts and foreign exchange 
swaps contracts shall apply cash flow discounting method, and options shall apply Black Scholes mode.

g.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 the interest rate swap And foreign and interest exchange 
swaps are calculated respectively based on the information provided by trading counterparties, and also 
the quotation displayed in the Bloomberg system.

B. 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.

a. The changes of fair value evaluated based on evaluation method in FY 2012 and FY 2011 recognized as 
income (loss) for the period was $5,054 thousand and minus $287 thousand, respectively. The changes 
of fair value evaluated based on open quotation recognized as the income for the same period was minus 
$1,518 thousand and minus $1,375 thousand respectively.

b. 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 FY2012 and FY2011 was $3,972,667 thousand and $3,728,394 
thousand, respectively, and the income expenses thereof were $1,894,328 thousand and $1,760,633 
thousand, respectively. The available-for-sale financial assets recognized under the title of shareholders’ 
equity directly in FY2012 and FY2011 was $156,785 thousand and $23,403 thousand, respectively.

C. The hierarchical information about fair value of financial instruments: 
Unit：NT$ Thousand

Financial instruments carried at fair value
2012.12.31

Total Tier-I Tier-II Tier-III
Non-financial derivatives
Assets

Financail assets at fair value through income statement $1,458,112 $120,043 $1,338,069 $    －
    Financial assets for trading purposes 1,382,653 120,043 1,262,610 －

      Stock investments － － － －

      Investment in bonds 120,043 120,043 － －

      Investment in bills 1,262,610 － 1,262,610
      Other － － － －

Designated to be evaluated based on fair 
value when recognized originally  

75,459 － 75,459 －

  Available-for-sale financial assets $19,137,095 $3,583,813 $15,553,282 $    －
    Stock investments 73,482 73,482 － －

    Investment in bonds 9,734,245 3,381,903 6,352,342 －

    Other 9,329,368 128,428 9,200,940 －

  Other financial assets $422,581 $    － $48,810 $373,771
    Investment in bonds with no public quotation 422,581 － 48,810 373,771
Liabilities
  Financial liabilities at fair value through income statement $    － $    － － －

Financial derivatives
Assets
  Financial assets at fair value through income statement $1,330 $    － $1,330 $    －
  Other financial assets － － － －

    Derivative financial assets for hedging － － － －

Liabilities
  Financial liabilities at fair value through income statement $613 $    － $613 $    －
  Other financial liabilities － － － －

    Derivative financial liabilities for hedging － － － －

Total $21,018,505 $3,703,856 $16,940,878 $373,771
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Financial instruments carried at fair value
2011.12.31

Total Tier-I Tier-II Tier-III

Non-financial derivatives

Assets

Financail assets at fair value through income statement $1,615,172 $76,199 $1,538,973 $    －

    Financial assets for trading purposes 1,385,833 76,199 1,309,634 －

      Stock investments － － － －

      Investment in bonds 76,199 76,199 － －

      Investment in bills 1,309,634 － 1,309,634

      Other － － － －

Designated to be evaluated based on fair 
value when recognized originally  

229,339 － 229,339 －

  Available-for-sale financial assets $11,748,424 $672,768 $11,075,656 $    －

    Stock investments 39,711 39,711 － －

    Investment in bonds 4,646,808 621,850 4,024,958 －

    Other 7,061,905 11,207 7,050,698 －

  Other financial assets $513,373 $    － $49,780 $463,593

    Investment in bonds with no public quotation 513,373 － 49,780 463,593

Liabilities

  Financial liabilities at fair value through income statement $    － $    － － －

Financial derivatives

Assets

  Financial assets at fair value through income statement $677 $    － $677 $    －

  Other financial assets － － － －

    Derivative financial assets for hedging － － － －

Liabilities

  Financial liabilities at fair value through income statement $3,837 $    － $3,837 $    －

  Other financial liabilities － － － －

    Derivative financial liabilities for hedging － － － －

Total $13,873,809 $748,967 $12,661,249 $463,593

Note 1: Tier-I means the public quotation for the same financial instrument in an active market of financial 
instruments. The active market as defined in Paragraph 5 of the Statement of Financial Accounting 
Standards No. 34 “Accounting Principles of Financial Products” means the market that meets the 
following conditions: (1) The products traded in the market are of the same nature; (2) willing buyers 
and sellers may be accessed in the market at any time; (3) information about price may be accessed 
by the public.  

Note 2: Tier-II means the observable price other than the public quotation prevailing in an active market, 
including the observable parameter accessed from the active market directly (e.g., price) or indirectly 
(e.g., inferred from the price), e.g.:  
(1) The public quotation of similar financial instruments in an active market is inferred from the most 

recent trading value of the similar financial instruments as the fair value of the financial instrument 
held by the bank. The similar financial instruments shall be identified in terms of the characteristics 
and trading conditions of such instruments. The fair value of financial instrument shall be subject 
to the factors resulting in adjustment of observable trading value of similar financial instrument, 
including time gap for the trading value of the similar financial instruments (timeframe), difference in 
trading conditions of financial instruments, trading value related to related parties, observable trading 
value of similar financial instruments and relevance to the value of the financial instruments as held.  
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(2) Public quotation for the same or similar financial instruments in a non-active market. 
(3) The fair value is measured under the evaluation method. The parameters in the evaluation method 

(e.g. interest rate, yield curve and fluctuation rate, et al.) are accessible in the market (observable 
parameters mean that the parameters may be accessed from the market, and evaluation of the value 
of financial instruments based on the parameters may reflect the expectation of the participants in 
the market).  

(4) The parameters are mostly derived from observable market information, or the relevance thereof 
may be validated based on the observable market information.  

Note 3: Tier-III means that the parameters used to measure the fair value are not based on the information 
accessible in the market (non-observable parameters, e.g. option pricing method based on historical 
fluctuation rate, as the historical fluctuation rate does not represent the expectation value of the entire 
market participants towards the future fluctuation).  

Note 4: The classification shall be identical with that applied in the balance sheet.  

Note 5: If the input parameters include those based on observable market information and non-observable 
market information when the fair value of financial instrument is measured under evaluation method, 
the bank shall judge whether the input parameters are critical to the measurement of the fair value. If 
the non-observable input parameters are critical to the measurement of fair value, the fair value of the 
relevant financial instrument shall be categorized into the lowest tier.  

Note 6: If there is any material change in the evaluation method or tier adopted for the same financial instrument 
before and thereafter (e.g. material change in Tier-I and Tier-II, material change caused by non-
observable input parameters to measurement of fair value, investment to take the financial instrument 
into consideration, effect of the current evaluation result to income, related assets, liabilities or 
shareholders’ equity), it is necessary to specify the changes and cause hereof.  

Statement of changes in the financial assets at fair value classified into Tier-III

2012.1.1-2012.12.31 	  Unit：NT$ Thousand

Item Balance, 
Jan.1,2012

Evaluation 
income 

at current 
income or 

shareholders’ 
equity

Increase decrease

Balance, 
Dec.31,2012Bought or 

issued
Transfer 

into Tier-III
Sold, realized 

or settled

Transfer 
out from 
Tier-III

Financial assets at fair value 
through income statement   

Financial assets for rading 
purposes

Designated to be valuated 
based on fair value when 
recognized originally 

Available-for-sale financial 
assets

Other financial assets 

Financial derivatives 
assets

Investment in bonds with 
no public quotation $463,593 ($87,964)   $  －   $  － ($1,858) $  － $373,771

Total $463,593 ($87,964) $  － $  － ($1,858) $  － $373,771
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2011.1.1-2011.12.31

Item Balance, 
Jan.1,2011

Evaluation 
income 

at current 
income or 

shareholders’ 
equity

Increase decrease

Balance, 
Dec.31,2011Bought or 

issued
Transfer 

into Tier-III
Sold, realized 

or settled

Transfer 
out from 
Tier-III

Financial assets at fair value 
through income statement   

Financial assets for rading 
purposes
Designated to be valuated 
based on fair value when 
recognized originally 

Available-for-sale financial 
assets
Other financial assets 

Financial derivatives 
assets
Investment in bonds with 
no public quotation $1,614,930 ($377,584) $  － $  － ($773,753) $  － $463,593

Total $1,614,930 ($377,584) $  － $  － ($773,753) $  － $463,593

Statement of changes in the financial liabilities at fair value classified into Tier-III

2012.1.1-2012.12.31: None.	 Unit：NT$ Thousand

Item Balance, 
Jan.1,2012

Evaluation 
income 

at current 
income or 

shareholders’ 
equity

Increase decrease

Balance, 
Dec.31,2012Bought or 

issued
Transfer 

into Tier-III
Sold, realized 

or settled

Transfer 
out from 
Tier-III

Financial liabilities at fair 
value through income 
statement 

  

Financial liabilities for 
rading purposes
Designated to be valuated 
based on fair value when 
recognized originally 

Other financial liabilities 
Financial derivatives 
liabilities

Total $   － $   － $ － $ － $   － $  － $   －

2011.1.1-2011.12.31: None.

Item Balance, 
Jan.1,2011

Evaluation 
income 

at current 
income or 

shareholders’ 
equity

Increase decrease

Balance, 
Dec.31,2011Bought or 

issued
Transfer 

into Tier-III
Sold, realized 

or settled

Transfer 
out from 
Tier-III

Financial liabilities at fair 
value through income 
statement 

  

Financial liabilities for 
rading purposes
Designated to be valuated 
based on fair value when 
recognized originally 

Other financial liabilities 

Financial derivatives 
liabilities

Total $   － $   － $ － $ － $   － $  － $   －
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(2) Financial Risk Information

A. 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 table shows the risk value of the Bank’s financial products.

Type of market risk       2012.12.31       2011.12.31

Foreign exchange risks $11,979 $63,621

Interest rate risks 266,378 174,174

Equity exposure 31,758 7,304

B. 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 45.87% of the total loan. The average percentage of collateral held for financing security and 
letters of credit was 32.69%. 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):

Item of financil instructments
2012.12.31 2011.12.31

Book Value Maximum Credit 
Exposure Book Value Maximum Credit 

Exposure
Financial assets at fair value through income 
statement

$1,459,442 $1,459,442 $1,615,849 $1,615,849

Available-for-sale financial assets 19,137,095 19,137,095 11,748,424 11,748,424

Held-to-Maturity financial assets － － 5,566,536 5,566,536

Discounts & loans 162,044,345 162,044,345 166,215,870 166,215,870

Bonds investment without market price 422,581 422,581 513,373 513,373

Financial instruments－cost method 1,262,577 1,262,577 1,287,577 1,287,577

Commitments & ruarantees – off –balance 
sheet t

   Guarantees & L / C 6,836,470 6,836,470 5,774,331 5,774,331

   Irrevocable loan commitment 9,870,367 9,870,367 8,089,502 8,089,502

Total $201,032,877 $201,032,877 $200,811,462 $200,811,462
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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, 2012 and 2011, the balance of loans to the Kaohsiung City 
Government aggregated to $40,639,868 thousand and $42,458,572 thousand, respectively, representing 
24.87% and 25.29% of the total outstanding loans of the Bank. 

The Bank does not proceed with centralized transactions with any single customer or counterparty 
of any single transaction except the Kaohsiung City Government, provided that there are similar industrial 
types and regions. The Bank’s amount of contracts with obviously centralized credit risks is as following：

Classification
2012.12.31 2011.12.31

Book Value Maximum 
Exposure Book Value Maximum 

Exposure
Individuals $54,003,324 $54,003,324 $53,696,927 $53,696,927

Government organization 40,653,784 40,653,784 42,476,822 42,476,822

Manufacturers 23,127,498 23,127,498 24,866,213 24,866,213

Financial and policies 8,512,123 8,512,123 9,753,199 9,753,199

Constructions 6,814,650 6,814,650 6,542,477 6,542,477

Area
2012.12.31 2011.12.31

Book Value Maximum 
Exposure Book Value Maximum 

Exposure
Domestic $153,455,906 $153,455,906 $159,686,847 $159,686,847

America 3,944,049 3,944,049 2,948,721 2,948,721

Asia 4,156,248 4,156,248 3,746,870 3,746,870

Europe 798,463 798,463 560,180 560,180

Africa 550,005 550,005 570,692 570,692

Oceania 492,248 492,248 386,412 386,412

Total $163,396,919 $163,396,919 $167,899,722 $167,899,722

C. Liquidity Risk
The Bank’s liquidity reserve ratio in FY2012 and FY2011 was 16.70% and 15.25%, 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 the Bank are all listed (OTC) 
stocks with high liquidity in the market. Therefore, they are expected to be rapidly sold at a price similar to fair 
value in the market. The bonds held by the Bank are primarily government bonds with acceptable liquidity. 
Therefore, liquidity risk is not considered high. It is unlikely that the financial derivatives held by the Company 
could not be sold at a reasonable price in the market. Therefore, the realization liquidity risk is considered low. 

The Bank’s basic management policy is to coordinate the maturity dates of assets and liability and interest 
rates, and to control gaps. Due to uncertainty of trading terms and different types, generally it is impossible to 
coordinate the maturity dates of assets and liabilities and interest rates; such gaps might produce potential gain 
or loss. The Bank conducts analyses on maturity in appropriate grouping manner according to the nature of 
assets and liabilities, in order to evaluate the Bank’s liquidity ability. The analyses on maturity is as following:
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Unit：NT$ Thousand

2012.12.31
Item of financil instructments Due in 6 months 6 months ~ 1 year Due after 1 year Total

Assets
Cash & cash equivalents $3,166,781 $      － $     － $3,166,781
Due from CBC and lend to banks 22,023,147 1,079,006 1,533,261 24,635,414
Financial assets at fair value through income 
statement 1,263,928 － 195,514 1,459,442
Bills & bonds purchased under resale 
agreements 4,967,234 － － 4,967,234

Accounts receivable－net 732,403 68,578 172,455 973,436
Discounts & loans (Note) 52,694,551 28,031,579 82,721,499 163,447,629
Available-for-sale financial assets 10,156,432 577,647 8,403,016 19,137,095
Bonds investment without market price － － 422,581 422,581
Total assets $95,004,476 $29,756,810 $93,448,326 $218,209,612

Liabilities
Due to CBC & banks $11,213,907 $721,772 $     － $11,935,679
Financial liabilities at fair value through income 
statment 613 － － 613
Bills & bonds sold under repurchase 
agreements 68,914 － － 68,914

Accounts payable 3,857,852 64,913 32,809 3,955,574
Treasury deposits 10,316,491 1,571,139 17,748 11,905,378
Time deposits 69,498,134 34,703,452 4,751,878 108,953,464
Negotiable certificate of deposit 1,969,500 425,100 － 2,394,600
Financial bonds payable － － 4,000,000 4,000,000
Total liabilities $96,925,411 $37,486,376 $8,802,435 $143,214,222
Net liquidity gap ($1,920,935) ($7,729,566) $84,645,891 $74,995,390

2011.12.31
Item of financial instructments Due in 6 months 6 months ~ 1 year Due after 1 year Total

Assets
Cash & cash equivalents $2,840,102 $      － $     － $2,840,102
Due from CBC and lend to banks 21,355,893 1,323,994 1,454,595 24,134,482
Financial assets at fair value through income 
statement 1,310,311 － 305,538 1,615,849
Bills & bonds purchased under resale 
agreements 5,878,341 － － 5,878,341

Accounts receivable－net 781,517 80,537 119,116 981,170
Discounts & loans (Note) 54,611,916 29,702,468 83,635,422 167,949,806
Available-for-sale financial assets 7,071,908 204,622 4,471,894 11,748,424
Held-to-Maturity financial assets 642,372 430,314 4,493,850 5,566,536
Bonds investment without market price － － 513,373 513,373
Total assets $94,492,360 $31,741,935 $94,993,788 $221,228,083

Liabilities
Due to CBC & banks $10,209,685 $1,301,911 $     － $11,511,596
Financial liabilities at fair value through income 
statment 3,837 － － 3,837
Bills & bonds sold under repurchase 
agreements 103,207 － － 103,207

Accounts payable 3,287,017 57,885 34,446 3,379,348
Treasury deposits 9,073,470 1,724,340 17,310 10,815,120
Time deposits 65,891,310 42,850,199 3,417,094 112,158,594
Negotiable certificate of deposit 3,653,300 2,032,600 － 5,685,900
Financial bonds payable － － 4,000,000 4,000,000
Total liabilities $92,221,826 $47,966,926 $7,468,850 $147,657,602
Net liquidity gap $2,270,534 ($16,224,991) $87,524,938 $73,570,481

(Note) The amounts include overdue accounts from non-loans & short-term advances.


