7.1 Analysis of Financial Status

Unit : NT$ Million

Year

Difference

2012.12.31 | 2011.12.31
ltem Amount | %
Assets
Cash & cash equivalents, Due from CBC and lent to banks 27,802 26,975 827 (Note 1)  3.07
Financial assets at fair value through income statement 1,460 1,616 (156) (9.65)
Bills and bonds purchased under resale agreements 4,967 5,878 (911) (Note 2) (15.50)
Available-for-sale financial assets —net 19,137 11,748 7,389 (Note 3) 62.90
Discounts & loans—net 162,044 166,216 (4,172) (Note 4) (2.51)
Accounts receivable —net 974 981 (7) (0.71)
Held-to-Maturity financial assets —net 0 5,567 (5,567) ((,ll\l 00(%_60(5)%
Equity method’s investments —net 79 63 16 25.40
Property and equipment cost 2,135 2,202 (67) (3.04)
Intangible assets —net 50 63 (13) (20.63)
Other financial assets —net 1,724 1,831 (107) (5.84)
Other assets—net 749 769 (20) (2.60)
Total Assets 221,121 223,909 (2,788) (1.25)
Liabilities
Due to CBC & banks 11,936 11,512 424 (Note 6) 3.68
Deposits & remittances 189,552 193,944 (4,392) (Note 7) (2.26)
Financial liabilities at fair value through income statement 1 4 (3) (75.00)
Bills and bonds sold under repurchase agreements 69 103 (34) (33.01)
Financial bonds payable 4,000 4,000 0 0.00
Liabilities of preferred stocks 0 0 0 0.00
Pension payable 354 305 49 16.07
Other financial liabilities 152 195 (43) (22.05)
Other liabilities 4,151 3,482 669 (Note 8) 19.21
Total Liabilities 210,215 213,545 (3,330) (1.56)
Stockholders’ Equity
Capital 7,069 7,069 0 —
Capital reserve 2,018 2,018 0 —
Retained earnings 1,664 1,278 386 (Note 9) 30.20
Unrealized gain and loss on financial instruments 154 (2) 156 7,800.00
Cumulative translation adjustment 0 0 0 —
Other stockholder’s equity adjustment 1 1 0 -
Total Stockholders’ Equity 10,906 10,364 542 5.23

Note: Major reasons for change in assets, liabilities, and stockholders' equity during the past two years :

. Caused by increase of C.D. due from CBC.

. Caused by decrease of short-term loans.

. Caused by decrease of certificate of deposit.
. Caused by increase of Checks for clearance.
. Caused by the earn profits in 2012.
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. Caused by decrease of bills and bonds under resale agreement.
. Caused by increase of available-for-sale CBC negotiable certificate of deposit, government's bonds and foreign bonds.

Caused by decrease of held-to-maturity government's bonds and foreign bonds.
. Caused by increase of Inter-bank borrowing and lending.



7.2 Analysis of Financial Results

Unit : NT$ Million

Yearl 2012.44- | 201111 D fference
2012.12.31 2011.12.31 Amount %

ltem

Net interest revenue 2,103 1,988 115 5.78
Net non-interest revenue 881 330 551 (Note 1) 166.97
Credit loss expenses 579 899 (320) (Note 2) (35.60)
Operating expenses 1,986 1,848 138 7.47
Income before tax —operating department 419 (429) 848 (Note 3) 197.67
Income after tax —operating department 386 (433) 819 (Note 4) 189.15
Non-operating department income — after income tax 0 0 0 -
Special income — after income tax 0 0 0 —
Cumulative effect of changes on accounting principles — 0 0 0 _
after income tax

Net income 386 (433) 819 (Note 4) 189.15

Note : 1. Caused by increase of Recovery of credit loss and decrease of impairment loss in foreign currency investments.
2. Caused by in compliance with SFAS No. 34, the Bank to adjust modes of evaluation of credit loss expenses in 2011.
3. Caused by decrease of credit loss expenses from loans and decrease of impairment loss in foreign currency investments.
4. Caused by decrease of credit loss expenses from loans and decrease of impairment loss in foreign currency investments.

7.3 Analysis of Cash Flow

7.3.1 Cash Flow Analysis for the Past Two Years Unit : %
o Year 2011 2010 Comp;:'lson
Cash flow ratio (%) 11.04 6.37 4.67
Cash flow adequacy ratio (%) 3,892.46 1,407.94 2,484.52
Cash flow satisfied ratio (%) (Note 3) 10.66 —

Note : 1. Increase of cash flow ratio was caused by the increase of net profit in 2012, The in this year caused a net cash inflow from
operating activities more than 2011.
2. Increase of cash flow adequacy ratio was caused by decrease of capital expenditure and cash dividends for past five years.
3. Cash flow satisfied ratio was not counted for FY 2012, cause by net cash inflows from investing activities.

7.3.2 Cash Flow Analysis for the Coming Year Unit : NT$ Million

Estimated Cash and Cash| Estimated Net Cash Estimated Cash Cash Surplus Leverage of Cash Deficit

Equivalents, Beginning of Flow (Used) by Outflow (3) (Deficit) Investment | Financing
Year (1) Operating Activities (2) (1) +(2)-(3) Plans Plans

3,167 375 232 3,310 — —

Note : 1. Analyses on change of cash flow in the current year:
(1) Operating activities: due to decrease in adjustment on accounts payable.
(2) Cash outflow: due to increase in discounts and loans.
2. Correction action for deficit in cash and liquidity analyses:
(1) Investing plans: none.
(2) Financing plans: none.

7.4 The Impact of Major Capital Expenditures on Financial Operations in FY 2012

7.4.1 Utilization of Capital Expenditure and Source of Funds Unit : NT$ Million
. . . Source of Projected Fund -
Capital Expenditure Project Fund Complej:tion Date | Needed Utilization of Fund
1. NT$6 million has been paid in 2012.
2. It is estimated to pay NT$60 million in
The project of building Earnings Nov. 2013.
consolidation platform for su o?'t 2014..3.26 120 3. It is estimated to pay NT$48 million in
Front office operation. PP March. 2014.
4. It is estimated to pay NT$6 million in
March. 2015.
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7.4.2 Estimated potential effects:

“Project for the Installation of the Integrated of Bank Teller Operation Platform” upgrades the system functions
of the Bank’s branch terminals. It improves teller operation security, control, effectiveness, and efficiency of
customer service. It also helps the promotion of the Bank’s various services and our competitiveness.

7.5 Investment Policy in Last Year, Main Causes for Profits or Losses, Improvement Plans and the
Investment Plan for the Coming Year

7.5.1 The Transfer Investment Policy in FY 2012, and Investment Plan for the Coming Year

The Bank will continuously observe and understand the development trend of the market in accordance with
active and stable investment policies, and proceed with trans-investment insofar as it is permitted by law upon
appraisal of the cost and benefit subject to the needs for the development of the Bank’s business and the whole
industry.

7.5.2 The Gain on the Transfer Investment in the Last Two Years
Unit : NT$ Million

FY Amount Source
2012 85 Recognized earnings and cash Dividends
2011 70 Recognized earnings and cash Dividends

7.5.3 The Loss on the Transfer Investment in the Last Two Years
Unit : NT$ Million

FY Amount Source

Asset impairment is recognized for Kaohsiung Rapid
2012 25 . . )

Transit Corporation of investee.
2011 0 None.

7.6 The Evaluation of Risk Management

7.6.1 Qualitative and Quantitative Information of the Various Risks
1. Credit Risks Management System and Capital Charge

(1) Credit risks management system , please refer to page 125-128 for "This Bank’s risk management systems
are outlined B”.
(2) Exposure and Capital Charge after Risk Mitigation under the Credit Risk Standard Approach

Unit : NT$ Million at 2013.3.31

ltem Exposure after Risk Mitigation Capital Charge
Sovereign country 30,891 0
Non government — Public departments 46,510 972
Banks (including multi-development banks) 2,082 103
Enterprise (including securities and insurance) 62,001 4,866
Retail exposure 42,707 2,456
Real estate for residential 26,604 1,259
Equity securities investments 86 28
Other assets 5,607 249
Total 216,489 9,934

2. Asset Securitization Risk Management System, Exposure and Capital Charge :
(1) Securitization risk management system, please refer to page 133 for “This Bank’s risk management systems
are outlined E”.
(2) Securitization : None.
(3) Exposure and capital charge after securitization risk by type of trading:
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(4) Information on securitized products
A. Summarization of information about investment in securitization products

Unit: NT$ Thound at 2013.3.31

Collateraliz?%DDg?t Obligation 119,867 0 27.827 91.010
Bond

CoIIaterallze(dCII:c(;a;n Obligation xi\:sztlrremn;rket 200,213 0 0 200,213

Structured In(vsel\s/t)ment Vehicle | Price 160,479 0 111,976 48,503

Note: Original Cost means the cost after discount/premium amortization (including exchange rate effect), not the original
purchasing cost.

B. (A) Information about initial cost of single transaction for investment in securitization products amounting to
more than NT$300 million: None.

(B) Information pertaining to: the position held by the bank, which serves as an initiating organization of
securitization, for the purpose of credit rating enhancement: None.

(C) Information pertaining to: The bank acting in the process of securitization as a buyer of assets with
impaired credit or purchasing institution in a liquidation process: None.

C. Information on: The bank acting as a guaranteeing institution for securitized products or the balance of liquidity loan
provided by the bank: None.

3. Operational Risks Management System and Capital Charge
(1) Operational risks management system, please refer to page 128-130 for ” This Bank’s risk management
systems are outlined C”.
(2) Operational Risks Capital Charge

Unit : NT$ Million

FY Gross Income Capital Charge
2012 2,607 130
2011 2,431 122
2010 2,331 116
Total 7,369 368

4. Market Risks Management System and Capital Charge
(1) Market risks management system, Please refer to page 131-132 for ” This Bank’s risk management systems
are outlined D”.
(2) Market risk capital charge

Unit : NT$ Million at 2013.3.31

ltem Capital Charge
Interest rate risks 292
Equity exposure risks 29
Foreign exchange risks 26
Product risks 0
Total 347
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5. Liquidity Risks
(1) Maturity analysis of assets and liabilities :
A. Analyses of the Structure of the Maturity Date (NT$) as follows:

2012.12.31
Unit: NT$ Thound
Amount of the Residual Period from Maturity Date
ltem Total 181 days-
0-10 days 11-30 days 31-90 days 91-180 days vEer Over 1 year
('\:’g": i’:ﬁé‘xed 203,558,504 | 36,329,123 | 20,709,826 | 18,341,068 16,054,941 28,493,786 | 83,629,760
DAL (EE LT 251,031,777 | 11,796,187 | 15,237,250 | 31,852,103 40,350,961 51,944,566 | 99,850,710
cash outflow
Duration gap (47,473.273) | 24,532,936 | 5472,576 | (13,511,035) | (24,296,020) | (23,450,780) | (16,220,950)
2011.12.31
Amount of the Residual Period from Maturity Date
Item Total 181 days-
0-10 days 11-30 days 31-90 days 91-180 days Over 1 year

1 year
207,668,487 | 39,270,845 | 18,094,722 22,320,748 11,308,489 30,976,325 85,697,358

Main matured
cash inflow
Main matured
cash outflow

Duration gap (46,141,958) | 30,191,634 | 1,866,183 | (12,815,780) | (24,724,670) | (30,363,787) | (10,295,538)

253,810,445 9,079,211 16,228,539 35,136,528 36,033,159 61,340,112 95,992,896

Note: The statement shows the amount NT$ of whole the Bank.

B Analyses of the Structure of the Maturity Date (US$) as follows:

Analyses of the Structure of the Maturity Date (US$)

2012.12.31
Unit : US$ Thousand
Amount of the Residual Period from Maturity Date
Item Total
0-30 days 31-90 days 91-180 days 181 days-1 year | Over 1 year
Main matured cash inflow 486,732 37,398 39,789 52,262 16,192 341,091
Main matured cash outflow 539,654 251,777 124,446 70,475 23,167 69,789
Duration gap (52,922) (214,379) (84,657) (18,213) (6,975) 271,302
2011.12.31
Unit : US$ Thousand
Amount of the Residual Period from Maturity Date
ltem Total
0-30 days 31-90 days 91-180 days 181 days-1 year | Over 1 year
Main matured cash inflow 452,376 74,096 40,955 36,764 5,643 295,018
Main matured cash outflow 457,817 164,420 194,804 25,378 20,425 52,790
Duration gap (5,441) (90,324) (153,849) 11,386 (14,882) 242,228

Note : 1. The statement shows the amount US$ of whole the Bank.
2. The Bank's offshore assets account for less than 10% of the Bank's total assets.
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(2) Methods to manage the asset liquidity and funds gap liquidity

To help manage interest rate risk and liquidity risk, ensure the ability to pay, maintain financial stability and
strengthen the ability to respond to emergencies, the Bank enacts the “Guidelines for Interest Rate Risk and
Liquidity Risk Management” with respect to NT$ and major foreign currencies of which the liabilities account for
more than 5% of all foreign currency liabilities.

In order to stabilize long-term profitability and maintain business growth, the Bank adopts a management
strategy between active and defensive and defines various management indicators to measure and control
NTD cash flow gap of various tenors, required reserve ratio, liquid reserve ratio, loans to deposits ratio,
liabilities purchased (issuance of negotiable certificates of deposit) and deposits ratio, to control the various
indicators within the required scope at any time, and prepare and submit daily, monthly or quarterly statements
to the management for review.

7.6.2 The Impact of International and Domestic Policies, Regulatory Changes on the Bank Financial & Business
and the Responsive Measures

Changes Impact Responsive Measures

The competent authority promulgated
and amended or updated “additional
articles 1 and 2 of article 12 of the
Banking Act of the Republic of China”

The Bank engagement in home
loans and consumer loans
shall consider the problem that
guarantor carefully.

The restrictions on requiring guarantor shall
be processed according to rules. When
strengthening claims or debtor provide for
general guarantor, declaration letter shall
be announces during verifications to ensure
guarantor understand the legal duties and
risk he/she is responsible of, and then the
declaration letter is kept for future reference
after being sign off by announcer and
guarantor.

The competent authority abolish the | The internal operational Parts of the self-disciplinary rules are

“Direction for Banks engage in wealth
management business”, “Guidelines
for Banks Selling Financial Products
to Customers Other than Wealth
Management Customers” and “The
Self Disciplinary Rules for bank
engage in wealth management and
financial products selling”.

procedures that affect the Bank
wealth management business.

incorporated into internal business
stipulations of the Bank, “the wealth
management” section of the Bank’s
business procedure manual.

The Personal Information Protection
Act announced on Sep. 21, 2012
and amended on May 26, 2010

is implemented on Oct. 1, 2012,
excluding article 6 and 54.

Impacting on the Bank
various operations related to
processing, collecting and
using personal information of
our customers.

To cope with amendments (updates) of
regulations, relevant operational rules and
tables, collection and processing of personal
information notification, and establishing

a customer information protection
management committee and work group for
the Bank.

The competent authority promulgated
and amended “Mandatory Provisions
of Standard Form Contract for
Personal Online Banking Services”,
“Prohibitory Provisions of Standard
Form Contract for Personal Online
Banking Services”, and “Standard
Form Contract for Personal Online
Banking Services”.

Impacting on terms of standard
form contract of the Bank
online banking operation and
relevant internal operational
procedures.

The Bank amended “account opening
application and agreement” and “automatic
deposit application and agreement”, and
they are in use since Dec. 27, 2012.
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Changes

Impact

Responsive Measures

The competent authority promulgated
and amended no. 2,3 and 5 of
“Directions Governing Limitations on
Types and Amounts of the Securities
in which a Commercial Bank May
Invest”

Affects the Bank’s currency
range of investment in
securities.

After the currency settlement mechanism
is established between Mainland China
and Taiwan, the Bank may expand the
investment to securities underlying that is
denominated in RMB currency.

The competent authority
promulgated “The Capital Adequacy
and Capital Category of Banks” and
“The Methods for calculating Bank’s
regulatory capital and Risk Weighted
Assets” |

This impacts the capital
adequacy ratio of the Bank.

According to newly amended stipulations,
the Bank estimating the capital adequacy
ratio shall be increased again while
planning to apply for the issuance of debts
as a response measure.

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

Responsive Measures

Changes

Impact

Responsive Measures

The significant of the security on
technology information.

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

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

In order to exert the group’s business
performance, domestic large-scale
financial organizations are intended
to include small-scale financial
holding companies.

The Bank is not subordinated

to any finanical holding
companies, the Bank must work
more hard.

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

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

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

7.6.5

7.6.6

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

Expected Benefit and Potential Risk of Expanding Business Locations

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

7.6.7

Risk of Centralized Business Operation

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

7.6.8

The Impact and Risk of Business Ownership Change on the Bank: None.

7.6.9

The Impact, Risk and countermeasures of whom’ equity change on the Bank, Directors, Supervisors, the
Shareholder Owns more than 1% of the Bank’s Outstanding Shares, there was large transfer or change of
equity:
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1. The Impact and Risk of large transfer or change of equity:
For many years, our directors, supervisors, the shareholder owns more than 1% of the bank’s outstanding
Shares, there was no large transfer or change of equity. Thus, there is no impact on operation or risk on the
Bank.

2. Countermeasures: If there was a transfer, it shall be processed in the manner according to article 25 of “The
Banking Act of the Republic of China”.

7.6.10 Litigated or Non-Litigated Events

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

7.6.11 Other Significant Risks and the Responsive Measures: None.

7.7

Responsive Mechanism for Crisis Management

The Bank has regulations stipulated and executed for business processes in order to minimize daily
operational risk. The setup of Credit Screening Committee, Business R&D Workshop, Bad Credit Monitoring
Workshop, Assets / Liabilities and Risk Management Committee, Personnel Evaluation Committee, Long-
term Stock Investment Panel, Trust Property Evaluation Committee and Emergency Preparedness Operation
Team; also, the regulations of “Regulations Governing Trust Risk Management”, “Regulations Governing Risk
Management”, “Regulations Governing Investment Policy”, “Regulations Governing Legal Risk Management”,
“Regulations for Compliance of Regulations & System Execution and Planning”, “Regulations for Disaster —

Prevention and Rescue,” and Manual for emergency coping measures are the responsive mechanisms for risk
management.

7.8 Other Significant Events: None.



