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(Formerly Hsinchu International Rank Co., Ltd.)

Financial Statements

December 31, 2008 and 2007
(With Independent Auditors’ Report Thereon)



Independent Auditors’ Report

The Board of Directors
Standard Chartered Bank (Taiwan) Limited:

We have audited the accompanying balance sheets of Standard Chartered Bank (Taiwan) Limited (formerly
Hsinchu International Bank Co., Ltd.) as of December 31, 2008 and 2007, and the related statements of
income, changes in stockhoiders' equity, and cash flows for the years ended December 31, 2008 and 2007.
These financial statements are the responsibility of the Bank's management. Our responsibility is to express
an opinion on these financial statements based on cur audits.

We conducted our andits in accordance with Republic of China generally accepted auditing standards and the
Regulations Governing Auditing and Certification of Financial Statements of Financial Institutions by
Certified Public Accountants. Those standards and regulations require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to in the first paragraph present fairly, in all material
respects, the financial position of Standard Chartered Bank (Taiwan) Limited as of December 31, 2008 and
2007, and the results of its operations and its cash flows for the years then ended, in conformity with the
Guidelines Governing the Preparation of Financial Reports by Banks, the related financial accounting
standards of the Business Entity Accounting Act and of the Regulation on Business Fntity Accounting
Handling, and Republic of China generally accepted accounting principles.

Standard Chartered Bank (Taiwan) Limited has prepared its consolidated financial statements for the Bank

and its subsidiaries as of and for the year ended December 31, 2008, on which we have expressed a standard
ungualified audit opinion

APE7

KPMG
February 27, 2009
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Standard Chartered Bank (Taiwan) Limited
Statements of Income

For the years ended December 31, 2008 and 2007

{expressed in thounsands of New Taiwan dollars, except for earnings per share)

Change
2008 2007 Yo
Interest income {motes 6, 18 and 27) 17,769,177 16,068,937 11
L.ess: Enterest expense (notes 27) 7,455,583 7.018.955 6
Net interest income 10,313,594 9,049,982 14
Uther operating income:
Fees and commission income, net (note 29) 4,239,656 5,354,921 (21)
Gain on financial instruments held at fair value through
profit or loss, net (notes 6 and 27) 594,578 136,585 335
Realized (loss) gain on available-for-sale financial assets
(note 10) (61,647) 170,552 (136)
Investment income from interest in associates under equity
method (note 11) 202,282 120,371 68
Foreign exchange gain, net 919,894 607,958 51
Impairment loss on assets (notes 11, 12, 14 and 20) (14,469) (324,441 96
Other non-interest income, net (notes 11, 14 and 19) 2216321 1,945.699 t4
Opersating income 18.410.209 17,061,627 8
Bad debt expenses (note 9} 7.711,246 8.003.862 4
Operating expenses:
Personnel costs (notes 21, 22, 27 and 32) 6,055,327 5,065,052 20
Depreciation and amortization expenses (notes 12 and 32) 770,850 628,686 23
General and administrative expenses (notes 27 and 29) 4.824.930 4.469.016 8
11,651,107 10.162.754 15
Loss from continuing operations before income fax (952,144) {1,104,989) 14
Income tax benefit (note 23) (970,059) (606.632) (60)
Met income (loss) 17,915 {498,357 104

Before tax  After tax  Before tax After tax

Basic earnings (deficits) per share {(note 24) $ (0.44; 0.01 (0.58} (4,26}

See accompanying notes to financial statements.
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Standard Chartered Bank (Taiwan) Limited
Statements of Cash Flows

For the years ended December 31, 2008 and 2067
{expressed in thousands 6f New Taiwan dollars}

2008 2007
Cash flows from operating activities:
Net income (loss) $ 17,915 {498,357y
Adjustments to reconciie net income (Jass) to net cash provided by operating activities:
Bad debt expenses 7,711,246 8,003,862
Reserves 44 668 13,150
Depreciation expenses 680,810 612,023
Amortization expenses 90,040 16,663
Realized gain (loss) on available-tor-saie financial assets 61,647 {170,552}
Gain on disposal of investment (E11,580) -
Investment income from inferest in associates under equity method (202,282 {120,375
Cash dividends from associates under equity method 122,740 252,170
Decrease i unrealized gain on inter-affiliate transactions {103) (89}
Fixed assets recognized as expenses 13,163 108,256
Loss (gain) on dispesal of property and equipment, net 30,701 (18,190)
impaimment {osses 14,469 324,441
Capital surplus recognized as income - {464)
(Increase) decrease in balance at Central Bank and loans and advances to banks {58,338,531) 20,179,987
{Increase) decrease in financial assets held at fair value through profit or loss {13,107,01 1% 21,174,822
(Increase) decrease in accounis receivable (3,782,083 7.926.819
{Increase) decrease in loans and advances to customers (21,387,971 i7.610,636
Decrease in other financial assets 2,405 1,279
Increase in deferred income tax assets (1,254,111 {787,061)
Decrease in deposits by Central Bank and other banks (5,845,402) {23,543,543)
Increase in {inancial liabilities held at fair value through profit or loss 10,020,939 787,865
[ncrease (decrease) in deposits and remittances 116,190,530 {43,101,713)
Increase (decrease) in notes and accounts payable 3711195 {77,436}
Net eash provided by operating activities 14,683,392 17.694.197
Cash flows from investing activities:
(Increase) decrease in bills and bonds purchased under reverse repurchase agreements (1,179,467} 637,487
Proceeds from disposal of assets held for sale 26,945 -
Acquisition of available-for-sale financial assets (181,374,089 (131,953,633
Proceeds from disposal of available-for-sale financial assets 142,357,637 123,839,996
Return of investments in interest in associates under equity method 338.283 5,428
Retur of investments in financial assets carried at cost as a result of capital reduction 2.857 E
Praceeds from disposal of financial assets carried at cost 44,740 -
Acquisition of property and equipment and foreclosed assets (1,143,497 (756,071)
Proceeds from disposal of property and equipment 2nd foreclosed assets 497,823 221,836
{Increase) decrease in other assets {1,368,732) 665,613
Net cash provided by business assumption {note 32) 4,516,522 1,006,506
Net cash used in investing activities (37.280.978) (4282 8318
Cash flows from financing aciivities:
Decrease in bitls and bonds sold under repurchase agreements {733,139 {17,111,556)
Increase (decrease} in financial debentures 4013 968 (7,988,100
Increase in other Habilities 246,672 825,628
Capital increment from cash 6,559,244 9.861.,106
Net cash provided by (used in) financing activities 10.986.743 (14.412.922)
Net inerease {decrease) in cash and cash equivalents 8,389,159 {1,001,563)
Cask and cash equivalents at beginning of period 7281782 3.283,345
Cash and cash equivalents at end of period $ 15.676.941 7,281,782
Supplemental disclosure of cash flow information:
Cash payments of interest 8 18,515,035 7,228,255
Cash payments of income tax 3 784,052 249,257
Tnvesting activities not affecting cash flows:
Unrealized gain (loss) on available-for-sale financial assets 8 1241204 (504,919)
Deficit offset by capital surplus $ 2,145,149 224,130

See aecompanying notes to financial statements.



STANDARD CHARTERED BANK (TAITWAN) LIMITED
Notes to Financial Statements

Becember 31, 2008 and 2307
{expressed in thousands of New Taiwan dollars, unless otherwise specified)

{1} Organization

Standard Chartered Bank (Taiwan) Limited (the Bank) was established on September 15, 1948, in the
Taoyuan, Hsinchu, and Miaok areas. The original name of the Bank was Hsinchu District's Mutual
Loan Inc., which specialized in the mutual loan business, deposits, loans, and payment collection. In
compliance with the regulations, the Bank restructured to be The Small and Medium Business Bank of
Hsinchu District on January 1, 1978, and in addition fo the original lines of business, the Bank started to
conduct checking deposit and regular banking business.

Pursuant to an approval granted by the Securities and Futures Commission (SFC), which subsequently
changed its name to the Securities and Futures Bureau (SFB) on July 1, 2004, the Bank's shares were
authorized to be publicly traded beginning March 22, 1983. Additionally, pursuant to approval granted
by the Mmistry of Finance (MOF), the Bank established a Trust Department in January 1989 and an
international Business Depariment in March 1993, In 1989 and 1992, the Bank established the
securities trading business and the securities broker business, respectively, and both were approved by
the MOF. On January 16, 1995, the Bank established an Offshore Banking Unit {(OBU), which began
operaticns immediately.

The Bank was approved by the MOF to operate as a commercial bank in September 1998 and changed
its name to Hsinchu International Bank Co., Ltd. on April 20, 1995,

On September 29, 2006, Standard Chartered Bank plc. provided a tender offer to acquire the
outstanding shares of Hsinchu International Bank Co., Ltd. Accordingly, Standard Chartered Bank plc.
acquired over 95% of the outstanding common shares during the period between September 29 and
December 31, 2006. After completion of the acquisition of shares, in accordance with the "Taiwan
Stock Exchange Corporation Procedures for Stock Exchange Delisting Application by Listed
Companies”, Hsinchu International Bank Co., Ltd. submitted the delisting application, which was
approved by the related authorities on January 18, 2007.

On June 30, 2007, the operations of Standard Chartered Bank, Taipei Branch were transferred to the
Hsinchu International Bank Co., Ltd.; in addition, Hsinchu International Bank Co., Ltd. was authorized
to be renamed Standard Chartered Bank (Taiwan) Limited on July 2, 2007.

In order to develop the business units and enhance competitiveness, the bank assumed the outstanding
assets, liabilities and operations of American Express Bank, Taipei Branch (AEB) and Asia Trust
Investment Co., Ltd. (ATIC) on August 1 and December 27, 2008, respectively. The related information
is stated i Note 32.

As of December 31, 2008 and 2007, the number of the Bank's employees was 4,680 and 4,554,
respectively.

(Continued)



2
STANDARD CHARTERED BANK (TAIWAN) LIMITED

Notes to Financial Statements

(2) Summary of Significant Accounting Policies

The financial statements are presented in the local currency and in Chinese, These financial statements
have been transiated into English. The translated information is consistent with the Chinese version
financial statements from which it is derived. If there is any conflict between, or any difference in the
interpretation of, the English and Chinese financial statements, the Chinese-version shall prevail.

The financial statements are presented in conformity with the Guidelines Governing the Preparation of
Financial Reports by Banks, the Business Entity Accounting Act, the Regulation on Business Entity
Accounting Handling, and R.O.C. generally accepted accounting principles, The financial statements
are prepared primarily on a historical cost basis except as otherwise specified in the following
accounting policies.

The preparation of financial statements in conformity with related regulations requires the use of certain
critical accounting assumptions and estimates. It also requires management to exercise its judgment in
the process of applying the Bank's accounting policies. Actual results could differ from these estimates.

The accounting policies set out below have been applied consistently to all periods presented in these
financial statements.

1} Basis of preparation of financial statements

The financial statements include the accounts of the head office and branches of the Bank. All
intra-office balances and transactions as well as trusted assets, trusted liabilities, and their
corresponding interests managed by the Bank have been eliminated for preparation of the financial
statements,

The Bank, for internal management purposes, should maintain separate accounts and prepare
separate sets of financial statements for the trusted assets, trusted labilities, and their
corresponding interests managed by the Bank. All the entrusted assets are booked to a memo
account.

2) Foreign currency transactions

Except for accounts in the OBU of the Bank that are denominated in US dollars, accounts in all
entities are denominated in New Taiwan doilars. For those transactions denominated in foreign
currencies, assets and liabilities are recorded in their original foreign currencies, while all income
and expense accounts denominated in original foreign currencies are translated into New Taiwan
dollars at daily closing exchange rates. At the balance sheet date, the financial statement amounts
in all foreign currencies are translated into New Taiwan dollars at exchange rates assigned on that
date. Differences from translation are recorded as gains or losses for the current period.

3} Cash and cash equivalents

Cash on hand, notes and checks for clearance, and due from banks are considered cash and cash
equivalents by the Bank.

(Continued)
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STANDARD CHARTERED BANK {TAIWAN) LIMITED

Notes to Financial Statements

Reserves for deposits

Reserves against deposits placed with the Central Bank of the Republic of China (CBC) are
calculated based on the monthly average balance of the various deposit accounts, using specific
reserve ratios promulgated by the CBC. There is no interest offered on the reserve against
deposits —checking and foreign currency accounts. Except for the monthly reserve adjustment,
deposits and withdrawals from the reserve against deposits — demand account are restricted. The
reserve against deposits — settlement account is placed with the CBC for interbank settlement.

Financial assets and liabilities held at fair value through profit or loss

The Bank accounts for financial assets and liabilities in accordance with Statement of Financial
Accounting Standards (SFAS) No. 34 "Financial Instruments: Recognition and Measurement".

Financial assets and liabilities held at fair value through profit or loss include debt, equity, and
dertvative instruments held or issued by the Bank. These financial assets and liabilities can be
divided into two categories: 1) financial assets and liabilities held for trading and 2) financial assets
and liabilities designated at fair value through profit or loss at inception. A financial asset or
liability is classified as held for trading if acquired or issued principally for the purpose of selling
or repurchasing in the short term.

Purchases and sales of financial assets and liabilities held at fair value through profit or loss are
recognized on the trade date. When a financial asset or financial liability is recognized initially, the
Bank shall measure it at its fair value plus transaction costs directly atiributable to the acquisition
or issuance of the financial asset or lability.

Financial assets and liabilities held at fair value through profit or loss are subsequently carried at
fair value. The fair value of an asset is the amount at which the asset could be purchased or sold in
a current arm's-length transaction between knowledgeable, willing parties. The best evidence of
fair value is quoted prices in an active market. The fair value of listed or Over the Counter (OTC)
stocks is the market closing price on the balance sheet date. The market price of open-end funds is
the net asset value on the balance sheet date. The fair value of domestic bonds is represented by
the OTC's quoted price calculated by using yield to maturity and face value. If a quoted market
price is not available, fair value should be estimated using the best information available in the
circumstances or estimated using a valuation technique. Estimation of fair value is usually based
on recent trading prices of such financial mstruments with similar asset class and credit quality,
supplemented by related valuation techniques.

The realized and unrealized gain or loss arising from changes in fair value of financial assets and
labilities, including the amortization of premium or discount, is recognized in current net profit or
loss. Interest mcome (expense) and cash dividends received during the holding period are recorded
under the account "interest income (expense)” and "gain (loss) on financial instruments held at fair
value through profit or loss", respectively. Cash dividends, including dividends declared in the
year of investment, are recognized as income on the ex-dividend date or the date that the board
declares the cash dividends. Stock dividends are not recognized as income but treated as increases
in the number of shares held.

In accordance with the former accounting standard, a financial instrument cannot be reclassified
from or to the fair value through profit or loss category while it is held or issued.

(Continued)
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STANDARD CHARTERED BANK (TAIWAN) LIMITED

Motes to Financial Statements

In accordance with the second amendment of Republic of China Statement of Financial Accounting
Standards (SFAS) No. 34 “Financial Instruments: Recognition and Measurement” effective
October 17, 2008, financial assets classified as assets held at fair value through profit or loss (other
than derivative financial assets and those designated as assets held at fair value through profit or
loss by the entity upon initial recognition) upon initial recognition may be reclassified inte other
categories of financial assets; financial assets classified as available-for-sale that would have met
the definition of loans and receivables may be reclassified out of the available-for-sale category to
the loans and receivables category. The accounting treatments on the date of reclassification are
summarized as follows:

a) Financial assets classified as assets held at fair value through profit or loss upon initial
recognition that would have met the definition of loans and receivables shall be reclassified at
their value on the date of reclassification, which will become their new cost or amortized cost,
as applicable, if the entity has the intention and ability to hold the financial assets for the
foreseeable future until maturity. Any previous gain or loss already recognized in profit or loss
shal not be reversed.

by Financial assets classified as assets held at fair value through profit or loss upon initial
recognition which do not meet the preceding criterion may be reclassified out of the fair value
through profit or loss category only in rare circumstances and shall be reclassified at their fair
value on the date of reclassification, which will become their new cost or amortized cost, as
applicable. Any previous gain or loss already recognized in profit or loss shali not be reversed.

¢) Financial assets classified as available-for-sale that would have met the definition of loans and
receivables shall be reclassified at their fair value on the date of reclassification, which will
become their new cost or amortized cost, as applicable, if the entity has the intention and
ability to hold the financial assets for the foreseeable future or until maturity.

For any previous gain or loss on a financial asset that has been recognized directly in equity, if the
financial asset has a fixed maturity, the gain or loss should be amortized to current profit or loss
over the remaining life of the financial asset; if not, the gain or loss remains in equity.

Available-for-sale financial assets

The Bank adopted SFAS No. 34 "Financial Instruments: Recognition and Measurement” to account
for available-for-sale financial assets.

Available-for-sale financial assets include financial assets that are designated as available-for-sale
at inception and non-derivative financial assets that are not classified as held-to-maturity financial
assets, financial assets held at fair value through profit or loss, loans, or accounts receivable.

The Bank recognizes the purchase or sale of availabie-for-sale financial assets using trade date
accounting. These financial instruments are initially recognized at fair value plus transaction costs
directly attributable to the acquisition or issuance of the financial asset.

(Continued)
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STANDARD CHARTERED BANK (TATWAN) LIMITED

MNotes to Financial Statements

Available-for-sale financial assets are subsequently carried at fair value. The best evidence of fair
value is quoted prices in ap active market. If a quoted market price is not available, fair value
should be estimated using the best information available in the circumstances or estimated using a
valuation technique. Interest income and cash dividends are recorded under "interest income” and
"realized gain on available-for-sale financial assets", respectively. Cash dividends are recognized
as revenue on the ex-dividend date or the date that the board declares the cash dividends. However,
the dividend amount will be deducted from the investment cost if it is declared prior to the
investment. Stock dividends are not recognized as income but treated as increases in the number of
shares held. The difference between the fair value and the unamortized cost is the unrealized gain
or loss, which is accounted for as an adjustinent to stockholders' equity. When available-for-sale
financial assets are sold or derecognized, cumulative gains or losses previously recognized in
stockholders’ equity are recognized in the income statement.

When there is any indication of impairment in the value of available-for-sale financial assets, an
impairment loss should be recognized in the income statement. If, in a subsequent period, the
amount of the impairment loss decreases, the previously recognized impairment loss should be
reversed as realized current income. Impairment losses recognized on equify instruments are
reversed and recognized as an adjustment to stockholders’ equity. The carrying value after the
reversal should not exceed the unamortized amount of the assefs assuming no impairment loss was
recognized in prior periods.

Derecognition of financial assets and liabilities

Financial assets are derecognized when the contractual rights to receive cash flows from the
financial assets have terminated. If substantially all the risks and rewards of ownership of the
financial asset have been transferred and the Bank does not retain control of the financial asset,
consideration received from transferring the assets should be viewed as a selling price. If a transfer
of financial assets in exchange for cash or other consideration (other than beneficial interests in the
transferred assets) does not meet the criteria for derecognition, the Bank shall treat this transfer as a
horrowing with collateral.

A financial liability (or a part of a financial Hability) is derecognized and removed from the balance
sheet when the obligation specified in the contract is discharged, cancelled, or expired.

Derivative financial instruments and hedge accounting

Derivative financial instruments are held for trading purposes except those qualifying for hedge
accounting. Derivative financial instruments held for trading purposes are for market creation,
customer services, proprietary trading, and relevant arbitrage activities.

Derivative financial instruments heid for trading purposes are carried at fair value upon initial
recognition and in subsequent periods. Changes in fair value are recorded as current profit or loss.
The fair value of an asset is the amount at which the asset could be purchased or sold in a current
arm's-length transaction between knowledgeabie, willing parties. The best evidence of fair value is
quoted prices in an active market. If a quoted market price is not available, fair value should be
estimated using the best information available in the circumstances or estimated using a valuation
technique. Estimation of fair value is usually based on recent trading prices of such financial
instruments with sumilar asset class and credit quality, supplemented by related valuation
techniques. ‘
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An embedded derivative that is attached to a financial instrument but contractually transferable
independently from the attached instrument should be separated from the host contract and
accounted for as a derivative. 1If an embedded derivative is separated, the host contract shall be
accounted for in accordance with SFAS No. 34 based on the type of financial instrument.

Changes in the fair value of hedging instruments that are designated and qualify as fair value
hedges are recognized in profit or foss. The gain or loss from changes in the fair value of the
hedged items attributable to the hedged risk is recognized in profit or loss.

Derivatives with positive fair value are accounted for as assets, while derivatives with negative fair
value are accounted for as liabilities. Financial assets and liabilities are offset and the net amount
is reported In the balance sheet when the Bank has a legally enforceable right to set off the
recognized amounts and the Bank intends either to settle on a net hasis or to realize the asset and
settle the liability simultaneously.

Repurchase and reverse repurchase agreements

Financial instruments sold (purchased) under repurchase or reverse repurchase agreements are
stated at acquisition cost. The difference between the contracted sale or repurchase price and
acquisition cost is recognized as interest income or interest expense during the holding periods.

Assets held for sale

Non-current assets and groups of assets and liabilities which comprise disposal groups are
classified as "held for sale” when all of the following criteria are met: a decision has been made to
sell, the assets are available for immediate sale in their present condition subject only to terms that
are usual and customary for sales of such assets (or disposal groups), and their sale within one year
must be highly probable. Non-current assets or disposal groups classified as "held for sale” are
measured at the lower of their book value or fair value less costs to sell. Non-current assets or
disposal groups classified as held for sale are not depreciated, amortized or depleted. Total assets
and total liabilities are each shown separately and excluded from the individual line items of the
balance sheet. Interest and other expenses attributable to the labilities of a disposal group
classified as held for sale shall continue to be recognized.

An impairment loss is recognized for any initial or subsequent write-down of the assets (or disposal
group) to fair value less costs to sell in the income statement. A gain from any subsequent increase
in fair value less costs to sell of an asset (or a disposal group) shall be recognized, but not in excess
of the cumulative impairment loss that has been recognized in accordance with SFAS No. 38 "Non-
current Assets Held for Sale” and the reversal amount accounted for under SFAS No. 35
"Impairment of Assets".

Loans and allowance for doubtful accounts

Loans are non-derivative financial assets with fixed or determinable payments that are not quoted
in an active market.

The term of credit is decided by the length of credit maturity. Credit maturing in not more than one
year is called short-term credit; credit maturing in more than one yvear but not more than seven
vears is called medium-term credit; and credit maturing in more than seven years is called long-
term credit. Loans with collateral, pledged assets, and qualified guarantees fo secure credit are
secured loans.

{Continued)
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Loans are recorded mitially at principal and reported at their outstanding balances afier netting with
any provisions for doubtful accounts. In accordance with the Regulation Governing the Procedures
for Banking Institutions to Evaluate Assets and Deal with Non-performing/Non-accrual Loans, an
allowance for doubtful accounts is determined by evaluating the collectability of loans and days
past due of receivables (including nonperforming loans, overdue receivables, and interest
receivable) and of advance accounts. Any non-performing loans or non-accrual loans, after
subiracting the estimated recoverable portion, that have one of the following characteristics shall be
written off:

a} The loan cannot be recovered in full or in part because the debtors have dissolved, gone into
hiding, reached a settlement, declared bankruptcy, or for other reasons.

b) The collateral and property of the primary/subordinate debtors have been appraised at a very
low value or become insufficient to repay the loan after the subtraction of senior mortgages; or
the execution cost approaches or possibly exceeds the amount that the bank might collect from
the debtors where there is no financial benefit in execution.

¢) The primary/subordinate debtor's collateral has failed to sell at successive auctions where the
price of such collateral has been successively lowered, and there is no financial benefit (o be
derived from the bank's taking possession of such collateral.

d) More than two years have elapsed since the maturity date of the non-performing loans or non-
accrual loans, and the collection efforts have failed.

The write-off of non-performing loans and non-accrual loans shall be authorized by a resolution
passed by the board of directors, and the supervisors shall be notified. However, when requested
by the competent authority or any financial examination agency (organization), loans must be
immediately written off, a report must be made to the subsequent board meeting, and the
supervisors must be notified for acknowledgement. Collections afier write-off are recorded under
other non-interest income, net.

Principal or interest overdue over three months is categorized as overdue accounts. If principal or
interest of any outstanding loan is overdue for six months, both the principal and accrued interest
are reclassified as nonperforming loan. Accrued interest on a nonperforming loan will only be
calculated and booked into memo accounts.

In accordance with Ruling Tai-Tsai-Rong No. 88733168, banks should provide 3% of operating
revenue as allowance for doubtful accounts to write off overdue loans from July 1, 1999, and for
the following four years. Moreover, based on interpretation letter Wa-Chung-One-Yi No.
09200114870, the aforementioned ruling is still valid until the overdue loan ratio is lower than 1%.
The aforementioned allowance is recorded under "allowance for doubtful accounts” and "bad debt
expenses”.

Interest in associates under equity method

Interest in associates is accounted for using the equity method when the Bank holds, directly
through the Bank or indirectly through its subsidiaries, 20 percent or more of the voting power of
the investee or when the Bank holds less than 20 percent of the voting power but has significant
influence over the investee.

{Continued)
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Unrealized profits and losses resulting from transactions between the Bank, including its
subsidiaries, and an mvestee shall be eliminated. When the unrealized profits or losses arise from
downstream transactions, unrealized gain or loss from transactions and deferred credits for inter-
company transactions are adjusted to eliminate the inter-company transaction effects; otherwise,
long-term investments under the equity method and related investment gain or loss accounts are
adjusted. If the transaction profits or losses arise from depreciated, depleted, or amortized fixed
assets, the recognition of such profits and losses shall be spread over the useful lives of such assets;
otherwise, the recogmition shall be in the year when profits or losses are realized.

If an investee issues new shares and the Bank does not purchase the new shares proportionately,
then the investment percentage and the net worth of the investee shall be adjusted. The
aforementioned difference shall be recorded by adjusting the capital surplus and the interest in
associates under the equity method. If the adjustment stated above is to debit the capital surplus
account and the balance of the capital surplus from long-term investments under the equity method
is not enough to be offset, then the difference shall be debited to retained earnings.

The Bank obtains control over an investee when it directly or indirectly owns more than one half of
the voting power of the investee. The aforementioned investees are accounted for using the equity
method. Consolidated financial statements including the aforementioned investees are prepared at
the end of each June and December. However, the Bank does not consolidate those investees that
can be controlled by but are not material to the Bank, in terms of total assets, revenues and equity.

Other financial assets — financial assets carried at cost

Financial assets carried at cost are equity investment in non-listed companies without significant
influence or control. Such financial assets are recorded at cost because the fair values cannot be
reliably measured. If there is objective evidence that an impairment has been incurred, the
impairment loss should be recognized. Such impairment losses are not allowed to reverse.

Cash dividends received from the aforementioned financial assets are recorded under "other non-
interest income, net" on the ex-dividend date or the date that the board declares a cash dividend.
Nevertheless, dividends received will be deducted from the equity investment if they are declared
prior to the acquisition of the investment. Stock dividends are not recognized as income but treated
as increases in the number of shares held. I a reliable measure becomes available for the
aforementioned financial assets for which such a measure was previously not available, the
financial assets should be measured at fair value and reclassified as available for sale.

Property and equipment, and related depreciation

Property and equipment are measured at cost of acquisition. Interest expense incurred directly
attributable to bringing an asset to the condition necessary for it to be capable of operating, major
additions, improvements, and renewals are capitalized, while maintenance and repair costs are
expensed when incurred.

(Continued)
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Beginning November 20, 2008, the Bank capitalized retirement or recovery obligation for newly
acquired property and equipment in accordance with Interpretation (97) 340 issued by the
Accounting Research and Development Foundation. A component which is significant in relation
to the total cost of the property and equipment and for which a different depreciation method or
rate is appropriate should be depreciated separately. The Company regularly evaluates the
estimated useful lives, depreciation method and residual value at the end of each vear. Changes in
the estimated useful lives, depreciation method and residual value are accounted for as changes in
accounting estimates and recognized in current profit or loss.

Except for land, depreciation of property and equipment is calculated using the straight-line method
over its estimated wuseful life. If the estimated useful life has been reached for property and
equipment and such assets are still in use, a new useful life is estimated based on the residual value
of the asset, and the asset is depreciated thereafter. Gains or losses on the disposal of property and
equipment are recorded as other non-interest income or losses.

Except for land, useful lives of property and equipment held by the Bank are as follows:

Buildings 5to 50 years
Transportation equipment 3 10 5 years
Other equipment 3 to 6 years

intangible assets — goodwill

Goodwill represents the excess of the cost of the acquisition over the Bank's interest in the net fair
value of the identifiable assets and liabilities of the acquired entity. Goodwill is measured at cost
less accumulated impairment losses.

Other assets —idle assets

When property and equipment are not used for operations or any other purposes, the Bank should
transfer the initial cost, the associated accumulated depreciation, and accumulated impairment of
the assets to other assets—idle assets. ldle assets should be depreciated on a straight-line basis
over the remaining estimated useful lives of the respective assets.

Other assets —assets leased to others

Property held for lease is carried at cost, and depreciated over its estimated useful life using the
straight-line method.

Other assets — foreclosed assets

Foreclosed assets are carried at the lower of the carrying amount or net realizable value.
Foreclosed assets are depreciated on a straight-line basis after being foreclosed for one year,
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Asset impairment

The Bank adopted SFAS Na. 35 "Impairment of Assets”. In accordance with SFAS No. 35, the
Bank assesses at each balance sheet date whether there is any indication that an asset may have
been impaired. If any such indication exists, the Bank estimates the recoverable amount of the
asset, and recognizes impairment loss for an asset with carrying value higher than the recoverable
amount,

The Bank may reverse an impairment loss recognized in prior periods for assets other than goodwill
if there is any indication that the impairment loss recognized no longer exists or has decreased. The
carrying value after the reversal should not exceed the recoverable amount or the depreciated or
amortized balance of the assets assuming no impairment loss was recognized in prior periods.

Financial debentures

The issuance of debt instrument is recorded at its fair value using a valuation technique. If the
issuing price of such debt instrument is different from its face value, the difference is amortized as
interest income or expense by the interest method over the period from the acquisition date to the
maturity date.

The difference between payment and carrying amount of a debt instrument at the early
extinguishment date should be recognized as extraordinary losses or gains in the current period, if it
is material.

Provisions for liabilities and charges

In accordance with the Rules Governing Securities Firms (RGSF), if the profit for trading securities
for the Bank's own account exceeds the amount of loss, 10% of the portion i excess on a monthly
basis is allocated as a trading loss reserve. The trading loss reserve cannot be used except for the
purpose of covering the amount of trading loss in excess of the amount of trading profit. When the
accumuiated amount of the trading loss reserve reaches NT$200,000, allocation may cease.

The aforementioned provision for (reversal of) trading loss reserve is recorded as "other non-
interest income {loss) —trading loss reserve” and "other iiabilities —trading loss reserve”.

According to the RGSFE, 0.0028% of the transaction price of the traded securities (for customers'
accounts} must be provided on a monthly basis as reserve for breach of contract losses default
reserve. The reserve for breach of contract losses default cannot be used except for the purpose of
covering the losses caused by breach of contract in trading on customers’ accounts or for a purpose
approved by the Securities and Futures Bureau. When the accumulated reserve for breach of
contract Josses default reserve reaches NT$200,000, allocation will cease.

The aforementioned provision for (reversal of) breach of contract losses default reserve is recorded
as "other non-interest income (loss)—breach of contract losses default reserve"” and "other
Habilities — breach of contract losses default reserve”,

(Continued)



22)

23)

11
STANDARD CHARTERED BANK (TAIWAN) LIMITED

Motes to Financial Statements

Provision for guarantee is the amount of estimated potential losses based on the ending balances of

g _ p &t
guarantees and acceptances. The aforementioned provision for (reversal of) guarantee is recorded
as "allowance — provision for guarantee” and "other liabilities —provision for guarantee”.

Pension

The Bank established an employee defined benefit retirement scheme in 1968, which has been
revised several times and covers all fulltime employees. The scheme provides a lump-sum
payment to the retired employees based on years of service and the employees' average monthly
salary upon the termination of service. According to the scheme, if the qualified employees retired
before year 2000, an additional monthly pension payment equivalent to 30% of average monthly
salary upon the termination of service was paid until year 2000.

The Bank adopted the R.O.C. Labor Standards Law on May 1, 1997, and set up the "Retirement
Fund Supervisory Committee”, approved by the Social Affairs Authority, on June 3, 1998. The
Bank has made monthly deposits to the fund in Bank of Taiwan (formerly the Central Trust of
China} since July 1998.

On July I, 2005, the Labor Pension Act (LPA) became effective. Employees can choose either the
retirement plan defined by Labor Standards Law or the retirement plan defined by the LPA (the
New Scheme), retaining the years of service before the LPA effective date. Under the defined
contribution scheme of the LPA, the Bank has an obligation to contribute no less than 6% of
monthly paid salary to the pension accounts in the Bureau of Labor Insurance,

The measurement date for the Bank's defined benefit pension scheme and actuarial valuations is the
balance sheet date. The Bank accrues a minimum pension lability and recognizes pension costs
based on the actuarial valuations when the accumulated benefit obligation exceeds the fair value of
plan assets. Current and past service costs, transitional liabilities, and gains or losses on pension
plan are amortized over the employees' remaining service period on a straight-line basis.

A minimum pension liability usually occurs due to the existence of unrecognized past service costs
and unrecognized transitional assets or liabilities. If the amount of minimum pension Hability does
not exceed the sum of unrecognized past service cost and unrecognized transitional assets or
liabilities, then deferred pension costs should be recognized under other assets; otherwise, the
difference shall be recognized as net loss from unrecognized pension cost, a reduction of
stockholders' equity. Under the defined contribution scheme, the amounts to be contributed for each
period shall be recognized as an expense.

Share-based compensation

The Standard Chartered Group has set up four share-based compensation schemes. The fair value
of share-based awards measured due to the services rendered by employees shall be recognized as
an expense at the grant date.

{Continued)
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For equity-settled share-based payments, the total amount to be recognized as expenses over the
vesting period is determined by the fair value of the equity instruments granted, excluding the
impact of any non-market vesting conditions, such as profitability and the index of growth rate.
The fair value of equity instruments granted shall be based on market prices, if available, at the date
of grant. If the market price is not available, the fair value of the equity instruments granted is
estimated using an appropriate valuation technique, such as a binomial option pricing model, Non-
market vesting conditions shall be taken into account by adjusting the number of equity instruments
included in the measurement of the share-based transactions. During the vesting period, the Bank
revises its original estimates of the number of share options that are expected to be exercised. The
Bank recognizes the impact of the revision of original estimates, if any, in current-period profit or
loss.

Employee bonuses and directors’ and supervisors' remuneration

Employee bonuses and directors' and supervisors' remuneration appropriated after January 1, 2008,
are accounted for by Interpretation Letter No. Ji-Mi-Zih-0000000052 issued by the Accounting
Research and Development Foundation (ARDF). The Bank estimates the amount of employee
bonuses and directors' and supervisors' remuneration according to the Interpretation and recognizes
it as expenses. Differences between the amount approved in the sharcholders' meeting and
recognized in the financial statements, if any, are accounted for as changes in accounting estimates
and recognized as current-pertod profit or loss.

Revenue recognition
Interest income and fees and commissions are recognized on an accrual basis,
Income tax

Estimation of income tax expense is based on the financial income recognized in accordance with
financial accounting standards. Due to the differences between the income tax amount in the
financial statements and the tax basis of asset and Hability accounts, deferred income tax is
recognized by taking into account the income tax consequences and enacted tax rates for the
periods in which deferred tax liabilities or assets are expected to be settled or realized. The
deferred Imcome tax consequences attributable to taxable temporary differences are recognized as
deferred tax liabilities. The deferred income tax consequences attributable to deductible temporary
differences, loss carryforwards, and income tax credits are recognized as deferred tax assets. The
probability of realization of a deferred tax asset is evaluated, and a valuation aliowance account is
recognized accordingly.

The items that are directly debited or credited to stockholders’ equity do not affect pretax financial
income for the current period but are, according to the tax laws, included in taxable income,
affecting current income tax. Hems that are directly debited or credited to stockholders' equity are
not included in taxable income, but a difference between the tax basis and the book value of the
related asset or liability will arise. When the related asset or Hability is recovered or settled, a
taxable or deductible amount will result. The deferred tax asset or liability is recognized in the
current period.

According fo the R.O.C. Income Tax Act, an additional income tax at the rate of 10 percent on
undistributed earnings is recognized as current income tax expense in the year of the resolution in
the sharcholders’ meeting to distribute earnings.
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The Income Basic Tax Act has been announced and became effective on January 1, 2006. The
calculation of the Bank's basic income is the sum of the taxable income as defined in accordance
with the Income Tax Act and the provisions or tax benefits that are included in the Income Tax Act
and other laws. The amount of basic tax of the Bank is the amount of basic income as calculated in
accordance with the preceding rules, with a deduction of NT$2,000 and then multiplied by the tax
rate prescribed by the Executive Yuan. The greater of income basic tax expense or income tax
expense is the current tax expense actually paid by the Bank.

27}y Earnings per share of common stock

Earnings per share (EPS) are computed by dividing the amount of net income (or loss) attributabie
to common stock outstanding for the period by the weighted-average number of issued common

. shares outstanding during the period. If the number of common shares or potential common shares
outstanding increases as result of capitalization of retained earnings, additional paid-in capital, or
employees' bonus, or decreases as a result of a reverse capitalization due to losses, the calculation
of basic EPS and diluted EPS for all periods presented is adjusted retroactively. 1If these changes
occur after the balance sheet date but before the issuance date of the financial statements, such EPS
calculations are also adjusted retroactively. When calculating diluted EPS, the net income (or loss)
attributable to common shareholders and the weighted-average number of shares outstanding shall
be adjusted for the effects of all dilutive potential common shares.

(3} Changes in Accounting Principle

Beginning July 1, 2008, the Bank adopted the second amendment of SFAS No. 34 "Financial
Instruments: Recognition and Measurement” and reclassified its financial assets accordingly. Such a
change in accounting principle did not have any significant impact on the Bank's financial statements as
of and for the year ended December 31, 2008.

Beginning January 1, 2008, the Bank adopted R.O.C. SFAS No. 39 "Share-based Payment" and
Interpretation Letter No. Ji-Mi-Zih-0000000052 issued by the Accounting Research and Development
Foundation (ARDF). The Bank has classified, measured, and disclosed a share-based payment
transaction, employee profit-sharing, and regular compensation for directors and supervisors in
accordance with the aforementioned standards. The change in the accounting principle does not have a
significant impact on the net income for the year ended December 31, 2008. According to
Interpretation Letter No. Ji-Mi-Zih-0000000169 of the ARDF, the basic EPS and diluted EPS shali not
be retroactively adjusted if capital is increased from employee profit sharing. If employee profit-
sharing is distributed in shares with dilutive potential, such shares should be included in the calculation
of diluted EPS.

Beginning January 1, 2007, the Bank adopted R.O.C. SFAS No. 37 "Intangible Assets". In accordance
with the aforementioned standard, the Bank reevaluated the useful life and amortization method of
recognized intangible assets on the date of adopting such accounting principle and concluded that no
modification of any asset's useful life or amortization method is necessary.
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)

14
STANDARD CHARTERED BANK (TAIWAN) LIMITED

MNetes to Financial Statements

Cash and Cash Tguivalenis

As of December 31, 2008 and 2007, cash and cash eguivalents were as follows:

2608 2607
Cash 5 4,630,522 4,570,604
Cash 1 transtt - 6,066
Negotiable instruments for clearing 202,386 37,165
Deposits with other banks 569,489 2,525,943
Deposits with affiliate companies 10.268.544 142.004
$ 15.670.941 7.281,782

Balance at Central Bank, and Loans and Advances to Banks

As of December 31, 2008 and 2007, the balance at the Central Bank and loans and advances to banks

were as follows:

2008 2607

Balance at Central Bank:
Reserve for deposits —checking account $ 6,549,917 3,951,987
Reserve for deposits —~ demand account 11,174,048 11,611,807
Reserve for deposits — foreign currency 98,456 811,065
Reserve for deposits — settlement accounts 700.833 597.863
18,523,257 16,372,722
Loans and advances to other banks 30,600,475 14,763,753
Loans and advances to affiliates 49,684,914 9.256.510
80,285,389 24.023.263
8 8.808.646 40,395,985

Pursuant to the Banking Law, the "reserves for deposits” are calculated at prescribed rates on the

average balances of various deposit accounts and deposited with the Central Bank.

(Continued)
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{6) Firancial Assets and Liabilities Held at Fair Value through Profit or Loss

As of December 31, 2008 and 2007, financial assets and liabilities held at fair value through profit or

foss were as follows:

2008 2007
Trading financial assets:
Debt instruments $ 10,134,705 5,115,776
Derivatives 29,242,128 18.679.751
36.376.833 23,795,527
Financial assets designated at fair value through profit or loss:
Structured notes - 1,670,790
$ 39,376,833 25,466,317
Trading financial liabilities:
Debt instruments ¥ 961,541 -
Derivatives 36.257.795 20,331.565
$ 31.219.336 20,331,565

For the years ended December 31, 2008 and 2007, net gain (loss) on financial assets and liabilities held
at fair value through profit or loss recognized by the Bank were as follows:

Net gain (loss) on valuation and disposal of trading financial
assets and liabilities:

Debt instruments $
Dertvatives

Net gain (loss) on valuation and disposai of financial assets
designated at fair value through profit or loss:

Structured notes

Interest income

Total $

2068 2097
806,982 104,579
(274.232) 88.941
532.750 193,520
61.828 (56.935)
150.183 57.535
744.76% 194,12¢
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{7y Accounts Receivabie

As of December 31, 2008 and 2007, details of accounts receivable were as follows:

2008 2067
Aceounts receivable 5 5,238,023 6,463,081
Acceptance receivable 1,250,032 413,765
Factoring loan receivable without recourse 6,926,319 439,878
Interest receivable 2,319,660 1,673,500
Credit card receivable 10,332,004 14,233,826
Other receivable 1.332.744 257,371

27,398,782 23,481,421
Less: allowance for doubtful accounts B2.567 85.485
Total $ 27,316,215 23.395,036

{(8) Assets Held for Sale

The Bank committed to sell the idle assets, building and land on May 29, 2008, and # was expected to
be completed within a year. As of December 31, 2008, the book value of assets held for sale amounted
to $1,794,670.

(9} Loans and Advances to Customers
As of December 31, 2008 and 20607, details of loans and advances to customers were as follows:
2008 2007

Remittances and discounts for exports $ 1,874,195 10,694,953
Short-term loans and overdrafts 33,552,587 24,601,293
Short-term secured loans and overdrafts 9,925,046 12,392,952
Medium-term loans 68,185,300 80,464,108
Medium-term secured loans 12,754,191 11,748,679
Long-term loans 10,958,745 3,535,251
Long-term secured loans 171,657,012 143,808,993
Non-performing loans 5,316,915 5.197.082

Subtotal 314,223,991 292,443,311
Less: allowance for doubtful accounts 3.697.852 2.166.767
Total 5 319,526,139 296,276,544
Hedged assets included in the above balance 3 352,833 1,928,209

The above hedging activities are treated as fair value hedge.

Aliowance for doubtful accounts is provided by evaluating the risk of nonrecovery of specific
outstanding loans, and the risk of nonrecovery is assessed by the probability of default.
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For the years ended December 31, 2008 and 2007, the movements of allowance for doubtful accounts

were as follows:

2008
Specific General
provision provision Total
Beginning balance $ 1,641,181 611,071 2,252,252
Add: provision for doubtful accounts 5,019,457 2,565,014 7,584,471
provision from transfer of operation from AER 588,416 - 588,416
provision from acquisition of business from
ATIC 920,117 . 920,117
exchange rate effects 31,127 - 31,127
Less: write-off 5,499,417 2.096.552 7.595.964
Ending balance $ 2.700.886 1.079.533 3,786,419
2067
Specific General
provision provision Total
Beginning balance § 2,603,204 869,477 3,472,681
Add: provision for doubtful accounts 4,715,192 3,288,670 8,003,862
provision from transfer of operation from

Standard Chartered Bank, Taipei Branch 1,011 868,542 869,533

Less: write-off 5.678.226 4415618 10,093,844
Ending balance % 1.641.181 611,671 2,252,252

For the vears ended December 31, 2008 and 2007, allowance for doubtful accounts of accounts
receivable was $82,567 and $85,485, respectively; allowance for doubtful accounts of loans and
advances to customers was $3,697,852 and $2,166,767, respectively.

For the year ended December 31, 20608, the Bank's bad debt expense was $7,711,246. This amount
consisted of bad debt expense for loans and advances to customers of $7,584,471 and provision for
guarantee amounting to $126,775. For the year ended December 31, 2007, the Bank's bad debt expense
for loans and advances to customers was $8,003,862 .

The Bank collected $1,814,557 and $1.469,375 from written-off loans during the years ended December
31, 2008 and 2007, respectively, recorded as other non-interest net income. For the years ended
December 31, 2008 and 2607, the amounts of allowance for doubtful accounts generated from 3% of
operating revenue were $598,279 and $495,000, respectively.

As of December 31, 2008 and 2007, the amounts of outstanding loans with interest charges suspended
amounted to $2,091,665 and $1.638,277, respectively, The amounts of interest not accrued derived
from the aforementioned loans were $40,050 and $22,492, respectively.

As of December 31, 2008 and 2007, loans and advances to customers classified by geographical region
were as follows:

(Continued)
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As of December 31, 2008 and 2007, information

customers was as follows:

2008 2087
! 304,981,536 287,551,107
9.242.455 4,892,204
$ 314,223,991 292,443,311

regarding asset quality of loans and advances to

{expressed in thousands of New Taiwan dollars, %

Period 28008
Overdue foan |Loan Balance Allowance for| Coverage
IProduect amount {Note 3) |Overdue ratie] bad debts rate
Corporate  [Secured 4,300,148 27,603,997 15.58 % 1,927,384 44.82 %
Banking  |[Jnsecured 263,299 65,942,492 0.40 % 263,517 100.08 %
Mortgage 3,039,771 151,138,351 2.01 % 1,030,629 33.90 %
Cash card “ 9,709 - %o 16 - %
Consumer  [Credit loan 461,548 47,596,814 0.97 % 476,306 163.20 %
Banking Others Secured - 21,768,934 - %o - - %
(Unsecured - 161,694 - Yo - - %
Total 8,004,766 314,223,991 237 % 3,697,852 45.85 %
Account Aliowance for
Overdue receivables | Overdue ratio |  bad debts | Coverage rate
Credit card 886,358 10,332,004 8.58 % 73,116 8.25 %
Facloring loan receivables without recourse - 6,926,319 - % - - %
Period 2607
Allowanee for
Overdue loan bad debts Coverage
Product amount |Loan Balance|Overdue ratio] (Nete 1) rate
Corporate  [Secured 2,091,385 7.150,360 2023 % 547,308 26.17 %
Banking  Unsecured - 68,724,990 - % - - %
Mortgage 3,418,523 [ 144,760,078 236 % £95.020 26.18 %
Consumer |[Cash card 1,080 20,237 334 % 283 26.20 %
Banking  [Credit loan 409,234 45,184,193 0.91 % 107,143 26.18 %
{Note 2) Others Secured 2,355,530 26,572,203 8.86 % 617,013 26.19 %
Unsecured - 31.250 - %o - - %
Total 8,275,952 292,443,311 2.83 % 2.166,767 26.18 %
Account Allowance for
Overdue receivables | Overdue ratio| bad debls | Coverage rate
Credit card 1,694,795 14,673,704 7.46 % 85,483 7.81 %
Factoring loan receivables without recourse - 439878 - % - - %

Note 1: Allowance for doubtful accounts is disclosed in proportion to the ratic of overdue loan amount of each
product to total overdue loan.

Note 2: Overdue loan amounts disclosed as others —secured and others — unsecured in consumer banking are
calculated in proportion to their outstanding loan balance.
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(18) Availzble-for-sale Financial Asseis

As of December 31, 2008 and 2007, available-for-sale financial assets were as follows:

2608 2807
Debt instruments:
Treasury bills $ 14,917,405 1,491,345
Government bonds 27,243,530 11,122,605
Commercial paper 1,020,149 819,462
Negotiable certificates of deposit 58,058,480 42,682,456
Financial debentures 5,556,067 6,368,194
Corporate bonds 6.174.224 8,245,295
Subtotal 116,969,855 73,728,757
Beneficiary certificates 4,522,880 4,647 530
Equity instruments 36.549 -
Total R 121,529,284 78,376,287
Hedged assets included in the above balance $ 14,422,636 8,415,186

The above hedging activities are treated as fair value hedge.

For the years ended December 31, 2008 and 2007, the movements of unrealized gain (loss) on
available-for-sale financial assets were as follows:

2008 2007
Beginning balance $ (888,436) (383.517)
Unrealized gain (loss) recognized in the period 1,179,557 (334,367
Realized (loss) gain on disposal in the period (61.647) 170,552
Ending balance $ 352,768 (B8R, 436)

In December 2005, the carrying value of $12,005,275 of the mortgage loans was entrusted by the Bank
to Deutsche Bank AG, Taipei Branch for issuance of beneficiary certificates via securitization.
Deutsche Bank AG, Taipei Branch issued both an "Investor Certificate” and a "Seller Certificate"
amounting to $10,204,484 and $1,800,791, respectively, at face amount. The duration period of the first
beneficiary certificates is from December 20, 2005, to July 20, 2027.

In September 2006, the carrying value of $13,234,322 of the mortgage loans was entrusted by the Bank
to Deutsche Bank AG, Taipei Branch for issuance of beneficiary certificates via securitization.
Deutsche Bank AG, Taipet Branch issued both an "Investor Certificate” and a "Seller Certificate”
amounting to $10,322,771 and $2,911,551, respectively, at face amount. The duration period of the
second beneficiary certificates is from September 2006 to the trust distribution date in January 2028.

(Continued)
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Al the first and second issuance of the beneficiary certificates, the Bank held the subordinated Seller
Certificates of $1,800,791 and $2,911,551, respectively, which were recorded as available-for-sale
financial assets with the right to interest in excess of the fixed amount paid to investors. If the debtors
fail to repay the entrusted loans, investors and Deutsche Bank AG, Taipei Branch have no right of

recourse to the Bank's other assets.

The Bank's right to the repayment of the entrusted loans as

subordinated Seller Certificates is inferior to the investors', and the value of these subordinated Seller
Certificates is affected by the exposure to credit risk, the early repayment rate, and changes in interest

rate on those enirusted loans.

1) Asof December 31, 2008 and 2007, key assumptions used in measuring retained interests

Prepayment rate (annual rate) — assumption 1
Weighted-average life

Expected credit losses rate (annual rate)— assumption 2
Discounted rate for residual cash flows

Prepayment rate (annual rate) —assumption ]
Weighted-average life

Expected credit losses rate (annual rate) — assumption 2
Discounted rate for residual cash flows

2) Sensitivity analysis

2008

First

30,00 %
1.45 years
1.50 %
2.60 %

2607

First

30.00 %
2.17 years
1.50 %
2.60 %

Second

20.00 %
2.09 years
2.00 %
2.60 %

Second

20.00 %
3.31 years
1.50 %
2.60 %

As of December 31, 2008 and 2007, if the key economic assumptions as below were adversely
changed by 10% and 20%, respectively, the sensitivity of the current fair value of residual cash

flows would be as follows:

Carrving amount of retained interest

Assumption |- impact on fair value of 10% adverse change
Assumption 1 —impact on fair value of 20% adverse change
Assumption 2 — Impact on fair value of 10% adverse change
Assumption 2 -~ Impact on fair value of 20% adverse change

$

2008

First

1,747,147
(3,579)
(4,714)
(1,816)
(3.633)

Second

2,775,773
(9,542)
(11,614)
(1,663)
(3,326)
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Carrying amount of retained interest

Assumption I —impact on fair value of 10% adverse change
Assumption 1 - Impact on fair value of 20% adverse change
Assumption 2 — impact on fair value of 10% adverse change
Assumption 2 —impact on fair value of 20% adverse change

2087

First

1,775,302
(3.354)
(6,884)
(2,612)
(5,224)

Second

2,872,228
(11,772)
(22,900)

(3,425)
(6,850)

As of December 31, 2008 and 2007, there was no actual credit loss for the securitized mortgage
loan; therefore, the expected static pool default rate was equal to the expected default rate.

Cash flows

The cash flows received from or paid to securitization trusts for the years ended December 31,

2008 and 2007, are summarized as follows:

Other cash flows received on retained interests
Servicing fee received

Cash received for prepayment for service
Prepayment for service

Other cash flows received on retained interests
Servicing fee received

Cash received for prepayment for service
Prepayment for service

2008

First

83,947
5,000
500
358

2007

First

90,322
5,000
1,235
1,155

Second

96,751
5,000
1,885
1,870

Second

67,754
5,000
2,111
2,332
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(11} Interest in Associates under Equity Method and Financial Assets Carried at Cost

December 31, 2008 December 31, 2007
Percentage Imvestment Percentage Investment
of ewnership cost Amount  of ewnership cost Amount
Equity methoed:
Hsinchu Futures Co., Lid. - 5 - - g8.57 442 830 261,193
Standard Chartered Life Insurance 100.00 21 246,312 100.00 21 166,619
Agent Co., Lid.
Standard Chartered Taiwan Insurance 100.00 368 27,355 100.00 368 27.506
Agent Co., Lid.
Paradigm Assets 20.00 98,400 95,747 20.06 98,400 95,747
Management Co., Ltd,
98,789 369,414 541,619 551,065
Less: accumulated impairment - 95,747 - 95,747
Paradigm Assets Management
Co., Lid.
§ 58,789 273,667 541,619 455,318
Financial assets carried at cost;
Fubon Secuyities Finance Co., Ltd. 0.99 % 38.065 38,065 0.99 38,063 38,065
Taiwan Sma}l and Medium 4.84 26,000 29,000 4.84 29.000 29,000
Enterprises Development Corp.
Taiwan Futures Exchange Co., Lid. - - - 0.51 10,250 10,250
Financial Information Service 1.14 435,500 45,500 1.14 45.500 45,500
Co., Ltd.
Taipei Forex Inc. 3.03 6,000 6,000 3.03 6,000 6,000
TSC Bio Venture Management, Inc. 5.00 26.250 20,250 5.00 20,250 20,230
Livu Venture Investment, Inc. 4.76 12,157 12,157 476 15,014 15,014
Windance Co., Ltd. 2.73 188,500 188,500 2,73 188,500 188,500
Taiwan Asset Service Corporation 2.94 50,000 50,000 2.94 50.000 50,000
Yang Guang Asset Management 1.42 849 849 1.36 814 814
Company
Wan Chi Co., Ltd. 3.33 2,468 2.468 335 2,468 2,468
Taiwan Depository and Clearing .17 9277 9,277 0.17 9,277 6,277
Corporation
Taiwan Cooperative BRiils 12.74 94.546 94,546 - - -
Finance Corporation
Subtotal 496,612 496,612 415,138 415,138
Less: accumulated impairment - - 202,969 - - 188.500
5 496.612 293,643 415,138 226,638

For the years ended December 31, 2008 and 2007, the recognized investment income from interest in

associates under the equity method was $202,282 and $120,371, respectively.
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The sharehoiders of Hsinchu Futures Co., Ltd., an investee company of the Bank under the equity
method, decided to dissolve the company in December 2007; the liquidation was completed on May 29,
2008. The gain on disposal of investment and return of capital from the aforementioned dissolved
investee company were $77,090 and $338,283, respectively, and the gain was recognized as other non-
interest income,

In the year ended December 31, 2008, the Bank disposed of the investment in Taiwan Futures Exchange
Co., Ltd., classified as financial assets carried at cost. The original investment cost and proceeds from
disposal of were $10,250 and $44,740, respectively. The gain on disposal of the aforementioned
investment was $34,490, which was recognized as other non-interest net income.

For the years ended December 31, 2008 and 2007, the recognized dividend revenue, recorded as other
non-interest net incorme from financial assets carried at cost, was $11,673 and $13,812, respectively.

For the years ended December 31, 2008 and 2007, movements of accumulated impairment of
investments in associates under the equity method and financial assets carried at cost were as stated in
note 20.

(12} Property anc Equipment
As of December 31, 2008 and 2007, details of property and equipment were as follows:

2008 2007

Cost:
Land by 3,385,979 3,025,053
Revaluation increments on land 505,866 505,866
Buildings 3,245,975 3,296,267
Revaluation increments on buildings 10,407 10,407
Transportation equipment 7,387 3,684
Leasehold improvements 497,251 212,022
Other equipment 4,170,176 3,996,108
Subtotal 11,823,041 11,049,407
Less: accumulated depreciation 4,009,495 3,688,089
Less: accumulated impairment 123,399 464,495
Subtotal 7,690,147 6,896,823
Prepayment for equipment 297.858 510.613
Total $ 7,588,005 7,407,436
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For the years ended December 31, 2008 and 2007, movements of accumulated depreciation were as

follows:
2008 2967
Beginning balance $ 3,688,089 3,213,146
Add: deprectation 657,623 565,642
transfer by business assumption 81,133 414,292
reclassification 34,041 -
Less: disposal 461,391 176,833
reclassification - 328,158
Ending balance $ 4,009,495 3.688.089

For the years ended December 31, 2008 and 2007, movements of accumulated impairment of property
and equipment were as stated in note 20.

(13) Intangible Assets

2008 20067
Goodwill $ 3,384,383 -
Deferred pension costs 228,416 281,867
Software 171,335 259.563
s 3.784,134 541.430

The Bank acquired the assets and liabilities of Asia Trust Investment Co., Lid. on December 27, 2008.
Consequently, the Bank recognized goodwill of $3,384,383. The detailed information is provided in
note 32.

{i14) Other Assets

As of December 31, 2008 and 2007, details of other assets were as follows:

2008 2007
Deferred income tax assets, net 3 4,483,638 3,229,527
Idle assets, net of accumulated impairment of $3,231 and
$18,446 as of December 31, 2008 and 2007, respectively 29,941 113,694
Assets leased to others, net 326,919 1,722,522
Foreclosed assets, net of accumulated impairment of $639,827 as
of 2008 and 2007 568,926 577,368
Refundable deposits 1,988,580 660,385
Prepaid expenses 150,506 147,068
Tax refund receivable 214,462 149,536
Others 151.693 136.776
§ 7.914.665 6.736.876
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For the years ended December 31, 2008 and 2607, movements of accumulated impairment of idle
assets, asseis leased to others, and foreclosed assets were as stated in note 20.

The Bank leased out its office buildings under operating leases with lease terms ranging from one to
five years. As of December 31, 2008, future lease payments to be received were as follows:

Period Amoumnt
2009 5 60,149
2010 54,138
2011 16,547
2012 111
2013 and thereafter 191
8 131,136

(15) Bills and Bonds Sold (Purchased) under Repurchase (Reverse Repurchase) Agreements

As of December 31, 2008 and 2007, the fair value of underlying assets of bills and bonds purchased
under reverse repurchase agreements was as follows:

2008 2007

Government bonds $ i.175.21¢6 -

As of December 31, 2008 and 2007, the fair value of underlying assets of bills and bonds sold under
repurchase agreements were as follows;

2068 2007
Financial assets heid at fair value through profit or loss $ - 982.334
Available-for-sale financial assets 417.662 132,982
$ 417.662 1.115.316

As of December 31, 2008, the settlement date for bills and bonds purchased under reverse repurchase
agreements was January 5, 2009; interest rates of the aforementioned reverse repurchase agreements
were from 0.50% to 0.65%. The contracted price for the aforementioned reverse repurchase agreements
was $1,179,554.

As of December 31, 2008 and 2007, settlement dates for bills and bonds sold under repurchase
agreements were from January 9 to 21, 2009, and from January 2 to 11, 2008, respectively; interest rates
of the aforementioned repurchase agreements ranged from 0.42% to 1.20% and from 1.93% to 2.07%,
respectively. The contracted price for the aforementioned repurchase agreements were $413,050 and
$1,146,517, respectively.
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(16} Deposits and Remittances

As of December 31, 2008 and 2007, deposits and remiitances were as follows:

2008 2097

Checking deposits $ 3,521,704 3,790,414
Demand deposits 121,707,858 92,358,384
Time deposits 158,826,346 65,721,133
Savings deposits 102,410,120 107,310,252
Time savings deposits 115,443,247 111,500,841
Trust fund with no designated purpose 12,100,450 -

Remittances 29,545 279914
Total $ 514,039,279 380.966.938
Hedged liabilities inciuded in the above balance $ 19.400.800 300,000

The above hedging activities are treated as fair value hedge.

As of December 31, 2008 and 2007, the maturity date for the abovementioned time deposits and time

savings deposits was within three years.

{17y Financial Debentures

As of December 31, 2008 and 2007, details of subordinated debentures issued by the Bank were as

follows:

Bond Issue conditions

91-1A S-year term, interest payable semi-annually, annual
interest rate for the first 3 years is 4.25%, and 4.5%
for the last 2 years; maturity date: July 19, 2007

94-1 No maturity date, interest payable semi-annually,
based on the average one-year regular floating rate
of the largest nine banks plus 1.493%
94-2 No maturity date, interest payable semi-annually,
based on the average one-year regular floating rate

of the largest nine banks plus 1.493%

95-1 7-year term, interest payable quarterly, based on the
Bank's 90-day commercial paper interest rate plus
0.22%; maturity date: December 27, 2013

97-1 10-year term, interest payable quarterly, annual

$

2008

2,900

7,636,700

2,363,300

4,800,000

4,922 968

2067

11,900

7,636,700

2,363,300

4,800,000

interest rate for the first 5 years is USD 3M LIBOR,
plus 2.185%, and USD 3M LIBOR plus 2.685% for
the last 5 years; maturity date: March 12, 2018

$ 19,725,868 14.811.900
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The board of directors approved the issuance of the first tranche of subordinated debentures of the year
2002 at a total amount of $8,000,000 on April 2, 2002; the MOF then approved this issuance on June
27,2002, and the related subscription was completed in July 2602,

The board of directors approved the issuance of the cumulative subordinated debentures without
maturity dates at a total amount of $10,000,000 on October 26, 2004. The FSC then approved the
issuance on January 3, 2005, and the related subscription was completed on January 28, 2005,

The board of directors approved the issuance of the first tranche of subordinated debentures of the year
2006 at a total amount of $4,800,000 on November 20, 2006. The FSC then approved the issuance on
December 4, 2006. These debentures began fo be traded on the over-the-counter market on December
27, 2006.

The board of directors approved the issuance for the first tranche of subordinated debentures of the year
2008 at a total amount $4,922,968 (USDI150,000 thousand equivalent) on November 27, 2007. The
FSC then approved the issuance on February 29, 2008. These debentures began to be traded on the
over-the counter market on March 12, 2008,

(18} Interest Income

For the years ended December 31, 2008 and 2007, details of interest income were as follows:

2008 2007
Interbank transactions $ 1,770,372 1,547,330
Loans and advances to customers 12,614,939 12,310,189
Credit cards 1,227,047 699,903
Financial assets held at fair value through profit or loss 150,183 57,535
Available-for-sale financial assets 2.006.636 1.453.980
Total $ 17.769,177 16,968,937

{19) Other Non-interest Income (Loss)

For the years ended December 31, 2008 and 2007, details of non-interest income (loss) were as follows:

2008 2607

Securities brokerage commissions $ 167,364 315,347
Rental income 68,743 83,935
(I.oss) gain on disposal of property and equipment and

foreclosed assets (30,701 18,190
Collection of written-off accounts receivable and loans 1,814,557 1,469,375
Dividend income of investmenis carried at cost 11,673 13,812
Gain on disposal of investments 111,580 -
Others 73.105 45.040
Total $ 2.216.321 1,945,699
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For the years ended December 31, 2008 and 2007, impairment losses recognized and movements of
accumulated impairment losses for assets held by the Bank were as follows:

Interest in associates under equity method
Financial assets carried at cost
Property and equipment

Idle assets

Foreclosed assets

Interest in associates under equity method
Financial assets carried at cost
Property and equipment

idle assets

Assets leased to others
Foreclosed assets

(21) Pension

2008
Impairment

Opening loss Ending

balance {reversal) Reclassified balance
$ 95,747 - - 65,747
188,500 14,469 - 202,969
464,495 - (341,096) 123,396
18,446 - (15.215) 3,231
639,827 - - 639.827
$_ 1.407.615 14,469 (356.31%) 1,065,173

2067
Impairment

Opening loss Ending

balance (reversal)  Reclassified balance
S - 95,747 - 05,747
188,500 - - 188,500
- 464,495 - 464,495
17,166 1,280 - 18,446

2,513 {2,513) - -

1.007.635 (234,568) (133,240) 639.827
$_ 1215814 324,441 (133.24¢) 1,407,015

For the years ended December 31, 2008 and 2007, the related pension assets, costs, and accrued

Habilities of the Bank were as follows:

Fair value of pension assets at end of period
Pension cost:
Defined contribution pension scheme
Defined benefit pension scheme
Accrued pension liabilities

2608 2007
$ 1,965,450 1,754,957
157,843 25,880
282,206 235,448
356,207 502,518
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The Bank provided deposits in a pension account for the engaged emplovees in Bank of Taiwan
(formerly the Central Trust of China) in 2008 and 2007. Furthermore, the Bank deposited an amount
equal to 6% of the monthly gross salary payment in the Bureau of Labor Insurance in 2008 and 2007.
The measurement dates of the actuarial reports were December 31, 2008 and 2007, respectively, As of
December 31, 2008 and 2007, the reconciliation of the funded status and accrued pension Habilities was
as follows:

2068 2067

Benefit obligation:

Vested benefit obligation $ (1,810,693) (1,716,463)

Non-vested benefit obligation {514.964) (496.099)

Accumulated benefit obligation (2,325,657 (2,212,562)

Additional benefits based on future compensation (840.747) (644.656)

Projected benefit obligation (3,166,404) {2,857,218)
Fair value of plan assefs 1.869.450 1,754,957
Funded status {1,196,954) (1,102,261)
Unrecognized net transition obligation 211,243 249,254
Unrecognized prior service cost 17,173 32,613
Unrecognized loss 1,032,863 758,746
Additional minimum pension liabilities (420.532) (440,870}
Acecrued pension lHabilities $ {356,287 (362.518)
Vested benefit $ 2,258,622 2,044,144

For the years ended December 31, 2008 and 2007, the components of net pension cost were as follows:

2008 2007
Service cost $ 162,841 117,762
Interest cost 66,510 71,926
Actual return on plan assets (47,703) (41,380)
Amortization 100,558 87.140
Net pension cost $ 282,206 235,448
Actuarial assumptions for the years 2008 and 2007 were as follows:

2068 20667
BPiscount rate 2.50 % 2.50 %
Rate of increase in future compensation 3.50 % 3.50%
Rate of proiected return on plan assets 2.50 % 2.50 %

For the years ended December 31, 2008 and 2007, payments for retirement and severance were
$471,311 and $11,993, respectively. For the years ended December 31, 2008 and 2007, net pension
costs for employees assigned from foreign affiliate companies were $15,096 and $11,610, respectively.
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(22) Share-Based Payments

Standard Chartered PLC Group (the SC PLC Group) has established five main share-based payment
schemes for its directors and employees. For the vears ended December 31, 2008 and 2007, share-
based payment schemes adopted by the Bank were as follows:

1} Imternational Sharesave Schemes

According to the International Sharesave Schemes ("ISS"), employees have the opportunity of
adhering to a three-year or five-year share-saving contract. Within six months after the vesting
period of a three-year or five-year contracted term, employees are entitied to exercise their share
options, purchasing common shares in SC PLC. The discount on the price of shares that employees
are entitled to purchase is up to 20 percent of the price of shares sold on open markets on the
settlement date. There is no performance condition having to be satisfied for the employees to
become entitled to receive share-based awards.

The option movement of the 1SS was as follows:

2008 2087
Beginning balance 615,481 -
Options provided by business assumption from Standard
Chartered Bank, Taipei Branch “ 152,856
Add: granted 295,981 470,404
Less: exercised 5,953 -
lapsed 123.932 7779
Ending balance 781577 615,481

For the years ended December 31, 2008 and 2007, the cost of the 1SS charged to current profits or
tosses was $38,572 and $12,469, respectively, recorded as operating expenses.

The valuation of share options is performed using a binomial option-pricing model. The fair value
per option granted and the assumptions used in the calculation are as follows:

2008

Grant date October 3 September 16
Share price at grant date £ 14.52 £ 14.52

Exercise price £ 1162 £ 11.62

Vesting period (years) 375 3/5
Expected volatility (%) 39.6/48.7 39.6/48.7
Expected option Life (vears) 3.3375.33 3.33/533
Risk free rate (%) 2.32/2.53 2.32/2.53
Expected dividends (yield) (%) 2527273 2.52/2.73
Fair value £ 2.99/3.04 £ 2.99/3.04
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2007

Grant date October 1 September 26
Share price at grant date £ 1588 £ 16.18

Exercise price £ 1243 £ 12.43

Vesting period (years) 3/5 3/5
Expected volatility (%o} 20.7/24.2 20771242
Expected option life (vears) 3.33/5.33 3.33/5.33
Risk free rate (%) 4.90/5.00 5.10/5.00
Expected dividends (yield) (%) 2.9/3.33 2.9/3.33
Fair value £ 44/49 £ 4.7/5.1

The expected volatility is based on historical volatility over the last three to five years or three to
five years prior to grant. The expected life is the average expected period to exercise. The risk-
free rate of retum is the yield on zero-coupon UK government bonds of 4 term consistent with the
assumed option life. The expected dividend yield is based on historical dividend yield over the last
three years or three years prior to grant. Where two amounts are shown for volatility, risk-free
rates, expected dividends yield and fair values, the first relates to a three-year vesting period and
the second to a five-year vesting period.

Restricted Share Scheme

The SC PLC Group established the Restricted Share Scheme ("RSS™) to reward and retain
employees who have good performance and high potential. SC PLC Group grants RSS awards
only at the time of hiring, and there are no performance conditions that must be met. The RSS
scheme is only provided for employees and not executive directors. Two years after the grant date,
50 percent of share-based awards is vested 1o the emplovees who are entitled to exercise the RSS.
The remaining balance is vested to the aforementioned employees within three years. The share-
based awards can be exercised within seven years after the grant date. The value of share-based
awards granted to certain employees in any year cannot exceed two times the base salary of those
employees.

The option movement of the RSS was as follows:

2008 20067
Beginning balance 54,192 -
Options provided by business assumption from Standard - 24,522
Chartered Bank, Taipei Branch

Add: granted 47,047 29,670
Less: exercised 4,705 -

fapsed 25.336 -
Ending balance 71,198 54,192

For the years ended December 31, 2008 and 2007, the cost of the RSS charged to current profits or
losses was $15,780 and $6,021 respectively, recorded as operating expenses.
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Under the RSS scheme, the fair value of share-based awards is based on the market value after
deducting the adjustment of share dividends during the vesting period.

2008
Grant date September 16 April 24 March 11
Share price at grant date £ 13.86 £ 17.82 £ 16.26
Vesting period (years) 3 3 3
Expected dividends (yield) (%6) 2.4 2.4 2.4
Fair value £ 825 £ 825 £ 8.25
2007

Grant date September 17 March 12
Share price at grant date £ 14.65 £ 14.51
Vesting period (years) 2/3 2/3
Expecied dividends (yield) (%) 2.9 2.8
Fair value £ 13.49 £ 13.36

The expected dividend yield is based on the historical dividend yield over the last three years or the
three vears prior to grant.

Executive Share Option Scheme

The Executive Share Option Scheme ("ESOS™) is designed to improve the Bank's international
competitiveness and reward executive directors and their senior management teams for delivering
long-term performance. A vesting EPS performance condition must be achieved before executive
directors and management are entitled to exercise the share options.

Executives who are entitled to purchase common shares of SC PLC have to exercise the share
option between the third and tenth year after the date of grant. The exercise price per share is the
market price of that share on the grant date. The share options can be exercised only when certain
performance conditions are satisfied. The option movement of the ESOS was as follows:

2008 20067

Beginning balance 5,257 .

Options provided by business assumption from Standard - 8,834
Chartered Bank, Taipei Branch

Add: granted 748 -

Less: exercised - 3.577
lapsed - -

Ending balance 6.005 8,257

For the year ended December 31, 2007, the cost of the ESOS charged to current profit or losses was
$115, recorded as operating expenses.
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The valuation of share options is performed using a binomial option-pricing model. As of
December 31, 2007, there were no such share-based awards granted.

Performance Share Plan

The Performance Share Plan ("PSP"} is designed to be an intrinsic part of total remuneration for the
SC PLC Group's executive directors and for a small number of the SC PLC Group's most senior
executives. It 18 an incentive plan focusing on improving long-term competitiveness and
encouraging executives to achieve and then exceed the long-term performance goals of the SC PLC
Group. The directors are granted an opportunity to purchase shares at nil-price if they still remain
employed by the SC PLC Group. The aforementioned directors are allowed to exercise share
options between the third and tenth year after the grant date. The SC PLC Group has established
policies allowing qualifying employees, under certain limited circumstances, to exercise share
options in advance.

'The option movement of the PSP was as follows:

2008 2667
Beginning balance 36,065 “
Options provided by business assumption from Standard - 36,065
Chartered Bank, Taipei Branch

Add: granted 45,645 -
Less: exercised 10,195 -

lapsed 19,132 -
Ending balance 52,383 36,965

For the years ended December 31, 2008 and 2007, the cost of the PSP charged to current profits or
losses was $8,344 and $4,448 respectively, recorded as operating expenses.

Under the PSP scheme, the fair value of share-based awards is based on the market value after
deducting the adjustment of share dividends during the vesting period.

2068
Grant date September 16 April 24 March 11
Share price at grant date £ 13.86 £ 17.82 £ 16.26
Vesting period (years) 3 3 3
Expected dividends (yield) (%6) 2.6 2.6 2.6
Fair value (EPS) £ 12.83 £ 16.50 £ 15.06
Fair value (TSR) £ 504 £ 649 £ 5.89
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2007
CGrant date September 17 March 12
Share price at grant daie £ 1469 £ 14.51
Vesting period {years) 3 3
Expected dividends (yield) (%) 2.9 2.8
Fair value (EPS) £ 6.74 £ 6.68
Fair value (TSR) £ 292 £ 2.89

The expected dividend yield is based on the historical dividend yield over the last three years or the
three years prior to grant. The TSR fair value is derived by discounting 50 percent of the award
which is subject to the TSR condition by the loss of expected dividends over the performance
period, and the likelihood of meeting the TSR condition which is calculated by the area under the
TSR vesting scheduie curve.

Supplementary Restricted Share Scheme

The SC PLC Group established the Supplementary Restricted Share Scheme ("SRSS") to provide
participants with an opportunity to benefit financially from growth in the value of the Group's
shares. The purpose of this scheme is to reward and retain employees who have good performance
and high potential. SC PLC Group grants SRSS awards only at the time of hiring, and there are no
performance conditions that must be met. The SRSS scheme is only provided for employees and
not executive directors. Two years after the grant date, 50 percent of share-based awards is vested
to the employees who are entitled to exercise the SRSS. The remaining balance is vested to the
aforementioned employees within three years. The share-based awards can be exercised within
seven years after the grant date.

The option movement of the SRSS was as follows:

20088 20067
Beginning balance - .
Add: granted 5,142 -
Ending balance 5142 -

For the year ended December 31, 2008, the cost of the SRSS charged to current profits or losses
was $436, recorded as operating expenses.

Under the SESS scheme, the fair value of share-based awards is based on the market value after
deducting the adjustment of share dividends during the vesting period.

2608
Grant date September 16 March 11
Share price at grant date £ 1386 £ 16.26
Vesting period (vears) 3 3
Expected dividends (yield) (%) 24 2.4
Fair value £ 13.06 £ 12.41
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The expected dividend yield is based on the historical dividend yield over the last three years or the
three years priotr to grant.

(23} Income Tax

The Banlk is subject to ROC income tax at a maximum rate of 25%. Beginning January 1, 2006, the
Bank adopted the ROC "Income Basic Tax Act”. The income tax (benefit) expense for the years ended
December 31, 2008 and 2007, were as follows:

2008 2007
Current income tax expense $ 284,052 180,429
Deferred income tax benefit (1.234.111) (787.061)
Income tax benefit $ (970.059) (606.632)

The differences between the "expected" income tax at statutory income tax rates and the income tax
benefit as reported in the accompanying financial statements for the years ended December 31, 2008
and 2007, were as follows:

2008 2007

Income tax at statutory rate ¥ (238,036) (276,246)
Adjustment:

Tax-exempt OBU income (120,207 {39,936)

Tax-exempt income from securities trading (152,354) (74,108)

Net unrealized income on valuation of trading financial

assets and liabilities (52,568) 23,853

Adjustments for separately taxed interest income (105,613) (197,791)

Investment income under equity method (50,571 (30,399)

Impairment loss— interest in associates under equity (13,101) 23,937

method

Expenses disallowed per tax regulation 150,517 -

Non-deductible tax expense on overseas income - 342

Loss carryforwards 51,494 520,346

Investment tax credit—employee training costs 12,108 (4,972)

Allowance for doubtful accounts (158,593) -

Adjustments on prior vears' income tax 54,517 -

Others 117,316 24,513

Vahation allowance {464.568) (576.272)

Income tax benefit $ (970,059) {606.633)
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For the years ended December 31, 2068 and 2007, the components of deferred income tax benefit were

as follows:
2008 2007

Investment gain (Joss) from inferest in associates under

equity method 14,870 (306)
Allowance for doubtful accounts in excess of limit {158,593) 371,578
Deferred revenue {131,160) (74,044)
Reserve for trading losses and default losses (13.499) (2,242)
Depreciation of property and equipment (33,288) -
Asset impairment loss {29,553) (57,173)
Reversal of (addition to) pension costs in excess of limit 25,435 (34,956)
Realized gain on inter-affiliate transactions 26 23
Expiration of loss carrvforwards - 521,415
Unrealized interest income on financial assets 42,967 20,626
Overestimation (underestimation} of prior years' loss

carryforwards 964,835 (1,069)
Increase in foss carryforwards (1,495,274} {964,836)
Investment tax credit —employes training cost 12,108 (4,972)
Others 11,953 15,166
Valuation allowance {464.968) {(576.271)
Deferred income tax benefit $ (1.254.111) {787.061)
As of December 31, 2008 and 2007, the deferred income tax assets were as follows:

2008 2067

Deferred income tax assets $ 4 483,638 3,694,495
Valuation allowance — deferred income tax assets - (464.968)
Deferred income tax assets, net $ 4,483,638 3,225,527
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As of December 31, 2008 and 2007, details of the temporary differences, loss carryforwards and tax
credits and their respective income tax effect were as follows:

2068 2607
Income tax Income tax
Amonnt effect Amnoumnt effect
Deferred income tax assets:
Investment loss from interest in
associates under equity method - - 59,481 14,870
Reserve for trading fosses and
default losses 121,342 30,335 67,345 16,836
Asset impairment losses 1,374,220 343,555 1,256,009 314,002
Pension costs in excess of limit 38,086 9,521 139,822 34,956
Depreciation of property and
equipment 133,151 33,288 - -
Unrealized gain on inter-affiiiate 5,972 1,493 6,078 1,519
transaction
Loss carryforwards 12,171,374 3,042,844 10,049,622 2,512,405
Investment tax credit —employee
trading costs - - 12,108 12,108
Deferred revenue 820,815 205,204 296,175 74,044
Allowance for doubtful accounts in
excess of limit 634,374 158,593 - -
Unrealized interest income on
financial assets 2,635,219 658,805 2,807,205 701,802
Others - - 47 812 11,953
$ 4,483,638 3,694,495

As of December 31, 2008 and 2007, the components of tax refund receivable recorded under accounts

receivable were as follows:

Current income tax

Withheld income tax

Income tax receivable from prior years
Adjustments on prior years' income fax
Separate tax on interest income
Non-deductible tax on overseas income

2008 2007
$ 284,052 180,429
(64,104) (68,149)
(150,358) (81,387)
(54,517) -
(229,535) (180,087)
- (342)
$ (214,462) (149.536)

(Continued)



38
STANDARD CHARTERED BANK (TAIWAN) LIMITED

MNotes to Financial Statements

In accordance with the R.O.C. Income Tax Act, assessed net losses can be carried forward for ten
consecutive years (o reduce taxable income. As of December 31, 2008, the amount of losses and the
year of expiry were as follows:

Year loss incurred Amount Year of expiry
2006 (reported) $ 6,190,278 2016
2008 (estimated) 5.981.096 2018

5 12,171,374

The Bank's income tax returns have been examined by the tax authority for all years through 2004,

The balance of the imputation credit account (ICA) as of December 31, 2008 and 2007, was as follows:

ICA

2008 2007

$ 226,834 173,345

The accumulated earnings on December 31, 2008 and the accumulated deficits on December 31, 2007,
were ail generated after 1998.

{24) Stockholders' Equity

1y

2)

Common stock

On June 8, 2007, the board of directors approved an increase in capital by issuance of 493,055
thousand shares at $20 per share via private placement. The aforementioned capital increase was
approved by the FSC on June 27, 2007. The board of directors had authorized the chairman to set
June 30, 2007, as the base date for the capital increase, and the related registration was completed.

On June 8, 2007, the board of directors approved an increase in capital by issuance of 10,000
thousand shares via private placement to take over the operation of Standard Chartered Bank,
Taipei Branch. The aforementioned capital increase was approved by the FSC on June 14, 2007.
The designation date for the capital increase was June 30, 2007, and the related registration was
completed.

On September 29 and October 22, 2008, the board of directors approved an increase in capital by
issuance of 328,000 thousand shares at $20 per share via private placement. The board of directors
had authorized the chairman to set December 5, 2008, as the base date for capital increase, and the
related registration was completed.

Capital surplus

The R.O.C. Company Act requires capital surplus to be used to offset an accumulated deficit before
capitalization to be common stock, with the restriction that capital surplus can never be distributed
as cash dividends. The aforementioned capital surplas includes the proceeds received in excess of
the par value of common stock issued and any amounts donated to the Bank. The amount of capital
surplus capitalized each year may not exceed a certain percentage of the Bank's issued share
capital. Capitalization of capital surplus provided by the amount in excess of par value is limited to
once a year and cannot be made in the same year when the excess is generated through issuance of
new shares.

(Continued)



3)

4)

39
STANDARD CHARTERED BANK (TAIWAN) LIMITED

Motes to Financial Statements

As of December 31, 2008 and 2007, defails of capital surplus were as follows:

2008 2007
Capital surplus provided by the amount in excess of
par value $ 6,183,410 5,049,109
Others - 406
$ 6,183.410 5.049,515

On May 21, 2007, the sharcholders approved the elimination of the accumulated deficits by transfer
of legal reserve and capital surplus of $3,228,441 and $224,130, respectively.

On May 29, 2008, the sharcholders approved the elimination of the accumulated deficits by transfer
of appropriated special reserve and capital surplus of $332 and $2,145,349, respectively.

Legal reserve and appropriated special reserve

Whenever the Bank generates a profit, the profit should first be used to pay income tax in
accordance with the law and to appropnate 30 percent of net profit as legal reserve. Uniil the
amount of the legal reserve has reached the total amount of capital, the amount of profit distributed
as cash dividends may not exceed 15 percent of {otal capital. The aforementioned rule is not
required to be complied with if the amount of legal reserve is equal to the total amount of capital.
In addition to the legal reserve, a special reserve can be appropriated and approved by the
stockholders' meeting.

Dividend policy and appropriation of earnings

Whenever the Bank generates a profit, 30 percent of its net income is appropriated as legal reserve
after the deduction of income tax. Any special reserve would be set aside if necessary for the
Bank's ongoing operations. The remaining balance, if any, is distributed as follows:

1. Sharcholders' dividends and bonuses: 95%
2. Emplovee bonuses: 5%

The appropriation of the aforementioned special reserve is required by law, or is proposed by the
board of directors, depending on the needs for business operations. The board of directors can
propose to the annual shareholder's meeting a resolution regarding the proportion of employee
bonuses to be distributed, if necessary. The amount of bonuses distributed to employees who
remain employed at the end of the vear is also resolved by the board of directors,

The relevant information about earnings distribution or deficit elimination approved by the board
of directors can be accessed through the Market Observation Posts System or ather sites.

As of December 31, 2007, no retained earnings could be distributed due {0 accumulated deficits.
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5} Weighted-average outstanding shares of common steck

As of December 31, 2008 and 2007, the weighted-average number of common shares outstanding
was 2,184,905 thousand shares and 1,906,044 thousand shares, respectively.

(25) Disclosure of Financial Instruments

1)

Fair value of financial assets

The following methods and assumptions were used to estimate the fair value of financial
instruments:

1.

2

|8

The book value of financial instruments which have a short maturity period will be considered
their fair value. This assumption is used in evaluating the following accounts: cash and cash
equivalents, balance at Central Bank and loans to banks, accounts receivable, refundable
deposits recorded as other assets, deposits by Central Bank and other banks, bills and bonds
sold under repurchase agreements, payables, and guarantee deposits.

The fair value of financial assets and liabilities held at fair value through profit or loss and
available-for-sale financial assets is the quoted market prices if the instruments are actively
traded m the market. If a quoted market price 1s unavailable, the fair value is determined based
on certain valuation techniques. The estimates and assumptions of the valuation techniques
adopted by the Baank are identical to those adopted by other market participants.

The interest on loans and advances to customers is based on floating rates. Therefore, the book
value is equal to the fair value.

Other financial assets held by the Bank include unlisted equity shares over which the Bank is
unable to exercise significant influence and derivatives that are linked to or deemed to be
settled by the aforementioned shares. In accordance with the guidelines for preparation of
financial statements by public banks, the aforementioned financial assets shall be evaluated at
cost.

Most deposits and remittances mature in less than one year, and therefore the book vahue is
equal to the fair value. The fair value of deposits with maturity over one year is the net present
value of future cash flows.

Subordinated debentures are financial liabilities with floating interest rates, and therefore their
fair value is equal to their carrying value,

When derivatives and structured notes lack quoted market prices in active markets, the Black-
Scholes model is applied to calculate the fair value of option contracts; forward contracts are
evaluated individually using the rates quoted on the FBS system to discount their future cash
flows to present values; interest rate swap and cross-currency swap contracts are evaluated
individually using quotes from counterparties or from the Reuters system to discount their
future cash flows to present value,
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As of December 31, 2008 and 2007, the fair values of the Bank's financial assets and liabilities
evaluated using valuation techniques were as listed below:

Accounts 2008 2007

Financial assets held at fair value through profit or

loss — derivatives 29242128 18,679,751
Financial assets held at fair value through profit or

loss — debt instruments 10,134,705 5,115,776
Financial assets designated at fair value through profit or

loss —debt instruments - 1,670,790
Available-for-sale financial assets — beneficiary certificates 4,522,880 4 647 530
Awvailable for-sale financial assets —debt instruments 116,969,855 73,728,757
Available for-sale financial assets —equity securities 36,549 -
Financial liabilities held at fair value through profit or loss

—derivatives 30,257,795 20,331,565
Financial liabilities held at fair value through profit or

Joss — debt instruments 961,541 -

For the years ended December 31, 2008 and 2007, the Bank recognized losses amounting to
$1,678,648 and gains amounting to $32.006, respectively, from the changes in fair value of
financial instruments that were evaluated by using valuation techniques.

As of December 31, 2008 and 2007, outstanding derivative contracts held by the Bank were as
listed below:

December 31, 2008
¥air value

Notional amount  Gain (assets)  Loss (liabilities)

Option contracts by 91,538,316 1,854,906 1,837,996
Forward contracts 285,198,165 4,117,268 4.019.003
Cross-currency swaps 182,767,938 2,420,917 2,339,731
Interest rate swaps i,028,929,483 13,033,260 17,259,098
Interest rate derivatives 158,671,144 7,304,017 4,290,207
Commodity swaps 7,.599.642 511,760 511,760

$_1,754,704.988 29,242,128 30,257,795
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December 31, 2007
Fair value
Netional ameunt  Gain (assets)  Loss (liabilities)

Option contracts $ 181,311,202 2,505,046 2,505,045
Forward contracts 332,202,241 4,009,467 3,058,824
Cross-currency swaps 247,815,499 1,822,385 3,355,516
interest rate swaps 1,216,493 398 6,205,338 8,328,498
Interest rate derivatives 196,521,858 4,137,515 2.183.682

$ 2,174.344.198 18,679,751 28,331,563

3y Financial risk management and risk information

1.

Market risk

The Bank has been applying value-at risk to assess the market risk of financial instruments.
When negative changes in market factors arise, the value at risk states the potential losses at
certain holding periods and reliance levels. The Bank estimated its value at risk for each held
or issued financial instrument based on the fluctuation of the related historical price during the
250 trading days in a year.

The table below lists the market risk of financial instruments of the Bank as of December 31,
2008 and 2007. Market risk represents potential losses that the Bank may suffer in one day
when unfavorable changes occur that go against the Bank's position at a 97.5% confidence
level under a certain price probability distribution.

2008 2007
Annual Annual
Type of market risk average Maximum Minimum average Maximum Minimum
Exchange rate $ 4,284 8,442 1,670 4.707 8,123 1,495
Interest rate 51.881 69,520 33,390 56,363 66,596 46,313

Credit risk

Potential losses on financial instruments held or issued by the Bank may arise due to
nonfulfillment of contractual obligations by the counterparties. When placing loans, loan
commitments, or loan guarantees, the Bank conducts its credit assessment with professional
care. As of December 31, 2008 and 2007, the percentage of loans with collateral was 63.81%
and 61.75%, respectively. The collateral obtained from loans, commitments, and guarantees
consisted of cash and cash equivalents, inventories, marketable securities, and other assets.
When counterparties breach agreements/contracts, the Bank has rights over the collateral,
which can mitigate the credit risk. However, when disclosing the amount of maximom credit
risk exposure, the fair value of collateral is ignored. No additional disclosure was provided for
financial assets associated with credit risks since their book value, net of corresponding
valuation allowance, reflects their credit exposures.
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As of December 31, 2008 and 2007, the maximum credit risk exposure of the Bank's loans and
advances to customers in the event of other parties failing to perform their obligations was as

sumimarized below by industry category.

Indusiry 20608 2007
Manufacturing 43,121,263 45,399,062
Comimercial 20,478,831 23,857,032
Construction 2,473,366 2,968,368
Individual 224,397,246 196,882,460
Others 23.753.185 23,336,389

314,223,991 292,443,311

The amount of the abovementioned credit risk was assessed based on the financial instruments
with positive fair value at the balance sheet date and contracts with off-balance-sheet
commitments and guarantees. Concentration of credit risk refers to the significant risks from
all financial instruments, regardless of whether the risks are from an individual counterparty or
group of counterparties. Group concentration of credit risk exists if a number of counterparties
are engaged in similar activities or activities in the same region, or have similar economic
characteristics that would cause their ability to meet contractual obligations to be similarly
affected by changes in economic or other conditions. The Bank maintains trading positions in
a number of markets and with a variety of counterparties or obligors.

As of December 31, 2008 and 2007, the 10 group companies with the largest outstanding loans
were as follows:

Unit: thousands dollars, %

December 31, 2008
Outstanding Y% of net
Rank Group Company loan assets
1 Chi Mei Group 5.832,056 18.45 %
2 AUO Group 3,176,869 10.05 %
3 Pou Chen Group 2,321,744 7.35 %
4 Chipmos Group 1,858,966 5.88 %
5 Richemont Group 1,618,000 512 %
6 Swire Group 1,550,167 491 %
7 Chailease Group 1,363,751 432 %
8 Powerchip Group 1,277,007 4.04 %
9 Walsin Lihwa Group 1,262,486 4.00 %
10 {Eastern Multimedia Group 1,173,226 3.71 %

{Continued)



44
STANDARD CHARTERED BANK (TAIWAN) LIMITED

MNotes to Financial Statements

Becember 31, 2007
Outstanding Y of net
Rank Group Company foan assets
I Chi Mei Group 4,438,478 18.64 %
2 AUO Group 3,609,913 15.16 %
3 Mosel Vitelic Group 2,617,911 136.99 %
4 Pou Chen Group 1,446,112 6.07 %
5 Swire Group 1,306,205 549 %
6 Formosa Chemicals Group 1,293,663 5.43 %
7 Eastern Multimedia Group 1,279,365 537 %
8 Chailease Group 1,093,113 4.59 %
9 Richemont Group 1,086,000 4.56 %
10 BenQ Group 841,527 353 %

(Note) The above-listed group companies are disclosed in accordance with the group definition
per the Sixth Article of the Supplementary Provisions to the Taiwan Stock Exchange
Corporation Criterta for Review of Securities Listings.

Potential losses are assessed equal to the contractual amounts when the counterparties are
unable to perform their contractual obligations and the related collateral is significantly
devaluated.

Liquidity risk

As of December 31, 2008 and 2007, the liquidity reserve ratio was 23.28% and 22.35%,
respectively; the Bank has enough operating capital to fulfill all contractual obligations, and
thus the probability of loss due to liguidity risk is remote. Liquidity risk of derivative
instruments held by the Bank is low except for interest rate swaps, which had a leverage effect.
Therefore, there is no significant liquidity risk.

One of the most important aspects of the Bank's management is to match its assets and
liabilities with related interest rates and durations. Due to varieties and uncertainties of
contractual terms, the interest rates and maturity dates of assets and liabilities may not be
matched, which may cause considerable impact on the liquidity profile of the Bank. As of
December 31, 2008 and 2007, the liquidity of the Bank was as assessed below by groups of
interest-earning assets and interest-bearing liabilities over various duration periods from the
balance sheet date to an individual contract's maturity.
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Assets

Cash and cash equavalents

Balance at Central Bank and loans and
advances Lo banks

Loans and advances (o customers

Financial assets held at fair value through profit

or loss, net
Availabie-for-sale financial assets, net
Other assets
Hedged items
Total assets
Liabilities
Deposits by Central Bank and other banks
Deposits and remittances
Financial debentures
Financial liabilities held at fair value through
profit or loss
Other liabilities
Hedged items
Total liabilities

Spread

Assefs

Cash and cash eguivalents

Balance at Central Bank and loans and
advances 1o banks

Loans and advances to customers

Financial assets held at fair vatue through profit

or loss, net
Available-for-sale financial assets, net
Other assets
Hedged items
Total assets

Liabilities

Deposits by Central Bank and other banks
Deposits and remittances
Financial debentures

Financial Hiabilities held at fair value through
prefit or Joss

Other liabilities
Hedged items
Total liabilities

Spread

Unit: thousand dollars
2808
Within 3 3 months~

months year i~5 years  Owver S years Total
$ 15,670,941 - - - 15,670,941
70,279,034 16,639,873 - 11,889,739  98.808.64¢
33,378,176 18,616,208 50,473,762 207,705,160 310,173,306
6,698,220 3,797.917 23,627,755 3,852 941 39,376,833
33,267,968 47827 041 15,348,802 10,662,838 107,106,649
14,199,597 7.688.613 11,833,263 16,851,895 50,573,368
- 3,120,323 9.005.437 2,649,706 14,775.468
$ 173,493,936 99.68%.977 105,689,019 253612279 636,485,213
§ 16,600,098 4,437,904 - - 21,038,002
366,801,973 139,471,725 8,360,260 5,312 494,639,270
29060 - - 19,722,968 19,725,868
7,026,469 6,304,738 17,233,912 654217 31219336
3,624,743 10,001,802 76,060 5,101,100 18,863,735
- 19,400,600 - - 16.400.000
§ 394,056,183 159.676,16% 25,670,267  25.483,597 604,886,211
$(220.562.247)  (59,986,192) _ 84,018,757 228,128,682 31,599,000

2047
Within 3 3 months~1

months year I~S years  Over 5 years Total
$ 7,281,782 - - - 7,281,782
30,886,452 4,188,947 3,320,586 40,395,985
32,904,444 19,079,376 23394418 212,970,098 288.348,336
20,105,417 3,360,900 - 25,466,317
10,854,402 30,838,502 14,504,900 13,763,267 69,561,101
- - - 38,766,717 38,766,717
- - - 10,343,395 10,343,395
$ 102,032,497 59467725 43,219.904 275.843.507 480.563.633
$ 17,426,009 2,711,526 5,965,090 - 26,102,623
215,574,401 §3,826218 81,246,400 13,798 380,660,817
3,333,333 11,478,567 - - 14,811,900
- - - 20,331,565 20,331,565
- - - 14,542,976 14,542,976
- - 366,600 - 360,000
% 236,333,743 98,416,311 87,511,490  34,888.33% 456.749.883
${34.301,246) _(38.548.586) (44.291.586) 240,955,168  23.813.750
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Duration analyses of assets and liabilities in statutory form were as follows:

December 31, 2008

{expressed in thousands dollars)

Remaining period (o expiration

Total Day 1 te day 36| Day 31 to day | Day 91 today | Day 181 ¢o 1 Over 1 year
98 180 year
Capital provided i3 727,092,937 155,943,974 89,657,473 80,955,618 656639551 335,471,917
Capital used 747,681,921 133,912,917 130,538,318 104,525,218 119,480,037 259,216,431
Spread (20,588,984 22,031,057 {41, 480,845 (23,569,600) (53,825,082 76.255.486
December 31, 2008
(expressed in thousands of US dollars)
Remaining period to expiration
Tatal Dray T o day 36] Day 3% to day | Day 9T today | Day 181161 | Over 1 year
91 80 year
Capital provided 5 9,158,769 3,562,427 2,492,578 1,491,328 257.759 1.354.677
Capital used 9.638,823 3,533,409 1,920,109 1,322,078 507,399 2,355,830
Spread {480,056 26,018 572,469 169,250 {249,640 {1,001,153)
December 31, 2007
fexpressed in thousands doliars
Remuaining period to expiration
Total Day 1 to day 30§ Day 3L today { Day 9 wday { Day 181101 { Over | year
9} 180 vear
Capital provided 5 604,672,864 88,199.42] 40,575,738 50,156,933 55,708,271 370,035,501
Capital used 745,589,261 82,846,254 68,775,616 71,820,275 108,452,898 413,591,218
Spread (140.916,397) 5,250,167 (25,199,878 (21,663,342 (52,747,627 43,555,717
December 31, 2007
{expressed in thousands of US dollars)
l Remaining period to expiration
Total EDay 1 to day 30] Day 3F today | Day 91 today | Day 180 to T | Over 1 year
99 189 year
Capital provided 5 45,007,225 2,753,474 1,042,431 1,342,160 1,860,044 38,008,516
Capital used 62,447,960 3,138,454 1,255,056 920,657 1,372,188 55,761,605
Spread (17,440,735 (384,980) (212,625 421,503 488,456 (17,753,089

Cash flow risk and fair value risk from changes in interest rate

Future cash flow from the assets and liabilities with floating interest rates held by the Bank
may fluctuate due to changes in market interest rates. In order to mitigate the risk, the Bank
has entered into interest rate swap contracis after related assessments.

As of December 31, 2008 and 2007, the Bank presumed that the expected re-pricing dates and
maturity dates were not affected by contractual terms. The interest rate risks listed below are
stated based on the book value of financial assets and habilities held by the Bank and classified
based on the earlier of the maturity date or re-pricing date.

(Continued)
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Cash and cash
equivaienls

Babince &t Central
Bank and foans ad
advances 10 bamks

Lams and advances o
THSIOIETS

Fingneiul asvets held at
fair value hrough
profit or loss. Ref

Avitable-for-gaie
financial assels, nol

Other asscis
Hedged item

Totzl assels

Liahilities

Deposits by Central
Bank and other
banks

Dreposils and
Femiltances

Financial ligbilitics held
#t faiy valoe through
predil oF hoss

Financial debenores
Other liabiliies
Hedped ilem

Totat Haliics

Sensitivity pap

Assets

Cash and cash
cquivalents

Balance at Centrat
Bank and oans and
advances 10 banks

Loans and advances ta
customcrs

Financiaf assets held at
Tair value throngh
profit or loss, net

Availatte-for-sale
financial assets, nel

Other assets
Hedged item

Totai assets

Liabifities

Bicposits by Cemral
Bark and other
banks

Beposits ane
TeRMANCeS

Financial Habilitics held
at {air valuc (hrongh
profit ar loss

Financiol debentwres
Dther lighilities
Hedged iem

Tenat Rabilities

Seasitivity pap
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Unit: thousand dollars

Becember 31, 2008
Withie 1 3 months ~

monti 1-3 moRils 1 year 1~2 years 23 yeurs 34 yoprs &R poars Gver 5 years Non-interesi Total
5 15,670,941 - - - - - 15,670,941
47,753.60% 22,525,423 16,639,873 . - - - ILBED.T30 OB BUS 646
19,517.782 13,500,304 18,616,208 7862835 12414780 10,466,119 19,730,022 2A¥TT05, E6A - 310,173,306
2,639,023 LRI S 5797917 % 248,155 1786775 6,992.828 S 000000 1552941 - 39.370.833
16,298,468 146,969, 500 47827041 4328470 4,753,028 2061 466 3605844 10,626,289 36,549 107,106,649
12,205,416 1994, 18] TORB.615 LO3T877 1.050.241 1.004,994 8734051 4698395 12,153 700 50,573,368
- - 3120328 2075490 3752832 - 32T ELE 2,049,706 - 13 775 468
8 114,685,239 30408697 9,680,977 24,552,927 23,723,662 21,125,394 40,287,032 224,532,291 24,079,588 636,445,211
& 13,541,280 336,812 4,437 404 - - - - - - 21.038,002
294,328,646 T2.275,327 FESAT1T28 684,075 666, 185 B - 3312 494,639 27
- 7026469 6,304,738 - 417802 - BRI 110 654,217 - 31,219,336
2,904 - - - - 9722 968 1G060.000 19,725,568
2,736 180 BRE5G3 10,663 802 au162 7476 - 28,258 42,723 3058,377 18,863,735
- 10, L0 - - - - - - 19,400,600}
& 3H),E11012 43,245,171 159,676,169 1134837 9091057 - 8544 368 10,413,908 15,063,689 A4, 856,211
5 (196,725,773 (I3H36,474) {59.986.192) 16,818,020 14,632,605 21,125,398 31442664 219,112,383 9,016,299 31,599,000

Uit: thovsand doltars
December 31, 2007
Within 1 3 months ~

month -3 moaiths 1 vear 1~2 years 23 years I~4 yars 48 westrs Over 5 years Non-interest Total
b3 T28ET82 - - - - - - - 7,281,782
LB05. 345 81,107 4,188,947 5320586 - - - - - 40505985
23,674,242 9239202 078370 4,235,902 12021513 TA37203 - 212,970 (98 - 284,345,336
17,124,967 2,380,450 E360.900 - - - - - 25 466317
2601402 8253000 30,838,507 4,070,000 3,626,000 6.R0% 900 - 13,763,257 63,961,101
- - - - - - - 38.760,717 38,766,717
- - - - - - - 10323393 - 10,343,385
5 B2087,73% 19,944,750 50,467,128 13,626,458 15,647,313 13,946,143 - 237876, 790 38,766,717 480,563,633
% 162340119 £ 195,890 211,526 LYE9971 4043119 - - - - 26,140,625
144,330,796 71.243.603 3826218 70,622,290 HLO24. 310 - - 13798 - 80,660,817
- - - - - - - - 20,331,565 20,331,505
- 11.478,567 - - - - - - FLEEE Y00
- - - - - - - - 14,542.976 14,542,976
- - - 306006 - - - 00000
§___ 160560915 78,772,828 98,816,333 72842261 14,669.228 - - 13,798 34,874,541 56,749,883
S (7BATIITTY 455,828,009 (38,548,554} (39,285,773 7884 13,946,103 - 237,062,992 3892176 23,833,750
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Sensitivity analysis of assets and Habilities in statutory form were as follows:

Diecember 31, 2008
{expressed in thousands doliars
Tiem Day 1 today 90 | Pay 91 today {Day 181 to 1 year] Over I year Total
180
Interest-rate-sensilive assets 5 302,794,712 41,697.833 22,966,805 81,654,834 449,114,188
Interest-rate-sensitive labilities 133,359.220 188,295,163 71,941,060 44,494, 966 438,690,409
I[nterest-rate-sensitive spread 169,435,492 {146,597,330) (48,974.251)) 37,159,868 11,023,779
fnterest-rate-sensitive equity, net 31,599,000
Ratio of interest-rate-sensitive assets {o Habilities (%) 102.52
JRatio of interest-rafe-sensitive spread (o net equify (%) 34.8%
December 31, 2008
(expressed in thousands of US dollars)
frem Day 1 to day 90 | Day 9t to day [Day 181 t0 1 year] Gver 1 year Total
18¢
Interest-rate-sensitive assets 5 1.877.588 548,645 1,771 166,927 2,594,931
Interest-rate-sensitive liabilities 2,673,370 130,280 64,722 150.589 3.018.961
[Interest-rate-sensitive spread {795,782 418,365 (62,951 16,338 £424,030)
Injerest-rate-sensitive equity. net 38.516
Ratic of interest-rate-sensitive assets to liabilities (%) 85.95
Ratic of interest-rafe-sengitive spread 1o net equity {%} {1,089.60
December 31, 2007
(expressed in thousands dollars)
Ttem Day 1 today 96 | Dray 91 to day [Day 181 40 1 year] Over | vear Fotal
180
Interest-rate-sensitive assets S 251,577.507 25,250,725 21,384,685 70,667,754 368,880,671
Lnterest-rate-sensitive liabilities 90,032,600 208,634,969 51,912,136 2,149,404 352,729,10%
Interest-rate-sensitive spread 161,544,907 {183,384, 244 £30,527.451) 68,518,350 16,151,562
[nierest-rate-sensitive equity, net 23,813,750
Ratio of interest-rate-sensitive assels to habilittes (%) 104.58
Ratio of interest-rate-sensilive spread to net equity (%) 67.82
December 31, 2007
expressed in thousands of U8 dollars)
Item Day 1 to day 96 | Day 91 to day {Day 183 te | year] Over I year Totai
180
Interest-rate-sensitive assets A 1,025,816 237.667 80,819 169,278 1.523,580
Interest-rate-sensitive Habilities 1,816,792 45,580 44,521 40,295 1,947,138
interest-rate-sensitive spread {190,976 192,087 46,298 128,983 {423,608
[nierest-rate-sensitive equity, net (1,182,737
Ratio of inferest-rate-sensitive assels to Habilities (%) 7825
Ratic of interesi-rate-sensitive spread to net equity (%o) 3582

(Continued)



5.

49
STANDARD CHARTERED BANK (TATWAN) LIMITED

Notes to Financial Statements

Information on interest-bearing assets and labilities:

2008
Average amount

Assets:
Balance at Central Bank 11,330,053
Loans and advances to banks (including deposits 51,280,842
with affiliate companies and advances to affiliate
companies)
Loans and advances to customers 316,640,145
Financial assets held at fair value through profit 6,209,404
or loss
Available-for-sale financial assets 84,632,509
Liabilities:
" Deposits by Ceniral Bank and loans from other 37,366,885
banks (including deposits from affiliate
companies)
Demand deposits (including local currency and 203,912,994
foreign currency)
Time deposits (including local currency and foreign 193,975,747
CUFFRnCY)
Negotiable certificates of deposit 1,443,604
Financial debentures 19,243,069
2067
Average amount
Assets:

Loans and advances to banks (including deposits  § 22,491,564
with affiliate companies and advances to affiliate

companies)

Loans and advances to customers 316,835,049

Fiancial assets held at fair value through profit or 6,653,311
loss

Available-for-sale financial assets 76,980,855

Liabilities:

Deposits by Central Bank and loans from other 33,504,044
banks (including deposits from affiliate
companies)

Demand deposits (including local currency and 201,213,258
foreign currency)

Time deposits (including local currency and foreign 169,685,368
CUITEncy)

Negotiable certificates of deposit 1,689,379

Financial debentures 14,814,110

Average %

f.19
3.46

4.35

2.39

2.37

2.46

0.43

2.51

1.82
3.76

Average %

4.78
4.48
2.18
217

2.07

0.35
2.50

1.57
4.57
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6. Operational risk

Operational risk can be defined as the risk of monetary losses resulting from inadequate or
failed internal processes, people, and systems or from external events. The Bank implements
monitoring systems for operational risk exposures and losses for major business lines. Risk
management policies and procedures for controlling or mitigating operational risk are in place
and enforced through regular internal auditing.

7. Legal nisk

Legal risk arises from the possibility that an entity may not be able to follow regulations issued
by the government and may not be able to enforce a contract against another party. Legal risk
arises from possible risk of loss due to an unenforceable contract or an “ultra vires” act of a
counterparty. Legal risk involves the potential illegality of the contract, as well as the
possibility that the other party entered into the contract without proper authority. The legal
affairs department of the Bank is responsible for providing professional legal consulting and
review services for internal regulations and all trading contracts, and making sure that the Bank
follows the financial regulations and operational regulations.

4) Fair value hedge

A fair value hedge is the hedging of the exposure to changes in fair value of recognized fixed-rate
assets or liabilities that are attributable to particular interest risks that could affect profit or loss. As
of December 31, 2008 and 2007, the hedged items and the book value of the corresponding hedging
instruments were as follows:

Hedge item Fair value of hedging instruments
Hedge item 2008 Contyact type 2608
Loan and advances to customers  $ 1,263 Interest rate swaps (%09
Available-for-sale financial assets:
Bonds 621,296 Interest rate swaps (623,458)
Time deposits —NTD (82.684) Interest rate swaps 81,324
$ 539,905 (543,043}
Hedge item Fair vatue of hedging instruments
Hedge item 2067 Contract type 2087
Loan and advances to customers $ (1,937) Interest rate swaps 1,998
Available-for-sale financial assets:
Bonds 45,888 Interest rate swaps (46,318)
Time deposits—~NTD 64 Interest rafe swaps (59)
$ 44,915 (44,375)

(Continued)
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(26} [nformation on Reclassification of Financial Assets
1) The amount and the reason for reclassification of financial assets:

For the year ended
December 31, 2008
Reclassified available-for-sale
financial assets

Items which were initially classified as financial assets
held at fair value through profit or loss $ 767,012

Due to the changes in the domestic and global financial and economic trends, where the facts and
circumstances indicated that the situations were those rare ones stated in item 1 (3) of paragraph
104 of SFAS No. 34 "Financial Instroments: Recognition and Measurement,” the Bank reclassified
its debt instruments to available-for-sale financial assets from those classified as held at fair value
through profit or loss at initial recognition.

2}  Book value and fair value of financial assets which were reclassified:

For the yvear ended

December 31, 20468
Book value Fair value
Available-for-sale financial assets $ 362,922 367.914

3) Reclassification of the movement of financial assets held at fair vaiue through profit or loss or
through stockholders' eguity was as below:

Ftemns which were classified as
financial assets held for trading
Gains on
financial assets
held at fair value The amount

through profit recognized in
or foss if not profit under
reclassified reclassification
For the year ended December 31, 2008 3 5.826 2,182

For the year ended December 31, 2008, gains on the Bank's financial assets prior to the
reclassification of financial assets from the trading category amounted to $10,918.

{Continued)
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(27} Related-party transactions
1} Name and relationship of related party

Name Relationship

Standard Chartered Bank Lid. (SCB) The Bank's parent company
Standard Chartered Life Insurance Agent  Investee under equity method
Co., Ltd. (former Hsinchu Insurance
Agent Ltd.; renamed in Movember 2007)
Standard Chartered Taiwan Insurance Investee under equity method
Agent Co., Ltd. (former Chuchian
Insurance Agent Lid.; renamed in

November 2007)
Hsincho Futires Co., Litd. (Hsinchu Investee under equity method
Futures) (liguidated on May 29, 2008)

Standard Chartered Bank Taipei Branch ~ Affiliate
(SCB Taipet}

Standard Chartered Bank New York Affiliate
(SCB New York)

Standard Chartered Bank London Affiliate
(SCB London)

Standard Chartered Bank Tokyo Affiliate
{SCB Tokyo)

Standard Chartered Bank Hong Kong Affiliate
(SCB HK)

Standard Chartered Bank Singapore Affiliate
(5CB Singapore)

Standard Chartered Bank India Affiliate
{SCB India)

AMEX Bank Ltd. Singapore Affiliate
(AEB Singapore)

Standard Chartered Bank Shanghai Affiliate
(SCB Shanghati)

Standard Chartered Bank Malaysia Affiliate
{5CB Malaysia)

Scope International Private Ltd. Affiliate

Others Including directors, supervisors, managers and their

families, spouses, etc.

Dhrectors, Supervisor, President and Vice  The main management of the Bank
President

(Continued)
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2} Significant transactions with related parties

1.

Deposits

As of December 31, 2008 and 2007, deposits provided by related parties were as summarized
below:

2608
Percentage of Interest rate
Name Ending balance  deposits (%) {%)
Deposits by individual related 5 407.216 0.08 0.00~8.00
parties not over 1% of total
deposits
2067
Percentage of Interest rate
Name Ending balance  deposits (%) (%)
Deposits by individual related $ 471.374 0.12 0.00~8.00
parties not over 1% of total
deposits

Except for the 8% interest rate on employee savings accounts, the interest rates and other terms
offered to the above related parties were the same as the terms offered to the general public.

For the years ended December 31, 2008 and 2007, interest expenses on the above deposits
were $10,980 and $6.369, respectively.

Loans

As of December 31, 2008, loans to related parties were as summarized below:

EInit; thousand dollars

2008
Repayment Difference
between terms and
Number of conditions offered to
Type of loan accounts or mame Maximum the accounts and to
of related pasty iduring the period] Ending balance | On-time | Overdue Collateral the general public
Employee credit loan 30 14,076 8,895 8.895 - Unsecured None
iending
Mortgage 4] 144,220 108,308 108,300 - iHouse None
Gihers i 4,155 2,567 2,567 - Overdraft on the None
comprehensive
deposits

As of December 31, 2007, there was no such transaction.

For the year ended December 31, 2008, interest income resulting from the above loans was
$3,244,

{Continued)
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Deposits with affiliates

For the years ended December 31, 2008 and 2007, deposits with affiliates and related interest
income were as follows:

2008
Balamece Enterest rate Enterest income
SCB New York 5 9,625,676 (~1.35 14,346
SCB HK 603,461 - -
Others 39,407 - -
by 10.268.544 14.346
2007
Balamce Interest rate  Interest income
SCB New York $ 31,241 3.78~3.87 14,569
SCB London 29,194 4.25~6.25 -
5CB Tokyo 29,555 - -
SCB HK 44,993 - -
(Others 7.021 - -
$ 142.004 14.569

Loans and advances to affiliates

For the years ended December 31, 2008 and 2007, loans and advances to affiliates and related
interest income were as follows:

2608
Balance Interest rate Interest income
SCB London $ 16,070,161 1.30~5.88 321,966
SCB Taipei 16,698,874 2.00~5.36 211,637
SCB Tokyo 10,692,651 0.50~4.64 51,349
Others 3,223.228 2.80~7.10 310.549
3 45,684,914 895.492

(Continued)
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SCB London

SCB Tokyo
Others
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Balance
$ 6,445,426
2,804 846
9.238
5 9,259 510

2647

Interest rate

0.46~8.45
(.42

Inferest income

23,299

23,299

As of December 31, 2008 and 2007, the interest receivable resulting from the above loans and
advances to affiliates was $324,451 and $24,663, respectively.

Deposits by affiliates and loans from affiliates

For the years ended December 31, 2008 and 2007, deposits by and loans from affiliates and
related interest expense were as follows:

SCB London
SCB Taipei
SCB Tokyo
SCB HK
Others

SCB Tokyo
SCB London
Others

Balance

6,200,683
1,541,976
1,410,292
4,922,968

137.747

14,213,666

Balance

5,487,121
3,646,031
9.877

$

9,843,029

2008
Interest rate

2.00~3.14
0.6
0.20

4.50~4.80

4.50~535

2007

Interest rate

0.75~5.15
2.75~5.50

Interest
expense

185,373
21,595
135,932
101,882
4.744

449,526

Interest
expense

6,950
83,425

906,375

As of December 31, 2008 and 2007, the interest payable resulting from the above deposits by
and loans from affiliates was $103,133 and $90,377. respectively.

(Continued)
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As of December 31, 2008 and 2007, derivative transactions engaged in with affiliated parties
were as follows:

Mame

SCB
Londo

SCB New
York

SCB India

AEB
Singapore
SCB
Singapore

Contracts

Forward
contract

Cross
CUITETICY SWap

Commodity
swap

Interest rate
derivative

Interest rate
swap

Opticn
contfract

Forward
contract
interest rate
swap

Cross
CLITENCY SWap
Forward
contragt

2008
Unrealized
Costract effect in
doration period  Notional  current period

200912~ 13639397 259,994
2009.11.12

2000.2.6~ 69,202,260 (367.9435)
2012928

2009.1,8~ 3,799,971 (187,182)
2011.14

2009.1.26~ 130,397,219 533.815
2013.4.24

2009.2 4~ 169,927,560 (3,694,302)
2013.8.13

2009.1.1~ 56,742,486 (1,620,839)
2010.10.14

2009.1.5 12,852 57
2009.6.8 229,739 2,965
2009.8.19~ 1,365,732 (136,167)
2005.9.21

2009.1.2~ 27,567,227 (1854273
200959

Balance sheet
Aeccount

Financial assets heid at fair
vafue through profit or ioss
Financial liabilities held at fair
value through profit or loss
Financial assets held at fair
value through profit or loss
Financial Habilities held at fair
valve through profit or foss
Financial assets held at fair
value through profit or loss
Financial Hiabilities held at fair
value through profit or loss
Financtal assets held at fair
value through profit or joss
Financial liabilities held at fair
value through profit or loss
Financial assets held at fair
value through profit or foss
Financial liabilities heid at fair
value through profit or loss
Financial assets held at fair
value through profit or loss
Financial liabilities held at fair
value through profit or loss
Financial assets held at fair
vatue through profit or loss
Financial assets held at fair
vaiue through profit or loss
Financial liabilities held at fair
value through profit or loss
Financial assets held at fair
value through profit or loss
Financial fiabilities held at fair
value threugh profit or loss

Balunee

(193,458}
924,998
(1,292,943}
162,289
{(349.471)
4,292,124
(3,758,309)
2,273,189
(5,967,491)
108,489
{1,729,328)
57
2,995
(136,107)
353,076

{538,503)
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2087
Unrealized
Contract effect in Balance sheet
Name Contracts  duration period  Notional  current period Account Balance
SCB Option 2008.1.8~ § 16,611,649 (63,294) Financial assets held af fair 65,633
London confract 2008.2.4 value through profit or toss
Financial liabititics held at fair {128,928}
value through profit or loss
Forward 2008.1.2~ 356,654,710 (18,868,525 Financial assets held at fair 3,922,883
contract 2012.4.26 vatue through profit or loss
Financial liabilities held at fair ~ (22,791,410)
vatue through profit or loss
Interest rate 2008.2.4 5,262,611 {12,008} Financial Habilities held at fair (12,008}
derivative value shrough profit or loss
SCB Tokyo  Forward 200814 1,889,657 31,913  Financial assets held at fair 31,913
contract value through profit or foss
SCB Forward 2008.1.2~ 233,661,734 (505,724) Financial assets held at fair 722,022
Singapore coniract 2008.11.24 vaiue through profit or loss

Financial liabilities held at fair ~ (12.277,746)
vatue through profis or loss

As of December 31, 2008 and 2007, the fair values of financial debentures acquired from
affiliates were as follows:

Fair value
Mame 2608 2007

SCB HK $ 4,640,061 3,624,796

As of December 31, 2008 and 2007, financial debenture payables deriving from the issuance of
financial debentures to affiliates were as follows:

Name Bond (note) 2008 2007
SCB 95-1 $ 4,800,000 4,800,000
SCB HK 97-1 4,922 968 -

(note) The issue conditions and details of financial debentures were as stated in note 17.

In December 2004, the Bank sold the iand and building located at No. 1-23 and No. 1-49,
Dongmen Sec. 2, Hsinchu City, to Hsinchu Insurance Agent Co., Ltd. The contracted selling
price was $42,500, and the gain on disposal, net of book vaiue and the related expenses, was
$23,130. The Bank transferred the ownership in January 2005. As of December 31, 2008 and
2007, unrealized gains from affiliated-company transactions amounted t0$22,785 and $22,890,
respectively, recorded as other liabilities.

. For the years ended December 31, 2008 and 2007, administration fees incurred with SCB

amounted to $429,601 and $862,450, respectively. As of December 31, 2008 and 2007,
administration fee payable to SCB amounted to $1.919,127 and $1,192,613, respectively,
recorded as accounts payabie.

(Continned)
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11, For the years ended December 31, 2008 and 2007, the related cost of the Executive Share

12,

13.

14.

Option Scheme amounted to $63,132 and $23,053, respectively. As of December 31, 2008 and
2007, accounts payable to SCB for the share-based payment scheme costs amounted to
$172,813 and $133,097, respectively, recorded under accounts payable.

For the year ended December 31, 2008, expenses resulting from operating activities with
affiliates were as follows:

2068
Personnel costs:
SCB New York $ 10,557
SCB London 46,911
SCB HK 19,346
SCB Singapore 24.556
Others 3.649
$ 105,019
Information technology service fees:
Scope International Private Ltd. $ 52,595
SCB London 17,801
SCB HK 5,482
SCB Singapore 4,505
Others 3.513
5 83.89¢

For the year ended December 31, 2008, operating expenses paid in advance for Standard
Chartered Life Insurance Agent Co., Ltd. were $8,662, recorded as other receivables. As of
December 31, 2008 and 2007, the deposits of Standard Chartered Life Insurance Agent Co.,
Ltd. were $231,848 and $116,635, respectively and the interest expenses were $1,996 and
$2,510, respectively.

For the year ended December 31, 2008, operating expenses paid in advance for Standard
Chartered Taiwan Insurance Agent Co., Ltd. were $2,326, recorded as other receivables. As of
December 31, 2008 and 2007, the deposits of Standard Chartered Taiwan Insurance Agent Co.,
Ltd. were $33,445 and $30,072, respectively, and the interest expenses were $412 and $448,
respectively.

The salary and remuneration of the directors, supervisors, president, vice president and major
management for the years ended December 31, 2008 and 2007, were as below:

2008 2047
Salary $ 103,292 159,416
Remuneration 20,913 8.865
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(28) Pledged Assets

Amount
Pledged assets Pledged for December 31, December 31,
2008 20067

Bonds (recorded as available-  Provisional seizure $ 410,600 650,300

for-sale financial assets as of

December 31, 2008 and

2007)

Securitization of mortgage 700,600 700,000
foans

Total $ 1,110,608 1,350,300

Refundable security deposits regulated by relevant bank operation regulations:

Amount
December 31, December 31,
Security deposits Purpose 2008 2807
Bonds and certificates of Reserve for frust business $ 2,350,000 100,000
deposit (recorded as
available-for-sale financial
assets as of December 31,
2008 and 2007
Security deposits for bil 50,000 50,000
trading operations
Security deposits for futures 20,000 60,000
trading
Security deposits for security 250,000 200,000
brokerage
Security deposits for bond - 10,000
trading
2.670.000 420,000
Certificates of deposit Clearing account reserve 110,400 100,000
{recorded as refundable
deposits as of December 31,
2008 and 2007)
Security deposits for bond 10,000 10.000
proprietary trading
Security deposits for bond 40,000 40,600
underwriting
160.400 150.000
Total $ 2,830,400 576,000
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Reserves for trust business are provided by deposits that the Bank placed in the Central Bank of
China for its trust custodian business.

Assets pledged for provisional seizure are provided by collateral placed with the court in order to
execute the Banlc's right over debtors’ properties.

Security deposits for bill trading are provided by deposits placed in the Central Bank of China for
the Bank's bill trading business.

Security deposits for bond proprietary trading are provided by deposits placed in the OTC for the
Bank's government bond trading business. Furthermore, reserve for trading losses has been set to
conform with securities regulations.

The cash deposited in the clearing account reserve was $10,400 as of December 31, 2008.

(29) Commitments and Contingent Liabilities

1

2)

3)

Significant service agreements

The Bank entered into a bancassurance agreement with PCA Life Assurance Co., Ltd. (PCA) to
promoie and sell approved insurance policies in October 2007. Pursuant to the agreement, during
the contract period from October 2007 to September 2015, the Bank should establish a sales team
for PCA life insurance products, maintain a customer database, and exclusively sell such life
insurance products underwritten by PCA through the distribution networks in Taiwan. In
consideration of the exclusive distribution arrangement, PCA. had paid to the Bank a facilitation fee
of US$32,000 thousand., The amounts of NT$106,344 and $41,087 were recognized as fee income
for the years ended December 31, 2008 and 2007, respectively, and the remaining amount was
recorded as deferred revenue under other liabilities.

Significant purchase agreements

As of December 31, 2008 and 2007, the Bank had construction agreements for expansion and
renovation of buildings amounting to $645,747 and $372,775, respectively. The unpaid amounts of
those agreements were $114,426 and $10,200, respectively.

Operating leases

The Bank has entered into certain operating leases for its branches. As of December 31, 2008,
estimated minimum future lease payments were as follows:

Fiscal year Amount
2009 $ 416,669
2010 301,612
2011 229388
2012 191,297
2013 and thereafter 250.427

$ 1,389,393
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4y  Others
December 31, December 31,
2008 2007

Consignment collection for others $ 15,335,087 21,151,123
Traveler's checks held on consignment for sale 93,975 34,785
Securities and goods in custody and other trust assets 549,414,298 1,017,286,438
Trust assets 142.051.356 177.086.365

8 706,894,716 1.215.578.711
Unused lines of credit 3 17,476,852 37,946,637
Other guarantees 3 11020475 17.233.334
Letters of credit issued $ 2,185,399 6,968,464
Securities sold under repurchase agreements $ 1.499.177 2,528,902
Securities purchased under reverse repurchase agreements  $ - 98,777

5) As of and for the years ended December 31, 2008 and 2007, disclosures required by Article 17 of
the Trust Enterprise Law on trust balance sheets and trust assets were as follows:

Trust Balance Sheet

December 31, 2608
Trust assets Trast liabilities
Bank deposit 3 41,157 Accounts payable $ 21
Short-term investments 136,367,411 Taxes payable 13
Accounts receivable 131 Pavables for securities under 5,642,657
custody
Securities under custody 5.642.657 Trust capital 136,408,665
Total trust assets $ §42 051,356 Total trust labilities $ £42.051.356
Trust Balance Sheet
December 31, 2007
Trust assets Trust Habilities
Bank deposits $ 54,000 Trust capital $ 177,086,365
Short-term investments 177.032.365
Total trust assefs $ £77,686,365 Total trust Liabilities § 177.086.365
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Trust Income Statement

2008 2007
Trust revenue:
Interest revenue 288 196
Common stock cash dividends 23,907 12,306
Realized gain on imvestments 275 18,085
Unrealized gain on investments - 44,887
Gther income 267 -
24,737 75474
Trust expenses:
Management expenses 318 301
Service charges i24 562
Construction expenses - 228,250
Realized investment loss 7,840 574
Unrealized nvestment loss 275,815 34,470
Exchange loss - 214
234,097 264.37]
Net loss before income tax (259,360) (188.897)
Income tax expense 9 8
Net loss after income tax (259,369 {188.9¢5)
Schedule of investment for trust business
December 31, 2008
Investment items Amount
Bank deposits $ 41,157
Short-ferm mvestments:
Bonds 51,836,127
Common shares 2,931,874
Funds 81,559,410
Accounts receivable 131
Securities under custody 5.642.657
$ £42.0651.356
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Schedule of investment for trust business

December 31, 2007

Investment items Amount
Bank deposits $ 54,000
Shori-term investments:

Bonds 68,026,834
Common shares 2,220,729
Funds 106,784,802

$ 177,086,365

Foreign currency pecuniary trust business engaged in by the Offshore Banking Unit (OBU) as of
December 31, 2008 and 2007, was included in the trust balance sheet and schedule of investment
for trust business,

{30) Significant Disaster Loss: none,

{31) Subsequent Events: none,

(32) Others

1) Summary of personnel costs and depreciafion and amortization expenses

A summary of personnel costs and depreciation and amortization expenses for the vears ended
December 31, 2008 and 2007, is as follows:

2608 2007
Function, Costof Operating Cost of Operating

Account goods sefd | expenses Total goods sold | expenses Total
Personnel costs:

Salaries - 4,993,823 4,993,823 - 42397561 4,239,756

Labor and health - 306,489 306,489 - 207,707 207,767

insurance

Pension - 455145 455,145 - 272,938 272,938

Other - 299,870 299.87¢ - 344,651 344,651
Depreciation - 680,810 680,810 - 612,023 612,023
Ameortization - 90,040 90,040 - 16,663 16,663

2} Reclassification

For the year ended December 31, 2007, certain amounts have been reclassified and presented to
conform to the financial statements for the year ended December 31, 2008.
statements are not significantly affected by such reclassifications.

The financial

(Continued)
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3} Details of the Bank's acquisition of Asia Trust Investment Co., Lid. were as follows:

I.

Brief introduction for transferee;

Asia Trust Investment Co., Ltd. (ATIC) was established in June 1972. The key businesses
were trust, investment and loans. Due to significant losses, the stockholders' equity of ATIC
became negative, and on Jamnuary 31, 2008, the Taiwan Government's Central Deposit
Insurance Corporation (CDIC) took over ATIC,

Purpose of the transfer of assets and liabilities, and regulatory basis:

(1} Purpose: Through an additional seven branches, the Bank can successfully expand its scale.
The acquisition also can provide customers more diversified wealth management services
and increase the Bank’s long-term profitability.

(2) Regulatory basis: In accordance with the Article No. 58 of the Banking Act and Article 5,
16 and 18 of the Financial Institutions Merger Act.

Effective date of the transfer: December 27, 2008,
Type, quantity, and amount of marketable securities issued for the transfer: None,
Accounting treatment for assets acquired and liabilities assumed:

(1) The Bank assmmed ATIC’s operation and a specific portion of assets/liabilities. The
difference between the fair values of the specific portion of assets/liabilities and the
payment from the Resolution Trust Corporation (RTC) was recognized as goodwill,

(2) Relevant accounts and amounts of assets and liabilities assumed through the transfer:

Amount
Assumption of assets $ 9,046,528
Assumption of liabilities 15.778.911
Net assumption of liabilities (6,732,383)
Addition: amount received from the RTC 3.348.000

$ (3,384.383)

The Bank received a payment of $3,348,000 from RTC on December 29, 2008. Additional
payment from or to RTC will depend on the pricing adjustment per the General Assignment
and Assumption Agreement signed between the Bank and CDIC. Assumption of assets
consisted of cash and cash equivalents of $1,616,994.
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6. Pro forma financial information on operating performance was as below:

2608 2007
Net interest income $ 9,790,203 8,861,797
Net non-interest income 8,379,435 8,154,618
Bad debt and operafion expenses {19.499 325 (18.240.726)
1.oss before tax $ {1.329.6%1) {1,224 311)
Net loss $ (607 268) {617.67%)
EPS (unit: dollar) $ {0.46) (0.32)

4) Details of the Bank's amalgamation with American Express Bank, Taipei Branch were as follows:

Standard Chartered Bank plc. acquired 100% of the outstanding common shares of American
Express Bank Limited in February 2008, In conformity with Jin-Kuan-Yin No. 09740003110, the
assets, labilities, and operations of American Express Bank, Taipei Branch (AEB) were transferred
to the Bank on August 1, 2008. The Bank paid cash consideration to complete the transaction.
After the completion of the amalgamation, the Bank and AEB expect that the combined company's
profitability and operating revenue will be improved through complementary services, integration
of resources, and innovative products. The aforementioned advantages gained from the business
combination will have a positive impact on the Bank's book value per share and earnings per share.

5) Net cash equivalents provided by assumption of business from American Express Bank, Taipei
branch on August 1, 2008, were as listed below:

August 1, 2008
Assets $ (4,180,126)
Liabilities 3.731.654
Net cash outflow provided by the assumption of business  § (448,472)

6) Net cash equivalents provided by assumption of business from Standard Chartered Bank, Taipei
Branch on June 30, 2007, were as listed below:

June 30, 2607
Assets $  (131,461,429)
Liabilities 132,249,379
Common stock 100,000
Capital surplus 118,556
Net cash inflow provided by the assumpticon of business $ 1.,006.506
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7} Disclosures in accordance with SFAS No. 28 are as follows:

1. Major foreign currency positions

December 31, 2008 December 31, 2007
Original NTD Original NTD
Currency currency equivalent Currency currency equivalent
UsD 1,255,231 41,196,406 UsD 759,398 24,636,855
EUR 164,957 7,633,310 EUR 261,529 9,619,625
AUD 287,218 6,337,707 RMB 851,002 3,778,211
RMB (1,028,136)  (4,955,634) HKD 134,900 561,015
JPY (8,125805)  (2,954,701) SGD 5,704 128,710
2. Profitability
Unit: %
Ftems 2008 26807
Return on assets (note 1) Before income tax {0.17) {0.24)
Alfter income tax 0.01 (0.11)
Return on net equity Before income tax {(3.28) (5.71)
(note 2) After income tax 0.06 (2.57)
Net profit ratio (note 3) 0.10 (2.93)

Note 1: Return on assets = net loss before / after tax + average assets

Note 2: Return on net equity = net loss before / after tax + average net assets

Note 3: Net profit ratio = net loss after tax + operating income
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8y Capital adequacy

Capital adequacy ratios of the Bank are disclosed below:

Period-end, December 31, December 31,
Ttem 2008 2047
Self-owned {Tier I Capital 21,350,545 19,530,549
capital iTier 2 Capital 19,380,984 13,571,961
Tier 3 Capital - -
Capital 40,731,529 33,102,510
Risk- Credit  |Standardized approach 331,477,325 314,828,550
weighted [nternal-rating-based approach - -
assets risk Secularizations - -
Operational [Basic indicator approach 35,774,925 33,091,135
Standardized approach / alternative - -
approach
risk Advanced measurement approach - -
Market [Standardized approach 37,278,206 33,635,550

risk Internal model approach

Risk-weighted assets

404,530,456

381.555,235

Capital adequacy ratio 10.07 % 8.68 %
Tier 1 capital / risk-weighted assets 528 % 3.12 %
Tier 2 capital / risk-weighted assets 4.79 % 3.56 %
Tier 3 capital / risk-weighted assets - % - Y
Common stock / total assets 3.91 % 4,49 9%
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Capital adequacy ratios of the Bank and its subsidiaries are disclosed below:

Pertod-end) December 31, December 31,
Ttem 2008 2007 {note 1)
Self-owned [Tier 1 Capital 21,487,379 19,791,914
capital [Tier 2 Capital 19,517,818 13,799,619
Tier 3 Capital - -
Capital 41,005,197 33,591,533
Risk- Credit  |Standardized approach 331,728,749 314,924,477
weighted Internal-rating-based approach - -
assets risk Secularizations - -
Operational [Basic indicator approach 35,790,853 33,275,474
Standardized approach / alternative| - -
approach
risk Advanced measurement approach - -
Market |Standardized approach 37.278,206 33,673,677
risk internal model approach - -
Risk-weighted assets 404,797,807 381.873.628
Capital adequacy ratio 10.13 % 8.80 %
Tier I capital / risk-weighted assets 531 % 518 %
Tier 2 capital / risk-weighted assets 4.82 %y 3.61 %
Tier 3 capital / risk-weighted assets - % - %
Common stock / total assets 3.91 % 4.49 %

(Note 1) In accordance with the modified Regulations Governing the Capital Adequacy Ratio of
Banks announced by the FSC on November 9, 2004, the Bank shall report its consolidated
capital adequacy ratio along with its own capital adequacy ratio to the competent
authority within two months after each vear-end. The aforementioned regulations were
modified and announced on January 4, 2007, by the FSC, and the frequency of the report
was modified as within two months afler each half-year end.

(33} Other Disclosure Items
1} Related information on material transaction items:

1. Information regarding long-term equity investment for which the purchase or sale amount for
the period exceeded NT$300 million or 10% of the Bank's paid-in capital: none.

2. Information on the acquisition of real estate for which the purchase amount exceeded NT$300
million or 10% of the Bank's paid-in capital: none.

3. Information on the disposal of real estate for which the sale amount exceeded NT$300 million
or 10% of the Bank's paid-in capital: none.
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the amount exceeded NT$5 million: none.

million or 10% of the Bank's paid-in capital: none.

Information regarding selling non-performing loans: none.

Information regarding discounted processing fees on transactions with related parties for which

Information regarding receivables from related parties for which the amount exceeded NT$300

Information on applications for handling securitized commodities according to the Regulation

on Financial Asset Securitization or the Regulation on Real Estate Investment Trusts: none.

the financial statements to make financial decisions; none.

2) Information on long-term equity investments:

1. Information on investees' name, location, etc.:

Other material transaction items which were significant to people who use the mformation in

Holdings
Gain (Toss) Pro forma
Percentage ofiBook value off recognized | Number of | nomber
Mame of invesiee's Envestee's during Tetal
mvesiee Focation operation ownership | investments | the period shares of shares Shares Percentage | Remark

Hsinchu Futures3 F., No. 138, 81 [Futures - % - - - B - % {Notel)
Co., Ltd. Wei Road, Hsin- frokerage

Chie, Taiwan
Standard No. 83, Chung- {Life insurance 100.00 % 246,312 182.724 300 300 100.00 % -
[Chartered Life |Zeng Road, gent
insurance Hsin-Chu,
Agent Co., Ltd. [Taiwan
Standard No. 85, Clamg-  {Property 100.60 % 27,355 19,358 300 - 300 100.00 % -
Chartered Zong Road, insurance agent
Taiwan Hsin-Cha,
insurance Tarwan
Agent Co., Lid.
Paradigm 19F., No. 123, [Securities 20,00 % - 6,030 6,030 20.00 % -
Assets Sec. 2, Chung-  |isvestment frust
Management  |Hsiap East Road,
Co., Lid. Taipei, Taiwan
Fubon 6F ., No.258, Financial 9.9% % 38,005 - 3,943 - 3,943 0.99 % -
Securities Co., |Sec. 4, Ren-al  [securities
Ltd. Rd., Da-an services

District. Taipei

[City 10687,

[Tarwan
Taiwan Small  8F., No.183, Small and 4 .84 9%, 29,000 - 3417 - 3,417 4.84 % -
and Medivm  {Fushing N, Rd., |mediim
Fnterprises Songshan enterprises
Duvelopment  [District, Taipel  fmprovement
iCorp. City 10396, services

Taiwan
Financial No.81, Sec. 3, [lnformation 1.14 % 43,500 4,550 - 4,550 1.14 % -
[nformarion Kangning Rd., rechnolgy
Service Co. Lid[Neiha District,  [services

Taipei City

11483, Taiwan
Taipei Forex  [8F., No.d00, Foreign 3.03 % 6,000 - H00 - 600 3.03 % -
e, Sec 2, Bade Rd_jexchange and

Songshan foretgn currency

[District, Taipei  flending services

City 10556,

[T aiwan
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Holdings
Gain (foss) Pro forma
Percentage offiook value of] recogmized | Number of | number
Name of Investee's Investee's during Total
investee location operation ownership | invesiments | the peried shares of shares Shares Percentage | Remark

TSC Bie 11F.-1, No.176, {Venture capital 5.00 % 20,250 - 2,028 - 2,025 5.00 % -
Veniure Sec. 1, Keelung [services
Management, Rd., Sinyi
inc. District, Taipel

City 11070,

Tatwan
i Yu Venture [8F., No.70, S8ec. |Venture capital 4,76 % 12,157 - 1,216 - 1,216 476 % -
[nvestment, Inc.[3, Nanjing E. services

Rd., thongshan

District, Taipet

City 10489,

aiwan

Windance Co., [No.243-1, Residential and 273 % 188,500 - 18,850 - 18 830 273 % -
Lid. Thongyang Rd., [commercial

North District,  [lease/sale

Hsinchu City CrVices

30041, Taiwan
Taiwan Asset [|0F, No.99, Sec. |Asset auction 2.94 % 50,000 - 5,000 - 5,000 2.94 % -
Service 2, Ren-at Rd.,  |notanzation
[Corporation Fhongjheng

Disirict, Taipet

ity 10062,

[Taiwan
Yang Guang  (15F., No.218,  [NPL acquisition 1.42 % 849 - 85 - 85 1.42 %
LA SSeT Sec. 2, Dunhua  [services
Management 5. Rd., Da-an
Company {3istrict, Taiper

City 10669,

Taiwan
Wan Chi Co., [BF, No.333, Information 335 % 2,468 - 197 - 197 335 %
Lid. Fushang N. Rd., [technology

Songshan services

District, Taipei

City 10544,

Taiwan
ITaiwan 11F., No.363, |Securities 017 % 9,277 - 495 - 495 0417 % B
[Depository and [Fushing N. Rd.. jcusiodian
Ciearing Songshan
ICorporation  [District, Taipet

ity 10542,

Taiwan
Taiwan 14F., No. 85, {Financial 1274 % 94,346 - 13,346 - 13,346 12.74 % -
Corporative Sec 2, Nan Jing jsecurities
Ritls Finance  [Dong Rd., services
Corporation  [Zhongshan

District, Taipel

City, Taiwan

{(note 1) Hsinchu Futures Co., Ltd. was liquidated on May 29, 2008.
Lending to other parties: none.

Guarantees and endorsements for other parties: none.

Information regarding securities held as of December 31, 2008: none.

ook

Information regarding securities for which the purchase or sale amount for the period exceeded
NT$300 mitlion or 10% of the Bank's paid-in capital: none.

6. Information on the acquisition of real estate for which the purchase amount exceeded NT$300
million or 10% of the Bank's paid-in capital: none,
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7. Information on the disposal of real estate for which the sale amount exceeded NTE300 million
or 10% of the Bank’s paid-in capital: none.

8. Information regarding discounted processing fees on transactions with related parties for which
the amount exceeded NT$5 million: none.

9. Information regarding receivables from related parties for which the amount exceeded NT$300
million or 10% of the Bank's paid-in capital: none.

10. Information regarding trading in derivative financial instruments: none.
11, Information regarding selling non-performing leans: none.

12. Information on applications for handling securitized commodities according to the Regulation
on Financial Asset Securitization or the Regulation on Real Estate Investment Trusts: none.

13. Other material transaction items which were significant to people who use the information in
the financial statements to make financial decisions: none.

(34) Business Segment Financial Information

)

1)

3)

4)

Divisional financial information

The Bank engages in the financial sector, specializing in the accepting deposits and lending
businesses. The Bank has established a trust department; however the revenue generated by this
department does not represent 10% or more of the Bank's total consolidated revenue. Therefore, no
financial information is required to be disciosed.

Geographical Gnancial information

The Bank established the Offshore Banking Unit (OBU) in January 1995, and no other foreign
operating unit has been set up. Therefore, no geographical financial information is required to be
disclosed.

Foreign exchange information

The foreign exchange revenue generated by the Bank's domestic and offshore banking units from
foreign customers does not represent 10% or more of the Bank's total consolidated revenue.

Important customer information

The Bank does not have customers who represent 10% or more of the Bank's total consolidated
revenue.



