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Dear Madam / Sir:

In 2006,most of Taiwan's banking industry went through
financial reorganization, credit card crisis and contribution of
foreign investment. Managing financial risks fairly, Bank of
Kaohsiung was exempted from suffering the consumer financial
crisis. As well, the Bank developed credit extension to small -
and medium - size enterprises, and wealth management business
actively, and the earnings achieved the estimated target and grew
by 25.63% compared with 2005. The Bank hereby reports its
operation results in 2006, summary of business plan in 2007,
future development strategy and the impact to the Bank by
external competitive environment, laws & regulations and
overall economic environment as follows:

The Bank's operation result in 2006 is specified as follows:

I.Domestic and foreign financial environment

1.Domestic financial reorganization is emerging

On May 1, 2006, Taiwan Cooperative Bank merged with

the Farmers Bank of China. On August 21, 2006, ICBC
merged with Chiao Tung Bank and was renamed as Mega
International Commercial Bank. On November 13, 2006, Bank
Sinopac merged with International Bank of Taipei and was
renamed as Bank Sinopac. On January 1, 2007, Cathay United
Bank merged with Lucky Bank. The number of local banks
declined to 42 from 45 at the end of 2005.

2.Increasing profits of local bank OBUs and overseas branches
Because of the local banks' businesses are similar in nature,
extreme competition and limited profitability, the local banks
successively aim at the overseas market and enhance off-shore
layout to promote the weight of their international financial
businesses and overseas market profitability.



el % B

President

]

5

1

.

- BANK ©OF KA?HSIU]‘G-
| J N

A

S 7‘,/

(Z)90E AR A B < ml b

Erfar REFAREREERT
ErHHTIE A AN E X H i AT SR 22
BT SR PER I 0 B IR R Z AL SR 6
YEE o ST IS S P R Y R L
SRR B EIRAR] - HAS A RIT
AR H B RAT Mg I TIRTT AP R I
HT BB e S IRAT I NE AR A B
WARES A -

2o AT AR

HERRITREHEREZE > 95F 107260
R - AR EER R
B B TR ERE . o HRI6F1H
8HIEN B EAE - & 417 B e 4 H
ZHE A RS BIE - 9653 22H
ERGEBEFEHR - W EEHEHET S
BB T EERES,  HEMEUE
EHER CHRE R AT LIS A
BB - ERBEEEEERITRIERE L
T MHEEEIE - 965FE3H22HEEG
7 P a8 588 1 11 2 < il o S B B il s & R 1
TREERE .,  EERMHERE A ERRE
P52 AAE ~ HERE WL S B R
e ~ ELR AL Z MG - SRR SR R
FHIH ©

3.Contribution of foreign investment into local financial
insititutions
There were successive messages about foreing investments
contributed into local financial institutions. For example, GE
contributed investments into Cosmos Bank, Taiwan. TPG
Newbridge Captial Ltd. and Nomura Holdings Group
participated in the private fund raising of Taishin Financial
Holding Co., Ltd., Temasek Holdings contributed investments
to E.SUN Financial Holding Co., Ltd., Shinsei Bank, Limited
contributed investments to Jih Sun International Bank.,
Standard Chartered Bank subscribed for Hsinchu International
Bank.

I1.Transformation of the Bank's organization

In consideration of the Bank's long-term development, the
Board of Directors resolved to promote Risk Management
Section of Business Management Dept. to be "Risk
Management Dept." independently on October 26, 2006,
which operated independently on January 8, 2007, responsible
for programming, establishment and supervision of the Bank's
risk control mechanism. The Board of Directors resolved on
March 22, 2007 that the Business Management Dept.-Wealth
Management Division should be promoted to be an
independent unit, "Wealth Management Department",
dedicated to programming, promotion and execution of wealth
management business, management and appraisal of wealth
management personnel, and guidance of the marketing
planning and management of banking insurance. The Board of
Directors resolved on the same day that the Corporate Banking
Dept. and Consumer Banking Dept. should be consolidated to
be the "Credit Management Dept." dedicated to programming,
promotion, examination, credit investigation and management
of credit extension and credit card business, economic research,
assessment of collateral and guidance to the relevant business,
etc.
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I11.Results of Business Plans and Operating Strategies for
FY 2006
1.Maintaining fair qaulity of assets
Stable credit extension policies and diligent credit extension
reviewing procedures enable the quality of the Bank's assets
to be maintained fairly. At the end of December 2006, the
Bank's non-performing loans (NPL) balance was
NT$1,804,837 thousand, and NPL ratio was 1.81%. The
balance of provision for credit loss was NT$910,474 thousand,
and coverage ratio of provision for credit loss for loan was
50.45%.

2.Moderately adjusting loan structure

In order to adjust loan structure, the Bank proceeds with
financing to enterprises actively, takes part in syndicated loans
and strengthen financing to small - and medium - size
enterprises to lower the weight of loan to Kaohsiung City
Government. At the end of December 2006, the weight of
financial loans to enterprises was 48.27%, consumer financial
loan 41.65% and loans to Kaohsiung City Government
lowered to 10.08%.

3.Expanding the Business for Financing to Small-and Medium-
Size Enterprises:

In order to cope with the "Project for local banks'
enhancing loans to small-and-medium-size enterprises (1st
year) of Financial Supervisory Commission", the Bank
developed the business for financing to small-and-medium-
size enterprises aggresively, and was selected to be the bank
with outstanding performance. Meanwhile, the Bank continues
developing the business according to the amendments to the
Project for second year. At the end of December 2006, the
loans balance to small-and medium-size enterprises was
NT$20,378,112 thousand, increasing by 50.65% compared
with the end of December 2005.
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4.Developing Wealth Management Business

In order to increase the income of low-risk handling fees,
the Bank promotes wealth management and trust business
actively. At the end of December 2006, the Bank opened
wealth management business in 25 branches equipped with 30
wealth management specialists. The handling fees income for
wealth management in 2006 was NT$164,147 thousand,
increasing by 14.08% compared with 2005. The trust asset
balance was NT$12,504,006 thousand.

5.Increasing Non-Interest Income Weight
In order to mitigate the weight to traditional loan profits,
the Bank developed net non-interest revenue aggresively. At
the end of December 2006, the weight of net non-interest
revenue was 15.93%, which was higher than 8.74 % in 2005

IV.Execution of Business Target:

AT A/ 254 E &0 5 Unit: NTS$ /USS Million

aEIE
Operating Item HIRE THE AR

%{1 ?? l% ﬂ% Outcome Target Achievement %
Execution

=0 ST 45 G 45
TR Ej%g’ 115,681 120,000 96.40
Average Deposits Balance (NT$)

BT
BGRCE 2 R 102,162 110,000 9287
Average Loans Balances (NT$)

[EAER(CES
7H: # ﬁzi(%j‘:) 3,531 3,000 117.70
Foreign Exchange Sales (US$)

R 3E 7K

R 78 s K A B 6,859 10,000 68.59
Accumulated Guarantees (NTS$)
T
= d" R 560 530 105.66
Earnings (NT$)

b ¢ RONVEFRCPIIERE - A & 5 S B B K R E P B o

Average deposits balance referred to in the said table excluded average deposits balances of Taiwan Post Co.,Ltd.and the

other banks.
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V.Financial Revenue, Expenditure and Profitability:

1.Financial Revenue and Expenditure:

In 2006, net revenue NT$2,305,953 thousand; credit loss
expenses NT$114,324 thousand; operating expenses
NT$1,670,227 thousand; income before tax NT$521,402
thousand; income tax expenses NT$71,419 thousand;
cumulative effect of changes in accounting principles
NT$40,585 thousand; income after tax NT$490,568 thousand.

2.Profitability:

In 2006, the return on total assets after tax was 0.33%;
return on equity after tax was 4.67%; profit margin after tax
was 21.27%; EPS after tax was NT$0.97 per share.

VI.Status of R & D:

In 2006, the Bank processed the businesses for Automated
Clearing House(ACH), Agent for Sales of Gold, Micro-
Business Start-Up Loan, Working Capital Loans for Small-and
Medium-Size Enterprises, Preferential House Loan Project,
Factoring, Preferential Loan to Logistic Service, Project for
Loan for Restoration of Disasters for Small-and Medium-Size
Enterprises, Specific Money Trusts Earmarked for Investing in
Foreign and Local Securities-ETFs, Real Estate Turst for Co-
Construction of Houses and Property Management, Chip
Combo Card and Web ATM etc.

Summary of the Bank's business plan in 2007:
LBusiness Policies

In order to cope with the development trend of the local
financial market, the Bank will be dedicated to strengthening
the quality of management and upgrading competitive strength.
The major business policies include maintenance of asset
quality, increase in weight of loans to non-governmental
organizations, increase in wieght of low-risk handing fees
income, adequate integration of branches and increase of
capital.

II.LExpected business objective and basis thereof, and

important operating policies

—) MBS E R 1.Expected business objectives
BT Hra W/ ££& T AT S Unit: NTS /USS Million
& EIH H Item THE ¥ Target
FERCEeR%E Average Deposits Balance (NT$) 122,000
WG T- Y 6548 Average Loans Balances (NTS$) 107,900
A FE A B R (ZE /i,\) Foreign Exchange Sales (US$) 3,300
R RIERE Accumulate Guarantees (NT$) 8,000

Rk ¢ RIFECHERE -

EX=RE e SEe W AEIE 6

TR o

Average deposits balance referred to in the said table excluded average deposits balances of Taiwan Post Co.,Ltd.and the other

banks.
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2.Important Operating Policies:

(1)Stable credit extension policies available to maintain the
quality of assets fairly.

(2)Active adjustment on loan structure to upgrade the weight of
financial loan to enterprises and consumer loans.

(3)Active participation in international syndicated loan and
investment, development of Taiwanese businessmen's
business overseas, and upgrading of profitability of OBU
branches.

(4)Active adjustment on income structure, and increase in
weight of such non-interest income as wealth management
and trust.

(5)Integration and adjustment on channels of branches to
mitigate and break through such bottlenecks as concentration
of business units, business and overlapped customer

sources.

The Bank's future development strategies are specified as
follows:

Financial merge and reorganization is the trend in the
market. The Bank is not likely to be exempted from going
through such trend in the future. The Bank's most
advantageous strength is focused on flexible operating
strategies, fair asset quality, and enrichful local public
relationship, while the Bank's weakness is small operating
sacle and limited profitability. In order to achieve the objective
for qualified bank, the Bank's development strategies will be
oriented toward discovery of the Bank's core value and
creation of differentiated (distinguished) niches, in an atttempt
to be distinct from the large-size financial institutions and to
well found the Bank's operation basis.

The impacts to the Bank by external competitive
environment, laws and regulations and overall economic
environment:
L.Impact by external competitive environment
The competition in the local financal market becomes
extreme day by day because the competent authorities
encourage financial reorganization and financial holding
companies bring tremendous pressure. The Bank is not
subordinated to any finanical holding companies. To cope with
the situation, the Bank proceeds with trust business and
securities brokerage business. According to Article 74 of the
Banking Act of the Republic of China, the Bank reinvested in
insurance agency co., Ltd. The Bank also promotes the
insurance business together with the various major insurance
companies in the form of strategic consortium in accordance
with the "Directions for the Operation of Bank Insurance
Business by Banks, Insurance Companies, Insurance Agents,
and Insurance Brokers". The Bank handles wealth
management business in accordance with the "Directions
Governing Banks Engaging in Wealth Management Business",
in the hopes of developing the joint marketing effects of
"simulated financial holding" by means of diversified business.
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IL.Impact by laws and regulations

In order to promote the institutilization of the Bank's
governance, maintain the safety of financial institution'
management, decrease operating risk, and stop criminal
synidcates from performing their illegality via the convenient
and speedy financial service channels, the government and
competent authorities succesively amended or promulgated
"Securities and Exchange Act", "Scope of Application for the
Required Installation of Independent Directors by Public
Companies" and the relevant laws and regulations,
"Regulations Governing Maintenance of Security at Financial
Institutions", and "Regulations Governing Suspected Illegality
of Obviously Irregular Transactions of Deposit Accounts for
Banks". The Bank always complys with laws and regulations
and acts pursuant to laws. The amendments to or promulgation
of the relevant laws and regulations are more helpful to the
Bank's governance and control of operating risk.

III.Impact by overall economic environment

On September 27, 2006, the Executive Yuan passed the
project for "financial market" for three years at st stage of
2015 economic development prospect, in hope of establishing
a diversified, international, stable and reliable financial market
through strengthening competitive mechanism, so as to
advance the financial services in this country. The project for
"financial market" aims to help the financial departments in
this country grow, make profit and become competitive, and
then consumers and investors may enjoy a relax, safe and
satisfied financial environment, and the industrial departments
may enjoy fair financial intermediate function to promote the
economic development in this country.

In order to achieve the prospect and objective of the said
project, Financial Supervisory Commission and Ministry of
Finance jointly programmed the eight objectives, including
reorganization of banking market, promotion of protected and
pension insurance commodities, acceleration of
internationalization of financial services, establishment of
taxation environment of financial industry with international
competitive strength, etc. The Bank will cope with the
transformation in economic environment of the financial
market by well-founding the structure, upgrading operating
performance, strengthening wealth management business and
OBU.

The Bank's most recent credit rating result and date of
rating
On December 25, 2006, Taiwan Ratings Corp.announced
that the Bank's long-term credit rating in 2006 was "twA", and
short-term credit rating "twA-2". The outlook was rated as
"stable".

Thank all of your support to us. We look forward to
your continuous instructions and support to help the Bank's
business develop on an on-going basis. At last, our sincere
wishes to all shareholders. Wishing you health, prosperity,
and happiness!



IntodncHon



RITREN
Introduction

— ~EENTHME :71.1.13
BRAY:
K70 R4 T EERRITROERAT

R T e RIT . o MI9MFIAIHE S
B TEERITR O ARAT S o T T SRR
170 o RATHAL Z 86 » BEWCE R 5 AR
5,000 7T » & M BUF H & H 53 299.994
BT o FERC2ERIGE KRB R - BE
96F3H EE £ 1k » & ARFH M EH 501 3,423
8,0407C 2572k » BiEMERL EIE - 7
LA BB AR A B ST » RITRR SR 19984F
5H18H IFHME 17 1999FE9F27H B R
# 1 200145 A 31 H 2 B BUAES A% 145 13 2
PEIRAT ©

AT B T FE B 96 4F- 3 F JES A 4 P
IRTTORES ~ B ERfR R L ER BT Ik
BB ESRIER AT EE - BEREAKRE
TTEF 205 STARUE JEH MR EE » MR E
REFESNFREL  RE#RFWE  KE
SR RFEBNE I HEE RS B
R R L BT o

Date of Incorporation : Jan. 13, 1982
Brief History

Formerly Known as "City Bank of Kaohsiung Co., Ltd."
and called "City Bank of Kaohsiung" for short, We changed our
name to "Bank of Kaohsiung Co., Ltd." on January 1, 1994 and
hereunder is abbreviated to "Bank of Kaohsiung" ( BOK) . In
the beginning of the Bank's establishment, the initial paid-in
capital was NT$ 450 million, 99.994% of which was put up by
the Kaohsiung City Government. After several capital increases
in the past 25 years and the privatization, the total paid-in capital
has amounted to NT$ 5,034,238,040 to March 2007. In the past
25 years, in order to positively improve the operating
constitution, strengthen the financial transparency and raise our
competence, BOK stocks were listed on the TSE on May 18,
1998. The Bank was privatized on September 27, 1999 and was
upgraded as a national bank under the approval of the Minister
of Finance on May 31,2001.

The Bank had not proceeded with mergers, reinvestment
relative enterprises or reorganization in the latest year and up to
March 2007. The bank was not subject to any specific financial
holding companies. The equities of the bank's directors and
supervisors and other parties who should declare their equity
pursuant to Paragraph 3 of Article 25 of the Banking Act were
not transferred or changed voluminously, so the ownership
remained unchanged. There was no substantial change of its
management model and business lines, nor were material issues
that could affect shareholders' interest and rights.





