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Letter to Shareholders:

The global economy continuously recovered in the year of 2004 and with economic growth of 4.2% documented it 

represents a significant growth compared to the 2.6% in 2003 and 1.8% in 2002; the main trade partners of Taiwan, which are

the United States, Japan, and Mainland China, performed outstandingly and helped stimulate the export growth of Taiwan.

Furthermore, the Taiwanese government has practiced a less strict fiscal policy and monetary policy successfully; as well, the

consumption of the private sector and the growth of investment have helped boost Taiwan s economy growth to the record

high of 5.93%.

To uphold its dominant operation, Union Bank continuously expands the scale of business operation and reinforces its

wealth management and consumer finance business progressively in compliance with the market demand in 2004, for example,

we introduced an all-purpose ATM card that can be used as an all-purpose credit card, the Leonardo Da Vinci Platinum Card,

as a base joint card as well Union Traveler s Card. Union Bank has acquired Chung Shing Bank through bidding to expand its

distribution network. For the future, Union Bank intends to utilize the advantage of well-arranged distribution channels to

develop profitable businesses and generate higher margins based on the principle of balancing the development of corporate

banking and consumer finance as well as maintaining stable growth.

Through the efforts of the staffs, by the end of 2004, Union Bank had a deposit balance and loan balance of NT$205,024

million and NT$138,551 million documented that represented growth of 18.17% and 19.22% from the year before,respectively.

The foreign exchange business was conducted for an amount of US$3,405 million and credit card issuance had a volume of

4,609,107 cards, total assets amounting to NT$247,033 million, operating income amounted to NT$14,702million, and net

income amounted to NT$1,600 million. In terms of improving the quality of assets, Union Bank was with a narrowly defined

NPL of 2.52% and a broadly defined NPL of 3.6%, which were significantly lower than the records of the banking sector. The

profitability of risk-free profit, handling charge and commission income together amounted to 17% of the operating income in

2004 which was also higher than the records of the banking sector. The operating performance of Union Bank is recognized by

Taiwan Ratings Corp. with the long-term and short-term credit rating upgraded to "twA- and "twA-2."

In order to extend the scope of service and to expand the scale of operation, Union Bank submitted a bid for the assets,

liabilities, and business excluding the inter-bank deposits and loans of Chung Shing Bank on December 9, 2004. Union Bank

was awarded with the bid for an amount of NT$7,108 million to take over the business of Chung Shing Bank along with forty-

seven business branches and expand the total to eighty-seven branches. Union Bank, in terms of a privately owned and non-

Holdings bank, is now in control of the largest distribution network.

In 2005, the competition in the financial market remains severe; also, the large financial holdings have initiated the second

round of mergers. Inevitably, the acquisition attempt of large financial holdings will bring tremendous challenges to small and

medium banks. Therefore, Union Bank will rely on its multiple distribution channels, development of innovative product serv-

ices, and excellent service team to generate higher profits. For the business of deposits and loans in 2005, Union Bank targets

an amount of NT$258,918 million and NT$171,674 million, respectively. Moreover, the target of foreign exchange business

and guarantee & acceptance in 2005 is for an amount of US$4,641 million and NT$9,052 million, respectively. It is the inten-

tion of Union Bank to achieve the set targets and beyond through the support of shareholders and the efforts of staffs; also, to

satisfy the expectation of shareholders and society taken as a whole. Your continuing support and suggestions are expected and

are important to us.

With our most sincere wishes for your good health and prosperity,

Chairman/C.C. Huang

President/Shiang-Chang Lee
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Date of establishment: January 21, 1992

Union Bank is third bank in Taiwan approved by the government to be established in the awakening of liberaliza-

tion and internationalization of banks. The founders of Union Bank shared a common interest of running a perpetual

business operation with the preparatory commission set up on March 29, 1989 and business operation initiated on

January 21, 1992. Union Bank was officially listed on the OTC on September 19, 1995 and the Taiwan Stock Exchange

on June 29, 1998. Union Bank has now become an acclaimed and recognized financial institution. For the objective of

walking towards internationalization, Union Bank had Ho Chi Minh Representative Office and Hong Kong

Representative Office set up on February 25, 1998 and August 24, 1999, respectively.

Union Bank has held the corporate philosophy of "Enthusias", "Soundness",  "Efficiency" and "Innovation"  since

its establishment, and never ceases to increase the number of business locations for providing extensive service to the

public. As of the end of 2004, Union Bank had forty business branches of which twenty-two are in metropolitan Taipei,

ten in Taoyuan and Hsinchu, three in Taichung/Changhua, two in Chiayi and Tainan and three in Kaohsiung. Union

Bank has taken over the business locations of Chung Shing Bank on March 19, 2005; therefore, the number of branches

immediately went up to seventy-four of which there are thirty-seven in metropolitan Taipei, twelve in Taoyuan/Hsinchu,

ten in Taichung/Changhua, eight in Chiayi and Tainan, and seven in Kaohsiung/Pintung. Union Bank intends to reinstate

the twelve inactive business locations of Chung Shing Bank in five years and will have the Trust Department reformed

as a branch to have a total of eighty-seven business locations spread all over the nation.

Union Bank has enjoyed rapid expansion in business, and also made direct investments in other financial sectors.

Union Bank has successfully made its stake in bills and notes, the leasing industry, futures, investment trust, investment

consulting, and insurance agency service that helped the bank lay down a solid foundation for ongoing operation.

I. Corporate profile
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Bank Highlights
II. Organizational system:

(1) Organizational structure:
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(2) Business responsibility of each department:

Audit Dept.: The Audit Department is responsible for the planning, enforcement, and supervision of audit and internal control
system; also, the stipulation, planning, and enforcement of credit review measures.

Business Planning & Administration Dept.: The Business Planning & Administration Department is responsible for the plan-
ning of the banking system, organizational protocols, and business; also, the planning, promotion, and manage-
ment of deposits, exchange & acceptance, cashier, and agent in the currency of New Taiwan Dollars. Moreover, it
is responsible for the compilation of accounting reports, the enforcement and review of the budget, the accounting,
division, and custody of funds transfer and distribution, and bond and stock trade.

Product Development & Marketing Dept.: The Product Development & Marketing Department is responsible for the research,
development, and application of new financial products; the planning of eBanking, evaluation of investment, and
the planning, supervision, and review of business campaign; also, the follow up of business consignment.

Corporate Banking Dept.: The Corporate Banking Department is responsible for the planning & development and management
statistic analysis of financial credit business; also, the review of large credit cases and the information gathering of
the economic and financial industry; moreover, it is responsible for assisting the business unit to develop corporate
banking credit business.

Consumer Banking Dept.: The Consumer Banking Department is responsible for the planning, development, review, promo-
tion, supervision, management, and revaluation of the consumer loan business.

National Cash Dept.: The National Cash Department is responsible for the planned enforcement, supervision & management,
statistic analysis, and management evaluation of cash business.

International Banking Dept.: The International Banking Department is responsible for the establishment & management of for-
eign exchange, foreign currency deposits, loans, guarantee, importing/exporting exchange settlement, and the
transfer of foreign currency funds; also, the establishment and management of offshore branches, the construction
of inter-banks relation, and other foreign exchange businesses.

Trust Dept.: The Trust Department is responsible for the planning and development of trust products, the management and
implication of trust funds, the sales and custody of funds, and the planning of personal investment.

Treasury Dept.: The Treasury Department is responsible for the management of assets and liabilities in New Taiwan Dollars
and foreign currency, the appropriation and management of current reserves, the analysis of national and interna-
tional economic and financial status, and the R&D and trade of derivative financial products.

Securities Dept.: The Securities Dept. is responsible for the trust and trade of marketable securities, underwriting application,
liquidation and division, depository and transfer process, and other brokerage business.

Default Loans Management Dept.: The Default Loan Management Department is responsible for the stipulation and enforce-
ment of the collection plan for default debt, the audit, reporting, and management of default loans written-off, the
process and advisory of legal issues, and the compliance of regulations and governing system; also, supervising
and assisting the business unit to control the pre-collection and management of default loans.

Real Estate Property Management Dept.: The Real Estate Property Management Department is responsible for the appraisal
and disposition of real estate; also, the trade, rental, price negotiation, and contract signed for business locations,
offices, and bank premises.

Information Technology Services Dept.: The Information Technology Services Department is responsible for the plan enforce-
ment, design & test, and maintenance of the computer business system and applied system.

Human Resources Dept.: The Human Resources Department is responsible for the employment, promotion, performance eval-
uation, transfer, awards & punishments, business trip, attendance, salary, welfare, insurance, pension, compensa-
tion, and training of personnel.

General Affairs Dept.: The General Affairs Department is responsible for the process of secretarial affairs, archives, stocks,
purchasing, property, cashier, general affairs, meals, and warehousing.

Credit Card Center: The Credit Card Center is responsible for the development, planning, credit review, accounting process,
and administrative affairs of credit card and merchants.

Offshore Banking Branch: The Offshore Banking Branch is responsible for the operational management, process, commercial
product development, foreign currency trade, inter-banks accounts, and foreign currency securities investment of
offshore banking business.

Business Dept.: The Business Department is responsible for the process of deposits, loans, exchanges, agents, safes, and ware-
housing.

Branch Network: The responsibility of Branch Network is the same as the Business Department.
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6. Stock dividend policy and enforcement

For the net income of Union Bank, in addition to paying for income tax, it will be used to make up losses of the pre-

vious years, appropriation of 30% legal surplus afterwards; also, appropriation of special surplus after that, then, stock divi-

dend. Ten percent of the balance, if there is any afterwards, is to be appropriated as bonuses to employees and then some of the

balance after that and the unappropriated retained earnings of previous years are distributed as follows:

(1) 95% appropriation for the bonus to shareholders.

(2) 5% appropriation for the remuneration to Directors and Supervisors.

The amount of the aforementioned cash distribution may not exceed 15% of the total capital of Union Bank.

However, once the amount of legal surplus equals the value of total capital, it is exempted from the said restriction.

For the said special surplus, if there is a debit to the Shareholder's Equity in the year (such as, long-term unrealized

loss of stock investment in valuation and cumulative translation adjustment), an equivalent amount of special surplus should be

appropriated from the Net Income of the year and the unappropriated retained earnings of prior periods.

For the said special surplus, no distribution is permitted except for the reversed amount of the debit to Shareholder's

Equity.

For the aforementioned distribution of stock dividend and bonuses to shareholders, the Board of Directors is to draft

up the distribution ratio of cash or stock dividend in accordance with the financial surroundings, potential profitability, and the

budget planning of Union Bank. Union Bank is currently in the stage of "developing" and "growing;" therefore, the distribution

of dividend will be with cash first and stock second in the future three years; also, the proposal will be presented at the

Shareholder's Meeting for approval. Cash dividend is to be distributed once the distribution proposal is approved in the

Shareholder's Meeting while stock dividend is not to be distributed until receiving approval from the competent authority.

The bonus to employees and remuneration to Directors and Supervisors were not distributed in 2004.

7. The impact of the stock dividend distribution discussed in the Shareholder's Meeting on business

performance and Earnings per Share: The distribution of stock dividend did not take place this year.

8. Bonus to employees and remuneration to Directors and Supervisors:

(1) The percentage and scope of bonus distribution to employees and remuneration to Directors and Supervisors: It is the

same as the stock dividend policy of Union Bank.

(2) The distribution of bonuses to employees approved by the Board of Directors: The distribution of bonuses and stock

dividends to employees and remuneration to Directors and Supervisors did not take place this year.

(3) The appropriation of retained earnings for the distribution of bonuses to employees and remuneration to Directors and

Supervisors last year: None

9. Stock redemption of Union Bank: The stock shares redeemed before 2003 were transferred to

employees. Stock redemption has not yet happened in 2004.
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V. Issuance of preferred stock, GDR, and employee s stock options: None

VI. Merger or acquisition of other financial institutions:
Union Bank had acquired some of the assets, liabilities, and businesses of Chung Shing Bank for an amount of

NT$7,108 million through bidding on December 9,2004 and with the transaction completed on March 19,2005. The said merg-

er and acquisition was not done through stock exchange or stock issuance.
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Operational Highlight

A. Business operation

I. Ratio of operating income to total income and its changes:

II. Operating plan of the year
1. Deposit business:

(1) Solicit low-interest and stable deposits actively to substantiate operating foundation and reduce capital cost.

(2) Develop the businesses of salary deposit, stock amount collections, stock dividend distribution, securities col-

lections, and tuition and fees collections and industrial collections actively to increase the pool of customers

and market share.

(3) Promote comprehensive assets account and plan products in compliance with the needs of customers to

increase customer's loyalty to Union Bank.

(4) Process IC ATM replacement continuously to provide customers with safe and convenient ATM transaction

service.

(5) Simplify the process procedure and reduce service cost and improve operating efficiently through standardized

and centralized management.

2. Corporate banking business:

(1) Develop new sources of customers to expand operating scale, acquire market advantage; also, to reduce operat-

ing risk of Union Bank through soliciting revenue credit business.

(2) Develop small businesses actively and retire credit and/or less profitable accounts to secure the stable growth of

credit business and the profitability of Union Bank.

(3) Develop and expand new businesses in accordance with the market differentiation.

(4) Reinforce the credit-check and credit-extending process, the management of collateral and industrial informa-

tion analysis, the control of credit risk, the security of credit, and the quality of credit to substantiate business

operation and to prevent and control the occurrence of overdue accounts.

3. Consumer finance business:

(1) Acquire industrial information, develop new consumer finance products in response to the market development

and demand; also, expand consumer finance business through heterogeneous strategic alliances.

(2) Set up consumer loans center and regional business center actively, integrate manpower and decentralize pro-

fessions; also, standardize operating procedure to improve service efficiency and control credit quality.

(3) Develop National Cash Card and Leonardo Da Vinci Platinum Card business actively and improve its prof-
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itability.

(4) Reinforce public relations and keep close contact with new customers and existing customers to prevent them

from taking their businesses elsewhere.

4. Foreign exchange

(1) Promote the business of Export L/C Forfaiting, O/A Factoring, D/A Forfaiting, and Trade Finance.

(2) Establish a close strategy/product cooperation relation with international banks.

(3) Promote eCommerce for foreign exchange business in order to exercise the utmost productivity of manpower.

(4) Develop other offshore business (OBU), such as, syndication loans, joint guaranty, and ECB, in order to

increase the revenue of Union Bank.

5. Trust and wealth management business:

(1) Integrate financial products and promote integrated trust products and promotional projects.

(2) Reinforce the interaction with the investment trust industry and improve the fund sales of Union Bank to

increase the business opportunity of fund depository and the scale of depository business.

(3) Improve the business of marketable security certification continuously and expand the market share of Union

Bank in this field.

(4) Reinforce the propaganda of trust and study and develop new trust products continuously for the satisfaction of

customers in asset planning.

(5) Integrate the financial network of Union Bank, improve the function of UMA intelligent finance account, pro-

vide customers with a quality financial management tool, and reinforce the capability of Union Bank in cus-

tomer relationship management (CRM) with VIP customers.

(6) Select financial products precisely and provide customers with diversified asset allocation management.

6. Credit card business

(1) Introduce various credit card feedback activities, improve the loyalty of cardholders, and reinforce the dedica-

tion of cardholders to achieve the annual goal of Union Bank in card circulation and consumption amount.

(2) Promote various marketing activities to achieve the annual goal of Union Bank in small credit loans (balance

subrogation) and revolving credit balance.

(3) Integrate consumer activities, collections service, and eCommerce; also, with the use of simulated and physical

marketing resources to provide diversified services to cardholders.

(4) Develop the collections business for on-line merchants continuously and reinforce the mechanism of on-line

credit card payment to expand the number of credit cards in circulation and sales amount.

(5) Cooperate with international organizations to develop B2B safe financial service mechanism and provide

industry with safe and efficient financial environment for on-line transactions.

7. Treasury operation

(1) Upgrade the control system of market risk and liquidity risk in order to reinforce the competitiveness of Union

Bank.

(2) Support the risk-avoidance request of market and customers and develop and solicit new financial products

actively.

(3) Study and evaluate offshore investment plans and fundraising channel; also, improve the reputation of Union

Bank through cooperation with international banks.
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Operational Highlight

III. Market analysis
1. The supply-demand and growth of the finance market

Economic recovery is growing strong both in Taiwan and globally which helped increase the deposits and

loans of major financial institutions in Taiwan to the record high of NT$22,490 billion and NT$15,920 billion,

respectively, by the end of 2004. However, due to the development of the capital and money markets in recent

years, the ratio of direct finance is growing gradually and it is at the mark of 30% currently. Apparently, the

reliance of industrial on traditional financing will go down gradually, on the contrary, the ratio of personal financ-

ing will grow to help generate more handling charge income due to the increase of demand and the introduction of

new financing tools.

The effort of the domestic banking industry in having bad debt written off in the last two years has helped

boost up business profitability. However, the entire banking industry is facing the challenge of declining interest

income in this low-interest-rate environment. The impact of low interest income on state-run banks is even worse

compared to the private-run banks. Therefore, the keen competition for consumer finance business in both sectors

is severe including cash cards, mortgage loans, credit card loans, and finance management.

In terms of asset quality, the average overdue loans of domestic banks were at the level of below 5% by

the end of 2003 that represented an improvement in both the overdue rate and overdue amount compared to the

historical record high. The profitability of business is expected to grow dramatically due to the recovery of the

economy and industrial activity.

Due to the excessive number of domestic banks in business and the announcement of government that

business permits for bank branches will not be issued recently, bank mergers do take place from time to time for

the sake of increasing market share. On the other hand, the operating performance of the fourteen Holdings in

Taiwan is differentiated from the performance of non-Holdings due to the excellent interactive sales among sub-

sidiaries of the Holdings. Therefore, under the consideration of market trend, economic scale, services content,

and business locations, the Holdings will continue to initiate mergers among banks.

Due to the fact that a common understanding on the financial policy won't be reached shortly between

Taiwan and Mainland China; moreover, the Taiwanese business in China is growing; therefore, domestic banks

are positive in forming a strategic alliance with international banks that have business set up in China or with

Chinese banks.

2. Targeted market

Union Bank has targeted its business operation on the markets of  "deposit & foreign exchange," "corpo-

rate banking," "consumer finance," "credit card," "cash card," and "trust business." While the competition is grow-

ing severe in the industry, Union Bank strives to initiate business differentiation and organizational professional-

ism; also, to reinforce the competence of salesperson for the development of business and improvement of prof-

itability.

3. Competition strategy and benchmark

The business of  "deposits & foreign exchange" and "corporate banking" is growing along with the eco-

nomic recovery nationwide and worldwide. In addition to conventional deposits & loans and foreign exchange

services, in terms of deposits & foreign exchange, not only are the collections service for convenient stores pro-

moted but also the infrastructure of service automation and Internet service networks make up the limited operat-
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ing network and reduce service costs. In terms of corporate banking, promote the revenue business of A/C

Factoring and financing service, simple discounts, and e-loan actively; also, introduce the loans with high interest

rate variation to small businesses and loans in foreign currency for the growth in quantity, quality, and profitabili-

ty.

"Consumer finance" was introduced for the business of mortgage loans. The recovery of the real estate

market in recent years has helped heat up sales. Union Bank will not only focus on the consumers group that

intends to buy a house or to trade-in for a new house but also focus on the auction market and new consumer

finance products.

The prevailing of consumer finance has helped boost up the "credit card" and "cash card" business. Union

Bank is now one of the major card issuance banks in Taiwan. In terms of credit card business, Union Bank has

continuously to form a strategic alliance with many large department stores in Taiwan to increase market share. In

terms of cash card business, Union Bank has the "National Cash Department" established to conduct cash card

business independently in order to exercise its job responsibility, function, and management effectively for the

sake of business operation and risk control.

For the "trust business," due to the prevailing of personal financing and wealth management, Union Bank

intends to promote professional service for personal financing continuously; also, to provide diversified invest-

ment objects of insurance, funds, and trusts to customers.

In order to have businesses grow stably and to provide customers with comprehensive financial services;

also, in response to the increasing competition from the operation of Holdings, Union Bank intends to exercise the

competitiveness of the Group through developing profitable products and initiating resource integration with the

affiliates. Therefore, Union Bank has no intention to become a holding company but will be able to act as one

through resource integration for most effective utilization.

4. Advantages and disadvantages of development prospects and the responsive measures

(1) Advantages

a. The gradual recovery of the macroeconomy helps motivate private investment and demands, helps increase

the loans and investment of domestic banks, helps reinforce the solvency of industry, and helps the banking

industry resolve the issues of bad debt and reduce overdue loans.

b. Since the introduction of financial assets in the form of securities, the banking industry is able to have the

assets sold before the due date of credit assets in order to improve the liquidity of assets through fund col-

lection and to improve the efficiency of assets application. However, throughout the process of having

assets transformed into securities, the risk of breaching a contract by the financial assets will be transferred

to the guarantor institution and investors. Under the circumstance, financial institutions face the risk of

virtue while reviewing the loans. It is one of the issues to be addressed and monitored by the competent

authority.

c. The effort of Holdings in merging domestic banks will help upgrade the international view and competitive-

ness of the industry and improve the business image of the domestic banks taken as a whole.

d. Once the Central Bank of China confirms the increase of the interest rate, although many banks won't have

the loan rate adjusted immediately due to the sufficient funds on hand; however, in terms of mid-term and

long-term interest rate, it does help increase the interest rate variation among banks and improve interest

income.
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Operational Highlight

e. Competent authority is loosening the financial control gradually; therefore, the scope of new financial prod-

ucts and business will be expanded eventually.

(2) Disadvantages

a. The Finance Supervision Committee of the Executive Yuan has been put in service since July 2004 and with

dues and examination fees charged against financial institutions. For the banking industry, the operating cost

will go up and the pressure is on due to the limited profitability of the industry currently under severe com-

petition.

b. The political situation between Taiwan and Mainland China has taken a toll on the trade development of

both sides together; also, the movement of foreign investors is speeding up and the domestic banks have lost

their business opportunity with the Taiwanese businessmen in China due to the lack of direct banking serv-

ice provided.

c. The internationalization of domestic banks was low due to the protective policy of Taiwan government;

moreover, the bank staffs were with less international view and creativity compared to international bank

staff. While global business groups are targeting and getting ready to move into the Asian market for their

next move, it is truly an issue to be addressed by the domestic banking industry on how to get into the inter-

national market.

(3) Responsive measures

a. Due to the dramatic change of the financial environment and the development of diversified banking busi-

ness; also, the constant introduction of new financial products, risk control has become an important task to

financial institutions. Upon the enforcement of Basel II at the end of 2006, Union Bank will reinforce its

international competitiveness actively and with a set of reasonable control systems constructed for the eval-

uation of credit, interest rate, market, and operating risk; also, for the enforcement of Basel II protocol and

for the upgrade of asset quality.

b. In terms of the domestic financial market, the credit card business is with severe competition in place while

the cash card represents a brand new product. However, both products are with dramatic growth established

in the last two years. Moreover, the qualification for the application of the cash card is relatively easier than

other consumer loans; therefore, competent authority and financial institutions should study the future

impact of the cash card on overdue loans. Per the request of the Bank Bureau, Union Bank has instructions

stipulated on the issuance of cash card and loan payment for the reinforced risk control of the consumer

finance business.

c. While the interest rate variation of deposits and loans is declining, Union Bank will try to increase the mar-

ket share of financial products that are with higher interest rate variation; also, to reduce the cost of tradi-

tional mortgage loans and small loans through procedure simplicity and process standardization. Moreover,

the efforts of improving employee's productivity and efficiency, targeting on the groups of customers with

good credit in order to reduce overdue loans, and reinforcing the interactive sales with the affiliates are to

uphold the balance between quality and quantity and the stability of profitability even when the interest rate

variation is low.

d. Develop consumer finance business continuously and increase the ratio of consumer loans to total loans;

develop Internet service channels actively and maintain a close contact with customers for a better service
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through the diversified network; reinforce the function of financing service through a heterogeneous strate-

gic alliance and the integration of personal financial products.

IV. Financial products study and business development:
1. Main financial products and newly established business department in the last two years:

(1) Union Bank has an "All-Purpose ATM Card" issued in November 2004 and it is for the functions of domestic

and international withdrawal, transfer, tax payment, fee payment, and queries; also, it is for the expense deduc-

tion of consumption that is one card for multiple accounts; therefore, it is a convenient and multi-purpose per-

sonal financing tool. Moreover, the All-Purpose ATM Card is with the third track of the magnetic bar removed

for better protection against forgery and false copying.

(2) After getting to know about the expectation of outstanding citizens on better living quality, Union Bank has the

"Leonardo Da Vinci Platinum Card" issued in November 2004. It is not only with the double feedback of inter-

est rate to deposits but also with the convertible financing funds offered that are without any quota restriction

and with revolving quota made available in accordance with the needs and qualifications of customers.

(3) In order to provide credit card services to customers in different groups, Union Bank had thirteen cards issued

in 2004 that include Union Traveler Card, May-Hua-Tai Joint Card, Thai Airlines Joint Card, F1 Gasoline IC

Card, Caesar Hotel Joint Card, Pingfu Card, Taipei 1st Cooperative Bank Joint Card, Kaohsiung Joint Card,

Postal Union Card, in base Joint Card, Zero Interest Installment Card, Fugi Joint Card, and National Traveler

Card.

(4) In order to have more diversified services provided, Union Bank has introduced the financial products includ-

ing Traveler Insurance Trust, Small Business convenient and flawless exporting loans, L/C forfaiting, exporting

A/R Factoring and Forfaiting, D/A forfaiting, corporate banking reprocessed real property loans, and 1111 busi-

ness loans.

(5) Union Bank has made the National Cash Department independent on April 1, 2004 which was once under the

Consumer Finance Department. There are the Planning Division, Business Development Division, and

Collections Division in the National Cash Department for the management of twenty-nine National Cash Card

Centers and four National Cash Collection Centers. By the end of 2004, there were 386 staff employed for cash

card business, in which, 254 staffs were full-time business development personnel. In terms of business scale

and effect, up to December 31, 2004, 406,518 units of National Cash Card and Leonardo Da Vinci Platinum

Card were issued for a loan amount of NT$13,154 million that had helped generate substantial interest for the

Bank.

2. R&D expense and achievements in the last two years and new R&D plans:

(1) R&D expense
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(2) Apply the Java-oriented opened-type information technology for the R&D of new terminal system and with an

amount of NT$9 million expensed for R&D and with the following achievements reported:

a. No longer bonded by the special structure of the old system; therefore, Union Bank is now with more inde-

pendence in technology support.

b. Union Bank is having the old terminals replaced gradually. The old terminals of Chung Shing Bank will be

replaced completely in February 2005 and that will help save installation expense of several hundred million

dollars and a cut in maintenance expense of NT$7 million.

(3) In supporting the use of IC ATM, NT$5 million was expensed for the R&D of All-Purpose ATM Card. It has

helped introduce All-Purpose ATM Card in market in time and with more value-added services provided to the

cardholders.

(4) R&D plans:

a. Continue the EAI stage II development (corporate banks, ICP, Web ATMˇ).

b. Evaluate the new core system.

V. Long-term and short-term business development plan:
1. Long-term business development plan

(1) Search for proper locations for the reinstatement of 13 branches and the relocation of branches.

(2) Simplify operating procedure, reduce cost, and improve operating effect.

(3) Balance the development of corporate banking and consumer banking business; also, develop wealth manage-

ment business in cooperating with market demand.

(4) Increase capital adequacy rate, adjust credit asset structure of Union Bank, and stress the importance of the cred-

it effect and customer's integrated contribution for the effective utilization of fund.

(5) Adjust organizational structure continuously in accordance with business development; also, construct profes-

sional, decentralized, and efficient service system.

2. Short-term business development plan

(1) Expand international banking business continuously to increase operating profit of Union Bank.

(2) Develop new banking and wealth products for customer's diversified assets arrangement and management; also,

increase the ratio of risk-free income (handling charge) and control the benchmark of the market.

(3) Develop comprehensive asset account and plan products for customer's needs in order to improve customer's

loyalty.

(4) Promote eBanking operation, reinforce eBanking service mechanism, and provide customers with around the

clock convenient banking service.

(5) Organize risk management department to reinforce risk management mechanism.
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B. Information of staffs

(1) Number, seniority, education, and certification of staffs
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(2) Training expense for employees in 2004

(3) The employees of Union Bank, in addition to performing their jobs in accordance

with the concept of "honor above all" and to follow the requirements of regulations

and rules, are obliged to cultivate good living habits, exercise excellent work

ethics, and honor the work codes of the Bank.

(4) Union Bank has the "Labor Safety & Health Committee" established on October

18, 2001 and with the "Safety & Health Work Codes" stipulated on March 4, 2002

and submitted to Council of Labor Affairs, the Executive Yuan for approval and

enforcement. The following tasks are executed in accordance with Labor Safety &

Health Law and the relevant regulations:
1. Arrange general labor safety & health training courses, labor safety & health Class A business management train-

ing course, and emergency rescuers training courses for the staff of the Bank.

2. Arrange physical check up for the new recruits and health examination for the staff of the Bank.

3. Report the occupational hazards statistics to the competent authority every month.

4. Electzlabor safety & health committee members accordingly and with the labor safety & health committee meeting

summoned periodically.

5. Participate in the labor safety & health meeting arranged by the Bank Associations.

6. Arrange the operating environment inspection and corrective action for nonconformity periodically for the CO2

and illumination in all offices of the Bank.

7. Arrange the inspection and corrective action for nonconformity periodically for the high-low pressure equipment

in all offices of the Bank.

8. Arrange the inspection of fire safety & public safety; also, the application process.

C. Responsibility and moral behavior of industry:

1. Union Bank, Union Securities Co., Ltd., and the affiliates have the "Union

Foundation" established in April 1998 to conduct cultural & educational busi-

nesses and charities activities. The mission of the Foundation is to initiate aca-

demic and cultural communication through literature & art activities, academ-

ic seminar, and symposiums.
(1) Tournament: Union Bank Foundation started out with the "Union Bank Art Tournament" ( ) and

with the "Taiwan Art Contribution Award" ( ) and "Union Bank Impression Award" (

) held in 2004. In order to substantiate the decision of "supporting Taiwan's local artists," Union Bank has cho-

sen the "Return to Chin-Bi Village" ( ) that was one of the collections of Union Bank Foundations from

the "1st Union Bank Impression Award" to be the cover design of "All-Purpose ATM Card."

(2) Exhibition Tour: Union Bank Foundation had seven exhibition tours arranged nationwide in 2004. In order to acti-

vate a deeper interaction between the viewers and the creators, the organizer has the interview tape of the creators

played at the show in addition to the display of the masterpieces that helps improve the interaction between the

"masterpiece" and the "visitors." The effort of the interaction is to make art appreciation an interesting intellectual

entertainment too.
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(3) Social recognition: The effort of Union Bank Foundation in cultivating domestic artists is well recognized by soci-

ety and it was awarded with the Bronze Medal of the 7th "Win-Hsin Award" ( ) by the Council for Culture

Affairs of the Executive Yuan on November 16, 2004.

2. In order to take part in social activities actively, Union Bank has adopted
Chong-Chuan No. 2 Park continuously since 1997 and the Park was rated
No. 1 in the "Small and Medium Community Parks" among the 345 parks
in Taipei in the year of 2000, 2001, and 2002.

3. The Tsunami that took place in Southeastern Asia On the end of 2004 had
caused serious injuries and a large death toll. Union Bank had donated
NT$2 million to help the refugees.

4. While facing severe competition in the financial market and the trend of
large operation by the Holdings in Taiwan, Union Bank has demonstrated its
determination for perpetual operation and defined future development
through the acquisition of Chung Shing Bank. Union Bank has adopted a
strict credit-extending policy and with large bad debt written off; also, it has
its assets quality improved dramatically in recent years. The future opera-
tion of Union Bank will be based on the profitable credit card and cash card
business that is with large market share; also, based on the development of
distribution network to exercise the capability of Union Bank in long-term
operation, to improve business profitability, to help increase stock value, and
to generate higher investment values for shareholders.

D. Equipment of information system:

(1) Installation and repair & maintenance of main information system software

& hardware
1. Neifu engineering room: IBM 9672-RA6 PC (OS390, CICS, IMS/DB), Shark 800 hard disc, RVA hard disc, 2

units of 3745 telecommunications control units, 3490 floppy, 4 units of ATM front-end processor, 12 units of IBM

RS/6000 (AIX, DB2, Websphere), SAN, and IBM AS400.

2. Minshen engineering room: IBM9672-R15 PC (OS390, CICS, IMS/DB), Shark F20 hard disc, 3745 telecommuni-

cations unit, 3490 floppy, ATM front-end processor, and 2 units of IBM RS/6000 (AIX, DB2, Websphere).

3. Contracts are signed with manufacturers for the repair & maintenance of the aforementioned hardware and soft-

ware.

(2) Future development and purchasing plan
1. Upgrade of IBM 9672-RA6 PC.

2. Upgrade of IBM RS/6000 and purchasing of spare unit.

3. New foreign exchange system and offshore bond system will be placed on-line in 2005 gradually.

(3) Emergency backup and safety protection measures
1. Emergency backup includes the local support of Neifu engineering room and the distance support of Minshen engi-

neering room.

2. Physical safety includes the system of entrance, surveillance tape, fireproof N2, Ar, He and environment monitor-

ing.

3. The mechanism of Internet safety hacker detection, internal and external firewall, and virus scan mechanism.
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E. Employer-employee relation:

(1) The enforcement of employee's welfare policy and retirement plan:
1. Organize Employees Welfare Committee and with an amount equivalent to 0.5% of salary appropriated monthly as

welfare funds; also, with an amount equivalent to 0.1% of business income appropriated monthly for the use of the

Employees Welfare Committee in arranging welfare activities for employees, such as, Mother's Day Festival, wed-

ding, funeral, maternity (including the spouse), and compensation for major disasters.

2. Process labor insurance and Medicare insurance in accordance with the social insurance system. Union Bank will

also provide employees with group insurance (including life insurance, group's injury insurance, worker's compen-

sation insurance, occupational insurance, cancer health insurance, and employees and employee's families' hospi-

talization medical insurance).

3. Arrange employee's preferential deposits, employee's preferential guaranteed loans and consumer loans.

4. Employee's Welfare Committee distribute bonus to employees on the day of Chinese New Year, Dragon Boat

Festival, and August Moon Festival.

5. Union Bank has Employee's Retirement & Pension Plan in place. The employees of Union Bank who have quali-

fied for the seniority for retirement in accordance with Labor Mobilization Law or the Work Codes of the Bank

are entitled to receive a pension upon applying for retirement.

6. Union Bank has Employer and Employees Meeting Measures stipulated to maintain a harmonious relationship and

there are no disputes between the two parties pending.

(2) Union Bank has not suffered any loss from any dispute occurring with the

employees since the day of establishment. Union Bank intends to review the

salary and welfare measures of the Bank annually for the best interest of

employees. Union Bank has upheld a harmonious relationship with employ-

ees; therefore, there is not any employer-employee arbitration pending. 
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F. Major contracts signed

G. Products that are approved to be transformed into securities in accordance with

the requirement of Financial Assets Transformed to Securities Clause or Real

Property Transformed into Securities Clause: None

  

 
 

 

  

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

  
 

 

 

 

  

 

 

 

 

 

 

 

 

  

 

  

 

 

 

 

 

 



Operational Highlight
1. Plans

Union Bank had issued NT$3.5 billion secondary debenture and NT$3 bil-

lion convertible bond in 2002 and NT$5 billion secondary debenture in 2004 for

improving the financial structure effectively.

2. Execution

The purpose of the aforementioned fund raising is due to the low interest

rate resulted from economic recovery domestically; therefore, loans are expect-

ed to grow. The funds raised are used for loans; also, the secondary debenture is

used as secondary capital to improve the capital adequacy rate of Union Bank.
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Financial status

1. Condensed Balance Sheet, Income Statement, CPA's name, and Independent
Auditor's Report within five years

(1) Condensed Balance Sheet

(2) Condensed Income Statement

(3) CPA's name and audit opinion
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2. Financial analysis within five years

Note 1: The aforementioned financial data are audited by CPA.

Note 2: Union Bank should have the listed or traded stocks up to the quarter prior to the print of the annual report

included in financial statements for analysis.

Note 3: Net cash outflow is from operating activities.

Note 4: Calculation formulas of financial analysis:

a. Capital Structure

(1) Debts Ratio = Total Debts (Note 5) / Total Assets

(2) Ratio of deposits to net worth = Deposits / Net worth

(3) Ratio of fixed assets to net worth = (Net fixed assets) / net Shareholders' Equity

b. Solvency

(1) Current Reserve Ratio = Current asset required by Central Bank of China /

Deposits with current reserves appropriated

c. Operating Performance

(1) Deposits/Loans ratio = Total loans amount / Total deposits amount

(2) Bad debt ratio = (Bad debt + collections) / Total loans (including collections)

(3) Total assets turnover (times) = Net operating income / Total assets

(4) Average operating income = Operating income / Total number of staffs

(5) Average profit = Net income / Total number of staffs

d. Profitability

(1) Ratio of return on total assets = Net income (loss) / Average assets amount

(2) Return on Shareholders' Equity (%) = Net income (loss) / Average Net Shareholders' Equity

(3) Net Profit (%) = Net income / Net Sales

(4) EPS = (Net income - Preferred Shares Dividends) / Weighted Average Outstanding Shares (Note 6)

 

 

 

 

 

  

 

 

 

 

  

  

 

 

 

 

 

  

 

  

 

 

 

 

 

 

  

  

 



nnual Report 2004 48

Financial status

e. Cash Flow (Note 7)

(1) Cash Flow Ratio (%) = Operating Net Cash Flow Ratio / Current Liabilities

(2) Cash Flow Adequacy Ratio (%) = Operating Net Cash Flow over the Latest 5 Years / (Capital

Expenditure+Incremental Inventories+Cash Dividends) over the Latest 5 Years

(3) Cash Flow Reinvestment Ratio (%) = (Operating Net Cash Flow - Cash Dividends)/(Gross Fixed Assets

+ Long-term Investment + Other Assets + Working Capital)

f. Ratio of self-sufficient capital to risk assets

(1) Self-sufficient capital adequacy ratio = (Net self-sufficient capital / Total risk assets

(2) Net self-sufficient capital = Category I capital + Category II capital + Category III capital - Capital debit

items

(3) Total risk assets = Credit risk weighted risk assets + capital appropriation or market risk x 12.5

(4) Ratio of Category I capital to risk weighted risk assets = Category I capital / Adjusted average assets

(Average assets after Category I capital "goodwill")

(5) Ratio of Category I & II capital to risk weighted risk assets = (Category I capital + Category II capital) /

Risk weighted risk assets

(6) Balance ratio = Category I capital / Adjusted average assets (Average assets after Category I capital

"goodwill")

(7) Ratio of common shares to total assets = Common stock shares / Total assets

g. Operating scale

(1) Market share of assets (%) = Total assets / Total assets of financial institutes for deposits and loans (Note 8)

(2) Market share of net worth = Net worth / Total net worth of financial institutes for deposits and loans

(3) Market share of deposits = Total deposits / Total deposits of financial institutes for deposits and loans

(4) Market share of loans = Total loans / Total loans of financial institutes for deposits and loans

Note 5: Total liabilities are an amount after the reserves for guarantee, securities trade loss, punitive fine for a breach of

contract, and accidental loss.

Note 6: The following considerations should be measured for the calculation of Earnings per Share:

(1) It is based on the weighted average common stock shares instead of outstanding stock shares at the yearend.

(2) The circulation period of stock shares from cash capitalization or Treasury stocks should be included for the

calculation of weighted average stock shares.

(3) For the capitalization of retained earnings and additional paid-in capital, the calculation of Earnings per

Share for the prior years and half years, it should be adjusted retroactively in accordance with the ratio of

capitalization without considering the issuing period of capitalization.

(4) If preferred stock is the non-convertible cumulative preferred stock, the stock dividend (distributed or not)

of the year should be deducted from Net Income or increased to Net Loss.

(5) If preferred stock is the non-cumulative preferred stock, preferred stock dividend should be deducted from

Net Income (if there is any) and needed not be adjusted to Net Loss (if there is any).

Note 7: Cash flow analysis is to be measured with the following precautions taken:

(1) Net cash flow from operating activity means for the net cash inflow from operating activities on Cash Flow

Statement.

(2) Capital expenditure means for the cash outflow of capital investment.

(3) Cash dividends include cash dividends for common stock and preferred stock.

(4) Gross fixed assets means for the total fixed assets before accumulated depreciation.

Note 8: Financial institutes for deposits and loans business include domestic banks, branches of international banks in

Taiwan, cooperative banks, and farmers and fishermen credit and trust investment company.
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3. Supervisor's Audit Report of recent years

4. Consolidated financial statements of the Parent company and subsidiaries that are
certified by CPA: None
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Financial status

5. Financial statements of recent years

INDEPENDENT AUDITORS' REPORT

The Board of Directors and Stockholders

Union Bank of Taiwan

We have audited the accompanying balance sheets of Union Bank of Taiwan as of December 31, 2004

and 2003 and the related statements of income, changes in stockholders' equity and cash flows for the

years then ended. These financial statements are the responsibility of the Bank's management. Our

responsibility is to express an opinion on these financial statements based on our audits. However, the

financial statements as of and for the years ended December 31, 2004 and 2003 of the following

investees accounted for by the equity method were audited by other auditors: Union Bills Finance

Corporation, Union Finance and Leasing International Corporation, Union Bank Futures Corporation,

Union Finance International (H.K.) Limited, Union Security Investment Trust Corporation and Union

Real-Estate Management Corporation. The balances of these long-term equity-method investments were

1.39% (NT$3,444,659 thousand) and 1.45% (NT$2,966,741 thousand) of the Bank's total assets as of

December 31, 2004 and 2003, respectively. The equity in the investees' net income, in 2004 and 2003

was 35.18% (NT$522,939 thousand) and 21.21% (NT$311,785 thousand), respectively, of pretax

income, based on the investees' 2004 and 2003 audited financial statements. Since the investees' finan-

cial statements were audited by other auditors, whose reports have been furnished to us, our opinion,

insofar as it relates to the amounts included for these investees, is based solely on the reports of other

auditors.

We conducted our audits in accordance with Rules Governing the Audit of Financial Statements of

Financial Institution by Certified Public Accountants and auditing standards generally accepted in the

Republic of China. Those rules and standards require that we plan and perform the audit to obtain rea-

sonable 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 and the reports of other auditors provide a reasonable basis for our opinion.

As stated in Note 11 to the financial statements, the Bank sold part of its nonperforming loans to asset

management companies in 2003 and 2002, for which the Bank recognized deferred losses (included in

other assets) of NT$3,331,972 thousand and NT$7,781,652 thousand, respectively, to be amortized over

60 months as required by the Financial Institution Consolidation Law. Had the above losses not been

deferred, the pretax income would have increased by NT$2,218,846 thousand in 2004 and decreased by

NT$1,470,328 thousand in 2003, and the balances of the other assets and unappropriated earnings would

have increased by NT$6,757,544 thousand and decreased by NT$8,987,269 thousand as of December

31, 2004 and 2003, respectively.
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In our opinion, based on our audits and the reports of other auditors, except for the matter described in

the preceding paragraph, the financial statements referred to in the first paragraph present fairly, in all

material respects, the financial position of Union Bank of Taiwan as of December 31, 2004 and 2003,

and the results of its operations and its cash flows for the years then ended, in conformity with the

Criteria Governing the Preparation of Financial Reports by Public Banks (effective January 1, 2004),

Criteria Governing the Preparation of Financial Reports by Securities Issuers (applicable to financial

statements for 2003) and accounting principles generally accepted in the Republic of China.

As described in Note 3, sales and purchases of bonds and short-term bills under resell or repurchase

agreements were treated as outright sales or purchases in 2003. In 2004, under the Criteria Governing

the Preparation of Financial Reports by Public Banks effective January 1, 2004, the repurchase/resell

transactions began to be treated as financing.

February 17, 2005
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UNION BANK OF TAIWAN
NOTES TO FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2004 AND 2003
(In Thousands of New Taiwan Dollars, Unless Stated Otherwise)

1. ORGANIZATION AND OPERATIONS

Union Bank of Taiwan (the "Bank") obtained approval from the Ministry of Finance (MOF) to be established on August 1,

1991 and was incorporated on December 31, 1991. It started operations on January 21, 1992.

The Bank engages in activities allowed under the Banking Law: Deposits, loans, discounts, remittances, acceptances,

issuance of guarantees and letters of credit, short-term bill transactions, investments, foreign exchange transactions, savings,

trust, etc.

As of December 31, 2004, the Bank's operating units included Banking, Trust, Security Finance and International Banking

Department of the Head Office; an Offshore Banking Unit (OBU), two overseas representative offices in Hong Kong and

Vietnam, and 39 domestic branches.

The operations of the Bank's Trust Department are (1) trust business planning, managing and operating; and (2) custodian-

ship of non-discretionary trust fund in domestic and overseas securities and mutual funds. These foregoing operations are

regulated under the Banking Law and Trust Law.

The Bank's shares of stock are traded on the Taiwan Stock Exchange (the "TSE ).

To expand the scale of operations and enhance operating performance, the Bank signed a contract to take over Chung Shing

Commercial Bank's total assets, liabilities and operation for the amount of $7,108,000. This takeover was approved by the

stockholders on February 2, 2005.

As of December 31, 2004 and 2003, the Bank had 2,780 and 2,647 employees, respectively.

2. SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The accompanying financial statements include the accounts of the Head Office, OBU, branches, and representative offices.

All interoffice transactions and balances have been eliminated.
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Financial status

The Bank's financial statements have been prepared in conformity with the Criteria Governing the Preparation of Financial

Reports by Public Banks (effective January 1, 2004), Criteria Governing the Preparation of Financial Reports by Securities

Issuers (applicable to financial statements for 2003) and generally accepted accounting principles in the ROC. In preparing

financial statements in conformity with these criteria and principles, the Bank is required to make certain estimates and

assumptions that could affect the amounts of allowance for credit losses, property depreciation, pension, losses on suspended

lawsuits and provision for losses on guarantees. Actual results could differ from these estimates.

For the convenience of readers, the accompanying financial statements have been translated into English from the original

Chinese version prepared and used in the Republic of China. If there is any conflict between the English version and the

original Chinese version or any difference in the interpretation of the two versions, the Chinese-language financial state-

ments shall prevail.

The Bank's significant accounting policies are summarized as follows:

Securities Purchased

Securities purchased include short-term bills, stocks, beneficiary certificates, bank debentures, corporate bonds and govern-

ment bonds. Short-term bills, bank debentures and unlisted bonds are stated at cost. Stocks, beneficiary certificates, govern-

ment bonds and corporate bonds traded on the GreTai Securities Market (the "OTC exchange") are stated at the lower of cost

or market. Cost of securities sold is determined using weighted-average cost, except the cost of bonds and short-term bills,

which is determined using the specific identification method. Market prices are determined as follows: (a) listed stocks -

average closing prices in the last month of the accounting period, published by the Taiwan Stock Exchange; (b) over-the-

counter stocks - average closing prices in the last month of the accounting period, published by the OTC Exchange; (c) bene-

ficiary certificates (open-end funds), net asset values as of the balance sheet date; and (d) government bonds and corporate

bonds traded on the OTC exchange - reference prices published by the OTC exchange as of the balance sheet date.

Under the directive of the MOF, sales and purchases of bonds and short-term bills under repurchase or resell agreements are

treated as outright sales and purchases. However, under the Criteria Governing the Preparation of Financial Reports by

Public Banks," effective January 1, 2004, the repurchase/resale transactions will be treated as financing.

Nonperforming Loans

Under guidelines issued by the MOF, the balances of loans and other credits extended by the Bank and the related accrued

interest are classified as nonperforming when the loan is six months overdue.

Allowance for Credit Losses and Provision for Losses on Guarantees

In determining the allowance for credit losses and provision for losses on guarantees, the Bank assesses the collectibility on

the balances of loans, discounts and bills purchased, accounts, interest and other receivables, and nonperforming loans, as

well as guarantees and acceptances as of the balance sheet dates.

Under "The Rules for Bank Asset Evaluation, Loss Reserve Provision, and Disposal of Overdue Loans and Bad Debts" (the

"Rules") issued by the MOF, the Bank evaluates the collectibility on credit losses on the basis of its borrowers'/clients' finan-

cial conditions, delinquency record and collaterals provided.
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The Bank evaluates losses on particular loans in accordance with the Rules stated above. The Rules provide that the mini-

mum provision for credit losses should be not be less than the aggregate of 50% of the doubtful credits and 100% of the

irrecoverable credits.

Under the MOF guidelines, specific loans may be written off under the approval of the board of directors and this write-off

may be offset against the recorded allowance for loan losses.

Long-term Investments

Long-term equity investments are accounted for by the equity method if the Bank has significant influence on the investees;

otherwise, by the cost method. Under the equity method, investments are stated at cost plus (or minus) a proportionate share

in net earnings (losses) or changes in net worth of investees. Cash dividends received are considered as a deduction of the

investments.

Investments accounted for by the cost method are carried at cost. Cash dividends received after the acquisition year are rec-

ognized as dividend revenue. Stock dividends result only in an increase in the number of shares and are not recognized as

investment income. If the market value of an investment falls below carrying value and this decline is considered other than

temporary, the carrying value of an investment is reduced to the extent of such decline, and an allowance for losses is provid-

ed and charged to current income.

Long-term bond investments are stated at cost. The premiums and discounts of the bonds, if any, are amortized over the

remaining holding period of the debt instruments using the straight-line method and are treated as adjustments to interest

revenue. Upon maturity or sale of the bond, the cost is determined using the specific identification method.

For the listed bonds reclassified from securities purchased to long-term investments, when the market value is lower than the

carrying amount, a realized loss for market value decline is recognized and the related cost is adjusted to market value.

Properties and Equipment

Properties and equipment are stated at cost less accumulated depreciation. Major renewals and betterments are capitalized;

repairs and maintenance are expensed as incurred.

Upon sale or disposal of properties and equipment, their cost and related accumulated depreciation are removed from the

respective accounts. Any resulting gain (loss) is credited (charged) to current income.

Depreciation is calculated by the straight-line method based on service lives estimated as follows: buildings and improve-

ments, 50 to 55 years; office equipment, 3 to 5 years; transportation equipment, 3 to 5 years; and leasehold improvements, 5

years. For assets still in use beyond their original estimated service lives, further depreciation is calculated on the basis of

reestimated service lives.

Other Assets

Deferred charges, which include costs of computer system software and telephone installation, are amortized using the

straight-line method over period of five years.
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The loss on sale of nonperforming loans (accounted for as other operating costs) is amortized over 60 months in accordance

with Rule No. 15 of the Financial Institution Consolidation Law.

Collaterals Assumed

Collaterals assumed (included in other assets) are recorded at cost, which includes the assumed prices and any necessary

repairs to make the collaterals saleable, and revalued at the lower of cost or net realizable value as of balance sheet dates.

Convertible Bank Debenture

Under the book-value method applied for the conversion of convertible bank debenture, the carrying value were converted

into capital stocks in the amount of face value, while the remaining amount were recorded into capital surplus on the conver-

sion date.

Recognition of Interest Revenue and Service Fees

Interest revenue on loans is recorded on the accrual basis. No interest revenue is recognized in the accompanying financial

statements on loans and other credits extended by the Bank that are classified as nonperforming loans. The interest revenue

on those loans/credits is recognized upon collection.

Under the MOF regulation, the interest revenue on credits covered by agreements that extend their maturities is recognized

upon collection.

Service fees are recorded as income upon receipt and substantial completion of activities involved in the earnings process.

Income Tax

Inter-period income tax allocation is applied, by which tax effects of deductible temporary differences, unused investment

tax credits and loss carryforwards are recognized as deferred income tax assets and those of taxable temporary differences

are recognized as deferred income tax liabilities. A valuation allowance is provided for deferred income tax assets that are

not certain to be realized. 

Adjustments of prior years' tax liabilities are included in the current year's tax expense.

Tax credits for certain research and development and personnel trainings expenditure are recognized as reduction of current

income tax.

Income tax (10%) on unappropriated earnings is recorded as income tax in the year when the stockholders resolve to retain

the earnings.

Pension

Pension expense is determined on the basis of actuarial calculations.

Contingencies

A loss is recognized if it is probable that an asset has been impaired or a liability has been incurred and the amount of loss

can be reasonably estimated. If the amount of loss cannot be reasonably estimated or the loss is possible, a footnote disclo-

sure of the circumstances that might give rise to the possible loss should be made.
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Foreign-currency Transactions

The Bank records foreign-currency transactions in the respective currencies in which these are denominated. At month-end,

foreign-currency income and expenses are translated into New Taiwan dollars at the prevailing spot rates. Foreign-currency

assets and liabilities are translated into New Taiwan dollars at prevailing rates as of the balance sheet dates. Realized and

unrealized foreign exchange gains or losses are credited or charged to current income. Gains or losses resulting from restate-

ment of period-end foreign-currency long-term equity investments accounted for by the equity method are credited or

charged to cumulative translation adjustment under stockholders' equity in the balance sheet.

Derivative Financial Instruments

a. Forward exchange contracts

Foreign-currency assets and liabilities arising from forward exchange contracts, which are used mainly to accommodate

customers' needs or to manage the Bank's own currency positions, are recorded at the forward rates. Gains or losses arising

from the differences between the forward rates and spot rates on settlement date are credited or charged to current income.

For contracts open as of the balance sheet dates, gains or losses arising from the differences between the contracted for-

ward rates and the forward rates available for the remaining terms of the contracts are credited or charged to current

income, and receivables and payables on the contracts are netted out.

b. Currency swap contracts

Assets or liabilities on currency swap contracts, which are mainly used to accommodate customers' needs or to manage the

Bank's own currency positions, are recorded at the spot rates on the starting dates of the contracts. The corresponding for-

ward-position assets or liabilities are recorded at the contracted forward rates, with receivables netted against the related

payable.

The related discounts or premiums are amortized by the straight-line basis over the contract period.

c. Cross-currency swaps

Cross-currency swap contracts are recorded at spot rates on the contract dates. The net interest receivable or payable on

the settlement or balance sheet date is recorded as an adjustment to the revenue or expense associated with the item being

hedged.

d. Asset swaps

Asset swaps involve exchanging the fixed rate interest and stock conversion rights of convertible bonds for floating rate

interest. These transactions are recorded as memorandum entries on the contract date since no actual exchange of contract

(notional) principals is involved. Asset swaps are entered into for hedging purposes, i.e., to hedge interest rate exposure on

foreign-currency convertible bonds. Net interests on each settlement date/balance sheet date are recorded as adjustments to

interest revenue or expenses associated with the bonds being hedged.

e. Options

Options bought and/or held and options written, which are mainly used to accommodate customers' needs or to manage

the Bank's currency positions, are recorded as memorandum entries only because there is no principal transfer. The premi-
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ums on the instruments are recorded as income and loss when they are exercised. Gains or losses on the exercise of

options are also included in current income. The carrying values of the instruments are charged to income when they are

not exercised.

Treasury Stock

Capital stock acquired is carried at cost and presented as a deduction to arrive at stockholders' equity. The treasury stocks

acquired are to be reissued to employees. The reissuance of the treasury stocks are accounted for as follows: (a) reissue price

higher than the acquisition cost - the excess is credited to additional paid-in capital on treasury stock; and (b) reissue price

less than the acquisition cost - initially charged to additional paid-in capital on treasury stock, with any remaining deficiency

charged to retained earnings.

Reclassifications

Certain accounts of the 2003 financial statements have been reclassified to conform to the presentation of the 2004 financial

statements.

3. ACCOUNTING CHANGES

Under a directive issued by the MOF, bonds and short-term bills under agreements to repurchase or to resell were treated as

outright sales or purchases. However, under the "Criteria Governing the Preparation of Financial Reports by Public Banks"

effective January 1, 2004, the repurchase/resell transactions are treated as financing. As a result of this change, pre-tax

income for the 2004 increased by $137,105 thousand.

Since the repurchase/resell transactions of the Bank are daily financing activities with great volume, and the accounting sys-

tems had been revised for several times, the historical trading data are hard to trace, thus, calculating the cumulative effect of

change in accounting principle is difficult. Thus, the Bank cannot calculate the cumulative effect of the change in accounting

principle nor disclose the pro forma information.
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4. CASH AND CASH EQUIVALENTS

5. DUE FROM THE CENTRAL BANK AND BANKS

6. SECURITIES PURCHASED
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7. RECEIVABLES

8. BILLS PURCHASED, DISCOUNTS AND LOANS
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9. LONG-TERM INVESTMENTS
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10. PROPERTY AND EQUIPMENT
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11. OTHER ASSETS

12. DUE TO BANKS
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13. PAYABLES AND ADVANCE RECEIPTS

14. DEPOSITS AND REMITTANCES

15. BANK DEBENTURES
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16. STOCKHOLDERS' EQUITY

a. Capital surplus

Under the Company Law, capital surplus from the issuance of shares in excess of par value and donation may be trans-

ferred to common stock with the stockholders' approval. 

Capital surplus from the issuance of shares in excess of par value may except in the year it arises, be distributed as stock

dividends. This distribution can be made within specified limits each year. These restrictions are based on regulations

issued by the Securities and Futures Bureau (the SFB).

Capital surplus from equity-method investments may not be distributed for any purpose.

b. Retained earnings

The Bank's Articles of Incorporation provide that annual net income less any prior years' deficit should be appropriated in

the following order:

1) 30% as legal reserve;

2) Special reserve, as deemed proper;

3) Dividends;

4) The remainder:

a) Employees' bonus of at least 10%;

b) Retained earnings, as deemed proper;

c) The remainder, together with prior year's unappropriated earnings: 95% as bonus to stockholders and 5% as remu-

neration to directors and supervisors.

These appropriations should be resolved by the stockholders in the following year and given effect to in the financial

statements of that year.

The board of directors (BOD) decides the appropriation and distribution of cash and stock dividends, taking into account

the Bank's overall financial and economic condition, future profitability and capital expenditure requirements. In view of

the Bank's need for capital to expand its operations and meeting of capital adequacy ratios, primarily cash dividends will

be declared in the next three years, with the related proposal to be submitted in the stockholders' meeting for approval.

After the stockholders' approval, the declaration of stock dividend needs further approval by the SFB.

In their meeting on June 11, 2004, the stockholders approved the appropriation of a legal reserve of $396,284 thousand

from the 2003 earnings, and from the remainder, a special reserve $924,664 thousand for deferred loss from sale of non-

performing loans. In addition, the stockholders approved the revision of the Bank's Articles to effect a capital increase to

$24,889,260 thousand. From the increase, a special reserve of $10,000,000 thousand was also appropriated for issuance

of warrant.

As of December 31, 2004, the Bank's capital was $15,171,292 thousand, and representing 1,517,129,154 common shares.

In 2004, some debenture were converted into 28,202,765 common shares in accordance with the conversion terms. The

shares are expected to be issued after obtaining government approval in April 2005 of the change in the number of the

Bank's shares.
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In their meeting on May 27, 2003 meeting, the stockholders approved the offset of a deficit of $1,304,491 thousand

against legal reserve. Because of this offset, there was no appropriation of employees' bonus and remunerations to direc-

tors and supervisors from the 2003 earnings. Information on appropriations may be accessed online through the Market

Observation Post System (MOPS) on the Web site of the Taiwan Stock Exchange.

Under an SFB directive, a special reserve should be appropriated from retained earnings at an amount equal to the debit

balance of an account in stockholders' equity, such as unrealized loss on long-term equity investments and cumulative

translation adjustment but excluding treasury stock. The balance of the special reserve is adjusted to reflect any changes

in the debit balances of the related account.

Under an SFB directive, if a financial institution's nonperforming loans are sold to an asset management corporation, and

the loss on this sale is amortized over five years, a special reserve should be appropriated from retained earnings at an

amount equal to the difference of the loss on sale of nonperforming loans and the amortized amount, as required by the

Financial Institution Consolidation Law.

Under the Company Law, legal reserve should be appropriated until the reserve equals the Bank's paid-in capital. This

reserve is only used to offset deficit. When the reserve reaches 50% of the Bank's paid-in capital, up to 50% of the

reserve may be capitalized. In addition, the Banking Law provides that, if the balance of legal reserve is less than the

Bank's paid-in capital, annual cash dividends and bonuses to directors, bonus to supervisors and employees should not

exceed 15% of the Bank's paid-in capital.

Under the Integrated Income Tax System, noncorporate and ROC-resident stockholders are allowed tax credits for the

income tax paid by the Bank on earnings generated since January 1, 1998.

17. TREASURY STOCK

Under the Securities and Exchange Law, the Bank should not acquire treasury stock in excess of 10% of the total shares

issued and the total acquisition cost should not exceed the sum of the retained earnings, paid-in capital in excess of par

value, and capital surplus arising from gains on disposal of properties and donated capital. The Bank is prohibited from

using the treasury stock to secure any of its obligations and to exercise stockholder's rights on those stocks.

In 2004 and 2003, the highest number of treasury shares held by the Bank was 19,091,000 shares and 45,237,000 shares,

respectively, and the highest balance of treasury stock were $144,151 thousand and $295,262 thousand, respectively.

Of the shares repurchased, 19,091,000 shares and 26,146,000 shares were reissued to employees in January 2004 and

November 2003, respectively.
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18. PENSION
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19. OPERATING AND ADMINISTRATIVE EXPENSES

20. INCOME TAX
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21. EARNINGS PER SHARE
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22. RELATED PARTY TRANSACTIONS
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8) Consulting and advisory contract

The Bank and UFLIC entered into a three year consulting and advisory contract on auto financing operations

which expires in 2007. UFLIC's services include consultation on management, marketing, and promotional activi-

ties of auto loans, as well as on loan management and collection of overdue loans, etc. Upon expiration of the con-

tract, the contract will automatically extended for next 3 years if no objection has been received from either party.

The consulting fees and related expenses paid in 2004 and 2003 were $457,251 thousand and $399,944 thousand,

respectively, and the accrued expenses as of December 31, 2004 and 2003 were $64,253 thousand and $40,275

thousand, respectively.
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9) Leases

a) The Bank as lessee

Under operating lease agreements with terms between one year and seven years, the Bank rents from related par-

ties office spaces for the Head Office, Trust, International Banking, Consumer Banking Dept., Security Finance

Dept., Credit Card Dept. and four branches. Rentals are payable quarterly, with some contracts allowing place-

ment with the lessor of lease deposits with the lessor in lieu of rental payments. Rental expenses were as follows:

b) The Bank as lessor

The Bank's Tauring Branch has leased part of its office premises to UFLIC since December 1999. The lease term

is 10 years until December 2009. The leasing revenues received were $913 thousand each in 2004 and 2003.

10) Property transaction

The Bank's Board of Directors resolved to sell to UREMC the collaterals assumed located in Shindan City for

$80,000 thousand and recognized a gain of $8,930 thousand.

11) The sale of nonperforming loans and assuming of related collateral

The Bank sold to MSUB part of its nonperforming loans and related collateral property assumed, which amount-

ed to $205,849 thousand. Of this amount, $102,925 thousand had not been paid as of December 31, 2004.

12) Securities purchased

As of December 31, 2004 and 2003, the Bank bought 25,840,000 and 29,159,000 units of beneficiary certificates

amounting to $231,238 thousand and $241,251 thousand, respectively, through USITC.

13) Bank debentures

As of December 31, 2004, UBF held the Bank's debentures amounting to $983,800 thousand.

Under the Banking Law, except for customer loans, credits extended by the Bank to any related party should be

fully secured, and the terms of credits extended to related parties should be similar to those for third parties.

The terms of transactions with related parties are similar to those for third parties, except for the more favorable

interest rate for employees' savings within a prescribed limit.
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23. PLEDGED ASSETS

As of December 31, 2004 and 2003, government bonds, bank debentures and negotiable certificates of deposit, which

amounted to $1,331,700 thousand and $955,400 thousand, respectively, had been provided to the courts, the Central

Trust Bureau and the Central Bank as guarantee deposits on provisional seizures against the debtors' properties, as

reserve of credit card receivables, as guarantee deposits on bills finance operations, and as trust reserve. In addition,

negotiable certificates of deposit aggregating $2,300,000 thousand had been provided to the Central Bank as collateral

for the day-time overdraft as of December 31, 2004 and 2003, respectively.

24. CONTINGENCIES AND COMMITMENTS

Financial instruments, contingencies and commitments of the Bank, in addition to those disclosed in Note 28, are

summarized as follows:

a. Operating leases

The Bank rents several office premises for its branches under operating leases ranging from 2 to 10 years. Rentals

are payable monthly, quarterly or annually. For the Nanking E. Rd., San Chung and Shindon branches, lease

deposits are made in lieu of lease payments, and rental expenses are recognized at imputed interests of 1.0%. Future

minimum lease payments are as follows:

The present value of total rentals beyond 2009 amounted to $3,216 thousand, is about $2,933 thousand using the

Bank's one-year time deposit interest rate of 1.55% posted on January 1, 2005.

b. Computer equipment purchase contracts

The Bank is under contracts for acquisition of computer equipment and software for $102,393 thousand, of which

$62,568 thousand had been paid as of December 31, 2004 

c. Short-term bills and bonds sold under repurchase agreements

As of December 31, 2004, short-term bills and bonds under repurchase agreements with a total cost of $2,687,438

thousand will be sold for $2,688,406 thousand in January 2005

d. Short-term bills and bonds purchased under resell agreements

As of December 31, 2004, short-term bills and bonds with a total cost of $9,180,055 thousand were purchased

under agreements to resell for $9,180,209 thousand in January 2005.

e. As of December 31, 2004, the Bank had issued a US$3,000 thousand standby letter of credit to guarantee the credit

line of Union Finance International (H.K.) Limited, an equity-method investee.

f. Balance sheet of trust accounts and trust properties accounts

  



g. On December 9, 2004, the Bank won the bid for Chung Shing Bank's total assets, liabilities and operating rights

from Central Deposit Insurance Corporation and signed the contract on December 13 of the same year. The related

Bank acquisition is at contract price of $7,108,000 thousand and will take effect on March 19, 2005.

25. CAPITAL ADEQUACY RATIO

The Banking law and related regulations require that the Bank maintain a capital adequacy ratio (CAR) of at least

8%. If the Bank's CAR falls below 8%, the MOF may impose certain restrictions on the cash dividends that the

Bank may declare or, in certain conditions, totally prohibit the Bank from declaring cash dividends.

As of December 31, 2004, the Bank's stand-alone and consolidated CARS were 12.40% and 12.48%, respectively.

As of December 31, 2003, the Bank's stand-alone and consolidated CARS were 10.29% and 11.76%, respectively.
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26. AVERAGE AMOUNT AND AVERAGE INTEREST RATE OF INTEREST-EARNING ASSETS AND

INTEREST-BEARING LIABILITIES

Average balance is calculated by the daily average balance of interest-earning assets and interest-bearing liabilities.

27. MATURITY ANALYSIS OF ASSETS AND LIABILITIES

The maturity of assets and liabilities of the Bank is based on the remaining period from balance sheet dates. The

remaining period to maturity is based on maturity dates specified under agreements, and, if there are no specified

maturity dates, on expected dates of collection.
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28. FINANCIAL INSTRUMENTS

a. Derivative financial instruments

The Bank engages in derivative transactions mainly to accommodate customers' needs and to manage its own

exposures. It also enters into derivative transactions to hedge the effects of foreign exchange or interest rate fluc-

tuations on its foreign-currency net assets, net liabilities or commitments. The Bank's strategy is to hedge most of

its market risk exposures, using hedging instruments with changes in market value having a highly negative cor-

relation with the changes in the market value of the hedged items. The Bank also assesses the hedging effective-

ness of the instruments periodically.
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The Bank is exposed to credit risk from counter-parties' default on contracts. The Bank enters into contracts with

customers that pass the credit approval process and provide the necessary collateral. Guarantee deposits may also

be required, depending on the customer's credit standing. The transactions are then made within each customer's

credit limit. Transactions with other banks are made within the trading limit prescribed for each bank based on the

bank's credit rating and its worldwide ranking. Thus, no significant losses resulting from counter-parties' defaults

are anticipated.

The contract (notional) amounts, credit risk and fair values of open contracts were as follows:

The fair value of each contract is determined using the quotation from Reuters or the Telerate Information system.

The principal mounts in certain derivative contracts are only notional amounts, i.e., used solely as abasis for cal-

culating the receivable and payable on the contracts and are not exchanged at the start or end of a contract. Thus,

the notional amount does not represent potential cash inflows or outflows. The possibility that derivative financial

instruments held or issued by the Bank cannot be sold at a reasonable price is minimal, thus, no significant cash

demand is expected.

The gains and losses on derivative financial instruments for the years ended December 31, 2004 and 2003 were

insignificant.

b. Fair values of nonderivative financial instruments

Methods and assumptions applied in estimating the fair values of nonderivative financial instruments are as fol-
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lows:

1) The carrying amounts of cash and cash equivalents, due from the Central Bank and banks, securities purchased

under agreements to resell, receivables, securities sold under agreements to repurchase, payables, due to banks,

deposit and remittance approximate their fair values because of the short maturities of these instruments.

2) The fair values of securities purchased, long-term bond investments and bank debentures issued are based on

their market prices if market prices are available. Otherwise, fair values are estimated at carrying amounts.

3) The fair values of long-term equity investments are based on their quoted market prices if these prices are

available and on carrying amounts if market prices are not available.

4) Loans, discounts, bills purchased and loan fund liabilities are interest-earning assets and interest-bearing liabili-

ties. Thus, their carrying amounts represent fair values. Fair value of nonperforming loans is based on carrying

amounts net of allowance for credit losses.

5) Fair values of refundable deposits and guarantee deposits are based on their carrying amounts because these

deposits do not have specific due dates.

Certain financial instruments and all nonfinancial instruments are excluded from disclosure of fair value.

Accordingly, the aggregate fair values presented above are not the underlying value of the Bank.

c. Off-balance-sheet credit risks

The Bank has significant credit commitments principally relating to credit cards issued and credit facilities

extended. The terms of most of the credit commitments range from half year to ten years. For the years ended

December 31, 2004 and 2003, the loan interest rates ranged from 1.45% to 13.09% and 1.45% to 15.11%, respec-

tively, and the highest interest rate for credit cards was 19.71%. The Bank also provided guarantees on customers'

loans and letters of credit obtained from third parties. The maturity dates of these commitments are not concen-

trated in a particular period.

The amounts of financial contracts with off-balance-sheet credit risks as of December 31, 2004 and 2003 were as

follows:

Since most of the commitments are expected to expire without being drawn upon, the total commitment amounts

do not necessarily represent future cash requirements. The Bank's maximum credit risk on these commitments is

the amount of the commitment assuming that the customer uses the full amount of the commitment and the relat-

ed collateral or other security turns out to be worthless.

The Bank makes credit commitments and issues financial guarantees and standby letters of credit only after care-

ful evaluation of customers' credit worthiness. On the basis of the result of the credit evaluation, the Bank may

require collateral before allowing drawings to be made against the credit facilities. As of December 31, 2004 and

2003, secured loans amounted to about 62.93% and 64.66%, respectively, of the total loans. In addition, the cov-

erage ratios of guarantees and standby letters of credit secured by collaterals were 60.80% and 43.43% as of

December 31, 2004 and 2003, respectively. Collaterals held vary but may include real estate, cash, inventory,
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marketable securities, and other property. If the customers default, the Bank will, as required by circumstances,

foreclose the collateral or execute other rights on the guarantees given. For credit card facilities, no collateral is

required but the credit status of each credit cardholder is closely monitored. Depending on the results of the credit

status monitoring, appropriate measures are adopted, which include amending the credit limit and, if necessary,

canceling the facility.

29. CREDIT RISK CONCENTRATION

Credit risk concentrations exist when the financial instrument counter-parties are individuals or groups engaged in

similar activities or activities in the same region, which would cause their ability to meet contractual obligations to

be similarly affected by changes in economic or other conditions. Credit risk concentration involved individuals and

certain industries, which accounted for 7% or more of the outstanding loans, discounts and bills purchased as of

December 31, 2004 and 2003, as follows:

The net positions on the major foreign-currency transactions as of December 31, 2004 and 2003 were as follows:

30. MAJOR RISK EXPOSURE SITUATIONS, MANAGEMENT POLICY AND PRACTICE OF CREDIT

RISK, MARKET RISK, LIQUIDITY RISK, OPERATING RISK AND LEGAL RISK

a. Credit risks

1) Asset quality

Note 1: The overdue loans disclosure is based directive No. 832292834 and No. 86656564 issued by the MOF.
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Note 2: Overdue loans ratio: Overdue loans (including nonperforming loans)/(Outstanding loan + Nonperforming

loans)

Note 3: Loans classified as under surveillance are as follows:

a) Medium and long-term loans with installment repayments delinquent for more than three months but

less than six months;

b) Other loans with principal repayments overdue by less than three months and interest thereon is over-

due by more than three months but less than six months;

c) Loans exempted from surveillance reporting are loans for which an agreement has been reached to

extend repayment schedules, loans for which a credit insurance fund will cover such repayment (as

evidenced by a sufficient certificate of deposit or reserve), and loans extended under other approved

exempt loan programs.

d) Loans for which the collateral has been sold at auction and the proceeds of the auction are yet to be

distributed.

2) Concentration of credit extensions

Note: a) Total credits include bills, discounts and loans (including those for import and export negotiations),

acceptances and guarantees.

b) Ratio of credit extensions to interest parties: Credit extensions to interested parties Total credits.

c) Ratio of credit extensions secured by pledged stocks: Credit extensions secured by pledged stocks 

Total credits

d) Credit extensions to interested parties are defined by the Banking Law.

3) Policy on the loans, nonperforming loans and allowance for credit losses: Note 2.

4) Concentrations of risk: Note 28.
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b. Market risk

1) Average amount and average interest rate of interest-earning assets and interest-bearing liabilities: Note 26.

2) Market risk sensitivity (%)

Note: a) Interest-earning assets and interest-bearing liabilities are the cost or revenue of market risk-sensitivity

assets and liabilities that would be affected by interest rate fluctuations.

b) Ratio of interest rate-sensitive assets to liabilities = Interest rate-sensitive assets/Interest rate-sensitive

liabilities (in New Taiwan Dollars, with maturities of less than one year).

c) Interest rate-sensitive gap = Interest rate-sensitive assets – Interest rate-sensitive liabilities.

3) The net positions of the main foreign-currency transactions: Note 29

c. Liquidity risk

1) Profitability:

Note: a) Return on total assets = Income before income tax/Average total assets

b) Return on net worth = Income before income tax/Average net worth

c) Profit margin = Income after income tax/Total operating revenues

d) Income before income tax represents income in 2004 and 2003.

2) Maturity analysis of assets and liabilities:

Note: The above amounts include only New Taiwan dollar amounts held in the onshore branch of the Bank

(i.e. excluding foreign currencies).
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d. Operating risk law risk

Note: 1) The term "within the past one year" means one year before the balance sheet date.

2) The fine mentioned above means a fine levied by the Bureau of Monetary Affairs, Securities and

Futures Bureau or Insurance Bureau. 

31. CAPITAL ADEQUACY

Note: Capital adequacy ratio = Eligible capital/Risk-based assets. Under the Banking Law and related regulations

No. 0090345106 issued by the MOF.

32. BORROWERS, GUARANTEES OR COLLATERAL PROVIDERS AS INTEREST PARTIES

Instruction: The interest parties mentioned above are subject to Article 33-1 of the Banking Law.

Note: a. Consumer loans are regulated by Article 32 of the Banking Law.

b. Excluding consumer loans and loans for employees' home mortgage loans.

c. Loss should be estimated if it is significant.
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33. ADDITIONAL DISCLOSURES

a. Following are the additional disclosures required by the Securities and Futures Commission for the Bank and its

affiliates:

There are no other significant transactions or investment related information except the following:

1) Marketable securities held: Table 1 (attached);

2) Endorsement/guarantee provided: Table 2 (attached);

3) Names, locations, and other information of investees on which the Bank exercises significant influence: Table

3 (attached);

4) Derivative financial transactions: For the Bank's related information, please see Note 28. The investees' related

information is as follows:

Union Bank Futures Corporation (UBFC)

The financial and nonfinancial instruments used in managing UBFC's exposure as well as trading activities are

stated at fair value on the balance sheet. The change in realized or unrealized fair value is accounted for as gain or

loss during the period the value changes. Interest revenue from and interest expense for transactions for trading

purposes are recognized as interest revenue and expense during the period but not as gain or loss on such transac-

tion.

a) The notional amount and credit risk

Note: The counter-parties of UBFC are large financial institutions and domestic futures brokers with high credit

ratings. Thus, no significant credit risk is anticipated.

b) Market price risk

UBFC engages in futures trading for trading purposes, in which price risk results from futures buying and sell-

ing. Every futures contract has a reasonable fair market value. Thus, the possibility that the futures contract

cannot be sold at fair value is minimal.
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Methods and assumptions applied in estimating the fair values of financial instruments are as follows:

The fair value of derivative financial instrument is the amount that UBFC must pay or is expected to receive to

settle contracts at the balance sheet date. Generally, the fair value includes the unrealized gain or loss on unset-

tled contracts. The fair value of UBFC's derivatives is calculated on the basis of quotations from financial

institutions.

c) Liquidity risk, cash flow risk and the uncertainty of the amount and period of future cash flow

i.   Liquidity risk: None.

ii.  Cash flow risk: None.

iii. Uncertainty of the amount and period of future cash flow:

UBFC trades derivatives having contract (notional) amounts. In addition, the initial margin deposit on the

stock index contract is higher than its maintenance margin deposit. Thus, there are no additional future cash

requirement and risk on uncertainty.

d) The particular risk of future dealer transaction

The derivative merchandise which dealt by future dealer have to be approve by SFB and traded in the limit

authorized by UBFC. As transactions like such is considered as trading, the gains and losses which operated

by future dealer have to be absorbed by UBFC itself. Because leverage ratio of derivative transaction is high,

the fluctuation of the price is high as well. The risks of future dealer included those on credit, market, liquidity,

operation and legislation, etc. To decrease transaction risk, the internal control of UBFC focuses on operating

procedures, including delegation of authority at different levels of hierarchy, control of deal amount, valuation

of operating performance and the transaction position, reports of operation, internal auditing and the limit of

trading gain or loss.

e) The presentation of derivatives in the financial statements

i) In 2004 and 2003, the gains (loss) on futures transactions were as follows
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ii) As of December 31, 2004 and 2003, the presentation of derivatives in the financial statement was as fol-

lows:

Union Bills Finance Corporation (UBF)

UBF enters into interest rate swap, asset swap and structured time deposit for cash flow and risk management.

a) The contract (notional) amount and credit risk of derivative financial instruments as of December 31, 2004 and

2003 were as follows:

Note 1: UBF enters into interest rate swap for trading purpose with other banks. Since UBF awards credit limit

to its counterparties based on their credit rating and only enters into contracts within the authorized

credit limit, it believes credit risk is minimal.

Note 2: The purposes that UBF enters into interest rate swap are

(1) Finance dispatches.

(2) To hedge its interest rate fluctuation exposures on assets and liabilities. 

UBF's hedging strategy is to hedge most of the market risk that mainly associate with floating rate risk

of first secured corporate bonds and fixed rate risk of commercial paper. Since UBF awards credit

limit to its counterparties based on their credit rating and only enters into contracts within the author-

ized credit limit, it believes credit risk is minimal.
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b) Market price risk

i) The purpose of the interest rate swap contracts is to hedge the interest risk of liabilities. Gains or losses result-

ing from changes in interest rates will be offset by those of the item being hedged. Therefore, market risk is

insignificant. For trading purpose contracts, it will estimate internal return ratio by taking long and short posi-

tions into consideration. In addition, UBF has set up stop-loss points by risk. Since the loss is within an

expectable range, market risk is considered to be insignificant.

ii) UBF enters into government bond future contracts for trading purpose. The objects which are allowed to trade

in domestic market is stock index future and future option. The price of this object will fluctuate accounting to

stock price. UBF has set up stop-loss points by risk. Loss is in expectable range, thus, market risk is insignifi-

cant.

c) Liquidity risk, cash flow risk and the uncertainty of the amount and period of future cash flow

i) UBF's working capital can cope with the expected cash requirements of interest rate swap contracts, govern-

ment bond future contracts and other derivative financial instruments. No significant cash flow is expected.

ii) As of December 31, 2004, the risk of cash flow from derivative financial instruments was as follows:

d) The varieties, objectives and strategies of derivative instrument

UBF entered derivative contracts for trading and nontrading purposes. The purpose of entering into interest rate

swap contract is to hedge floating rate risk of issuance of corporate bonds and commercial papers. UBF's hedging

strategy is to hedge most of the market risk it is exposed to through hedging instruments with market value

changes that have a high negative correlation with the changes in the market of the exposures being hedged. UBF

also reassesses the hedge effectiveness of the instruments periodically.

e) The presentation of derivative financial instruments on finance report

i) For interest rate swap contracts and government bond future contracts that UBF enters into for trading purpos-

es, the gains or losses from evaluating, reversing, write-off and settling were accounted as current gain or loss.

Futures contracts that are not settled as of the balance sheet date are marked to market. The difference between

original margin deposit and the market price is accounted for as "gain or loss on derivative" using the market

value method.

ii) For interest rate swap that UBF enters into for nontrading purpose, the gain or loss are included in "interest

revenue and expense" as current gain or loss. In 2004, the related net gain was $19,007 thousand.
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iii) For interest rate swap contracts and futures option contracts that UBF enters into for trading purposes, the

resulted gains or losses were included in "interest revenue and expense" and "gain or loss on derivative trans-

actions", respectively. In 2004, the net gains on these derivative instruments was $27,570 thousand.

f) The gains and losses on derivative financial instruments and presentation

The net gains and losses which included in operating income (operating cost) in the income statement are as fol-

low:

c. Information related to investment in Mainland China: None.

34. SEGMENT INFORMATION

The Bank engages only in banking activities allowed under the Banking Law and operates entirely in the Republic

of China. The Bank has no single customer that accounts for 10% or more of the Bank's operating revenues. Thus no

geographic and customer information is required to be disclosed.
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5. Information of investing policy in recent years:

(1) The investment policy of Union Bank in recent years:

a. The preconditions of business operation include cooperating with national economic development, financial policy,

maintaining Union Bank's adequate liquidity reserve, flexible fund transfer, increasing earnings, and stabilizing

operating foundation.

b. The main principle of investment is to maintain its safety, liquidity, profit, charity, and adequacy.

c. The source of investment funds is from the funds of Union Bank available for loans, the designated special funds,

or fundraising from other sources.

d. At the time of making investment, the sufficiency of Union Bank's capital scale and surplus in absorbing the poten-

tial loss of investment should be considered.

e. While evaluating investments, it is necessary to understand the change of national and international economic sta-

tus and financial development at the time; also, the condition of other financial markets, such as, the development

of money supply and the trend of interest rate and exchange rate in order to reduce investment risk.

(2) Profitability of main transfer investment: The performance of Union Bank's transfer investment is improving in

recent years and with NT$624,297 thousand investment gain/loss recognized in 2004 in accordance with Equity

Method that represents a substantial growth from the year of 2003.

(3) Union Bank does not have any plan for transfer of investment in the next year.
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6. Risk management:

(1) Organizational structure and policy of Union Bank's risk management:

a. Organizational structure: Base on the consideration of organizational structure, Union Bank has "Risk Management

Division" setup under the Business Planning & Administration Department to promote and execute risk manage-

ment. It is the intention of Union Bank to have a higher authority designed for the responsibility of department

planning. A Credit Risk Workshop (Department in charge: Corporate Banking Department), Operating Risk

Workshop (Department in charge: Business Planning & Administration Department), and Market Risk Workshop

(Department in charge: Treasury Department) are composed by relevant departments.

b. Risk management policy

(a) Ensures assets and finance quality, allocates resources effectively, and improves competitiveness.

(b) Effective mechanisms for risk measurement, risk supervision, and risk control.

(c) Ensure business risk is controlled within the tolerable range.

(d) Establish Union Bank's risk management system to control the expected and unexpected risks

(e) Follow the supervision regulation of the competent authority to maintain comprehensive capital adequacy.

(f) Achieve the Basel2 international standard.

(g) Achieve the target of risk and reasonable returns.

(2) Measure and control risk methods and quantified risk exposure

a. General disclosure

(a) Risk measurement and quantified method of Union Bank:

Credit risk: The "Standard Method" is adopted currently. Stipulate different risk weighted values in accordance

with the classification of loaners for the calculation and appropriation of adequate capital. The

"Built-in Ratings Method" will be used in the future.

Market risk: The "Standard Method" is adopted currently. Stipulate different risk weighted values in accor-

dance with classification of financial products for the calculation and appropriation of adequate

capital.

Operating risk: The "Basic Index Method" is adopted currently for the calculation and appropriation of ade-

quate capital. The "Standard Method" and "Advance Method" will be used in the future.

(b) Risk management procedure:

Risk search: Identify the potential risk in the operating procedure through analyzing the various controlling

points of business; moreover, evaluate the nature of risk and determine whether it can be quali-

fied, quantified, and/or transferred.

Operation: The applicability and/or the problems of the aforementioned two steps can be identified only

through the actual practice.

Risk supervision: Measure the quantified risk and determine whether the risk level matches the risk preference

of Union Bank or not. Control qualified risk, such as, setup authority and prevent misconduct, and

examine the risk of Union Bank periodically with external supervision means, such as, the report

issued by the credit ratings organization and the secondary financial debt.

Finance risk-avoidance: For the risk level that does not match the risk preference of Union Bank, apply finan-

cial tools to disperse and avoid risks, or, to reinforce the capital structure of Union Bank for risk

durability through the secondary financial debt.



Annual Report 2004 105

Value evaluation: Value evaluation is to evaluate and assume the responsibility for examining risk. Classify

business activities through comparing the profit received and the loss derived. Value evaluation is

to demand internal control and render award & punishment measures for realizing the goal of

increasing shareholder's equity.

(c) Risk management strategies

Credit risk: The credit risk management strategy of Union Bank is to disperse risk and to generate reasonable

returns. Since industry is able to raise funds through diversified channels in recent years; also, indi-

rect finance is replaced by direct finance, and loan interest rate variation of large corporate banking

is declining; therefore, the relative returns of risk are high and the ratio of consumer finance to cor-

porate banking is adjusted every year to have returns and risk level equal.

Market risk: The market risk management strategy of Union Bank is adjusted from conventional "bought and

possess" to "beginning and management" gradually. The type of assets possessed is diversified and

dispersed. Due to the continuing introduction of new financial tools and the lift of banking restric-

tions in recent years, the complicity of market risk and the magnitude of potential loss are

increased dramatically; therefore, assets are diversified to reduce the impact of each individual

financial product. The plan is to utilize derivative financial products to avoid the residual risk that

cannot be dispersed.

Operating risk: While facing the operating risk, Union Bank has constantly reinforced self-sufficient capital to

resist operating risk and to take the following procedures for remedy:

(a) List the potential risks and measure the frequency and average loss of the risks.

(b) According to the frequency and loss of risk to stipulate various operating risk strategies.

b. Disclosures of credit risk

(a) On Balance Sheet 
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(b) Off Balance Sheet

(c) The assets securitization by Union Bank: None 

c. Market risk

Note: The appropriation is for an amount of "capital appropriated x 12.5 times."

d. Liquidity risk

(a) Due date of assets and liabilities -  NT$

Note: The amount in the table includes only the amount of Head Office and national and international branches in

New Taiwan Dollars (foreign currency excluded).
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(b) Due date of assets and liabilities -  foreign currency

Note: The amount in the table includes only the amount of Head Office and national and international branches in 

(c) Assets and liabilities management

(1) The assets & liabilities management mechanism of Union Bank is based on the interest rate sensitivity and

gap analysis for control. Union Bank has Assets & Liabilities Management Committee organized for a

directive and political instruction and interest rate shortage management; therefore, in addition to having the

interest rate change and gap monitored, a management meeting should be summoned for comprehensive

review in accordance with the market development.

(2) In terms of controlling interest rate risk in New Taiwan Dollar and foreign currency, Union Bank has a com-

prehensive trade and fund management system to control the change of deposits and loans on a daily basis,

various deposits & loans fund cost and balance in different periods, floating and fixed interest rate of

deposits and loans analysis, interest rate sensitive assets and liabilities analysis, and interest rate variation

analysis. Utilize interest rate simulation analysis system to stipulate interest rate strategy for the review and

approval of Assets & Liabilities Management Committee, or, summon management meeting to have the

interest rate adjusted dynamically.

(3) In terms of foreign exchange risk, in addition to setting up the procedure and process for independent and

interactive trade and division, there are also the measures of local control, individual salesperson control,

and stop loss control.

(4) In terms of liquidity risk, in addition to monitor Union Bank's cash on hand and inflow and outflow on a

daily basis, the future fund demand and change is estimated, measured, calculated, and altered to have suffi-

cient current assets on hand available for use.
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(3) The impact of national and international policies and legal actions on bank's business operation and the responsive

measures

The Financial Supervision Committee of the Executive Yuan has started exercising rating management meas-

ures for the overdue ratio of cash card in 2004. In cooperating with the regulations of the competent authority, Union

Bank has bad debt written off actively; also, has continuously had business developed and increase the application of

balance to reduce the ratio of overdue loans.

In cooperating with the amendment "Commercial banks' investment in domestic and international marketable

securities" of Clause 74-1 of Banking Law, Union Bank has the investment classification and quota of OBU mar-

ketable securities in foreign currency amended accordingly.

In cooperating with the enforcement of "Short-term securities depository settlement and division system,"

Union Bank adjusts the operating procedure of commercial promissory notes guarantee business and amends the

requirements of credit-extending regulations.

(4) The impact of technology development and industrial change on banking business and the responsive measures

While facing the complicity of financial environment; also, the liberalization, internationalization, security for-

mation, and computerization of financial market, the application and development of relevant information technology

is having the form of banking competition changed dramatically. For the on-line business opportunities, in addition to

supplying and collecting products, services, and relevant information for various customer groups, banks have uti-

lized the latest information technology to have information transformed to applicable database, to generate differenti-

ation of financial products and services, to create the brand name and reputation for banks, and to improve operating

efficiency.

In response to this said development, Union Bank has constantly R&D and upgrading the convenience and func-

tion of eBanking to have the conventional bank clerk's service replaced. On other hands, Union Bank applies infor-

mation technology to have enormous customer data compiled systematically, such as, establishing data saving system

for the enforcement of marketing activities in accordance with the characteristics and demands of customers.

In sum, the application of financial information technology has helped upgrade the financial cost effect of

banks; also, banks are expected to be integrated with technology and become the leading role of "payment gateway"

and to provide customers with more convenient and value-added financial service; also, to create a new managerial

dominance and business model for the banks taken as a whole.

(5) The impact of image change on banks and the responsive measures

The bank has held the corporate philosophy of "Enthusiasm", "Soundness", "Efficiency" and "Innovation" since

its establishment. Customers are impressive with the performance of Union Bank. The unconditional acceptance of

Chung Shing Bank in 2004 may have changed the perception of customers about Union Bank and it is with the fol-

lowing consequences:

a. The number of branches is increased by many folds. The existing manpower of Union Bank won't be able to cover

the entire operation and it could have a fatal impact on the excellent service quality provided by Union Bank and

will result in the loss of customers and profitability.

b. Union Bank and Chung Shing Bank are with different foundation and different business culture; therefore, if it

takes too long to blend in, an internal waste of energy will be resulted and that is detrimental to the long-term busi-

ness development of Union Bank.

c. Customers appreciate the active response from Union Bank. The dramatic increase of branch in number will help

with business development, profitability, and stock price in the long run.
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Responsive measures for the aforementioned impacts:

a. Recruit new staff actively and with training arranged; assist the staff of Chung Shing Bank with the exchange per-

sonnel from Union Bank to get familiar with the operating procedure of Union Bank promptly in order to maintain

the excellent service quality of Union Bank.

b. Union Bank has continuously communicated and discussed with the staff of Chung Shing Bank before the uncon-

ditional acceptance of business operation in order to speed up the cultural fusion between both banks and to have

business conducted and promoted normally.

(6) The expected effect and potential risk of mergers

Due to the announcement of Financial Supervision Committee that permits for bank branch will not be issued

recently and the frequent mergers imitated by Holdings, the value of branch location is sky high. In order to be com-

petitive in market and to have distribution network expanded, Union Bank has acquired Chung Shing Bank success-

fully through bidding. Therefore, the number of business unit will go up to 74 locations in 2005 and then up to 87

locations within five years. In cooperating with the focus on profitable business operation, Chung Shing Bank is

expected to reach the breakeven point by the end of 2005 and then the profitability can be increased dramatically.

(7) The expected effect and potential risk of business expansion

Please refer to the last paragraph for the said expected effect. For the expansion of business location, it may

have the managerial risk and operating risk of Union Bank increased; however, the professionalism and humane man-

agement of Union Bank will help minimize risk.

(8) Risk faced by centralized business

Corporate banking and consumer finance credit are two major sources of bank's profitability. The ratio of con-

sumer finance credit of Union Bank is increasing year after year. The major source of income is from consumer

finance business, such as, small loans, credit card, and cash card with high interest rate variation profit earned. The

kind of loan is without collateral or with minimum collateral; therefore, the interest of Union Bank is less protected;

however, the interest rate of credit is high and the burden of interest expense to the loaner is heavy. If the loaners are

with final difficulty, a breach of contract will be committed frequently. If credit amount is increased since the loaners

have interest expense paid on time throughout the loan period, a "moral risk" could be resulted easily and with a

breach of contract committed. Therefore, Union Bank will have the risk of bad debt controlled through a thorough

and comprehensive credit-extending control mechanism.

(9) The impact and risk of business changed hand on banks

The Union Bank's shareholders with over 1% of shareholdings and/or the shareholders on the Top Ten list of

shareholdings do not have substantial stocks transferred in the last two years or up to the print of the annual report.

(10) Legality and non-legality events:

a. The legality and non-legality events of Union Bank are mostly a lawsuit over credit-extending business and it does

not affect the finance and business operation of the Bank.

b. Union Bank had a settlement reached with Taipei National Tax Administration, Ministry of Finance in December

2003 regarding the administrative measure for precedent bond interest. A tax refund for an amount equivalent to

65% of the precedent tax withholding. Moreover, for the precedent bond interest of the years that are yet to be
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authorized, Union Bank has the income tax of the non-deductible amount (35%) estimated.

c. Union Securities Co., Ltd., the related party of Union Bank, has a tax withholding of NT$108,432 thousand for

precedent bond interest from 1995~2002; however, tax agency has declined to have it refunded by alleging that

"collection of precedent interest is a collection payment instead of a tax deduction stipulated by Income Tax Law

Article 89." Union Securities Co., Ltd. deems the decision to be a violation against the regulations of Income Tax

Law and Ministry of Finance; therefore, an administrative measure is raised. Taipei National Tax Administration,

Ministry of Finance has it reviewed with the industry many times and with a solution of "60% tax refund (exemp-

tion)" reached. Therefore, Union Securities Co., Ltd. has agreed to have a tax refund (exemption) processed

accordingly and with the proceeds of tax refund for 1995~2000 received from Taipei National Tax

Administration, Ministry of Finance in September 2004.

(11) Other important risks: None

7. Responsive mechanism of crisis management:
Union Bank has the "Union Bank Disaster Emergency Protocol Outlines" stipulated in accordance with the

requirement of the competent authority that includes (1) Emergency protocol: (a) Pre-event behavior (b) actions taken

during the event, (c) post-event process, (d) event evaluation by the affected unit, and (e) business reinstatement meas-

ures, (2) contingency plan for customer service, (3) information system safety management, (4) insinuating crisis process

and handling procedure to have the disaster emergency rescue system substantiated, to have the disaster preventive meas-

ures reinforced, and to have disaster funds financing executed effectively, to have the life of refugees improved, and to

have the social and economic order reinstalled promptly.

Union Bank has the "Crisis Rescue Team" and "Crisis Rescue Team Emergency Contact Information" established

to have various disaster rescue measures executed effectively. Business units of Union Bank are to practice disaster edu-

cation and drill in accordance with the requirement of "Safety Protection Outlines" and "Safety Protection Drill Plan";

moreover, to have safety facilities repair & maintained and inspected more than twice a year.

8. Other important issues: None
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II. Enforcement of internal control system:

Note: Union Bank had not contract CPA to have the internal control system reviewed.

Union Bank of Taiwan Co., Ltd.
Statement of Internal Control

March 7, 2005

The Union Bank has the internal control system in the period of January 1 to December31, 2004 self-examined and

with the following statements made:

1. Union Bank knows and is firmly aware that the Board of Directors and chief manager are obliged to establish, enforce,

and maintain the internal control system, and Union Bank has set up the system. The purpose is to perform, and reason-

ably ensure, operating results and efficiency (including profit, performance, and safe-guard of assets), reliable financial

reports, and compliance of relevant laws and regulations.

2. Internal control system is restricted congenitally; an effective system only reasonably ensures the achievement of the

targets referred in Paragraph, no matter how the system was designed. As the environment or the situation varies, the

effectiveness of the system may be changed. Union Bank has built up a self-evaluating mechanism inside the system,

and, once any defect is identified, will adopt corrective measures immediately.

3. Union Bank has the effectiveness of the design and enforcement of the internal control system judged by criteria speci-

fied in the "Guidelines for Establishment of Internal Control System by Public Companies" and "Guidelines for

Establishment of Internal Control system in Securities & Futures Service Enterprises' (referred to as the "Guidelines"

hereinafter). The Criteria, based on processes of management and control, divided Internal Control into five parts: (1)

control environment, (2) risk assessment, (3) control activities, (4) information and communications, and (5) monitor-

ing. Each element includes several items. For these constituent elements, please refer to the provision of the Guidelines.

4. Union Bank has already applied the aforementioned criteria for the internal control system to evaluate the effectiveness

of the design and enforcement of the internal control system.

5. On the basis of the foregoing inspection, Union Bank confirms the validity of the design and enforcement of the inter-

nal control system (including the supervision over subsidiaries) during the terms specified at the very beginning of the

Statement, with respect to operating results and efficiency, financial reports and compliance of relevant laws and regu-

lations. Union Bank is able to ensure the achievement of the said objectives.

6. This Statement will be the key material of Union Bank's annual report and prospectus and will be released to the pub-

lic. Any deception, concealment or other illegality of the foregoing released material shall bear legal liabilities provided

in Article 20, Article 32, Article 171, and Article 174 of the Securities and Exchange Law.

7. This Statement was unanimously approved by the three Directors of the Board at the Meeting on March 2, 2005 and

with no Director opposed to the content of the Statement.

Union Bank of Taiwan

Chairman/ C.C. Huang

President/ Shiang-Chang Lee



III. Directors or Supervisors who have opposed to the resolutions reached in the Board of
Directors Meeting and with their opinions heard in writing in recent years and/or up to
the printing of the annual report: None

IV. The private subscription of marketable securities took placed in recent years and/or up
to the printing of the annual report: None

V. The stocks of Union Bank held or disposed by the subsidiaries in recent years and/or up
to the printing of the annual report: None

VI. Important resolutions reached in the Shareholder's Meeting and Board of Directors
Meeting in recent years and/or up to the print of the annual report:

(1) The resolutions reached in 2004 Shareholder's Meeting and its enforcement:

1. Distribution of retained earnings in 2003 Resolution was reached and execution completed.

2. Amendment of the clauses of Union Bank's "Articles of Association" Resolution was reached and was approved by

the Ministry of Economic Affairs on July 9, 2004 with the Gin.so.sun.tzu No. 09301118180 Letter issued.

3. In response to the demand of business growth, the Board of Directors is authorized to issue convertible debenture

or cash capitalization with new stock shares issued to raise funds.

Union Bank had NT$3 billion convertible debenture issued on September 13, 2004.

(2) Important resolutions reached in the Extraordinary Shareholder's Meeting in 2005 and its enforcement:

The proposal of acquiring Chung Shing Bank's assets, liabilities, and business operation unconditionally except for the

inter-bank deposits and loans.

Resolution was reached and was approved by the Securities and Futures Bureau, Financial Supervisory Commission,

Executive Yuan on February 5, 2005 with the Jin.quan.yin (II).tzu No. 0948010181 Letter issued.

(3) Important resolutions reached in the Board of Directors Meeting in 2004:

1. Resolution reached in the Board of Directors Meeting on March 22, 2004:

As for the permission of the Board of Shareholders to authorize the Board of Directors to issue convertible

debenture or cash capitalization with new stock shares issued to raise funds.

Stock dividend, bonus to employees, and remuneration to Directors and Supervisors were not distributed in 2003.

2. Resolution reached at the Board of Directors Meeting on June 16, 2004:

NT$5 billion convertible debenture was approved for issuance.

3. Resolution reached in the Board of Directors Meeting on October 27, 2004:

Secondary debenture with a maximum amount of NT$5 billion was approved for issuance within one year.

4. Resolution reached in the Board of Directors Meeting on December 10, 2004:

The proposal of accepting the assets, liabilities, and business operation of Chung Shing Bank unconditionally

excluding inter-bank deposits and loans was approved.

5. Resolution reached in the Board of Directors Meeting on December 22, 2004:

The proposal of NT$3 billion cash capitalization was approved.

The proposal of issuing NT$5 billion secondary debenture in the second term of 2004 was approved. 
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(4) Important resolutions reached in the Board of Directors Meeting in 2005:

Resolution reached in the Board of Directors Meeting on Octorbrt 1, 2005:

The stock receiving date, late stock transfer date, and last debenture conversion date was approved for the

issuance of common stock for cash capitalization.

Stock dividend, employee's bonus, and remuneration to Directors and Supervisors were not distributed in 2004.

VII. Lawsuits within two years and major nonconformity and corrective action:
Union Bank had not committed any violation against law, major nonconformity, or failed in disclosed any mandatory

disclosure within two years. 

VIII. Other Necessary Supplementary Statements:

The impact of events that are defined in Securities and Exchange Law Article 36.2.2 on Shareholder's Equity and/or

security price in 2004 or up to the printing of the annual report: Union Bank has acquired the assets, liabilities, and

business locations of Chung Shing Bank successfully through bidding from Central Deposit Insurance Corp. on

December 9, 2004 for an amount of NT$7.108 billion and with 47 business locations acquired. Therefore, the number

of business unit gone up to 87 locations. Union Bank had a total acceptance and transfer agreement signed with Chung

Shing Bank and Central Deposit Insurance Corp. on December 13, 2004 that was expected to affect the operating

income and long-term business development of Union Bank.
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Head Office / Domestic Branch

Head Office

Business Department

International Banking Department

Trust Department

Securities Head Office

Credit Card Center

Offshore Banking Branch

Taipei Branch

Nanking E. Road Branch

East Taipei Branch

Jenai Branch

Kungkuan Branch

Chunghsiao Branch

Tatze Branch

Neihu Branch

Chungshang Branch

Tunghua Branch

Shdung Branch

Breeze Center Branch

Sanchung Branch

Luchou Branch

Hsinchung Branch

Chungkung Branch

Panchiao Branch

Shuanho Branch

Yungho Branch

Chungho Branch

Hsintien Branch

Taoyuan Branch

Taoying Branch

Nankan Branch

Hueilong Branch

Chungli Branch

Neili Branch

Tel

(02) 27180001

(02) 25568500

(02) 27180001

(02) 25074066

(02) 25074066

(02) 27192233

(02) 27180001

(02) 27180001

(02) 25151333

(02) 27530900

(02) 27813366

(02) 23692678

(02) 27733456

(02) 25323836

(02) 26586121

(02) 25717890

(02) 27395888

(02) 28756161

(02) 87722858

(02) 29777666

(02) 28485577

(02) 85227799

(02) 22769678

(02) 29656600

(02) 29459898

(02) 86600808

(02) 82265168

(02) 22199989

(03) 3395300

(03) 3779797

(03) 3229699

(02) 82090808

(03) 4265111

(03) 4351288

Address

3F, 109, Minsheng E. Rd., Sec. 3, Taipei, Taiwan

105, Chengteh Rd., Sec. 1,Taipei, Taiwan

2F, 109, Minsheng E. Rd., Sec. 3, Taipei, Taiwan

3F, 137, Nanking E. Rd., Sec. 2, Taipei, Taiwan

2F, 137 Nanking E. Rd., Sec. 2, Taipei, Taiwan

5F, 399, Juikuang Rd., Taipei, Taiwan

2F, 109, Minsheng E. Rd., Sec. 3, Taipei, Taiwan

109, Minsheng E. Rd., Sec. 3, Taipei, Taiwan

137, Nanking E. Rd., Sec. 2, Taipei, Taiwan

217, Nanking E. Rd., Sec. 5 Taipei, Taiwan

401, Jenai Rd., Sec. 4, Taipei, Taiwan

272, Roosevelt Rd., Sec. 3, Taipei, Taiwan

2F, 5, Lane 223, Chunghsiao E. Rd., Sec. 4, Taipei, Taiwan

649, Mingshuei Rd., Taipei, Taiwan

1F, 399, Juikuang Rd., Taipei, Taiwan

83, Chungshang N. Rd., Sec. 2, Taipei, Taiwan

74, Tunghua St., Taipei, Taiwan

1-1, 1-2, 1-3 Shdung Rd., Taipei, Taiwan

2F, 39, Fuhsing S. Rd., Sec.1, Taipei, Taiwan

10, Chungsin Rd., Sec. 3, Sanchung City, Taipei Hsien, Taiwan

80, Chungcheng Rd., Luchou City, Taipei Hsien, Taiwan

601, Shihyuan Rd., Hsinchung City, Taipei Hsien, Taiwan

308, Chungkug Rd., Hsinchug City, Taipei, Hsien, Taiwan

226, Minchuan Rd., Panchiao City, Taipei Hsien, Taiwan

222, Chungcheng Rd., Yung Ho City, Taipei Hsien, Taiwan

137, Yungho Rd., Sec. 2, Yungho City, Taipei Hsien, Taiwan

150, Chenyi Rd., Chungho City, Taipei Hsien, Taiwan

100, Mingchuang Rd., Hsintien City, Taipei Hsien, Taiwan

332, Hsienfu Rd., Taoyuan City, Taiwan

343, Taoying Rd., Taoyuan City, Taiwan

137, Chungcheng Rd., Luchu Hsiang Taoyuan Hsien, Taiwan

253, Wanso Rd., Sec. 1, Kueishan, Taoyuan Hsien, Taiwan

62, Chungyang W. Rd., Sec. 1, Chungli City, Taoyuan Hsien, Taiwan

258, Chunghua Rd., Sec. 1, Chungli City, Taoyuan Hsien, Taiwan
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(03) 4280808

(03) 4709188

(03) 3850505

(03) 5249966

(04) 23285666

(04) 22980808

(04) 8347666

(05) 2285908

(06) 2513377

(07) 2265353

(07) 3118871

(07) 7638185

(848) 8250407

(852) 25211678

Chenshin Branch

Lungtan Branch

Dayuan Branch

Hsinchu Branch

Taichung Branch

Wenshin Branch

Yuanlin Branch

Chiayi Branch

Tainan Branch

Kaohsiung Branch

Chiuju Branch

Fengshan Branch

Ho Chi Minh Representative
Office

Hong Kong Representativ 
Office

95, Longan Rd., Sec. 2, Chungli City, Taoyuan Hsien, Taiwan

245, Chungcheng Rd., Lungtan, Taoyuan Hsien, Taiwan

56, Chungcheng E. Rd., Dayuan, Taoyuan Hsien, Taiwan

107, Chungcheng Rd., Hsinchu, Taiwan

9-5, Chungkang Rd., Sec. 2, Taichung, Taiwan

208-1, Wenshin Rd., Sec. 4, Taichung, Taiwan

785, Chungshan Rd., Sec. 1, Yuanlin Chiang, Changhua Hsien, Taiwan

285, Chungshan Rd., Chiayi, Taiwan

271, Shimen Rd., Sec. 4, Tainan, Taiwan

204, Kuanghwa 1st Rd., Kaohsiung Taiwan

495, Chiuju 2nd Rd., Kaohsiung, Taiwan

224, Kaihsuan Rd., Fengshan City Kaohsiung Hsien, Taiwan

8, Nguyen Hue St., Dist. 1, Ho Chi Minh City, Vietnam

8F, Unit C-D, Entertainment Building, 30, Queen's Road Central, Hong Kong
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Branch Office

Chengtung Branch

Sungchiang Branch

Taan Branch

Yungchi Branch

Tienmu Branch

Tungmen Branch

Tunhwa Branch

Hsihu Branch

Beitou Branch

North Sanchung Branch

Houpu Branch

South Yungho Branch

Hsisheng Branch

Shulin Branch

Hsichih Branch

North Taoyuan Branch

North Chungli Branch

North Taichung Branch

Minchuan Branch

Hsitun Branch

Singchung Branch

Beitun Branch

South Yuanlin Branch

East Chiayi Branch

Fucheng Branch

Chihkan Branch

Fuchiang Branch

Kaiyuan Branch

South Tainan Branch

Lingya Branch

North Kaohsiung Branch

Sanmin Branch

Wuchia Branch

Pingtung Branch

Address

No. 221, Sec. 3, Nanking E. Road, Taipei

No. 228, Sungchiang Road, Taipei

No. 14, Sec. 2, Tunhwa S. Road, Taipei

No. 306, Yungchi Road, Taipei

No. 62, Sec. 1, Chungcheng road, Taipei

No. 101, Sec. 2, Hsin Yi Road, Taipei

No. 209-1, Sec. 1, Tun Hwa S. Road, Taipei

No. 88, Sec. 1, Neihu Road, Taipei

No. 68, Sec. 1, Jhongyang N. Road, Beitou District, Taipei

No. 245, Chengyi N. Road, Sanchung City, Taipei Hsien

No. 77, Chungching Road, Panchiao City, Taipei Hsien

No.6, Sec. 1, Yungho Road, Yungho City, Taipei Hsien

No.26, Houkang 1st Road, Hsinchuang City, Taipei Hsien

No. 275, Chung Hua Road, Shulin City, Taipei Hsien

No. 159, Sec.1, Hsin Tai 5th Road, Hsichih City, Taipei Hsien

No. 191, Yungan Road, Taoyuan

No. 222, Yuanhua Road, Chungli City, Taipei Hsien

No. 13, Sec. 3, Wenhsin Road, Taichung

No. 135, Min Chuan Road, Taichung

No. 277, Sec. 2, Hsitun Road, Taichung

No. 406, Sec. 1, Fusing Rd., South District, Taichung

No. 701, Sec. 4, Wunsin Rd., Beitun District, Taichung

No. 37, Sanmin St., Yuanlin, Chunghua Hsien

No. 372-1, Kwonmin Road, Chiayi

No. 92, Chungcheng Road, Tainan

No. 156, Sec. 2, Yung Fu Road, Tainan

No. 15, Sec. 3, Tung Men Road, Tainan

No. 229, Kai Yuan Road, Tainan

No. 379, Sec. 1, King Hua Road, Tainan

No. 30, SuWei 4th Road, Kaohsiung

No. 548, Chiunuh 2nd Road, Kaohsiung

No. 73, Chiunuh 1st Road, Kaohsiung

No. 173, Nanhwa Road, Fengshin City, Kaohsiung Hsien

No. 172, Mintsu Road, Pingtung

TEL

02-25455588

02-25616601

02-27049588

02-27480329

02-28351818

02-23582345

02-87733588

02-87971537

02-28966333

02-29826226

02-29642777

02-22327666

02-22052299

02-86858939

02-86425289

03-339-6262

03-426-1133

04-2311-8555

04-22206789

04-27022152

04-22614040

04-22452636

04-8326388

05-2293922

06-229-0866

06-2228111

06-2601268

06-2354445

06-2655663

07-338-6033

07-322-3699

07-389-0258

07-7215866

08-7326777








