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OVERVI EW

* W are reviewi ng our Banking Industry Country Ri sk Assessnent after
havi ng publ i shed our updated net hodol ogy.

* W& are numintaining our BICRA on Taiwan at group '4'.

« W are also maintaining our econonmc risk score at '3', and assigning an
i ndustry risk score of '5'.

Bl CRA ACTI ON

On Nov. 9, 2011, Standard & Poor's Ratings Services said that it is

mai ntaining its Banking Industry Country Ri sk Assessnent (BICRA) on Tai wan

[ Tai wan (Republic of China); AA-/Stable/A-1+, cnAAA cnA-1+4] (Unsolicited) at
group '4'. It is also maintaining the economc risk score at '3'. At the sane
time, it has assigned an industry risk score of '5'.

RATI ONALE

We have reviewed the Tai wan banki ng sector under our updated Bl CRA

net hodol ogy. Qur criteria define the BICRA framework as one "designed to
eval uate and conpare gl obal banking systens." A BICRA analysis for a country
covers rated and unrated financial institutions that take deposits, extend
credit, or engage in both activities. ABICRA is scored on a scale from1l to
10, ranging fromthe | owest-risk banking systens (group '1') to the

hi ghest-risk (group '10'). Oher countries in BICRA group '4' are Ml aysi a,
Spain, Brazil, and Mexico.

Qur economc risk score of '3" reflects our view that Taiwan has "internediate
risk" in "economc resilience" and "lowrisk" in terns of "econonic

i mbal ances" and "credit risk in the econony," as our criteria define those
terns.
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We view Taiwan as a middle inconme econony with noderately stable economc
growth supported by a dynanmic and entrepreneurial private sector and the

Tai wan governnent's flexi ble economic policies. These help to mtigate the
potential inpact of external shocks to the island' s export-oriented econony,
in our view Taiwan has averaged 3% 4% annual GDP growt h over the past 10
years with noderate econonic volatility.

Qur view of Taiwan's |low risk econom c inbal ances is based on the noderate
rise in house prices in Taiwan and lowrise in credit growth during 2007-2010.
It also reflects Taiwan's healthy forei gn exchange reserves and the island's
very strong current account and net external creditor position. W also
bel i eve that Taiwan faces lowrisk of a rapid fall in asset prices.

The very strong household net financial positions in Taiwan could provide good
buf f ers agai nst adverse econom c conditions and help offset the potentia

risks froman internediate |l evel of private sector indebtedness. Taiwan's |ow
credit risk also reflects the banking sector’'s adequate | ending practices and
underwriting standards.

Qur industry risk score of '5" for Taiwan is based on our opinion that the
country faces "intermediate risk" inits "institutional framework," "very high
risk" inits "conmpetitive dynamcs,"” and "very low risk" in "system de

fundi ng. "

Taiwan's regul atory standards are conparable with international standards and
t he banki ng systeni s governance and transparency are adequate, in our view W
al so believe that Taiwan's regulator has a noderate track record i n nanagi ng
financial crises and we expect the regulator to continue to conduct tinely and
ef fective regul ati on of the banking system

Tai wan' s banking industry is highly conpetitive and fragmented with | ow
earning capacity to cushion against potential credit costs. Mreover, the high
proportion of state ownership in the sector leads to conpetitive distortions
in the pricing for certain key products. However, we believe the island's
banki ng sector generally has a restrained risk appetite reflected by its
somewhat sinple business Iines, which should alleviate the risk of heightening
conpetitive pressures, in our Vview.

Systemni de funding for Taiwan's banking sector is a key strength. Banks
typically benefit froma high proportion of stable, core custonmer deposits and
good flexibility to access donmestic capital markets. In addition, the systens
| ow use of cross-border funding nmakes it |ess vulnerable to contagion risks
during periods of turbulence in the global capital narkets.

We classify the Tai wan governnent as 'highly supportive' toward donestic

banki ng. W recogni ze the government's high commtnment to maintain system
stability and narket confidence. It also has proven track record of protecting
senior creditors fromloss during periods of financial stress and we believe
it will continue to provide tinmely and effective support to the banking sector
in times of duress.
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RELATED CRI TERI A AND RESEARCH

e Banking Industry Country Ri sk Assessnent Methodol ogy And Assunpti ons,
Nov. 9, 2011

e Standard & Poor's BICRAs Highlight The Shifting Balance In d obal Banking
Nov. 9, 2011

e S&P's BI CRAs Measure Banking R sks For 86 Countries, Nov. 9, 2011

This unsolicited rating(s) was initiated by Standard & Poor's. It nmay be based
solely on publicly available informati on and nay or may not involve the
participation of the issuer. Standard & Poor's has used information from
sources believed to be reliable based on standards established in our Credit
Ratings Informati on and Data Policy but does not guarantee the accuracy,
adequacy, or conpl eteness of any information used.

Standard & Poor's, a part of The McGraw Hi Il Conpanies (NYSE:MHP), is the

worl d's forenost provider of credit ratings. Wth offices in 23 countries,
Standard & Poor's is an inportant part of the world's financial infrastructure
and has played a leading role for 150 years in providing investors with

i nformati on and i ndependent benchmarks for their investnment and financi al

deci sions. For nore information, visit http://ww.standardandpoors.com
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