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Overview

— CTBC Venture Capital Co. Ltd. is CTBC FHC group's first foray into the venture capital
market. CTBC Venture also owns CTBC Leasing Co. Ltd., a China-based leasing subsidiary.
We assess the credit profile of CTBC Venture Capital by combining the credit profile of the
two entities according to their contribution to the consolidated profile. CTBC Venture
Capital's operation in venture capital demonstrates moderate stressed leverage with a
moderate risk position. While the company has a very strong funding base, the liquidity
position is weak, in our view.

— The leasing subsidiary has a weaker profile due to its limited scale in China where
economic risk is high. The company's strong capitalization is a comforting factor for the
rating.

- Weview CTBC Venture Capital as a strategically important entity to Taiwan-based CTBC
FHC group.

— We are assigning our 'twA+' long-term and 'twA-1" short-term issuer credit ratings to CTBC
Venture Capital.

— The positive outlook on the ratings reflects the positive trend of our assessment of China's
economic risk, which could improve the credit profile of the leasing operation and
ultimately the overall credit profile of CTBC Venture Capital.

Rating Action

Taiwan Ratings Corp. today assigned its 'twA+' long-term and 'twA-1" short-term issuer credit
ratings to CTBC Venture Capital Co. Ltd. The outlook on the long-term rating is positive.

Rationale

Our assessment of CTBC Venture Capital's stand-alone credit profile reflects the company's
two major business operations, including venture capital and financial leasing, given the
company acquired its financial leasing subsidiary from an affiliate in March 2021. After the
transaction, CTBC Venture Capital's venture capital and financial leasing business contribute
around 60% and 40%, respectively, of the company's proforma assets and equity. Therefore,
CTBC Venture Capital's stand-alone credit profile reflects the moderate stressed leverage,
moderate risk position, and weak liquidity profile of the venture capital business, as well as
CTBC Leasing's strong capital position despite its limited operating scale in China. The ratings
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on CTBC Venture Capital also reflect our view that CTBC Financial Holding Co. Ltd. (CTBC FHC)
group would provide financial support to the venture capital firm, given the subsidiary's
strategically important group status.

As a wholly owned subsidiary of CTBC FHC group, CTBC Venture Capital has a long operating
track record of about 18 years. The company's operation is highly integrated with the parent
group and most of its management team is assigned by the group and have experience of
working for the parent before joining the venture capital firm. We view CTBC Venture Capital's
operation and strategic decision making as well as its risk control system as highly integrated
with the parent group. The company's business falls within the group's strategy to offer its
clients full-scale financial services. We believe CTBC Venture Capital will receive timely and
sufficient support from CTBC FHC group, given the company's strategically important group
status.

CTBC Venture Capital has helped the parent group to enter the venture capital investment
market and serves as the group's vehicle to support local cultural and athletic businesses.
The subsidiary's reputation is closely linked with that of the parent group, given the shared
name and logo. These support our assessment of CTBC Venture Capital's strategic
importance, despite the company's comparatively limited financial contribution to the parent

group.

The performance of the company's venture capital business is relatively stable compared with
the small domestic capital stock index and CTBC Venture Capital has not reported a loss in the
last five years. The firm has a reasonably diversified investment portfolio with a stable size. Its
investment portfolio includes companies in information technology, communications,
biotechnology, health care, alternative energy, cultural and creative sectors, as well as
traditional industries that have performed well and have demonstrated strong growth
potential.

As of March 2021, around 60% of CTBC Venture Capital's investment was private equity. The
portfolio is slightly skewed towards the information technology industry, which mirrors the
domestic stock market index. In addition, although not exclusively focused on domestic
companies, CTBC Venture Capital has eyed potential investment targets abroad. Also as of
March 2021, private equity funds and equity investments in overseas markets account for
31% of the company's investment portfolio, and most of these investments are in the U.S. We
believe the company's overseas investments may offer some geographic diversification
benefit, offsetting to some extent the portfolio's industry concentration.

The challenge facing the company's venture capital business is the lower value of risk-
adjusted asset as well as lower liquidity coverage under stress scenarios. This is mainly due to
the company's private equity focused investment portfolio and high use of short-term
wholesale funding. Under our base case, we compare the ability of the stressed assets to
cover total recourse liabilities under a moderate stress level. We apply a 60% haircut to
private equity investments (and 50% to listed stocks) to reflect the risk-adjusted value under
this scenario. This results in a ratio of stressed assets to recourse liabilities of only 1.06x.
Besides, the venture capital’s risk position is also moderate due to its relatively higher FX risk
exposure accompanied by its oversea investment. These factors support our assessment of
the venture capital business’ risk-adjusted leverage as weak.

We also assess the liquidity of its venture capital business as weak, which reflects the limited
liquidity of its equity investment as well as its high use of short-term wholesale funding. Given
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60% of the venture capital investments are in non-listed equity holdings, which we believe
have limited liquidity under our base case stress scenario, we view the liquidity of the venture
capital business' investment portfolio to be quite limited. On top of this, the high use of short-
term wholesale funding and the risk that such short-term funding may not be entirely rolled
over in times of stress deepen the risk to its liquidity.

We view the company's very strong funding base as a rating strength, partly offsetting its
weak liquidity profile. This is because of CTBC Venture Capital's stable and permanent capital
base that is entirely composed of equity, along with ample liquidity in the domestic capital
market and ongoing support from the financially stronger parent group.

Our assessment for CTBC Leasing reflects its limited market presence in China's financial
leasing market which could weaken the company's profitability and business stability.
However, the leasing company's strong capital base compared with its risk exposure, as well
its prudent risk control framework inherited from CTBC FHC help to counterbalance this
weakness.

Our assessment for CTBC Leasing's capital, leverage, and earnings is based on our
assumptions that:

e Thecompany will aim for growth of around 12% per year over the next one to two years
and seek to retain 100% of its operating income to support future business expansion,
and

e CTBC Leasing's capitalization reflects a capital injection by CTBC FHC group announced
on August 20, 2021.

Although this capital injection may push the company's risk adjusted capital ratio to around
15%, our lower threshold for an assessment of very strong capitalization, CTBC Leasing's
higher business growth and increasing operating expenses as it expands its physical branch
network could consume this new capital over the next one to two years. We therefore assess
CTBC Leasing's capital, leverage and earning as strong. We assess the company's funding and
liquidity as adequate, despite its sensitivity to market liquidity and the fact its funding and
liquidity is less stable than for local banks' given the leasing firm's higher use of short-term
wholesale funding. These assessments reflect our view of ongoing support from CTBC FHC
group, anchored by its core entity, CTBC Bank, which has adequate funding and strong
liquidity. We see evidence of support from the parent group in the form of a letter of credit
issued to help CTBC Leasing obtain a credit line and the capital injection announced recently.
We do not foresee urgent or unexpected liquidity needs for the leasing company over next one
to two years.

Outlook

The positive rating outlook reflects the potential for that we could upwardly revise our view of
China's economic risk, given the possibility of lower economic imbalances or lower credit risks
in the economy. A lower economic risk assessment for China could enhance the credit profile
of CTBC Venture Capital's leasing arm as well as the company's combined credit profile.

The outlook also reflects our view that CTBC Venture Capital will remain a strategically
important subsidiary of the parent CTBC FHC group and that the parent group credit profile
will remain unchanged over the next one to two years.
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Upward scenario
We may raise our rating on CTBC Venture Capital following a positive revision in China's
economic risk assessment.

Downward scenario
We could revise the outlook to stable if we downwardly revise our economic risk trend for
China to stable.

We could also revise the outlook to stable or lower the rating on CTBC Venture Capital if the
risk-adjusted leverage or liquidity position of the company's venture capital arm weakened,
such as due to a lower cash position, higher growth in the investment portfolio than we
currently forecast, or a higher portion of non-public equity investments.

In addition, we could revise the outlook to stable or lower the rating if the capital strength of its
China-based leasing subsidiary weakens, which could result from faster business expansion
than we currently expect.
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modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of TRC.
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any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation,
lost income or lost profits and opportunity costs or losses caused by negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact.
TRC's opinions, analyses and rating acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any securities or to make any
investment decisions, and do not address the suitability of any security. TRC assumes no obligation to update the Content following publication in any form or format. The
Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. TRC does not act as a fiduciary or an investment advisor except where registered as such. While TRC has obtained information
from sources it believes to be reliable, TRC does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.
Rating-related publications may be published for a variety of reasons that are not necessarily dependent on action by rating committees, including, but not limited to, the
publication of a periodic update on a credit rating and related analyses.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, TRC
reserves the right to assign, withdraw or suspend such acknowledgement at any time and in its sole discretion. TRC disclaims any duty whatsoever arising out of the
assignment, withdrawal or suspension of an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof.

TRC keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,
certain business units of TRC may have information that is not available to other TRC business units. TRC has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process.

TRC receives compensation for its solicited ratings and certain analyses, normally from issuers, originators, arrangers, or underwriters of securities or from obligors. TRC
reserves the right to disseminate its opinions and analyses. TRC’s public ratings and analyses are made available on its Web sites, www.taiwanratings.com (free of charge),
and rrs.taiwanratings.com.tw (subscription), and may be distributed through other means, including via TRC publications and third-party redistributors. Please click here
for any other conflict of interests that may affect the credit rating as requested by the regulator.
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