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Overview

— SinoPac Leasing Corp.'s capitalization is slightly better than our earlier forecast for 2022.

- We have affirmed the "twA+/twA-1" issuer credit ratings on the finance company.

— The negative outlook reflects our view that the company's very strong capitalization could
deplete over the next two years amid potential high business growth.

Rating Action

Taiwan Ratings Corp. today affirmed its 'twA+' long-term and 'twA-1' short-term issuer credit
ratings on SinoPac Leasing. The outlook on the long-term rating remains negative.

Rationale

The affirmation reflects our view that SinoPac Leasing's capitalization is stronger than under our
earlier forecast for 2022. However, we have maintained a negative rating outlook because we
anticipate that the company's potential high growth over the next two years will likely consume
capital and potentially weaken the assessment of SinoPac Leasing's very strong capitalization.
The company's risk profile has grown by a double-digit percentage in 2022, which is a good
rebound from its low base seen in 2020 and 2021. Since 2020, the company has exercised
prudency in its expansion plans amid the spread of the COVID-19 pandemic. However, over the
coming few years, we see likely organic growth for the company's Taiwan book and overseas ship
leasing business. SinoPac Leasing's Greater China portfolio could also see good growth over the
period, given the current low base as the company targets to build a better presence in this
market.

We assess SinoPac leasing's capitalization as very strong, despite potential depletion over the
next two years. The company's risk-adjusted capital (RAC) ratio was 16.5% and 17.0% as of Dec.
31, 2021 and Sept. 30, 2022, respectively. The most recent RAC ratio is before any consideration

of cash dividend for 2022 earnings. Even after considering an assumed 90% cash dividend payout
ratio, the ratio is about 16.3%, which somewhat exceeds our previous forecast of 15.1%. SinoPac

Leasing's 2022 consolidated shareholders' equities benefits from exchange differences on the
translation of foreign financial statements, which partly offset the company's high growth during
the year.

It remains uncertain just how well SinoPac Leasing's geographic diversification in overseas
markets or the company's established niche in the ship leasing market can translate into stable
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and profitable earnings compared with domestic peer leasing companies owned by a financial
holding company or bank. SinoPac Leasing's return on assets is slightly lower than the peer
average and faces some volatility. This was indicated by a one-off event in 2018 and slow
business momentum and worsening asset quality amid pandemic's spread overseas in 2020.

The ratings on SinoPac Leasing continue to reflect our view of very likely support from the
financially stronger parent. That's because we view SinoPac Leasing as a strategically important
member of the parent, SinoPac Holdings group. The ratings also reflect SinoPac Leasing's very
strong capitalization and adequate funding and liquidity, supported by the group's resources.
Counterbalancing factors for the ratings include the company's smaller operating scale than local
finance companies and more aggressive risk appetite to grow in higher-risk countries overseas
such as China.

Outlook

The negative rating outlook on SinoPac Leasing reflects the likelihood of capital pressure over the
next two years, given the company's likely pursuit of high growth. At the same time, we anticipate
SinoPac Leasing will maintain its near peer average asset quality, despite the company's high
growth strategy over the rating horizon. Furthermore, believe the parent group will provide the
necessary support for the leasing company to maintain its credit profile over the next two years.

Downward scenario

We could lower the rating if:

— SinoPac Leasing's stand-alone credit profile weakens. This is likely if the company's
capitalization deteriorates due to an overly aggressive increase in exposure to high economic
risk countries over the coming two years or if the company cannot improve its earnings
stability due to weakened competitiveness or unexpected operating losses from an increase
in bad debt provisions amid high business growth; or

— The consolidated group credit profile deteriorates under the scenario that the core banking
subsidiary, Bank SinoPac, is unable to maintain its strong capitalization.

Upward scenario

We could revise the outlook back to stable if:

— SinoPac Leasing maintains a very strong capital over the next two years; or

— The company can sustain its overall credit profile through a track record of earnings stability
and satisfactory asset quality as the leasing company achieves its growth target through a
gradually enhanced business position and geographical diversification.
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Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors, have specific meanings ascribed to them in
our criteria, and should therefore be read in conjunction with such criteria. Please see Ratings Criteria at www.taiwanratings.com for further information.
Complete ratings information is available to subscribers of Rating Research Service at rrs.taiwanratings.com.tw. All ratings affected by this rating action can
be found on Taiwan Ratings' public website at www.taiwanratings.com.

Copyright © by Taiwan Ratings Corp. All rights reserved.
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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
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