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Jason Fu, CFA

- We assess The Shanghai Commercial & Savings Bank Ltd.'s (SCSB's) revenue

diversification and earnings resilience have weakened as a result of the deteriorating asset
quality of its Hong Kong subsidiary. The bank's past niche in cross-strait corporate banking
may not generate a better performance relative to mid-size Taiwan banks over the next two
years.

The bank's prudent capital management and efforts to diversify its Hong Kong business
concentration away from property lending underpin SCSB's consolidated capital and
earnings.

We have therefore lowered our long-term issuer credit rating on SCSB to 'twAA-' from "twAA'
and affirmed the 'twA-1+' short-term rating.

The stable rating outlook reflects our view of the bank's strong capital buffer against
potential credit losses.
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Taiwan Ratings Corp today lowered its long-term issuer credit rating on SCSB to 'twAA-" from
"twAA' and affirmed the 'twA-1+' short-term rating. The outlook on the long-term ratings is stable.

Rationale

SCSB's overall asset quality has weakened due to the bank's concentrated overseas property
loan portfolio in distressed real estate markets in Hong Kong and the U.S. In particular, the asset
quality of SCSB's 57.6%-owned Hong Kong-based subsidiary, Shanghai Commercial Bank Ltd.
(SCB-HK) has deteriorated rapidly over the past few quarters and is below the average of its Hong
Kong peers. SCSB's consolidated nonperforming asset (NPA) ratio was around 2% at the end of
June 2025. This includes property loans in Hong Kong and the U.S. underwritten before the recent
pandemic which have become delinqguent due to the unfavorable commercial real estate market in
these regions. We anticipate SCSB's credit costs will remain higher than the historical norm over
the next two years and weigh on the bank's profitability.
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We see SCSB maintaining strong capitalization with a satisfactory buffer for credit losses in
2025-2027. We forecast the bank's consolidated risk-adjusted capital (RAC) ratio will remain
above 10% over the next two years. SCSB has tightened its real estate lending in Hong Kong over
the past few years and has maintained an above-average capital adequacy ratio. We also believe
the bank's strategy to diversify its Hong Kong business away from property lending and into
underwriting more trade finance, utilities, or blue-chip companies will gradually soften the bank's
concentration risk. In our view, SCSB's strong capital buffer and moderate risk appetite can
somewhat offset the impact of potential credit losses in Hong Kong and U.S. property sectors.

Diversification benefits and earnings performance trend close to those of local mid-sized banks
despite SCSB's better geographic presence. In our view, SCSB has an established franchise in
trade finance and cross-strait corporate banking, with a better geographical presence than local
banking peers in Taiwan. However, we believe such diversification will likely generate limited
benefit for SCSB over the next few years. We forecast the bank's operating performance will be
similar to other mid-sized banks in Taiwan over the same period.

Outlook

The stable rating outlook reflects our view that SCSB's consolidated risk profile remains
comparable to similar rated local peers. The bank's asset quality has been on a deteriorating trend
due to the above-average concentration of SCB-HK in the property sector over the past few
quarters. However, we believe SCSB's sufficient capital buffer can absorb potential credit losses
and sustain its strong capital and earnings over the next two years. We also expect the bank's
credit costs will not increase beyond the recent high level recorded in 2024-2025.

Downward scenario
We may lower the rating on SCSB if:
e The bank's consolidated asset quality deteriorates to become much worse than similarly
rated peers in Taiwan and Hong Kong; or
e The bank's credit costs remain high and weaken its capitalization over the next two years. A
RAC ratio consistently below 10% would indicate such deterioration.

Upward scenario

We could upgrade SCSB if the bank strengthens its capitalization over the next two years as
demonstrated by the RAC ratio consistently above 15%. Possible sources for such improvement
include higher retained earnings with improving earnings capacity and prudent business
expansion.

Ratings Score Snapshot

Issuer credit rating: twAA-/Stable/twA-1+
Stand-alone credit profile: bbb+
Anchor: bbb

Business position: Adequate (0)

Capital and earnings: Strong (+1)

Risk position: Adequate (0)

Funding and Liquidity: Adequate and Adequate (0)
Comparable rating analysis: 0
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Support: 0
ALAC support: 0
GRE support: 0
Group support: 0

Sovereign support: 0

Additional factors: 0
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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.
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