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|. Financial Status

BBINRLER DR
BN FrE® 7T Unit: NT$1000
. o1 2005 7= 5% Difference
JHH ltem 934E 2004 —
H HFEE E £-%H Amount %
B FEREZE Total Assets 4,247,023,350 3,920,362,773 326,660,577 8.33%
& {E#E%HE Total Liability 4,159,444,838 3,843,247,464 316,197,374 8.23%
5 DRFE A 87,578,512 77,115,309 10,463,203 13.57%
Total Shareholder Equity|
MR EER AL T Explanation of Increase/Decrease:
1. B A F RS 1326,660,5771- 5 » £ 3 1. T_otal assets have incrgased by NT$326,660,577,000
since the previous Period, mainly due to
% (1) A decrease of NT$109,875,893,000 in due from
A A rAEE S UR Central Bank and Other Banks
(1) Blsg BA7 BURAT R 109,875,893F (2) An increase of NT$67,829,015,000 in due from
JC ° Central Bank
(2) (FHO 7H 1167,829,015T- ¢ (3) An increase of NT$12,907,671,000 in short-term
H ) , ° investment
o HRS 5 e T o (4) An increase of NT$4,507,469,000 in receivables
(3) ke BT E I 112,907,671 7T
B (5) An crease of NT$8,277,995,000 in payables and
(4) FE WK JEH 04,507 ,469T- 7T ° others
() 1B LS8 277,995 7 ) oo of S22l 0 et
(6) Mk h5,169,603F 7T © investment I
(7) = HA¥ &g 71338,374,063T- 7T ° 2. Total liabilities have increased by NT$316,197,374,000
e " e 1 . since the previous Period, mainly due to
2. B {FARE R IR 1316,197,374F T » £ (1) An increase NT$10,023,000,000 in due to banks
z. (2) A decrease of NT$63,141,210,000 in bonds sold
f d h t
P B under repurchase agreemen
(1) SRATIR) 247 B0 H1110,023,000F 7t - (3) An increase of NT$ 336,581,568,000 in deposits and
(2) Wit B (2% 43 v 63,141,210 7T < remittances o
. (4) An increase of NT$32,108,051,000 in provision for
(3) 17wk Fe [ M 11 336,581,568F 7T ° operating reserve
(4) %5 sEHE (Y 132,108,055 7T - 3. Total assets have increased by 10,463,203,000 since the
3, o A SRR b BP0 10,463, 2037 T¢ 0 tp)revious geriod due to the net income of for this period
: Lol ¢ ' ' eing NT$12,817,860,000.

+ R AR 5] 12,817,860T 7T ©
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T RRERR
I1. Operating Result

(—) BSE_EEEHEIA - 2MammR (1) Main Reason for Major Changes in
Operating Revenue, Net Operating

RUflih S A %8 EBRE Income, and Income Before Tax in the

Most Recent 2 Years

SN FLEER DR
BET 2 e ®TTTUnit: NT$1000
k) 4o%E 55k 9
% H ltem Q44E2005 | 034FME2004 | CCPSEZEH Amount EELE%
Increase (Decrease)  Difference Ratio
=I5 A Operating Revenue 336,398,897 304,864,006 31,534,891 10.34
R A Operating Costs 295,595,401 267,191,515 28,403,886 10.63
ZHEF|Operating Profit 40,803,496 37,672,491 3,131,005 8.31
% Operating Expenses 27,251,898 24,407,582 2,844,316 11.65
== F]%= Operating Income 13,551,598 13,264,909 286,689 2.16
PrEm
E'%Mw\ 337,248 620,277 (283,029) (45.63)
Non-operating Income
T
E%9+§ﬁ_ 1,033,880 1,187,162 (153,282) (12.91)
Non-operating Expenses
FRi1EF] Income Before Tax 12,854,966 12,698,024 156,942 1.24
15467 (& IF=
el e _ 37,106 12,698 24,408 192.22
Income Tax (Expenses) Gains
Hit%1% % Net Income 12,817,860 12,685,326 132,534 1.04
YRR L {558 Bl o> ARER A Explanation and Analysis of Increase/Decrease Ratio
e o - B Change:
1. %8 WAL | A 131,534,891 7T » & 1. Operating income increased by 31,534,891,000, mainly
1% - due to
e (1) A netincrease of NT$15,323,339,000 in interest
(1) FIEHC AR FIZE B g 15,323,339F income caused by an increase of interest rates.
IT o (2) An increase of NT$5,831,965,000 in insurance
. premium
(2) R A 15,831,965 7T © (3) An increase of NT$6,697,574,000 in reversal of
5 o — premium reserve
(3) Wi [mIf 25 4E 6545 /16,697, 5741 7T (4) An increase of NT$3,506,370,000 in investment
(4) £ EF) 424 h113,506,370T- 7T income
e A g 5 - BH IS -, Ein 2. Operating costs increased by NT$28,403,886,000 since
2. BRI R /1128,403,886T 7T > L2 the previous period, mainly due to
1% - (1) An increase of NT$9,701,452,000 in interest
e o expenses caused by an increase of interest rates
(1) PSS RIS B 71 M0 9,701,452T (2) An increase of NT$ 6,678,333,000 in claims and
IT © benefits
e Ha s G A . (3) An increase of NT$7,179,748,000 in provisions for
(2) {5 Ptk sRER KA 1T #9110 6,678,333F 7T © unearned premium reserve and claims reserve
(3) ?Eﬁf%g'&ik(kﬁﬁ%’ﬂ@ﬁﬁ&m? 179 748:|:‘ (4) An increase of NT$4,116,029,000 in the losses on
o - ) 5 ’ ' foreign exchange caused by an expanded overseas
JC ° investment

(4) AR S IR K BV R B T e 04,116,029 3. Non-operating income decreased by NT$283,029,000

since the previous period, mainly due to

Fite (1) An increase of NT$203,029,000 in the losses on
3. %%9*”&)\$§J:,ﬁﬂ?§§?}ﬁ’)283,029?ﬁ: LA forelgn exchange caused by. expanded overseas
investment of insurance capital
(1) & ¥F!) SR A 0 B B #5eE ST i (2) A decrease of NT$461,002,000 in the overdue

. account income
203,067 7T
m . L . B 4. Non-operating expenses decreased by NT$153,282,000
(2) H {3 HAR U A 7L 461,002 7T © since the previous period, mainly due to
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4. % ZEH S e EHBR ) 153,282 7T 0 FE AR
(1) & T (K 1B f B 22 (K] & #9128 2 S i s b
360,124T- 7T -
(2) & EEIFFEHE I 11300,049F 7T ©
(3) 4 fatE Jii 21> 91,545F 7T »

(Z) FEEBERRAKE  TEEXH
BEFRSD—FEXEEER - BE
FBETER  WEAIRRBRESR
FLIEE] - (RSREXREEEEX
BER (8118) -

(=) EFEER

1 SEEEZETT 80 B ARG W - LI TR
FUAA » SR AT IR -

2. 03 BRI E - dei E B E ARE -

3. HERAF R RIS - e FHERIE ) -

4. sEIA BEHRAE - R IATS 15 i AR

=~ Bl

(=) BREFEREEDH - HRETRT
IR IAFE TEXEFEBIREMRE
LUBBIIRBHREABH - AP
BT

(1) A decrease of NT$360,124,000 in operating costs
caused by the expenditures of employee's furlough
allowance switched to operating expenses.

(2) An increase of NT$300,049,000 in the losses on
assets

(3) A decrease of NT$91,545,000 in the losses on foreign
exchange

(1) Anticipated Business Goals and Their
Basis: Business goals for the current fiscal year were
determined by evaluating operating results from the
previous year along with current business
implementation status, and adjusted for the coming year.
For details, please see the Major Targets for 2006 on
page 11, Business Report.

(111) Countermeasures

1. Strengthen cross-selling market and affiliations to
increase handling fee and commission income source,
and improve operations structure.

2. Accelerate the disposal of unutilized assets to increase
capital circulation.

3. Expand the interest margin for deposits and loans to
enhance profitability.

4. Strengthen financial operation and increase financial
investment returns.

I11. Cash Flow

(1) Cash Flow Analysis for the Most Recent
Two Years: Not applicable as the Company's
operating activity cash flow is exactly the same as the
cash out flow in the most recent two years.

(1) Analysis of Cash Liquidity for the Next

Year:
(Z) RER—FIRSHREED :
BT #FrE®F7T Unit: NT$ Thousand
HRRJER 22 Bty THEF K E THEF RFH & THEH B FER THE B A R BE < fil R E
B 4 BREE EEERER I AR (FRE) BE Strategies for Redeeming Estimated
Cash and Cash | &:ifi& Estimated Cash | Estimated Cash | Insufficient Cash Amount
Equivalents, Estimated Net Injection for the | Balance Rl T E FHEAE |-
Beginning Cash Flow from | Entire Year (Insufficient) Financing Plan | Finance
the Yeais Management Plgn
Operation
1,533,090,472 40,866,330 45,204 1,574,002,006 |- -

1. OS5 FEHA it B ENIE 0 HT

(1) B E) - ERAHE R AMRETLEE
FIWA ZFHEWA ©

(2) BeEih g - £ R B A 2 B &
PR AR E TR ZIF BB IRA o

0

(3) MEIEH) - R R FHES R &R {E S

1. Analysis of cash flow status change in the current fiscal
year:

(1) Operating activities: Mainly, a funds shift from
estimated operating income growth to operating
income net cash inflow.

(2) Investing activities: Mainly, financing activities cash
inflow caused by a decrease in estimated current
financial assets.

(3) Financing activities: Mainly, the net cash out flow
from financing activities caused by a decrease in

Chunghwa Post Annual Report @9
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VB T N B2 P e <
2. TR % AL A 2 R R BT AT -
R -
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BB RE

o~ RS R

AT E T HIBFKAF

(—) aEBaRZARBERAT

TAZHENE OB I » 3440 AU A WA S T S
20(87T » BAT LS 2 (M - A2 mIRE A 1 BOES
1508 » M HERF F#8£50.75% o %28 AlHRH A
FE A I B 4 I FS 1,24 78 > A% 4 ) A 7
1864 7T -

(Z) hERERDBRAT

THEBESSEE L > LR EAREEHZWE2
(5T BITIRER2 T8 RAAF A KR ER800
B R AR EA40% » IRIEE LR K B
BB s 242585 T »

(=) BEERAKRDBRAT

TAZHENE OB T LI » 3440 AU A WA AR T S
A0(ETT » FAT IRBAS 4 (M - AR A IR B
4558 [ EHERSH A5/ 1.14% < A FITHE A6
FE R BB FI £ 1.3 7T » A% 2 w1 AT S ACHT 32 5591
5Tt

AN 1 gt B

(—) RAEREREEREFEERER
1. B T AR A

(1) #Hg

RN FIE S G RE E L AR R E T2
SR GHERR H T & 2 AR B G B AR i
B e

(2 RiEHEAY

FEPE AR ak B iR B R A g - A B R
EHPOR Wi E LB B AL 2B PERRE - [R5
R T30 % S YRR o A AR 2 B S PR PP o % IH L
EHTAE-

estimated deposits, remittances and financial
debentures.
2. Strategies for redeeming estimated insufficient cash
amount and fluidity analysis: Not applicable.

IV. Effects of Major Capital
Expenditures in the Most Recent
Fiscal Year on Financial
Transaction: None

V. Reinvestment Policy for in the
Most Recent Fiscal Year:

The company had made reinvestments in the following
three companies:

(1) Taiwan Futures Exchange:

At the end of 2006, Taiwan Futures Exchange is
expected to have capital of NT$2 billion, with 200 million
shares of stocks issued. Chunghwa Post holds 1.5 million
shares of the Taiwan Futures Exchange, or 0.75% of its
outstanding common stock. TFE expects to pay a cash
dividend of NT$1.24 per share this year, which means
Chunghwa Post will be getting NT$1.86 million.

(1) Chunghwa Express Corp.:

At the end of 2006, Chunghwa Express Corp. is expected
to have capital of NT$200 million, with 20 million shares of
stocks issued. The company holds 8 million shares of
Chunghwa Express Corp., or 40% of its outstanding common
stock. Investment income on long-term equity investment
under the equity method is NT$4,255,000.

(111) Financial Information Service Co., Ltd.:

At the end of 2006, Financial Information Service Co.,
Ltd. is expected to have capital of NT$4 billion, with 400
million shares of stock issued. The company holds 4.55
million shares of Financial Information Service Co., Ltd., or
1.14% of its outstanding common stock. Financial
Information Service Co., Ltd. expects to pay a cash dividend
of NT$1.3 per share this year, which means Chunghwa Post
will be getting NT$5,915,000.

VI. Risk Management

(1) Company Risk Management, Structure
and Policy

1. Risk Management Structure

(1) Board of Directors

The board is ultimately responsible for the company's
risk management and it must ensure that the risk management
program is a good match with the company's operational
environment and would help to further its goals.

(2) Risk Management Committee

Reporting directly to top management, the Risk
Management Committee is in charge of drafting up the
company's risk management policies, establishing a set of
standards for qualitative and quantitative management, as
well as coordinating the risk management efforts of various
departments.
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(3) Risk Management Unit

The Risk Management Department, under the
supervision of the President, is charged with collecting and
analyzing market risk, interest rate risk and liquidity risk,
drawing up risk measurement indicators, monitoring risk
management measures for its derivative hedging activities to
ensure legal compliance, and making periodic reports to the
president and the board of directors.

2. Policies

To ensure the integrity of the company's risk
management system, to firmly implement its risk
management program as a check and balance mechanism, and
to raise the performance of the division of labor in risk
management, the company has established risk management
policies as an internal mechanism to provide guidance for the
execution of its risk management program.

1. General Periodic Disclosures

(1) Strategies and Procedures

Capital deployment and management

The company has established a Capital Deployment
Committee as well as’Guidelines for the Management of
Postal Capital Deploymehtand “Risk Management
Procedures for Capital DeployméhtThese lay out rules
limiting capital deployments and instituting authorized limit
for various capital deployments, so as to efficiently deploy
the company's capital and enhance the management of its
investment risk.

The company has also drawn (iprocedures for
Derivative Hedging Activities of Chunghwa Pdsand a set
of internal control rules for its derivative hedging activities to
strengthen the risk management and internal control of its
derivative hedging activities.

Management of Derivative Instruments

Credit Risk: The company only deals with credible
financial institutions, and therefore bears little credit risk.

Market Risk: The company enters into foreign exchange
forwards and swaps as well as Taiwan stock index futures and
options to hedge portions of its foreign currency assets and
equity price exposure. Hence, fluctuations of exchange rates
and equity prices are offset and the market risk is low.

Liquidity Risk and Cash Flow Risk: The nominal
principal of derivative instrument contracts is usually used to
calculate the amount receivable and payable and not the
actual amount paid or cash needed. The actual settlement
amount is usually smaller than the nominal amount. The
company's foreign currency assets are highly liquid and so it
should have enough foreign currency to support its
transactions, and foreign exchange forward contracts that are
due are mostly renewed; in addition, payments for other
derivative instrument contracts are all paid, so there is no
funding risk. What's more, the exchange rates of derivative
financial instrument contracts are already set, so as far as its
futures and option contracts are concerned, the company will
only have to deposit additional funds when its account falls

Chunghwa Post Annual Report ( 90 91
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below the maintenance margin requirement. Therefore, there
shouldn't be too much of a cash flow risk.

Financial Product Management Involving Off-Balance
Sheet Credit Risk

The banking and life insurance departments of the
company make credit commitments for its loan business. The
company always performs a thorough credit assessment
before committing to lending. Its strategy is to ask for an
appropriate mortgage before loan disbursements to certain
clients. When any of these clients break the contracts, the
company will enforce these mortgages or other mortgaged
rights.

Concentration of Credit Risk

The potential major credit risk of the company's banking
sector exists in the CDs deposited in other banks. In order to
lower credit risk, the company regularly assesses the financial
status of these banks to make timely adjustments and assess
the possibility of withdrawing these deposits.

Interest Rates and Liquidity Management

In order to strengthen its interest rates and liquidity risk
management as well as to raise its capital efficiency, the
company has drawn upGuidelines for Interest Rate Risk
Managemerit and “Guidelines for Postal Capital Liquidity
Risk Management.

It prepares a monthly Interest-Rate-Sensitive Balance
Sheet to control the rate sensitive gap; and prepares a New
Taiwan Dollar Cash Flow Gap Analysis every ten days and a
Maturity Analysis of Assets and Liabilities every quarter to
manage liquidity risk.

(2) The Scope and Characteristics of Risk Reports and
Risk Assessment System

An annual risk report is made to the company's Risk
Management Committee and Board of Directors. The report
provides a summary about the execution of internal limit
restrictions and integrated information about market risk,
credit risk, liquidity risk, operational risk and other risks.

(3) Hedging Policy, strategies and procedures to monitor
the continual effectiveness of its hedging program

The company enters into foreign exchange forwards and
swaps to hedge against foreign exchange rate fluctuations, not
for trading purposes. The goal of the company's hedging
strategies is to help the company avoid market risk as much
as possible. The company uses derivatives, which have a high
negative correlation of fair value change of the hedged item,
as hedging tools and regularly evaluates them.

The company enters into Taiwan stock index futures and
options to hedge against market volatility in the domestic
stock market.

To evaluate hedging gains and losses, evaluation of
hedge performance is made according to market values at
least twice a month. The results are reported to the president
of the company regularly and to the company's Risk
Management Committee and Board of Directors monthly.
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2. Credit Risk
(1) & AN2E H On Book Items

xRIEE—EHEEEETEEZE On Book Items — Credit Risk Risk-Based Assets

94F 12 H31 H & : Hiea¥&Fx December 31, 2005, Unit: NT$1000
5 =i i 2 B\ JE\fE AR

Item Applicable Risk Weights Risk-Weighted Assets
ENEIN 0% 0
Domestic Government Bonds
0T BT R aE L A 10% 231,943
Conditioned-Guaranteed Debt Due from Local
Government
AEERT T OREE < [ 20% 250,706,711
Conditioned-Guaranteed Debt Due from Domestic
Banks
{EEEHGR Residence Real Estate Mortgage Loans 50% 0
HiAth Others 100% 52,549,180
&t Total 303,487,834

(2) F 4128 H off Book Items

FTHNEB (ESREERREEEZE Off Book Items — Credit Risk Risk-Based Assets

94F 128318 il : iea#s{F5t December 31, 2005, Unit: NT$1000
H =i JaE & FE
Item Risk-Weighted Assets

—WR X945 5 General Off Book Transactions 0
AR &, Derivative Financial Instruments 888,407
FEEFME BRI E & 5,699
(RP) Bills/Bonds Repurchase Agreement Liabilities

B &5 [0 ' SRR TR E 514
(RS) Bills/Bonds Reverse Repurchase Investment

#at Total 894,620

(3) B EFHMEDH AT -Fik - fELAIG I
HASIU SR . ERE TR T 2 8 770 ~ 4%
17T HERH ~ PAEBR A b BT IR BRAH - M
3. (L BARAG HEm S R E A .20
g BUEN B ARNECEEMEG - EEHE
LN

(3) As the Founding Institution, Categories of the
Securities Issued by Trusts and Transferred Assets,
Total Issuance Amounts, Current Balance and Self-
Redeemed Balance for the Season Prior to the Annual
Report Printing Date: None

3. Items for Disclosure for Each Type of Internal Model

Method Applicable Asset Combination, for Banks Using

Internal Models to Calculate Requisite Market Risk

Funds: None
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BERBEZFIEADHT Analysis of Assets and Liabilities Maturity
94 F12 831 H &84 : FiIi#{Fr December 31, 2005 Unit:NT1000

FEEIHA H | e AN 255
= Amount Outstanding by Remaining Time to Maturity
o &
1L
Total 0-30K 31-90K 91-180K 181 R-14F Ovifi ar
0-30 Days 31-90 Days | 91-180 Days | 181 Days-1 Yea
B EEAssets 3,801,960,572| 912,449,925 520,042,799| 621,160,696 1,176,214,528 572,092,624
& {ELiabilities| 3,723,213,552| 1,558,566,409 435,501,916/ 519,448,088 1,061,519,366/ 148,177,773
r1Gap 78,747,020 -646,116,484 84,540,883 101,712,608 114,695,162| 423,914,851
SRR T
Accumulated -646,116,484| -561,575,601| -459,862,993| -345,167,831 78,747,020
Gap

it T ARSI RS -

Note: This chart does not include foreign currency and insurance business.

BERNEEBURKEREE LT
BEBEERRIEENR : #

(=)

(P0) FH=oi R E XL AT BHER
FERAEEN - 8

(1) RIERALHRBAZEEREEE
i R

(7%) ETH B FRHA M RO RERL B - R

(B) BAREX R FH NG R IER
bR« R

(N\) REBEATEER <@ R

A% A AR AS B AR Bt be TR
Sl P TR R SRS ) AL o O BRI P
)

<]

&
#h

(7)) BEBALEHNAZTEREL
=

(111) Effects of Major International and
Domestic Policy Changes on the
Company’s Financial Business and
Countermeasures: None

(1V) Effects of Technological and Industry
Changes on the Company s Financial
Business and Countermeasures: None

(V) Effects of Company Image Changes on
the Company ’s Financial Business and
Countermeasures: None

(VI) Expected Benefits and Potential Risks
of Mergers and Acquisitions: None

(VII) Expected Benefits and Potential Risks
of Business Base Expansion: None

(VIII) Business Concentration Risk:

The company's credit extension and investment business
is operated under thé‘Guidelines for the Management of
Postal Capital Deploymefit and must be kept within
specified limits.

(I1X) Effects of the Change in Right of
Authority for the Company and its
Risks: None
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(X) In the Matter of Litigation or Non-
litigation Events, Lists Made of
Litigation Results, Major Litigations
and Non-litigations Pending, or
Administrative Appeals Involving the
Company and Company Directors,
Supervisors, Presidents, Major
Shareholders Possessing Greater than
1% of Outstanding Shares, and
Subsidiaries. For Those Results That
May Greatly Effect the Rights of
Depositors and Shareholders, a
Disclosure of Details Involving the
Disputes, the Bid Amount, Litigation
Starting Date, Major Litigants, and
Their Status As of the Annual Report
Print Date: None

(X1) Other Major Risks:

This Company is one hundred percent run and owned by
the government, the management measures are done strictly
in accordance with regulations and stipulations. Working
plans on business and risk management are specified every
year. It ensures to lower the management risk and fit the rules
that all departments and units check the plans and fill related
forms every season.

VII. Crisis Management Mechanisms:
Besides putting together the Emergency Disaster
Response Strategies Handbook, the Chunghwa Post has set

up itemized business crisis resolutions and response policies,
which are assessed and updated periodically.

VIII. Other Important Items: None
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