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VIII.Financial Status, Operating Results and Risk Management

I. Financial Status

Unit: NT$1,000

Difference
Item 2009 2008
Amount %
Total Assets 5,322,510,365 5,048,486,991 274,023,374 5.43
Total Liabilities 5,213,609,185 5,019,876,996 193,732,189 3.86
Total Owners' Equity 108,901,180 28,609,995 80,291,185 280.64

Explanation of Increase/ Decrease:

1. Total assets have increased by NT$ 274,023,374,000 over the previous period mainly due to:

(1) A decrease of NT$134,353,032,000 in due from Central Bank and other banks.

(2) An increase of NT$ 74,362,880,000 in due from Central Bank.

(3) A decrease of NT$ 54,644,897,000 in financial assets at fair value through income statement.

(4) A decrease of NT$ 7,704,971,000 in bonds sold under resale agreements.

(5) An increase of NT$ 2,809,213,000 in discounts and loans.

(6) An increase of NT$407,491,735,000 in funds and investment.

(7) A decrease of NT$ 324,344,000 in fixed assets.

(8) A decrease of NT$ 13,613,210,000 in other assets.

2. Total liabilities have increased by NT$ 193,732,189,000 over the previous period mainly due to:

(1) An increase of NT$ 96,130,809,000 in deposits and remittances

(2) An increase of NT$ 138,407,463,000 in provision for operation reserve.

(3) A decrease of NT$ 15,613,074,000 in bonds sold under repurchase agreements.

(4) A decrease of NT$ 25,193,009,000 in other liabilities.

3. Total owners' equity has increased by NT$ 80,291,185,000 over the previous period due to:

(1) An increase of NT$10,724,809,000 in retained earning.

(2) An increase of NT$ 69,566,376,000 in other owners' equity.

Il. Operating Results

Financial Status Comparison and Analysis

Unit: NT$1,000

Increased/ Decreased

Item 2009 2008 Amount Percent Change
Operating Revenue 287,710,355 451,127,565 (163,417,210) (36.22)
Operating Costs 248,964,635 413,352,943 (164,388,308) (39.77)
Operating Profit 38,745,720 37,774,622 971,098 2.57
Operating Expenses 24,926,537 26,289,972 (1,363,435) (5.19)
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Operating Income 13,819,183 11,484,650 2,334,533 20.33
Non-operating Income 219,306 232,065 (12,759) (5.50)
Non-operating Expenses 159,613 258,510 (98,897) (38.26)
Income Before Tax 13,878,876 11,458,205 2,420,671 21.13
Income Tax Expenses 3,154,067 1,322,665 1,831,402 138.46
Net Income 10,724,809 10,135,540 589,269 5.81

Analysis on percentage change:

1. Operating income has decreased by NT$ 163,417,210,000 mainly due to:
(1) A decrease of NT$43,093,566,000 interest income due to falling interest rate brought about by the global financial tsunami.
(2) An increase of NT$7,991,727,000 in insurance premium.

(3) A decrease of NT$122,935,778,000 in recovered premium due to the switch from selling the 5-year policies to 6-year ones

after the company was incorporatized in 2003.

(4) A decrease of NT$5,379,593,000 in other operating revenue.

2. Operating costs have decreased by NT$164,388,308,000 mainly due to:

(1) A decrease of NT$ 40,365,365,000 in interest expense due to falling interest rate brought about by the global financial

tsunami.

(2) A decrease of NT$ 123,246,510,000 in claims and benefits due to the switch from selling the 5-year policies to 6-year ones

after the company was incorporatized in 2003.
(3) An increase of NT$ 8,797,136,000 in provisions for unearned premium reserve and claims reserve.

(4) A decrease of NT$ 9,573,569,000 in other operation costs.

3. Non-operating income decreased by NT$ 12,759,000 mainly due to a decrease in overdue account income.

4. Non-operating expenses decreased by NT$ 98,897,000 mainly due to a decrease in loses on assets.

business goals for the current fiscal year were determined in
accordance with operating results from the previous year, the current business situation, and future trends. For details, please
refer to page 10, (II)Major Business Targets for 2010.

please refer to page 9, II. 2010 Business Plan Outline, (I) Business Policy.

[1l. Analysis of Cash Liquidity :

Item 2009 2008 Growth
Cash Liquidity Percentage 209.76% 8.43% 201.33%
Cash Flow Adequacy Ratio 472.85%| Non-applicable (N.A.)
Cash Reinvestment Ratio 3.55% 0.10% 3.45%

Note: Cash flow adequacy raito of 2008 was negative and therefore has no significance for analysis.
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Unit: NT$ 1,000

. . Contingency Plans for Projected Insuf-
Cash and Cash |Projected Net Cash| Projected Cash In- . . o
. Projected Cash ficient Cash Position

Equivalents, Be- Flow from the flow (Outflow) for ]

.. . . . Balance . . Finance Manage-
ginning of Period | Year’s Operation the Entire Year Financing Plan

ment Plan
1,509,444,762 53,873,137 (588,972,432) 974,345,467 No Data No Data

(1) Operating activities: Mainly due to the net cash inflow from the increase of projected net income and adjustments for non-

cash items.
(2) Investing activities: Mainly due to the net cash inflow from investing the net decrease of projected current financial assets.
(3) Financing activities: Mainly due to the net cash outflow from financing activities from the net decrease or projected deposits,
remittances and financial debentures.
(4) Contingency plans for projected insufficient cash position and iquidity analysis: not applicable.

(5) This table is compiled in accordance with the 2010 budget of company approved by the Executive Yuan.

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

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

At the end of 2009, the Taiwan Futures Exchange (TFE) is expected to have capital of NT$ 2,504.68 million with 250.47 million
stock shares issued. The company holds 1,878,506 shares of stocks issued, or 0.75% of its outstanding common stocks. TFE expects
to pay a cash dividend ofNT$1.0 and stock dividend of 0.67per share this year, which means the company will be getting NT$
1,879,000 as cash dividend and 125,860 shares as stock dividend.

At the end of 2009, Chunghwa Express Corp. is expected to have capital of NT$ 100 million, with 10 million of stocks issued.
The company holds 4 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$6,621,000.

At the end of 2009, Financial Information Service Co., Ltd. is expected to have capital of NT$ 4 billion, with 400 million
of stocks 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$ 2.40 per share this year which means
the company will be getting NT$10,920,000 as cash dividend.

V1. Risk Management

1. Credit Risk Management System

Item Description

1.Credit Risk Strategy, Goals, Policy and Flow The Company has drawn up “Guidelines for the Management
of Postal Capital Deployment” which stipulates counterparties
of various capital deployments or minimum credit rating for the
issuing institutions. The company evaluates the financial status
of its counterparties periodically so as to review and adjust the

limit when necessary.
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2.Credit Risk Management Organization and
Structure

The company has the “Risk Management Committee” which
is convened by the Chairperson and consists of the President,
Vice President, and executives of all departments. The committee
holds a meeting every month and may hold impromptu meetings
as necessary. The committee is responsible for reviewing the risk
exposure of the overall credit of the company.

The Department of Fund Operations is the credit risk
management unit of the investment in all the financial products;
the Department of Life Insurance is the managing unit of]
simple life insurance real estate mortgage loan business. An
independent risk management section supervises risk and
compiles relative risk management document in order to help
high level management of the company to draw up relative

strategic decisions.

3.The Scope and Characteristics of Credit Risk
Reports and Credit Risk Assessment System

The risk management unit of CHP regularly submits credit risk
reports to the Risk Management Committee and the BOD. The
report content includes risk status of life insurance loans, loans
to related parties, calling loans from and to banks and mortgage-

backed securities investment.

4.Hedging or Risk Mitigation Policy, Strategies and
Procedures to Monitor the Continual Effectiveness

of its Hedging Program

Postal simple life insurance real estate mortgage loan business
stipulates strict credit rating system and operational guidelines.
Before loan disbursements to certain clients, the company
would ask that the loan amount set within the evaluated value
of the mortgage. When any of these clients break the contracts,
the company will enforce these mortgages or other mortgaged

rights.

5.Methods of regulatory capital accruement

Regulatory capital accruement dose not apply to CHP.

2. Risk Management System of Asset Backed Securitiza

tion

Item

Description

1.Asset Backed Securitization Management Strategy
and Flow

The Company does not act as an originating bank of asset backed
securitization and is simply an investor for the merchandise. The
Company has drawn up the “Guidelines for the Management
of Postal Capital Deployment” which stipulates the minimum
credit rating for the asset backed securitization merchandise
and contracted institutions with regard to the investment of the
merchandise and submit to relative responsible superior officials
based on authorized amount for approval when operating

transactions.
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2.Asset Backed Securitization Management

Organization and Structure

The company has the “Risk Management Committee” which
is convened by the Chairperson and consists of the President,
Vice President, and executives of all departments. The committee
holds a meeting every month and may hold impromptu meetings
as necessary. The committee is responsible for reviewing the risk

exposure of the securitization of the assets of the company.

The Department of Fund Operations closely watches issuing
status of the market. And evaluate whether or not the risk to be
borne goes to in accordance with strategies, goals, risk policy
and limits in advance. An independent risk management section
supervises risk and compiles relative risk management document
in order to help high level management of the company to draw

up relative strategic decisions.

3. The Scope and Characteristics of Asset Backed
Securitization Risk Reports and Risk Assessment

The company invests in securized commodities and hold them
mostly until expiration. Related risk information is submitted to

the Risk Management Committee and the Board of Directors.

4.Asset Backed Securitization Hedging or Risk
Mitigation Policy, Strategies and Procedures to
Monitor the Continual Effectiveness of its Hedging
Program

The company mainly invests in foreign securitized commodities
and holds them mostly until expiration and therefore continues
to enter into foreign exchange forwards and swaps to hedge
against the risk of fluctuation of foreign exchange and regularly

reviews the hedge results.

5. Methods of regulatory capital accruement

Regulatory capital accruement dose not apply to CHP.

3. Operational Risk Management System

Item

Description

1.Operational Risk Management Strategy and Flow

The company develops a comprehensive internal control system
and related business management measures as the basis for the
operation of each business and adjusts the design and execution
of internal control system based on the changes of the operation

policy of the company.

2.0perational Risk Management Organization and
Structure

The company has the “Risk Management Committee”

which is convened by the Chairperson and consists of the
President, Vice President, and executives of all departments.
The committee holds a meeting every month and may hold
impromptu meetings as necessary. The committee is responsible
for reviewing the risk exposure of the operation of the company.
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Deputy director of each business unit is responsible for
internal risk management of the department and supervises
the real operating risk management section takes charge
of corresponding and coordinating relative items of risk
management within the company in order to effectively master
and timely control the vital risks in order to help high level
management of this company to draw up relative strategic

decisions.

3.The Scope and Characteristics of Operational Risk
Reports and Risk Assessment

Each unit drafts relative risk management task program
according to risk management scope and engaged business
or task performed. A quarterly report is submitted to the
Company's Risk Management Committee for discussion. With
regard to the summary of operational risk losses, a monthly
report is made to Risk Management and submitted to the Board

of Directors.

4.Hedging or Risk Mitigation Policy, Strategies and
Procedures to Monitor the Continual Effectiveness

of its Hedging Program

Executors and risk auditors perform internal operations.
They cannot concur mutually in order to effectively avoid the

occurrence of possible negligence.

5. Methods of regulatory capital accruement

Regulatory capital accruement dose not apply to CHP.

4. Market Risk Management System

Item

Description

1.Market Risk Management Strategy and Flow

With regard to financial instruments, the Company has laid
out rules limiting the types of instruments it can invest in and
instituting limits for various capital deployments. The company
also keeps its eyes on the economic development of domestic
and foreign industries and
prepares a report regarding the trading of various kinds of]
financial instruments. In addition, it has established the
“Guidelines for Interest Rate Risk Management” to be
made monthly and “Interest-Rate Sensitive Analyses of the
Company's Assets and Liabilities”  in order to effectively
control the Company's interest rate risk.

2.0perational Risk Management Organization and
Structure

The company has the “Risk Management Committee”

which is convened by the Chairperson and consists of the
President, Vice President, and executives of all departments.
The committee holds a meeting every month and may hold
impromptu meetings as necessary. The committee is responsible

for reviewing the market risk exposure of the company.
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The risk management unit of this company is responsible for
the collection of market risk information and monitors whether
the risk control measures adopted in the trade of derivates

comply with the law.

3.The Scope and Characteristics of Market Risk The risk management unit of the company regularly submits

Reports and Risk Assessment market risk reports to the company's Risk Management
Committee. The report content includes risk concentration
analysis, interest rate risk status, liquidity gap management,
hedging effects of deriviates and the limit ratio of various

investment regulations.

4.Hedging or Risk Mitigation Policy, Strategies and |The company enters into foreign exchange forwards and swaps
Procedures to Monitor the Continual Effectiveness |mainly to hedge against foreign exchange rate fluctuations. The
of its Hedging Program company enters into Taiwan stock index futures and options to
hedge against market volatility in the domestic stock market.
Both are not for trading purposes.
The company engages in the trading of derivatives only for the
purpose of hedging and to reinforce internal control and risk
management, before transaction of derivatives, counterpersons,
kinds, authorized limits and all and specific place amount must
be specified and submitted to the Risk Management Committee
to be approved.
In addition to regular assessment of the connection between
the derivates and the hedged items for adjustment of hedging
strategies, the execution results of the hedging strategies
are reported to the president on weekly basis and regularly
reported to the Risk Management Committee and the board of]
directors.

5.Methods of regulatory capital accruement Regulatory capital accruement dose not apply to CHP.

5. Liquidity Risk

The assets of the company are mainly deposited in central banks and other banks and therefore have a higher liquidity. According
to “The Postal Savings Exchange Law” , there is no limitation on liquid reserve ratio; the short-term liquidity risk management of
the company was compiled in to the “New Taiwan Dollar Cash Liquidity Gap Analysis Table” counting the gap from day 1-10 and
day 11-30 every ten days. In addition, the Structure Analysis of the Maturation of NTD is compiled in each quarter to be submitted to
the Risk Management Committee and Board of Directors on a regular basis.

(1) Structure Analysis of the Maturation of NTD

December 31, 2009 Unit: NT$ 1,000
Dollar Amount for the remaining period prior to the maturation date
Total 181 days to One
0-30 Days 31-90 Days 91-180 Days Over One Year
Year

Primary
capital
. 4,670,879,132 982,750,262 | 770,740,604 709,399,572 941,344,711 |1,266,643,983
inflow upon
maturity
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Primary
capital out- |\ 5 503216 | 1,777.489.286 | 561,638.455 | 652280972 | 1399.166.572 | 234.717.931
flow upon
maturity
Capital gap 45,585,916 | -794,739,024 | 209,102,149 | 57,118,600 457,821,861 | 1,031,926,052

Note: This table does not include the foreign currency and insurance businesses.

(2) Structure Analysis of the Maturation of USD
December 31, 2009 Unit: US$ 1,000

Dollar Amount for the remaining period prior to the maturation date

Total
030 Days | 31-90 Days | 91180 Days | '*1 ¢S toOne

Over One Year

Primary capital in-
flow upon maturity
Primary capital out-
flow upon maturity

Capital gap 598,257 598,257

598,763 | 598,763

506 506

Note: The figures in table are the total of US currency held at headquarters and all post office branches.

(I) Effects of major international and domestic policy changes on the company's financial business
and countermeasures: none

(Il Effects of technological and industry changes on the company's financial business and
countermeasures: none

(IV) Effects of company image changes on the company's financial business and countermeasures:
none

(V) Expected benefits and potential risks of mergers and acquisitions: none
(V1) Expected benefits and potential risks of business base expansion: none

(V1) Business concentration risk:

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

(V1) Effects of the change in right of authority for the company and its risks: none

(IX) With regard to litigation or nonlitigation events, a list shall be made providing the name of
its board directors, supervisors, presidents, major shareholders holding greater than 1% of
outstanding shares and the company's subsidiaries. With regard to litigation (whether pending
or for which a verdict has been reached), non-litigation or administrative appeals involving the
company, and the results may greatly effect the rights of its depositors and shareholders, the
company shall disclose the details of the disputes, the amount involved, the dates the litigation
started, primary litigants, and the status as of the printing date of the annual report: none

(X) Other Major Risks and Countermeasures:

This company is one hundred percent run and owned by the government and is operated strictly in accordance with regulations
and stipulations. The company draws up business plans and a risk management program every year. Every department of the
company submits a quarterly report on its progress to lower the operational risk.

VII.Other Important Items : none
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