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Letter to Shareholders

To All of Our Shareholders,

We are pleased to share another successful year with you. In our second full year as a public
company, we made remarkable strides in all aspects of our business -- financially and operation-
ally, as well as in our community. This is in no small part due to our employees’ dedication and
hard work, which have helped to drive our success in 2007.

Consolidated revenue reached NT$200.9 billion and net income was NT$49.5 billion, represent-
ing year-over-year growth of 7.8% and 17.5%, respectively. We grew revenue through increased
subscriber numbers for our broadband and mobile services, and we had really encouraging
growth from our international wholesale capacity and foreign calling card sales. Furthermore, we
reported strong revenue contributions from Senao and our other subsidiaries.

Our focus on providing integrated services and high quality customer relations has allowed us
to strengthen our clear market-leading position. We provide fixed line local service for about 13
million customers and 86% and 62% of the market’s long distance services and international di-
aling services in terms of minutes, respectively. In 2007, our mobile customer count increased by
2.5% to 8.7 million, reaching approximately 36% of the market. Our broadband market share has
steadily increased; we have now captured approximately 87% of the broadband market.

We also made great progress on our initiatives to streamline operations, with the completion of
three years of our early retirement incentive plan and a strict review of our capital expenditures
contributing to decreased expenses in particular. 2007 was a profitable year for Chunghwa Tele-
com, and we are proud to have exceeded our profit forecast, despite some regulatory headwinds.

Over the past two years, we have worked closely with the National Communication Commission
(NCC) to ensure that we are operating in accordance with regulations. Moving forward, we are
enthusiastic about continuing our collaborative and constructive working relationship with the
NCC as the industry changes to meet evolving consumer tastes, trends, and preferences.

To further our efforts to continuously improve the efficiency of our capital structure and build
shareholder returns, in April, the Board of Directors approved our Company’s first capital reduc-
tion of NT$9.67 billion, resulting in the return of NT$0.91 per share in cash to shareholders. In
August 2007, the Board authorized a second share repurchase program, and over the course of
September and October of 2007, we purchased approximately 121 million CHT shares, the equiv-
alent of 1.14% of the total shares outstanding, for NT$7.2 billion.

Diversified Growth Opportunities

We would like to highlight three key growth opportunities for CHT: digital convergence, value-
added services, and M&A and strategic alliances.




The Advantage of Digital Convergence

= Next Generation Network (NGN): Progress continues on our NGN build out, and we have
already made great advances toward completing the new fiber network. In May, the NCC ap-
proved CHT’s FTTx launch and we have started to connect homes and businesses alike via the
fiber network. By the end of 2007, we made connections to 15,383 commercial and residen-
tial buildings, and we represent about 90% of the total commercial building network market
share.

Deployment of our IP-based NGN encourages the usage of and demand for our fiber network
by bringing about both a faster network and more versatile fixed mobile convergence servic-
es. For retail customers, digital home services, such as video phone, MOD (Multimedia-on-
Demand), HDTV, video monitoring, remote care, and remote learning will be available, and
our Unified Communication Service will be available specifically for corporate customers.

= [PTV: Following certification of our open platform by the NCC in January 2008 and approval
of our operating plan in October 2007, we began our island-wide MOD operation. We have
begun an active marketing effort to increase awareness of the ways that IPTV and digital con-
vergence can improve and enrich the traditional customer user experience, particularly in con-
junction with fiber access. Our IP-based network platform is a very important aspect of this
usage evolution, as it will be the channel through which we will deliver enhanced content and
services to our customers. IPTV is attractive to customers because it enables pay-per-view
and on-demand programs in addition to broadcast channels; we’ve recently improved this of-
fering by launching our HDTV programs over our IPTV platform.

Strengthening Value-Added Services (VAS)

» Mobile Data Communications: Our 3G subscriber base increased by 143% year-over-year
to 2.3 million as of December 2007, demonstrating the ever-increasing demand for mobile
data services. To leverage this trend, we have collaborated with handset manufacturers to
offer promotional internet browsing service packages via 3.5G data cards. For example, our
miPro service for corporate customers using our CHT9000 series handsets, which are co-
branded with High Tech Computer Corp. (HTC), enables mobile office functionality such as
push mail, calendars, and to-do-lists, to facilitate mobile data usage. As of 2007, VAS revenue
from CHT9000 series handset users accounted for 30% of the APRU from this device.

* Multimedia-on-Demand (MOD): We will continue to drive demand for our MOD value-added
services by working with popular content providers, such as major Hollywood studios and
video rental chains, to publish additional titles and add channels to our line up. Our program
to offer Major League Baseball games through IPTV was a success, and our achievements
have given us confidence that we will be able to apply that knowledge to our Olympic Games
offering in 2008. As of the end of 2007, MOD subscriptions increased by 58.3% year-over-
year and we have set a subscriber target of 1 million for the end of 2008.

» Strengthening cooperation with content providers: As mobile phone usage patterns and cus-
toms evolve over time, and we will work hard to develop new interactive services for our mo-
bile devices, including family banking, digital coursework, educational materials, and other
forms of entertainment. We will continue to initiate alliances and relationships with institu-
tions, such as banks and universities, in order to make our value-added services more effec-
tive and attractive for our users.



Merger and Acquisition/Strategic Alliances

* As an integrated telecommunications service provider, Chunghwa Telecom is well-positioned
to explore synergistic M&A and strategic alliance opportunities in our core business by con-
structing partnerships that foster collaboration between our upstream and downstream busi-
nesses. Our 2007 acquisition of 31.3% ownership of Senao International demonstrates the
value proposition of these integration initiatives: Senao, with its island-wide retail stores, af-
ter office-hour operations, and extensive handset purchase and sale experience, has helped to
fortify Chunghwa’s standing in the growing mobile business service.

» We have already invested in content providers like Elta and KKBOX, the online music com-
pany. The combination of their professional management and skills with our broad customer
base and distribution channels will enable us to provide more video & music multimedia ser-
vices on our hiChannel, emome and MOD platforms.

» In order to integrate group resources, the Board of Directors agreed to buy 100% of the
Chunghwa Telecom Global, Donghwa Telecom and Chunghwa System Integration shares on
December 2007. Chunghwa Global and Donghwa Telecom will be responsible for overseas
marketing and promotional activities to enterprise customers in America, Hong Kong and
Southeast Asia, while Chunghwa System Integration will be responsible for providing ICT
equipment and system integration support for enterprise customers.

Corporate Social Responsibility and Corporate Governance

Corporate social responsibility (CSR) and sustainability are very important parts of our Com-
pany’s culture. Maintaining a balanced relationship between the environment and corporate soci-
ety is an important long-term goal for Chunghwa Telecom in addition to enhancing shareholder
value.

= (CSR: We have been a member of World Business Council for Sustainability and Development
for three years and we have participated in the Carbon Disclosure Project for the last two
years. We began our 2007 CSR project by establishing six working groups: corporate gover-
nance, environmental sustainability, customer care, digital opportunity, employee care, and
volunteer worker programs. The Company’s long-term target is to become a carbon neutral
company and our CSR vision is to focus our operating strategies in order to maximize value
and quality of life for our customers, shareholders, and employees.

To communicate our CSR initiatives, Chunghwa Telecom is publishing a dedicated CSR an-
nual report for 2007, in accordance with the third generation structure of sustainability re-
porting guidelines of the Global Reporting Initiative.

= Corporate Governance: We are proud to be identified as the Corporate Governance model for
companies that have transitioned to public companies from government agencies or govern-
ment enterprises. A major component of the corporate spirit that permeates our Company is
an intention to always remain alert and self-disciplined to Corporate Governance related mat-
ters. Our employees are honored to hold a top corporate governance ranking, and we are all
determined to extend our leadership position in this regard.




Our commitment to Corporate Governance and Corporate Responsibility is deeply rooted in our
operations, and we are proud of the external recognition we have received for our efforts. We
were named The Best Corporate Citizen Award for 2007 from CommonWealth Magazine; we
were granted a CG6002 Certificate by the Corporate Governance Association (CGA) and we were
also highly ranked at the 2007 Asset Corporate Governance Awards.

Outlook for 2008

While we are proud of our achievements in 2007, we believe there are many opportunities for
continued growth in 2008: to continue to improve our core business, to promote convergence
through bundled services, to further streamline our operations, and to enhance operations through
M&A activity and strategic alliances. Specifically, we have named our plan for investments the
“Three O’s Strategy,” and it centers on Optics, the Olympics, and Overseas Investment.

Optics

= We will continue the Next Generation Network roll out and fiber coverage expansion,
strengthening our position as Taiwan’s leading integrated telecommunications provider
through higher capacity and superior service. We will continue to pursue fiber access and
value-added services as a parallel effort, as VAS-related events will allow a better opportunity
to establish a more extensive fiber and IP-based network. We will execute a precise, custom-
er-focused marketing effort to make fiber a more extensive, attractive, and profit-returning
deployment.

= We also will continue our 3G/3.5G construction to broaden 3G and 3.5G coverage and
increase the transmission speed of HSDPA in order to stimulate the migration of mobile cus-
tomers to higher revenue platforms in our core businesses.

The Olympics

=  We are excited to have exclusive broadcasting rights on new media in Taiwan for the Bei-
jing 2008 Olympic Games. We will provide the real-time broadcasting on our IPTV, Internet
and mobile platforms, namely MOD , hiChannel, and eméme, Moreover, we will conduct
service operations, marketing activities, and advertising campaigns in order to enable an ef-
ficient cross-platform solution. We believe that this exciting event will introduce a new Inter-
net experience to many of our users. What has traditionally been a one-way observation of the
Games via the Internet will now be a much more exciting and interactive experience. Users
can form their own online communities to open dialogue with others, and stay engaged and
informed via the additional background information about the Games and the athletes that
will be displayed adjacent to the Games themselves. This platform will bring a new experi-
ence to the world of sports and serve as an important profit center for Chunghwa Telecom,
as users begin to demand a similar heightened service for additional sporting and entertain-
ment events. We will also be able to leverage the associated online advertising opportunities
through our Yellow Pages business.



* In conjunction with our Olympic Games initiatives, we will also make investments to further
the vertical integration of our services with value-added content providers. Our partnerships
with selected providers will extend a profitable channel, through which we can encourage us-
age by increasing the effectiveness and attractiveness of our VAS. The addition of attractive
value-added services, such as banking or shopping via the mobile handset, will help us to ex-
tend our loyal customer base.

Overseas Investments

* Our investments outside of Taiwan will focus on Southeast Asia, which we believe is a region
with strong potential for further growth. We believe there is an opportunity to have a strong
and rewarding business operation in those countries that expands our current service.

In addition to the Three O’s, we believe property development will be a growth driver outside our
core business initiatives. We have established a Property Development & Management subsidiary
called Light Era Development Company, which will manage our real estate business profession-
ally and efficiently. We have streamlined our Company’s operations and increased the effective-
ness of our asset management capabilities by having this specialized team focusing solely on real
estate projects.

We are looking forward to a successful and exciting year ahead. We thank you for your contin-
ued interest and support, and we are looking forward to keeping you updated on our progress
throughout 2008 and beyond.

Téwt/ [,} oc&o\,\ %‘ %%&:‘/;

Tan Ho Chen Shyue-Ching Lu
Chairman & CEO President

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS
We have made forward-looking statements in this annual report. These forward-looking statements contain information regarding,
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among other things, our financial condition, future expansion plans and business strategy. The words “believe,” “expect,” “estimate,”
“intend,” “plan,” “seek,” “will,” “shall” and other similar words identify forward-looking statements. We have based these forward-
looking statements on our current expectations and projections about future events. Although we believe that these expectations and

projections are reasonable, such forward-looking statements are inherently subject to risks, uncertainties and assumptions.
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SUPPLEMENTAL INFORMATION
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All references to “we,” “us,” “our” and “our company” in this annual report are to Chunghwa Telecom Co.,
Ltd. and our consolidated subsidiaries, unless the context otherwise requires. All references to “shares” and
“common shares” are to our common shares, par value NT$10 per share, and to “ADSs” are to our American
depositary shares, each of which represents ten of our common shares. The ADSs are issued under the deposit
agreement, as amended, supplemented or modified from time to time, originally dated as of July 17, 2003, among
Chunghwa Telecom Co., Ltd. and the Bank of New York, and amended and restated on November 14, 2007, among
Chunghwa Telecom Co., Ltd. and JP Morgan Chase Bank, as depository, and the holders and beneficial owners of
American Depositary Receipts issued thereunder. All references to “Taiwan” are to the island of Taiwan and other
areas under the effective control of the Republic of China. All references to “the government” or “the Republic of
China government” are to the government of the Republic of China. All references to the “Ministry of
Transportation and Communications” are to the Ministry of Transportation and Communications of the Republic of
China. All references to the “Securities and Futures Bureau” are to the Securities and Futures Bureau of the
Republic of China or its predecessors, as applicable. “R.0.C. GAAP” means the generally accepted accounting
principles of the Republic of China, and “U.S. GAAP” means the generally accepted accounting principles of the
United States. Any discrepancies in any table between totals and sums of the amounts listed are due to rounding.
Unless otherwise indicated, or the context otherwise requires, references in this annual report to financial and
operational data for a particular year refer to the fiscal year of our company ending December 31 of that year.

When we refer to our “privatization” or our being “privatized” in this annual report, we mean our status as a
non-state-owned entity after the government reduced its ownership of our outstanding common shares, including
our common shares owned by entities majority-owned by the government, to less than 50%. We were privatized
in August 2005.

We publish our consolidated financial statements in New Taiwan dollars, the lawful currency of the
Republic of China. In this annual report, “NT$” and “NT dollars” mean New Taiwan dollars, “$,” “US$” and
“U.S. dollars” mean United States dollars.

FORWARD-LOOKING STATEMENTS IN THIS ANNUAL REPORT MAY NOT BE REALIZED

This annual report contains forward-looking statements, including statements regarding:
* our business and operating strategy;
* our network expansion plans;
* our business, operations and prospects;
* our financial condition and results of operations;
* our dividend policy;
* the telecommunications industry regulatory environment in Taiwan; and

» future developments in the telecommunications industry in Taiwan.

These forward-looking statements are generally indicated by the use of forward-looking terminology such as
“believe,” “expect,” “anticipate,” “estimate,” “plan,” “aim,” “seek,” “project,” “may,” “will” or other similar words
that express an indication of actions or results of actions that may or are expected to occur in the future. These
statements reflect our current views with respect to future events and are subject to risks, uncertainties and
assumptions, many of which are beyond our control. You should not place undue reliance on these statements, which
apply only as of the date of this annual report. These forward-looking statements are based on our own information
and on information from other sources we believe to be reliable. Actual results may differ materially from those
expressed or implied by these forward-looking statements. Factors that could cause differences include, but are not
limited to, those discussed under “Item 3. Key Information—D. Risk Factors.” In light of these risks, uncertainties
and assumptions, the forward-looking events discussed in this annual report might not occur and our actual results
could differ materially from those anticipated in these forward-looking statements. We undertake no obligation to
update or revise any forward-looking statements whether as a result of new information, future events or otherwise.
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PART I

ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS
Not applicable.

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE
Not applicable.

ITEM 3. KEY INFORMATION

We were privatized as a result of a secondary ADS offering and concurrent domestic auction of our
common shares on August 12, 2005. The privatization has enabled us to develop our business and respond to
changing market conditions more rapidly and efficiently.

A. Selected Financial Data

The selected income statement data and cash flow data for the years ended December 31, 2005, 2006 and
2007, and the selected balance sheet data as of December 31, 2006 and 2007 set forth below, have been prepared
in accordance with U.S. GAAP and are derived from our audited consolidated financial statements included
elsewhere in this annual report and should be read in conjunction with, and are qualified in their entirety by
reference to, our consolidated financial statements and the related notes. The selected income statement and cash
flow data for the years ended December 31, 2003 and 2004, and the selected balance sheet data as of
December 31, 2003, 2004 and 2005 set forth below, are derived from our audited consolidated financial
statements not included in this annual report.

As of or for the year ended December 31,

2003 2004 2005 2006 2007
(in billions, except per share and per pro forma ADS information)
NT$ NT$ NT$ NT$ NT$ US$
Income Statement Data:
Revenues ............ ... .. ... ... 182.5 185.2 184.7 186.3 200.9 6.2
Operating costs and expenses:
Cost of revenues™™ . ............ 59.6 58.7 68.1 62.6 71.2 2.2
Marketing® ........ ... ... 20.0 19.3 23.7 20.6 21.8 0.7
General and administrative® .. .. 2.7 2.5 3.5 33 3.1 0.1
Research and development® . . . .. 2.6 2.5 3.1 2.8 2.6 0.1
Depreciation and amortization—
costof revenues ............. 39.2 38.4 38.8 38.4 37.1 1.1
Depreciation and amortization—
operating expenses . ......... 24 2.3 24 2.3 2.3 0.1
Total operating costs and
EXPenses . ............... 126.5 123.7 139.6 130.0 138.1 4.3
Operating income . ................ 56.0 61.5 45.1 56.3 62.8 1.9
Other income, net® .. .............. 1.6 0.7 0.9 1.1 1.5 0.1
Income before income tax and minority
nterest .......... ... ... 57.6 62.2 46.0 57.4 64.3 2.0
Incometax ....................... 10.3 11.3 12.7 15.3 14.5 0.5
Income before minority interest ...... 47.3 50.9 333 42.1 49.8 1.5
Minority interest .................. — — — 0.013 0.3 0.01
Netincome ...................... 473 50.9 333 42.1 49.5 1.5
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As of or for the year ended December 31,

2003 2004 2005 2006 2007
(in billions, except per share and per pro forma ADS information)
NT$ NT$ NT$ NT$ NT$ US$
Earnings per share®®
Basic ........ . . i 4.81 5.18 3.39 4.34 5.13 0.16
Diluted .......... ... ... ... ... ..., — — — — 5.13 0.16

Weighted average number of common shares
outstanding (in 1,000 shares)® ........... 9,836,839 9,836,839 9,836,839 9,686,929 9,637,206 9,637,206
Earnings per pro forma equivalent ADS®

Basic ........ . 48.10 51.76 33.85 43.43 51.31 1.58
Diluted ......... .. ... i — — — — 51.30 1.58
Balance Sheet Data:
Cash and cash equivalents .. ............... 13.6 29.3 41.9 70.7 76.2 24
Property, plant and equipment—net ......... 329.7 311.6 293.5 277.4 265.2 8.2
Total assets® ....... ... .. .. .. .. ... 429.7 438.4 395.2 398.8 406.2 12.5
Totaldebt............ ... ... .. .. ... ... 0.7 0.7 0.5 0.4 0.1 0.0
Total liabilities® ............ ... .. ... ... 118.9 119.7 67.4 78.6 85.7 2.6
Minority interest . ........... ... — — — 0.1 2.7 0.1
Capital stock ............ .. i, 96.5 96.5 96.5 96.7 96.7 3.0
Total stockholders’ equity® ............... 310.8 318.7 327.8 320.1 3179 9.8
Cash Flow Data:
Net cash provided by operating activities . . . .. 93.6 91.6 86.2 100.1 87.2 2.7
Net cash used in investing activities ......... (32.2) (32.4) (28.0) (19.1) (39.4) (1.2)
Net cash used in financing activities ......... (55.5) 43.4) (45.6) (52.2) (42.8) (1.3)
Other Financial Data:
Capital expenditures ..................... 322 22.9 22.9 27.7 25.1 0.8
Dividends:
Cash dividends declared per share .......... 4.50 4.704 4.30 3.58%) — © — ©
Stock dividends declared per share .......... — — 0.20 1.00 — ©® — ©
(1) Excludes related depreciation and amortization which is presented separately.
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Includes interest income of NT$100 million, NT$224 million, NT$452 million, NT$804 million and
NT$1,453 million (US$45 million) for the years ended December 31, 2003, 2004, 2005, 2006 and 2007
respectively, and interest expense of NT$43 million, NT$5 million, NT$2 million, NT$6 million and NT$15
million (US$0.46 million) for the years ended December 31, 2003, 2004, 2005, 2006 and 2007 respectively.
As of December 31, 2006, we adopted SFAS 158 “Employers’ Accounting for Defined Benefit Pensions
and Other Postretirement Benefits” and recorded the under-funded status of our defined benefit pension plan
as a liability of NT$0.3 billion with a corresponding offset, net of taxes, to deferred income tax assets of
NT$0.1 billion and accumulated other comprehensive income within stockholders’ equity of NT$0.2 billion.
The weighted average number of common shares outstanding and earnings per share (and per pro forma
equivalent ADS) information have been restated from the figures set forth in the report on Form 6-K that we
furnished to the SEC on March 27, 2008. In that report, the weighted average number of common shares
outstanding was stated as being 10,803,623,907, 10,653,713,419 and 10,577,804,523 for 2005, 2006, and
2007, respectively, basic earnings per common share being NT$3.08, NT$3.95 and NT$4.68, for 2005, 2006
and 2007, respectively, and diluted earnings per common share being NT$4.67 for 2007. These figures
reflected the 2007 capital reduction by adjusting the weighted average number of common shares
outstanding by treating the capital reduction in substance as a treasury stock transaction where the
applicable shares were assumed to have been repurchased as of the date of the capital reduction. However,
we subsequently determined that treating the capital reduction in substance as a stock consolidation
accompanied by a cash dividend is a more appropriate accounting treatment to calculate the weighted
average number of common shares outstanding, and this is reflected in the weighted average number of
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common shares outstanding and earnings per share information in the above table as well as the audited
financial statements included elsewhere in this annual report.

(5) Dividends for 2003, 2004, 2005 and 2006 in U.S. dollars were US$0.14, US$0.15, US$0.13 and US$0.11,
respectively.

(6) Dividends for 2007 are expected to be declared at our 2008 annual general shareholders’ meeting scheduled
for June 2008.

Currency Translations and Exchange Rates

In portions of this annual report, we have translated New Taiwan dollar amounts into U.S. dollars for the
convenience of readers. The rate we used for the translations was NT$32.43 = US$1.00, which was the noon
buying rate in the City of New York for cable transfers of New Taiwan dollars as certified for customs purposes
by the Federal Reserve Bank of New York on December 31, 2007. This translation does not mean that New
Taiwan dollars could actually be converted into U.S. dollars at that or any other rate or at all. The following table
shows the noon buying rates for New Taiwan dollars expressed in New Taiwan dollar per US$1.00.

At Period
Year Ended December 31, Average®  High Low End
2003 e 3440 3498 33.72 33.99
2004 . e 33.37 34.16 31.74 31.74
200 e 32.13 33.77 30.65 32.80
2000 .. e 3251 33.31 31.28 32.59
2007 e 3241 3341 3226 3243
OCtODET . . et e 32.55 32.61 3239 3239
NOVEMDbET . . . oo 32.33 3240 3226 32.26
December . ....... . 3241 32.53 3230 3243
2008
January ... 3236 3249 32.15 3215
February .. ... ..o 31.61 32.03 30.90 30.92
March . ... 30.58 31.09 29.99 30.37
April (through April 22) . ... ... . 30.34  30.52 30.24 30.26

Source: Federal Reserve Statistical Release, Board of Governors of the Federal Reserve System.
(1) Annual averages are calculated using the average of the exchange rates on the last day of each month during
the period. Monthly averages are calculated using the average of the daily rates during the relevant period.

B. Capitalization and Indebtedness
Not applicable.

C. Reasons for the Offer and Use of Proceeds
Not applicable.

D. Risk Factors

Our business and operations are subject to various risks, many of which are beyond our control. If any of the
risks described below actually occurs, our business, financial condition or results of operations could be seriously
harmed.

Risks Relating to Our Company and the Taiwan Telecommunications Industry

We were privatized in August 2005, so we have a limited history of operations as a non-state-owned enterprise.
We may not enjoy the benefits of privatization as quickly as we anticipate or at the level that we expect.

Before we were privatized in August 2005, our business and operations were subject to extensive regulation
under Republic of China laws. rules and regulations applicable to state-owned enterprises. As a result. we only
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have a limited history of operations as a non-state-owned enterprise. We cannot assure you that we will be
successful in achieving the benefits we expect from our privatization, such as increased management flexibility
in implementing measures to improve our cost structure, efficient operations of our business and expansion into
new businesses, in a timely manner or at all. Factors that may cause the actual benefits we may enjoy from
privatization to deviate from our expectations include:

* adverse developments in our relations with our labor union that affect our costs, including with respect
to compensation and other benefits, and efficient management of our workforce;

* increased costs with respect to our plans to incentivize employees through contributions to employee
child education funds, performance-based cash bonuses and company-subsidized purchases by
employees of our common shares;

* changes in regulations affecting us following our privatization; and

* the speed with which we are able to implement more efficient procurement and other management
systems and the resulting levels of cost savings.

Extensive regulation of our industry may limit our flexibility to respond to market conditions and competition,
and our business may suffer.

As a telecommunications service provider in Taiwan, we are subject to extensive regulation. See “Item 4.
Information on the Company—B. Business Overview—Regulation” for a discussion of the regulatory
environment applicable to us. Any changes in the regulatory environment applicable to us may adversely affect
our business, financial condition and results of operations.

Prior to March 1, 2006, we were under the supervision of the Ministry of Transportation and
Communications and the Directorate General of Telecommunications. On March 1, 2006, the National
Communications Commission was formed in accordance with the National Communications Commission
Organization Law, or Organization Law, which was intended to transfer regulatory authority over the Taiwan
telecommunications industry from the Ministry of Transportation and Communications and the Directorate
General of Telecommunications to the National Communications Commission.

We have been designated by the government as a dominant provider of fixed line and cellular services
within the meaning of applicable telecommunications regulations, and as a result, we are subject to special
additional requirements imposed by the National Communications Commission. For example, the regulation
governing the setting and changing of tariffs allows non-dominant telecommunications service providers greater
freedom to set and change tariffs within the range set by the government. If we are unable to respond effectively
to tariff changes by our competitors, then our competitiveness, market position and profitability will be
materially and adversely affected. We were subject to the Statute of Chunghwa Telecom Co., Ltd. prior to our
privatization. Although we have been privatized, the Legislative Yuan has not yet abolished the Statute of
Chunghwa Telecom Co., Ltd., and at this time, the Statute of Chunghwa Telecom Co., Ltd. is still applicable to
us. Under the Statute of Chunghwa Telecom Co., Ltd., the Ministry of Transportation and Communications has
the authority to regulate aspects of our business. Any such regulation could be burdensome or conflict with
regulations of the National Communications Commission or may otherwise adversely affect our business,
financial condition and results of operations.

The regulatory framework within which we operate may limit our flexibility to respond to market
conditions, competition or changes in our cost structure. In particular, future decreases in tariff policies and rates
could immediately and substantially decrease our revenues. In particular, as a Type I service provider under the
Republic of China Telecommunications Act, or Telecommunications Act, we are constrained in our ability to
raise prices. Furthermore, the National Communications Commission adopted a price reduction plan on
December 12, 2006 that resulted in a number of price reductions in the tariff structures relating to our local
telephone, cellular and ADSL services, and further price reductions are expected. See “Item 5. Operating and
Financial Review and Prospects—Overview—Tariff Adjustments.”
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In addition, we operate our businesses with approvals and licenses granted by the government. If these
approvals or licenses are revoked or suspended or are not renewed, or if we are unable to obtain any additional
licenses that we may need to operate or expand our business in the manner we desire, then our financial condition
and results of operations, as well as our prospects, will suffer. For example, in April 2007, the National
Communications Commission began to accept license applications according to the Regulation Governing the
Worldwide Interoperability for Microwave Access, or WiMAX, and announced that it planned to issue six
WiMAX licenses. WiMAX is a standards-based technology that provides high-speed mobile data and
telecommunications services and enables wireless delivery of broadband access as an alternative to cable and
digital subscriber lines, or DSL. On July 26, 2007, the National Communications Commission granted six
WiMAX licenses to Wireless Broadband Access or WBA, operators, of whom we were not included. We expect
to submit a bid for a WiMAX license in mid-2009 when the government is expected to grant a second round of
licenses, but we cannot assure you that we will be able to successfully obtain a license. Our investment project in
Global Mobile Corporation, a company that acquired a WiMAX license in 2007, was overruled by the National
Communications Commission on April 1, 2008 on the grounds that it is unfair to other parties that submitted bids
for licenses if we were allowed to invest in a company that acquired a license when we failed to obtain a license.
If we are unable to obtain a WiMAX license, we will not be able to provide the next generation
telecommunication services using WiMAX technology, which may have a material adverse effect on our future
results of operations.

Increasing competition resulting from the ongoing liberalization of the Taiwan telecommunications industry
or from alternative means of communication may materially and adversely affect our growth and profitability
by causing us to lose customers, charge lower tariffs or spend more on marketing.

We have faced increasing competition from new entrants in the Taiwan telecommunications market in
recent years. In particular, multiple licenses to operate fixed line, cellular, paging and other services have been
issued by the Republic of China government since 1996. The National Communications Commission opened
applications for VoIP (070) phone numbers in November 2005. As of the end of 2007, two Type I service
providers, New Century InfoComm Tech. Co., Ltd., or Sparq, and Taiwan Fixed Network, and two Type II
service providers, SeedNet and one of our subsidiaries, Chief Telecom, have obtained VoIP phone numbers. We
are in the process of applying for VoIP numbers. Currently, we have been granted temporary trial numbers by the
National Communications Commission.

We also face increased competition due to local loop unbundling, which is the regulatory process of
allowing other telecommunications operators to use the local loops or last-mile connections owned by us. The
local loop or last-mile connections are the physical wire connections between the telephone exchange’s central
office to the customer’s premises usually owned by the incumbent telephone company. We first entered into
agreements regarding local loop unbundling of voice with Sparq in March 2004 and with Taiwan Fixed Network
and Asia Pacific Broadband Telecom in May 2004. We subsequently entered into an agreement for full local
loop unbundling of both voice and data with Sparq in July 2005. In January 2007, the National Communications
Commission requested each dominant integrated services operator, including us, to reserve 15% ofi ts local loop
for leasing to other service operators unless the then remaining available local loop of the operator not leased out
is less than 15%, in which case the operator should reserve such remaining loop. In addition, the National
Communications Commission had defined local loop facilities as the “bottleneck” of the telecommunications
network and further amended the Administrative Rules for Network Interconnection Between
Telecommunication Service Providers in April 2007, which provides that we can only charge other local
telephone service providers at cost for local loop services instead of on the basis of commercial negotiations. The
National Communications Commission approved telecommunications operators to charge NT$140 for local loop
monthly rental starting from November 1, 2007.

Many of our competitors are in alliances with leading international telecommunications service providers
and have access to financial and other resources or technologies that may not be available to us. Moreover, as the
government continues to liberalize the telecommunications market, such as through the issuance of new licenses
or establishment of additional networks, our market position and competitiveness could be materially and
adversely affected.
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In addition, the focus of competition among cellular service providers in Taiwan has been shifting, as
companies that traditionally offered second generation, or 2G, services, such as us, began offering third
generation, or 3G, services, and as new 3G service providers started to enter the market. As a result, we expect
competition in 3G services to continue to intensify. We may also be subject to competition from providers of
new telecommunications services as a result of technological development and the convergence of various
telecommunications services. In particular, as a result of technological innovations and other factors, we have
been facing competition from alternative means of communication, including voice over Internet protocol, or
VolIP, high-speed cable Internet service, cable telephony, email and wireless services. Providers of these products
and services include cable television companies, direct broadcast satellite companies and DSL resellers.

Increasing competition may also cause the rate of our customer growth to reverse or decline, bring about
further decreases in tariff rates and necessitate increases in our selling and promotional expenses. Any of these
developments could materially and adversely affect our business, financial condition and results of operations.

If we fail to maintain a good relationship with our labor union, work stoppages or labor unrest could occur
and the quality of our services as well as our reputation could suffer.

Almost all of our employees are members of our principal labor union. Since our incorporation in 1996, we
have experienced disputes with our labor union on such issues as employee benefits and retirement benefits in
connection with our privatization as well as the right to protest. For example, in response to our proposed
privatization, the labor union held a strike on May 17, 2005. The labor union also strongly opposed our
privatization and threatened to launch a nationwide strike or take other forms of action to hinder our
privatization. As a result, one of our directors was designated by the Republic of China government as a labor
union representative on our board and still currently serves on our board. Any deterioration of our relationship
with our labor union could result in work stoppages, strikes or threats to take such an action, which could disrupt
our business and operations, and materially and adversely affect the quality of our services and harm our
reputation. The latest collective bargaining agreement, which was entered into between us and our labor union on
January 6, 2006 and became effective from March 3, 2006, makes us incur certain costs in connection with the
implementation of certain incentive programs, including employee skill development programs, as well as
employee child education funds, company-subsidized share purchases by employees, and discretionary,
performance-based cash bonuses.

Changes in technology may render our current technologies obsolete or require us to obtain licenses for
introducing new services or make substantial capital investments, financing for which may not be available to
us on favorable commercial terms or at all.

The Taiwan telecommunications industry has been characterized by rapid increases in the diversity and
sophistication of the technologies and services offered. As a result, we expect that we will need to constantly
upgrade our telecommunications technologies and services in order to respond to competitive industry conditions
and customer requirements. Developments of new technologies have rendered some less advanced technologies
unpopular or obsolete. For example, demand for our paging services declined significantly since the introduction
of GSM services, improvements in other technologies and other changes in the market. As a result, we
recognized an impairment charge of NT$343 million (US$10.5 million) relating to our paging business in 2005.
If we fail to develop, or obtain timely access to, new technologies and equipment, or if we fail to obtain the
necessary licenses to provide services using these new technologies, we may lose our customers and market share
and become less profitable.

In addition, the cost ofi mplementing new technologies, upgrading our networks or expanding capacity
could be significant. In particular, we have made and will continue to make substantial capital expenditures in the
near future in order for us to effectively respond to technological changes, such as the continued expansion of our
3G cellular mobile network. We will also need to make additional capital expenditures relating to the launch of
new businesses, including multimedia-on-demand, or MOD, ADSL, fiber-to-the-x, or FTTx, and VolP services,
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as well as the implementation of a network modernization program, including the planned migration of our fixed
line networks to Internet protocol next generation networks. To the extent these expenditures exceed our cash
resources, we will be required to seek additional debt or equity financing. Our ability to obtain additional
financing on favorable commercial terms will depend on a number of factors. These factors include our financial
condition, results of operations, cash flows and the prevailing market conditions in the Taiwan and international
telecommunications industry, the cost of financing and conditions in the financial markets, and the issuance of
relevant government and other regulatory approvals. The failure to obtain funding for our capital expenditures on
commercially acceptable terms and on a timely basis, or at all, could jeopardize our expansion plans and
materially and adversely affect our business, financial condition, results of operations and prospects.

We may not realize the benefits we expect from our investments, and this may materially and adversely affect
our business, financial condition, results of operations and prospects.

We have made significant capital investments in our network infrastructure and information technology systems
to provide the services we offer. In 2007, we made capital expenditures in relation to our network infrastructure and
information technology systems of NT$25.1 billion. Of this amount, we made capital expenditures of NT$19.2
billion in wireline, which includes those for fixed line and Internet and data services, equipment, NT$5.3 billion in
wireless equipment for cellular service, and NT$0.6 billion in other areas. In order to continue to develop our
business and offer new and more sophisticated services, we intend to continue to invest in these areas as well as new
technologies. The launch of new and commercially viable products and services is important to the success of our
business. We expect to incur substantial capital expenditures to further develop our range of services and products.
Commercial acceptance by consumers of new and more sophisticated services we offer may not occur at the rate or
level expected, and we may not be able to successfully adapt these services to effectively and economically meet our
customers’ demand, thus impairing our expected return from our investments.

We cannot assure you that services enabled by new technologies we implement, such as 3G cellular
technology, will be accepted by the public to the extent required to generate an acceptable rate of return. In
addition, we face the risk of unforeseen complications in the deployment of these new services and technologies,
and we cannot assure you that our estimate of the necessary capital expenditure to offer such services will not be
exceeded. New services and technologies may not be developed and/or deployed according to expected schedules
or may not achieve commercial acceptance or be cost effective. The failure of any of our services to achieve
commercial acceptance could result in additional capital expenditures or a reduction in profitability to the extent
we are required under applicable accounting standards to recognize a charge for impairment of assets. Any such
charge could materially and adversely affect our financial condition and results of operations.

We may also from time to time make equity investments in companies, but we cannot assure you of their
profitability. For example, the Taipei Financial Center Corporation, in which we hold a 12% interest and which
we account for using the cost method, commenced commercial operations after completing construction of
Taipei 101, which it owns and which is the tallest building in Taiwan. In 2005, we recognized a loss of NT$740
million in relation to this investment due to lower than expected leasing rates for office and retail space in Taipei
101. We cannot assure you that losses related to our equity investments will not have a material adverse effect on
our financial condition or results of operations. In 2007, we recognized an impairment loss of NT$22 million for
an investee we record under the cost method, RPTI International Co., Ltd., or RPTI, due to an adverse change in
market conditions of the power system construction. We may be required to record additional impairment
charges in future periods, which may have a material adverse effect on our financial condition and future results
of operations.

Our ability to deliver services may be disrupted due to a systems failure, shutdown in our networks,
earthquakes or other natural disasters.

Our services are currently carried through our fixed line and cellular telecommunications networks, as well
as through our transmission networks consisting of optical fiber cable, microwave, submarine cable and satellite
transmission links. Our networks may be vulnerable to damage or interruptions in operations due to adverse
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weather conditions, earthquakes, fires, power loss, telecommunications failures, software flaws, transmission
cable cuts or similar events. For example, on December 26, 2006, a 6.9 magnitude earthquake in the southern
seas of Taiwan caused significant damage to the undersea cable networks that connect Taiwan to the United
States, Japan, Hong Kong, China and other countries in South East Asia. The earthquake resulted in major
outages in telephone and Internet services throughout the region. It required one week to restore 90% of the
capacity, and repairs were not completed until February 2, 2007, when all four affected undersea cables finally
returned to normal operations. As a result of the December 2006 earthquake, we suffered repair costs of
approximately NT$10 million. Taiwan is susceptible to earthquakes and typhoons. However, we do not carry any
insurance to cover damages caused by earthquakes, typhoons or other natural disasters or any resulting business
interruption. Any failure of our networks, servers, or any link in the delivery chain that results in an interruption
in our operations or an interruption in the provision of any of our services, whether from operational disruption,
natural disaster, military or terrorist activity, or otherwise, could damage our ability to attract and retain
customers and materially and adversely affect our business, financial condition, results of operations and
prospects.

If new technologies adopted by us do not perform as expected, or if we are unable to effectively deliver new
services based on these technologies in a commercially viable manner, our revenue growth and profitability
will decline.

We are pursuing a number of new growth opportunities in the broader telecommunications industry,
including wireless data, MOD, VoIP and WiMAX services. These opportunities involve new services for which
there are no proven markets. Our ability to deploy and deliver these services will depend, in many instances, on
new and unproven technologies. These new technologies, such as 3G cellular telecommunications technologies,
may not perform as expected or generate an acceptable rate of return. In addition, we may not be able to
successfully develop new technologies to effectively and economically deliver these services, or be able to
compete successfully in the delivery of telecommunications services based on new technologies. Furthermore,
the success of our wireless data services is substantially dependent on the availability of wireless data
applications and devices that are being developed by third-party developers. These applications or devices may
not be sufficiently developed to support the deployment of our wireless data services. If we are unable to deliver
commercially viable services based on the new technologies that we adopt, our financial condition and results of
operations may be materially and adversely affected.

We depend on select personnel and could be affected by the loss of their services.

We depend on the continued service of our executive officers and skilled technical and other personnel. Our
business could suffer if we lose the services of any of these personnel and cannot adequately replace them. In
particular, we are not insured against the loss of any of our personnel. Moreover, we may be required to increase
substantially the number of these employees in connection with any expansion, and there is intense competition
for experienced personnel in the Taiwan telecommunications industry. We may not be able to retain our present
personnel or attract additional qualified personnel as and when needed. In addition, we may need to increase
employee compensation levels in order to attract and retain personnel. We cannot assure you that the loss of the
services of any of these personnel would not disrupt our business and operations and materially and adversely
affect the quality of our services and harm our reputation.

Our largest shareholder may take actions that conflict with our public shareholders’ best interests.

As of March 31, 2008, the Republic of China government, through the Ministry of Transportation and
Communications, owned approximately 35.65% of our outstanding common shares. Accordingly, the
government, through its control over our board, as all non-independent board members were appointed by the
Ministry of Transportation and Communications, may continue to have the ability to control our business,
including matters relating to:

» any sale of all or substantially all of our assets;

¢ the approval of our annual operation and projects budget;
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e the composition of our senior management;
* the timing and distribution of dividends;
¢ the election of a majority of our directors and supervisors; and

e our business activities and direction.

In addition, pursuant to the Telecommunications Act and our articles ofi ncorporation, our board of directors
approved the issuance of two preferred shares on March 28, 2006 to the Ministry of Transportation and
Communications. As the holder of these preferred shares, the Ministry of Transportation and Communications
has the right to veto any change in our name or our business and any transfer of the all or a substantial portion of
our business or property and to act as a director and supervisor on the basis ofi ts preferred shareholding. Under
our articles ofi ncorporation, these preferred shares are non-transferable and will be redeemed by us three years
from their date ofi ssuance at their par value.

Actual or perceived health risks related to cellular phones and base stations could lead to decreased cellular
telephone usage and difficulties in increasing network coverage and could expose us to potential liability.

According to some published reports, the electromagnetic signals from cellular phones and cellular base
stations may pose health risks or interfere with the operation of electronic equipment. Although the findings of
those reports are disputed, actual or perceived risks of using cellular telecommunications devices or of base
stations could have a material adverse effect on cellular service providers, including us. For example, our
customer base could be reduced, our customers may reduce their usage of our cellular services, we could
encounter difficulties in obtaining sites for additional cellular base stations required to expand our network
coverage or we may be requested to reduce the number of existing cellular base stations. As a result, our cellular
business may generate less revenues and our financial condition and results of operations may be materially and
adversely affected. In addition, we could be exposed to potential liability for any health problems caused by
cellular phones and base stations.

The market value of your investment may fluctuate due to financial results released in the Republic of China
that are prepared on a basis that is different from generally accepted accounting principles in the United
States.

Our ongoing financial reporting with the SEC was under U.S. GAAP before 2008. Beginning with the
financial report for fiscal year 2008, we will prepare our financial reporting with the SEC under generally
accepted accounting principles in the Republic of China, or R.O.C. GAAP, with reconciliation to U.S. GAAP in
accordance with the requirements of the SEC. Our reported financial condition and results of operations under
U.S. GAAP may differ significantly from R.O.C. GAAP. The price of our common shares trading on the Taiwan
Stock Exchange may be based on, among other things, our consolidated financial statements prepared for
ongoing reporting purposes in the Republic of China, and this in turn may affect the market price of our ADSs.

We are subject to litigation that could expose us to substantial liabilities.

We are from time to time involved in litigation, arbitration or administrative proceedings in the ordinary
course of our business. See “Item 4. Information on the Company—B. Business Overview—Legal Proceedings.”
We cannot predict the outcome of these proceedings, and we cannot assure you that if a judgment is rendered
against us in any or all of these proceedings, our financial condition and results of operations would not be
materially and adversely affected.

Investor confidence in us may be adversely impacted if we or our independent registered public accountants
are unable to attest to or express a qualified opinion on the effectiveness of our internal control over financial
reporting.

We are subject to the reporting requirements of the SEC. The SEC, as directed by Section 404 of the U.S.
Sarbanes-Oxley Act of 2002, adopted rules requiring U.S. public companies to include a report of management



on our internal control over financial reporting in their annual reports that contain an assessment by management
of the effectiveness of our internal control over financial reporting. The effectiveness ofi nternal control over
financial reporting has been audited by Deloitte & Touche, an independent registered public accounting firm,
who has also audited our consolidated financial statements for the year ended December 31, 2007. Deloitte &
Touche has issued an attestation report on the effectiveness of our internal control over financial reporting in
accordance with the standards of the Public Company Accounting Oversight Board (United States).

While the management report included in this annual report concluded that our internal control over
financial reporting was effective, we cannot assure you that our management will be able to conclude that our
internal control over financial reporting is effective in future years. Moreover, even if our management concludes
that our internal control over financial reporting is effective, our independent registered public accounting firm
may still conclude that our internal control is not effective due to any inability to fully remedy the material
weaknesses already reported to our audit committee by our independent registered public accounting firm or
additional material weaknesses that may be identified during the Section 404 audit process or other reasons. Ifi n
future years we fail to maintain effective internal control over financial reporting in accordance with the
Sarbanes-Oxley Act, we could suffer a loss ofi nvestor confidence in the reliability of our consolidated financial
statements, which in turn could negatively impact the trading price of our ADSs, result in lawsuits being filed
against us by our shareholders or otherwise harm our reputation.

Our investments in real estate projects may not be profitable and will subject us to additional risks not related
to our core businesses.

Our properties consist primarily ofl and, land improvements and buildings located throughout Taiwan. In
early 2008, we established Light Era Development Co., Ltd. for the purpose of developing our real estate
properties to increase their value. In March and April 2008, we started the process of transferring six properties
to Light Era Development Co., Ltd. Currently, three of these properties are in development. We have no prior
experience operating real estate development projects and cannot assure you that our investments will achieve
their expected results. Operating or investing in real estate projects involves numerous risks for which we may
not be adequately protected. Many of these risks are also beyond our control. For example, our projects may be
delayed or never completed due to the failure of other parties with which we have contracted to fulfill their
contractual obligations or because of unexpected problems that arise during the planning or construction phases
of the projects. Any significant delay or any failure to complete our projects might result in our projects not
achieving their expected return and could subject us to a loss on our investment. In addition, changes in the
regulatory or economic environment relating to real estate, such as changes in interest rates affecting the
financing of our projects, increases in the applicable property tax rates relating to our properties and decreases in
demand for residential, commercial or resort properties, could materially and adversely affect the value of our
properties and/or reduce or eliminate the profitability of our projects. If our revitalization projects do not achieve
their expected results or subject us to a significant financial loss, this could have a material adverse effect on our
financial condition and results of operations.

We entered into a ten-year foreign currency derivative contract in September 2007, which will require us to
make cash payments every two weeks if the foreign exchange spot rate trades at or below 31.50 NT dollars per
US$1.00.

In September 2007, we entered into a ten-year foreign currency derivative contract with Goldman Sachs
Group Inc., or Goldman. Under the terms of the contract, if the spot exchange rate of NT dollars against U.S.
dollars is less than NT$31.50 per US$1.00 at any two consecutive bi-weekly valuation dates during the valuation
period starting from October 4, 2007 to September 5, 2017, we are required to make a cash payment to Goldman.
The amount of payment is determined by the difference between the applicable exchange rates and using a base
amount of US$4.0 million. Conversely, if the spot exchange rate of NT dollars against U.S. dollars is above
NT$31.50 per US$1.00 using the same valuation methodology, Goldman would have a payment obligation to us
in an amount determined using a base amount of US$2.0 million. If the spot exchange rate of NT dollars against




U.S. dollars ever trades at or above NT$32.70 per US$1.00 after December 12, 2007, the contract will be
terminated at that time. The amount of unrealized valuation loss arising from this contract for the year ended
December 31, 2007 was NT$580 million. As of April 22, 2008, the noon buying rate in the City of New York for
cable transfers of New Taiwan dollars as certified for customs purposes by the Federal Reserve Bank of New
York was NT$30.26 per US$1.00. For the duration of the contract, we will be required to make cash payments to
Goldman every two weeks if the foreign exchange rate is below NT$31.50 per US$1.00. If the NT dollar
continues to further appreciate against the U.S. dollar, the amount of our cash payments would increase, and the
aggregate amount of payments could become significant if such exchange levels are prolonged. This foreign
currency derivative contract may have a material adverse effect on our financial condition and results of
operations. See Item 11. “Quantitative and Qualitative Disclosures About Market Risk—Foreign Currency Risk.”

Any further economic downturn or decline in the growth of the population in Taiwan may materially and
adversely affect our financial condition, results of operations and prospects.

We conduct most of our operations and generate most of our revenues in Taiwan. As a result, any decline in
the Taiwan economy or a decline in the growth of the population in Taiwan may materially and adversely affect
our financial condition, results of operations and prospects. In recent years, the banking and financial sectors in
Taiwan have been seriously harmed by the general economic downturn in Taiwan and the rest of Asia, which has
resulted in a depressed property market and an increase in the number of companies filing for corporate
reorganization and bankruptcy protection. Although economic conditions in Taiwan have improved since 2003,
the global slowdown in technology expenditures has also from time to time adversely affected the Taiwan
economy, which is highly dependent on the technology industry. We cannot assure you that economic conditions
in Taiwan will continue to improve in the future or that our business and operations will not be materially and
adversely affected by deterioration in the Taiwan economy.

We face substantial political risks associated with doing business in Taiwan, particularly due to domestic
political events and the tense relationship between the Republic of China and the People’s Republic of China,
which could negatively affect the value of your investment.

Our principal executive offices and substantially all of our assets are located in Taiwan, and substantially all
of our revenues are derived from our operations in Taiwan. Accordingly, our business, financial condition and
results of operations and the market price of our common shares and the ADSs may be affected by changes in
Republic of China governmental policies, taxation, inflation or interest rates and by social instability and
diplomatic and social developments in or affecting Taiwan which are outside of our control. Taiwan has a unique
international political status. Since 1949, Taiwan and the Chinese mainland have been separately governed. The
People’s Republic of China, or PRC, claims that it is the sole government in China and that Taiwan is part of
China. Although significant economic and cultural relations have been established during recent years between
the Republic of China and the PRC, relations have often been strained. The PRC government has refused to
renounce the use of military force to gain control over Taiwan. Furthermore, the PRC government passed an
Anti-Secession Law in March 2005, which authorizes non-peaceful means and other necessary measures should
Taiwan move to gain independence from the PRC. Past developments in relations between the Republic of China
and the PRC have on occasion depressed the market prices of the securities of companies in the Republic of
China. Relations between the Republic of China and the PRC and other factors affecting military, political or
economic conditions in Taiwan could materially and adversely affect our financial condition and results of
operations, as well as the market price and the liquidity of our securities.

Any future outbreak of contagious diseases may materially and adversely affect our business and operations,
as well as our financial condition and results of operations.

Any future outbreak of contagious diseases, such as severe acute respiratory syndrome or avian influenza,
may disrupt our ability to adequately staff our business and may generally disrupt our operations. If any of our
employees is suspected of having contracted any contagious disease, we may under certain circumstances be
required to quarantine such employees and the affected areas of our premises. As a result, we may have to



temporarily suspend part or all of our operations. Furthermore, any future outbreak may restrict the level of
economic activity in affected regions, including Taiwan, which may adversely affect our business and prospects.
As a result, we cannot assure you that any future outbreak of contagious diseases would not have a material
adverse effect on our financial condition and results of operations.

Shareholders may have more difficulty protecting their interests under the laws of the Republic of China than
they would under the laws of the United States.

Our corporate affairs are governed by our articles ofi ncorporation, the Telecommunications Act, and by the
laws governing corporations incorporated in the Republic of China. In addition, our corporate affairs may remain
governed by the Statute of Chunghwa Telecom Co., Ltd. See “—Extensive regulation of our industry may limit
our flexibility to respond to market conditions and competition, and our business may suffer.” The rights of
shareholders and the responsibilities of management and the members of the board of directors of Taiwan
companies are different from those applicable to a corporation incorporated in the United States. For example,
controlling or major shareholders of Taiwan companies do not owe fiduciary duties to minority shareholders. As
a result, holders of our common shares and ADSs may have more difficulty in protecting their interests in
connection with actions taken by our management or members of our board of directors than they would as
public shareholders of a United States corporation.

Risks Relating to Ownership of Our ADSs and Common Shares

The value of your investment may be reduced by future sales of our ADSs or common shares by us, by the
Republic of China government or by other shareholders.

The government may continue to sell our common shares. Sales of substantial amounts of ADSs or common
shares by the government or any other shareholder in the public market, or the perception that future sales may
occur, could depress the prevailing market price of our ADSs and common shares.

The market value of your investment may fluctuate due to the volatility of, and government intervention in, the
Taiwan securities market.

Our common shares are traded on the Taiwan Stock Exchange, which has a smaller market capitalization
and is more volatile than the securities markets in the United States and many European countries. The market
value of our ADSs may fluctuate in response to the fluctuation of the trading price of our common shares on the
Taiwan Stock Exchange. The Taiwan Stock Exchange has experienced substantial fluctuations in the prices and
trading volumes ofl isted securities, and there are currently limits on the range of daily price movements. In
recent years, the Taiwan Stock Exchange Index reached a peak of 10,202.20 in February 2000 and subsequently
fell to a low of 3,446.26 in October 2001. During 2007, the Taiwan Stock Exchange Index peaked at 9,809.88 on
October 29, 2007, and reached a low of 7,344.56 on March 5, 2007. On April 22, 2008, the Taiwan Stock
Exchange Index closed at 9,037.25. The Taiwan Stock Exchange has experienced certain problems, including
market manipulation, insider trading and payment defaults. The recurrence of these or similar problems could
have a material adverse effect on the market price and liquidity of the securities of Taiwan companies, including
our ADSs and common shares, in both the domestic and the international markets.

In response to declines and volatility in the securities markets in Taiwan, the Republic of China government
formed the National Financial Stabilization Fund to support these markets through open market purchases of shares
in Taiwan companies from time to time. The details of the transactions of the National Financial Stabilization Fund
have not been made public. In addition, the government’s Labor Insurance Fund and other funds associated with the
government have in the past purchased, and may from time to time purchase, shares of Taiwan companies listed on
the Taiwan Stock Exchange or other markets. As a result of these activities, the market price of common shares of
Taiwan companies may have been and may currently be higher than the prices that would otherwise prevail in the
open market. Market intervention by government entities, or the perception that such activity is taking place, may
take place or has ceased, may cause sudden movements in the market prices of the securities of Taiwan companies,
which may affect the market price and liquidity of our common shares and ADSs.
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We may be sanctioned or lose our licenses for violations ofl imits on foreign ownership of our common shares,
and these limits may materially and adversely affect our ability to obtain financing.

The laws of the Republic of China limit foreign ownership of our common shares. Prior to March 1, 2006,
the Ministry of Transportation and Communications, as the competent authority under the Telecommunications
Act, had the power to prescribe the limits on foreign ownership of our common shares. After the formation of the
National Communications Commission on March 1, 2006, the National Communications Commission replaced
the Ministry of Transportation and Communications as the competent authority under the Telecommunications
Act pursuant to the Organization Law. The National Communications Commission and the Ministry of
Transportation and Communications reached an agreement on foreign ownership of Chunghwa Telecom. An
announcement issued by the Ministry of Transportation and Communications on December 28, 2007 stipulated
that direct holdings by foreign investors in Chunghwa Telecom cannot exceed 49% of our outstanding share
capital and the total direct and indirect holdings by foreign investors cannot exceed 55% of our outstanding share
capital. As of April 22, 2008, foreign direct holdings of our outstanding share capital is at 46.19%. If we fail to
comply with the applicable foreign ownership limitations, our licenses to operate some of our businesses could
be revoked. Moreover, we cannot predict the manner in which the National Communications Commission will
exercise its authority over us, and the National Communications Commission could decline to raise, or determine
to reduce, this foreign ownership limitation.

If we are deemed to be in violation of our foreign ownership limitations, any consequences arising from
such violation may materially and adversely affect us. Moreover, since we are unable to control ownership of our
common shares or ADSs representing our common shares, and because we have no ability to stop transfers
among shareholders, or force particular shareholders to sell their shares, we may be subject to monetary fine or
lose our licenses through no fault of our own. In that event, our business could be disrupted, our reputation could
be damaged and the market price of our ADSs and common shares could decline. These limitations may also
materially and adversely affect our ability to obtain adequate financing to fund our future capital requirements or
to obtain strategic partners, and alternate forms of financing may not be available on terms favorable to us or at
all.

Restrictions on the ability to deposit our common shares into our ADS program may adversely affect the
liquidity and price of the ADSs.

The ability to deposit shares into our ADS program is restricted by Republic of China law, under which no
person or entity, including you and us, may deposit our common shares into our ADS program unless the
Securities and Futures Bureau has not objected within a prescribed period following the filing with it of an
application to do so, except for the deposit of the common shares into our ADS program and for the issuance of
additional ADSs in connection with:

¢ distribution of share dividends or free distribution of our common shares;

» exercise of preemptive rights of ADS holders applicable to the common shares evidenced by our ADSs
in the event of capital increases for cash; or

* purchases of our common shares in the domestic market in Taiwan by the investor directly or through
the depositary and delivery of such shares or delivery of our common shares held by such investors to
the custodian for deposit into our ADS program, subject to the following conditions: (a) the depositary
may accept deposit of those shares and issue the corresponding number of ADSs with regard to such
deposits only if the total number of ADSs outstanding after the deposit does not exceed the number of
ADSs previously approved by the Securities and Futures Bureau, plus any ADSs issued pursuant to the
events described above; and (b) this deposit may only be made to the extent previously issued ADSs
have been cancelled.

As a result of the limited ability to deposit common shares into our ADS program, the prevailing market
price of our ADSs on the New York Stock Exchange may differ from the prevailing market price of the
equivalent number of our common shares on the Taiwan Stock Exchange.



You will be more restricted in your ability to exercise voting rights than the holders of our common shares,
which may diminish your influence over our corporate affairs and may reduce the value of your ADSs.

Holders of American depositary receipts evidencing our ADSs may exercise voting rights with respect to the
common shares represented by these ADSs only in accordance with the provisions of our deposit agreement. The
deposit agreement provides that, upon receipt of notice of any meeting of holders of our common shares, the
depositary bank will, as soon as practicable thereafter if requested by us in writing, mail to ADS holders the
notice of the meeting sent by us, voting instruction forms and a statement as to the manner in which instructions
may be given by the holders.

ADS holders will not generally be able to exercise voting rights attaching to the deposited securities on an
individual basis. Under the deposit agreement, the voting rights attaching to the deposited securities must be
exercised as to all matters subject to a vote of shareholders collectively in the same manner, except in the case of
an election of directors and supervisors. The election of our directors and supervisors is by means of cumulative
voting. In the event the depositary does not receive voting instructions from ADS holders in accordance with the
deposit agreement, our chairman or his or her designee will be entitled to vote the common shares represented by
the ADSs in the manner he or she deems appropriate at his or her discretion, which may not be in your interest.

Your right to participate in any future rights offerings may be limited, which may cause dilution to your
holdings.

We may from time to time distribute rights to our shareholders, including rights to acquire our securities.
Under the deposit agreement, the depositary will not offer you those rights unless the distribution to ADS holders
of both the rights and any related securities are either registered under the U.S. Securities Act of 1933, as
amended, or the Securities Act, or exempt from registration under the Securities Act. We are under no obligation
to file a registration statement with respect to any such rights or securities or to endeavor to cause such a
registration statement to be declared effective. Moreover, we may not be able to establish an exemption from
registration under the Securities Act. Accordingly, you may be unable to participate in our rights offerings and
may experience dilution in your holdings.

If the depositary is unable to sell rights that are not exercised or not distributed or if the sale is not lawful or
reasonably practicable, it will allow the rights to lapse, in which case you will receive no value for these rights.

Changes in exchange controls that restrict your ability to convert proceeds received from your ownership of
ADSs may have an adverse effect on the value of your investment.

Your ability to convert proceeds received from your ownership of ADSs depends on existing and future
exchange control regulations of the Republic of China. Under the current laws of the Republic of China, an ADS
holder or the depositary, without obtaining further approvals from the Central Bank of the Republic of China
(Taiwan) or any other governmental authority or agency of the Republic of China, may convert NT dollars into
other currencies, including U.S. dollars, in respect of:

* the proceeds of the sale of common shares represented by ADSs or received as share dividends with
respect to the common shares and deposited into the depositary receipt facility; and

* any cash dividends or distributions received from the common shares represented by ADSs.

In addition, the depositary may also convert into NT dollars incoming payments for purchases of common
shares for deposit in the depositary receipt facility against the creation of additional ADSs. If you withdraw the
common shares underlying your ADSs and become a holder of our common shares, you may convert into NT
dollars subscription payments for rights offerings. The depositary may be required to obtain foreign exchange
approval from the Central Bank of the Republic of China (Taiwan) on a payment-by-payment basis for
conversion from NT dollars into foreign currencies of the proceeds from the sale of subscription rights of new
common shares. Although it is expected that the Central Bank of the Republic of China (Taiwan) will grant
approval as a routine matter, required approvals may not be obtained in a timely manner, or at all.
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Under the Republic of China Foreign Exchange Control Law, the Executive Yuan of the Republic of China
may, without prior notice but subject to subsequent legislative approval rendered within ten days from such
imposition, impose foreign exchange controls or other restrictions in the event of, among other things, a material
change in domestic or international economic conditions which might threaten the stability of the domestic
economy in Taiwan.

You are required to register with the Taiwan Stock Exchange and appoint several local agents in Taiwan if
you withdraw common shares from our ADS facility and become our shareholder, which may make your
ownership burdensome.

If you are a non-Republic of China person and wish to withdraw common shares represented by your ADSs
from our ADS facility and hold those common shares, you are required under the current laws and regulations of
the Republic of China to appoint an agent, also referred to as a tax guarantor, in the Republic of China for filing
tax returns and making tax payment. A tax guarantor must meet certain qualifications set by the Ministry of
Finance of the Republic of China and, upon appointment, becomes a guarantor of your Republic of China tax
obligations. If you wish to repatriate profits derived from the sale of withdrawn common shares or cash dividends
or interest on funds derived from the withdrawn common shares, you will be required to submit evidence of your
appointment of a tax guarantor and the approval of the appointment by the Republic of China tax authorities. You
may not be able to appoint and obtain approval for a tax guarantor in a timely manner.

In addition, under the current laws of the Republic of China, you will be required to be registered as a
foreign investor with the Taiwan Stock Exchange for making investments in the Republic of China securities
market prior to your withdrawal and holding of common shares represented by the ADSs. You will be required to
appoint a local agent in Taiwan to, among other things, open a securities trading account with a local securities
brokerage firm and a bank account to remit funds, exercise shareholders’ rights and perform other functions as
holders of ADSs may designate. You must also appoint a local bank to act as custodian for handling confirmation
and settlement of trades, safekeeping of securities and cash proceeds and reporting and declaration of
information. Without the relevant registration and appointment of the local agent and custodian and the opening
of a securities trading account and bank account, you will not be able to hold, subsequently sell or otherwise
transfer our common shares withdrawn from the ADSs facilities on the Taiwan Stock Exchange.

Our actual financial results may differ materially from our published full year guidance.

Each year, we voluntarily publish operating results guidance for the current fiscal year prepared in
accordance with R.O.C. GAAP. These projections are based on a number of estimates and assumptions and are
inherently subject to significant uncertainties and contingencies, including the risks factors described in this
annual report. In particular, projections are forward-looking statements that are necessarily speculative in nature,
and it can be expected that one or more of the estimates on which the projections were based will not materialize
or will vary significantly from actual results, and such variances will likely increase over time.

ITEM 4. INFORMATION ON THE COMPANY
A. History and Development of the Company

Our legal and commercial name is Chunghwa Telecom Co., Ltd. Our common shares have been listed on
the Taiwan Stock Exchange under the number “2412” since October 27, 2000 and our ADSs have been listed on
the New York Stock Exchange under the symbol “CHT” since July 17, 2003. Our principal executive offices are
located at 21-3 Hsinyi Road, Section 1, Taipei, Taiwan, Republic of China, and our telephone number is
(886) 2-2344-5488. Our website address is http://www.cht.com.tw. The information on our website does not form
a part of this annual report.

We were established as a company on July 1, 1996 as a result of the separation of the business and
regulatory functions of the Directorate General of Telecommunications. We were privatized in August 2005.



We are the largest telecommunications service provider in Taiwan and one of the largest in Asia in terms of
revenues. As an integrated telecommunications service provider, our principal services include:

» fixed line services, including local, domestic long distance and international long distance telephone
services;

e cellular services; and

* Internet and data services, including HiNet, our Internet service provider, FTTx services, ADSL
services and leased line services.

As our traditional fixed line business has matured and new technologies have become available, we have
pursued new growth opportunities in the cellular and Internet and data services markets. We are focusing on
enhancing our leading position in each of our principal lines of business, and expanding into new lines of
business such as 3G cellular services. We enjoy leading positions across a number of areas:

* we are Taiwan’s largest provider of fixed line services in terms of both revenues and customers;
* we are Taiwan’s largest cellular service provider in terms of both revenues and customers;

* we are Taiwan’s largest broadband Internet access provider as well as Taiwan’s largest Internet service
provider in terms of both revenues and customers; and

* we are also a leading player in the data communications market in Taiwan.

In 2007, our revenues were NT$200.9 billion (US$6.2 billion), our net income was NT$49.5 billion (US$1.5
billion) and our net income per share was NT$4.68 (US$0.14).

In 2007, we made capital expenditures totaling NT$25.1 billion (US$0.8 billion), of which 76.1% was
related to wireline equipment, 21.3% was related to cellular equipment and 2.1% was related to other items. See
“Item 5. Operating and Financial Review and Prospects—B. Liquidity and Capital Resources—Capital
Expenditures” for a discussion of our capital expenditures.

Competitive Strengths

We believe that we are well positioned to take advantage of growth opportunities in the telecommunications
market in Taiwan as new technologies evolve. In particular, we have maintained our leading market share in
cellular and Internet and data services since the opening of the Taiwan telecommunications market to
competition in June 2001. Furthermore, we have enjoyed greater flexibility in making purchasing and other
business decisions after we were privatized in August 2005. In addition, our responsiveness to market conditions
has been enhanced by the shortening in May 2002 of the approval period for primary tariff adjustments and
promotional packages from 40 to 14 days.

We believe that further deregulation and market liberalization will continue to drive the growth of the
overall market for telecommunications services in Taiwan, as well as the development of new products and
services. We expect to benefit from additional opportunities as the telecommunications market in Taiwan
continues to grow.

We believe that our primary competitive strengths are:
e our broad customer base in Taiwan;

* our position as an integrated, full-service telecommunications provider in Taiwan; and

* our capital resources and technology, which we believe we can build on to expand our leading position
in the growing cellular and Internet and data services markets, including through our continued
construction of a 3G cellular network, FTTx broadband access services, our IP-based MOD services
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We have a broad customer base in Taiwan.

We are the largest telecommunications service provider in Taiwan with a broad customer base across all of
our service offerings. Despite deregulation and an increase in competition in the Taiwanese telecommunications
industry, we have maintained a market leading position in our primary service offerings of fixed line
communications, cellular communications and Internet and data services. We believe our broad customer base in
each of our service offerings grants us a distinct competitive advantage to maintain our existing customers and
attract new customers and increases the chance of success for the launch and popularization of new products. As
the telecommunications industry continues its trend of converging fixed line, cellular and data services, we
believe that our comprehensive service offerings places us in a strong position to offer converged products and
services to our customers.

We are an integrated full-service telecommunications provider in Taiwan.

We are the largest telecommunications service provider in Taiwan with a leading position in local, domestic
long distance and international long distance telephone services, wireless services and Internet and data services.

Broad range of communications products and services. We believe that our ability to provide an attractive
and comprehensive range of telecommunications services uniquely positions us to provide bundled and value-
added services to our business and residential customers. In addition, we are able to offer innovative bundled
services and tariff packages to meet the specific needs of our customers.

Broad network coverage. The breadth of our network and our ownership of the so called “last mile”
infrastructure in Taiwan, which comprises the connection between the local telephone service provider’s
switching centers to the end-users’ buildings or homes, provide us with access to existing and potential
customers and creates a platform for expanding our services. As of December 31, 2007, substantially all of our
installed telephone lines were capable of delivering ADSL services. In addition, our cellular services network
provides nationwide coverage. Our large cellular spectrum allocation together with our network of 13,513 base
stations position us well for the continued expansion of our cellular services in Taiwan.

s

Brand awareness, distribution channels and customer service. Our principal brands “Chunghwa Telecom’
and “HiNet” have a reputation for quality, reliability and sophisticated technology. In particular, we are the
leading Internet service provider in Taiwan through HiNet. We serve our large and well-established customer
base through our extensive customer service network in Taiwan, including 23 operations offices, 319 service
centers, 148 exclusive services stores and six integrated call centers. We also offer comprehensive and high-
quality point of sale and after sale services, and we provide web-based customer services. Moreover, our
extensive sales and distribution channels help us attract additional customers and develop new business
opportunities. In the Reader’s Digest Trusted Brands Award, we stood out and won the Platinum Award of
Telecom Company in Taiwan for four consecutive years since 2004. We were also awarded “Best Managed
Company” and “Best Commitment to Strong Dividends” in Taiwan by FinanceAsia in 2006. In January 2007, the
Standard & Poor’s Ratings Services raised our long-term foreign currency credit rating to AA from AA- with
positive implications and removed us from CreditWatch. In 2007, we were also awarded the Excellence in
Corporate Social Responsibility Award by the Common Wealth Magazine, the certification award by Corporate
Governance Association in Taiwan and named Asia’s Best Companies by FinanceAsia.

Operational expertise. Our management and employees have extensive operating experience and technical
knowledge, which we believe cannot be easily replicated by competitors. We also believe we will continue to
attract and retain high quality employees.

Comprehensive customer billing infrastructure. As Taiwan’s leading telecommunications services provider,
we have extensive resources and infrastructure relating to billing services. In particular, we issue, in the
aggregate, approximately 17 million invoices, including integrated bills, every month. We intend to continue
taking advantage of this unique attribute by offering bill collection services to Internet content providers and
other entities that lack the necessary resources and infrastructure for effective customer billing.
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We have the capital resources and technology to enhance our leading position in the growing cellular and
Internet services markets.

Established position in growing markets. Revenues from our cellular and Internet and data services have
increased from 55.8% of revenues in 2003 to 61.2% in 2007. We expect our cellular and Internet and data
services to continue to be the key drivers of our future growth. With our leading market share, we enjoy
substantial economies of scale in equipment procurement as well as the marketing of our products and services.

Strong capital structure. We believe we have greater financial resources than other telecommunications
operators in Taiwan. In particular, our relatively low debt-to-equity capital structure, together with our high
levels of cash and operating cash flows, provides us with the flexibility and resources to invest in capital
intensive and growing businesses. In particular, we continue to invest in broadband Internet protocol networks,
fiber-optic networks, and 3G cellular communications networks and services. We also have begun making
investments in or acquiring other companies which provide complementary telecommunications and Internet-
related services to further expand our business and offer new products and services.

Advanced network technology. Since 2003, we have developed and upgraded our existing infrastructure for
both mobile and fixed line networks. We developed a high-speed Internet protocol backbone network and
expanded the coverage of our ADSL network. In 2007, we launched a long-term next generation network
construction project that will upgrade the local fixed line networks to high-speed packet-based digital networks
with FTTx technology. Our investment in network infrastructure places us in a position to capture a significant
share of the Internet and high-speed data transmission market.

Research and development expertise. As of March 31, 2008, we employ over 1,100 research professionals
and engineers whose principal focus is to develop advanced network services and operations support systems and
to build selected core technologies. In 2007, our research and development expenses, excluding depreciation and
amortization, accounted for 1.3% of our revenues. We believe our focus on research and development will allow
us to efficiently develop and deploy new technologies and services ahead of our competitors.

Business Strategy

Taiwan has one of the highest fixed line penetration rates in Asia and has also experienced rapid adoption of
wireless communications and Internet services, including broadband access services. We believe that
telecommunications services will evolve over the coming years, driven by a number of technological
innovations. We also believe that the convergence of communications technologies will provide a significant
competitive advantage to integrated telecommunications service providers that are able to design and construct
sophisticated and scalable networks capable of serving as a common platform for a broad range of services.

Our key strategic objectives are to maintain our position as a leading integrated telecommunications services
provider in Taiwan and to enhance our leadership position in growing markets, such as cellular and Internet and
data markets, including broadband access services and value-added services.

Consistent with our strategic objectives, we have developed the following business strategies:

Focus on our core strengths while expanding our scope of services to capture new growth opportunities

Our core strengths are the management of telecommunication networks and the provision of services over
these networks. We currently operate several networks linked by a core backbone infrastructure consisting of
public switched telephone, cellular, ADSL, FTTx and Internet protocol networks. Our strategy for each network
differs depending on the market dynamics and future growth prospects of services delivered over these networks.
In general, we endeavor to maintain our strong market position in each of our business lines and seek to expand
the scope of our business beyond network services by offering value-added services to generate growth and new
opportunities.
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Fixed line: Our strategy is to maintain our position as the market leader in fixed line communications. In
December 2006, we launched value-added services for the local telephone market, such as personal ring back
tone and incoming call screening services. We also seek to enhance customer loyalty by promoting virtual
private network, or VPN, and information communication systems integration services targeted at our corporate
customers. In January 2007, we launched a long-term project to create our next generation network that will
upgrade the local fixed line networks to high-speed packed-based digital networks with FTTx technology. We
expect our entire fixed line network to be eventually based on a fully integrated IP telephony system. The
National Communications Commission approved the network deployment plan for our phone-to-phone VoIP
services in September 2007 and completed inspection processes in January 2008. We are now in the process of
applying for VoIP numbers and plan to launch the 070 VoIP services based on managed-IP networks in the
second half of 2008.

Cellular: Our strategy for our existing 2G cellular services, which uses the GSM standard, is to continue to
expand service offerings that take advantage of our strong customer base and extensive network coverage. In
particular, we will focus on increasing our average revenue per user by expanding our post-paid customer base
and promoting increased use of wireless value-added services, such as our “emome” mobile Internet service,
Java games, ring-back tone services and video streaming. Furthermore, we upgraded our 3G cellular service,
which was based on a wideband code division multiple access, or WCDMA, technology launched on July 26,
2005, to 3.5G services on September 12, 2006. Our strategy with respect to our 3G cellular service includes the
following initiatives:

* taking advantage of our ability to provide services using either the GSM or WCDMA standards and
offering seamless service to customers with dual-mode cellular phones, which enable our customers to
enjoy the benefits of network coverage while retaining their GSM cellular phone number. In order to
meet the demand from our customers for high-speed wireless data access, we adopted high-speed
downlink packet access technology and are continuing to developing 3G cellular technologys;

* encouraging our high-end customers, who are more likely to demand wireless Internet services with
higher data speed access capabilities, to use our 3G and 3.5G services by offering attractive value-
added services and product packages;

* converging fixed line and cellular services to provide customers with access to personalized
information through personal computers, personal digital assistants or cellular phones;

» taking advantage of our superior brand and network quality to attract our competitors’ customers; and

» expanding our High-Speed Downlink Packet Access, or HSDPA, coverage and enhancing the data rate
to 3.6 megabits per second, or Mbps, and 7.2 Mbps to attract more 3.5G mobile Internet customers.

Internet and data: Our strategy for Internet and data services is to continue to build on the success of our
HiNet Internet and broadband access services and enhance our Internet value-added services.

*  We provided ADSL and FTTx services to 4.3 million customers, which represented more than 80% of
Taiwan’s fixed line broadband customers by the end of 2007. We are the leading provider of broadband
Internet access in Taiwan, with a significant market share as of December 31, 2007. We have
successfully migrated many of our customers from low-speed to higher-speed Internet access services.
Approximately 69.1% of our broadband customers subscribe for downlink speeds of over 2 Mbps, and
the average downlink speed of our Internet customers, defined as the total downlink speed subscribed
divided by the total number of customers, increased from 0.6 Mbps as of December 31, 2002 to 3.6
Mbps for ADSL and FTTx and 2.7 Mbps for ADSL only as of December 31, 2007.

* FTTx offers a faster access medium for our Internet and data customers compared to ADSL by using
fiber optic technology. We are continuing the build-out of our FTTx infrastructure. Because we
typically realize higher average revenue per user for our FTTx Internet and data services, we plan to
continue offering various incentives for our ADSL and other Internet customers to switch to our FTTx
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*  We are developing new media to provide both higher-speed access as well as attractive content to our
customers. We are also continually enhancing our Internet value-added services, such as online games,
Internet music, Internet banking and Internet protocol video services, including MOD and hiChannel,
an Internet platform where customers can view videos and multimedia content. In addition, we plan to
launch VoIP services after the National Communications Commission authorizes the 070 prefix for our
phone-to-phone VolP service.

Bundled services: We believe bundled services are effective in encouraging usage and enhancing customer
loyalty. We intend to increase our offerings for bundled services. In particular, we believe we are uniquely
positioned to provide our customers with fully integrated solutions across fixed line, cellular and Internet
platforms. Our “Friends and Family” service, which offers customers preferential rates, has attracted over
1.89 million cellular customers. In addition, we provide a wide range of bundled services customized to meet the
needs of our corporate customers, such as integrated network management services, integrated information and
communication services, secure Internet services, 3G mobile office and mPro business service, which is designed
for business professionals who need to access information, such as their email, calendar, contacts and news,
wirelessly.

Emphasize quality of service and customer satisfaction

Quality of service is critical in attracting and retaining customers and enhancing our long-term profitability.
In order to continually enhance and improve the quality of our services, we have, in addition to the quality
assurance function of our regular operating units, established a number of dedicated task forces to monitor our
network performance. Our senior management sets our quality evaluation criteria and regularly reviews the
quality of our performance.

In order to ensure that our quality of service will translate into strong customer loyalty, we plan to continue
to focus on and invest in the provision of a full range of services that emphasize customer care from the point of
sale onward. For example, we have extended the focus of our corporate customer services from major accounts to
include small and medium-sized enterprises and in January 2007 established our Enterprise Business Group. Our
Enterprise Business Group is staffed by approximately 1,240 professionals and offers packaged and customized
services, customer-oriented solutions and integrated information and communications services. We have
completed the integration of our call centers, all of which can now be reached by calling a single number “123.”
We offer 24-hour customer service, including the handling of service and billing inquiries with the assistance of
an Interactive Voice Response, or IVR, system. We also offer consolidated billing for our customers who use
multiple services. We began to provide an e-bill service option to our customers in August 2005. Moreover, we
have put in place processes to enhance bill collection and improve the quality of our billing services. To improve
the quality of our customer services, we implemented a customer relationship management system, which
encompass, among other things, a customer complaint system, a business information database for the use of our
call centers, and a data mining system to enhance our sales and market analysis efforts.

Improve operational efficiency and cost structure

We have historically been focused, and will continue to focus, on cost control, particularly in the areas of
network efficiencies and personnel costs. We expect to be able to further improve our operational efficiency and
cost structure by migrating to more advanced networks and sophisticated operational support systems, and
efficiently managing our workforce.

Capital expenditures. Our long-term goal is to optimize our capital expenditures by focusing on investing in
innovative products and services with attractive return profiles. We have commenced a project for gradually
upgrading our entire public switched telephone network to a next-generation network. Next-generation Internet
protocol switches will have substantially more capacity and greater upgrade flexibility and should result in
savings from a reduced number of switching centers and a reduction in related property, materials and personnel

costs. We have also devoted resources toward the expansion of our 3G cellular network and the continuing
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Personnel costs. We seek to improve our operational efficiency by reducing our personnel costs. For
example, we offered voluntary retirement programs once each year during 2005, 2006 and 2007, which resulted
in reductions of 4,378 employees. We also hired more than 1,390 new employees after our privatization August
2005. Since then, we continued to align our organizational structure by integrating various operating units and
departments. We will also continue to reallocate our personnel from traditional fixed line services to our growing
businesses and to our marketing and customer services departments, as well as exploring outsourcing
opportunities where we deem appropriate.

Expand our business through alliances, acquisitions and investments

We plan to expand our business in high-growth areas, such as interactive multimedia broadband services,
content delivery services and value-added services, through alliances, acquisitions and investments. We believe
that our experience, operational scale and large customer base make us an attractive ally for other service
providers.

Alliances. We have formed and will continue to pursue alliances with information content providers,
multimedia service platform providers, customer premises equipment providers, Internet portal operators,
information and communication technology solutions partners to diversify our business operations and enhance
our service offerings. As of the date of this annual report, we have collaborated with more than 370 information
content providers, more than 120 customer premises equipment providers, more than eight Internet service
providers, more than nine Internet portal operators and more than 18 information and communication technology
solution partners. We have signed cooperation memorandums with Microsoft and Intel to develop digital home
services.

Acquisitions. We have focused our acquisition strategy on making acquisitions of companies that we believe
to be complementary to our long-term strategic goals. During 2007, we made several acquisitions, with the more
significant ones being Senao International Co., Ltd., or Senao, and Chunghwa System Integration Co., Ltd. In
January 2007, we became a 31.3% shareholder of a cellular phone distributor, Senao, by way of a public tender
offer and obtained majority board representation on April 2007, upon which it became a consolidated subsidiary
of ours. Senao is the largest cellular phone distributor in Taiwan with a significant market share of the total
market in Taiwan. We expect that our acquisition of Senao will increase our competitiveness in the cellular
business, and we will seek to increase our share of the cellular phone distribution market. With the acquisition of
Chunghwa System Integration Co., Ltd., we hope to enhance our ability to provide system integration support for
our enterprise customers. On December 20, 2007, we acquired 100% equity ownership of Chunghwa Telecom
Global, Inc. and Donghwa Telecom Co., Ltd. which became consolidated subsidiaries of ours from such date. In
addition, we invested a 30% equity interest in Spring House Entertainment Inc., an Internet services company, in
October 2006. On January 17, 2008, we acquired an additional 26% interest in Spring House Entertainment Inc.,
for a total of 56%.

Investments. After the privatization, we have focused our investment strategy on the development of new
businesses and the enhancement of our operation efficiency. In February 2008, we established a wholly owned
subsidiary named Light Era Development Co., Ltd., a company that engages in the real estate development
business. The management team of Light Era Development has extensive experience in real estate development.
Their experience will provide support for our strategy of redeveloping our real estate holdings. In January 2007,
we established a wholly owned subsidiary named Chunghwa International Yellow Pages Corporation.

Going forward, we may consider making other equity investments and acquisitions that we believe are
complementary to our business and other strategic goals. Our future investment will be aimed at expanding our
business scale, making better use of our research and development resources and increasing our revenues through
investing in online value-added services and digital content provision, technology development, distribution
channels and wireless communication. We expect to expand the scope of our international investments from
regional to global and plan on focusing on emerging markets and other high-growth enterprises while carefully
evaluating the risks involved.
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Maintain focus on maximizing shareholder value

We are committed to maximizing shareholder value and intend to maintain our high dividend payout policy.
Following our privatization, we have more flexibility to implement capital management initiatives, including
possible repurchases of our outstanding common shares and increases in our leverage through debt financing. We
bought back 192,000,000 shares between February 10, 2006 and April 7, 2006 and cancelled those shares on
June 30, 2006. We bought back 121,075,000 shares between August 29, 2007 and October 25, 2007 and
cancelled those shares on December 29, 2007 and February 21, 2008, respectively.

At the annual general shareholders’ meeting held on June 15, 2007, it was resolved to reduce the amount of
capital by a cash distribution to our shareholders in order to improve our financial condition and better utilize our
excess funds. The capital reduction plan was effected by a transfer of capital surplus in the amount of NT$9.7
billion to capital stock. Subsequently, capital stock was reduced by NT$9.7 billion and a liability for the actual
amount of cash to be distributed to stockholders of NT$9.6 billion was recorded. The difference between the
reduction in capital stock and the distribution amount represents treasury stock of NT$110 million, which was
concurrently cancelled. Such cash payment to stockholders was made on January 9, 2008.

B. Business Overview
Our Principal Lines of Business

The following table sets forth our revenues from our principal lines of business for the periods indicated.

Year ended December 31,

2005 2006 2007
(in billions, except percentages)
NT$ NT$ NT$
Fixed line:
Local . ... ... e 40.7  22.1% 390 209% 39.0 19.4%
Domestic long distance . ............................ 11.0 5.9 9.9 5.3 9.2 4.6
International long distance ............... ... ... ..... 14.6 79 140 7.6 144 7.2
Total fixedline .............. ... i, 663 359 629 338 626 312
Cellular(D) . . 73.0 395 730 392 737 36.7
Internet and data
Internet . ....... . ... 32.1 173 355 19.1 377 1838
Data® .. e 10.1 5.5 10.8 58 115 5.7
Total Internetanddata . ......................... 422 228 463 249 492 245
OtherM@@) 3.2 1.8 4.1 2.1 15.4 7.6
Totalrevenues . .............. i, 184.7 100.0% 186.3 100.0% 200.9 100.0%

(1) Beginning in 2006, we no longer combine cellular and paging services in one business segment, and we
include revenues from paging services in other. For this reason, revenues from cellular and other for 2005
have been reclassified on a comparable basis.

(2) Beginning in 2007, we no longer account for MOD revenues under other and account for MOD revenues
under data. In this table, MOD revenues are included in data for fiscal year 2007 and in other for fiscal years
2006 and 2005.

(3) Other includes revenues from our other services, which includes (i) the sales of cellular phones, (ii) satellite
services, (iii) telephone directories, (iv) corporate solution services and billing handling services, (v) paging
services and (vi) the leasing of real estate owned by us to third parties.

(4) As aresult of our acquisition and the obtaining of board control of Senao in 2007, we began accounting for

the cellular phone sales revenues of our consolidated subsidiary, Senao, under other beginning April 12,
2007
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Fixed Line

The provision of fixed line services is one of our principal business activities. We are the largest provider of
local, domestic long distance and international long distance telephone services in Taiwan. We also provide
interconnection with our fixed line network to other cellular and fixed line operators. Since June 2001, three new
operators have begun offering fixed line services. Our revenues from fixed line services were NT$66.3 billion, or
35.9% of our total revenues, in 2005, NT$62.9 billion, or 33.8% of our revenues, in 2006 and NT$62.6 billion, or
31.2% of our revenues, in 2007. Owing primarily to the expansion of our broadband and cellular services, we
expect that revenues from our fixed line business as a percentage of our total revenues will continue to decline.

Local Telephone

The following table sets forth our revenues from local telephone services for the periods indicated.

Year ended December 31,

2005 2006 2007
(in billions)
NT$ NT$ NT$
Local telephone revenues:

USage . . .ot 14.6 13.3 12.4
SubSsCription . . ... 18.2 18.2 18.0
INterconnection . ... .. .. ... i ittt 3.0 2.9 2.6

Pay telephone . ...... .. ... . . 0.2 0.1 0.1
Other . .o e 4.7 4.5 5.8
Total ... 40.7 39.0 39.0

We provide local telephone services to approximately 12.95 million customers in Taiwan. Our fixed line
network reaches virtually all homes and businesses in Taiwan. Revenues from local telephone services comprised
22.1%, 20.9% and 19.4% of our total revenues in 2005, 2006 and 2007, respectively. Approximately 74.8% of
our local telephone customers as of December 31, 2007 were residential customers, accounting for 60.7% of our
local telephone revenues in 2007. We are currently the leader of the local telephone service market, with an
average market share of approximately 97.4%, 97.4% and 97.4% in 2005, 2006 and 2007, respectively.

The following table sets forth information with respect to our local telephone customers and penetration
rates as of the dates indicated.

As of December 31,
2005 2006 2007

(in thousands, except percentages
and per household data)

Taiwan population® . ... ... . e 22,7770 22,877 22,958
Fixed line customers:
Residential . ........ ... . . .. 9,942 9,822 9,691
BUSINESS . .ottt e 3,319 3,300 3,261
Total ... 13,261 13,122 12,952
Growth rate (compared to the same period in the prioryear) .. ................ 0.1% (1.0O)% (1.3)%
Penetration rate (as a percentage of the population) . ........................ 582% 574%  56.4%
Lines in service per household .. ........ ... ... . . . . . .. 1.36 1.33 1.29

(1) Data from the Department of Population, Ministry of the Interior, Republic of China.
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Demand for local customer lines has historically been driven by population growth. In each of 2005 and
2006, fixed line customer growth slowed compared to prior periods, primarily due to market saturation and
competition. The number of fixed line customers decreased by 1.3% in 2007 compared to 2006.

The following table sets forth information with respect to local telephone usage for the periods indicated.

Year ended December 31,

2005 2006 2007
(in millions, except percentages)
Minutes from local callsM®@ | ... 21,116 18,575 17,268
Growth rate (compared to the same period in the prior year) .. ................ (14.00% (12.00% (7.0)%

(1) Includes minutes from local calls made on pay telephones.
(2) Calls to our HiNet service, which are recorded as part of our Internet and data services, are not included in
our local call minutes or revenues.

Minutes from local calls declined as non-HiNet narrowband customers migrated to broadband Internet
services, which do not require dial-up telephone access. This decline was also due to traffic migration to
broadband and cellular services as well as VoIP services. As a result of our promotions in 2006 and 2007 of
lower-speed ADSL services and an overall reduction in ADSL service tariffs in 2007, some non-HiNet dial-up
customers migrated to ADSL service, which also contributed to a continued decline in minutes from local calls.
However, we believe the rate of migration of traffic from fixed line services to broadband and cellular services is
slowing.

We charge our local telephone service customers a monthly fee and a usage fee. We also charge separate
fees for some value-added services. The monthly fees for our primary tariff plans are NT$70 with a deductible on
usage fees of NT$25 for residential customers and NT$295 for business customers. Our primary peak time usage
fee is NT$1.6 for three minutes or NT$2.7 for ten minutes, depending on the tariff plan selected by the customer,
and our off-peak usage fee is NT$1.0 for ten minutes. Our usage fees are the same for residential and business
customers.

The following table sets forth information with respect to the average local usage charge per minute for the
periods indicated.

Year ended December 31,
2005 2006 2007

Average local telephone usage fee (perminute) ......................... NT$0.70 NT$0.72 NT$0.73
Growth rate (compared to the same period in the prior year) ............... 2.9% 2.9% 1.4%

Average per minute usage charges increased from NT$0.7 per minute in 2005 to NT$0.72 per minute in
2006 and NT$0.73 per minute in 2007. The increases were primarily due to a decline in demand for our
discounted Internet tariff packages as a result of a migration of non-HiNet dial-up customers to our ADSL
services.

Part of our competitive strategy is to offer customers innovative products and services intended to both
secure customer loyalty and enhance revenues. In particular, our value-added services are designed to increase
our call revenues by increasing the number of calls our customers make and by receiving fees for usage of the
value-added services. These services include call waiting, caller identification, call forwarding, three-party calls,
ring back tone and voicemail.
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Domestic Long Distance Telephone

We provide domestic long distance telephone services in Taiwan. Total revenues from domestic long
distance telephone services comprised 5.9%, 5.3% and 4.6% of our revenues in 2005, 2006 and 2007,
respectively. Our average market share in the domestic long distance market was approximately 84.7%, 83.6%
and 86.5% in 2005, 2006 and 2007, respectively. Residential customers accounted for 60.5% of our domestic
long distance revenues in 2007.

The following table sets forth information with respect to usage of our domestic long distance telephone
services for the periods indicated.

Year ended December 31,

2005 2006 2007
(in millions, except percentages)
Domestic long distance telephone service usage (minutes) ................... 5,131 4,643 4,325
Growth rate (compared to the same period in the prior year) . ................. 87N% (9.5% (6.8)%

Minutes of use for domestic long distance calls have been declining as a result of traffic migration to
cellular services, competition from other fixed line operators and increased use of VoIP. We expect declines in
minutes of use for fixed line services to continue in the future for the same reasons.

The following table sets forth information with respect to the average domestic long distance usage charge
per minute for the periods indicated.

Year ended December 31,
2005 2006 2007
Average local telephone usage fee (per minute) ......................... NT$1.65 NT$1.65 NT$1.66
Growth rate (compared to the same period in the prioryear) ............... 0% 0% 0.6%

All domestic long distance calls, regardless of the distance between the calling parties, have the same tariff.
We changed the unit of billing from a per-minute basis to a per-second basis effective February 1, 1999. In
addition, we reduced our peak hour domestic long distance rate in April 2001 from NT$0.045 per second to our
current rate of NT$0.035 per second. Our current domestic long distance rate for off-peak hours is NT$0.025 per
second. The rates for both peak hours and off-peak hours are the same for residential and business customers.
Our average domestic long distance usage charge per minute remained flat between 2005 and 2006, and there
was a 0.6% increase in 2007 due to a 1.5% increase in peak hours usage over 2006.

We provide so-called “intelligent” network services over our domestic long distance network, including toll-
free calling, universal number, televoting, premium rate service and VPNs. We also focus on offering our
customers an increasing number of value-added services and flexible tariff packages.

International Long Distance Telephone

We provide international long distance telephone services in Taiwan. Total revenues from international long
distance telephone services comprised 7.9%, 7.6% and 7.2% of our revenues in 2005, 2006 and 2007,
respectively. Residential customers generated 37.1% of our international long distance revenues during 2007. In
addition, we provide wholesale international long distance services to international simple resale operators that
do not possess their own telephone network or infrastructure.

Since fixed line services have been open for competition since 2001, we expect competition in this line of
business will continue to intensify. We believe other fixed line operators consider the international long distance
market to be their primary focus. Our average market share of the international long distance market was
approximately 57.8%, 58.3% and 61.6% in 2005, 2006 and 2007, respectively. Our market share increased in
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2007 primarily because of an increase in our sales of prepaid card minutes. Our international long distance
services consist primarily ofi nternational direct dial services and our discounted “Super eCall” services, which
we introduced in April 2000. Under Super eCall, we use VoIP technology through international dedicated circuits
which connect to our major correspondent carriers that route calls internationally. Super eCall customers are
offered rates that are approximately 30% lower than those for our international direct dial service. Calls made
over Super eCall represented 7.8% and 7.8% of our total outgoing international traffic in 2006 and 2007,
respectively.

We commenced the wholesale ofi nternational long distance minutes to licensed international resale
operators and other international carriers in 2001. International resale operators require a fixed line operator in
Taiwan to complete their long distance telephone services originating in Taiwan. In addition, other international
carriers often find it less expensive to route international calls through Taiwan. These resale operators and
carriers purchase from us large numbers of minutes at discounted rates. Our international long distance wholesale
business has grown rapidly since its introduction. In 2005, 2006 and 2007, we sold 781.9 million, 1,041.5 million
and 1,039.9 million of wholesale outgoing minutes, which represented approximately 39.0%, 46.5% and 43.5%
of our total outgoing international long distance minutes, respectively. Revenues from the wholesale of
international long distance minutes increased by 25.1% from NT$1,447 million in 2006 to NT$1,809 million in
2007. As the international long distance market becomes more competitive, we believe the wholesale business
will allow us to generate increases in international minutes without accelerating the decrease in international long
distance rates in the more profitable retail segment.

International calls to and from our top five destinations represented 61.9% our international long distance
call traffic in 2007.

The following table shows the percentage of total outgoing and incoming international long distance
minutes for our top five outgoing destinations in 2007.

Percentage of total Percentage of total

Destination outgoing minutes  incoming minutes
Mainland China . ........... . .. e 35.3% 31.4%
United States . ...ttt 7.4 13.6
Hong Kong . ... .o 6.9 3.1
Vietnam . ... 6.6 0.7
Philippines . .. ... ... 14.5 0.5
Total of top five destinations . ..............c.ouiuinininninenenen... 70.7% 49.3%

The following table sets forth information with respect to usage of our international long distance services
for the periods indicated.

As of December 31,
2005 2006 2007

(in thousands, except
percentages and
incoming/outgoing ratio)

INCOMING MINULES . . . ..ottt e e e e e e e e e et e e e 1,289 1,354 1,666
Growth rate (compared to the same period in the prior year) ..................... 0.2)% 5.0% 23.0%
OULZOING MINMULES . .« o v ottt et e e e e e e e e e e e e e et e 2,004 2239 2389
Growth rate (compared to the same period in the prior year) ..................... 8.0% 11.7%  6.7%
Total MINULES . . . .t e e e e e 3,293 3,593 4,055
Incoming/outgoing ratio . . .. .. ..ottt e 0.64 0.60 0.70

Total outgoing international long distance minutes increased by 11.7% from 2005 to 2006 and by 6.7% from
2006 to 2007, primarily due to promotions and increased prepaid card minutes among foreign workers. Our incoming
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call volume increased by 5.0% from 2005 to 2006 due to active expansion ofi nternational wholesale incoming call
services through overseas points of presence, and increased by 23.0% from 2006 to 2007 due to increased bilateral
volume commitment arrangements and more flexible and competitive international settlement rates.

Outgoing calls made by customers in Taiwan and by customers from foreign destinations using Taiwan direct
service are billed in accordance with our international long distance rate schedule for the destination called. Rates
vary depending on the time of day at which a call is placed. Customers are billed on a per minute basis for Super
eCall services, whereas customers are billed on a six second unit basis for international direct dial services.

The following table sets forth information with respect to the average international long distance usage
charge per minute that we received for outgoing international calls during the periods indicated:

Year ended December 31,

2005 2006 2007
Average international long distance usage charge (per minute) .......... NT$ 54 NT$ 47 NT$45
Growth rate (compared to the same period in the prior year) ............ (11.5)% (13.0)% 4.3)%

Tariffs for international long distance calls have generally been declining worldwide and we expect this
trend to continue. In anticipation of new competition, we substantially reduced our international tariffs by an
average of 37% in April 2001 to defend our business and market share. In addition, we offered our customers
significant promotional packages and discounts during off-peak hours in 2005, 2006 and 2007 to maintain their
loyalty. In particular, we increased the discounts offered to our high-usage international long distance customers
in each of these three years. However, we anticipate that an increase in the international call traffic may partially
offset the decline in tariffs.

We pay for the use of networks of carriers in foreign destinations for outgoing international calls and
receive payments from foreign carriers for the use of our network for incoming international calls. Traditionally,
these payments have been made pursuant to settlement arrangements under the general auspices of the
International Telecommunications Union. Settlement payments are generally denominated in U.S. dollars and are
made on a net basis.

The following table sets forth information with respect to our gross settlement receipts and payments during
the periods indicated.

Year ended December 31,
2005 2006 2007

(in billions)
NT$ NT$ NT$

Gross international settlement receipts . ... ... ... ...ttt 33 3.1 32
Gross international settlement payments . ... .............uiitintnteene... 4.5 3.8 4.7

Our payments on an aggregate basis to international carriers have been more than our receipts from these
carriers primarily because our customers’ outgoing minutes exceeded incoming minutes. As outgoing and
incoming international long distance minutes have increased, our international settlement receipts and
international settlement payments have both increased.

In order to compete more effectively in the international long distance market, we have implemented
innovative and customized discount calling plans and marketing campaigns directed at high-usage business
customers. We also continue to promote our intelligent network services, including international VPN,
international toll free calling and calling card services, and our international long distance minutes wholesale
business. We also plan to launch phone-to-phone voice VoIP after the National Communications Commission
authorizes the 070 prefix for our phone-to-phone VoIP service. We plan to target specific customers for these
services and offer bundled services to increase customer retention in the competitive business environment.
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Cellular Services

Cellular service is one of our principal business activities. We are Taiwan’s largest provider of cellular
services in terms of both revenues and customers. In 2005, we generated revenues of NT$73.0 billion, or 39.5%
of our total revenues, from cellular services. In 2006, we generated revenues of NT$73.0 billion (US$2.3 billion),
or 39.2% of our total revenues, from cellular services. In 2007, we generated revenues of NT$73.7 billion
(US$2.3 billion), or 36.7% of our total revenues, from cellular services.

The following table sets forth our revenues from cellular services for the periods indicated.

Year ended December 31,

2005 2006 2007
(in billions)
NT$ NT$ NT$
Cellular revenues:

UsagelD Lo 60.8 59.7 59.2
INterconnection . ..........c. ittt e 7.0 7.3 7.6
Mobile data . ......... o e 3.2 4.2 5.2
Other ..o 2.0 1.8 1.7
Total cellular . ....... ... .. . . . . . 73.0 73.0 73.7

(1) Includes monthly fees.

As the market for cellular services has continued to expand, we have experienced substantial growth in our
cellular customer base. We are the largest cellular operator in Taiwan in terms of revenues and number of
customers. We had 8.70 million cellular customers, for a market share of approximately 40.3% of total 2G
cellular customers and approximately 34.5% of total 2G cellular services revenues in Taiwan, as of December 31,
2007. Revenues from cellular services comprised approximately 39.5%, 39.2% and 36.7% of our total revenues
in 2005, 2006 and 2007, respectively. Mobile data revenues as a percentage of total cellular revenues were 4.4%,
5.7% and 7.0% for the years ended December 31, 2005, 2006 and 2007, respectively.

We offer digital cellular service through our dual band GSM network. We are one of the three national
licensed providers of GSM services. We have been allocated 15 MHz in the 900 MHz frequency band and 11.25
MHz in the 1800 MHz frequency band for GSM services and general packet-switched radio services, or GPRS,
and 15 MHz paired spectrum plus 5 MHz unpaired spectrum in the 2 GHz frequency band for 3G cellular
services. This is the largest frequency spectrum allocation to any cellular operator in Taiwan. In February 2002,
the Ministry of Transportation and Communications granted 3G cellular services concessions to five companies,
including us. In March 2002, we paid NT$10.2 billion to the government for our concession. Our 3G cellular
services license is valid until December 31, 2018. In July 2005, we launched our 3G cellular telephone services
using WCDMA technology. We also offer the largest international roaming network among Taiwan cellular
service providers. In particular, our 2G customers have access to 318 networks in 168 countries through our
GSM service roaming network and 164 networks in 84 countries through our GPRS roaming network. In
addition, our 3G service system includes 60 networks in 34 counties.

As of December 31, 2007, we had approximately 13,500 cellular base stations (including both GSM base
stations and 3G cellular base stations) covering substantially all of Taiwan’s population. We use these base
stations to support both our GSM network and our GPRS network. In 2007, we greatly enhanced our
competitiveness by upgrading more than 4,000 base stations with HSDPA capacity in the larger metropolises of
Taiwan. We will continue this process ofi mplementing HSDPA upgrades in the following five major areas in
Taiwan: Taipei City, Taipei County, Taoyuan County, Taichung City and Kaohsiung City.
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The following table sets forth information regarding our cellular service operations and our cellular
customer base for the periods indicated.

As of or for the year ended December 31,

2005 2006 2007

Taiwan population (in thousands)D .. ... ... ... ... ... ... .... 22,770 22,877 22,958
Total cellular customers in Taiwan (in thousands)® .............. 19,876 23,249 24,302
Penetration (as a percentage of the population)® ................ 87.3% 101.6% 105.9%
Total cellular revenues in Taiwan—2G (in billions)® .. .......... NT$ 205.2 NT$ 185.2 NT$ 154.9
Number of our cellular customers (in thousands)®® .. ... .. ..... 8,158 8,487 8,699
Our market share by customers—2G® . ....................... 39.6% 40.9% 40.3%
Our market share by revenues—2G . ........... ... ... ... ..... 35.0% 35.7% 34.5%
Number of our prepaid customers (in thousands) ................ 603 636 632
Our prepaid customers as a percentage of our total customers . . . ... 7.4% 7.5% 7.3%
Annualized churnrate® ...... ... ... . ... . . 16.8% 11.6% 10.25%
Minutes of usage (in millions of minutes)

Incoming . ... ... 9,720 10,403 10,636

OULZOING . . ottt e 8,921 9,227 9,586
Average minutes of usage per cellular customer per month®® .. .. 190 197 196
Average revenue per cellular customer per month®® . ... ... ... NT$ 744 NT$ 731 NT$ 715

(1) Data from the Department of Population, Ministry of the Interior, Republic of China

(2) The number of cellular customers is based on the number of subscriber identification module, or SIM, cards.
From 2004, the number of our cellular customers excludes prepaid subscription accounts that are inactive
for more than three months. In 2007, the total number of cellular customers in Taiwan included personal
handy-phone system and 3G customers.

(3) Data from the statistical monthly release by National Communications Commission, Republic of China.

(4) Includes GSM, GPRS and 3G services.

(5) Measures the rate of customer disconnections from cellular service, determined by dividing (a) our
aggregate voluntary and involuntary deactivations (excluding deactivations due to customers switching from
one of our cellular services to another) during the relevant period by (b) the average number of customers
during the period (calculated by averaging the number of customers at the beginning of the period and the
end of the period), and multiplying the result by the fraction where (c) the numerator is 12 and (d) the
denominator is the number of months in that period.

(6) Average minutes of usage per cellular customer per month is calculated by dividing the total minutes of
usage during the period by the average of the number of our cellular customers on the first and last days of
the period and dividing the result by the number of months in the relevant period.

(7) Average revenue per user per month is calculated by dividing our aggregate cellular services revenues
during the relevant period by the average of the number of our cellular customers on the first and last days
of the period and dividing the result by the number of months in the relevant period.

The cellular market in Taiwan has grown rapidly since the liberalization of the market in 1997. Total
cellular customers in Taiwan have reached approximately 24.3 million as of December 31, 2007. Cellular
penetration was approximately 105.9% on the same date. We expect customer growth to continue to slow as a
result of market saturation. In addition, the overall cellular services market experienced a slight increase of 0.2%
in revenues in 2007.We believe that any future growth in the number of cellular customers will depend largely
upon continuing improvements in wireless technologies and wireless data applications and the availability of
advanced cellular phones.

We began offering prepaid card services in October 2000. As of December 31, 2007, we had approximately
0.6 million prepaid customers representing approximately 7.3% of our total cellular customers. Prepaid
customers do not pay monthly fees but pay a higher usage charge on a per second basis. Once the prepayment has
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been fully utilized, a prepaid customer can make additional prepayments to continue the service. Alternatively,
the customer may convert to become a post-paid customer while retaining the same telephone number.

We offer cellular phone incentives to third-party dealers when new customers agree to sign a two-year
service contract with us or when existing customers renew their contracts with us for a period of two years. We
generally offer incentives on cellular phones equipped with more advanced data functions to promote the
expansion of our GPRS and 3G cellular services. In 2007, the average cellular phone incentives we offered was
NT$2,452 per customer down from NT$2,631 per customer in 2006 primarily due to a decrease in the amount of
incentives for cellular phones. We expect the level of our average cellular phone incentives to slightly decline in
the foreseeable future, with a decrease in incentives for cellular phones generally offset by higher incentives for
3G cellular phones.

Traffic growth has been stable, and while pricing has declined, the number of post-paid customers has
increased. We have also experienced a significant increase in the number of short messaging service, or SMS,
messages sent by our customers, which continued to have a positive impact on traffic volume. The average
minutes of usage per customer increased in 2005 because of a decrease in the number of prepaid customers.
However, the average minutes of usage per customer increased in 2006 because ofl ow pricing packages, such as
the “Energy Plan,” which stimulated usage. However, the average minutes of usage per customer declined in
2007 because the 2.2% growth in incoming calls was lower than the 2.5% growth in the number of customers.

Our tariffs for post-paid cellular customers primarily consist of usage fees and monthly fees. When our
customers are outside Taiwan, they pay roaming charges plus international long distance charges and, where
applicable, local charges in roaming destinations. We charge a flat fee per transaction for our short messaging
service and a fee per packet for our GPRS based on the volume of data transmitted. We also offer discounts on
usage fees for calls made between our cellular customers to encourage subscription to our cellular service. Our
3G service also provides a monthly flat rate service to our customers using our 3G service for Internet purposes.

Our average revenue per user per month decreased from NT$744 in 2005 to NT$731 in 2006 due to price
cuts in SMS reduction of the tariff for mobile calls to fixed line numbers in 2005 and 3G promotion programs
during 2006. Our average revenue per user per month decreased from NT$731 in 2006 to NT$715 in 2007 due to
customer growth being greater than revenue growth and a reduction in GSM rate in April 2007. In order to
continue to increase average revenue per user reduce the negative impact caused by the April 2007 GSM price
adjustment, we intend to continue introducing new value-added services and promote our 3G and 3.5G and
wireless Internet services.

In addition to our basic cellular services, we also offer a broad range of value-added telecommunications
and information services. In August 2001, we introduced a platform ofi ntegrated cellular value added services
under the brand name “emome.” Our “emome” services offer a broad range of value-added services, including
financial information, transaction services, emergency services access numbers, directory information, time,
weather and traffic reports. In addition, we launched other cellular value-added services, such as JAVA games,
unstructured supplementary service data, mobile Internet and multimedia messaging services. After the launch of
our 3G cellular services, we began providing video phone, video-on-demand and other related 3G cellular value-
added services as well. In addition to creating additional sources of revenues, we believe these services enhance
customer loyalty and satisfaction and increase cellular traffic. Revenues from mobile data services represented
4.4%, 5.7% and 7.0% of our total cellular revenues in 2005, 2006 and 2007, respectively.

Internet and Data Services

We have experienced continued growth in our Internet and data services. Our Internet and data revenues
represented 22.8%, 24.9% and 24.5% of our revenues in 2005, 2006 and 2007, respectively. We provide:

* Internet services, including HiNet, which is the brand name of our Internet service provider, ADSL
services. FTTx services. Internet value-added services and wireless local area networks: and




» data services, including leased line services, managed data services, Internet data center services and
MOD services, which was reclassified from other beginning in 2007.

The following table sets forth our revenues from Internet and data services for the periods indicated.

Year ended December 31,

2005 2006 2007
(in billions)
NT$ NT$ NT$
Internet and data revenues:
INtErnet . . ... 32.1 35.5 37.7
Datal) 10.1 10.8 11.5
Total Internetand data . ............ ... ... .. .. ... ... ... ... .... 42.2 46.3 49.2

(1) Beginning in 2007, we no longer account for MOD revenues under other and account for MOD revenues
under data. In this table, MOD revenues are included in data for fiscal year 2007 and in other for fiscal years
2006 and 2005.

Internet Services
HiNet and Internet Access

The following table sets forth our revenues from Internet services for the periods indicated.

Year ended December 31,

2005 2006 2007
(in billions)
NT$ NT$ NT$
Internet revenues:

Narrowband acCessS . . ...t e 0.3 0.1 0.1
Narrowband Internet SErvice ... .........c 0.5 0.3 0.3
Broadband access (ADSL and FTTX) .............. .. ... . ... 16.7 19.0 20.0
Broadband Internet service (ADSL and FTTx) ........................ 12.2 13.6 15.0
Other Internet . . ... ... e 2.4 2.5 2.4
Total Internet . . .. ... 32.1 35.5 37.7

We are the largest Internet service provider, or ISP, in Taiwan, with a market share of 68.3% as of
December 31, 2007. As of December 31, 2007, HiNet had approximately 4.1 million subscribers, and our
number of subscribers decreased by a 5.2% compound annual growth rate over the two years ended
December 31, 2007.

The following table sets forth HiNet’s subscribers as of each of the dates indicated.

As of December 31,
2005 2006 2007
(in thousands, except percentages)

Total Internet access customersin Taiwan . . ............. i nnnnnn.. 7,271 7,037 5,974
HiNet subscribers

HiNet dial-up subscribers .. ........... . i 1,166 1,043 626

HiNet ADSL subscribers ... ....... i 2,909 3,063 2,919

HiNet FTTX subscribers .. .......... .. e 16 180 528

Other access technology subscribers ........... ... ... .. ... .. .... 22 19 10

Total HiNet subscribers . ................ . .. ... 4,113 4,305 4,083

Market shareD ... ... .. . . . 56.6% 61.2% 68.3%

(1) Based on data provided by the National Communications Commission.
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We have maintained our leading market position despite a highly competitive market with over 188 Internet
service providers in Taiwan. We expect the competitive conditions currently prevailing in the Internet service
provider market to continue to intensify.

Subscribers can access HiNet through various technologies. We provide narrowband dial-up Internet access
through connections based on standard telephone modems. We provide broadband Internet access through
connections based on ADSL and our FTTx technology. FTTx generally offers a faster access medium for our
Internet and data customers compared to ADSL by using fiber optic technology. We are continuing the build-out
of our FTTx infrastructure. The majority of our FTTx deployments consist of fiber-to-the-node with some
fiber-to-the-building deployments. The majority of the local loops still use copper wires, and we do not have any
present plans to upgrade the local loops to fiber optic lines. Because we typically realize higher average revenue
per user for our FTTx Internet and data services, we are offering various incentives for our ADSL and other
Internet customers to switch to our FTTx services.

We are the largest broadband ISP in Taiwan in terms of customers. We provide Internet services and
content through our ISP brand, named HiNet. We also provide ADSL access services to other Internet service
providers that do not have their own network infrastructure, and as a result, our ADSL customers also include
some customers that use us only for the ADSL data access line and choose another provider for ISP services. We
began providing our ADSL service in August 1999 and had approximately 3.7 million customers as of
December 31, 2007. Our ADSL service allows for transmission of data at high access rates and offers high-speed
broadband Internet access services. As of December 31, 2007, approximately 78.6%, or 2.9 million, of our ADSL
customers were also our HiNet subscribers. As a result ofi ncreased migration to our higher-bandwidth FTTx
services, the number of our ADSL customers declined for the first time in 2007.

We originally introduced our FTTx Internet and data services, with downlink speeds of 10, 50 and 100
Mbps, in 2007. The number of our FTTx customers increased significantly in 2006 and 2007 as prices became
more affordable, coverage areas expanded and customer demand for higher bandwidth heightened. Many of new
FTTx customers have migrated from using our HiNet dial-up and ADSL Internet services. Of the approximately
537,000 FTTx customers as of December 31, 2007, approximately 90.8% were those that migrated from our
ADSL services. We also provide FTTx access services to other Internet service providers that do not have their
own network infrastructure, and as a result, our FTTx customers also include some customers that only use us for
the FTTx data access line and choose another ISP to provide internet services. Of the approximately 537,000
FTTx customers as of December 31, 2007, approximately 528,000 were also our HiNet subscribers. We currently
offer various promotional packages to encourage more migration of our HiNet dial-up and ADSL subscribers to
our FTTx service. As of December 31, 2007, 12.9% of HiNet subscribers accessed the Internet through our FTTx
service, and we expect this ratio to increase in the future as a result of these promotional measures.

Our market share of Taiwan’s broadband market was approximately 84.5%, 88.1% and 87.0% in 2005, 2006
and 2007, respectively.

The following table sets forth our ADSL service customers as of each of the dates indicated.

As of December 31,
2005 2006 2007
Our ADSL service customers (inthousands) .......................c...... 3,654 3,851 3,715
Average downlink speed (Mbps)(D . ... .. . 2.14 2.56 2.66

(1) Average downlink speed is calculated by dividing the total subscribed downlink speed by the total number

of enictamerc ac of the relevant date

33 NS




Our ADSL service offers downlink speeds that range from 256 kilobits per second to 12 Mbps and uplink
speeds that range from 64 kilobits per second to 1 Mbps. In December 2001, we began providing symmetrical
digital service with uplink and downlink speeds of 512 kilobits per second. After our promotions in 2004 to
increase customer access speeds, including our promotions for customers to upgrade to higher-speed access, the
average uplink and downlink speeds of our customers have increased substantially. As of December 31, 2005,
approximately 59% of our customers had subscribed for downlink speeds of over 2 Mbps per second, and our
average downlink speed was 2.14 Mbps. As of December 31, 2006, over 62.5% of our customers had subscribed
for downlink speeds of over 2 Mbps, and our average downlink speed was 2.56 Mbps. Our FTTx service offers
downlink speeds of 10, 50 and 100 Mbps matched with uplink speeds of 2, 3 and 5 Mbps, respectively. As of
December 31, 2007, more than 69.1% our customers have subscribed to downlink speeds of over 2 Mbps, and
our average downlink speed was 3.56 Mbps for all of our ADSL and FTTx customers.

We have experienced limited competition in the ADSL and FTTx service market because other fixed line
operators and cable operators have not established a nationwide network infrastructure to provide this service.

Our revenues from providing Internet access are generated from installation fees, monthly subscription fees
and usage fees from fixed line telephone calls made by dial-up customers to access HiNet, which are recorded as
Internet services revenues rather than as fixed line revenues. Usage fees from fixed line telephone calls made to
access Internet service providers other than HiNet are recorded as local fixed line revenues.

Charges for our HiNet dial-up service include a monthly fee entitling the customer to a fixed number of
minutes of service, with an additional charge per minute when the fixed number of minutes is exceeded.
Alternatively, we offer our customers an unlimited number of minutes for a fixed monthly fee. Charges for our
ADSL and FTTx services include one-time installation charges and monthly subscription fees. These charges for
our ADSL and FTTX services vary based on connection speed.

The following table sets forth our average revenue per user for each of the periods indicated.

Year ended December 31,
2005 2006 2007
NT$ NT$ NT$
Average revenue per user for HiNet dial-up services per month® . ......... ... 50 33 31
Average revenue per user for ADSL services per month® . .................. 780 768 749
Average revenue per user for FTTx services per month® .. ............... ... 3,795 1,165 1,028

(1) Average revenue per user for HiNet dial-up services per month is calculated by dividing the sum ofl ocal
telephone usage revenues generated by HiNet dial-up subscribers and Internet access revenues by the
average of the number of our HiNet dial-up subscribers on the first and last days of the period and dividing
the result by the number of months in the relevant period.

(2) Average revenue per user for ADSL service services per month is calculated as the sum of (a) ADSL access
revenues for the relevant period divided by the average of the number of our ADSL customers on the first
and last days of the period divided by the number of months in the relevant period and (b) HiNet ADSL
service revenues divided by the average of the number of HiNet ADSL subscribers on the first and last days
of the period divided by the number of months in the relevant period.

(3) Average revenue per user for FTTx service services per month is calculated as the sum of (a) FTTx access
revenues for the relevant period divided by the average of the number of our FTTx service customers on the
first and last days of the period divided by the number of months in the relevant period and (b) HiNet FTTx
Internet service provider revenues divided by the average of the number of HiNet FTTx subscribers on the
first and last days of the period divided by the number of months in the relevant period.
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Our average revenue per user has declined over the last three years due to increasing competition. In
addition, we were required by the regulatory authority at that time, the Directorate General of
Telecommunications, to decrease our tariffs by an average of 24% in June 2004. We were requested by the
National Communications Commission to reduce our ADSL tariffs in April 2007, resulting in our ADSL tariffs
decreasing by 5.4% on average. However, we expect our average revenue per user for broadband services to
decline more gradually going forward, as customers migrate towards more expensive, higher bandwidth Internet
services.

Internet Value-added Services

Our HiNet portal at www.hinet.net provides value-added services to our customers, such as network
security, Blog, travel, games, e-learning, financial information, music, video, anti-virus and links to other portals.
We charge fees for some of these services. We also receive commissions for transactions completed on some of
these other portals. Our broadband Internet portal at www.hichannel.hinet.net offers online entertainment services
through the Internet. In particular, our HiNet broadband (ADSL and FTTx) subscribers can access music,
television programs, movies and other multi-media content on demand. We charge access fees for some of this
content. We expect the revenues generated from these value-added services to grow as a percentage of our total
Internet and data services revenues. The information contained in our HiNet portal and broadband Internet portal
is not a part of this annual report. Our Internet value-added services revenues as a percentage of total Internet
revenues were 6.9%, 6.4% and 6.4% in 2005, 2006 and 2007, respectively.

Wireless Local Area Network Service

We launched our wireless local area network service in May 2002. As of December 31, 2007, we had a total
of approximately 33,811 residential and business customers that lease our access points. In addition, we have
established 873 hot spots in public areas, such as airports and international convention centers, where individuals
can access our wireless local area network.

Data Services

The following table sets forth our revenues from data services for the periods indicated.

Year ended December 31,

2005 2006 2007
(in billions)
NT$ NT$ NT$
Data revenues:
Leased line .. ... 7.6 8.0 7.6
Other(D) o 2.5 2.8 3.9
Total data . ........ ... 10.1 10.8 11.5

(1) Does not include MOD revenues prior to 2007. MOD revenues accounted for NT$0.1 billion, NT$0.2
billion and NT$0.4 billion in 2005, 2006 and 2007, respectively.

Leased Line Services

We are the leading provider of domestic leased line services in Taiwan. We are also a leading provider of
overseas leased line services. Leased line services involve offering exclusive lines that allow point-to-point
connection for voice and data traffic. Leased lines are used by business customers to assemble their own private
networks and by telecommunications service providers to establish networks to offer telecommunications

erviceg
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We provide data transmission services to major corporate customers in Taiwan. We also provide leased
lines to other cellular and fixed line service operators for interconnection with our fixed line network and for
connection within their networks. Since August 2001, licenses have been awarded to four undersea cable
operators to engage in leased line services. Demand for high-speed data transmission services has been growing
rapidly, as a result of growing consumer demand and lower tariffs due to increased competition. In particular, the
total bandwidth of our lines leased increased by 9.6% over the two years ended December 31, 2007.

The following table shows the bandwidth ofl ines leased to third parties as of each of the dates indicated.

As of December 31,

2005 2006 2007

(in gigabits per second)

Total bandwidth . ... ... ... . . 495.8 469.4 596.0

Rental fees for local leased lines are generally based on transmission speed while domestic long distance
and international long distance leased line rental fees are generally based on transmission speed and distance.

We continue to experience a decline in rental fees for all of our leased line products. The decline in rental
fees since 2000 has been substantial, particularly for international leased lines, partly as a result of competition
from new international leased line service providers. In response, we continue to implement marketing and
service campaigns to retain our high-value corporate customers.

Managed Data Services

We provide a wide range of managed data services, including frame relay services, asynchronous transfer
mode services, and VPN services. Frame relay services provide high-speed data communications linking remote
sites. Asynchronous transfer mode services are used to handle high-bandwidth, integrated voice, video, data and
Internet traffic between sites.

Internet Data Center Services

Internet data centers are facilities providing the physical environment necessary to keep computer network
servers running at all times. These facilities are custom-designed with high-volume air conditioning temperature
control systems, secure access, reliable electricity supply and connections to high-bandwidth Internet and data
networks. Data centers house, protect and maintain network server computers that store and deliver Internet and
other network content, such as web pages, applications and data. We currently have the greatest number of
Internet data centers in Taiwan compared to our competitors in Taiwan. We offer co-location, web hosting and
application service provider services. To expand our Internet data center services and strengthen our cooperation
with international telecommunications operators, we acquired 70% equity from Chief Telecom, which increased
our Internet data center market share to 51%.

Multimedia on Demand Services

We launched our multimedia-on-demand, or MOD, service in Taipei County and Keelung City in March
2004. We expanded this service to cover 22 counties and cities of Taiwan by the end of 2007. Using video
streaming technology through a set top box that connects to our FTTx and ADSL data connections, our
customers can access TV programs and other services. We had over 60 broadcasting channels and approximately
2,000 on-demand programs and served approximately 394,400 customers as of December 31, 2007. In addition,
our video-on-demand service provides movies, e-learning and music programs for home entertainment. We also
plan to introduce popular channels and bundle them with other pay channels in order to enhance our service
content and satisfy our customers’ needs. We previously accounted for MOD revenues under other, but
beginning in 2007. we account for MOD revenues under Internet and data services.
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25. SEGMENT REPORTING

Operating segments are defined as components of an enterprise regarding which separate financial information is available for
regular evaluation by the chief operating decision maker, or decision making group, in deciding how to allocate resources and in
assessing performance.

The Company organizes its operating segments based on the various types of telecommunications services and products
provided to customers. The operating segments are segregated as below:

* Local operations—the provision of local telephone services;

e DLD operations—the provision of domestic long distance call services;

e ILD operations—the provision of international long distance call services;

e Cellular service operations—the provision of cellular and related services;

* Internet and data operation—the provision of Internet access, lease line, and related services;
e Cellular phone operations—the provision of cellular phones and accessories sales;

* All other operations—the services other than the above five categories, such as paging operations and carrying out project
research and providing training.

The operating segments are managed separately because each operating segment represents a strategic business unit that serves
different markets.

The Company evaluates performance based on several factors using information prepared on the ROC government regulations
basis. The information below is provided on this basis with a summary of US GAAP adjustments to reconcile to the amounts
presented in the statement of operations. The Company does not allocate interest and other income, interest expense or taxes to
operating segments, nor does the Company’s chief operating decision maker evaluate operating segments on these criteria.
Except as discussed above, the accounting policies for segment reporting are the same as for the company as a whole. The
Company’s primary measure of segment profit is based on income or loss from operations.
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a.  Business segments:

As of and for the year ended December 31, 2005

Revenues for reportable segments
Elimination of intersegment amount
US GAAP adjustments

Total revenues from external customers
Operating costs and expenses, excluding
depreciation and amortization

Elimination of intersegment amount
US GAAP adjustments

Unallocated corporate amount

Total operating costs and expenses, excluding

depreciation and amortization

Depreciation and amortization
US GAAP adjustments

Unallocated corporate amount
Total depreciation and amortization
Income from operations

Elimination of intersegment amount
US GAAP adjustments

Unallocated corporate amount
Total income from operations

Segment income before income tax
Elimination of intersegment amount
US GAAP adjustments

Unallocated corporate amount
Total segment income before income tax

Segment assets
US GAAP adjustments

Unallocated corporate amount
Total segment assets

Expenditures for segment assets

Unallocated corporate amount
Total expenditures for segment assets

S 3

Fixed-line

Cellular

Internet

All

Local DLD ILD Service and Data Other Total
NT$ NT$ NT$ NT$ NT$ NT$ NT$
$ 57,873 $13,268 $14,482 $ 73,938 $56,951 $ 3,317 $219,829
(17,360)  (2,400) — (1,167)  (14,806) (17)  (35,750)
228 83 99 238 (1) (30) 617
$ 40,741 $10,951 $14,581 $ 73,000 $42,144 $ 3,270 $184,696
$ 35,625 $ 4,786 $10,549 $ 35,565 $27,227 $ 3,173 $116,925
4,027)  (3,359) (3,183) (13,838)  (10,848) 495)  (35,750)
4,365 82 262 1,025 5,981 541 12,256
$ 35963 $ 1,509 $ 7,628 $22,752 $22360 $ 3,219 93,431
4,941
$ 98,372
$ 19256 $ 728 $ 662 $ 7474 $12495 $ 800 $ 41,415
(233) ®) (10) (65) (105) 27 (394)
$ 19,023 $ 720 $ 652 $ 7409 $12390 $ 827 41,021
142
$ 41,163
$ 2992 $ 7,754 $ 3271 $30,899 $17,229 $ (656) $ 61,489
(13,333) 959 3,183 12,671 (3,958) 478 —
(3,904) 9 (153) (722)  (5,877) (598)  (11,245)
$(14245) $ 8,722 $ 6301 $42,848 $ 7394 $ (776) 50,244
(5,083)
$ 45,161
$ 3,215 $ 8,003 $ 3417 $31,368 $17,653 $(1,149) $ 62,507
(13,333) 959 3,183 12,671 (3,958) 478 —
(3,762) (152) (301) (1,010) (6,089) (228) (11,542)
$(13,880) $ 8,810 $ 6299 $43029 $ 7606 $ (899) 50,965
(4,933)
$ 46,032
$192,398  $ 6,342 $11,779 $ 62,004 $ 98,573 $17,639  $388,735
(40,455)  (1,510)  (1,573)  (4,591) (13,827) (4.619)  (66,575)
$151,943 $ 4,832 $10,206 $ 57,413 $ 84,746 $13,020 322,160
73,008
$395,168
$ 4518 $ 403 $ 229 $ 4449 $12,707 $ 608 $ 22,914
16
$ 22,930



As of and for the year ended December 31, 2006

Revenues for reportable segments

Elimination of intersegment amount

US GAAP adjustments

Total revenues from external customers

Operating costs and expenses, excluding
depreciation and amortization

Elimination of intersegment amount
US GAAP adjustments

Unallocated corporate amount
Total operating costs and expenses, excluding
depreciation and amortization

Depreciation and amortization
US GAAP adjustments

Unallocated corporate amount
Total depreciation and amortization
Income from operations

Elimination of intersegment amount
US GAAP adjustments

Unallocated corporate amount
Total income from operations
Segment income before income tax

Elimination of intersegment amount
US GAAP adjustments

Unallocated corporate amount

Total segment income before income tax and
minority interest

Segment assets
US GAAP adjustments

Unallocated corporate amount
Total segment assets

Expenditures for segment assets

Unallocated corporate amount
Total expenditures for segment assets

Fixed-line

Cellular

Internet

All

Local DLD ILD Service and Data Other Total
NT$ NT$ NT$ NT$ NT$ NT$ NT$
$ 56,378 $12,353 $13,978 $ 76,179 $ 60,888 $ 4,225 $224,001
(18,790)  (2,529) () (3,202) (14,562) (166)  (39,250)
1,411 64 68 46 2 — 1,591
$ 38,999 $ 9,888 $14,045 $ 73,023 $46,328 $ 4,059 $186,342
$ 36,586 $ 4,828 $10,566 $ 38,065 $27,680 $ 3,905 $121,630
4,650)  (3,437)  (3,625) (14,695) (12,062) (778)  (39,247)
2,780 (151) 49 (288) 224 53 2,667
$ 34716 $ 1,240 $ 6,990 $23,082 $15.842 $ 3,180 85,050
4,345
$ 89,395
$ 18,178 $ 663 $ 551 $ 8,289 $12,499 $ 729 $ 40,909
(215) (7) ) (69) (110) 29 (381)
$17963 $ 656 $ 542 $§ 8220 $12,389 $ 758 40,528
122
$ 40,650
$ 1,613 $ 6862 $ 2861 $29,804 $20731 $ (409) $ 61,462
(14,140) 908 3,624 11,493 (2,500) 612 3)
(1,154) 222 28 403 (112) (82) (695)
$(13,681) $ 7,992 $ 6,513 $41,700 $ 18,119 $ 121 60,764
(4,467)
$ 56,297
$ 736  $ 7,113 $ 2,797 $30,190 $20,872 $ (679) $ 61,029
(14,140) 908 3,624 11,493 (2,500) 612 3)
130 52 11 (74) (341) (59) (281)
$(13274) $ 8,073 $ 6,432 $41,609 $ 18,031 $ (126) 60,745
(3,405)
$ 57,340
$180,710 $ 5,104 $ 9,898 $ 60,026 $91,816 $23,684 $371,238
(38,999) (1,338) (1,670) (4,454) (13,820)  (5,376) (65,657)
$141,711  $ 3,766 $ 8,228 $55,572 $ 77,996 $18,308 305,581
93,200
$398,781
$ 5066 $ — $ 350 $ 9406 $12482 $ 360 $ 27,664
17
$ 27,681
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As of and for the year ended December 31, 2007

Revenues for reportable segments
Elimination of intersegment amount
US GAAP adjustments

Unallocated corporate amount

Total revenues from external customers

Operating costs and expenses, excluding
depreciation and amortization

Elimination of intersegment amount
US GAAP adjustments

Unallocated corporate amount

Total operating costs and expenses,
excluding depreciation and
amortization

Depreciation and amortization
US GAAP adjustments

Unallocated corporate amount
Total depreciation and amortization
Income from operations

Elimination of intersegment amount
US GAAP adjustments

Unallocated corporate amount
Total income from operations

Segment income before income tax
Elimination of intersegment amount
US GAAP adjustments

Unallocated corporate amount
Total segment income before income tax

Segment assets
US GAAP adjustments

Unallocated corporate amount
Total segment assets

Expenditures for segment assets

Unallocated corporate amount
Total expenditures for segment assets

S 5

Fixed-line Cellular Internet Cellular All

Local DLD ILD Service and Data Phone Other Total

NT$ NT$ NT$ NT$ NT$ NT$ NT$ NT$
$ 50,886 $11,378 $14,260 $ 79,372 $ 63,922 $11,358 $ 6,986 $238,162
(14,915)  (2,283) (5)  (5,728) (14,691) — (2,921)  (40,543)
2,987 140 128 105 1 — (69) 3,292
$ 38,958 $ 9,235 $14,383 $ 73,749 $49,232 $11,358 $ 3,996 200,911
$200,911
$ 33,643 $ 4,661 $11,288 $33,274 $30,687 $13,000 $ 5960 $132,522
4,520) (3,167) (3,428) (14,880) (14,061) — (395) (40,451)
2,093 (62) (11) (105) 179 — 173 2,267
$ 31,216 $ 1432 $ 7,849 $18,280 $ 16,805 $13,009 $ 5,738 94,338
4,398
$ 98,736
$ 16570 $ 605 $ 412 $ 8,732 $12,778 $ 33 $ 526 $ 39,656
(183) (6) (7) 81) (120) — 4) (401)
$16387 $ 599 $ 405 $ 8,651 $12,658 3 33 $ 522 39,255
106
$ 39,361
$ 673 $ 6,112 $ 2,560 $ 37,366 $20,457 $(1,684) $ 500 $ 65,984
(10,395) 884 3,423 9,152 (630) — (2,526) 92)
1,077 208 146 291 (58) — (238) 1,426
$ (8,645) $ 7,204 $ 6,129 $ 46,809 $ 19,769 $(1,684) $(2,264) 67,318
(4,504)
$ 62,814
$ (618) $ 6232 $ 2,624 $37,563 $20,485 $(1,597) $ 265 $ 64,954
(10,395) 884 3,423 9,152 (630) — (2,526) 92)
2,478 137 107 94 (112) — (127) 2,577
$ (8,535) $ 7,253 $ 6,154 $ 46,809 $ 19,743 $(1,597) $(2,389) 67,439
(3,106)
$ 64,333
$159,576 $ 4,778 $ 8,182 $56,119 $85636 $ 4,741 $40,775 $359,807
(37,235) (1,422) (1,652) (4,494) (13,881) — (5,804) (64,488)
$122,341  $ 3,356 $ 6,530 $ 51,625 $ 71,755 $ 4,741 $34,971 295,319
110,915
$406,234
$ 4795 $ — $ 323 $ 5340 $14073 $ 39 $ 426 $ 24,996
72
$ 25,068



Upon consolidating the accounts of SENAO and its subsidiaries, the chief operating decision maker allocates resources and assesses
the performance of aforementioned entities as cellular phone operation and has been presented such as a separate reportable segment.

As significance of paging operations has been decreased below quantitative thresholds required by SFAS No. 131 in 2006 and
thereafter, the Company did not disclose paging operations separately, and the disclosures for 2005 was changed accordingly to
conform with the segment disclosure for 2006.

b.  Geographic information

The users of the Company’s services are mainly from Taiwan, ROC. The revenues it derived outside Taiwan are mainly inter-
connection fees from other telecommunication carriers. The geographic information for revenues is as follows:

Year Ended December 31
2005 2006 2007
NT$ NT$ NT$
Taiwan, ROC $180,793 $182,687 $195,981
Overseas 3,903 3,655 4,930

$184,696 $186,342 $200,911

c.  Gross sales to major customers
The Company has no single customer account representing 10% or more of its total revenues for all periods presented.

The Company has long-lived assets in Thailand, U.S., Vietnam, Hong Kong and China and except for NT$0.06 million and
NT$37 million at December 31, 2006 and December 31, 2007, respectively, in the aforementioned areas, the other long-lived
assets are located in Taiwan, ROC.
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Exhibit 8.1

LIST OF SUBSIDIARIES
NAME OF ENTITY JURISDICTION OF INCORPORATION
Chunghwa International Yellow Pages Corporation Taiwan
Chunghwa System Integration Co., Ltd. Taiwan
Era Light Development Co., Ltd. Taiwan
Chief Telecom Inc. Taiwan
Spring House Entertainment Inc. Taiwan
Senao International Co., Ltd. Taiwan
Unigate Telecom Inc. Taiwan
A-Kuei Publishing Co., Ltd. Taiwan
New Prospect Investments Holdings Ltd. British Virgin Islands
Prime Asia Investments Group Ltd. British Virgin Islands
Spring House Entertainment Inc. (BVI) British Virgin Islands
Concord Technology Co., Ltd. Brunai
Chief Telecom (Hong Kong) Limited Hong Kong
Donghwa Telecom Co., Ltd. Hong Kong
Spring House Entertainment Inc. (Japan) Japan
Glory Network System Service (Shanghai) Co., Ltd. Shanghai
Chunghwa Telecom Global, Inc. United States
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Exhibit 12.1
Certification by the Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

I, Tan Ho Chen, certify that:

1. I have reviewed this annual report on Form 20-F of Chunghwa Telecom Co., Ltd.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the company
as of, and for, the periods presented in this report;

4. The company’s other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the company and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
company, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the company’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of
the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the company’s internal control over financial reporting that
occurred during the period covered by this report that has materially affected, or is reasonably likely to
materially affect, the company’s internal control over financial reporting; and

5. The company’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the company’s auditors and the audit committee of the company’s
board of directors (or persons performing the equivalent function):

(a) All significant deficiencies and material weaknesses in the design or operation ofi nternal controls
over financial reporting which are reasonably likely to adversely affect the company’s ability to record,
process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the company’s internal controls over financial reporting.

Date: April 23, 2008

By: i (o Poclen

Name: Tan Ho Chen
Title: Chairman and Chief Executive Officer
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Exhibit 12.2
Certification by the Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

I, Joseph C.P. Shieh, certify that:

1. T have reviewed this annual report on Form 20-F of Chunghwa Telecom Co., Ltd.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the company
as of, and for, the periods presented in this report;

4. The company’s other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the company and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
company, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the company’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of
the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the company’s internal control over financial reporting that
occurred during the period covered by this report that has materially affected, or is reasonably likely to
materially affect, the company’s internal control over financial reporting; and

5. The company’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the company’s auditors and the audit committee of the company’s
board of directors (or persons performing the equivalent function):

(a) All significant deficiencies and material weaknesses in the design or operation ofi nternal controls
over financial reporting which are reasonably likely to adversely affect the company’s ability to record,
process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the company’s internal controls over financial reporting.

By: Is/ M

Date: April 23, 2008

F—
Name: Joseph C.P. Shieh
Title: Chief Financial Officer
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Exhibit 13.1

Certification by the Chief Executive Officer
Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Annual Report on Form 20-F of Chunghwa Telecom Co., Ltd. (the “Company”) for
the year ended December 31, 2007 as filed with the Securities and Exchange Commission on the date hereof (the
“Report”), I, Tan Ho Chen, Chairman and Chief Executive Officer of the Company, certify, pursuant to 18
U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to my
knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange
Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition
and results of operations of the Company.

Date: April 23, 2008

By: i (e ochen

Name: Tan Ho Chen
Title: Chairman and Chief Executive Officer
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Exhibit 13.2

Certification by the Chief Financial Officer
Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Annual Report on Form 20-F of Chunghwa Telecom Co., Ltd. (the “Company”) for
the year ended December 31, 2007 as filed with the Securities and Exchange Commission on the date hereof (the
“Report”), I, Joseph C. P. Shieh, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C.

Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange
Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition
and results of operations of the Company.

Date: April 23, 2008

By: /sl ‘M

Name: Joseph C. P. Shieh
Title: Chief Financial Officer
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Fax: 886-2-2963-9453







Taichi Series
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In Ju Ming's Taichi Series works, each of them possesses tremendous amount of tension and astonishment,
which exist at any angle of a work. The magnificent shapes and lines put viewer in the state of taichi.

-JUMING MUSEUM
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