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| NDEPENDENT AUDI TORSG6 REPORT

The Board of Directors and the Stockholders
China Airlines, Ltd.

We have audited the accompanying hatasheets of China Airlines, Ltd. as of December 31, 2008 and 2007
and the related statements of income, chthengrded. i n
These financi al statements are t hte Ouraespomsibigy ibtol i t
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the Rules Govetrenguditof Financial Statements by Certified
Public Accountants and auditing standardsegalty accepted in the Republic of China. Theosks and
standards require that we plan and perform the audit to obtain reasonable assurance about whether the finan
statements are free of material misstatement. An audit includes examining, doeaiggstvidence supporting

the amounts and disclosures in the financial statements. An audit also includes assessing the accounti
principles used and significant estimates made by management, as well as evaluating the overall financi
statement preséation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, based on our audits, the financial statements referred to above present fairly, in all materia
respects, the financial position of China Airlines, Ltd. aBetember 31, 2008 and 2007 and the results of its
operatios and its cash flows for the years then ended, in conformity thghGuidelinesGoverning the
Preparation of Financial Reports I8ecurities Issuersrequirements of the Business Accounting Lavd an
Guidelines Governing Business Accounting relevant to financial accounting standadisaccounting
principles generally accepted in the Republic of China.

We have also audited the consolidated financial statemefisioé Airlines, Ltd.and its subsidries as of and
for the years mdedDecember 312008 and 2007 on which we have issaednqgualified opinion in our report
datedMarch 10, 2009.

March 10, 2009
Notice to Readers

The accompanying financial statements are intended only to presdmiaheial position, results of operations

and cash flows in accordance with accounting principles and practices generally accepted in the Republic o
China and not those of any other jurisdictions. The standards, procedures and practices to audit suct
financial statements are those generally accepted and applied in the Republic of China.

For the convenience of readers, theu di t or s 6 raecpnpanyinginancibl statbneenthave been
translated into English from the original Chinese vergioeparal and used in the Republic of Chinalf there

is any conflict between the English version and the original Chinese version or any difference in the
interpretation of the two versions, the Chinémeguage auditor@report and financial statements shallepail.



CHINA AIRLINES, LTD.

BALANCE SHEETS
DECEMBER 31, 2008 AND 2007
(In Thousands of New Taiwan Dollars, Except Par Value)

ASSETS

CURRENT ASSETS
Cash (Note 4)
Financial assets at fair value through profit or lossment (Notes 2, 5
and 26)
Available-for-sale financial assetsurrent (Notes 2, 6 and 26)
Derivative financial assets for hedgingurrent (Notes 2, 26 and 27)
Receivables:
Notes and accounts, net (Notes 2 and 7)
Notes and accountgelated parties (Note 28)
Other receivables (Note 8)
Other receivablesrelated parties (Note 28)
Inventories, net (Notes 2 and 9)
Prepaid expenses (Note 10)
Noncurrent assets reclassified into assets held for sale, net (Notes 3 and
Deferred income tax assetsurrent (Notes 2 and 23)
Other current assets

Total current assets

LONG-TERM INVESTMENTS
Available-for-sale financial assetsxoncurrent (Notes 2, 6 and 26)
Derivative financial assets for hedgingoncurrent (Notes 2, 26 and 27)
Financial assets carried at cosbncurrent (Notes 2,1 and 26)
Investments accounted for by the equity method (Notes 2 and 13)
Otherfinancial assetsnoncurrent

Total longterm investments

PROPERTIES (Notes 2, 14 and 29)

Cost

Land

Buildings

Machinery and equipment

Flight equipment

Furniture

Leased flight ad other equipment

Leasehold improvements
Revaluation increment

Total cost and revaluation increment
Accumulatel depreciation

Construction in progress and prepayments for equipment (Note 30)
Net properties
INTANGIBLE ASSETS
Computer software, net (Note 2)
Deferred pension cost (Note 2)
Net intangible assets
OTHER ASSETS
Idle properties, net
Deposits (Note 30)
Deferred charges (Note 2)
Deferred income tax assetaoncurrent (Nas 2 and 23)
Pledged certificates of deposit (Note 29)
Net other assets

TOTAL

The accompanying notes are an integral part of the financial statements.

2008

2007

Amount

$ 7,281,676

438
323,155
68,376

8,084,367
298,895
530,111

5,151,750
186,642

228,221
123,317

22,276,948

6,830
371,367
8,392,441
12,872

8,783,510

2,106,788
7,843,421
3,455,403
187,841,464
790,520
23,132,943
958,129
50,335
226,179,003
65,141,276
161,037,727
4,311,076

165,348,803

297,644
910,696

1,208,340

454,433
12,113,826
855,717
6,754,506
264,026

20,442,508

$ 218,060,109
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Amount

$ 6,087,989

941,933
225,016
72,026

11,508,527
440,127
509,568
115,132

5,381,247
163,652
1,759,608
53,179
98,847

27,356,851

336,842
59,084
382,367
8,280,246
12,441

9,070,980

2,106,788
7,848,518
3,498,130
194,717,318
814,702
22,853,624
840,032
50,335
232,729,447
55,878,918
176,850,529
253,765

177,104,294

311,408
1,277,343

1,588,751

245,570
11,390,149
877,023
2,914,623
259,740

15,687,105

$ 230,807,981
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CURRENT LIABILITIES

Shortterm loans (Notes 15 and 29)

Commercial paper (Note 16)

Financial liabilities at fair value through profit or lossurrent (Notes 2,
5 and 26)

Derivative financial liabilities for hedgingcurrent (Notes 2, 26 and 27)

Accounts payable

Accounts payable to related parties (Note 28)

Accrued expenses (Note 2)

Bonds issued current portion (Notes 2, 17 and 26)

Advance ticket sales (Note 2)

Loans and debtscurrent portion (Notes 18, 26 and 29)

Capital lease obligationscurrent portion (Notes 2 and 19)

Other current liabilities

Total current liabilities

LONG-TERM LIABILITIES

Derivative financial liabilities for hedgingnoncurrent (Notes 2, 26 and 27)
Bonds issued noncurrent (Noteg, 17 and 26)

Loans and debtsnoncurrent (Notes 18, 26 and 29)

Capital lease obligationsoncurrent (Notes 2 and 19)

Total longterm liabilities

OTHER LIABILITIES

Accrued pension costs (Notes 2 and 20)
Deferred profits on salkeaseback (Note 2)
Others

Total other liabilities

Total liabilities

CAPITAL STOCK, NT$10.00 par value

Authorized- 5,200,000 thousand shares

Issued and outstanding},625,170 thousand shares in 2008 and 4,073,632

thousand shares in 2007

CAPITAL SURPLUS

RETAINED EARNINGS (ACCUMULATED DEFICIT)

Legal reserve
Special reserve
Unappropriated earnings (accumulated deficit)

Total retained earnings (accumulated deficit)

OTHER EQUITY

Cumulative translation adjustments

Net loss not recognized as pension cost

Unrealizedvaluation loss on financial instruments

Unrealized revaluation increment

Company shares held by subsidiaries reclassified into treasury stock

Total other equity

Total stocklolders' equity

TOTAL

EQUI

2008 2007
Amount Amount
$ 8,930,033 4 $ 500,000 -
1,396,650 1 599,951 -
20,801849 - -
358,717 - 135,700 -
586,800 1,187,987 -
1,027,712 - 1,202,756 1
10,263,812 5 11,417,401 5
3,401200 2 9,309,600 4
8,403,636 4 8,016,424 3
16,963,617 8 19,794,338 9
1,697,019 1 1,552,219 1
1,174,600 - 1,213,226 1
75,005,645 54,929,602 24
798,483 464,188
8,565,600 13,571,900
84,906,183 86,079,431
5,013,561 6,601,642
99,283,827 106,717,161
5,172,2®% 5,274,321
7,455,483 8,219,659
457,036 496,930
13,084,724 13,990,910
187,374,196 175,637,673
46,251,703 40,736,322
10,804,107 8,725,688
4,728,750 4,728,750
949,183 985,408
(31,335,519 979,877
(25,657,586 6,694,035
390,247 (188,198
(1,206,178 (1,405,172
(690,297) (186,284)
830,471 830,471
_ (36559 (36,554)
(712,317) (985,737)
30,685,913 55,170,308
$ 218,060,109 $ 230,807,981




CHINA AIRLINES, LTD.

STATEMENTS OF INCOME
YEARS ENDED DECEMBER 31, 2008 AND 2007
(In Thousands of New Taiwan Dollars and Shares, ExcepossPer Share)

2008 2007
Amount % Amount %
REVENUES (Notes 2 and 28)
Passenger $ 68,545,795 55 $ 67,207,107 53
Cargo 50,902,010 41 53,650,235 42

Others 5,773,262 4 6,135,678 5

Total revenues 125,221,067 100 126,993,020 100

COSTS (Notes 24 and 28)

Flying operations 87,132,006 70 73,687,177 58
Terminal and landing fees 16,565,099 13 17,583055 14
Passenger services 7,933,440 6 8,236,735 7
Aircraft maintenance 6,359,504 5 6,781,899 5
Others 3,263,563 3 3,952,491 3
Total costs 121,253,612 97 110,241,357 _87
GROSS PROFIT 3,967,455 3 16,751,663 _13

OPERATING EXPENSES (Notes 3, 24 and 28)
Marketing and selling 11,691,546 9 12,921,575 10
General and administrative 2481919 _ 2 2,479,260 _ 2
Total operating expenses 14,173,465 11 15,400,835 _12

OPERATING INCOME (LOSS) (10,206,010 _(8) 1,350,828 _ 1

NONOPERATING NCOME AND GAINS

Interest income (Note 28) 123,615 - 157,247 -
Dividend income (Note 2) 160,645 - 227,690 -
Gain on disposal of properties, net (Note 2) 552,963 - - -
Foreign exchange gain, net (@) - - 17,882 -

Valuation gain on financial instruments, net (Note
and 5) - - 1,362,795 1
Others 926,002 _ 1 453,197 _ 1
Total nonoperating income and gains 1,763,225 _ 1 2218811 _ 2

NONOPERATING EXPENSES AND LOSSES

Interest expense 4,220,365 3 4,908,059 4

Investment loss recognized under the equity met
(Notes 2 and 13) 345,448 - 448,243 -
Loss on dispsal of properties, net (Note 2) - - 729,142 1

(Continued)



CHINA AIRLINES, LTD.

STATEMENTS OF INCOME
YEARS ENDED DECEMBER 31, 2008 AND 2007
(In Thousands of New Taiwan Dollars and Shares, ExcepossPer Share)

2008 2007
Amount % Amount %
Loss on sale of investment (Note 2) $ - - $ 1,249 -
Foreign exchange loss, net (Note 2) 645,716 1 - -
Impairment loss on financial assets carried at co
(Notes 2, 6 and 11) 157,088 - 133906 -
Valuation loss on financial instruments, net (Note
and 5) 22,594,574 18 - -
Others 284,102 - 487,100 _ -
Total nonoperating expenses and losses 28,247,293 22 6,707,699 5
PRETAX LOSS (36,690,078  (29) (3,138,060 (2)
INCOME TAX BENEFIT (Notes 2 and 23) 4,338,680 3 619,410 -
NET LOSS $(32,351,398 (26) $ (2,518650) _(2)
2008 2007

Before Tax After Tax BeforeTax After Tax

LOSS PER SHARE (Note 25)
Basic and diluted $ 806 $ (71) $ (0.79 $ (0.63

The accompanying notes are an integral part of the fiabsigitements. (Concluded)



CHINA AIRLINES, LTD.

STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
YEARS ENDED DECEMBER 31, 2008AND 2007
(In Thousands of New Taiwan Dollars Except Per Share Amounty

Unrealized Company Shares
Retained Earnings(Accumulated Deficit) (Notes 2 and 21) Valuation Gain Held by
Unappropriated Cumulative Net Loss not or Loss on Unrealized Subsidiaries
Capital Stock Issued andOutstanding Earnings Translation Recognized as Financial Revaluation Reclassified into Total
Shares (in Capital Surplus (Accumulated Adjustments Pension Cost Instruments Increment Treasury Stock Stockholders'
Thousands) Amount (Notes 2 and 2) Legal Resene SpecialReserve Deficit) Total (Note 2) (Note 2) (Note 2 (Notes 2 and 2) (Notes 2, 21and 22) Equity

BALANCE, JANUARY 1, 2007 3,764,464 $ 37,644,643 $ 7,930,723 $4,654,914 $1,271,622 $ 4,983,550 $ 10,910,037 $ (193,493 $ (1,377,369 $ (245,017) $830,471 $ (36,554) $ 55,463,441
Appropriation of the 2006 earnings

Legal reserve - - - 73,836 - (73,836) - - - - - - -

Special reserve - - - - (286,214) 286,214 - - - - - - -

Cash dividends NT$0.12 per share - - - - - (468,660) (468,660) - - - - - (468,660)

Stock dividends 3% 117,165 1,171,649 - - - (1,171,649 (1,171,649 - - - - - -

Bonus to employeesstock 5,704 57,043 - - - (57,043) (57,043) - - - - - -
Translation adjustments on investments in shares of stocks - - - - - - - 7,118 - - - - 7,118
Translation adjustments on a foreign operating entity - - - - - - - (1,823) - - - - (1,823)
Conversion of bonds into capital stock 186,299 1,862,987 793,513 - - - - - - - - - 2,656,500
Net loss in 2007 - - - - - (2,518,650 (2,518,650 - - - - - (2,518,650
Unrealized valuation ga on availablefor-sale financial assets - - - - - - - - - 68,909 - - 68,909
Unrealized loss on cash flow hedge - - - - - - - - - (12,141) - - (12,141)
Net loss not recognized as pension cost - - - - - - - - 5,575 - - - 5,575
Capital surplus from cash dividends on company shares held by

subsidiaries - - 483 - - - - - - - - - 483
Unrealized gain on financial instruments of equitgthod investees - - - - - - - - - 1,965 - - 1,965
Capital surplus of equitynethod investees - - 969 - - - - - - - - - 969
Net loss not recognized as pension cost of equéthod investees - - - - - - - - (33,378) - - - (33,378)
BALANCE, DECEMBER 31, 2007 4,073,632 40,736,322 8,725,688 4,728,750 985,408 979,877 6,694,035 (188,198 (1,405,172 (186,284 830,471 (36,554) 55,170,308
Reversal of special reserve - - - - (36,225) 36,225 - - - - - - -
Translation adjustments on investments in shares of stocks - - - - - - - 51,527 - - - - 51,527
Translation adjustments on a foreign operating entity - - - - - - - 526,918 - - - - 526,918
Conversion of bonds into capital stock 551,538 5,515,381 2,078,419 - - - - - - - - - 7,593,800
Net loss in 2008 - - - - - (32,351,399 (32,351,399 - - - - - (32,351,399
Unrealized valuation loss on availalfta-sale finacial assets - - - - - - - - - (70,968) - - (70,968)
Unrealized loss on cash flow hedge - - - - - - - - - (426,429 - - (426,429
Net loss not recognized as pension cost - - - - - - - - 173,953 - - - 173,953
Unrealized loss on financial instruments of equitgthod investees - - - - - - - - - (6,616) - - (6,616)
Net loss not recognized as pension cost of equiyhod investees - - - - - - - - 25,041 - - - 25,041
Adjustment due to the nonproportional subscription by a subsidiary

new shares issued by its investee - - - - - (223) (223) - - - - - (223)
BALANCE, DECEMBER 31, 2008 4,625,170 $ 46,251,703 $ 10,804,107 $4,728,750 $ 949,183 $ (31,335,519 $ (25,657,589 $ 390,247 $ (1,206,178 $ (690,297) $830,471 $ (36,554) $ 30,685,913

The accomparigg notes are an integral part of the financial statements.



CHINA AIRLINES, LTD.

STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2008 AND 2007
(In Thousands of New Taiwan Dollars)

CASH FLOWS FROM OPERATING ACTIVITIES
Net los
Adjustments to reconcile net loss to net cash provided by (used ir
operating activities:
Deferred income taxes
Depreciation and amortization
Bad-debt expense
Valuation loss (gain) on financial instruments, net
Gain on sale of availabl®r-sale financial assets
Loss on sale of financial assets carried at cost
Imparment loss on financial assets carried at cost
Investment loss recognized under the equity method
Cash dividends received from equityethod investees
Loss (gain) on disposal of gguerties
Loss (gain) on inventories, properties and idle properties
Loss (gain) on disposal of idle properties, net
Loss (gain) on repurchase of convertible bonds
Amortization of deferred profit on saleaseback
Amortization of deferred credits
Net changes in operating assets and liabilities:
Financial assets and liabilities held fading
Notes and accounts receivable
Notes and accounts receivablelated parties
Other receivables
Inventories
Prepaid expenses
Other current assets
Accounts payable
Accounts payable to related parties
Accrued expenses
Advance ticket sales
Other current liabilities
Accrued pension cost

Net cash provided by (used in) operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Additions to availabldor-sale financial assets
Proceeds of the disposal of availafie-sale financial assets
Decrease (increase) in other receivabledated parties
Proceeds of the disposal of financial assets carried at cost
Investeedreturn of capital
Increase in investments accounted for by the equity method
Investee8return of capitat investments accounted for by the equit

method

2008 2007

$(32,351,399 $ (2,518,650
(4,053,683 (727,617
10,310,016 10,862,663

2,000 -
22,594,574 (1,362,795
- (2,009)
- 3,258
157,088 133,906
345,448 448,243
461,236 548,074
(552,963 729,142
29,720 (114,669
(299,503 263,977
(5,208) 95,139
(731,859 (861,942
(66,412 (66,414)
(851,230 7,765,956
3,422,160 (741,839
141,232 (116,623
33,916 409,059
(199,629 (622,175
(22,990 (41,473
(24,470 65,849
(601,187 829,197
(175,049 (38,130
(1,154,867 (1,062,573
892,882 1,421,096
77,310 328,593
438,484 201,696
(2,184,369 15,828,939
- (10,141)
- 12,150
115,132 (115,132
- 29,905
11,000 11,256
(936,068 (336,552

94,290 -

(Continued)



CHINA AIRLINES, LTD.

STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2008 AND 2007
(In Thousands of New Taiwan Dollars)

Increase in dter financial assetsnoncurrent

Additions to properties

Proceeds of the disposal of properties

Increase in computer software

Proceedsf the disposal of idle properties

Increase in deposits made

Increase in deferred charges

Decrease (increase) in pledged certificates of deposit

Net cash provided by (used in) investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Increase in shoiterm loans
Increase in shottierm bills payable
Proceeds of longerm debts
Repayments of lorterm debt and capital lease obligations
Proceeds of bond issuance
Redemption of bonds issued
Repurchase of convertible bonds
Decrease in deferred profit on sédaseback
Increase in deposiia
Payments of cash dividends

Net cash used in financing activities
INCREASE IN CASH
EFFECTS OF EXCHANGE RATE CHANGES
CASH, BEGINNING OF YEAR
CASH, END OF YEAR

SUPPLEMENTAL CASH FLOW INFORMATION
Interest paid
Less: Capitalized interest
Interest paid (excludingapitalized interest)
Income tax paid

NONCASH FINANCING ACTIVITIES
Current portion of longerm loans and debts
Current portion of capital lease ajpitions
Current portion of bonds issued
Convertible bonds transferred to common stock

The accompanying notes are an integral part of the financial statements.

2008 2007
(431) (777)
(5,505,642 (14,503,809
10,291,785 15,054,244
(47,203 (49,1598
602,679 402,124
(723,677 (3,123,749
(75,448 (3,688)
(4,286) 846
3,822,131 (2,632,47)
8,430,033 500,000
796,699 599,951
15,027,423 11,281,996
(21,585,866 (23,327,636
- 3,000,000
(1,600,009 (2,000,009
(1,715,699 (1,573,639
(231,641 (316,962
26,518 7,365
- (468,660
(852,526 (12,297,585
785,237 898,883
408,450 (55,504)
6,087989 5,244,610
$ 7281676 $ 6,087,989
$ 4,360,564 $ 5,220,073
123,420 123,779
$ 4,237,144 $ 5,096,294
95,465 119,222
$ 16,963,617 $ 19,794,338
$ 1697,019 $ 1,552,219
$ 3,401,200 $ 9,309,600
$ 7,593,800 $ 2,656,500
(Concluded)



CHINA AIRLINES, LTD.

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2008 AND 2007
(In New Taiwan Dollars, Unless Stated Otherwise)

1. ORGANIZATION AND OPERATIONS

China Airlines,Ltd. (t he A Companyo) was f &arslistedon the TailvénS®cka n
Exchange. The Company primarily provides air transport services for passengers and cargo. Its othe
operations include (a) mail services; (b) ground services and routine aircraft maintenance; (c) majol
maintenance of fligt equipment; (d) communications and data processing services to other airlines; (e) sale
of aircraft parts, equipment and entire aircraft; and (f) lease of aircraft.

The Company is a subsidiary of China Aviation Development Foundation, whicb3h&@bs and 61.18%
of the Companyds shares as of December @7D6and2 00 8
10,032 employees as of December 31, 2008 and 2007, respectively.

In 2008, he Companysuffered a great loss due to high fuel prices and glebahomic recession. On
December 31, 2008, the deficit reached $25,657,586,000. To boost the Céfppemgcial structure and
operating efficiency, the board of directors resolved on March 2, 2009 to have a private placement of its
common shares amourgito between $5 billion and $10 billion. In addition, the Company began to have
daily charter flights to Mainland China on December 15, 2008. As a result, flight operations have picked
up and, with regular flights to Mainland China continuing in 2008rcavth in competitiveness and profits

is expected. These developments have led the Company to expect more enhancements of its operating «
financial structure and meet operating cash flow demand.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis d Presentation

The accompanying financial statements have been prepared in conformity with the Guidelines Governing
the Preparation of Financial Reports by Securities Issuers, Business Accounting Law, Guidelines Governin
Business Accounting and accoungfiprinciples generally accepted in the Republic of China. Under these
guidelines, law and principles, the Company has to make certain estimates and assumptions that could affe
the allowance for doubtful accounts, loss on market value decline of imesntproperty depreciation,

asset impairment, accrued expensdequent flyer program, pension cost, income, fags on pending
lawsuitsand bonuses of employeesActual results could differ from these estimates.

For the convenience of readers, Herompanying financial statements have been translated into English
from the original Chinese version prepared and used in the Republic of China. If there is any conflict
between the English version and the original Chinese version or any differeiheeimerpretation of the

two versions, the Chinedanguage financial statements shall prevail.

The Companydés significant accounting policies art
Current or Noncurrent Assets and Liabilities

Cash and cash equivalents, asseld hinly for trading, and other assets to be realized, received or used
up within a year are classified as current. Liabilities resulting mainly from trading and liabilities to be paid

off or settled within a year are classified as current. Propeintasgible assets, and all other assets and
liabilities are classified as noncurrent.



Financial Instruments at Fair Value Through Profit or Loss

Financial instruments at fair value through profit or loss are any financial assets and liabilitiésr held
trading. The derivatives are initially recognized at fair value with transaction costs expensed as incurred
After initial recognition, the derivatives are remeasured at fair value, with the changes in fair value
recognized as current earnings. Cdslidends received are accounted for as current revenue. A regular
way purchase or sale of financial assets is recognized and derecognized using transaction date accounting

Derivative instruments that do not meet the criteria for hedge accountiotasséied as financial assets or
liabilities held for trading.

Fair values are determined as follows: (a) listed steaissing prices as of the balance sheet date; (b)
beneficiary certificates (opeznd funds) net assets value as of the balasioeet date.

Fair value is estimated using valuation techniques incorporating estimates and assumptions that ai
consistent with prevailing market conditions.

Available-for-sale Financial Assets

Available-for-sale financial assets are initially recaggu at fair value plus transaction costs that are directly
attributable to the acquisition or issuance. When fair value is remeasured, the changes in fair value ar
excluded from earnings and reported asacaumuaegp ar a
gains or losses are recognized as earnings when the financial asset is derecognized from the balance sh
A regular way purchase or sale of financial assets is recognized and derecognized using transaction de
accounting.

Cash dividendsare recognized as investment income ondigidend dates but are accounted for as
reductions of the original cost of i nvest ment
attributable to periods before the purchase of the investments.k ddtibends are recorded as an increase

in the number of shares held and do not affect investment income. The cost per share is recalculated on t
basis of the new number of shares.

If there is objective evidence that a financial asset is impair@ssad recognized. If the impairment loss
decreases in a subsequent period, the previously recognized impairment loss is reversed to the extent of t
decrease and recorded as an adjustment to stockt

Allowances for Doubtful Accounts

All owances for doubtful accounts are provided on the basis of a periodic evaluation of their collectibility.
The evaluation is based on aging analysis and the economic environment, etc.

Inventories

Inventories are primarily expendable and nonexpendadots and materials, supplies used in operations
and items for ifflight sale. These parts, materials and supplies are valued at the weaightade cost

less allowance for obsolescence. Items fdtigint sale are stated at the lower of weighte@rag cost or

market value (replacement cost or net realizable value). The costs of inventories sold or consumed al
determined using the weightederage method.



Financial Assets Carried at Cost

Equity investments, such as npablicly traded stocks, wdse fair value cannot be reliably measured are
carried at original cost. Cash dividends are recognized as investment incomdividend dates but are
accounted for as reductions of the original investment costs if these dividends are declaredvoe thetire e s
earnings attributable to periods before the purchase of the investments. Stock dividends are recorded as
increase in the number of shares held and do not affect investment income. The cost per share
recalculated on the basis of the new bemof shares. If there is objective evidence that a financial asset
is impaired, a loss is recognized. However, the recording of a subsequent recovery of fair value is no
allowed.

Investments Accounted for Using Equity Method
Investments incompanes i n which the Company exercises sig

and financial policy decisions are accounted for using equity method. Under this method, investments ar
stated at cost on the acquisition date and subsequently adjustad t he Companyds pr o

equity in the investeesd net income or net | oss.
the carrying values of the investments. On investment acquisition, the difference, if any, betwesh the c
of i nvest ment and the Companyés share in -indhe I

method over five years. However, effective January 1, 2006, based on the revised Statement of Financi
Accounting Standards No. 51 L o-tergpnInne st ment s i n Equity Securitie:
cost of i nvest ment is greater than the Company
goodwill, are no longer amortized but tested annually for impairment or if there igiabjecidence that

the goodwill is impaired.

If costmethod investments are later accounted for by the equity method because of increases in th

Companyds holdings in the investees as a reault
retroactive adjustment is not required for any difference between the cost and the increased share in tt
investeebs net assets. The differences deri vec

are then calculated individually and anmetl over five years. However, since January 1, 2006, the
differences are no longer being amortized like goodwiill.

Gain or loss from transactions involving depreciable assets between the Company and imeathoity
investees is deferred and recogdipeer the estimated useful lives of the assets.

For equitymethod investments, stock dividends received are recorded only as an increase in the number c
shares held and not as investment income. The cost per share is recalculated on the basewof the n
number of shares.

Costs of investments sold are determined using the weighevdge method.

Under Statement of Financial Accounting Standards No- 30Accounting f or Tr ec
Company reclassified its shares held by its subsidiartegiieasury stock at the carrying value as shown in
the subsidiaries6 books on January 1, 2002. F
i nhcome, t he cash di vidend i ncome recogni zed b
appropriaibn was subtracted from investment income and credited teimpampital.

Properties
Properties are stated at cost plus revaluation increment (if any) less accumulated depreciation. Majc
betterments or renewals are capitalized, while maintenanderepairs are expensed when incurred.

Interests on funds used to acquire flight equipment or to construct facilities before the date the equipment i
used in operations are capitalized and included in the cost of the related assets.
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Depreciation is callated using the straiglihe method over service lives estimated as follows (plus one
year to represent estimated salvage value): buildings, 45 to 55 years; machinery and equipment, 5 to
years; flight equipment, 5 to 25 years; furniture, 5 yearselkaassets, 6 to 25 years; and leasehold
improvements, 5 years. Properties that have reached their residual value but are still in use are furthe
depreciated over their newly estimated service lives.

Upon property sale or disposal, the cost, revalnaincrement (if any) and the related accumulated
depreciation are removed from the accounts, and gain or loss is credited or charged to nongagrsting
losses.

Leased Flight and Other Equipment

The amounts capitalized on flight and other emépt leased under agreements qualifying as capital leases
are the lower of (a) the present value of all payments required under the lease agreements plus the barg
purchase price or (b) the fair value of the leased assets on the starting dates cfeimersgr Interests
implicit in lease payments are recorded as interest expense.

Amounts paid under operating lease agreements are charged to income over the term of the agreemer
The imputed interest on rental deposits, calculated at the inteefbraineyear time deposits, is recorded
both as rental expense and interest income.

Computer Software Costs

Computer software costs are amortized using the strtanghinethod over the estimated useful lives of the
software.

Deferred Charges

Deferred charges mainly consist of (a) expenses for training pilots in operating new types of aircraft, (b)
issue costs of corporate bonds and (c) costs incurred for syndicated loans. They are amortized using tl
straightline method over the estimated udéives or the terms of the bond or loan.

Accrued Expenses Frequent-flyer Program

Passengers who are members of the Dynasty Club may accumulate mileage points that entitle them
choose among various awards (including an upgrade to a higher diasstigkets). A liability is accrued

and charged to operating expense when a passenger reaches a certain award level. The amount accrue
based on the estimated incremental cost that will be incurred upon the provision of transport services.
Convertible Bonds

The net carrying amount of the bonds which was issued before December 31, 2005 (the face amount plt
redemption premium accrued to the date of conversion but will not be paid) is credited to the appropriate
capital accounts (capital stock uzg to par value, with the balance credited to capital surplus) upon
conversion of the bonds. No gain or loss is recognized on such conversions.

Pension Costs

The Company has two types of pension plans: Defined benefit and defined contribution.

Persion costs under the defined benefit pension plan are recognized on the basis of actuarial calculation

Unrecognized net transition obligation is amortized over 15 years, while pension gain or loss is amortizec
using the straigHine method based on tlawerage remaining service years of employees.
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If additional accrued pension cost based on actuarial calculations is not in excess of the sum of th
unamortized bal ance of prior service costs and
costo wild@ be debited. Ot her wi s e, the excess
pension costo in stockholdersé equity.

Based on the defined contribution pension pl an
empl oyeds &i dual pension accounts are recogni zec
periods.

Deferred Profits on Saleleasebacks

A gain on the sale by the Company of assets that it leases back is deferred and amortized over the term
the leasegreements.

Income Tax

The Company applies mtperiod allocations for its income tax. Deferred tax assets are recognized for the
tax effects of deductible temporary differences, debit in equity and unused investment credits, loss
carryforwards, andeferred tax liabilities are recognized for the tax effects of taxable temporary differences
and credit in equity. Deferred tax liabilities and assets are classified as current or noncurrent on the bas
of the classification of the related asset or libfor financial reporting. A deferred tax asset or liability

that cannot be related to an asset or liability for financial reporting, is classified according to the expectec
reversal or realization date of the temporary difference. Valuation allovi@resognized on deferred tax
assets that are not expected to be realized.

Income tax credits for certain acquisitions of eligible equipment or technology, research and developmen
expenses and personnel training expenses are recognized in the pEs@ddbuisitions or expenses are
incurred.

Adjustments to prior yearbés tax liabilities ar
expense.

Income taxes (10%) on undistributed earnings are recorded as expense in the year when tidessockh
resolve to retain the earnings.

If the income tax payable determined under the Income Tax Law is below the minimum amount prescribec
under the AMT Act, the difference would be recorded as current income tax expense.

Asset Impairment

Statemenbf Financial Accounting Standards No. 351 | mpai r ment of Assetso r
determine on each balance sheet date if properties, intangible assets and other assets (including
cashgenerating unit) have been impaired. If there is impairmtéen the Company must calculate the
recoverable amount of the assetthe castgenerating unit. An impairment loss should be recognized
whenever the recoverable amount of the asset or thegeagiating unit is below the carrying amount, and

this imparment loss is either charged to accumulated impairment or used to reduce the carrying amount o
the asset directly. If the Company revalues properties as required by law, an impairment loss on revalue
properties should be charged to unrealized revaluaticrement on properties, and if the capital surplus
revaluation increment on properties is not enough, the portion that exceeds the balance will be recognized
loss in the statement of income. After the recognition of an impairment loss, the ialeprec
(amortization) charged to the asset should be adjusted in future periods for the revised asset carrying amot
(net of accumulated impairment), less its salvage value, and calculated on a systematic basis over i
remaining service life. If assempairment loss (excluding goodwill) is reversed, the increase in the
carrying amount resulting from reversal is credited to current income. However, loss reversal should no
be more than the carrying amount (net of depreciation) had the impairment mottegnized.
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Revenues

Passenger fares and cargo revenues are recognized when transportation is provided. The value of unu:
passenger tickets is recognized as fiadvance ticl

Foreign-currency Transactions, Transactions of Foreign Subsidiaes or Foreign Operating Entity

The Company maintains its accounts and expresses its financial statements in New Taiwan dollars
Foreigncurrency transactions (except derivative transactions) are recorded in New Taiwan dollars at the
rates of exchange ieffect when the transactions occur. Gains or losses resulting from the application of
different foreign exchange rates when foresgmrency assets and liabilities are settled, are credited or
charged to income in the settlement period.

The yearend lalances of foreigicurrency assets and liabilities are restated at the prevailing exchange rates,
and the resulting differences are recorded as credits or charges to income.

At the balance sheet date, Amonetary assets and liabilities denominated ireigm currency (ex.
investments in equity instruments), which are measured at fair value, are reported using the closin
exchange rate. For a nomonetary financial asset with the changes in fair value recognized as an
adjustment t o setxocchkahnogled edrisféf eergeunicteys, ar e recoghni z
equity. For a nomonetary financial asset at fair value through profit or loss, exchange differences are
recognized in the income statement. Nwoonetary financial assets and liald@# denominated in foreign
currency, which are measured at cost, are reported using the historical exchange rate on the date
transaction.

Equity-method investments in foreign subsidiaries/affiliates are recorded in New Taiwan dollars using the
ratesof exchange in effect on acquisition dates. On balance sheet dates, the investments and the relat
equity in net income or net loss are restated at the prevailing exchange rates and \zeayhtpel rates,

respectively, and resulting differencesareredoe d as transl ati on adj ust men

Under a regulation by the Securities and Futures Bureau, the carrying amount of an aircraft acquired and tt
related U.S. dolladenominated obligation incurred for the acquisition is accouioteds an investment in

a foreign operating entity if the Companyébés use
expenses mainly in U.S. dollars. On balance sheet date, the carrying amount of the aircraft and the relatt
liability arer e st at ed at bal ance sheet date rates. Th

translation adjustment.
Hedge Accounting

The Company enters into some derivative transactions that aim to manage interest rate, exchange rate, fi
price, and other factors affecting gains or losses on assets and liabilities. The hedging transactions ar
defined as cash flow hedge. When entering into hedging transactions, the Company has prepared offici;
documents that describe the hedging relationshipvd®n hedging instruments and items been hedged,
objective of risk management, hedging strategy, and the way to evaluate the effectiveness of the hedgir
instrument.

Under cash flow hedge accounting, the profit or loss on the hedging instrument isizedags profit or

loss in the same period when the profit or loss on the hedged item is affected. The profit or loss on th
hedging instrument is recognized as an adjust m
profit or loss when forech transactions that are being hedged affect profit or loss. If a hedge of a forecast
transaction subsequently results in the recognition of a financial asset or a financial liabilities, the associate
gains or losses that were recognized directly intgaliall be reclassified into profit or loss in the same
period or periods during which the asset acquired or liability assumed affects profit or loss. If a hedge of ¢
forecast transaction subsequently results in the recognition of dinameial asset ma nonfinancial
liabilities, it removes the associated gains and losses that were recognized directly in equity and include
them in the initial cost or other carrying amount of the asset or liability. However, if an entity expects that
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all or a portionof a loss recognized directly in equity will not be recovered in one or more future periods, it
shall reclassify the amount that is not expected to be recovered into profit or loss.

If the hedging instrument expires, is sold or terminated or no longetsrthe hedge accounting criteria, the
cumulative profit or loss on the hedging instrument that is effective and directly recognized as adjustment:
to stockholdersd equity is stildl recogni zeighs as
occur and then reclassified into current profit or loss when forecast transactions occur.

. EFFECTS OF CHANGES IN ACCOUNTING PRINCIPLES
Accounting for Bonuses to Employees, Directors and Supervisors

In March 2007, the Accounting Research @wlelopment Foundation of the Republic of China issued
Interpretation 200052, which requires companies to recognize as compensation expenses bonuses paid t
employees, directors and supervisors beginning January 1, 2008. These bonuses were peedmesty r

as appropriations from earningsThe adoption of this interpretation had no effect on net loss for the year
ended December 31, 2008.

Accounting for Noncurrent Assets Held for Sale and Discontinued Operations

On January 1, 2007, the Company gigd the newly released Statement of Financial Accounting Standards
(AStatement) No. 38- fiNoncurrent Assets Held for Sale and Discontinued Operatiovisch states the
accounting guidelines on noncurrent assets and business held for sale as wellegsrabgion and
disclosure of discontinued operations. The adoption of this Statement had no effect on net loss for the ye:
ended December 31, 2007.

. CASH

December 31

2008 2007
Cash on hand $ 1,524,597 $ 100618,043
Revolving fund 114,978,893 76,811,416
Cash in banks 4,953,201,516  4,689,260,731
Certificates of deposit 2,211971,122  1,221,298,701

$ 7,281,676,128 $ 6,087,988,891

. FINANCIAL INSTRUMENTS AT FAIR VALUE THROUG H PROFIT OR LOSS
Financial instruments held for trading are summarized as follows:

December 31

2008 2007
Financial assets held for trading
Interest rate swap contracts $ 438,231 $ 23,414,645
Beneficiary certiicates - 671,474,533
Fuel swap contracts - 247,043,965
$ 438,231 $§ 941,933,143
(Continued)
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December 31

2008 2007
Financial liabilities held for trading
Fuel swap contracts $20,801,848,78 $ -
(Concluded)

The gains on beneficiary certificates w&22,718,000n 2008and$37,719,000 and 2007. Thesults of
transaction®n derivative instruments held for trading weeagns of $22,617,292,000 2008and losses of
$1,325,076,00(n 2007.

In 2008, there were valuation losses on fuel swap contracts used to hedge against adverse fluctuations of fi
pricesvaluation due to the steep fall of fuel prices. However, the valuation losses were unrealized; the
actual losses will depend on fueices on the contract settlement dates.

. AVAILABLE -FOR-SALE FINANCIAL ASSETS

December 31
2008 2007
% of % of
Owner- Owner-
Carrying Value ship  Carrying Value ship

Current

Domesticmarketable equity securities

TradeVan Information Service $ 140,728,508 598 $ - -
Foreign marketable equity securities
France Telecom 182,426,006 - 225,016,446 -
$ 323,154,514 $ 225,016,446
Noncurrent

Domestic marketable equity securities

TradeVan Information Service $ - - $ 179,754,060 5.98
Far Eastern Air Transport - - 157,087,872 573
$ - $ 336,841,932

The Company changed the purposeifsrholding of the shares dfradeVan Information Servicdrom
trading to selling. Thus, with the approval of the board of directors in August 2008, the Company
reclassified this investment from noncurrent portion to current portion.

In February 2008Far Eastern Air TranspofFEAT) applied to theauthoritiesfor the approval of its
corporate restructuring because of financial difficulties and closed its business on May 12, 2008. As ¢
result, the Company recognized impairment losses of $157,0887@08183,906,000 in 2008 and 2007.
When FEATs shares ceased to be traded on February 22, 2008, the Company reclassified investments
FEAT to financial assets carried at cost.
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7. NOTES AND ACCOUNTS RECEIVABLE, NET

10.

Notes receivable
Accounts receivable

Less: Allowance for doubtful accounts

. OTHER RECEIVABLES

Tax refunds
Accrued revenue
Others

. INVENTORIES, NET

Aircraft spare parts
Items for inflight sale
Work in process maintenance services

Less: Allowance for losses

PREPAID EXPENSES

Prepaid acraft rentals
Prepaid insurance
Prepaid rentals
Others

December 31
2008 2007

$ 213,599,369 $ 116,735,128
7,914,766,446 _11,442,429,832
8,128,365,815 11,559,164,960

43,998,590 50,637,622

$ 8,084,367,225 $11,508,527,338

December 31

2008 2007
$ 254,125113 $ 271,591,575
246,798,347 207,815,082
29,187,504 30,160,870

$ 530,110,964 $ 509,567,527

December 31

2008 2007
$ 4,513,801,059 $ 4,653,725,245
369,979,239 379,035,255
316,807,753 398,814,248
5,200,588,051 5,431,574,748
48,837,803 50,327,526

$ 5,151,750,248 $ 5,381,247,222

December 31

2008 2007

$ 72,766,476 $ 24,675,373
54,996,181 75,568,215
34,995,688 30,679,288
23,883,969 32,729,230

$ 186,642,314 $ 163,652,106
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11. FINANCIAL ASSETS CARRIED AT COST

December 31

2008 2007
Carrying % of Carrying % of
Value Ownership Value Ownership
Unlisted common stocks
Abacus International Holdindsd. $ 297,946,451 13.59 $ 297,946451 13.59
Jardine Air Terminal Services 56,022,929 15.00 56,022,929 15.00
Chung Hwa Express Co. 11,000,000 11.00 22,000,000 11.00
Regal International Advertising 5,925,000 6.58 5,925,000 6.58
FarEasternAir Transport - 5.73 - -
370,894,380 381,894,380
Unlisted preferred stocks
Abacus International Holdindgd. 472,522 - 472,522 -
$ 371,366,902 $ 382,366,902

In their meeting in June 2008e sbckholders of Chung Hwa Express @GHEC) resolved to reducthis
investeés capital. Earlier, n their meetings inuhe and October of 2007, the stockholders of Fat Capital
Management (FCMalso resolved to reducéhis investeés capital and the Companthensold all of its
investmentin FCM in December 2007. The Company thus receivedn the dates of the authorities
approval of the investe@sapital reductioncapital returns of $1,000,0® from CHECand $11,256,000
from FCM based on its equity ihdse investees.

12. NONCURRENT ASSETS RECLASSIFIED INTO ASSETS HELD FOR SALE, NET

The Board of Directors decided to dispose of two-4@@ aircraft in November 2007 and thus entered into
a letter of intent in December 2007 to sell these plan€his sle wascompleted in April and May of
2008.

13. INVESTMENTS ACCOUNTED FOR BY THE EQUITY METHOD

December 31
2008 2007
Carrying % of Carrying % of
Value Ownership Value Ownership

Investees on which the Company
exercises significant influence

Taiwan Air Cargo Terminal $ 1,734,770,715 54.00 $ 1,718,783,459 54.00

Cal Park 1,496,790,939 100.00 604,026,896 100.00
CalDynasty International 1,129,417,26 100.00 1,086,295,195 100.00
Taoyuan International Airport Services 760,798,860 49.00 816,352,364 49.00
China Pacific Catering Services 624,253,703 51.00 656,448,031 51.00
Mandarin Airlines 455,185,039 93.99 1,242,519,710 93.99
China Aircraft Services 380,235,401 20.00 335,745,942 20.00
CalAsia Investment 378,302,607 100.00 296,608,571  100.00
Abacus Distribution Systems (Taiwan) 319,132,437 93.93 440,724,042 93.93
Taiwan Airport Services 314,436,029 47.35 312,923,218 47.35
Kaohsiung Catering Services 179,787,312 31.76 185,348,340 31.76
Science Park Logistics 168,006,117 28.48 162,282,827 28.48
Asian Compressor Technology Services 165,195,463 24.50 128,665,274 24.50
(Continwed)
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December 31

2008 2007
Carrying % of Carrying % of
Value Ownership Value Ownership
China Pacific Laundry Services $ 107,876,265 55.00 $ 110,581,219 55.00
Hwa Hsia 100,423,661 100.00 98,317,875 100.00
Dynasty Holidays 31,339,495 51.00 29,514,725 51.00
Yestrip 30,030,436  100.00 35,540,537  100.00
Cal Hotel 9,050,705 100.00 11,383,319 100.00
Global Sky Express 7,305,843 25.00 8,081,335 25.00
Freighter Princesktd. 35,088  100.00 35,088  100.00
Freighter Princé.td. 34,602  100.00 34,602  100.00
Freighter Queehtd. 32,895  100.00 32,895  100.00
$ 8,392,440,873 $ 8,280,245,524
(Concluded)

The equitymehod investmentsnvesteeé financial statements, which had been used to determine the
carrying amount of the Compaisyinvestments, had been auditedcept thoseof Cal Hotel Co.,Ltd.,
Freighter Princes&td., Freighter Princd.td. and Freighter Queerktd., which were minor subsidiaries.

The Company believes that, had these three invéstieasicial statements been audited, any resulting
adjustment would have had no material effect on the Condpdimancial statements.The Company
invested in CaAsia | nvest-fmena o) ACwhi ch, in turn, invest e
Co,Ltd (AYangt zeod) i n Mai nl amksd reynizedaan impaitheny éosseof |,
$813,597,000 on the goodwill of Yangtze due to the negative net assets expaiad downturn in
Yangtzeds operations in 2007, and this | oss was
met hodo of the income statement. -methoe invesfnoents iy i |
shown in Tablé (attaded).

The difference between the investment cost and
relatedparty transaction of depreciable assets between the Company and its subsidiary. Information ol
goodwill in 2008 and 2007 are as follows:

Transaction
between
Company and
Goodwill Subsidiary
December 31, 2@
Beginning $ 53,843,702 $ (249,250,697
Decrease - 32,868,224
Ending $ 53,843,702 $ (216,382,473
December 31, 2007
Beginning $ 53,843,702 $ (282,118,920
Decrease - 32,868,223
Ending $ 53,843,702 $ (249,250,697
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14.

15.

In September 2006, the Company invested $300,000,000 to establish and wholly own Cal Pak Co.,
(ACal Par ko), an avi at i onding mathetel)p in ithe eTaimarp Eaoyaani n (
International Airport complex. The establishment of Cal Park, a-opidatetransfer (BOT) project, is

under an agreement signed by Cal Park with the Civil Aeronautics Administration (CAA). The Company
will later ert e r into a | ease agreement with Cal Par k |
headquarter and training crew dispatch center. In August 208@ and November of 20G8e Company
invested another $300,000,008600,000,000 and $400,000,000 meet certain operating needs of this
BOT project.

In their meeting on June 20, 2008, the stockholders of Abacus Distribution Systems (Taiwan) (ADS)
resolved to reduce this investeecapital. The Company thus received a capital return of $94,290,000
based on its equity in ADS on the date of the autho@itipproval of the capital reduction.

PROPERTIES
December 31
2008 2007
Revaluation increasecost
Building $ 50,335,009 $ 50,335,009
Accumulateddepreciation
Building $ 3,195,389,330 $ 3,033,176,142
Machinery and equipment 2,878,602,674 2,806,721,062
Flight equipment 48,760,185,754  40,853,041,687
Furniture 665,319,377 660,738,643
Leased flight and other equiemt 8,969,415,159 7,954,236,255
Leasehold improvements 672,363,666 571,003,879

$ 65,141,275,960 $ 55,878,917,668

Interests capitalized in the years ended December 31, 2008 and 2007 amoupied,420,000 and
$123,779,000respectively. These interests were calculated at rates ranging 3r009%6 to 4.249%o
and from 2.635% to 5.7525% in the years ended December 31, 2008 and 2007, respectively.

In 1976 and 1982, the Company revalued its properties in accordance with goteramdations.
Revaluation increments were recorded as increases in the carrying amounts of the assets and as credits
unrealized revaluation increments.

SHORT-TERM LOANS
December 31
2008 2007
Bankloans. Integest- 1.232% to 4.0% and2.222%6 in the
years ended December 31, 2008 and 288spectively $ 8,930,033,003 $ 500,000,000

The shoriterm loans in the year ended December 31, 2008 will mature on various dates before Decembe
25, 2009.

As of December 31, 2008, unused shitmtm credit lines amounted to $1,530,000,000.
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16.

17.

COMMERCIAL PAPER

December 31

2008 2007
Aggregate face valuediscounted interest df.434-2.85%and
2.03% in the years ended Deceml®r, 2008 and 2007,
respectively $ 1,400,000,000 $ 600,000,000
Less: Unamortized discount 3,349,628 49,314

$ 1,396,650,372 $ 599,950,686

Commercial paper issued in 2008 matured on various dates before March 16, 2009.

As of December 31, 2008, unused commercial paper credit lines amounted to $2,050,000,000.

BONDS ISSUED
December 31
2008 2007
Current
First issue of secured bonds in 300 $ - $ 1,600,000,000
First issue of secaed bonds in 20® 1,950,000,000 -
Second issue of unsecured domestic convertible bonds 1,451,200,000 -
Third issue of unsecured domestic convertible bonds - 7,709,600,000
$ 3,401,200,000 $ 9,309,600,000
Noncurrent
First issue of secured bonds in 2006 $ 4,550,000,000 $ 6,500,000,000
First issue of secured bonds in 2007 3,000,000,000 3,000,000,000
Second issue of unsecured domestic convertible bonds - 4,071,900,000
Third issue of unsecurednhestic convertible bonds 1,015,600,000 -

$ 8,565,600,000 $ 13,571,900,000

The first issue of 2007 secured bonds with an aggregate face value of $3,000,000,000 was on November
2007. These bonds will mature on November 2, 2012 ahanahinterest rate which was indicator rate
plus 0.4%. The three consecutive annual repayments at 30%, 30% and 40% of the principal will start ol
November 2, 2010. The guarantor institutions are Shanghai Commercial & Savings Bank, Land Bank an
First Canmercial Bank.

The first issue of 2006 secured bonds with an aggregate face value of $6,500,000,000 was on July 26 and Z
2006 (two business days). These bonds will mature on July 27, 2011 at an annual interest rate of 2.219
The three consecutive rmumal repayments at 30%, 30% and 40% of the principal will start on July 27, 2009.
The guarantor institutions are the Bank of Taiwan, Cathay United Bank, and China Development Industrial
Bank.

The third issue of unsecured domestic convertible bondsamitaggregate face value of $10,000,000,000
was on August 8, 2005. These bonds will mature on August 7, 2010 at an annual zero interest rate. TF
bond repayment terms, conversion features and other conditions are summarized as follows:

a. The holders mademand a lunmygum payment for the bonds upon maturity.

b. On August 7, 2008, the holders can require the Company to redeem their bonds at 99.7% of face value
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C.

The Company may redeem the bonds piecemeal between September 8, 2005 and June 282010 u
certain conditions.

Between September 8, 2005 and July 28, 2010 (except for the period betweewlithdegxi date and

the date of di vidend decl aration on record), I
shares. The initial conv@pbn price was set at NT$18.25, subject to adjustment if there is capital
injection by cash, stock dividend distribution, or issuance of stock as employee stock bonus. The
conversion price was NT8.7on December 31, 280

As of December 31, 2008, bds withan aggregate face value 06217,400,000had been converted
into 443,405,000common shares of the Companyn 2007 and 2008Company repurchaseabnds
with anaggregate face value ol $59,400,000 and then wrote off these bonds. In August, 2008
Company redeemed its bonds at 99.7% of their face value, and¢desenedonds had an aggregate
face value of $1,707,600,000.

The second issue of unsecured domestic convertible bonds with an aggregate face value of $10,000,000,0
was on Februgr24, 2004. These bonds will mature on February 23, 2009 at an annual zero interest rate
The bond repayment terms, conversion features and other conditions are summarized as follows:

a.

b.

The holders may demand a luspm payment for the bonds upon nmiju

On February 23, 2007, the holders can require the Company to redeem their bonds at 99.7% of fac
value.

The Company may redeem the bonds piecemeal between August 24, 2004 and January 14, 2009 unc
certain conditions.

Between August 242004 and February 13, 2009 (except for the period between -tigidend date

and the date of di vidend declaration on recol
common shares. The initial conversion price was set at NT$17.50, subjegtistmadt if there is
capital injection by cash, stock dividend distribution, or issuance of stock as employee stock bonus.
The conversion price was NI3.9on December 31, 2@0

As of December 31 2008, bonds with aggregate face valug,b1&400,00 had been converted into
545,009,00ccommon shares of the Company. The Company repurchased and wrote off bonds with
aggregate face value o4%2,400,000

In February2009, the Company lowered the conversion price from NT$13.9 to NT$6.1. Wiasb

with aggregate face value ol #29,500,000vere convertedinto $234,344,00@ommon shares of the
Company the Companyrecognized a conversion loss of $866,628,000 as nonoperating expense in
February 2009 and also redeemed in the same month bonds widlygaegate face value of
$21,700,000.

On May 20 to 23, 20034(business days), secured bonds with aggregate face values of $1,200,000,000,
$1,200,000,000 and $1,600,000,000 were issued as Types A, B and C bonds, respeithivelgturities

of three, fow and fiveyears, respectively. The bonds are repayable in lump sum payment on maturity.
The interes, 1.45%for Type A bonds and.60% forType B bond, are calculated and payable annually.

The intereston Type C bonds is 4% minus floating interesteracalculated semiannually and payable
annually. The guarantor institutiorfer these three bond typeme the Bank of Taiwan antflega
International Commercial Bank.
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18. LONG-TERM LOANS

December 31

2008 2007
Bankloans $ 92,928,655,743 $ 94,949,086,794
Commercial paper, net of unamortized discounts of
$33,855,393nd $50,317,827 in the years ended
December 31, 2@and 200, respectively 8,941,144,607  10,924,682,173
101,869,800,35C 105873,768,967
Less: Current portion 16,963,616,847 _ 19,794,337,545

$ 84,906,183,503 $ 86,079,431,422

Bank loans (New Taiwan dollars, U.S. dollars and Japanese yen) are repayable either quarterly c
semiannually or through a lump sum panhupon maturity irFebruary 2020 Related information is
summarized as follows:

Currency
New Taiwan Dollars U.S. Dollars Japanese Yen

Amounts
Original currency

2008 $ 48,468,743,186 $ 1,292,349,698 $ 4,960,000,000

2007 49,327,076,001 1,350,432,191 6,200,000,000
Translated in New Taiwan dollar

2008 48,468,743,186 42,651,805,237 1,808,107,320

2007 49,327,076,001 43,845,201,026 1,776,809,767
Interest ras
2008 1.407%3.45% 2.325%4.79% 1.4213%
2007 2.244%3.435% 4.3575%6.10% 1.4656%
Periods
2008 20012/27-20202/26  20007/6-20179/21 200712/26201212/26
2007 20012/27-20198/24 20007/6-20179/21 200712/26201212/26

The Company has note issuance facilities (NIFs) obtained from certain financial institutions. The NIFs,
with various maturities until February 2016, were used by the Company to guarantee commercial paper |
issued. The commercial paper was issued abdit rates of.85%2.962% an®.15% to 2.98% in the

years ended December 31, 2008 and 2007, respectively.
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19.

20.

LONG-TERM CAPITAL LEASE OBLIGATIONS

December 31
2008

2007

$ 6,710,579,561 $ 8,153,860,765
1,697,018,943 _ 1,552,219,185

Capital lease obligations
Less: Current portion

$ 5,013,560,618 $ 6,601,641,580

As of December 31, 2@) the Company was leasing aircraft and related parts from certain foreign
companiesinder capital lease agreenmgeexpiring on various dates until February 2014.

Future minimum rental payments on flight equipment are summarized as follows:

Period Amount

2009 $ 1,697,018,943
2010 1,285,890,421
2011 1,200,169,001
2012 1,291,290,150
2013 953,899,850

Total rentals from 204 onwards is $82,311,000and if discounted at the3%% interest rate of a ongear
time deposit, the present value would Bé%483,000

PENSION PLAN

under the Act , the rate of
contributions to the employeesd individual pen:
Insurance is at 6% of salaries and wages. The Company recognized a defined contributorcpshef
$113,766,000 an$i94,366,000 in the year of 2008 and 2007.

Based on the defined contribution pensioa pl

The pension plan under the Law is a defined benefit pension plan. Benefits are based on the service yee
accumulated and the average basic salaries and wages of the six monthebeforent. The Company
makes monthly contributions to a pension fun@%tof salaries and wages. The fund is administered by a

pension fund committee and deposited in the comi
Otherdefined benefit pension plandgammarized as follows:
a. Net pension cost
2008 2007
Service cost $ 292,058,392 $ 300,752,958
Interest cost 268,449,285 269,234,997
Projected return on plan assets (43,285,742 (37,854,552
Amortization of net transibin obligation 307,511,000 307,511,000
Amortization of prior service cost 59,135,597 59,135,597
Amortization of pension gains or losses 160,699,058 163,329,507
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Benefit obligation:
Vested benefit obligation
Non-vested benefit obligation
Accumulated benefit obligation
Additional benefits based on future salaries
Projected benefit obligation

Fair value of plan assets

Funded status

Unrecognized net transition obligation

Unrecognized prior service cost

Unrecognized net actuarial loss

Additional liability

b. Reconciliation of theund status of the plan and accrued pension cost:

December 31

2008

(2,326,414,67%

2007

$ (5,060,575,807 $ (4,675,005,40%

(2,626,237,279

(7,386,990,48)
(1,152,151,34]

(7,301,242,680)
(1,072,578,863

(8,539,141,82}
2,214,785,881

(8,373,821,54}
2,026,921,337

(6,324,355,94]
615,018,000
295,677,980

2,349,991,678

(2,108,536,31F

(6,346,900,20%
922,529,000
354,813,577

2,444,372 737

(2,649,136,45)

Accrued pension cost

$ (5,172,204,600 $ (5,274,321,343
$ 9,293,948,924 $ 8,078,655823

Vested benefits

2008 2007
c. Actuarial assumptions
Discount rate used in determining present values 3.0% 3.7%
Future salary increase rate 2.0% 2.0%
Expected rate of return on plan assets 3.0% 3.7%

d. Contribtution to the fund $ 559924580 $ 782,210,403

e. Payment from the fund $ 444,854,654 $ 551,561,940

2LSTOCKHOLDERSGO EQUI TY

On June 19, 2008, th€ o mp & rstpakholders resolved to offset the net loss in 2007 against the
unappropriated eaings of the beginning of 2007.

OnJune 21, 200%he stockholders resolved to appropridie 20® earnings as follows:

2006
Dividend
Per
Appropriation Share

Legal reserve $
Reversal of special reserve
Cash dividends
Stock dividends
Stock bonus for employees

73,835,397
(286,214,005
468,659,601 $ 0.12
1,171,649,000  0.30
57,043,950

$ 1,484,973,943

The above appropriations were the same as those proposed by the board of directors.
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As of March 10, 2009the date of thauditreport, theoffset of lossin 208 had not been resolved by the
board of directors. The resolution on this appropriation will be announced through the Market Observatior
System on the Web site of the Taiwatock Exchange.

The second andhird issue of unsecured domestic convertible bonds thighaggregate face value of
$2,620,700,00@nd $4,973,100,000, respectivdlya d been convert €8539000andt he
362,999,000, respectivelgpmmon kares in theyear ended December 3A008. Thesecond and third

issue of unsecured domestic convertible bonds with the aggregate face value of $2,168,300,000 ar
$488,200,000, respectively, had been converted into the Cofspd®i,729,000 and 34,570,000,
respectively, common shares in thear ended December 31, 200Under the related regulations, the
Company can issue the shares first and then apply to the authorities for approval of the related capit:
increase.

Capital surplus from the issue of skoin excess of par value, stock issuance to effect a merger, reissuance
of treasury stock and donation may be distributed as stock dividend or used to offset a deficit. But capita
surplus from equitymethod investees should not be used for any purpose.

Capital surplus is summarized as follows:

December 31

2008 2007
Issue of stock in excess of par value $10,725,070,391 $ 8,646,651,171
Gain on sale of treasury shares held by subsidiaries 73,024,287 73,024287
Others 6,012,764 6,012,764

$10,804,107,442 $ 8,725,688,222

The Company's Articles of Incorporation provide that the following should be appropriated from annual net
income (less any deficit): (a) 10% as legal reserve, angéujat reserve equivalent to a debit balance of
any stockhol dersd equity account. From the rer
as bonus to employees. Of the final remainder, at least 50% should be distributed to stockholders as bo
cash and stock dividends (cash dividend should not exceed 30% of the total dividends) or stock dividen
only. In determining the amount of cash dividends to be distributed, the board of directors should take intc
account future cash requirements of t@empany, primarily cash requirements for future aircraft
acquisitions. Distribution of earnings generated in prior years should also meet the foregoing guidelines.

Bonus to employeess estimated on the basis of pastperience. If the actualamountsubsequently
resolved by the stockholders difsdrom theestimatethe difference isecorded in the year stockholderg
resolution as a change in accounting estimakdowever,sincethere was a net logs 2008, nobonus to
employeesvasestimated.

All earnings appropriations should be made and approved by the stockholders in, and given effect to in th
financial statements of, the year following the year of earnings generation.

The Company6s speci al reser ve anegme orgheiurgappropriatedf r c
earnings should be equal to the debit balance o
balance of treasury stocks). When the sum of the debit balances decreases, a portion of the special rese
equal b the amount of the decrease becomes available for distribution.

Under the regulations of the Securities and Futures Bureau, a special reserve is appropriated from tf
balance of the retained earnings at an amount equal to the carrying value of ghey tstack held by
subsidiaries in excess of the market value on the balance sheet date. The special reserve may be rever
when the market value recovers.
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Under the Company Lawegal reserve siil be appropriated until ihas reachechte C o mpadiny 6 s
capital. This reserve mdye used to offsea deficit. When the legal reservieas reache®0% of the
Co mp a n y-i sapitplag tal50% thereof may be transferred to paidapital.

Under the Income Tax Law, ROC resident stockholders ardlegintio income tax credit upon the
distribution of dividends appropriated from earnings generated since January 1, 1998. The income ta
credit is based on a creditable tax ratio determined on the date of dividend distribution.

22. TREASURY STOCK

The@ mpanybés shar es helDidcerber 31, 2098 and2bd®re dsifolows: e s as o

Shares Carrying Market
Subsidiaries (in Thousands)  Amount Value
December 312008
Mandarin Airlines 2,992 $ 22,800,457 $ 22,800,457
Hwa Hsia 1,174 8,947,648 8,947,648
$ 31,748,105 $ 31,748,105
December 312007
Mandarin Airlines 2,992 $ 43,536,306 $ 43,536,306
Hwa Hsia 1,174 17,085,076 _ 17,085,076

$ 60,621,382 $ 60,621,82
The shares of the Company held by its subsidiaries were treated as treasury stock. The subsidiaries c
exercise stockholdersd right on these treasury
shares and will no longer have votinghts.

23. INCOME TAX

a. The reconciliation of the income tax benefit lossbefore income takenefitat statutory income tax
rate and income tax expenseurrent is as follows:

2008 2007

Income tax benefit on loss before income

tax atstatutory rate (25%) $(9,172,519,593 $ (784,515,020)
Add (deduct) tax effects of:

Permanent differences 259,329,979 85,131,213

Temporary differences 5,453,600,967 (123,901,786

Loss carryforwards 3,459,588,647 823,285,593
Overseas income tax expense 90,500,230 108,572,863
Income tax expensecurrent $ 90,500,230 $ 108,572,863
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b. Income tax expense (benefit) consisted of the following:

2008 2007
Income tax expensecurrent $ 90,500,230 $ 108,572,863
Net changes in deferred income tax expense (benefit):
Allowance for loss on inventories 372,431 30,377
Equity in netgain orloss of foreign equitynethod investee: 22,082,853 (186,372,869
Deprecation difference between accounting and tax on
properties (2,175,979 (9,768,37)
Allowance for loss on idle properties 6,467,052 46,122,306
Accrued expenstor frequentflyer program (1,792,799 3,199,487
Provisionfor pension cost (109,318,433 (50,424,142
Unrealized foreign exchange gainloss (111,094,874 51,788,799
Valuationgain orloss on financial instruments (5,267,967,292 232,719,826
Difference between accounting atac on interest 9,826,060 27,349,101
Carryforward of unused tax losses (3,457,868,312 (823,285,593
Investment income tax credits 515,086,289 (743,755,510
Adjustment in valuation allowance due to chaniges
taxlaws (2,797,499,940 -
Othervaluation allowance 7,140,200,152 724,778,826
Adjust ment of prior years?d (375,498,103 (365,087
Income tax benefit $ (4,338,680,65) $ (619,409,983

OnJanuary6, 2009, he Lagislative Yuan othe Republic of China passed taemendment of Article 39

of thelncome Tax Law, which extesdhe operating losses carryforward period from five years to ten
years. The Company recalculated deferred &msetsaccording to theamended Aticle and recorded
the resulting difference as a deferred income tax benefit

c. Deferred income tax assets (liabilities) as of December 31, 2008 and 2007 consisted of the following:

December 31

2008 2007
Current
All owance for loss on inventories $ 12,209,450 $ 12,581,881
Accrued expenses for frequéhter program 40,523,656 38,730,866
Unrealized foreign exchanggin orloss 147,165,847 36,070,973
Valuationgain orloss on financial instiments - (67,614,653
Unrealized gain or loss on financial instruments 28322510 33,410,398
Investment income tax credits 1,710959868 769,884,880
Deferred income tax assets 1,939181,331 823064,345
Less: Valuéion allowance (1,710959868) (769884,880)
Deferred income tax assetet $ 228221463 % 53,179,465
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December 31

Noncurrent
Equity in net loss of foreign equityjethod investees $
Allowance for loss on idle properties
Provision for pension cost
Difference between accounting and tax on interest
Valuation gain or loss on financial instruments
Cumulative translation adjustments
Unrealized gain or loss on financial instruments
Carryforward of unused tax losses
Investment income tax credits

2008 2007

163,978,696 $ 186,061,549
167,900,057 174,367,109
765,467,776 656,149,343
144,882,904 154,708,964
5,200,352,639 -
62,732,712

219,135,491 59,990,337
4,281,153,98 823,285,593

1,856953220 3,313114497

Deferred income tax assets
Less: Valuation allowance

12799824688 5430410104
(5.693989877) _ (2,292.364,653)

Deferred income tax assetst ne

Depreciation difference between accounting and tax on
properties

Cumulative translation adjustments

7,105,834,811  3,138,045,451

(221,246,679 (223,422,649
(130,082,175 -

Deferred income tax assets, net $

6,754,505,961 $ 2,914,622,802

The above deferred income taxes were computed at a tax rate of 25%.

Information on the imputation credit account (ICA) and creditable tax ratio is summarized as follows:

December 31

2008 2007
Balance of ICA $ 109,162,911 $ 10,215,049

The Company had no unappropriated retained earnings generated since January 1, 1998 as of Deceml

31, 20@ and 2007and therefore had raveditable tax ratios.

The unappropriated retaitheearnings as of December 31, 2
generated as of December 31, 1997.

007 included earnings of $979,877,000

Unused investment income tax credits as of December 38 v&&@ as follows:

Total

Regulatory Amount

of the Remaining Expiry

Basis ofTax Credits Source of the Tax Credit Tax Credits Tax Credits Year

Article 6 of the Statute R&D expenses, personne $ 1,710,959,868 $ 1,710,959,868 2009

for Upgrading training expenses and 751,165,239 751,165,239 2010
Industries purchases of eligible 850,918,715 850,918,715 2011
equipment 254,798,591 254,798,591 2012
Article 50 of the Statute Expenses for sponsoring 1 70,675 70,675 2011
for Development of government in attending
Tourism international tarism
organizations and trave
fairs
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g. Unused tax loss carryforwards as of December 318 2@0e as follows:

Expiry Year Amount
2017 $ 3,286,261,030
2018 13,838,354,588

The income tax returns dfie Company through 2005 had beessessedy the tax authoritieexcept the
information on these returns as follows:

a On the Companyo6s 1998 income tax return, t he
$1,313,088,000 from the securitiesdiragy by foreign investees and assessed a fine on the Company.
The tax authorities contended that transfers from the reorganization of foreign investees are considere
securities trading. When the Company appealefbr the revocation of this assessmente tax
authorities granted the Compdsyappeal and repealed the fine in September 2008. Thus, the
Company reversed the income tax expense of $328,272,000 recognized in 2003.

b. On the Companyds 2003 and 2004 i mseddhem€ompamykanr et
additional income tax of $383,555,000 because the tax authorities reduced the loss carryforward:
generated from 199&nd this reductionnfluenced the use of investment income tax credit in the
following years. When he Company appealdo the tax authoritie$or the reversal of theidecision
the tax authorities granted this appeal. As a result, the Company expects that the assessment on t
2003 and 2004 returns would be dropped.

24. PERSONNEL, DEPRECIATION AND AMORTIZATION EXPENS ES

2008
Included in
Included in Operating
Operating Costs Expenses Total
Personnel
Salaries $ 8,501,504,806 $ 2,159,557,790 $10,661,062,596
Labor and health insurance 405,713,249 389,402,023 795115,272
Pension cost 746,783,622 411,549,833  1,158,333,455
Others 2,530,880,299 233,098,576  2,763,978,875
Depreciation 9,768,933,119 368,064,734 10,136,997,853
Amortization 6,680,354 166,338,253 173,018,607
2007
Included in
Included in Operating
Operating Costs Expenses Total
Personnel
Salaries $ 8,436,546,750 $ 2,273,010,166 $10,709,556,916
Labor and health insurance 402,832,358 385,440,108 788,272,846
Pension cost 757,467,961 399,007,582  1,156,475,543
Others 2,121,972,630 260,656,328 2,382,628,958
Depreciation 10,352,005,340 360,475,260 10,712,480,600
Amortization 3,052,236 147,130,408 150,182,644
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25. LOSSPER SHARE

The numerators and denominators used in calculltgsper sharel(PS) were as follows:

Shares Loss
Amounts (Thousandg (Thousands) Per Share
(asNumerator) (as After
Pretax After Tax Denominator) Pretax Tax

2008

Basic and diluted PS
Net loss on common stock $ (36,690,079 $ (32,351,399 4,550,736 $ (8.06) $ (7.11)

2007

Basic and diluted PS
Net loss on common stock $ (3,138,060 $ (2,518650) 4,026,334 $ (0.78) $ (0.63)

26. FINANCIAL INSTRUMENTS
a. Fair value of financial instruments

December 31

2008 2007
Estimated Estimated
Carrying Amount Fair Value Carrying Amount Fair Value
Financial assets
Financial assetswith fair values
approximating carrying amounts $ 28,585,773,813 $ 28,585,773,813 $ 30,323,673,114 $ 30,323,673,114
Financial assets at fair value through
profit or loss 438,231 438,231 941,933,143 941,933,143
Available-for-sale financial assets 323,154,514 323,154,514 561,858,378 561,858,378
Derivative financial assets for hedging 75,205,658 75,205,658 131,110,924 131,110,92
Financial assets carried at cost 371,366,902 - 382,366,902 -
Financial liabilities
Financial liabilities- with fair values
approximating carrying amounts 29,055,119,305 29,055,119,305 23,174,968,967 23,174,968,967
Financial liabilities at fair value through
profit or loss 20,801,848,786 20,801,848,786 - -
Derivative financial liabilities for hedging 1,157,199,779 1,157,199,779 599,888,383 599,888,383
Bonds issed 11,966,800,000 11,911,706,100 22,881,500,000 23,601,767,700
Loans and debts 101,869,800,350 102,193,327,348 105,873,768,967 104,332,195,34C

b. Methods and assumptions used in estimating the fair values of financial iestsuame as follows:

1) The carrying amounts of cash, receivables, other receivaiilesy, receivables related parties,
other financial assets noncurrent, accounts deposit, pledged certificates of deposit;tshart
loans, commercial paper, accosipayable, accounts payable to related parties, accrued expenses,
some other liabilities others, approximate their fair values because of the short maturities of these
instruments.
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2) For financial assets at fair value through profit or loss, adaHar-sale financial assets, and
derivative financial assets for hedging, fair value is best determined at quoted market prices.
However, in many instances, there are no quo
instruments. If quoted miget prices are not available, fair values are based on estimates using
indirect data and appropriate valuation methodologies. Fair values of derivatives are determinec
using valuation technigques incorporating estimates and assumptions that are consiktent
prevailing market conditions.

I f the Company does not have significant inf
not have a quoted market price in an active market, their fair value, which cannot be reliably
measured, are mgared at cost.

4) Fair value of bonds issued is based on their quoted market price.

5) Some longterm debts and capital lease obligations are floating rate financial liabilities, so their
carrying valueis their fair value. The fair values of losigrm debts with fixed interest rates are
estimated the present value of expected cash flows discounted at r&&8oofo 3.097% and
3.74% to 4.55% in the years ended December 31, 2008 and 2007 f¢éedondebtgshe Company
can acquire in the market.

The total amount of fair value listed above is not equal to the total value of the Company because it is
not necessary to discloiee fair valueof semifinancial and nonfinancial instruments.

Fair values of financial assets and financial liabilitiesermined at quoted market prices or estimates
are summarized as follows:

Quoted Market Prices Fair Value Based on Estimates
December 31 December 31
2008 2007 2008 2007
Financial asets
Financial assets at fair value through
profit or loss $ - % 671,474,533 $ 438,231 $ 270,458,610
Available-for-sale financial assets 323,154,514 561,858,378 - -
Derivative financial assets for hedging - - 75,205,658 131,110,924
Financial liabilities
Financial liabilities at fair value through
profit or loss - - 20,801,848,786 -
Derivative financial liabilities for hedging - - 1,157,199,779 599,888,383
Bonds issued 11,911,706,100 23,601,767,700 - -
Loans and debts - - 102,193,327,34% 104,332,195,34C

As of December 31, 2008 and 2007, loans, bonds issued, and capital lease obligations at fixed rat
exposed to faivalue interest rate risk we&25,717,296,000 anB7,178,378,000, respectively, and at
floating rate exposed to cash flow interest rate risk vii@5,156,567,000 anfi110,830,703,000,
respectively.

For the changes in fair value of availalite-sak financial asseisthe Company recognizeth
stockholder§ equity an unrealized loss of79,968,000 for 200&nda gain of$57,956,000for 2007.
An unrealized valuation gain &10,953,0000n availablefor-sale assets wagclassified into current
loss n theincome statementhen these assets were sold in 2007
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27. RISK MANAGEMENT AND HEDGING STRATEGIES

a.

Risk management strategy

The Companyés risk management and hedging str
financial environmenand in the fuel market. To reduce the financial risk from changes in interest and
exchange rates and in fuel prices, the Company has its operating costs stay within a specified range |
using appropriate financial hedging instruments and hedging peresniagaccordance with the
AiProcessing Program of Derivative Financi al
stockholders to reduce the impact of market price changes on earnings.

In addition, the Company has a financial risk management committeieh meets periodically to
evaluate the performance of derivative instruments and determine the appropriate hedging percentag
This committee informs the Company of global economic and financial conditions, controls the entire
financial risk resultingfrom changes in the financial environment and fuel prices, and develops the
strategy and response to avoid financial risk with the help of financial risk management experts to effec
risk management.

The Company enters into forward contracts and oggreoption contracts to hedgeyainstrisks on
changes in foreiggurrency assets, liabilities and commitments and in the related exchange rates;
interest swap contractid hedgeagainstrisks on changes in net liability interest rates; cmsgsency

swgp contractsto hedgeagainstrisks on interest rate and exchange rate changesfuahdhedging
contracts to hedgeagainstrisks on fuel price changes. The Company uses derivative financial
instruments with fair values that are highly negatncorrelded to the fair values of hedged items and
evaluates the hedging effectiveness of these instruments periodically.

The Company enters into derivative instruments just described above to evade major market risks
Partial derivative instruments are cldiesl as financial assets or liabilities held for trading and
measured at fair value for not meeting the criteria for hedge accounting, even if they can meet the
financial hedge strategy.

The following table summarizes the aggregate contractual (ngtimmalunts, credit risk and fair value
of the derivative financial instruments of the Company and its subsidiaviaadarin Airlinesand
Dynasty Holidaysas of December 31, 2008 and 2007.

December 31

2008 2007
Contractual Contractual
(Notional) (Notional)
Amount Credit Risk Fair Value Amount Credit Risk Fair Value
Hedge
The Company
Forward exchange $ 2,706,270,627 $ 49,904,097 $ 40,878,825 $ 7,142,857,143 $ 37,308,286 $ 11,771,339
Interest rate swaps 31,348,330,033 - (886,252,540  35,668,506,494 15,702,230 (256,015,743
Currency options 429,042,904 21,266 (11,404,162 487,012,987 5,353,247 4,561,526
Crosscurrency swaps
- Currency swaps 2,166,771,056 15,966,204 (212,252,589 7,468,943,799 747,760 (300,444,633
- Interest swaps 2,166,771,056 9,314,091 (12,963,659 7,468,943,799 71,999,401 71,350,052
Dynasty Holidays
Forward exchange 39,603,960 (9,515,530 87,662,338 (2,377,740
Trade
The Company
Interest rate swaps 2,000,000,000 438,231 438,231 4,000,000,000 23,414,645 23,414,645
Fuel swap 23,788,655,116 (20,801,848,78%  36,165,300,325 256,383,389 247,043,965

Mandarin Airlines

Fuel swap

1,622,755,776

(424,730,769
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The contract amount is used to calculate the amounts to be settled by the-pariigey thus, it is
neither the actual delivery amount nor the cash requirement of the Company. eriVaéive financial
instruments held or issued by the Company are likely to be sold at reasonable market prices. Thi

Company does not expect significant cash flow requirements upon contract maturity.

Credit risk refers to the loss the Company will inon countep ar t i es 6
C o mp a npardies are al trusttvazthy international and domestic financial institutions. In

t he

addition, the Company trades with several financial institutions to disperse risks.

does not expect to incur significant credit risks.

def aul t

on 1

Thusmibang o

The calculation of the fair value of each derivative contract is based on quotes from financial
institutions except that for fuel swap contracts, which is based on amounts estimated by aa extern
appraisal institution, in accordance with the Statement of Financial Accounting Standards and

Statements of Valuation Standards.

Theamount of theaC 0 mp a maxitnsmexposure tahe risks orall financial instrumentgexcluding
the fair value of collerak) is equal to théook value of these instruments.

Cash flow hedge

Floatinginterest longterm debts, foreigisurrency firm commitments and transactions and expected
aviation fuel purchases by the Company may result in future cash flowdfiactsl and risks due to
To hedge these risks, the Company us

changes in market interest, exchange rates and fuel prices.
interest rate swaps, cressrrency swaps, forward exchange contracts and option contracts.
flow hedge information is surmanized as follows:

Designated Hedging Instruments

Financial Instruments
Designated as Hedging
Hedged Items Instruments

The Company

Floatinginterest longterm
debts

Interest rate swaps
Crosscurrency swapsinterest
swaps
Forward exchange
Currency options
Lease costin U.S. dollars ~ Forward exchange
Loans and debts to repay  Forward exchange
capital with interest in U.S. Crosscurrency swaps
dollars currency swaps

Fuel cost in U.S. dollars

Dynasty Holidays

Cost of operating in U.S.
dollars

Forward exchange

Designated Hedgindnstruments

December31, 2008

Nominal Amount

$ 31,348,330,033 $

2,166,771,056

1,452,145,215
429,042,904
1,138,613,861
115,511,551
2,166,771,056

Fair Value

(886,252,540
(12,963,655

9,472,252
(11,404,163
29514,856
1,891,717
(212,252,89)

$ (1,081,994,12})
39,603,960 $ (9,515,530

Financial Instruments
Designated as Hedging
Hedged Items Instruments

The Company

Floaing-interest longterm
debts

Interest rate swaps
Crosscurrency swapsinterest
swaps
Forward e&change
Currency options
Lease costin U.S. dollars ~ Forward exchange
Loans ad debts to repay Forward exchange
capital with interest in U.S. Crosscurrency swaps
dollars currency swaps

Fuel cost in U.S. dollars
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December31, 2000

Nominal Amount

$ 35,668,506,494 $

7,468,943,799

2,110,389,610

487,012,987
1,558,441,558
3,149,350,650
7,468,943,799

Fair Value

(256,015,743
71,350,052

15,679,358
4,561,526
(2,425,537
(3,926,703
(300,444,633

Expected
Cash Flow
Period

2006 to 2013
2007to 2009

2007 to 2010
2009
2007 to 2010
2007 to 2009
2007 to 2009

2007 to 2009

Expected
Cash Flow
Period

2006 to 2012
2007 to 2009

2007 to 2009
2007 to 2008
2007 to 2010
2007 to 2009
2007 to 2009

The cash

Profit or Loss
Recognition
Period

2006 to 2013
2007 to 2009

2007to 2010
2009
2007 to 2010
2007 to 2009
2007 to 2009

2007 to 2009

Profit or Loss
Recognition
Period

2006 to 2012
2007 to 2009

2007 to 2009
2007 to 2008
2007 to 2010
2007 to 2009
2007 to 2009

(Continwed)



a. The

Designated Hedging Instruments

Financial Instruments
Designated as Hedging

Hedged Items Instruments
Prepayments in U.S.
dollars for the purchase of
planes

Forward exchange $

Dynasty Holidays

Cost of operating in U.S.
dollars

Forward exchange

Thegainor losson cash flow hedging instrumentisatw a s

equity is summarized as follows:

Adjustment Items

Amount recognized in equity during thear

Expected Profit or Loss
December31, 200 Cash Flow Recognition
Nominal Amount Fair Value Period Period
324,675,325 $ 2,444,221 2008 2015 to 2035
$ (486,777,459

87,662,338 $ (2,377,749 2007 to 2010 2007 to 2010

(Concluded)

recogni zed as

December 31
2008 2007

$ (945,886,630 $ 66,314,904

Amountremoved from equity and included in profit

or loss for theyear
Amountremoved from edty during theyear

and included in the carrying amount of nonfinancial assets -

28. RELATED -PARTY TRANSACTIONS

Companybés related

Related Party

519,457,571 89,968,864

(168,424,310

parties

Relationship with the Company

Taiwan Air Cargo Terminal

Cal Park

CalDynasty International

Taoyuan International Airport Services
China Pacific Catering Services
Mandarin Airlines

China Aircraft Service

CalAsia Investment

Abacus Distribution Systems (Taiwan)
Taiwan Airport Services

Kaohsiung Catering Services

Science Park Logistics

Asian Compressor Technology Services
China Pacific Laundry Services

Hwa Hsia

Dynasty Holidays

Yestrip

Cal Hotel

Global Sky Express

Freighter Princesistd.

Freighter Princé.td.

Freighter Queehtd.

Yangtze River Express Airlirse

China Aviation Development Foundation
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Subsidiary

Subsidiary

Subsidiary

Subsidiary

Subsidiary

Subsidiary
Equity-method investee
Subsidiary

Subsidiary

Subsidiary
Equity-method investee
Equity-method investee
Equity-method investee
Subsidiary

Subsidiary

Subsidiary

Subsidiary

Subsidiary

Subsidiary

Subsidiary

Subsidiary

Subsidiary

Subsi di a-mgthdinvestee i t vy
Major stockholder%3.88%)

adj us



b. Significant transactias with related parties:

1)

2)

3)

Revenues

Mandarin Airlines

Yangtze River Express Airlines

Global Sky Express

China Aviation Development
Foundation

Taiwan Air Cargo Terminal

Others

Costs

China Pacific Catering Services

Taoyuan Internationairport
Services

Yangtze River Express Airlines Co.,
Ltd.

Mandarin Airlines

Taiwan Airport Serices

Taiwan Air Cargo Terminal

Hwa Hsia

China Aircraft Services

China Aviation Development
Foundation

Dynasty Holidays

Kaohsiung Catering Services

China Pacifid_aundry Services

Cal Asia Investment

CalDynasty International

Science Park Logistics

Others

Notes and accounts receivable
related parties

Mandarin Airlines

Yangtze River Express Airlines
Yestrip

Global Sky Express

Taiwan Air Cargo Terminal
Others

2008

2007

Amount

%

Amount

$ 1,652,804,676 1.32 $ 1,450,257,163 1.14
715,630,525 0.57 391,177,524 0.31
212,000,319 0.17 219,120,349 0.17
49,591,567 0.04 48,401,337 0.04
18,503,046 0.01 27,095,640 0.02
59,190,990 0.05 56,610,767 0.05

$ 2,707,721,123 2.16 $ 2,192,662,780 1.73

$ 890,239,961 0.73 $ 1,018,355,015 0.93
889,226,788 0.73 946,138,193 0.86
604,256,800 0.50 553,939,370 0.50
457,880,052 0.38 444,935,114 0.40
264,141,597 0.22 279,191,656 0.25
259,780,710 0.21 282,515,291 0.26
221,423,070 0.18 232,450,593 0.21
217,609,100 0.18 245,810,993 0.22
79,883,859 0.07 100,738,743 0.09
65,820,648 0.06 69,555,071 0.06
59,611,734 0.05 81,361,394 0.07
55,736,900 0.05 57,379,796 0.05
51,025,314 0.04 37,559,443 0.04
39,056,604 0.03 41,344,262 0.04
18,451,789 0.02 23,010,132 0.02
17,897,519 0.01 19,325,500 0.02

$ 4,192,042,445 3.46 $ 4,433,610,566 4.02

$ 220,251,737 73.69 $ 249,852,481 56.77
49,383,694 16.52 154,784,197 35.17
15,965,357 5.34 11,582,805 2.63

5,642,353 1.89 9,104,506 2.07
2,341,298 0.78 8,428,493 1.92
5,310,158 1.78 6,374,604 1.44
$ 298,894,597 _100.00 $ 440,127,086 _100.00
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4)

5)

December 31

2008 2007
Amount % Amount %

Accounts payable to related parties
Mandarin Airlines $ 452,892,150 44.07 $ 366,306,719 30.45
China Pacific Catering Services 205,659,644 20.01 234,409,847 19.49
Taoyuan International Airport

Sewices 182,600,088 17.77 199,204,438 16.56
Taiwan Airport Services 42,104,381 4.10 48,197,549 4.01
China Aircraft Services 35,170,366 3.42 38,141,619 3.17
Hwa Hsia 34,167,436 3.32 19,463,297 1.62
Yangtze River Express Airlines 33,619,337 3.27 212,749,225 17.69
Taiwan Air Cargo Terminal 19,247,286 1.87 42,475,047 3.53
Kaohsiung Catering Services 11,149,885 1.09 9,461,063 0.79
China Pacific Laundry &vices 5,796,934 0.56 18,172,254 151
Others 5,304,692 0.52 14,174,612 1.18

$ 1,027,712,199 _100.00 $ 1,202,755,670 _100.00

Lease of property and equipment

In September 2002, the Company rented oahgd to Mandarin Airlinesndera joint operation
service contract in whictMandarin Airlines, in cooperation with the Company, woutly
passenger and cargo routes between Kaohsiung and Hong Klarigecember 2008, the Company
replaced this contract witAnother cooperation agreement to develop the routes between Taiwan
and Mainland China. ferent receiveds based orthis contract. As of December 31, 2008 and
2007, the rentals received amounte®1¢455,333,000 an$il,277,137,000respectively.

The Company rented planes from Mandarin Airlines under an operating lease agreement. The
Company paid the rental by flight hours, except for the rentals of th80Baircraft, which were

at a fixed US$282,000 monthly. In the years ended December 3 ,a2d02007, the Company

paid hourly flight rentals of abo®361,521,000 an$i363,745,000, respectively.

Under an operating lease agreement, the Company rented flight training machines and flight
simulators from China Aviation Development Foundatiorréin pilots. The Company paid the
rental based on usage hours. As of December 31, 2008 and 2007, the Company had paid usa
rentals of abou$79,884,000 anfi100,739,000, respectively.

In August 2007, the Company rented out a plane to Yangtze Eieress Airlines Co.lL.td.
(AYangtzeo) to develop further the Companyos
a fixed US$970,000 monthly.As of December 31, 2008 and 2007, the rentals received amounted
to $365,774,000 and $158,609,000spectively. The Company entered into a joint operation
cargo service contract with Yangtze to ply the routes between Shanghai and Luxearmbarg
airport service contract. However,the joint operation cargo service contract was terminated in
May 2008. As of December 31, 2008 and 2007, the joint operation cost was $604,257,000 and
$553,939,000, respectively, and the revenue received from the airport service contract was
$295,432,000 and $193,083,000, respectively.
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6) Financing to related parties ¢ilnded in other receivableselated parties)
Financing to related parties was as follows:

Year Ended December 31, 2008

Maximum
Balance Ending Balance Interest Rate Interest Income

CalDynasty International $ 113,268,686 $ - 6% $ 2654,799

Year Ended December 31, 200

Maximum
Balance Ending Balance Interest Rate Interest Income

CalDynasty International $ 115,511,511 $ 115,131,579 6% $ 2,861,347
7) Endorsements and guarantees

December 31

2008 2007
Authorized Occupied Authorized Occupied
Amount Amount Amount Amount
Cal Park $ 3,400,000,000 $ - $ - $ -
FreighterPrincelLtd. 825,082,508 422,33,362 811,688,312 431,953,070
FreighterPrincesd.td. 825,082,508 361,424,503 811,688,312 487,818,516
Freighter Queenhtd. 825,082,508 330,271,899 811,688,312 442,708,862

The transactions between the Company ahated parties refer to the air transportation industry.
The transaction price is negotiated under a regular transaction process, and the term of makin
collections and payments for receivables and payables is from 30 days to 2 months, which is
consistentvith credit policy.

8) Compensation of directorsupervisorand management personnel

December 31

2008 2007
Salaries $ 37,495,483 $ 55,352,934
Incentive and special compensation 18,818,673 20,973893

$ 56,314,156 $ 76,326,827

29. PLEDGED ASSETS

The following assets had been pledged or mortgaged as coldteringtermand shorterm bank loans
and business transactions:

December 31

2008 2007
Pledged certificates of deposit (for bank loans) $ 264,026,403 $ 259,740,260
Properties land andlight equipment (net) 119,992,553,464 _ 128,029,538,20¢

$120,256,579,867 $128,289,278,468
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30. COMMITMENTS AND CONTINGENT LIABILIT IES

As of December 31, 2@8)the Company had commitments and contingent liabilities as follow:

a.

The Company leased certain flight equipment and hangar under various operating lease agreemen
expiring on various dates until April 2019. Lease depasigregatedd, 924,737,000

Minimum rentals for future years are summarized as follows:

Period/Year Amount
2009 $ 5,116,876,176
2010 5,009,084,823
2011 4433519419
2012 4277311042
2013 4073156173

Rentals from 204 and on will aggregate 18€,995,673,000 The present value of these rentals,
discounted using thd 3%%0) discount interest rate for ofyear time deposits, isl$,262,335,000

In January 2008the Company entered intocantractto buyfrom Airbus fourteen A35®00 aircratft,

with the option to buy six more A38800 aircraft, with aggregate purchase prices of US$3,933,235,000
and US$1,802,645,000, respectively. As of December 318,20@ Company had paid about
US$L19,197,000whichwas i ncl uded i n the Aprepayments for
the balance sheets.

As of December 31, 2@)the Company had paid about UBS#20,000for constructing engine test cell
equi pment , which was i ncdaudeidn itnhdicpmepeutcit é ©
sheetsand the unpaid payment isaaih US$14,602,000

A case involving a dispute between the Company and the Civil Aeronautics Administration (CAA) on
certain lease payments and interests incurred omadsaon leased aircraft was filed with the Taipei
District Court. CAA repudiated the terms of the original contracts and claimed additional interests
imputed both on the rentals for seven planes under capital lease and on prepayments for another thr
planes, i.e., originally leased but were later acquired by the Company. The amount claimed was abou
$1,100,000,000. The district court ruled that the Company should pay the additional interest, but the
Company appealed this decision. In April 2003, thisv@a high court ruled that the Company should

pay CAA only $2,874,000 plus 5% interest from May 21, 1997 to the payment date. In addition, the
Company has to pay 0.3% of the lawsuit fees. However, the supreme court reversed this ruling an
remanded thease to the Taiwan high court in July 2004 for a retrial. In August 2006, the Taiwan
high court ruled against CAA and the Company thus won the lawsuit. However, CAA refused to
accept Taiwan high courtés sent enc & JwmenaD07fthel ed
supreme court remanded the case to the Taiwan high court for a retrial and the Taiwan high court rule
against CAA thus,the Company won the lawsuit in March 200&AA thenfiled an appeal with the
supreme court. In August 2008, theupreme court remanded the case to the Taiwan High Court for a
retrial. The Company expects to haviawerableoutcome on this case.

The Company entered into an operating lease agreement with the CAA for the use of sixtipdanes
delivery of whichthe Company completed in February 2004ater, the CAA decided to dispose of
these planes ah public auction. As a lessee, the Company was entitled to bid at thenauctio
However,the CAA claimed that the Company should gaytainresidual lease paymes between the

last date of rental payment and the delivery date. The Company claimed these lease payments we
already included in the purchase price. In May 2005, the CAA filed a lawsuit against the Company
with the Taipei district court and claimedsidual lease payments of $380,570,000 and géatment
penalty of $2,059,000. The Taipei district court required the Company pay the claim amounts, but the
Company refused, explaining that the lease agreement was originally a financing lease lgththentit
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Company to own those planes after it has fulfilled its obligation to pay all the lease payments.
However, the CAA altered the lease agreement to an operating lease because of its intention to se
those planes. The Company believed that, inuling, the court failed to clarify the terms of the
revised lease agreement. In addition, the Company claimed that the CAA should return the excessiv
rentals collected during the lease term. If returned, these rentals can be used to offset the d&@ims ma
by the CAA. The Company had provided more evidence to pursue its dpgbal Taiwan High
Court(THC) against the CAA. In July 2008, th&HC ruled against CAA.

Despite the Taiwan High Codstruling that was favorable to the Company, the Compatigued that

the THC should not have used the lease agreement that was unilaterally changed by CAA as the basis
the courts decision because it seemed that the change made by CAA was valid. However, undet
normal business practices, transactions shib@lbased on mutual agreements by the contracting parties.
Since CAA made a orgided decision to change the financing lease to an operating lease, the operating
lease should be considered invalid and should not have been used as basis of a courWithirtge

THCG ruling, the Company is concerned that, in the case mentioned in above item (d), the use o
contracts unilaterally changed by CAA could again be used as basis of a court ruling. Hence, in
August 2008, the Company filed an appeal with theesap court for a favorable ruling based instead

on the original financial lease agreed upon by the Company and CAA. In November 2008, the
supreme court remanded the case to THC for settlement. The Company expects ttatiarabke
outcome on this case.

f.  The Department of Justice (DOJ) of the United States (U.S.) is investigating whether airlines jointly
decided to raise fuel surcharges for air cargo services in the U.S. in violation of the Antitrust Law. The
Company has been cooperating with theJD@their investigations. The investigations are ongoing
and the outcomes are subject to uncertainties. The Company is not in a position now to assess ar
potential liabilities and therefore cannot make any provisions.

31. ADDITIONAL DISCLOSURES

a. Following are the additional disclosures required by the Securities and Futures Bureau for the Compan
and its investees:

1) Financing provided: None
2) Endorsement/guarantee provided: Tdb{attached)
3) Marketable securities held: Tal#i€attached)

4) Marketable securities acquired and disposed of at costs or prices of at least NT$100 million or 20%
of the paidin capital: Table3 (attached)

5) Acquisition of individual real estates at costs or price of at least NT$100 million oro2@pe
paidin capital: None

6) Disposal of individual real estates at cost or prices of at least NT$100 million or 20% of tire paid
capital: None

7) Total purchase from or sale to related parties amounting to at least NT$100 million or 2886 of t
paidin capital: Tablel (attached)

8) Receivables from related parties amounting to at least NT$100 million or 20% of tHa paital:
Table5 (attached).

9) Names, locations, and related information of investees on which the Compaciges<significant
influence: Tables (attached).
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10) Derivative financial transactions (Note 27)

b. Investment in Mainland China: Tablgattached)

32. SEGMENT INFORMATION
a. Industry
The Company mainly engages in air transportation serfecgmmssengers and cargo.
b. Geographic area

Geographic area information in 2008 and 2007 is summarized as follows:

In Thousands of New Taiwan Dollars

2008
Northeast Southeast
America Asia Asia Europe Australia Domestic Total

Revenues $ 47759389 $ 16,416,224 $ 35,646,653 $ 23,033,513 $ 2,365,288 $ - $ 125,221,067
Segment operating income (loss $ (7,941,658 $ 966,931 $ (995,344 $ (1,980,789 $ (255,157 $ - $ (10,206,010
Interest income 123,615
Other investment income 3,557
General income 1,478,96
Interest expense (4,220,369
Investment los recognized undel

the equity method (345,448
General expense (23,524,32)
Pretax loss $ (36,690,079
Identifiable assets $ 175,385 $ 35,457 $ 153,480 $ 17,979 $ 1,472 $ 160,653,954 $ 161,037,727
Long-term investments 8,783,510
General assets 48,238,872
Total assets $ 218,060,109

2007
Northeast Southeast
America Asia Asia Europe Australia Domestic Total

Revenues $ 50,061,048 $ 15,666,360 $ 36,730,960 $ 22,416,892 $ 2,117,760 $ - $ 126,993,020
Segment operating income (loss $ (1,349,863 $ 747,286 $ 1,996,676 $ (92,040) $ 48,769 $ - $ 1,350,828
Interest income 157,247
Other investment income 92,535
General income 1,833874
Interest expense (4,908,059
Investment loss recognized uni

the equity method (448,243
General expense (1,216,242
Pretax loss $ (3,138,060
Identifiable assets $ 205,159 $ 41,721 $ 160,140 $ 19,307 $ 1,671 $ 176,422,531 $ 176,850,529
Longterm investments 9,070,980
General assets 44,886,472
Total assets $ 230,807,981

c. Major customers

The primary customers are the public; therefore, there is no customer with sales that are at least 10%
the Companyds total sales.

d. Foreign sales revenue

Because of the business nature that is mainly to provide international air transportation services, th
Company doesnét have to disclose foreign sales
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CHINA AIRLINES, LTD. AND INVESTEES

ENDORSEMENT/GUARANTEE PROVIDED
YEAR ENDED DECEMBER 31, 2008
(In New Taiwan Dollars, Unless Stated Otherwise)

TABLE 1

Counter-party Ratio of
Limits on Each Accumulated Maximum
Endorsement/ Counter-party's Maximum Value of Collaterals Amount of Collateral/
No. Guarantee Provider Name Nature of Relaionshi Endorsement/ Balance for the Ending Balance | Property, Plant, or | Collateral to Net |Guarantee Amountg
P Guarantee Amounts Period Equipment Equity of the Latest Allowable
(Note 1) Financial Statement (Note 2)
(%)
0 |China Airlines Cal Park 100% subsidiary $ 6,137,182,587 | $ 3,400,000,000 | $ 3,400,000,000 | $ - 11.08 $ 15,342,956,467
Freighter Princé.td. 100% subsidiary 6,137,182,587 833,333,333 825,082,508 - 269 15,342,956,467
Freighter Princeskstd. 100% subsidiary 6,137,182,587 833,333,333 825,082,508 - 2.69 15,342,956,467
Freighter Queehtd. 100% subsidiary 6,137,182,587 833,333,333 825,082,508 - 269 15,342,956,467
Notel: Based on the Companyé6és guidelines, the -maxiywumsampund PO0O%gohrahee€ompaandésndi ockbal denpsdtequity.

Note2: Based on t

he Company?d

S

guidelined,
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CHINA AIRLINES, LTD. AND INVESTEES

MARKETABLE SECURITIES HELD

DECEMBER 31, 2008

(In New Taiwan Dollars, Unless Stated Otherwise)

TABLE 2

Relationship with the

December 31, 2008

Holding Company Name Marketable Securities Typeand Issuer/Name Holding Company Financial Statement Account Shares/Units Carrying Value Percentag_e of | Market Value or Net Note
Ownership Asset Value
China Airlines Stock

Taiwan Air Cargo Teninal Subsidiary Investmensg accounted foby theequity method 135,000,000 $ 1,734,770,715 54.00 $ 1,734,770,715 -

Cal Park Subsidiary Investmensg accounted foby theequity method 150,000,000 1,496,790,939 100.00 1,496,790,939 -

CalDynasty International Subsidiary Investmend accounted foby theequity method 2,614,500 1,129,417,261 100.00 1,129,417,261 -

Taoyuan International Airport Services Subsidiary Investmend accounted foby theequity method 34,300,000 760,708,860 49.00 760,798,860 -

China Pacific Catering Services Subsidiary Investmenrs accounted foby theequity method 43,860,000 624,253,703 51.00 624,253,703 -

Mandarin Airlines Subsidiary Investmenrs accounted foby theequity method 188,154,025 455,185,039 93.99 693,074,906 Note 1

China Aircraft Service Equity-method investees Investmenrs accounted foby theequity method 28,400,000 380,235,401 20.00 333,478,238 Note 2

CalAsia Investment Subsidiary Investmensg acmunted forby theequity method 45,476,200 378,302,607 100.00 378,302,607 -

Abacus Distribution Systems (Taiwan) Subsidiary Investmenrs accounted foby theequity method 13,021,042 319,132,437 93.93 319,132,437 -

Taiwan Airport Serdes Subsidiary Investmend accounted foby theequity method 20,626,644 314,436,029 47.35 314,436,029 -

Kaohsiung Catering Services Equity-method investees  |Investmend accounted foby theequity method 12,705,000 179,787,312 31.76 179787,312 -

Science Park Logistics Equity-method investees Investmend accounted foby theequity method 13,293,000 168,006,117 28.48 160,919,578 Note 2

Asian Compressor Technology Services Equity-method investees  |Investmend accounted foby theequity method 7,732,200 165,195,463 24.50 165,195,463 -

China Pacific Laundry Services Subsidiary Investmenrs accounted foby theequity method 13,750,000 107,876,265 55.00 107,876,265 -

Hwa Hsia Subsidiary Investmenrs accountedor by theequity method 50,000 100,423,661 100.00 109,371,311 Note 1

Dynasty Holidays Subsidiary Investmenrs accounted foby theequity method 408 31,339,495 51.00 31,339,495 -

Yestrip Subsidiary Investmens accounted foby theequity method 2,600,000 30,030,436 100.00 30,030,436 -

Cal Hotel Subsidiary Investmend accounted foby theequity method 1,500,000 9,050,705 100.00 9,050,705 -

Global Sky Express Subsidiary Investmend accounted foby theequity methad 250,000 7,305,843 25.00 7,305,843 -

Freighter Princeststd. Subsidiary Investmend accounted foby theequity method 1,000 35,088 100.00 35,088 -

Freighter Princé.td. Subsidiary Investmend accounted foby theequity method 1,000 34,602 100.00 34,602 -

Freighter Queentd. Subsidiary Investmenrs accounted foby theequity method 1,000 32,895 100.00 32,895 -

TradeVan Information Services - Available-for-sale- current 11,825,925 140,728,508 5.98 140,728,508 -

France Telecom - Available-for-sale- current 195,587 182,426,006 - 182,426,006 -

Abacus International Holdindgd. - unlisted common - Financial assets at coshoncurrent 1,359,368 297,946,451 13.59 1,419,301,278 Notes 3 and 5

stock
Abacus International Holdinddd.- unlisted preferred - Financial assets at coshoncurrent 135,937 472,522 - 1,419,301,278 Notes 3 and 5
stock

Jardine Air Terminal Services - Financial assets at coshoncurrent 12,000,00 56,022,929 15.00 81,130,324 Note 6

Chung Hua Express Co. - Financial assets at coshoncurrent 1,100,000 11,000,000 11.00 14,793,889 Note 7

Regal International Advertising - Financial assets at coshoncurrent 592,500 5,925,@0 6.58 2,626,890 Note 7

Far Eastern Air Transport - Financial assets at coshoncurrent 34,753,954 - 5.73 - -

Taiwan Air Cargo Terminal Beneficiary certificate

Fuh-Hwa Bond - Financial assets at fair value through grofiloss- 18,224,607.30 251,014,806 - 251,014,806 -
current

NITC Taiwan Bond Fund - Financial assets at fair value through profit or losg 14,473,671.60 210,632,448 - 210,632,448 -
current

Polaris DeLi Fund - Financial assets aaif value through profit or loss 10,501,449.60 163,387,854 - 163,387,854 -
current

Upamc James Bond Fund - Financial assets at fair value through profit or losg 9,548,317.00 152,156,251 - 152,156,251 -
current

IBT Ta Chong Bond Fud - Financial assets at fair value through profit or losg 11,045,872.20 148,807,781 - 148,807,781 -
current

Pca Well Pool Fund - Financial assets at fair value through profit or losg 8,435,968.40 109,169,023 - 109,169,023 -
current

NITC Bond Fund - Financial assets at fair value through profit or losg 627,321.10 106,549,862 - 106,549,862 -
current

JIH SUN Wen Jian Bond Fund - Financial assets at fair value through profit or losg 9,860,219.06 104,656,36 - 104,656,365 -
current

(Continued)
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Relationship with the December 31, 2008
Holding Company Name Marketable Securities Type and Issuer/Name Holding Company Financial Statement Account Shares/Units Carrying Value Percentag_e of | Market Val ue or Net Note
Ownership Asset Value
Manulife Bond Fund - Financial assets at fair value through profit or losg 7,751,213.98 $ 102,293,546 - $ 102,293,546 -
current
Yuanta Wan Tai Bond Fund - Financial assets at fair value through profit or losg 6,960,161.90 100,426,784 - 100,426,784 -
current
Cathay Bond Fund - Financial assets at fair value through profit or losg 8,348,473.10 99,265,850 - 99,265,850 -
current
IBT 1699 Bond Fund - Financial assets at fair value through firof loss- 7,704,573.63 98,808,845 - 98,808,845 -
current
Fuh-Hwa Yuli Bond Fund - Financial assets at fair value through profit or losg 7,179,209.00 92,082,688 - 92,082,688 -
current
ING Taiwan Select Bond Fund - Financial assetat fair value through profit or loss 4,568,117.15 71,092,694 - 71,092,694 -
current
Allianz Global Investors Taiwan Bond Fund - Financial assets at fair value through profit or losg 5,732,546.61 68,539,474 - 68,539,474 -
current
Polair DeBao Bond Fund - Financial assets at fair value through profit or losg 4,576,461.20 52,411,464 - 52,411,464 -
current
JF (Taiwan) Taiwan Fund - Financial assets at fair value through profit or losg 3,279,290.60 51,638661 - 51,638,661 -
current
ING Taiwan Income Fund - Financial assets at fair value through profit or losg 3,091,113.67 50,553,309 - 50,553,309 -
current
Union Bond Fund - Financial assets at fair value through profit or losg 4,017,86.07 50,427,508 - 50,427,508 -
current
Prudential Financial Bond Fund - Financial assets at fair value through profit or losg 3,315,803.80 50,021,221 - 50,021,221 -
current
Taoyuan International Airport  Stock
Services Taiwan Whi Lin Industry Equity-method investee Investmend accounted foby theequity method 4,275,000 49,091,399 24.29 49,091,399 Note7
Tao Yao Subsidiary Investmend accounted foby theequity method 1,000,000 11,261,407 100.00 11,261407 Note7
Taiwan Air Cargo Terminal Controlled by China Airlines|Financial assets carried at cosbncurrent 6,250,000 62,500,000 2.50 80,313459 -
Beneficiary certificates
IBT Ta Chong Bond Fund - Financial assets at faralue through profit or loss 2,992,511.20 40,314,513 - 40,314,513 -
current
Pca Well Pool Fund - Financial assets at fair value through profit or losg 3,113,518.90 40,291,737 - 40,291,737 -
current
ING Taiwan Income Fund - Finarcial assets at fair value through profit or less 2,462,705.41 40,276,069 - 40,276,069 -
current
Manulife Bond Fund - Financial assets at fair value through profit or losg 1,526,239.88 20,141,940 - 20,141,940 -
current
Allianz Global Investors Taiwan Bond Fund - Financial assets at fair value through profit or losg 1,683,374.16 20,126,758 - 20,126,758 -
current
Mandarin Airlines Stock
China Airlines Parent company Available-for-sale finan@l asset current 2,992,186 22,800,457 - 22,800,457 -
France Telecom - Available-for-sale finanal asset current 8,274 7,717245 - 7,717245 -
CalAsia Investment Stock
Xiamen International Airport Air Cargo Terminal Equity-method investee Investmend accounted foby theequity method - 206617,162 14.00 204515067 Notes 2 and4
Xiamen International Airport Air Cargo Storage Equity-method investee Investmens accounted foby theequity method - 73,683366 14.00 21945373 Notes 2 and4
Eastern United International Logistics Equity-method investee Investmens accounted foby theequity method 600,000 15,833663 20.00 15,833633 Note 7
Yangtze River Express Airlines Equity-method investee Investmerd accounted foby theequity method - - 25.00 ( 496732212) Note4
Taikoo (Xiamen) Landing Gear Services - Financial assets carried at cesoncurrent - 36,673,267 8.00 24,489,679 Notes4 and 7
Taikoo Spirit Aerospac8ystens (Jinjiang) Composite - Financial assets carried at cosbncurrent - 20,990,099 7.50 22022277 Notes4 and 7
AbacusDistribution Systems Beneficiary certificates
(Taiwan) NITC Taiwan Bond Fund - Financial assets at famlue through profit or loss 1,374,830.30 20,007,699 - 20,007,699 -
current
Pca Well Pool Fund - Financial assets at fair value through profit or losg 1,073,193.20 13888136 - 13888136 -
current
Tlam SolomonBond Fund - Finangal assets at fair value through profit or less 831,199.92 10,001,662 - 10,001,662 -
current
(Continued)
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Relationship with the Decembe 31, 2008
Holding Company Name Marketable Securities Type and Issuer/Name Holding Company Financial Statement Account Shares/Units Carrying Value Percentag_e of | Market Value or Net Note
Ownership Asset Value
Cathay Bond Fund - Financial assets at fair value through profit or losg 588,735.00 $ 7,000,2% - $ 7,000,2% -
current
Tlam B.B.Bond Fund - Financial assets at fair value through profit or losg 274,456.35 3,202,192 - 3,202,192 -
current
Yuanta Wan Tai Bond Fund - Financial assets at fair value through profit or losg 17,236.70 248,705 - 248,705 -
current
Taiwan Airport Sevices Stock
Taiwan Airport Service (Samoa) Subsidiary Investmend accounted foby theequity method - 278,437,588 100.00 278,437,588 Note 4
Taiwan Air Cargo Terminal Controlled by China Airlines|Financial asds carried at costnoncurrent 6,250,000 62,500,000 2.50 80,313,459 -
Titan V.C. Corp. - Financial assets carried at cesbncurrent 4,750,000 35,083,500 5.30 35,083,500 Note7
TransAsia Airways - Financial assets carried at cesbncurrent 2,899,099 26,400,000 0.60 22,488,311 -
Beneficiary certificate
Prudential Financial Bond Fund - Financial assets at fair value through profit or losg 1,677,630.00 25,308,223 - 25,308,223 -
current
Upant James Bond Fund - Financial assets at fair value through profit or losg 563,522.30 8,979,953 - 8,979,953 -
current
Capital Income Fund - Financial assets at fair value through profit or losg 325,673.50 5,007,165 - 5,007,16 -
current
Prudential Financial Global Small & Mid cap Fund - Financial assets at fair value through profit or losg 84,320.00 1,490,778 - 1,490,778 -
current
Prudential Financial Higifech Fund - Financial assets at fair value through profit oslos 118,970.00 1,251,564 - 1,251,564 -
current
Fuh-Hwa Yuli Bond Fund - Financial assets at fair value through profit or losg 59,466.20 819,052 - 819,052 -
current
Prudential Financial Taiwan Enterpriserfd - Financial assets atifavalue through profit or loss 55,300.00 794,661 - 794,661 -
current
Hwa Hsia Stock
Hwa Shin Building Safeguard Subsidiary Investmenrs accounted foby theequity method 1,000,000 14,931,799 100.00 14,931,799 Note7
China Airlines Parent company Available-for-sale finantal asset current 1,174,232 8,947,648 - 8,947,648 -
Beneficiary certificate
IBT 1699 Bond Fund - Financial assets at fair value through profit or losg 1,965,267.40 25,203,965 - 25,203,965 -
current
Polaris DeLi Fund - Financial assets at fair value through profit or losg 652,133.80 10,146,273 - 10,146,273 -
current
Yestrip Beneficiary certificate
Franklin Templeton First Taiwan Firsund - Financial assets at fair value through profit or losg 19,391.73 3,130,313 - 3,130,313 -
current
Taiwan Airport Service (Samoa)Stock
Xiamen International Airport Air Cargo Terminal Equity-method investee Investmend accounted foiby theequity method - 205303531 14.00 204515067 Notes 2 and4
Xiamen International Airport Air Cargo Storage Equity-method investee Investmend accounted foby theequity method - 73133663 14.00 21,945373 Notes2 and 4
Note 1: Based on the ROC Statement of Financial Accounting Standards N&.Bc count i ng f or Treasury Stocks, o0 Company shar es h e trahsully stocks.u nsaddiddn,gbdferense between the eacrying wake ahd net@ssdt valoen i
of Mandarin Airlines is due to the difference bet weeedns tnhee iansvseesttsment acqui sition cost and the Companyds equity in the inve
Note 2: The difference between carrying valueandnsetes v al ue was the difference between the investment acquisition cost and the Companyds equity in the ir
Note3: The subsidiaryds net asset value was $1,419, 301, 27 8eamendedtDecemberc3lL,2aD&8d common stock and preferred stock as of and for the half
Note 4: The Company was established as a limited company.
Note5: The net assets value was calculated usiergnvesteés audited financial statements as of and for the year ended December 3e@0@5& the invesi@eaudited financial statement as of and for the year ended December 31, 2008 was not acquired.
Note6: The net assets value was calculated ugieinvesteés unauditedfinancial statements as of and for the eighntin® ended Augus1, 2008because the uesteés audited financial statement as of and for the year ended December 31, 2008 was not acquired.
Note 7: The net assets value was calculated ugieinvesteés unaudited financial statements as of and fonyb@rendedDecembeB1, 2008because th investeé audited financial statement as of and for the year ended December 31, 2008 was not acquired. (Concluded)
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CHINA AIRLINES, LTD. AND INVESTEES

MARKETABLE SECURITIES ACQUIRED AND DISPOSED OF AT COSTS OR PRICES OF AT LEAST NT$100 MILLIO N OR 20% OF THE PAID-IN CAPITAL
YEAR ENDED DECEMBER 31, 2008
(In New Taiwan Dollars, Unless Stated Otherwise)

TABLE 3

Beginning Balance Acquisition Disposal Ending Balance
Company Name Marketable Securities Type and Issuer/Name Financial Statement Account Counter-party Nature of Relationship| Shares/Units Amount Shares/Units (A'\r‘rg)ct)gr;t) Shares/Units Amount Carrying Value Gagiélﬁgzz)l on Shares/Units Amount
China Airlines Stock

Cal Park Investmens accounted foby the Cal Park Subsidiary 60,000,000{$ 604,026,896 90,000,000 900,000,000 - -8 - $ - 150,000,000 $ 1,496,790939
equity method (Note 1)

Beneficiary certificate

ING Taiwan Select Bond Fund Finarcial assets at fair value throu - - - - 51,928,416.93 600,000,000 51,928,416.93 600,680,766 600,000,000 680,766 - -
profit or loss- current

ING Taiwan Income Fund Financial assets at fair value throu| - - - - 17,933,785.65 290,000,000 17,933,785.65 290,220,754 290,000,000 220,754 - -
profit or loss- curent

Jih Sun Bond Fund Financial assets at fair value throu| - - - - 63,916,588.58 890,000,000 63,916,588.58 890,957,267 890,000,000 957,267 - -
profit or loss- current

Taishin Lucky Fund Financial assets at fair value throu| - - - - 91,326,856.60 960,000,00 91,326,856.60 960,881,424 960,000,00 881,474 - -
profit or loss- current

Tlam Solomon Bond Fund Financial assets at fair value throu| - - - - 87,151,788.08| 1,040,000,000{ 87,151,788.08 1,041,028,140 1,040,000,000 1,028,140 - -
profit or loss- current

IBT 1699 Bond Fund Financial assets &ir value through - - - - 98,749,224.38|  1,250,000,000{ 98,749,224.38| 1,251,342,586| 1,250,000,000 1,342,586 - -
profit or loss- current

IBT 5599 Bond Fund Financial assets at fair value throu| - - - - 17,527,254.88 200,000,000 17,527,254.88 200,136,713 200,000,000 136,713 - -
profit or loss- current

IBT Ta Chong Bond Fund Financial assets at fair value throu| - - - - 112,963,832.80f 1,500,000,000( 112,9%3,832.80 1,501,165,015 1,500,000,000 1,165,015 - -
profit or loss- current

IBT Gallop Bond Fund Financial assets at fair value throu - - - - 65,407,201.20| 730,000,000 65,407,201.20 730,804,233 730,000,000 804,23 - -
profit or loss- current

Hua Nan Phoenix Bond Fund Financial assets at fair value throu| - - - - 48,148,867.40| 740,000,000 48,148,867.40 740,755,440 740,000,000 755,440 - -
profit or loss- current

Mega Diamond Bond Fund Financial assts at fair value throug - - - - 23,815,909.79 280,000,000 23,815,909.79 280,298,190 280,000,000 298,190 - -
profit or loss- current

Manulife Bond Fund Financial assets at fair value throu| - - - - 22,140,662.84 290,000,000 22,140,662.84 290,397,975 290,000,000 397,975 - -
profit or loss- current

TIIM High Yield Fund Financial assets at fair value throu - - - - 15,824,483.96 200,000,000 15,824,483.8 200,053,796 200,000,000 53,796 - -
profit or loss- current

PCA Well Pool Fund Financial assets at fair value throu - - - - 105,601,939.10f 1,350,000,000[ 105,601,939.10, 1,351,322,381| 1,350,000,000 1,322,381 - -
profit or loss- current

Prudential Financial Bond Fund Financial assets at fair value throu| - - - - 38,718,915.70 580,000,000 38,718,915.70 580,585,175 580,000,000 585,175 - -
profit or loss- current

NITC Bond Fund Financial assets at faralue through - - 1,196,641.02 200,031,710 534,073.92 89,968,290 1,730,714.94 290,195,470 290,000,000 195,470 - -
profit or loss- current

Cathay Bond Fund Financial assets at fair value throu| - - 8,543,795.50 100,012,816 21,173,700.60 249,987,184 29,717,496.10 350,382,464 350,000,000 382,464 - -
profit or loss- current

UPAMC James Bond Fund Financial assets at fair value throu| - - 6,381,417.30 100,013,400 90,691,151.90 1,429,986,600 97,072,569.20 1,531,424,575 1,530,000,000 1,424,575 - -
profit or loss- current

KGI Victory Fund Financial assets at fair value throu| - - - - 41,782,261.49 460,000,000 41,782,261.49 460,323,367 460,000,000 323,367 - -
profit or loss- current

Fubon ChiHsiang Fund Financial assets at fair value throu| - - - - 18,822,896.70 280,000,000 18,822,896.70 280,244,698 280,000,000 244,698 - -
profit or loss- current

Fubon JinJul Fund Financial assets at fair value throu| - - - - 8,047,577.30 100,000,000 8,047,577.30 100,062,771 100,000,000 62,771 - -
profit or loss- current

Fuh-Hwa Bond Fund Financial assets at fair value throu - - - - 104,877,889.40f 1,430,000,000( 104,877,889.40, 1,431,163,084| 1,430,000,000 1,163,084 - -
profit or loss- current

Invesco ROC Bond Fund Financial assets at fair value throu - - - - 9,191,719.57 140,000,000 9,191,719.57 140,143,391 140,000,000 143,391 - -
profit or loss- current

Paradigm Pion Fund Financial assets at fair value throu| - - - - 13,690,628.31 150,000,000 13,690,628.31 150,172,502 150,000,000 172,502 - -
profit or loss- current

NT$ High Yield Fund Financial assets at fair value throu - - - - 26,487,816.10| 450,000,000 26,487,816.10 450,353,694 450,000,000 353,694 - -
profit or loss- current

Capital Income Fund Financial assets at fair value throu - - - - 48,006,429.30 730,000,000 48,006,429.30 730,638,757 730,000,000 638,757 - -
profit or loss- current

Deutsche Far Eastern DWS Taiwan Bond Security Financial asets at fair value throug - - - - 27,313,166.60) 300,000,000| 27,313,166.60 300,178,765 300,000,000 178,765 - -

Investment Trust Fund profit or loss- current

The RSIT Enhanced Bond Fund Financial assets at fair value throu| - - - - 53,366,331.61 600,000,000 53,366,331.61 600,367,690 600,000,000 367,690 - -
profit or loss- curent

Allianz Global Investors Taiwan Bond Fund Financial assets at fair value throu| - - - - 58,181,390.5 690,000,000 58,181,390.55 690,794,597 690,000,000 794,597 - -
profit or loss- current

JF(Taiwan) Taiwan Fund Financial assets at fair value throu| - - - - 62,916,457.10 980,000,000 62,916,457.10 980,940,925 980,000,000 940,925 - -
profit or loss- current

JF(Taiwan) First Bond Fund Financial assets at fair value throu| - - - - 9,695,895.20 140,000,000 9,695,895.20 140,092,111 140,000,000 92,111 - -
profit or loss- current

Union Bond Fund Financial assets at fair value throu - - - - 117,614,655.75( 1,460,000,000( 117,614,655.75 1,461,128,841| 1,460,000,000 1,128,841 - -
profit or loss- current

(Continued)
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Beginning Balance Acquisition Disposal Ending Balance
Company Name Marketable Securities Type and Issuer/Name Financial Statement Account Counter-party Nature of Relationship| Shares/Units Amount Shares/Units (A'\r‘r:)ct)gr;t) Shares/Units Amount Carrying Value Gagiélﬁgzz)l on Shares/Units Amount
Polaris DeLi Fund Financial assets at fair value throu - - -8 - 100,592,447.70 $ 1,550,000,000( 100,592,447.70| $ 1,551,607,378/ $ 1,550,000,000( $ 1,607,378 -8 -
profit or loss- current
Polaris DiPo Fund Finandal assets at fair value throug - - - - 22,020,805.30 250,000,000 22,020,805.30 250,237,825 250,000,000 237,85 - -
profit or loss- current
Shinkong ChiShin Fund Financial assets at fair value throu - - - - 12,894,819.00| 190,000,000{ 12,894,819.00 190,152,159 190,000,000 152,159 - -
profit or loss- curent
The Forever Fund Financial assets at fair value throu| - - - - 16,892,253.95 250,000,000 16,89,253.95 250,251,436 250,000,000 251,436 - -
profit or loss- current
Deutsche Far Eastern DWS Taiwan Security Investme|Financial assets at fair value throu| - - - - 17,989,817.80 200,000,000 17,989,817.80 200,228,471 200,000,000 228,471 - -
Trust Fund profit or loss- current
TIIM Bond Fund Financial assets at fair value throu - - - - 6,971,410.25 100,000,000 6,971,410.25 100,090,628 100,000,000 90,628 - -
profit or loss- current
NITC Taiwan Bom Fund Financial assets at fair value throu| - - - - 13,756,766.60 200,000,000 13,756,766.60 200,148,573 200,000,000 148,573 - -
profit or loss- current
ING Taiwan Bond Fund Financial assets at fair value throu| - - - - 12,862,811.68 200,000,000 12,862,811.68 200,138,918 200,000,000 138,918 - -
profit or loss- current
Goldman Sachs Money Market Fund Financial assets at fair value throu| - - 5,800,000.00 271,416,607 - - 5,800,000.00 271,416,607 271,416,607 - - -
profit or loss- current
Taoyuan International Airport |Beneficiary certificate
Services Mega Diamond Bond Fund Financial assets at fair value throu| - - 17,847,550.76 208,686,057 - - 17,847,550.76 211,179,360 208,686,057 2,493,303 - -
profit or loss- current
Fubon JirJul Fund Financial assets at fair value throu| - - 11,398,610.30 141,627,733 - - 11,398,610.30 142,347,762 141,627,733 720,029 - -
profit or loss- current
IBT 5599 Bond Fund Financial assets at fair value throu - - 13,696,724.11 156,050,887 - - 13,696,724.11 156,437,134 156,050,887 386,247 - -
profit or loss- current
Allianz Global Investors Taiwan Bond Fund Financial assets at fair value throu - - 16,671,161.82 196,282,925 - 1,045,616 10,938,615.21 130,000,000 128,789,067 1,210,933 5,732,546.61 68,539,474
profit or loss- current
Cathay Bond Fund Financial assets at fair value throu - - 16,862,174.70 197,386,931 - 1,539,458 8,513,701.60 100,000,000 99,660,539 339,461 8,348,473.10 99,265,850
profit or loss- current
UPAMC James Bond Fund Financial assets at fair value throu - - 3,199,897.60 50,150,715 6,348,419.40 102,005,536 - - - - 9,548,317.00 152,156,251
profit or loss- current
IBT 1699 Bond Fund Financial assets at fair value throu - - - - 12,389,391.84 157,962,639 4,684,818.21 60,000,000 59,153,794 846,206 7,704,573.63 98,808,845
profit or loss- current
Yuanta Wan Tai Bond Fund Financial assets at fair value throu - - - - 6,960,16190 100,426,784 - - - - 6,960,161.90 100,426,784
profit or loss- current
Taiwan Airport Services Beneficiary certificate
ING Taiwan Income Fund Financial assets at fair value throu| - - 8,538,667.97 137,361,552 2,462,705.41 38,116,640 8,538,667.97 138,474,994 135,202,123 3,272,871 2,462,705.41 40,276,069
profit or loss- current
Abacus International Airport |Beneficiary certificate
Services NITC Bond Fund Financial asets at fair value throug - - 502,528.16 84,003,118 94,845.17 15,130,677 597,373.33 100,505,826 99,133,795 1,372,031 - -
profit or loss- current
Taiwan Airport Services Beneficiary certificate
IBT 1699 Bond Fund Financial assets at fair value throu| - - - - 10,139,598.97 129,000,000 10,139,598.97 129,112,140 129,000,000 112,140 - -
profit or loss- current
Note 1: Including equity of%615,F4i n t he i ross&n 20GMBeaadscaésh divelénd of $3,620,583
Note 2: Including valuation gain and loss on financial assets at the end of the period. (Concluded)
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CHINA AIRLINES, LTD. AND INVESTEES

TOTAL PURCHASE FROM OR SALE TO RELA TED PARTIES AMOUNTING TO AT LEAST NT$100 MILLION OR 20% OF THE PAID

YEAR ENDED DECEMBER 31, 2008

(In New Taiwan Dollars, Unless Stated Otherwise)

-IN CAPITAL

TABLE 4

Transaction Details

Abnormal Transaction

Note/Account Payable or

Company Name Related Party Nature of Relationship Receivable Note
Purchase/ % to o . % to
Amount Payment Terms Unit Price Payment Terms Ending Balance
Sale Total Total
China Airlines Taiwan Air Cargo Terminal Subsidiary Purchase $ 259,780,710 0.21 |30 days - - $ (19,247,286 (1.29) -
Mandarin Airlines Subsidiary Sale (1,652,804,67% (1.32)|2 months - - 220,251,737 2.63 -
Purchase 457,880,052 0.38 |3 months - - (452,892,150, (28.05) -
Taoyuan International Airport Serviee  |Subsidiary Purchase 889,226,788 0.73 |40 days - - (182,600,088 (11.31) -
China Pacific Catering Services Subsidiary Purchase 890,239,961 0.73 |60 days - - (205,659,643 (12.74) -
China Aircraft Services Limited Equity-method investee  |Purchase 217,609,100 0.18 |30 days - - (35,170,366 (2.18) -
Taiwan Airport Services Subsidiary Purchase 264,141,597 0.22 |40 days - - (42,104,381 (2.61) -
Hwa Hsia Subsidiary Purchase 221,423,070 0.18 |2 months - - (34,167,439 (2.12) -
Global Sky Express Subsidiary Sale (212,000,319 (0.17)|30 days - - 5,642,353 0.07 -
Yangtze River Express Airlines Subsi di a-method |Sale (715,630,529 (0.57)|2 months - - 49,383,694 0.59 -
investee
Purchase 604362311 0.50 |2 months - - (33619337) (2.08) -
Taiwan Air Cargo Terminal Taoyuan International Airport Services |Controlled by China Purchase 195,898,617 16.91 |45days - - (50,833,305 (70.38) -
Airlines
Taiwan Airport Services Controlled by China Purchase 105,991,454 9.15 (45 days - - (12,531,660 (17.35) -
Airlines
China Airlines Parent company Sale (259,780,710, (16.25)|45 days - - 19,247,286 40.98 -
Mandarin Airlines China Airlines Parent company Purchase 1,652,804,676 29.07 |2 months - - (220,251,737 (74.54) -
Sale (457,880,052 (8.39)|2 months - - 452,892,150 77.45 -
Taoyuan International Airport Services China Airlines Parent company Sale (889,226,788 (39.91)|30 days - - 182,600,088 53.03 -
Taiwan Air Cargo Terminal Controlled by China Sale (195,898,617 (8.79)|30days - - 50,833,305 14.76 -
Airlines
China Pacific Catering Services China Airlines Parent company Sale (890,239,96)| (57.99)|60 days - - 205,659,644 71.17 -
China Aircraft Services Limited China Airlines Parent company Sale (217,609,100, (16.77)|30 days - - 35,170,366 14.47 -
Taiwan Airport Services China Airlines Parent company Sale (264,141,597 (39.78)|45 days - - 42,104,381 47.86 -
Taiwan Air Cargolerminal Controlled by China Sale (106,092,909, (15.98)|45 days - - 12,794,085 14.54 -
Airlines
Hwa Hsia China Airlines Parent company Sale (221,423,079 (79.79)|2 months - - 34,167,436 85.94 -
Global Sky Express China Airlines Parent company Purchase 212,000,319 91.72 |30 days - - (5,642,353 (86.01) -
Yangtze River Express Airlines China Airlines Parent company of Sale (604,362,31)| (12.25)|2 months - - 33,619,337 4.02 -
stockholder using
equity-method
Purchase 715,630,525 12.80 |2 months - - (49,383,699 (2.69) -
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TABLE 5

CHINA AIRLINES, LTD. AND INVESTEES

RECEIVABLES FROM RELATED PARTIES AMOUNTING TO AT LEAST NT$100 MILLION OR 20% OF THE PAID -IN CAPITAL
DECEMBER 31, 2008
(In New Taiwan Dollars, Unless Stated Otherwise)

Company Name Related Party Rl;lliiti‘c:ﬁsor:ip Ending Balance Turnover Rate Amount OverduZCtion Taken Arrnogggfg(zlcjglr\]{[ed AIIowaDné:st;or Bad
China Airlines Mandarin Airlines |Subsidiary $ 220,251,737 7.03 $ - - $ 98,048,272 $ -
Mandarin Airlines China Airlines Parent company 452,892,150 1.12 - - 333,746,043 -
China Pacific Catering Services China Airlines Parent company 205,659,644 4.05 - - 126,524,800 -
Taoyuan International Airport Service|China Airlines Parent company 182,600,088 4.66 - - 180,587,759 -
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