Letter to

Shareholders

Cathay Life Insurance formed the joint
venture life insurance subsidiary with
China Eastern Airlines Group in Shanghai.

Cathay Charity Foundation awarded the
"Mr. Wan-lin Tsai Memorial Scholarships".

Dear Shareholders,

Looking back at the global economy last year, we see changes in three key trends interest
rates, exchange rates and commodity prices. First, the US Federal Reserve continued to
raise interest rates, sparking increases in interest rates worldwide. Second, the People's
Republic of China removed the yuan's peg to the US dollar and replaced it with a basket of
currencies, which affected the movement of currency markets worldwide. And third, the
sharp and volatile shifts in oil and commodities prices placed significant pressure on
industrial growth. Overall, the global economy posted steady growth with robust stock
markets, stable bond markets and volatile currency markets. Under mess international
markets conditions, Taiwan saw a relatively sluggish economic performance with a weaker
currency and low interest rates.

Even with a rapidly changing market environment, Cathay Financial Holding Co., Ltd.,
through the hard work and efforts of both management and employees, was able to
continue to create value for its shareholders in 2005. With respect to the life insurance
business, Cathay Life Insurance maintained its place as the market leader in Taiwan, with
first-year premium revenues exceeding NT$110 billion. The Shanghai subsidiary of Cathay
Life Insurance commenced operations in February 2005. With the organizational structure
and overall business development proceeding smoothly, this subsidiary has already shown
excellent performance. A second office in Mainland China was opened in Nanjing in
February 2006 to further expand our business to Jiangsu Province. On the banking side,
with Lucky Bank joining the Cathay Group, the total number of banking branches reached
140, allowing the group to provide more convenient and better services to our customers.
Although Taiwan's banking industry was adversely affected by the consumer credit bubble
last year, Cathay United Bank was able to maintain its excellent asset quality by setting
aside NT$9 billion in provision reserves. The second half of last year also saw the successful
launch of the group's Cathay Real Estate Investment Trust (REIT) No. 1, which raised a total
of NT$13.93 billion was 3.5 times oversubscribed. The REIT provides a further proof of our
ability to introduce new and innovative financial products and corss-sell across the group.
In 2005, Cathay Financial Holdings' total revenues amounted to NT$626.132 billion, with a
network of 652 offices servicing around approximately 10 million customers. As of the end
of last year, our consolidated assets surpassed the NT$3 trillion mark to hit NT$3.06 trillion.

Looking forward to 2006, the group faces even more challenges ahead. The domestic
economy will be affected by the changing political situation both at home and abroad, the
interest rate movements of major developed economies, potential changes in China's
currency policy and movements in the commodities markets. Confronted by these
challenges, Cathay Financial Holdings will continue to carry out its "Dual Engines-Insurance
and Banking" strategy to maintain solid and stable growth, aggressively expand its overseas
offices and cautiously seek out and assess alliance partners in order to become the leading
financial institution in Chinese markets.

In 2006, with the guidance of our shareholders, all of our employees at Cathay Financial

Holdings will continue to maintain their high level of dedication and professionalism and
strive to maximize returns for our shareholders.

Sincerely,

- ng-[tu jﬁai

Chairman

Cathay Financial Holdings will continue to carry out
its "Dual Engines-Insurance and Banking" strategy to maintain solid and stable growth,
aggressively expand its overseas offices and cautiously seek out and assess alliance partners in

order to become the leading financial institution in Chinese markets.

The Management Team of
Cathay Financial Holdings

Mr. Jinn-shing Leou, Mr. Chang-ken Lee,
Mr. Tiao-kuei Huang, Ms. Grace Chen, Mr.
Hsien-chung Lin and Mr. Chia-sheng
Chang (from left to right)
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