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Act.

Yes o No p
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USE OF CERTAIN TERMS

In this annual report, all references to (i) we, us, our, ourCompany or GigaMedia are to GigaMedia Limited
unless the context requires otherwise, its subsidiaries, (ii) Shares are to ordinary shares of our Company, (iii) CESL
are to Cambridge Entertainment Software Limited (previously known as Grand Virtual International Limited), a
company incorporated under the laws of the British Virgin Islands, (iv) Hoshin GigaMedia are to Hoshin GigaMedia
Center Inc., a company incorporated under the laws of Taiwan, Republic of China, ( R.O.C. ), (v) FunTown are to our
online games business operated through Hoshin GigaMedia and FunTown World Limited, a company incorporated
under the laws of the British Virgin Islands, and (vi) T2CN are to T2CN Holding Limited, a company incorporated
under the laws of the British Virgin Islands. All references in this annual report to U.S. dollar, $ and US$ are to
United States dollars and all references to  NT dollar and NT$ are to New Taiwan dollars.

DISCLOSURE REGARDING FORWARD-LOOKING STATEMENTS

This annual report contains forward-looking statements that involve risks and uncertainties. These statements
include certain projections and business trends that are forward-looking within the meaning of the U.S. Private
Securities Litigation Reform Act 1995. These statements are generally indicated by the use of forward-looking
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terminology such as believe, expect, anticipate, estimate, plan, project, may, will or other similar word:
among others, the following statements:

We believe that our cross-marketing relationships with certain well-known companies will increase the

recognition of our online game brands.

To cope with competition, we aim to develop new features and services that we think our players will pay for
and enjoy.

We do not believe that any potential merger or acquisition that we may be engaged in would alter our goal of
preserving sufficient cash and cash equivalents to fund future operations; and

We believe that our existing cash, cash equivalents, marketable securities and expected cash flow from
operations will be sufficient to meet our capital expenditure, working capital, cash obligations under our
existing lease arrangements, and other requirements through 2007.

These forward-looking statements are based on our own information and on information from other sources we
believe to be reliable. Our actual results may differ materially from those expressed or implied by these
forward-looking statements as a result of risk factors and other factors noted throughout this annual report, including
those described under Item 3D, Risk Factors and those detailed from time to time in other filings with the U.S.
Securities and Exchange Commission (the Commission ). We undertake no obligation to update or revise any
forward-looking statements to reflect events or circumstances after the date of this annual report or to reflect the
occurrence of unanticipated events. Given this level of uncertainty, you are advised not to place undue reliance on
such forward-looking statements.

PART I

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

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE
Not applicable.

ITEM 3. KEY INFORMATION

Exchange Rates

Our consolidated financial statements were historically reported in New Taiwan dollars. Effective January 1, 2004,
we adopted the U.S. dollar as our reporting currency because operations denominated in U.S. dollars represented an
increasing portion of our business following the acquisition of our software licensing and online entertainment
business. Comparative financial information has been recast as if the U.S. dollar had been used as our reporting
currency for the periods ended and as of December 31, 2002 and 2003.

The financial information for the periods presented has been translated from NT dollars to U.S. dollars based on
the following exchange rates:

2002 2003 2004 2005 2006
Year-end 34.75 33.97 31.71 32.85 32.60
Weighted-average 34.55 34.40 33.41 32.19 32.54

Assets and liabilities on our balance sheet denominated in non-U.S. dollars are translated into U.S. dollars using
year-end exchange rates. Income and expense items in our statement of operations denominated in non-U.S. dollars
are translated into U.S. dollars using the weighted-average exchange rates. See Note 1 of our consolidated financial
statements for additional information. Certain other operating financial information denominated in non-U.S. dollars,
not included in our consolidated financial statements and provided in this annual report, are translated using
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weighted-average exchange rates. Transactions in 2007 denominated in non-U.S. dollars are translated into U.S.
dollars using the year-end exchange rate for 2006.
A. Selected Financial Data
The selected consolidated balance sheet data as of December 31, 2005 and 2006 and the selected consolidated
statement of operations data for the years ended December 31, 2004, 2005 and 2006 have been derived from our
audited consolidated financial statements included elsewhere in this annual report. The selected consolidated balance
sheet data as of December 31, 2002, 2003 and 2004, and the selected consolidated statement of operations data for the
years ended December 31, 2002, and 2003 have been derived from our audited consolidated financial statements for
the years ended December 31, 2002, 2003 and 2004, which are not included in this annual report. The audited
consolidated financial statements for the years ended December 31, 2002 and 2003 were stated in NT dollars. We
have converted certain information in such financial statements into U.S. dollars for inclusion in this annual report for
the convenience of investors using the exchange rates provided under Exchange Rates above. The consolidated
financial statements have been prepared and presented in accordance with generally accepted accounting principles in
the United States, or U.S. GAAP. The selected consolidated financial data set forth below should be read in
conjunction with Item 5  Operating and Financial Review and Prospects and the consolidated financial statements and
the notes to those statements included elsewhere in this annual report. The profit and loss statements for the years
ended December 31, 2002, 2003, and 2004 have been restated to reflect the results of our music distribution business,
which was sold in September 2005, as discontinued operations. Certain prior-year amounts have been reclassified to
conform to the current-year presentation. These reclassifications had no effect on the result of operation or
shareholders equity as previously reported.
For the Years Ended December 31,
(in thousands except for earnings/loss per share amounts)

2002 2003 2004 2005 2006
US$ US$ US$ US$ US$
STATEMENT OF
OPERATIONS DATA:
OPERATING REVENUES
Software licensing and online
entertainment revenues 0 0 11,434 22,511 55,019
Online game revenues 0 0 0 0 18,692
Internet access and service
revenues 19,144 19,396 21,303 21,589 20,537
Other revenues 122 117 107 87 44
Total operating revenues 19,266 19,513 32,844 44,187 94,292
OPERATING COSTS
Cost of software licensing and
online entertainment revenues 0 0 (1,592) (3,327) (7,824)
Cost of online game revenues 0 0 0 0 (3,667)
Cost of Internet access and service
revenues (18,947) (15,093) (13,873) (13,568) (11,449)
Cost of other revenues (1,008) (1,022) (644) (488) (391)
Total operating costs (19,955) (16,115) (16,109) (17,383) (23,331)
GROSS PROFIT (689) 3,398 16,735 26,804 70,961
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OPERATING EXPENSES

Product development and

engineering expenses (1,865) (1,211) (2,513)

Selling and marketing expenses (4,095) (2,432) (6,310)

General and administrative

expenses (4,155) (5,162) (5,657)

Bad debt expenses (869) (128) 220

Impairment loss on intangible

assets (2,334) 0 0

Impairment loss on property, plant

and equipment 0 (1,557) 0
(13,318) (10,490) (14,260)

Income (loss) from operations (14,007) (7,092) 2,475

Income (loss) from continuing

operations (10,617) (9,799) 1,253

Income (loss) from discontinued

operations (7,849) (4,296) 429

Net income (loss) (18,466) (14,095) 1,682

Earnings (loss) per share (in

dollars)

Basic:

Income (loss) from continuing

operations 0.21) (0.20) 0.02

Income (loss) from discontinued

operations (0.16) (0.08) 0.01

Net income (loss) (0.37) (0.28) 0.03

Diluted:

Income (loss) from continuing

operations 0.21) (0.20) 0.02

Income (loss) from discontinued

operations (0.16) (0.08) 0.01

Net income (loss) (0.37) (0.28) 0.03

3

(3,562)
(10,777)

(7,892)
(207)

0
0
(22,438)

4,366

6,490

(154)

6,336

0.13

0.13

0.12

0.12

(5,738)
(30,123)

(12,421)
(715)

0
0
(48,997)

21,964

30,784

30,784

0.60

0.60

0.51

0.51
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As of December 31,
(in thousands)

2002 2003 2004 2005 2006

US$ US$ US$ US$ US$
BALANCE SHEET DATA:
Total current assets 82,812 77,709 67,726 70,204 64,176
Property, plant and
equipment-net 21,264 15,636 15,056 10,747 10,098
Goodwill 731 29,607 29,243 55,187
Intangible assets-net 6,964 6,199 8,372 2,704 23,067
Total assets 135,138 119,792 125,977 113,519 182,619
Total shareholders equity (net
assets) 104,169 90,363 95,971 100,648 134,087
Common shares, no par value,
and additional paid-in capital 239,004 239,004 287,657 287,920 289,495
Number of issued shares (basic,
in thousands) 50,154 50,154 50,154 50,344 51,495
Dividend declared per share (in
dollars) 0 0 0 0 0

Presentation of financial information for the financial years ended December 31, 2002 to December 31, 2005 has been
reclassified to conform with the current year presentation for the year ended December 31, 2006.
B. Capitalization and Indebtedness
Not applicable.
C. Reasons for the Offer and Use of Proceeds
Not applicable.
D. Risk Factors
Risks Related to Our Business

Our limited operating history as an software licensing and online entertainment provider and an online
games operator, and the unproven long-term potential of those business models make evaluating our business
and prospects difficult

We acquired our software licensing and online entertainment business, CESL, in April 2004 and our online games
business, comprised of the game platforms of FunTown and T2CN, in January 2006 and June 2007, respectively. We
launched new poker software products in 2004, which generated approximately 2 percent, 18 percent and 56 percent
of total software licensing and online entertainment revenues in 2004, 2005 and 2006, respectively. In addition, the
senior management teams of our different businesses and our employees have worked together at our Company for
only a relatively short period of time.

As aresult, we have a limited relevant operating history as a software licensing and online entertainment developer
and an online games operator for you to evaluate. It is also difficult to evaluate our prospective business, because we
may not have sufficient experience to address the risks frequently encountered by companies using new and unproven
business models and entering new and rapidly evolving markets, including the online gaming and online games
markets. These risks may include our potential failure to:

retain existing customers or attract new customers;
license, develop, or acquire additional online games that are appealing to consumers;
anticipate and adapt to changing consumer preferences;

4
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adapt to competitive market conditions;
adapt to regulatory changes;
respond to technological changes or resolve unexpected service interruptions in a timely manner;
adequately and efficiently operate, upgrade and develop our transaction and service platforms; or
maintain adequate control of our expenses.
If we are unsuccessful in addressing any of the risks listed above, our business and financial condition will be
adversely affected.

Our businesses face intense competition, which may adversely affect our revenues, profitability and planned
business expansion
We face competition from many competitors, and we expect to face additional competition from potential
competitors, including those with:

significantly greater technological, financial, sales and marketing resources;
larger customer bases and longer operating histories;
greater name recognition; and
more established relationships with distribution partners, advertisers, content and application providers and/or
other strategic partners.
Competition in the software licensing and online entertainment business

The Internet gaming software industry is characterized by rapid technological change and we face significant and
intense competition from online gaming software design houses and application service providers. Given the relatively
low barriers to entry into the software industry and the increasing popularity of Internet-based businesses, we face a
large number of potential competitors from many different segments of software and Internet industries. Traditional
entertainment service providers, many of which have financial resources significantly greater than ours, might expand
and provide Internet-based entertainment services. Such Internet service providers and other entertainment service
providers may also develop and offer the underlying software solutions and tools to others in direct competition with
us.

We are also exposed to competition in the Internet gaming industry through our licensees, such as UIM, as license
fees with respect to gaming software provided by us typically include a variable fee based on revenues earned by such
licensees from the operation of the licensed software. Our major licensee is Ultra Internet Media, S.A. ( UIM ), a
provider of Internet gaming services. Although we do not have any equity ownership interest in UIM, in accordance
with FIN 46(R), we consolidate its assets, liabilities and results of operations in our financial statements and are
entitled to fees from UIM based upon its revenues. For additional information, see Item 5  Operating and Financial
Review and Prospects  Certain Significant Events Affecting Our Results of Operations for 2004, 2005 and 2006
Consolidation of UIM under FIN 46(R) . Our licensees (including UIM), face strong competition in the online gaming
industry.

Furthermore, some of our competitors and competitors of our licensees (including UIM) are more established,
enjoy greater market recognition, are substantially larger and have substantially greater resources and distribution
capabilities than we do. There is no assurance that we or our licensees (including UIM) will be able to compete
successfully with existing and future competitors, which could have a material adverse effect on our business,
financial condition or results of operations. See Item 4  Information on the Company Software Licensing and Online
Entertainment Business Competition for additional information.

5
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Finally, as a result of the Unlawful Internet Gambling Enforcement Act (the UIGEA ) and subsequent closing of the
online gaming market in the United States, we and our licensees (including UIM) face increasing competition from
entertainment service providers in our markets in Continental Europe, which are also increasingly subject to
regulation from governmental authorities. There is no assurance that we or our licensees (including UIM) will be able
to compete successfully with existing and future competitors, which could have a material adverse effect on our
business, financial condition or results of operations. See Item 4  Information on the Company Software Licensing
and Online Entertainment Business Competition for additional information.

Competition in the online games business

Our main competitors in the online games business are casual game operators in Taiwan, Hong Kong, the People s
Republic of China ( PRC ) and Macau, or Greater China, including Shanda Interactive Entertainment Ltd. ( Shanda ),
Nineyou (Shanghai Everstar Online Entertainment Co., Ltd.), Tencent Holdings Limited, Ourgames.com (Beijing
Globalink Computer Technology Co., Ltd.) and Chinagames.net. Our competitors also include massively multi-player
online role-playing game operators in Taiwan, including Gamania Digital Entertainment Co., Ltd. ( Gamania ) and
Soft-World International Corporation.

We expect more companies to enter the online games industry in Greater China and a wider range of online games
to be introduced to the Greater China market, given the relatively low entry barriers to the online games industry. Our
competitors vary in size and include large companies such as Shanda, many of which have significant financial,
marketing and game development resources as well as name recognition. We may not be able to devote the same
degree of resources to designing, developing or acquiring new games, undertaking extensive marketing campaigns,
adopting aggressive pricing policies, paying high compensation to game developers or compensating independent
game developers as a number of our competitors may be able to do. We cannot assure you that we will be able to
compete successfully against any new or existing competitors.

In June 2007, we acquired control over a majority of the voting rights of T2CN, an online game operator and
distributor in the PRC. There is increasing regulation over the online games industry in the PRC, most notably, the

Opinions on the Development and Management of Online Games and the Anti-Internet Addiction Regulations , which
(among other things) regulate the online game products allowed to be distributed and operated in China, and require
online game operators to install features to identify online game players and to discourage the playing of online games
through limiting the time which players may spend on a game and the game awards which may be made to players
which have spent more than a specified consecutive number of hours online.

As a result of the above, the increased competition we anticipate in the online games industry may reduce the
number of our users or growth rate of our user base, reduce the average number of hours played by our users, or cause
us to reduce usage fees. All of these competitive factors could have a material adverse effect on our business, financial
condition and results of operations.

Competition in the Internet access service business

Our main competitors in the retail broadband Internet service provider ( ISP ) business are fixed-line service
providers and other ISPs in Taiwan that offer asymmetrical digital subscriber line ( ADSL ) broadband services,
including Chunghwa Telecom s HiNet, the overwhelmingly dominant provider of broadband services; Taiwan Fixed
Network, a fixed-line service provider; and Seednet, SoNet and Asia Pacific Online, which are all ISPs. Our
competitors also include cable-based Internet access companies that have developed their own cable-based services
and market those services to cable operators and those that are seeking to contract with cable operators to bring their
services into geographic areas that are not covered by an exclusive relationship between our Company and our cable
partners. Our corporate ISP business faces competition from fixed-line service providers, including Chunghwa
Telecom, Taiwan Fixed Network, NCIC s Sparq and Asia Pacific Online. The primary basis of competition in the
Internet access business industry is price. We can offer no assurance that we will be able to attract new subscribers or
retain existing subscribers, as a result of which our revenues may decline. Due to this intense competition, there may
be limited market opportunities for our broadband access services. We cannot assure you that we will be successful in
achieving widespread acceptance of our services before our competitors offer services similar to our current or
prospective offerings, which might preclude or delay purchasing decisions by potential subscribers or cause us to lose
our existing subscribers. All of these competitive factors could have a material adverse effect on our business,
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financial condition or results of operations. In recent years, we have experienced a reduction in the number of our new
consumer subscribers and our total consumer subscribers, in line with our ongoing strategy to shift resources away
from this legacy business. Consistent with our focus on online entertainment, we have retained financial advisors to
explore the sale of this legacy business.
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Our business could suffer if we do not successfully manage current growth and potential future growth

We are pursuing a number of growth strategies, including leveraging our customer base to develop additional
sources of revenues and exploring opportunities to expand into new software licensing and online entertainment
business segments. Some of these strategies relate to new services or products for which there are no established
markets, or relate to services, products or markets in which we lack experience and expertise. For example, we are
currently expanding our online games business to include massively multi-player online role-playing games, or
MMORPGs, starting with Hellgate:London and Phantasy Star Universe, which we have licensed in certain territories
and expect to launch in the second half of 2007. We are also expanding our online poker software business into new
European markets such as Greece, Poland, Finland and Hungary. We cannot assure you that we will be able to deliver
new products or services on a commercially viable basis or in a timely manner, or at all.

Our growth to date has placed, and our anticipated further expansion of our operations will continue to place, a
significant strain on our management, systems and resources. In addition to training and managing our workforce, we
will need to continue to develop and improve our financial and management controls and our reporting systems and
procedures, including those of acquired businesses. We cannot assure you that we will be able to efficiently or
effectively manage the growth of our operations, and any failure to do so may limit our future growth and materially
and adversely affect our business, financial condition and results of operations.

Our business strategy, which contemplates growth through acquisitions and strategic investments, exposes
us to significant risks

As a component of our growth strategy, we intend to continue to enhance our business development, including our
game content offerings, by acquiring other businesses that complement our current online businesses, or which
represent related but new lines of business that we believe to be appropriate areas of expansion, or that we believe
may benefit us in terms of user base, product or content offering. We also intend to make selective strategic
investments. We will continue to examine the merits, risks and feasibility of potential transactions, and expect to
search for additional acquisition opportunities in the future.

Such search and examination efforts and any related discussions with third parties, may or may not lead to future
acquisitions and investments. Our reported financial results may be affected by any such acquisitions and/or
investments, including any acquisitions or dispositions undertaken by us in anticipation of or in connection with any
such acquisitions and/or investments. Our ability to grow through such acquisitions and investments will depend on
the availability of suitable acquisition candidates at an acceptable cost, our ability to reach agreement with acquisition
candidates or investee companies on commercially reasonable terms, the availability of financing to complete larger
acquisitions or investments and our ability to obtain any required governmental approvals. In addition, the benefits of
an acquisition or investment transaction may take considerable time to develop and we cannot assure you that any
particular acquisition or investment will produce the intended benefits.

Furthermore, the identification and completion of any such transaction may require us to expend significant
management and other resources, and may require that we expend a significant portion of our cash reserves and/or
issue a substantial amount of new equity, which could adversely affect our financial condition and
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liquidity and result in significant dilution of our shareholders interests. The impact of dilution may restrict our ability
to consummate further acquisitions. We may also incur debt and losses related to the impairment of goodwill and
other intangible assets upon or following the acquisition of another business, which could negatively impact our
results of operations. For example, we wrote off goodwill associated with our music distribution business in the
amount of US$7.0 million in 2002 and US$0.7 million in 2003, respectively, which reduced our profitability in both
years. Any write-off of goodwill in the future may have a negative impact on our financial results.

Additional risks associated with acquisitions include the following:

It may be difficult to assimilate the operations and personnel of an acquired business into our own business;
Management, information, and accounting systems of an acquired business would be different from our current
systems and would need to be successfully integrated;

Our management must devote its attention to assimilating the acquired business, which diverts attention from
other business concerns;

Suppliers, vendors and/or distributors may renegotiate or cancel contracts with us following the acquisition of a
business;

We may enter markets in which we have limited prior experience. For example, in December 2006, we entered
into a strategic alliance with Infocomm Asia Holdings Pte Ltd ( Infocomm Asia ), an online gaming operator
and distributor operating primarily in the Southeast Asian region and in June 2007, we also acquired control of
a majority of the voting rights over T2CN, an online casual sports game operator in China, a business in which
we had limited prior experience; and

We may lose some of our key employees or key employees of an acquired business.

Unauthorized use of our intellectual property by third parties, and the expenses incurred in protecting our
intellectual property rights, may adversely affect our business

We regard our copyrights, service marks, trademarks, trade secrets, patents and other intellectual property as
critical to our success. Unauthorized use of the intellectual property, whether owned by us or licensed to us, could
adversely affect our business and reputation.

We rely on trademark, patent and copyright law, trade secret protection and confidentiality agreements with our
employees, customers, business partners and others to protect our intellectual property rights. Despite our precautions,
it may be possible for third parties to obtain and use the intellectual property used in our business without
authorization.

The validity, enforceability and scope of protection of intellectual property in Internet-related industries are
uncertain and evolving. In particular, the laws and enforcement procedures of Taiwan, Hong Kong, the PRC and
certain other countries are uncertain or do not protect intellectual property rights to the same extent as do the laws and
enforcement procedures of the United States. Moreover, litigation may be necessary in the future to enforce our
intellectual property rights. Future litigation could result in substantial costs and diversion of our resources, which
could disrupt our business and could have a material adverse effect on our business, financial condition and results of
operations.

Our results of operations are subject to significant fluctuations

8
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Our revenues, expenses and results of operations have varied in the past and may fluctuate significantly in the
future due to a variety of factors, many of which are beyond our control. The key factors affecting each of our
respective businesses include:

Software licensing and online entertainment business: availability of Internet infrastructure, competition from
existing and new competitors, the revenues, expenses and results of operations of our customer and major
licensee, UIM, and the regulatory restrictions applicable to the Internet gaming industry.

Online games business: existing and new competitors, the pace of rollout of new games and price competition
in the industry, regulatory and other risks arising in connection with our China operations.

Internet access service business: price competition in the Internet access business, the rate at which new
customers subscribe to our services, subscriber turnover rates and the pace of rollout of our services.

In addition, our operating expenses are based on our expectations of the future demand for our services and are
relatively fixed in the short term. We may be unable to adjust spending quickly enough to offset any unexpected
demand shortfall. A shortfall in revenues in relation to our expenses could have a material and adverse effect on our
business and financial results.

The markets for our principal businesses are characterized by rapid technological change, and failure to
respond quickly and sufficiently to new Internet technologies or standards may have a material adverse effect
on our business

The markets for our software licensing and online entertainment business, online games business and Internet
access service business are characterized by rapid technological advances, evolving industry standards, changes in
user requirements and frequent new service introductions and enhancements.

The online gaming and online games industries, in particular, are subject to rapid technological change. We need to
anticipate the emergence of new technologies and games, assess their acceptance and make appropriate investments
accordingly. If we are unable to do so, new technologies in online gaming and online games programming or
operations could render our gaming software and online games obsolete or unattractive.

We use internally developed software systems that support nearly all aspects of our billing and payment
transactions in our online games business. All of our businesses may be adversely affected if we are unable to upgrade
our systems quickly enough to accommodate future traffic levels, to avoid obsolescence or to successfully integrate
any newly developed or acquired technology with our existing systems. Capacity constraints could cause
unanticipated system disruptions and slower response times, affecting data transmission and game play. These factors
could, among other things, cause us to lose existing or potential customers and existing or potential game developer
partners.

In April 2007, the PRC government issued regulations intended to discourage online game-players from spending
excessive amounts of time playing online games. Pursuant to these regulations, Internet game operators have been
ordered to install anti-addiction software features on games offered in the PRC by mid-July 2007, which will (among
other features) limit the number of points and other benefits which can be awarded to game players after they have
been online in excess of specified periods of time. Internet game operators will also be required to adopt real-name
registration, which will require online game players to register their real identity information before they will be
allowed to play online games. If we cannot adapt our games and software systems to comply with the requirements of
these regulations before the stipulated timeframe, the PRC authorities are entitled to order that our non-complying
games be shut down.

The number of consumer subscribers for our Internet access service business decreased from approximately
108,000 in 2002 to approximately 11,447 in 2006, and revenues from our Internet access service business declined
from approximately US$21.6 million in 2005 to US$20.6 million in 2006, mainly due to a decrease in the number of
consumer subscribers and a corresponding decrease in revenues from such customers. If we are unable to effectively
use leading technologies, continue to develop our technological expertise, enhance our current services and continue
to improve the performance, features and reliability of our products and services, or we are unable to
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respond quickly and sufficiently to new technologies or standards, we may not be able to attract new customers and
our business and financial results may be materially and adversely affected.

Our software licensing and online entertainment business, online games business, and Internet access service
business depend on the reliability of our network infrastructure, which is subject to physical, technological,
security and other risks

The development and operation of our online networks are subject to physical, technological, security and other
risks which may result in interruption in service or reduced capacity for customers. These risks include physical
damage, power loss, telecommunications failure, capacity limitation, hardware or software failures or defects and
breaches of security by computer viruses, break-ins or otherwise. The occurrence of any of these events could result in
interruptions, delays or cessation in service to users of our online services, which could have a material adverse effect
on our business and operating results. For example, in February 2007, an earthquake off the coast of Taiwan damaged
several undersea optic-fiber cables linking countries such as Malaysia, Singapore, Australia, Japan, South Korea,
China, the United States and Europe, causing disruptions in Internet traffic worldwide. An increase in the volume of
usage of online services could strain the capacity of our software and hardware employed, which could result in
slower response time or system failures. We do not have redundant facilities in the event of an emergency, but we
have a variety of backup servers at our primary site to deal with possible system failures.

While we have implemented industry-standard security measures, our network may still be vulnerable to
unauthorized access, computer viruses, denial of service attacks and other disruptive problems. A party that is able to
circumvent security measures could misappropriate proprietary information and, perhaps, most importantly, cause
interruptions in our operations. Internet and online service providers have, in the past, experienced and may, in the
future, experience interruptions in service as a result of the accidental or intentional actions of Internet users, current
and former employees or others. We may be required to expend significant capital or other resources to protect against
the threat of security breaches or to alleviate problems caused by such breaches. There can be no assurance that any
measures implemented will not be circumvented in the future.

The adoption of new laws or changes to or the application of existing laws relating to Internet commerce
may affect the growth of our software licensing and online entertainment and online games businesses

In addition to regulations pertaining specifically to online entertainment, we may become subject to a number of
laws and regulations that may be adopted with respect to the Internet and electronic commerce. New laws and
regulations that address issues such as user privacy, pricing, online content regulation, taxation, advertising,
intellectual property, information security, and the characteristics and quality of online products and services may be
enacted. For example, in order to counter alleged net addiction, in March 2007, the PRC government prohibited the
opening of any new cyber-cafes for the rest of 2007, and in April 2007, it issued regulations to discourage online
game-players from spending excessive amounts of time playing online games. Pursuant to these regulations, Internet
game operators have been ordered to install anti-addiction software features on games offered in the PRC by
mid-July 2007, which will (among other features) limit the number of points and other benefits which can be awarded
to game players after they have been online in excess of specified periods of time. Internet game operators will also be
required to adopt real-name registration, which will require online game players to register their real identity
information before they will be allowed to play online games. If we cannot adapt our games and software systems to
comply with the requirements of this regulation before the stipulated timeframe, the PRC authorities are entitled to
order that non-complying games be shut down.

Current laws, which predate or are incompatible with Internet commerce, may also be enforced in a manner that
restricts the electronic commerce market. In addition, the application of such pre-existing laws regulating
communications or commerce in the context of the Internet and electronic commerce is uncertain.

10
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The adoption of new laws or regulations relating to the Internet, or particular applications or interpretations of
existing laws, could decrease the growth in the use of the Internet, decrease the demand for our products and services,
increase the cost of conducting our business or could otherwise have a material adverse affect on our business,
revenues, operating results and financial condition.

The worldwide legal and regulatory environment in which our software licensing and online entertainment
business operates is characterized by uncertainties that could adversely affect our business and operating
results

Our software licensing and online entertainment business includes software development and the provision of
application services for Internet gaming. We license our gaming software to operators of online gaming businesses
and to UIM, which also sub-licenses our software products to third parties. Fees earned by us typically comprise an
upfront license fee and a periodic license fee based on the revenues earned from the operation of the licensed software.
Each of these businesses is subject to applicable laws and regulations relating to online gaming and electronic
commerce in various jurisdictions throughout the world, and it is in many cases uncertain which governments have
authority to legislate or regulate different aspects of these industries. Moreover, the Internet gaming industry is still in
an early stage of development and the worldwide legal and regulatory environment in which the businesses operate
remains highly fluid and subject to change. While most foreign jurisdictions have some form of legal framework
applicable to games of chance, few provide clear guidance on how this framework applies to Internet gaming. Issues
such as determining the physical location of a gaming event and significant differences among the gaming laws and

Cyberlaws of various countries all make traditional concepts of jurisdiction and conflicts of laws difficult to apply. In
addition, the very nature of Internet gaming creates new and unique forms of entertainment that were neither
contemplated nor feasible in the past.

Due to the uncertainties in the worldwide legal and regulatory environment in which our gaming software business
operates and the potential for aggressive legal steps by certain governments to protect online gaming business in their
jurisdiction, we cannot assure you that our operations as an application service provider to the gaming industry, or the
Internet gaming services provided by our licensees (including UIM), are in compliance with all laws and regulations
of the jurisdictions where our gaming software products are used, or that changes in such laws and regulations, or in
their interpretation, will not adversely affect our business and operating results. UIM, our major licensee, currently
holds a gaming license issued by the Kahnawake Gaming Commission in Canada. However, certain jurisdictions in
which UIM operates may require local licensing in the future, and there can be no assurance that it will be successful
in its efforts to obtain a gaming license from these jurisdictions, and that as a result UIM would not face the potential
loss of key partners and service providers. Also, the substantial uncertainties in the global regulatory environment
relating to online gaming expose us to the risk that regulatory authorities in various jurisdictions will determine that
our Company provides online gaming services (rather than only providing software and application services to our
licensees) and thus subject our Company to gaming laws and regulations in such jurisdictions.

In Europe, several countries, led by the United Kingdom, have adopted a clear legal framework for online gaming
utilizing licensing and regulation. But in some European countries, in particular where there are state-owned gaming
monopolies, primarily related to lotteries and online sports betting, governments have taken action or introduced
legislation aimed at banning foreign online gaming operators, which could have a material adverse effect on our
licensees and consequently on our Company. For example, the French governmental authorities have passed
legislation effective from March 2007, prohibiting operators other than certain specified state-owned enterprises from
operating Internet gaming sites in France. Additionally, advertising restrictions have been placed on the promotion of
online gaming sites with effect from September 2007, and the proposed implementation of the legislation also requires
warnings to be placed on online gaming sites. In addition, new banking restrictions have been adopted, which require
financial institutions with electronic payment systems to identify and block restricted transactions. As of June 15,
2007, regulations required to implement these laws and the banking restrictions have not been adopted.

Such actions have generally been declared in violation of European Union ("EU") law which governs the EU and
its 27 member nations. According to rulings by both the EU Commissioner of Internal Markets and the European
Court of Justice, such actions by member nations are illegal violations of the freedom to provide services and of
establishment as protected by the Treaty of the European Union.

Table of Contents 17



Edgar Filing: GIGAMEDIA LTD - Form 20-F

There can be no assurance, however, that the rulings of the European Commission or the European Court of Justice
will be enforced in a timely manner without disruption to the business of our licensees (including UIM).
11

Table of Contents 18



Edgar Filing: GIGAMEDIA LTD - Form 20-F

Table of Contents

Our business is international and therefore faces associated risks

There are certain difficulties and inherent risks faced by our licensees (including UIM), in doing business
internationally, including the burden of complying with multiple and conflicting regulatory requirements, foreign
exchange controls, potential restrictions or tariffs on gaming activities that may be imposed, potentially adverse tax
consequences and tax risks. Changes in the political and economic stability, regulatory and taxation structures, and the
interpretation thereof, in jurisdictions in which we or our licensees operate, and in which our licensees customers are
located could have a material adverse effect on our business, revenues, operating results and financial condition.

Our software licensing and online entertainment business is dependent on one master licensee, and any
adverse effect on its business could have an adverse effect on our revenues, operating results and financial
condition

All of our revenues from our software licensing and online entertainment business have historically been derived
from UIM, our master licensee which sub-licenses our software products to third parties. Although we do not have
any ownership interest in UIM, we consolidate its assets, liabilities and results of operations in our financial
statements and are entitled to fees from UIM based upon its revenues. We do not control its management and hence
have no control over its business decisions. Any adverse effect on UIM s business, operating results or financial
performance could have an adverse effect on our business, operating results and financial performance. In
December 2006, we agreed to license certain of our gaming software for use on Web sites to be launched and operated
by a subsidiary of the Carmen Media Group.

Online gaming is a relatively new industry and therefore, we do not know if the market will continue to
grow

Both the Internet entertainment and online gaming industries are relatively new industries that continue to evolve
and are characterized by an increasing number of market entrants. The demand and market acceptance for recently
introduced products and services are typically subject to a high level of uncertainty. The success of our software
licensing and online entertainment business will depend on the widespread adoption of the Internet for commercial
transactions. There can be no assurance that entertainment on the Internet and online gaming will become widespread.

All of the revenues from our software licensing and online entertainment business to date have been derived from
the licensing of our online gaming software and support of our associated services. Our continued success will depend
largely upon the success of our online gaming software. If the market fails to develop, develops more slowly than
expected, or becomes saturated with competitors or if our services do not achieve market acceptance, our business,
revenues, operating results and financial condition could be materially adversely affected.

We may be vulnerable to delays or interruptions due to our reliance on infrastructure and related services
provided by third parties

Our electronic commerce product for handling transactions over the Internet relies on ISPs to allow the customers
of licensees and servers to communicate with each other. If all of the ISPs experienced lengthy service interruptions, it
would prevent communication over the Internet and would greatly impair our ability to carry out our business. For
example, in February 2007, an earthquake off the coast of Taiwan damaged several undersea optic-fiber cables linking
countries such as Malaysia, Singapore, Australia, Japan, South Korea, China, the United States and Europe, causing
disruptions in Internet traffic worldwide.

Our ability to process e-commerce transactions depends on bank processing and credit card systems. In order to
prepare for certain types of system problems, we are developing a formal disaster recovery plan. Nevertheless, any
system failure, including network, software or hardware failure, which causes a delay or interruption in our
e-commerce services could have a material adverse effect on our business, revenues, operating results and financial
condition.

The licensees of our gaming software depend on credit card transactions for a substantial portion of the
deposits or payments by their customers

Our software licensing and online entertainment business has historically derived all of its revenues from its major
licensee, UIM. A substantial portion of the deposits or payments to UIM are made through credit card transactions. If
credit card companies were to stop processing online gaming transactions, either generally or in jurisdictions where
our licensees operate, our software licensing and online entertainment business could be materially and adversely
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Furthermore, there is a higher incidence of fraud associated with online credit card payments than with respect to
other types of transactions, which could further discourage issuing banks from processing online gaming transactions.

Undetected programming errors or defects in our software, services and games and the proliferation of
cheating programs could materially and adversely affect our software licensing and online entertainment and
online games businesses, financial condition and results of operations

Our software, services and games may contain undetected programming errors or other defects. These errors or
other defects could result in losses to our licensees (in the case of our software licensing and online entertainment
business), end users and to us; and claims resulting from losses to end users could damage our reputation and subject
us to liability.

In addition, parties unrelated to us may develop Internet cheating programs that enable our users to acquire
superior features for their game characters that they would not have otherwise. Furthermore, certain cheating
programs could cause the loss of a character s superior features acquired by a user. The occurrence of undetected errors
or defects in our games, and our failure to discover and disable cheating programs affecting the fairness of our game
environment, could disrupt our operations, damage our reputation and detract from the game experience of our users.
As a result, such errors, defects and cheating programs could materially and adversely affect our business, financial
condition and results of operations.

We could be liable for breaches of security on our Web sites and fraudulent transactions by users of our
Web sites

Currently, a portion of our transactions are conducted through our Web sites and Web sites of UIM, our major
licensee. In such transactions, and those conducted on our FunTown platform, secured transmission of confidential
information (such as customers credit card numbers and expiration dates, personal information and billing addresses)
over public networks is essential to maintain consumer confidence. Our current security measures may not be
adequate. In addition, we and our licensees may face internal fraud, including potential unauthorized usage of
customer credit card information by our employees and those of our licensees. While we have taken steps to prevent
this, including the implementation of payment card industry data security standards, these measures may not be
adequate. Security breaches could expose us to litigation and possible liability for failing to secure confidential
customer information and could harm our or our licensees reputation and ability to attract customers.

We face the risks of changing consumer preferences and uncertainty of market acceptance of our new
products in our online games business

Online games are a new and evolving entertainment concept in Asia. The level of demand and market acceptance
of our online games is subject to a high degree of uncertainty. Our future operating results will depend on numerous
factors beyond our control. These factors include:

the popularity of existing and new online games operated by us;
the introduction of new online games, competing with or replacing our existing online games;
general economic conditions, particularly economic conditions adversely affecting discretionary consumer
spending;
changes in customer tastes and preferences;
the availability of other forms of entertainment; and
13
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Our ability to plan for product development and distribution and promotional activities will be significantly
affected by how well we anticipate and adapt to relatively rapid changes in consumer tastes and preferences.
Currently, two of the most popular types of online games in Greater China are online board and card games. However,
there is no assurance that these games will continue to be popular in Greater China or that their status as one of the
most popular types of online games in Greater China s online games industry will not be replaced by new and different
types of online or other games in the future. A decline in the popularity of online games in general or, in particular, the
online board and card games that we operate, as well as in other genres of online games, such as MMORPGs, is likely
to adversely affect our business, financial condition and results of operations.

In addition, we expect that as we introduce new online games, a portion of our existing customers will switch to the
new games. If this transfer of players from our existing games exceeds our expectations, we may have to adjust our
marketing, pricing and other business plans and, as a result, our growth and profitability could be materially and
adversely affected.

We are exposed to risks associated with operating our online games business in the PRC

In January 2006, we completed our acquisition of FunTown, an online game operator operating in Taiwan, Hong
Kong and the PRC. In June 2007, we also acquired control over a majority of the voting rights in T2CN, an online
sports game operator. Both FunTown and T2CN operate in the PRC, and are accordingly subject to risks which apply
to online games businesses operating in the PRC, which include the following:

the limited use of personal computers in the PRC and the relatively high cost of Internet access with respect to
per capita gross domestic product may limit the development of the online games business in the PRC and
impede the growth of FunTown and T2CN;
if the PRC government finds that the operating agreements establishing the structure for FunTown or T2CN s
operations in the PRC do not comply with PRC government restrictions on foreign investment in the online
game industry, the operating agreements may not be enforced, and FunTown or T2CN could be subject to
severe penalties;
our contractual arrangements with T2CN and its shareholders may not be as effective in providing operational
control as compared to direct ownership. In addition, these arrangements may be difficult to enforce;
the PRC government has promulgated regulations on investments made by PRC companies and residents in
offshore companies and reinvestments in the PRC made by such offshore companies. These measures may
have a significant impact on the business and operations of FunTown or T2CN which may be subject to more
restrictive governmental supervision;
the laws and regulations governing the online game industry and related businesses in the PRC are developing
and subject to future changes. If FunTown, T2CN or any of our subsidiaries which operate in the PRC fail to
obtain or maintain all applicable permits and approvals, their, or our, business and operations would be
materially and adversely affected;
the PRC government has announced its intention, and has begun, to intensify its regulation of Internet cafes,
where online game-players access the Internet and online games. Intensified government regulation of Internet
cafes could restrict FunTown or T2CN s ability to maintain or increase its revenues and expand its customer
base;
currently there are no laws or regulations in the PRC governing virtual asset property rights and therefore, it is
not clear what liabilities, if any, online game operators may have in respect of virtual assets;
the PRC s economic, political and social conditions, as well as government policies, could affect FunTown or
T2CN s business;
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restrictions on currency exchange may limit FunTown or T2CN s ability to utilize its revenues effectively; and
inflation in China could negatively affect the profitability and growth of FunTown or T2CN.

Our provision of online games and online game-related content on our Web sites in the PRC is subject to various
Chinese laws and regulations relating to the telecommunications industry, Internet and online gaming, and is regulated
by various government authorities, including the Ministry of Information Industry, the Ministry of Culture, the
Administration of Press and Publication and the State Administration of Industry and Commerce. The principal PRC
regulations governing the provision of Internet content and online gaming services include (among others) the
Telecommunications Regulations (2000), the Administrative Rules for Foreign Investments in Telecommunications
Enterprises (2001), the Administrative Measures for Telecommunications Business Operating Licenses (2001), the
Tentative Measures for Administration of Internet Culture (2003), the Tentative Measures for the Administration of
Internet Publications (2002), the Opinions on the Development and Management of Online Games (2005) and the
Anti-Internet Addiction Regulations (2007).

We may be affected by these regulations, which (among other things) seek to regulate the content of online games
and discourage online game players from spending excessive amounts of time playing online games. This may
(among other things) reduce the number of our users or the growth rate of our user base or the online games market in
the PRC, reduce the average number of hours played by online game players, or cause us to reduce usage fees or other
charges in connection with our online games business. In addition, such regulations may require us to incur substantial
costs of compliance in modifying or adapting our game software to comply with the regulatory requirements. This
may adversely affect our business, financial condition and results of operations.

PRC regulations also limit foreign equity ownership of companies providing Internet content services, which
includes operating online games, to 50 percent of the equity of such company, and prohibit foreign ownership of
companies which distribute Internet culture products (which include online game products) and Internet publications
within the meaning of the Tentative Measures for Internet Culture Administration (2003) and the Tentative Measures
for the Administration of Internet Publications (2002), respectively. Such companies are also required to be licensed
under the applicable licensing regulations. FunTown and T2CN are considered foreign or foreign-invested enterprises
under PRC law and accordingly are ineligible to apply for the licenses required to operate online games in the PRC or
to provide Internet information content, such as online advertising. In order to comply with foreign ownership
restrictions, certain PRC entities, which hold the licenses and approvals that are required to operate their respective
online games businesses in the PRC, have operated, and are operating, online games businesses in the PRC in
accordance with a series of contractual agreements which they entered into with FunTown and T2CN.

We believe that the ownership structure and the business and operation models of FunTown and T2CN with
respect to their contractual arrangements with the respective PRC entities mentioned above comply with all existing
PRC laws, rules and regulations. In addition, no consent, approval or license is required under any of the existing laws
and regulations of the PRC for the respective ownership structures, businesses and operations of FunTown and T2CN.
There are however, substantial uncertainties regarding the interpretation and application of current or future PRC laws
and regulations. Accordingly, we cannot assure you that the PRC regulatory authorities will not ultimately take a view
contrary to the above. If we, FunTown or T2CN, or any of our subsidiaries with operations in the PRC are found to be
in violation of any existing or future PRC laws or regulations, the relevant regulatory authorities would have broad
discretion to deal with such violations, including the revocation of the business and operating licenses of FunTown,
T2CN or those of the PRC entities which are licensed to operate online games in the PRC, discontinuing or restricting
our, FunTown or T2CN s operations, requiring FunTown or T2CN to restructure their respective ownership structures
or operations or taking other regulatory or enforcement actions, including the levying of fines, that could be harmful
to our business.

There are no clear laws or regulations governing virtual asset property rights, in particular, in Greater
China, and therefore, it is not clear what liabilities, if any, online game operators may have in respect of virtual
assets

In the course of playing online games, some virtual assets, such as special equipment, player experience grades and
other features of our users game characters, are acquired and accumulated. Such virtual assets can be important to
online game players. In practice, virtual assets can be lost for various reasons, often through unauthorized use of users
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of a loss of virtual assets, we may be sued by online game players and could be held liable for damages, which may
negatively affect our business, financial condition and results of operations.

Failure to achieve and maintain effective internal control could have a material adverse effect on our
business, results of operations and the trading price of our Shares

We are subject to reporting obligations under the U.S. securities laws. The Commission, as required by Section 404
of the Sarbanes-Oxley Act of 2002, has adopted rules requiring public companies to include a report of management
on such companies internal control over financial reporting in its annual report, which contains an assessment by
management of the effectiveness of such company s internal control over financial reporting. In addition, an
independent registered public accounting firm for a public company must attest to and report on management s
assessment of the effectiveness of the company s internal control over financial reporting. Our annual report does not
include an attestation report of a registered public accounting firm regarding internal controls over financial reporting,
which is not required to be provided until the filing of our annual report for the financial year ended December 31,
2007.

Our management conducted an evaluation of the effectiveness of our internal controls over financial reporting and
concluded that our internal controls over financial reporting were effective as of December 31, 2006. However, there
is no guarantee that we will not have weaknesses in our internal control over financial reporting in the future. If we are
unable to successfully address such significant deficiencies in our internal control over financial reporting, our ability
to report our financial results on a timely and accurate basis may be adversely affected. In the event that deficiencies
that have been or might be identified are not remediated within the required period, we may again determine that we
have a material weakness in internal control over financial reporting and, consequently, that our internal control over
financial reporting is not effective to ensure that material information relating to our Company and its subsidiaries is
made known to our management, including our chief executive officer and chief financial officer, particularly during
the period when our periodic reports are being prepared or to provide reasonable assurance that our financial
statements are fairly presented in conformity with the accounting principles generally accepted in the United States.
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Our failure to achieve and maintain effective internal control over financial reporting could result in the loss of
investor confidence in the reliability of our financial statements, which in turn could harm our business and negatively
impact the trading price of our Shares. Furthermore, we may need to incur additional costs and use significant
management and other resources in an effort to comply with Section 404 and other requirements of the
Sarbanes-Oxley Act going forward.

We may need additional capital in the future and it may not be available on acceptable terms

The development of our business may require significant additional capital in the future to:

fund our operations;

enhance and expand the range of products and services we offer; and

respond to competitive pressures and perceived opportunities, such as investment, acquisition and international
expansion activities.

We cannot assure you that additional financing will be available on terms favorable to us, if at all. If adequate
funds are not available on acceptable terms, we may be forced to curtail or cease our operations. Moreover, even if we
are able to continue our operations, any failure to obtain additional financing could have a material and adverse effect
on our business, financial condition and results of operations and we may need to delay the deployment of our
services. See Item 5 Operating and Financial Review and Prospects B. Liquidity and Capital Resources.

We depend on our key personnel, and our business and growth prospects may be severely disrupted if we
lose their services

Our future success is heavily dependent upon the continued service of our key executives and other key employees.
In particular, we rely on the expertise, experience and leadership ability of our chief executive officer, Arthur Wang,
and our chief financial officer, Thomas Hui, in our business operations, and rely on their personal relationships with
our employees, the relevant regulatory authorities, and our game and service suppliers. We also rely on a number of
key technology officers and staff for the development and operation of our online games. In addition, as we expect to
focus increasingly on our online games businesses, we will need to continue attracting and retaining skilled and
experienced professionals to maintain our competitiveness.

If one or more of our key personnel are unable or unwilling to continue in their present positions, we may not be
able to easily replace them and may incur additional expenses to recruit and train new personnel. As a result, our
business could be severely disrupted, and our financial condition and results of operations could be materially and
adversely affected. Furthermore, since our industry is characterized by high demand and intense competition for
talent, we may need to offer higher compensation and other benefits in order to attract and retain key personnel in the
future. We cannot assure you that we will be able to attract or retain the key personnel that we will need to achieve our
business objectives.

We may be classified as a passive foreign investment company for U.S. federal income tax purposes. As a
result, you may be subject to materially adverse tax consequences with respect to our Shares

Although we do not believe we should be classified as a passive foreign investment company for the 2007 taxable
year, no assurances may be given that we will not be classified as a passive foreign investment company in the current
or any future taxable year. For a discussion of the factors that will affect whether or not we are classified as a passive
foreign investment company, see Item 10  Additional Information E. Taxation U.S. Federal Income Tax
Considerations for U.S. Holders Passive Foreign Investment Company Rules. If you are a U.S. person holding our
Shares, (or have held our Shares during a taxable year in respect of which we were classified as a passive foreign
investment company and you continue to hold such Shares or portion thereof) and we are classified as a passive
foreign investment company and you do not determine to make a mark-to-market election, you will be subject to
special U.S. federal income tax rules that may have materially adverse tax consequences and will require annual
reporting. See Item 10  Additional Information E. Taxation U.S. Federal Income Tax Considerations for U.S.
Holders Passive Foreign Investment Company Rules.
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Fluctuations in the exchange rates between U.S. dollar and other currencies in which we conduct our
business could adversely affect our profitability

Since January 1, 2004, we have reported our financial results in U.S. currency, which is subject to fluctuations in
respect of the currencies of the countries in which we operate. The operations of UIM, our major licensee, are
conducted in most major currencies, including U.S. dollars, British pounds sterling and Euros, and we earn revenues
from these sources in such currencies, as well as incurring expenses in U.S. dollars and Canadian dollars. The
operations of our online games business are conducted in NT dollars, Hong Kong dollars and Renminbi. Our Internet
access service business is conducted mainly in NT dollars. Accordingly, fluctuations in the exchange rates of world
currencies could have a positive or negative effect on our reported results. Given the constantly changing currency
exposures and the substantial volatility of currency exchange rates, we cannot predict the effect of exchange rate
fluctuations upon future operating results. There can be no assurance that we will not experience currency losses in the
future, which could have a material adverse effect on our business, revenues, operating results and financial condition.

We are controlled by the Koo family, which has significant influence in determining the outcome of any
corporate transaction or other matters submitted to our shareholders for approval, and their interests may
conflict with your interests

As of June 15, 2007, members of the Koo family beneficially owned approximately 20.44 percent of our
outstanding shares. Accordingly, the members of the Koo family have significant influence in determining the
outcome of any corporate transaction or other matters submitted to our shareholders for approval, including mergers,
consolidations and the sale of all or substantially all of our assets, and also the power to prevent or cause a change in
control. The interests of such members of the Koo family may differ from or conflict with your interests.

Our transactions with affiliates may not benefit us and may harm our Company

We have entered into several transactions with our affiliates. Our policy is that transactions with affiliates are to be
conducted on an arm s-length basis and on terms as favorable to us as with non-affiliates. However, we cannot assure
you that all our future transactions with affiliates will be beneficial to us.

Our operating results and financial condition are affected by general economic conditions, levels of
consumer spending, political stability as well as the occurrence of natural disasters and epidemics

Our operating results and financial condition, particularly in relation to our software licensing and online
entertainment business and our online games business, are directly dependent upon general economic conditions and
levels of consumer spending. Political unrest, war, acts of terrorism and other instability, as well as natural disasters
such as earthquakes and typhoons which are common in Taiwan, can result in disruption to our business or the
businesses of our customers. Similar occurrences in the future could result in increased volatility in or damage to the
global financial markets, which in turn may adversely affect our business and results of operations. Past economic
downturns have resulted in lower levels of consumer spending and have negatively impacted our sales and profit.
There can be no assurance that rising interest rates, an economic recession, other adverse economic developments, or
natural disasters or epidemics will not have a material adverse effect on our cash flows, profitability or financial
condition.

There are economic risks associated with doing business in Taiwan, particularly due to the tense
relationship between Taiwan and the PRC

Our principal executive offices, a major portion of our online games business and our Internet access service
business are located in Taiwan and substantially all of our net revenues in respect of these businesses are derived from
customers in Taiwan. Taiwan, as part of the Republic of China, has a unique international political status. The PRC
asserts sovereignty over mainland China and Taiwan and does not recognize the legitimacy of the Taiwan
government. Although significant economic and cultural relations have been established during recent years between
Taiwan and the PRC, the PRC government has indicated that it may use military force to gain control over Taiwan if
Taiwan declares independence or if any foreign power interferes in Taiwan s affairs. Relations between Taiwan and
the PRC and other factors affecting the political or economic conditions of Taiwan could also affect our online games
and Internet access service businesses.
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The ability of our subsidiaries to distribute dividends to us may be subject to restrictions under the laws of
Singapore, Taiwan and the PRC

We are a holding company, and some of our assets constitute our ownership interests in our subsidiaries in Taiwan,
including Hoshin GigaMedia which owns the Taiwan-based operations of our online games business and our Internet
access service business. Accordingly, part of our primary internal sources of funds to meet our cash needs is our share
of the dividends, if any, paid by our subsidiaries, including those in Taiwan. The distribution of dividends from these
subsidiaries in Taiwan to us is subject to restrictions imposed by the applicable corporate and tax regulations in these
countries, which are more fully described in Item 5  Operating and Financial Review and Prospects B. Liquidity and
Capital Resources Dividends from Our Subsidiaries in Taiwan. In addition, although there are currently no foreign
exchange control regulations which restrict the ability of our subsidiaries in Taiwan to distribute dividends to us, the
relevant regulations may be changed and the ability of these subsidiaries to distribute dividends to us may be restricted
in the future.

In June 2007, we acquired control over a majority of the voting rights in T2CN, an online games operator and
distributor which operates its business primarily in the PRC. Accordingly, going forward, we may be subject to further
restrictions imposed by PRC corporate, tax and exchange control regulations which are applicable to T2CN and its
business.

We are a Singapore company, and because the rights of shareholders under Singapore law differ from those
under U.S. law, you may have difficulty protecting your shareholder rights

Our corporate affairs are governed by our Memorandum and Articles of Association and by the laws governing
corporations incorporated in Singapore. The rights of our shareholders and the responsibilities of members of our
board of directors under Singapore law are different from those applicable to a corporation incorporated in the United
States and, therefore, our shareholders may have more difficulty protecting their interests in connection with actions
by the management, members of our board of directors or our controlling shareholders than they would as
shareholders of a corporation incorporated in the United States.

Anti-takeover provisions under the Singapore Securities and Futures Act (Chapter 289) and the Singapore
Code on Take-overs and Mergers may delay, deter or prevent a future takeover or change of control of our
Company, which could adversely affect the price of our Shares

There are provisions under the Singapore Securities and Futures Act (Chapter 289) and the Singapore Code on
Take-overs and Mergers that may delay, deter or prevent a future takeover or change of control of our Company.
Anyone acquiring an interest, either on his own or together with parties acting in concert with him, in 30 percent or
more of our voting shares must extend a takeover offer for the remaining voting shares. A person holding between
30 percent and 50 percent of our voting shares, either on his own or together with parties acting in concert with him,
must also make a takeover offer if that person together with parties acting in concert with him acquires additional
voting shares in excess of 1 percent of the total number of voting shares in any six-month period. These provisions
may discourage or prevent transactions that involve an actual or threatened change of control of our Company. This
may harm you because an acquisition bid may allow you to sell your Shares at a price above the prevailing market
price.

You may be subject to Singapore taxes

You should consult your tax advisors concerning the overall tax consequences of acquiring, owning or selling the
shares. Singapore tax law may differ from the tax laws of other jurisdictions, including the United States.

We may be subject to claims of intellectual property right infringement, and our limited intellectual
property protection causes us to be vulnerable to competitors infringing upon or misappropriating our
proprietary rights

As a distributor of Internet content, we face the same types of risks that apply to all businesses that publish or
distribute information, such as potential liability for copyright, patent or trademark infringement, defamation,
indecency and other similar claims. Any imposition of liability that is not covered by insurance, is in excess of
insurance coverage or for which we are not indemnified by a content provider, could have a material adverse effect on
our business and results of operations.
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non-disclosure agreements, and other contractual provisions to protect our proprietary software, trade secrets and
similar intellectual property. These are especially critical to our software licensing and online entertainment business.
We
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can offer no assurance that our efforts will prove to be sufficient or that third parties will not infringe upon or
misappropriate our proprietary rights. We may have to engage in litigation to enforce and protect our trade secrets and
other intellectual property rights. We may also be sued for allegedly infringing the rights of others or to determine the
scope and validity of their intellectual property rights. Any litigation involving proprietary rights could be costly,
require us to seek licenses from third parties and prevent us from selling our products and services, any of which could
have a material adverse effect on us.

Risks Related to our Shares

The price of our Shares has been volatile historically and may continue to be volatile, which may make it
difficult for holders to resell the Shares when desired or at attractive prices

The trading price of our Shares has been and may continue to be subject to wide fluctuations. In 2006, the sale
prices of our Shares on the NASDAQ Global Market have ranged from US$2.90 to US$12.38 per share and the last
reported sale price on June 15, 2007 was US$14.66. Our Share price may fluctuate in response to a number of events
and factors. In addition, the financial markets in general, and the market prices for Internet-related companies in
particular, have experienced extreme volatility that often has been unrelated to the operating performance of such
companies. These broad market and industry fluctuations may adversely affect the price of our Shares, regardless of
our operating performance.

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

Our legal and commercial name is GigaMedia Limited. We were incorporated in September 1999 as a company
limited by shares organized under the laws of the Republic of Singapore. Our Singapore company registration number
is 199905474H. Our principal executive offices are located at 14th Floor, 122 Tunhwa North Road, Taipei 10595,
Taiwan, and our telephone number is 886-2-8770-7966. Our Web site address is: http://www.gigamedia.com.tw.

Prior to September 2002, all our operations were conducted primarily through our wholly-owned subsidiary,
Hoshin GigaMedia. Hoshin GigaMedia was incorporated in October 1998 in Taiwan. Hoshin GigaMedia, as an
unlisted Taiwanese company, could not directly offer its shares to investors outside of Taiwan. To enable it to offer its
shares to international investors, GigaMedia was incorporated in Singapore in September 1999 and acquired
99.99 percent of Hoshin GigaMedia in November 1999. In October 2002, GigaMedia acquired the remaining
0.01 percent of Hoshin GigaMedia.

We completed the initial public offering of our Shares on February 18, 2000. Our Shares trade on the NASDAQ
Global Market under the symbol GIGM. We were the first Internet company based in Taiwan to list on the NASDAQ
Global Market.

In September 2002, we acquired Rose Records (formerly known as Point Records Co., Ltd.) and Tachung Records
(formerly known as Music King Co., Ltd.), two of the largest music store chains in Taiwan, with a view to expanding
our business to retail entertainment services.

Under new management in 2004, we began to restructure our Company to achieve profitability, generate growth
and enhance shareholder value.

In April 2004, we acquired the business and operations of Grand Virtual, Inc. and related affiliates, a privately-held
gaming software developer and application service provider, through CESL, our wholly-owned subsidiary, with a
view to enhancing our diversified entertainment products portfolio.

In September 2005, we sold all of our ownership interest in the Rose Records and Tachung Records music store
chains with a view to eliminating our non-core operations.

In order to enhance our position in the online entertainment market, in January 2006, we acquired FunTown, an
Asian online games business.
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In April 2006, we entered into a strategic alliance with, and subscribed for 7.5 million convertible voting preferred
shares of, T2CN, one of China s leading online sports game operators. Subsequently, between February 2007 and June
2007, we acquired 18.1 million common shares of T2CN, subscribed for an additional 7.5 million convertible voting
preferred shares and entered into a voting trust arrangement with a shareholder of T2CN pursuant to which we
acquired control over a further 0.85 million common shares of T2CN. As of June 15, 2007, we own approximately
18.1 million common shares and 15 million convertible voting preferred shares of T2CN, and also control voting
rights with respect to 0.85 million common shares of T2CN, which in aggregate represent a controlling interest of
51.12 percent of the total outstanding voting rights of T2CN. The financial results of T2CN will only be consolidated
in our financial results for the year ended December 31, 2007.

In May 2006, we disposed of our ADSL business, which formed a part of our Internet access service business.

In December 2006, we entered into a strategic alliance with Infocomm Asia, an operator and distributor of online
games in Southeast Asia, in connection with which we acquired preferred shares convertible into an interest of
approximately 32.26 percent of the issued ordinary shares of Infocomm Asia, which was subsequently diluted in
February, 2007 due to Infocomm Asia securing additional equity investors. As of June 15, 2007, convertible preferred
shares held by us in Infocomm Asia are convertible into a post-dilution interest of approximately 28.43 percent in the
ordinary shares of Infocomm Asia. Upon conversion of the convertible securities held by us, we expect that we will
become the largest shareholder of Infocomm Asia.

See Notes 4 and 5 of our consolidated financial statements for additional information.

For a description of the important events in the development of our business since the beginning of our last three
financial years to the date of this annual report, see Item 5  Operating and Financial Review and Prospects ~ A.
Operating Results. A description of our principal capital expenditures and divestitures, since the beginning of our last
three financial years to the date of this annual report is set forth in Item 5  Operating and Financial Review Prospects
B. Liquidity and Capital Resources. Information concerning the principal capital expenditures and divestitures
currently in progress is also described in Item 5  Operating and Financial Review and Prospect B. Liquidity and
Capital Resources.

B. Business Overview

We are a holding company and, through several subsidiaries, develop and license online gaming software and
provide application services, own and operate an online games business, and provide broadband Internet access
services. Our software licensing and online entertainment business is operated through our subsidiary CESL. Our
Taiwan online games business is operated through Hoshin GigaMedia. Our Hong Kong and PRC online games
business is operated through T2CN and our subsidiary, FunTown World Limited. Our Taiwan Internet access service
businesses are operated through our subsidiary, Hoshin GigaMedia, which focuses on retail users, and Hoshin
GigaMedia s subsidiary, Koos Broadband Telecom Co., Ltd. ( KBT ), which focuses on corporate users.

Prior to 2002, our primary business was the provision of broadband Internet access services in Taiwan. Since
disposing of our music distribution business in 2005 and acquiring a gaming software provider in 2004 and an online
games business in 2006, we have become a major provider of online entertainment software services.

We acquired our software licensing and online entertainment business in a private transaction from the founding
shareholders of GV Enterprise Voting Trust in April 2004 with a view to enhancing our portfolio of entertainment
products. In this transaction, we acquired all the outstanding and issued shares of some of the founding
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shareholder s subsidiaries, Grand Virtual, Inc., Grand Virtual Limited and Grand Virtual (Alderney) Limited, for an
all-cash consideration of US$32.5 million, excluding related transaction costs. To help ensure a smooth transition and
the continued expansion of our software licensing and online entertainment business in the future, we also retained the
experienced management, engineering and operation teams of these companies. Since the acquisition, we have
restructured the business and currently operate our software licensing and online entertainment business through our
subsidiary CESL, which develops and provides software solutions through its wholly-owned subsidiary Cambridge
Interactive Development Corporation ( CIDC ), in Cambridge, MA and in Montreal, Canada, and application services
through its wholly-owned subsidiary Internet Media Licensing Limited ( IML ), for clients operating in the expanding
Internet-based entertainment markets worldwide. Our software licensing and online entertainment business generated
revenues of approximately US$22.5 million and US$55.0 million and operating income of approximately US$6.0
million and US$16.8 million for the years ended December 31, 2005 and 2006, respectively.

We acquired FunTown, an online games business, in January 2006 to strengthen our online entertainment business.
Founded in 1998, FunTown is one of the leading casual games platforms in Asia, with over 9 million registered users
and an offering of more than 40 casual games and services in Greater China as of June 15, 2007. FunTown generates
revenues through access fees and also through the sales of various in-game items. FunTown s games can be played on
personal computers, mobile phones and airplane entertainment consoles and are expected to be available on the Xbox
360 in the second half of 2007. FunTown has strong research and development capabilities and has developed over
90 percent of its online casual games in-house. FunTown also provides value-added services, such as tournaments,
personal contact lists and social networking to help build a strong player community. Our online games business
generated revenues of approximately US$18.7 million and operating income of approximately US$5.6 million for the
year ended December 31, 2006.

In December 2006, we entered into a strategic alliance with Infocomm Asia, a Southeast Asian online gaming
platform offering game titles such as Granado Espada and Hellgate: London, both under exclusive licenses for most
of Southeast Asia.

Between April 2006 and June 2007, we acquired control over approximately 51.12 percent of the voting rights in
T2CN, an online sports game operators operating mainly in the PRC. T2CN is one of the leading online sports and
casual game operators in China and operates FreeStyle, an online sports game in China. T2CN is currently led by a
management team with a strong track record in China s online game industry, and has close marketing partnerships
with international brands such as Coca Cola, Nike and Nokia. The financial results of T2CN will only be consolidated
in our financial results for the year ended December 31, 2007.

We operate our legacy Internet access service business through our subsidiary Hoshin GigaMedia, which provides
Internet access services. In 2005, our access products consisted of ADSL and cable modem offerings, giving us the
ability to deliver broadband connections island-wide. As of June 2007, we had 26 cable system partners, through
which we had access to more than 3.8 million Taiwanese households, as well as approximately 520,000 small and
medium-sized enterprises ( SMEs ). In addition, another of our subsidiaries, KBT, provides broadband services to
corporate customers. On May 15, 2006, we entered into an asset purchase and sale agreement and a service agreement
with Webs-TV Inc. ( Webs-TV ), previously known as Webs-TV Digital International Corporation to sell our ADSL
business and provide certain telecom and consulting services on a transitional basis. Our Internet access service
business generated revenues of approximately US$20.6 million and operating income of approximately
US$4.2 million in 2006. Our ADSL business, which we disposed of in May 2006, generated approximately
US$3.0 million in revenues in 2006, which represented approximately 15 percent of our Internet access services
revenues and approximately 3 percent of our consolidated revenues. Consistent with our focus on online
entertainment, we have retained financial advisers to explore the sale of this legacy business.

Software Licensing and Online Entertainment Business
Overview

We operate our software licensing and online entertainment business through our subsidiary, CESL, and through
its wholly-owned subsidiaries, CIDC and IML. CESL develops and licenses software solutions and application
services in the expanding Internet-based online entertainment markets. CESL offers a wide array of products and
services, including online entertainment and social networking. CESL s software solutions and
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services also offer great expansion capabilities. CESL can help existing and potential clients expand geographically
through language localization for products and services. Currently, our products and services are available in 16
languages, which include mostly European languages and some Asian languages. CESL also helps existing and
potential clients who license our software and services to expand their business through a fully-customizable
multi-tiered licensing program to a great number of sub-licensees.

Our Products

Our software products are built upon modern Internet technologies capable of providing multi-player gaming
platforms, powerful transaction engines, advanced risk management tools, comprehensive online marketing tools,
sophisticated data mining and reporting utilities, intuitive graphical user interfaces and localization in 16 major
languages including English, French, German, Italian, Spanish, Portuguese, Norwegian, Swedish, Danish, Dutch,
Greek, Finnish, Polish, Hungarian, Simplified Chinese, and Japanese.

Our software products are specially designed to enable our clients to manage the online entertainment properties
and offer online entertainment to visitors of their online entertainment properties. We currently provide the following
gaming software products:

Online Entertainment Management these are tools that enable our existing and potential clients to offer online
gaming software, monitor end-user behavior, and potentially to monetize the traffic and patronage generated by the
end users. Our integrated and comprehensive multi-lingual e-commerce system facilitates Internet-based transaction
processing and can provide detailed analysis of transaction records of our diversified international end users. In
addition, there are promotional tools that help build player loyalty and increase retention rates.

Online Entertainment Modules these are customizable entertainment modules that run on Microsoft Windows
95/98/NT/2000/ME/XP/VISTA and feature a realistic 3-D environment, selectable background music, and local
language interface. In 2004 we developed and launched a new suite of software that enables players to compete
against each other in real time.

Our Services

In addition to licensing our software products to our licensees, including UIM, we offer a variety of application

services and consulting services for backend operations. These services include:

Infrastructure Design Services
Infrastructure Design: Architecture design of servers, routers, firewalls, network software and management
tools required for an Internet property.
Site Creation: Creation and branding of our client s Internet property, customized to match our licensees unique
identities and creative themes.

Transaction Processing Design Services
Payment: Consultation for the design of timely collection and distribution of payments through a variety of
channels and merchants.
Billing: Consultation for the design of real-time and out-of-band transaction processing and order management.
Risk Management: Consultation for design of tools and processes for fraud detection, prevention, and
management.

Customer Support Services
Infrastructure Consultation Support: Complete round-the-clock consultation support to help clients resolve
infrastructure issues.
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Platform Technical Support: Consultation during periodic maintenance to update, patch, and fine-tune the
system performance of our software solutions.

Custom Gaming Software Development Services
Design and development of custom entertainment modules and interfaces for our platform meeting client
specific requests.

Our Technology and Infrastructure

Our Universal Gaming Platform is based on a sophisticated modular distributed transaction processing architecture
that is designed to be flexible, extensible, scalable and secure. Composed of multiple fault-tolerant distributed
modules, our backend infrastructure provides the functions of gaming servers, game points management, financial
stored-value management, e-commerce engines, a central database and an extensive toolset to handle fraud screening,
data mining, player support and partner programs. Being comprehensive and extensible, our Universal Gaming
Platform can be used as a generic common platform to support a wide range of online gaming, including skills-based
gaming and multi-player gaming. Our multiple real-time gaming server software enables seamless integrated
management of all end user registration, account administration, deposit and transactions. With our software, end
users on various platforms can communicate securely across the Internet through multiple real-time gaming servers.
To further increase the flexibility of our platform, a transaction server layer encapsulates business logic and abstracts
data and third-party services, such as payment processors. This allows us to isolate the core processing module with
business logic, greatly reducing the amount of development and quality assurance work required when we want to
extend the system. Our comprehensive administration tools enable advanced data analysis to deliver high-quality
end-user support and licensee management. Our multiple payment processor gateway capabilities provide choice and
flexibility to handle the complexities of international markets.

We have developed expertise as well as necessary infrastructure to make our products suitable for the local markets
in which we operate, for the non-English speaking markets along with our in-house teams of native language experts
to ensure cultural fidelity in everything from content to graphics to interfaces and controls.

UIM

Our software licensing and online entertainment business is dependent upon our major licensee, UIM. The
following is a brief description of UIM s business. Since we have no equity interest in UIM and do not exercise any
control over it, the information below has been obtained from publicly available sources, and in part was provided to
us by officers of UIM. Though we have no reason to believe the information below is inaccurate, we could not
independently verify the accuracy thereof.

UIM is an online entertainment operator that provides online gaming services, including online casinos and virtual
poker rooms. By utilizing our software, UIM offers these services through several Web sites, including Everest Casino
(www.everestcasino.com) and Everest Poker (www.everestpoker.com). While each of these Web sites carries a unique
appearance and theme, the services provided by each of them is substantially similar. UIM markets its Web sites, in
part, through Affiliated Web Attractions  United Partner Program (www.affiliatedweb.com), which also utilizes our
software. Under this program, private and commercial owners of Web sites are invited to place on their Web sites
banners containing links to UIM s Web sites, in return for fees based on the revenues generated by users that have been
directed to UIM s Web site from such banners. Our software package also includes the platform to operate this aspect
of the business.

UIM is located in and operates exclusively from computer servers located in the Kahnawake Territory in Canada
under a gaming license issued by the Kahnawake Gaming Commission, subject to continuing compliance with
applicable licensing requirements. See ~ Regulation Regulation Relating to Online Gaming. In addition to licensing
our software, we provide UIM with application services and consulting services for its Internet property and
infrastructure, including Web site design, payment gateways and database and operating systems, in return for a fixed
percentage of UIM s gross receipts.

Although we do not have any equity ownership interest in UIM, we consolidated UIM s assets, liabilities and
results of operations as of and for the nine months ended December 31, 2004 and for the years ended December 31,
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2005 and 2006 in our consolidated financial statements in accordance with the requirements under FIN 46(R). We are
entitled to fees from UIM based upon its revenues. See Item 5  Operating and Financial Review and Prospects
Overview Consolidation of UIM Under FIN 46(R) for additional information.

Competition

The Internet gaming software industry is characterized by rapid technological change. Our success depends, in
part, upon our ability to enhance our products and services to keep pace with technological developments, respond to
evolving customer requirements and achieving continued market acceptance.

Online gaming software design houses and application service providers are our primary competitors. However,
given the low barriers to entry in the software industry and the increasing popularity of Internet-based businesses,
there are a large number of competitors scattered throughout many different segments of software and Internet
industries. We potentially compete with a number of public and private companies, which provide Internet property
architecture design/development, Web design/development, online gaming software design/development, marketing
tools and solutions providers, customer support tools and solutions providers, and e-commerce tools and solutions
providers. The diversity of our potential competitors makes it difficult to compile information about the nature of our
competitors, their operations and their resources. Traditional Internet service providers and other entities, many of
which have significant financial resources and name brand recognition, may provide online entertainment services in
the future. Such Internet service providers and entertainment service providers may also develop and offer the
underlying software solutions and tools to others in direct competition with us.

We are also exposed to competition in the Internet gaming industry through our licensees, such as UIM, as license
fees with respect to gaming software provided by us typically include a variable fee based on revenues earned by such
licensees from the operation of the licensed software. Our licensees (including UIM), face tough competition in the
online gaming industry, which is also characterized by low barriers to entry, rapid technological change and
ever-changing consumer preferences. New entrants to the online gaming sector, market consolidation and aggressive
marketing and pricing by competitors may lead to a significant decline in the customer base, revenues and margins of
our licensees. Any future liberalization of licensing or regulation of online gaming in countries where they generate
significant revenues is likely to lead to increased competition, including competition from companies that do not
currently offer online gaming services. For example, as a result of the UIGEA and subsequent closing of the online
gaming market in the United States, we and our licensees (including UIM) face increasing competition from
entertainment service providers in our markets in Continental Europe, which are also increasingly subject to
regulation from governmental authorities.

Furthermore, some of our competitors and competitors of our licensees (including UIM) are more established,
enjoy greater market recognition, are substantially larger and have substantially greater resources and distribution
capabilities than we do.

Faced with our known competitors, and most likely several new competitors that may be established in the near
future, we will continue to improve the principal competitive factors that we believe can differentiate us from our
competitors, including: brand, technology, financial stability and resources, proven track record, regulatory
compliance, independent oversight and transparency of business practices in our industry.

Online Games Business*
Overview

We operate our online games business through our subsidiaries Hoshin GigaMedia and FunTown World Limited.
Hoshin GigaMedia operates our online games business in Taiwan, and T2CN and FunTown World Limited operate
our online games business in Hong Kong and the PRC.

FunTown offers a broad range of online games and services, which we develop in-house or license from third
parties. The online games offered by FunTown include casual games such as MahJong and numerous varieties of card,
chess, and table games, most of which cater specifically to Asian audiences, as well as advanced casual games.

* We only acquired control over a majority of the voting rights in T2CN in June 2007. Owing to the recent nature of
this development, we have not provided information relating to T2CN and its business.
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We plan to launch MMORPGs in late 2007. FunTown also provides services, such as game clubs for players,
tournaments related to FunTown s online games, and social networking, all of which are intended to help build a
strong player community. As of May 31, 2007, FunTown had approximately 9.6 million registered members, and
approximately 41,350 peak concurrent users and 20,500 average concurrent users in the month of May 2007.

Our online games allow users access to a broad continuum of online entertainment, from traditional Asian games
that are instantly recognizable and easy to learn and play, to more advanced online games that allow users to interact
with each other in virtual worlds by assuming characters they may customize. We believe that the traditional appeal,
and interactive and group-oriented nature of these games, combined with our brand, our community-focused services
and the large size of our user base, contributes to retaining our current users and attracting new users.

Our operating platform includes our technological infrastructure, distribution and payment system, customer
service center, game content management and marketing platform. Our technological infrastructure consists of a
server network throughout Greater China, the architecture of which is easily scalable to accommodate business growth
and increased future user demand. Our distribution and payment network in Taiwan includes approximately 12,905
physical distribution points. Additionally, in 2006, we processed approximately 920,500 online transactions for virtual
point cards. Our customer service system includes a 24-hour call center and a walk-in customer service center. In
addition, our most popular online games have separate game content management teams that manage the operation of
the games and the online community for the games.

Currently, our games and services are primarily accessed through personal computers. Our games are also available
on mobile phones, the Intel Viiv platform and on certain airlines. We expect FunTown s games to be offered on
Microsoft s Xbox 360 in Taiwan in the second half of 2007.

In March 2006, we entered into a co-operation agreement with Wretch Co., Ltd. ( Wretch ) pursuant to which we
entered into a strategic alliance with Wretch for the development of an online entertainment community by combining
Wretch s strengths in blogs, online photo sharing and other community offerings with FunTown s leading MahJong and
other online casual game offerings. In connection with this, we also entered into a subscription rights agreement with
Wretch and certain shareholders of Wretch, pursuant to which we obtained the right to subscribe for an equity interest
in Wretch under certain circumstances. In 2006, Yahoo! Taiwan agreed to acquire Wretch, which acquisition was
completed in May 2007. In connection with this transaction, we agreed to terminate our right to subscribe for an
equity interest in Wretch, in consideration for a cash payment and the formation of a strategic partnership with Yahoo!
Taiwan. Our right to subscribe for an equity interest in Wretch was terminated on May 8, 2007, the closing date of the
acquisition of Wretch by Yahoo! Taiwan, and we were paid approximately US$0.6 million in connection with such
termination. Under the strategic co-operation arrangement, we have continued to co-operate with Wretch under the
original strategic alliance, which was expanded to include strategic co-operation with Yahoo! Taiwan, to develop a
co-branded Web site with co-marketing of FunTown s games on key Yahoo! Taiwan properties. Direct links to the
co-branded Web site are prominently featured throughout Wretch, and have been placed on Yahoo! Taiwan s online
game and messenger homepages with banner advertisement rights designed to attract users to the co-branded Web
site. Members of Yahoo! Taiwan are able to directly access FunTown s games on the co-branded Web site with their
Yahoo! login information.

In December 2006, we entered into a strategic partnership with Infocomm Asia, a Southeast Asian online games
operator and distributor offering blockbuster titles such as Granado Espada and Hellgate: London, both under
exclusive license for most of Southeast Asia. We also secured an exclusive license to offer and operate Hellgate:
London, an online game anticipated to be launched in 2007, in the territories of Taiwan, Hong Kong and Macau. We
will operate Hellgate: London in partnership with Infocomm Asia through a strategic joint venture, Dragongate
Enterprises Limited ( Dragongate Enterprises ), in which we hold a 70 percent interest and Cyber Gateway Pte. Ltd. (a
wholly-owned subsidiary of Infocomm Asia) holds a 30 percent interest.

In February 2007, we secured an exclusive license from the Toppig Corporation, a Korean company, to offer and
operate Nanaimo, an online action role-playing game expected to be launched in late 2007, in the territories of Taiwan
and Hong Kong.

In March 2007, we also secured an exclusive license from the SEGA Corporation to offer and operate Phantasy
Star Universe, an online action role-playing game which is expected to be launched in the second half of 2007, in the
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Our Products

FunTown offers more than 40 online multi-player casual games in the following categories: MahJong, Chinese
poker, Chinese chess, table games, social games, puzzle-style games, advanced casual games and chance-based
games, and intends to launch certain MMORPGSs in late 2007. These games are real-time and multi-player capable.

In general, online casual games are games with simple rules that are easy to learn and play, and which can be
completed in short sessions. MMORPGs are more complex, require much greater time to learn and often involve large
groups of players competing simultaneously online.

MahJong

MahlJong is a traditional and highly popular Chinese social game, often played on holidays, at social gatherings and
during special occasions, such as weddings. It is widely played in Japan, Korea, Greater China and other parts of Asia.
Similar to poker, MahJong is a multi-player game, consisting of four players per game. FunTown offers different local
versions of MahJong for players in the PRC, Hong Kong and Taiwan. Players select a table, based on either skill or
stakes, and can then invite friends to play on the same table online. Players can compete with anyone throughout
FunTown s Greater China network. Virtual currency is purchased in order to play these games, and may be used to
play other FunTown games or to purchase virtual items, if not used to play the games, but may not be redeemed for
cash.

Special offline events are held from time to time to stimulate interest and foster group solidarity among the many
MahJong guilds that players can join online. FunTown organizes a large annual MahJong tournament in Taipei which
is open to anyone belonging to one of FunTown s MahJong guilds. In 2006, more than 400 guilds and 30,000 players
participated in the event and attended the tournament. In December 2006, we also obtained the exclusive right to
co-host the MahJong World Championship together with the World MahJong Organization. In conjunction with the
World MahJong Organization, we intend to establish and operate a series of regional qualifying MahJong tournaments
in Asia, Europe and North America for the MahJong World Championship.

Chinese Poker

As with MahJong, there are several varieties of poker played in different regions of Greater China. FunTown offers
many different Chinese poker games popular in various regions of Greater China. FunTown s players can select their
desired poker table based on the level of skill or stakes. Virtual currency is purchased in order to play these games,
and may be used to play other Fun'Town games or to purchase virtual items, if not used to play the games, but may not
be redeemed for cash.

Chinese Chess

FunTown also offers various popular Chinese chess games. Players can select from opponents online based on
different skill levels.
Social Games

FunTown has a unique social networking and matching game called FunTown Village , which offers a virtual
playground for players to meet other players through their online avatars. Players can purchase virtual items, such as
clothing and accessories, to enhance the appeal of their online avatars. We plan to introduce more such virtual items to
address the strong social interests of our players and to help increase FunTown s overall appeal as a distinct game
community and brand.

Puzzle-Style Games

FunTown also operates a platform known as Osuke Playground , which offers a collection of puzzle-style games
and matching games similar to historically popular and classic games such as Bejeweled. In addition, Osuke
Playground also offers some table games such as nine-ball, a contemporary variation of pocket billiards. These games
are designed with online multi-player features which allow players to pit their skills against one another. In addition,
like all other games offered by FunTown, the Osuke Playground games are integrated into our FunTown platform
with
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features such as a player-to-player messaging system, virtual currency and avatars. The more popular games in Osuke
Playground include Magical Blocks , Happy Link , Zoo Match and Fortress 2.
Advanced Casual Games

FunTown has broadened its games offering to include sports action games and arcade-style games, such as a
multi-player obstacle running game that was launched in June 2006 called Tales Runner. In February 2007, we also
secured an exclusive license from the Toppig Corporation to offer and operate Nanaimo, an online action role-playing
game expected to be launched in late 2007, in the territories of Taiwan and Hong Kong. Nanaimo is a free,
easy-to-play game set in a cartoon world and is filled with action, community activities and collectibles.
Chance-Based Games

To enhance the varieties of FunTown products, FunTown also offers chance-based games for users, who purchase
virtual currency in order to play the games. Virtual currency purchased may be used to play other FunTown games or
to purchase virtual avatar items, if not used to play the games, which include bingo, lotto, horse racing, Sic-Bo, and
various different kinds of slot games, but may not be redeemed for cash.

MMORPGs

In December 2006, we, through our 70 percent owned subsidiary, Dragongate Enterprises, secured an exclusive
license to offer and operate Hellgate: London, an online action-driven role-playing game expected to be launched in
late 2007, in the territories of Taiwan, Hong Kong and Macau. In the game, the player creates a heroic character and
completes quests and battles to advance through experience levels and branching skill paths. A robust, flexible skill
and spell system, highly customizable appearances and a massive variety of randomly generated equipment allow
players to create their own unique heroes. Hellgate: London is a creation of Flagship Studios, an online game
development studio founded in 2003 by a team of executives and developers renowned for numerous best-selling
games and multiple Game-of-the-Year Awards to their credit, including the worldwide best-selling Diablo®,
Starcraft® and Warcraft® games.

In March 2007, we also secured an exclusive license from the SEGA Corporation to offer and operate Phantasy
Star Universe, an online and offline action role-playing game expected to be launched in the second half of 2007, in
the territories of Taiwan and Hong Kong. Phantasy Star Universe is the long-awaited sequel to SEGA s
critically-acclaimed role-playing game series Phantasy Star. In the game, players customize their size and appearance,
vehicles, weapons and helper robots to create their own unique characters. Players can join forces and exchange game
items with each other to complete quests and battles, and build their characters into powerful warriors.

Our Services

FunTown provides many online game services to its players to enhance their playing experiences and support the
development of a strong player community.
Player Clubs

We offer player clubs in which FunTown players can form their own club, invite players with similar interests or
skill levels to join, and organize online and offline events for club members. Player clubs complement the strong
social qualities of online games by helping to build and maintain an online game community.

Tournaments

Tournaments are one of the most important services provided by FunTown. Players can organize and participate in
clubs and compete in weekly online club tournaments. On an annual basis, FunTown also sponsors large-scale
real-person tournaments where players attend the tournament in person and compete online via computers provided on
the tournament premises. For example, FunTown organizes a large annual MahJong tournament in Taipei, Taiwan
which is open to anyone belonging to one of FunTown s MahJong guilds. In 2006, more than 400 guilds and 30,000
players participated in the event and attended the tournament. In December 2006, we also obtained the exclusive right
to co-host the MahJong World Championship together with the World MahJong Organization. In conjunction with the
World MahJong Organization, we intend to establish and operate a series of
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regional qualifying MahJong tournaments in Asia, Europe and North America for the MahJong World Championship.
Friends and Family

The FunTown platform has a unique personal contact feature, similar to the contact list of instant message
programs, which enables players to see when their personal network of friends and family are online. This enables
players to invite people in their network to play online games together.

Social Networking

FunTown s platform is designed to be an attractive forum in which to make friends and have fun, as well as
compete and win prizes. The platform has a virtual town hall, in which players may interact, meet new people or even
get married. FunTown s social networking features help build an important online community.

Avatars

To help players customize their persona online and increase their overall entertainment experience, FunTown also
offers many in-game items which may be purchased by players for their online personas, or avatars, in order to create
their own unique look while participating in the online community. The items for sale for avatars include facial
expressions, clothes and accessories. These items are particularly popular with younger players, who like to customize
their avatars to express themselves and establish unique identities and distinct fashions in the online community.

Our Pricing, Distribution and Payment

Our principal sources of revenue for online games are access fees and fees for sale of in-game items. We offer
flexible pricing to suit different players playing habits. We have both hourly and monthly access fee pricing schemes
to cater to light-usage and heavy-usage players, respectively.

We also charge players fees for the purchase of various in-game items, mainly virtual coins and customized
avatars.

FunTown has both physical and virtual distribution channels for its games:

Physical distribution channels. Physical distribution channels include convenience chain stores such as 7-11,
and Internet cafés. At these locations, users may purchase pre-paid cards with varying amounts of credits to
play FunTown s suite of casual games. In addition, players may purchase game packs to play specific games on
FunTown s platform.

Virtual distribution channels. Virtual distribution channels consist of various Web sites, including FunTown s
official Web site. Users may purchase game credits through online sites with their credit card or bill via their
telecom carrier.

To use our fee-based online games, a customer must register an account in our system. Once registered, the
customer may log onto our network, select and activate the games the customer wishes to play, and then charge his or
her account using a prepaid card or prepaid online points. Customers only need to maintain one account, which
provides information regarding the customer s available prepaid game credits and payment history.

Our Marketing

Our marketing strategy is to capitalize on our established brand and utilize our large existing user base and
distribution network to retain our existing users and attract new users. We employ a variety of traditional and online
marketing programs and promotional activities to promote our games, which include:

In-Game Events. We organize in-game events for our users, which we believe encourages the development of
virtual communities among our users and increases user interest in our games. Examples of in-game events
include special challenges or features introduced to the game environments for a scheduled period.
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In addition, we use in-game events to introduce users to new features of our games. We may also post
announcements in the game environment to promote new features, other improvements to the games, and
in-game events.

In-Game Marketing. We may conduct in-game marketing programs from time to time, including online
contests for prizes.

Cross-Marketing. We have cross-marketing relationships with popular consumer brands, technology
companies and major telecom carriers. We believe that our cross-marketing relationships with certain
well-known companies, including Intel Corporation ( Intel ) and Microsoft Corporation ( Microsoft ), will
increase the recognition of our online game brands.

Open Beta Testing. Our open beta testing system tests both the operation of new games under open market
conditions and introduces new games to users. During open beta testing, we do not charge users to play the
new game. Open beta testing provides an initial user base and creates initial interest and word-of-mouth
publicity to support the commercial launch of the game.

Offline Events/Promotions. From time to time we distribute free game-related posters, promotional prepaid
cards for beginners, and game-related souvenirs at trade shows, selected Internet cafés and other locations. We
may conduct events at popular venues to stage exhibitions, distribute software and game content-related
merchandise, and interact directly with our user base. Furthermore, we may sponsor select media events, such
as industry-related awards shows and TV shows, to promote our brand names and our games.

TV Commercials. We use TV commercials to attract potential customers and to promote our games and brand.
Marketing Research. We use various qualitative and quantitative market research methods to analyze our target
market and to differentiate our product offerings from those of our competitors.

Game Magazine Advertisements. We also advertise certain of our games in various game magazines. From
time to time, we also collaborate with such magazines in various promotions, including giving away copies of
certain games free of charge with each magazine sold.

Direct Marketing. We use telemarketing and email correspondence to inform our users of new products,
promotions, and other product related services.

We also regard customer service as a key marketing tool and we are committed to providing superior customer
service to our users. We provide service to our customers through three principal channels:

our call center in FunTown s offices in Taiwan, which serves our customers 24 hours a day, seven days a week;
our walk-in customer service centers in Taipei and Hong Kong; and
e-mail and facsimile letters.

In addition, we offer bulletin board services that allow users to post questions to, and receive responses from, other
users.

We have game masters dedicated to our most popular games. Game master responsibilities include organizing
in-game events, troubleshooting and actively monitoring the online game environment. Game masters are available to
respond to players inquiries, initiate bug reporting and removal processes, as well as to identify, record and
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deal with inappropriate player behavior such as cheating. We believe that our provision of game masters to monitor
the gaming environment is an important element in maintaining our customer loyalty and efficiently addressing
technical problems as they arise.

Our Players

As of June 15, 2007, we had over 9 million registered players of our online games, and we recorded over 123,500
paying players, approximately 41,350 peak concurrent users and 20,500 average concurrent users, all in the month of
May 2007. The majority of our online game players are 25 to 35 years old, and consist of approximately 55 percent
male and 45 percent female players.

Our Sources of Products and Services

Historically, we developed our games and services in-house to have better control of the game features and allow
for seamless integration with our games platform. Occasionally, we outsource game development to game studios to
expedite the development process and time to market. More recently, we have also begun to license games to expand
the scope of our games offering. As of June 15, 2007, we hold licenses for the operation of five games in various
territories, Tales Runner, Fortress 2, Hellgate: London, Phantasy Star Universe and Nanaimo. Game licensing costs
consist typically of an upfront fee, and an ongoing licensing fee equal to a percentage of revenues earned from the
licensed games.

We continue to aggressively expand our products and services offerings by developing and launching new games,
updating games and community features on our platform. We are currently working with Microsoft to launch
FunTown s online MahJong on the Xbox 360, which is expected to be launched in the second half of 2007. In order to
support our product development capabilities and develop our proprietary online games, we have a strong research
and development team composed of approximately 72 employees in Taipei and Shanghai as of June 15, 2007.

Our Technology and Infrastructure

We have a scalable and modular platform that enables us to increase our game offerings and services. The platform
consists of several key modules: authentication, billing, game management, customer service, and the basic platform
operation. Since our platform was designed with scalability in mind, we have a unified user account system, which
allows our players to use one single account to access all FunTown games. Our billing and game management
modules are flexible enough to integrate both in-house developed and licensed games. Our customer service module
enables us to assist our players both in and outside of the games.

As technologies advance and enable people to access the Internet in new ways, we plan to expand our offerings to
match these new access technologies and platforms. We are currently working with Microsoft to develop some of our
available games for use on the Xbox 360 platform, with Intel to make some of our games and services available on its
Viiv technology for digital home media centers; and Chunghwa Telecom to offer certain of our popular game titles on
its media-on-demand system. We also have created games for use on other wireless mobile phone platforms. In
addition to these new technologies, our games are currently available to air travelers on certain airlines, enabling
players to play with other passengers travelling on the same flight.

Competition

Our main competitors in the online games business are casual game operators in Greater China, including Shanda,
Nineyou (Shanghai Everstar Online Entertainment Co., Ltd.), Tencent Holdings Limited, Ourgames.com (Beijing
Globalink Computer Technology Co., Ltd.), International Games System Co., Ltd and Chinagames.net. Our
competitors also include massively multi-player online role-playing game operators in Taiwan, including Gamania
Digital Entertainment Co., Ltd. ( Gamania ) and Soft-World International Corporation.

We expect more companies to enter the online games industry in Greater China and a wider range of online games
to be introduced to the Greater China market, given the relatively low entry barriers to the online games industry. Our
competitors vary in size and include large companies such as Shanda, many of which have significant financial,
marketing and game development resources as well as name recognition. To cope with competition, we aim to
develop new features and services that we think our players will pay for and enjoy. We also work on strengthening the
appeal of our online games platform through building player communities, honorary titles, virtual badges and banners
of honor, as well as other virtual assets.
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Intellectual Property and Proprietary Rights

We rely on copyrights, trademarks, trade secrets and other intellectual property laws, as well as non-competition,
confidentiality and license agreements with our employees, suppliers, business partners and others to protect our
intellectual property rights. Our employees are generally required to sign agreements acknowledging that all
inventions, trade secrets, works of authorship, developments and other processes generated by them on our behalf are
our property, and assign to us any ownership rights that they may claim in those works.

As of June 15, 2007, we were the owner of 37 software copyrights and 34 trademarks registered with various
government agencies throughout Greater China and Taiwan. We also hold licenses for the operation of five online
games, including Tales Runner, Fortress 2, Hellgate: London, Phantasy Star Universe and Nanaimo.

Internet Access Services Business
Our Services

We provide broadband Internet access services to consumer and corporate customers through various technologies
and products including, cable modems, leased-lines, virtual private network and other value-added services.
Internet Access Services Offerings

CABLE MODEMS. We offer our broadband Internet access services for consumers via cable modems at
transmission speeds of up to 6 Mbps. Our cable modem-based broadband access services allow subscribers to use
bandwidth-intensive multimedia applications, such as interactive games, high-quality audio, video and distance
learning applications, and electronic commerce applications, such as retailing, financial services and online software
distribution more efficiently. We reached an agreement in principle in May 2004 with certain of our cable partners to
whom we provide bandwidth on an exclusive basis to equally share revenues, thus providing our cable partners with
increased economic incentives to promote two-way cable services through their systems. In September 2005, we
started providing to certain of our exclusive cable partners, cable modem services that they could sell under their own
brand name. Two-way cable systems allow us to offer subscribers higher upstream transmission speeds and always on
Internet access capabilities. As of December 31, 2006, we had 11,447 cable modem-based broadband customers, as
compared to 17,600 cable modem-based broadband customers as of December 31, 2005.

CORPORATE INTERNET ACCESS SERVICES. We also offer dedicated and high-speed Internet access services
to corporate customers over fiber optical lines. Our target cu