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|. Lifelnsurance Business and Financial Overview

1. Business Statistical Overview

In 2013, life insurers in Taiwan reported NTD2,5B8illion in premium income, up by
4.24 percent in comparison with NTD2,478.4 billion 2012. First year premium income
represented NTD1,106.3 billion of the total premiuntome, down by 7.06 percent in
comparison with NTD21,190.4 billion in the previogear. On the other hand, renewal premium
income accounted for NTD1,477.2 billion of the tgieemium income, up by 14.69 percent
year over year. In summary, the increase in thenpra income was mainly contributed by
renewal policies.

(1) A Breakdown of Premium Income

According to the breakdown of the premium incomestfyear premium income
accounted for NTD1,106.3 billion or 42.82 percehthe total premium income, sliding form
48.03 percent in the previous year. Single premineome decreased from NTD771.9 billion
in 2012 to NTD728.6 billion in 2013, down by 5.6&rpent. Installment premium income
reduced from NTD418.5 billion in 2012 to NTD377.@libn, declined by 9.77 percent.
Renewal premium income amounted to NTD1,477.2dnilin 2013, up by NTD189.2 billion
or 14.69 percent in comparison with NTD1,288.0idullin 2012. It represented 57.18 percent
of the total premium income in 2013, improving fr&h.97 percent in 2012. In terms of first
year premium income, as indicated by the aforerogat figures, both single premium income
and installment premium income were on downwanaddia 2013.

A further analysis on the first year premium incomnelicated that single premium
accounted for 65.87 percent of the total. Tradaloendowment insurance represented
NTD265.8 billion of the total single premium inconme 2013, down by 45.43 percent in
comparison with NTD487.0 billion in 2012. Traditaindeferred annuity made up NTD239.3
billion of the single premium income, significan#yevated by 129.34 percent in comparison
with NTD2104.4 billion in the previous year. Thesetproducts represented 36.47 percent and
32.85 percent of the single premium income repané&13, respectively.

(2) Product Mix

In 2013, premium income generated by traditionaurance products amounted to
NTD2,196.3 billion, accounting for 85.01 percent tbk total premium income; premium
income generated by traditional life insurance aoted for NTD1,586.3 billion, down by 5.91
percent in comparison with NTD1,686.0 billion in120 Annuity generated NTD259.7 billion
in premium income in 2013, soaring by 100.85 pdraeromparison with NTD129.3 billion
in 2012. Health insurance generated NTD290.3 hiliopremium income, up by 6.77 percent
in comparison with NTD271.8 billion last year. Adent insurance generated NTD60 billion,
slightly up by 2.21% from NTD58.7 billion in thegwious year.

Looking at the first year premium income, tradibriife insurance accounted for



NTD553.8 billion or 50.06 percent of total firstarepremium income, declined by 32.65
percent from NTD822.3 billion or 69.07 percent bé ttotal in 2012. Meanwhile, traditional
annuity climbed by 107.30 percent, increasing fidirD121.9 billion to NTD252.7 billion in
first year premium income. In 2011, the valuatioterest rate for new policy reserves was
downwardly adjusted twice. Under the speculaticat ffremium rates would soon be raised,
premium income generated by traditional insuran@wvgsignificantly during that period of
time. Generally speaking, without any significahtaoge in the external environment, it was
reasonable to see that a decline when comparingrémeium income generated by traditional
life insurance in 2013 with same period 2012.

In 2013, premium income generated by traditionahustly grew remarkably due to
regulation change that lengthened the surrendeigehaeriod for interest sensitive annuities
and universal life policies from three to six yeamsth a minimum surrender charge of 1%
effective from the beginning of 2014. Any policytet who wishes to surrender their policy in
less than six years must pay a surrender chargehvbwivers their return on investment. The
announcement of the new regulation requiremengergd hot sale of interest sensitive annuity
in 2013.

2013 premium income for investment-linked insurapicucts totaled NTD387.2 billion,
up by 16.45 percent from NTD332.5 billion in 20l2daaccounting for 14.99 percent of the
total premium income. Premium income generatechisggstment-linked life insurance reached
NTD269.6 billion, up by 9.37 percent in comparisaith NTD246.5 billion in 2012.
Investment-linked annuity also grew by 36.74 petcelimbing from NTD86.0 billion in 2012
to NTD117.6 billion in 2013.

Based on an analysis of the first year premium nmegoinvestment-linked life insurance
boosted from NTD143.1 billion in 2012 to NTD172.1libn in 2013 in premium income.
Similar result was found in investment-linked arypuiwhich grew from NTD58.2 billion in
2012 to NTD87.4 billion in 2013.

In 2013, first year premium generated by investrti@ked life insurance product and
investment-linked annuity achieved 20.27 percedtZh17 percent year over year growth rate,
respectively. The overall growth rate for investtank insurace products by first year
premium was 28.91 percent. The sales growth of stmvent-linked insurance could be
attributed to several factors: due to the temporaithdraw of offshore structure note
investment-linked insurance products in the firslf hof 2012, the base period for
investment-linked insurance was low and the filesaf variable annuity and variable life
insurance, which continued into the second hal2@if2. Additionally, in the wake of global
economic recovery, the US stock market was bullighwan's stock market also returned to
above 8,000-point mark, onshore and offshore fundyrcts were performing well thus further
drove the momentum for the sales of investmentelihgolicy in 2013.

(3) Distribution Channel

In 2013, first year premium income mainly came frbancassurance and life insurance
agents. They accounted for NTD616.9 billion (55p&cent) and NTD439.2 billion (39.70



percent) of the total, respectively. Together, thentributed 95.46 percent of the total first
year premium income, leaving other distribution ratels with 4.54 percent market share.
More detailed analysis revealed that the first ygamium income generated by bancassurance
was slightly down by 1.85 percent from NTD628.3itil in 2012 to NTD616.9 billion in 2013.
However, its market share was augmented from 52e80ent in 2012 to 55.8 percent in 2013.
Life insurance agency generated NTD439.2 billiorstfiyear premium income, down by
NTD71.7 billion from last year's NTD510.9 billionts market share declined from 42.92
percent in 2012 to 39.70 percent in 2013. Benefitedhe low interest rate environment and
consumers’ excessive saving habits, market sharean€tassurance by first year premium
surpassed life insurance agents’, and it was tlgeesa distribution channel for life insurance
business in 2013.

(4) Group Insurance and Personal Insurance

Life insurers posted 37.63 million newly issuedigies in 2013, slightly up by 3.07
percent in comparison with 36.51 million a year .agersonal insurance accounted for 13.79
million policies, declined by 5.16 percent from 34t million in 2012. A breakdown of the new
personal insurance policies issued in 2013 revetiat life insurance accounted for 2.94
million, down by 13.53 percent; accident insuragecew 2.74 percent from last year to 6.75
million; health insurance fell 13.83 percent to B.&illion; and annuity soared by 87.50
percent to 300,000. For group insurance, the nurab@eople insured was up 8.51 percent,
growing from 21.97 million in 2012 to 23.84 million 2013.

The sum assured for newly issued policies amoutdedTD42.44 trillion, up by 5.57
percent in comparison with NTD40.20 trillion in Z01Personal insurance represented
NTD27.85 trillion of the total sum assured, slightirew 2.58 percent from NTD27.15 trillion
a year ago. Product wise, life insurance genensfEd1.80 trillion of the total sum assured for
personal insurance, down by 16.67 percent; accidsatance had 24.76 trillion sum assured,
up by 3.73 percent; health insurance had NTDO.@btr, dwindled by 1.04 percent; annuity
had NTDO0.34 trillion, significantly up by 112.50ngent. The sum assured generated by group
insurance was NTD14.59 trillion, growing by 11.8€rgent from NTD13.05 trillion a year ago.

Annuity, accident insurance, and health insuranaé imdicated steady growth in the
number of policies, sum assured, and premium inctineughout 2013. Most significant
growth was found in interest-sensitive annuity nasige, which generated NTD272.7 billion
first year premium in 2013, up by 123.71 percentomparison with NTD121.9 billion in the
previous year.

(5) New Investment-Linked insurance Product Policy

In 2013, there were 278,200 investment-link inscegpolicies newly issued, remarkably grew
by 21.33 percent in comparison with 229,300 lastr.yBlewly issued investment-link insurance
policies were comprised of variable life insuranebjch accounted for 119,600 policies, down by
8.42 percent from last year; variable universal liwhich constituted for 98,100 policies, up byb01.
percent; and variable annuity that represented8@blicies, climbed by 45.78 percent.



The sum assured of 2013 newly issued investmekitplaticies totaled NTD228.1 billion,
ascended by around 7.96 percent in comparisonNith211.3 billion last year. A breakdown
of the sum assured indicated that variable lifeiiasce, variable universal life, and variable
annuity accounted for NTD81.3 billion, NTD139.5lioih, and NTD7.2 billion of the total sum
assured, respectively, with year over year grovetes of 15.24 percent, 1.72 percent and
105.57 percent, respectively.

In general, investment-linked insurance productpedormed 2012 in terms of the sum
assured for new policies issued, number of polji@ed first year premium income.

(6) Policy in Force

At the end of December 2013, the number of polioe®rce was 202.99 million, up by
6.30 percent in comparison with 190.96 million Ire tsame period last year. Life insurance
represented 52.58 million of the total policiesfance, increasing by 3.08 percent. Accident
insurance had 60.36 million policies in force, yp297 percent. Health insurance had 88.94
million policies in force, up by 10.69 percent. Ay had 1.11 million policies in force,
growing by 13.27 percent. The total sum assureof @nd of 2013 was NTD97.70 trillion, up
by 5.46 percent in comparison with NTD92.64 tritli;mn the same period last year. The sum
assured of life insurance was NTD39.96 trillionceasded by 2.23 percent; accident insurance
was NTD37.21 trillion, increased by 1.75 percerdgalth insurance was NTD19.43 trillion,
enhancing by 21.06 percent. The sum assured fanitgngrew by 18.28 percent, reaching
NTD1.10 trillion. Overall speaking, by the end okd@mber 2013, policies in force were
growing steadily in both number of policies in ferand the amount of sum assured.

(7)Insurance Benefit Payout

The total amount of insurance benefits paid durk@ii3 equaled to approximately
NTD1,253.9 billion, up by 0.39 percent in companisaith last year's NTD1,249 billion.
Benefits paid for life insurance accounted for B3p@rcent or NTD925.4 billion of the total;
annuity insurance accounted for NTD219.7 billioeahh insurance accounted for NTD87.4
billion and accident insurance accounted for NTB24illion. Life insurance benefits were
paid to 24.56 million beneficiaries in 2013, up b§.02 percent in comparison with 2012’s
figure of 21.73 million. Approximately 54.32 perd¢esf the total benefit recipients in 2013 or
13.34 million beneficiaries received benefit claithsough life insurance.

Based on the types of benefit paid, surrender ltetogiped the ranking with NTD583.6
billion, accounting for 46.55 percent of the tobmnefits paid in 2013. Next was maturity
benefit which accounted for NTD313.1 billion or 24.percent. Third on the chart was
survivor benefit with the amount of NTD150.5 biltiorepresenting 12 percent of the total
benefit paid. The sum of the three constitutedafound 83.51 percent. Surrender benefit grew
the fastest, elevated by 6.91 percent year over ged climbing from NTD545.9 billion in
2012 to NTD583.6 billion in 2013. Surrender bengf#tid for variable life insurance and
variable universal life reached NTD148.9 billiorp by 49.90 percent in comparison with



NTD99.3 billion in the previous year. Surrender dignpaid for variable annuity was also up
by 40.04 percent. The stock rallies in 2013 drav@es policyholders to surrender their policies
and place the money in equity investment instead.

2. Financial Overview and Analysis

(1) Asset Liability Overview

As of the end of 2013, Taiwan’s life insurance camps reported NTD16.50 trillion in
total assets, up by 13.56 percent in comparison WitD14.53 trillion in the same period last
year. Total assets excluding separate accountdegqta NTD15.15 trillion, increasing by
14.17 percent year-over-year. The value of investrheked insurances’ separate accounts
totaled NTD1.35 trillion as of the end of 2013aticounted for 8.18 percent of the total assets,
slightly lower than last year's 8.67 percent.

As of end of 2013, a breakdown of life insurancepanies’ asset allocation by category
indicated the following: 68.97 percent of the tatéllized fund was allocated in securities and
bonds, 8.79 percent in loans, 8.18 percent in sgparccounts, 6.42 percent in cash and bank
deposits, 4.06 percent in property investment, 268 percent in other assets. In comparison
with same period last year, most notable growtesratere found in securities and bonds (16.72
percent) and loans (18.85 percent). The changes mamly connected with the life insurer’s
capital utilization and allocation strategy.

The total liabilities of the life insurance secttood at NTD15.85 trillion at end of 2013,
up by 14.52 percent or NTD2.01 trillion in companswith NTD13.84 trillion reported in the
same period last year. Insurance liabilities tataTD13.95 trillion, accounting for 84.55
percent of the total assets or 88.01 percent ofataé liabilities.

At the end of 2013, the owners’ equity for the hifssurance sector reached NTD644.5
billion, down by NTD40.7 billion from 2012’s NTD68 billion. The owners’ equity to asset
ratio slightly declined from 4.72 percent last y&aB.91 percent, lower than the level prior to
the outbreak of the European Sovereign Debt Cfisisas 4.03 percent at the end of 2009).
Concurrently, liability-to-owners’ equity ratio (ferage) the life insurance sector increased
from 20 in 2012 to 25, indicating life insurersld@mance level for future losses has weakened
and thus require further financial strengthening.

(2) Loss and Profit

In 2013, life insurers posted NTD3.01 trillion, aggregated operating revenue, climbed
by 4.38 percent NTD2.88 trillion from previous ye@perating cost accounted for NTD2.85
trillion or 94.68 percent of the total revenue, rechby 3.50 percent year over year from last
year’'s NTD2.75 trillion. Revenue minus cost revdaebusiness profit of NTD158.6 billion.

Life insurance companies, excluding those exiteunfithe market in 2013, posted net
profit or loss of continuing operations of NTD62.88lion for the year, up by NTD26.99
billion year over year in comparison with last yeddTD35.50 billion. Business profitability



was remarkably improved. However, the exit of tH& guantitative easing and sharp rebound
of bond vyield had led to to a seriously increase tbe unrealized gain or loss on
available-for-sale financial assets. As the redifl, insurers reported a loss of NTD81.40
billion for total comprehensive income, down by NAM7 billion in comparison with same
period last year and significantly affected owneguity,.

(3)Utilization of Funds

As of the end of December 2013, the aggregatedadaifund reported by life insurance
companies totaled NTD14.68 trillion, up by 15.0%gest year over year in comparison with
NTD12.76 trillion in 2012. The utilization ratio dhe fund was around 99.19 percent (the
percentage of available fund that was utilized).ofgn the fund utilization projects, securities
investments accounted for NTD5.33 trillion (goveewh and treasury bonds represented
NTD2.55 trillion or 17.37 percent) or 36.31 perceoit the total utilized fund; overseas
investment accounted for NTD6.40 trillion or 43.66rcent. The combination of the two
represented as high as 79.90 percent of the titiabd funds.

Under the low interest rate and loose liquidity iemmvment, the spreads of onshore and
offshore government and treasury bonds are towsddecreasing trend in recent year. Life
insurers have gradually allocated higher percentddieeir utilized funds to invest in domestic
securities with stable dividends as well as investimtargets with higher expected investment
returns such as rental property and offshore fikembme assetsAs of the end of 2013,
NTD21,091.1 billion of the total utilized fund weedlocated in onshore equities, up by 27.04
percent year over year and accounting for 7.43gperof the utilized fund (6.73 percent in
2012). Propety investment amounted to NTD819.8oli)lup by 22.63 percent, accounting for
5.59 percent of the total utilized fund (5.24 petce 2012). Overseas investment accounted
for 43.58 percent (40.94 percent in 2012) of th&altatilized fund in the amount of
NTD6,396.7 billion, up by 22.45 percent year oveary

Il1. Conclusion and Future Outlook

1. Conclusion

In 2013, life insurers saw NTD2,583.5 billion ineprium income, up by 4.24 percent.
First year premium income was NTD1,106.3 billiorgakened by 7.06 percent year over year.
Traditional insurance delivered NTD846.8 billionfirst year premium income, down by 14.40
percent year over year. The decline was considezasbnable due to the raised base period
established last year and the lack of severe chianiipe external market environment in 2013.
Investment-linked insurance, however, was up b@PR&ercent year over year in first year
premium income, reaching NTD259.5 billion. The hd¢agrowth in premium income was
attributed to the hot sales of universal annuitgt aniversal life insurance which started from
second half of 2012.

In 2013, a total of 37.63 million new policies wassued with a total sum assured of



NTD42.44 trillion. However, the number of policiesjm assured, and premium income of the
newly issued life insurance policies in 2013 hadided from 2012. The total policies in force
were 202.99 million and sum assured totaled NTD®Triflion; both are maintaining a steady
growth. Benefit paid in 2013 reached NTD1,253.%doil Life insurance and annuity benefit
together accounted for 91.32 percent of the totlebt paid. Maturity benefit made up
NTD313.1 billion; surrender benefit was NTD583.8libn, and survivor benefit reached
NTD150.5 billion. Together, they accounted for 83gercent of the total benefit paid in 2013.
Surrender benefit increased by 6.91 percent frahylear. Return of investment was the main
reason for early surrender.

Life insurers posted net investment profit of NTR34 billion, up by 14.24 percent in
comparison with 2012’s NTD474.3 billion. Profitabyl significantly improved in the year due
to the recognized increase of property value, stockket rally, increase cash dividend,
reduction of hedging cost for foreign exchange.ti®es result, life insurers (excluding insurers
that have exited the market in 2013) reported mefitpor loss of continuing operations of
NTD62.49 billion for 2013.

2. Future Outlook

In 2012, the premium income reported by life inssif@it record high resulting in higher
base for comparison in 2013. Without any remarkaiilange to impact the life insurance
market, the premium income generated during 2018raerely increased by 4.24 percent year
over year. Looking into 2014, as life insurers chmwith regulator's new requirements
gradually cut down the sales of single premium riasae as well as hot-sale deposit oriented
insurance products such as saving endowment inseli@nd interest sensitive annuity and face
with the challenge of a strengthened surrendergehperiod for interest sensitive annuities and
universal life policies from three to six year$e linsurers must proactively develop innovative,
diverse products in order to see a stable growgremium income.

In 2014, low interest rate will remain the biggé&sttor impacting the development of life
insurance market in Taiwan. While US quantitatiasieg is expected to exit by the end of the
year, domestic economy continues to recover and ifdlation rate is driving consumer
disposable income to rise. The market needs faramge protection, long-term saving, and
asset management is steadily climbing. Moreoves,ttbnd towards rising interest rate will
also enhance life insurer’s profitability.



