Taiwan LifeInsurance Market Report for First Half of 2013
Lifelnsurance Financial and Business Overview

A. Business Statistics and Overview

In the first half of 2013, Taiwan life insurancengpanies reported NTD1,217.2 billion in
premium income, down by 3.63 percent year-over-yreaomparison with NTD1263.0 billion
in the first half of 2012. The first-year premiunctome accounted for NTD506.8 billion of the
total premium income, down by 20.71 percent yeargiear in comparison with NTD639.2
billion in the first half of 2012. Renewal premiuntome equaled to around NTD710.4 billion,
up by 13.85 percent year-over-year, indicating that decline in total premium income was
mainly due to the growth stagnation of the firsttypremium income.

1. A Detailed Breakdown of Premium Income

According to a detailed breakdown of the total premincome rendered by the Taiwan’s
life insurance companies, first-year premium incogenerated in the first half of 2013
accounted for NTD506.8 billion or 41.6 percentloé total premium income, down from 50.61
percent from the first half of 2012. Single premiurnome accounted for NTD325.5 billion of
the first-year premium income, down by 24.51 peraercomparison with NTD431.2 billion in
the first half of 2012. Moreover, installment premi income represented NTD181.3 billion of
the first-year premium income, down by 12.84 perdencomparison with the record of
NTD208 billion in first half of 2012. Renewal preunn income amounted to NTD710.4 billion
in the first half of 2013, up by NTD8.64 billion icomparison with NTD 624 billion in the
same period last year. It accounted for 58.4 pérgktine total premium income in the period,
significantly increasing from last year’s 49.41 qaart, indicating that renewal premium income
was under stable growth in the first half of 2013.

A further analysis of the first-year premium inconegealed that single premium income
accounted for 64.23 percent of the first-year ptemiincome in the first half of 2013.
Traditional endowment insurance premium income mapleNTD121.7 billion of the single
premium income, meanwhile deferred annuity insugaarounted for NTD71.4 billion. These
two types of insurance accounted for 37.40 pereent 21.95 percent of the total single
premium income, respectively, representing the nigjoof the single premium income
reported in the first half of 2013. Abovementioragata reflected that although life insurance
companies had gradually shifted their product fotmsard installment type of insurance,
products with high ratio of single premium incontd played pivotal role in the generation of
first-year premium income.

2. Premium Income by Product

In the first half of 2013, life insurers generatd@D990.4 billion in premium income
through traditional insurance, which accountedd&bi37 percent of the total premium income.
Among various types of traditional insurance prddulife insurance accounted for NTD742.3
billion of NTD990.4 billion, down by 21.17 perceimt comparison with NTD941.6 in the first



half of 2012; health insurance accounted for NTD134.9 billion, loyp 6.81 percent in
comparison with NTD126.3 billion in the first haif 2012; accident insurance accounted for
NTD28.9 billion, slightly rose by 2.12 percent iangparison with NTD28.3 billion in the first
half of 2012; and annuity accounted for NTD84.3idml, remarkably up by 66.93 percent in
comparison with NTD50.5 billion in the first half 8012.

An analysis of the first-year premium showed thla¢ ffirst-year premium income
generated through traditional insurance decreaged0®0 percent in comparison with same
period in 2012. A further study on different types traditional insurance indicated that
first-year premium income from traditional life urance in the first half of 2013 totaled
NTD245.5 billion, considerably down by 52.46 peircencomparison with NTD516.4 billion
in the first half of 2012. It accounted for 48.4drgent of the total first-year premium income in
the first half of 2013, plunging from 80.79 percémtsame period last yeadn contrast, the
first-year premium income from traditional annudiymbed from NTD47.1 billion in the first
half of 2012 to NTD80.8 billion in the first halff 2013, reversing its declining trend and
soaring by 71.55 percent.

As for traditional type of insurance products, thierest rates on the required reserves of
new life insurance policies were lowered twice 02642, thus driving the premium income
from traditional insurance to rise in 2012 undex tonsumer’s speculation of a rate increase
that led to a buying spree. Since there were naiapenarket speculation in 2013, it was
justifiable that the first-year premium income frdraditional insurance decreased in the first
half of 2013 in comparison with the same perio@042.

In the first half of 2013, life insurers generatdd@D226.8 billion in premium income
from investment-linked insurance products, accagnfor 18.63 percent of the total premium
income, which was more than double of the 9.22 gmrdn the first half of 2012.
Investment-linked life insurance accounted for NBB1 billion, up by 75.25 percent in
comparison with NTD88.5 billion in the first halff 012. Investment-linked annuity also
pulled an enormous year-over-year growth rate &.9% percent, increasing from NTD27.9
billion in the first half of 2012 to NTD71.7 billoin the first half of 2013.

In terms of first-year premium income, investmenkéd life insurance made up 20.72
percent of the total first-year premium income he first half of 2013, significantly up from
5.91 percent in the first half of 2012. The ratid fost-year premium income from
investment-linked annuity to total first-year premm income also soared from 2.39 percent in
the first half of 2012 to 10.93 percent in thetfingalf of 2013. The first-year premium income
from overall investment-linked product increasedagymuch as 202.07 percent in comparison
with the figure in the first half of 2012 by contiimg the momentum set in the second half of
2012 through selling popular products like variablnuity or variable life insurance that
feature monthly dividends. Due to a temporary barthe sales of insurance products linked to
offshore structured notes in the first half of 2012e low comparison base led to a high
year-over-year growth rate for the premium incommmf investment-linked products in the
first half of 2013.



3. Distribution Channels

In the first half of 2013, majority of the first-ge premium income was generated through
two distribution channels: bancassurance whichdgtbin NTD253.1 billion or 49.94 percent
of the total first-year premium income and solistof life insurance companies that delivered
NTD230.9 billion or 45.57 percent of the total figear premium income. Together, the two
accounted for 95.50 percent of the total first-ypamium income leaving other distribution
channels with merely 4.50 percent of contributiater Further analysis showed that first-year
premium income from bancassurance in the first 62013 plunged by 30.27 percent from
same period last year, decreasing from NTD362lfbbito NTD253.1 billion. In addition, the
first-year premium delivered by solicitors of lilesurance companies slightly declined from
NTD252.4 billion in the first half of 2012 to NTD23® billion in the first half of 2013, down
by NTD21.5 billion. It accounted for 45.57 percaitthe total first-year premium income
reported by the industry, increasing by 6.07 peraercomparison with 39.49 percent in the
first half of 2012. Due to the high comparison Isagstablished in the first half of 2012, both
distribution channels — bancassurance and sokcitdrlife insurance companies showed a
decline in their sales performances.

4. Group Insurance Versus Individual Insurance

In the first half of 2013, 20.40 million new insae policies were issued, up by 7.94
percent in comparison with 18.90 million new pagissued in the first half of 2012.
Individual insurance accounted for 6.68 milliortloé newly issued policies, down by 6.96
percent in comparison with 7.18 million in the filalf of 2012. Further analysis on the newly
issued individual insurance policies showed thi¥ahg: individual life insurance plummet
by 17.68 percent year-over-year, reaching 1.49anithew policiesjndividual health
insurance decreased by 11.93 percent year-overydasuing only 1.92 million new policies;
individual annuity nearly doubled in its year-owaar growth rate by delivering 120,000 new
policies; and individual accident insurance waghdly up by 0.64 percent year-over-yeatr,
attaining 3.15 million new policies. The numberpefsons insured by group insurance
ascended by 17.06 percent, growing from 11.72 onilpersons in the first half of 2012 to
13.72 million persons in the first half of 2013.

The total insured amount of the new insurance m@digssued in the first half of 2013
amounted to NTD22.06 trillion, up by 9.10 percamtcomparison with NTD20.22 trillion in
the first half of 2012The insured amount of the newly issued individualigies slightly
declined 0.23 percent, sliding from NTD13.18 toilli in the first half of 2012 to NTD13.15
trillion in the first half of 2013. A detailed brkdown of the insured amount by product
indicated the following: individual life insurancplunged 23.28 percent year-over-year,
attaining NTDO0.89 trillion; individual health insamce decreased 6.12 percent year-over-year,
falling to NTDO0.46 trillion; individual annuity gee five times from same period last year,
reaching NTDO0.30 trillion; individual accident imsmce slightly improved 0.17 percent
year-over-year, climbing to NTD11.50 trillion. Thesured amount of the newly issued group
insurance, on the other hand, grew significantly2By56 percent, increasing from NTD7.04
trillion in the first half of 2012 to NTD8.91 trithn in the first half of 2013.



According to the abovementioned statistics, theme awdecline momentum on the number
of new policies issued, insured amount and premingame for life insurance. The number of
newly issued policies, insured amount, and preminoome for annuity, in contrast, grew
remarkably in comparison to same period in 2012summary, annuity insurance was the
largest contributor to the growth of newly issueti@es in the first half of 2013.

5. Newly Issued Investment-Linked Policies

In the first half of 2013, there were 165,500 newestment-linked insurance policies issued,
soaring considerably by 108.18 percent in compasigth 79,500 new policies issued in the first half
of 2012. Variable life insurance grew by 71.18 petcyear-over-year with 69,500 new policies
issued in the first half of 2013. Variable univér#a insurance also ascended by 102.13 percent
year-over-year, attaining 57,000 new policies idsiéariable annuity rose by 264.49 percent
year-over-year, reaching 39,000 new policies irfiteehalf of 2013.

The total insured amount of the new insurance @digssued in the first half of 2013
amounted to NTD296.2 billion, up considerably by4ZD percent year-over-year in
comparison with NTD97.3 billion in the first half @012. The insured amount of the newly
issued variable life insurance reached NTD46.4@#bbj up by 73.98 percent year-over-year.
Variable universal life insurance rose by 8.55 petcyear-over-year with insured amount of
NTD76.379 billion. The insured amount of variabieaity also remarkably rose by 86,574.50
percent year-over-year, attaining NTD173.349 hillio the first half of 2013.

Overall speaking, in the first half of 2013, invesint-linked products grew significantly
in terms of the number of new policies issued, iedtamount, and first-year premium income
in comparison with same period last year.

6. Policies in Force

As of the end of June 2013, the number of polieredorce stood at 200.01 million
policies, up by 4.57 percent in comparison with.28Imillion policies in the same period last
year. Annuity insurance grew by 7.37 percent yaar-gear, attaining 1.02 million policies in
force; health insurance boosted by 7.17 percentgeer-year, reaching 87.69 million policies
in force; life insurance rose by 3.46 percent y@aer-year, standing at 51.80 million policies
in force; and accident insurance was up by 1.86qmty achieving 59.50 million policies in
force. As for the insured amount of the policieddrce, the total came to NTD97.10 trillion,
down by 2.96 percent in comparison with NTD100:@6dn in same period 2012. The insured
amount of annuity insurance policies amounted tdDMNI6 trillion, up by 31.82 percent
year-over-year; the insured amount of life insueaaqualed to NTD39.47 trillion, up by 2.07
percent year-over-year; and the insured amouneatltin insurance reached NTD19.58 trillion,
rose by 0.77 percent year-over-year. However, iisared amount of accident insurance was
down by 10.20 percent year-over-year, decreasifgTi36.89 trillion as of the end of June
2013. Generally speaking, the number of policiebbme at the end of June 2013 indicated a
steady growth. However, the total insured amounthef policies in force marked a slight
decline.



7. Insurance Benefit Payout and Claims

The total amount of insurance benefits paid dutimg first half of 2013 equaled to
approximately NTD602.4 billion, down by 2.35 percencomparison with NTD616.9 billion
in the first half of 2012. The largest decline wasnd in benefits paid for annuity, which
totaled NTD103.9 billion in the first half of 2018pwn by 14.04 percent year-over-year. Next
was the benefit payout of accident insurance, whitlounted to NTD10.2 billion, less by 2.31
percent year-over-yearhe benefit payout of health insurance came to NILB4illion, up by
4.69 percent year-over-year. Life insurance paidDHA6.7 billion in benefits, up by 0.19
percent year-over-year. In the first half of 20kfBurance benefits were paid to 11.84 million
beneficiaries or recipients, up by 19.23 percemoimparison with 9.93 million beneficiaries or
recipients in the first half of 2012. Life insur@andopped the chart with 6.51 million
beneficiaries or recipients, accounting for 54.@8cpnt of the total beneficiaries or recipients
in the first half of 2013.

A ranking of benefit types by the amount of benphfid in the first half of 2013 is as
follows: surrender benefit ranked first with NTD28Million, representing 46.59 percent of the
total benefits paid in the first half of 20181aturity benefit ranked second with NTD146.0
billion, constituting 24.24 percent of the totalnleéits paid; and survivor benefit ranked third
on the list with NTD75.6 billion, making up 12.5%®ngent of the total benefit paid. All three
together summed up to represent 83.38 percenedbthl benefits paid in the first half of 2013.
Maturity benefit payout declined the most, slidingm NTD1,770 billion paid in the first half
of 2012 to NTD146.0 billion in the first half of 28, down by 17.51 percent. Short-term
endowment insurance offered by some life insurars dgradually matured in the previous two
years, therefore, maturity benefit payout was dedline trend in 2013.

In summary, consumers in Taiwan in general havecispgreference for principal
guaranteed life insurance products or endowmeatsotifier maturity benefits. Annuity is seen
as an investment tool instead of an insurance gioteor a guaranteed income for future, thus
resulting in high percentage of early policy suders.

[I. An Overview of Financial Analysis

1. Assets and Liabilities

As of the end of June 2013, Taiwan'’s life insuracaspanies reported NTD15.59 trillion
in total assets, up by 14.05 percent in compangtimnNTD13.67 trillion in the same period
last year. Total assets excluding separate accegntsed to NTD14.30 trillion, increasing by
14.31 percent year-over-year. The value of investrieked insurances’ separate accounts
totaled NTD1.29 trillion as of the end of 2013aticounted for 8.27 percent of the total assets,
slightly lower than 8.49 percent in the first half2012.

As of the end of June 2013, a breakdown of lifeiiaace companies’ asset allocation by
category and distribution ratio is as follows: @B.@ercent of the total utilized fund was
allocated in securities and bonds, 8.27 perceseparate accounts, 8.60 percent in loans, 6.54
percent in cash and bank deposits, 4.11 percemgainestate investments, and 3.78 percent in
other assets. In comparison with same period last,ythe largest growth was found in



securities and bonds at 16.92 percent; followedolay at 13.56 percent. The changes were
mainly connected with the life insurance industgépital utilization strategy.

The total liabilities of the life insurance sectw a whole stood at NTD14.98 trillion as of
the end of June 2013, up by 14.18 percent or NT®friBion in comparison with NTD13.12
trillion as of end of June 2012. Liability reserwejich accounted for 84.09 percent of the total
assets or 87.52 percent of the total liabilitiesaled NTD13.11 trillion.

As of the end of June 2013, the owners’ equity tfee life insurance sector reached
NTD618.3 billion, up by NTD73.8 billion from the first half of 2012’8ITD544.5 billion.
However, the owners’ equity to asset ratio sligl®clined from 3.98 percent as of end of June
2012 to 3.97 percent, coming close to the levairgo the outbreak of the European Sovereign
Debt Crisis (4.03 percent at the end of 2008hncurrently, the life insurance sector’s
liability-to-owners’ equity ratio (leverage) remaih at 24, no different from same period last
year, indicating that life insurance industry hagimtained a stable financial structure though it
might require further strengthening

2. Losses and Profits

As of the end of June 2013, life insurance commapested NTD1.39 trillion in operating
revenue, down by 4.05 percent in comparison witlblA5 trillion in the end of June 2012.
Operating cost as of the end of June 2013 was NIDttillion, accounting for 94.24 percent
of the total revenue, down by 6.22 percent from NHD trillion in the same period last year.
The combination of the two resulted in a busineséitpof NTD82 billion.

In the first half of 2013, the life insurance sectaxhieved NTD266.7 billion in net
investment gains, accounting for 19.22 percentheftbtal revenue and up by 23.56 percent
year-over-year in comparison with the first halfaif12’s net investment gains of NTD215.9
billion. Under the competent authority’s permisstoninclude part of real estate appreciation,
the aggregated real estate investment profit gremmsiderably by 132.32 percent
year-over-year, reaching NTD15.7 billion from NTDillion in the same period last year.

As of end of June 2013, life insurance industrytpds net profit after taxes of NTD33.2
billion, dramatically improved by NTD26.6 billiomdm NTD6.6 billion in the end of June
2012, signifying the enormous impact that the apipt®n of real estate has over the overall
profitability of life insurance industry.

3. An Overview of Fund Utilization

As of end of June 2013, the amount of life insueasector’'s available funds was
NTD13.80 trillion, up by 15.19 percent in companseith NTD11.98 trillion in the end of
June 2012. Securities investments and foreign tmesgs were the two most popular means of
fund utilization. Securities investment accountext 88.33 percent, or NTD5.29 trillion
(including NTD2.55 trillion of government and tre@g bonds), of the total utilized funds;
whilst foreign investment made up 41.09 percentN®D5.67 trillion, of the total utilized
funds. The combination of the two represented gh las 79.42 percent of the total utilized
funds.



Under the low interest rate environment and liqyiéasing measures in recent years, the
interest spread of domestic and offshore governrbentls have lessened. Life insurers have
gradually allocated higher percentage of theiriagd funds to invest in domestic securities
with stable and dependable dividends as well assitevith higher return of investment ratio
like rent income and offshore fixed income asséss.of end of June 2013, investment in
domestic securities totaled NTDZ1,057.6 billion, Udgy 23.07 percent year-over-year,
representing 7.66 percent of the total utilizedd&iias compared to 4.63 percent at the end of
June 2012Real estate investment attained NTD655.9 billionhi@ end of June 2013, up by
36.02 percent year-over-year, constituting 4.7%¢mar of the total utilized fund, up from 4.03
percent in the end of June 2012. Foreign investrsiatd at NTD5,674.9 billion in the end of
June 2013, up by 22.11 percent year-over-yeargsepting 41.12 percent of the total utilized
fund, up from 38.80 percent in the first half 0fl20

Il1. Conclusion and Future Outlook

A. Conclusion

Due to the high comparison base achieved in tis¢ fialf of 2012, the total premium
income in the first half of 2013 declined by 3.63gent year-over-year, reaching NTD1,217.2
billion. First-year premium income amounted to NTIB3 billion, down by 20.71 percent
year-over-year. Renewal premium income totaled NIW®DZ billion, up by 13.85 percent
year-over-year, proving that the decline in preminoome was mainly caused by the decrease
in the first-year premium income.

From the perspective of product types, the salesisfdor the first half of 2013 had
switched from short term Endowmetat investment-linked insurance products with monthl
dividend. Therefore, the ratio of first-year premiiuncome from traditional product to total
premium income dropped down significantly from ®LjGercent in the first half of 2012 to
68.35 percent in the first half of 2013. In contrake ratio for investment-linked product
climbed from 8.31 percent in the first half of 20tt231.65 percent in the first half of 2013,
indicating that the product popularity of investriiénked product has gradually recovered
back to the level prior to the financial crisis.

In the first half of 2013, 20.40 million new polks were issued and the total insured
amount came to NTD22.06 trillion. However, only statistics of annuity insurance showed
an increase in both number of policies in force am&lred amount. The number of life
insurance policies in force amounted to 200.01iomjl indicating a steadily growth, whilst
insured amount totaled NTD97.10 trillion. Insurarmenefits paid in the first half of 2013
summed up to NTD602.4 billiorLife insurance and annuity benefits accounted 49
percent of the total amount of benefits paid inftret half of 2013. A further breakdown of the
benefits paid indicated that surrender benefit,umigt benefit, and survivor benefit together
accounted for 83.38 percent of the total benefis n the year, in the amount of NTD280.7
billion, NTD146 billion, and NTD75.6 billion, respgvely. The maturity benefit decreased
17.51 percent year-over-year mainly because cestaomt-term life insurance had gradually
matured in the past two years.



As for sources of profit for life insurers, interescome, which amounted to NTD183.9
billion, was the most important source of net inwent gains in the first half of 2013.
Additionally, gains from real estate investment royed dramatically under the competent
authority’s agreement to recognize a portion of teal estate appreciation as profit. The
overall life insurance profit after tax increasednfi NTD6.6 billion in the end of June 2012 to
NTD33.2 billion in the first half of 2013, extendjrthe growth momentum which started in the
end of 2012.

B. Future Outlook

In the first half of 2013, it was quite challengifay the life insurers to render a premium
income to surpass the high comparison base establlisst year. During the period, the main
sales focus had shifted from short term Endowmehich had been quite popular in the past
few years, to investment-linked product with mownttilvidend. However, whether or not the
variable annuity insurance with monthly dividendilcbcontinue to sell well in the market in
the second half of 2013 is another challenge tfeirisurers have to face.

In the recent year, the competent authority hasted many new policies and measures
in the advent of aging society (such as draft ratums for long term care services, amendment
on the National Pension Act, and etc.) as well msnptional events in connection with the
topic. These initiatives have supported life inssireo design and launch products such as
annuity, long term care insurance, and long teralthensurance to transfer related risks, for
instances extended life expectancy, rising old dgpendency ratio, increasing medical
expenses, and the need for long term care, tdys#tis needs of the market. Thus, insurance
products are expected to become more diverse amdex range of products is expected to
become available.



