First Half 2014 Taiwan Life Insurance Market Overview
|. Lifelnsurance Industry Business and Financial Overview

A. Business Statistical Overview

The life insurance industry in Taiwan delivered NIT840.5 billion in premium income
in the first half of 2014, up by 10.13 percent frédiiD1,217.2 billion delivered in the first
half of 2013. First year premium income accounted NTD586.8 billion; it grew 15.79
percent year over year from NTD506.8 billion. Reakpremium income constituted NTD
753.7 billion, climbed by 6.10 percent year ovearyeThe data indicated that first year
premium made up majority of the growth of the tg@mium income.

1. Breakdown of the Premium Income

According to the breakdown of the premium inconmest fyear premium accounted for
NTD586.8 billion or 43.77 percent of the total pram income in the first half of 2014,
increasing from 41.64 percent in the first halR6fL3. Single premium grew by 17.27 percent
from NTD 325.5 billion in the first half of 2013 tdTD381.7 billion in the first half of 2014.
Meanwhile, regular pay premium also increased h§3 percent from NTD181.3 billion in
the first half of 2013 to NTD205.1 billion in tharme period 2014. Renewal premium income
represented NTD753.7 billion or 56.23 percent & tihtal premium income in the first half
of 2014, up by NTD43.3 billion in comparison witif&710.4 billion or 58.36 percent in the
first half of 2013. These numbers proved that tiveas a steady growing trend for renewal
premium income in the first half of 2014.

A further breakdown of the first year premium ireted that single premium accounted
for 65.05 percent of the total first year premiushwhich traditional endowment insurance
represented NTD188.6 billion, variable life insurarconstituted NTD75.3 billion; the two
made up 49.42 percent and 19.71 percent, resplctiok the total single pay premium
income collected in the first half of 2014. The rafmentioned data indicated that products
with higher proportion of single payment ratio gdysignificant role in their contribution to
first year premium income.

2. Product Mix

In the first half of 2014, premium income generat®d traditional insurance policy
amounted to NTD1,092.2 billion, accounting for &l.gercent of total premium income.
Within traditional insurance products, life insucanrepresented NTD878.8 billion, up by
18.39 percent when compared with NTD742.3 billionthe first half of 2013. Health
Insurance generated NTD143.8 billion in premiumome, increased by 6.6 percent in
comparison with NTD134.9 billion in the first haf 2013. Premium income from accident
insurance totaled NTD29.4 billion, slightly grew Hy73 percent year over year from



NTD28.9 billion in the same period of 2013. Traaltal annuity, on the other hand, fell
remarkably by 52.43 percent from premium incomeéN®D84.3 billion in the first half of
2013 to NTD40.1 billion in the same period of 2014.

In terms of first year premium income, traditiotié insurance grew by 39.67 percent
from NTD245.5 billion in the first half of 2013 tNTD342.9 billion in the second half of
2014. It accounted for 58.44 percent of the produgtin the market, up from 48.44% a year
ago. However, traditional annuity plunged by 54p@scent from NTD80.8 billion in the first
half of 2013 to NTD36.4 billion in the first half @014.

Under the regulators’ request, life insurers werquired to conduct profit testing on
products that are currently sold in the market amdubmit a responsive plan for or cease
selling products that failed the profit testing,otther words with negative profit margin. This
new regulatory measure had a largest impact orresttsensitive life insurance and
short-term insurance products thus triggered falessof these products, leading to the sales
performance to grow significantly by 119.2 percegear over year. Traditional life insurance
expanded by 39.67 percent year over year; anditsteybar premium income generated by
traditional insurance products also augmented b§2lpercent year over year.

A study on the reasons that led to the declinatibfirst year premium generated by
traditional annuity revealed that regulator’'s $&@rarequirements on the years to charge and
rate of surrender fee for interest-sensitive arnéd led the first year premium income for
the product to drop by 55.0 percent.

The premium income generated by investment-linkedurance policy totaled
NTD248.3 billion in the first half of 2014, accourg for 18.52 percent of the industry’s
premium income. In comparison with NTD226.8 billimndered in the same period of 2013,
it rose by 9.48 percent. Investment-linked lifeurssice delivered NTD173.1 billion, up by
11.61 percent year over year from NTD155.1 billiand investment-linked annuity was up
by 4.88 percent, ascending from NTD71.7 billiorthe first half of 2013 to NTD75.2 billion
in the first half of 2014.

For the perspective of first year premium incomeestment-linked life insurance
soared from NTD160.4 billion in first half of 2018 NTD184.9 billion in the same period of
2014. Variable annuity also climbed from NTD55.4lidn in the first half of 2013 to
NTD57.7 billion. Overall, the first year premiumcome generated by investment-linked
policy grew 15.27 percent year over year.

3. Industry Channel Mix

In the first half of 2014, bancassurance and ageheynels accounted for NTD299.8
(51.1 percent) billion and NTD258.9 billion (44.p&grcent) of the life insurance industry’s
first year premium income, respectively. These twain distribution channels represented
95.21 percent of the market share, leaving othanwéls with 4.79 percent market share.
Based on further analysis, first year premium ineorandered by bancassurance channel
grew by 18.49 percent year over year from NTD2%8lion to NTD299.8 billion in the first



half of 2014. First year premium income deliveregd dgency channel also went up by
NTD27.9 billion, increasing from NTD230.9 billiom ithe first half of 2013 to NTD258.9
billion in the same period of 2014. Although botimbassurance and agency channel grew in
sales numbers, the market share of agency chaeokhedd from 45.57 percent in the first
half of 2013 to 44.11 percent in the first half26f14.

4. Group Insurance and Personal Insurance

A total of 18.89 million new insurance policies wessued in the first half of 2014,
down by 7.45 percent in comparison with 20.41 wrillnew policies issued in the first half of
2013. New personal insurance policies issued aneduiat 6.99 million policies, up by 4.64
percent year over year from 6.68 million policiasprevious year. A breakdown by product
type indicated the following: life insurance acctehfor 1.55 million policies, up by 4.03
percent; accident insurance represented 3.37 miltiolicies, up by 6.98 percent; health
insurance equaled to 2.01 million policies, up b§H4percent; and annuity stood for 0.06
million policies, down by 50 percent. The numberirgured covered by group insurance
totaled 11.9 million people, down by 13.33 peraantomparison with 13.73 million people
in the first half of 2013.

The sum assured of the newly issued policies tt&AIl€D20.33 trillion, fell by 7.17
percent in comparison with NTD21.90 trillion in thest half of 2013. The sum assured for
newly issued personal insurance amounted to NTB1#ibion, up by 8.24 percent from
NTD12.99 trillion in the first half of 2013. A detdreakdown of the sum assured for newly
issued personal insurance by product type revetiledfollowing: sum assured for life
insurance equaled to NTDO0.98 trillion, up by 10pElcent year over year; accident insurance
reached NTD12.49 trillion in sum assured, up byl&e&rcent; health insurance was up by
13.04 percent, reaching NTDO0.52 trillion in sumuaed; personal annuity fell remarkably by
50 percent, attaining only NTDO.07 trillion in siassured. The sum assured for newly issued
group insurance was down by 29.63 percent, fafiioghn NTD8.91 trillion in the first half of
2013 to NTD6.27 trillion in the first half of 2014.

In comparison with the performances in the firskf loh 2013, life insurance, accident
insurance and health insurance grew in terms of pelicy issued, sum assured, and
premium income. Only annuity saw declines in aleéhcategories of comparison.

5. Newly Issued Investment-Linked Insurance Pdicie

In the first half of 2014, life insurers issued B® investment-linked insurance policies, up
by 6.65 percent year over year from 165,500 pgalisisued in same period last year. Variable life
insurance increase 43.60 percent, reaching 99 8flep. Variable universal life was down by
13.68 percent, attaining 49,200 policies. Varianauity dropped 29.49 percent, down to 27,500
policies.

The sum assured for the newly issued policiesadt&ITD107.7 billion in the first half
of 2014, slid by 15.64 percent from NTD127.7 bitlimn the same period last year. Variable
life delivered NTD40.5 billion in sum assured, dolwyn12.80 percent; variable universal life



declined 18.73 percent in sum assured, fell to NAD&illion in sum assured. Variable
annuity, nevertheless, climbed 5.80 percent anchexhNTD5.1 billion in sum assured.

In summary, investment-linked insurance productrowpd in comparison with same
period last year in both the number of newly isspelities and premium income.

6. Policies in Force

As of the end of June 2014, there were 198.89anilfiolicies in force, slightly down by
0.56 percent when compared with 200 million pokcie force in June 2013. There were
52.59 million life insurance policies in force, by 1.53 percent; 58.55 million accident life
policies in force, down by 1.60 percent; 86.68 imill health insurance policies in force,
down by 1.15 percent; and 1.08 million annuity pies in force, up by 5.88 percent. The sum
assured of policies in force totaled NTD96.53iomi| faintly down by 0.43 percent year over
year when compared with NTD96.95 trillion sum aesuin same period 2013. A summary
of the total sum assured divided by product typewsd that life insurance grew by 0.99
percent year over year, attaining NTD39.86 trilli@ccident insurance slid 0.7%, falling to
NTD36.63 trillion; health insurance declined 3.3qgent year over year, down to NTD18.93
trillion; the sum assured of annuity climbed 9.9geat, up to NTD1.11 trillion. Overall
speaking, the newly issued policies as of end né 1014 declined slightly in comparison to
the same period last year in terms of the numbeobfy issued and sum assure.

7. Insurance Benefit Payout

In the first half of 2014, life insurers paid NTDZ®8 billion in benefit, up by 27.45
percent year over year when compared with NTD60@2I®n in the same period of 2013.
Benefit paid for life insurance accounted for NTDZBbillion and was up 29.94 percent year
over year, followed by annuity benefit payout of DII31.5 billion, health insurance
NTDA45.1 billion, and accident insurance NTD10.7idwl. The insurance benefits were paid
to a total of 13.65 million beneficiaries in thesti half of 2014, up by 15.29 percent when
compared with 11.84 million beneficiaries in thengaperiod last year. Beneficiaries of life
insurance benefit payout top the chart by accogrftin 57.36 percent or 7.83 million of the
total.

Based on the types of benefit paid, data showedstivaender benefit represented 44.98
percent or NTD345.3 billion of the benefit paidtire first half of 2014. It was followed by
maturity benefit which stood at NTD239.1 billiorgpresenting 31.14 percent of the benefit
paid. The next was survivor benefit which accountedd 9.14 percent of the total with
NTD70.2 billion. The sum of the three made up 85d&fcent of the total benefit paid.
Maturity benefit increased the most in comparisati whe same period last year, rising from
NTD146 billion in the first half of 2013 to NTD23Bbillion (year over year growth rate of
63.75 percent) because many life insurers had &t endowment policies that matured
during this time.



B. Financial Analysisand Overview

1. Assets and Liabilities

As of the end of June 2014, Taiwan’s life insuragoepanies reported NTD17.53
trillion in assets, up by 11.87 percent from NTDBEIA trillion in the same period 2013.
Excluding separate account, the year over year throste was 11.67 percent. The value of
investment-linked insurance separate accountsetbfdlD1.46 trillion as of the end of June
2014. It accounted for 8.33 percent of the totakts slightly higher than last year's 8.17
percent.

As of the end of June 2014, a breakdown of lifeliaace companies’ asset allocation by
category indicated the following: 68.91 percenttloé total utilized fund was allocated in
securities and bonds, 8.33 percent in separataiat;d8.56 percent in loans, 5.82 percent in
cash and bank deposits, 4.91 percent in real gstaperty investment, and 3.48 percent in
other assets. In comparison with the same perisidylear, most notable growth rates were
found in securities and bonds (13.11 percent) aadd (11.94 percent). The changes were
mainly connected with the life insurer’s capitalimation and allocation strategy.

The total liabilities of the life insurance secgtood at NTD16.63 trillion at the end of
June 2014, up by 11.24 percent or NTD1.68 trilliorcomparison with NTD14.95 trillion
reported in the same period last year. Insuranabiliies totaled NTD14.64 trillion,
accounting for 88.03 percent of the total asse&3dB1 percent of the total liabilities.

At the end of June 2014, the owners’ equity for tife insurance sector reached
NTD902.7 billion, up by NTD174.2 billion from NTDB24 billion in the same period last
year. The owners’ equity to asset ratio slightlgerdrom 4.65 percent in June 2013 to 5.33
percent, much higher than level prior to the owthkref the European Sovereign Debt Crisis
(it was 4.03 percent at the end of 2008@pncurrently, liability-to-owners’ equity ratio
(leverage) of the life insurance sector decreasad R1 in June 2013 to 18 as of the end of
June 2014, indicating life insurers’ tolerance fisiure losses has improved and the financial
standing is stronger than before.

2. Loss and Profit

At the end of June 2014, life insurers posted NBBI1irillion in operating revenue,
soared by 17.89 percent year over year from NTDtB®n last year. Operating cost
accounted for NTD1.54 trillion or 94.48 percenttbé total revenue, augmented by 19.02
percent year over year from last year's NTD1.28dn. Revenue minus cost gave a business
profit of NTD94.8 billion.

Operating life insurance companies posted NTD48libbin profit in the first half of
2014, significantly improved by NTD7.1 billion iromparison with NTD38.5 billion in the
first half of 2013. Moreover, the outstanding pemfance of Taiwan’s stock exchange this
year turned the available-for-sale asset from uizeshloss to unrealized profit, leading the
total comprehensive profit to bounce to NTD125.4idn and owner’'s equity to rise by



NTD174.2 billion from the same period last year.

3.Utilization of Funds

As of the end of June 2014, the aggregated availalsid reported by life insurance
companies totaled NTD15.62 trillion, up by 12.37gest year over year in comparison with
NTD13.9 trillion in 2013. Among the fund utilizahocategories, securities investment
accounted for NTD5.49 trillion (government and sey bonds constituted NTD2.5 trillion
or 16.01 percent) or 35.15 percent of the totdilzetl fund, and overseas investment made up
NTD6.97 trillion or 44.62 percent of the total #éd fund. The combination of the two
represented as high as 79.77 percent of the tliaed funds.

Under the low interest rate and liquidity easingiemment in recent years, life insurers
have gradually allocated higher proportion of theiilized funds to invest in domestic
securities with stable dividend distribution as Ivesl investment targets with higher expected
investment returns such as rental property andhofésfixed income assets. As of the end of
June 2014, life insurers invested NTD1,225.8 hillio onshore equities, up by 16.02 percent
year over year and accounting for 7.85 percentheftilized fund (7.60 percent in June
2013). Property investment amounted to NTD900.bohil up by 14.7 percent, accounting
for 5.77 percent of the total utilized fund (5.6&rgent in June 2013). Overseas investment
accounted for 44.62 percent (40.78 percent in R0183) of the total utilized fund in the
amount of NTD6,970.2 billion, up by 22.96 perceeayover year.

I1. Conclusions and Outlooks

A. Conclusions

In the first half of 2014, life insurance companiesdered NTD1,340.5 billion in
premium income, up by 10.13 percent year over \east year premium income increased
15.79 percent from the same period last year, negchNTD586.8 billion. Traditional
products increased 16.02 percent from the samedefi2013, attaining NTD401.9 billion.
Investment-linked products reached year over yaamwtlp rate of 15.27 percent with
NTD184.9 billion. In general, first year premiumcome of both traditional insurance and
investment-linked insurace showed steady growiegdr

In the first half of 2014, a total of 18.9 milliorew insurance policies were issued with a
total sum assured of NTD20.33 trillion. Personaumrance showed upward growth trend in
number of policy issued and sum assured. The paléties in force were 198.89 million and
sum assured totaled NTD96.53 trillion; both figuredicated slight decline. Life insurers
paid NTD767.7 billion in benefit, of which benefgaid for life insurance and annuity
insurance accounted for 92.74 percent of the tBaded on a more detailed report, surrender
benefit represented NTD345.3 billion, maturity b#nenade up NTD239.1 billion, and
endowment benefit accounted for NTD70.2 billion. tbtal, these three types of benefit
payout constituted 85.27 percent of the total. Matuenefit along grew 63.75 percent year
over year because many short-term endowment pelieeched maturity during this period.



In the first half of 2014, life insurance compangssted a net investment profit of
NTD309.6 billion, up by 15.67 percent year overryigam NTD267.6 billion in the first half
of 2013. Attributed to positive market and regutgtactors such as recognizing real estate
value increase, stabilized return from stock marketrease of stock dividend received, and
suspending interest rate rise, life insurers shoal®dous improvement in their profitability.
The overall life insurance industry reported altotanprehensive profit of NTD125.4 billion.

B. Outlooks

In the first half of 2014, life insurance industiglivered record high premium income.
Regulator's new requirements to submit responsila r cease selling products with
negative profit margin triggered the fire saleseftain traditional insurance products such as
interest-sensitive life and short-term insurancedpcts, leading the sales performance to
grow notably by 134.8 percent in comparison with same period last year. It also led to the
first year premium income of traditional insuraroesoar by 16.02 percent. However, future
sales trend still require further observation onfggenance of the market in the months to
come.

For investment-linked insurance products, investdiaked life insurance was up by
11.67 percent. Variable annuity grew 4.48 percentthe overall first year premium income
of investment-linked products soared 15.34 pergear over year. However, it is a great
challenge for life insurers whether they can mamte sales volume of variable life
insurance products.

Concerning distribution channels, bancassurancaengtdas facing new challenges as
regulators impose in the second half of 2014 strictgulatory guidelines for selling saving
type products, which makes up majority of bancassta’s premium income.



