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|. Lifelnsurance Industry Business and Financial Overview

A. Business Statistics

The life insurance industry in Taiwan recorded NB[33.4 billion in total premium
income in 2016, up by 7.07 percent from NTD 2,926il5on in 2015. Of these, first-year
premium income accounted for NTD 1,270.6 billiory,. a1 percent increase compared with the
2015 figure of NTD 1,186.3 billion. Renewal premiumecome stood at NTD 1,862.8 billion, a
growth of 7.04 percent over last year. The datacatd that growth in both first-year and
renewal premiums contributed to the increase i fmemium income.

1. Breakdown of Premium Income

First-year premium represented NTD 1,270.6 billion40.55 percent of the total premium
income reported in 2016, up from 40.54 percentdh32 Single premium stood at NTD 670.1
billion in 2016, a decrease of 3.96 percent fromDN&97.7 billion in 2015. Meanwhile,
installment premium increased 22.91 percent fronDNMB8.5 billion in 2015 to NTD 600.4
billion in 2016. Renewal premium income account®dNTD 1,862.8 billion, or 59.45 percent
of the total premium income in 2016, up by NTD Bbillion, or 7.04 percent, from the
previous year, when it accounted for NTD 1,740IB0ii.

A further breakdown of the first-year premium iraties that single premium made up
52.74 percent in 2016, a decrease of 6.08 peroamtthe 2015 figure of 58.82 percent. Of this,
life insurance premium increased 3.68 percent fiohD 486.7 billion in 2015 to NTD 504.6
billion in 2016, while annuity premium dropped 224 gercent from NTD 210.5 billion in 2015
to NTD 165 billion in 2016. The data show that tloever percentage of single premium
payments can be attributed to a decline in anrsuiteanwhile, first-year installment premium
made up 47.26 percent of the total first-year ptemia growth of 6.08 percent over the 2015
figure of 41.18 percent.

2. Changesin Product Mix

In 2016, premium income generated by traditionsurance policies amounted to NTD
2,847.6 billion, or 90.88 percent of the total prem income. Of these policies, life insurance
accounted for NTD 2,337.8 billion, up 17.79 perceompared 2015’s NTD 1,984.7 billion;
annuity insurance generated NTD 107.8 billion iermpium income, a slight drop of 0.46
percent over the 2015 figure of NTD 108.3 billiggremium income from health insurance
totaled NTD 338.1 billion, an increase of 4.64 patcfrom NTD 323.1 billion in 2015; and
accident insurance premium income at NTD 63.9drilliepresented a growth of 2.08 percent
on the 2015 figure of NTD 62.6 billion.



First-year premium income generated from traditidife insurance policies increased by
33.89 percent from NTD 692.8 billion in 2015 to NBR7.6 billion, and the total market share
also grew from 58.40 percent to 73 percent; of éhasterest-sensitive life insurance
contributed NTD 580.6 billion, an increase of 30p/ércent over the previous year. This
growth can be attributed to the fact that—agairsaekground of persistently low interest rates
across Europe, the US, Japan, and Taiwan—the ddcliaterest rates of Taiwanese life
insurance companies remained competitive in 2046 triving up sales of interest-sensitive
insurance policies, which contributed to the oudepdrformance of traditional insurance
policies. In addition, in an attempt to rein in s@s-oriented insurance policies, in the second
half of 2016 the Financial Supervisory Commissiequired that insurance companies reduce
policy sales commissions paid to distribution cledsnand banned policies from carrying
expense deficits. The commission’s announcemertt ithaould reduce interest rates on
reserves for new NTD-, USD-, and AUD-denominateticpes starting in 2017 also led to a
suspension in sales of certain policies. Thesefa&ll helped increase sales of traditional life
insurance policies.

On the other hand, premium income generated bytiadl annuity policies slid by 1.37
percent from NTD 102.4 billion in 2015 to NTD 10illlibn in 2016; and of these,
interest-sensitive annuities saw their premium meofalling by 3.89 percent in the same
year-on-year period.

The premium income generated by investment-linkezlinance policies totaled NTD
285.8 billion in 2016, accounting for 9.12 percehthe total premium income. However, this
was a notable decline of 36.21 percent from NTD dilon in 2015. Of the investment-linked
insurance policies, premium income from investnigrked life insurance totaled NTD 187.6
billion, a decrease of 25.79 percent from NTD 23&lBon in 2015, while premium income
from investment-linked annuity plummeted 49.69 patdrom NTD 195.2 billion in 2015 to
NTD 98.2 billion in 2016.

Further analysis indicates that first-year premiumcome generated from
investment-linked life insurance policies decreasg®5.98 percent from NTD 169.8 billion in
2015 to NTD 108.7 billion in 2016. At the same timérst-year premium from
investment-linked annuity also saw a substantialioe of 50.11 percent from NTD 176.2
billion in 2015 to NTD 87.9 billion in 2016. Ovelalfirst-year premium income from
investment-linked insurance policies fell by 43 A&cent, which is likely the result of the
battering of investor confidence by fluctuationghe global financial market this year.

3. Industry Channel Mix

In 2016, bancassurance and agency channels gah&faR 647.6 billion (50.97 percent)
and NTD 535.5 billion (42.15 percent) of the lifesurance industry’s total first-year premium



income, respectively. The two distribution channedpresented 93.12 percent of the total
market share, while other channels accounted forel;ne5.88 percent. Based on further
analysis, first-year premium income from the basueance channel grew 2.4 percent from
NTD 632.5 billion in 2015 to NTD 647.6 billion in026, but the channel’s market share slid
from 53.32 percent to 50.97 percent. The agencyradaon the other hand, generated NTD
46.2 billion more in first-year premium income thizse@ same period last year, increasing from
NTD 489.3 billion in 2015 to NTD 535.5 billion in026, and its market share also grew from
41.25 percent to 42.15 percent. As the bancasseireimannel’s share of first-year premium
income increased primarily through a rebound iresabf interest-sensitive life insurance
policies, it was still larger than that of the aggchannel and the largest channel in 2016.

4. Group Insurance and Personal Insurance

In 2016, 47.04 million new insurance policies wessued, down 6.2 percent from the
2015 figure of 50.15 million. The number of new gmral insurance policies issued totaled
14.92 million, an increase of 1.22 percent from744million in the previous year. A further
breakdown by product type indicates the followitifg insurance accounted for 3.83 million
policies, up by 11.66 percent; accident insurarmesiituted 6.33 million policies, a decline of
1.56 percent; health insurance represented 4.3@mgolicies, a decrease of 1.08 percent, and
annuity insurance amounted to 0.17 million policeslump of 29.17 percent. The number of
insured protected by group insurance totaled 3gillion people, down by 9.29 percent from
35.41 million people reported in 2015.

The sum assured of the newly issued policies wtslED 50.99 trillion, a decline of 5.49
percent compared with NTD 53.95 trillion in 201%eTsum assured for newly issued personal
insurance policies amounted to NTD 33.39 trilliap,by 0.42 percent from NTD 33.25 trillion
recorded in the previous year. A breakdown of tlma sissured for the newly issued personal
insurance by product type shows the following: siuen assured for life insurance stood at
NTD 2.04 trillion, up by 5.70 percent; accidenturence reached NTD 29.61 trillion in sum
assured, up by 0.34 percent; the sum assured fthhimsurance amounted to NTD 1.57
trillion, an increase of 3.97 percent; and the sigsured for annuity insurance was NTD 0.17
trillion, a decline of 43.33 percent. The sum asduior newly issued group insurance saw a
decrease of 14.98 percent, dropping from NTD 2@ifion in 2015 to NTD 17.60 trillion in
2016.

In summary, life insurance saw growth in the numiienew policies, the sum assured,
and premium income in 2016 compared with the previorear. Of these policies,
interest-sensitive life insurance policies recor@edotable increase, with first-year premium
income reaching NTD 580.6 billion, an increase lwdw# 30.56 percent over the 2015 figure of
NTD 444.7 billion. By contrast, compared with 20&&nuity insurance posted a decline in the
number of new policies issued, the sum assured, @edium income, while accident
insurance and health insurance saw an increase iaum assured and premium income but a



decline in the number of new policies.

5. New Investment-linked I nsurance Policies

In 2016, life insurance companies issued 178,108 mevestment-linked insurance
policies, a decline of 43.15 percent compared withfigure of 313,300 in 2015. Among the
new investment-linked insurance issued, varialdke ihsurance represented 15,000 policies,
plunging by 53.99 percent; variable universal liisurance accounted for 83,800 policies, a
decrease of 35.49 percent, and variable annuityenogd79,300 policies, a decline of 47.41
percent over the previous year.

The sum assured for the new policies issued tofdlEd 103.3 billion in 2016, down by
approximately 24.61 percent in comparison with NTIB7 billion in 2015. Of these new
policies, the sum assured for variable life insaeapolicies dropped by 59.84 percent to NTD
9.9 billion; the sum assured for variable univelgal insurance declined by 16.49 percent to
NTD 85.5 billion, and the sum assured for variadntauity decreased by 20.50 percent from
NTD 9.9 billion in 2015 to NTD 7.9 billion in 2016.

In summary, investment-linked insurance productstgub decline in the number of new
policies issued, sum assured, and first-year prenimcome from the levels achieved in 2015.

6. Policiesin Force

As of the end of December 2016, there were 205.il®mpolicies in force, up by 1.37
percent compared with 202.99 million policies inc®in the same period in 2015. The number
of life insurance policies in force totaled 55.3%lion, an increase of 2.86 percent; accident
insurance policies in force came to 58.34 milliardecrease of 3.54 percent; health insurance
policies in force stood at 90.87 million, a grovath3.84%, and annuities in force totaled 1.18
million, up by 2.61 percent. The sum assured fdicigs in force totaled NTD 96.06 trillion, a
slight increase of 0.22 percent from the figureNdiD 95.85 trillion at the end of December
2015. A breakdown of the total sum assured by pbtgpe shows that life insurance grew by
2.65 percent to NTD 41.91 trillion; accident inquwra saw a drop of 0.58 percent to NTD
35.86 trillion; health insurance declined by 3.9gent to NTD 17.02 trillion, and the sum
assured for annuities climbed 3.25 percent to NTZ7 frillion. Overall, the personal insurance
policies in force as of the end of December 2016tgmb a year-on-year decline in both their
number and the sum assured while those of growpanse policies saw growth.

7. Insurance Benefit Payments

In 2016, insurance benefit payments totaled NTCR4.® billion, up by 5.76 percent
compared with NTD 1,536.1 billion in 2015. Of thebke insurance payments represented the
biggest share at 80.59 percent, totaling NTD 13®lion; annuity payments came second,
reaching NTD 181.1 billion; followed by health imance payments of NTD 110.5 billion, and



accident insurance payments of NTD 23.9 billiontdmms of the number of beneficiaries, a
total of 33.71 million people received insurancedfé payments in 2016, an increase of 10.02
percent compared with 30.64 million in 2015, anel tiumber of beneficiaries of life insurance
benefit payments topped the chart, accounting $81L million, or 57.28 percent, of the total

number of beneficiaries.

A breakdown of the types of benefit paid indicatiest maturity benefits accounted for
NTD 645.5 billion, or 39.80 percent of the totalnb&t payments in 2016, followed by
surrender benefits at NTD 535.1 billion (32.99 peety, and survivor benefits at NTD 184.6
billion (11.38 percent). Together, these three sypade up 84.16 percent of the total benefits
paid, and maturity benefits grew by 19.33 percestnfNTD 541 billion in 2015 to NTD 645.5
billion in 2016. This significant increase is ligebwing to the fact that some companies’
short-term insurance policies reached maturity.

B. Financial Overview and Analysis

1. Assatsand Liabilities

As of the end of December 2016, life insurance camgs reported NTD 22.25 trillion in
assets, up 12.77 percent compared with NTD 19.il®ririn the same period in 2015. A
breakdown of the assets shows that total asseksdixg separate accounts totaled NTD 20.66
trillion, an increase of 13.45 percent. The valudeirvestment-linked separate accounts
amounted to NTD 1.59 trillion, representing 7.1%ceat of the total assets, down from 7.70
percent as of the end of December 2015.

A breakdown of life insurance companies’ assetcalion by category indicates the
following: 73.53 percent of the total utilized fumehs allocated in securities, 6.70 percent in
loans, 7.15 percent in separate accounts, 3.7@meirc cash and bank deposits, 4.45 percent in
property investment, and 4.40 percent in othertastecomparison with the end of December
2015, the most notable growth can be seen in $e=ur(14.49 percent) and property
investments (6.45 percent). The growth is likekgsult of life insurers’ capital utilization and
allocation strategies.

As of the end of December 2016, life insurance camgs recorded NTD 21.13 trillion in
total liabilities, up by NTD 2.39 trillion, or 1257/percent, when compared with NTD 18.74
trillion in the same period in 2015. Of these, mce liabilities accounted for NTD 18.91
trillion, or 84.99 percent of the total assets 88d19 percent of total liabilities.

Also during this period, the owners’ equity of tlie insurance industry totaled NTD
1,113.4 billion, an increase of NTD 118.6 billiomrh the figure of NTD 994.8 billion at the
end of December 2015. The owners’ equity to assed fell from 5.04 percent at the end of



December 2015 to 5 percent, which was still highan the pre-European Debt Crisis level
(the ratio stood at 4.03 percent at the end of Ra@%he meantime, liability-to-owners’ equity
ratio (leverage) remained at 19-fold at the endetember 2015, indicating that life insurers
still have the same level of tolerance for futwssles and that their financial standing remains
robust.

2. Profitsand L osses

Life insurance companies recorded NTD 3.86 trillionaggregated operating revenue in
2016, up 15.34 percent from NTD 3.35 trillion ireteame period in 2015. Operating costs at
NTD 3.64 trillion, an increase of 17.25 percentnirthe figure of NTD 3.10 trillion in 2015,
accounted for 94.30 percent of the total revenweth® result, life insurance companies posted
NTD 221.1 billion in business profits.

Operating life insurance companies posted totafitprof NTD 105.3 billion in 2016, a
decrease of NTD 13.2 billion on the NTD 118.5 billifor the same period in 2015. The life
insurance industry’s profits can be attributed toasened policy governing overseas investment
and the adoption of the International Financial é&tepg Standards (IFRS), which allow
investment properties to be measured at fair valné gains from such properties to be
recognized. In addition, owing to a broad-baseduwel in interest rates on global bonds and an
improving global economy, the comprehensive incdondife insurance companies returned to
positive territory, rising from a loss of NTD 4@@lion in 2015 to a profit of NTD 164.8 billion
in 2016.

3. Utilization of Funds

As of the end of December 2016, the life insuraindeistry recorded NTD 20.04 trillion

in available funds, up by 13.99 percent from NTD587trillion in same period in 2015. The
fund utilization rate (the total funds utilized asshare of the total available funds) was 99.75
percent, and among the fund utilization categorsesurities investment accounted for NTD
4.40 trillion, or 21.96 percent of the total utdx funds (government bonds and treasury bills
making up NTD 1.89 trillion or 9.43 percent), amareign investment totaled NTD 12.59
trillion, or 62.82 percent. The combination of tiveo categories represented as high as 84.78
percent of the total utilized funds.

The life insurance industry’s overseas investmaeivgfrom NTD 10,131.8 billion in
2015 to NTD 12,589.1 billion in 2016. Overseas sBtugent as a share of the total utilized
funds also increased 24.25 percent from 57.63 perce 2015 to 62.82 percent in 2016,
indicating that overseas investment has becomemanamt fund utilization category. On the
other hand, after the regulator eased public itinatire investment rules for the insurance
industry as a way to encourage the industry toshiwepublic infrastructure and social welfare
projects in Taiwan, the industry’s investment irthauized projects and public infrastructure



increased by NTD 5 billion, or 10.28 percent, frodifiD 48.8 billion in 2015 to NTD 53.9
billion in 2016.

[1. Conclusion and Outlook

A. Conclusion

In 2016, life insurance companies recorded NTD 34 ®illion in premium income, up by
7.07 percent compared with the same period last, y@hile first-year premium income
increased by 7.11 percent to NTD 1,270.6 billiomstFyear premium income generated from
traditional products grew 27.83 percent from 20&@5NTD 1,074 billion, and the growth is
mainly attributable to the contribution from intstesensitive life insurance policies. On the
other hand, first-year premium income from invesitdanked products declined by 43.18
percent to NTD 196.6 billion. Overall, the increas@remium income was a result of growth in
premium income generated from traditional prodacis renewals.

In 2016, 47.04 million new insurance policies wessued, with a total sum assured of
NTD 50.99 trillion. Annuity insurance recorded eclilee in the number of years and the sum
assured and premium income, while life insuranceaieed stable in terms of the number of
years and the sum assured and premium income. ofaenumber of policies in force was
205.78 million, and the total sum assured came T® [96.06 trillion, a slight year-on-year
decrease. Meanwhile, life insurers paid a total'®dD 1,624.6 billion in benefits, of which life
insurance and annuities accounted for 91.73 per€emther analysis of the benefit payments
shows that maturity benefits (NTD 645.5 billionyyriender benefits (NTD 535.1 billion), and
survivor benefits (NTD 184.6 billion) made up 84 dércent of the total benefit payments. Of
these three, maturity benefit payments grew 19&8gnt from 2015, possibly owing to the
fact that some companies’ short-term insurancecigslireached maturity.

Life insurance companies posted a net investmaenfit mf NTD 769.3 billion, up 10.19
percent from NTD 698.2 billion in 2015. This sigo#nt increase in profits in 2016 was mainly
a result of loosened policies regarding overseassiments and recognized gains in real estate.
As a whole, the life insurance industry recordedpnefits of NTD 105.3 billion.

B. Outlook

Total premium income reached an all-time high id&0and as an expense adequacy test
was conducted at the end of the year, sales okinepolicies surged before they were
eventually suspended. In addition, the regulateveled interest rates on reserves for new
NTD-, USD-, and AUD-denominated policies starting January 1, 2017. This, together with
the beginning of a rate-hike cycle in the US, ledah expectation that insurance premiums
would drop, and thus prospective clients choseetnain on the sidelines. Fortunately, the
global economy is seeing a recovery and financiatkets are performing well, creating a
window of opportunity in which investment-linkedsurance products can rebound. Overall, it



will be a great challenge for the life insurancelustry to post another record first-year
premium income in 2017.



