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Independent Review by Deloitte Consulting

Deloitte Consulting
The Engagement

e Deloitte Consulting (Pacific) Limited, Taiwan Branch (“Deloitte Consulting”) were retained by Fubon Life to perform an
independent review of the Embedded Value (EV) as at 31 December 2018 and the Value of New Business (VNB)
written over the period of 1 January 2018 to 31 December 2018.

Scope of Deloitte Consulting’s Involvement
e Review and opine on the reasonableness of the EV and VNB as calculated by the Company;

e Review of the reasonableness of the assumptions used in the calculations, taking into consideration both the
Company’s recent experience and the experience of the Taiwanese life insurance market;

e Review, at a high-level, model changes to the actuarial projection model since the previous valuation date;

* Review of the Company’s projection approach of the Cost of Capital;

* Review of the data put through the model compared to the policy data on the Company’s policy administration
systems to judge the extent to which the business has been valued in the financial model and to identify the portion (if
any) omitted and how that was valued;

* Review of the approach used to determine the Adjusted Net Worth (“ANW”), in particular, the adjustments made in
deriving the ANW, and any other adjustments made outside of the actuarial projection model;

* Review of the Company's analysis of change in the Value of In-Force Business (“VIF”) between 31 December 2017 and
31 December 2018.



Risk Adjusted Discount Rates

Deloitte Consulting

Fubon Life calculated the EV and VNB at Risk Adjusted Discount Rates (“RDR”) of 11.0% and 10.5%
respectively.

R S5 Gl EUTRE: RFR b'ased on Equivalent RFR for  Equivalent RFR for In-
govern;?eelgt F00E Compan://isé\lsng—term New Business Force Business
Risk Free Rate (“RFR") 1.20% 3.50% 2.59% 2.68%
Equity and Country Risk Premium 6.50% 6.50% 6.50% 6.50%
Beta 1.20 1.20 1.20 1.20
Calculated Risk Discount Rate 9.00% 11.30% 10.39% 10.48%
Risk Discount Rate used in the 10.50%

Valuation for VNB

Reference — RDR based on Capital Asset Pricing Model (CAPM):

RDR = RFR + Beta * Equity and Country Risk Premium



Comments on the Risk Adjusted Discount

Rates

Deloitte Consulting
Deloitte Consulting independently derived a range of RDRs using the CAPM approach:

= The low end of the RDR is developed based on the current yield on 10-year Taiwan government bonds.

= The high end of the RDR is developed based on the Company’s view of the 10-year Taiwan government bond
in the future.

= The equivalent RFR is the RFR equivalent to using a set of graded-up RFR from 1.20% to 3.50% that derives the
same VIF and VNB.

= The Equity and Country Risk Premium was developed based on the Country Default Spreads and Risk
Premiums research published by New York University.

= The Beta of 1.2 was set using a risk profiling approach which considers risks related to the product range,
distribution diversification/vulnerability, regulatory intervention and investments. Note that this beta value is
consistent with that used in previous valuations.

= The RDR assumption applied by Fubon Life in the valuation lies within the range of RDR that we derived.

» |n particular, we feel comfortable with different RDRs being used for the valuation of the in-force and new
business, given the specific market conditions in Taiwan: it is well-known that the legacy business has a much
riskier profile than the current new business, and hence it is reasonable for shareholders to be expecting a
higher rate of return for the higher risk level. We feel that Fubon Life has taken a good approach in splitting
up the RDR assumption for the two distinctively different blocks of business.




Comments on Investment Return (1)

Deloitte Consulting

A set of rising investment return assumption has been used in this valuation which is considered reasonable for
the present market conditions.

Fubon Life’s derivation of the investment return assumption is featured by the following:
e Derivation methodology is consistent with that applied in previous valuations;
The methodology involves:

= For VIF, the investment return assumption was derived from a combination of the investment return
generated by the run-off of the existing asset portfolio and of that from future purchases of new
assets;

= For VNB, the new business is not supported by returns on existing assets and the investment return
was derived from future purchases of new assets;

* New assets are purchased at the prevailing new money rates, which are set to equal to the expected future
risk free rates plus a risk margin for each asset type;

e Future risk free rates are set starting off with the actual yield curves as at the valuation date and are assumed
to rise to a long-term level over a 10-year period. For New Taiwan Dollar and US Dollar respectively, the initial
risk free rates are 1.20% and 2.71% and a long-term risk free rate of 3.50% and 5.25% is assumed.

e Different assumptions were derived for different types of business, which were assumed to have a different
long-term asset allocation.

e For some business lines, the investment return assumption derived in the above-mentioned manner was
capped at a certain level for conservative reasons.




Comments on Investment Return (2)

Deloitte Consulting

It is in Deloitte Consulting’s view that:

Methodology

* Fubon Life’s derivation methodology for the investment return assumption is reasonable and consistent
with the way that the ANW is calculated;

Economic Assumptions

* The expected long-term risk-free rate for New Taiwan Dollar yield and US Dollar yield are maintained at
3.5% and 5.25% respectively.

* We note that taking a view on the future capital market is not uncommon under the traditional
Embedded Value methodology. On a macro-economic level the arguments put forward for rising
interest rates are plausible, and we note that the expected future rise in yields is spread out over a
reasonably long period of 10 years.

* Readers should be aware that capital market conditions are subject to the impact of many forces.
Yields and prices of financial instruments can move dramatically in a short period of time. As a result, it
is difficult to predict the interest rate level in the future with great certainty. Readers should refer to
the sensitivity tests to develop a broader understanding of the impact of the investment return
assumption on the assessment of the economic value of Fubon Life.

* Overall, the economic assumptions appear to be reasonable.




Comments on Non-Economic Assumptions

Deloitte Consulting
Non - Economic Assumptions

* The non-economic assumptions reflect Fubon Life’s best estimate of future operating experience, and
are appropriately supported by the company’s historical operating experience.




Comments on EV and VNB Results

Deloitte Consulting

Deloitte Consulting have reviewed the Embedded Value and Value of New Business
results at a high-level under the generally accepted method for calculating traditional
embedded values in Taiwan:

* Review of the changes in the VIF relative to the assumption changes and model changes from
2017 to 2018;

* Review of the changes in the new business profit margin relative to that in 2017 based on
information on changes in sales mix, sales volume and valuation assumptions;

* Review of the sensitivities relative to the base case results.

The Embedded Value and Value of New Business results appear to be reasonable
within the above context.
Deloitte Consulting’s detailed opinion can be found in their opinion letter.
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FECFW 25 34,533 34,413 32,949 32,403 30,183 129,948 113,212 14.8%

{%Bzz%?%aat{iﬁé 64,728 50,565 69,259 44,908 71,095 235,827 250,970 -6.0%
SRS R SRR 12,183 (735) 17,649 16,831 10,627 44,373 40,612 9.3%

,\ﬁf_z (1,699) (2,314) 1,315 1,613 171 785 1,351 -41.9%

el 109,745 81,929 121,172 95,755 112,076 410,933 406,145 1.2%
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AHAF A 12,569 (2,441) 19,005 14,755 16,402 47,721 54,016 -11.7%

AR ETE N EEA T 12,501 (2,470) 19,026 14,763 16,410 47,729 54,122 -11.8%

BEEER

WAL 7,840,013 7,715,060 7,567,509 7,188,839 6,968,736 7,715,060 6,919,454 11.5%

%%J%l INEZEFRERS 537,807 459,243 515,227 505,587 525,440 459,243 488,432 -6.0%

SO L IS E (5 HL) 10,234 10,234 10,234 10,234 10,234 10,234 10,234 0.0%

FEMEER

B EE R 0.65% -0.13% 1.03% 0.83% 0.94% 0.65% 0.81%
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HEERILR 110.28% 112.09% 108.30% 108.19% 106.43% 112.09% 115.00%
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AR A 2.30
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Deloitte g o
. [y 27/F, Taipei Nan Shan Plaza
JCA No. 100, Songren Road
Xinyi District
Taipei 11073 Taiwan

Tel: +886 2 6616 1888
Fax: +886 2 2725 2788

10 May 2019

Fubon Life Insurance Company Limited
14F, No. 108, Section 1

Tun Hwa South Road

Taipei 10557

Taiwan, R.O.C

For the attention of: Mr. Chun-Pan Chen, President
Ms. Tsai-Ling Chao, EVP

Dear Sirs,

Review of Embedded Value as at 31 December 2018 and Value of New
Business of Fubon Life Insurance Company Limited

Deloitte Consulting (Pacific) Limited, Taiwan Branch (“Deloitte Consulting”, or "we") have been
retained by Fubon Life Insurance Company Limited (“Fubon Life” or "the Company") to prepare an
independent opinion in respect of the Embedded Value ("EV”) as at 31 December 2018 and the
Value of New Business (*WNB”) sold during the calendar year 2018 as calculated and published by
the Company. The purpose of the publication of the EV and VNB figures was to provide
supplementary information to investors, analysts and other stakeholders.

This opinion letter ("the Opinion Letter") sets out the work carried out and findings from that work
and has been prepared in accordance with the Work Order dated 29 March 2019 between Fubon
Life and Deloitte Consulting.

This Opinion Letter has been prepared by Deloitte Consulting (Pacific) Limited Taiwan Branch
("Deloitte Consulting") solely for the information and use of Fubon Life Insurance Company Limited
(“Fubon Life"”) for the purpose set out in the introduction of this Opinion Letter, including its
reporting or filing obligations under the requirements set out in two circulars, published by the
Financial Supervisory Commission R.O.C. (Taiwan) (Circular No. 10202092580) and the Life
Insurance Association of the Republic of China (Circular No. 103031433) respectively, regarding
the principles to be followed by life insurers disclosing Embedded Value Results. To the fullest
extent permitted by law we do not accept or assume responsibility or liability (including without
limitation, those arising from negligence) to anyone other than Fubon Life's Directors as a body for
our work in respect of this Opinion Letter or for the conclusions that we have reached.

Summary of Embedded Value and Value of New Business Results

The Embedded Value as at 31 December 2018 and the Value of New Business written over the
period of 1 January 2018 to 31 December 2018 as calculated by the Company is summarised as
follows:

Values (NT$ bn)

Adjusted Net Worth 202.0
Value of In Force Business after Cost of Capital 276.6
Embedded Value 478.5

Value of New Business after Cost of Capital 26.6
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Definitions
A number of specific terms are used in this Opinion Letter. They are defined as follows:

e Embedded Value ("EV"): this is the sum of the Adjusted Net Worth and Value of In Force
Business as at the valuation date. It includes no allowance for the value of future business yet
to be written;

e Adjusted Net Worth ("ANW"): this represents the shareholder equity in the enterprise as at
the valuation date. This is equal to the shareholder equity as reported in its Taiwan statutory
balance sheet plus several adjustment items. The purpose of the adjustments is to make the
Adjusted Net Worth consistent with the projection of future profits and Cost of Capital;

e Value of In Force Business ("VIF"): this is equal to the present value as at valuation date of
the future statutory profits from the business in force as at the valuation date using a risk
adjusted discount rate, less the Cost of Capital associated with such business;

e Value of New Business ("VNB"): this is equal to the present value as at the policy issue date
of the future statutory profits from the policies sold in 2018 less the Cost of Capital associated
with such business;

e Cost of Capital: this is defined as the amount of capital required to be held at the valuation
date less the present value of future releases of such capital and after-tax earnings on the
assets backing it. The level of capital required depends on the Company's internal target of
capital level but is subject to the minimum of statutory requirement.

This Opinion Letter does not give any opinion on the “fair market value” of any part or the whole
of the Company. Actual market values are determined by investors based on a variety of
information available to them and their own investment criteria.

The techniques for calculating a company’s Embedded Value and the Value of New Business have
been evolving over the last 20 years. The Company has used “traditional” techniques. This is a
common approach in Taiwan which is consistent with the methodology used by all local
domestically-owned companies which publish their Embedded Values. This method does not include
an explicit allowance for the cost of options and guarantees within the business. Instead, this
approach makes an implicit allowance for the time value cost of options and guarantees and other
risks associated with the realisation of the projected future profits through the use of a risk adjusted
discount rate.

Scope of Review
The scope of our review is outlined as follows:
e Review and opine on the reasonableness of the EV and VNB as calculated by the Company;

e Review of the reasonableness of the assumptions used in the calculations, taking into
consideration both Company’s recent experience and the experience of the Taiwanese life
insurance market;

¢ Review of the Company’s projection approach of the Cost of Capital;

e Review, at a high-level, of the changes made to the actuarial projection model by the
Company since the previous valuation date of 31 December 2017;

e Review of the data put through the model compared to the policy data on the Company’s
policy administration systems to judge the extent to which the business has been valued in
the financial model and to identify the portion (if any) omitted and how that was valued;

e Review of the approach used to determine the Adjusted Net Worth ("ANW"), in particular, the
adjustments made in deriving the ANW, and any other adjustments made outside of the
actuarial projection model;
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Review of the Company's analysis of change in the VIF between 31 December 2017 and 31
December 2018.

The scope of our review did not include the following aspects:

Review of the policy data on the Company’s administration systems;

Our review did not cover an audit of the accuracy or completeness of the policy data items and
we offer no comment on the quality of the policy data used by the Company in the valuation,
and readers should not assume our review verifies the data is free from error.

Review or audit of the valuation of the assets or any items unless specifically stated on the
Company’s balance sheet;

We referred to the Company’s audited financial statements and placed reliance on them.

Review of the calculation of the RBC (risk based capital) of the Company as at 31 December
2018; and

Whilst we reviewed the projection of the RBC into future periods, we relied on the accuracy and
completeness of the starting RBC figures as at 31 December 2018 as submitted by the Company
to the Taiwanese regulator.

Any other actuarial or other valuation figures, such as any “Fair Value” or potential
transaction price.

Only the EV and VNB fell in the scope of our review, and we offer no opinion on any other
values.

Our review was conducted in accordance with current generally accepted actuarial practices and
processes for reviews of traditional Embedded Value calculations. In particular, we made
reference to the methods, approach and other considerations as set out in:

The relevant parts of Practice Guideline 199.03 of the Institute of Actuaries of Australia
entitled “Economic Valuations”; and

Professional Conduct Standards as defined by the Professional Affairs Board of the Institute
and Faculty of Actuaries in the UK.

N SR B SERE A A TN RS B R M YE R 2 IE R (107 4EhR) published by the Actuarial
Institute of Chinese Taipei.

Findings from our Review

Our findings are summarised as follows:

With respect to the calculation methodology adopted by the Company in the calculations:

— The chosen traditional EV methodology used by the Company has been applied in line with
generally accepted actuarial practice and relevant guidance; and

— The methodology was in line with the purpose stated by the Company, and is consistent
with a “going concern” approach.

With respect to the policy data used in the calculations:

— The Company has used policy data that is, in aggregate, consistent with the policy data
held on the Company's administration systems as at the appropriate dates.

With respect to the actuarial projection and valuation systems and the results produced by the
Company:



Deloitte.

— Over 99% of the policy data has been included in the valuation and a zero value has been
assigned to that part which was not included in the valuation;

- At the aggregate level, the model outputs for each major block of business that we reviewed
appear to be consistent with the assumptions applied in the calculations, the features of the
products included in each block of business, the prevailing applicable and relevant
regulations in Taiwan.

e With respect to the assumptions used in the calculations:

— The assumptions, taken as a whole, are reasonable for the Company and the environment
in which it conducts business;

— The economic assumptions, including rate of investment return, risk adjusted discount rate
and inflation rate, were set consistently with one another and with the way in which the
adjusted net worth was calculated;

— The economic assumptions represent plausible future outcomes for expected future total
returns (including the release of risk margins) and lie within a reasonable range of such
plausible future outcomes; and

— The non-economic assumptions have been set with regard to relevant actual historical
experience of both the Company and the industry, and the Company has provided plausible,
reasoned arguments in relation to their expectations of future trends and developments for
these assumptions.

e With respect to the calculation of the Adjusted Net Worth:

- The Company has made adjustments to the Net Worth as reported on the statutory balance
sheet which are appropriate for the purpose of this valuation.

In conclusion, we find the results of the Embedded Value and Value of New Business calculated by
the Company to be reasonable within the purpose and chosen methodology of their calculation,
and that the methodology is consistent with the approach taken by all local domestically-owned life
insurers which publish similar figures in Taiwan and with one generally accepted method for their
calculation.

In stating the above opinion, we draw attention to the uncertainty related to such calculations.

The calculations of EV and VNB results necessarily make numerous assumptions with respect to
economic conditions, operating conditions, taxes and other matters, many of which are not fully
within the control of the Company. Although the assumptions used represent estimates which fall
within a reasonable range of expectations, actual experience in the future is almost certain to vary
from that assumed in the calculation of the results and any such variations may be material.
Deviations from assumed experience are normal and are to be expected.

We note, and draw the attention of readers to the sensitivity of the results to assumptions, and in
particular, to the assumed rate of future investment return and the risk discount rate; this is
illustrated quantitatively in the Company's disclosures. A deviation from the assumed future
investment return, even still within a reasonably plausible range of such assumptions, may lead to
a materially different result. We note that future investment returns are subject to market factors
beyond the control of the Company and hence it is not possible for the Company to fully immunise
future profitability against movements in future investment returns.

Yours faithfully,
Deloitte Consulting (Pacific) Limited, Taiwan Branch
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