HEEANETEHERBESE

HEREAEEHEREE S
Taiwan Residential Earthquake Insurance Fund
BlMm10059BEmEBE2EK395K51E
5F,N0.39, Sec.2, Jinan Rd., Taipei 10059, Taiwan
TEL:+886-2-2396-3000 FAX:+886-2-2392-3929
http://www.treif.org.tw

TREIF



HRERMGES 2
HAERE AR R R 3
— ~ EE IR ORI RS RO R B R R 4
= MR RBE AR R R AR P AE A A 7
= MR ORI EAH RS 8
Y ~ shERORBE ARG ZERS ~ M ESIRDL 12
T~ MRS AR RE 19
Words from the Chairman 21
Taiwan Residential Earthquake Insurance Fund (TREIF) 23
1. The Taiwan Residential Earthquake Insurance Program's Development 24
and Establishment
2. TREIF's Pivotal Role in the Taiwan Residential Earthquake 27
Insurance Program
3. TREIF Structure 28
4. Business and Finances of TREIF 33
5. TREIF: Looking Ahead 40




EERAYEE

Hh R 5% AR B IR TR FE I - HAT AT RESE Rl K - R TE
& - GEEE RV RIES - R ENRE - BUTERE
et L 2R b bR 7 bIRART SRR AVEESD - SKIRAIEE
SECHR 1 RE IR A T Bl

EEEEHERE R - RBUTE IR o2 1 RIEE# ANy - KR
AR KSEORBEI IR fRb 2 LR A BRI 2 = - HIRBEATRE
S ZRIEFIR - Z2FEYMAR EEHE R RIS B KB RE
Maat > FREEIMET KK RBEIRIESN - TRaEIR R PE ZHIE F
RFIEIS S AR R - JBE e fR b NS DU B A 5 ] -

R AR H o154 H ALK » S5 HI DARR & ry el
R - BETE EE - BRREAEEE 1 06H 4 - RERERD
25.24% « AELHISHFETH 1 HEILEER - FIEEEREEMER
P ] B 1 B 9 BB R T SR IR (75 < R PRI KM 2 48 A R S B S 5K
A (EESERTH - D2 REEEE - MR E 1% it
ik - BEoTHF HIR L - AESRHER & REMRECER G
68.8{87T » IR EF R RAT35% °

AEERETHEREH EZPEER - B ANFREILES
B A5 RS TR P BRSBTS B s
SeE o BRFFE R SCER T iaba o B Hl s IR BEREE G AL
Wit GSERFEE R - ZHEETEREEENE - D EEX
Sfrbg b EEtE R 2R AR IR R ESE R ZRME - R
A nsREA A ~ SMNEEARIRT RIS G 1F - BithE R SR E
FHESEEVEEHERRE R - TosftEREEE D)

L
He °

#EE  fa MR
%



HMEIZANEEHEREREE Y

Taiwan Residential Earthquake Insurance Fund (TREIF)

TR IR AP IR ETY - R R = AMER 2 —  HERBEH
BUERRRETE - MMEREERR EEETAH - A aeis i 85 B R
& - H¥HEKENEE - ARE M SrvEE IR EE - SR
BRI ERE - ERSES S ELF - MERER B TERS
R AR S INVERR o ART - BH LIS MRS P A th R RE R B R AR AL
R HPRI R R - AR ERAR A RIeE A - It - BB —
(B EE R B F A IR - AR (bR Bl G L 2R -

> — AEEEHERRER I BERRRE

19999 H 21 H AR REER KRR HTAME (N HHo215E5%
HEE) o AHEREAECIEREHT - 921 SRR BUR BUR BT HEER fRIg L R EE
o AR CREE R - R E TR R KB MR 1999 IETEH T ARbR
EEVI RSB IERZ | - BETRIESR — =/ R — > AR SEEARE
EHIEE B L RUE - Wk R TR G RIS - SRR B IR SR 2001
FTHOHA » WBIBERMEEE M EE (R HI AR IR - LB A
RBRBEER — =/ —HE » 1R20014F11 H30HHHET " it fRin It
R ERAEERHE RS ) - HEEERERERTENES00 T (KB
PREEJE AT ) -

F ELRF

AMEIS00RTT ( 2258 10048 5T )

e ._  BR-INEERTESEATS

ANEHA00RT (H=ME200/E7T)

20052 HEE A EEHEREES
e ($FEEHE180M85T)

. . — e E R pE (R AR

=M 20(ETT = Hj"’_‘ﬁ‘r RiBE

(HrEH20185T)

200241 HERFER AU REBE THEMEFEHEEANRE
BFRESERSHER 120870 2RERE-EX > BESHAEHER
1,4597C > PRI HEE R (R (B AR R B S EE A5 [RE .2 S~ BRAE ~ 1L
AR~ U TR Y ED - BAZ  IROIEMES 21 EElE R - dkEER
MO BIR RS E 21 (AIZRY AR LA RER - B3OS E
BEAREEELBEEAREERARS %A LE) - —HEREZEELTER
fF e EEHEERER - RRA ARSI 2RSS - SRR HRE



EEMBER2001511 30 HMERT " M EE NETHE R 2188
iR K THMERE AN ERRESE I ) MT M EE N ETHER
s (DUNERMEREES) JESKE  MiErnRREFERESE
BREERHENE2,000 S T MBRIBEES -

iR ORI E BTN - FRZEE M BCTFT 8 2 R iRl A F] (LU
AR #E > RTHE—A > BESETA > HHTELAFIRERE
LSRRI A HHRRSER - SEDRBAFRRZEEHERR LS THEL
A PEAFEZRES TEARRESE - MERRES - BIASMRE - B

ERBUTF AV - BREST B (B E R e E iR -

2005127 1 H EEMBRE LA " et E AR R R EhR i
B, o REkRIER S g SO - B a 20T - I
(EE R R St R AL ORI - B G 20BITbl L2 480(87T - FRHIE (R

€
b BB ARIE R RR

200641220 H EERBAF BT A0 T ETHE R R raba iz
WHIE NS ) - KB RRE Z ERAEREE - H2007FERHT 2
500{BTCHm B FZMEC00(RTT - fEbe IR E IR R

B - EBAEITTRREE S - B R L R RS -

B - EBsTeRITEE Y - HtEREESAE RO - BHfE

barsy i ST VEEE -
(—) FrEW176(EIu A TR - HREE (R I E TR
(=) HEFTENE 1 T6(BTEFZ N 3T6(BInh sy - ZHEREA ~ SN
tRbE TS EE AT R

(=) EEHENE3T6(E T EHZNEA56EITE 5y - HtEREESH
RANE

() =R AS6E T BN ZEMEST6(8ITE ST+ B A -

nﬁl

ELF
(¥TE#120/85T)

o " B AR
sty /B (EMSTORE) 2 g i e
6008 7T UEEACTHRRRES ($T=H80BTT)

AR HE - S ERRTES
BATHiS

(H=1200E7T)

MEW  ZE (FEEME) RIEE A EE R
2B SRR LR EBAE REESE
($E=ME 1768 T )

FlaREE — =/ 2 —R2007ETHISHZHXEIE » " HEHIE
TREE IR R E b ARSI E L ) R2007E 11 Hes HAME SR T EEH
E Rl EE S BEHIE RIS . - H2008F 8 KEMREBAFRRZEE
MBRBESEAZT S THEREES  HBRBESEIMERHRERT
RIERATEL . BT T T E R s

S



T = HERBELS BEEHERIGEEZ PG

B AR (RBCR MR - H e E IR EFIEET - 7
REFS/T B S BRI dr - REMEREE Y - AR R EEHERRE
IR ZACEA - AEILREH N EIMNTFRZHE - AR - BEEHIEE
T TSNS /T - ERCEER - TR LBENMEIEE - TRk 2158
W BN R A RN =23 AR R AN ERE ST S RN - B ATk a2
TREg RS E H (] 5 AR RS - BB PRI SCGETE © Rkt —fiE - &
BB 2005F 12 H 1 HIEIESRAN T ETHE RIRILIR R raha A S HE
Mgk |+ B E IR RS B (e MO (6 1l 2 AR AR A - G RS
M (R bR < BV ESE -

E R E SR 200657 A1 HEREETHARPGEILERE - AEE
THUEE (R AR ~ B 2T B HORSESS Z e B - PR LR
FEPEE - MR R RS E BB AER A & R E AT 2R R
HIH -

a8

Rt E RS T ETHERRE R RS ERREE - EEky
BRI R > ERR T RIEBE R ChrE®eselEin) kRS - M
EEFEoBITHREE 2 EREEE - 20077 H 18 H RlEFH—=/
Rz —BRE I - BHETHIE (R B o B BB B A BB 2 b 43 Bk
il

T3 = WEREESESLE

AREEIRB A EEA > EEMEANEE - Reooe1 H17HIEHE
TR 0 BORME B A R EEHZ R o NS = {18 B B 3R A T R AT BUR
EE R R -

WiHEIREE

oy S

ez
TN

KN

HEREELAEERERREN  EERPFERLEES - EEESERH
A AR R R = P A+ 2002557 H B A BER AR 55 KR 53 s AT - 20054F
OH 30 HE & E & i HIIR B ME T - 20084 H I5HEUEE=IEES -
RERER - P ERBEEYREEEFAZE LG OHEEREVIREAES
HER -

)




e
EEGEESE A PHIZERRE T ABRBIETE
o HHyHEETEMMAE=A -
o B B HE FR—A -
o HHyEEFEWMAIEE cHRXEEA -
o Airfg SRS BRE=A -

I\

=

AEBHIEEZA A > AHOERETERARE > BEEARE
5 R A5

etz vl
AEERERFBHRR - WAME EHENIER 8 FhlE T

Bk NMETHE RS AT ST L - RERB/IE -

HBEERER > SRS BRI IRHE S RO BT BRI R -

-
a2

(FEERIRIEARE T (F/)\8

FEE R R PORIERE - ROAGERAREEE - AEE 520084
3SHRCLEEHE R ZE A S TIE/ N - BETAREHEMBRER - ZI(F
INHEAREERGEHEER AR > T MZEEAERSERE 5 £
ReBRBHERAEE NG BEGEHRE  ZRIIEN T&EE
by BB B Ryl AR CRERIS B 0 A R B AN B R AR ol = (8 TE
fH > HERRECS B R B il s -

EBFIEE

AESHATE RS EE  GFHMERSER  HIREERER
BRI - HFTREAT

o (IR IR fE A B B E

o (FEHhEE (Rbm B AR TR/ MHELMH & - RS ST
R - HERE R R

® SR EMEATE T
o FEMERBE ARG A BHF IR E T
® ERIVHHRRSERS B (£ E IR RIS A
o It A

o B HHRESR (SEEEMERE MRS EIBE R

1 RAHEIE)
f*':'_"“:;f::_; 8| s | . ) © EGEIET - YRR
L , : ¢ © NS - BB B AR
-—-——‘"‘_“ : - -
a3 Contrs nm e A RUBSTESE (A SO ~ SR SO PP ErE s )

./ l | " .- o LLAHRNEE SIS e A TE




® EFRANE

L R EEERR L ERAE (SRR E - HEREEE) HoBMER -
2. PR (EE IR (Rbg S AR B TE/ MHEL R & 38 - Rl IRTT et R
W ~ EPSEFER AR - B
(1) fEhmor BRI - faaf B eE faha o B ORI B (R &
VEER O HERET -
(2) AREEAFEER A - Ih R OR BB (RS AR AR ORI A H B
% EEERE G T AL -
(3) EAET B HEE A ¢ taaf B B AR AR E AR SF&aT
i N BRI e 5 TS 8 R T LA T
3. FEMERRIEH EEAE T -
4. (EEHERR GG A BBETIMETEZ8]TT -
5. WA RAERIZE RS R (L B (R B b R B AERE -
6. WF7EsR REL B HE -

o SIRRIHE

L MEHHRIESE (S ESEMRERE - RS EZ R MesfElL) -
2. EfmEREERE  HE - REREGEHHBES -

3. NHEH ~ B R EH FMHBESE -

4. WRBESR (SH - SGE » SRR IYEHE) -

5. batAHREE < HE ZHIE RigafB1E -

T I WEREESER - MK

L E 35179

E 20 024 (3 B R B BRI UK - (252 0 B2 (R b 56 765 Bl AR 7 13
B - BE200TEIR L - ARIREAEERE 1 8TE M - D2BlEEHEF 760
HPEE - RIRER24.63%  200TEFBERBIA IR EH27(ET - |
BT —F R 12% © FEFRETHIE (R IR 3 BARE R R FRFEAT R # -

EFEMERRZRERERABNR

EEMEREFEERERARE
B FEMT T

- RERBEWA
=% RR=R
2002 (4B-~128) 661,231

2003 1,242,788 88%
2004 1,702,959 37%
2005 2,101,527 23%
2006 2,425,076 15%
2007 2,722,298 12%

ST EEEMERBIEERRERRIERER

AREF  Eaig - RETOREDUIREMZIERES > FIEETH
ORI E IS (SRR B ARy - e ] e (R EE S (RS T - Sk
FREREHRAE - SRRTTEUTRE B A B FE T T E R B
HE(RE LAt AR I -




EERE KR PR RHERR

H R R G LG EREAREOIEKER - fHEHEREGE
EEkE B E LR - R SHIER N2 S - AREREMEEA
B Ze R TR e DR B R SR BRI R - AR & Ak R P
ERE - RERNER =E T #E AN H EhEt FEH R IR FHER R - DI
Al ARG A B - REILRELME IRt 2 iR 8 4= 2 BGE T T BIHA LR
T 5 -

37 Rt Rt

AREE Rt R HI R 2 TP RS - FEE 2 Re B 2 R R
REERE - B EEHERBEIRAA RN HBIE S E FR R IEER
B AR R EREER - CREEELE R E A E TR R it
fRTRARA ©

IR TR BRI AR R R AR

RS ERIE (ERYE AT AREEFERE T ERRE
TR SERRBEE R - 96 FEETT(E B EE (R b IR R R B B AR R
Hbf PRI HI LR -

AI&HE A B HE IR

e FEetE R ERIE (EREEy - ARER]EEEHERRHER
EVBARGIEFEE A BIEFIRHE - KRS FRTENAIMEtE - ZatfrbaEs
FET LI R R YRR A BRIIMGRIE - S 2Rl S8 RGN B2
e - BNESHEFEE AN BRTREYIREREHE TEZH - ARSI
PRbg N FIERIE R 4G A BT L S TH LR BN R ARG -

IR RIERFEEIRE

S E B P S T E S E) - DA R & R R ERR R A - I
EEEEHERBIIRER © (—) REERSAHMR - ERETIEESGET
HEG o Rk e A R A0 s (2 MEEERRE - R
Biie » AT EHEER - S HEISEREEREN . (=) AR S
Wrallbesr e et E AR EE . (M) BEGSEeR - REEEE ST
GRREHEETES ; (7)) HEBREEMSR MR - Rt Rk
B - fe® O  REE T  NEEEE

B X RS

RSt — DR E S B R B (R R R 28 E - ARG
ahERBEYIREREFRELAT - TREREBEAF  ERRESSEME
R A HE R BR % - B E Kb 2t -



W EI AR
ON O

MRS SHBACERERERA - EHEBRA -~ FIEBRASE 200745
EFEW21 5080t - AR R R ETER ZHARER A 18.84(8
TCAGREMIA Z87.61% » FIIS A KE(E(4.94% » HEREZE & B YR8 R iA1=
AT - MUEWA TG FLE FE R AR 2T

BEAE GO DIRE F R AR RRSES - BER200TFIFREERE
iR EE2s% - B RE B E EEUEG G R e EEE R

RERAVEF B RS -

2,400,000
2,000,000
1,600,000
1,200,000
800,000
400,000

0

EEEZFEWAR IR

B : FERT

2,149,974

2002 2003 2004 2005 2006

2007

WEEEEFEWARRRER
Bf  FEBAT

FE 2002 5003 2004 2005 2006 2007
4~128)
BEEWA 334,525 450,749 879,201 1,078,720 1,542,344 1,883,508
EWEWA 16,715 31,016 42,771 52,745 60,996 68,320
FREREAEE A G -- -- -- -- 54,656
FEUWA 1,160 6,647 11,143 31,296 64,799 106,292
HAtbUg A 3,340 2,490 2,734 11,581 37,198
IIAAET 352,400 491,752 935,605 1,165,495 1,679,720 2,149,974
R 39.54%  90.26%  24.57%  44.12%  28.00%




1hl e RREAR

ARG AR I & RS E AR PR A AR = R A TR
RERBRIZER > 2B BRI S - BEPERERERE - &
B RMERERARES SR M ZE R DSEREKATR -

ARESEEZFEHEMRS - 2006FEEEZRM11.618IT > 200655
14.47(8TT » 20079 16.91(BTC » BE 20074 ER B (G & > BEaREET =

HFE60.73(ETT - E2006FEHT =M 43.82(B 0 - R 538.61% °

HERESHHEHFEERR[/NATNR
A R

EFE 2002 2003 2004 2005 2006 2007

EHEER{FSXE 351,491 488,670 932,994 1,161,405 1,447,224 1,691,626

BB

AEEHNEEER > LML EESE > FINFRE&RERNZ0

B Rt - WA AR B RS ALE R E S F R E 2 I E -

BZE2007TEE - AR nLEMNE SREENE¥58.3 1870 » HriR{T

RIEERER 351,491 840,160 1,773,155 2,934,560 4,381,784 6,073,410

BR= - 139.03% 111.05% 65.50%  49.32%  38.61%

Tk B HAEE 25 R 25. 368 TT1543.48% » BURF(E255520. 158 7T1434.56% @ H

BR12.80fB TR EE BRI ETF1521.96% °
WEEEERAEEEERTER

B R

2006 T 2007 & aa

HlE “elE HE 2 GeFE nE HAH

BITEFFRFEEAZES 1,367,888  33.38% 2,535,635  43.48% 1,167,747

BT EZ 1,618,095  39.49% 2,015,267  34.56% 397,172

SRES 1,111,778  27.13% 1,280,232  21.96% 168,454

=L 4,097,761  100.00% 5,831,134  100.00% 1,733,373

HEE SRR E R EREINTE

B rEBTT
7,000,000

B 00T, P o L I
DO 00 S s e T T
00T [P i e o e e
8,000,008 2=t et s e e
21000,0004 - viTpanaie s e

TR Ty - . e T
0

2002 2003 2004 2005 2006 2007

WEEETERAESHREIRTE

B ERETTT

TRMESS

1,280,232 RITHERIIEH RS
21.96% 2,635,635
. 0
43.48%

B ES
2,015,267

34.56%



£ I WERBESRREE

HhEE Rb R e R T A R (R R B - G PURHERR e ok
#IE - HAl - BREBIEAGEESS - MAERESEREENNE - ET5E
AEEEED - DA R K K R R ETHE R ARER - 1t
EREESESREVEE - (LI > RREE ERE > SHHCEET
Pz AR~ B ESERR B (R BB R T i - IEPESR I Z piRE
I S e - BB L S RORIEIR AR -

AREEH ~ RIZFERE - EEERER R CE AR R A 1)
BE - BB~ SMEEMBIIE R S0 o BIIECEETE - BN EE
AP IR B ENREA FS o AT AR R - B RE A T R U (R A B L SE - DA
DR Lt 2 298 A I & U i S B R -

R (EEHEE R HIE R T IR R ARIERIESN - TIRERA ORI EElE] -
RIEHEREE - TEAERER NI EE - e ETHERRE RS R
FFTRERZ - MRS DR AR 7 BUB\ b 2 EE RS A - PR AR A~ &
FEFTE R B EE [ B R R - i & 15 DR R (L

Taiwan Residential
Earthquake Insurance Fund

)07




Words from the Chairman

Earthquakes strike without warning - and the damage they can wreak
is beyond our imagination. Taiwan is located in the Circum-Pacific seismic
zone; under the threat posed by earthquakes, the government has devised a
comprehensive social safety network. In addition to strengthening the capabilities
of the anti-quake system, a post-quake damages indemnity system is also

indispensable.

The Taiwan Residential Earthquake Insurance Program is in response to
the devastating 921 Earthquake, which struck Taiwan on September 21st, 1999.
At that time, the percentage of the public with earthquake riders on their fire
insurance was extremely low, equaling only 0.2%. That meant that the protection
by insurance was limited. The Taiwan Residential Earthquake Insurance Fund
(TREIF) was established by referring to the residential earthquake insurance
schemes in other countries, as well as taking into account Taiwan’s unique
circumstances. In addition to providing residential fire insurance coverage, the
public also receives basic earthquake insurance coverage when confronted with
earthquake exposure, and allows policy holders to repair or rebuild their homes as

quickly as possible.

Since its inception in April 2002, TREIF’s business has grown at a steady
pace. Up through mid-2008, the number of policies in force has surpassed 1.96
million, equaling a take-up rate of 25.24%. After the TREIF assumed independent
operations on July 1, 2006, it assumed management of the government regulated
earthquake risk transfer scheme. In order to meet the financial demands of claims
following a major quake, TREIF utilizes its funds with security as its primary
concern, and focuses on both investment liquidity and profitability. At the end of
June 2008, TREIF's special reserve reached NT$6.88 billion, an increase of 35%

from the same period of the previous year.

TREIF plays a pivotal role in the Taiwan Residential Earthquake Insurance
Program. From its founding six years ago, up to today, it has established and
completed relevant systems and business models step-by-step. In order to make
its overall system operations more smooth and comprehensive, in addition to
continued review and improvements to the current risk transfer mechanism and
standard operating procedures for underwriting and claims, TREIF also integrates
industry strengths to undertake multifaceted educational programs to improve the
residential fire and earthquake insurance take-up rate, and thereby expedite the
growth of the Earthquake Insurance Fund. In the future, the TREIF will strengthen
cooperation with domestic and overseas earthquake research institutions, to
make the TREIF a professional and trustworthy residential earthquake insurance

management organization, and optimize the TREIF’s functionality.

The Chairman Tm,-—ng SM



Taiwan Residential Earthquake Insurance Fund (TREIF)

Taiwan is located in the Circum-Pacific seismic zone, one of the world’s three major
seismic regions. Earthquakes are a natural peril that come without warning. Not only is their
timing unpredictable, but the damage they are able to bring is beyond imagination. In light
of this threat, the recognition of risk management is of the utmost importance. At all times,
we must enhance anti-quake measures before calamity comes, and emphasis anti-quake
measures in all situations. Just as importantly, response measures for when a quake has
struck must be thoroughly established and constantly reviewed and practiced. Even then, no
matter how good the anti-quake steps are, they are never able to prevent earthquakes, but

only minimize the amount of destruction. Therefore, it is essential to establish an earthquake

indemnification insurance system to strengthen the social safety network.

£ The Taiwan Residential Earthquake Insurance

Program’s Development and Establishment

An earthquake measuring 7.3 on the Richter scale, known as the Chi-Chi earthquake,
or the 9-21 earthquake jolted Taiwan on September 21, 1999. This was a destructive
quake, that’s still fresh in the minds of all Taiwan residents. As a result of this quake,
the government decided (i), to set up an earthquake co-insurance system; (ii), to build a
consensus on the need to strengthen the earthquake insurance mechanism; (iii), to enact
Article 138-1 of the amended Insurance Law introduced at the end of 1999, requiring non-
life insurance companies to provide residential earthquake insurance; and (iv), to establish
a residential earthquake scheme. The amendment was passed and became effective July 9,
2001, and a prototype of the Taiwan Residential Earthquake Insurance Program came into
existence. In accordance with Article 138-1 of the Insurance Law, authorities on November
30, 2001 announced the “Regulations Governing Implementation of the Residential
Earthquake Co-insurance and Risk Bearing Mechanism”, with a total liability limit of NT$50

billion.

Government

NT$50 bn (NT$10 bn)

Local and Overseas Reinsurance
NT$40 bn And/Or Capital Markets
(NT$20 bn)

TREIF

NT$20 bn (NT$18 bn)

Taiwan Residential Earthquake
NT$2 bn Co-Insurance Pool
(NT$2 bn)

(Liability Limits and Tiers)

I



Effective April 1st 2002, all residential fire insurance policies must automatically
include coverage for residential earthquake risk, with a maximum insured amount of NT$1.2
million per household. An annual flat premium of NT$1,459 was adopted. This amended
coverage includes the perils of fire, explosion, landslide, land subsidence, land movement,
land rupture, tidal wave, sea surge and flooding caused by earthquake and resulting in
actual total loss or constructive total loss (residence being uninhabitable and needing to be
demolished and rebuilt or its repair cost exceeding or equal to 50% of the replacement cost)
to the insured residence. In addition, a Contingent Living Expense of NT$180,000 shall be
paid to a policyholder once the insured residence is assessed as actual or constructive total

loss.

On November 30, 2001 the authorities announced the “Taiwan Residential
Earthquake Insurance Fund Articles of Donation” and “Regulations Governing the Taiwan
Residential Earthquake Insurance Fund” to lay the groundwork for the Taiwan Residential
Earthquake Insurance Fund (hereafter referred to as TREIF). Plus, the Taiwan Insurance
Development Fund was instructed to contribute NT$20 million to fund the establishment of
the TREIF.

During the initial stage of the TREIF, it was set up as an office of the Central
Reinsurance Corporation (hereafter referred to as Central Re), staffed by Central Re
personnel in the positions of executive secretary and other staff secretaries to handle all
TREIF affairs. All earthquake insurance policies issued by property insurance companies
were assigned to Central Re, which in turn ceded or allocated them among Co-insurance
Pool members, TREIF, local and foreign insurers and reinsurers, and the government. This

laid the foundation for Taiwan'’s residential earthquake insurance system.

On December 1, 2005, the authorities revised the “Regulations Governing
Implementation of the Residential Earthquake Co-insurance and Risk Bearing Mechanism”
and adjusted the risk undertaking system from four tiers, down to two tiers. The 1st tier’s
NT$2 bn is still assumed by local non-life insurers and Central Re as pool members, and

the remaining NT$48 bn is assumed by TREIF and then transferred.

On December 29th 2006, the authorities announced revisions to the “Regulations
Governing Implementation of the Residential Earthquake Co-insurance and Risk Bearing
Mechanism”, and amended the limit of the scheme from NT$50 billion to NT$60 billion
effective from 2007. The limits for each tier and the risk takers are shown in the following
diagram:

1st Tier: NT$2.4 billion in risk, undertaken by Co-insurance Pool.

2nd Tier: NT$57.6 billion, undertaken by TREIF and then transferred among various

risk takers as follows:
(1) Under NT$17.6 billon, assumed by TREIF
(2) NT$17.6 billion ~ NT$37.6 billion, assumed by local non-life insurers and
overseas reinsurers, and/or capital markets
(3) NT$37.6 billion ~ NT$45.6 billion, assumed by TREIF
(4) NT$45.6 billion ~ NT$57.6 billion, assumed by the government

Government
(NT$12 bn)
2nd Tier TREIF
(NT$57.6 bn) Local / Global Reinsurance
and Capital Market
1st Tier (NT$20 bn)
Residential Earthquake
NT$2.4bn ¢4 Insurance Pool TREIR
(NT$17.6 bn)

(NT$2.4 bn)

In accordance with revisions to Article 138-1 of the Insurance Law, amended on
July 18, 2007, the “Regulations Governing Implementation of the Residential Earthquake
Co-insurance and Risk Bearing Mechanism” was renamed the “Regulations Governing
Implementation of the Residential Earthquake Risk Spreading Mechanism. Starting from
2008, all earthquake insurance underwritten by non-life insurance companies was ceded to
TREIF, then TREIF retained or transferred the risk, which laid the foundation for the current

earthquake insurance operations model.

[ 2



£ TREIF’s Pivotal Role in the Taiwan Residential %5 TREIF Structure
Earthquake Insurance Program

Taiwan residential earthquake insurance is a government guided scheme and TREIF is a public service, non-profit foundation, established officially on
obviously the pivotal organization undertaking this role should be a non-profit foundation — January 17, 2002. It is the third national residential earthquake insurance program in
only then can it fully implement government policies. During the initial stage implementing Asia, following Japan and Turkey.

the Taiwan Residential Earthquake Insurance Program, Central Re was designated its
manager. It was responsible for managing the coinsurance pool and overseas reinsurance B TREIF Organizational Chart

placement, and made great contributions through its sound efforts to establish earthquake

insurance underwriting and claim settlement guidelines. However, it is inevitable that Board of Directors g ~Supervisor

some reinsurers might risk insolvency; and with no provisions under existing regulations
Chairman

Audit Team -+ cvveveveenenennd

prescribing that Central Re should assume such credit risk, the question arose as to who
should assume losses resulting from the reinsurers’ insolvency. In order to resolve this
problem, the authorities revised the Regulations Governing Taiwan Residential Earthquake President

Insurance Pool and Risk Transfer Scheme and put it into effect from December 1, 2005;

proclaiming TREIF as the pivotal organization of the program, and actively promoting the
Business Administration

TREIF’s independent operations.
Department Department

As a result, TREIF became independent of Central Re on July 1, 2006. TREIF also

became responsible for assuming and transferring residential earthquake insurance risk, Board of Directors

establishment and revision of underwriting guidelines and standard operating procedures for

claims, co-insurance pool management, reinsurance placement, business promotion, fund The Board of Directors is the TREIF's ultimate decision-making body. The
management and training and education for qualified adjustors, architects and engineers. Chairman of the Board is elected from board members. The TREIF's first Chairman
of the Board was Mr. Chun Chen, who concurrently served as deputy minister of

Since TREIF is the final risk taker for Taiwan residential earthquake insurance liability, the Ministry of Finance. In July 2002, Ms. Susan S. Chang, also concurrent deputy

in the 1st Tier of the risk transfer scheme, in addition to the portion it assumes (NT$25.6 minister of the Ministry of Finance became the new chairwoman. On September 30,
billion), it must also undertake the credit risk from the NT$20 billion reinsurance placement 2005 the Financial Supervisory Commission (FSC) Commissioner Mr. Kuen-Bao
portion. On July 18, 2007, a revision to Article 138-1 of the Insurance Law was passed, Ling was appointed to serve as chairman, also concurrently. Then, on April 15, 2008,
granting TREIF responsibility for managing the risk transfer scheme, which was set up by TREIF chose its third slate of directors, with Mr. Tsan-Ming Shih, Chairman of the
the authorities. Non-Life Insurance Association of the Republic of China becoming the new Chairman

of the Board, also serving concurrently.




Directors Audit Team

The Board of Directors is comprised of eleven members, all appointed by the relevant In order to ensure TREIF’s healthy business development, and guarantee the
authorities according to the following: accuracy and integrity of finance and management data, the “Implementation Rules
for TREIF Internal Audit and Internal Control system” were established — which call
® Three representatives from the relevant authorities. for the establishment of an Audit Team under the Chairman of the Board. The Audit
@ One representative from the National Treasury Agency, Ministry of Finance. Team is responsible for auditing each department’s business operations, as well as

® Four experts/scholars designated by the authorities. making periodic appraisal of the efficiency of each department’s self checks.

® Three representatives from the co-insurance pool.

Supervisor Residential Earthquake Insurance Development

and Planning Committee
Currently, TREIF has two supervisors who are designated by the authorities to

supervise the execution of business and financial operations. Residential earthquake insurance is a government guided insurance, and
the relevant decision making must be far-reaching and meticulous. In March 2008,
the TREIF set up the Residential Earthquake Insurance Development and Planning
Committee to assist in formulating relevant policies. The TREIF’s president heads
the Committee, with members recruited by the TREIF from experts and scholars,
representatives from non-life insurance industry, government and academic circles.
In coordination with practical demands, currently the team is divided into three
subcommittees: Risk Transfer and Premium Rate Subcommittee, Underwriting,
Claim and Legal Subcommittee, as well as IT, Statistics and Educational Promotion
Subcommittee. In the future, the Committee’s structure may be adjusted in

accordance with actual operations.
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Department Duties ® Business Department Duties

Currently, Mr. Chang Wan-Li is the TREIF President, entrusted to manage its 1. Manages risk assuming and transferring for residential earthquake insurance
business affairs. Under the president are two departments, the Business Department and (including data transmission, underwriting, claim, and examination).
the Administration Department, whose responsibilities are as follows: 2. Manages meetings for Residential Earthquake Insurance Development and

Planning Committee and its Subcommittees to examine the current residential

earthquake insurance system, practical operations and future developments,

including:

® Residential earthquake insurance risk undertaking and transfer (1)Risk Transfer and Premium Rate Subcommittee: examines and improves the
® Meetings for Residential Earthquake Insurance Developmental Group risk transfer scheme, insurance policy terms and coverage, premiums, and

to examine the current residential earthquake insurance system, actual reserve funds efc.

operations and future developments (2) Underwriting, Claim and Legal Subcommittee: studies issues related to
® Business guidance planning underwriting and claims handling, regulations and guidelines related to
® Planning for residential earthquake insurance adjustor qualification training earthquake insurance and insurance policy terms.

& education (3)IT, Statistics and Educational Promotion Subcommittee: reviews and
® IT related affairs and set up & maintenance of residential earthquake establishes IT related systems for residential earthquake insurance,

database training and education for adjustors, architects and engineers, as well
@ Executes R&D and future planning as implementation and planning regarding various business promotion

programs.

3. Implements educational programs and promotions for residential earthquake

insurance.

4. Implements training and education for adjustors.

Financial related operations (including formulation and review of asset 5. Manages IT related matters and the establishment and maintenance of the

utilization and safeguarding, and financial resource planning) residential earthquake database.

® Formulation of the annual operation plan and budget, account reckoning 6. Executes R&D and future planning.

and other accounting related matters

® Human resources related affairs, including hiring, testing and management ® Administration Department Duties
® General operations (including petty cash, paperwork, purchasing and 1. Manages financial related operations, including the investment of financial
property management etc.) assets, draft and review of fundraising plans, and custody of funds.

2. Formulates annual operation plan and budget; compiles annual financial

® Formulation and revision of laws and regulations related to above

statements; and handles other related accounting activities.

3. Manages human resource affairs, including recruiting, performance evaluations
and other related activities.

4. Performs general operations, such as petty cash, paperwork, procurement, and
property management etc.

5. Formulates and reviews the internal rules, regulations and procedures related

to the above operations.




@ Business and Finances of TREIF

B Business Situation

Since 2002, when the residential earthquake insurance business started, it has
grown at a steady pace. At the end of 2007, the number of policies in force surpassed
1.87 million, equaling a take-up rate of 24.63% of the 7.6 million residences in Taiwan. The
gross premiums written of 2007 surpassed NT$2.7 billion, representing a 12% increase

over the previous year.

Gross Premiums Written of the Residential Earthquake
Insurance Business

Residential Earthquake Insurance Gross Premiums

Written and Growth Rate
Unit: NT$1000

Gross Premiums Written

Year
Amount NT$1,000 Growth Rate
2002 (April 1st — December 31st) 661,231 -

2003 1,242,788 88%
2004 1,702,959 37%
2005 2,101,527 23%
2006 2,425,076 15%
2007 2,122,298 12%

Setting Standard Claims Operations and Procedures for
Residential Earthquake Insurance

TREIF convened representatives from non-life insurance companies, the Non-life
Insurance Association of the R.0.C., the Taiwan Insurance Institute and relevant experts and
scholars to set a standard operating procedure for residential earthquake insurance claims.
The TREIF also compiles booklets regarding standard operating procedures for residential
earthquake insurance claims, as well as holds seminars for relevant personnel from non-
life insurance industry, and the building administrative departments in local governments
in northern Taiwan on standard operating procedures for residential earthquake insurance

claims.

Establishing Preliminary Loss Evaluation System

This system is designed to quickly assess the initial losses facing
earthquake insurance following a quake; evaluate whether the earthquake losses
surpass the risk transfer scheme’s total liability; and use this data as a reference
for determining whether to reduce the payment amount, and settle claims on a pro-
rata basis. TREIF has authorized the National Center for Research on Earthquake
Engineering to build a preliminary loss evaluation system, which integrates
the residential earthquake insurance database to generate a preliminary loss
report within 3-5 minutes, and send the results via a cell phone message to the
appropriate personnel. Thereafter, based on the revised earthquake data, it is able

to generate manual reports on losses caused by the quake.

Establishing Remote Backup System

The TRIEF is a pivotal organization in the residential earthquake insurance
system, and possess complete records on the residential earthquake insurance in
Taiwan. In order to prevent any damage to the residential earthquake insurance
database due to human negligence or natural disaster, a Residential Earthquake
Insurance Remote Backup System has been set up at the Aspire Industrial Park in

Longtan, Taoyuan County.

Claims System Simulation

To ensure that the standard operating procedures for claims are practical
and viable, every year TREIF conducts periodic residential earthquake insurance
claims operations simulation. In 2007, we also conducted a simulation of the
residential earthquake insurance preliminary loss analysis system and information

system remote backup.




Qualified Adjustor Educational Training

Working in coordination with standard operating procedures for residential earthquake
insurance claims, TREIF has formulated plans for residential earthquake insurance
adjustors training. According to the training plan, the Taiwan Insurance Institute is entrusted
to conduct building structural damage adjustor training classes. Plus, TREIF put all qualified
adjustors into a database. At the same time, to meet the needs of qualified adjustors
conducting building structural damage evaluation, TRIEF assists non-life insurance

companies in procuring the necessary tools and instruments.

Business Promotion Activities

TRIEF produces Public Service Announcement short films and conducts various
promotional activities to encourage the public to take the threat of earthquakes seriously,
as well as improve the residential earthquake insurance take-up rate. This work includes:
(i), placing ads and/or arrange interviews with major newspapers and broadcasters, as
well as create interactive online games, and cooperate with online portals; (ii), arrange the
broadcast of PSA short films on terrestrial and cable TV, public bus TV systems and train
station TV walls; (iii), conducting residential earthquake insurance promotion programs at
major banks and financial training centers; (iv), conducting face-to-face promotion programs
with the public at financial and insurance company promotional events and activities; (v),
to promote the risk management concept taking hold at the grassroots level, TREIF has
entrusted the Chunghua Insurance Service Association to hold educational programs for

elementary school and junior high school students in Taitung, Hualian and other areas.

Catastrophe Risk Seminars

To help the industry better understand the risks brought by earthquakes and other
catastrophes or natural disasters, as well as the management of residential earthquake
insurance — TREIF holds catastrophe risk seminars in conjunction with the Non-Life
Insurance Association of the Republic of China, Central Re, College of Finance of Feng Chia

University, and Department of Risk Management and Insurance of Feng Chia University.

B Financial Situation

Revenue

TREIF’s total revenue in 2007 (including premiums, management fees, interest etc.)
totaled NT$2.15 billion. Of this amount, the majority was pure risk premium allotments
of NT$1.884 billion, representing 87.61% of the total, followed by interest income at only
4.94%. However, with our accumulating assets and appreciation of market interest rates,

the proportion of income derived from interest income is bound to grow from year to year.

Looking at growth trends for TREIF’s annual revenue since its founding, although
annual growth slowed in 2007, yet it still reached 28%. This shows that through educational
promotions and integration with the industry, efforts to increase residential earthquake

insurance have been effective.

TREIF Annual Revenue and Growth Rates

Unit: NT$1000

2002 2003 2004 2005 2006 2007
Year (April -

December)

Reinsurance 554505 450,749 879,201 1,078,720 1,542,344 1,883,508

Income
Management .- 5 39016 42771 52,745 60,096 68,320
Fee Income
*Reserve
Adjustment - - - - - 54,656

Interest Income 1,160 6,647 11,143 31,296 64,799 106,292

Other Income -- 3,340 2,490 2,734 11,581 37,198
Total 352,400 491,752 935,605 1,165,495 1,679,720 2,149,974
Growth Rate -- 39.54%  90.26%  24.57%  44.12%  28.00%

* Reserve Adjustment means the reserve against adjustment of premiums.



TREIF Annual Revenue Analysis

Unit: NT$1000
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Special Reserve

At the end of each year, after all incomes minus costs for reinsurance premiums and

all other expenses, the balance should be withheld as a special reserve. TREIF hopes to

build up this reserve as quickly as possible, so that in the event of an earthquake, there will

be sufficient funds to cover compensation claims.

TREIF’s special reserve deposited in 2005 already surpassed NT$1.161 billion, while
it equaled NT$1.447 billion in 2006, and NT$1.691 billion in 2007; bringing the grand total
for the reserve to NT$6.073 billion at the end of 2007 - that's a 38.61% increase over the

previous year’'s NT$4.382 billion.

TREIF Special Reserve Accumulation

Year 2002 2003 2004 2005

Special

Unit: NT$1000
2006 2007

351,491 488,670 932,994 1,161,405 1,447,224 1,691,626

Reserve Total

Annual
nNUal 351491 840,160 1,773,155 2,934,560 4,381,784 6,073,410

Accumulation

Growth Rate -_ 130.03% 111.05% 65.50%  49.32%  38.61%
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TREIF Special Reserve Accumulation

Unit: NT$1000

6,073,410
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Capital Utilization

TREIF utilizes its funds with security as its primary concern, focusing on both
investment liquidity and profitability. Moreover, TREIF utilizes its available funds in the most

effective manner based on risk diversification.

As of the end of 2007, TREIF’s available funds balance reached NT$5.831 billion,
with bank deposits and bond RP totaling NT$2.536 billion, comprising 43.48% of the total;
government bonds totaled NT$2.015 billion or 34.56%; and the remaining NT$1.280 billion,

or 21.96%, invested in bank debentures.

TREIF Investment Portfolio

Unit: NT$1000
2006 2007

Item -
Portfolio
Investment Mix

Investment
Portfolio Growth

Investmen .
estment Mix

Bank Deposits &
Bond RP

Government Bonds 1,618,095  39.49% 2,015,267  34.56% 397,172

1,367,888  33.38% 2,535,635  43.48% 1,167,747

Bank Debentures 1,111,778  27.13% 1,280,232  21.96% 168,454

Total 4,097,761 100.00% 5,831,134 100.00% 1,733,373

TREIF Investment Portfolio
Unit: NT$1000

Bank Debentures Bank Deposits & Bond RP
1,280,232 2,535,635
21.96% 43.48%

Government Bonds
2,015,267
34.56%

4> TREIF: Looking Ahead

TREIF plays a pivotal role in the Taiwan Residential Earthquake Insurance
Program, and seeks steady growth in the short term. Currently, in addition to promoting
smooth business operations, TREIF also hopes to integrate industry strengths to promote
educational programs that will effectively increase the take-up rate of residential fire
insurance and residential earthquake insurance — and thereby expedite the accumulation of
TREIF’s special reserve. Moreover, TREIF shall prepare to respond to earthquake disasters
by continuing to review underwriting, standard operating procedures for claims, and existing

insurance policy terms and conditions.

Looking at mid-term and long-term development, the primary goal will be to
strengthen and expand the functionality of TREIF. Through cooperation with relevant local
and overseas seismic research institutions, TREIF will establish disaster mitigation plans,
as well as domestic earthquake risk assessment models and dynamic financial analysis
models. Moreover, TREIF will actively draw up plans for the operations of a government

assurance mechanism to deal with the issues of raising funds following a major earthquake.

Looking to the future, TREIF hopes that in addition to providing basic residential
earthquake coverage, it will be also able to expand the scope of protection, and assume
even greater responsibilities. More importantly, TREIF hopes that through constant
educational and promotional activities, the residential earthquake insurance will gain broad
acceptance by the public, and thereby make commonplace the concept of using insurance
to spread the risks. Through this, residential economic damages will be minimized when an

earthquake strikes, enabling society to get back on its feet as quickly as possible.
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