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Net Income - Stochastic Scenario
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Capital and Surplus Position - Stochastic Scenario
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The Financial Projection Model

0. Disclaimer |

The model, data, and analysis provided by Guy Carpenter & Company, Inc. (“Guy
Carpenter”) herein or in connection herewith are provided “as is”, without
warranty of any kind whether express or implied. Neither Guy Carpenter nor its
affiliates, or their respective officers, directors, agents, modelers, or subcontractors
(collectively, “Providers”) guarantee or warrant the correctness, completeness,
currentness, merchantability, or fitness for a particular purpose of such model, data
and analysis. In no event will any Provider be liable for loss of profits or any other
indirect, special, incidental and/or consequential damage of any kind howsoever
incurred or designated, arising from any use of the data and analysis provided
herein or in connection herewith. Moreover, providers are not responsible for any
changes made by you in the data, assumptions, variables or any other component
of the model.

This presentation model is not intended to be a complete actuarial communication.
Upon request, we can prepare one. We are available to respond to questions
regarding the model and the underlying assumptions of our analysis.

There are many limitations on actuarial modeling and analyses, including
uncertainty in the estimates and reliance on data. We will provide additional
information regarding these limitations upon request.

As with any financial model and analysis, the results presented herein are subject
to significant variability. While these estimates represent our best professional
judgment, it is probable that the actual results will differ from those projected. The
degree of such variability could be substantial and could be in either direction from
our estimates.

The estimated cash flows may vary significantly from amounts actually collected,
particularly in the event that a reinsurer is unwilling or unable to perform in
accordance with the terms of the reinsurance contract.

In performing this analysis, we used the aggregate exceeding probability curve

provided by the team for Taiwan flood. We did not perform an independent review
of this information. :
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Methodology

For our analysis, we assume that a Flood Fund is set up by the government of
Taiwan to facilitate a risk sharing partnership between private insurance companies
and the Government covering insured residential flood losses. The Flood Fund
collects premium for the flood risk from the direct insurance companies and
redistributes the premium to the various risk-sharing partners (including itself).

The Flood Fund pays a fee for all administrative services. The Fund has no fixed
assets, employees, or offices.

It is assumed that any shortfall in the Flood Fund is completely funded by the
Government.
Forecasts have been prepared on an annual basis extending to 2020.

The Flood Fund financial model is an EXCEL spreadsheet model that projects
financial statements into the future based on sets of assumptions. The model can be
used to generate single scenario based financial statements or it can run
simulations that show probability distributions of financial balances at different
points in time over the projection period.

With the exception of losses, which can be stochastically generated, all other
assumptions are deterministic. In other words, in a simulation, the only input that
varies is the gross loss amount, and the only calculated balances that vary are those
dependent on the loss amount, such as paid losses, reinsured losses, cash, and
investment income.

14



Key Model Assumptions

In this section, we outline the major assumptions underlying the model.

The amount of direct earthquake premium written by insurers for 2005 (assuming
the program starts in 2005) is calculated by grossing up by 30 percent the AAL
produce by the flood model. For subsequent years, the premium account is
increased by an inflation rate of 1.5 percent.

Funds received from premiums are then distributed in the following categories:
¢ Payment of commissions.
e Payment for reinsurance (a flat amount, which is really a placeholder until a
reinsurance program is finalized).
e Allocation to direct insurers for their share of the risk.

If there are no losses, then the remaining assets go to the Flood Fund.

The Flood program structure is detailed in the graphic below:

1* Government layer NT$ 1.0 billion xs. NT$ 0
Industry layer NT$ 4.0 billion xs. NT$ 1.0 billion
Foundation layer NT$ 5.0 billion xs. NT$ 5.0 billion

Reinsurance/ Cat Bond layer NT$10.0 billion xs. NT$10.0 billion
2™ Government layer NT$ 5.0 billion xs. NT$20.0 billion

15



NT$ Billions
2

2nd Gov't Layer
20

Reinsurance/ CAT Bond

10

Foundation

Industry Layer

1st Gov't Layer
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Stochastic Results

We next illustrate how the model works on a fully stochastic basis,
meaning that the model generates result for all possible events sets and
their corresponding probabilities. The model then calculates annual
averages for key variables, including Net Income and Capital and
Surplus.

Net Income

Running the full stochastic event set results in a net income as shown
below. Due to the fact that in the first year of the program premiums are
only earned over the second half of the year, the fund records a deficit of

NT$ 651.2 million.

Net Income - Stochastic Scenario

NT$ millions

Capital and Surplus

The DFA flood model was then run using the full stochastic event set a
second time to see the impact on its capital and surplus position. The fund
starts with a surplus of NT$ 1.35 billion in its first year of inception
(2005). By 2020, the fund accumulates a surplus of NT$ 2.03 billion. As
a means of comparison, the flood model estimates that a repeat of
Typhoon Nari with the flood insurance program in place would result in a
loss to the Flood Fund of NTS$ 3 billion. By 2020, the government would
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still have to contribute a significant amount to flood victims if an event
similar to Typhoon Nari were to occur.

Capital and Surplus Position - Stochastic Scenario

NT$ millions
- - N
o = » =)
o (=] (=] (=]
(=] (=] (=] (=] (=]
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