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Research Update:

China Reinsurance (Group) Corp. And Core
Subsidiaries Assigned 'A+' Rating; Outlook Stable

Overview

« W consider China Re Corp. to be a governnent-related entity and believe
there is a "high" likelihood that the government will provide
extraordi nary support to the conpany. W assess the group credit profile
of the China Re group at 'a'.

* W view China Re P&C and China Re Life as "core" subsidiaries of the
group and believe that the potential governnent support would flow down
to the subsidiaries.

e W are assigning our 'A+' long-terminsurer financial strength and issuer
credit ratings and 'cnAAA long-term Greater China regional scale rating
to China Re Corp., China Re P&, and China Re Life.

» The stable outlook reflects our view that the China Re group is likely to
maintain its solid conmpetitive position, very strong governnent |inkages,
and upper adequate financial risk profile over the next two years despite
potential catastrophe risks.

Rating Action

On Dec. 22, 2014, Standard & Poor's Ratings Services assigned its 'A+
long-terminsurer financial strength and issuer credit ratings to to China

Rei nsurance (G oup) Corp. (China Re Corp.) and its core subsidiaries China
Property & Casualty Reinsurance Co. Ltd. (China Re P& ) and China Life

Rei nsurance Co. Ltd. (China Re Life). The outlook is stable. At the sane tine,
we assigned our 'cnAAA’ long-term Greater China regional scale rating to the
three entities.

Rationale

The ratings on China Re Corp. and its core subsidiaries reflect their '"a
group credit profile (GCP) and our assessnent that there is a "high"
likelihood that the insurers will receive extraordinary support fromthe

Chi nese government .

We assess the China Re group's business risk profile as very strong and its
financial risk profile as upper adequate. W derive our GCP for the insurance
group froma conbination of these factors.

We view China Re P& and China Re Life as "core" subsidiaries of the group and
bel i eve that the potential governnent support would flow down to the
subsidiaries. W therefore equalize the ratings on China Re P& and China Re
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Life with that on China Re Corp. Meanwhile, we believe that there is no
structural subordination of China Re Corp. to the group because China Re Corp
is an operating hol ding conpany, with prem umincome accounting for about 47%
of its total revenue in the first half of 2014. The hol di ng conpany's
activities are integral to the group. It has inmaterial financial |everage.
Therefore, the ratings on China Re Corp. reflect the group's credit profile

wi t hout any not chi ng.

We view China Re Corp. as a government-related entity. The Chinese central
governmrent owns 100% of the conpany via the Mnistry of Finance and its arm
Central Huijin Investnent Co. Ltd. Qur view of the "high" likelihood of
extraordi nary support fromthe Chinese government directly to the company is
based on the foll owi ng assessnents:

e "Very strong"” link with the governnment owing to the governnent's ful
owner shi p.

e "Inmportant” role to the governnent. China Re Corp. plays a key role as
the only donestic reinsurance conpany in the country with systemi de
i mportance for the insurance industry in China. The government is
encouragi ng growth of the insurance sector over the next decade, which
shoul d enhance China Re Corp.'s inportance. The conpany al so has a policy
role in supporting the government's initiatives in terns of catastrophe
ri sks managenent and agricul ture insurance devel opnment through transfer
of reinsurance risk.

The China Re group's Insurance Industry and Country Ri sks Assessnent is
"intermediate.” The group wites primarily China insurance risks through its
proportional treaties, with nore than 50% preniunms fromthe notor line. W
assess country risk of China as "noderate," based on our views of China's
econom c risk, political risk, financial systemrisk, paynent culture, and
rule of law. In our view, the insurance sector benefits from China's robust
econom c growth potential. W view China's non-life insurance sector as "l ow'
ri sk based on our evaluation of five industry-related factors, including
profitability, product risks, entry barriers, and regul atory framework. W
assess the industry risk for China's life insurance sector as "internediate,"
refl ecting good grow h prospects, high barriers to entry, and product risk due
to a substantial asset-liability m smatch.

We view China Re P& and China Re Life as core entities of the group. They
contributed 36% and 28% of the group's pretax incone, respectively, (or 42%
and 27% of total gross premium respectively) in 2013. At the sane tine, the
two entities are the largest reinsurance providers in China, wth nmarket
shares of about 33% and 50% of total reinsurance premuns in the industry
respectively in 2013. The Chinese reinsurance market is al so supported by

i nternational reinsurers. Followi ng the phase out of conpul sory cession to the
China Re group in 2005, the group and its subsidiaries have maintained a
strong connection with primary insurers, given the group's governnent-rel ated
background and history of being a national reinsurer. The conpany
predonminantly wites the donestic business, with about 3% of its revenue

comi ng from overseas business.
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The China Re group's very strong conpetitive position reflects its reputation
as the largest reinsurer in China, its strong connection with the primry
insurers, as well as its good operational diversity covering life reinsurance,
non-life reinsurance, and direct property and casualty (P&C) insurance.
However, the group does not outperforminternational peers, although its
underwiting and overall performance is stable. The China Re group's market
position is sonewhat constrained by its | esser geographical diversity,
techni cal support, and market knowhow outside China than key global reinsurers
or reinsurance groups. China Re P& wites about 60% of its book in the notor
busi ness. The rest includes comercial property (15%, agriculture (8%,
liabilities and engi neering reinsurance etc.

We expect the conbined ratio of the China Re group's P&C business to be about
100% which is in line with the market performance. |nvestment returns support
the conpany's profitability. The conbined ratio is an indication of an
insurer's profitability; a ratio bel ow 100% shows the conmpany is making
underwriting profit. The insurance risks in China are relatively short tai
(predom nantly notor insurance, and other personal lines where clains are
settled nostly within a few years of the start of the policy tern). However,
the potential unexpected or unnodel ed catastrophe risks due to continued

ur bani zation and climte changes in China are energing risks, in our view

Al so, the forthconmi ng changes in regulations for the insurance sector could
reduce the motor portfolio and increase non-notor risks because the risk
charge for the notor portfolio could decrease while the risk charge for the
non-notor portfolio could increase.

We expect growth in the group's life reinsurance operation to remain strong
and stable over the next 12-24 nmonths. China Re Life wites predomnantly life
rei nsurance products, with a significant anmount of saving products in China.
The conpany also wites a significant amount of business in co-insurance and
nodi fied co-insurance treaties. A significant amount of the business cane from
t he Chinese-renninbi-related business in Hong Kong. W estinmate the conmpany's
m smatching on its |life product to be shorter than direct life insurers in the
mar ket and nmanageabl e for the group.

We consider the China Re group's capital and earnings to be noderately strong.
In our base case, we anticipate that the group's premuns will grow about 8%
on average between 2014 and 2016, with return of equity at 7% 10% W do not
expect significant volatility in performance over the next one to two years.
The key risk charges for our capital analysis include market risks,
underwriting, and catastrophe risks.

In our view, the China Re group has a noderate risk position, reflecting the
potential volatility in capital and earnings due to catastrophe risks, and
concentration risk in investnents in financial institutions. However, we
consider the insurer's investnent strategy as prudent with a high proportion
of invested assets in high-quality bonds, cash, and deposits in the donestic
perspective. China Re's |lower ratio of catastrophe exposure to adjusted
capital than international peers, thanks to its significant volune of notor
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busi ness, helps it to maintain a noderate risk assessnent. Hi gh P&C
catastrophe risks contribute to the high risk position of a nunber of the
China Re group's international peers. W do not expect China Re to be
significantly exposed to foreign exchange risk or enpl oyee postenpl oynent
defi ned-benefit obligations.

We consider the China Re group's financial flexibility as adequate while the
group is not |listed. W expect that the group to have a good profile when
tappi ng the capital market due to its strong name and prom nent status, and
this could enhance its financial flexibility. However, given the group's
l[imted record of tapping the capital market, we expect its financial
flexibility to remain adequate as long as the insurer has no outstandi ng debt
obl i gati ons.

The China Re group's enterprise risk managenent (ERM and managenent and
governance practices are neutral factors for the rating. The ERMis adequate,
in our view The group's risk managenent franework is conprehensive and has

i mproved significantly in recent years to be aligned with internationa
standards. W expect risk managenent to inprove further over the next two
years as the group's risk appetite and economi c capital nodel, which are
currently at the trial stage, are fully inplenmented. W consider China Re's
managenent strategy as prudent.

We regard the China Re group's liquidity as strong. Mst of the conpany's
assets are liquid, such as cash, bank deposits, corporate bonds, and |isted
securities.

Outlook

The stable outlook reflects our view that the China Re group is likely to
maintain its conpetitive position and governnent |inkages over the next two
years. At the sane tine, we expect the conpany's capital and earning to remain
noderately strong and financial risk profile to be upper adequate over the
next two years despite potential catastrophe risks.

W nmay raise the ratings if: (1) the group's capital and earnings strengthen
materially to a strong level; and (2) we raise the sovereign credit rating on
China (AA-/Stabl e/ A-1+; cnAAA/ cnA- 1+).

W nay lower the ratings if: (1) the group's capitalization and earnings
deteriorate to a upper adequate |level or |ower due to an unexpected drop in
underwriting perfornmance or profitability because of |osses or volatility in
the investment portfolio; (2) the group's exposure to catastrophe risks

i ncreases significantly amd its overseas devel opnent, leading to nore
volatility in capital and earnings and a higher risk profile; (3) we |ower the
sovereign credit rating on China; or (4) China Re's relationship or inportance
to the central government reduces.
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Ratings Score Snapshot

I ssuer Credit Rating/Financial Strength Rating A+/ St abl e/ - -

BRP/ FRP Anchor a
Busi ness Risk Profile Very strong
1 CRA Internediate risk
Conpetitive Position Very strong
Financial Risk Profile Upper adequate
Capi tal and Earni ngs Moderately strong
Ri sk Position Moderate ri sk
Financial Flexibility Adequat e
Modi fiers 0
ERM and Managenent 0
Enterpri se R sk Managenent Adequat e
Managenment and gover nance Satisfactory
Conpar ative Anal ysis 0
Liquidity Strong
Suppor t +1
G oup Support 0
Gover nrent Support 1

Related Criteria And Research

Related Criteria

Group Rating Methodol ogy, Nov. 19, 2013

I nsurers: Rating Methodol ogy, May 7, 2013

Enterprise R sk Managenent, May 7, 2013

CGeneral Criteria: Methodol ogy: Managenent And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

Rati ng Governnent-Related Entities: Methodol ogy And Assunptions, Dec. 9,
2010

Refi ned Met hodol ogy And Assunptions For Analyzing Insurer Capital
Adequacy Using The Ri sk-Based | nsurance Capital Mdel, June 7, 2010
Ceneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

Ratings List

New Rati ng

Chi na Rei nsurance (G oup) Corp.

| ssuer Credit Rating A+/ St abl e/ - -
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Chi na Rei nsurance (G oup) Corp.
China Property & Casualty Reinsurance Co. Ltd.
China Life Reinsurance Co. Ltd.
Fi nancial Strength Rating
Local Currency A+/ St abl e/ - -

China Life Reinsurance Co. Ltd.
China Property & Casualty Reinsurance Co. Ltd.
| ssuer Credit Rating
Local Currency A+/ St abl e/ - -

Chi na Rei nsurance (G oup) Corp.

China Property & Casualty Reinsurance Co. Ltd.
China Life Reinsurance Co. Ltd.

| ssuer Credit Rating

Greater China Regional Scale CNAAA/ - -/ - -

Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal creditportal.comand at ww. spcapitalig.com All ratings affected by
this rating action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft

col um.
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