FINANCIAL INSTITUTIONS

CREDIT OPINION
25 May 2017

China Life P&C Insurance Company Limited
Update Following Outlook Change to Stable

Update

Summary Rating Rationale
China Life P&C Insurance Company Limited's (China Life P&C) A1 insurance financial
strength rating (IFSR) reflects the insurer's good brand recognition, multiple distribution
channels and solid capitalization. The insurer also demonstrates good financial flexibility at
both standalone and group levels.
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These strengths are offset by the insurer's weaker underwriting performance than major
peers, with a combined ratio of 101% in 2016, and limited product diversification.
China Life P&C is 60% owned by China Life Insurance (Group) Company (China Life Group,
unrated), which is in turn ultimately wholly owned by China's Ministry of Finance (MoF),
and 40% owned by China Life Insurance Company Limited (China Life, financial strength A1
stable), the largest life insurer in China. Given the effective government ownership of 87.36%,
we consider China Life P&C a government-related issuer.
China Life P&C's A1 IFSR incorporates (1) the insurer's baseline credit assessment (BCA) of a2;
(2) a strong level of support, based on its strategic importance to the group, and its 87.36%
effective ownership by the Chinese government; and (3) a moderate level of dependence on
the government.
On 24 May 2017, we have affirmed China Life P&C's IFSR at A1 and changed its outlook to
stable from negative, following our rating action to downgrade China's sovereign rating to A1
from Aa3 with outlook changed to stable from negative. The BCA of the insurer remains solid
and unchanged, and is only one notch below China’s A1 sovereign rating. With the level of
support assessed at strong, we would still incorporate one notch of support uplift into their
its IFSR, which therefore remains at A1.
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Exhibit 1

Net Income and Return on Capital (1 yr. avg.)

Sources: Moody's Investors Service, Company data

Credit Strengths
»

Good market presence as the fourth-largest P&C insurer in China

»

Solid capitalization on a risk-adjusted basis

»

Strong financial flexibility, with a low debt leverage

»

Effective majority ownership by and support from the Chinese government

Credit Challenges
»

Higher combined ratio than that of the top three players

»

Heavy reliance on the motor business, which has been subject to increasing competition following pricing liberalization in nonmandatory (or commercial) motor insurance

»

Exposure to natural catastrophe risk, such as from earthquakes, floods and typhoons

Rating Outlook
The rating outlook is stable, in line with the stable outlook of China's sovereign rating.
What to watch for:
»

Progress in improving the insurer's combined ratio

»

Investment mix and risk management, with increased exposure to alternative investments
This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Factors that Could Lead to an Upgrade
Given that the rating is already same as the sovereign rating, upward rating pressure is limited. However, its BCA could be raised if:
»

The insurer's underwriting performance improves consistently, such that its combined ratio falls below 95%

»

Its product mix becomes more diversified, without a deterioration in its overall underwriting profitability

»

Its capitalization strengthens, with its gross underwriting leverage (GUL) below 3x

Factors that Could Lead to a Downgrade
The rating could be downgraded if (1) China's sovereign rating is downgraded; and (2) there are signs of weakening support from the
Chinese government.
In addition, the BCA could be lowered if:
»

China Life P&C's combined ratio consistently stays above 100%

»

Its local solvency ratio falls below 200%, and/or GUL exceeds 5x

»

The insurer's high-risk assets leverage increases significantly and continuously

»

The credit profile of its parents, China Life and China Life Group, severely deteriorates

Key Indicators
Exhibit 2

China Life P&C Insurance Company Limited[1][2]

2016

2015

2014

2013

2012

As Report ed (Chinese Renminbi Millions)
Total Assets

73,095

65,349

52,769

37,359

30,263

Total Shareholders' Equity

19,851

19,530

16,893

8,167

7,379

1,157

2,258

1,407

535

375

Gross Premiums Written

Net income (loss) attributable to common shareholders'

59,783

50,383

40,414

31,854

23,549

Net Premiums Written

55,102

46,393

37,420

29,171

21,847

Moody's Adjust ed Rat ios
High Risk Assets % Shareholders' Equity

61.2%

54.2%

24.5%

34.6%

58.5%

Reinsurance Recoverable % Shareholders' Equity

21.1%

16.8%

14.3%

27.5%

17.2%

Goodwill & Intangibles % Shareholders' Equity

0.5%

0.5%

0.5%

0.8%

0.8%

Gross Underwriting Leverage
Return on avg. Capital (1 yr. avg ROC)

4.3x

3.6x

3.2x

5.2x

4.3x
3.9%

5.1%

10.8%

8.9%

4.6%

222.9%

245.4%

177.2%

NA

NA

Adv./(Fav.) Loss Dev. % Beg. Reserves (1 yr. avg)

-6.5%

-5.2%

-2.7%

2.4%

-12.4%

Financial Leverage

14.6%

12.7%

13.9%

31.9%

33.2%

Total Leverage

14.6%

12.7%

13.9%

31.9%

33.2%

Earnings Coverage (1 yr.)

15.9x

26.2x

13.7x

5.3x

5.9x

Cash Flow Coverage (1 yr.)

12.5x

24.4x

11.2x

3.8x

5.0x

Sharpe Ratio of ROC (5 yr. avg)

[1] Information based on Local GAAP financial statements as of Fiscal YEDecember 31
[2] Certain items may have been relabeled and/or reclassified for global consistency

Source: Moody's Investors Service, Company data

Detailed Rating Considerations
We rate China Life P&C's IFSR at A1, which is one notch above its BCA of a2, as indicated by our IFSR scorecard, based on our
assumption that the insurer will receive government support in times of stress.
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Insurance Financial Strength Rating
The following are the key factors influencing the rating and outlook:
MARKET POSITION, BRAND AND DISTRIBUTION: A - ROBUST PREMIUM GROWTH IN 2016 HAS SECURED ITS MARKET
PRESENCE
China Life P&C is the fourth-largest P&C insurer in China by premium income and held a 6.4% share of the market in 2016. The insurer
benefits from the strong China Life brand, with a relative market share ratio that is 1.1x that of average-sized insurance companies.
China Life P&C was able to maintain its market position because of its diversified distribution channels, despite the increasingly
competitive motor segment. The insurer distributes its products primarily through its agency force, including tied agents and life
affiliate agents, which generated 68% of gross premiums written in 2016, followed by direct sales at 17%.
The insurer's expense ratio stood at 38.8% in 2016, the same level in 2015, despite a more competitive operating environment for
commercial motor insurance following pricing liberalization across the country effective 1 July 2016. However, it is challenging for
China Life P&C to improve its expense ratio meaningfully in the near term because the insurer would incur a high level of acquisition
costs to source quality motor business.
We score this factor at the A level, rather than at the Baa level indicated by the rating scorecard, to reflect the insurer's sound brand
recognition and good channel diversity.
PRODUCT RISK AND DIVERSIFICATION: A - SHORT-TAIL FOCUSED AND GRADUAL DIVERSIFICATION OUTSIDE OF
MOTOR
China Life P&C has gradually diversified its portfolio into non-motor lines, in particular agriculture insurance. The motor business
represented 83% of its gross written premiums in 2016 compared to 86% in 2015, followed by liability (4%), property (4%), accident
(3%) and agriculture insurance (3%). We expect the agriculture business to be one of the insurer's key growth drivers because of its
government background.
China Life P&C's business is concentrated in China, although the insurer generates its premiums across the country. This geographic
concentration exposes the insurer to natural catastrophe risk, economic risk and regulatory risk.
Overall, we adjusted the product focus and diversification score to the A level from the Baa level indicated in the scorecard because of
China Life P&C's focus on the short-tail motor business, which carries low reserving risk.
ASSET QUALITY: A - INCREASED ALTERNATIVE INVESTMENTS IN 2016
At end-2016, 52% of China Life P&C's invested assets were in cash, bank deposits and bonds; 11% in equities and equity funds; and the
remaining 37% in alternative investments.
The insurer increased its exposure to equities and equity-type funds in 2016, mainly through the acquisition of RMB1.5 billion
preference shares of a domestic joint-stock commercial bank in the second half of the year.
In addition, China Life P&C increased investments in trust plans and equity investment funds in 2016 to achieve higher yields. Although
some of these investments are associated with government-related projects and some are covered by bank guarantees or collaterals,
these assets generally exhibit lower liquidity and transparency than traditional market-traded assets. We expect the insurer to maintain
its credit risk management when procuring these investments.
The insurer's high-risk assets (including equities and below-investment-grade and unrated bonds) trended upward to 61.2% of
shareholders' equity in 2016 from 54.2% in 2015. The insurer has no concentration risk to specific names in its equity exposures.
China Life P&C's reinsurance recoverables increased to 21.1% of shareholders' equity at end-2016 from 16.8% at end-2015 as business
grew. The insurer's reinsurance panel is of good credit quality.
We adjusted the asset quality score to the A level from the Aa level indicated by the scorecard to reflect an increase its exposure to
equities and alternative investments.
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CAPITAL ADEQUACY: A - MODERATE UNDERWRITING LEVERAGE AND STRONG RISK-BASED CAPITALIZATION
China Life P&C's capital position remains solid to support its business growth. While its shareholders' equity increased consistently
through retained earnings, the insurer upstreamed shareholders' dividend of RMB339 million for the first time in 2016, translating to a
dividend payout ratio of 16%.
The insurer's GUL, which is a measure of gross premiums and reserves relative to adjusted shareholders' equity for asset risk, increased
to 4.3x in 2016 from 3.6x in 2015. The increase was driven by robust business growth and increased holdings of high-risk assets,
although the insurer has strengthened its capitalization.
China Life P&C's solvency position is strong under the China Risk-Oriented Solvency System, with a comprehensive solvency ratio of
241% in the quarter ended March 2017, compared to 248% at December 31, 2016.
The insurer is exposed to natural catastrophe risk, including that stemming from earthquakes and floods in China, which could
undermine its capitalization profile. However, we believe the insurer's reinsurance arrangement would provide an adequate level of
capital protection against these potential catastrophe losses.
PROFITABILITY: A - STABLE COMBINED RATIO IN 2016 BUT UNLIKELY TO IMPROVE MEANINGFULLY IN THE NEAR TERM
China Life P&C's underwriting profitability was at about the same level in 2016 compared with that of 2015, with a combined ratio of
100.6% versus 100.0% a year ago. The loss ratio marginally increased to 61.8% in 2016 from 61.2% in 2015 as a result of rising claim
cases in the insurer's growing liability and accident businesses.
While the insurer's expense ratio remained flat in 2016, we do not expect this ratio to decline significantly in the near term because of
continued investments needed to enhance the efficiency of its direct sales channel and develop its non-motor business.
In addition, given the increasing competition in the motor insurance sector, driven by the second round of pricing liberalization in
commercial motor insurance, which is likely to be implemented in the second half of 2017, we believe that it will be challenging for
China Life P&C to meaningfully improve its overall underwriting profitability.
China Life P&C reported net income of RMB1.2 billion in 2016, down 48.8% from RMB2.3 billion in 2015. The decrease mainly reflects
the lower investment income given the weaker performance of its A-share market in the first half of 2016. We expect a low interest
rate environment will continue to negatively affect the insurer's overall earnings.
RESERVE ADEQUACY: Aa - FAVORABLE TREND OF RESERVE DEVELOPMENT
China Life P&C's short-tail focused portfolio and good underwriting skills result in a lower risk of adverse reserve development. The
insurer continued to report a favorable development of 6.5% relative to its net loss reserves in 2016.
Given China Life P&C's generated 83% of its total premiums from motor line of business in 2016 along with its disciplined reserve
management, we do not expect the insurer to experience significant adverse loss development.
FINANCIAL FLEXIBILITY: A - FINANCIAL LEVERAGE IS LOW, GIVEN STRONG CAPITALIZATION LEVELS
At end-2016, China Life P&C's standalone adjusted financial leverage, including operating lease debt equivalent, remained low and
stable at 12.8%, compared with 12.7% at end-2015.
China Life P&C's earnings coverage level dropped to 15.9x in 2016 from 26.2x in 2015, mainly attributable to the lower investment
income during the year as discussed in the “Profitability” section.
One of the insurer's shareholder, China Life, has very good access to capital markets, given its listings on the New York, Hong Kong and
Shanghai stock exchanges, as well as strong brand recognition among investors.
We also consider China Life P&C's financial flexibility at the China Life Group level. Although the group still carries a negative spread
burden from old policies, these policies have been separated into a different fund and its liabilities are supported by the MoF.
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Despite the raw score for financial flexibility is at the Aa level, the adjusted financial flexibility score is at the A level, capped by China's
sovereign rating at A1.
Exhibit 3

Financial Flexibility

Sources: Moody's Investors Service, Company data

OPERATING ENVIRONMENT: CHINA: Baa
In addition to China Life P&C's own business and financial fundamentals, we consider China's operating environment in arriving at the
standalone credit profile (or final rating) for the insurer. Our overall Baa assigned for the insurance operating environment, which carries
a 20% weight in the Scorecard, is based on our assessment of China's very high economic strength. This strength is counterbalanced
by China's moderate institutional strength, moderate level of susceptibility to event risk, limited penetration of the insurance market
in the national economy and the per capita utilization of insurance when compared with other countries worldwide. Overall, the Baa
insurance operating environment for China exerts a mildly negative influence on China Life P&C's rating.
Other Considerations
We apply our rating methodology for government-related issuers in rating China Life P&C because of the insurer's effective ownership
by the MoF through China Life Group and China Life. We believe China Life P&C benefits from a strong level of support, based on its
87.36% effective ownership by the Chinese government and its strategic importance to China Life Group's efforts to expand its P&C
business.
We also assess the insurer's dependence on the Chinese government as moderate, which reflects the insurer's exposure to the domestic
economy, and its holdings of debt securities issued by the government and related entities.
Consequently, China Life P&C's A1 IFSR incorporates a one-notch uplift from its BCA of a2, based on our assumption of support from
the Chinese government in times of need.
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Rating Methodology and Scorecard Factors
Exhibit 4
Financial Strength Rating Scorecard [1][2]

Aaa

Aa

A

Baa

Ba

B

Caa

Score

Adjusted Score

Baa

A

A

A

Baa

A

Financial Profile

A

A

Asset Qualit y (8%)

Aa

A

A

A

A

A

Aa

Aa

Aa

A

Operat ing Environment

Baa

Baa

Aggregat e Profile

A2

A2

Market Posit ion and Brand (20%)
- Relative Market Share Ratio

X

- Underwriting Expense Ratio % Net Premiums Written

38.0%

Product Focus and Diversificat ion (8%)
- Product Risk

X

- P&C Insurance Product Diversification

X

- Geographic Diversification

X

- High Risk Assets % Shareholders' Equity

61.2%

- Reinsurance Recoverable % Shareholders' Equity

21.1%

- Goodwill & Intangibles % Shareholders' Equity

0.5%

Capit al Adequacy (12%)
- Gross Underwriting Leverage

4.3x

Profit abilit y (12%)
- Return on Capital (5 yr. avg)

6.7%

- Sharpe Ratio of ROC (5 yr. avg)

222.9%

Reserve Adequacy (8%)
- Adv./(Fav.) Loss Dev. % Beg. Reserves (5 yr. wtd avg)

-4.6%

Financial Flexibilit y (12%)
- Financial Leverage

14.6%

- Total Leverage

14.6%

- Earnings Coverage (5 yr. avg)

13.4x

- Cash Flow Coverage (5 yr. avg)

11.4x

[1] Information based on Local GAAP financial statements as of Fiscal YEDecember 31
[2] The Scorecard rating is an important component of the company's published rating, reflecting the stand-alone financial strength before other considerations (discussed above) are incorporated into the analysis

Source: Moody's Investors Service and Company data

Ratings
Exhibit 5

Category
CHINA LIFE P&C INSURANCE COMPANY LIMITED

Rating Outlook
Insurance Financial Strength

Moody's Rating

STA
A1

Source: Moody's Investors Service
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