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Introduction

The S&P Global (China) Ratings Insurance Methodology is constructed to describe the key areas
that we would typically consider when analyzing the credit quality of insurance companies or
similar institutions in China.

To assess an insurer’s credit quality, we typically start from analyzing its business risk profile
(BRP) and financial risk profile (FRP), and combine the assessment of both to determine its
anchor. We then derive its standalone credit profile (SACP) based on its anchor and assessments
on other factors, such as liquidity position and management and governance. When relevant to an
insurer’s credit quality, we may also consider the possible external support it may receive from
government or group, before arriving at the issuer credit rating (ICR).

This methodology may be used together with other S&P Global (China) Ratings methodologies,
such as our General Considerations on Rating Modifiers and Relative Ranking Methodology which
considers common external factors that may influence the ICR or issue-level rating.

Methodologies we use are based on applicable S&P Global Ratings Methodologies, but modified
where appropriate for use in the domestic application in China. We believe the modifications we
have made will provide more granular credit differentiation within the local scale used by S&P
Global (China) Ratings.
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Rating Process for an Insurance Company

Industry risk

Industry risk analysis considers the risks typically faced by insurers operating in specific
industries such as life insurance or property/casualty (P&C) insurance. The factors we may
consider include economic risk, systemic risk, return on equity, product risk, barriers to entry and
market growth prospects. Industry risk is typically considered against a six-point scale, with '1'
indicating the lowest risk and '6' indicating the highest risk.

Competitive Position

To assess an insurer’s competitive position, we typically consider its market position, brand name
or reputation, level of controlled distribution channels, diversification, and operating performance.
It has six-point scale, with *1” indicating the strongest competitive position and ‘6’ indicating the
weakest competitive position.

We typically take market position as a primary driver to achieve a preliminary assessment. We
then consider additional factors as supplemental considerations, allowing flexibility to make
further adjustments.

Factors that are typically considered positive include:

- Higher market share than peers;

- Strong brand name and good reputation, which provide the insurer significant
commercial advantages relative to its peers;

- Consistently high retention (or low lapse) rates;

S&P Ratings (China) Co., Ltd. www.spgchinaratings.cn August 15, 2019



Commentary: Understanding S&P Global (China) Ratings Insurance Methodology

- Thelevel of distribution channels contributing to approximately half of its premiums or

above;

- Wider range of business segments and/or better geographic diversification than peers,
which may lead to better revenue stability through the cycle; and

- Operating performance being consistently and materially stronger than that of its peers.

Factors that are typically considered negative include:

- Lower market share than peers;

- Brand name and reputation being less than ideal, bringing commercial disadvantages
relative to its peers;

- Consistently low retention (or high lapse) rates;

- OneP/Cline of business or a single life insurance product type contributing a significant
portion of the insurer's gross premium; higher geographic concentration than peers,
indicating incremental risk in the wake of a significant slowdown or cessation of business
in a region or within the country; and

- Constant and major under-performance.

Business Risk Profile

We typically combine the industry risk and competitive position to arrive at an insurer’s BRP. BRP
has a six-point scale, with '1" indicating the lowest business risk and '6' indicating the highest
business risk. It generally considers the risk inherent in the insurer's operations and therefore the
potential sustainable return to be derived from those operations.

Table 1
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Capital and Earnings

In our capital and earnings analysis, we typically focus on an insurer's ability to absorb losses by
considering its capital adequacy prospectively. Capital & earnings scores range from '1' to '6', with
‘1’ indicating the strongest ability and ‘6’ indicating the weakest ability.

Our capital analysis is primarily based on our expectation for an insurer’s regulatory solvency ratio
over next two years, which is typically our most important metric. During our assessment, we may
look at both tier 1 solvency ratio and total solvency ratio. We typically use the former to be the
primary driver considering that it contains a majority of high quality core capital, while the latter
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as a check point to assess whether the insurer is able to meet minimum regulatory requirement,
because failing of which may restrict the insurer’s business expansion.

As a supplemental analysis of capital strength, we may assess an insurer’s profitability to
evaluate its internal capital generation capability, and our assessment is forward-looking.

Risk Position

Our risk position analysis typically considers the material risks that capital and earnings analysis
does not incorporate, as well as specific risks that capital and earnings analysis has captured but
may make an insurer’s capital more or less volatile. This may include factors such as risk
management, investment portfolio quality/leverage, concentration and foreign exchange
exposure, amongst other factors. Risk position scores range from '1’ to '5', with *1” indicating the
lowest risk and ‘5’ indicating the highest risk.

Risk management is typically our primary driver to evaluate the overall risk position of an insurer.
Our assessment typically focuses on the effectiveness of risk management over relevant risk
exposures, by considering whether or not risk management may limit losses across all risk
categories, and/or mitigate exposures that may lead to volatility.

Factors that are typically considered positive include:

- Having arelatively low risk appetite on its risk underwritten and asset allocation;

- Stringentrisk control and effective risk recognition in place to oversee its risk
undertaking;

- Good diversification in its products and/or asset allocation so that the insurer can
sustain reasonable performance in economic cycles or during capital market
fluctuations;

- Minimal or well hedged foreign currency risk;

- Catastrophe risk being insignificant or well protected through reinsurance/retrocession
or other approaches; and

- Having good reinsurance protection on insurance risk underwritten.

Factors that are typically considered negative include:

- Having aggressive risk appetite on its risk underwritten or asset allocation;

- Laxrisk control or weak risk recognition, so that potential risk may not be monitored in
time or adequately;

- Material concentration of its assets on specific industrial sectors or a single obligor;

- Significant unhedged foreign currency exposure; and

- Reinsurance protection being inadequate.

Financial Flexibility

Our analysis of financial flexibility typically considers the balance between an insurer's sources
and uses of external capital and liquidity. This factor is generally assessed as ‘neutral’,
‘moderately negative’ or ‘negative’.

We may use quantitative approaches during our assessment. For example, we may use financial
leverage ratio and interest coverage ratio to evaluate an insurer’s debt burden and interest
payment capability. We usually take a forward-looking view in order to give a prospective opinion
by taking into consideration an insurer’s funding plan, financial management strategy and funding
ability, etc.
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Financial Risk Profile

We may adjust an insurer’s capital and earnings score based on our assessment on risk position
and financial flexibility before arriving at its FRP, as shown in below table. FRP has six point
scales, with ‘1" indicating the lowest financial risk and ‘6’ indicating the highest financial risk.

Table 2

Determining the FRP

Capital & Earnings assessment

Risk Position

1 -1
2 -1/0
3 0/+1
4 +1
5 +2 or more
Financial Flexibility

Neutral 0
Moderately negative +1
Negative +2 or more

Source: S&P Global (China) Ratings.
Copyright © 2019 by S&P Ratings (China) Co., Ltd. All rights reserved.

Anchor

Typically, an insurance company's BRP assessment and FRP assessment are combined to determine its
anchor. For example, for an insurance company with both BRP and FRP assessed as '1', its SACP may
tend to indicate very strong credit quality, such as the 'aaa'/'aa+' quality. For an insurer with both BRP
and FRP assessed as '6', its SACP may tend to indicate very low credit quality, such as the 'b'/'b-' quality.

Chart 2

Source: S&P Global (China) Ratings.
Copyright © 2019 by S&P Ratings (China) Co., Ltd. All rights reserved.
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Stand-alone Credit Profile

We typically determine the SACP of an insurance company by considering its liquidity,
management and governance and a holistic assessment on top of the anchor. We may arrive at an
SACP that is higher, lower or the same as the anchor after considering these factors.

For example, an insurer’s SACP may be higher than the anchor if there are significantly positive
factors that have not been captured in our BRP and FRP analysis. An insurer’s SACP may be lower
than its anchor if its liquidity position is weak and/or it has weak management and governance
that could impact its business or financial stability.

Issuer Credit Rating

We typically derive the ICR by combining the SACP and the support framework, which generally
considers group or government influence, if any. Such influence may be in the form of support or
intervention, and may therefore support or detract from the issuer’s ability to fulfill its financial
commitments. In most cases, the effect on credit quality is positive because the group or
government has greater resources and therefore stronger credit quality.

We assess the importance level of the entity to the related entity as critical, high, moderate, low,
or limited. We believe the strength of support is typically correlated to the level of importance. As
the level of importance increases, so does the potential for an uplift to the issuer rating. Each level
of importance has a range of outcomes. Our starting point is usually the mid-point of the
corresponding section on the curve; however, it may be higher when the importance level is
assessed as critical, with the flexibility to adjust up or down within that range. We may determine
an outcome which does not fall on the curve when we deem it appropriate.
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Source: S&P Global (China) Ratings.
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In order to determine the importance level, we typically assess its ownership by related entity, revenue
contribution to related entity, senior management and board members appointment by related entity,
policy role if it is a government-related entity, and systemic importance in the financial system, amongst
other things.

Issue-Level Rating

We may apply S&P Global (China) Ratings General Considerations on Rating Modifiers and Relative
Ranking Methodology to determine the issue-level ratings, which could be the same as or different from
the ICR.

Typically, an ICR would coincide with our opinion of the creditworthiness of the senior unsecured debt of
an issuer, unless there is a large amount of senior secured debt in the capital structure when we may
notch down the senior unsecured debt from ICR. Subordinated debt, which is of weaker position in an
issuer’s capital structure, may be assigned a rating below the ICR.

This document is prepared in both English and Chinese. The English translation is for reference only, and the Chinese version

will prevail in the event of any inconsistency between the English version and the Chinese version.
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Copyright © 2019 by S&P Ratings (China) Co., Ltd. All rights reserved.

S&P Ratings (China) Co., Ltd. (*S&P Ratings”) owns the copyright and/or other related intellectual property rights of the abovementioned content (including ratings, credit-
related analyses and data, valuations, model, software or other application or output therefrom) or any part thereof (Content). No Content may be modified, reverse
engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of S&P Ratings. The Content
shall not be used for any unlawful or unauthorized purposes. S&P Ratings and any third-party providers, as well as their directors, officers, shareholders, employees or
agents (collectively "S&P Parties") do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not responsible for any errors or
omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any data input by the
user. The Content is provided on an “as is” basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S
FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be
liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including,
without limitation, lost income or lost profits and opportunity costs or losses caused by negligence) in connection with any use of the Content even if advised of the possibility
of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact.
S&P Ratings' opinions, analyses, forecasts and rating acknowledgment decisions (described below) are not and should not be viewed as recommendations to purchase, hold,
or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P Ratings assumes no obligation to update the Content
following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management,
employees, advisors and / or clients when making investment and other business decisions. S&P Ratings does not act as a fiduciary or an investment advisor except where
registered as such. While S&P Ratings has obtained information from sources it believes to be reliable, S&P Ratings does not perform an audit and undertakes no duty of due
diligence or independent verification of any information it receives. Rating-related publications may be published for a variety of reasons that are not necessarily dependent
on action by rating committees, including, but not limited to, the publication of a periodic update on a credit rating and related analyses.

S&P RATINGS IS NOT PART OF THE NRSRO. A RATING ISSUED BY S&P RATINGS IS ASSIGNED ON A RATING SCALE SPECIFICALLY FOR USE IN CHINA, AND IS S&P RATINGS'
OPINION OF AN OBLIGOR’S OVERALL CREDITWORTHINESS OR CAPACITY TO MEET SPECIFIC FINANCIAL OBLIGATIONS, RELATIVE TO THAT OF OTHER ISSUERS AND ISSUSES
WITHIN CHINA ONLY AND PROVIDES A RANK ORDERING OF CREDIT RISK WITHIN CHINA. AN S&P RATINGS' RATING IS NOT A GLOBAL SCALE RATING, AND IS NOT AND
SHOULD NOT BE VIEWED, RELIED UPON, OR REPRESENTED AS SUCH. S&P PARTIES ARE NOT RESPONSIBLE FOR ANY LOSSES CAUSED BY USES OF S&P RATINGS' RATINGS
IN MANNERS CONTRARY TO THIS PARAGRAPH.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, S&P
Ratings reserves the right to assign, withdraw or suspend such acknowledgement at any time and in its sole discretion. S&P Ratings disclaims any duty whatsoever arising
out of the assignment, withdrawal or suspension of an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof.

S&P Ratings keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a
result, certain business units of S&P Ratings may have information that is not available to other S&P Ratings business units. S&P Ratings has established policies and
procedures to maintain the confidentiality of certain non-public information received in connection with each analytical process.

S&P Ratings may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P Ratings reserves the
right to disseminate its opinions and analyses. S&P Ratings' public ratings and analyses are made available on its Web site www.spgchinaratings.cn, and may be distributed
through other means, including via S&P Ratings' publications and third-party redistributors.
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