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Fitch Affirms China Taiping Insurance Group at 'A';
Outlook Stable on Coronavirus Risk Review

Fitch Ratings-Hong Kong-14 May 2020:

Fitch Ratings has affirmed at 'A' (Strong) the Issuer Default Ratings (IDR) of China Taiping Insurance

Group Ltd. (TPG), China Taiping Insurance Group (HK) Company Limited (TPG (HK)) and China

Taiping Insurance Holdings Company Limited (CTIH). Simultaneously, Fitch has affirmed Taiping

Life Insurance Company Limited's (TPL) Insurer Financial Strength (IFS) Rating at 'A+' (Strong) and

the IFS Rating of Taiping Reinsurance Company Limited (TPRe) at 'A' (Strong). The Outlook on all

the ratings is Stable.

Fitch views TPL and TPRe as TPG's 'Core' and 'Very Important' subsidiaries, respectively. TPL's

rating is based on the agency's evaluation of the group's credit profile as a whole, while TPRe's

rating reflects its Standalone Credit Profile (SCP).

Key Rating Drivers

The rating actions are based on Fitch's assessment of the impact of the coronavirus pandemic,

including its economic impact, under a set of ratings assumptions described below. These

assumptions were used by Fitch to develop pro forma financial metrics for TPG, TPL and TPRe that

Fitch compared with ratings guidelines defined in its criteria and relative to previously established

rating sensitivities for TPG.

TPG's SCP weakened, in terms of capital strength, under Fitch's pro forma analysis. This negative

pressure is mitigated by potential government support, which gives the group's IDR the benefit of

a one-notch uplift from its SCP. TPG is 90%-owned by China's (A+/Stable) Ministry of Finance, which

is likely to extend support to TPG in times of stress. The remaining 10% is held by China's National

Council for Social Security Fund.

Under the agency's coronavirus rating-case assumptions, TPG's consolidated capital score on the

Fitch Prism Model further declined to the lower end of 'Adequate' level, from its actual position at

well into the 'Adequate' at end-2019 (1H19: marginal 'Strong'). The group entity and TPL notably

increased their risky assets in 2H19, which include stocks, equity-type funds and long-term equity

investments. These investments are sensitive to stock-market shocks and potential impairment



losses. TPL's risky-asset exposure exceeded 2.5x of capitalisation at end-2019. The local

comprehensive solvency ratio of TPG and TPL was 230% and 227%, respectively, in 4Q19. TPL's

solvency ratio remained stable at 222% in 1Q20.

Fitch expects the group's 2020 financial leverage to remain stable, on a consolidated basis, as

there are no plans to issue debt at the group standalone level or at key subsidiaries, including at

TPL. TPG's consolidated financial leverage ratio was 23% at end-2019 and the agency expects the

group's pro forma ratio to remain within Fitch's previously established rating sensitivities. TPG's

Fitch Prism Model score and financial leverage ratio are commensurate with IFS 'BBB' rated

insurers under the pro forma rating case.

TPG's pro forma financial performance metrics remain intact and are in line with its rating. Fitch

views TPL's profitability as 'Strong', with pre-tax return on assets of 2.1% in 2019, averaging at 2.0%

during 2017-2019. Nonetheless, the agency sees headwinds in the life insurer's new business

growth and investment income amid lower interest rates as a result of the pandemic. TPL's

premium fell by 6.2% in 1Q20, from 1Q19. Its new business value reduced by 18.8% yoy in 2019

and the new business margin dropped to 28.4% in 2019, from 36.0% in 2018, as a result.

Fitch expects TPRe's underwriting margin to narrow in 2020 due to more challenging underwriting

conditions in the reinsurance sector, despite TPRe's combined ratio remaining commensurate with

an IFS 'A' rated reinsurer. From a consolidated perspective, the underwriting performance of TPG's

non-life reinsurance business weakened in 2019. The combined ratio rose to 99.3%, from 98.6% in

2018.

Fitch ranks TPG's business profile as 'Favourable' against other insurers in China due to its

substantive business franchise and diversified business lines and geographies via its operating

subsidiaries in mainland China, Hong Kong and other parts of the world. The diversification of

premium sources mitigates potential earning volatility in a single sector. As a result, Fitch scores

TPG's business profile at 'a+' under its credit-factor scoring guidelines.

Key Assumptions

Assumptions for Coronavirus Impact (Rating Case):

Fitch used the following key assumptions in support of the pro forma ratings analysis discussed

above:

- Decline in key stock market indices by 35% relative to 1 January 2020.

- Increase in the two-year cumulative high-yield bond default rate to 16%, applied to securitised



products, including ABS, current non-investment-grade assets, as well as a portion of 'BBB' assets.

- Both upward and downward pressure on interest rates, with spreads widening (including high

yield by 400bp), coupled with notable declines in government rates.

- Capital markets access is limited for issuers at senior debt levels of 'BBB' and below.

- Impairment of alternative investments and loans by 7.8%.

- Decline in value of investment property by 7.8%.

- A COVID-19 infection rate of 5% and a mortality rate (as a percentage of infected) of 1%.

- A negative effect on the industry-level accident year loss ratio from COVID-19-related claims at 3.5

percentage points (pp), partially offset by a favourable effect from the auto line averaging 1.5pp.

RATING SENSITIVITIES

The ratings remain sensitive to any material change in Fitch's rating-case assumptions with respect

the coronavirus pandemic. Periodic updates to our assumptions are possible given the rapid pace

of changes in government actions in response to the pandemic, and the pace with which new

information is available on the medical aspects of the outbreak. A discussion of how ratings would

be expected to be impacted under a set of stress case assumptions is included at the end of this

section to help frame sensitivities to a severe downside scenario.

Factors that could, individually or collectively, lead to negative rating action/downgrade:

- A significant change in shareholding that results in the Ministry of Finance losing its controlling

interest in TPG and CTIH, or a downgrade of China's Long-Term Local-Currency IDR (A+/Stable)

- Diminishing perceived significance of TPG in China's insurance sector, in Fitch's view

Factors that could, individually or collectively, lead to lowering the SCP:

- A material adverse change in Fitch's ratings assumptions with respect to the impact of the

coronavirus outbreak.

- TPG failing to maintain its Fitch Prism Model score at a level well into 'Strong' and consolidated

financial leverage ratio above 35% consistently

- Pre-tax return on assets falling below 1.0% and deterioration in underwriting profitability of the

group's property and casualty and reinsurance operations, with a combined ratio persistently



above 100%.

Factors that could, individually or collectively, lead to positive rating action/upgrade:

- An upgrade of China's sovereign rating

Factors that could, individually or collectively, lead to a raise in the SCP:

- TPG's ability to improve its Fitch Prism Model score to marginal 'Strong' will reduce the negative

view on its SCP

- A material positive change in Fitch's ratings assumptions with respect to the pandemic impact

- Positive rating action that is prefaced by Fitch's ability to reliably forecast the impact of the

pandemic on the financial profile of China's insurance industry and TPG

- TPG's Fitch Prism Model score at 'Very Strong' and the consolidated financial leverage ratio below

20% on a sustained basis

- The group's return on equity consistently exceeding 12%.

Stress Case Sensitivity Analysis

Fitch's stress case assumes the following: a 60% stock market decline; two-year cumulative default

rate of 22%, high-yield bond spreads widening by 600bp and more prolonged declines in

government rates, heightened pressure on capital-market access, impairment of alternative

investments and loans by 16.5%, a decline in the value of investment property by 16.5%, a

COVID-19 infection rate of 15% and mortality rate of 0.75%; and an adverse non-life industry-level

loss ratio impact of 7pp for COVID-19 claims, partially offset by a favourable 2pp for the motor line.

- The implied rating impact under the stress case would be in line with China's sovereign rating.

Best/Worst Case Rating Scenario

International scale credit ratings of Financial Institutions issuers have a best-case rating upgrade

scenario (defined as the 99th percentile of rating transitions, measured in a positive direction) of

three notches over a three-year rating horizon; and a worst-case rating downgrade scenario

(defined as the 99th percentile of rating transitions, measured in a negative direction) of four

notches over three years. The complete span of best- and worst-case scenario credit ratings for all

rating categories ranges from 'AAA' to 'D'. Best- and worst-case scenario credit ratings are based

on historical performance. For more information about the methodology used to determine



sector-specific best- and worst-case scenario credit ratings, visit https://www.fitchratings.com/site/

re/10111579.

REFERENCES FOR SUBSTANTIALLY MATERIAL SOURCE CITED AS KEY DRIVER OF RATING

The principal sources of information used in the analysis are described in the Applicable Criteria.

China Taiping Insurance Group Ltd.; Long Term Issuer Default Rating; Affirmed; A; RO:Sta

China Taiping Insurance Group (HK) Company Limited; Long Term Issuer Default Rating; Affirmed;

A; RO:Sta

China Taiping Insurance Holdings Company Limited; Long Term Issuer Default Rating; Affirmed; A;

RO:Sta

Taiping Life Insurance Company Limited; Insurer Financial Strength; Affirmed; A+; RO:Sta

Taiping Reinsurance Company Limited; Insurer Financial Strength; Affirmed; A; RO:Sta

China Taiping Capital Limited

----senior unsecured; Long Term Rating; Affirmed; A-

China Taiping New Horizon Limited

----senior unsecured; Long Term Rating; Affirmed; A-
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retransmission in whole or in part is prohibited except by permission. All rights reserved. In issuing

and maintaining its ratings and in making other reports (including forecast information), Fitch

relies on factual information it receives from issuers and underwriters and from other sources

Fitch believes to be credible. Fitch conducts a reasonable investigation of the factual information

relied upon by it in accordance with its ratings methodology, and obtains reasonable verification of

that information from independent sources, to the extent such sources are available for a given

security or in a given jurisdiction. The manner of Fitch's factual investigation and the scope of the

third-party verification it obtains will vary depending on the nature of the rated security and its

issuer, the requirements and practices in the jurisdiction in which the rated security is offered and

sold and/or the issuer is located, the availability and nature of relevant public information, access

to the management of the issuer and its advisers, the availability of pre-existing third-party

verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports,

engineering reports, legal opinions and other reports provided by third parties, the availability of

independent and competent third- party verification sources with respect to the particular security

or in the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch's ratings

and reports should understand that neither an enhanced factual investigation nor any third-party

verification can ensure that all of the information Fitch relies on in connection with a rating or a

report will be accurate and complete. Ultimately, the issuer and its advisers are responsible for the

accuracy of the information they provide to Fitch and to the market in offering documents and

other reports. In issuing its ratings and its reports, Fitch must rely on the work of experts, including

independent auditors with respect to financial statements and attorneys with respect to legal and

tax matters. Further, ratings and forecasts of financial and other information are inherently

forward-looking and embody assumptions and predictions about future events that by their

nature cannot be verified as facts. As a result, despite any verification of current facts, ratings and

forecasts can be affected by future events or conditions that were not anticipated at the time a

rating or forecast was issued or affirmed.

The information in this report is provided "as is" without any representation or warranty of any

kind, and Fitch does not represent or warrant that the report or any of its contents will meet any of

the requirements of a recipient of the report. A Fitch rating is an opinion as to the creditworthiness

of a security. This opinion and reports made by Fitch are based on established criteria and

methodologies that Fitch is continuously evaluating and updating. Therefore, ratings and reports

are the collective work product of Fitch and no individual, or group of individuals, is solely

responsible for a rating or   a report. The rating does not address the risk of loss due to risks other

than credit risk, unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale

of any security. All Fitch reports have shared authorship. Individuals identified in a Fitch report

were involved in, but are not solely responsible for, the opinions stated therein. The individuals are

named for contact purposes only. A report providing a Fitch rating is neither a prospectus nor a

substitute for the information assembled, verified and presented to investors by the issuer and its



agents in connection with the sale of the securities. Ratings may be changed or withdrawn at any

time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice of any

sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do not comment

on the adequacy of market price, the suitability of any security for a particular investor, or the

tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees

from issuers, insurers, guarantors, other obligors, and underwriters for rating securities. Such fees

generally vary from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In

certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or

guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected to

vary from US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assignment,

publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its

name as an expert in connection with any registration statement filed under the United States

securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom, or the

securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing

and distribution, Fitch research may be available to electronic subscribers up to three days earlier

than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an

Australian financial services license (AFS license no. 337123) which authorizes it to provide credit

ratings to wholesale clients only. Credit ratings information published by Fitch is not intended to

be used by persons who are retail clients within the meaning of the Corporations Act 2001

Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a Nationally

Recognized Statistical Rating Organization (the "NRSRO"). While certain of the NRSRO's credit

rating subsidiaries are listed on Item 3 of Form NRSRO and as such are authorized to issue credit

ratings on behalf of the NRSRO (see https://www.fitchratings.com/site/regulatory), other credit

rating subsidiaries are not listed on Form NRSRO (the "non-NRSROs") and therefore credit ratings

issued by those subsidiaries are not issued on behalf of the NRSRO. However, non-NRSRO

personnel may participate in determining credit ratings issued by or on behalf of the NRSRO.

ENDORSEMENT POLICY - Fitch's approach to ratings endorsement so that ratings produced

outside the EU may be used by regulated entities within the EU for regulatory purposes, pursuant

to the terms of the EU Regulation with respect to credit rating agencies, can be found on the EU

Regulatory Disclosures page. The endorsement status of all International ratings is provided within

the entity summary page for each rated entity and in the transaction detail pages for all structured

finance transactions on the Fitch website. These disclosures are updated on a daily basis.
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