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Briefing

CPIC hosts 2017 Interim Results Announcement

On August 29, 2017, CPIC successfully hosted its interim results
announcement for 2017. The event attracted even wider attention, being
the first results release since the company’s 8th Board of Directors was
elected earlier this year.

Chairman KONG Qingwei kicked off the meeting with a review of
CPIC’s business performance in the first half of 2017. In particular, he
reiterated the company’s consistency in strategies, i.e., customer
centricity and continued focus on insurance. The chairman also floated
the plan to introduce “Transformation 2.0”. HE Qing, the new president
(pending approval of CIRC), elaborated on the results of each of the
business segments. During Q & A, the management and the capital
market interacted on a wide range of topics, such as the company’s
long-term business strategy, KPIs, shareholder dividend policy, the
impact of fin-tech, the status of CPIC’s digitalization initiative, outlook
for NBV margin improvement, guidance for agency headcount growth
and productivity, impact of further deregulation of automobile insurance,
measures to improve non-auto business, strategy for health insurance, as
well as non-standard asset and its risk control.

Below please see the summary.

1. Q: The market likes your strategy of focusing on insurance and
pursuing sustainable value growth, which is also your key
differentiator. Could the chairman elaborate on the strategy of being
“consistent” and “different” as you put it in the chairman’s report?

A: The insurance sector has performed very well on the stock market
recently, which shows optimism and confidence among investors. Indeed,
the industry is facing an important window of opportunity. With rising
income level, demographic shift and urbanization, the Chinese people’s
demand for insurance has been growing rapidly. On the other hand, the
government wants a bigger role of insurance in the provision of public
services and social governance. To seize these major development
opportunities, CPIC will continue to move towards “the right direction”.
Our long-term strategy, as we put it in the interim report, is to adhere to
the central value proposition of insurance, namely, long-term risk
management and protection, which calls for our commitment to the core
business of insurance and be good at it. The approach we’ll adopt is to
build on the achievements of the previous transformation initiatives and
launch “Transformation 2.0”, focusing on 5 central tasks, "talent
development", "digitalization", "enhancing synergy", "improving strategic
control" and "diversifying insurance-based business portfolios". "Talent
development" centers on organizational restructuring for more efficiency
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and flexibility, and in particular building a strategic talent pool with
accommodating HR management mechanism to attract and retain
talented people, enhance employees’ engagement, and foster higher
productivity. '"Digitalization" seeks breakthroughs in customer
experience, decision making, collaborative sharing of digital tools, and
digital talent and leadership. "Enhancing synergy" is to deepen
collaboration between CPIC subsidiaries in terms of customers, channels
and resources for integrated development. By '"improving strategic
control", we focus on redefining the positioning and management
processes of the Group, its subsidiaries and branches to strengthen
centralized strategic control, streamlining the decision making process to
improve efficiency. “Diversifying the insurance-based portfolio” is to
optimize resource allocation by giving priority to major cities, and
stepping up investments in health and pension business against the
backdrop of supportive government policies. In a nutshell, "consistent"
means to stay true to our original mission. "Different" means to deepen
the reform and upgrade the transformation.

2. Q: Your life NBV margin grew continuously over the past 5-10
years. In 1H 2017, it already reached 40.6%. Any room for further
improvement in the next 3-5 years? And how?

A: Over the past 5 years, in line with industry trend, CPIC Life
adhered to value-oriented strategies and delivered sustained NBV
margin improvement, from less than 30% in 2015 to a record 40.6% in the
first half of 2017, much higher than the industry average. Going forward,
our strategy will be consistent, and our initiatives will focus on 4
priorities to achieve an even higher margin. First is to press ahead with
business mix improvement and further increase the share of long-term
protection business. Second is further diversifying our product offering.
We are in the process of formulating product strategies for Q4 2017 and
2018, essentially based on customer insights and customer segmentation.
Third is to further extend payment duration, and lastly, and most
importantly, continue to enhance the skills for selling long-term
protection business among agents. In the first half of 2017, new business
from long-term protection grew by 73.8%, pointing to improvement in
agent skills. In particular, 5-year and 10-year as a share of new premiums
from agency channel continued to grow. Now 10-year’s proportion has
reached 65.7%. We believe that through the 4 measures outlined above,
the margin could maintain the momentum of steady improvement.

3. Q: What metrics does the new chairman focus on for life, property
and casualty and asset management respectively? Any plan to revise
the KPI system and why?

A: We will continue to uphold protection as the key insurance value
proposition. The central government’s Financial Work Meeting calls for
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more focus on development quality and efficiency, and our
“Transformation 2.0” is an initiative to translate such business
philosophy into reality. For life insurance, we focus on NBV margin and
NBV growth rate. For property and casualty, the priority is combined
ratio and underwriting profitability. As for asset management, the key
metric is whether the investment return could exceed the cost of
liabilities. At the Group level, KPIs center on resource sharing and
collaboration, such as the number of policies per customer and growth of
customers, a measure of customer recognition. We also look at and track
indicators measuring business quality, like the share of core channels for
auto insurance, the proportion of high-quality customers and long-term
protection business for life insurance.

4. Q: There was strong headcount growth for the agency channel in
the first half of 2017. Could this momentum continue into the second
half of the year? By how much do you think you can improve the
productivity, and how?

A: Headcount growth was 49.5% in the first half, in line with the
industry trend. In the second half, we will remain committed to quality
growth. We closely monitor indicators like the share of active and
high-performing agents as well as improvement of performance ratio.
Measures to be rolled out: 1. Revamping KPIs to drive productivity gains
and enhancing autonomy of manager-level agents so that the sales force
mix can continue to improve. 2. Strengthening the agency honor system
and in particular the cultivation of top agents via the promotion of
MDRT and other programs. 3. Enhancing skills of the sales force through
increased autonomy of managers and daily training. 4. Further improve
capabilities in new customer acquisition and up-sell, optimize high-end
customer service system to enhance customer experience. The agency
channel has worked out a road-map to increase the integrated operation
of sales force, products and customers. 5. Increase the penetration in
urban areas with organizational restructuring and reforms.

5. Q: Your non-standard asset (NSA) increased a lot as a share of total
invested assets. Why? How do you control the risks? What is your
strategy for NSA going forward?

A: We increased the allocation towards short-duration wealth
management products (WMPs) issued by banks mainly to seize the
opportunity of rising market rates earlier this year, especially in January,
March and April. The yield on such WMPs was around 5%, issued by
SOE banks and national joint-stock banks. Over the past 3 years, our
peers considerably increased the share of NSA in the first 2 years, while
our share remained much lower. So in spite of a fast increase in the first
half this year, the share of NSA for CPIC is only on a par with that of our
peers. In the context of China’s economic restructuring and deepening
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reform, NSA, especially infrastructure debt investment schemes,
asset-backed securities and trust plans have become more attractive. Of
course, we will continue to exercise stringent control of credit risk,
paying close attention to underlying assets, the credit-rating of issuers
and credit reinforcement measures. Most of the issuers of NSA also
issued standard products like bonds on the inter-bank and exchange
market. Generally speaking, given the long-term profile of our liabilities,
increased allocation of NSA helps to improve the overall investment
yield.

6. Q: The share of long-term protection business grew tremendously
in the first half of 2017, which drove the growth of the residual margin.
But the life solvency margin ratio did not improve. Why?

A: In the first half of 2017, long-term protection business sold well,
which helped with our solvency margin ratio. Of course, the ratio is also
determined by other factors, such as the required capital and the changes
to risk exposures. Besides, the shareholder dividend pay-out also
impacted the actual capital, and rising interest rates impacted the value
of assets. Overall, our solvency is stable and in the comfortable zone, and
is sufficient for current risk exposures.

7. Q: In the first half of 2017, some of your peers raised their
shareholder dividend payout ratio sharply. Given your strong solvency,
would you follow it?

A: Since listing, we have adhered to prudent and stable business
operation, committed to sustainable value creation and good returns for
our shareholders. Overall, our payout ratio has been on the steady rise
over the past years. This year marks the second year of C-ROSS
implementation, and recently CIRC has officially started Phase II of
C-ROSS, covering 3 central tasks, ie. improving regulatory rules,
enhancing implementation mechanisms and stepping up regulatory
co-ordination, which can be further divided into 25 agenda items. The
new agenda will impact the calculation of capital, liquidity supervision,
solvency = management capability evaluation standards and
comprehensive risk rating standards. We will closely follow its
developments, and continue to improve capital efficiency to the extent
that healthy solvency ratios can be maintained, while continuing to create
value and generate sustainable returns for our shareholders.

8. Q: In the first half of 2017, the combined ratio of non-auto
insurance improved a lot, realizing underwriting profits for the first
time in 3 years, with pick-up in top-line growth. Why? Is this
improvement sustainable?

A: 2017 is the third year since we floated the strategy of “controlling
business quality, enhancing foundation and boosting long-term growth
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potential”. Thank to two years of hard work, we have made good
progress in business quality control. As for non-auto insurance, we
focused on improving the capabilities in risk control and business
management and realized underwriting profits for the first time in 3
years, with vast improvement in both loss ratio and expense ratio. In the
second half of 2017, we will stick to the current business strategy,
ensuring good claims service in the context of frequent natural disasters,
while promoting innovation in emerging business lines and new
products to tap market niches.

9. Q:What is your view on the impact of fin-tech on insurance? Could
you elaborate on your plans in relation to the “digitalization”
initiative?

A: Fin-tech is now a hot topic, and deserves continued attention
going forward from financial institutions. With the rapid development of
big data, cloud computing, mobile internet, the internet of things and Al,
as well as their specific applications in the insurance industry, fin-tech
will have profound implications for business process re-engineering and
product/ service innovations, helping to diversify the way customers are
acquired, and enhance customer experience, operational efficiency and
risk management. In the long run, it will bring major opportunities and
challenges for the industry.

The Board of Directors has decided to implement digitalization in an
all-around way, focusing on 5 priorities: first is digital terminals and key
customer journeys, using digital terminals to integrate key customer
journeys to realize interaction between terminals; second is the digital
supply chain, making use of digital terminals for supply chain innovation
and process re-engineering; third is computing, including infrastructure
like CPIC Cloud; fourth is agile development mechanisms to better
respond to customer needs; fifth is digital security, which requires a full
review of risks to improve the framework, standards and processes for
risk control, supervision and accountability. In a nutshell, digitalization
will start with current gaps and focus on improvement of products and
key capabilities to meet customers needs. Recently we have also
launched programs across business segments to enhance customer
loyalty. A case in point is the establishment of an individual insurance
account encapsulating all CPIC insurance businesses under the One CPIC
Family. We believe this program will continue to deliver results.

10. Q: What is the impact of the pricing reform of auto insurance on
the industry? Is the top-line growth of your auto business sustainable?
What is your view on the sector’s competitive landscape?

A: 2017 marks the first anniversary of phase I of auto insurance
pricing reform, which has impacted players by varying degrees. We
continued to uphold the “3+N” channel strategy, and used new
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management tools like expected loss ratio and policy year combined ratio
to optimize resource allocation and business quality. So we were less
impacted than the industry. Phase II has been kicked off in July. The
impact could be in two aspects. One is lower premium adequacy, which,
on a static basis, means higher combined ratio. The other is intensified
competition for high-quality business. Of course, CIRC issued Document
174, which is good news for the industry’s healthy development, and we
welcome it. Going forward, CPIC P/C will continue to enhance business
quality control, and risk management, uphold underwriting profitability
and compliance, while using new tools to improve resource allocation to
boost the development of core channels. During the process, we will step
up claims cost control, improve claims service and the overall
management level.

11. Q: Earlier this month, CIRC issued new standards on ALM
capability evaluation. How would this impact the industry, as well as
your investment, products and solvency?

A: The new regulation came out against the backdrop of “returning
to the basic value proposition of insurance”. Given the long-term nature
of life insurance liabilities, the new document calls for the building of
capability in long-term ALM, which is essential to the industry’s
long-term and healthy development. CPIC has been leading in the
establishment of relevant mechanisms and capacity-building. For
example, we have put in place a closed loop of ALM system starting with
products, laying a sound foundation for value management and
prevention of major risks. In capacity-building, we have covered SAA
and TAA as well as daily investment, with close monitoring and tracking
based on profiles of liabilities. We also made big investment in ALM IT
system, well positioned for further improvement. We have reviewed the
new standard, and are confident that there is overall compliance. That
being said, there is still room for improvement in certain specific
indicators or rules. Going forward, we will use this as an opportunity for
us to further enhance capabilities and pave the way for the company’s
long-term and sustainable development.

12. Q: Last year, health insurance market experienced rapid growth.
But this year there was a drop in growth. Why? How is your health
insurance business doing?

A: Statistics released by CIRC indicate that the strong growth was
largely driven by investment-type business, or the so-called long-term
care insurance which was essentially an investment product. Given
tighter regulation this year, the growth this year mainly came from real
health protection needs, and the investment business shrank a lot,
dragging down the market growth. We believe this can better satisfy
customer needs and is good to healthy development of the market.
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13. Q: Could you talk about the EV movement and the variance of
investment and operational experience?

A: There was positive operational variance in 1H, due to rapid life
business development and improved mix. Of course, insurance
companies may have different treatment methods, and in spite of our
relatively conservative method, the variance was positive. Variance of
investment was also positive. To clarify, that may not seem entirely
consistent with comprehensive investment yield number, mainly due to
annualized factors.

14. Q: In the first half of the year, the share of par business reached
65%, with relatively low margin. Given new product regulations,
would you shift towards traditional insurance? And will that impact
your agency productivity?

A: In the context of “returning to protection”, the regulator has
issued a raft of policies or rules to prompt a focus on protection as the
central insurance value proposition, including a flurry of new product
regulations like the one which will enter into force on October 1. The
emphasis on protection ultimately seeks to meet customer needs, which
may range from risk protection to financial planning, corresponding to
traditional and par insurance, with different contribution to value growth.
In 1H 2017, traditional insurance as a percentage of NBV continued to
increase, due to higher NBV margin, while the contribution from par
business was mostly stable, with its margin more or less the same. We
believe this is aligned with our strategy and customers needs. Going
forward, we will adhere to such a strategy for 2H and next year’s Q1
sales campaign, focusing on long-term risk protection and long-term
savings, while balancing between stability and improvement of NBV
margin, top-line new business growth of the agency channel and NBV
growth, in hope of outperforming the average of our listed peers.

15. Q: The new president (pending approval from CIRC) has extensive
experience in banking. What is your view on CPIC’s future strategy?
Any plan to diversify into banking? Do you think your experience as a
banker will help with your current position as an insurance company
senior executive?

A: As a professional manager, my past experience does not
necessarily have any bearing on the current strategy of my employer. My
task, as the new president, is to lead the management and faithfully
implement the strategy formulated by the board and try our best to fulfill
the business targets. Going forward, I will look at insurance in the
context of the wider financial services industry. Over the past 2 years
since I joined CPIC, I have strongly felt 3 things. First, insurance plays a
unique role in China’s financial market. Second, it has a very promising
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future, and will see rapid development. Third, unlike banks, insurance
companies offer help to those in difficulty. I am personally more
confident of the future of insurance, and in particular, CPIC. Of course, in
daily business operation, we’ll stay the course, remain focused on
insurance and strive to be good at it.

16. Q: You gave first priority to combined ratio over the years, and
amid deteriorating underwriting profitability of the industry,
delivered continued improvement of the indicator. Going forward, will
you continue to lower the ratio, or you think it is already good enough?

A: Maintaining a healthy level of underwriting profitability, and on
top of that developing new business and providing good customer
services will be a perennial theme for us. There is not necessarily a
trade-off between underwriting profitability and market share. As a
matter of fact, they reinforce each other. Over the past 2 years, while we
continued to improve business quality and in turn, the underwriting
profitability, we have also intensified efforts to grow new businesses
targeting different market niches. In particular, you may have noticed
that our agricultural insurance has grown by leaps and bounds in 1H this
year, with healthy underwriting profitability. In short, maintaining a
healthy level of underwriting profitability, coupled with progress in new
business development and a first-class customer service has been, and
will always be our mission.

17. Q: The movement of reserve discount rate had a big impact on the
profits of your life business. What about the second half of the year?
Do you think the impact will lessen, in particular given the new rules
on 750-day moving average issued by CIRC?

A: In the first half of 2017, the basic curve of life insurance reserve
discount rate dropped twice as much as that for 1H of last year. But given
the new discount rate rule, and with changes to the comprehensive
premium on top of the basic curve, the impact was almost the same as
that for the first half of last year. Assuming the basic curve maintaining
its current level, and normal changes to the premium, the impact on
profits would be limited for the second half, 2017.

Company Updates

® Lexiang Baiwan, a short-term medical insurance product jointly

developed by CPIC Life and CPIC Allianz, garners premiums of
over 200 million since its debut in July

The product was launched in July, and has been warmly

received by both distribution channels and customers, given its

competitive product features, wide insurance coverage and
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value-added services. As of September 12, it achieved over 200
million in premiums, with over 360,000 policy submissions covering
160,000 agents. The product has proved instrumental in new
customer acquisition and promotion of bundled sales.

Lexiang Baiwan offers integrated solutions encapsulating
high-level protection, with SA up to a million, and health-care
management service, well aligned with market demand for extensive
coverage, easy underwriting, low premiums and value-added
services.

Business model underpinned by insurance and futures gains
momentum in CPIC P/C

On August 31, CPIC P/C Zhejiang Branch joined hands with
Zheshang Futures and issued China’s first cotton price index
insurance policy in Xinjiang. It is estimated that the program will
provide over one hundred million yuan in protection, benefiting
more than 1,200 rural households and 40,000 mu of farmland in local
Qilang Township, where the program is running on a trial basis.

In Yun'nan Province, CPIC P/C has been working with Anxin
Agricultural, Minmetals Futures and local government and explored
the combination of insurance and futures to contribute to local
poverty reduction efforts. Through the natural rubber price index
insurance, farmers will get financial compensation when the
rubber’s market price falls below the target price which is locked up
on the futures market. Thus the insurance can effectively mitigate
market volatility, boost rubber production and protect farmers’

income.

Regulatory Updates

The 11t Board Secretary Joint Meeting of Insurance Companies
held in Shenzhen

On September 15th, the 11th Board Secretary Joint Meeting of
Insurance Companies & the 2017 Annual Meeting of Governance
Committee of China Insurance Association was held in Shenzhen.
CIRC vice-chairman LIANG Tao attended and made important
remarks.

LIANG Tao summarizes the highlights of CIRC’s governance
supervision since the beginning of the year. According to him, first,
CIRC carried out the governance evaluation for a thorough
knowledge of the current status. Second is to issue a series of new
polices and regulations, such as The Guidelines on Articles of
Association of Insurance Companies, The Circular on Strengthening
the Verification of Insurance Companies Opening for Business, and
The Circular on Enhancing Regulation of Related Party Transactions
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of Insurance Companies. The new rules seek to improve insurers’
governance and set out the “look-through” and “substance over
form” principles. Third is enhancing requirements for information
disclosure to improve transparency. CIRC may make public
inquiries into matters which attract wide public attention, impact the
public interest or cause major risks. Insurance companies are
required to disclose more information on their incorporation, capital
increases and change of shareholders. Fourth is to press ahead with
reform and innovation. CIRC prudently launched the pilot program
of mutual insurance entities, modestly increased the number of
reinsurance companies and encouraged specialization in insurance
business operation.

LIANG Tao calls for “a sense of mission, responsibility and
urgency” in adapting to the new environment and meeting the new
challenges. The first challenge is how to ensure that the industry can
serve China’s real economy. To this end, the regulator will
strengthen the examination of qualifications of shareholders,
encouraging “rational and prudent” investors. CIRC will also
require insurance companies to improve their strategy formulation
and implementation procedures. Second is the challenge of risk
prevention. Some insurance companies have inherent deficiencies in
governance due to their shareholding structure or substantial
shareholders. An acute problem is the related party transactions risk.
Third is the challenge of industry reform. Governance risk is one of
the major risks facing the insurance sector, and can only be
addressed through deepening of reform.

LIANG Tao outlines the “3-dimensional”framework for CIRC’s
governance supervision reform. First is governance structure,
including shareholding structure, general shareholders” meeting, the
board, senior management and key positions, the supervisory board,
and the party organizations of SOE insurance companies. Second is
governance mechanisms, which mainly consist of delegation and
decision-making systems, the incentives system, and the systems of
risk management, internal control, compliance management, review
of RPT transactions, internal auditing and accountability. Third is
transparency and reporting, including information disclosure and
inquiries.
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