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BACKGROUND

The Group consists of three major business segments:
the life insurance business, property and casualty
insurance business and reinsurance business. In particular,
the life insurance segment operated by TPL, a 50.05%-
owned subsidiary, has become an increasingly significant
part of the Group in terms of gross premiums written, total
assets and profitability. In order to provide investors with
additional information to evaluate the profitability and
valuation of TPL, the Group has decided to disclose the
Embedded Value and New Business Value of TPL. The
Embedded Value consists of the shareholders’ adjusted
net worth plus the present value of future expected cash
flows to shareholders from the in-force business, less the
cost of holding regulatory solvency capital to support the
in-force business. The New Business Value represents an
actuarially determined estimate of the economic value
arising from the new life insurance business issued during
the past one year.

BASIS OF PREPARATION

The Group has appointed PricewaterhouseCoopers
(“PwC”), an international firm of consulting actuaries, to
examine whether the methodology and assumptions used
by TPL in the preparation of the embedded value and the
new business value as at 31 December 2010 are consistent
with standards generally adopted by insurance companies
in the PRC.
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CAUTIONARY STATEMENT

The calculations of embedded value and the new business
value of TPL are based on certain assumptions with respect
to future experience. Thus, the actual results could differ
significantly from what is envisioned when these
calculations were made. From an investor’s perspective,
the valuation of CTIH is measured by the stock market
price of the Company’s shares on any particular day. In
valuing CTIH’s shares, investors should take into account
not only the embedded value and the new business value,
but also various other considerations. In addition, TPL is
50.05%-owned by the Company. The embedded value
and the new business value as at 31 December 2010 as
disclosed below should therefore not be applied 100% in
valuing CTIH. Investors are advised to pay particular
attention to this factor, as well as the other assumptions
underlying the calculations of the embedded value and
new business value of TPL, if they believe such calculations
are important and material to the valuation of the Company.

EMBEDDED VALUE

At 31 December, HK$ million
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2010 2009

—E-FF —EENF

Adjusted net worth KRAREEFE 6,008 5,408
Value of in-force business BREBNBRER

before cost of capital AR 2 BB 14,156 10,353

Cost of capital ERNDFN 2,653 2,135
Value of in-force business BREBINBRE AR

after cost of capital KA% 2 (BE d=b-c 11,503 8,218

Embedded Value AR EE e=a+d 17,511 13,626

Adjusted net worth is the audited shareholders’ net assets
of TPL as measured on a PRC statutory basis, which is
different from PRC accounting standards.
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5.

NEW BUSINESS VALUE

HKS$ million

5. ¥xHK2EE

BEETT

For the Past For the Past

12 Months 12 Months
as of as of
31 December 31 December
2010 2009
R-ZE—ZF RIZTIF
+=A +=A
=t+—H =+—H
\E+TZMEA BET_ER
New business value before cost FEBMBRER
of capital AR 2 B {E a 2,540 1,978
Cost of capital B AR AR b 713 625
New business value after FEBMBRER
cost of capital KA 2 (BE c=a-b 1,827 1,353
MOVEMENT ANALYSIS OF EMBEDDED VALUE 6. RREEZEBEST
The following analysis shows the movement of the Aotk T —ZF—HA—HBEZ

Embedded Value from 1 January 2010 to 31 December

T-TFE+ A=t HHERNREEZ

2010. ERREE -
Notes HK$ million
Mt it BEET
Embedded Value as at R-ZE—ZFF—H—H
1 January 2010 < AREE 13,626
New business value NEKEEB a 1,827
Expected return on Embedded Value A% & {& 8 £ [3 2R b 1,233
Assumption and modeling changes % &% M f& AU & {1 c (78)
Investment return variance HERHRER d 495
Expense variance ERER e 197
Income tax variance HIEER f 330
Other experience variance Higp=2 g (596)
Exchange gain P R U a5 h 477
Embedded Value as at R-_E-—ZTEFE+-_F=+—H
31 December 2010 2 AREE 17,511
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MOVEMENT ANALYSIS OF EMBEDDED VALUE
(Continued)

Notes:
(a) New business contribution from sales of new business in 2010.

(b) Return on value of in-force business plus expected interest on
adjusted net assets.

(c) Changes from model improvements and assumption changes having
impact on the future distributable earnings of the in-force business.

(d) Difference between the actual investment return and expected
investment return in 2010.

(e) Difference between the actual and expected expense in 2010.
(f) Difference between the actual and expected income tax in 2010.

(g) Difference between the actual experience and expected experience
mainly includes dividend, mortality, morbidity, lapses and business
taxes.

(h) Exchange gain arising from the appreciation of the RMB.

KEY ASSUMPTIONS

TPL has adopted the best estimate approach in setting
the assumptions used in the calculation of its embedded
value and new business value. The assumptions have been
based on the actual experience of TPL and certain
benchmarks set by referencing general PRC economic
conditions and the experience of other life insurance
companies.

7.1 Risk discount rate

The risk discount rate represents the long-term, post-
tax cost of capital of the investor for whom the
valuation is made, together with an allowance for risk,
taking into account factors such as the political and
economic environment in the PRC.

As calculated, the discount rate is equal to the risk-
free rate plus a risk premium. The risk free rate is
based on the PRC ten-year government bond and
the risk premium reflects the risk associated with
future cash flows, including all of the risks which have
not been considered in the valuation.

The risk discount rate currently applied by TPL is
11.5% for all in force and new business.
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7.

KEY ASSUMPTIONS (Continued)

7.2

7.3

7.4

7.5

7.6

Investment return

Future investment returns have been calculated as
the weighted average of the investment returns on
existing assets and new assets assuming an
investment return of 4.2% (2009: 4.2%) on new
assets from fixed income securities. The investment
returns on existing assets have been determined by
the projected investment income in future years
divided by the projected value of the assets. The
calculation of projected investment income and the
value of assets are based on yield to maturity, term
to maturity and the book value of the assets.

The investment returns have been assumed to be
4.05% in 2011 (2009: assumed to be 4.0% in 2010),
increasing to 4.5% in 2020 and thereafter (2009: 4.5%
in 2020 and thereafter).

Expenses

Expenses have been projected based on benchmark
assumptions.

Tax

The tax rate is assumed to be 25% according to tax
regulations of the PRC.

Mortality

The experience mortality rates have been based on
70% of the China Life (2000-2003) table for non-
annuities, with a three-year selection period. For
annuitants, 80% and 70% of the China Life Annuity
(2000-2003) table for males and females, respectively,
have been assumed.

Morbidity

The experience morbidity assumptions have been
based on the Group’s own pricing tables. The loss
ratios for short term accident and health insurance
business have been assumed to be in the range of
40% to 57%.
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7. KEY ASSUMPTIONS (Continued)

7.7 Lapses

The lapse assumptions have been based on TPL's
actuarial pricing assumptions and adjusted to reflect

the results of its recent experience studies.

7.8 Required capital

The required capital has been based on 120% of the

minimum solvency margin (2009: 120%).

8. SENSITIVITY TESTING

Sensitivity testing in respect of the following key

assumptions are summarized below:

At 31 December 2010, HK$ million
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Value of New
in-force business
business value after
after cost cost of
of capital capital
BREBRNBR  FEBRR
Assumptions BEREAE ERHRARE
(56 ZEE ZEE
Base scenario VN 11,503 1,827
Risk discount rate of 12.5% B R ELIR R &12.5% 10,666 1,606
Risk discount rate of 10.5% [B\fx Bh 3R 510.5% 12,437 2,068
Investment return increased HWELBRTFIRE258F
by 25bp every year 12,039 1,981
Investment return decreased BRI HRTF T BR2520F
by 25bp every year 10,942 1,663
10% increase in maintenance HEFERES10%
expenses 11,143 1,729
10% decrease in maintenance HWRERTEK10%
expenses 11,840 1,916
10% increase in lapse rates RIRERS10% 11,479 1,791
10% decrease in lapse rates RIRETEK10% 11,493 1,850
10% increase in mortality and W RERBERER
morbidity rates and claims ratio B EES10% 11,339 1,791
10% decrease in mortality and HTERBERER
morbidity rates and claims ratio BT ETB10% 11,645 1,853
Policyholder dividend increased REFBEARER
from 70% to 80% 70%IE=m £80% 10,473 1,485
Lapse rates for Universal Life EEERNE @
increased to 50% at the end REFE ZRIRE
of the 10th policy year e E50% 11,379 1,823
Required capital at 100% of ﬁzlizziﬁﬁﬂoo%ﬂ’\]
solvency margin IEXDEEE 11,992 1,960
Required capital at 150% of é%%éﬂ;zwo%m
solvency margin (EXDEEPA] 10,610 1,583
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