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The market has been operating in a smooth and
healthy manner

The structure of the insurance industry has been
gradually improved

Reform of insurance companies has deepened

The management of insurance assets has been
strengthened
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Insurance supervision has been strengthened and
improved

A supervision system focusing on market behaviour, solvency margins and corporate
governance is beginning to take shape. Alongside further steady improvement in
the system of insurance supervision, CIRC is actively preparing for the revision of
the "Insurance Law", while a series of rules and regulations on insurance supervision
have been issued. At the same time, the actuarial system has been strengthened,
the information and statistics system has been improved and an accountability
mechanism for risk control is being formulated.

Overall improvement of opening up of insurance
industry

The number of foreign-invested insurance institutions has increased steadily, with
four foreign insurance companies granted market entry and 25 foreign-invested
insurance business units approved in 2005. International exchange and regulatory
cooperation has become more extensive. CIRC also actively participated in an
international negotiation and coordination mechanism in accordance with the overall
national opening up policy. In order to expand international cooperation, CIRC has
built up an international regulatory cooperative system conductive to the development
of China's insurance industry. As advocated by CIRC, the Beijing Proclamation of
Asia Regional Insurance Regulatory Cooperation was passed through consultation
in 2006, establishing for the first time a regional cooperation framework. In October
2006 CIRC will sponsor the 13th IAIS Annual Conference.

In 2005 China's insurance industry has successfully coped with challenges brought
about by the evolving environment. The foundation of the industry was further
consolidated and its overall strength tangibly enhanced. It is exerting more influence
on the economic and social development of China. In 2006, guided by the Scientific
Concept of Development, China's insurance industry will focus on resolving such
issues as the pace of market development, operating efficiency, integrity (acting in
good faith) and adherence to regulations. Special focus will be placed on indigenous
innovation capabilities and the enhancement of core competitiveness. The industry
will also take precautions against risks, build up infrastructure, improve product and
service standards,and protect the legitimate rights and interests of policyholders.
Al this will help to ensure that the industry will better serve the building of a moderately
prosperous and harmonious Chinese society. With a forward-looking attitude, China's
insurance industry has already witnessed a new starting point in its development .

The "Annual Report of China Insurance Market 2005" is the first annual report issued
according to international standards by the China Insurance Regulatory Commission,
since its inauguration. As well as being in conformity with the requirements of an
open market, it is also a means of improving the practice of insurance supervision,
enhancing transparency and serving the further development of the market. Its
publication provides a channel and a platform for interested institutions and professionals
to get a better understanding of China's insurance market, which will be helpful to
the development of the market. On this occasion and on behalf of the China Insurance
Regulatory Commission, | would like to express my heartfelt gratitude to friends from
both home and abroad and people from different walks of life who have long extended
their care and support to the reform and development of China's insurance industry.

Wu Dingfu

Chairman of China Insurance Regulatory Commission

June 28,2006

— 2=



Overview




FER ATV ELMRFIKANABLLIEK15.8%, HERHE
HAZIEE B EFH, FRFTERIRUIN & FR IR R UINFI60.4%,
R RS AR INS R SFARIFRRIGK, SEHBRNEEEST
RGBSR, EWEERMRE, SELEBHNE,
REIERR /A ST B LS TR, INETHHE LEF .

REE P MRIEL MR BEWNELLIEK23.8%, HE£ER
REBUBNIIT3%, FELLMKENED S, REEH R EAA
= RELE E 184 36%,

REGH = EIBAEF N EH#H— PRI, REBEREHE—FHA
T, BRIz AREL14092.7125T. HE5IEHE SEEERBiT
50%, BMARBITHFRMAE—RIEHE R, REAT K AH
FHiH ECRTFRITHE Z RN EE. ST WIEHFKE
K H3.6%, E20044F192.9%1% 4K T 25%,

20065, ExR "+—H" MRFAHREE, 2RITBEH
EEMNY. BREFBSSRIFHERRM KA REFHL, &R
BVHARBRGFEERANTHE, EHEKESHMTHESEA
BUEHRMAFHER . BEEREX R KK B KBRS
X, THERRAMIAEMBEES BRI H— AR E ML
3R, fREG VA 2 E2006F 2SR FFHE TR . REFEFRE A
MEREHL, LUXRIXFHEREBRR.

Life insurance companies saw their premium
income rising 15.8% over the year. The ratio of
payment-by-instalments in new policies has
increased, while new policy premiums represented
60.4% of total life insurance premiums. Health
insurance and personal accident insurance both
maintained strong growth. Favourable results
have been noted through the life insurance
industry's participation in the new countryside
cooperative medical insurance schemes. Major
breakthroughs were achieved in provision of
specialised insurance services. Furthermore, the trend
towards comprehensive business operation has
accelerated. The market share of large life insurance
companies has continued to decrease, in tandem with
the rising share of foreign invested insurance companies.

Premiums handled by insurance intermediaries rose by
23.8% in 2005, representing 73% of total insurance premiums,
an increase of 6 percentage points over the year. The per capita
sales volume of insurance agents increased by 36%.

Further reforms in insurance asset management took place along with
the broadening of investment channels. Total investment amounted to
RMB1,409.27 billion. Over the year the share of bonds investment exceeded
50% for the first time and replaced bank deposits as the largest investment vehicle.
Insurance companies became the second largest bond investor, next only to
commercial banks. The industry's overall investment yield stood at 3.6% in 2005,
up 25% from a return of 2.9% in 2004.

2006 is the first year of China's 11th Five-year Plan,and is a crucial period of historic
importance. The national economy will maintain stable growth at a fairly fast rate,
which will be conducive to the development of the insurance industry. Yet insurance
companies will face new challenges arising from the complete opening up of China's
financial sector. As policy measures aimed at promoting development and preventing
risks are implemented, it can be expected that insurance growth will become more
stable and better coordinated. The insurance industry thus should see sustained
and steady expansion at a relatively fast rate in 2006, achieving the twin growth
objectives of speed and quality.
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China continued to maintain social and political stability in 2005, smoothly adapting
to the changes following its accession to the WTO. The national economy has
continued to grow at a stable and fairly rapid pace while resident consumption steadily
improved. Adjustments to industrial structures and the process of urbanisation have
accelerated against a backdrop of deepening economic reform. To summarise, the
socialist market economy system has been gradually perfected, and major targets
of social and economic development as set forth in the 10th Five-Year Plan were
achieved ahead of schedule.

In 2005 the social and economic development of China reached a new stage. China
started the march towards the goal of building a moderately prosperous society in
all respects, as well as realising comprehensive modernisation. Based on the
experience gained in the past five years, the Chinese Government has carried out
scientific planning for overall economic and social development. A series of major
guidelines and policies have been effectively implemented.

The Scientific Concept of Development is a guiding
principle in directing the overall social and economic

development of China

The Scientific Concept of Development was proposed at the third plenary session
of the Sixteenth Central Committee. It stipulates the requirements of "always putting
people first and promoting overall economic and social development based on the
concepts of comprehensiveness, coordination and sustainability”. It also sets the
requirements for "pushing forward reforms and development of all undertakings,
while coordinating and balancing the development requirements between urban and
rural areas, among different regions, relating to China's economic and social progress,
between man and nature, as well as concerning domestic growth and the opening-
up to the outside world". The Scientific Concept of Development is a summary of
the experiences gained through various stages of social and economic development
in China. It is a new development in the Chinese Government's guidance of
modernization. The Scientific Concept has profound significance in achieving our
grand targets of building a moderately prosperous society in all respects and a
harmonious socialist society.

Building a new socialist countryside is a new focus
in China's social development

Building a new socialist countryside is an important historic task in China's modernisation
process. The goal is to build the countryside into areas characterised by enhanced
production, high living standards, healthy rural culture, neat and clean villages and
democratic management. The government will vigorously promote the balanced and
coordinated development of urban and rural areas, accelerate investment in rural
areas and in agriculture, expand public finance coverage of the countryside, push
forward agricultural modernisation, deepen countryside reforms, develop forcefully
various public undertakings in the countryside and make every possible effort to
enhance the incomes of rural residents, in order to achieve the overall progress and
development of the vast rural areas of China.

A key objective of China's social and economic
development is to build a harmonious socialist
society

Following the requirements of democracy and rule of law, faimess and justice, honesty
and camaraderie, liveliness and vigour, order and stability, and harmonious co-
existence of man and nature, China has speeded up the pace of building a harmonious
society. The basic requirements of building a harmonious society include promoting
social harmony, striving to resolve social conflicts, sticking to a proactive employment
policy and to raising employment by all means, accelerating the improvement of the
social security system, appropriately adjusting income distribution and maintaining
social stability.
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Accelerating the improvement of the social security
system is important in ensuring social justice and
balancing the interests of different quarters of society
The improvement of the social security system is an important aspect in maintaining
social justice, balancing the interests of different quarters of society, and building a
harmonious society. China has continued to accelerate the establishment of her social
security system, including improving urban workers' basic insurance schemes for old-
age pensions, medical care, unemployment, industrial injury, and maternity. There
has also been expansion in the coverage of the urban social security system, with
steady improvements in the level and efficiency of social coordination in the provision
of basic pensions. China will continue to promote the development of enterprise-level
supplementary insurance and commercial insurance, as well as the building of a
minimum subsistence allowances system in rural China. At the same time, the country
will also make efforts to increase fiscal contribution to the social security system and
raise money for social security funds through multiple and diverse channels.

The Proposal on the 11th Five-year Plan: New and
higher requirements for insurance market
development

"The Proposal on the 11th Five-year Plan on National Economic and Social
Development", adopted on October 11, 2005 ("the Proposal" hereinafter) set forth
clear and specific goals, guidelines and overall deployment for China's social and
economic progress and development in the next five years. The Proposal puts forward
the requirements to: "vigorously promote the development of financial, insurance,
logistics, information, legal and other modern service industries", "push forward the
transformation of state-owned financial enterprises into stock-holding companies”,
"steadily advance the pace of pilot financial conglomerates”, "deepen the reform of
the rural financial system, standardise and develop financial institutions that best fit
the characteristics of rural areas, probe for and develop agricultural insurance, with
the purpose of improving financial services in rural areas", "develop enterprise-level
supplementary insurance and commercial insurance”, and other policy requirements.
These guidelines provide clear directions in steering further reform and liberalisation
in China's insurance market, and provide the macro-policy backdrop for the sector's
active participation in the building of a moderately prosperous and harmonious society.
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In 2005 China adopted a series of policies to strengthen and improve its ability to
regulate the economy, while at the same time maintaining prudent fiscal and monetary
policies. This has helped ensure the continuance of a favourable economic growth
momentum. Real GDP grew by 9.9% and reached RMB18,232.1 billion, making it
the third consecutive year with high growth. China's foreign exchange reserves at
the same time have reached USD818.9 billion. Residents' year-end savings balance
was RMB14.1 trillion, while per capita GDP has risen to usD1,7009.

The steady and fast growth in the economy and urban and rural residents' disposable
income are driving the upgrading of residents consumption pattern. There is an
accelerated shift in the consumption pattern from basic necessities towards reflecting
the improved development of society, as noted in various new areas of consumption
growth such as housing, education, medical care and automobiles. Improving the
quality of life has become a goal that people pursue. This will be conducive to the
further development and strengthening of China's insurance industry.

As shown in Figure 1, the rate of growth of insurance premiums in the 8th, 9th and
10th Five-Year Plans had been faster than that of GDP.

®Figure 1 Comparison of Annual Growth Rates of GDP and Premium income
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The emerging role of insurance in building a
harmonious and moderately prosperous society:
Particular functions of insurance in promoting
economic growth, improving social security and
supplementing social management

The financing function of insurance can help improve the efficiency of resources
allocation in financial markets, enhance the stability of the financial system and
provide substantial long-term funds for economic growth. At the end of 2005, the
balance of insurance funds reached RMB 1,409.27 billion. Insurance institutions
have become the second largest investor in the bond market and an important
investor in the overall capital market.

The ability of insurance to provide economic indemnity is instrumental in the establishing
of a market-based system of risk transfer and diversification. This will help to lift the
level of risk management in society and thus provide vigorous support to the
improvement of the social security system and maintenance of social stability. The
insurance industry provides risk covers to society to the tune of nearly RMB110
trillion. Total claims and benefit payments amounted to RMB113.28 billion in 2005.
In particular, health insurance and accident insurance, which are closely related to
people's daily life, registered relatively rapid growth.

The other role of insurance in assisting social management can be leveraged to
facilitate the exit of government from the traditional "cradle to grave" model of social
services provision, thus improving the efficiency of social management and enhancing
social harmony. As indications of the increasing emergence of the social benefits
of insurance, the number of people covered by the new rural cooperative medical
care schemes is increasing while liability business which help to mitigate social
conflicts, have maintained a strong 35.7% growth rate.
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The reform of China's financial markets deepened and achieved major breakthroughs
in 2005. The interest rate and exchange rate regimes were further liberalised, the
pace of reform and innovation in financial markets picked up, while pilot schemes
to form financial conglomerates were steadily being put forward. At the same time,
competition among financial institutions became more intense. All these developments
present opportunities as well as competition and challenges to the insurance industry,
at a time when the industry is bracing itself for a grand wave of financial reform and
accelerated innovation and development.

The setting of interest and exchange rates are
increasingly based on market forces; A system of
macroeconomic management based on market
mechanisms is gradually taking shape

A prominent feature of China's macroeconomic management in 2005 is the emphasis
on market forces in determining interest and exchange rates. Important progress
had been made in making the determination of interest and exchange rates more
reliant on market forces. The People's Bank of China ("PBOC" hereinafter) has
promulgated a series of rules to deregulate interest rates in financial institutions and
enlarge the fluctuation band of loan rates. Since July 21, 2005, a new managed-
float exchange rate system has been implemented which is based on market demand
and supply and adjusted by reference to a basket of foreign currencies. A more
flexible RMB exchange rate mechanism has thus been established. As deregulation
on interest and exchange rates gains momentum, insurance institutions will have
to cope with more challenges and uncertain external factors that could disrupt the
smooth operation of the insurance market.

Reform in the banking sector is deepening and
broadening, while changes are also observed in
banks' business models

In 2004 the Chinese government decided to transform the Bank of China and China
Construction Bank into stock-holding companies. Specialised investment institutions
were formed to help capitalise the state-owned commercial banks. In expectation
of the complete opening up of China's banking sector in 2006, the equitisation of
state-owned banks accelerated in 2005, both in scope and depth. The shares of
Bank of Communication and China Construction Bank were successfully listed in
Hong Kong. The Bank of China has basically completed the preparatory work for
going public while the China Commerce and Industry Bank has been transformed
into a stock-holding company.

In response to these significant changes in the market environment and more
constraint on the availability of capital, China's banking sector has commenced the
strategic transformation of its business model to accelerate the re-alignment of
management strategies and business structures. This includes a shift from relying
on loans and deposits business as the major revenue sources to actively developing
intermediary and retail banking business, from servicing corporate clients to vigorously
expanding individual financial management services, and changing from attracting
deposits regardless of cost to liability pricing. The transformation of banking sector
business models will not only accelerate structural changes in the financial sector,
but also intensify competition for financial resources, and impose ever heavier
competitive pressure upon non-bank financial institutions including insurance
companies.

By the end of 2005, total assets in the banking sector reached RMB37 ftrillion, an
increase of 18.6% over the year. The dominant position of banks in China's financial
industry has been further reinforced.
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Initiation of the Split Share Structure Reform signifies
tangible progress in securities market reform

On April 29, 2005, China Securities Regulatory Commission issued the "Circular
on Issues Relating to the Pilot Reform of Listed Companies Split Share Structure”,
which initiated the pilot programmes aimed at regulating and standardising the split
share reform of listed companies. Subsequently, the relevant government authorities
issued the "Guidelines Relating to Split Share Structure Reform of Listed Companies”
to regulate the reform of listed companies' split share structures. Meanwhile, major
efforts have been devoted to streamlining the comprehensive supervision of listed
companies, in order to improve their quality. The promulgation of comprehensive
supervision has led to the closure of 17 securities companies. This has helped to
significantly reduce systemic risk in the sector. Further amendments and revisions
of the "Securities Law" and the "Company Law" have provided the legal foundation
and framework for the development of capital markets.

By the end of December 2005, the Shanghai Composite Index and Shenzhen
Composite Index had reached 1161 and 2864 points respectively, up by 7.4% and
3.8% since the end of June. Issues, including some deep-rooted inconsistencies
and structural instability, are gradually being resolved. As a result the capital market
is ripe for major breakthroughs, which will help improve the efficient allocation of
financial resources and the adjustment and optimization of the asset-liability structures
of banks and insurance companies.

Signs are clearly evident of ongoing financial
innovation and the trend toward Financial
Conglomerates

2005 will be remembered as a year marked by waves of financial innovation. On
December 15, the credit ABS of the State Development Bank arfd RMBS of China
Construction Bank were successfully issued in the inter-bank market, heralding a
major breakthrough in the securitization of banking assets in China. Other major
innovations include the introduction of market building in subordinated debts of banks,
enterprise commercial paper and foreign exchange transactions, the launch of "paper-
gold" and physical gold transactions, the introduction of new renminbi and foreign
exchange financial products by banks, and the central bank's inaugural deal in
currency swaps. This wave of deepening financial innovation has significantly
promoted the transformation of China's financial sector.

In August 2005, the China Commerce and Industry Bank, China Construction Bank
and Bank of Communication joined a pilot scheme to set up fund management
companies, putting China on a path towards financial convergence. After years of
acting as agents for each other, banks and insurance companies are poised for deeper
integration in their share structures. The traditional boundaries between banking,
securities and insurance are blurring, while the scope and depth of financial convergence
between the money market, stock market and insurance market has moved on to ever-
higher levels. Financial innovations and convergence are driving the transition of a
new competitive environment in China's financial sector, while at the same time
accelerating the formation and improvement of a modern financial system.
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In 2005 China's insurance industry, in firm adherence to the Scientific Concept of
Development, set itself the goal of servicing the nation's socioeconomic development,
grasped favourable developmental opportunities and responded proactively to
challenges arising from the evolving environment. Reform of the insurance sector
has moved on to a new stage at an accelerated pace. The overall strength of the
industry has increased, together with its ability to service the economy, as well as
its influence and functioning.

Accelerated development and improved strengths
In 2005 total insurance premiums continued to maintain a vigorous growth momentum
and rose by 14% to RMB492.84 billion. The value of insurance assets at the end of
the year stood at RMB1,529.63 billion — 27.7% higher than that at the beginning of
the year and 2.4 times the 2002 figure. The number of market participants has grown
to 93. Many insurance groups, holding companies, reinsurance companies and asset
management companies were established. At the same time, foreign companies have
continued to seek entry into and expand their business in China. Major insurance
groups have established multi-sector operations encompassing property, life and
asset management business. All these developments have contributed to the formation
of a modern insurance market in China.

Alongside rapid growth the insurance market structure has also been rationalised.
Agricultural insurance, liability insurance, pension business and health insurance
continued to grow at ever faster rates and have become new growth areas which
will reinforce the overall development of the industry. Through listing in overseas
stock exchanges and introducing foreign investors, insurance companies have
improved their corporate governance structure and substantially transformed their
organisational structure, management system and operational mechanism. As a
result, their competitiveness in a regulated environment has improved.

The insurance professional work team has been further strengthened. By the end
of 2005, the total number of practitioners of insurance industry reached 1,958,212,
among which 1,389 regulatory officials, 366,482 insurance company staff with 16,360
executives, 50,165 insurance intermediary staff, and 1,523,816 insurance sales
representatives. The regulatory, management, technical and marketing professionals
have formed the basis of the insurance professional work team.

The role of insurance in servicing society and the
economy is strengthening through further integration
of the sector with China's overall development

In 2005, total claims payments reached RMB113.28 billion (a growth rate of 11 .6%),
illustrative of insurance's growing importance in safeguarding the smooth operation
of the economy. Over the past three years, the sector has insured a combined total
of exports and out-bound investment valued at USD42.6 billion. It has provided
financing facilities of RMB116.6 billion to enterprises. The insurance sector has
achieved impressive results in supporting exports of agricultural and high-tech products.




