Fitch Affirms People's Insurance at 'A+(lka)'; Outlook Stable
Fitch Ratings - Colombo,Hong Kong - 14 February 2019: Fitch Ratings has affirmed Sri Lankabased People's Insurance PLC's (People's Insurance) National Insurer Financial Strength (IFS)
Rating at 'A+(lka)'. The Outlook is Stable.
KEY RATING DRIVERS
The affirmation reflects the company's moderate business profile, good financial performance
and capitalisation as well as its prudent investment mix.
People's Insurance's moderate business profile reflects its favourable competitive position,
which is balanced by its moderate operating scale, business risk profile and diversification. The
business profile benefits from a substantive business franchise and competitive advantages
through its association with the strong "People's" brand. Fitch believes that People's Insurance's
risk appetite is on a par with the domestic non-life industry, with a somewhat diversified
participation in business lines within the domestic non-life sector.
More than 75% of the insurer's business was directed from the group during 9M18, mainly
through referrals from its immediate parent, People's Leasing & Finance PLC (PLC, B-/AA(lka)/Stable). Group-directed business, along with the gradual expansion in non-group business,
helped the company maintain its position as the sixth-largest non-life insurer in Sri Lanka, with
a Fitch-estimated market share of 5.3% as of September 2018 (2017: 4.9%).
The insurer's 'combined ratio' of 97% in 9M18 was well below that of the industry (9M18: 103%,
2017: 100%), due principally to the company's low-cost window-office distribution strategy.
People's Insurance operates predominantly via 124 window offices placed inside the branches of
PLC and its ultimate parent, People's Bank (Sri Lanka) (PB, AA+(lka)/Stable), which helps the
insurer keep its expense ratio low at 27%, compared with the industry average of 38%. In line
with Fitch's expectations, the insurer's expense ratio increased during 9M18 to 27% from 25% in
2017 as a result of the company's efforts to improve its non-group-related business.
Fitch expects the insurer to continue to benefit from the group business and its distribution
strategy, which should keep the overall combined ratio below 100% in the medium term. We
also believe the company's access to adequate reinsurance capacity will keep the volatility in
operating performance during periods of catastrophes at a minimum.
People's Insurance's steady capitalisation is reflected in its risked-based capital (RBC) adequacy
ratio of 266% at end-September 2018 (2017: 319%), which is well above the 120% regulatory
minimum. However, the RBC ratio has declined gradually since end-2017, due partly to the
company's efforts to boost investment income by increasing allocations to riskier fixed-income
securities within its investment policy guidelines. However, we expect People's Insurance to
maintain its RBC ratio above 225% in the medium term.
The insurer follows a prudent investment policy, with more than 95% of the fixed-income
portfolio invested in securities with a minimum rating of 'A-(lka)'. The investment portfolio was
dominated by fixed-income instruments (94% of invested assets), with 49% invested in fixed
deposits at leading banks and non-bank financial institutions, 34% in listed debentures and 17%
in government securities at end-September 2018. Allocations to equity were low at 2% of
invested assets and management expects to keep this below 10% in the medium term.
RATING SENSITIVITIES
Downgrade rating sensitivities:
The RBC ratio remaining below 225% or the combined ratio above 100% for a sustained
period.
A weakening in the business profile due to loosening of the linkages between People's
Insurance and PLC, which includes restrictions to its distribution channels via PLC branches.

Upgrade rating sensitivities:
An increase in People's Insurance's market share, while maintaining its combined ratio
consistently below 98% and RBC ratio well above 275%.
Note to editors: Fitch's National ratings provide a relative measure of creditworthiness for rated
entities in countries with relatively low international sovereign ratings and where there is
demand for such ratings. The best risk within a country is rated 'AAA' and other credits are
rated only relative to this risk. National ratings are designed for use mainly by local investors in
local markets and are signified by the addition of an identifier for the country concerned, such
as 'AAA(lka)' for National ratings in Sri Lanka. Specific letter grades are not therefore
internationally comparable.
Additional information is available on www.fitchratings.com
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SOLICITATION STATUS
The ratings above were solicited and assigned or maintained at the request of the rated
entity/issuer or a related third party. Any exceptions follow below.
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.

