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Insurance Companies Get Go-ahead to Invest in Real Estate
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On 5" September 2010, the Interim Measures for the Investment of Insurance
Funds in Real Properties (the “Measures), passed by the China Insurance
Regulatory Commission (the “CIRC”), came into effect. The Measures serve to
provide greater guidance in implementing the Insurance Laws of the People’s
Republic of China and they essentially permit “qualified” Chinese insurance
companies to invest in real estate and to diversify their investment channels.
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“Qualified” Insurance Companies

In order for an insurance company to be permitted to invest in real estate and
real estate financial products, it must be deemed to be “qualified”. To be
qgualified, an insurance company must fulfill a number of requirements
including having been profitable in the last accounting year; having net assets
valued at a minimum of RMB 100 million; having sufficient employees with
adequate experience and having a solvency adequacy ratio at the end of both
the last quarter and last accounting year of at least 150%.
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Restrictions on Type of Property

The type of property a Chinese insurance company may invest in includes
commercial and office real estate, and projects which relate to the insurance
business, for example hospitals and housing for the elderly, auto services, real
estate projects for the insurance company’s own use and financial projects
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relating to the real estate industry. Insurance companies are however
prohibited from investing in residential housing or development projects,
establishing real estate development companies or investing in unlisted real
estate companies (except for project companies). They are also forbidden from
using their invested real estate projects as collateral or raising capital from
lending to finance their investment.
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Restrictions on Investment Amounts

In addition to the restrictions regarding the types of investment, there are

additional limitations on the amount which may be invested, and these are as

follows:-

® the company can invest a maximum 10% of its total assets in real estate;

® the company can invest up to 3% of its total assets in real estate financial
products; and

® the aggregate investment in real estate and real estate financial products
is restricted to a maximum of 10% of the company’s total assets.
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Benefits

1. Property investment in the past few years has generally been confined to
residential property due to it having a lower threshold for investment and
the fact that it provides an easier environment to operate in. By contrast,
commercial properties need much greater investment, offer comparatively
low returns and require professional management skills to be a success
and therefore rarely achieve substantial funding. By allowing insurance
companies to invest in real estate, commercial and office buildings can
receive greater funds.

2. In addition, due to the requirement that those investing in commercial
properties must have professional management skills, there is potential for
foreign institutions with the requisite experience to also thrive as many
insurance companies will not have sufficient experience and may look for
assistance in this regard.

3. Furthermore, insurance companies are also perceived as the ideal
candidates for foreign funds within the commercial property industry as
insurance companies’ expectation on return is relatively low.
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This publication is intended to

Conclusion keep our clients and friends
The Measures reflect the requirements of the growing Chinese insurance apprised of industry, regulatory
sector and are very welcome as a means to ease the pressure on Chinese and legislative changes that may
insurance companies to manage their increasing insurance capital by way of a have an impact on the way
broader range of channels whilst simultaneously benefiting the commercial business is conducted and
property market by opening it up to bigger funds. operated in China. It is for

general information only, and is
However, the thresholds for an insurance company to engage in real estate not a substitute for legal
investment are quite high, and the investment ratio requirements are rather consultation.

strict. Few insurance companies will be able to qualify despite the fact that
some insurance companies have already completed property deals prior to the
promulgation of the Measures. It remains to be seen how the Measures will
affect the Chinese real estate market.
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