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Research Update:

Outlooks On SGAM AG2R La Mondiale's Affiliates
Revised To Positive On Strengthened
Capitalization

Overview

• Insurance group SGAM AG2R La Mondiale (AG2R LM) has strengthened its
capitalization and continues to reduce the proportion of new business
with long-term guaranteed interest rates.

• AG2R's merger with retail property and casualty mutual insurer Matmut,
expected in January 2019, will diversify earnings and further enhance
capital adequacy.

• We are revising our outlook to positive from stable on AG2R LM's core
subsidiaries AG2R Réunica Prévoyance, PRIMA, La Mondiale, and Arial CNP
Assurances.

• The positive outlooks on AG2R LM's subsidiaries indicate that we could
raise the ratings in the next 18-24 months if the group successfully
merges with Matmut, maintains a satisfactory operating performance, and
continues to reduce its sensitivity to low interest rates.

Rating Action

On Oct. 2, 2018, S&P Global Ratings revised its outlook to positive from
stable on AG2R Réunica Prévoyance, PRIMA, Arial CNP Assurances, and La
Mondiale, core subsidiaries of insurance group SGAM AG2R La Mondiale (AG2R
LM).

We also affirmed our 'A-' financial strength and issuer credit ratings on
these entities.

At the same time, we also affirmed our 'BBB' issue rating on La Mondiale's
subordinated debt.

Rationale

The outlook revision reflects our view that AG2R LM is gradually reducing its
sensitivity to interest rates by prioritizing capital efficient unit-linked
insurance products. This is in line with its strategic decision to strengthen
the resilience of capital and earnings and reach a Solvency II ratio excluding
transitional of 150% or more by 2020. We also view positively the agreement
AG2R LM reached at end 2017 with pension policyholders that additional premium
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to existing contracts will not bear any guaranteed rate.

The French government is discussing a draft law to incentivize the take-up of
supplementary private pensions. One of the proposed actions is to offer the
choice at pension age to terminate the pension contract and take the pension
either as a cash lump sum or in lifetime annuities. In the latter case, the
insurer will continue to bear the longevity risk. However, we believe that
receiving a cash lump sum will have reduced tax benefits, limiting the
attractiveness of this option. In our view, the incentives to underwrite a
pension plan will not diminish, upholding the group's competitive position.
Furthermore, an increase in the number of cash lump sum payouts would shorten
the duration of AG2R LM's life liabilities, therefore further reducing its
sensitivity to interest rates.

In our base-case scenario, we expect the group will consistently exceed the
'AA' capital level under our capital adequacy requirements. We have therefore
revised our view of AG2R LM's financial risk profile to moderately strong to
capture capital strengthening.

From January 2019, Matmut, a French mutual insurer mainly active in property
and casualty (P/C) lines, will merge with AG2R LM, pending regulatory
approval. Diversification benefits from writing P/C insurance in addition to
life insurance, and Matmut's €1.6 billion equity contribution will enhance the
group's capital adequacy. The merger will also enable cross-selling
opportunities and a wider distribution network.
AG2R LM's retained earnings, and issuance of equity-like mutualist
certificates and hybrids, coupled with a gradual shift to less
capital-intensive unit-linked life policies, has improved the group's capital
adequacy. AG2R LM has shifted its focus to unit-linked products over the years
and has a higher unit-linked to general account mix ratio than the average for
French life insurers. As part of their commitment to reach a 150% Solvency II
ratio without transitional by 2020, the group has significantly increased its
policyholder surplus reserves to €2.26 billion, equivalent to 4.3% of
insurance technical reserves. The group had also issued €95 million of
mutualist certificates as of May 2018 to enhance its Solvency II ratio. In
December 2017-January 2018, the group issued $710 million hybrids that will,
strengthen its available capital, and potentially refinance upcoming calls on
hybrids.

Our rating remains constrained by the group's reliance on soft forms of
capital (present values of future profits, unrealized gains, and hybrid
capital represented over 50% of total adjusted capital at year-end 2017). This
weighs on capital quality and increases the group's susceptibility to market
fluctuations.

Despite progress in reducing exposure to interest rates, the potential
volatility of capital adequacy remains higher than that of French peers. The
sensitivity to interest rates is a result of La Mondiale's significant of
long-term pension liabilities with guarantees. We calculate the general
account pension liabilities at about 30% of AG2R LM's total technical reserves
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at end-2017. We note, however, that the share of liabilities with a guaranteed
rate above 2% is slowly reducing, with policies maturing at a relatively
slower rate than other life insurers due to the long-term nature of AG2R LM's
business.

Outlook

The positive outlooks on AG2R Réunica Prévoyance, PRIMA, La Mondiale, and
Arial CNP Assurances indicate that we could raise the ratings in the next
18-24 months if AG2R LM successfully merges with Matmut and continues to
reduce its sensitivity to low interest rates. An upgrade would also be
predicated on AG2R-LM maintaining S&P Global Ratings' capital adequacy above
the 'AA' level, and a satisfactory operating performance.

Downside scenario

We could revise the outlook to stable over the next two years if:
• AG2R LM's capital adequacy unexpectedly deteriorates to levels materially
below the 'A' benchmark for a sustained period, for example due to lower
long-term bond yields than we currently assume in our base case, more
aggressive volume growth than expected, or higher asset risk; or

• The profitability and quality of premium mix markedly deteriorates as a
result of stiffer competition or adverse developments in market dynamics,
causing the group to miss its earnings targets.

Ratings Score Snapshot

To From
Financial Strength Rating A-/Positive A-/Stable
Group credit profile a- a-

Anchor a- a-
Business Risk Profile Strong Strong
IICRA Low Risk Low Risk
Competitive Position Strong Strong

Financial Risk Profile Moderately Strong Upper Adequate
Capital and Earnings Strong Moderately Strong
Risk Position Moderate Risk Moderate Risk
Financial Flexibility Adequate Adequate

Modifiers 0 0
ERM and Management 0 0
Enterprise Risk Management Adequate Adequate
Management and Governance Satisfactory Satisfactory

Holistic Analysis 0 0

Liquidity Exceptional Exceptional
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IICRA--Insurance Industry And Country Risk Assessment.

Related Criteria

• General Criteria: Group Rating Methodology, Nov. 19, 2013

• Criteria - Insurance - General: Insurers: Rating Methodology, May 7, 2013

• Criteria - Insurance - General: Enterprise Risk Management, May 7, 2013

• General Criteria: Methodology: Management And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

• General Criteria: Criteria Clarification On Hybrid Capital Step-Ups, Call
Options, And Replacement Provisions, Oct. 22, 2012

• Criteria - Insurance - General: Refined Methodology And Assumptions For
Analyzing Insurer Capital Adequacy Using The Risk-Based Insurance Capital
Model, June 7, 2010

• Criteria - Financial Institutions - General: Methodology: Hybrid Capital
Issue Features: Update On Dividend Stoppers, Look-Backs, And Pushers,
Feb. 10, 2010

• Criteria - Financial Institutions - Banks: Assumptions: Clarification Of
The Equity Content Categories Used For Bank And Insurance Hybrid
Instruments With Restricted Ability To Defer Payments, Feb. 9, 2010

• General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009

• Criteria - Insurance - General: Hybrid Capital Handbook: September 2008
Edition, Sept. 15, 2008

Ratings List

Outlook Action; Ratings Affirmed
To From

AG2R REUNICA Prevoyance
PRIMA
Arial CNP Assurances
La Mondiale
Issuer Credit Rating
Local Currency A-/Positive/-- A-/Stable/--

AG2R REUNICA Prevoyance
PRIMA
La Mondiale
Arial CNP Assurances
Financial Strength Rating
Local Currency A-/Positive/-- A-/Stable/--

La Mondiale
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Junior Subordinated BBB BBB

Additional Contact:

Aurelie Salmon, London + 44 20 7176 8598; Aurelie.Salmon@spglobal.com

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific meanings ascribed
to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further
information. Complete ratings information is available to subscribers of
RatingsDirect at www.capitaliq.com. All ratings affected by this rating action
can be found on S&P Global Ratings' public website at
www.standardandpoors.com. Use the Ratings search box located in the left
column. Alternatively, call one of the following S&P Global Ratings numbers:
Client Support Europe (44) 20-7176-7176; London Press Office (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Moscow 7 (495) 783-4009.
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