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Ping An (2318 HK)

Steady growth in operating profit

Summary. Ping An announced 1H19 interim results, where operating profit rose
23.8% YoY. Group embedded value per share increased 11% YoY while
annualized RoEV was 11.2% YoY.

B Operating profit +23.8% YoY in 1H19 to RMB 73.46bn, which has become
the primary gauge for the Company’s operation and the basis for dividend
payout. Net profit increased 68% YoY to RMB 97.7bn, representing 70% of
consensus estimate for the entire year. The surge in net profit was primarily
attributable to 1) strong growth in operating profit; 2) one-off impact of the
decrease in income tax for 2018 after implementing new pre-tax deduction
rules of fee and commission expenses (RMB 10.45bn); and 3) short-term
investment variance (RMB 13bn) when actual investment return exceeded
assumptions.

B NBV margin expansion; positive NBV guidance. In 1H19, NBV increased
4.7% YoY (6.1%/3.2% in 1Q/2Q), primarily attributable to margin improvement
(+5.7ppt YoY to 44.7%) offsetting FYRP decline. Although agent headcount
was reduced 9.3% from YE18 to 1.29 million, agent channel NBV margin
expanded 9.9ppt YoY to 58.9% thanks to product structure optimization
toward protection products. Mgmt. still pencils in faster-than-2018 NBV growth
in 2019, i.e. >7.3%, which implies that NBV growth in 2H19 should exceed
8.9%.

B Heavy investment in technology. In1H19, operating profit from technology
business dipped 33% YoY to RMB 2.8bn. However, tech business realized
total revenue of RMB 38.4bn, up 33.6% YoY. Positioned as technology-
powered retail financial services group, Ping An kept increasing investment in
technologies, by building open platforms (e.g. HealthKonnect), acquiring
traffic and user data (e.g. OneConnect) and engaging in fundamental
technologies, such as Al and blockchain. Ping An Good Doctor experienced
explosive revenue growth of 102.4% YoY in 1H19.

B Valuation. The stock now trades at 1.25x TH19A P/EV, above peers’ average.
Excluding the value of technology business, it trades at 1.18x P/EV. Ping An’s
valuation premium vs. peers has been stable over time for its technology
empowerment, which not only boosts traditional finance business, but also
generates revenue and profit for the Group.

Earnings Summary

(YE 31 Dec) FY16A FY17A FY18A
Gross written premium (RMB mn) 469,555 605,035 719,556
Interest income from banking (RMB mn) 131,075 147,386 161,714
Total income (RMB mn) 774,488 974,570 1,082,146
YoY growth (%) 11.7 25.8 11.0
Net profit (RMB mn) 62,394 89,088 107,404
EPS (RMB) 3.50 4.99 6.02
YoY growth (%) 17.4 42.6 20.6
P/E (x) 22.3 15.6 13.0
P/B (x) 3.6 2.9 25
P/EV (x) 2.2 17 14
Yield (%) 1.0% 1.9% 2.9%
ROE (%) 17.4% 20.8% 20.9%

Source: Company data, CMBIS estimates
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Stock Data

Mkt Cap (HK$ mn) 1,719,061

Avg 3 mths t/o (HK$ mn) 2,549

52w High/Low (HK$) 98.00/65.95

Total Issued Shares (mn) 7,488 (H)
10,833 (A)

Source: Bloomberg

Shareholding Structure
Charoen Pokphand Group 9.04%
Shenzhen Investment Holdings 5.27%

Source: HKEx

Share Performance
Absolute Relative
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Focus Charts

Figure 1: P&L
RMB mn 1H19 1H18 ... YoY (%
Gross written premiums 446,481 408,194 9.4%
Less: premiums ceded to reinsurers (11,623) (10,491) 10.8%
Net written premiums 434,858 397,703 9.3%
Change in unearned premium reserves (13,426) (11,417) 17.6%
Net earned premiums 421,432 386,286 9.1%
Reinsurance commission income 3,667 3,810 -3.8%
Interest income from banking operations 86,583 81,424 6.3%
Interest revenue from non-banking operations 49,402 44,849 10.2%
Fees and commission income from non-insurance
operations 26,861 24,850 8.1%
Investment income 61,659 15,680 293.2%
Share of profits and losses of associates 12,164 8,798 38.3%
Other income and other gains 28,478 23,204 22.7%
Total income 690,246 588,901 17.2%
Claims and policyholders’ benefits (325,736) (273,928) 18.9%
Commission expenses on insurance operations (61,657) (70,323) -12.3%
Interest expenses on banking operations (42,827) (44,198) -3.1%
Fees and commission expenses on non-insurance
operations (4,850) (3,637) 33.4%
Loan impairment loss, net (30,003) (22,924) 30.9%
Loan loss provisions, net of reversals 0 0 NA
Other impairment losses on other assets (979) (609) 60.8%
Foreign exchange (losses)/gains 457 (769) NA
General and administrative expenses (83,054) (66,169) 25.5%
Interest expenses on non-banking operations (9,756) (8,596) 13.5%
Other expenses (15,602) (10,985) 42.0%
Total expenses (574,007) (502,138) 14.3%
Profit before tax 116,239 86,763 34.0%
Income tax (10,501) (21,993) -52.3%
Non-controlling interests (8,062) (6,675) 20.8%
Net profit 97,676 58,095 68.1%

Source: Company data, CMBIS estimates

Figure 2: NBV
NBV, Rmb mn Year of 2019 Year of 2018 YoY Change
1Q 21,642 20,398 6.1%
2Q 19,410 18,811 3.2%
1H 41,052 39,209 4.7%

Source: Company data, CMBIS estimates
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Figure 3: Key metrics

RMB mn As at :';,Lg 31311 2019 AslaT£(8é18 Change (%)
Group
Total assets 7,562,398 7,142,960 5.9%
Total equity 6,798,426 6,459,317 5.2%
Shareholders' equity 625,327 556,508 12.4%
Embedded value of Group 1,113,181 1,002,456 11.0%
Operating return on EV 11.2% 13.5% -2.3 ppt
Total investment assets 2,956,795 2,794,620 5.8%
Net investment yield 4.5% 4.2% 0.3 ppt
Total investment yield 5.5% 4.0% 1.5 ppt
Life and health insurance
New business value 74,138 72,294 2.6%
NBV margin (FYP based) 44.7% 39.0% 5.7 ppt
Individual 58.9% 49.0% 9.9 ppt
Bancassurance 18.7% 14.8% 3.9 ppt
Embedded value of L&H 713,191 613,223 16.3%
Number of individual agents 1,235,000 1,320,000 -6.4%
Persistency ratio - 13 month 90.6% 94.3% -3.7 ppt
Persistency ratio - 25 month 91.3% 90.9% 0.4 ppt
P&C insurance
Combined ratio 96.6% 95.8% 0.8 ppt
Loss ratio 59.2% 57.4% 1.8 ppt
Expense ratio 37.4% 38.4% -1.0 ppt
ROE 12.4% 8.3% 4.1 ppt
Banking business
Net profit 15,403 13,372 15.2%
Net assets 256,603 240,042 6.9%
Net interest margin 2.62% 2.26% 0.4 ppt
Non-performing loan ratio 1.68% 1.75% -0.1 ppt
Provision coverage ratio 194.37% 159.45% 34.9 ppt
Capital adequacy ratio 8.89% 8.54% 0.4 ppt
Trust business
Net profit 1,874 1,694 10.6%
Net assets 19,858 17,738 12.0%
Assets held in trust 504,946 534,124 -5.5%
Securities business
Net profit 1,252 956 31.0%
Net assets 30,431 29,401 3.5%
Solvency
Solvency ratio of L&H 228.0% 218.8% 9.2 ppt
Solvency ratio of P&C 255.3% 223.8% 31.5 ppt
Solvency ratio of Group 223.9% 216.4% 7.5 ppt

Source: Company data, CMBIS estimates
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Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors.
CMBIS does not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives,
financial position or special requirements. Past performance has no indication of future performance, and actual events may differ materially from
that which is contained in the report. The value of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a
result of their dependence on the performance of underlying assets or other variable market factors. CMBIS recommends that investors should
independently evaluate particular investments and strategies, and encourages investors to consult with a professional financial advisor in order to
make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of
CMBIS or its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security
or any interest in securities or enter into any transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers
or employees shall be liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying on the information
contained in this report. Anyone making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available
and reliable. CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness.
CMBIS provides the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice.
CMBIS may issue other publications having information and/ or conclusions different from this report. These publications reflect different assumption,
point-of-view and analytical methods when compiling. CMBIS may make investment decisions or take proprietary positions that are inconsistent
with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself
and/or on behalf of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business
relationships with the companies in this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect
the objectivity of this report and CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended recipients only
and this publication, may not be reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without prior written
consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (I)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion)
Order 2005 (as amended from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies,
Unincorporated Associations, etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIS.

This report is intended for distribution in the United States to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities
Exchange Act of 1934, and may not be furnished to any other person in the United States. Each major US institutional investor that receives a copy
of this research report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other person.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser
as defined in the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute
reports produced by its respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of
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