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Prudential Plc. (2378 HK)

Strong new biz momentum from China JV

Prudential Plc. will report FY22 results on 15 March (Wed). We expect to see decent
APE (annualized premium equivalent) growth in 2H22 on the back of recovery in new
business momentum of South East Asian (SEA) markets. On the other hand, NBP
(new business profit) margin is likely to see downtrend in 2H22, primarily due to
negative assumption changes of interest rate hikes across the insurer’s key operating
markets, except for China. Looking into 2023, we believe the insurer will deliver strong
NBP growth in both HK and mainland China markets, given 1) the release of pent-up
demands of Mainland China Visitors (MCVs) to boost new business premium (NBP)
growth in HK, and 2) our channel check results suggesting Pru’s China JV, CITIC-
Prudential Life (CPL), potentially record double-digit APE growth in 2023 jumpstart
season. We expect that the turnaround of new business momentum in China JV and
Pru HK will underpin overall high-teen NBP growth of Pru in 2023E. Reiterate BUY.

B Strong new business momentum in China JV by 2023 jumpstart. Based on
our recent channel checks, we estimate that CPL captured a double-digit APE
YoY increase in the 2023 jumpstart season, winding up robust growth in both
agency and bancassurance channels. We believe the pick-up in hew business
momentum was incrementally driven by 1) enhanced agent productivity, and 2) a
shift in targets of wealth allocation for high-net-worth individuals towards savings-
related products. We expect the strong new business growth to sustain in 2023E.

B HK-Mainland border reopening fuelled NBP momentum in HK. According to
data from HK Immigration Department, up to 6 Feb, the date of HK-China fully
border reopening, the average daily traffic of Mainland China Visitors (MCVSs)
rose to 45k within one month to 1 Mar, amounting to 38% of the figure in 2019.
So far, the MCV dalily traffic is still on the rise, given the average daily traffic last
week (23 Feb -1 Mar) reaching 47% of the amount in 2019. With the lifting mask
mandate on 1 Mar, we expect the traffic number will further pick up in response
to an easing environment. Given this, we believe Pru’s new business growth will
come to fruition in 2023 under the release of increasing MCVs’ pent-up demands.

M Valuation: The stock is now trading at 1.0x P/EV FY23E and 2.2x P/BV FY23E.
We believe the insurer’s rally in HK MCV business and robust growth momentum
in China JV are poised for sequential rebound of its NBP growth in 2023. Besides,
expanding mass-affluent markets in Asia rack up sustainable protection demands
in pursuit of wealth growth, which will enhance the fundamental for stock re-rating.

Earnings Summary

(YE 31 Dec) FY20A FY21A FY22E FY23E FY24E

Net profit (US$ mn) 2,118 (2,042) 1,249 2,067 2,677
Operating EPS (US$) 0.87 1.02 0.90 1.08 1.24
(CEJoSn&f)ensus Operating EPS n.a n.a 0.84 1.14 1.33
VNB/share (US$) 0.8 1.0 0.8 1.0 11
YoY growth (%) (37.7) 13.4 (13.9) 17.7 12.3
Group EV / share (US$) 20.7 17.2 14.9 16.3 17.9
Premium income (US$ mn) 21,870 22,373 24,177 27,738 31,332
Premium income growth (%) (49.7) 2.3 8.1 14.7 13.0
P/B (x) 1.9 25 24 2.2 2.0
P/Embedded value (x) 0.8 0.9 1.0 1.0 0.9
Dividend yield (%) 1.0 11 0.8 1.2 15
ROE (%) 10.5 (10.8) 7.2 11.3 13.3

Source: Company data, Bloomberg, CMBIGM estimates
Note: stock price quoted by market close at 4:00pm on 2 Mar 2023.
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Financial Summary

INCOME STATEMENT 2021A

YE 31 Dec (US$ mn)

Total income 93,736 36,247 26,500 2,593 30,942 34,596
Premiums written (gross) 45,064 23,495 24,217 26,170 30,024 33,914
Premiums earned (net) 43,481 21,870 22,373 24,177 27,738 31,332
Investment income 49,555 13,762 3,486 (22,027) 2,696 2,690
Other operating income 700 615 641 443 508 575
Losses (91,846) (33,585) (23,834) (600) (27,834) (30,656)
Selling (5,222) (2,880) (2,976) (3,317) (3,590) (3,994)
Underwriting & commissions (85,966) (30,359) (20,495) 3,102 (23,860) (26,277)
Other operating expense (658) (346) (363) (384) (384) (384)
Operating income before interest expense 1,890 2,662 2,666 1,993 3,108 3,940
Operating income after interest expense 1,890 2,662 2,666 1,993 3,108 3,940
Equity in affiliates (pretax) 397 517 352 352 352 352
Pretax income 2,287 3,179 3,018 2,345 3,460 4,292
Income taxes (334) (711) (804) (625) (922) (1,144)
Consolidated net income 1,953 2,468 2,214 1,720 2,538 3,149
Minority interest 9) (67) 771 (472) (472) (472)
Net income 1,944 2,401 2,985 1,249 2,067 2,677
Discontinued operations (1,161) (283) (5,027) 0 0 0
Net income available to common 783 2,118 (2,042) 1,249 2,067 2,677
BALANCE SHEET 2019A 2020A 2021A 2022E 2023E 2024E
YE 31 Dec (US$ mn)

Assets

Cash & short-term linvestments 6,965 8,018 7,170 7,022 7,965 9,016
Investments 1,500 1,962 2,183 2,401 2,641 2,906
Total fixed income securities investment 153,768 144,299 106,397 104,199 118,192 133,791
Total equity securities investment 247,281 278,635 61,601 60,328 68,430 77,462
Real estate assets 1,090 916 516 563 621 684
Other investments 3,047 4,466 481 471 534 605
Deffered tax assets 4,075 4,858 266 293 322 354
Intangible assets 17,476 20,345 6,858 7,392 7,991 8,653
Goodwill 969 961 907 907 907 907
Other assets 18,043 51,637 12,723 13,995 15,395 16,934
Total assets 454,214 516,097 199,102 197,571 222,998 251,312

Liabilities & shareholders' equity

Insurance policy liabilities 380,143 436,787 150,755 145,760 167,490 191,409
ST debt & curr. portion LT debt 16,283 15,651 12,208 12,695 13,229 13,808
Long-term debt 8,631 9,559 7,250 7,276 7,305 7,337
Provision for risks & charges 466 350 372 409 450 495
Deffered tax liabilities 5,237 6,075 2,862 3,148 3,463 3,809
Other liabilities 23,785 25,556 8,391 10,587 11,777 13,087
Total liabilities 434,545 493,978 181,838 179,876 203,713 229,945
Common stock/ordinary capital 172 173 182 182 182 182
Capital surplus 2,625 2,637 5,010 5,010 5,010 5,010
Retained earnings 13,575 14,424 10,216 11,121 12,680 14,727
Equity eeserves 3,105 3,644 1,680 1,180 1,180 1,180
Revaluation eeserves 0 0 0 0 0 0
Total shareholders' equity 19,477 20,878 17,088 17,492 19,051 21,099
Minority interest 192 1,241 176 202 233 268
Total equity 19,669 22,119 17,264 17,695 19,284 21,367
Total liabilities & shareholders' equity 454,214 516,097 199,102 197,571 222,998 251,312

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2
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PER SHARE DATA 2019A 2020A 2021A 2022E 2023E 2024E
YE 31 Dec

BVPS 7.49 8.00 6.22 6.36 6.93 7.67
DPS 0.47 0.16 0.18 0.13 0.18 0.23
EPS (Reported) 0.30 0.82 (0.78) 0.45 0.75 0.97
Group embedded value/share (HK$) 21.03 20.70 17.24 14.88 16.32 17.85
VNB/share (HK$) 1.36 0.85 0.96 0.83 0.97 1.09
No. of shares basic (mn) 2,601 2,609 2,746 2,749 2,749 2,749
PROFITABILITY 2019A 2020A 2021A 2022E 2023E 2024E
YE 31 Dec

Return on equity (ROE) 3.8% 10.5% (10.8%) 7.2% 11.3% 13.3%
Return on asset (ROA) 0.1% 0.4% (0.6%) 0.6% 1.0% 1.1%
Return on life embedded Value (14.7%) (1.3%) (13.1%) (14.6%) 9.3% 9.0%
VNB margin (FYP APE basis) 59.0% 48.9% 60.2% 50.1% 51.4% 51.0%
VALUATION 2019A 2020A 2021A 2022E 2023E 2024E
YE 31 Dec

P/EV 0.7 0.8 0.9 1.0 1.0 0.9
P/B 2.1 1.9 25 2.4 2.2 2.0
Div yield (%) 3.0 1.0 1.1 0.8 1.2 15
Div payout (%) 153.6 19.8 (22.8) 27.6 24.6 235

Source: Company data, CMBIGM estimates. Note: The calculation of net cash includes financial assets.
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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.

CMBIGM 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 CMBIGM

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 Global Markets Limited

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

CMB International Global Markets Limited (“CMBIGM”) 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. CMBIGM
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. CMBIGM 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 CMBIGM, solely for the purpose of supplying information to the clients of CMBIGM
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 CMBIGM 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.
CMBIGM has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIGM provides
the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIGM 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. CMBIGM may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in
this report.

CMBIGM 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 CMBIGM 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 CMBIGM 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 CMBIGM.

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 (l)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 (ll) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Comp anies, Unincorporated Associations,
etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIGM.

For recipients of this document in the United States

CMBIGM is not a registered broker-dealer in the United States. As a result, CMBIGM is not subject to U.S. rules regarding the preparation of research reports
and the independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or qualified
as a research analyst with the Financial Industry Regulatory Authority (“FINRA”). The analyst is not subject to applicable restrictions under FINRA Rules
intended to ensure that the analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is
intended for distribution in the United States solely to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange Act of
1934, as amended, and may not be furnished to any other person in the United States. Each major US institutional investor that receives a copy of this report
by its acceptance hereof represents and agrees that it shall not distribute or provide this report to any other person. Any U.S. recipient of this report wishing to
effect any transaction to buy or sell securities based on the information provided in this report should do so only through a U.S.-registered broker-dealer.

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 the Financial Advisers Regulations.
Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or an Institutional Investor, as defined in the Securities
and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal responsibility for the contents of the report to such persons only to the extent required by law.
Singapore recipients should contact CMBISG at +65 6350 4400 for matters arising from, or in connection with the report.
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