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PICC Group (1339 HK)

Life and Health progressed well; Mixed P&C results

PICC Group released 1H19 results on 23 Aug. Despite lackluster P&C
underwriting performance, PICC Life and PICC Health progressed well. The
Group achieved 12.8% YoY growth in GWP to RMB 322.9bn (P&C +15.1% to
RMB 236bn; Life +1.3% to RMB 70.8bn; Health +43.8% to RMB 15.2bn). Net
profit increased 50.7% YoY to RMB 21.6bn, driven by better equity investment
and tax impact. The Company recorded tax credit of RMB 2.31bn, vs. tax
expense of RMB 5.06bn in 1H18, thanks to implementation of new tax deduction
policies resulting in RMB 4.71bn tax savings.

B Result highlights. 1) Equity investment gains. Realized gains and fair
value gains amounted to RMB 2,529mn, vs. net loss of RMB 415mn in 1H18,
mainly due to better investment returns on equity securities, mutual funds and
trust schemes. 2) NBV of PICC Life increased with margin improvement.
NBV of PICC Life increased 25.6% YoY to RMB 3,853mn, primarily driven by
individual agent channel, which increased 33.3% YoY to RMB 3,393mn.
Calculated APE based NBV margin rose 2.3ppt to 22.3%, of which agent
channel margin rose 4.5ppt to 39.2%. 3) Channel optimization of PICC Life.
GWP from individual agent channel increased 34% YoY, representing 44% of
Life GWP, up 11ppt YoY. Regular premiums across all channels increased
21% YoY, representing 37% of Life FYP, up 9ppt YoY.

B Result negatives. 1) P&C underwriting margin shrank. Combined ratio
rose 1.7ppt YoY to 97.6%. Loss ratio rose 3.6ppt. Due to impacts of natural
disasters such as windstorm and rainstorm and epidemics such as African
swine fever, loss ratio of agriculture insurance rose 13.1ppt YoY to 75.9%.
Expense ratio improved 2.0ppt YoY, of which expense ratio of motor vehicle
insurance improved 1.6ppt to 36.5%. 2) Deceleration of motor insurance in
light of slowdown of car sale and deregulation of premium rate of commercial
motor insurance.

B Valuation. We adjust 2019E GWP slightly up by 1.1%, and adjust 2019E net
profit up by 71.9% to reflect better equity investment and tax credit. We value
the Group’s P&C at 1.2x 2019E P/B, its Life and Health business at industry
average, which is 0.5x 2019E P/EV, and its other businesses at 1.0x 2019E
P/B. Lift TP to HK$ 4.33. Maintain BUY.

Earnings Summary

(YE 31 Dec) FY17A FY18A FY19E FY20E FY21E
Gross written premiums (RMB mn) 476,447 498,608 556,566 640,957 702,002
Total income (RMB mn) 483,775 498,597 573,517 640,726 694,907
Net profit (RMB mn) 16,099 12,912 24,228 25,621 16,885
EPS (RMB) 0.38 0.30 0.55 0.58 0.38
EPS CHG (%) 13.02 (20.94) 82.62 5.75 (34.10)
PER (x) 7.16 9.06 4.96 4.69 7.12
PBR (x) 0.84 0.79 0.62 0.57 0.57
Yield (%) 1.45 1.68 3.07 3.25 2.14
ROE (%) 12.21 8.89 14.03 12.73 8.03
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Stock Data

Mkt Cap (HK$ mn) 362,664
Avg 3 mths t/o (HK$ mn) 104
52w High/Low (HK$) 3.87/2.88
Total Issued Shares (mn) 8,726 (H)

35,498 (A)

Source: Bloomberg

Shareholding Structure
Ministry of Finance of the PRC 67.6%

National Council for Social 8.6%
Security Fund

H shareholders 19.7%
A shareholders 4.1%

Source: HKEXx

Share Performance

Absolute Relative
1-mth -8.7% -0.6%
3-mth 4.1% 8.8%
6-mth -13.4% -4.7%

Source: Company data, CMBIS estimates
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1. “1Q18 results: GWP +14%, net
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Figure 1: 1H19 results
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Gross written premiums 322,875 286,162 12.8%
Less: Premiums ceded to reinsurers (20,232) (15,459) 30.9%
Net written premiums 302,643 270,703 11.8%
Change in unearned premium reserves (40,091) (23,143) 73.2%
Net earned premiums 262,552 247,560 6.1%
Reinsurance commission income 5,626 4,703 19.6%
Investment income 18,370 15,703 17.0%
Other income 1,530 1,707 -10.4%
TOTAL INCOME 288,078 269,673 6.8%
Life insurance death and other benefits paid (53,085) (77,326) -31.3%
Claims incurred (132,324) (116,399) 13.7%
Changes in long-term life insurance contract liabilities (13,896) 11,023 NA
Policyholder dividends (1,396) (1,253) 11.4%
Claims and policyholder’s benefits (200,701) (183,955) 9.1%
Less: claims and policyholders’ benefits ceded to reinsurers 8,266 6,161 34.2%
Net claims and policyholders’ benefits (192,435) (177,794) 8.2%
Handling charges and commissions (33,715) (41,897) -19.5%
Finance costs (3,143) (3,378) -7.0%
Exchange losses/(gains) 0 153 NA
Other operating and administrative expenses (45,054) (33,164) 35.9%
TOTAL BENEFITS, CLAIMS AND EXPENSES (274,347) (256,080) 7.1%
Share of profits and losses of associates and joint ventures 5,578 5,812 -4.0%
Loss on deemed disposal of an associate 0 0 NA
PROFIT BEFORE TAX 19,309 19,405 -0.5%
Income tax expense 2,313 (5,057) NA
PROFIT FOR THE YEAR 21,622 14,348 50.7%
Non-controlling interests (6,144) (4,303) 42.8%
NET PROFIT 15,478 10,045 54.1%

Source: Company data, CMBIS

Figure 2: Earnings revision
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Gross written premiums 556,566 640,957 702,002 550,408 602,410 651,146 1.1% 6.4% 7.8%
PICC P&C 438,085 475,525 509,009 425,098 460,591 492,581 3.1% 3.2% 3.3%
PICC Life 108,526 128,246 146,969 107,838 121,816 136,175 0.6% 5.3% 7.9%
PICC Health 26,589 37,186 46,024 17,472 20,004 22,390 52.2% 85.9% 105.6%
Net written premiums 539,722 655,524 749,146 504,300 552,354 597,498 7.0% 18.7% 25.4%
TOTAL INCOME 573,517 694,674 786,503 555,245 605,903 654,683 3.3% 14.7% 20.1%
PROFIT BEFORE TAX 37,302 39,421 43,015 27,233 28,735 31,744 37.0% 37.2% 35.5%
NET PROFIT 24,228 20,398 22,258 14,092 14,869 16,426 71.9% 37.2% 35.5%

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2
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Figure 3: Valuation summary

PICC P&C

Fair PBR () 1.2
2019E BVPS (68.98% stake, Rmb) 2.7
Value of PICC P&C (Rmb) 3.3
PICC Life

Fair P/EV multiple (x) 0.5
2019E EVPS (80% stake, Rmb) 17
Value of PICC Life (Rmb) 0.8
PICC Health

Fair P/EV multiple (x) 0.5
2019E EVPS (95.45% stake, Rmb) 0.2
Value of PICC Health (Rmb) 0.1
Others

Fair PBR (x) 1.0
2018E BVPS (Rmb) 0.3
Value of other businesses (Rmb) 0.3
Total (Rmb) 4.57
Conglomerate discount 15.0%
Target price (Rmb) 3.89
HKDCNY 0.90
Target price HK$4.33
Current price HK$3.03
Up/downside 43.1%

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3



26 Aug 2019 C B4 EHR

i A

N i
A Wholly Owned Subsidiary OF Ghina Merchants Ban

Financial Summary

Income statement Key ratios
YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E
Gross written premiums 476,447 498,608 556,566 640,957 702,002 Group (%)
PICC P&C 350,314 388,769 438,085 475,525 509,009 Gross written premiums YoY 8.3 4.7 11.6 15.2 9.5
PICC Life 106,238 93,714 108,526 128,246 146,969 Total income YoY 9.1 3.1 15.0 11.7 8.5
PICC Health 19,250 14,798 26,589 37,186 46,024 Net profit YoY 13.0 (19.8) 87.6 5.7 (34.1)
Less: Premiums ceded to reinsurers (27,870) (29,623) (33,478) (36,641) (39,475) Total investment yield 5.9 4.8 5.0 4.8 4.7
Net written premiums 448,577 468,985 539,722 604,316 662,527 Net investment yield 55 5.4 4.9 4.7 4.4
Change in unearned premium reserves (13,600) (13,638) (14,140) (15,348) (16,423)
Net earned premiums 434,977 455,347 525,582 588,969 646,104 PICC P&C (%)
Investment income 36,476 29,527 35,599 37,551 41,024 Gross written premiums YoY 12.6 11.0 12.7 8.5 7.0
Other income 12,322 13,723 12,335 14,206 7,779 Loss ratio 62.3 62.0 64.7 64.7 64.7
TOTAL INCOME 483,775 498,597 573,517 640,726 694,907 Expense ratio 34.9 36.5 32.9 329 329
Combined ratio 97.2 98.5 97.6 97.6 97.6
Net claims and policyholders’ benefits (318,841) (318,625) (385,583) (437,145) (494,190) Comprehensive solvency 278 275 295 293 296
Handling charges and commissions (68,094) (81,728) (66,788) (64,096) (70,200)
Finance costs (5,569) (6,555) (6,286) (6,421) (6,353) PICC Life (%)
Other expenses (72,316) (76,434) (89,050) (96,144) (105,300) Gross written premiums YoY 11 (11.8) 15.8 18.2 14.6
TOTAL EXPENSES (464,820) (483,342) (547,707) (603,804) (676,044) New business value (RMBmn) 5687 5735 7,779 8381 8,707
New business value YoY 37.7 0.8 35.6 77 3.9
Associates and joint ventures 11,876 11,803 11,493 12,593 13,768 Embedded value (RMB mn) 61,909 70,632 91,942 103,637 116,594
PROFIT BEFORE TAX 30,831 27,058 37,302 49,514 32,631 Embedded value YoY 7.6 14.1 30.2 12.7 12.5
Income tax expense (7,780) (8,343) (2,185) (12,379) (8,158)
Non-controlling interests (6,952) (5,803)  (10,889)  (11,515) (7,588) PICC Health (%)
NET PROFIT 16,099 12,912 24,228 25,621 16,885 Gross written premiums YoY (16.4) (23.1) 79.7 39.9 23.8
New business value (RMB mn) 468 507 2,277 2,502 2,627
B a| ance s h eet New business value YoY 44.0 8.3 349.0 9.9 5.0
YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E Embedded value (RMBmn) 7,831 8,680 11,351 14,444 17,898
Investment assets 850,720 891,925 973,990 1,121,675 1,228,504 Embedded value YoY 10.0 11.0 30.6 27.2 23.9
Other assets 137,186 139,710 193,614 186,675 186,675
TOTAL ASSETS 987,906 1,031,635 1,167,604 1,308,350 1,415,179 Returns (%)
PICC P&C ROE 14.9 115 16.5 135 13.7
Insurance contract liabilities 557,011 559,217 643,100 836,029 919,632 PICC Life ROEV 105 10.9 30.2 12.7 125
Investment contract liabilities 45,880 41,808 47,471 48,573 49,875 PICC Health ROEV 10.0 11.0 30.6 27.2 23.9
Other liabilities 198,134 224,309 217,661 140,753 161,931
TOTAL LIABILITIES 801,025 825,334 908,232 1,025,356 1,131,438 Per share data (RMB)
EPS 0.38 0.30 0.55 0.58 0.38
Issued capital 42,424 44,224 44,224 44,224 44,224 DPS 0.04 0.05 0.08 0.09 0.06
Reserves 95,109 108,829 148,202 165,727 166,281 BVPS 3.24 3.46 4.35 4.75 4.76
Shareholders' equity 137,533 153,053 192,426 209,951 210,505 PICC Life EVPS 1.17 1.28 1.66 1.87 211
Non-controlling interests 49,348 53,248 66,946 73,043 73,236 PICC Health EVPS 0.18 0.19 0.25 0.31 0.39
TOTAL EQUITY 186,881 206,301 259,372 282,994 283,741

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4



26 Aug 2019 @ ﬂ 'QE E ﬁ

i WO AW
1 Subsidiary OF Ghina Merchants B

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 chang e 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.
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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
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