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BUY (Maintain)

PICC P&C (2328 HK)

Strong beat in 1H22

Target Price HK$12.62
PICC P&C delivered profit growth of 15% YoY in 1H22, representing 70% of (Previous TP HK$12.62)
FY22E consensus and translating into 37.5% YoY growth in 2Q22. The strong Up/Downside 55.0%
earnings growth was primarily driven by 53% YoY increase of underwriting profit Current Price HK$8.14
in 1H22 (+160% YoY in 2Q22). Combined ratio (CoR) improved 1.2pts YoY to _ '
96.0%, outperforming the industry average (97.3%) and major peers. Moreover, China Insurance
loss reserve ratio increased 4.5pts HoH or 4.2pts YoY, reflecting thickened Gigi CHEN, CFA
buffer for loss absorption in the future. Looking into 2H22, we expect PICC P&C (852) 3916 3739
to deliver double-digit growth in premium income and continual YoY expansion gigichen@cmbi.com.hk
of underwriting margin. Reiterate BUY.
Nika MA
B Auto: Both loss ratio and expense ratio improved in 1H22. Auto CoR E]?E:r)nzg@ogrggofom hk
declined by 1.3pts YoY to 95.4% with loss ratio and expense ratio both down R
0.6pts YoY, due to 1) pricing adjustment of NEV insurance and 2) less loss| Stock Data
events amid COVID restrictions and 3) higher premiums contribution from| Mkt Cap (HK$ mn) 53,536.2
proprietary channels. Auto premium income grew 6.7% YoY, driven by 4.7%|  Av9 3 mths to (HKS mn) 8.0
. . . . . . 52w High/Low (HK$) 8.53/6.21
growth of number of insured cars. Combined ratio of NEV insurance issued in|  tota issued Shares (mn) 6899.0
1H22 was 96.5%, in line with the management guidance in 1Q22. Source: FactSet
- . . Shareholding Structure
B Non-auto: Underwriting margin expanded thanks to more disciplined|  5cc Group 59.0%
expense management. Non-auto business CoR improved by 1.1pts YoY to| Free Float 31.0%
96.8%, with 1.5pts YoY reduction in expense ratio. Non-auto growth remained|  Source: HKEx
high at 12.7% YoY in 1H22, mainly driven by A&H (+15% YoY), agricultural|  share performance
insurance (+24% YoY) and credit guarantee insurance (+130% YoY). The Absolute Relative
underwriting margin of credit guarantee insurance improved by 26pts YoY to| 1-mth -5.4% -1.9%
36.6% in 1H22 3-mth 0.1% 0.1%
' ' 6-mth -4.6% 12.0%
. L Source: FactSet
B NAT CAT losses YTD remain manageable. The management indicated 12-mth Price Perf
natural catastrophe (NAT CAT) losses in 1H22 increased by 7.6% YoY to (HK$m riee rer °f”;§22‘;i
RMB1.27bn, but July-Aug losses from droughts were significantly lower than 80 HSI (Rebased)
those of the rainstorms in July 2021. Hence, the NAT CAT losses YTD are 8.0
smaller than those of the same period last year. 7e
6.5
6.0
B Valuation. PICC P&C is trading at 6.1x P/E FY22E and 0.7x P/BV FY22E with| %2 ‘ ‘ ‘ ‘ ‘
7% dividend yield and over 12% ROE. We believe the rebound of premium AugZt - Nowzi - Feb22  May22  Aug22
income growth and continual improvement in underwriting margin will drive|  Source: FactSet
stock re-rating. Reiterate BUY rating. Auditor: Deloitte
Eamings Summary Recent Reports:
(YE 31 Dec) FY20A FY21A FY22E FY23E FY24E 1. China Insurance — P&C growth rebound:
Net profit (RMB mn) 20,868 21,652 25,501 29,253 32,957 Life slow momentum into 1Q22; Prefer P&C
EPS (Reported)(RMB) 0.9 1.0 1.1 1.3 1.5 |  overlifeinsurance in 1H22 (link)
2. PICC P&C - Expect CoR improvement in
YoY growth (%) (14.1) 3.8 17.8 14.7 12.7 Fy22 (i
Consensus EPS (RMB) 0.9 11 1.3 14 15 ) .
. . 3. PICC P&C — CoR improvement in 1Q22
Premium income (RMB mn) 393,127 396,997 430,931 474,024 521,426 (link)
Premium income growth (%) 3.3 1.0 8.5 10.0 10.0
Combined ratio (%) 98.9 99.6 98.6 98.5 98.5
P/B (x) 0.8 0.7 0.7 0.6 0.6
Dividend yield (%) 5.7 6.2 7.3 8.4 9.4
ROE (%) 11.7 11.1 12.1 12.9 135
Source: Company data, Bloomberg, CMBIGM estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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PICC P&C: 1H22 results overview

Net profit attribute to shareholders 16,884 17,850 5.7% 6,850 9,106 32.9%
PICC P&C 16,497 19,041 15.4% 7,555 10,387 37.5%
PICC Life 4,457 3,352 -24.8% 1,167 1,165 -0.2%
PICC Health 259 742 186.5% 118 91 -22.9%
Net investment yield (%) 4.8 4.9 0.1 ppt
Total investment yield (%) 6.7 5.5 (1.2) ppt
Comprehensive investment yield (%) 5.7 21 (3.6) ppt
Total investment assets 1,108,126 1,230,807 11.1%

Total investment income 35,362 32,428 -8.3% 18,088 17,268 -4.5%

PICC P&C: Premium income

Auto 120,755 128,808 6.7% 63,252 65,026 2.8%
Non-auto 131,871 148,600 12.7% 53,822 59,912 11.3%
A&H 60,036 68,882 14.7% 16,390 20,138 22.9%
Agro 29,673 36,721 23.8% 17,477 21,017 20.3%
Liability 18,876 19,265 2.1% 9,092 8,272 -9.0%
Credit 1,163 2,674 129.9% 673 1,186 76.2%
Property 10,121 10,252 1.3% 4,855 4,659 -4.0%
Cargo 2,529 2,580 2.0% 1,272 1,200 -5.7%
Others 9,473 8,226 -13.2% 4,063 3,440 -15.3%
P&C total 252,626 277,408 9.8% 117,074 124,938 6.7%

PICC P&C: Combined ratio

P&C total
Combined ratio (%) 97.2 96.0 (1.2) ppt 98.5 96.3 (2.2) ppt
Expense ratio (%) 25.5 24.5 (2.0) ppt 25.5 23.9 (1.7) ppt
Loss ratio (%) 71.7 71.5 (0.2) ppt 73.0 72.4 (0.5) ppt
Auto insurance
Combined ratio (%) 96.7 95.4 (2.3) ppt 98.7 94.9 (3.9) ppt
Expense ratio (%) 26.3 25.7 (0.6) ppt 27.0
Loss ratio (%) 70.4 69.7 (0.6) ppt 71.8
Non-auto insurance
Combined ratio (%) 97.9 96.8 (1.1) ppt 98.0 98.3 0.3 ppt
Expense ratio (%) 24.0 225 (1.5) ppt 23.3
Loss ratio (%) 73.9 74.3 0.4 ppt 74.8

Combined ratio by products

Auto 96.7 95.4 (1.3) ppt

A&H 101.6 100.8 (0.8) ppt

Agro 96.9 89.3 (7.6) ppt

Liability 98.4 105.4 7.0 ppt

Credit 89.6 63.4 (26.2) ppt

Property 97.9 93.6 (4.3) ppt

Cargo 82.7 91.4 8.7 ppt

Others 79.7 83.4 3.7 ppt

PICC Life

FYP 29,095 38,031 31% 6,513 5,177 -21%
FYRP 14,669 14,430 -2% 2,010 2,500 24%
Single 14,426 23,601 64% 4,503 2,677 -41%

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2
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Renewal 35,039 34,011 -3% 6,961 7,115 2%
FYP APE 16,112 16,790 4% 2,460 2,768 12%
Total GWP 64,134 72,042 12% 13,474 12,292 -9%
VNB 2,412 1,493 -38%
VNB margin (FYP) 8.3% 3.9% (4.4) ppt
VNB margin (FYP APE) 15.0% 8.9% (6.1) ppt
Life EV 109,078 109,568 0%
No. of agents (mn) 0.25 0.13 -48%
Reported Agent productivity (FYP) 4,062 5,842 44%

Agent productivity
(VNB basis/month/agent)

1,177 1,282 9%

PICC Health YoY chg.

FYP 19,006 22,892 20% 5,401 6,550 21%
FYRP 3,112 1,864 -40% 1,194 833 -30%
Single 15,894 21,028 32% 4,207 5,717 36%
Renewal 6,564 7,491 14% 2,979 3,347 12%
FYP APE 4,701 3,967 -16% 1,615 1,405 -13%
Total GWP 25,570 30,383 19% 8,380 9,897 18%
VNB 711 854 20%

VNB margin (FYP) 3.7% 3.7% (0.0) ppt

VNB margin (FYP APE) 15.1% 21.5% 6.4 ppt

Health EV 16,381 20,601 26%

No. of agents (mn) 0.01 n.a

Reported Agent productivity (FYP) 2,979 n.a

Agent productivity
(VNB basis/month/agent)
Source: Company data, CMBI estimates

7,803 27,368 251%
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Financial Summary

INCOME STATEMENT

YE 31 Dec (RMB mn)

Total income 398,756 412,267 418,538 451,593 497,060 546,940
Premiums written (gross) 433,175 433,187 449,533 494,486 543,935 598,328
Premiums earned (net) 380,683 393,127 396,997 430,931 474,024 521,426
Investment income 16,986 17,709 17,996 20,906 23,144 25,633
Realized gains (losses) 1,439 4,551 4,562 (146) 0 0
Other operating income (352) (3,120) (1,017) (98) (108) (118)
Losses (379,223) (391,542) (397,747) (427,206) (469,373) (516,225)
Selling (251,822) (260,320) (292,588) (317,165) (348,407) (383,248)
Underwriting & commissions (77,943) (69,075) (60,116) (61,192) (67,311) (74,042)
Other operating expense (49,458) (62,147) (45,043) (48,849) (53,654) (58,935)
Equity in affiliates (pretax) 4,250 3,951 4,524 5,429 6,515 7,817
Pretax income 23,783 24,676 25,315 29,815 34,202 38,532
Income taxes 496 (3,808) (3,663) (4,314) (4,949) (5,576)
Consolidated net income 24,279 20,868 21,652 25,501 29,253 32,957
Minority interest 3 0 0 0 0 0
Net income 24,282 20,868 21,652 25,501 29,253 32,957
BALANCE SHEET 2019A 2020A 2021A 2022E 2023E 2024E
YE 31 Dec (RMB mn)

Assets

Cash & short-term linvestments 96,918 97,135 90,988 100,689 111,508 123,508
Total fixed income securities investment 149,072 168,511 172,851 191,279 211,833 234,630
Total equity securities investment 91,728 110,734 143,804 159,136 176,235 195,201
Real estate assets 22,684 30,328 29,594 32,592 35,900 39,544
Other investments 0 0 0 0 0 0
Premium balance receivables 53,593 50,103 55,399 60,939 67,033 73,736
Investment in unconsolidated subs. 50,477 53,262 56,945 62,640 68,903 75,794
Deffered tax assets 5,121 5,055 7,116 7,472 7,845 8,238
Intangible assets 0 0 0 0 0 0
Other assets 126,488 131,673 125,925 136,641 148,334 161,099
Total assets 596,081 646,801 682,622 751,387 827,591 911,750

Liabilities & shareholders' equity

Insurance policy liabilities 306,902 314,623 340,529 370,063 402,416 438,004
Insurance reserves 146,627 153,780 169,606 184,018 199,849 217,264
Unearned premiums 158,513 159,093 169,175 184,010 200,328 218,277
Policy claims 0 0 0 0 0 0
Other insurance liabilities 1,762 1,750 1,748 2,035 2,239 2,463
ST debt & curr. portion LT debt 16,759 29,028 37,985 41,784 45,962 50,558
Deffered tax liabilities 0 0 0 0 0 0
Other liabilities 102,466 113,119 98,459 121,814 144,465 169,261
Total liabilities 426,127 456,770 476,973 533,660 592,843 657,823
Total common equity 169,953 187,513 202,887 217,726 234,749 253,927
Common stock/ordinary capital 22,242 22,242 22,242 22,242 22,242 22,242
Capital surplus 11,412 11,412 11,412 11,412 11,412 11,412
Retained earnings 40,998 48,030 58,318 73,157 90,180 109,358
Equity eeserves 106,713 117,241 122,327 122,327 122,327 122,327
Revaluation eeserves 59,703 61,814 64,100 64,100 64,100 64,100
Other appropriated Reserves 35,598 44,015 46,815 46,815 46,815 46,815
Total shareholders' equity 169,953 187,513 202,887 217,726 234,749 253,927
Minority interest 1 2,518 2,762 0 0 0
Total equity 169,954 190,031 205,649 217,726 234,749 253,927
Total liabilities & shareholders' equity 596,081 646,801 682,622 751,387 827,591 911,750

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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PER SHARE DATA 2019A 2020A 2021A 2022E 2023E 2024E
YE 31 Dec

DPS 0.46 0.38 0.41 0.48 0.55 0.62
EPS (Reported) 1.09 0.94 0.97 1.15 1.32 1.48
Consensus EPS na 0.90 1.10 1.30 1.40 1.50
No. of shares basic 22,242 22,242 22,242 22,242 22,242 22,242
PROFITABILITY 2019A 2020A 2021A 2022E 2023E 2024E
YE 31 Dec

Return on equity (ROE) 15.6% 11.7% 11.1% 12.1% 12.9% 13.5%
Return on asset (ROA) 4.2% 3.4% 3.3% 3.6% 3.7% 3.8%
Combined ratio 99.2% 98.9% 99.6% 98.6% 98.5% 98.5%
Loss ratio 66.2% 66.2% 73.7% 73.6% 73.5% 73.5%
Expense ratio 33.0% 32.7% 25.9% 25.0% 25.0% 25.0%
VALUATION 2019A 2020A 2021A 2022E 2023E 2024E
YE 31 Dec

P/B 0.9 0.8 0.7 0.7 0.6 0.6
Div yield (%) 7.0 5.7 6.2 7.3 8.4 9.4
ROE (%) 15.6 11.7 11.1 12.1 12.9 135

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

30 Aug 2022 @Eﬁ@ﬁ

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 inve stment 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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