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New China Life (1336 HK)

Lackluster FYRP growth likely weighs on NBV

NCI announced 9M19 results on 30 Oct 2019. Gross written premiums increased
7.9% YoY to RMB 107.9bn whereas net profit increased 68.8% YoY to RMB13bn,
or 44.3% YoY after deducting non-recurring benefits from tax policy adjustment.
Total investment yield remained largely stable at 4.7% on annualized basis.

B Result positives. 1) Net profit beat. However, when compared with peers,
NCI’s net profit surge after deducting one-off items was primarily attributable
to underwriting cost and G&A cost reduction (likely resulting from negative
FYRP growth, agent headcount shrinkage, and etc.), rather than to rapid
increase in investment income. 2) Stable, albeit not outstanding
investment performance. Investment income, including interest & dividend
income, realized gains as well as fair value gains, rose 3.0% in 9M19 and 4.5%
in 3Q19. Investment assets advanced 12.2% YoY/1.5% QoQ to RMB 785bn
as of 30 Sep 2019.

B However, lackluster FYRP growth in both individual and bancassurance
channel may cloud NBV growth. Overall FYRP decreased 23.5% YoY in 3Q19,
reversing +1.1% growth in 1H19 (18.2%/-17.6% in 1Q/2Q). Although the
Company did not announce NBV figures in quarterly report, we think
disappointing FYRP growth and a relatively high base in 2H18 will weigh on
2H19 NBV growth. We therefore revise down 2019 NBYV forecast by 2.8% to
RMB 11.6bn, representing YoY decrease of 5%.

B We see more challenges than positive catalysts in 4Q19. Although we
acknowledge that the upgrade of critical illness products may expand
underwriting business of the Company, we see more challenges in 4Q19
particularly on the underwriting front. FYRP growth has not turned positive yet
and NBV margin pressure also exists. We think management reshuffle at the
beginning of the year has to some extent crimped business development of
NCI. The Company may need extra amount of time to revisit its growth
strategy and execution roadmap.

B Revise down TP to HK$42.59. We rolled over valuation basis to FY20E.
However, due to less optimistic NBV outlook, we trimmed NBV and EV
forecast. Accordingly, new TP is HK$42.59, which corresponds to 0.57x
FY20E P/EV. The Company’s H-share is now trading at 0.42x FY20E P/EV,
1std below historical average. Valuation is undemanding. Maintain BUY.

Earnings Summary

(YE 31 Dec) FY17A FY18A FY19E FY20E FY21E
GWP (RMB mn) 109,294 122,286 132,070 141,800 151,397
YoY Growth (%) -2.9 11.9 8.0 7.4 6.8
Total income (RMB mn) 143,082 151,964 162,852 176,550 187,720
Net profit (RMB mn) 5,383 7,922 13,057 13,955 14,721
EPS (RMB) 1.73 2.54 4.19 4.47 4.72
EPS CHG (%) 8.9 47.2 64.8 6.9 55
P/B (x) 1.38 1.34 1.09 0.95 0.83
P/EV (x) 0.57 0.51 0.45 0.42 0.40
Yield (%) 1.84 2.72 4.49 4.80 5.06
RoEV (%) 19.7 13.9 13.7 8.9 7.6

Source: Company data, CMBIS estimates
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Shareholding Structure

Central Huijin Investment 31.34%

China Baowu Steel Group 12.09%

Source: HKEx
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Figure 1: 3Q19 results summary

(RMB mn)

P&L 9M18 9M19 YoY 3Q18 3Q19 YoY
Gross written premiums 100,008 107,912 7.9% 32,138 33,897 5.5%
Net premiums earned 97,601 105,219 7.8% 31,316 33,160 5.9%
Investment income 24,373 25,109 3.0% 8,066 8,425 4.5%
Total income 122,633 130,998 6.8% 39,666 41,906 5.6%
Insurance benefits and claim expenses (88,776) (95,009) 7.0% (28,857) (31,584) 9.5%
Underwriting costs (13,077) (13,026) -0.4% (4,421) (4,083) -7.6%
Admin expenses (8,276) (8,405) 1.6% (2,976) (2,893) -2.8%
Total expenses (112,524) (118,897) 5.7% (37,084) (39,867) 7.5%
Associates and JVs 136 220 61.8% (85) 42 -149.4%
Pre-tax profit 10,245 12,321 20.3% 2,497 2,429 -2.7%
Income tax (2,542) 683 -126.9% (594) 29 -104.9%
Less: Minority interests 1) 1) 0.0% - - n/a

Net profit 7,702 13,003 68.8% 1,903 2,458 29.2%
B/S 3Q18 3Q19 YoY 2Q19 3Q19 QoQ
Investment assets 699,826 784,969 12.2% 773,231 784,969 1.5%
Total assets 753,256 822,083 9.1% 808,124 822,083 1.7%
Insurance contracts liabilities 589,825 639,198 8.4% 622,998 639,198 2.6%
Total liabilities 686,636 742,275 8.1% 731,524 742,275 1.5%
Equity attributable to shareholders 66,611 79,798 19.8% 76,590 79,798 4.2%
Key indicators 9M18 9M19 YoY 3Q18 30Q19 YoY
FYRP (RMB mn) 17,192 15,997 -7.0% 5,622 4,299 -23.5%
Key indicators (end of period) 3Q18 3Q19 YoY 2Q19 3Q19 QoQ
Core solvency margin ratio 268.3% 287.5% +19.2 ppt 284.9% 287.5% +2.6 ppt
Comprehensive solvency ratio 273.3% 288.4%  +15.1 ppt 289.5% 288.4% -1.1 ppt

Source: Company data, CMBIS estimates
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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 premium 109,356 122,341 132,151 141,884 151,484 Growth (%)
Net premiums earned 107,990 120,002 129,008 139,146 148,599 GWP growth (2.9) 11.9 8.0 7.4 6.8
Investment income 34,380 31,185 33,012 36,474 38,138 Total income growth (1.2) 6.2 7.2 8.4 6.3
Other operating income 712 777 831 930 983 Net profit growth 8.9 47.2 64.8 6.9 55
Total income 143,082 151,964 162,852 176,550 187,720 EV growth 18.6 12.8 12.3 6.8 55

Net investment yield 5.1 5.0 4.9 4.9 4.8
Insurance claims and reserves (102,481) (109,842) (118,227) (121,449) (128,466) Total investment yield 5.2 4.6 4.6 4.6 4.5
Commissions expenses (15,908) (16,711) (16,126) (18,089) (20,061) Investment assets growth 13 1.7 14.5 7.2 53
Other operating expenses (15,945) (14,202) (14,855) (18,609) (19,836)
Total expenses (134,334) (140,755) (149,209) (158,147) (168,363) Underwriting (%)

Agent FYRP growth 19.0 (25.0) (2.5) 2.0 2.0
Associates and JVs 296 404 392 396 400 Bancassurance FYRP growth 13.0 (26.9) 12.0 8.0 8.0
Finance cost (1,714)  (1,103) (963) (906) (882) Agent FYRP/FYRP 76.8 773 74.7 73.6 725
Pre-tax profit 7,330 10,510 13,072 17,893 18,874 Renewal growth 19.4 23.8 8.9 7.7 7.1
Income tax (1,946) (2,587) (14) (3,936) (4,152) Renewal/overall GWP 72.2 79.9 80.5 80.7 80.9
Less: Minority interests 1 1 1 1 1 NBV (RMB mn) 12,063 12,210 11,603 12,291 12,896
Net profit 5,383 7,922 13,057 13,955 14,721 NBV growth 154 1.2 (5.0) 5.9 4.9

NBV margin (APE) 40.5 50.8 46.1 45.9 45.6
Balance sheet
YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E Returns (%)
Investment assets 688,315 699,826 796,653 859,585 905,563 ROEV 19.7 13.9 13.7 8.9 7.6
other assets 21,960 34,103 34,966 37,982 40,919
Total assets 710,275 733,929 831,619 897,566 946,483 Solvency (%)

Core solvency ratio 275.9 269.6 288.3 289.5 288.4
Insurance liabilities 575,277 594,620 636,795 677,698 721,445 Comprehensive solvency ratio 281.7 2745 288.3 289.5 288.4
Other liabilities 71,275 73,713 113,940 127,332 119,372
Total liabilities 646,552 668,333 750,736 805,030 840,817 Per share

EPS (RMB) 1.73 2.54 4.19 4.47 4.72
Shareholders' equity 63,715 65,587 80,877 92,529 105,659 DPS (RMB) 0.52 0.77 1.27 1.36 1.43
Minority interest 8 9 7 7 7 EVPS (RMB) 49.20 55.51 62.33 66.58 70.27
Total equity 63,723 65,596 80,884 92,536 105,666 BVPS (RMB) 20.42 21.02 25.93 29.66 33.87

Source: Company data, CMBIS estimates
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in this report.
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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.
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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
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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,
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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.
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point-of-view and analytical methods when compiling. CMBIS may make investment decisions or take proprietary positions that are inconsistent
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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
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Additional information on recommended securities is available upon request.
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