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Ping An (2318 HK)

Senior mgmt change is positive to LT development

Ping An announced 9M19 results on 24 Oct. Operating profit after deducting
short-term investment variances, impact of discount rate change and one-off
items, increased 21.5% YoY. However, NBV growth missed previous guidance
by the Company due to restructuring of life insurance business. The Company
also announced changes of senior management to lay foundation for long-term
development.

NBV guidance trimmed. In 9M19, NBV increased 4.5% YoY to RMB 58.81bn
(6.1%/3.2%/4.1% in 1Q/2Q/3Q, respectively). NBV growth fell short of the
Company’s guidance at interim briefing at >7.3%. Weaker-than-expected NBV
growth was due to sluggish first-year premium growth (-7.0% YoY in 9M19),
although NBV margin expanded 5.3ppt YoY to 48.1% in 9M19. Restructuring
of life business, with respect to product mix upgrade and agent team
management has weighed on life premium growth of the Company. As of 30
Sep 2019, agent headcount shrank 12.1%/3.2% from YE18 and 2Q19.

Result highlights. 1) Steady increase of operating profit, which was up 21.5%
YoY to RMB 104.1bn in 9M19, primarily driven by life & health insurance and
P&C insurance business. 2) Investment of insurance funds achieved
annualized net investment yield of 4.9% and total investment yield of 6.0%.
Insurance funds increased 8.6% from YE18 to RMB 3.03tn. 3) Satisfactory
customer development, with retail customers increasing 9.5% from YE18 to
201.4 million and internet users increasing 10.4% to 594.4 million.

Changes of senior management to improve governance structure. The
Company also announced some changes in senior management, particularly
the appointment of Mr. Xie Yonglin as the president of the Company. We think
the above changes could improve efficiency of decision-making of Ping An
and may clear some uncertainties regarding future governance structure of
the Company.

Valuation. The stock now trades at 1.36x 1H19A P/EV, above insurance
peers’ average of 0.52x P/EV. We think stock price may face some pressure
in the near term due to weaker NBV growth and management shuffle.
However, we believe Ping An’s long-term growth story empowered by
technology applications remains intact and the Company is likely to deliver stable
annual growth in 2019.

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) 23.3 16.4 13.6
P/B (x) 3.8 3.1 2.6
P/EV (x) 2.3 1.8 15
Yield (%) 0.9% 1.8% 2.8%
ROE (%) 17.4% 20.8% 20.9%

Source: Company data, CMBIS
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Focus Charts

Figure 1: Result summary

P&L 9M18 9M19 YoY 3Q18 3Q19 YoY
Gross written premiums 561,835 615,067 9.5% 153,641 168,586 9.7%
Net earned premiums 530,265 580,666 9.5% 143,979 159,234 10.6%
Reinsurance income 5,472 5,248 -4.1% 1,662 1,581 -4.9%
Total premium income 535,737 585,914 9.4% 145,641 160,815 10.4%
Claims and benefits (355,971) (436,182) 22.5% (82,043) (110,446) 34.6%
Insurance commission expenses (102,931) (88,503) -14.0% (32,608) (26,846)  -17.7%
G&A expenses (106,373) (126,623) 19.0% (40,249) (43,569) 8.2%
Underwriting profit (29,538) (65,394)  121.4% (9,259) (20,046)  116.5%
Investment income
Net interest income of banking 54,418 66,414 22.0% 17,192 22,658 31.8%
Net fees and commissions 28,212 33,220 17.8% 6,999 11,209 60.2%
Other income and expenses
Pretax profit 122,411 160,901 31.4% 33,626 44,662 32.8%
Income tax (32,922) (19,153) -41.8% (10,929) (8,652)  -20.8%
Less: (Minorities) (10,092) (12,181) 20.7% (3,417) (4,119) 20.5%
Net profit attributable to shareholders 79,397 129,567 63.2% 19,280 31,891 65.4%
Operating profit attributable to shareholders 85,637 104,061 21.5% 26,298 30,597 16.3%
B/S 3Q18 3Q19 YoY 2Q19 3Q19 QoQ
Total assets 6,910,935 7,786,963 12.7% 7,562,398 7,786,963 3.0%
Total liabilities 6,260,499 6,992,235 11.7% 6,798,426 6,992,235 2.9%
Shareholder equity 527,987 641,197 21.4% 625327 641,197 2.5%
Key metric (during period) 9M18 9M19 YoY 3Q18 3Q19 YoY
FYP used to calculate NBV 131,541 122,273 -7.0% 30,997 30,365 -2.0%
New business value of L&H (RMB mn) 56,267 58,805 4.5% 17,058 17,753 4.1%
P&C written premiums 181,147 196,875 8.7% 62,269 66,409 6.6%
- Auto insurance premiums 130,485 138,683 6.3% 45,768 46,345 1.3%
Combined ratio of P&C 96.0% 96.2% +0.2 ppt n/a n/a n/a
Net investment yield of insurance funds 4.7% 4.90% +0.2 ppt n/a n/a n/a
Total investment yield of insurance funds 4.0% 6.00% +2 ppt n/a n/a n/a
Key metrics (end of period) 3Q18 3Q19 YoY 2Q19 3Q19 QoQ
# of life insurance agents (‘000) 1,430 1,245 -12.9% 1,286 1,245 -3.2%
# of retail customers, group (million) 183.96 201.39 9.5% 196.04 201.39 2.7%
Comprehensive solvency margin ratio - PA Life 227.8% 228.7% +0.9 ppt 228.0% 228.7% +0.7 ppt
Comprehensive solvency margin ratio - PA P&C 219.0% 261.9% +42.9 ppt 255.3% 261.9% +6.6 ppt

Source: Company data
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Figure 2: Operating profit breakdown

RMB mn

Operating profit 9IM18 Share (%) 9IM19 Share (%) YoY
L&H 52,136 60.9 68,394 65.7 31.2%
P&C 8,081 9.4 14,184 13.6 75.5%
Banking 11,864 13.9 13,700 13.2 15.5%
Asset management 10,827 12.6 8,364 8.0 -22.7%
Technology 5,403 6.3 4,110 3.9 -23.9%
Others and elimination -2,673 3.1) -4,692 (4.5) 75.5%
Total operating profit 85,638 100.0 104,060 100.0 21.5%

Source: Company data, CMBIS
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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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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.
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