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Strategic cooperation with internet company ended 
without gain

Neutral
Price: HK$44.65

27 Feb 2015

Price Target: HK$42.00

PT End Date: 30 Jun 2015

New China Life has just disclosed that the company’s trial to cooperate with a strategic investor in the internet 
industry has terminated without any result. Despite relatively weak fundamental/ business performance compared to 
major life insurers, the company has been the best performer during 2014 within H-share listed Chinese insurers. 
Thus we do not rule out the possibility that there might have been some positive market expectation built up on the 
strategic cooperation potential with the internet company including ownership structure changes. Although the sector 
has outperformed the market by 2-10% during New China Life’s suspension period, given that the company has 
shown the best YTD performance (+14%) coupled with the termination disclosure on the cooperation discussion, we 
expect a short-term negative share price reaction to the news. The company’s H-share listed stock will resume 
trading on 2 March-15.

 Trading suspended since 19 January, 2015. Due to the business cooperation effort with a strategic investor in 
the leading position in the internet industry (i.e., significant matter), the trading on this company has been
suspended for more than a month. During the suspension period, H-share listed major insurers have outperformed 
the market by 2-10% on the back of: 1) strong January premium, 2) more evidence on reform agenda (i.e., release 
on the C-ROSS framework, life pricing liberalization outlook, healthcare market acceleration etc.), and 3) market 
unwind on insurers’ asset quality concern following the government’s easing cycle. That said, our initial thought 
is that the disclosure today would work as a short-term ‘negative’ share price catalyst as we do not rule out 
the positive market expectation built up on the strategic cooperation potential with the internet company to some 
extent. We highlight that, despite its relatively poor operational trend, the company was the best performer in 
2014 (+51%) and also the best YTD performer (+14%). 

 Major fundamental challenge ahead with asset quality concern mitigation outlook. Following the monetary 
easing trend in China, market concern on the company’s large size asset allocation to non-standard assets (i.e., 
~18% of AUM as of Jun-14) would likely to be mitigated to some extent. However, its overall fundamental 
outlook looks quite challenged for this year, we believe. First, we expect sizable reserve top-up for the next 
couple of quarters following lowered long-term bond yield trend. Based on our observation as of 3Q14, compared 
to peers, overall liability reserving size looks relatively small (New China Life Insurance Company Ltd - H: 3Q14 
results – Strong bottom line, but asset allocation and fast liability reserve growth are our key concerns, October 
26, 2014) Second, due to high business dependency on the bancassurance channel, its premium growth for 2014/ 
1M15 was only equally +6% y/y. Considering its higher surrender ratio (-1.9%, as of Sep-14) (or asset-liability 
cash flow mis-matching), despite the healthcare insurance market acceleration, we expect that the company’s 
major business focus is likely to remain the bancassurance channel selling the savings-type policies. Third, given 
its earnings model is largely based on the investment spread margin (= investment return- funding cost), the 
pricing liberalisation on life policies (or higher funding cost) and potential deposit rate cut (or lower investment 
return) would work as earnings/ NBV compression factor, we believe. Finally, following gradual introduction of
the C-ROSS framework, despite lowered interest rate environment, we do not expect its further asset allocation 
changes into the risky asset.   
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Figure 1: China life insurers: NBV margin trend

%

Source: Company data. J.P. Morgan estimates.

Note: NBV margin = NBV/ First Year Premium (FYP)

Figure 2: China life insurers: Agency headcount trend

persons

Source: Company data.

Figure 3: New China Life: Asset Allocation trend

Rmb in billions, %

Source: Company data. J.P. Morgan estimates.

Figure 4: New China Life: Provision for insurance reserve/ GWPs
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Source: Company data

Investment Thesis 

Despite its earnings recovery in 2013 on the back of it recovering from a large impairment loss, its insurance operation 
showed little evidence of fundamental improvement in that year. We think its relatively small balance sheet will remain a 
key disadvantage during this period of strong industry growth. However, a strong A-share market recovery and further 
monetary easing from the government should work as upside catalysts. 

Valuation

Our New China Life-H PT (Jun-15) of HK$42 is derived from a multi-stage NBV growth model, which yields an implied 
P/EV of 1.4x and implied NBM of 7x.

Embedded value (31 December, 2014) 27.97 
Expected return on EV 2.45 
New business value (2014) 1.77 
Experience variance (0.91)
Market value adjustments (0.04)
Capital movement (0.25)

Embedded value (31 December, 2015) 30.98 

Goodwill 12.47 
New business value (2015) 1.77 
New business multiple (x) 7.1x

Fair Value (Dec-15) 43.5
Price Target (Jun-15) 42.0

Source: J.P. Morgan estimates.

Risks to Rating and Price Target

Upside risks to our rating and price target include: 1) sooner-than-expected restructuring results; 2) a stronger-than-
expected rally in A-share markets; and 3) rapid branch network expansion, driving premium growth. 

Downside risks to our rating and price target include: 1) a weaker-than-expected A-share market movement; 2) a flattening 
China long-term bond yield driving reserve provisioning top-up; and 3) a faster-than-expected asset quality deterioration 
cycle.
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Analyst Certification: The research analyst(s) denoted by an “AC” on the cover of this report certifies (or, where multiple research 
analysts are primarily responsible for this report, the research analyst denoted by an “AC” on the cover or within the document 
individually certifies, with respect to each security or issuer that the research analyst covers in this research) that: (1) all of the views 
expressed in this report accurately reflect his or her personal views about any and all of the subject securities or issuers; and (2) no part of 
any of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations or views 
expressed by the research analyst(s) in this report. For all Korea-based research analysts listed on the front cover, they also certify, as per 
KOFIA requirements, that their analysis was made in good faith and that the views reflect their own opinion, without undue influence or 
intervention.

J.P. Morgan does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the 
firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single 
factor in making their investment decision.

Important Disclosures

  Lead or Co-manager: J.P. Morgan acted as lead or co-manager in a public offering of equity and/or debt securities for New China 
Life Insurance - H within the past 12 months.

  Client: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as clients: New China Life Insurance 
- H.

  Client/Investment Banking: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as investment 
banking clients: New China Life Insurance - H.

  Investment Banking (past 12 months): J.P. Morgan received in the past 12 months compensation from investment banking New 
China Life Insurance - H.

  Investment Banking (next 3 months): J.P. Morgan expects to receive, or intends to seek, compensation for investment banking 
services in the next three months from New China Life Insurance - H.

Company-Specific Disclosures: Important disclosures, including price charts and credit opinion history tables, are available for 
compendium reports and all J.P. Morgan–covered companies by visiting https://jpmm.com/research/disclosures, calling 1-800-477-0406, 
or e-mailing research.disclosure.inquiries@jpmorgan.com with your request. J.P. Morgan’s Strategy, Technical, and Quantitative 
Research teams may screen companies not covered by J.P. Morgan. For important disclosures for these companies, please call 1-800-
477-0406 or e-mail research.disclosure.inquiries@jpmorgan.com.

Date Rating Share Price 
(HK$)

Price Target 
(HK$)

23-Feb-12 N 35.00 38.00

29-Mar-12 N 30.30 34.00

13-Apr-12 N 31.90 33.00

02-Aug-12 N 24.60 30.00

29-Oct-12 N 24.75 31.00

09-Jan-13 N 31.75 34.00

07-May-13 NR 28.10 --

22-Jun-13 N 23.75 28.00

28-Aug-13 N 21.30 24.00

27-Mar-14 UW 22.75 18.00

27-Aug-14 UW 28.05 20.00

08-Jan-15 N 40.15 42.00

The chart(s) show J.P. Morgan's continuing coverage of the stocks; the current analysts may or may not have covered it over the entire 
period. 
J.P. Morgan ratings or designations: OW = Overweight, N= Neutral, UW = Underweight, NR = Not Rated

Explanation of Equity Research Ratings, Designations and Analyst(s) Coverage Universe: 
J.P. Morgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperform the 
average total return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Neutral [Over the next six to twelve 
months, we expect this stock will perform in line with the average total return of the stocks in the analyst’s (or the analyst’s team’s) 
coverage universe.] Underweight [Over the next six to twelve months, we expect this stock will underperform the average total return of 
the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Not Rated (NR): J.P. Morgan has removed the rating and, if 
applicable, the price target, for this stock because of either a lack of a sufficient fundamental basis or for legal, regulatory or policy 
reasons. The previous rating and, if applicable, the price target, no longer should be relied upon. An NR designation is not a 
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recommendation or a rating. In our Asia (ex-Australia) and U.K. small- and mid-cap equity research, each stock’s expected total return is 
compared to the expected total return of a benchmark country market index, not to those analysts’ coverage universe. If it does not appear 
in the Important Disclosures section of this report, the certifying analyst’s coverage universe can be found on J.P. Morgan’s research 
website, www.jpmorganmarkets.com. 

Coverage Universe: Kim, MW: AIA Group Ltd (1299.HK), China Life Insurance - A (601628.SS), China Life Insurance - H 
(2628.HK), China Pacific Insurance Group - A (601601.SS), China Pacific Insurance Group - H (2601.HK), China Taiping Insurance 
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J.P. Morgan Equity Research Ratings Distribution, as of January 1, 2015

Overweight
(buy)

Neutral
(hold)

Underweight
(sell)

J.P. Morgan Global Equity Research Coverage 45% 43% 12%
IB clients* 56% 49% 33%

JPMS Equity Research Coverage 45% 48% 7%
IB clients* 75% 67% 52%

*Percentage of investment banking clients in each rating category.
For purposes only of FINRA/NYSE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold 
rating category; and our Underweight rating falls into a sell rating category. Please note that stocks with an NR designation are not included in the table 
above.

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered 
companies, please see the most recent company-specific research report at http://www.jpmorganmarkets.com, contact the primary analyst 
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