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Ping An Insurance Group - H (2318 HK)
2H14 first cut: Strong fundamental re-rating, muted trust AUM growth, and 10-for-10 
bonus share issue proposal

Overweight
Price: HK$88.50
19 Mar 2015

Price Target: HK$130.00
PT End Date: 30 Jun 2015

The company delivered strong 2H14 results, enough to drive near-term price momentum. (1) Better-than-expected fundamental re-rating for insurance 
operations (Life: 2H NBV growth: +26% y/y, FY14 P&C combined ratio: 95%), (2) muted trust AUM growth (+9% h/h) with enhanced risk management 
discussion under G-SIIs context, (3) proposal for a 10-for-10 bonus share issue to the existing shareholders with Rmb0.50/share of the final dividend are key 
takeaways from 2H results. Despite strong evidence on customer migration trend and fast business development on the internet finance (i.e., Lufax, Wanliton, 
Ping An Pay, etc.), we do not factor those positives in due to little earnings/value contribution outlook similar to Ping An Trust. We maintain our forecasts 
pending further review following the analyst briefing. Nonetheless, the company’s outstanding fundamental re-rating, its better risk management recognition 
status, and surprising capital deployment plan suggest strong share price upside potential at the current share price level we believe.

• Strong 2H14 results. The company delivered strong 2H results on many fundamental metrics. (1) Life: With further increase on the agency headcount 
(total: 363,000 persons, +14% y/y), the contribution of the protection-type products (i.e., accident & health, traditional) increased to +41% of total new 
business in 2014 (vs. 23% in 2012) driving record FY14 NBV growth (~22B, +21% y/y). As expected, however, the NBV margin in the bancassurance 
declined to ~3.6% (-3.4%p y/y). (2) Non-life: Thanks to strong premium growth (+24% y/y) and underwriting margin improvement (combined ratio: 
95.3%, -2%p y/y), net profit on Ping An P&C increased by +50%y/y. (3) Trust: compared to 1H14 (+26% h/h), overall Trust AUM growth has largely 
muted (~Rmb 399B, +9% h/h) with more disclosure regarding underlying assets/ risk management process. (4) Capital: Due to equity capital raising (HK$ 
36.8B in Dec-14) and strong earnings, the group solvency ratio improved to 205% (+31%p y/y). Thus, we do not think its slight miss on FY14 NP 
consensus (actual ~ Rmb39B, +40% y/y vs. consensus/JPMe: ~41B) as a negative point. (Ping An Bank 4Q14 result: link)

• Enhanced risk management discussion under G-SIIs designation. Following the regulatory follow-up, for the first time, its annual report incorporates 
many discussion related to the risk management procedure as one of G-SIIs. According to the annual report, the company established and submitted its 
Systematic Risk Management Plan (SRMP), Recovery and Resolution Plan (RRP), and Liquidity Risk Management Plan (LRMP) to CIRC following the 
request by FSB and IAIS in 2014. To comply with better risk management guidance under the global standard, we believe the company will consider de-
leveraging its non-insurance/banking business (i.e., Ping An Trust/ Lufax etc.) in the near term (For details on the regulatory timetable for G-SIIs: link) 

• Surprising capital deployment plan. Coupled with Rmb0.5/share for the final dividend, the company proposed a 10-for-10 bonus share issue to 
existing shareholders, releasing capital reserve (equivalent to Rmb~9.14B) for shareholder approval at the AGM. In addition, the company officially 
announced its mid-term shareholders’ return plan (2015-17) under separate disclosure. The company noted ~15%-30% of the annual profit distribution as 
the cash dividend. Our initial impression is that the company seems to have an optimistic outlook on its future earnings growth as well as the balance sheet 
condition under C-ROSS/G-SIIs. However, considering its strong insurance premium growth (or capital consumption) outlook and chronic risk concern on 
non-insurance business (higher asset risk charge), we would like to see more clarity on this capital management plan. 

• Price target, valuation and risks. We maintain our forecasts pending the analyst briefing. Key downside risks: asset quality concerns at its banking and 
trust operations, weaker-than-expected demand for protection-type products, and larger-than-expected deterioration in non-life underwriting cycle.

Table 1: Ping An Group: 2H14 earnings results
Rmb in millions, %

1H14 2H14E H/H Chg Y/Y Chg 2H14E Vs. est. 2013 2014E Y/Y Chg 2014E Vs. est.
Gross written premiums 179,395 147,028 -18% 18% 141,115 4% 269,051 326,423 21% 320,510 2%
Reinsurance prem. ceded -13,875 -10,785 -22% -7% -4,361 n.m. -21,034 -24,660 17% -18,236 35%
Net written premiums 165,520 136,243 -18% 21% 136,754 0% 248,017 301,763 22% 302,274 0%
Chg. in unearned prem. res. -6,156 -6,828 11% 78% -10,437 -35% -7,818 -12,984 66% -16,593 -22%
Net earned premiums 159,364 129,415 -19% 19% 126,317 2% 240,199 288,779 20% 285,681 1%

Net claims incurred -124,009 -104,317 -16% 16% -99,035 5% -198,002 -228,326 15% -223,044 2%

Total expenses -59,690 -69,853 17% 28% -55,593 26% -100,559 -129,543 29% -115,283 12%
Underwriting performance -24,335 -44,755 84% 26% -28,310 58% -58,362 -69,090 18% -52,645 31%

Investment income 27,387 44,151 61% 57% 43,163 2% 55,583 71,538 29% 70,550 1%

Net attributable profit 21,362 17,917 -16% 75% 19,271 -7% 28,154 39,279 40% 40,633 -3%

Source: Company reports and J.P. Morgan estimates.

Table 2: Ping An Group: 2H14 EV/ NBV results
Rmb in millions, %

1H14 2H14 H/H Chg Y/Y Chg 2H14E Vs. est. 2013 2014 Y/Y Chg 2014E Vs. est.
Group EV 364,376 458,812 26% 39% 474,050 -3% 329,653 458,812 39% 474,050 -3%
Life EV 222,681 284,682 28% 40% 284,682 0% 203,038 264,223 30% 284,682 -7%
NBV 11,792 10,174 -14% 26% 9,781 4% 18,163 21,966 21% 21,573 2%
First-year premiums 44,293 27,910 -37% 16% 27,255 2% 59,035 72,203 22% 71,548 1%
New business margin 26.6% 36.5% 35.9% +0.6% 30.8% 30.4% 30.2%

Source: Company reports and J.P. Morgan estimates.
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Figure 1: China life insurers: NBV margin trend
%

Source: Company reports and J.P. Morgan estimates. 
Note: NBV margin = NBV/ FYP

Figure 2: Ping An P&C: Combined ratio trend
%

Source: Company reports.

Figure 3: Ping An Group: Group solvency movement

 
Source: Company reports.

Figure 4: Ping An Group: Life product Mix (New Business)

 
Source: Company reports.

 
Investment Thesis
Following the strong start in the high-margin protection-type insurance market in China (mostly healthcare insurance), we think Ping An’s agency-based 
business model will drive a sector-leading fundamental re-rating of the stock. The shares do not currently price in the insurance business transition resulting 
from the full-scale healthcare insurance market opening in China in our view. For major share price drivers, we highlight: 1) non-insurance related business 
reshuffling potential as the only global systematically important insurers (G-SII) in Asia, 2) a gradual decrease in group earnings contribution from the bank (i.
e., <30%), and 3) its strong earnings re-rating from the insurance operation from structural insurance market development in China.

Valuation
Our Jun-15 PT of HK$130 (SOTP-based) is derived from 14.1x NBM for life, 2.0x P/BV for non-life and 0.6x P/BV for the bank, and applies an appraisal 
value approach for the life insurance business, a P/BV approach for the non-life insurance and banking businesses, a P/E approach for the securities business 
and a 20% discount to holding company capital. 

SOTP valuation

HK$Methodology 
Life operation 105.53 
Embedded value 48.00 Embedded value movement analysis

Goodwill 57.54 Implied P/EV of 2.2x & new business multiple of 14.1x

Non-life operation 15.14 ROE of 20.4%, CoE of 11.5% and 2.0x blended P/BV

Banking operation 7.54 Factored Rmb7.70 per Ping An Bank share

Securities operation 0.88 Based on 6.0x P/E

Holding company 5.91 20% discount to capital at holding company level

Share price equivalent (Dec-15) 135.02 Sum-of-the-parts

Price target (Jun-15) 130.00 
Source: J.P. Morgan estimates. 

Risks to Rating and Price Target
Downside risks to our rating and price target include: 1) asset quality concerns at the banking and trust operations; 2) weaker-than-expected household 
demand for protection-type products, resulting in poor NBV growth; and 3) a larger-than-expected deterioration in the non-life underwriting cycle. 

Insurance

MW Kim 
AC

(852) 2800-8517
mw.kim@jpmorgan.com
Bloomberg JPMA MKIM <GO>
Josh Klaczek
(852) 2800-8534
josh.klaczek@jpmorgan.com
J.P. Morgan Securities (Asia Pacific) Limited
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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 

• Beneficial Ownership (1% or more): J.P. Morgan beneficially owns 1% or more of a class of common equity securities of Ping An Insurance Group - H.

• Client: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as clients: Ping An Insurance Group - H.

• Client/Non-Investment Banking, Securities-Related: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as clients, and the services 
provided were non-investment-banking, securities-related: Ping An Insurance Group - H.
• Client/Non-Securities-Related: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were non-
securities-related: Ping An Insurance Group - 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 Ping 
An Insurance Group - H.
• Non-Investment Banking Compensation: J.P. Morgan has received compensation in the past 12 months for products or services other than investment banking from Ping 
An Insurance Group - 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.

http://gps-app.emea.jpmchase.net:6080/server/console/chart/?
shareClassId=503537&shareClassServerId=4&chartDesignation=1&actionType=CHART&isAdr=false&isUSDTranslation=false&cos=false&imageTypeId=4&chartHeight=288&chartWidth=456&svrTs=1426791052437

Date Rating Share Price 
(HK$)

Price 
Target (HK
$)

05-Jan-07 N 43.65 35.00
12-Apr-07 OW 40.30 50.20
17-Jul-07 OW 61.40 70.10
25-Oct-07 N 108.50 91.10
17-Mar-08 N 53.20 73.50
15-Aug-08 OW 48.30 61.90
16-Oct-08 OW 38.30 54.20
16-Jan-09 OW 35.20 50.70
09-Apr-09 N 48.65 50.40
07-Jul-09 N 57.60 61.60
15-Aug-09 N 65.00 64.00
16-Nov-09 N 73.60 81.00
14-Apr-10 N 69.65 --
18-Jun-10 OW 62.70 82.00
02-Sep-10 OW 66.10 86.00
28-Oct-10 OW 86.75 105.00
07-Mar-11 OW 83.20 101.00
07-Jul-11 OW 81.95 97.00
23-Sep-11 OW 52.55 80.00
26-Oct-11 OW 53.95 84.00
09-Jan-12 OW 48.70 72.00
02-Aug-12 OW 61.05 68.00
02-Sep-12 OW 56.00 65.00
30-Oct-12 OW 61.20 70.00
09-Jan-13 OW 68.15 76.00
07-May-13 NR 62.50 --
22-Jun-13 OW 53.60 77.00
30-Aug-13 OW 53.85 78.00
27-Oct-13 OW 57.05 84.00
14-Mar-14 OW 61.10 88.00
27-Aug-14 OW 65.25 100.00
08-Jan-15 OW 80.45 130.00

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 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 Holdings (0966.HK), Dongbu Insurance (005830.KS), Hanwha Life Insurance (088350.
KS), Hyundai Marine & Fire Insurance (001450.KS), Korean Reinsurance Company (003690.KS), New China Life Insurance - A (601336.SS), New China Life Insurance - H 
(1336.HK), PICC Group (1339.HK), PICC Property and Casualty (2328.HK), Ping An Insurance Group - A (601318.SS), Ping An Insurance Group - H (2318.HK), Samsung 
Fire & Marine Insurance (000810.KS), Samsung Life Insurance (032830.KS), Tong Yang Life Insurance (082640.KS)
J.P. Morgan Equity Research Ratings Distribution, as of January 1, 2015
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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 or your J.P. Morgan representative, or email research.disclosure.
inquiries@jpmorgan.com.
Equity Analysts' Compensation: The equity research analysts responsible for the preparation of this report receive compensation based upon various factors, including the 
quality and accuracy of research, client feedback, competitive factors, and overall firm revenues. 
Registration of non-US Analysts: Unless otherwise noted, the non-US analysts listed on the front of this report are employees of non-US affiliates of JPMS, are not registered/
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regulators and only by a dealer properly registered under applicable securities laws or, alternatively, pursuant to an exemption from the dealer registration requirement in the relevant province or 
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territory of Canada in which such offer or sale is made. The information contained herein is under no circumstances to be construed as investment advice in any province or territory of Canada and is 
not tailored to the needs of the recipient. To the extent that the information contained herein references securities of an issuer incorporated, formed or created under the laws of Canada or a province 
or territory of Canada, any trades in such securities must be conducted through a dealer registered in Canada. No securities commission or similar regulatory authority in Canada has reviewed or in 
any way passed judgment upon these materials, the information contained herein or the merits of the securities described herein, and any representation to the contrary is an offence. Dubai: This 
report has been issued to persons regarded as professional clients as defined under the DFSA rules. Brazil: Ombudsman J.P. Morgan: 0800-7700847 / ouvidoria.jp.morgan@jpmorgan.com. 
General: Additional information is available upon request. Information has been obtained from sources believed to be reliable but JPMorgan Chase & Co. or its affiliates and/or subsidiaries 
(collectively J.P. Morgan) do not warrant its completeness or accuracy except with respect to any disclosures relative to JPMS and/or its affiliates and the analyst's involvement with the issuer that is 
the subject of the research. All pricing is as of the close of market for the securities discussed, unless otherwise stated. Opinions and estimates constitute our judgment as of the date of this material 
and are subject to change without notice. Past performance is not indicative of future results. This material is not intended as an offer or solicitation for the purchase or sale of any financial 
instrument. The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as recommendations of particular securities, 
financial instruments or strategies to particular clients. The recipient of this report must make its own independent decisions regarding any securities or financial instruments mentioned herein. JPMS 
distributes in the U.S. research published by non-U.S. affiliates and accepts responsibility for its contents. Periodic updates may be provided on companies/industries based on company specific 
developments or announcements, market conditions or any other publicly available information. Clients should contact analysts and execute transactions through a J.P. Morgan subsidiary or affiliate 
in their home jurisdiction unless governing law permits otherwise. 
"Other Disclosures" last revised November 29, 2014. 
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