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Financial summary and valuation

2016 2017 2018E 2019E 2020E
Revenue (Rmbm) 311,160 350,314 395,155 450,367 518,093
YoY (%) 10.46 12.58 12.80 13.97 15.04
Net profit (Rmbm) 18,020 19,807 18,497 23,200 27,786
YoY (%) (17.52) 9.92 (6.61) 25.42 19.77
EPS (Rmb) 0.81 0.89 0.83 1.04 1.25
Diluted EPS (Rmb) 0.81 0.89 0.83 1.04 1.25
ROE (%) 15.79 15.69 12.88 14.21 15.14
Dividend yield (%) 2.90 3.18 2.97 3.72 4.45
PE (x) 8.75 7.96 8.53 6.80 5.68
PB (x) 0.88 0.79 1.02 0.91 0.81

Note: Diluted EPS is calculated as if all outstanding convertible securities, such as convertible preferred shares, convertible
debentures, stock options and warrants, were exercised.
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PICC Property & Casualty (PICC P&C) is China’s largest property and casualty insurance company,
offering a wide range of non-life insurance products, including auto insurance, accidental injury
insurance, and liability insurance. We expect the firm to continue to deliver underwriting profit and
stable investment returns, with top-line growth driven by further market share gains in both the
auto and non-auto segments, amid a positive regulatory environment. We forecast EPS of Rmb0.83
in 18E (-6.7% YoY), Rmb1.04 in 19E (+25.3% YoY), and Rmb1.25 in 20E (+20.2% YoY). With 25%
upside to our target price of HK$10.08 (1.14x 19E PB), we initiate coverage with a BUY rating.

Scale effect. PICC P&C enjoys significant economies of scale. In 1H18, its underwriting expense ratio
reached 32.3% (+0.2ppts YoY), while its administrative expense ratio only amounted to 2.4% (flat
YoY). Moreover, the firm benefits from lower commission fees thanks to direct sales (27.6% of total
direct written premiums in 1H18). We forecast combined ratios of 97.6% in 18E, 97.5% in 19E, and
97.0% in 20E (vs 97% on average over the past five years). With a cost advantage of c.5% over its 15
largest competitors, we expect PICC P&C’s market share to further grow, amid an increasingly
liberalised auto insurance market. We also expect the negative impact of higher commission ratios
on income tax expenses to be relieved under the expectation of tax-deductible commission ratio cap
to be lifted above 15%.

Non-auto to take the lead. China’s property and casualty insurance market is more skewed towards
auto insurance than in most other countries. Auto premiums accounted for over 72% of total
insurance premiums since 2010. We expect PICC P&C’s auto premium growth to decelerate to c.10%
YoY in 2018-20E, while we are positive on the growth prospects of other insurance segments,
underpinned by rising insurance awareness and government support. We believe non-auto
insurance will become the company's new earnings driver, with non-auto gross written premiums
(GWP) to grow 20%-plus YoY in 2018-20E, accounted for 35% of total GWP in 20E (vs 29% in 17A).

Initiate with a BUY. Thanks to a lower expense ratio, PICC P&C has been able to offset its
deteriorating loss ratio, while enjoying a sharp edge in China’s increasingly competitive insurance
market. Coupled with stable investment returns, the company remains one of the cheapest property
and casualty insurance stocks worldwide (0.91x 19E PB), with a return on equity (ROE) of 14% and a
dividend yield of 3% in 19E. We expect PICC P&C’s earnings to increase in 4Q18, as new regulation
helps improve its commission ratio. We note the firm has sufficient reserves to smooth out negative
underwriting results, while investments may trigger a positive earnings surprise. We believe the
current valuation level provides enough safety margin, while we are positive on the insurer’s
fundamentals improvement prospects. Using a dividend discount model (DDM), we derive a target
price of HK$10.08, representing 1.14x 19E PB. With 25% upside, we initiate coverage of the company
with a BUY recommendation.
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A P&C insurance leader

Property and casualty (P&C) insurance companies’ profit is driven by both underwriting profit, on
the liability side, and investment income, on the asset side. Due to the short-term nature of P&C
insurance policies (usually shorter than a year), the time difference between premium collection
and claim payments is relatively short. If claims and expenses are controlled within a reasonable
range (resulting in a combined ratio of less than 100%), then the insurer can make underwriting
profit. On the asset side, insurers can make investment income by investing collected premiums.
The profit formula for P&C insurers can be summarised as follows:

P&C profit = Underwriting profit + Investment income = Net premium earned x (1 - Combined ratio)
+ Investment assets x Investment yield

We note leading P&C insurers in growth markets usually enjoy stable underwriting performance
and stable income with a relatively conservative balance sheet (usually achieving higher ROE and
stable dividend yields). As a leading P&C insurance company, PICC P&C has always outperformed
its peers in terms of combined ratio, while posting stable underwriting profitability and
investment returns. We expect the firm to continue to deliver underwriting profit and stable
investment returns, with top-line growth driven by further market share gains in both the auto
and non-auto segments, amid a positive regulatory environment. Thanks to a lower expense ratio,
PICC P&C has been able to offset its deteriorating loss ratio, while enjoying a strong edge in
China’s increasingly competitive insurance market. We thus expect the firm’s combined ratio to
remain stable in the future. We also expect investment returns to be driven by longer asset
duration, underpinned by Huaxia Bank’s (600015:CH — Not rated) growing income. PICC P&C
remains one of the cheapest P&C insurance stocks worldwide (0.91x 19E PB), with an ROE of 14%
in 19E a dividend vyield of 3%. We believe the stock is currently trading at an undervalued PB
multiple.

Fig 1: Underwriting profit and total investment income as a percentage of|
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Source: Company data, SWS Research

Scale effect

PICC P&C's underwriting profit margin benefits from a significant scale effect, reaching 4.1% in
1H18 (around 3-4% in recent years). The firm’s combined ratio amounted to 95.9% in 1H18
(+0.4ppts YoY), with a loss ratio of 61.2% (+0.3ppts YoY) and an expense ratio of 34.7% (+0.1ppt
YoY). Meanwhile, the company’s underwriting expense ratio reached 32.3% in 1H18 (+0.2ppts
YoY). Thanks to its strong cost management capability, the firm’s administrative expense ratio only
totalled 2.4% in 1H18 (flat YoY).

Please refer to the last page for important disclosures Page 1
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Fig 2: Underwriting and administrative expenses as a percentage of earned
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Given the homogeneity of P&C insurance products, market players have increasingly focused on
prices and services. Given the current liberalisation of auto insurance rates, prices are now close
to their break-even level. As a result, major players are competing on costs, giving large listed
insurers a significant edge given their scale. We expect leading P&C insurance companies to gain
market share, increase their ROE, and improve their cost ratios, amid China’s auto insurance
liberalisation reforms.

Non-auto to take the lead

In 1H18, PICC P&C achieved total premium income of Rmb204.8bn, with a market share of 34.0%
(+0.9ppts from end-2017), ranking first in the P&C insurance industry. We note all segments
posted YoY premium growth in 1H18: +3.9% YoY for auto insurance premiums and +33.6% YoY for
non-auto insurance premiums. Meanwhile, the proportion of non-auto insurance premiums in the
firm’s total insurance premiums increased 5.9ppts to 40.3%.

Fig 3: PICC P&C’s market share
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Fig 4: Auto and non-auto insurance premium breakdown
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China’s P&C insurance market is more skewed towards auto insurance than in other countries. We
are positive on the growth prospects of non-auto insurance segments, underpinned by rising
insurance awareness and government support.

Fig 5: P&C insurance premium breakdown
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We believe non-auto insurance will become the company's new earnings driver, with non-auto
GWP to grow 20%-plus YoY in 2018-20E. We expect accident & health, agriculture, liability, and
credit & guarantee to be the fastest growing non-auto segments for PICC P&C in 2018-20E. We
forecast the proportion of non-auto insurance in the firm’s total GWP to increase from 29% in 17A
to 35% in 20E.

Please refer to the last page for important disclosures Page 3
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Fig 6: PICC P&C’s insurance premium breakdown in 1H18
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Auto premiums to maintain stable growth

China’s P&C insurance market is mainly driven by auto insurance, which has accounted for over
72% of the total market since 2010. Auto premiums totalled Rmb752.1bn in 2017 (+10% YoY). We
anticipate continuous growth in the total number of motor vehicles, which reached 217m in 2017
(+12% YoY), thus supporting auto premium growth, despite the negative impact from falling
premium rates amid China’s auto insurance liberalisation reforms. As such, we forecast slowing
auto premium growth in 2018-20E (+c.10% YoY).

Fig 7: China’s P&C insurance premium breakdown in 2017
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Fig 8: China’s motor vehicle and auto premium YoY growth rates
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We believe the increasing auto insurance coverage will offset the falling premium rates caused by
the auto insurance liberalisation reforms. According to statistics compiled by China Insurance
Information Technology Corporation (CITC), the insurance coverage adequacy ratio increased
from 68.4% in 2014 to 81.9% in 2017. As per government regulation, owners of motor vehicles
must take out liability insurance offering basic coverage for road traffic accidents (including loss of
life and damage to third-party property). Meanwhile, insurees may purchase additional motor
vehicle liability insurance to supplement the basic coverage.

Fig 9: China’s insurance coverage adequacy ratio
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Auto insurance liberalisation

We expect China’s P&C insurance industry to enter an earnings recovery cycle. We note the
industry's premium growth has rebounded significantly since early 2018, with 1H18 YoY growth of
12.1%. Meanwhile, regulators have increased control on the P&C insurance market. We believe
stricter market supervision will curb costs for P&C insurers, especially in the auto insurance
segment, and expect the combined ratio of quality insurers to improve. We believe the market is
overly pessimistic about the P&C insurance sector, mainly due to uncertainties related to China’s
auto insurance liberalisation reforms.

We believe competition will intensify, premium adequacy ratios decline, and loss ratios increase
during the initial stage of the reforms. Longer-term, we expect the industry to become increasingly
concentrated. As a leading player, we expect PICC P&C to maintain stable underwriting profit
margin and gain market share. Furthermore, we see earnings as likely to increase due to lower

Page 5
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income tax, as the firm’s commission rate falls below 15% or through a higher tax-deductible
commission ratio (which may be increased to more than 15%). As such, we expect PICC P&C to be
one of the major beneficiaries of China’s auto insurance liberalisation reforms.

Fig 10: China’s auto insurance liberalisation reforms
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Source: SBIRC, SWS Research

Note: UW = underwriting factor, Dist = distribution factor, NCD = no-claim discount factor
* Tianjin, Hebei, Fujian, Guangxi, Sichuan, Qinghai, Qingdao, and Xiamen

** Shanxi, Fujian, Shandong, Henan, and Xiamen

China’s auto insurance liberalisation reforms started in 2015, allowing prices to be more in line
with market mechanisms. During the first round of reform, a pricing factor interval was set with
increased pricing autonomy for insurance companies, based on the following formula: “premium =
benchmark premium x rate adjustment factor = benchmark pure risk premium / (1 - surcharge
rate) x underwriting factor x distribution factor x no-claim discount factor x traffic violation factor”.
In this formula, the benchmark pure risk premium, NCD factor, and traffic violation factor are set
by the China Insurance Regulatory Commission (CIRC), while the surcharge rate normally stands at
35%. Insurance companies are allowed to choose individual underwriting and distribution factors.
Therefore, we calculate the theoretical upper limit for the rate adjustment factor as 2.6450 (2 x
1.15 x 1.15) and the theoretical lower limit as 0.4335 (0.6 x 0.85 x 0.85). We note insurance
companies’ prices came close to the lower limit, while insurers experienced increased expense
ratios and decreased loss ratios, in contrast with the reform’s original goal. A second round of
reform, aiming to further liberalise the pricing factor with a focus on the comprehensive
regulation of combined ratios, expense ratios, and outstanding loss reserves, was implemented in
June 2017. We note that, during the first two rounds of pricing reforms, PICC P&C’s combined
ratio declined steadily, with the loss ratio decreasing in 2014-16 before climbing back in 2017,
while the expense ratio experienced the opposite trend. Therefore, after two rounds of reform,
the regulator’s objective is on track to be achieved.

Fig 11: PICC P&C'’s loss ratio and expense ratio
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The third round of reform started in March 2018, with increased pricing autonomy and a lower
limit on the floating coefficient of expense ratios. In July 2017, the CIRC issued Circular No. 174,
strengthening control on the sales expense of insurance products, which could lead to higher
income tax. In June 2018, the China Banking and Insurance Regulatory Commission (CBIRC)
released Circular No. 57, requiring P&C insurers to submit their planned commission ratio,
including commission fees, service fees, promotion fees, remuneration, and bonuses. Prior to this,
insurance companies only had to submit their combined ratio, expense ratio, and unresolved
claims reserve ratio. As a result, PICC P&C, Ping An P&C, CPIC P&C, and China Life P&C rolled out a
self-discipline agreement setting caps on auto insurance commission fees.

Fig 12: P&C insurers’ self-discipline agreement
Ranking by

market share Company Upper limit of auto insurance commission fees
New vehicle Old vehicle

1 PICC P&C 25% 20%

2 Ping An P&C 25% 20%

3 CPIC P&C 25% 20%

4 China Life P&C 26% 21%

5-9 - 27% 22%

10 onwards - 30% 25-28%

Source: SBIRC, SWS Research

Fig 13: P&C insurers’ expense ratio after the second round of reform

Scale (GWP) Top-2  Rmb15-100bn Rmb5-15bn  Rmb1-5bn  Below Rmbibn New
entrants
Number of companies 2 7 5 20 25 7
Auto premium YoY growth 14.2% 9.0% 6.3% 4.4% 3.0% 33.3%
Expense ratio 37.4% 38.7% 43.0% 47.8% 52.4% 88.4%

Source: Insurance Yearbook 2017, SWS Research

Commission rates to decline

As a leading P&C insurance company, PICC P&C has always outperformed its peers in terms of
combined ratio, while enjoying significant economies of scale amid China’s increasingly
competitive insurance market. Thanks to a lower expense ratio, the firm has been able to offset its
deteriorating loss ratio. We forecast combined ratios of 97.6% in 18E, 97.5% in 19E, and 97.0% in
20E (vs 97% on average over the past five years).

Fig 14: PICC P&C’s combined ratio
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Fig 15: P&C insurers’ combined ratio
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PICC P&C’s commission ratio climbed from 11% in 2014 (before the auto insurance liberalisation
reform started) to 19% in 2017 (end of the second round of reform), as competition increased
between insurance companies. This had a negative impact on income tax expenses, due to a 15%
cap on tax-deductible commission ratios for P&C insurance products as regulated by the Ministry
of Finance. As a result, P&C insurers reported higher tax rates in 2017 and 1H18. PICC P&C’s tax
rate reached 37.3% in 9M18. We note the firm is actively lobbying the government to lift the tax-
deductible commission ratio cap above 15%. We see this as a positive factor for future earnings

growth.
Fig 16: PICC P&C’s commission ratio
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Fig 17: P&C insurers’ commission ratio
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Fig 18: P&C insurers’ tax rate
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PICC P&C is looking to optimise its distribution mix by increasing its market share in the agent
sales channel, including individual agents and car dealers, for which the company enjoys lower
commissions compared with peers due to scale advantages. The proportion of direct sales in the
firm’s direct written premiums decreased from 37% in 2015 to 24% in 2017 as the company no
longer enjoyed its 15% price discount on telephone and online sales platforms. Nevertheless, with
direct sales representing 28% of direct written premiums as of 1H18, PICC P&C remains the
market leader on the back of its comprehensive range of customer services. We expect the price
advantage of direct sales to increase as premiums decline due to China’s auto insurance reforms.
Moreover, we note the firm’s higher proportion of direct sales helps it reduce its total commission
fees. Commission rates vary greatly from one insurance product to another. We note PICC P&C
benefits from a historical advantage in terms of the agricultural insurance with low commission
rates.

Fig 19: PICC P&C’s direct written premium breakdown
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Stable investment returns

PICC P&C'’s total investment assets increased at a Cagr of 14% to Rmb415.5bn between 2012 and
2017. The firm’s asset allocation has been relatively stable with ¢.70% of assets invested in fixed
income and c.15% invested in equities. The proportion of investments in associate companies rose
from 1.2% in 2012 to 10.4% in 1H18, thanks to the firm’s acquisition of a 19.99% stake in Huaxia
Bank in 2016. We note the stake in Huaxia Bank can generate over 20% of the firm’s total
investment income. As such, we forecast a total investment yield of 5% and net investment yield
of 4% for the company over the next three years.

Please refer to the last page for important disclosures Page 9
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Fig 21: PICC P&C'’s total investment assets
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Fig 22: PICC P&C’s investment yield
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Financial analysis
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PICC P&C’s net profit declined 25.5% YoY to Rmb13.2bn in 9M18, due to soaring commission
expenses and higher income tax expenses. The firm’s commission ratio reached 23.4% in 9M18,
higher than in 9M17 (18.1%), but lower than in 1H18 (25.7%). Its combined ratio arrived at 97.5%
in 9M18, with a loss ratio of 61.9% and an expense ratio of 35.6%. Meanwhile, higher commission
expenses resulted in a higher tax rate of 37.3% (vs 28.3% in 1H18). However, we note investment
income grew 20.7% YoY in 9M18, which helped offset the firm’s underwriting loss.

The surge in commissions was mainly due to regulators’ focus on the “consistency between
regulatory filings and implementation” in the auto insurance market since August 2018, in order to
prevent insurers from hiding additional commissions through misclassified expense items. Looking
forward, we expect PICC P&C’s earnings to improve in 4Q18, as we believe the company booked a
one-off commission in 3Q18 before the new regulation took effect, which should result in an
improved commission ratio. We note the firm has sufficient reserves to smooth out negative
underwriting results, while investments may trigger a positive earnings surprise. Furthermore, we
believe tax authorities are likely to ease the tax burden on insurance companies in the future.

Fig 23: PICC P&C’s quarterly combined ratio
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Source: Company data, SWS Research

Fig 24: PICC P&C’s quarterly tax rate
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Earnings forecasts

We forecast GWP growth of 12.8% YoY in 18E, 14.0% YoY in 19E, and 15.0% YoY in 20E. Due to
slowing auto sales, auto premium income growth decelerated to 10.5% YoY on average since 2015.
We thus expect auto GWP growth to reach 10.0% YoY in 18E, 10.5% YoY in 19E, and 10.8% YoY in

Please refer to the last page for important disclosures Page 11



9 é:ms January 14, 2019 Financials | Company In-depth Research

20E. Meanwhile, we expect non-auto GWP growth to arrive at 19.7% YoY in 18E, 21.8% YoY in 19E,
and 23.7% YoY in 20E.

Fig 25: PICC P&C’s GWP forecasts

(Rmbm) 2016 2017 2018E 2019E 2020E
GWP 311,160 350,314 395,155 450,367 518,093
Auto 225,640 249,232 274,155 302,941 335,659
Non-auto 85,520 101,082 121,000 147,425 182,434
YoY growth 10.5% 12.6% 12.8% 14.0% 15.0%
Auto 10.5% 10.5% 10.0% 10.5% 10.8%
Non-auto 10.4% 18.2% 19.7% 21.8% 23.7%

Source: Company data, SWS Research

We forecast combined ratios of 97.6% in 18E, 97.5% in 19E, and 97.0% in 20E, with loss ratios of
62.9%, 63.6%, and 64.3%, and expense ratios of 34.8%, 33.9%, and 32.7%, respectively. We
believe the firm’s expense ratio will deteriorate in 2018 due to the surging commission ratio,
although we expect it to improve in 4Q18 on the back of regulatory control.

Fig 26: PICC P&C’s combined ratio forecasts

2016 2017 2018E 2019E 2020E
Loss ratio 63.6% 62.3% 62.9% 63.6% 64.3%
Expense ratio 34.6% 34.7% 34.8% 33.9% 32.7%
Combined ratio 98.1% 97.0% 97.6% 97.5% 97.0%

Source: Company data, SWS Research

We forecast PICC P&C'’s investment assets to grow 12.9% YoY in 18E, 12.0% YoY in 19E, and 13.1%
YoY in 20E, with a stable total investment yield of 5.0% in 2018-20E and a net investment yield of
4.0% in 2018-20E. Moreover, we expect income contribution from Huaxia Bank to continue to
support the firm’s total investment income in coming years.

Fig 27: PICC P&C’s investment assets forecasts

(Rmbm) 2016 2017 2018E 2019E 2020E
Total investment yield 5.2% 5.3% 5.0% 5.0% 5.0%
Net investment yield 4.2% 3.9% 4.0% 4.0% 4.0%
Profit from associate companies 2,945 4,575 3,753 4,202 4,755
Total investment assets 379,976 415,508 469,166 525,307 594,374

Source: Company data, SWS Research

We expect the firm’s tax rate to reach 35% in 18E, due to a one-off commission expense. However,
we believe the regulation will have a positive effect on high commission rates in the P&C
insurance sector, with a potential increase in the tax deduction cap. We thus expect the
company’s tax rate to stabilise at 30% in 2019-20E.

Fig 28: PICC P&C'’s tax rate forecasts
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As a result, we forecast net profit to decline 7% YoY in 18E, but grow 25% YoY in 19E and 20% YoY
in 20E, with an ROE of 12.9%, 14.2%, and 15.1%, respectively.

Valuation

We use a dividend discount model (DDM) to estimate PICC P&C’s valuation, and derive a target
price of HK$10.08, representing 1.14x 19E PB. Looking at historical data, we note the firm posted
an average PB ratio of 2.29x since 2010, with an average ROE of 21.31%. At 0.91x, the current 19E
PB multiple is thus below the historical average. While trading at a lower PB multiple than global
peers, the stock also exhibits a higher ROE. We believe the current valuation level provides
enough safety margin, while we are positive on the insurer’s fundamentals improvement
prospects. With 25% upside to our target price, we initiate coverage of the company with a BUY
recommendation.

Fig 29: PICC P&C’s stock valuation

(Rmbm) 2019E
Net profit 23,200
Net profit growth 25%
Dividend payout ratio 25%
Dividend paid 4,678
Total value 197,255
Share capital 22,242
Equity value per share (Rmb) 8.87
Rmb:HKS 0.88
Equity value per share (HKS) 10.08
PB (x) 1.14

Source: Company data, SWS Research

Stock catalysts include an increase of the tax-deductible ratio above 15% and new regulation
mitigating the auto premium price war. Key downside risks include new car sales decline, a
stronger-than-expected impact from China’s auto insurance liberalisation reforms, weather
disasters, and a declining market environment.

Fig 30: PB-ROE global peer comparison
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Source: Bloomberg, SWS Research

Sensitivity analysis

We ran a sensitivity analysis on the firm’s ROE, considering various net investment yield/combined
ratio scenarios (vs our base case: 4.0% net investment yield and 97.5% combined ratio). We note
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that, under the scenario where underwriting profit margin only reaches 0.5% (representing a
combined ratio of 99.5%) and net investment yield arrives at 3.5% (close to long-term bond yields),
and given a tax rate of 30%, the company achieves a 19E ROE of 9.5%, still higher than global peers’
average ROE.

Fig 31: ROE sensitivity analysis

Net investment yield

Combined ratio 3.5% 4.0% 4.5%
96.5% 14.5% 15.8% 17.1%
97.5% 12.8% 15.5%
98.5% 11.2% 12.5% 13.8%
99.5% 9.5% 10.8% 12.1%

Source: Company data, SWS Research
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Appendix

Fig 32: Income Statement Forecast

(Rmbm) 2016 2017 2018E 2019E 2020E
Direct written premiums 310,453 349,290 394,541 449,691 517,350
Reinsurance premiums assumed 707 1,024 614 676 743
Gross written premiums 311,160 350,314 395,155 450,367 518,093
Reinsurance premiums ceded -30,386 -28,996 -32,708 -37,278 -42,883
Net written premiums 280,774 321,318 362,447 413,089 475,210
Net change in unearned premium reserves -10,513 -12,242 -12,963 -14,421 -18,297
Net earned premiums 270,261 309,076 349,484 398,669 456,913
Net claims incurred 171,759 192,520 219,737 253,406 293,890
Net policy acquisition costs 62,954 74,348 84,892 93,879 102,276
General & admin expenses 30,524 32,913 36,596 41,248 47,110
Underwriting profit 5,024 9,295 8,259 10,135 13,637
Investment income 15,073 15,382 18,767 21,012 23,775
Net realised and unrealised gains on investments 922 1,136 50 593 322
Investment related expenses -637 -675 -656 -666 -661
Interest expenses credited to policyholders' deposits -2 -2 -2 -2 -2
Exchange (losses)/gains, net 422 -451 -15 -233 -233
Sundry income 369 372 371 371 371
Sundry expenses -457 -473 -465 -469 -467
Finance costs -1,208 -1,998 -1,603 -1,801 -1,801
Share of profits of associates 2,945 4,575 3,753 4,202 4,755
Profit before tax 22,451 27,161 28,459 33,145 39,696
Income tax expense -4,430 -7,353 -9,961 -9,943 -11,909
Profit for the year 18,021 19,808 18,498 23,201 27,787
Profit attributable to owners of the company 18,020 19,807 18,497 23,200 27,786
Profit attributable to non-controlling interests 1 1 1 1 1

Source: SWS Research, Company data
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Fig 33: Balance sheet forecast

(Rmbm) 2016 2017 2018E 2019E 2020E
Assets

Cash and cash equivalents 25,144 34,688 29,916 32,302 31,109
Term deposits 68,286 61,300 78,468 89,051 106,200
Debt securities 110,645 153,728 173,580 194,351 219,904
Equity securities and mutual funds 67,038 64,701 73,056 81,798 92,553
Insurance receivables, net 30,479 37,845 34,162 36,004 36,004
Reinsurance assets 30,707 29,410 30,059 29,734 29,734
Prepayments and other assets 15,805 19,112 17,459 18,285 18,285
Investments in associates 37,045 41,832 47,234 52,886 59,840
Investment properties 4,902 4,976 5,619 6,291 7,118
Property and equipment 14,977 15,531 15,254 15,393 15,393
Prepaid land premiums 3,185 3,023 3,104 3,064 3,064
Deferred tax assets 3,878 7,240 5,559 6,400 6,400
Investments classified as loans and receivables 63,855 51,180 57,789 64,704 73,212
Total assets 475,949 524,566 571,259 630,262 698,814
Total investment assets 379,976 415,508 469,166 525,307 594,374
Liabilities

Payables to reinsurers 16,443 17,319 16,881 17,100 17,100
Accrued insurance security fund 834 958 896 927 927
Income tax payable 2,680 4,396 3,538 3,967 3,967
Other liabilities and accruals 48,115 55,352 51,734 53,543 53,543
Insurance contract liabilities 242,093 264,748 296,543 334,022 380,655
Policyholders' deposits 2,330 2,296 2,313 2,305 2,305
Bond payable 23,112 23,262 23,262 23,262 23,262
Securities sold under agreements to repurchase 21,030 23,121 22,076 22,598 22,598
Total liabilities 356,637 391,452 417,242 457,724 504,356

Shareholders' equity

Issued capital 14,828 14,828 22,242 22,242 22,242
Reserves 104,478 118,279 131,767 150,290 172,209
Equity attributable to owners of the company 119,306 133,107 154,009 172,532 194,451
Non-controlling interests 6 7 7 7 7
Total equity 119,312 133,114 154,016 172,539 194,458
Total equity and liabilities 475,949 524,566 571,259 630,262 698,814

Source: SWS Research, Company data
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Information Disclosure:

The views expressed in this report accurately reflect the personal views of the analyst. The analyst declares that neither he/she nor his/her associate serves as an
officer of nor has any financial interests in relation to the listed corporation reviewed by the analyst. None of the listed corporations reviewed or any third party has
provided or agreed to provide any compensation or other benefits in connection with this report to any of the analyst, the Company or the group company(ies). A
group company(ies) of the Company confirm that they, whether individually or as a group (i) are not involved in any market making activities for any of the listed
corporation reviewed; or (ii) do not have any individual employed by or associated with any group company(ies) of the Company serving as an officer of any of the
listed corporation reviewed; or (iii) do not have any financial interest in relation to the listed corporation reviewed or (iv) do not, presently or within the last 12 months,
have any investment banking relationship with the listed corporation reviewed.

Undertakings of the Analyst

I (We) am (are) conferred the Professional Quality of Securities Investment Consulting Industry by the Securities Association of China and have registered as
the Securities Analyst. [ hereby issue this report independently and objectively with due diligence, professional and prudent research methods and only
legitimate information is used in this report. [ am also responsible for the content and opinions of this report. [ have never been, am not, and will not be
compensated directly or indirectly in any form for the specific recommendations or opinions herein.

Disclosure with respect to the Company

The company is a subsidiary of Shenwan Hongyuan Securities. The company is a qualified securities investment consulting institute approved by China
Securities Regulatory Commission.

Releasing securities research reports is the basic form of the securities investment consulting services. The company may analyze the values or market trends
of securities and related products or other relevant affecting factors, provide investment analysis advice on securities valuation/ investment rating, etc. by
issuing securities research reports solely to its clients.

The Company fulfills its duty of disclosure within its sphere of knowledge. The clients may contact compliance@swsresearch.com for the relevant disclosure
materials or log into www.swsresearch.com for the analysts' qualifications > the arrangement of the quiet period and the affiliates’ shareholdings.

Introduction of Share Investment Rating

Security Investment Rating:

When measuring the difference between the markup of the security and that of the market’s benchmark within six months after the release of this report, we define
the terms as follows:

BUY: Share price performance is expected to generate more than 20% upside over a 12-month period.

Outperform: Share price performance is expected to generate between 10-20% upside over a 12-month period.

Hold: Share price performance is expected to generate between 10% downside to 10% upside over a 12-month period.

Underperform: Share price performance is expected to generate between 10-20% downside over a 12-month period.

SELL: Share price performance is expected to generate more than 20% downside over a 12-month period.

Industry Investment Rating:

When measuring the difference between the markup of the industry index and that of the market’s benchmark within six months after the release of the report, we
define the terms as follows:

Overweight: Industry performs better than that of the whole market;

Equal weight: Industry performs about the same as that of the whole market;

Underweight: Industry performs worse than that of the whole market.

We would like to remind you that different security research institutions adopt different rating terminologies and rating standards. We adopt the relative rating
method to recommend the relative weightings of investment. The clients’ decisions to buy or sell securities shall be based on their actual situation, such as their
portfolio structures and other necessary factors. The clients shall read through the whole report so as to obtain the complete opinions and information and shall not
rely solely on the investment ratings to reach a conclusion. The Company employs its own industry classification system. The industry classification is available at our
sales personnel if you are interested.

HSCEI is the benchmark employed in this report.

Disclaimer:

This report is to be used solely by the clients of SWS Research Co., Ltd. ( subsidiary of ShenwanHongyuan Securities, hereinafter referred to as the “Company”). The
Company will not deem any other person as its client notwithstanding his receipt of this report.

This report is based on public information, however, the authenticity, accuracy or completeness of such information is not warranted by the Company. The materials,
tools, opinions and speculations contained herein are for the clients’ reference only, and are not to be regarded or deemed as an invitation for the sale or purchase of
any security or other investment instruments.

The clients understand that the text message reminder and telephone recommendation are no more than a brief communication of the research opinions, which are
subject to the complete report released on the Company’s website (http://www.swsresearch.com). The clients may ask for follow-up explanations if they so wish.

The materials, opinions and estimates contained herein only reflect the judgment of the Company on the day this report is released. The prices, values and investment
returns of the securities or investment instruments referred to herein may fluctuate. At different periods, the Company may release reports which are inconsistent
with the materials, opinions and estimates contained herein.

Save and except as otherwise stipulated in this report, the contactor upon the first page of the report only acts as the liaison who shall not provide any consulting
services.

The clients shall consider the Company’s possible conflict of interests which may affect the objectivity of this report, and shall not base their investment decisions
solely on this report. The clients should make investment decisions independently and solely at your own risk. Please be reminded that in any event, the company will
not share gains or losses of any securities investment with the clients. Whether written or oral, any commitment to share gains or losses of securities investment is
invalid. The investment and services referred to herein may not be suitable for certain clients and shall not constitute personal advice for individual clients. The
Company does not ensure that this report fully takes into consideration of the particular investment objectives, financial situations or needs of individual clients. The
Company strongly suggests the clients to consider themselves whether the opinions or suggestions herein are suitable for the clients’ particular situations; and to
consult an independent investment consultant if necessary.

Under no circumstances shall the information contained herein or the opinions expressed herein forms an investment recommendation to anyone. Under no
circumstances shall the Company be held responsible for any loss caused by the use of any contents herein by anyone. Please be particularly cautious to the risks and
exposures of the market via investment.

Independent investment consultant should be consulted before any investment decision is rendered based on this report or at any request of explanation for this
report where the receiver of this report is not a client of the Company.
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The Company possesses all copyrights of this report which shall be treated as non-public information. The Company reserves all rights related to this report. Unless
otherwise indicated in writing, all the copyrights of all the materials herein belong to the Company. In the absence of any prior authorization by the Company in
writing, no part of this report shall be copied, photocopied, replicated or redistributed to any other person in any form by any means, or be used in any other ways
which will infringe upon the copyrights of the Company. All the trademarks, service marks and marks used herein are trademarks, service marks or marks of the
Company, and no one shall have the right to use them at any circumstances without the prior consent of the Company.

This report may be translated into different languages. The Company does not warrant that the translations are free from errors or discrepancies.

This report is for distribution in Hong Kong only to persons who fall within the definition of professional investors whether under the Securities and Futures Ordinance
(Chapter 571 of the laws of Hong Kong) (the “SFO”) or the Securities and Futures (Professional Investor) Rules (Chapter 571D of the laws of the Hong Kong under the
SFO).

This report is for distribution in the United Kingdom only to persons who (i) have professional experience in matters relating to investments falling within Article 19(5)
of the Financial Services and Markets Act 2000 (Financial Promotion) order 2001 (as amended) (the “Order”) or (ii) are persons falling within Article 49(2)(a) to (d)
(“High Net Worth Companies, Unincorporated Associations, etc”) of the Order (All such persons together being referred to as “Relevant Persons”). This document is
directed only at Relevant Persons. Other Persons who are not Relevant Persons must not act or rely upon this document or any of its contents.

Distribution in Singapore

If distributed in Singapore, this report is meant only for Accredited Investors and Institutional Investors as defined under Section 4A of the Securities and Futures Act of
Singapore. If you are not an Accredited Investor or an Institutional Investor, you shall ignore the report and its contents. The Singapore recipients of the report are to
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