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1-3Q2019 Results Above Expectation, Maintain "Neutral"
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business model innovation, and 2/ policy-based business and commercial
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Year End Turnover Net Profit ERS ERS PER BPS PBR DPS Yield ROE
G32 [/ON & REE (53l RS FIAES) W&EE SRR LR S BRI BEZE  pErEleiR
12/31 (RMB m) (RMB m) (RMB) (& %) ) (RMB) () (RMB) (%) (%)
2017A 350,314 19,807 0.891 10.0 9.1 5.985 1.3 0.225 2.8 15.7
2018A 388,769 15,485 0.696 (21.9) 12.2 6.362 1.3 0.272 3.2 11.3
2019F 429,083 26,454 1.189 70.8 7.3 7.279 1.2 0.416 4.8 17.4
%\ 2020F 475,161 24,667 1.109 (6.7) 7.9 7.972 1.1 0.388 4.4 14.5
hoQ 2021F 520,197 27,108 1.219 9.9 7.2 8.803 1.0 0.427 4.9 14.5
= g Shares in issue (m) &M% (m) 22,242.0 Major shareholder %% PICC Group 69.0%
it Z)’ Market cap. (HK$ m) ifE (HK$ m) 215,747.4 Free float (%) HH@ELZE (%) 31.0%
4 3 month average vol. 3 4~ 5V piAs i %L (‘000) 24,165.3 FY19 Target P/B (x) FY19 HART % (x) 1.3
L 8 52 Weeks high/low (HK$) 52 i &/ (HKS$) 10.260/ 7.470 FY19 Combined Ratio FY19 £i & A% 98.0%
g Source: the Company, Guotai Junan International.
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PICC P&C’s (02328 HK or the "Company") unaudited 1-3Q2019 results beat our expectation thanks to underwriting
improvement. Gross written premiums (GWP) increased 8.6% to RMB96.8 bn in 3Q2019, dragging down 1-3Q2019 growth to
13.1%. Motor premiums experienced 2.0% yoy decline in 3Q2019, whereas non-motor premiums maintained robust growth
supported by 1.48x growth in credit insurance. Combined ratio (COR) for 1-3Q2019 was 97.9%, while underwriting profit stood
at RMB375.4 bn. Although detailed information on underwriting has not been disclosed, we expect underwriting performance to
improve in 3Q2019, driven by the reduction in motor insurance commission rate. As for investment, investment income
remained flat in 3Q2019. Benefiting from normalization of effective tax rate as a result of decline in commission rate, net profit
realized 2.51x growth to RMB5.1 bn in 3Q2019. The results were above our expectation due to underwriting improvement,
which we attribute to the reduction in commission rate in motor underwriting.

Table-1: PICC P&C’s Results Summary

(RMB mn) 302019 YOY% 1-3Q2019 YOY%
Gross written premiums 96,772 8.6 332,808 13.1
Net premiums earned 99,201 8.3 280,186 7.5
Net claims 61,637 11.3 169,292 12.2
Commission and G&A expense 30,765 (15.9) 94,124 (5.5)
Investment income 5,045 12.0 17,052 11.3
Profit before tax 6,149 324 21,361 1.6
Net profit 5,131 251.7 21,985 66.7

Source: the Company, Guotai Junan International.
Note: Results are based on PRC Accounting Standards for Enterprise Business.

Figure-1: PICC P&C’s Premiums by Line Figure-2: PICC P&C’s Premiums, Claims and Expense YoY
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Under "3411 Project”, PICC P&C plans to achieve two integrations ,1/ integration of technology innovation and
business model innovation, and 2/ integration of policy-based business and commercial business. PICC Group held its
investor day on November 1, in which the management introduced PICC P&C’s strategy of two integrations: 1/ technology
innovation and business model innovation, and 2/ policy-based business and commercial business. The Company also
presented its success in motor insurance digitalization in Jiangsu and their unique collaborative platform with traffic police,
which improves motor insurance customer experience. Regarding the business in rural areas, the Company also tried to
explore opportunities for commercial business based on strong presence in policy-based agriculture insurance. In our view,
PICC P&C is improving customer experience through cooperation with the government, leveraging its SOE background. Such
business strategy is not easy for peer companies to copy. As the market leader in rural areas, it is also exploring opportunities
of selling commercial insurance to customers of policy-based insurance. Except for strategy, the management also gave two
medium to long-term operational targets: commercial business COR target of 95.0% and non-motor premiums contribution
target of 60.0%.

Despite commission rate having declined significantly, motor premiums deregulation will bring pressure on

premiums growth. Due to suspension of motor premiums sales in 11 local branches, 3Q2019 motor premiums decreased 2.0%

to RMB61.7 bn. Detailed underwriting data has not been disclosed. However, as commission rate declined notably, we expect
underwriting performance to improve in 3Q2019. The improvement in commission rate was attributable to the tightened
supervision on motor underwriting commission and the P&C industry’s self-discipline on motor insurance commission. We
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expect such trend to persist in 4Q2019. Despite that the increase in net claims was higher than that of GWP, we believe that
non-motor claims hike was the reason and motor claims should remain stable. In addition, we expect motor COR to remain
high due to distortion led by increasing unearned premiums reserves. Going forward, motor premiums growth deceleration is
expected thanks to the continuous premiums deregulation as well as sluggish china auto market performance.

Non-motor premiums expansion was supported by A&H and credit insurance, whereas underwriting deteriorated due
to more claims. Non-motor premiums increased 32.4% to RMB34.0 bn in 3Q2019. A&H and credit insurance were the growth
drivers, of which credit insurance was up 148.4% in 3Q2019 premiums. However, other lines all saw slowdown in premiums
growth in 3Q2019. The management said that non-motor claims deterioration was due to natural disasters and African swine
fever. Thus, COR should deteriorate with loss ratio increasing. The management continued to emphasize the principle of
policy-based insurance of slight profitability. Moreover, they also mentioned to explore a combination of policy-based insurance
and commercial insurance due to large exposure in policy-based insurance, such as social security insurance and agriculture
insurance. Hence, robust growth is expected to be sustained, especially under the situation of motor premiums expansion
slowdown.

We lift underwriting profit forecasts on motor insurance, leading to a 14.6% increase in 2019F shareholders’ profit.
Considering volume decline and commission rate improvement in 3Q2019, we have revised down 2H2019 motor premiums
growth forecast and revise up 2H2019 motor underwriting profit forecast. The non-motor premiums forecast for 2H2019 has
been increased to reflect steady growth in 3Q2019. On underwriting, non-motor COR has been slightly adjusted. Investment
forecast remains unchanged. Benefiting from motor underwriting profit improvement, shareholders’ profit forecast for 2019F
has been lifted by 14.6% compared to our previous forecasts.

Table-2:Earnings Forecasts

Updated Previous Change
(RMB mn) 2019F 2020F 2021F 2019F 2020F 2021F 2019F 2020F 2021F
Gross written premiums 429,083 475,161 520,197 434,757 476,099 516,137 (1.3%) (0.2%) 0.8%
Underwriting profit 7,181 11,997 14,581 2,821 9,032 10,133 154.6% 32.8% 43.9%
Total investment income 22,000 22,107 22,826 22,223 22,695 23,870 (1.0%) (2.6%) (4.4%)
Profit before tax 26,988 31,625 34,979 22,851 29,248 31,573 18.1% 8.1% 10.8%
Shareholders' profit 26,454 24,667 27,108 23,082 22,813 24,469 14.6% 8.1% 10.8%
EPS (RMB) 1.189 1.109 1.219 1.038 1.026 1.100 14.6% 8.1% 10.8%
BPS (RMB) 7.279 7.972 8.803 7.128 7.790 8.531 2.1% 2.3% 3.2%

Source: Guotai Junan International.

Lift target price to HK$10.56, but maintain "Neutral" rating to reflect concerns on motor insurance. We lift target 2019F
P/B from 1.12x to 1.33x, equivalent to target price of HK$10.56. Despite that underwriting performance saw some
improvements, our concerns for motor premiums growth remained due to continuous deepening motor premiums deregulation
as well as sluggish auto market in China. Meanwhile, motor deregulation is expected to lower premiums per policy and increase
claims per policy, bringing pressure to motor underwriting in the long term. Hence, we maintain "Neutral" investment rating for
PICC P&C.

Figure-3: PICC P&C’s 5-Year Forward P/B Figure-4: PICC P&C’s 5-Year Historical P/B

Forward P/B Avg. Since May 2014 Historical P/B Avg. Since May 2014
————— +1S.D. ----- -1SD. --~-- +1SD. ~---- -1SD.

T T T T T T T T T T T T T T T T T T T T
< S DWW O OO ON~INS N~ oo ®o o
Rl e e Al oAl bbb
So>a9>o>a>op>a>o>a >0 > Q9 >
t3c0rsFc o coror8Io0m8Io0 @
SZULESIZULEqZULEzqZULuzq<zZzuLz
Source: Bloomberg, Guotai Junan International. Source: Bloomberg, Guotai Junan International.
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Table-3: Peers Comparison

Company Stock Code Currency  Last price PE (fiscal year) PB (fiscal year) ROE(%) D/Y(%) Mkt Cap
(in local §) 18A 19F 20F 21F 18A 19F 20F 21F 19F 19F  HKD mn

PICC Property & Casualty-H 02328 HK HKD 9.70 11.8 7.8 8.0 7.3 1.3 1.2 1.1 1.0 16.4 44 215755

Manulife Financial Corp 00945 HK HKD 154.40 10.9 8.8 8.3 7.8 1.3 11 1.0 1.0 12.9 3.8 300,904 &)

China Taiping Insurance Hold 00966 HK HKD 18.60 10.1 7.0 6.6 6.0 1.1 0.9 0.8 0.7 13.9 0.9 66,849 S

AIA Group Ltd 01299 HK HKD 771.75 459 18.9 16.9 14.9 31 25 2.3 21 14.9 1.7 939,904 o

New China Life Insurance C-H 01336 HK HKD 32.30 10.7 6.6 72 6.3 1.3 1.2 1.0 0.9 18.0 38 143,642 g

People's Insurance Co Grou-H 01339 HK HKD 3.23 9.1 6.1 6.4 6.3 0.8 0.7 0.6 0.6 124 27 349,381 2

China Reinsurance Group Co-H 01508 HK HKD 1.28 12.0 8.9 8.0 7.0 0.6 0.6 0.6 0.5 7.0 5.1 53,949 2

Ping An Insurance Group Co-H 02318 HK HKD 91.45 12.8 9.3 9.3 8.2 26 22 1.9 1.6 25.7 2.9 1,744,649 S

Prudential Plc 02378 HK HKD 135.10 11.0 9.1 9.1 8.3 20 1.9 1.7 14 222 30 351,249

China Pacific Insurance Gr-H 02601 HK HKD 29.45 12.5 8.3 8.6 7.8 1.6 14 1.3 1.2 18.0 54 331,223

China Life Insurance Co-H 02628 HK HKD 20.75 449 9.4 12.0 10.7 1.6 14 1.3 1.2 154 37 958,259

ZhongAn Online P&C Insuran-H 06060 HK HKD 23.65 n.a. na. 1819 40.1 20 21 2.0 19 (3.2) 0.0 34,761

Simple Average 174 9.1 235 10.9 1.6 14 1.3 1.2 14.5 31

Weighted Average 23.5 10.5 11.7 9.7 2.1 1.8 1.6 14 18.8 3.1

Source: Bloomberg, Guotai Junan International. Prices as at November 13, 2019.
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Financial Statements and Ratios

Income Statement Balance Sheet
Year end 31 Dec (RMB m) 2017A 2018A 2019F 2020F 2021F Year end 31 Dec (RMB m) 2017A 2018A 2019F 2020F 2021F
Gross written premiums 350,314 388,769 429,083 475,161 520,197 Cash & cash equivalents 34,688 33,797 35,071 36,812 38,722 o
Net premiums earned 309,076 344,124 360,868 400,473 432918 Term deposits 61,300 73,963 76,752 80,562 84,740 é
Claims incurred (192,520) (213,303) (233,042) (258,150) (280,462) Debts securities 153,728 143,499 148,910 156,302 164,408 E
Costs and expenses (107,851)  (125517)  (120645)  (130,326)  (137,875) Equity securities 64,701 74,102 76,896 80,713 84,899 g
Underwriting profit 8,705 5,304 7,181 11,997 14,581 Other investment assets 101,091 108,861 112,966 118,573 124,723 G>J
Investment income 15,382 16,635 17,046 17,593 18,279 Total investment assets 415,508 434,222 450,595 472,962 497,492 g
Net realised gains and FV gains 1,136 (1,226) 818 67 (233) Non-investment assets 109,058 116,397 162,201 199,076 243,795 <
Non-underwriting expenses (2,637) (1,030) (2,193) (2,479) (2,429) Total assets 524,566 550,619 612,796 672,038 741,287 -
Share of profit of associates 4,575 4,482 4,136 4,447 4,780 Insurance contracts liabilities 264,748 275,781 306,257 343,584 386,802
Loss on deemed disposal of an associate 0 (737) 0 0 0 Policyholders’ deposits 2,296 1,956 2,015 2,105 2211
Profit before tax 27,161 23,428 26,988 31,625 34,979 Bonds payable 23,262 23,420 31,420 32,834 34,476
Income tax (7,353) (7,942) (535) (6,957) (7,870) Other liabilities 101,146 107,959 111,198 116,202 122,012
Profit after tax 19,808 15,486 26,454 24,667 27,108 Total liabilities 391,452 409,116 450,890 494,724 545,500
Non-controlling interest 1 1 0 0 0 Total shareholders' equity 133,107 141,495 161,898 177,306 195,779
Shareholders' profit/ loss 19,807 15,485 26,454 24,667 27,108 Minority interest 7 8 8 8 8
Basic EPS 0.891 0.696 1.189 1.109 1.219 Total equity 133,114 141,503 161,906 177,314 195,787
Diluted EPS 0.891 0.696 1.189 1.109 1.219
Financial Ratios
Cash Flow Statement (RMB m, except %) 2017A 2018A 2019F 2020F 2021F
Year end 31 Dec (RMB m) 2017A 2018A 2019F 2020F 2021F Insurance operation (%)
Operating activities GWP growth 12.6 11.0 104 10.7 95
Profit before tax 27,161 23428 26,988 31,625 34979 Motor GWP growth 105 39 06 25 15
Investment income (15,382) (16,635) (17,046) (17,593) (18,279) Non-motor GWP growth 18.2 285 298 235 19.7
Change in insurance contract liability 30,476 37,326 (343,584) 202,075 19,862 Underwriting profits growth 733 (39.1) 354 67.1 215
Others (20,848) (34,240) 340592 (199,304) (16,881) Shareholders' profits growth 99 (218) 708 (6.8) 99
Cash from Operating Activities 21,407 9,879 6,952 16,803 19,680 Loss ratio 623 62.0 646 645 64.8
Investing activities Expense ratio 34.9 36.5 334 325 31.8
Interest received 13,232 14,312 11,156 11,593 12,029 Combined ratio 97.2 98.5 98.0 97.0 96.6
Purchase of debt and equity securities (27,199) (7,382) 819 (11,184) (14,718) Investments (%)
Others 6,444 (15,662) (4,170) (5,040) (5,372) Investment income growth 21 8.1 25 32 39
Cash from Investing Activities (7523) (8732 7,805 (4631) (8,060) Investment assets growth 94 45 38 50 52
Financing activities Profitability (%)
Right issue 0 0 0 0 0 ROAE 15.7 1.3 174 145 145 Q
Debts issue 0 0 0 0 0 ROAA 40 29 45 38 38 i
Interest paid (1,849) (1,904) (2451) (2,561) (2,689) Per share data (RMB) o
Dividends paid (4,582) (5012) (6,050) (9,259) (8,634) EPS (adjusted) 09 07 12 11 12 N
Others 2,091 4,878 (4,981) 1,388 1,612 BPS (adjusted) 6.0 64 73 8.0 88 Z’
Cash from Financing Activities (4,340) (2,038) (13,482) (10,431) (9,711) DPS (adjusted) 02 03 04 04 04 =
Net Changes in Cash 9,544 (891) 1,274 1,741 1,909 Dividend payout ratio 253 39.1 35.0 35.0 35.0
Cash at Beg of Year 25,144 34,688 33,797 35,071 36,812 Valuation metrics (x) +
Cash at End of Year 34,688 33,797 35,071 36,812 38,722 Current P/E 9.1 122 73 79 72 @)
Current P/B 13 13 12 1.1 10 g
Source: the Company, Guotai Junan International. TPPE 9.9 133 8.0 86 78 O
TPPB 15 15 13 12 11 g
Dividend yiled (%) 28 32 48 44 49
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Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months

Rating Definition
Buy SEN Relative Performance>15%;
or the fundamental outlook of the company or sector is favorable.
Accumulate llog:=, Relative Performance is 5% to 15%;

or the fundamental outlook of the company or sector is favorable.

Neutral [SeE Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.

Reduce el Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.

Sell S Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.

Sector Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months

Rating Definition
Outperform B o T Relative Performance>5%;

or the fundamental outlook of the sector is favorable.
Neutral eE s Relative Performance is -5% to 5%;

or the fundamental outlook of the sector is neutral.
Underperform hitE N Relative Performance<-5%;

Or the fundamental outlook of the sector is unfavorable.
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