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Increased Discount on Life and Health, Downgrade to "Neutral”
O IN R A T, R E e

[ PICC Group’s (01339 HK) unaudited 1-3Q2019 results were above our Rating: Neutral
expectation. 3Q2019 GWP grew 10.9% yoy to RMB117.4 bn, dragging
down 1-3Q2019 growth to 12.3%. Growth slowdown was due to 2.0% yoy
decline in 3Q2019 motor premiums. Life saw slight growth recovery with P o
3Q2019 premiums increasing 8.6% yoy to RMB15.9 bn. Health premiums
continued robust growth. In regards to 3Q2019 net profit, P&C saw 66.7%
yoy growth, while life experienced 148.1% yoy growth. Overall results were
ahead of our expectation due to P&C underwriting recovery.
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®  PICC Life is taking measures to expand agency headcount and improve Share price Jfffr: HK$3.230

productivity, while PICC Health is transforming into an internet focused
professional health insurer. On the investor day, the management
introduced progress of "3411" transformation strategy. Regarding PICC Life,

Stock performance
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the Company indicated that they have already finished organization fefr 40
transformation and agency integration and are now working on agent 200 T o treturn
productivity improvement. As for PICC Health, it will apply a strategy of 150 A
professionalization and internetization, which will be different from PICC Life.
100
i *g o Lower PICC Group’s target price to HK$3.41 and downgrade rating to 50
a "Neutral". Using sum-of-the-parts valuation, we increase target 2019F P/B 0o ML ~ [
#* & for PICC P&C to 1.33x. However, we increase discount on life business and ' V V
pors = health business valuation. In addition, holding company discount has also (5.0) 7
< been increased. Hence, our target price is set at HK$3.41. Considering 10.0) 1
i % headwinds in motor insurance and time required for life and health
W transformation, we downgrade rating to "Neutral" from "Accumulate”. (150 1
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Year End Turnover Net Profit EPS EPS PER BPS PBR DPS Yield ROE
G32 LION & REZ B BRI AL W&EE SRR LR S RIS, BEZE  pErEleiR
12/31 (RMB m) (RMB m) (RMB) (A %) ) (RMB) ) (RMB) (%) (%)
2017A 476,447 16,099 0.380 11.8 7.0 3.242 0.8 0.039 15 12.2
2018A 498,608 12,912 0.300 (21.1) 9.4 3.461 0.8 0.046 1.6 8.9
— 2019F 551,174 22,256 0.503 67.7 5.7 3.918 0.7 0.101 35 13.6
% 2020F 618,546 19,243 0.435 (13.5) 6.6 4.253 0.7 0.109 3.8 10.7
A > 2021F 689,605 21,064 0.476 9.4 6.1 4.620 0.6 0.119 41 10.7
™
= Shares in issue (m) &M% (m) 44,224.0 Major shareholder %% Ministry of Finance 60.8%
o
2 Market cap. (HK$ m) 1if (HK$ m) 141,516.8 Free float (%) H il tLE (%) 39.2%
o g 3 month average vol. 3 4~ P B s i 4 (‘000) 25,975.7 FY19 Target P/EV (x) FY19 H#x P/EV (x) 0.5
NG 52 Weeks high/low (HK$) 52 i =M% (HK$) 3.850/2.880 FY19 Target P/B (x) FY19 HARTT# & (x) 0.8
8 Source: the Company, Guotai Junan International.
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PICC Group (01339 HK, the "Company") released unaudited 1-3Q2019 results, ahead of our expectation. Gross written
premiums (GWP) grew 10.9% yoy to RMB117.4 bn in 3Q2019, dragging down 1-3Q2019 growth to 12.3%. Growth slowdown
was due to 2.0% yoy decline in 3Q2019 motor premiums as a result of the motor premiums deregulation and the sluggish
motor market. Life saw slight growth recovery with 3Q2019 premiums increasing 8.6% yoy to RMB15.9 bn. Life premiums
expansion in 3Q2019 was mostly driven by single premiums, which saw 118.6% yoy increase in 3Q2019. Health premiums
continued robust growth with 3Q2019 premiums increasing 92.4% yoy to RMB3.6 bn, accelerating 1-3Q2019 growth to 51.0%.
Investment income was up 20.7% yoy to RMB12.7 bn in 3Q2019, lifting 1-3Q2019 growth to 12.0%. As for 3Q2019 net profit,
P&C saw 66.7% yoy growth, while life experienced 148.1% yoy growth. Overall results were above our expectation due to P&C
underwriting recovery led by decline in motor insurance commission expense.

Table-1: PICC Group’s 1Q19 Results

(RMB mn) 3Q2019 YOY% 1-3Q2019 YOY%
Gross written premiums 117,481 10.9 440,355 12.3
Net earned premiums 120,153 9.0 383,501 7.1
Investment income 12,744 20.7 36,915 12.0
Profit before tax 9,291 43.2 28,604 12.5
Shareholders' profit 5,851 148.9 21,368 76.3

Source: the Company.
Note: Results are based on PRC Accounting Standard for Enterprise Business.

Figure-1: PICC Group’s GWP by Segment Figure-2: PICC Group’s Net Profit by Segment
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Source: the Company, Guotai Junan International. Source: the Company, Insurance Association of China.

Note: Net profit was based on quarterly solvency reports.

Under PICC Group’s ongoing transformations, PICC Life is taking measures to expand agency headcount and
improve productivity, while PICC Health is transforming an into an internet focused professional health insurer. PICC
Group held an investor day on November 1, in which the management introduced progress of the "3411" transformation
strategy. Regarding PICC Life, the Company indicated that they have already finished organization transformation and agency
integration. They are now working on agent productivity improvement by benchmarking with qualified peers. Over the past one
year, business optimizations have been seen in long-term regular premiums growth as well as increase in protection business
proportion. New business value contribution from agency channel also increased. In addition, the management expects agency
headcount to reach 600,000 in 2020, while monthly active agent headcount is expected to reach 200,000. As for PICC Health,
it will apply a strategy of professionalization and internetization in health insurance, which will be different from PICC Life. PICC
Health plans to utilize internet channels to sell insurance to the 90s generation. Hence, we saw notable increase in 1-3Q2019
premiums. At last, the management said that with PICC P&C as the cornerstone of market cap, PICC Life is expected to be the
new pillar of market cap, while PICC Health is expected to be the flash point.

P&C saw premiums growth slowdown, but underwriting improved benefiting from decline in motor insurance
commission. P&C premiums increased 10.9% to RMB117.5 bn in 3Q2019, dragging down 1-3Q2019 growth to 12.3%. Motor
line experienced 2.0% yoy decline in 3Q2019, whereas non-motor premiums maintained robust growth supported by 1.48x
growth in credit insurance. Combined ratio was 97.9% in 1-3Q2019, while underwriting profit stood at RMB375.4 bn. Although
loss ratio and expense ratio were not disclosed, we expect underwriting performance to recover in 3Q2019 as commission and
G&A expense declined 15.9% while GWP increased 8.6% in 3Q2019. Benefiting from normalization of effective tax rate as a
result of decline in commission rate, net profit realized 1.52x growth to RMB8.3 bn in 3Q2019.
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Single premiums supported 3Q2019 life growth and we don’t expect strong resilience in 4Q2019 as focus should be
shifted to the 2020 opening campaign. Life premiums increased 8.6% yoy to RMB15.9 bn in 3Q2019, lifting 1-3Q2019
growth to 2.6%. The volume increase in 3Q2019 was mostly contributed by renewal premiums despite 8.5% yoy renewal
premiums decline. Single premiums recorded steady expansion in 3Q2019, increasing 118.6% to RMB3.0 bn. PICC Life has
already launched their preparation for the 2020 opening campaign. The focus in 4Q2019 should be shifted from product sales
to preparation for 1Q2020. Therefore, 4Q2019 premiums growth should not see notable increase.

Figure-3: PICC Life’s Premiums by Type Figure-4: PICC Life’s FYP by Structure
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Source: the Company, Guotai Junan International. Source: the Company, Guotai Junan International.

Reduce 2019F premiums forecasts to reflect headwinds in motor insurance, whereas revise up 2019F net profit
forecast due to P&C underwriting improvement. Regarding premiums forecasts, we reduce 2019F forecast to reflect
pessimistic view on motor premiums which declined 2.0% yoy in 3Q2019. In addition, we have lowered 2019F life premiums
forecasts, whereas health premiums forecast in 2019F has been increased. As for net profit, P&C net profit forecasts have
been increased considering motor underwriting improvement. However, we have reduced forecasts in life net profit forecasts
for 2020F and 2021F. Hence, shareholders’ profit forecast for PICC Group has been lifted by 5.7% in 2019F.

Table-2: Earnings Forecasts

Updated Previous Change
(RMB mn) 2019F 2020F 2021F 2019F 2020F 2021F 2019F 2020F 2021F
Gross written premiums 551,174 618,546 689,605 556,792 615,004 674,023 (1.0%) 0.6% 0.5%
Total investment income 45,805 49,141 51,621 46,790 50,144 52,497 (2.1%) (2.0%) 3.4%
Total income 516,853 580,579 639,431 522,779 581,072 631,765 (1.1%)  (0.1%) 0.7%
Total benefits, claims and expenses 497,500 558,259 613,769 505,914 556,365 603,694 (1.7%) 0.3% (0.0%)
Shareholders' profit 22,256 19,243 21,064 21,063 20,951 22,922 5.7% (8.2%) 17.5%
EPS (RMB) 0.503 0.435 0.476 0.476 0.474 0.518 5.7% (8.2%) 17.5%
BPS (RMB) 3.918 4.253 4.620 3.891 4.270 4.694 0.7% (0.4%) 3.8%

Source: Guotai Junan International.

Lower PICC Group’s target price to HK$3.41, and downgrade investment rating to "Neutral". Using sum-of-the-parts
valuation, we increase 2019F P/B target for PICC P&C to 1.33x. However, considering that PICC Life and PICC Health has
sold plenty of medium to short-term premiums (3-5 years) in previous years, we increase discount on embedded value of life
and health business to 45.0%. Regarding holding company discount, we also apply a higher discount of 30.0%. Hence, our
target price is set at HK$3.41. Considering headwinds in motor insurance and time required for transformation in life and health
business, we downgrade investment rating to "Neutral" from "Accumulate”.
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Figure-5: PICC Group’s Forward P/B

Figure-6: PICC Group’s Group P/EV
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Source: Bloomberg, Guotai Junan International. Source: Bloomberg, Guotai Junan International.
Table-3: Peers Comparison
Company Stock Code Currency  Last price PE (fiscal year) PB (fiscal year) ROE(%) D/IY(%) Mkt Cap
(in local §) 17A 18F 19F 20F 17A 18F 19F 20F 18F 18F  HK$ mn
People's Insurance Co Grou-H 01339 HK HK$ 323 9.1 6.1 6.4 6.3 0.8 0.7 0.6 0.6 12.4 27 349,381
Manulife Financial Corp 00945 HK HK$ 154.40 10.9 8.8 8.3 78 1.3 1.1 1.0 1.0 12.9 38 300,904
China Taiping Insurance Hold 00966 HK HK$ 18.60 10.1 7.0 6.6 6.0 11 0.9 0.8 0.7 13.9 0.9 66,849
AIA Group Ltd 01299 HK HK$ 77.75 459 18.9 16.9 14.9 31 25 23 21 14.9 1.7 939,904
New China Life Insurance C-H 01336 HK HK$ 32.30 10.7 6.6 72 6.3 1.3 1.2 1.0 0.9 18.0 38 143,642
China Reinsurance Group Co-H 01508 HK HK$ 1.28 12.0 8.9 8.0 7.0 0.6 0.6 0.6 0.5 7.0 5.1 53,949
Ping An Insurance Group Co-H 02318 HK HK$ 91.45 12.8 9.3 9.3 8.2 2.6 22 1.9 1.6 25.7 29 1,744,649
PICC Property & Casualty-H 02328 HK HK$ 9.70 1.8 78 8.0 7.3 1.3 1.2 1.1 1.0 16.4 44 215755
Prudential Plc 02378 HK HK$ 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 HK$ 2945 12.5 8.3 8.6 78 1.6 14 1.3 1.2 18.0 54 331,223
China Life Insurance Co-H 02628 HK HK$ 20.75 44.9 9.4 12.0 10.7 1.6 14 1.3 1.2 154 3.7 958,259
ZhongAn Online P&C Insuran-H 06060 HK HK$ 23.65 n.a. na. 1819 40.1 2.0 21 20 1.9 3.2) 0.0 34,761
Simple Average 174 9.1 235 10.9 1.6 14 1.3 1.2 14.5 3.1
Weighted Average 235 10.5 1.7 9.7 2.1 1.8 1.6 14 18.8 3.1 %
Source: Bloomberg, Guotai Junan International. Prices as at November 13, 2019. P
3
-
e
j
o
=}
2
O
O
S
o
5
Q.
9]
14
>
c
IS
Q
£
@]
O
See the last page for disclaimer Page 4 of 6



O

El 3R B LUk 35

GUOTAI JUNAN SECURITIES

PICC Group (01339 HK)

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 476,447 498,608 551,174 618,546 689,605 Cash & cash equivalents 72,819 61,601 64,960 68,751 73,491 o))
Net earned premiums 434977 455,347 480,571 540,037 596,991 Term deposits 70,706 98,653 104,033 110,103 117,694 §
Investment income 36,476 29,527 32,763 35,577 37,515 Debts securities 274,361 289,736 305,537 323,365 345,658 E
Other income 12,322 13,723 3519 4,965 4,925 Equity securities 92,869 97,105 102,401 108,376 115,847 -g
Total income 483,775 498,597 516,853 580,579 639,431 Other investment assets 342,645 348,367 367,365 388,801 415,605 G>J
Net claims and policyholders’ benefits 318,841 318,625 349,991 391,077 431,570 Total investment assets 853,400 895,462 944,296 999,396 1,068,294 g
Handling charges and commissions 68,094 81,728 61,876 69,763 79,647 Other assets 134,506 136,173 177,349 196,073 218,728 <
Other costs 72,316 76,434 83,427 90,381 95,237 Total assets 987,906 1,031,635 1,121,645 1,195,470 1,287,022 -
Total benefits, claims and expenses 464,820 483,342 497,500 558,259 613,769 Insurance contracts liabilities 557,011 559,217 607,902 651,080 710,697
Share of profit of associates 12,674 12,540 13,042 13,563 14,106 Investment contracts liabilities 45,880 41,808 38,978 37,755 35,119
Loss on deemed disposal of an associate (798) (737) 0 0 0 Bonds payable 49,801 57,732 65,732 65,732 65,732
Profit before tax 30,831 27,058 32,395 35,883 39,768 Other liabilities 148,333 166,577 178,237 190,714 204,064
Income tax (7,780) (8,343) (136) (7,992) (9,237) Total liabilities 801,025 825,334 890,849 945,282 1,015,612
Profit after tax 23,051 18,715 32,259 27,891 30,531 Total shareholders' equity 137,533 153,053 173,288 188,080 204,333
Non-controlling interest 6,952 5,803 10,003 8,648 9,467 Minority interest 49,348 53,248 57,508 62,108 67,077
Shareholders' profit/ loss 16,099 12912 22,256 19,243 21,064 Total equity 186,881 206,301 230,796 250,188 271,410
Basic EPS (RMB) 0.380 0.300 0.503 0435 0476
Diluted EPS (RMB) 0.380 0.300 0.503 0435 0476 Financial Ratios
(RMB m) 2017A 2018A 2019F 2020F 2021F
Cash Flow Statement Insurance operation (%)
Year end 31 Dec (RMB m) 2017A 2018A 2019F 2020F 2021F Life GWP yoy 11 (11.8) 32 122 151
Operating activities Life FYP yoy 26.0 (17.0) 176 131 134
Profit before tax 30,831 27,058 32,395 35,883 39,768 Health GWP yoy (164) 231) 567 404 292
Investment income (36,476) (29,527) (32,259) (27,891) (30,531) Health FYP yoy 571 152.2 2045 148 148
Share of profits of associates (12,674) (12,540) (13,042) (13,563) (14,106) Investments (%)
Increase in insurance contract liabilities 21,311 3,387 48,685 43179 59,617 Investment income growth 103 (19.1) 1.0 86 54
Others (3617) (5,181) (37,247) (29,882) (47,152) Investment assets growth 57 49 55 58 6.9
Cash from operating activities (625) (16,803) (1,469) 7,726 7,59 Embedded value (%)
Investing activities Life EV yoy 76 141 176 15 125
Interest income received 28,721 30,284 32,155 33,897 35,737 Life NBV yoy 365 21 109 174 156
Dividend income received 6,016 6432 3,626 3218 3,242 New business margin (APE) 215 219 293 308 317
Net change in investment (30,413) (17,328) (40,000) (40,000) (40,000) New business margin (FYP) 76 119 138 153 162
Others 17,546 (33,995) (5,196) (5,886) (7,406) Profitabilty (%) <
Cash from investing activities 21,870 (14,607) (9,415) (8,771) (8,428) ROAE 122 89 136 10.7 10.7 T
Financing activities ROAA 1.7 13 21 1.7 1.7 3
Issue of shares 0 5848 0 0 0 Per share data (RMB) 2
Issue of bonds payable 29 0 0 0 0 Life and health EV per share 16 18 21 24 27 e
Interest paid (3,763) (4,185) (4,765) (4,765) (4,765) Life NBV per share 01 01 02 02 02
Dividends paid (2,885) (3,262) (3,612 (6,042) (6,401) BPS 32 35 39 43 46 o)
Others 11,660 21,663 22,619 15,643 16,738 DPS 00 00 01 01 01 j
Cash from financing activities 5,041 20,064 14,243 4836 5572 Dividend payout ratio (%) 104 152 200 250 250 o
Net changes in cash 26,286 (11,346) 3,359 3,791 4,740 Valuation metrics (x) 3
Cash at beg of year 46,729 72,819 61,601 64,960 68,751 Current P/BPS 08 08 07 07 06 6
Exchange rate changes (196) 128 0 0 0 Current P/ EV (calculated) 0.6 05 05 05 04 (@]
Cash at end of year 72,819 61,601 64,960 68,751 73,491 TP PIBPS 09 09 08 07 07 g
TP P/ EV (calculated) 0.6 0.6 0.5 05 04
Source: the Company, Guotai Junan International.
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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.

DISCLOSURE OF INTERESTS

(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report.

(2) The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report.

(3) Except for CH TIANBAO GP (01427 HK),KAISA GROUP (01638 HK),GUOTAI JUNAN | (01788 HK),JXR (01951 HK),BANK OF GANSU
(02139 HK),JINSHANG BANK (02558 HK),ZHONGLIANG HLDG (02772 HK),BINHAI INVESTMENT (02886 HK),CAM SCSMALLCAP
(03157 HK),HAITIAN ANTENNA (08227 HK),Guotai Junan and its group companies do not hold equal to or more than 1% of the market
capitalization of the issuer mentioned in this Research Report.

(4) Guotai Junan and its group companies have not had investment banking relationships with the issuer mentioned in this Research Report
within the preceding 12 months.

(5) Guotai Junan and its group companies are not making a market in the securities in respect of the issuer mentioned in this Research
Report.

(6) Guotai Junan and its group companies have not employed an individual serving as an officer of the issuer mentioned in this Research
Report. There is no officer of the issuer mentioned in this Research Report associated with Guotai Junan and its group companies.

DISCLAIMER

This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities
(Hong Kong) Limited ("Guotai Junan"). Guotai Junan and its group companies may do business that relates to companies covered in research
reports, including investment banking, investment services, etc. (for example, the placing agent, lead manager, sponsor, underwriter or invest
proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may differ or be
contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan does
not guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some forward-looking
estimates and forecasts derived from the assumptions of the future political and economic conditions with inherently unpredictable and
mutable situation, so uncertainty may contain. Investors should understand and comprehend the investment objectives and its related risks,
and where necessary consult their own financial advisers prior to any investment decision.

This Research Report is not directed at, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in
any jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject
Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.
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