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PICC P&C (2328 HK)

1H21 performance in line

PICC P&C delivered 25% profit growth in 1H21, largely in line with our estimates.
1H21 overall combined ratio improved by 10bps to 97.2% in spite of the
challenging market environment, outperforming the industry average of 99.6%
combined ratio. Underwriting profit grew by 1.3% YoY to RMB5.4bn, as the
decline in underwriting gains of auto business was offset by a margin
improvement in credit guarantee insurance. 2Q21 combined ratio was up 1.1ppt
YoY to 98.5%. The management guided for continual outperformance against
industry average/peers and a recovery of auto insurance growth in 4Q21.

B Auto insurance pricing is bottoming out. Auto insurance combined ratio
deteriorated by 1.9ppt YoY to 96.7% in 1H21 from 94.8% in 1H20, while the
industry average combined ratio increased by 4ppt YoY to 99.9%. Auto
premium income declined 7.8% YoY owing to lower premium rate, largely in
line with industry trend. In the analyst briefing, the management pointed out
that the combined ratio of new policies written in 2021 is below 98%, for both
household vehicles and commercial vehicles. And the insurer notices the
premium rate of new business is bottoming out.

B Non-auto business turned underwriting profitable as credit guarantee
insurance improved. On non-auto front, combined ratio improved by 4ppt
YoY to 97.9%, along with a premiums growth of 14% YoY in 1H21. Loss ratio
improved by 5.7ppt YoY, while expense ratio rose by 1.7ppt YoY. The
improvement in underwriting margin was mainly driven by a 49ppt reduction
in the combined ratio of credit guarantee business, which translated into a
RMB3.2bn boost in underwriting profit. Agricultural insurance saw 75.9% YoY
growth in underwriting profit, thanks to 15.8% premium growth and 1.1ppt
increase in underwriting margin on the back of lower expense ratio.

B Catastrophe losses manageable. The estimated NAT CAT losses in 3Q21
amounted to RMB3.6bn, of which around RMB2.8bn net losses were from the
Henan floods. The losses were primarily recorded on auto insurance and
home insurance lines. The NAT CAT losses YTD is still manageable and not
substantially higher than historical average, according to the management.

B Looking into 2H21, we expect PICC P&C to maintain underwriting
profitable and outperform industry average and major peers, as the
insurer continues to prioritize profitability over scale. We expect the
underwriting margin of non-auto business to improve on a YoY basis in 2H21,
as the credit guarantee insurance turns profitable. Maintain BUY.

Earnings Summar
(YE 31 Dec) FY1I9A  FY20A FY21E FY22E FY23E

Gross written premiums (RMB mn) 433,175 433,187 446,183 468,492 515,341

Underwriting profit (RMB mn) 3,177 4,177 5,264 4,918 7,665
Net profit (RMB mn) 24,282 20,868 22,844 24,237 29,015
EPS (RMB) 11 0.9 1.0 11 1.3
EPS CHG (%) 56.8 (14.1) 9.5 6.1 19.7
Consensus EPS (RMB) N.A 0.9 11 11 1.2
PER (x) 5.0 5.8 53 5.0 4.2
PBR (x) 0.7 0.6 0.6 0.6 0.5
Yield (%) 8.5 6.9 7.5 8.0 9.6
ROE (%) 15.6 11.7 11.8 11.6 12.9

Source: Company data, Bloomberg, CMBIS estimates
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Stock Data

Mkt Cap (HK$ mn) 151,918
Avg 3 mths t/o (HK$ mn) 167.31
52w High/Low (HK$) 7.96/5.14
Total Issued Shares (mn) 6,899 (H)

Source: Bloomberg

Shareholding Structure

PICC Group 68.98%
Free float 31.02%

Source: HKEx

Share Performance
Absolute Relative

1-mth 0.4% 9.1%
3-mth -7,7% 4.2%
6-mth 15.5% 39.8%
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Figure 1: PICC P&C: Premium Income

1H20 1H21 YoY 2Q20 2Q21 YoY 1Q21 2Q21
Auto 131,019 120,755 -7.8% 69,359 63,252 -8.8% 57,503 63,252
Non-auto 115,285 131,871 14.4% 49,302 53,822 9.2% 78,049 53,822
A&H 49,691 60,036 20.8% 14,886 16,390 10.1% 43,646 16,390
Agro 25,695 29,673 15.5% 15,929 17,477 9.7% 12,196 17,477
Liability 15,934 18,876 18.5% 7,721 9,092 17.8% 9,784 9,092
Credit 4,318 1,163 -73.1% 1,821 673 -63.0% 490 673
Property 9,411 10,121 7.5% 4,552 4,855 6.7% 5,266 4,855
Cargo 2,020 2,529 25.2% 981 1,272 29.7% 1,257 1,272
Others 8,216 9,473 15.3% 3,412 4,063 19.1% 5,410 4,063
P&C total 246,304 252,626 2.6% 118,661 117,074 -1.3% 135,552 117,074
Source: Company data, CMBIS
Figure 2: PICC P&C: Combined Ratio
1H20 1H21 YoY 2Q20 2Q21 YoY 1Q21 2Q21
Combined ratio (%) 97.3 97.2 (0.1) ppt 97.4 98.5 1.1 ppt 95.7 98.5
Expense ratio (%) 32.0 25.5 (6.5) ppt 33.1 25.5 (7.6) ppt 25.4 25.5
Loss ratio (%) 65.3 71.7 6.4 ppt 64.3 73.0 8.7 ppt 70.3 73.0
Auto insurance
Combined ratio (%) 94.8 96.7 1.9 ppt 98.7 94.6 98.7
Expense ratio (%) 37.2 26.3 (10.8) ppt 27.0 25.7 27.0
Loss ratio (%) 57.6 70.4 12.7 ppt 71.8 68.9 71.8
Non-auto insurance
Combined ratio (%) 101.9 97.9 (4.0) ppt 98.0 97.8 98.0
Expense ratio (%) 22.3 24.0 1.7 ppt 23.3 24.9 23.3
Loss ratio (%) 79.6 73.9 (5.7) ppt 74.8 72.8 74.8
Combined ratio by products 1H20 1H21 YoY
Auto 94.8 96.7 1.9 ppt
A&H 101.6 101.6 -
Agro 98.0 96.9 (1.1) ppt
Liability 96.6 98.4 1.8 ppt
Credit 138.6 89.6 (49.0) ppt
Property 86.8 97.9 11.1 ppt
Cargo 83.2 82.7 (0.5) ppt
Others 79.4 79.7 0.3 ppt

Source: Company data, CMBIS
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Financial Summary

Income statement Key ratios
YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec FY19A FY20A FY21E FY22E FY23E
GROSS WRITTEN PREMIUMS 433,175 433,187 446,183 468,492 515,341 Growth rates (%)
Motor vehicle insurance 262,927 265,651 249,862 252,986 278,284 GROSS WRITTEN PREMIUMS 11.4% 0.0% 3.0% 5.0% 10.0%
Non-auto insurance 170,248 167,536 196,320 215,506 237,057 Motor vehicle insurance 1.6% 1.0% -5.9% 1.3% 10.0%
Net earned premiums 380,683 393,127 404,921 409,867 450,854 Non-auto insurance 31.1% -1.6% 17.2% 9.8% 10.0%
Net claims incurred (251,822) (260,320) (289,518) (295,104) (322,361) NET PROFIT 56.8%  -14.1% 9.5% 6.1%  19.7%
Net policy acquisition costs (77,943) (69,075) (49,400) (48,364) (53,201)
General & Administrative expenses (47,741) (59,555) (60,738) (61,480) (67,628) Underwriting (%)
UNDERWRITING PROFIT 3,177 4,177 5,264 4,918 7,665 Loss ratio 66.2% 66.2% 71.5% 72.0% 71.5%
Total Investment Income 17,719 19,229 19,742 20,984 22,944 Expense ratio 33.0% 32.7% 27.2% 26.8% 26.8%
Finance costs (1,424)  (1,547)  (1,624)  (1,706)  (1,791) Combined ratio 99.2%  98.9%  98.7%  98.8%  98.3%
Share of profits of associates 4,250 3,951 4,741 5,689 6,827
Other income and expenses 61 (1,134) (1,247) (1,372) (1,509) Solvency (%)
PROFIT BEFORE TAX 23,783 24,676 26,876 28,514 34,135 Core solvency margin ratio 252% 250% 242% 229% 207%
Income tax expense 496 (3,808) (4,031) (4,277) (5,120)
Non-controlling interest 3 3 3 3 - Returns (%)
NET PROFIT 24,282 20,868 22,844 24,237 29,015 ROAE 15.6% 11.7% 11.8% 11.6% 12.9%
ROAA 4.2% 3.4% 3.4% 3.3% 3.7%
Balance sheet
YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E Fy23g 'mvestment (%)
Investment assets 342,316 380,983 401,356 437,991 479,758 Investment assets growth 3.7% 11.3% 5.3% 9.1% 9.5%
Other assets 253,765 265,818 290,489 317,531 347,177 Netinvestment yield 5.1% 4.9% 5.0% 5.0% 5.0%
Total Assets 596,081 646,801 691,844 755522 826,935 Total investment yield 5.3% 5.3% 5.0% 5.0% 5.0%
Insurance contract liabilities 306,902 314,623 320,526 341,656 364,828
Other liabilities 119,225 142,147 170,099 198,105 228,935 Per share data (RMB)
Total Liabilities 426,127 456,770 490,625 539,761 593,764 EPS 1.09 0.94 1.03 1.09 1.30
Total Equity 169,954 190,081 201,220 215,762 233,171 DPS 0.46 0.38 0.41 0.44 0.52
Shareholders' Equity 169,953 187,513 201,220 215,762 233,171 BVPS 7.64 8.43 9.05 9.70 10.48

Source: Company data, CMBIS estimates
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Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors. CMBIS does not
provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position or special
requirements. Past performance has no indication of future performance, and actual events may differ materially from that which is contained in the report. The value
of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the performance of underlying assets
or other variable market factors. CMBIS recommends that investors should independently evaluate particular investments and strategies, and encourages investors to
consult with a professional financial advisor in order to make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of CMBIS or its affiliate(s)
to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in securities or enter into any
transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be liable for any loss, damage or expense
whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone making use of the information contained in this report
does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable. CMBIS
has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIS provides the information, advices
and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIS may issue other publications having information and/ or
conclusions different from this report. These publications reflect different assumption, point-of-view and analytical methods when compiling. CMBIS may make investment
decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or on behalf of
its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business relationships with the companies in this
report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect the objectivity of this report and CMBIS will not assume any
responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be reproduced, reprinted, sold, redistributed or published
in whole or in part for any purpose without prior written consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (I)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended
from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, Unincorporated Associations, etc.,) of the Order, and
may not be provided to any other person without the prior written consent of CMBIS.

For recipients of this document in the United States

CMBIS is not a registered broker-dealer in the United States. As a result, CMBIS is not subject to U.S. rules regarding the preparation of research reports and the
independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or qualified as a research
analyst with the Financial Industry Regulatory Authority (‘FINRA”). The analyst is not subject to applicable restrictions under FINRA Rules intended to ensure that the
analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is intended for distribution in the United States
solely to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange Act of 1934, as amended, and may not be furnished to any other
person in the United States. Each major US institutional investor that receives a copy of this report by its acceptance hereof represents and agrees that it shall not
distribute or provide this report to any other person. Any U.S. recipient of this report wishing to effect any transaction to buy or sell securities based on the information
provided in this report should do so only through a U.S.-registered broker-dealer.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser as defined in the
Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute reports produced by its respective foreign
entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial Advisers Regulations. Where the report is distributed
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Singapore, CMBISG accepts legal responsibility for the contents of the report to such persons only to the extent required by law. Singapore recipients should contact
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