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China Pacific Insurance (2601 HK)

Re-energizing agency force

CPIC recorded 8.9% YoY decline of VNB for 1H21 amid market headwinds (vs
11.7% decline of Ping An, 19% decline of China Life). We notice the agency new
business momentum was better than major peers in spite of a decline in agent
headcount, as the insurer continued to focus on agency business and regular pay
products. The insurer also achieved double-digit growth of health insurance
business, outpacing the industry average momentum in 1H21. Looking into 2H21
and 2022, we expect the new initiatives launched at the life arm to improve agent
activity and increase top-up sales to existing customers. CPIC-H share is trading
at 0.4x P/EV or 0.8x P/BV in FY21E. Maintain BUY.

B Better-than-peers agency performance in 1H21. Agency FYP grew 18.5%
YoY in 1H21, with agency FYRP (first year regular premiums) up 34%,
outperforming the major peers (agency FYP -8% for China Life, +5% for Ping
An). Agent productivity increased 41.6% YoY on FYP basis or up 8.9% YoY
on VNB basis, and average first-year commission income rose 15.1% YoY,
while the agency headcount shrank by 16% YoY (vs China Life -32% YoY,
Ping An -23% YoY). Agent activity rate declined 12.4ppt YoY to 50.1%, yet
still above industry average and major peers.

B Agency reform focusing on activity and productivity. The management
sets the agency activity as the priority for the next 6-12 months, aiming to
grow the number of active agents and high-productivity agents via re-
energizing the existing experienced agent base. We believe a recovery in
agent activity rate will bring improvements in persistency and productivity.

B To generate value via top-up sales and cross-selling. CPIC achieved
positive progress on customer development in 1H21, as the number of
customers expanded by 7.3% HoH to 160mn. That said, the number of
policies per customer is still low at 2.1, compared to 7-9 policies per
customer in some developed markets. The insurer is working to increase the
profitability via cross-selling and top-up sales to existing customers.

B P&C: prudent reserving. 1H21 overall combined ratio increased by 1ppt
YoY to 99.3% in 1H21, slightly better than the industry average of 99.6%,
but outperformed by major peers (vs Ping An 95.9% and PICC P&C 97.2%).
We notice the loss reserve as % NEP ratio was lifted up by 0.6ppt YoY.

Earnings Summary

GWP (RMB mn) 347,517 362,064 379,880 404,464 428,514
YoY growth (%) 8.0 4.2 4.9 6.5 5.9
Total income (RMB mn) 382,682 418,964 422,765 451,759 480,925
Net profit (RMB mn) 27,741 24,584 27,441 30,243 32,957
EPS (RMB) 3.1 2.6 2.9 3.2 35
YoY Growth (%) 54.0 (14.1) 11.6 10.2 9.0
Consensus EPS (RMB) n.a. n.a. 2.9 3.2 3.6
P/B (x) 1.0 0.8 0.8 0.7 0.7
P/EV (x) 0.4 0.4 0.4 0.3 0.3
Yield (%) 6.2 6.7 7.4 8.1 8.9
ROE (%) 16.9 125 12.4 12.7 12.8

Source: Company data, Bloomberg, CMBIS estimates
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Figure 1. CPIC: 1H21 Results Summary
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Source: Company data, CMBIS
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Figure 2. CPIC: 1H21 Life Insurance Summary
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Figure 3. CPIC: 1H21 Property & Casualty Insurance Summery

1H20 1H21 YoY 2Q20 2Q21 YoY 1Q21 2Q21
Combined ratio (%) 98.3 99.3 1.0 ppt
Expense ratio (%) 38.5 29.2 (9.3) ppt
Loss ratio (%) 59.9 70.1 10.2 ppt
Premium income 76,672 81,561 6.4% 37,628 37,814 0.5% 43,747 37,814
Auto 47,962 44,642 -6.9% 24,438 22,775 -6.8% 21,867 22,775
Non-auto 28,710 36,919 28.6% 13,190 15,039 14.0% 21,880 15,039
Underwriting profit 1,008 443 -56%
Auto combined ratio (%) 97.8 99.0 1.2 ppt
Non-auto combined ratio (%) 99.6 99.9 0.3 ppt
Source: Company data, CMBIS
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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Financial Summary

Income statement Key ratios
YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E
Gross written premium 347,517 362,064 379,880 404,464 428,514 Group (%)
Incl: Life GWP 212,514 211,952 222,000 232,640 244,226 Total GWP growth 8.0 4.2 4.9 6.5 59
P&C GWP 132,979 147,734 157,880 171,824 184,288 Total income growth 8.4 9.5 0.9 6.9 6.5
Net premiums earned 313,246 331,639 345,016 366,724 388,120 Net profit growth 54.0 (11.4) 11.6 10.2 9.0
Investment income 65,730 82,740 72,979 79,965 87,440 EV growth 17.8 16.0 6.9 9.2 9.1
Total income 382,682 418,964 422,765 451,759 480,925 Net investment yield 4.9 4.7 4.4 4.4 4.4
Total investment yield 5.4 5.9 4.6 4.5 4.5
Insurance claims and reserves  (260,850) (293,415) (284,165) (302,791) (322,354) Investment assets growth 15.1 16.1 11.3 10.3 9.1
Other operating expenses (94,360) (96,823) (101,407) (107,948) (113,848) Life (%)
Total expenses (355,210) (390,238) (385,572) (410,739) (436,202) GWP growth 5.0 (0.3 4.7 4.8 5.0
Agent FYRP growth (22.4) (33.4) 25.0 12.0 12.0
Associates and JVs 494 512 538 564 593 NBV growth (9.3) (27.5) 4.0 11.2 14.5
Pre-tax profit 27,966 29,238 37,731 41,584 45,316 NBV margin (NBV/agent APE) 73.1 78.7 65.9 65.6 67.2
Life comprehensive solvency 256.8 242.0 235.6 233.7 233.0
Income tax 388 (3,886) (9,433) (10,396) (11,329) P&C (%)
Less: Minority interests (613) (768) (857) (945) (1,030) GWP growth 12.9 111 6.9 8.8 7.3
Net profit 27,741 24,584 27,441 30,243 32,957 Auto GWP/total P&C 70.1 64.8 58.8 54.5 51.3
Loss ratio 60.2 61.4 61.2 61.1 61.0
Expense ratio 38.1 37.6 374 37.3 373
Balance sheet
YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E Combined ratio 98.3 99.0 98.6 98.4 98.3
Investment assets 1,419,263 1,648,007 1,834,107 2,022,256 2,206,985 P&C comprehensive solvency 292.6 275.6 264.8 256.6 247.7
Other assets 109,070 122,997 106,721 103,296 102,571
Total assets 1,528,333 1,771,004 1,940,828 2,125,552 2,309,556 Returns (%)
Life ROEV 231 17.2 14.4 14.4 14.5
Insurance liabilities 1,143,527 1,312,232 1,460,415 1,610,229 1,757,320 P&C ROE 15.4 12.2 12.0 11.7 11.2
Subordinated debt & others 201,486 237,937 245,551 259,242 273,998
Total liabilities 1,345,013 1,550,169 1,705,966 1,869,471 2,031,319 Per share
EPS (RMB) 3.06 2.63 2.93 3.23 3.52
Shareholders' equity 178,427 215,224 227,602 247,789 268,838 DPS (RMB) 1.20 1.30 1.43 1.57 171
Minority interest 4,893 5,611 7,260 8,293 9,399 EVPS (RMB) 43.70 47.75 51.03 55.73 60.82
Total equity 183,320 220,835 234,862 256,081 278,237 BVPS (RMB) 19.69 23.01 24.33 26.49 28.74

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 5
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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
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