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Prudential Plc. (2378 HK)

NBP beat driven by better 2H margin; expect
FY24 DPS to continue growing by 7%-9%

Prudential reported strong FY23 results with new business profit (NBP) jumping by
45% YoY (CER) to US$3.13bn, beating consensus by 6.4%, thanks to +3ppt NBP
margin expansion to 53% in full year. The Group’s NBP margin (NBM) sequentially
improved in 2H23 to 57% from 49% in 1H23, driven by a trend of margin recovery
in 2H in almost all key markets, except the mainland JV CPL, whose NBP fell by
70% YoY in 2H23, adversely affected by tanked bancassurance sales and
unfavourable economic sentiment that dragged down demand for protections.
Hong Kong sustained strong momentum into 4Q23 with NBP up by 3.3x YoY in
2H23, reflecting its market-first position for mainland Chinese visitors (MCVs). On
par with the Group’s 5-year growth strategy through 2027, the strong NBP figure
fuelled a swing in IFRS profit after-tax to US$1.7bn in FY23, vs a US$1.0bn loss in
FY22. To highlight, the board approved full-year dividend of US$0.2 per share,
implying a 9% increase over FY22, and guided continued DPS growth by 7%-9%
in FY24. Looking ahead, we are positive on the insurer’s continued capex on new
business growth, improved H&P (Health & Protections) focus, and balance b/w
capital allocation and shareholders’ return. The trading liquidity in HK and China
macro exposure might have suppressed the stock price; yet in the long term, we
believe the company’s fundamentals should stay intact. Maintain BUY with TP
adjusted to HK$137.8 to reflect mark-to-market discount rates and EEV sensitivity.

M Strong NBP by market and distribution channel. Agency NBP saw a
significant increase by +75% YoY to US$2.1bn, driven by 1) 37% YoY NBP
growth from H&P, and 2) a 59% increase in active agent productivity, measured
by avg. monthly NBP per agent. The bancassurance slid by 8% to US$793mn,
dragged by worsened performance in China and Vietnam. The NBP of CITIC
Prudential Life (CPL), the China JV, dropped by 43% YoY to US$222mn in
FY23 under joint effects of a 40% YoY APE sales decline and 2ppt margin
contraction. Excluding the effects of interest rate and economic movement,
NBM would rise by 6ppt YoY, pulled by +2ppt growth in agency and +8ppt uptick
in bancassurance, as a result of product re-pricing and a more balanced product
proposition under an industry-wide re-rating of premium rates in 2H23.

M Expect US$1bn capital deployment in FY24E. Despite a 33% increase in
investment to new business, the Group maintained solid capital flexibility and a
with-target total leverage ratio at 20%. The IFRS adjusted operating profit grew
by 8% YoY (CER) to US$2.9bn due to lower central costs (-23%) and
restructuring costs (-31%), and a profit increase of Eastspring by 10.4% YoY.
The operating free surplus generation from in-force insurance and AM flatted at
US$2.7bn as negative changes in operating assumptions and experience
variances enlarged. The Group proposed to deploy US$1bn on distribution for
organic growth by reinforcing technology infrastructure and optimizing H&P mix.

M Valuation: The stock is now trading at FY24E 0.54x P/EV, near the historical
trough, reflecting ongoing concerns surrounding the China exposure and lack
of trading liquidity for shares listed in HK. By including mark-to-market risk
discount rates and the EEV sensitivity to Group in-force insurance business, we
moderately adjust our price target to HK$137.8, implying FY24E 0.94x P/EV.

Earnings Summary

(YE 31 Dec) FY22A FY23A FY24E FY25E FY26E

Net profit (US$ mn) (997) 1,712 2,152 2,452 2,805
EPS, reported (US$) (0.37) 0.62 0.78 0.89 1.02
Consensus EPS (US$) n.a n.a 0.79 0.89 1.04
Group EEV / share (US$) 15.34 16.43 17.93 19.68 21.75
P/Embedded value (x) 0.6 0.6 0.5 0.5 0.4
Dividend yield (%) 15 1.6 2.3 25 2.7
ROE (%) (5.6) 9.8 11.5 12.0 12,5

Source: Company data, Bloomberg, CMBIGM estimates
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Focus Charts

Figure 1. NBP breakdown by geographies

Figure 2: Group NBP & YoY, semi-annually
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Figure 3: Group NBP margin, semi-annually

Source: Company data, CMBIGM

Figure 4: APE breakdown by geography
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Figure 5: Group APE & YoY, semi-annually

Source: Company data, CMBIGM

Figure 6: NBP margin breakdown by market
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Financial Summary

INCOME STATEMENT 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec (US$ mn)
Insurance revenue 8,549 9,371 9,890 10,334 10,825
Contracts not measured under PAA: 8,549 9,371 9,890 10,334 10,825
Insurance service expenses (6,267) (7,113) (7,159) (7,423) (7,700)
Contracts not measured under PAA: (6,267) (7,113) (7,159) (7,423) (7,700)
Net expenses from reinsurance contracts held (105) (171) (174) (178) (181)
Insurance service results 2,177 2,087 2,557 2,732 2,943
CN(;erEt?QCatr;ce (expenses)/income from insurance 28.623 (8,839) (9,175) (9,524) (9,885)
CN(;erEt?QCatr;ce (expenses)/income from reinsurance (1,193) 191 201 205 209
Interest income 237 340 357 375 394
Net investment income (29,617) 9,423 9,894 10,389 10,908
Other gains/(losses) from changes in fair value 67 (24) 26 (11) (48)
Net investment results (1,883) 1,091 1,303 1,433 1,577
Other income 436 369 376 384 392
Other expenses (1,019) (990) (1,010) (1,030) (1,051)
Other results (728) (815) (1,077) (1,006) (917)
Profit before tax (519) 2,272 2,690 3,065 3,507
Income taxes (478) (560) (538) (613) (701)
Net profit (997) 1,712 2,152 2,452 2,805
Net profit attributable to shareholders (1,007) 1,701 2,138 2,436 2,787
BALANCE SHEET 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec (US$ mn)
ASSETS
Intangible assets 3,884 3,986 4,066 4,147 4,230
Investments in associates and joint ventures 2,259 1,940 2,071 2,214 2,367
Property 437 374 383 393 403
Investment property 37 39 42 45 48
Insurance contract assets 1,134 1,180 1,260 1,346 1,440
Reinsurance contract assets 1,856 2,426 2,590 2,768 2,961
Financial investments: 144,425 157,999 169,059 180,893 193,556
Loans and advances to customers 590 578 617 660 705
Fixed maturity investments 77,016 83,064 88,694 94,779 101,366
Equity investments 57,679 64,753 69,142 73,886 79,020
Derivative financial assets 569 1,855 1,981 2,117 2,264
Other assets 2,999 3,350 3,784 4,257 4,776
Cash and cash equivalents 11,789 10,521 11,234 12,005 12,839
Total assets 160,249 174,066 185,865 198,616 212,418
LIABILITIES
Insurance contract liabilities 126,242 139,840 149,629 160,103 171,310
Investment contract liabilities 663 769 823 880 942
Borrowings 5,076 4,874 4,953 5,033 5,115
Other liabilities 10,195 9,449 9,685 9,927 10,176
Total liabilities 143,351 156,083 166,323 177,263 188,954
EQUITIES
Total shareholders' equity 16,731 17,823 19,382 21,193 23,304
Non-controlling interests 167 160 160 160 160
Total equity 16,898 17,983 19,542 21,353 23,464
Total liabilities & equity 160,249 174,066 185,865 198,616 212,418

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3



CME INTERNATIONAT

22 Mar 2024 @= BEER

PER SHARE DATA 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec

DPS (US$) 0.19 0.20 0.22 0.24 0.26
EPS (Reported) (US$) (0.37) 0.62 0.78 0.89 1.02
Diluted EPS (US$) (0.37) 0.62 0.78 0.89 1.02
Consensus EPS (US$) n.a n.a 0.79 0.89 1.04
Group embedded value/share (HK$) 15.34 16.43 17.93 19.68 21.75
VNB/share (US$) 0.79 1.13 1.13 1.30 1.47
No. of shares basic 2,750 2,754 2,759 2,764 2,769
No. of shares diluted 2,749 2,753 2,743 2,748 2,753
PROFITABILITY 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec

Return on equity (ROE) (5.6%) 9.8% 11.5% 12.0% 12.5%
Return on asset (ROA) (0.6%) 1.0% 1.2% 1.3% 1.4%
Return on EEV (2.2%) 3.9% 4.5% 4.7% 4.9%
NBP margin (ANP basis) 49.7% 53.2% 47.4% 49.0% 49.9%
VALUATION 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec

P/Embedded value (x) 0.6 0.6 0.5 0.5 0.4
P/B 21 2.0 1.4 1.3 1.2
Dividend yield (%) 15 1.6 2.3 2.5 2.7

Source: Company data, CMBIGM estimates. Note: The calculation of net cash includes financial assets.| Note: financial figures restated in FY23
under the adoption of IFRS 9 and IFRS 17. FY21 data not presented as part of them not disclosed by the company.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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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.

CMBIGM 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 CMBIGM

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 Global Markets Limited

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

CMB International Global Markets Limited (“CMBIGM”) 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. CMBIGM
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. CMBIGM 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 CMBIGM, solely for the purpose of supplying information to the clients of CMBIGM
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 CMBIGM 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.
CMBIGM has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIGM provides
the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIGM 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. CMBIGM may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in
this report.

CMBIGM 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 CMBIGM 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 CMBIGM may have a conflict of interest that could affect the objectivity of this report
and CMBIGM 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 CMBIGM.

Additional information on recommended securities is available upon request.
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This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005
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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
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