7 May 2024
CMB International Global Markets | Equity Research | Company Update

PICC P&C (2328 HK)

1Q24 catastrophe-induced claims fully released;
FY24 CoR guidance sustained; exp. >40% payout

PICC P&C reported weaker-than-expected first-quarter results given the 1Q24 CoR
slightly increased to 97.9% (vs: FY23: 97.8%) and auto/non-auto premium growth
dropped to +1.9%/+5.0% YoY (1Q23: +6.5%/+12.8% YoY). Dragged by increased
claims for low-temperature and freezing rain in 1-2M24, transportation recovery and
premium slowdown, the insurer’s underwriting profit (UWP) slid by 49.1% YoY to
RMB2.4bn, adversely impacting net profit by -38.3% YoY to RMB 5.9bn. Investment
result concerned market as net investment yield (not annualized) was 0.8%, lower
than that of some life peers. We regard the weaker-than-expected investment more
of an issue of asset allocation than of investment capability, given 1) most equity-type
investments were allocated into funds, i.e. FOFs, which were designated into FVTPL
under IFRS 9, with their value fluctuations directly offsetting net profit; 2) 21% (out of
40% in total) of bond investments was assigned to FVOCI, for which the fair value
gains were recorded in OCI, not P/L net profit. Despite a weak 1Q print, we remain
confident on the insurer's UW resilience given 1) catastrophe-induced claims were
fully released in first quarter, and 2) monthly premium growth recovered as 1Q
seasonality faded out. Considering the persisting effect of asset allocation and market
fluctuations, we revise down FY24-26E EPS by 2%-6% for investment volatilities.
Maintain BUY, with TP at HK$11.9, implying 1.0x FY24E P/BV.

B Auto/non-auto growth dipped for seasonality. In 1Q24, auto premium growth
slid to +1.9% YoY (vs 1Q23: +6.5% YoY), lower than our long-run projection of
5% (link), primarily dragged by lower avg. ticket size offered by small- to mid-
sized peers who intended to gain more share at year-start, causing the industry
pricing level to decline. Non-auto was tugged by postponed tenders of policy-
backed biz, i.e. agriculture insurance, which was +3.2% YoY (vs 1Q23: +23.2%
YoY). With increased claims paid for freezing rain and recovered transportation
in 1Q24, we expect the reserve surplus of small- to mid-sized insurers’ to be used
up, which would bring the industry’s auto pricing back to normal. Looking ahead,
we think the insurer has stronger-than-peers’ upside in auto expansion even if
new car sales paced down because of an optimized structure, where 65% of
NEVs were home-owned with CoR less than 100%, and claims for commercial
vehicles could be compensated by repricing. With contracted expense rates, we
expect FY24E auto CoR to be 96.7% (CMBI est), meeting year-start guidance of
<97%. For non-auto, agriculture premium increased by +14.7% YoY in Mar,
reflecting strong momentum once the government tender projects recovered. We
remain positive on growth of A&H and expect non-auto CoR at 98.9% (CMBI est).

M Investment weighed on NP. The insurer’s investment missed in 1Q24, with rpt.
investment income (incl. contributions from AJVs) -36% YoY to RMB2.15bn; if
excl. profit from AJVs, the figure was -52.5% to RMB1.23bn. Despite low interest
rates, the insurer realized a fair value loss of RMB164mn (vs 1Q23: RMB1.2bn
gain). We view the weaker-than-expected result more of an issue of allocation
rather than the insurer’s investment capability, given 1) most equity-type assets
were allocated to funds, i.e. FOFs, which were designated to FVTPL under IFRS
9, with value fluctuations directly offsetting net profit; 2) 21% (out of 40%) of bonds
was assigned to FVOCI, for which the fair value gain was recorded in OCI, not in
P/L net profit. As the change in investment structure may take longer, we revise
down our EPS forecast by 2%-6% to RMB1.32/RMB1.43/RMB1.55 in FY24-26E
to imply current allocation and investment volatilities.

M Valuation: The stock is now trading at 0.8x FY24E P/BV, with price dipping after
worse-than-expected 1Q24 results. We remain positive on the P&C leader given
1) its UW resilience on the back of the biggest market share at 35.5% by 1Q24;
and 2) a defensive play delivering >40% payout and an est. 6.0% FY24E dividend

yield. Maintain BUY with TP at HK$11.9, implying 1.0x FY24E P/BV.
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Earnings Summary

(YE 31 Dec) FY22A FY23A FY24E FY25E FY26E
Net profit (RMB mn) 29,109 24,566 29,222 31,718 34,322
EPS (Reported)(RMB) 131 111 1.32 1.43 1.55
Consensus EPS (RMB) n.a n.a 1.32 1.46 1.58
Combined ratio (%) 96.6 97.8 97.6 97.3 97.1
P/B (x) 0.9 0.8 0.8 0.7 0.7
Dividend yield (%) 55 5.6 6.0 6.5 7.1
ROE (%) 13.5 10.8 12.0 11.9 11.9
Source: Company data, Bloomberg, CMBIGM estimates
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PICC P&C (2328 HK): 1Q24 key operating metrics
Fig 1: PICC P&C profitabilty analysis under IFRS 9 & 17

(RMB mn, %) 1Q24 1Q23 YIY %

Insurance service revenue 113,843 107,520 5.9%
Insurance service expense (105,587) (96,875) 9.0%
Net reinsurance contract gains/(losses) (3,076) (3,343) -8.0%
Insurance service result 5,181 7,302 -29.0%
Net finance income/(expenses) (2,282) (2,164) 5.5%
Interest income, net 2,487 2,669 -6.8%
Investment income, incl. AJVs 2,154 3,350 -35.7%
Fair value gains/(losses) (164) 1,225 n.a
Credit impairment loss 123 (62) n.a
Net investment result 2,319 5,018 -53.8%
Other results (675) (711) -5.1%
Underwriting profit 2,351 4,622 -49.1%
Operating profit before tax 6,826 11,609 -41.2%
Net profit to equity S/H (IFRS 9 & 17) 5,871 9,508 -38.3%

Source: Company data, HKEx, CMBIGM

Fig 2: PICC P&C core metrics — underwriting CoR & premium income

Premium Income 1Q24 1Q23 YIY % 4Q23 4Q22 YIY % 3Q23 3Q22 YIY %
Auto 69,240 67,933 1.9% 78,904 75,132 5.0% 70,823 67,220 5.4%
Non-auto 104,737 99,708 5.0% 27,333 29,278 -6.6% 37,817 37,133 1.8%
A&H 56,813 53,506 6.2% 7,858 8,630 -8.9% 11,923 11,487 3.8%
Agro 19,964 19,351 3.2% 4,901 6,130 -20.0% 9,240 9,203 0.4%
Liability 11,603 11,449 1.3% 6,190 6,526 -5.1% 7,042 7,981 -11.8%
Credit 1,741 1,885 -7.6% 1,061 2,574 -58.8% 1,247 10,248 -87.8%
Property 6,142 5,519 11.3% 2,889 1,123 157.3% 3,662 (5,368) -168.2%
Cargo 1,532 1,400 9.4% 1,273 1,117 14.0% 1,314 1,133 16.0%
Others 6,942 6,598 5.2% 3,161 3,178 -0.5% 3,389 2,449 38.4%
P&C total 173,977 167,641 3.8% 106,237 104,410 1.7% 108,640 104,353 4.1%
Insurance revenue 1Q24 1Q23 YIY % 4Q23 4Q22 YIY % 3Q23 3Q22 YIY %
Auto 72,288 67,876 6.5% 72,522 68,733 5.5% 71,676 68,133 5.2%
Non-auto 41,555 39,614 4.9% 35,507 35,737 -0.6% 49,994 45,405 10.1%
Combined ratio % 1Q24 1Q23 YIY % 4Q23 4Q22 YIY % 3Q23 3Q22 YIY %
Underwriting CoR (%) 97.9 95.7 2.2 pct 100.4 100.7 -0.3 pct 99.0 97.5 1.6 pct

Source: Company data, HKEx, CMBIGM
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Focus Charts

Fig 3: CSI 300 YTD rose by 6.6%, vs +2.6% in 1Q24

Fig 4: HSI YTD rose by 9.0%, vs -3.0% in 1Q24
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Financial Summary

INCOME STATEMENT 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec (RMB mn)

Insurance revenue 424,355 457,203 486,367 517,400 552,492
Insurance service expenses (395,965) (431,991) (459,137) (487,723) (520,095)
Net expenses from reinsurance contracts held (5,993) (6,142) (6,288) (6,438) (6,593)
Insurance service results 22,397 19,070 20,941 23,239 25,804
CN(;arEt?QCatr;ce (expenses)/income from insurance (9,333) (10.127) (10,370) (10,906) (11,322)
Net finance i i

et finan (expenses)/income from reinsurance 1,301 1.246 1315 1,446 1501
Interest income 20,180 11,710 10,667 10,953 11,377
Net investment income (3,706) 4,077 7,455 8,088 8,249
Credit impairment losses (500) (423) 0 0 0
Net investment results 7,942 6,483 9,066 9,581 9,894
Other income 1,064 195 205 215 230
Other expenses (1,818) (2,203) (2,313) (2,429) (2,467)
Foreign exchange gains/losses 759 111 113 115 121
Other results (1,000) (3,048) (3,181) (3,319) (3,353)
Profit before tax 34,021 28,035 32,523 35,367 38,322
Income taxes (4,912) (3,469) (3,301) (3,649) (4,001)
Net profit 29,109 24,566 29,222 31,718 34,322
Net profit attributable to shareholders 29,164 24,585 29,263 31,760 34,364

Note: data in 2021 was not restated under the IFRS 9 & 17 and thus not included for a comparative basis.

BALANCE SHEET 2021A 2022A AOPACTN 2024E 2025E 2026E
YE 31 Dec (RMB mn)

ASSETS

Investments in associates and joint ventures 55,731 58,085 62,601 66,177 70,157 73,892
Property 29,669 30,332 29,527 31,003 32,554 34,181
Investment property 5,851 7,440 7,576 7,933 8,331 8,774
Insurance contract assets 442 611 2,885 3,029 3,181 3,340
Reinsurance contract assets 31,600 36,827 38,891 40,836 42,877 45,021
Financial investments: 375,293 405,001 450,381 479,129 508,446 536,912
At amortized cost: 0 113,790 126,192 134,247 142,461 150,437
ﬁtcgar;:g’:a'”e through other comprehensive 0 154,285 180,142 191,641 203,367 214,753
At fair value through profit or loss: 0 140,730 144,047 153,242 162,618 171,723
Loans and advances to customers 73,574 73,657 57,785 54,147 52,240 53,940
Deferred tax assets 4,749 12,083 10,139 10,646 11,178 11,737
Other assets 24,986 27,176 27,312 28,678 30,111 31,617
Cash and cash equivalents 17,414 21,250 16,526 15,485 14,940 15,426
Total assets 619,309 672,462 703,623 737,062 774,015 814,841
LIABILITIES

Insurance contract liabilities 317,513 351,254 371,829 376,115 402,682 435,767
Investment contract liabilities 1,748 1,741 1,736 1,823 1,914 2,010
Obligations under repurchase agreements 37,985 41,690 40,037 40,838 41,654 42,488
Current tax liabilities 856 3,446 8 8 9 9
Bonds payable 8,058 8,097 8,365 8,783 9,222 9,684
Lease liabilities 1,786 1,484 1,316 1,382 1,451 1,523
Other liabilities 39,789 43,145 46,007 53,239 40,028 22,221
Liabilities in disposal group held for sale 407,735 450,857 469,319 482,212 496,986 513,730
EQUITIES

Share capital 22,242 22,242 22,242 22,242 22,242 22,242
Reserves 186,570 196,471 209,178 229,472 251,377 275,163
Retained profits 64,966 79,782 78,496 86,801 106,772 128,303
Total shareholders' equity 208,812 218,713 231,420 251,714 273,619 297,405
Non-controlling interests 2,762 2,892 2,884 3,137 3,410 3,706
Total equity 211,574 221,605 234,304 254,851 277,029 301,111
Total liabilities & equity 619,309 672,462 703,623 737,062 774,015 814,841

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 5
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PER SHARE DATA 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec

DPS 0.41 0.48 0.49 0.53 0.57 0.62
EPS (Reported) 1.01 1.31 1.11 1.32 1.43 1.55
Consensus EPS n.a n.a n.a 1.32 1.46 1.58
No. of shares basic 22,242 22,242 22,242 22,242 22,242 22,242
No. of shares diluted 22,242 22,242 22,242 22,242 22,242 22,242
PROFITABILITY 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec

Return on equity (ROE) 10.6% 13.5% 10.8% 12.0% 11.9% 11.9%
Return on asset (ROA) 4.5% 3.6% 4.1% 4.2% 4.3%
Combined ratio 96.6% 97.8% 97.6% 97.3% 97.1%
Loss ratio 69.4% 70.6% 70.9% 71.1% 71.4%
Expense ratio 27.2% 27.2% 26.7% 26.2% 25.7%
VALUATION 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec

P/B (x) 0.9x 0.9x 0.8x 0.8x 0.7x 0.7x
Dividend yield (%) 4.6 5.5 5.6 6.0 6.5 7.1

Source: Company data, CMBIGM estimates. Note: The calculation of net cash includes financial assets. Data in 2021 was not restated under the
IFRS 9 &17 and thus not included for a comparative basis.
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CME INTERNATIONAT

7 May 2024 @ﬁ*ﬁc@ﬁ

Disclosures & Disclaimers

Analyst Certification
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NOT RATED : Stock is not rated by CMBIGM
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