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Stable growth of market shares with strong rebound of profits in future
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Better profit performance than the peers in — T o

2012 - Previouz Rsting 1.00 Euy

Rating: Buy, CP: HK$32.15, TP: HK$37.08 Target Price [HKD} 37.08

- Previcus Target Price (HEDY) 4229

Company Introduction Closing Frice (HKD) 2215

New China Insurance (NCI or the Group) was founded in Beijing in Expected Capital Gains {3 , 18.3%

Sep 1996, which is one of the largest insurers in China now. NCI Ecpected Dividend W izld (%) #HEF!

were listed in A+H Shares in 2011, and currently it owns over Expected Total Return () " e

50,000 employees and 1,500 branches nationwide. According to Asw Bets (FastZyrs waskly dsts) MIA,

the records of premiums incomes from CIRC, as at the end of Nov Market Cap. {HKD ) 108,245

2012, NCI was the third largest Life insurer in China. Enterprise Vabe [HKD mm) NUA

Summary 82 w ek rangs (HKD) 21.25- 368.81 .

Closing Frice in 52 wesk rangs _:!

« According to the data from CIRC, the premium incomes 0% B0%  100%
of NCI achieved to RMB92.219 billion, increased slightly =000 [ :E
by 3.89% y-y in Nov 2012, which was better than the 2000 b2
performance of the industry with the growth rate of [
3.54% during the same period although the Group’s 2000 L 25
growth rate appeared to decrease month by month; I "]"2

e« According to 3Q report, the Group’s total assets 10001 - lﬁ
increased significantly by 24.5% to RMB481.358 billion 002 [ 2

compared to the end of 2011, equivalent to BVPS of

= - - - - - -
RMB11.05, 10.1% higher than that of 2011, s 3 § 2 Fcc £ 88 &%
« Accumulated net profits of NCI recorded to RMB2.324 S 2 2 a ?5 2 R a4 a8 a3
billion, raised 2.42% y-y, better than the peers, while
China Life recorded the loss of RMB2.2 billion and e — 133 hkequity  ——Hsl
CPIC’s net profits dropped 59% y-y approximately; Key Financial Summary
« However, we noted one of main reasons that NCI jliz e
gained the better profit performance was the realization Net earned premiums (RMB mn) 5664 101636 111806 125203
of deferred tax of assets with the amount of RMB444 s = 2798 3081 4880 6384
million. Ignoring such accounting treatment, NCI's EPS, ad]. (RMB] 1.24 0% 158 210
profits before tax would decrease by 26.41% y-y, RUE (X 128 207 281 18.2
consistent with market trend; BVWPS (RMB) 10.04 11.35 1315 15.00
« On the other hand, there was a news that CSRC would P/B (X} . 47 , 28 , 2.3 , 2.0
approve domestic insurance companies to open retail DPS (RME) , #REF , #REF , #REF , #REF
fund management business in future, which may cause Div. ield #REF #REF #REF #REF
insurers’ incomes to go up, and investment incomes Seurce: Bloomberg, PSR et
would rebound obviously benefited from improvement of *All multiples & yields based on current market price
market environment. Therefore we expect NCI's profits Valuation Method
would increase significantly in the next two years. The EW

Group’s net profits would rise 10% y-y approximately to
RMB3.081 in 2012 with the EPS of RMB0.99;
e In summary, we hold optimistic views for NCI's future
performance, and estimate the 12-month target price to
HK$37.08, around 15.30% higher than the latest closing
price, equivalent to 2013P/E18.7x and P/B2.3x Research analyst
respectively. Maintain Buy rating. Xingyu Chen

chenxingyu@phillip.com.cn
+86 21 5169 9400 - 105
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Figure 1. Premium incomes of NCI Table 1. Evaluated embedded value of NCI
oo —na M s RMB Million 00 01 NWE  20E  20UE
100.00% | et snere e oo AGUSTNAV 600 20966 30752 3688 43053
80.00% ] 1 o0 Adjust value of inforce insurance business| 21,685 27,025 32430 35762 43,781
s0.00% [ i il o Embedded value 2808 48991 63182 72650 86,834
40.00% 1007 Adjust value of one year's new business 4740 4360 4250 4335 4465
20.00% | ||| ] o New business muliplier 10 10 10 10 10
o.o0ss (LLLLLIEKMARNaiedo Lo AR AM A o B 20090 il of new business 410 43600 42500 43350 44651
2009 g s o s e S e e e N T T I L ooon pdjustvalue 75495 92501 105682 116000 131484
Share capital (million) 1200 3117 3,120 3120 3120
Source: CIRC, Phillip Securities EV per share (RMB) B4 B2 NB BH A8
Value of new business per share (RMB) 051 139 13.62 1389 U3
Stock value per share (RMB) 6291 2071 3387 318 U
Figure 2. Market shares of main life insurers in China Price/EV 1.10 1.64 1.27 11 0.93

1340&;:; share China Life China Pingan M CPIC Source: Company report, Phillip Securities
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Figure 3. Solvency margin ratios of the largest four life insurers in
China
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Figure 4. Profit estimation of NCI
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Financial Status
FYE FY10 FY1l1 FY12F FY13F FY14F
Valuation Ratios
P/E (X) 13.8 20.7 26.1 16.2 12.3
P/B (X) 4.7 2.6 2.3 2.0 1.7
P/IEVPS (X) 1.1 1.6 1.3 1.1 0.9
Per share data (RMB)
EPS, reported 1.87 1.24 0.99 1.59 2.10
EPS, adj. 1.87 1.24 0.99 1.59 2.10
BVPS 5.47 10.04 11.35 13.19 15.00
EVPS 23.40 15.72 20.25 23.29 27.83
Growth
Gross written premiums and policy fees 40.6% 3.5% 7.0% 10.0% 12.0%
Investment income 25.8% 21.2% 45.0% 35.0% 30.0%
Minority interests 0.0% 0.0% 0.0% 0.0% 0.0%
Net profit of equity holders of the company -15.5% 24.5% 10.1% 61.0% 32.3%
Key Ratios
Net profit / Net earned premiums 2.45% 2.94% 3.03% 4.43% 5.23%
Income Statement (RMB mn) FY10 Fy11i FY12F FY13F FY14F
Gross written premiums and policy fees 91,956 95,151 101,812 111,993 125,432
Premiums ceded out 32 584 30 60 80
Net w ritten premiums and policy fees 91,988 95,735 101,842 112,053 125,512
Net change in unearned premium liabilities (128) (71) (206) (247) (309)
Net premiums earned and policy fees 91,860 95,664 101,636 111,806 125,203
Investment income 10,521 12,754 18,493 24,966 32,456
Other income 328 192 557 724 977
Total revenues 102,709 108,610 120,686 137,495 158,636
Life insurance death and other benefits (12,548) (20,311) (24,373) (32,660) (44,091)
Increase in long-term insurance contract liabiliti (70,361) (65,973) (72,570) (75,473) (79,247)
Insurance benefits and claims (83,611) (87,151) (97,897) (109,325) (124,828)
Commission and brokerage expenses (7,252) (7,317) (7,683) (8,451) (9,465)
Administrative expense (8,410) (9,229) (10,060) (11,569) (13,535)
Total benefits, claims and expenses (100,192) (104,531) (116,557) (130,422) (149,134)
Net profit before income tax 2,255 3,275 3,082 5,661 7,665
Income tax (5) (475) 0 (700) (1,100)
Tax rate 0.22% 14.50% 0.00% 12.37% 14.35%
Net profit for the year/period 2,250 2,800 3,082 4,961 6,565
Minority interests 1 1 1 1 1
Net profit of equity holders of the com pa 2,249 2,799 3,081 4,960 6,564
Balance Sheet (RMB mn) FY10 Fy1l FY12F FY13F FY14F
Property, plant and equipment 2,922 4,284 5,783 7,518 9,398
Investment property 513 451 586 692 789
Intangible assets 57 65 75 86 99
Investment in associates 707 709 710 717 724
Debt securities 164,726 190,464 219,147 248,613 273,029
Equity securities 38,874 29,051 33,693 38,038 41,765
Term deposits 55,210 122,949 174,588 235,693 294,617
Other financial assets 61,898 133,346 190,957 258,639 325,178
Total finanical assets 265,498 352,861 443,796 545,290 639,972
Cash and cash equivalents 27,368 21,095 31,643 41,135 55,533
Total assets 304,566 386,771 493,145 608,485 722,889
Long-term insurance contracts liabilities 233,821 292,818 354,310 425,172 493,199
Short-term insurance contracts liabilities 804 996 1,494 2,166 3,141
Insurance contracts 234,625 293,814 355,804 427,338 496,340
Financial liabilities 44,624 56,555 96,990 133,812 171,420
Other liabilities 17,371 3,405 3,337 4,338 6,073
Total liabilities 297,993 355,458 457,713 567,337 676,072
Share capital 1,200 3,117 3,120 3,120 3,120
Reserves 1,889 22,468 24,580 29,136 33,917
(Accumulated losses) / retained earnings 3,478 5,721 7,723 8,882 9,770
Net equity 6,567 31,306 35,423 41,138 46,807
Minority interests 6 7 9 10 10
Total equity 6,573 31,313 35,432 41,148 46,817
Total liabilities and equity 304,566 386,771 493,145 608,485 722,889

Source: Company, PSR
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Total Returns Recommendation Rating
> +20% Buy 1
+5% to +20% Accumulate 2
-5% to +5% Neutral 3
-5% to -20% Reduce 4
<-20% Sell 5
Remarks
We do not base our recommendations entirely on the above quantitative return bands.
We consider qualitative factors like (but not limited to) a stock's risk rew ard profile, market
sentiment, recent rate of share price appreciation, presence or absence of stock price
catalysts, and speculative undertones surrounding the stock, before making our final
recommendation
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate 2 +5% to +20%upside from the current price
-5% to +5% Neutral 3 Trade within * 5% from the current price
-5% to -20% Reduce 4 -5% to -20% downside from the current price
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited
to) a stock's risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and
speculative undertones surrounding the stock, before making our final recommendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree
to be bound by the terms and limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be
liable for any direct or consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are
unreliable and any analysis, forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are
based on such information and are expressions of belief only. Phillip Securities has not verified this information and no representation or
warranty, express or implied, is made that such information or Research is accurate, complete or verified or should be relied upon as such.
Any such information or Research contained in this publication is subject to change, and Phillip Securities shall not have any responsibility
to maintain the information or Research made available or to supply any corrections, updates or releases in connection therewith. In no
event will Phillip Securities be liable for any special, indirect, incidental or consequential damages which may be incurred from the use of
the information or Research made available, even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are
subject to change at any time without prior notice.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or
particular needs of any particular person. The products mentioned in this material may not be suitable for all investors and a person
receiving or reading this material should seek advice from a financial adviser regarding the suitability of such products, taking into account
the specific investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of
such products.

This publication should not be relied upon as authoritative without further being subject to the recipient’s own independent verification and
exercise of judgment. The fact that this publication has been made available constitutes neither a recommendation to enter into a particular
transaction nor a representation that any product described in this material is suitable or appropriate for the recipient. Recipients should be
aware that many of the products which may be described in this publication involve significant risks and may not be suitable for all
investors, and that any decision to enter into transactions involving such products should not be made unless all such risks are understood
and an independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained
herein with respect to any product should not be considered to be a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase
securities mentioned in this research should take into account existing public information, including any registered prospectus in respect of
such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the
listed corporation covered in this report.

Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor
any financial interest of 1% or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities
serves as an officer of the listed corporation.

Availability

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any
jurisdiction or country where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which
would subject Phillip Securities to any registration or licensing or other requirement, or penalty for contravention of such requirements
within such jurisdiction.

© 2013 Phillip Securities (Hong Kong) Limited
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