INSTITUTIONAL EQUITY RESEARCH

New China Insurance (1336.HK)

Investment gains continued to increase sharply

HONG KONG | INSURANCE | COMPANY NOTE

Summary

According to the first quarterly results of NCI (or the Group), its net profit increased
largely by 132% y-y, especially for investment gains, mainly due to the improvement of
the market environment, increased by 111% y-y approximately;

According to CIRC, the Group's premiums of life insurance increased only by 6% y-y in
April, and the market share also continued to go down, mainly due to the increase of
the market competition, especially for challenges from CPIC and Taikan Life;

Moreover, CPIC's total assets increased stably by 1.1% to RMB650.674 billion compared
to the end of 2014, with net assets of RMB53.94 billion, up 11.5%, equivalent to the
BVPS of RMB17.29;

Considering the Group’s stable performance in 1Q, we expect Chinese insurers’
performance would increase largely under the current bull market, especially for
investment gains. We hold optimistic views for NCI's future performance, and increase
NCI's 12-month target price to HK$65.00, around 33% higher than the latest closing

price, equivalent to 12.6xP/E and 2.4xP/B in 2016 respectively, maintain Buy rating.

The strong growth of investment gains

By the end of 1Q2015, NCI's net profits amounted to RMB3.624 billion, increased largely by
132% y-y, and investment gains, mainly due to the improvement of the market environment,
increased by 111% y-y approximately to RMB14.517 billion. We believe NCI's investment

gains would increase strongly in 2015.

According to the current operating performance, we expect NCI's incomes would increase

significantly in 2015, and net profit would increase by around 42% y-y.

Risk

The growth might be lower than our expectation due to the large volatility of investment

gains;

Share price decreases obviously in the short run due to the deterioration of the market

environment.
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Buy (Maintain)
CMP: HK$ 48.95

(Closing price as at 11 June 2015)
TARGET: HKS 65.00 (+33%)
COMPANY DATA
0O/S SHARES (MN) : 1,034
MARKET CAP (HK$ MN) : 50,620
52 - WK HI/LO (HK$) : 56.55/ 23.80
SHARE HOLDING PATTERN, %
HKSCC Nominees 32.88
Central Huijin Investment 31.34
Baosteel Group 15.11
PRICE PERFORMANCE, %

1MTH 3MTH 1YR
NCI -6.14 -6.94 101.03
HSI -1.25 -3.96 16.11

PRICE & HSI

Growth and market share of NCI's monthly premiums
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KEY FINANCIALS
Key Financial Summary

FYE 1213 1214
Net earned premums (RMB mn)

Net Profit, adj. (RVB m) 4422 6406
EPS, adj. (RVB) 142 205
PIE(X) 76 191
BVPS (RVB) 1260 1550
PB(X) 3l 25
EVPS (RVB) 2064 2133
PIEVPS (X) 19 14

Source: Bloomberg, PSRest.
*All muliples & yields based on current market price
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The distribution of NCI's investment assets
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NCI's profit estimation

Growth ratey-y
Net premiums earned and policy fees
140.00% ¢
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Financial Data

FYE FY12 FY13 FY14 FY15F FY16F
Valuation Ratios

P/IE (X) 41.7 27.6 19.1 13.4 9.5

P/B (X) 3.4 3.1 25 2.1 1.8

P/EVPS (X) 21 1.9 14 11 0.9

Dividend yield 0.82% 0.38% 0.54% 0.70% 0.91%
Per share data (RMB)

DPS 0.32 0.15 0.21 0.27 0.35
EPS, reported 0.94 1.42 2.05 2.92 4.13
EPS, ad;. 0.94 1.42 2.05 2.92 4.13
BVPS 11.50 12.60 15.50 18.64 21.92
EVPS 18.23 20.64 27.33 34.87 42.21
Growth

Net w ritten premiums and policy fees 2.5% 5.8% 5.7% 7.4% 10.0%
Investment income 6.3% 79.8% 30.4% 75.0% 45.0%
Net profit before income tax -30.1% 116.7% 56.9% 41.6% 41.4%
Net profit 4.8% 50.8% 44.9% 42.3% 41.3%
Key Ratios

Net profit / Net earned premiums 2.99% 4.27% 5.85% 7.75% 9.96%
Dividend payout ratio 34.09% 10.58% 10.22% 9.34% 8.60%
ROAE 8.73% 11.76% 14.61% 17.12% 20.35%
ROAA 0.67% 0.83% 1.06% 1.34% 1.72%
Total investment yield 3.18% 4.74% 5.41% 8.45% 11.13%
Administrative expenses ratio 9.98% 9.61% 10.34% 10.59% 10.59%
Commission and brokerage expenses ratio 7.18% 6.19% 6.97% 7.79% 8.63%
Total assets / liabilities 92.73% 93.05% 92.49% 91.83% 91.25%
Income Statement (RMB mn) FY12 FY13 FY14 FY15F FY16F
Net w ritten premiums and policy fees 98,086 103,780 109,663 117,772 129,559

Net change in unearned premium liabilities (135) (165) (193) (232) (290)
Net premiums earned and policy fees 97,951 103,615 109,470 117,540 129,269

Investment income 13,559 24,374 31,784 55,622 80,652

Other income 189 228 840 1,386 1,940

Total revenues 111,699 128,217 142,094 174,548 211,862

Life insurance death and other benefits (23,983) (36,601) (64,883) (87,592) (111,242)
Increase in long-terminsurance contract liabiliti (64,831) (65,954) (46,019) (49,240) (54,164)
Insurance benefits and claims (89,898) (103,741) (112,017) (137,981) (166,899)
Total benefits, claims and expenses (107,666)  (121,652) (132,680) (161,676) (194,287)
Net profit before income tax 2,288 4,959 7,782 11,017 15,578

Income tax 646 (535) (1,375) (1,900) (2,700)
Tax rate / 10.79% 17.67% 17.25% 17.33%
Net profit for the year/period 2,934 4,424 6,407 9,117 12,878

Minority interests 1 2 1 2 2

Net profit 2,933 4,422 6,406 9,115 12,876

Dividend 1,000 468 655 852 1,107

Balance Sheet (RMB mn) FY12 FY13 FY14 FY15F FY16F
Investment in associates 708 9,404 10,150 10,556 11,612

Total finanical assets 453,415 521,622 601,065 669,688 737,130

Cash and cash equivalents 25,066 18,570 14,503 11,602 9,862

Total assets 493,693 565,849 643,709 712,093 782,011

Insurance contracts 362,272 426,881 480,100 513,871 545,085

Financial liabilities 89,425 93,144 106,448 129,214 154,655

Other liabilities 4,258 4,584 5,090 5,854 7,024

Total liabilities 457,815 526,531 595,345 653,938 713,613

Share capital 3,120 3,120 3,120 3,120 3,120

Reserves 25,967 25,903 30,300 35,605 40,022

(Accumulated losses) / retained earnings 6,783 10,289 14,939 19,421 25,247

Net equity 35,870 39,312 48,359 58,145 68,389

Minority interests 8 6 5 10 10

Total equity 35,878 39,318 48,364 58,155 68,399

Total liabilities and equity 493,693 565,849 643,709 712,093 782,011

(Financial figures as at 11 Jun 2015)
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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 +5% to +20%upside from the current pice

2

-5% to +5% Neutral 3 Trade within _ + 5% from the current price

-5% to -20% Reduce 4 -5% to -20% downside from the current pige
<-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.

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear responsibility for any
loss occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant investment products. For details of
different product’s risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.

© 2015 Phillip Securities (Hong Kong) Limited
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