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Rating              BUY (as at 26 August 2021) 

Last Close HKD 12.98 

Fair Value HKD 16.80  

VNB down 19% yoy in 1H21  
• 1H21 net profit grew 34% yoy to CNY41bn, driven by 

strong investment income.   

• Value of new business and agency size shrank, 

reflecting ongoing industry-wide pain and 

continued challenges from the pandemic.  

• Fair value reduced to HKD16.80, reflecting a 

discount for its lower than sector average ESG rating 

and lower estimates in view of the moderation in 

growth outlook, which should lead to a weaker VNB 

outlook for the full year.  

• Undemanding valuations however has reflected 

much of the near-term industry headwinds, while 

the structural growth outlook remains positive.  

Investment thesis   
With rising protection and wealth management needs 

of China’s rising middle class, China Life is one of the 

key beneficiaries of this medium term growth trend as 

a leading domestic life insurer with ~15-20% estimated 

market share. The regulatory shift towards more long-

term and protection product mix is positive for future 

margins but transition to the new business model and 

transformation process led by new management may 

be bumpy amidst the current challenging operating 

environment hampered by concerns from volatile 

equity markets and impact on face-to-face sales 

recovery following the Covid-19 outbreak. Dividend 

payout as of end FY20 was 36%. While we see value, 

we believe investors will need to be patient given a 

continued gradual recovery outlook for the sector as 

offline business takes time to normalize amid 

intensifying competition, while the stabilization of 

China’s bond yield and better A-share equity market 

on the back of an improving macro backdrop should 

be supportive of investment income generation.  

Investment summary 
• 1H21 revenues grew 6.5% yoy, while net profit grew 

34% yoy to CNY41bn, driven by strong investment 

income. Gross written premiums of CNY442.3bn 

increased slightly by 3.5% yoy, with first year regular 

premiums of CNY68.6bn (fell 16.5% yoy) while 
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 2628 HK Equity MXCN Index (RHS)

CNY bn 2020 2021E 2022E

Net earned premiums 605 629 699

Total revenues 805 815 894

Operating profit 51 52 56

NPAT 50.3 55.6 60.2

EPS (CNY) 1.77 1.97 2.13

DPS (CNY) 0.64 0.71 0.77

CNY mn 1H20 1H21 %

Gross written premium 427,367 442,299 4%

Net premiums earned 407,936 422,642 4%

Total investment income 92,119 109,920 9%

Revenues 504,431 537,105 7%

Net profit 30,535 40,975 34%

EPS (CNY) 1.07 1.47 37%
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renewal premiums were up 8.2% yoy to CNY285bn. 

Embedded value was up 6.6% yoy.   

• Value of new business (VNB) fell 19% yoy in 1H, which 

implied 2Q21 VNB declined 29% yoy (from 1Q21’s -

13% yoy reported), reflecting industry wide 

headwinds on new policy sales. VNB margin fell from 

37.1% in 1H20 to 34.7%, while first year premium 

annual premium equivalent declined 14%. Covid-19 

impact continued to weigh on the industry, which 

faced higher short-term pressure in 2Q amid 

moderating in macro-economic conditions and 

weaker consumer demand for new insurance 

policies. With the decline in new business, 

underwriting and policy acquisition costs decreased 

from 11.2% to 7.84%. Administrative expense ratio 

remained stable at 3.38%.  

• Decline in agency force in the industry weighs on 

sales recovery outlook - Total number of agents fell 

to 1.15mn (from 1.38mn people last year). The 

number of agents fell sharply, with total agent 

headcount down 17% in 1H and the higher 

productive team down 20% in 1H21. We see this as 

an ongoing challenge in the industry, which may be 

mitigated by the expected increasing pool of 

educated labour from the education sector, which 

is expected to see consolidation in the wake of 

regulators’ non-profit guidance for the after-school 

tutoring industry.  

• Short term challenges should be temporary pain 

amidst structural growth for the industry, which 

remains well positioned for the longer run. In its post 

results briefing, management highlighted that the 

estimated penetration of life insurance in 2020 in 

China is below 3%, and is low in comparison to 

developed markets and hence should provide 

scope for further industry growth once the current 

soft patch of growth is over.  

• Gross investment yield increased 35bps to 5.69%, 

while net investment yield of 4.33% increased 4bps. 

Non-standard asset exposure was stable at 16.5%.   

• Solvency ratios remain strong - Core solvency ratio 

of 259.03% remained well above regulatory 

minimums (vs 260.1% in 1H20). Comprehensive 

solvency ratio decreased slightly to 267.69%, from 

268.92% in 1H20. Management awaits further 

regulatory updates on phase two of C-ROSS 

implementation, which is expected to be a 

refinement and believes the exercise should not 

meaningfully impact its capital ratios.  

• Stepping up on technology upgrades and digital 

platform, increasing its data processing capacity by 

10x and improved its technological responsiveness. 

In terms of its digital ecosystem, this was broadened 

Results highlights  
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with connection with 21k medical institutions and 

enriched its ecosystem and services offered. 

Number of settled claims in 1H amounted to more 

than 9.4mn.  

• Fair value reduced to HKD16.80 which implies 0.6x 

price/embedded value, reflecting a discount for its 

lower than sector average ESG rating of BB and 

moderation in growth outlook due to reduced 

customer appetite and weaker VNB outlook for this 

year which we have assumed may decline -24% this 

year before a slight pickup in FY22E. Key investor 

focus should remain on the pace of industry’s NBV 

recovery. Given management’s cautious tone on 

near term sales outlook, citing industry wide 

challenges with increased competitive pressures, 

softer demand recovery from the pandemic, and 

ongoing difficulties in agent recruitment, we prefer 

a gradual accumulation approach. The stock 

currently trades undemanding valuations, which 

reflects expectations have been largely reset for a 

slower growth outlook.  Efforts ahead will continue 

to focus on product innovation, agency quality, 

productivity and retention.  

ESG updates 
• Key observations include limited disclosure 

(prevents assessment of governance standards) 

and continued weak data protection and privacy 

mechanisms. While its asset management arm 

(China Life Asset Management) has already joined 

the UN Principles for Responsible Investment as a 

signatory, the group still lags global standards in 

disclosure of details in implementing such policies in 

its overall investment process. On the positives, the 

company has taken steps to mitigate risks of 

potential unethical corporate behaviour, evident in 

its employee training on ethical conduct and strong 

policies in place on bribery, corruption and money 

laundering.  

 

Potential catalysts 
• Stronger new business value (NBV) growth. Higher 

bond yields could lead to lower reserve charges, 

lifting life profits and group earnings. A-share rally 

could lead to higher valuation and investment 

gains. Improved disclosure on back book, better 

management execution. Linking dividend 

payment to a more stable growth metric (e.g. 

operating profit). More disclosures and clarity on 

asset/liability management (i.e. viewed to be more 

relatively exposed to interest rate risks compared to 

peers, historically has a more volatile net profit track 

record). More market-oriented performance 

targets. 

Investment risks   
• Sharp A-share equity market corrections and 

interest rates fall, macro-economic deterioration, 

regulatory/policy risks, competitive pressures, 

interest rate risks, diseases outbreaks, earnings and 

NBV disappointments. Lower bond yields imply 

headwinds for earnings. Profitability may remain 

volatile due to capital markets swings. Limited 

disclosure on absolute NBV, and guidance on full 

year NBV growth has been challenging in assessing 

sustainability of improvements. Asset/liability 

matching concerns, credit concerns in its 

investment portfolio. Launch of heavily discounted 

products impacting margins. Potential overhang 
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from Evergrande worries: While China Life does not 

have direct meaningful exposure to the company, 

it owns 44% of Guangfa Bank which is one of the 

creditors of Evergrande. As such, there could be 

sentiment impact in the event concerns rise over 

the possibility of more capital needed to be 

injected into Guangfa Bank (unrated). 

Valuation analysis     

  

Source: Bloomberg 

 

 

 

Price/Earnings chart   

 
Source: Bloomberg 

Price/Book chart   

Source: Bloomberg 
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CHINA LIFE INSURANCE CO-H (2628 HK) 5.3 4.9 0.6 0.6 6.8 7.3 12.2 11.8 

PING AN INSURANCE GROUP CO-H (2318 HK) 6.2 5.5 1.1 1.0 4.5 5.1 18.4 18.5 

CHINA PACIFIC INSURANCE GR-H (2601 HK) 6.5 5.8 0.8 0.7 7.3 8.3 12.1 12.5 

PEOPLE'S INSURANCE CO GROU-H (1339 HK) 3.9 3.7 0.4 0.4 7.8 8.0 10.9 10.4 
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Additional highlights 
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Company overview (as of 31 December 2020) 

Company description 

China Life Insurance is the largest insurance group in China by premiums and assets, with headquarters 

located in Beijing. The company is one of the Fortune Global 500 companies and a well-regarded insurer with 

an established brand name in China. With market share of ~20% in the life insurance segment, China Life 

commands an extensive distribution network of exclusive agents, direct sales representatives, and dedicated 

and non-dedicated agencies.  

Key products and services include individual life insurance, group life insurance, accident and health 

insurance and annuity. The group also offers third party asset management and pension services through 

subsidiaries.  

 

 

 

FY20 revenue breakdown  

Source: Bloomberg  

FY20 net premiums earned breakdown  

Source: Bloomberg 

Value of new business   

Source: Bloomberg 

Dividends per share 
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Company financials    

Income statement 

 

Profitability ratios  

 

 

Credit ratios  

 
Source: Bloomberg 

 

In Millions of HKD except Per Share FY 2016 FY 2017 FY 2018 FY 2019 FY 2020

12 Months Ending 31/12/2016 31/12/2017 31/12/2018 31/12/2019 31/12/2020

Revenue 632,137.0 742,762.7 743,975.5 827,558.3 905,792.0

  - Cost of Rev enue — — — — —

Gross Profit — — — — —

  + Other Operating Income 7,551.3 8,650.8 9,602.4 9,296.9 10,481.8

  - Operating Expenses -16,670.2 -24,639.6 -19,541.5 -34,437.6 -37,379.0

Operating Income or Losses 26,597.9 45,175.0 12,204.0 63,573.9 56,903.4

  - Interest Expense 5,572.3 5,311.9 4,880.6 4,827.1 4,216.4

  - Foreign Exchange Losses (Gains) — — — — —

  - Net Non-Operating Losses (Gains) -6,844.1 -8,246.7 -9,183.8 -9,088.2 -8,626.3

Pretax Income 27,869.7 48,109.8 16,507.1 67,835.0 61,313.3

  - Income Tax Expense (Benefit) 4,976.1 10,297.1 2,353.8 886.0 3,491.7

Income Before XO Items 22,893.6 37,812.7 14,153.4 66,949.0 57,821.6

  - Extraordinary Loss Net of Tax 0.0 0.0 0.0 0.0 0.0

  - Minority/Non Controlling Interests (Credits) 535.4 576.1 641.5 824.8 1,256.9

Net Income/Net Profit (Losses) 22,358.2 37,236.6 13,511.9 66,124.2 56,564.7

Net Inc Avail to Common Shareholders 22,358.2 37,236.6 13,511.9 66,124.2 56,564.7

  Abnormal Losses (Gains) 0.0 0.0 0.0 0.0 0.0

  Tax Effect on Abnormal Items 0.0 0.0 0.0 0.0 0.0

Normalized Income 22,358.2 37,236.6 13,511.9 66,124.2 56,564.7

Basic Earnings per Share 0.8 1.3 0.5 2.3 2.0

  Basic Weighted Av g Shares 28,264.7 28,264.7 28,264.7 28,264.7 28,264.7

Diluted EPS Before Abnormal Items 0.8 1.3 0.5 2.3 2.0

Diluted EPS Before XO Items 0.8 1.3 0.5 2.3 2.0

Diluted EPS 0.8 1.3 0.5 2.3 2.0

FY 2016 FY 2017 FY 2018 FY 2019 FY 2020

12 Months Ending 31/12/2016 31/12/2017 31/12/2018 31/12/2019 31/12/2020

Returns

Return on Common Equity 6.11 10.33 3.56 16.14 11.77

Return on Assets 0.74 1.15 0.37 1.67 1.26

Return on Capital 5.38 8.28 3.18 11.25 8.99

Return on Inv ested Capital 10.03 9.05 7.66 12.89 13.10

Margins

Operating Margin 4.21 6.08 1.64 7.68 6.28

Incremental Operating Margin — 15.96 -180.96 44.83 —

Pretax Margin 4.41 6.48 2.22 8.20 6.77

Income before XO Margin 3.62 5.09 1.90 8.09 6.38

Net Income Margin 3.54 5.01 1.82 7.99 6.24

Net Income to Common Margin 3.54 5.01 1.82 7.99 6.24

Additional

Effectiv e Tax Rate 17.86 21.40 14.26 1.31 5.69

Dv d Payout Ratio 35.47 35.05 39.68 35.40 35.99

Sustainable Growth Rate 3.94 6.71 2.15 10.43 7.54

FY 2016 FY 2017 FY 2018 FY 2019 FY 2020

12 Months Ending 31/12/2016 31/12/2017 31/12/2018 31/12/2019 31/12/2020

Total Debt/EBIT 6.03 2.78 20.89 3.15 3.55

Net Debt/EBIT 3.09 1.53 15.95 2.20 2.43

EBIT to Interest Expense 4.77 8.50 2.50 13.17 13.50

Long-Term Debt/Total Assets 2.01 0.65 0.62 1.56 1.35

Net Debt/Equity 22.83 18.46 50.78 30.08 26.92
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ANALYST DECLARATION:   

The analyst(s) who prepared this report certifies that the opinions contained herein accurately and exclusively reflect his 
or her views about the securities of the listed entity, and that he or she has taken reasonable care to maintain 
independence and objectivity in respect of the opinions herein. 

The analyst(s) who wrote this report does not hold any financial interests in the listed entity. The analyst’s/analysts’ 
connected persons do not hold any financial interests in the listed entity. 

The analyst(s) does not receive compensation directly or indirectly related to the inclusion of specific recommendations 
or views in this report. The reporting line of the analyst(s) is separate from and independent of the business solicitation or 
marketing departments of Oversea-Chinese Banking Corporation Limited (“OCBC Bank”) Group. 

The analyst(s) or his/her associate confirms that he or she does not serve as directors or officers of the listed entity, and 
the listed entity or other third parties have not provided or agreed to provide any compensation or other benefits to the 
analyst(s) in connection with this report. 

DISCLAIMER FOR RESEARCH REPORT 

This report is solely for information and general circulation only and may not be published, circulated, reproduced or 
distributed in whole or in part to any other person without the written consent of OCBC Investment Research Private 
Limited (“OIR” or “we”). This report should not be construed as an offer or solicitation for the subscription, purchase or sale 
of the securities mentioned herein or to participate in any particular trading or investment strategy. Whilst we have taken 
all reasonable care to ensure that the information contained in this publication is not untrue or misleading at the time of 
publication, we cannot guarantee its accuracy or completeness, and you should not act on it without first independently 
verifying its contents. Any opinion or estimate contained in this report is subject to change without notice. We have not 
given any consideration to and we have not made any investigation of the investment objectives, financial situation or 
particular needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability 
whatsoever is accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons 
acting on such information or opinion or estimate. You may wish to seek advice from a financial adviser regarding the 
suitability of the securities mentioned herein, taking into consideration your investment objectives, financial situation or 
particular needs, before making a commitment to invest in the securities. In the event that you choose not to seek advice 
from a financial adviser, you should consider whether investment in securities and the securities mentioned herein is 
suitable for you. Oversea-Chinese Banking Corporation Limited (“OCBC Bank”), Bank of Singapore Limited (“BOS”), OIR, 
OCBC Securities Private Limited (“OSPL”) and their respective connected and associated corporations together with their 
respective directors and officers may have or take positions in the securities mentioned in this report and may also perform 
or seek to perform broking and other investment or securities related services for the corporations whose securities are 
mentioned in this report as well as other parties generally. There may be conflicts of interest between OCBC Bank, BOS, 
OIR, OSPL or other members of the OCBC Group and any of the persons or entities mentioned in this report of which OIR 
and its analyst(s) are not aware due to OCBC Bank’s Chinese Wall arrangement. 

The information provided herein may contain projections or other forward looking statements regarding future events or 
future performance of countries, assets, markets or companies. Actual events or results may differ materially. Past 
performance figures are not necessarily indicative of future or likely performance. 

Privileged / confidential information may be contained in this report. If you are not the addressee indicated in the 
message enclosing the report (or responsible for delivery of the message to such person), you may not copy or deliver 
the message and/or report to anyone. Opinions, conclusions and other information in this document that do not relate 
to the official business of OCBC Bank, BOS, OIR, OSPL and their respective connected and associated corporations shall 
be understood as neither given nor endorsed. 

RATINGS AND RECOMMENDATIONS: 

- OIR’s technical comments and recommendations are short-term and trading oriented. 

- OIR’s fundamental views and ratings (Buy, Hold, Sell) are medium-term calls within a 12-month investment horizon.  

- As a guide, OIR’s BUY rating indicates total expected returns (excluding dividends) in excess of 10% based on the 
current price; a HOLD rating indicates total expected returns (excluding dividends) within +10% and -5%; a SELL rating 
indicates total expected returns (excluding dividends) less than -5%. For REITs and Business Trusts, total expected returns 
including dividends apply. 

-  For companies with market capitalisation of S$150m and below, OIR’s BUY rating indicates total expected returns 
(excluding dividends) in excess of 30%; a HOLD rating indicates total expected returns (excluding dividends) within a 
+/-30% range; a SELL rating indicates total expected returns (excluding dividends) less than -30%. For REITs and Business 
Trusts, total expected returns including dividends apply. 
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