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Is Ping An solvent? 
+ NAV per share would be down 15% if marked to 

market 
Ping An has ceased marking many of its bonds to market. If it were 
to book its bond portfolio at fair value, NAV per share would fall 15% 
for 2013, shrinking from RMB 18.98 to RMB 16.10.  

+ Solvency questions 
Most of the bonds that Ping An has ceased marking to market are 
held by insurance subsidiaries. If Ping An were to re-price these 
bonds to fair value, its insurance subsidiaries’ capital would fall to 
83% the required amount. 

+ Normalized earnings flat despite asset growth 
of 18% 
All of Ping An’s 40% growth in EPS is due to either accounting 
changes or one-time charges. Core earnings are actually down 3% 
year on year. 

+ Risk up 
Despite weak underlying growth, Ping An’s balance sheet grows 
more and more exposed to property and infrastructure. Property 
loans nearly doubled in 2013, AMS more than tripled, and DIPs grew 
to 8.7% of Ping An’s insurance float. 

+ Reiterate SELL, maintain PT of HKD 44.69 
We maintain our price target of HKD 44.69 based on a multiple of 
book value. 
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Total comprehensive 
income was down YoY, and 

NAV growth was only 
18%, despite EPS growth  

of 40%. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

A question of accounting 
We believe that, were Ping An to mark its bond portfolio to fair 
value, it would be faced with statutory insolvency in one or more 
of its insurance subsidiaries. To meet statutory requirements, Ping 
An has begun reclassifying bond instruments as held to maturity to 
avoid taking the paper loss. In addition, we believe Ping An had no 
sustainable earnings growth in 2013, and that core earnings 
actually fell by 3%. 

A closer look at Ping An’s 40% reported net profit growth reveals 
that: 

• Bottom line growth derived from changes in impairment 
charges and fluctuations in recognized gains/losses of 
marketable securities 

• “Core” income, i.e. income from interest, dividends, and 
premiums net of interest and operating expenses fell 3% 
YoY 

• NAV per share would have fallen by 15% if assets were 
market to market; Ping An is therefore severely 
undercapitalized 

• Bank margins are overstated by delaying NPL recognition 

Available for sale 
Superficially, Ping An’s 2013 annual results showed top-line 
growth of 24% on top of EPS growth of 40%.  
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Investment income drove 
earnings growth. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Chart 1. Profit growth, 2011 to 2013 

 

Source: Company filings 

The growth in Ping An’s profit was almost entirely attributable to 
growth in investment income, which doubled year on year, to over 
RMB 50 bln. 

Table 1. Investment income: 2012-2013  

RMB mln 2012 2013 YoY 
Net interest, dividend, lease income 41,598 54,310 31% 
Realized gains and losses -7,740 2,296 -130% 
Unrealized gains 105 596 468% 
Impairments -6,585 -1,619 -75% 
Total 27,378 55,583 103% 

Source: Company filings 

Interest and dividend income did indeed grow by 30%, driven by 
increased lending to high-yield infrastructure projects. But the rest 
of Ping An’s increase in investment income derived from a 
reduction in impairment losses, from RMB 6.5 bln in 2012 to RMB 
1.2 bln in 2013, and from favorable development in “gains.” 

Realized and Unrealized gains 

Ping An demonstrated profit improvement from realized and 
unrealized gains, which turned from a loss of RMB 9.5 bln to a gain 
of RMB 838 mln, thus generating profit “growth” of roughly RMB 
10 bln. The improved performance in realized and unrealized gains 
stemmed from selling equity investments that had been already 
posted mark-to-market gains.  
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Ping An’s profit 

improvement from realized 
and unrealized gains was a 

function of AFS 
accounting, not core 

earnings power.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

This does not represent growth in core or repeatable earnings, but 
is rather a function of available for sale securities accounting. 
According to IFRS, available for sale securities must be held on 
balance sheet at fair value. But fluctuations in market value do not 
generally hit the income statement; rather, they are accounted for 
as “Other Comprehensive Income” and booked directly into the 
equity statement. With some exceptions, gains and losses in 
available for sale securities are accounted for in the income 
statement after they are sold, when they become what is known as 
a “realized” gain or loss. 

This means that there is some discretion in how AFS security 
movements affect profit. For example, if you hold two stocks and 
one appreciates by USD 100 and the other depreciates by USD 
100, obviously you are at a wash for the period. But if I sell the 
stock that appreciated and hold the one that depreciated then I 
show a profit of USD 100. 

Essentially, Ping An has done this on a large scale. It has sold 
equities that have increased in value. Meanwhile, interest rate 
increases have sent its entire bond portfolio down in market value. 
But these adjustments it has yet to book to the income statement. 

Table 2.  Investment gains and losses: 2012-2013 

Source: Company filings, J Capital Research 

The above table makes the issue clear. Though investment gains 
and losses recognized in pre-tax income rose from RMB -7.6 bln to 
RMB 2.9 bln, investment gains and losses including unrecognized 
changes in available for sale market values fell by 185% from RMB 
4.3 bln to RMB -3.6 bln. 

If we add up all of Ping An’s investment income, both recognized 
and unrecognized, we find that it actually fell slightly in 2013. 

 

 

RMB mln 2012 2013 YoY 
Realized gains and losses -7,740 2,296 n/a 
Unrealized gains 105 596 n/a 
Total recognized investment gains and losses -7,635 2,892 n/a 
Unrecognized profit/(loss) in OCI 19,573 -9,421 -148% 
Total investment gains and losses 4,303 -3,637 -185% 
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Table 3. Investment income analysis: 2012-2013 

Source: Company filings, J Capital Research 

What this means is that in good times, when securities went up in 
2012, Ping An did not sell them or book them into income. In 2013, 
facing rising rates and falling securities values, Ping An sold equity 
shares that were in a profit position and booked the gains to 
income while holding onto debt securities in a loss-making 
position, therefore avoiding booking a loss. It is a neat way of 
accounting for successful investments as income while booking 
loss-making investments as “other comprehensive income.” 

Core earnings down year on year 

Scrubbing for “noise”, that is, ignoring all fluctuations in the 
market price of securities, we find that 30% increase in Ping An 
core investment income did not sufficiently compensate for 
shrinking margins. 

Table 4. Normalized earnings growth 

RMB mln 2012 2013 
Net earned premiums 213,144 240,199 
Reinsurance commission income 4,529 6,584 
Interest income from banking operations 74,852 93,291 
Fees and commission income from non-
insurance operations 10,891 15,815 

Share of profits and losses of associates and 
jointly controlled entities -46 -264 

Other income 8,445 10,013 
Investment income 27,378 55,583 
Adjustments to investment income 14,220 -1,273 
Core income before taxes 353,413 419,948 
Total expenses -306,855 -374,997 
Core net income before taxes 46,558 44,951 
Core YoY earnings growth n/a 0 

Source: Company filings, J Capital Research 

RMB mln 2012 2013 YoY 
Realized gains and losses -7,740 2,296 n/a 
Unrealized gains 105 596 468% 
Impairments -6,585 -1,619 n/a 
Unrecognized profit/(loss) in OCI 19,573 -9,421 -148% 
Total investment gains and losses 5,353 -8,148 -252% 
Net interest, dividend, lease income 41,598 54,310 31% 
Total investment income 46,951 46,162 -2% 
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Ping An has increased the 

proportion of bonds it 
accounts for as HTM, and 

reclassified other bonds to 
HTM to avoid booking 

paper losses. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

As a result, pretax core income fell by 3% YoY. In short, the 40% 
EPS growth is a pleasant illusion created by Ping An’s accounting. 

Held to maturity 
Selling profit-position, AFS assets while holding loss-position AFS 
is an old trick for managing earnings. A similar trick is to decide 
that certain AFS assets are, whoops, actually going to be held to 
maturity. Held-to-maturity (HTM) assets, unlike AFS assets, are 
never marked to market. Hence, an insurance company facing 
rising rates can avoid re-pricing its bond portfolio by booking more 
assets as HTM and fewer assets as AFS. 

Ping An has been doing exactly this. A footnote in Ping An Bank’s 
A-share filings reads, “In 2013, fair value of RMB 91,675 mln in 
bonds were reclassified from Available-for-sale assets to Held-to-
maturity assets to reflect the company’s intention and ability to 
hold such assets to maturity.”  

In general, it appears that Ping An has been accounting for more 
and more of its assets as held to maturity, simply to avoid writing 
them down to fair value. 

If Ping An had continued to account for bonds as available for sale, 
it would have additional unrecognized losses of RMB 56 bln. To put 
it differently, by Ping An’s own admission, if we mark the balance 
sheet to market, net assets per share would have shrank from 
RMB 18.98 to RMB 16.10 in 2013. 

Chart 2. Investments and NAV per share: carrying 
value vs. market value 

 

Source: Company filings, J Capital Research 
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There may be good reasons to have portions of the bond portfolio 
that are not marked to market. What is staggering is the 
difference between 2012 and 2013; in 2012 carrying value and 
fair value were nearly identical, in 2013 there is a difference of 
over RMB 50 bln. 

Solvency concerns 
Whether Ping An’s accounting methodology is appropriate or not, 
it really has no other option. Ping An has been forced to account 
for more assets as HTM lest it face solvency issues. 

Our analysis shows that the vast majority of Ping An’s 
unaccounted for paper losses are in its insurance portfolio. 

Table 5. Ping An fair-value adjusted solvency 

RMB mln Capital 
Required 
capital 

Solvency 
margin 

Life insurance 70,256 40,865 172% 
P&C insurance 24,714 14,793 167% 
Total insurance 94,970 55,658 171% 
Less: unaccounted for paper losses -48,599 n/a n/a 
Adjusted total insurance 46,371 55,658 83% 

Source: Company filings, J Capital Estimates 

Had Ping An marked its bonds to market, one or more of Ping An’s 
insurance subsidiaries would almost certainly fail to meet 
statutory solvency requirements. 

Bank Problems 
Ping An continues to inflate margins and earnings in its banking 
segment. Despite an NPL ratio that is supposedly falling, 
questionable loans, which we define as all non-pass loans, have 
actually skyrocketed, going up 82% year-on-year. 

Table 6. Questionable loans: 2012-2013 

 

 

 
 

 

 

Source: Company filings, J Capital Research 

RMB mln 2012 2013 
Pass 706,738 821,721 
Special mention 7,176 18,027 
Sub-standard 5,030 4,375 
Doubtful 962 1,575 
Loss 874 1,591 
Total 720,780 847,289 
Impairment provision balance 12,518 15,162 
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Ping An’s true NPL ratio is 

probably roughly double 
what it reports. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 

Questionable loans already stand at 3% of Ping An’s loan book. 
Interviews with bank officers indicate that the difference between 
special mention and non-performing loans is essentially a 
technical one: non-performing loans have already gone through a 
court process. Bankers stress that virtually all special-mention 
loans are of a similar quality to NPLs. As a result, many bankers 
tell us that Ping An’s NPLs should be considered to about double 
what Ping An reports. 

Table 7.  NPL ratio vs. questionable loan ratio 

RMB mln 2012 2013 
NPLs 6,866 7,541 
NPL Ratio 0.95% 0.89% 
Questionable loans 14,042 25,568 
Questionable ratio 1.95% 3.02% 
Coverage ratio 182% 201% 
Questionable coverage ratio 89% 59% 

Source: Company filings, J Capital Research 

Hence, with only RMB 15 bln in impairment provisions, Ping An is 
significantly under-reserved. Had reserves increased apace with 
questionable loans, Ping An would have had to book an additional 
RMB 10 bln in impairments. 

Deteriorating asset quality 
When we initiated on Ping An, one thing that gave us confidence 
was our conviction that the quality of the business would decline 
over time. If Ping An is to continue to grow at double-digit rates, it 
will have to accept high funding costs which will force high-yield, 
high-risk, and low quality assets to take up an ever-greater portion 
of its loan book. As a result, we expected seeing project loans, 
infrastructure, and property exposure to continue growing as a 
portion of Ping An’s on- and off-balance sheet assets. 
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Ping An’s exposure to 
China’s property sector 

has been increasing, 
contributing to the 
deterioration of its  

asset quality/ 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Chart 3. Bank loans by industry: 2012-2013 

 

Source: Company filings, J Capital Research 

Ping An has not disappointed. Bank loans to property doubled in 
2013. At the same time, the infamous “three party repos” have 
gone up by 87%. Three party repos are project loans disguised as 
interbank assets, and are generally collateralized by interests in 
trust schemes and products. 

Chart 4. Reverse repo assets by collateral type 

	  
Source: Company filings, J Capital Research 
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Debt Investment Plans (DIPs), mainly infrastructure loans to 
LGFVs, jumped by 287%. Asset Management Schemes (AMSs), off-
balance sheet SPVs designed to house project loans to LGFVs and 
developers like Evergrande, more than tripled in the last six 
months alone to RMB 187 bln. 

 

Marketing materials showing a Ping An AMS raising funds for Shimao property 
development. Source:  
http://resources.pingan.com/app_upload/file/fund/2014012401.pdf 
	  

 

Wuhan light rail, recipient of Ping An project loans. Photo by J Capital Research. 
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We do not think local 

governments will be able 
to repay their debt in full.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Bad timing: Ping An’s 
increase in exposure to the 
property sector comes at a 

time when the sector is 
doing rather badly. 

 
 
 
 

We find the notion that local governments will be able to repay 
their debt in full to be implausible. Wuhan, featured above, is the 
recipient of a Ping An debt to build out their light rail. This is the 
same Wuhan that was singled out as early as mid-2012 for having 
government debt of RMB 204 bln, roughly 185% government 
revenue. It is the same Wuhan whose Mayor, Tang Liangzhi, 
boasted that their five year investment plan, at RMB 2 tln, was 
roughly enough to duplicate the infrastructure of all of England. In 
2014 alone, Wuhan plans to invest RMB 350 bln in property and 
infrastructure.  

How fares property? 

Ping An could not have picked a worse time to be knee-deep in 
project loans. According to media reports, the price pressure in the 
Yangtze River Delta is spreading to the interior.1 Our own research 
shows that second tier cities in the Northeast are already buckling. 
With 2 million units or roughly eight years of inventory on hand by 
quasi-official estimates, a break in the Chongqing market cannot 
be far behind. Indeed, media reports have begun surfacing over the 
last week of “homeowner panic” in Chongqing, as second hand 
prices fall.2 Given that Ping An has lent at least RMB 10 bln to the 
Chognqing new district, owns a plurality share in local developer 
Jingke, and has a “strategic agreement” to invest another RMB 
100 bln in Chongqing between 2014 and 2017, a correction in the 
Chongqing property market could be extremely painful for Ping An 
equity holders. 

	  
Yanziji New District, Nanjing, recipient of Ping An project loans. Photo by J 
Capital Research. 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
1 http://wh.focus.cn/ztdir/lsjjz/ 
2 http://esf.cq.soufun.com/newsecond/news/12466466.htm 
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Ping An is increasing its vulnerability to soft property markets. As 
recently as March 30, Ping An signed a “strategic partnership” 
agreement with a Sanya developer.3 Sanya is the beachside town 
in Hainan already suffering from a massive property slump. During 
our visit to Hainan in February we found that roughly 70% of 
projects had halted construction. 

Even as Ping An’s balance sheet swells, trust officers, bankers, and 
investment bankers at peers tell us that the supply of good 
projects is dwindling. We expect asset growth to drop sharply in 
the first quarter of 2014, and spreads to resume contracting even 
as the ability of projects to service their debt deteriorates. If last 
year 60% of growth went to sustaining legacy projects, this year 
virtually all growth will be from such “evergreen” demand. To 
quote an interbank trader at Ping An, “I’m still lending to property 
and LGFVs. Why do you think that is? Because it's government 
money not my money that I'm lending!” 

 

 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
3 http://news.sanya.soufun.com/2014-03-30/12427650.htm 
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Table 8. Balance Sheet 

RMB mln 2013 2014E 2015E 2016E 2017E 2018E 2019E 
Assets 
Balances with the Central 
Bank and statutory deposits 237,154 -44,003 -392,911 -853,000 -1,454,067 -2,233,521 -3,238,300 

Cash and amounts due from 
banks and other financial 
institutions 

353,331 388,664 427,531 470,284 517,312 569,043 625,947 

Fixed maturity investments 1,454,637 1,907,571 2,501,535 3,280,443 4,301,882 5,641,369 7,397,935 
Equity investments 157,068 195,604 243,595 303,360 377,788 470,476 585,906 
Derivative financial assets 3,402 3,402 3,402 3,402 3,402 3,402 3,402 
Loans and advances to 
customers 861,770 938,898 1,014,354 1,096,089 1,184,638 1,280,584 1,384,560 

Investments in associates 
and jointly controlled entities 12,081 15,045 18,736 23,333 29,058 36,187 45,065 

Premium receivables 24,205 23,969 25,895 27,981 30,242 32,691 35,346 
Accounts receivable 8,033 11,474 12,397 13,395 14,478 15,650 16,921 
Inventories 1,764 1,430 1,545 1,669 1,804 1,950 2,109 
Reinsurers' share of 
insurance liabilities 13,839 11,818 12,736 13,725 14,791 15,940 17,178 

Policyholder account assets 
in respect of insurance 
contracts 

35,502 38,798 41,631 44,670 47,932 51,433 55,191 

Policyholder account assets 
in respect of investment 
contracts 

4,101 4,482 4,809 5,160 5,537 5,941 6,375 

Investment properties 18,262 22,458 27,618 33,964 41,767 51,364 63,165 
Property and equipment 18,873 20,451 21,670 22,720 23,594 24,281 24,774 
Intangible assets 43,896 43,896 43,896 43,896 43,896 43,896 43,896 
Deferred tax assets 15,253 23,705 27,011 30,683 34,759 39,280 44,292 
Other assets 97,141 97,141 97,141 97,141 97,141 97,141 97,141 
Total assets 3,360,312 3,704,803 4,132,589 4,658,916 5,315,953 6,147,109 7,210,903 

 
Liabilities 
Due to banks and other 
financial institutions 509,466 701,823 736,914 773,760 812,448 853,070 895,723 

Assets sold under 
agreements to repurchase 121,642 121,642 121,642 121,642 121,642 121,642 121,642 

Other financial liabilities held 
for trading 3,692 3,692 3,692 3,692 3,692 3,692 3,692 

Derivative financial liabilities 2,918 2,918 2,918 2,918 2,918 2,918 2,918 
Customer deposits and 
payables to brokerage 
customers 

1,191,515 1,286,160 1,372,555 1,464,901 1,563,617 1,669,151 1,781,981 

Accounts payable 2,618 4,711 5,027 5,366 5,727 6,114 6,527 
Insurance payables 54,359 49,903 53,255 56,838 60,668 64,763 69,141 
Insurance contract liabilities 1,030,212 1,125,867 1,208,054 1,296,258 1,390,919 1,492,513 1,601,548 
Investment contract 38,353 41,914 44,974 48,257 51,781 55,564 59,623 
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liabilities for policyholders 

Policyholder dividend payable 25,232 28,254 30,152 32,181 34,350 36,668 39,147 
Income tax payable 4,347 3,006 3,247 3,509 3,792 4,099 4,432 
Bonds payable 56,756 38,793 38,793 38,793 38,793 38,793 38,793 
Deferred tax liabilities 6,238 9,695 11,047 12,549 14,215 16,064 18,114 
Other liabilities 73,259 73,259 73,259 73,259 73,259 73,259 73,259 
Total liabilities 3,120,607 3,491,636 3,705,529 3,933,922 4,177,822 4,438,310 4,716,540 

 
Equity 
Share capital 7,916 7,916 7,916 7,916 7,916 7,916 7,916 
Reserves 90,167 90,167 90,167 90,167 90,167 90,167 90,167 
Retained profits 84,626 134,445 191,212 255,697 328,747 411,299 504,384 
  Including: Proposed final 
dividend 3,562 6,151 7,009 7,962 9,020 10,193 11,493 

Equity attributable to owners 
of the parent 182,709 232,528 289,295 353,780 426,830 509,382 602,467 

Non-controlling interests 56,996 69,211 83,131 98,942 116,854 137,095 159,919 
Total Equity 239,705 301,739 372,426 452,722 543,684 646,477 762,386 

Source: Company filings 

 

 

 

 

 

 

	  
 



	  

 
Ping An Insurance Group (2318 HK) 
Anne Stevenson-Yang +86 139 1082 0535    anne@jcapitalresearch.com 
Matt Lowenstein +1 646 400 1424        matt@jcapitalresearch.com 

	  
	  
	  

	  
15 Disclaimers: Last page April 9, 2014 

Disclaimer 
	  
This publication is issued by J Capital Research (“J Capital”). This publication has been prepared for the 
general use of the clients of J Capital and unauthorized copying or distribution is prohibited. Nothing in 
this document shall be construed as a solicitation to buy or sell any security or product. In preparing this 
document, J Capital did not take into account the investment objectives, financial situation and 
particular needs of the reader. Before making an investment decision, the reader needs to consider, 
with or without the assistance of an adviser, whether the advice is appropriate in light of their 
particular investment needs, objectives and financial circumstances. J Capital accepts no liability 
whatsoever for any direct, indirect, consequential or other loss arising from any use of this publication 
and/or further communication in relation to this document.  

	  
	  


