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BLA TB Neutral
Fair price Bt54.00
Close Price (06/11/2015) Bt 55.25
Upside/Downside % -2.3
Valuation DDM
Sector Insurance
Market Cap Btm 94,136
30-day avg t/o Btm 43
No. of shares m 1,704
CG Scoring Very Good

Investment fundamentals
Year end Dec 31 2014A 2015E 2016E 2017E

Company Financials

Operating Revenue (Bt m) 61,546 53,289 59,487 69,075
Core profit (Bt m) 2,734 1,444 3872 6,545
Net profit (Bt m) 2,662 1,472 3,872 6,545
Net EPS (Bt) 1.83 0.87 2.27 3.85
DPS (Bt) 0.51 0.09 0.91 1.53
BV/shr (Bt) 15.30 17.00 19.40 21.80
Net EPS growth (%) -49.53  -52.68 162.70 69.06
ROAA (%) 1.37 0.63 1.44 211
ROAE (%) 11.13 5.70 14.09 21.13
D/E (x) 7.43 8.63 8.98 9.04
Valuation

PE (x) 30.20 63.81 24.29 14.37
PBV (x) 3.61 3.25 2.85 2.53
Dividend yield (%) 0.92 0.16 1.65 2.77
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To take 4 quarters to get over the hump

We downgrade BLA to Neutral from Outperform and lower fair price of Bt54
from Bt59. According to BLA’s special meeting held last Friday evening (Nov
6), the auditor requested BLA to change its interest rate assumption for life
insurance policy reserve to the actual coupon yield (eight-quarter average)
from the best estimated assumption basis. This will result in BLA setting
aside extra policy reserve whenever yields fall. We expect earnings will be
under pressure for the next four quarters due to a flat yield curve until 1H16.
We cut our 2015 net profit forecast by 66%6 and our 2016 forecast by 22%0
to reflect higher expense on policy reserve. As the share price has
appreciated by 8%6 since our initiation of coverage note on Oct 28, we would
take profit and start to accumulate if interest rate stabilize.

Investment highlights

» Bond market to be under pressure until 1H16. Due to the new life policy
reserve requirement, earnings will be under pressure from a low 10-year bond yield
for four quarters, i.e., 3Q15-2Q16, as we maintain our view the yield curve will be
flat until 1H16 and then steepen afterward when a supply of government bonds is
issued. We believe the current 10-yield bond yield of 2.64% will not fall below the
lowest level of 2.49% seen in 2015. This coincides with the 2-10 year bond yield
spread that currently stands at 100 bps, which suggests downside could be as low
as 50 bps. We expect the spread to rebound to 160 bps by the end of 2016 as
KBANK research believes the bond market will come under the most pressure in
1H16 following a potential increase in Fed funds rate.

» Cutting 2015-16E earnings due to higher policy reserve to NEP. We lower
our 2015-16E earnings forecast mainly due to higher policy reserve to NEP, while
we leave other elements, such as net earned premiums (NEP) and return on
investment unchanged. We revise up our reserve to NEP assumption for 3Q15-
2Q16 as we believe low interest rates will pressure earnings in the period. Earnings
should improve in 3Q16 due to an expected widening bond yield. We raise our
reserve to NEP assumption for 2015 from 66% to 75% and from 68% to 70% for
2016. We thereby lower our net profit estimate for 2015 by 66% and for 2016 by
22%. We thus foresee BLA's earnings turning around next year instead of our
previous forecast of this year.

» Expectanetlossin3Q15o0na?2lbpsdrop inyield. Due to BLA's new interest
rate assumption for life insurance policy reserve that it adopted as of 3Q15, we
expect BLA will report a net loss for 3Q15 of Bt927mn mainly as policy reserve
expense was Bt2bn higher than our initial forecast. According to data from the Thai
Bond Market Association (ThaiBMA), the 10-year bond yield stood at 2.74% at end-
3Q15, down 21 bps QoQ. The higher reserve expense was in line with
management’s expectation that every 25 bps decrease in 10-year yield will result
in additional policy reserve expense by Bt2bn. We maintain our forecast net earned
premium from its mid-term 10/5 endowment product that was launched during 3Q.

Valuation

» We downgrade our rating on BLA from Outperform to Neutral and lower our 2016
target price from Bt59 to Bt54.00 based on the DDM method. At the current price,
BLA currently trades at a one-year forward PER of 16.9x and PBV of 2.8x.

u%mmnszé‘w’uﬂszﬁﬂa



ALARTSIS WANNSWENENS Lne

F®IEE KASIKORN SECURITIES

Aol 13u

—

To take 4 quarters to get over the hump

Earnings to be volatile due to the change in interest rate assumption for life
insurance reserve

We downgrade BLA from Outperform to Neutral and lower our fair price from Bt59 of Bt54.00. BLA held
an urgent meeting last Friday evening (Nov 6) regarding its life insurance policy reserve. The key message
was that the auditor asked BLA to change its interest rate assumption for life insurance policy reserve to
the actual coupon yield (8-quarter average) from a best estimated assumption basis that has been applied
since 4Q14. This will result in BLA setting aside extra policy reserve whenever bond yields fall. BLA's
earnings will eventually fluctuate in line with changes in yields, as has occurred in the past.

Given the new life policy reserve assumption, earnings will be under pressure from low yields for the next
four quarters (3Q15-2Q16), as we maintain our view that the yield curve will remain flat until 1H16.
Afterwards, the yield curve should steepen from a fresh supply of government bonds. We maintain our
view that the current 10-yield yield of 2.64% will not fall below the lowest point of 2.49% seen in 2015.

Fig 1 Change in yield curve Fig 2 Yield curve band for 2015
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Our key yield curve trend indicator is the 2-10 bond yield spread, which currently stands at 100 bps. The
downtrend of the 2-10 yield spread should continue to as low as 50 bps before rebounding to 160 bps
by the end of 2016, as KBANK research suggests the bond market will be under the most pressure in
1H16, as this period coincides with a potential increase in the Fed funds rate.
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Fig 4 Earnings revisions
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Fig 3 2-10 year spread to reduce and then rebound to 160 bps by end-2016
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Lowering 2015-16E earnings

elements remain unchanged

on an increase in reserve/NEP only,

while other

We cut our 2015-16E earnings forecast mainly due to higher expense on policy reserve to NEP, while
other elements, e.g., net earned premium, benefit payment to NEP, and return on investment remain
unchanged. We revise up our expense on policy reserve to NEP assumption for 3Q15-2Q16 as we believe
low interest rates will pressure earnings in the period before improving in 3Q16 on an expected increase
in bond yield. We raise our reserve to NEP assumption from 66% to 75% for 2015E and from 68% to

70% for 2016. As a result, we lower our net profit estimate by 66% for 2015E and by 22% for 2016E.

Btmn

Net earned premium : NEP
Total underwriting expense
Total investment income
Operating profit

Net Profit

Net investment return (%)
Increase in reserve to NEP (%)
Benefit payment to NEP (%)
Operating margin (%)

ROAE (%)

Net profit growth (%)

Source: KS

Revised forecast

2015E
41,353
-49,555
11,936
1,513
1,472

5.40
74.90
37.13

2.84

5.70

-44.70

2016E
46,814
-52,477
12,674
4,500
3,872

4.92
69.98
34.15

7.56
14.09

163.03

2017E
54,293
-58,527
14,782
7,772
6,545

4.99
66.22
33.63
11.25
21.13
69.06

Previous forecast

2015E
41,353
-45,907
11,922
5,147
4,379

5.41
66.31
36.90

9.66
16.25
64.51

2016E
46,814
-51,017
12,575
5,863
4,960

4.92
67.52
33.52

9.87
16.58
13.27

2017E
54,293
-58,688
14,677
7,508
6,332

4.99
67.06
33.11
10.89
18.93
27.65

Change (%o, ppt)

2015E
0.0%
-7.9%
0.1%
-70.6%
-66.4%

-0.01
8.59
0.22

-6.82

-10.55
-109.22

2016E
0.0%
-2.9%
0.8%
-23.3%
-21.9%

0.00
2.47
0.62
-2.31
-2.50
149.76

2017E

0.0%
0.3%
0.7%
3.5%
3.4%

0.00
-0.84
0.52
0.37
2.20
41.41
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New 3Q15 result preview — to turn to a net loss of Bt927mn

Given the change of interest rate assumption on life policy reserve in 3Q15, we expect BLA to report a
net loss of Bt927mn, in contrast to our previously estimated net profit of Bt877mn. This mainly reflects
the expense on policy reserve that will cause total underwriting expense to exceed our initial estimate by
Bt2bn. According to data from the Thai Bond Market Association (ThaiBMA), the 10-year bond yield stood
at 2.74% at end-3Q15, down 21 bps QoQ. The higher reserve expense was in line with management’s
expectation and with our preview report that every 25 bps decrease in 10-year yield will result in
additional policy reserve expense by Bt2bn. We maintain our net earned premium forecast, as BLA’s mid-
term 10/5 endowment product that was launched during 3Q should help alleviate the effect of the low

yield environment.

Fig 5 Quarterly earnings

—

Financials

Net earned premium : NEP (Btmn)
Total underwriting expense (Btmn)
Total investment income (Btmn)
Operating profit (Btmn)

Net Profit (Btmn)

Net EPS (Bt)

Performance Drivers
Investment securities (Btmn)
Policy reserves (Btmn)

First Year Premium (% share)

Premium from bancassurance (% share)

Ratios

Net investment return (%)
Increase in reserves to NEP (%)
Benefit payment to NEP (%)
Operating margin (%)

ROAE (%)

Equity to policy reserves (%)
CAR under Risk based capital (%)

3Q14A 4Q14A 1Q15A 2Q15A 3Q15E %YoY
7,245 7,446 15,711 7,252 8,884 22.6
-10,507 -7,306 -17,850 -7,033 -12,541 -19.4
2,588 3,234 3,542 2,564 2,959 14.3
-1,155 2,835 905 2,211 -1,266 -9.7
-881 2,278 765 1,844 -927 -5.3
-0.73 1.57 0.45 1.09 -0.54 25.0
196,098 198,238 212,733 224,442 226,083 15.3
175,381 178,492 190,784 193,664 201,926 15.1
16.7 17.2 13.2 215 32.5
57.6 43.3 79.2 59.0 70.0
Change
5.2 6.3 6.6 4.6 5.1 -0.1
98.2 42.8 77.0 40.1 93.0 -5.2
37.4 46.5 30.4 46.8 39.7 2.4
-11.7 26.5 4.7 22.5 -10.7 1.0
-14.6 36.8 11.9 27.8 -13.9 0.7
13.7 14.3 13.5 14.1 12.8 -0.8
282.0 409.0 407.0 347.0 286.7 4.7

9%0QoQ

22.5
-78.3
15.4
-157.3
-150.3
-150.2

0.7
4.3

0.5
52.9
-7.1
-33.2
-41.7
-1.3
-60.3

Source: KS

Fig 6 Yield curve —2Q15 vs 3Q15

Fig 7 Change in yield curve — 2Q vs 3Q15
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Year-end 31 Dec

Net earned premium (NEP) 38,795 51,172 41,353 46,814 54,293 Per share (Bt)
Increase in policy reserves -25,357 -40,818 -30,972 -32,761 -35,953 Reported EPS 3.63 1.83 0.87 2.27 3.85
Benefit payments -10,851 -12,384 -15,353 -15,985 -18,257 Core EPS 3.67 1.88 0.85 2.27 3.85
Commission expenses -2,705 -2,807 -2,689 -3,055 -3,543 DPS 0.91 0.51 0.09 0.91 1.53
Other underwriting expenses -383 -339 -540 -677 =774 BV 15.06 15.30 17.00 19.40 21.80
Underwriting income -501 -5,177 -8,202 -5,664 -4,234 Embedded value (EV) 26.94 28.14 29.71 32.75 36.38
Total investment income 7,688 10,374 11,936 12,674 14,782 Value of new business (VNB) 1.54 0.67 0.82 1.14 1.32
Operating expenses -1,828 -2,018 -2,221 -2,510 -2,776
Operating profit 5,359 3,180 1,513 4,500 7,772 Valuation analysis
Equity earnings 0 0 0 0 0 Reported P/E (x) 15.24 30.20 63.81 24.29 14.37
Pre-tax profit 5,359 3,180 1,513 4,500 7,772 Core P/E (x) 15.07 29.40 65.05 24.29 14.37
Income tax -930 -446 -69 -628 -1,227 P/BV (x) 3.67 3.61 3.25 2.85 2.53
NPAT 4,428 2,734 1,444 3,872 6,545 Price / EV (x) 2.05 1.96 1.86 1.69 1.52
Minority interests 0 0 0 0 0 Dividend yield (%) 1.65 0.92 0.16 1.65 2.77
Core Profit 4,428 2,734 1,444 3,872 6,545 Profitability ratio
Extraordinary items 0 0 0 0 0 Operating margin (%) 11.53 5.17 2.84 7.56 11.25
FX gain (loss) -48 =72 28 0 0 Net profit margin (%) 9.42 4.32 2.76 6.51 9.48
Reported net profit 4,381 2,662 1,472 3,872 6,545 Effective tax rate (%) 20.34 20.81 25.33 20.00 20.00
ROAA (%) 2.78 1.37 0.63 1.44 2.11
Cash & equivalents 1,331 5,708 1,980 2,280 2,617 ROAE (%) 20.74 11.13 5.70 14.09 21.13
Investment in securities 161,126 198,238 233,856 269,273 309,007 Operating ratio
Net loans 3,526 4,735 5,651 6,507 7,467 Net investment return (%) 5.09 5.64 5.40 4.92 4.99
Fixed assets-net 327 389 464 536 616 Increase in policy reserves/NEP (%) 65.36 79.77 74.90 69.98 66.22
Reinsurers assets 790 764 1,069 1,236 1,420 Benefit payments/NEP (%) 27.97 24.20 37.13 34.15 33.63
Premium receivables 1,840 1,725 2,809 3,248 3,730 Commission/NEP (%) 6.97 5.49 6.50 6.53 6.53
Accrued investment income 1,863 2,344 2,809 3,248 3,730 EV, VNB and Solvency ratio
Other assets 1,433 1,687 2,127 2,460 2,825 Embedded value : EV (Btmn) 32,640 47,785 50,576 55,742 61,917
Total assets 172,235 215,590 250,765 288,788 331,409 Value of new business : VNB (Btmn) 1,862 1,143 1,403 1,938 2,247
Policy & premium reserves 137,638 178,492 209,626 242,387 278,340 Equity to policy reserves (%) 16.2 14.3 12.4 11.9 11.9
Other insurance liabilities 7,779 8,074 9,533 11,023 12,658 CAR under Risk Based Capital (%) 244.0 409.0 278.3 268.6 267.1
Other liabilities 4,554 3,447 5,571 6,442 7,397 Debt/equity (x) 6.74 7.43 8.63 8.98 9.04
Total liabilities 149,971 190,013 224,730 259,852 298,395 Premium Breakdown
Paid up capital 1,212 1,698 1,702 1,702 1,702 First year premium (% share) 27.0 36.8 22.2 28.0 28.0
Share premium 2,846 2,988 3,158 3,158 3,158 Premium - bancassurance (% share) 65.1 72.6 70.4 65.0 65.0
Other equity items 4,459 5,642 5,457 5,457 5,457 Growth
Retained earnings 13,747 15,248 15,718 18,620 22,697 Investment in securities (%) 19.37 23.03 17.97 15.15 14.76
Minority interests 0 0 -0 -0 -0 Policy & premium reserves (%) 22.52 29.68 17.44 15.63 14.83
Total shareholders® equity 22,264 25,576 26,035 28,937 33,014 Net earned premium : NEP (%) 13.68 31.90 -19.19 13.21 15.98
Total equity & liabilities 172,235 215,590 250,765 288,788 331,409 Operating profit (%) 11.35 -40.66 -52.43 197.43 72.74
Reported net profit (%) 33.37 -39.23 -44.70 163.03 69.06
Number of share outstanding (mn) 1,212 1,698 1,702 1,702 1,702 Reported EPS (%) 32.73 -49.53 -52.68 162.70 69.06
Net earned premium growth (%) 13.68 31.90 -19.19 13.21 15.98 Core profit (%) 32.88 -38.27 -47.18 168.15 69.06
Net investment return (%) 5.09 5.64 5.40 4.92 4.99 Core EPS (%) 32.23 -48.73 -54.80 167.81 69.06
Increase in policy reserves/NEP (%) 65.36 79.77 74.90 69.98 66.22 Embedded value : EV (%) 11.55 46.40 5.84 10.21 11.08
Benefit payments/NEP (%) 27.97 24.20 37.13 34.15 33.63 Value of new business : VNB (%) -2.51 -38.61 22.76 38.10 15.98

Source: Company, KS estimate
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General Disclaimer

This document is prepared by Kasikorn Securities Public Company Limited (“KS”). This document has been prepared for individual clients of KS only and must
not, either in whole or in part, be copied, photocopied or duplicated in any form or by any means or distributed to any other person. If you are not the
intended recipient you must not use or disclose the information in this research in any way. If you received it in error, please immediately notify KS by return
e-mail and delete the document. We do not guarantee the integrity of any e-mails or attached files and are not responsible for any changes made to them by
any other person.

This document, including information, data, statements, forecasts, analysis and projections contained herein, including any expression of opinion, is based on
public available information or information obtained from sources believed to be reliable, but KS does not make any representation or warranty on, assumes
no responsibilities for nor guarantees the accuracy, completeness, correctness or timeliness of such information. KS accepts no obligation to correct or update
the information or opinions in it. The statements or expressions of opinion herein were arrived at after due and careful consideration and they were based
upon such information or sources then, and in our opinion are fair and reasonable in the circumstances prevailing at the time. The information or expressions
of opinion contained herein are subject to change without notice.

Nothing in this document shall be construed as an offer or a solicitation of an offer to buy or sell any securities or products, or to engage in or refrain from
engaging in any transaction. In preparing this document, KS did not take into account your specific investment objectives, financial situation or particular
needs. This document is for your information only and is not to be taken in substitution for the exercise of your judgment. KS salespeople, traders and other
professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions which are contrary to the opinions
expressed in this document. Before making an investment decision on the basis of this document, you should obtain independent financial, legal or other
advice and consider the appropriateness of investment in light of your particular investment needs, objectives and financial circumstances. There are risks
involved in the investment in securities. KS accepts no liability whatsoever for any direct, indirect, consequential or other loss (including claim for loss of
profit) arising from any use of or reliance upon this document and/or further communication given in relation to this document.

Any valuations, opinions, estimates, forecasts, projections, ratings or risk assessments herein constitute a judgment as of the date of this document, and
there can be no assurance that future results or events will be consistent with any such valuations, opinions, estimates, forecasts, projections, ratings or risk
assessments. Any valuations, opinions, estimates, forecasts, projections, ratings or risk assessments described in this document were based upon a number
of estimates and assumptions and are inherently subject to significant uncertainties or contingencies. It can be expected that one or more of the estimates on
which the valuations, opinions, estimates, forecasts, projections, ratings or risk assessments were based will not materialize or will vary significantly from
actual results. Therefore, the inclusion of the valuations, opinions, estimates, forecasts, projections, ratings or risk assessments described herein is not to be
relied upon as a representation and/or warranty by KS (i) that such valuations, opinions, estimates, forecasts, projections, ratings or risk assessments or their
underlying assumptions will be achieved, or (ii) that there is an assurance that future results or events will be consistent with any such valuations, opinions,
estimates, forecasts, projections, ratings or risk assessments stated therein.

KS along with its affiliates and/or persons associated with it may from time to time have interests in the securities mentioned in this document. KS and its
associates, their directors and/or employees may have positions in, and may effect transactions in securities mentioned herein and may also perform or seek
to perform broking, investment banking, advisory and other securities services for companies mentioned in this document.

Corporate Governance Report Disclaimer

The disclosure of the survey result of the Thai Institute of Directors Association (“10OD”) regarding corporate governance is made pursuant to the policy of the
Office of the Securities and Exchange Commission. The survey of the 10D is based on the information of companies listed on the Stock Exchange of Thailand
and the Market of Alternative Investment disclosed to the public and able to be accessed by a general public investor at http://www.thai-
iod.com/en/publications-detail.asp?id=170 . The result, therefore, is from the perspective of a third party. It is not an evaluation of operation and is not
based on inside information.

The survey result is as of the data appearing in the Corporate Governance Report of Thai Listed Companies. As a result, the survey result may be changed
after that date. KS does not confirm nor certify the accuracy of such survey result.

Structured Notes and Derivative Warrants Disclaimer

KS may be the issuer of structured notes on these securities.

KS acts as market maker and issuer of Derivative Warrants (“DWs”) on the underlying stocks listed below. Investors should carefully read the details of the
DWs in the prospectus before making any investment decisions.

DWs Underlying Stocks: AAV, ADVANC, AOT, AP, BANPU, BBL, BCP, BDMS, BH, BLAND, BTS, CENTEL, CK, CPALL, CPF, CPN, DELTA, DTAC, GFPT, GLOBAL,

GUNKUL, HANA, HMPRO, INTUCH, IRPC, ITD, IVL, JAS, KCE, KTB, KTC, LH, LPN, MAJOR, MINT, PS, PSL, PTT, PTTEP, PTTGC, QH, RATCH, ROBINS, SAMART,
SAWAD, SCB, SCC, SPALI, SPCG, STEC, STPI, SVI, THAI, THCOM, TMB, TOP, TPIPL, TRUE, TTA, TTCL TUF, VGI and WHA
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