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Company details

Market cap: Rs. 14,284 cr
52-week high/low: Rs. 543/361
NSE volume: (No of 8.0 lakh
shares)
BSE code: 500271
NSE code: MFSL
Sharekhan code: MFSL
Free float: (No of 193 cr
shares)
Shareholding (%)
Promoters 28.3
Fll 29.6
DIl 297
Others 124
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Max Financial Services

Strong Business, attractive valuations

Max Life Insurance (MLI) (holding company Max Financial Services)
continues with strong operational performance (healthy margins,
adequately capitalized and attractive EV growth) and thus is an
attractive business franchise (6% overall market share). MLI’s best in
class 13th month persistency, indicates good customer retention and
effective client communication, critical for the life insurance business.
Uncertainties regarding pledging of shares, future of ownership, etc
have been a drag on Max Financial (MFS; Holding company), and we
believe that the valuations are attractive now. The reverse merger with
JV partner Mitsui Sumitomo will be positive as and when it happens.
During H1FY2020, MFS has been proactive on business growth (on-
boarded 10+ new distribution partners viz, NBFCs, etc). Despite
uncertainties, we believe that strong business fundamentals and the
current valuations (at a significant discount to peers) makes the risk-
return favourable for Max Financial Services. We introduce FY22E
earnings estimates and accordingly arrive at a price target (based on
two-year average multiples). We therefore upgrade our rating to BUY on
the stock with a revised price target (PT) of Rs. 590.

Continued healthy performance, underscores franchise strength: MLI
continues to have a strong bancassurance relationship and is proactively
expanding and diversifying its delivery channels and Q2 FY20 as well
saw the company make further investments in proprietary channels. The
life insurance business, saw gross written premiums (GWPs) increasing by
14.6% y-o-y, mainly driven by a rise of 24.5% y-o-y in first year premium.
Persistency ratio increased by 100 bps y-o-y to 85% in Q2FY2020,
similar to the previous quarter. Individual annualised premium equivalent
(APE) increased at a healthy pace of 21.7% y-o-y, while assets under
management (AUM) grew by 16.7% y-o-y. Value of new business (VNB)
grew by 25% y-o-y, with HIFY2020 margins at ¥21%, driven by increased
non-par (NPAR) savings contribution that rose by 1500 bps to 20%. The
individual protection mix grew by 44 bps y-o-y to 7%. We believe a shift
towards NPAR savings mix (increased by 1500 bps) will help drive up
margins. Faster growth in individual protection business, compared to
group protection is also positive for margins going forward. The continued
strong business metrics indicate the strength of the franchise.

Our Call

Valuation for MFS appears attractive as they are at a steep discount
compared with some of the listed bank-owned insurance players. We
find that there are significant long term positives in the strong operational
numbers for the company. While the share pledge elevates the risk profile
for Max Financial Services, we believe that a possible reverse merger
probability will be a positive and helps offset it. We introduce FY22E
earnings estimates and accordingly arrive at a price target (based on
2-year average multiples; and a 15% Hold Co discount). We upgrade our
rating to Buy with a revised price target of Rs. 590.

Key Risks
Lack of visibility on the Future of bancasssurance tie up with Axis Bank

Valuation Rs cr
Particulars FY19 FY20E FY21E FY22E
Total Premium (Rs. cr) 14,575 16,476 19,030 21,984
New Business Premium (Rs. cr) 3,950 4,780 5,783 6,998
VNB Margin (%) 22% 22% 21% 21%
Embedded Value (Rs. crore) 9,257 10,059 1,777 13,794
EV / Share (Rs.) 248 269 314 368
P/EV (x) 21 2.0 1.7 1.4
Source: Company; Sharekhan estimates
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Robust business growth continues: MLI reported 22% y-o-y growth in NBP-APE to Rs. 1730 crore during H1FY20.
Renewals too grew by 12% y-o-y to Rs. 4141 crore. The company has a market share of 9% (for private players)
and 6% on overall market share Q2 FY20 at. During H1FY20, while the overall industry grew by 11%, MLI grew by
23% y-o-y that reflects its strong business traction. Individual annualised premium equivalent (APE) increased at
a healthy 21.7% y-o-y, while assets under management (AUM) grew by 16.7% y-o-y. Value of new business (VNB)
grew by 25% y-o-y, with H1IFY2020 margins at ¥21% driven by increased non-par (NPAR) savings contribution
that rose by 1500 bps to 20%. Individual protection mix grew by 44 bps y-o-y to 7%.

Product mix of Max Life

FY18 FY19 H1FY20

BPAR Windividual Protection ~ M Group Protection M Non-PAR Savings ~ MULIPs

Source: Company

The management has indicated its aim to increase the retail business, and therefore will keep the share of non-
par savings business at V15% going forward. Moreover, group protection will not be a focus area. The focus has
been on short-term products within the non-par segment (endowment-oriented rather than income-oriented)
products. The company also plans to launch deferred annuity products soon.

The 13th month persistency ratio improved to 85% as compared to 83% as of FY19 and MLI continues to be
industry leader in this cohort. The company saw improvement in persistency across most of the cohorts. Surrender
to GWP ratio stood at 27% as of HIFY2020 (4% of the surrenders were because of higher payouts due to UL
discontinuance) compared to 21% as of HIFY19 and 19% as of FY2019.
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Outlook

MFS is effectively building an attractive insurance franchise characterised by a multi-channel distribution
network built upon a conservatively underwritten insurance business. Management has reiterated its strategic
guidance of 25%+ VNB growth, “25% VNB margin and Y25% ROEVs (or 25-25-25) by FY22. We believe the
strategy to achieve a balanced product mix and focus on non-par savings, with the protection segment will be
margin-accretive and is achievable. We view that cost management, re-balancing of product mix and further
diversification of distribution channels are key levers for improving profitability levels and will add to business
sustainability. While the reverse merger plan with JV partner Mitsui Sumitomo was terminated, MFS remains
committed to an eventual reverse merger plan, which when happens will be positive for the company. MLIC
continues to have a strong bancassurance relationship with Axis Bank for now, even as clarity on the future
of the relationship would be key monitorable.

Valuation

Valuation for MFS appears attractive as they are at a steep discount compared with some of the listed bank-
owned insurance players. We find that there are significant long term positives in the strong operational
numbers for the company. While the share pledge elevates the risk profile for Max Financial Services, we
believe that a possible reverse merger probability will be a positive and helps offset it. We introduce FY22E
earnings estimates and accordingly arrive at a price target (based on 2-year average multiples; and a 15%
Hold Co discount). We upgrade our rating to Buy with a revised price target of Rs. 590.
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About company

Max Financial Services Limited (MFS) is the Holding company (holds 71.8% share) of Max Life a private life
insurance company. Max Life (MLI) is a joint venture with Mitsui Sumitomo Insurance (MSI which holds 25%
share of MLI), a Japan-headquartered global leader in life insurance. Max Life Insurance offers comprehensive
long-term savings, protection and retirement solutions through its high-quality agency distribution and multi-
channel distribution partners. The company has a strong customer-centric approach focused on advice-
based sales and quality service delivered through its superior human capital. It is the 4th largest Private Life
Insurance player in India with “10% market Share.

Investment theme

Max Financial Services hold Max Life Insurance and is among the leading private sector insurers and has
gained critical mass and enjoys the best operating parameters in the industry. Max Life had delivered strong
performance on both new and renewal business over the years. As the insurance sector is showing signs
of stability, the company’s favorable product mix and a strong distribution channel augur well and will help
sustain healthy growth in premiums and profits. Strong focus towards customer measures has helped to
deliver superior performance across parameters and will continue to remain an important differentiator.

Key Risks
Lack of visibility on the Future of bancasssurance tie up with Axis Bank

Additional Data

Key management personnel

Mr Mohit Talwar Managing Director
Mr V Krishnan Company Secretary
Mr Jatin Khanna CFO

Mr Aman Mehta Independent Director

Source: Company Website

Top 10 shareholders

Sr.No.  Holder Name Holding (%)
1 Max Ventures Investment Holdings 25.06
2 MONEYLINE PORT INV LTD 6.71
3 JACKSOM NATIONAL ASSET 6.09
4 Reliance Capital Trustee Co Ltd 5.49
5 RELIANCE CAPITAL TRUSTEE C 5.36
6 HDFC Asset Management Co Ltd 5.01
7 Mirae Asset Global Investments Co 4.99
8 Baron Capital Inc 3.07
9 BARON EMERGING MRKTS FUND 2.87
10 Aditya Birla Sun Life Asset Manage 275

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Disclaimer: This document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity
to which it is addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation
and any review, retransmission, or any other use is strictly prohibited. This Document is subject to changes without prior notice.
This document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may
receive this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation
or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession
this document may come are required to inform themselves of and to observe such restriction.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the
views expressed in this document accurately reflect his or her personal views about the subject company or companies and its or
their securities and do not necessarily reflect those of SHAREKHAN. The analyst further certifies that neither he or its associates
or his relatives has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or more in the securities of
the company at the end of the month immediately preceding the date of publication of the research report nor have any material
conflict of interest nor has served as officer, director or employee or engaged in market making activity of the company. Further, the
analyst has also not been a part of the team which has managed or co-managed the public offerings of the company and no part
of the analyst’'s compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this
document. Sharekhan Limited or its associates or analysts have not received any compensation for investment banking, merchant
banking, brokerage services or any compensation or other benefits from the subject company or from third party in the past twelve
months in connection with the research report.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.

Compliance Officer: Mr. Joby John Meledan; Tel: 022-61150000; email id: compliance@sharekhan.com;

For any queries or grievances kindly email igc@sharekhan.com or contact: myaccount@sharekhan.com

Registered Office: Sharekhan Limited, 10th Floor, Beta Building, Lodha iThink Techno Campus, Off. JVLR, Opp. Kanjurmarg
Railway Station, Kanjurmarg (East), Mumbai — 400042, Maharashtra. Tel: 022 - 61150000. Sharekhan Ltd.: SEBI Regn. Nos.: BSE
/ NSE / MSEI (CASH / F&O / CD) / MCX - Commodity: INZ000171337; DP: NSDL/CDSL-IN-DP-365-2018; PMS: INPOO0O005786;
Mutual Fund: ARN 20669; Research Analyst: INHOO0006183;

Disclaimer: Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com;
Investment in securities market are subject to market risks, read all the related documents carefully before investing.



