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Max Financial Services

Deal Finalizes with Axis Bank, positive for Outlook

Max Financial Services Limited (MFS) announced that it had signed
definitive agreements with Axis Bank Limited (Axis Bank) where
the companies will be joint venture partners in Max Life Insurance
Company Ltd (MLI). As per the agreement, Axis Bank will hold a 30%
stake in Max Life once the deal is finalized in 12-18 months (expected),
pending regulatory approvals. Due to the cap on the stake that
a bank may hold in a life insurance company, Axis Bank stake is
likely to remain at 30% in the JV. However, shareholders of MFS
will get MLI shares and it will be merged with MLI. The development
will result in a mutually beneficial relationship for both Axis Bank
and Max Life Insurance and will bring the stability of a long-term
partnership to India’s fourth largest private life insurance franchise.
The JV will augment MLI’s competitive position vis-a-vis competitors.
The agreement also removes the uncertainty over the future of
MLI’s bancassurance partnership with Axis Bank. We believe that
the agreement offers both players with significant positives. We will
revisit our price target and rating for MFS at the time of Q4 results
update. We maintain our Buy rating on Max Financial Services with
an unchanged price target of Rs. 650.

Our Call

Valuation - MFS’valuation appears attractive as it continues to be at
a significant discount compared to some listed bank-owned insurers.
The deal with Axis Bank as well as the arrangement with its partner
in the insurance business are steps in the positive direction with long-
term benefits. We believe that there is a large opportunity in the Indian
life insurance industry, with a huge runway for growth available for
strong players. We find there are significant long-term positives in the
strong operational numbers for MLI. We believe MLI can get synergy
benefits, including being able to enjoy operating leverage from its
earlier investments in the proprietary channel once business scenario
normalises. Hence, we maintain our Buy rating on Max Financial
Services with an unchanged Price Target of Rs 650.

Key Risks

Adverse change in regulatory policies and a prolonged lockdown may
impact MLI’s profitability and growth.

Valuation Rs cr
Particulars FY19 FY20E FY21E FY22E
Total Premium (Rs Cr) 14,575 16,476 18,866 21,665
New Business Premium (Rs Cr) 3,950 4,780 5,688 6,797
VNB Margin (%) 22 21 19 20
Embedded Value (Rs Cr) 9,257 10,144 11,793 13,692
EV / Share (Rs) 248 271 314 365
P/EV (x) 1.9 1.8 1.5 1.3
Source: Sharekhan Research
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Proposed deal structure: Max Financial Services presently holds a 72.5% stake, while Mitsui Sumitomo
Insurance (MSI) owns 25.5% stake in in Max Life Insurance. Axis Bank also has a minor stake in the life insurer.
The aforesaid transaction with Axis Bank follows the ongoing swapping by the Japanese partner of the 20.6%
stake that it holds in Max Life with a 21.9% stake in MFS. MFS also plans to purchase MSI’s balance stake
in Max Life (that will be valued “Rs. 800 crores). Post completion of the series of transactions, Max Life will
become a 70:30 JV between MFS and Axis Bank. Axis Bank indicated that they will be buying buy 55.6 crore
shares of Max Life for a total consideration (estimated) of Rs. 1,592 crore, but the final amount will depend on
exact pricing at the time of transaction. The proposed transactions are subject to approval of the requisite
regulators (including IRDAI, RBI and the CCI). Max Life’s tag line will include Axis Bank’s name, which will
further enhance customer trust in the brand and highlight the strength of the partnership.

Concall Highlights —On Axis Bank taking stake in MLI

¢ MLI was highly reliant on Axis Bank and the bancassurance relationship posed questions for investors on
continuity and future. Regulatory clearance sare expected by 2020-end and the deal is expected to be
finalised in 12-18 months. The current buyback arrangement with Axis Bank will be suspended once the
transaction is completed. The companies have 5 years to finalise the deal.

+ With the long-term nature of the JV, the distribution network lacuna is no longer an issue for MLI, which
will make it more competitive.

¢ Put Option: There is also a Put option with Axis Bank, but the MFS management believes that exercising
the same has a low probability. The intention is to go through with the merger which is expected to be
done in 12-18 months.

¢ Telecom liability: MFS is planning to avail the tax amnesty scheme and clear the telecom liability issue.
The cost of the telecom liability settlement hasn’t been ascertained yet.

¢ Pricing: The transaction will be pried based on the tax-adjusted book value, which will be finalized at the
time of closing the deal hence the companies haven'’t revealed the deal value. Axis Bank indicated that
they will buy 55.6 crore shares of Max Life for a total consideration (estimated) of Rs. 1,592 crore, but the
final amount will depend on exact pricing at the time of transaction.

¢ MFS will be buy out the Japanese partner’s stake for “Rs. 800 crore (at “Rs 440 per share) in the swap
deal, which will be from the accruals of share sale money received. MFS will sell its stake and receive
funds from Axis. The Japanese partner intends to stay in the JV. There are no ESOPs for employees of
either company.

¢ Medium term plan of promoters: Mr Analjit Singh (promoter of MFS) has stated that he is trying to reduce
the pledge, and was on the cusp of resolving the Healthcare business stake but were delayed by the
lockdown but expect it to happen soon. Also, some asset monetization by promoters will also help reduce
the proportion of pledged shares. However, the monetisation of the family’s stake will be done by private
placements and not via secondary market sales, so the overhang of large supply will not be there.

¢ In an earlier deal, MLI was merging with MFS and then they were to form another private insurance
company, but the deal was objected to by the regulator. However, nowthe merger is of an Insurance co
with a bank. Hence the management is hopeful of getting approvals.

+ Tax adjusted book value is Rs. 28-29 per share as on March 2020 that fluctuates due to profits and MTM
of bond yields.

¢ Due to the cap on the stake that a bank may hold in a life insurance company, Axis Bank stake is likely to
remain at 30% in the JV. However, shareholders of MFS will get MLI shares and it will be merged with MLI.

* Expect synergy benefits, with Axis Bank coming on board. MLI was investing in building its proprietary
channels for last 3 years. The network created will start contributing more once the COVID-19 crisis is over
and will also be attractive from Axis Bank’s perspective.
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About company

MFS is the holding company (holds ~72.5% share) of MLI, a private life insurance company. MLI is a joint
venture with a Japanese insurance partner, which holds 25.5% share of MLI, and is a global leader in life
insurance. MLI offers comprehensive long-term savings, protection and retirement solutions through its high
quality agency distribution and multichannel 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 fourth largest private life insurance player in India with ¥10% market share.

Investment theme

MFS holds MLI, which is among the leading private sector insurers. It has gained critical mass and enjoys
strong operating parameters in the industry. MLI had delivered strong performance on both new and renewal
business over the years. As the insurance sector is showing signs of sustained growth potential, the company’s
well-diversified 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
Adverse change in regulatory policies and a prolonged lockdown may impact MLI’s profitability and growth.

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 Moneuyline 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.




