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ICICI Prudential Life Insurance
A stable performance

Banks & Finance Sharekhan code: ICICIPRULI Result Update

Summary

¢ Q3 was stable, with operational numbers largely matching expectations,
indicating an encouraging recovery. Annualised premium equivalent (APE)
growth momentum continued across channels.

¢ APEincreased by 13.7% y-o-y, VNB margin for 9M FY2021improved to 26% (from
21.7% for FY2020).

+ We find the insurance space attractive with a long growth runway and believe
that players with strong balance sheets and business metrics stand to gain; IPRU
is available at 2.4x / 2.1x its FY2022E / FY2023E EVPS.

¢ We recommend a Buy rating on ICICI Prudential with a price target of Rs. 584.

Q3FY21 was a stable quarter, with operational numbers largely matching
expectations indicating an encouraging recovery. Annualised premium equivalent
(APE) growth momentum continued across channels. APE increased by 13.7% y-o-y,
to Rs. 1,666 crore, indicating a revert to normalcy. Savings APE stood at Rs. 1409
crore, up 14.4% q-o-q for Q3 FY2021. Also, VNB margin for 9M FY2021 improved to
26% (from 21.7% for FY2020. An increase in VNB margin was primarily on account
of increase in share of protection products in the mix. During 9MFY2021, protection
APE was Rs. 703 crores resulting in an improvement in share of APE from 14.1%
for 9MFY2020 to 17.8% in 9MFY2021. As a result, new business sum assured
was Rs 1,61,161 crore up 22.2% y-o-y. IPRU has a strong distribution network and
Bancassurance channel (courtesy strong partnerships, including with the promoter
bank), which is a strong positive for insurance growth in India. Bancassurance
already helps contribute to over 50% of APE income and with opening up and pick-up
in banking business, we expect it to be a long-term growth driver. Management has
maintained its guidance for VNB margins as its cost management and business mix
improves. We believe m-o-m premium recovery trend for IPRU indicates its agility
and ability to deploy digital channel and measures to ensure business continuity.
Going forward, we expect protection and annuity products to continue seeing higher
growth. We find the insurance space attractive, given a long runway for growth and
believe that players with a strong balance sheet and business metrics would be
able to tide over the crisis. IPRU’s strong balance sheet, comfortable solvency, and
structural growth potential are long-term positives. We maintain a Buy rating on
the stock with a revised price target of Rs. 584.

Key positives
¢ Solvency ratio of 226% as on December 31, 2020
+ Strong sequential improvement in persistency across all cohorts

Key negatives

* Value of New Business (VNB) stood at Rs 1030 crores for 9OMFY2021, down by 9.3%
y-o-y

Our Call

Valuation: IPRU is available at 2.4x / 2.1x its FY2022E / FY2023E EVPS, which we
believe is reasonable given the quality of the franchise and business metrics. Despite
challenges, premium recovery for IPRU and the insurance sector in general indicates
agility and resilience. The ability to deploy digital channel and measures to ensure
business continuity are encouraging trends for cost and business growth for the
industry. We believe that the structural story for the insurance sector continues to
be attractive with a long runway for growth and strong players are likely to be well-
placed in terms of pricing and growth. IPRU’s strong balance sheet, comfortable
solvency and structural growth potential are long-term positives. We recommend a
Buy rating on the stock with a price target of Rs. 584.

Key risk
A prolonged lockdown and adverse regulatory policies/guidelines may impact IPRU’s
profitability and growth.

Valuation Rs cr
Particulars FY19 FY20 FY21E FY22E FY23E
EV 21,623 23,030 26,139 30,191 34,870
VNB Margins (%) 17.0 217 25.0 226 231
Networth 6,884 7,047 7,944 8,931 10,016
PAT 1,141 1,069 1,196 1,316 1,447
Operating RoEV (%) 20.2 15.5 16.0 16.5 16.5
P/EV 33 31 27 2.4 21

Source: Company; Sharekhan estimates
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Key Conference call takeaways

*

Distribution has been looking to diversify and have tied up with IDFC First Bank and Indusind Bank has
already started yielding result. In Q1 had partnered with RBL Bank, with AU Small Finance Bank. ICICI
Prudential partnered with PhonePe and launched an instant term insurance plan with a very small ticket
premium of Rs. 149.

COVID-19 provisions have not been utilised so far.
Persistency ratio has improved in 61st month, testimony to the business’ long-term strength.
Cost ratio in line with assumption, and Solvency ratio improved

All channels have strong g-o0-q growth, agency advisor count at 95% of normal. Direct channel grew by
23% g-o0-q. The Bancassurance channel’s focus typically is on term and annuity products.

Added 83 new partners added including bancassurance and new age players.

Protection mix is stable g-o-q but margin fell. Absolute VNB growth may be a better indicator as quarterly
margins may be fluctuating. The nine-month trend of 26% VNB margins is better reflective of the business
scenario and is amongst best in the industry.

Retail protection has normalized in Industry, ICICI Prudential saw some decline, but it was expected as
due to pandemic the medical tests etc not happening, there were supply-side constraints and it is still not
fully normal. The company has a sufficient re-insurance business.

Pricing wise, ICICI Prudential is competitive.

The insurer sees an opportunity in group term insurance and credit Life is also looking to grow fast. Hence
margins have been stable even if retail share dips.

Product distribution from non-ICICI Bank channels comprises the full bouquet. ICICI Bank is focusing on
annuity and believes guaranteed pension plans will gain traction.

The company would like to grow VNB by driving savings and protection segments. ICICI Prudential expects
that going forward, protection products’ share will increase to 20% over next few years. Protection growth
may be highest among all other categories.

ICICI Prudential sees an opportunity to sell riders, which also contribute and hold margins in its business.

Protection, Annuity, Credit Life, Group and non-PAR are doing well, and ICICI Bank has been able to grow
Annity business by “400% (on a small base). Non-PAR savings and PAR savings are interchangeable from
a customer perspective. The segment combined has been growing “35% and should remain healthy.
As the pandemic stabilises, ICICI Prudential will get back to retail, protection segments, etc in a strong
fashion. Group term has seen strong growth in 9MFY2021, credit Life has grown modestly in Q3FY2021.

Persistency on ULIPs catch up is still happening. Persistency gap as compared to last year is closing fast.

Strong growth in retail protection seen in the last 3 years and company is at a strong position now.
However, during last year, there are operational challenges (COVID-related, medical tests, etc) impacted
near-term performance. However, ICICI Prudential sees opportunity in Group term business to grow its
protection business.
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Results Rs cr
Particulars Q3FY21 Q3FY20 Q2FY21

Gross Premium Income 9152.0 8,264 10.8 8,733 4.8
First Year Premium 1360.5 1,874 -274 1170 16.3
Renewal Premium 5680.1 5226 87 5,774 -1.6
Single Premium 211.4 164 81.4 1,789 18.0
Net premium earned 8970.8 8131 10.3 8,572 47
Investment Income 19278.25 4588.7 3201 7,949 142.5
Other Income 234 23 1.8 24 -2.4
Total Income 28547.8 12898 121.3 16,835 69.6
Commission paid 386.1 443 -12.9 350 10.3
Expenses 1087 930 16.8 990 9.8
Change in actuarial liability 20047 581 2450 10,198 96.6
Profit Before Tax 326.6 304 74 330 -1.0
Tax Charge 21.05 2 952.5 27 -22.0
PAT 305.6 302 1.2 303 0.8

Source: Company; Sharekhan Research
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Outlook and Valuation

B Sector View — Fast revert to normalcy, long runway for growth for life insurance players

For Q3FY2201, overall premium/APE growth for the insurance industry continued to be encouraging, despite weak
demand for market-linked ULIPs, etc, continues. However, strong demand for protection and non-PAR segments
continues. Even for December 2020, performance continued to improve as compared to the past nine months of FY2020,
which indicate that the insurance sector is steadily but surely reverting to normalcy. Factors such as a large protection
gap and expanding per capita income are key long-term growth drivers for the sector. According to industry reports,
India has a high protection gap; and credit protection product is still at an early stage and has the potential to grow
multi-fold as the penetration of retail loans improves in the country. Hence, we believe the insurance sector has a huge
growth potential in India. In this backdrop, we believe strong players, armed with the right mix of products, services, and
distribution, are likely to gain disproportionally from the opportunity.

B Company Outlook — Strong metrics; sustainable growth business

Business fundamentals remain strong despite challenges seen last year, regulatory changes, and market volatility. Strong
VNB margins and growth in line with its guidance, diversifying business mix, and robust margins are positives. We believe
the growth trajectory is indicating improvement and resilience. IPRU has built a large agency force (which will be key
support for growth). IPRU stands out as a player with low-risk balance sheet and comfortable levels of capitalisation. While
a ULIP-heavy topline is also prone to capital market linked volatility, we believe growing proportion of the pure-protection
business and savings business are long-term positives. IPRU has a strong distribution network and bancassurance channel
(courtesy its strong bancassurance partnerships, including with the owner), which is a strong growth lever for insurance
growth in India. Bancassurance already helps contribute over 50% to its APE income and we expect it to be a long-term
growth driver. Considering the company’s strong balance sheet, comfortable solvency, and growth potential within the
industry, we believe IPRU has significant and sustainable long-term positives.

B Valuation — Maintain Buy with a Price Target of Rs 584

IPRU is available at 2.4x/2.1x its FY2022E / FY2023E EVPS, which we believe is reasonable given the quality of the franchise
and business metrics. Despite challenges, premium recovery for IPRU and the insurance sector in general indicates agility
and resilience. The ability to deploy digital channel and measures to ensure business continuity are encouraging trends
for cost and business growth for the industry. We believe that the structural story for the insurance sector continues to be
attractive with a long runway for growth and strong players are likely to be well-placed in terms of pricing and growth.
IPRU’s strong balance sheet, comfortable solvency and structural growth potential are long-term positives. We recommend
a Buy rating on the stock with a price target of Rs. 584.
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Peer Comparison

. P/BV(x) RoA (%) ROE (%)
Particulars

Rs/Share FY21E|  FY22E| FY22E FY21E| FY22E  FY21E|  FY22E
ICICI Pru Life 499 9.0 81 60.2 54.3 07 0.8 151 147
HDFC Life 682 951 84.2 951 84.2 1.2 11 18.9 185

Source: Company, Sharekhan research
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About company

IPRU is promoted by ICICI Bank Limited and a foreign partner headquartered in United Kingdom. The company
began its operations in fiscal 2001 and has consistently been amongst the top private sector life insurance
companies in India on a Retail Weighted Received Premium (RWRP) basis. The company offers an array
of products in the protection and savings category, which match the different life stage requirements of
customers, enabling them to provide a financial safety net to their families as well as achieve their long-term
financial goals. The company distributes its products through a large pan-India network of individual agents,
corporate agents, banks and brokers, along with the company’s proprietary sales force and its website. The
company is the third largest private sector life insurance company in the country. The digital platform of
the company provides a paperless on-boarding experience to customers, empowers them to conduct an
assortment of self-service transactions, provides a convenient route to make digital payments for purchasing
and making renewal premium payments, facilitates a hassle-free customer experience.

Investment theme

The company has embarked on a strategy to make the business model more resilient in the long term. As
part of this, it would be focusing on mass market customer segment as well, while continuing to maintain its
strong market position amongst the more affluent class. As part of this strategy, the company has introduced
lower ticket-size products. The company has a strong balance sheet with solvency ratio of over 226%
(minimum IRDAI-required levels of 150%). The company also has high persistency ratios, which is indicative
of its acceptability. We believe due to its strong brand image, pan-India bancassurance partnerships, and
diversifying business mix (focusing on more protection and retail business), its growth is likely to be more
sustainable for the long term. IPRU is well placed to capture and ride the strong growth potential that is
present in the Indian life insurance industry.

Key Risks
A prolonged lockdown and adverse regulatory policies/guidelines may impact IPRU’s profitability and growth.

Additional Data
Key management personnel
Mr. N. S. Kannan Managing Director & Chief Executive Officer
Mr. Amit Patla Chief Distribution officer
Mr. Manish Kumar Chief Investment Officer
Mr. Satyan Jambunathan Chief Financial Officer
Mr. Deepak Kinger Chief Risk & Compliance Officer

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 PRUDENTIAL HOLDINGS LTD 221
2 Compassvale Investments Pte Ltd 2.0
3 SBI Funds Management Pvt Ltd 2.0
4 SBI Funds Management Pvt Ltd 1.9
5 BlackRock Inc 1.2
6 Republic of Singapore 11
7 Amansa Holdings Pvt Ltd 1.0
8 Baillie Gifford & Co 1.0
9 Vanguard Group Inc/The 0.8
10 Norges Bank 07

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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Right Sector
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Right Quality
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Right Valuation
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Neutral
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Source: Sharekhan Research

Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse
government policies affecting the business fundamentals and global challenges
(currency headwinds and unfavorable policies implemented by global industrial
institutions) and any significantincrease in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

Macro slowdown affecting near term growth profile, Untoward events such as
natural calamities resulting in near term uncertainty, Company specific events
such as factory shutdown, lack of positive triggers/events in near term, raw
material price movement turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of
key management personal, questionable corporate governance, high commodity
prices/weak realisation environment resulting in margin pressure and detoriating
balance sheet

Strong earnings growth expectation and improving return ratios but valuations
are trading at discount to industry leaders/historical average multiples, Expansion
in valuation multiple due to expected outperformance amongst its peers and
Industry up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of
roadblocks such as corporate governance issue, adverse government policies
and bleak global macro environment etc warranting for lower than historical
valuation multiple.
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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.




