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Sluggishness in retail protection business is a
temporary phenomenon

ECURITIES

INSTITUTIONAL EQUITIES

BU
: Rs 660
: Rs836
i 27%

CMP

Target Price

Potential Return

Stock data (as on Oct 19,2021)

Result Highlights

v" VNB margin: Calculated VNB margin shrunk as much as 332bps QoQ to 26%
primarily due to sluggishness in retail protection

v VNB growth: VNB growth was healthy at 43.9%/28.4% QoQ/YoY as IPRU
remained acutely focused on overall VNB growth as opposed VNB margin

v" APE growth: New business APE growth was strong at 62.2%/34.9% QoQ/YoY
driven by linked business, non-linked savings and annuities

v" Expense control: Expense ratio declined 288 bps QoQ but rose 131 bps YoY to
12.5% as opex ratio declined 336 bps QoQ but rose 81 bps YoY

v Persistency: 37t month ratio improved 100 bps/450 bps QoQ/YoY to 65.7%
whereas 615t month ratio declined 260 bps QoQ but rose 740 bps YoY to 52.0%

Our view - Sluggishness in retail protection business is a temporary
phenomenon

The sluggishness in retail protection continued on account of changes in guidelines
and continued reluctance of potential customers to carry out medical testing: The
company is already seeing signs of improvement in protection business on sequential
basis. Within the protection basket, the company is focusing on group term life and
credit life products.

The share of annuity products in new business received premium has risen to 20.1% in
1HFY22 compared with 15.2% in 1HFY21 due to a 95% YoY rise: IPRU has become one
of the largest pension and annuity providers with pension fund AUM having risen 74%
YoY to Rs 97.5bn. The market share for IPRU in private sector pension fund AUM stands
at 15.7%.

IPRU continues to invest in all channels and is seeing good growth in agency, direct
channel including proprietary sales and online channel: It is difficult to say when IPRU
will get the next big banca partner but the company continues to add smaller corporate
agents. 50 corporate agents have been added in the first 6 months of the year.

We maintain ‘Buy’ rating on IPRU with a revised price target of Rs 836: We value IPRU
at 3.2x FY23 P/EV for an FY22E/23E/24E RoEV profile of 14.3/16.8/17.2%.

(See Comprehensive con call takeaways on page 2 for significant incremental colour.)

Exhibit 1: Result table

Rs mn Q2FY22 Q2FY21 %yoy Q1FY22 %qoq

NBP 39,020 29,570 32.0% 25,590 52.5%
Renewal premium 55,704 57,742 -3.5% 41,375 34.6%
Income frominvestment 135,458 79,494 70.4% 92,103 47.1%
Surplus/(Deficit) 4,823 5391 -10.5% 1,550 211.1%
PAT 4,446 3,025 47.0% (1,858) na
Expense ratio 12.9% 11.5%  131bps 15.7% -288bps
37th mo. Persistency* 65.7% 61.2%  450bps 64.7%  100bps
APE 19,770 14,650 34.9% 12,190 62.2%
VNB 5,150 4,010 28.4% 3,580 43.9%
VNB Margin 26.0% 27.4% -132bps 29.4% -332bps

Source: Company, YES Sec-Research; *N.B. Regular and Limited Pay

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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COMPREHENSIVE CON-CALL HIGHLIGHTS

Product growth and mix
v" Protection

e Retail protection
o The sluggishness in retail protection continued on account of changes in
guidelines and continued reluctance of potential customers to carry out medical
testing.
o Management stated that it did not see any point in chasing retail protection in
face of supply side constraints and a live pandemic.
o Thecompany is seeing signs of improvement on sequential basis.
e  Group protection
o  The company is focusing on group term life and credit life products.
o  Group termlife
= |PRU has been able to grow GTl healthily despite price hikes in the past
and subsequent loss of customers.
=  The extent of vaccination is higher in group individuals and, to that
extent, it is a sound business.
e  Sum assured
o Market share in sum assured has improved to 13.2% in 1HFY22 from 12.5% in
1HFY21.
o Thisrisein Sum Assured at 35% YoY has outpaced the rise in Protection APE of
23%in 1HFY22.
o Among other factors, addition of critical iliness cover has helped in this regard.

v" Pension and Annuities

e  The share of annuity products in new business received premium has risen to 20.1% in
1HFY22 compared with 15.2% in 1HFY21 due to a 95% YoY rise.

e |PRU has become one of the largest pension and annuity providers with pension fund
AUM having risen 74% YoY to Rs 97.5bn.

e The market share for IPRU in private sector pension fund AUM stands at 15.7%.

e  The pension fund business is synergistic for the annuity business with subscribers coming
in for NPS and then requiring annuities later.

e |PRU has opened up a new customer segment for annuities in the age range of 48-50.

e Agency channel has also doubled annuity business.

v" ULIP strategy

e Theintroduction of Balanced Advantage Fund has helped ULIP business.

e The ESG-focused Sustainable Equity Fund is also expected to attract a new class of
investors.

e  While IPRU started to incrementally focus on mass and mass affluent customers about 2
years ago, there was no abandonment of affluent customers.

e  Affluent customers were provided with more options including guaranteed products.

v" Number of policies

e  Sluggishness in policy count addition
o Number of policies have been subdued due to activity shifting online.
o Engagement with distributors has also been affected.
o 42-45 % of the policy count (presumably incremental) comes from protection
business, which has been affected.

(Con call takeaways continue on the next page)

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 2
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e  Mitigating steps
o IPRU has runinternal campaigns for mass and mass affluent customers.
o New customer sub-segments such as new age groups for deferred annuity
products.
o Management believes that customer engagement would revert to normal
levels.

VNB margin
v" Product pricing

e Retail protection

o IPRU’s reinsurer has intimated a price hike.

o Currently, adiscussionis onregarding this with the reinsurer and the likely path
that IPRU would adopt would be a mix of price increase and change in under-
writing norms.

o Based on past experience, management believes it would be able to pass on the
price hike to nullify the impact on profitability.

e  Group protection

o IPRU had already effected price increases for group term life and credit life
earlier.

o The price hikes for GTl were taken in May-July 2021.

e Lastyear’s price hike

o Thelast retail protection price hike was taken in July 2020.

o  The price hikes were in the range of 10-25%.

o Thereinsurance rate hikes were in the range of 30-40%.

v" Margin expansion YoY

e  Margin expansion has been driven primarily by product mix change.
e  Apartfrom Protection, traction for Annuity and Non-linked Savings has also helped since
their margin is better than that of linked business, although not as healthy as Protection.

v Margin decline QoQ

e  Margin has declined sequentially due to product mix change only and not due to cost
aspects.
e  Forthe quarter, the share of Protection has declined to 14%.

v VNB growth

e |PRU remains focused on absolute VNB growth as opposed to the VNB margin.
e  The company sticks to its earlier guidance of doubling FY19 VNB in 4 years (from FY19).

Expenses
v Cost to TWRP

e  Cost to TWRP metric has risen but new business growth has been higher than expenses
growth.

e The Cost to TWRP has risen since the denominator consists of both new business and
renewal premium.

e Renewal business is subdued since new business was weak in FY19 and FY20.

e Surrenders have also had a part to play due to profit booking in an equity bull market but
this is a minor factor.

(Con call takeaways continue on the next page)
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For important information about YES Securities

ICICI Prudential Life Insurance

Claims and reserving
v" Covid claims and reserve

e Claims
o Gross claims during 1HFY22 amounted to Rs 18.7%bn.
o Netclaims amounted to Rs 8.62bn.
o These claims include settled, notified and in-process claims.
o Claimsin 2QFY22 materially arose due to eventsin 1QFY22.
e Reserve
o An outstanding provision of Rs 4.12bn is being held as of September 2021 to
meet Covid claims.
o  This provision also accounts for incurred but not reported claims (IBNR).
o If claims remain within Rs 12.74bn for the financial year, there would be no
further impact on the P&L.

Channel growth and mix
v' Agency force

e Theintention of IPRU is to ring fence productive agents.
e 12,000 new agents have been added in 1HFY22.

v" Bancassurance

e  Share of bancassurance channel in new business stood at 39%.
e ICICI Bank
o Ofthe 39%, the contribution from ICICI was 28% points.
o ICICI continues to focus on annuities, protection and, to some extent, other
savings.
¢ Non-ICICI
o The remaining 11-12% of the 39% was contributed to by non-ICICI banca
partners.
o IPRU is choosing appropriate products for the 4 new key banca partners and
driving good growth.

v’ Strategy

e |PRU continues to invest in all channels and is seeing good growth in agency, direct
channel including proprietary sales and online channel.

o |t is difficult to say when IPRU will get the next big banca partner but the company
continues to add smaller corporate agents.

e 50 corporate agents have been added in the first 6 months of the year.

Embedded Value
v" VIF growth is more indicative of the long-term trend in Embedded Value.
v" Factors impacting EV growth in the near term

e Lower Covid provisions going forward.
e Lack of dividend payout since it has already been carried out, amounting to Rs 2.7bn.

(India) Ltd. and other disclosures, refer to the end of this material. 4
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Exhibit 2: Other Business Parameters

Q2FY22 Q2FY21 % yoy Q1FY22

APE Mix (Rs mn)

Savings 16,960 12,320 37.7% 9,500 78.5%
Linked 10,060 7,020 43.3% 5,350 88.0%
Non-Linked 5,130 5,300 -3.2% 2,990 71.6%
Others 1,770 0 na 1,160 52.6%

Protection 2,810 2,330 20.6% 2,690 4.5%

Total APE 19,770 14,650 34.9% 12,190 62.2%

APE Mix (% proportion)

Savings 85.8% 84.1% 169bps 77.9%  785bps
Linked 50.9% 47.9% 297bps 43.9%  700bps
Non-Linked 25.9% 36.2% -1023bps 24.5%  142bps
Others 9.0% 0.0% 895bps 9.5% -56bps

Protection 14.2% 15.9% -169bps 22.1% -785bps

Total APE 100.0% 100.0% na 100.0% na

Distribution mix (Rs mn)

Bancassurance 7,890 6,410 23.1% 4,710 67.5%
Agency 4,810 3,320 44.9% 2,740 75.5%
Direct 2,550 1,780 43.3% 1,600 59.4%
Partnership distribution 1,720 1,260 36.5% 1,020 68.6%
Group 2,800 1,870 49.7% 2,120 32.1%

Distribution mix (% proportion)

Bancassurance 39.9% 43.8% -385bps 38.6%  127bps
Agency 24.3% 22.7% 167bps 22.5%  185bps
Direct 12.9% 12.2% 75bps 13.1% -23bps
Partnership distribution 8.7% 8.6% 10bps 8.4% 33bps
Group 14.2% 12.8% 140bps 17.4% -323bps

Persistency Ratios*
13t month 81.3% 80.5% 80bps 81.4%  -10bps
615t month 52.0% 44.6% 740bps 54.6% -260bps

Expense Metrics

Commission ratio 4.6% 4.1% 50bps 4.1% 48bps
Opex ratio 8.3% 7.5% 81bps 11.6% -336bps
Solvency

Solvency ratio 200% 206% -560bps 194%  620bps

Source: Company, YES Sec - Research; *N.B. Regular and Limited Pay

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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ANNUAL FINANCIALS

Exhibit 3: Policyholder account

Y/e 31 Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E
Net premium 328,790 349,734 397,947 443,267 501,175
Income from investments -125,169 474,376 367,614 314,664 360,438
Other income 804 934 934 934 934
Contri from shareholders A/C 14,970 15,748 17,323 19,055 20,960
Total income 219,395 840,791 783,818 777,920 883,508
Commission 15,860 15,002 17,070 19,014 21,498
Employee expenses 10,307 9,925 11,938 13,298 15,035
Other opex 18,161 16,958 19,499 21,720 24,558
Benefits paid 193,766 226,409 277,029 293,522 334,300
Change in valuation of liability -50,569 543,241 429,908 394,748 448,216
Others 8,685 6,784 7,449 8,297 9,381
Provision for Tax 1,314 1,419 1,592 1,773 2,005
Surplus/(Deficit) 21,870 21,054 19,332 25,547 28,514
Transfer to shareholders A/C 19,825 19,849 18,225 24,085 26,882

Source: Company, YES Sec - Research

Exhibit 4: Shareholder account

Y/e 31 Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E
Transfer from Policyholders' account 19,825 19,849 18,225 24,085 26,882
Income from Investments 6,594 7,687 9,554 12,021 14,775
Total A 26,419 27,535 27,779 36,106 41,657
Expenses (apart from insurance) 364 612 673 740 814
Contribution to Policyholders' Acc 14,970 15,748 20,000 20,000 20,000
Others 471 368 3 3 3
Total B 15,805 16,727 20,675 20,743 20,817
Profit/(Loss) before tax 10,688 10,814 7,109 15,369 20,846
Provision for Taxation 0 1,213 797 1,723 2,337
Profit/(Loss) after tax 10,688 9,602 6,312 13,646 18,509

Source: Company, YES Sec - Research
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Exhibit 5: Balance sheet

Y/e 31 Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E
Shareholders' Funds:

Share Capital 14,359 14,360 14,360 14,360 14,360
Reserve and surplus 61,056 70,671 74,362 82,340 93,162
Policyholders' Funds

Policy Liabilities 473,556 602,156 767,962 964,382 1,197,155
Provision for Linked Liabilities 880,368 1,277,704 1,398,207 1,536,786 1,696,152
Fair Value change (1,870) 30,622 30,622 30,622 30,622
Funds for future appropriation 12,327 13,532 16,238 19,486 23,383
Sources of Funds 1,527,049 2,134,995 2,437,253 2,809,347 3,247,248
Investments - Shareholders 74,209 100,902 125,411 157,800 193,952
Investments Policyholders 1,438,353 2,021,217 2,297,586 2,622,200 3,003,652
Fixed Assets 4,776 4,572 4,822 5,072 5,322
Net Current Assets 5,080 1,676 2,806 17,647 37,694
Misc. Expenditure 0 0 0 0 0
Application of funds 1,527,049 2,134,995 2,437,253 2,809,347 3,247,248

Source: Company, YES Sec - Research
Exhibit 6: EV Walk

Y/e 31 Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E
Opening EV 216,240 230,320 291,090 326,573 375,345
Unwind of Discount 17,250 16,610 20,958 23,840 27,775
Value of New Business 16,050 16,210 23,025 27,932 33,892
Operating Assumption Changes (2,250) 3,090 2,000 2,000 2,000
Operating Experience Variance 1,840 (850) (4,500) 1,000 1,000
EV Operating Profit (EVOP) 32,890 35,060 41,483 54,771 64,668
Economic Variance (14,760) 25,670 0 0 0
EV Profit 18,130 60,730 41,483 54,771 64,668
Net Capital Inflow / Outflow (4,050) 40 (6,000) (6,000) (6,000)
Closing EV 230,320 291,090 326,573 375,345 434,012

Source: Company, YES Sec - Research

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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Exhibit 7: Ratio analysis

Y/e 31 Mar FY20 FY21 FY22E FY23E FY24E
Growth (%) - P&L

New business premium 20.5% 5.9% 29.2% 17.6% 17.7%
Renewal premium 1.8% 7.5% 0.9% 6.7% 9.2%
Net premium 7.5% 6.4% 13.8% 11.4% 13.1%
PAT -6.3% -10.2% -34.3% 116.2% 35.6%
VNB 20.9% 1.0% 42.0% 21.3% 21.3%
Growth (%) - Balance Sheet

Total AUM -4.9% 40.3% 14.2% 14.7% 15.0%
Total Assets -4.2% 39.8% 14.2% 15.3% 15.6%
Embedded value 6.5% 26.4% 12.2% 14.9% 15.6%
Profitability ratio (%)

VNB Margin 21.7% 25.1% 27.0% 27.8% 28.7%
Expense metrics (%)

Commission ratio 4.8% 4.3% 4.3% 4.3% 4.3%
Opex ratio 8.7% 7.7% 7.9% 7.9% 7.9%
Expense ratio 13.5% 12.0% 12.2% 12.2% 12.2%
Persistency (%)

Conservation Ratio 76.0% 76.0% 82.0% 82.0% 82.0%
Return ratios (%)

RoEV 15.2% 15.2% 14.3% 16.8% 17.2%
ROE 14.2% 11.3% 7.1% 14.1% 17.2%
RoA 0.7% 0.5% 0.3% 0.5% 0.6%
Investment Return (%)

Invest. Yield - Sh. 8.6% 8.8% 8.4% 8.5% 8.4%
Invest. Yield - Ph. -8.5% 27.4% 17.0% 12.8% 12.8%
Underwriting

Claims ratio 58.9% 64.7% 69.6% 66.2% 66.7%
Claims /AUM 12.8% 10.7% 11.4% 10.6% 10.5%
Per share data (Rs)

EPS 7.4 6.7 4.4 9.5 12.9
VNBPS 11.18 11.29 16.03 19.45 23.60
BVPS 52.5 59.2 61.8 67.3 74.9
EVPS 160.4 202.7 227.4 261.4 302.2
Valuation (x)

P/E 88.6 98.7 150.1 69.4 51.2
P/VNB 59.0 58.4 41.1 33.9 28.0
P/BV 12.6 11.1 10.7 9.8 8.8
P/EV 4.1 3.3 2.9 2.5 2.2

Source: Company, YES Sec - Research

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not been
independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity. No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and trading
turnover charts of securities or its derivatives, as opposed to focussing on a
company’s fundamentals and opinions, as such, may not match with reports
published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of thisreport. Thisreport 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 YSL and associates 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.

YES Securities (India) Limited (YSL) distributes research and engages in other
approved or allowable activities with respect to U.S. Institutional Investors
through SEC 15a-6 rules and regulations under an exclusive chaperone
arrangement with Brasil Plural Securities LLC. The views and sentiments
expressed in this research report and any findings thereof accurately reflect
YSIL analyst’s truthful views about the subject securities and or issuers
discussed herein. YSIL is not registered as a broker-dealer under the
Securities Exchange Act of 1934, as amended (the "Exchange Act") and is not
a member of the Securities Investor Protection Corporation ("SIPC"). Brasil
Plural Securities LLC is registered as a broker-dealer under the Exchange Act
and is a member of SIPC. For questions or additional information, please
contact Gil Aikins (gil.aikins@brasilplural.com) or call
+1212 388 5600.

YES Securities (India) Limited

Registered Address: 2™ Floor, North Side, YES BANK House,
Off Western Express Highway, Santacruz East,
Mumbai - 400 055, Maharashtra, India.

Correspondence Address: 4t" Floor, AFL House,
Lok Bharti Complex, Marol Maroshi Road, Andheri East,
Mumbai - 400059, Maharashtra, India.

Email: research@ysil.in | Website: www.yesinvest.in

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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‘ INSTITUTIONAL EQUITIES

RECOMMENDATION PARAMETERS FOR FUNDAMENTAL REPORTS

Analysts assign ratings to the stocks according to the expected upside/downside relative to the
current market price and the estimated target price. Depending on the expected returns, the
recommendations are categorized as mentioned below. The performance horizon is 12 to 18
months unless specified and the target price is defined as the analysts’ valuation for a stock. No
benchmark is applicable to the ratings mentioned in this report.

BUY: Potential return >15% over 12 months

ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-10% over 12 months

NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED

YES Securities (India) Limited (“YSL”) is a wholly owned subsidiary of YES BANK LIMITED. YSLis a
SEBI registered stock broker holding membership of NSE, BSE, MCX & NCDEX. YSL is also a SEBI
registered Category | Merchant Banker, Investment Adviser and a Research Analyst. YSL offers,
inter alia, trading/investment in equity and other financial products along with various value added
services. We hereby declare that there are no disciplinary actions taken against YSL by SEBI/Stock
Exchanges.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 11
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