SBI Life Insurance (ssiLr)

CMP: % 862

Target: ¥ 1000 (16%)

Target Period: 12 months
January 24, 2021

Business gains traction, margins to improve

SBI Life Insurance reported a mixed performance wherein premium
accretion was healthy but higher actuarial liability offset investment income,
led to lower than expected surplus and earnings.

Premium growth remained healthy at 18% YoY to T 13766 crore, led by
higher traction in renewal (up 24% YoY) and single premium (up 16.5%
YoY). New Business Premium (NBP) witnessed moderation in growth at
9.5% YoY to ¥ 5439 crore, led by flattish group business. Protection business
(individual + group) continued to report strong growth at ¥ 710 crore in
Q3FY21vs¥ 510 crore in Q3FY20. Proportion of total protection NBP to total
NBP stood at ~13% in Q3FY21. Group savings products business remained
flat YoY at ¥ 1030 crore.

AUM growth accelerated 28% YoY to I 209500 crore. Shareholders and
policyholders (excluding linked liabilities) assets witnessed healthy growth
at ~24% and ~21% YoY, respectively. Recovery in equity market and
decline in yields led to strong investment income at< 12777 crore (up 213%
YoY) in Q3FY21, supporting total revenue trajectory. Commission expenses
increased 13.6% YoY to X 517 crore, while commission ratio declined ~80
bps to 4.7%. Consequently, management expense ratio improved by ~100
bps to 8.4% in Q3FY20 (absolute opex at ¥ 1162 crore) Steady premium
growth coupled with healthy investment income provided a boost to traction
in top-line. Lower surplus led to muted allocation to shareholders at I 66
crore vs. ¥ 113 crore QoQ and X 217 crore YoY. Subsequently, PAT came
lower than estimate at ¥ 233 crore.

Continued focus on product mix to aid VNB margin

Pandemic has led to surge in demand for protection business; the same is
expected to stabilize ahead. Post sluggish business in THFY21, credit life
business is set to increase as disbursement pick up ahead. Apart from
protection, the insurer plans to focus equally on distribution of participating
and non-participating (including annuity) products. Going ahead, proportion
of protection and non-unit linked business is expected to increase leading to
healthy VNB margin ahead of 18%. Thus, overall premium accretion is seen
at 13.8% CAGR in FY21-23E to ¥ 59370 crore, while VNB margin is seen to
remain of 18% in FY21-23E.

Valuation & Outlook

Gradual tilt towards high yield products including protection and non-par
products is seen to aid premium growth as well VNB margins. Strong
distribution (banca as well as agency) channel to enable pedal business
growth with limited traction on opex. Such operationally efficiency and
steady persistency is expected to further aid profitability. We continue to
remain positive on businesses with long term growth potential and relatively
lower balance sheet risk. Rolling our valuation on FY23E estimates, we
maintain our target at T 1000 per share, valuing the stock at ~2.6x FY23E EV.
Maintain Buy rating

Key Financial Summary

(% Crore) FY18 FY19 FY20 FY21E FY22E
New business premium 12673.7 14855.4 180714 19189.1 20405.4
APE 8540.0 9530.7 10505.2 12339.8 12697.2
Total premium 26861.8 327455 403344 472792 534703
PAT 2852.7 1335.8 14230 1518.7 1903.5
EV 18726.1 220716 26290.0 30098.0 34223.1
P/E () 30.2 64.5 60.6 56.8 453
P/BV (x) 109 98 8.7 18 6.8
P/IEV (x) 45 39 33 29 25
RoEV (%) 178 178 175 154 147
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Particulars Amount
Market Capitalisation ¥ 86165 crore
EV (Q3FY21) % 29860 crore
AUM (Q3FY21) % 209500 crore
VNB margin (Q3FY21) 19.3%
52 week H/L 1019/520
Net worth 310133 crore
Face value 210
DIl holding (%) 59
Fll'holding (%) 27.0

Key Highlights

®  Premium accretion healthy at ~18% to
¥ 13766 crore

® Focus on protection and non-par
business to aid VNB margins ahead
® Maintain BUY recommendation with

unchanged target price of ¥ 1000

Risk to our call

® Increase in claims due to pandemic
can hurt profitability
® Increased non-par business poses

interest rate risk
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FY23E CAGR (FY20-23E)
218984 1%
132218 8%
59369.2 14%

23422 18%
387219 14%
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Source: Company, ICICI Direct Research
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ﬂ Result Update | SBI Life Insurance ICICI Direct Research
Exhibit 1: Variance Analysis

Q3FY21  Q3FY21IE Q3FY20  YoY(%)  Q2FY21  QoQ(%) Comments
First Year Premium 32765 20784 3,142 52 23155 415 Gradual unlocking of the economy led to pickup in
premium accretions
Relatively higher persistency ratios ai |
Renewal Premium 84356 86158  6789.1 243 7,1499 1gg netatvely higher persistency ratios aided renewa
premium growth

Single Premium 21623 21084 18564 165 36242 gp3 Creditlfe & protection business reported strong
growth which supported single premium
Net Premium income 13,766 13194 11,695 177 12858 14

Recovery in equities & decline in yield led to strong

Income from Investments 12,7769 4,349.0 4,0733 2137 55904 1286 . .

investment income
Total revenue 26,5519 17563  15,779.1 68.3 18,4583 438
Commission 517.2 461.8 4552 136 4145 248 Elevated commissions due to higher NBP
Operating expenses 645.3 686.1 641.9 05 588.2 9.7
Management Expenses 1,625 11479 1,097 6.0 1,002.7 15.9
Benefits paid 46439 6,267.1 6,176.4 -24.8 6,426.3 -21.1
Change in Actuarial Liability 20,2436 9,310.5 7,656.9 1644 10,5492 91.9

. N . 0

Total Expenses 26,2554 170567 151714 731 18.056.9 154 Higher acturial liability and claims led to 73% growth

in total expenses

Lower surplus due to higher acturial liabilities &

Surplus/ (deficit) 296.5 506.2 607.6 -51.2 4014 -26.1 claims

Transfer to SH's A/c 65.7 246.2 270.7 -15.7 1133 -420

Transfer to SH's A/c 65.7 246.2 270.7 -15.7 1133 -42.0

Investment income 1745 178.3 174.0 0.2 191.8 -9.0

Profit/ (loss) before tax 233.1 410.6 394.9 -41.0 299.6 -22.2

PAT 2329 390.0 389.8 -40.3 299.7 -22.3

Key Metrics

NBP 5438.8 5,086.8 4,970.6 94 5,939.7 -8.4 AUM revived with recovery in markets
AUM 2,09,500 193,287  1,64,190 276  1,86,360 124

[EV* 29,860 NA 24,690 209 NA NA

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

FY21E FY22E FY23E
(% Crore) Old New  %Change Old New  %Change Introduced
Premiums earned - Net 47503 41,219 05 54848 53470 25 59369
Total 52,547 64,381 225 60704 68,007 12.0 16474
Transfer to Shareholders'account 1,283 1,136 -115 1607 1,433 -108 1862
PAT 1,620 1519 -6.3 1984 1,904 4.0 2342
EV 301 301 -0.1 345 342 08 387

Source: Company, ICICI Direct Research

Exhibit 3: Assumption

Current Earlier

FY19 FY20 FY21E FY22E FY23E  FY21E FY22E
NBP growth 8.8 203 15.6 6.3 13 19.2 12.1
AUM growth 204 142 238 18.1 170 16.2 16.0
EV Growth 15.8 19.1 145 13.7 13.1 14.6 146
Comission ratio 4.1 36 35 35 34 3.6 3.6
VNB Margin 11.1 20.7 185 185 18.6 18.0 18.0
Conservation ratio 85.2 85.1 84.0 83.6 83.7 829 819
Opearating RoEV 17.8 175 154 14.7 143 15.5 15.6

Source: Company, ICICI Direct Research
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Story in Charts

Exhibit 4: Sequential pick-up in individual premiums
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Source: Company, ICICI Direct Research

Exhibit 5: Steady opex ratio Exhibit 6: VNB margins ahead of 18%
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Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research

Exhibit 7: Lower surplus due to actuarial liabilities & claims Exhibit 8: PH surplus to grow 16.5% CAGR over FY20-23E
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Exhibit 9: Persistency ratios trend

Persisitency ratio % Q1FY20  02FY20 03FY20  Q4FY20 QFY21 02FY21  03FY2
13th Month 84.46 83.13 82.46 §4.29 81.55 84.83 838
37th Month 1057 1591 1546 1013 68.88 70.98 109
61th Month 56.27 59.55 61.06 59.44 63.14 60.32 59.6

Source: Company, ICICI Direct Research
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Exhibit 10: Investment profile

Q1FY20 Q2FY20  Q3FY20 FY20 Q1FY21 02FY21 Q3FY21 FY21E FY22E FY23E
Shareholders' investments 6900 6909 6993 7924 8083 8343 8684 8876 9441 10818
PH Fund Excl. Linked Assets 66091 69190 734 75159 77695 82520 88953 92889 110196 130328
Assets held to cover linked liabilities 2311 76932 82064 76072 87868 93476 109448 95231 113044 130996
Total Investments 145302 153031 162469 159155 173645 184338 207085 196996 232681 21141
Source: Company, ICICI Direct Research
Exhibit 11: Incremental NBP to propel EV growth Exhibit 12: Improving return ratios
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Exhibit 13: Shareholding Pattern

Dec-19 Mar-20 Jun-20 Sep-20 Dec-20
Promoter 628 62.8 60.7 60.7 60.7
Fll 215 259 26.2 258 25.8
]| 44 5.7 70 7.1 1.1
Others 53 559 6.13 6.5 6.5

Source: Company, ICICI Direct Research

Exhibit 14: Price Chart
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Financial summary

Exhibit 15: Policyholders Account

(% Crore) FY19 FY20 FY21E FY22E FY23E
Premiums earned - Net 327455 403344 472792 534703 59369.2
Income from Investments 11242.0 29970 169675 14397.6 16959.7
QOtherincome 63.8 702 913 1004 1104
Contribution fromthe Shareholders'account 98.9 476 428 386 34.7
Total 441503 434492 643809 680069  76474.1
Commission 1346.4 147738 1681.9 1869.7 2020.9
Operating expenses 21235 25920 2953.1 32321 3588.7
Benefits paid (Net) 152938 162150 189280 234839 278229
Change in valuation of policy liabilities 23591.7 206050 379660 361584 392046
Others 6.6 19 8.6 8.0 8.0
Provision for tax 8123 1059.9 1207.6 13216 14675
Surplus/(deficit) after tax 976.0 14916 1635.7 1933.1 2361.6
Transfer to Shareholders'account 8879 1059.6 1135.7 1433.1 1861.6

Source: Company, ICICI Direct Research

Exhibit 16: Shareholders Account

(X Crore) FY19 FY20 FY21E FY22E FY23E
Amounts transferred from Policyholders' account 887.9 1059.6 1135.7 1433.1 1861.6
Income from investments 623.1 490.7 564.9 678.8 121.2
Total 1511 1550 1701 2112 2583
Expenses other than insurance 459 70.0 84.0 1008 1210
Contribution to Policyholders'account 98.9 47.6 428 38.6 347
Others 15.9 15.9 15.9 15.9 15.9
Profit before Tax 1366.1 14327 15738 19725 24211
Provision for tax 46.3 9.0 55.1 69.0 84.9
PAT 1319.8 14417 1518.7 1903.5 23422

Source: Company, ICICI Direct Research

Exhibit 17: Balance Sheet

(% Crore) FY19 FY20 FY21E FY22E FY23E
Sources of Funds

Share capital 1000 1000 1000 1000 1000
Reserve and surplus 7769 8885 10076 11568 13404
Credit/[debit] fair value change account 20 20 20 20 20
Networth 8789 9905 11096 12588 14424
Policyholders'funds 138095 157733 195699 231857 271062
Total Liabilities 147166 168352 208008 246159 287700
Applications of Funds

Shareholders’ investments 7031 1924 8876 9441 10818
Policyholders' investments 66496 75159 92889 110196 130328
Asset held to cover linked liabilities 65821 76072 95231 113044 130996
Loans 188 212 240 N 307
Fixed assets - net block 663 755 861 982 1119
Net current assets 6967 8229 99N 12225 14133
Total Assets 147166 168352 208008 246159 287700

Source: Company, ICICI Direct Research
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Exhibit 18: Key Ratios

(Year-end March) FY19 FY20 FY21E FY22E FY23E
Valuation

No. of Equity Shares (Crore) 100.0 100.0 100.0 100.0 100.0
Diluted EPS (%) 134 142 15.2 19.0 234
DPSR) 24 26 2.1 34 4.2
BV(R) 87.9 99.0 111.0 1259 1442
EV per share 221 263 301 342 387
P/E 64.5 60.6 56.8 453 36.8
P/BV 9.8 8.7 18 6.8 6.0
P/IEV 3.9 3.3 29 25 22
Efficiency Ratios (%)

g:en:nr?lisns]mn expenses as a % of Gross i1 16 35 35 34
Management expenses incl commission as a % 10.5 10.0 9.7 95 94
Return Ratios and capital (%)

Return on Net worth 16.0 15.2 145 16.1 173
Opearating RoEV 178 175 154 14.1 143
Solvency Ratio 195 200 200 200 200
Key Ratios (%)

Conservation Ratio 85.2 85.1 84.0 83.6 83.7
VNB Margin 17.7 20.7 18.5 18.5 18.6
Surrender Ratio 56 47 48 48 48
Benefits paid as a % of Opening Liability 13.7 1.7 11.9 119 119
NBP (proportion %)

Traditional 48.8 55.1 54.2 58.7 63.1
Linked 51.2 449 458 413 36.9

Source: Company, ICICI Direct Research

Exhibit 19: Key parameters

(Year-end March) FY19 FY20 FY21E FY22E FY23E
NBP 137919 16592.5 19189.1 20405.4 218984
Growth (%) 8.8 20.3 15.6 6.3 13
Linked 8129.7 89274 87979 84219 8081.3
Growth (%) 224 9.8 -15 -4.2 -4.1
Non Linked 67256 91440 10391.2 119775 138171
Growth (%) 115 36.0 136 15.3 154
APE 9530.7 10505.2 1233938 12697.2 132218
Growth (%) 116 10.2 175 29 4.1
VNB 1720.0 2220.0 22829 2349.0 2459.3
Growth (%) 23.1 29.1 28 29 4.1
EV 22077.6 26290.0 30098.0 34223.7 38721.9
Growth (%) 158 19.1 14.5 13.7 13.1
AUM 1393480 1591546  196996.1  232680.7 2721413
Growth (%) 20.4 14.2 238 18.1 17.0
PH Funds 1323166 1512307 1881197 2232398 2613232
Growth (%) 44.6 143 244 187 171
SH Funds 70314 79239 8876.4 9440.9 10818.1
Growth (%) 63.7 12.7 120 6.4 14.6

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
‘ﬂICICI(m,m; com| 1 1 g
I»vnlnnhu'o':::u'!mluhps | BHOI{ER \ :
ICICI Securities Ltd. 5 sTARMINE | |
@a'yetmwa'd D
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

I/We, Kajal Gandhi, CA, Vishal Narnolia, MBA and Sameer Sawant, MBA Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our
views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. It is also confirmed that above
mentioned Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in
the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI)
as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock
broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture
capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have ir banking and other business relationship
with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons reporting to analysts and their relatives are generally prohibited from maintaining a financial
interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as
such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical Research Reports.

Our proprietary trading and investment busil may make i decisions that are inconsi with the recomr i p d herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may
not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for the selected
recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would
endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herein
is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who
must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient.
The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks
associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of managing or co-
managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any compensation or other
benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of
interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of
the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject
company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.
Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.
We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

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 ICICI Securities 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.
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