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Merger synergies to play out in long term...

HDFC Life is among the most dominant players in the Indian life insurance industry
with a healthy distribution network, 390 branches and additional customer touch
points via partnerships and tie-ups, strong parentage and operating metrics. The
company has a balanced product mix with focus on non-par and protection business
and industry leading VNB margins of over 25%.

Event: HDFC Life has proposed a merger with Exide Life Insurance Company. Exide
Life is currently owned by Exide Industries (100% stake) and has an embedded value
of% 2711 crore and AUM of % 18780 crore as on June 2021.

Transactional aspect of merger: The acquisition of Exide Life would be done
through a cash payout of ¥ 726 crore (mostly due to taxation impact, which Exide
Industries has to pay) and a share consideration by allocating 8.7 crore shares at
% 685 per share. Thus, the total consideration for the merger comes to ¥ 6687 crore.
Exide Industries will have a 4.1% stake in the merged entity.

Merger benefits for HDFC Life: Merger with Exide Life will complementthe overall
HDFC Life business as Exide has good reach, customer base (over 11.9 lakh) and a
strong foothold in southern India, especially in the tier-1l and tier-lll cities. This also
presents good cross sell opportunities with the addition of meaningful number of
clients. The proposed merger will accelerate agency business of HDFC Life with
addition of over 36700 advisors across 200+ branch network. This is expected to
add ~40% to topline business via agency channel and around 35% to the agent base.
Currently, HDFC Life’s agency channel contributes ~15% of total business. Private
market share is expected to get a boost of ~1.3% due to the merger.

Financial impact: Exide Life has an embedded value of ¥ 2711 crore, which will be
added to HDFC Life, thus increasing HDFC Life’'s EV by ~10% to ¥ 30042 crore while
total AUM will also increase ~10% to ¥ 200052 crore. Currently, as per management
commentary, cost ratios of Exide Life are higher than HDFC Life but with branch
rationalisation, optimisation of product mix and economies of scale kicking in,
normalisation is expected to be achieved within 12-15 months from effective date of
merger. No material impact is seen on the solvency ratio.

Valuation & Outlook

We believe with the acquisition of Exide Life, expansion interms of geography (tier
Il and Ill regions), customers and distribution (agency channel) remains positive. Pre-
overrun margin similar to HDFC Life is positive, though focus will be on improving
cost matrix and persistency. Given low market share, flattish business and low
persistency, cost of acquisition at ¥ 6687 crore i.e. ~2.5x EV is not cheap. Overall,
we expect this merger to increase EVPS for FY23E by ~8% to ¥ 183 per share. Thus,
we revise our target price from T 800 to ¥ 850 per share by valuing the company at
~4.4x FY23E EV. We maintain our BUY rating on the stock.

Key Financial Summary

% Crore) FY19 FY20 FY21 (:Q’f:f (F:?;F;
New business premium 14971 17238 20107 23%
APE 6049 7164 8183 19%
Total premium 29186 32707 38584 19%
PAT 1277 1371 1360 11%
EV 18296 20655 26625 21%
P/E (x) 116.1 108.2 109.1
P/BV (x) 26.2 21.8 17.2
P/IEV (x) 8.1 7.2 5.6
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Particulars
Market Capitalisation

Amount
3 148884 crore

EV (Q1FY22) T 27331 crore
AUM (Q1FY22) % 181272 crore
VNB margin (Q1FY22) 26.2%
52 week H/L 776/ 556
Net worth %8970 crore
Face value 10
DIl holding (%) 5.9
Fll holding (%) 26.1

Key Highlights

HDFC Life to acquire 100% stake in
Exide Life at 6687 crore

Merger to boost agency channel and
increase geographical reach

Maintain BUY recommendation with
revised target price of ¥ 850

Key risk to our call

Resurgence in Covid-19 cases remains
a risk owing to probability of higher
claims

Interest rate volatility risk due to higher
non-par business
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2 year CAGR
FY22E FY23E (FY21-23E)
24416 31124 24%
10198 13287 27%
45952 58263 23%
1585 1904 18%
31038 38592 20%
93.7 81.4
15.5 9.2
4.8 4.0

Source: Company, ICICI Direct Research
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Exhibit 1: Proposed structure

Existing Structure (1) Intermediate Structure (2)
i Acquisition of Exide Life }
‘ Exide D
Industries H
47.9% 4.1% 48.0% a
100% | ¥ - [
(7]
HDFC Life m | HDFC Life
100% subsidiary
Source: Company, ICICI Direct Research
Exhibit 2: Merged entity details 3 crore
Parameter HDFC Life Exide Life Merged Entity
Total Premium 38583 3325 41908
Renewal Premium 18477 2544 21021
Individual Weighted Received Premium
6998 591 7589
(WRP)
Individual WRP private market share 15.5% 1.3% 16.8%
Agency new business 937 358 1295
No. of agents 107895 36710 144605
Embedded Value 27331 2711 30042
AUM 181272 18780 200052

Source: Company, ICICI Direct Research

Financial summary

Exhibit 3: Policyholders Account

X Crore) FY19 FY20 FY21 FY22E FY23E
Premiums earned - Net 28924.0 32223.6 38122.3 45010.5 57024.3
Interest, Dividends & Rent 9027.5 6845.3 32677.6 13449.4 16362.1
Others income (incl. MTM) 484.0 -9807.5 442.0 660.6 820.1
Total Revenue 38,436 29,261 1,242 59,121 74,207
Commission M7 1491.18 1710.40 1967.0 2531.2
Operating expenses 3813.6 4266.9 4587.4 6018.2 7982.7
Change in valuation of policy liabilities 17507.5 2440.8 40829.6 24937.4 32664.2
Provision for tax 226.8 149.0 274.4 476.9 -662.4
Surplus/(deficit) after tax 1350.7 971.4 1098.4 1327.3 1850.8
Transfer to Shareholders' account 1,207 1191 991 1,204 1,481

Source: Company, ICICI Direct Research

Exhibit 4: Shareholders Account

X Crore) FY19 FY20 FY21 FY22E FY23E
Amounts transferred from Policyholders' account 1206.9 1191.4 990.9 1203.9 1480.6
Income from investments 408.4 431.8 647.6 759.8 867.4
Total 1,636 1,648 1,638 1,964 2,348
Total expenses 62.6 99.1 285.0 346.5 260.4
Profit before Tax 1289.9 1387.4 1353.5 1633.6 1963.0
Provision for tax 131 16.5 -6.6 49.0 58.9
PAT 1,277 1,371 1,360 1,585 1,904

Source: Company, ICICI Direct Research
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Proposed Final Structure (2)

i Merger of the subsidiary into holding company }

47.9% 48.0%
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Exhibit 5: Balance Sheet

X Crore) FY19
Sources of Funds

Share capital 2017
Reserve and surplus 3641
Credit/[debit] fair value change account -3
Networth 5656
Policyholders' funds 118124
Funds for Future Appropriations 1103
Total Liabilities 124883
Applications of Funds

Shareholders’ investments 5050
Policyholders” investments 57124
Asset held to cover linked liabilities 63377
Loans 80
Fixed assets - net block 333
Net current assets -1082
Total Assets 124883

FY20

2019
4968
-192
6800
119502
883
127185

5855

67189

54182
299
330

-670
127185

FY21

2021

6407
207
8638
162818
991
173066

8542

90538

74760
424
340

-1538
173066

FY22E

2021

7340
216
9577
179253
1114
189944

8695

93717

79648
424
347

ns3

189944

FY23E

2108

14544
226
16878
228256
1484
246619

11565

124779

95577
957
354

13387
246619

Source: Company, ICICI Direct Research

Exhibit 6: Key Ratios

(Year-end March)

Valuation

No. of Equity Shares (Crore)
Diluted EPS (%)

BV R)

EV per share

P/E

P/BV

P/IEV

Efficiency Ratios (%)
Commission expenses as a % of Gross Premium
Management expenses as a % of Gross Premium
Return Ratios and capital (%)
Return on Net worth
Opearating RoEV

Key Ratios (%)

VNB Margin

NBP APE (proportion %)
Paticipating

Non participating

Unit Linked

FY19

201.7
6.3
28.0
90.7
116.1
26.2
8.1

3.8
16.9

24.5
20.1

24.6

14.4%

38.5%
47.1%

FY20

201.9
6.8
33.7
102.3
108.2
21.8
1.2

4.6
17.6

22.0
18.1

25.9

15.9%

59.5%
24.5%

FY21

201.9
6.7
42.8
131.9
109.1
17.2
5.6

4.4
16.3

17.6
18.5

26.1

14.6%

53.5%
21.7%

FY22E

202.1
1.8
47.4
153.6
93.7
15.5
4.8

4.3
17.4

18.0
18.4

26.4

16.5%

60.1%
23.4%

FY23E

210.8
9.0
80.1
183.1
81.4
9.2
4.0

4.3
18.0

17.5
18.2

26.0

18.9%

57.7%
23.3%

Source: Company, ICICI Direct Research
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Exhibit 7: Key parameters

(Year-end March)
NBP
Growth (%)
Linked
Growth (%)
Non Linked
Growth (%)
APE
Growth (%)
VNB
Growth (%)
EV

Growth (%)
AUM
Growth (%)
PH Funds
Growth (%)
SH Funds

FY19
14,971
32
11,322
10
17,864
34
6,049
12
1,540
20
18,296
20
1,25,552
18
57,124
26
5,050

FY20
17,238
15
11,192
1
21,514
20
7,164
18
1,919
25
20,655
13
1,27,226
1
67,189
18
5,855

FY21
20,107
17
11,055
-1
24,281
13
8,183
14
2,190
14
26,625
29
1,73,839
37
90,538
35
8,542

FY22E
24,416
21
12,593
14
33,360
37
10,198
25
2,754
26
31,038
17
1,82,060
5
93,717
4
8,695

FY23E
31,124
27
14,822
18
43,441
30
13,287
30
3,534
28
38,592
2
2,31,921
27
1,24,779
33
11,565

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%
| 1cic1 direct.com| N 1 1
Investmen na Your Fingertips BH{JE)‘EE_“ \
ICICI Securities Ltd. 75 S TARMINE ;
eCUf e @:‘usm R —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

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

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 (IRDAV)
asa composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number — INHO00000990. ICICI Securities Limited SEBI Registration is INZ000183631 for siock
broker. ICICI Securities is a subsidiary of ICICI Bankwhich is India’s largest private sector bank and has its various subsi diaries engaged in businesses of housing finance, assetmanagement, life insurance, general insurance, ventuie
capital fund management, etc. (“associates”), the details in respect of which are avaiable on ww.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participa te in virtually all securities trading markets in India. We and our associates might have investment 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 derivati ve analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to fo cusing on a company's fundamentals and, as
such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.comto view the Fundamental and Technical Research Reports.

Our proprietary trading and investmentbusinesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independentequity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Rese arch. The views and opinions expressed in this documentmay 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 selecied
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. Whie 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 00
Securities from doing so. Nonrrated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compl iance 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 veri fication has been made nor is its accuracy or completeness guaranteed. This report and information herein
is solely for informational purpese 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 di sseminated 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, accouning
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. Thismay not be taken in substitution for theexercise of independentjudgmentby any recipient
The recipient should independently evaluate the investment risks. The value and retum on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liahiliies
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 rids
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 withoutnctice.

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 se rvice in a merger or specific transaction.

ICICI Securities encourages independence in research report preparation and strives to minimize corflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any compensation or oher
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 confict 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 mo re of the equiity securities of the Company mentioned in the report as of the last day of the month preceding the publication of
the researchreport.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial se rvice 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 mentionedin 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, public ation, availabiliy 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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