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HDFC Life
(HDFCLIFE IN)

Rating: HOLD | CMP: Rs734| TP: Rs725

Insurance Company

Relatively expensive deal compared to synergies

Quick Pointers:

" Announces to acquire 100% stake in Exide Life for total consideration of
Rs66.87bn with Rs7.26bnin cash and balance in equity

" Deal valued at 2.5x at current EV of Rs27.1bn for Exide Life, looks on
expensive side but 35% discountto listed players (ex-HDFCLI)

HDFC Life is making a second attempt at an inorganic deal with acquisition
of Exide Life for Rs66.87bn valuing the company at 2.5x current EV. The
rationale for the deal has been (i) strong agency business (adds 40% to
agency top line), (ii) better protection (mix of 11% for Exide) and (iii) presence
in southern tier-2 & 3 locations. In our view, Exide’s acquisition has minimal
compliments to HDFCLI given asmaller size, it has been losing market share
and immediate margins & opex synergies are on low er side which will be have
to be worked upon, compared to 2.5x multiple to current EV. Deal adds 10%
to HDFCLI’'s EV, while stock consideration creates 4% dilution. We retain
HOLD with TP of Rs725 (unchanged) based on 3.6x Sep-23 EV.

" Minimal synergies in near term: Exide’s acquisition provides access to
southern geography, better agency business (60% share for Exide — 38% of
HDFCLI) and better protection mix (11% mix). Also, Exide has a better
solvency ratio than HDFCLI and a large co-operative banca partnership.
COVID claims are also larger covered in EV with minimal impact of 3-5%
according to management. Although, lower persistency of <75% v/s 85% of
HDFCLI, lower margins and lower scale (60% higher costthan HDFCLI) does
not complimentinavery large way for HDFCLI.

" Growing agency business organically would have been better option:
HDFCLI has grown its agency business by 20% in last four years (40% in
Q1FY22) while has been consolidation for Exide life by 5%. Aithough, Exide’s
acquisition adds 40% to agency business, +30% to agency work force and
profitable VNB, we believe, HDFCLI would have done better by organically
growing the agency business given the approvals & synergies will take 12-15
months to play out or should have had a bargain on valuations.

" Will be step down subsidiary and eventually merge: Deal should conclude
in six months and become a 100% subsidiary of HDFCLI and post that
company will apply for merger with itself which should further take sixto nine
months. Exide Industries (parentof Exide Life) will hold 4% stake postHDFLI
issuing 87.0mn shares on preferential basis at Rs685/share.

" Near term limited upside; structurally strong business: HDFLI remains
focused on building a diversified channel & balanced product business with
strong opportunities in annuities, retirement & protection segments. Also, ithas
strongly added Banca partners and build up the agency business in last four
years which should enable gradual long term margins towards 30% and
maintain a strong Operating ROEV of 15-17% over next few years. HDFCLI
trades at expensive valuation of 4.0x Mar-23 and 3.6x Sep-23 EV and hence
we retain HOLD rating on the stock.
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HDFC Life Insurance Company

Exhibit 2: Exide biz remains PAR heavy but better protection

Exhibit 1: Agency business remain key rationale for merger

Rs in million HDFC Life  ExideLife  Combined . %00f
Total Premium 385,830 33,250 419,080 9%
Renew al Premium 184,770 25,440 210,210 14%
Individual WRP 69,980 5,910 75,890 8%
Market Share 15.5% 1.3% 16.8%

Agency New Business 937 358 1,295 38%
No. of Agents 107,895 36,710 144,605 34%
EV as on June 30, 2021 273,310 27,110 300,420 10%
AUM as on June 30, 2021 1,812,720 187,800 2,000,520 10%

Source: Company, PL

Exhibit 3: Exide has strong Agency business
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Exhibit 4: Key Metrics and EV movement

Rs bn FY17 FY18 FY19 FY20 FY21 FY22E FY23E FY24E
APE 42 55 63 74 84 97 113 136
YoY growth (%) 15.8 321 131 18.3 13.0 156 16.2 20.8
NBV 9 13 15 19 22 26 30 37
YoY growth (%) 124 390 199 24.9 13.8 17.8 181 22.0
EV Movement

Opening IEV 102 125 152 183 207 266 315 372
New Business Value 9 13 15 19 22 26 30 37
EVOP 22 27 31 33 38 49 59 70
Dividend pay-out 2 2 3 ©) - 4 4 4
Closing EV 125 152 183 207 266 315 372 441
Adjusted Net worth 41 49 59 72 90 101 113 129
Valuein force (VIF) 83 104 124 135 176 214 259 312
Ratios (%)

NBAP margins 22.0 232 246 25.9 26.1 266 270 27.3
RoEV 24.2 236 225 12.6 28.5 196 194 19.5
Operating RoEV 21.7 215 20.1 18.1 18.5 18.5 18.6 18.8

Source: Company, PL
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Exhibit 5: Weretain our TP of Rs725 based on 3.6x Sep-23 EV

PT calculation and upside

Op RoEV 18.7%
CoE 13.6%
Terminal Grow th 5.0%
Embedded value (Rs bn) 407
Price /Embedded value 3.6
Appraisal Value 1,462
Number of shares, mn 2,017
Valuation per share 725
CMP 734
Upside (%) -1.3%
Source: Company, PL
Exhibit 6: HDFCLI One-year forward P/EV Chart
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Technical account (Rs m)

Balance sheet (Rs m)

Y/e Mar FY21 FY22E FY23E FY24E
Y/e Mar FY21 FY22E FY23E FY24E
Gross Premiums 3,85,835 4,46,817  5,11,691  5,96,032
. Sources of Fund
Reinsurance Ceded 4,612 5,920 6,661 7562 ghare capital 20,209 20209 20,200 20,209
Net Premiums 3.81,223 4,40,897 5,05,030 5,88,470 Reserves And Surplus 64,093 74,913 87,443 1,03,322
Income from Investments 3.26,776 199183 174426 190910 o ers' Fund 86,377 97,197  1,09,726  1,25,606
ther | , , ,09, ,25,
Other income 4,420 5131 5,960 6928 piicy Liabilities 8,80,780 11,69,732 14,15419 17,01,372
Total income 712,418 645211 685417 786,308 b for|inked Liab. 7,47,595  7,92451 871,696  9,58,865
Commission (17.104)  (20,640)  (22.794)  (26.395) 4o For Future App. 9,906 11,005 12,759 14,673
Operating expenses (45,860)  (45,167)  (52.171)  (59.784) (. ort liabilities & prov. 65,021 68,272 71,686 75,270
Prov for doubtful debts 1,885 2,073 2,279 2,505
. . Total 17,95,679  21,38,747 24,81,286  28,75,786
Operating Profit 6,51,340 5,81,477 6,12,731 7,02,634 .
Application of Funds
Prov for Tax (6,311) (8,672) (9,543)  (10,534)
. . Shareholders’ inv 85,421 96,121 1,08,512 1,24,216
Benefits Paid (Net) (2,25,748)  (2,26,372) (2,63,670) (3,01,145)
. i Vi 9,05,378  12,16,521 14,78,254  17,83,330
Chg in reserves (4,08296) (3,33,808) (3,24,932) (3,73,122) " oloyholdersiinv 0> 16, 78,
- i iab. 595 7,92,451 8,71,696 9,58,865
Surplus / Deficit 10,984 12,625 14,586 17.833 Assets to cover linked liab. 7,47, ,92, 71,
Loans 4,240 5,089 6,106 7,328
Shareholder’sa/c (Rs m) Fixed Assets 3,401 3,572 3,750 3,938
Yle Mar Fyal FY22e FY23E FY24E  Current assets 49,643 55,104 60,614 66,676
Transfer from technical a/c 9,909 11,302 13,088 16,076 o 17,95,679  21,38,747 24,81,286 28,75,786
Income From Investments 6,476 7,262 8,185 9,309
Total Income 16,385 18,564 21,274 25,385 Operatingratos
Other expenses (637) (733) (843) (969) Y/e Mar FY21 FY22E FY23E FY24E
Contribution to technical a/c (2,586) (3,002) (3,487) (4,053)  Investmentyield (%) 19.7 9.9 7.4 7.0
Total Expenses (2,850) (3,362) (3,957) (4,649) Commissions / GWP 4.4 4.6 4.5 4.4
PBT 13,535 15,202 17,317 20,736 -first year premiums 19.0 19.7 18.5 17.6
Prov for Tax 66 (304) (346) (415) - renewal premiums 1.5 1.5 1.5 1.5
PAT 13,601 14,898 16,971 20,321 - single premiums 1.0 1.0 1.0 1.0
Operating expenses / GWP 11.9 10.1 10.2 10.0
Premium (Rsm) & growth (%)
Total expenseratio 16.3 14.7 14.7 14.5
Y/e Mar FY21 FY22E FY23E FY24E i
- Claims / NWP 57.1 49.5 50.5 49.6
New business prem - unwtd 2,01,066 2,39,068 2,74,928 3,24,415 )
i Solvency margin 154.9 227.5 225.4 226.2
New business prem - APE 81,832 96,795 1,12,522 1,35,950
Renewal premium 1,84,769 2,07,749 2,36,763 2,71,617 Persistency ratios (%)
Total premium - unwtd 385,835  4,46,817 511,691 596,032  Y/e Mar Fy21 FY22E FY23E FY24E
New bus. growth - unwtd 16.6% 18.9% 15.0% 18.0% 13th Month 91.2 91.7 91.8 91.9
New business growth - APE 14.2% 18.3% 16.2% 20.8% 25th Month 82.5 83.4 83.8 83.9
Renewal premium growth 19.4% 12.4% 14.0% 14.7%  37th Month 73.6 75.0 75.5 75.8
Total prem growth - unwtd 18.0% 15.8% 14.5% 16.5%  49th Month 67.9 67.9 68.4 68.6
. i 61st Month 55.0 55.1 55.1 55.2
Premium mix (%)
Y/e Mar FY21 FY22E FY23E FY24E Profitability ratios (%)
New business - unwtd Yie Mar Fy21 FY22E FY23E FY24E
- Individual mix 49.9 51.0 51.0 52.0 NBP margin (%) post overrun 26.1 26.6 27.0 27.3
- Group mix 50.1 49.0 49.0 48.0  ROE (%) 17.6 16.2 16.4 17.3
New business mix - APE RolC (%) 55.7 59.6 67.9 81.3
- Participating 28.8 32.1 318 286 \guation ratios
- Non-participating 49.9 45.5 42.7 39.9 Y/e Mar FY21 EY22E EY23E FY24E
- ULIPs 21.3 22.4 25.6 315 Total AUMS (Rs bn) 1,738 2,105 2,458 2,866
Total premium mix - unwtd - of which equity AUMs (%) 36.0 41.0 41.0 41.0
- Participating 19.8 21.8 21.8 21.1 EVOP as % of MCEV 18.5 18.5 18.6 18.8
- Non-participating 51.0 45.6 44.8 43.5  ROEV (%) 28.5 19.6 19.4 19.5
- ULIPs 29.1 32.6 33.5 35.4 Dividend % - 0.3 0.3 0.3
Source: Conpany Data, PL Research Dividend pay out ratio (%) - 27.4 26.2 21.9
EPS, Rs 6.7 7.4 8.4 10.1
Embedded Value (Rs bn) 266.1 315.0 372.4 441.2
Appraisal value/EV (x) 4.1 3.9 3.7 3.5
Appraisal value/NBV (x) 50.0 47.7 45.3 41.7
Source: Conmpany Data, PL Research
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Analyst Coverage Universe

Sr.No. CompanyName Rating TP (Rs) Share Price (Rs)
1 Axis Bank Accumulate 860 756
2 Bank of Baroda BUY 105 81
3 Federal Bank Accumulate 97 85
4 HDFC Bank BUY 1,870 1,522
5 HDFC Life Insurance Company Hold 725 679
6 ICICI Bank BUY 815 677
7 ICICI Prudential Life Insurance Company Accumulate 670 605
8 IDFC First Bank Reduce 45 52
9 Indusind Bank BUY 1,280 976
10 Kotak Mahindra Bank Accumulate 1,960 1,741
11 Max Financial Services Accumulate 1,120 1,051
12 Punjab National Bank BUY 50 40
13 SBI Life Insurance Company BUY 1,250 1,077
14 South Indian Bank Hold 11 1T
15 State Bank of India BUY 530 457

PL’s Recommendation Nomenclature (Absolute Performance)

Buy . >15%

Accumulate : 5% to 15%

Hold : +5% to -5%

Reduce : -5%to -15%

Sell © <-15%

Not Rated (NR) : No specific call on the stock
Under Review (UR) : Ratinglikelyto change shortly
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ANALYST CERTIFICATION
(Indian Clients)

We/l, Mr. Pritesh Bumb- MBA, M.com, Ms. Palak Shah- CA, B.Com Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed
in this report, hereby certify that all of the views expressed in this researchreport accurately reflect our views aboutthe subject issuer(s) or securities. We also certify that no part of
our compensation was, is, or will be directly or indirectly relatedto the specific recommendation(s) or view(s) in this report.

(US Clients)

The research analy sts, with respectto each issuer and its securities covered by them in this research report, certify that: All of the views expressed in this researchreport accurately
reflect his or her or their personal views about all of the issuers and their securities; and No part of his or her or their compensation was, is or will be directly related to the specific
recommendation or views expressed in this researchreport.

DISCLAIMER

Indian Clients

Prabhudas Lilladher Pvt. Ltd, Mumbai, India (hereinafter referred toas “PL”") is engaged in the business of Stock Broking, Portfolio Manager, Depaository Participant and distribution for
third party financial products. PL is a subsidiary of Prabhudas Lilladher Advisory Services Pvt Ltd. which has its varous subsidiaries engaged in business of commodity broking,
investmentbanking, financial sewvices (marginfunding) and distribution of third party financial/other products, details in respect of which are available at www. plindia.com.

This document has been prepared by the Research Division of PL and is meant for use by therecipientonly asinformationand is not for circulation. This document is not to be reported
or copied or made available to others without prior permission of PL. Itshould notbe considered or taken as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources thatare considered to be reliable. However, PL has notindependently verified the accuracy or completeness
of the same. Neither PL nor any df its affiliates, its directors or its employees accepts any responsibility of whatsoever nature for the information, statements and opinion given, made
av ailable or expressed herein or for any omission therein.

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The suitabity or
otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an independent expert/advisor.

Either PL or its affiliates or its directors orits employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or engage in transactions
of securities of companies referred to in this report and they may have used the research material prior to publication.

PL may fromtime to imesolicit or perform investment banking or other services for any company mentioned in this document.

PL is in the process of applying for certificate of registration as Research Analystunder Securities and Exchange Board of India (Research Analysts) Regulations, 2014
PL submits that no material disciplinary action has been taken on us by any Regulatory Authority impacting Equity Research Analysis activities.

PL orits research analysts or its associates or his relatives do not have any financial interestin the subject company.

PL or its research analysts or its associates or his relatives do not have actual/beneficial ownership of one per centor more securities of the subject company at the end of the month
immediately preceding the date of publication of the research report.

PL orits research analysts or its associates or his relatives do not have any material corflict of interestat thetime of publication of the research report.

PL orits associates might have received compensation from the subject company in the past twelve months.

PL orits associates might have managed or co-managed public offering of securities for the subject company in the past twelve months or mandated by the subject company for any
other assignment in the pasttwelve months.

PL orits associates might have received any compensation forinvestment banking or merchant banking or brokerage services from the subject company in the past twelve months.
PL or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject
company in the past twelve months

PL or its associates might have received any compensation or other benefits from the subject company or third party in connection with the research report.

PL encourages independence in research report preparation and strives to minimize corflict in preparation of researchreport. PL or its analysts did not receive any compensation or
other benefits from the subject Company or third party in connection withthe preparation of the research report. PL or its Research Analysts donot have any material corflict of interest
at the time of publication of this report.

It is confirmed that Mr. Pritesh Bumb- MBA, M.com, Ms. Palak Shah- CA, B.Com Research Analysts of this report have notreceived any compensation from the companies mentioned
in the report in the precedingtwelve months

Compensation of ourResearch Analysts is not basedon any specific merchant banking, investment banking or brokerage service transactions.

The Research analysts for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies andits
or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

The research analysts for this report has notservedas an officer, director or employee of the subject company PL or its research analy sts have not engaged in market making activity
for the subject company

Our sales people, traders, and other professionals or affiliates may provide oral or written market commentary or trading strategies toour clients that reflect opinions that are contrary
to the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations expressed
herein. In reviewing these materials, you should be aware thatany or all of the foregoing, among other things, may give rise to real or potential conflicts of interest.

PL and its associates, their directors and employees may (a) from time to time, have a long or short position in, and buy or sel the securities of the subject company or (b) be engaged
in any other transaction involving such secuiities and earnbrokerage or other compensationor act as a market maker in the financial instruments of the subject company or actas an
adv isor or lender/borrower to the subject company or may have any other potential conflict of interests with respectto any recommendation and other related information and opinions.

US Clients

This research report is a product of Prabhudas Lilladher Pvt. Ltd., which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s)
preparing the research reportis/are resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are
not subject to supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or
regulations regarding, among other things, communications with a subject company, public appearances andtradingsecurities held by a research analystaccount.

This report is intended for distribution by Prabhudas Lilladher Pvt. Ltd. only to"Major Institutional Investors" as defined by Rule 15a-6(b)@) of the U.S. Secuiities and Exchange Act,
1934 (the Exchange Act) and interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this reportis not a Major
Institutional Investor as specified above, thenit should not act upon this report and retum the same to the sender. Further, this report may not be copied, duplicated and/ortransmitted
onward to any U.S. person, which is not the Major Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with Major
Institutional Investors, Prabhudas LilladherPvt. Ltd. has entered into an agreementwith a U.S. registered broker-dealer, Marco Polo Securities Inc. ("Marco Polo").

Transactions in securties discussed in this research report should be effectedthrough Marco Poloor another U.S. registered broker dealer.

Prabhudas Lilladher Pvt. Ltd.
3rd Floor, SadhanaHouse, 570, P. B. Marg, Worli, Mumbai-400 018, India | Tel: (91 22) 6632 2222 Fax: (9122) 6632 2209
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