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Refer to important disclosures at the end of this report

We hosted management of Star Health and Allied Insurance Company in Mumbai on 23rd
Mar’22 for meetings with a large number of Dlls to discuss the company’s business
performance and growth trajectory and address investor concerns. The key highlights: 1)
the company is well on track to return to profitable growth; 2) its capital position is
comfortable to support growth in coming years.

Investors positive on retail health insurance: Most of the investors were confident about
the strong growth potential of retail health insurance business in India and acknowledged Star
Health's MOAT in this business segment. At the time of the IPO, the hesitation of Dlls was
mainly on valuation grounds, and worse-than-expected results of Q3FY22 further dented
confidence. However, after the recent correction in the stock price and increasing prospects
of a quicker turnaround in profitability in the wake of blunting Covid-19 severity, investors are
looking at Star Health closely.

Profitability turnaround to start from Q4FY22: Management appeared confident about a
profitability turnaround in Q4FY22. Management believes that in the absence of any further
Covid-19 wave, Star Health’s performance in FY23 will reflect normalcy in business, with the
loss ratio at ~65% and CoR at 94-95%. Benign hospitalization needs during the Omicron
wave led to an improvement in claim frequency, while the gradual withdrawal of Covid-19
compliance-led overheads on non-Covid procedures eased claims severity. Easing claims
frequency and severity should drive a quicker improvement in the claims ratio.

Growth has a long runway: On growth, the company sees a long runway and has reiterated
its focus on the retail segment. Management is confident of delivering above-industry growth
at ~23-25% in retail health. On the group side, the company will focus on the profitable SME
segment but will reduce its already small exposure in large corporate group health. On retail
health, Star Health has reiterated its focus on volume (new policy)-led growth and sees a
large demand base in rural and younger population. In the post-pandemic world, the company
is seeing increasing demand for health insurance from youngsters and increasing demand
for higher sum assured.

Capital position comfortable: On capital, management does not see the need for any
capital raise in the next two years, as once the profitability normalizes, the required solvency
margin will move to premium from claim, and the available solvency margin will benefit from
net income accrual. Beyond this, a risk transfer based reinsurance treaty may be considered
as another alternative to manage capital. If at all needed, Star Health can resort to raising
sub-debt as well.

Agency remains core of distribution: On the distribution front, the agency channel remains
the core of its distribution strategy and the company will continue to add ~100,000 individual
agents a year for the next 3-4 years. The company is working to strengthen its bancassurance
channel. However, management clarified that its approach is driven by profitable growth and
not just topline growth, and hence it will not go for any large bank distribution channel if terms
make business unprofitable. In the web aggregator and direct online segment, the company
is doing well and growth in these channels will be faster than overall company growth.

Hospital network expansion in selective manner, new addition with pre-agreed rates
only: With ~12,000 hospitals under its network, Star Health has a reasonably expansive
hospital network. This means that the company is expanding its hospital network selectively
in some geographies, mostly semi-urban and smaller towns. The company maintains its focus
on increasing the network of hospitals with pre-agreed rates (hospitals with which the
company has pre-agreed rates for a list of standard medical procedures), and the addition of
hospitals is done on this basis only. The existing network hospitals that currently do not have
pre-agreed rates are also being transitioned to pre-agreed rates. This helps the company
manage the claims costs better.
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= Product innovation and shift to Wellness from lliness to be key growth drivers: Star
Health has been a pioneer in product innovation. It was the first company to offer products
focused on senior citizens, people with pre-existing conditions, etc. It continues to innovate
in product offerings. It has launched a women-centric product on the International
Women's Day in 2022. In the initial weeks of the launch, the product has seen good
traction. Star Health is also actively looking to expand the product horizon by offering
Wellness products vs. the current lliness-focused mix.

= Price hike taken in flagship product: The company has taken a ~15% price hike in its
flagship Family Health Optima plan. For other products, a price hike will be taken only if
required. The company maintained that increasing the price of a product is the last option
to be exercised only after other options to maintain product profitability are exhausted. The
company highlighted that it has never increased the prices of its senior citizen plan in the
last 14 years, as it remains profitable. On the reserve front, the company is comfortable
with its IBNR of Rs3.38bn as of Q3FY22.

= Star Health remains an attractive profitable growth story: Overall, Star Health remains
an attractive story in a sunrise sector. 1-2 quarters of profitable growth delivery will likely
lead to a material outperformance of Star Health’s shares, in our view. We reiterate Buy
with our Mar'23 TP of Rs1, 040, implying an FY25E P/E of ~46x and P/GWP of 2.8x.

Please see our sector model portfolio (Emkay Alpha Portfolio): BFSI-Insurance (Page 6)

Exhibit 1: Star Health’s MOAT - Widespread distribution network (agents & branches), strong hospital network and a large pool of retail
customers create a virtuous cycle for Star and strengthen its position sustainably

Wide Agency Network

- 779 Health insurance branches

- Presence in 25 States & 5 UTs across - Recurring renewal gains
India .
- easy access fo wide
- 6,892 in-house sales manager geographies and customer
pool

- 0.51mnAgents
- Strong hospital Network as a - Ubiquitous model
USP for customer acquisition =  Easeofsoivicets

existing customers

Strong Hospital Network Massive Customer Base

- Biggest player in retail health insurance with ~31%
market share, =3X of the nearest competitor

-Access to large - 20.5mn Lives covered (FY21); 6,399 Policies issued
- ~0.25mn cashless claims processed customer pool (FY21)

(H1FY22) - Rs17.8bn Gross Claims Processed
- Ease of claims - ~B.7mn claims processed since inception
etk - 56 new products introduced (since FY18)

- Retail Health Renewal Rate by premium and volume
is 92% and 76% resp.

11,778 Hospitals network

Source: Emkay Research
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Exhibit 2: GDPI witnesses consistent growth above ~20% levels

Exhibit 3: Retail health remains at the core
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Exhibit 4: Retention ratio change reflects the changed reinsurance
strategy post regulatory intervention

Source: Company, Emkay Research

Exhibit 5: Increase in net commission ratio shows higher retention
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Exhibit 6: Key Financials

Policyholder Account (Y/E Mar, Rs mn) FY19 FY20 FY21 FY22E FY23E FY24E FY25E
Gross Direct Premium (GDPI) 54,154 68,907 93,490 1,15,793 1,43,600 1,76,671 2,17,359
Gross Written Premium (GWP) 54,154 68,907 93,490 1,15,793 1,43,600 1,76,671 2,17,359
Net Written Premium (NWP) 41,415 52,614 71,448 1,08,606 1,34,685 1,65,696 2,01,709
Net Earned Premium (NEP) 35,795 46,930 50,228 95,168 1,21,731 1,49,367 1,83,199
Net incurred claims 22,976 30,874 43,695 85,171 81,297 1,00,116 1,22,872
Net commission expense 2,638 3,409 5,838 14,055 16,711 19,675 22,788
Operating expense 9,827 11,020 14,014 18,566 22,351 27,083 32,465
Other expense 48 -58 0 0 0 0 0
Total Expense 35,488 45,246 63,546 1,17,791 1,20,359 1,46,874 1,78,125
Underwriting result 307 1684 (13318) (22624) 1372 2493 5074
Investment income 1,340 1,924 2,606 4,438 5,814 7,412 9,294
Operating profit 1,647 3,608 -10,712 -18,186 7,187 9,905 14,368
Shareholder Account (Y/E Mar, Rs mn) FY19 FY20 FY21 FY22E FY23E FY24E FY25E
Operating profit 1,647 3,608 -10,712 -18,186 7,187 9,905 14,368
Investment income 614 1,011 1,631 2,823 2,891 3,320 3,914
Other income 1 0 3 75 0 0 0
Expenses and provisions 440 485 1,382 1,045 884 884 884
Profit before tax 1,822 4,134 -10,460 -16,333 9,193 12,341 17,397
Tax expense 540 1,415 -2,204 -4,083 2,298 3,085 4,349
Profit after Tax 1,282 2,720 -8,256 -12,250 6,895 9,255 13,048
Balance Sheet (Y/E Mar, Rs mn) FY19 FY20 FY21 FY22E FY23E FY24E FY25E
Source of Funds
Net worth 13,926 16,437 42,242 63,135 63,135 63,135 72,838
Fair value gains 0 31 -76 0 0 0 0
Net worth including fair value gains 13,926 16,468 42,166 63,135 63,135 63,135 72,838
Borrowings 2,500 2,500 2,500 7,250 7,250 7,250 7,250
Total 16,426 18,968 44,666 70,385 70,385 70,385 80,088
Application of Funds
Investments 30,301 42,900 68,367 1,06,032 1,31,549 1,61,715 1,99,449
Shareholders 9,523 14,782 26,321 35,623 40,449 46,928 56,061
Policyholders 20,778 28,117 42,046 70,409 91,100 1,14,787 1,43,388
Other Assets 2,401 2,486 5,203 9,336 7,089 4,059 1,203
Cash & Bank Balances 8,930 6,114 18,790 8,517 8,130 10,012 12,287
Other current assets 7,093 9,767 12,650 10,000 10,000 10,000 10,000
Current liabilities 9,003 11,794 15,643 17,832 20,867 24,299 29,895
Provisions 24,939 30,506 51,946 65,163 78,117 94,447 1,12,957
Net Current Assets -17,920 -26,418 -36,149 -64,478 -80,854 -98,734 -1,20,565
Accumulated losses 1,644 0 7,245 19,495 12,601 3,345 0
Total 16,426 18,968 44,666 70,385 70,385 70,385 80,088
Key ratios (Y/E Mar, %) FY19 FY20 FY21 FY22E FY23E FY24E FY25E
Retention ratio 76.5 76.4 76.4 93.8 93.8 93.8 92.8
Incurred claims ratio 64.2 65.8 87.0 89.5 66.8 67.0 67.1
Net commission ratio 6.4 6.5 8.2 12.9 12.4 11.9 11.3
Expense ratio 23.7 20.9 19.6 171 16.6 16.3 16.1
Combined ratio 94.3 93.2 114.8 119.5 95.8 95.2 94.5
NWP/Net worth 3.0 3.2 1.7 1.7 2.1 2.6 2.8
Return on Equity 10.6 17.9 -28.2 -25.8 10.9 14.7 19.2
Solvency ratio 153.0 150.0 223.0 175.1 187.8 177.0 173.0

Source: Company, Emkay Research

Emkay Research is also available on www.emkayglobal.com and Bloomberg EMKAY<GO>. Please refer to the last page of the report on Restrictions on Distribution. In Singapore, this research report or research analyses may only be distributed to Institutional Investors, Expert Investors or Accredited

Investors as defined in the Securities and Futures Act, Chapter 289 of Singapore.

March 24,2022 | 4


http://www.emkayglobal.com/
mailto:FY@$E
mailto:FY@$E
mailto:FY@$E
mailto:FY@$E

Star Health (STARHEAL IN) India Equity Research | Company Update

RECOMMENDATION HISTORY TABLE RECOMMENDATION HISTORY CHART
Closing Period N
Date : T Rating Analyst — BUY Hold e Sell
Price (months) s Accumulate e Reduce e Price
13-Feb-22 772 1,040 12m  Buy  Avinash Singh 1150 - Target Price
13-Dec-21 897 1,135 12m  Buy  Avinash Singh 1040 |
Source: Company, Emkay Research
930 -
820 -
710
600 -

10-Dec-21
26-Dec-21
11-Jan-22
27-Jan-22
12-Feb-22
28-Feb-22
16-Mar-22

Source: Bloomberg, Company, Emkay Research

Emkay Research is also available on www.emkayglobal.com and Bloomberg EMKAY<GO>. Please refer to the last page of the report on ictions on Distribution. In Sil this research report or research analyses may only be distributed to Institutional Investors, Expert Investors or Accredited
Investors as defined in the Securities and Futures Act, Chapter 289 of Singapore.

March 24, 2022 | 5


http://www.emkayglobal.com/

India Equity Research | Company Update

Analyst: Avinash Singh

Emkay Alpha Portfolio — BFSI-Insurance

Contact Details

avinash.singh@emkayglobal.com
+91 22 66121327

Sector

Insurance and Non-lending Financials

Analyst bio

Avinash Singh holds a PGDM and CFA.
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asset management stocks.
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Please see our model portfolio (Emkay Alpha Portfolio): Nifty

Please see our model portfolio (Emkay Alpha Portfolio): SMID

“Emkay Alpha Portfolio — SMID and Nifty are a supporting document to the Emkay Alpha
Portfolios Report and is updated on regular intervals”

Emkay Research is also available on www.emkayglobal.com and Bloomberg EMKAY<GO>. Please refer to the last page of the report on Restrictions on Distribution. In Singapore, this research report or research analyses may only be distributed to Institutional Investors, Expert Investors or Accredited

Investors as defined in the Securities and Futures Act, Chapter 289 of Singapore.

March 24,2022 | 6


http://www.emkayglobal.com/
https://web3.emkayglobal.com/ResearchAccess/Upload/Nifty_Mar22.pdf
https://web3.emkayglobal.com/ResearchAccess/Upload/SMID_Mar22.pdf
https://web3.emkayglobal.com/ResearchAccess/Upload/SMID_Mar22.pdf

India Equity Research | Company Update

Emkay Rating Distribution

Ratings Expected Return within the next 12-18 months.
BUY Over 15%

HOLD Between -5% to 15%

SELL Below -5%

Completed Date: 24 Mar 2022 20:27:13 (SGT)
Dissemination Date: 24 Mar 2022 20:28:13 (SGT)

Sources for all charts and tables are Emkay Research unless otherwise specified.

GENERAL DISCLOSURE/DISCLAIMER BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL):

Emkay Global Financial Services Limited (CIN-L67120MH1995PLC084899) and its affiliates are a full-service, brokerage, investment banking, investment
management and financing group. Emkay Global Financial Services Limited (EGFSL) along with its affiliates are participants in virtually all securities trading
markets in India. EGFSL was established in 1995 and is one of India's leading brokerage and distribution house. EGFSL is a corporate trading member of
Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited (NSE), MCX Stock Exchange Limited (MCX-SX). EGFSL along with its
subsidiaries offers the most comprehensive avenues for investments and is engaged in the businesses including stock broking (Institutional and retail),
merchant banking, commodity broking, depository participant, portfolio management, insurance broking and services rendered in connection with
distribution of primary market issues and financial products like mutual funds, fixed deposits. Details of associates are available on our website i.e.
www.emkayglobal.com

EGFSL is registered as Research Analyst with SEBI bearing registration Number INH000000354 as per SEBI (Research Analysts) Regulations, 2014.
EGFSL hereby declares that it has not defaulted with any stock exchange nor its activities were suspended by any stock exchange with whom it is registered
in last five years, except that NSE had disabled EGFSL from trading on October 05, October 08 and October 09, 2012 for a manifest error resulting into a
bonafide erroneous trade on October 05, 2012. However, SEBI and Stock Exchanges have conducted the routine inspection and based on their
observations have issued advice letters or levied minor penalty on EGFSL for certain operational deviations in ordinary/routine course of business. EGFSL
has not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has its certificate of registration been cancelled
by SEBI at any point of time.

EGFSL offers research services to clients as well as prospects. The analyst 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 and its 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.

Other disclosures by Emkay Global Financial Services Limited (Research Entity) and its Research Analyst under SEBI (Research Analyst) Regulations,
2014 with reference to the subject company(s) covered in this report

EGFSL and/or its affiliates may seek investment banking or other business from the company or companies that are the subject of this material. Our
salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions that
are contrary to the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that may be
inconsistent with the recommendations expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other
things, may give rise to real or potential conflicts of interest including but not limited to those stated herein. Additionally, other important information
regarding our relationships with the company or companies that are the subject of this material is provided herein. This report is not directed to, 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 or regulation or which would subject EGFSL or its group companies to any registration
or licensing requirement within such jurisdiction. Specifically, this document does not constitute an offer to or solicitation to any U.S. person for the purchase
or sale of any financial instrument or as an official confirmation of any transaction to any U.S. person. Unless otherwise stated, this message should not
be construed as official confirmation of any transaction. No part of this document may be used by private customers in United Kingdom. All material
presented in this report, unless specifically indicated otherwise, is under copyright to Emkay. None of the material, nor its content, nor any copy of it, may
be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of EGFSL . All trademarks,
service marks and logos used in this report are trademarks or registered trademarks of EGFSL or its Group Companies. The information contained herein
is not intended for publication or distribution or circulation in any manner whatsoever and any unauthorized reading, dissemination, distribution or copying
of this communication is prohibited unless otherwise expressly authorized. Please ensure that you have read “Risk Disclosure Document for Capital Market
and Derivatives Segments” as prescribed by Securities and Exchange Board of India before investing in Indian Securities Market. In so far as this report
includes current or historic information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.

e This publication has not been reviewed or authorized by any regulatory authority. There is no planned schedule or frequency for updating research
publication relating to any issuer.

» Please contact the primary analyst for valuation methodologies and assumptions associated with the covered companies or price targets

Disclaimer for U.S. persons only: This research report is a product of Emkay Global Financial Services Limited (Emkay), which is the employer of the
research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/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 Financial Institutions Regulatory Authority (FINRA) or required to otherwise
comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public appearances and trading securities
held by a research analyst account. This report is intended for distribution to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S.
Securities 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 report is not a Major Institutional Investor as specified above, then it should not act upon this report and return the
same to the sender. Further, this report may not be copied, duplicated and/or transmitted 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.
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ANALYST CERTIFICATION BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL)

The research analyst(s) primarily responsible for the content of this research report, in part or in whole, certifies that the views about the companies and
their securities expressed in this report accurately reflect his/her personal views. The analyst(s) also certifies that no part of his/her compensation was, is,
or will be, directly or indirectly, related to specific recommendations or views expressed in the report. The research analyst (s) primarily responsible of the
content of this research report, in part or in whole, certifies that he or his associate does not serve as an officer, director or employee of the issuer or the
new listing applicant (which includes in the case of a real estate investment trust, an officer of the management company of the real estate investment
trust; and in the case of any other entity, an officer or its equivalent counterparty of the entity who is responsible for the management of the issuer or the
new listing applicant). The research analyst(s) primarily responsible for the content of this research report or his associate does not have financial interests?
in relation to an issuer or a new listing applicant that the analyst reviews. EGFSL has procedures in place to eliminate, avoid and manage any potential
conflicts of interests that may arise in connection with the production of research reports. The research analyst(s) responsible for this report operates as
part of a separate and independent team to the investment banking function of the EGFSL and procedures are in place to ensure that confidential
information held by either the research or investment banking function is handled appropriately. There is no direct link of EGFSL compensation to any
specific investment banking function of the EGFSL.

" An associate is defined as (i) the spouse, or any minor child (natural or adopted) or minor step-child, of the analyst; (ii) the trustee of a trust of which the analyst, his spouse,
minor child (natural or adopted) or minor step-child, is a beneficiary or discretionary object; or (iii) another person accustomed or obliged to act in accordance with the directions
or instructions of the analyst.

2 Financial interest is defined as interest that are commonly known financial interest, such as investment in the securities in respect of an issuer or a new listing applicant, or
financial accommodation arrangement between the issuer or the new listing applicant and the firm or analysis. This term does not include commercial lending conducted at the
arm’s length, or investments in any collective investment scheme other than an issuer or new listing applicant notwithstanding the fact that the scheme has investments in
securities in respect of an issuer or a new listing applicant.

COMPANY-SPECIFIC /| REGULATORY DISCLOSURES BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL):

Disclosures by Emkay Global Financial Services Limited (Research Entity) and its Research Analyst under SEBI (Research Analyst) Regulations, 2014
with reference to the subject company(s) covered in this report-:

1. EGFSL, its subsidiaries and/or other affiliates do not have a proprietary position in the securities recommended in this report as of March 24, 2022
EGFSL, and/or Research Analyst does not market make in equity securities of the issuer(s) or company(ies) mentioned in this Research Report
Disclosure of previous investment recommendation produced:

3. EGFSL may have published other investment recommendations in respect of the same securities / instruments recommended in this research
report during the preceding 12 months. Please contact the primary analyst listed in the first page of this report to view previous investment
recommendations published by EGFSL in the preceding 12 months.

4. EGFSL, its subsidiaries and/or other affiliates and Research Analyst or his/her relative’s does not have any material conflict of interest in the
securities recommended in this report as of March 24, 2022.

5. EGFSL, its subsidiaries and/or other affiliates and Research Analyst or his/her relative’s does not have actual/beneficial ownership of 1% or more
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