ICICI Lombard General Insurance (ciLom)

CMP: 31200

Target: ¥ 1300 (8%)

Target Period: 12 months
January 18, 2023

Mixed Q3FY23; sustained growth trigger for re-rating

About the stock: ICICI Lombard is among the leading multi-line players in the
general insurance space with ~8.6% market share on an overall basis.

e Motor segment contributes over 40% of total premium

e General insurer is among the most profitable and consistent in terms of
return ratios with RoE of ~14% for a sustainable period

Q3FY23 Results: ICICI Lombard reported a mixed performance.

e  Gross premium growth was healthy at 17% YoY to ¥ 5493 crore

e Claims ratio down QoQ 250 bps at 70.3%; opex ratio largely steady at ~30%

e Combined ratio at 104.4% vs. 105.1% QoQ; underwriting loss at ¥ 293 crore

e PAT atX 352 crore, up 11% YoY. ~20 bps gain in market share

What should investors do? Since our initiation in March 2022, the stock has largely
remained flat post some rally. Leadership in a market with long term growth potential
remains positive but sustained market share along with gradual improvement in
combined ratio is awaited for gaining confidence.

e  Thus, we maintain our HOLD rating on the stock

Target Price and Valuation: Rolling to FY25E, we value ICICI Lombard at 2.1x
FY25E premium (50% weight), 1.1x FY25E float (50% weight) and maintain our target
price at ¥ 1300/share.

Key triggers for future price performance:

e Aggressive agency hiring to aid growth in health business while
rationalisation of pricing in motor segment to lead to healthy premium uptick

e Investment in strengthening distribution & digital capabilities to keep opex
at current run rate. Thus, combined ratio to witness gradual improvement,
especially from FY24E onwards as investments start yielding growth

e Competitive intensity remains high. Regulatory changes could lead to near
term volatility

Alternate Stock Idea: Apart from ICICI Lombard, we like Star Health Insurance.

e Market leader in the retail health insurance segment with ~33% market
share, as of September 2022

e  BUY with a target price of ¥ 850

Key Financial Summary

3 Year CAGR
% crore FY20 FY21 FY22 (FY19 - FY22) FY23E
Gross direct premium income 13312.8 14003.1 17976.9 1.5 21809.2
Adjusted net profit 1193.7 1473.1 1271.0 6.6 1591.0
Networth 6134.2 7435.5 9109.7 19.6 10462.2
EPS (Rs) 26.3 32.4 25.9 32.4
P/E (x) 45.7 31.0 46.3 31.0
RoE (%) 21.0 21.3 14.5 15.3
P/Float 2.1 1.8 1.5 1.3
P/GWP 4.0 3.8 3.2 2.6

Source: Company, ICICI Direct Research
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ﬂ Result Update | ICICI Lombard General Insurance Company

Key takeaways of recent quarter & conference call highlights

Q3FY23 Results: Steady performance with ~20bps market share gain

ICIClI Lombard posted a steady set of numbers as gross premium grew
17.0% YoY, 5.6% QoQ to ¥ 5493 crore. Post erosion in market share earlier,
the same has remained steady with 20 bps improvement in Q3FY23 to 8.6%.
Net premium increased 13.9% YoY to ¥ 4163 crore. Investment income was
at ¥ 580 crore, up ~9% YoY

Among products, motor segment registered 10% YoY growth and within
health segment, retail and group grew 12% and 38% YoY, respectively
Total expenses grew 14.1% YoY, 2.4% QoQ (opex up 15.8% YoY, 16.6%
QoQ due to higher sales promotion expenses). Commission declined 14%
YoY to % 174.4 crore while claims grew 15.7% YoY to % 2666. Claims ratio
declined sequentially by 250 bps to 70.3% while on a yearly basis it
increased ~76 bps. Combined ratio has declined 70 bps QoQ at 104.4% and
posted an underwriting loss of ¥ 293.5 crore. However, with addition of
other income the company had operating profit of ¥ 276.5 crore

Motor segment continues to be one of the major contributors to total
premium at 40% (down from 44% a year ago) while health segment saw
rise in total contribution at 26% compared to 22% YoY

On an aggregate basis, led by decent growth in premium earned, market
share gain of ~20 bps QoQ (8.6% market share in GDPI) and decline in
combined ratio, the company posted a net profit of ¥ 352.5 crore (up 11%
YoY), which is largely in line with our estimates of ¥ 367.6 crore

Solvency ratio for the company was steady QoQ, YoY, on an overall basis,
at 2.45x

Q3FY23 Earnings Conference Call highlights

Health segment continued to drive overall industry growth. The
underwriting performance remains weak with combined ratio of industry at
116%. For the motor segment, combined ratio was at 123.5%

Among products, motor OD, growth came in at 4.7% as the competitive
intensity continued especially in PV segment. Health segment continue to
remain fastest growing segment in the industry and grew 47% for the
company. As a result of continued investment in retail health distribution,
the company has outpaced industry growth during the quarter

Banca and key relationship grew 39% in which one banca partner
distribution saw growth 30.9% and other banca partnerships grew 44.2%
Growth number of retail health agency channel will be sustained (at ~40%)
going ahead. Group health is also growing strong compared to industry led
by strong banca channels

Retail health indemnity grew ~26% during the quarter. Within that, agency
vertical grew ~40%

Expense ratio is likely to be at ~29-30% due to higher investments.
However, the management indicated that revenues will catch up gradually,
which will keep opex steady. The tech migration is almost done and synergy
benefit can be seen from Q4FY23 onwards

Loss ratio break up: corporate health — 98.9%, retail indemnity — 68%.
Overall loss ratio to come down in the near term

Three-fourth of investment income is from accruals and balance is capital
gains

For FY23, combined ratio will be at ~104% levels while FY24 is expected to
start seeing a decline

The management guided for RoE to be in high teens

Peer comparison

Exhibit 3: Peer Comparison

CMP MCap EPSR) P/E (x)
Sector / Company .
() TPR) Rating (Xbn) FY21 FY22 FY23E FY24E FY21 FY22 FY23E FY24E FY21
HDFC Life 600 63 Buy 1290 67 57 68 82 8.2 1049 8.7 733
Star Health 536 850  Buy 312 141 -205 87 144 -381 -26.1 614 372
ICICI Lombard 1200 1300  Hold 589 18.7 187 187 187 643 643 643 643

ICICI Direct Research

ICICI Lombard - ESG Disclosure Score®

ESG Disclosure Score

Score FY20 FY21 FY22
Environmental 4.1 19.2 23.7
Social 35.1 31.9 37.9
Governance 76.1 76.1 76.1
Overall ESG Score 38.5 4.4 45.9

Source: Bloombery, ICICI Direct Research * score
ranges from 0-100 with a high score indicating higher
ESG disclosure

P/EV (x) RoE (%)

FY22 FY23E FY24E FY21 FYZ22 FY23E FY24E
46 42 34 28 17.6 180 181 182
90 73 45 31 -236 -2718 13 83

49 49 49 49 155 155 155 155

Source: Company, ICICI Direct Research

ICICI Securities |Retail Research
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ICICI Direct Research

Exhibit 4: Variance Analysis

Results Summary (% cr)
Policyholders' Account
Gross premium written

Net premium written
Premium Earned (Net)
Income from investments (net)
Other income

Total income

Commission

Opex relating to insurance
business

Incurred claims

Total expenses

Underwriting profit/ (loss)
Operating profit/ (loss)
Shareholders' Account
Income in shareholder's account
Total Expenses

Profit before taxes

Provision for taxes

Profit after tax

Analytical ratios (reported)
Solvency ratio

Claim ratio

Expense ratio

Net retention ratio

Combined ratio

Q3FY23 Q3FY23E Q3FY22 YoY %
5599.7 5695.4 4786.1 17.0
4163.0 4218.8 3655.1 13.9
3792.1 4017.9 3311.9 14.5
580.1 566.1 532.2 9.0
-10.2 10.0 10.0 -201.5
4362.0 4594.1 3854.1 13.2
174.4 168.8 202.7 -14.0
1244.8 1181.3 1074.9 15.8
2666.3 2911.0 2303.5 15.7
4085.5 4261.0  3581.1 14.1
-293.5 -243.1 -269.2 9.0
276.5 333.0 2731 1.3

Q3FY23 Q3FY23E Q3FY22 YoY %
484.6 514.2 438.1 10.6

19.3 20.7 17.1 13.0
465.3 493.4 420.9 10.5
112.7 125.8 103.4 9.0
352.5 367.6 317.5 11.0

Q3FY23 Q3FY23E Q3FY22 YoY %

2.45 2.45 0 bps
70.31 69.55 76 bps
31.20 31.50 -30 bps
74.30 76.40 -210 bps
104.40 104.50 -10 bps

02FY23

5302.6
3705.9
3836.6
635.3
21.2
4499.0
128.2

1067.3

2793.3

3988.8
-152.3
510.2
Q2FY23
715.7
106.0
609.7
19.1
590.5
Q2FY23
2.47
72.81
21.90
69.90
105.10

QoQ %

5.6
12.3
-1.2
-8.7
-137.4
-3.0
36.0

16.6

-4.5

24
92.7
-45.8
QoQ %
-32.3
-81.8
-23.7
439.0
-40.3
QoQ %
-2 bps
-250 bps
330 bps
440 bps
-70 bps

Comments

Growth driven by motor and health

Business retention remains steady

Commission ratio eases QoQ
Higher opex led by sales promotion expenses

Claim ratio declined QoQ

Combined ratio at 104.6% in 9MFY23

Steady earnings supported by premium growth

Source: Company, ICICI Direct Research

Exhibit 5: Change in estimates

(X Crore)
GDPI

Claims
Operating P/L
PAT

Combined ratio %

old

21,421

10,762
2,100
1,509
103.1

FY23E
New
21,809
10,697
1,384
1,591
104.2

% Change

1.8
-0.6
-34.1
5.4
103 bps

Old
25,140
12,439
2,719
1,765
100.2

FY24E
New
25,589
12,392
1,849
1,888
102.2

FY25E
% Change Introduced
1.8 30,123.1
-0.4 14,675.6
-32.0 2,273.4
7.0 2,280.9
191 bps 101.3

Source: Company, ICICI Direct Research

Exhibit 6: Assumption

Current
FY 24E

(X Crore)

GDPI growth %
Claims ratio %
Combined ratio %
Yield on Investment %

Solvency (x)

FY23E
21.3
59.5
104.2
7.6
2.8

17.3
58.5

102.2

7.7
2.8

FY25E
17.7
58.5
101.3
7.7
2.8

Earlier
FY23E FY24E
19.2 17.4
59.5 58.5
103.1 100.2
8.8 8.7
2.9 2.8

Source: Company, ICICI Direct Research
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Financial summary

ICICI Direct Research

Exhibit 45: Shareholder’s Account

(Year-end March)
Operating profit/(Loss)
Income from Investments
Other income - misc income
Total Income

Total Expenses

Profit Before Tax

Tax

Profit After Tax

FY22
1793.9
703.2
3.0
2500.1
816.6
1683.5
4125
1271.0

FY23E
1383.8
7743
3.0
2161.1
2041
1956.9
365.9
1591.0

FY24E
1848.7
941.6
3.0
2793.2
234.8
2558.4
670.3
1888.1

< crore
FY25E
2273.4
1084.3
3.0
3360.7
270.0
3090.7
809.8
2280.9

Source: Company, ICICI Direct Research

< crore BExhibit 47: Key Ratios

Exhibit 44: Policy holder’s Account X crore
(Year-end March) FY22 FY23E FY24E FY25E
Gross direct premium income  17976.9 21809.2 25589.3 30123.1
Net Earmed Premium 13032.1 15073.6 17686.4 209324
Investment income 3097.8 23835 2717.2  3097.6
Total income 16129.8 17457.1 20403.5 24030.0
Claims 9781.9 10697.4 12391.6 14675.6
Commission 633.9 575.9 704.7 754.7
Operating expense 3920.1  4800.0 5458.6 6326.3
Total expense 143359 16073.3 18554.9 21756.6
Operating profit/(loss) 1793.9 1383.8 1848.7 2273.4
Source: Company, ICICI Direct Research
Exhibit 46: Balance sheet
(Year-end March) FY22 FY23E FY24E FY25E
Shareholders' Funds
Share capital 490.9 491.1 4911 4911
Reserve and surplus 8618.8 9971.1 11557.1 13473.1
Fair Value change 359.3 886.1 1012.2  1156.3
Bomowings 255.0 35.0 42.0 50.4
Total 97240 11383.3 131024 151709
Application of funds
Investments

Shareholders' 8917.9 10255.6 11793.9 13563.0

Policyholders' 29868.4 34049.9 38816.9 44251.3
Fixed assets 571.5 589.0 606.7 631.0
Deferred tax asset 345.6 368.8 368.8 368.8
Current assets

Cash and bank balances 292.6 35589 6604.6 95459

Advances and other assets 10846.3 10904.6 12666.7 14910.9
Current liabilities 33066.8 38929.4 46572.4 54824.0
Provisions 8057.5 94141 11182.8 13276.0
Total 9724.0 11383.3 13102.4 15170.9

Source: Company, ICICI Direct Research

ICICI Securities |Retail Research

(Year-end March) FY22  FY23E FY24E FY25E
Growth Ratios (%)
Gross Direct Premium Income 28.4 21.3 17.3 11.7
Net Premium Income 30.1 15.7 17.3 18.4
Operating Expenses 40.5 121 15.4 17.3
PAT -13.7 25.2 18.7 20.8
BVPS 13.5 14.8 15.2 15.9
EPS -20.1 25.1 18.7 20.8
Profitability Ratios (%)
Yield on Investment 10.9 1.6 1.7 1.7
Claims ratio 58.5 59.5 58.5 58.5
Commission To NEP 4.9 3.8 4.0 3.6
Opex to NEP 30.1 31.8 30.9 30.2
Combined Ratio 108.8 104.2 102.2 101.3
Balance Sheet Ratios (%)
ROE 14.5 15.3 15.5 16.2
Investment Leverage 4.2 4.2 4.2 4.1
Solvency Ratio (x) 2.5 2.8 2.8 2.8
Valuation Ratio
P/B 6.5 5.6 49 4.2
P/E 46.3 37.0 31.2 25.8
P/Afloat 15 1.3 1.2 1.0
P/GWP 3.2 2.6 2.2 1.9
Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavours 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%
ICICI direct u,\x::} INO 1 ‘
In.cu«vvrvu'o‘::rul Fingertips | BHQE{ER \ ;
ICICI Securities Ltd. A5 sTaRMminE | ‘
‘ @l‘;‘awst»\-.wa'd 2012 A/
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

ICICI Securities |Retail Research 5



ﬂ Result Update | ICICI Lombard General Insurance Company ICICI Direct Resea

ANALYST CERTIFICATION

I/We, Kajal Gandhi, CA, Vishal Narnolia, MBA, and Pravin Mule, MBA, M.com, 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 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 g lly prohibited from maintaining a financial
interest in the securities or derivatives of any companies that the analysts cover. Kajal Gandhi, Analyst of this report holds 195 shares in her family account.

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 inconsistent with the recommendations expressed 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 or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies mentioned in the report in the past
twelve months.

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 actual/beneficial ownership of one percent or more or other material conflict
of interest 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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