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Lorem ipsum dolor sit amet, consectetuer adipiscing elit, sed diam 
nonummy nibh euismod tincidunt ut laoreet dolore magna aliquam 
erat volutpat. Ut wisi enim ad minim veniam, quis nostrud exerci 
tation ullamcorper suscipit lobortis nisl ut aliquip ex ea commodo 
consequat. Duis autem vel eum iriure dolor in hendrerit in 
vulputate velit esse molestie consequat, vel illum dolore eu feugiat 
nulla  

 
 Lorem ipsum dolor sit amet, consectetuer adipiscing elit, sed diam nonummy 

nibh euismod tincidunt ut laoreet dolore magna aliquam erat volutpat. Ut wisi 
enim ad minim veniam,  
 

 quis nostrud exerci tation ullamcorper suscipit lobortis nisl ut aliquip ex ea 
commodo consequat. Duis autem vel eum iriure dolor in hendrerit in vulputate 
velit esse molestie consequat, 
 

  vel illum dolore eu feugiat nulla facilisis at vero eros et accumsan et iusto odio 
dignissim qui blandit praesent luptatum zzril delenit augue duis dolore te feugait 
nulla facilisi. et iusto odio dignissim qui blandit praesent luptatum zzril delenit 
augue duis dolore te feugait nulla facilisLorem ipsum dolor sit amet, 
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Industry LTP Recommendation Base Case Fair Value Bull Case Fair Value Time Horizon  

Life Insurance Rs.415 Buy on dips to Rs.406-410 band and  add more on dips to Rs.365-369 band Rs.448 Rs.479 2 quarters 

Our Take: 

We believe India’s highly underpenetrated life insurance space is still at a very nascent stage and is attractively positioned to capture the 
huge growth opportunity. Large private players especially sponsored by banks are in better placed to take advantage given their ability to 
push protection business by leveraging strong brand and existing network. They have access to adequate capital and can invest in online 
platforms. Also, insurance industry’s inherent nature of long gestation period to break-even (9-10 years) and need for bancassurance 
partnership provides a very bleak visibility for a new entrant which in turn is extremely positive for well-established larger bancassurance 
players.  We feel that this COVID-19 situation could be blessing in disguise over the medium term for the industry as it will create renewed 
push for insurance coverage by Government and increase need for coverage felt by the general public.  

 
We like ICICI Pru’s re-engineered business model which is focused on a more diversified product mix along with an increased protection 
share. We however remain wary of the current Covid-19 situation and believe that outlook for FY21E remains hazy. Lower than expected 
growth in FY21E may delay goal of doubling VNB by FY23E. 

 
Valuations & Recommendation: 
We expect FY21E to be a challenging year for the ICICI Pru. We expect the company to deliver flat CAGR for New Business Premium (NBP) 
and a decline of 3.6% in Value of New Business (VNB) over FY19 to FY22E. Embedded Value (EV) is estimated to grow by 12.7% CAGR over 
same time frame. We have incorporated RoE improvement by 310bps between FY20-22E. Despite significant price appreciation from 
recent lows, ICICI Pru is still trading at significant discount to other peers like HDFC Life and SBI Life. For FY22E the company is trading at 
2.0x Embedded Value.  
 
We feel that investors can buy ICICI Pru Life on dips to Rs.406-410 band (2.0xFY22E EV) and add more on dips to Rs.365-369 band 
(1.8xFY22E EV). The Base case fair value of Rs.448 (2.2xFY22E EV) and the Bull case fair value of Rs.479 over the next 2 quarters. 
 
 
 

HDFC Scrip Code ICIPRU 
BSE Code 540133 

NSE Code ICICIPRULI 
-Bloomberg IPRU 
CMP Oct 16, 2020 415 
Equity Capital (Rsmn) 14359 
Face Value (Rs) 10 
Equity Share O/S (mn)  1435.9 
Market Cap (Rs mn) 595397 
Book Value (Rs) 52.5 
Avg. 52 Wk Volumes 2875502 
52 Week High  537.50 
52 Week Low 221.95 
  

Share holding Pattern % (Jun, 2020) 

Promoters 73.48 
Institutions 20.29 
Non Institutions 6.23 

Total 100.0 

 
Fundamental Research Analyst 
Nisha Sankhala 
 Nishaben.shankhala@hdfcsec.com 
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Financial Summary 
Particulars (Rsbn) Q1FY21 Q1FY20 YoY-% Q4FY20 QoQ-% FY19 FY20 FY21E FY22E 

NBP  16.1 22.9 -29.7 42.1 -61.8 103.6 124.9 107.9 125.1 

APE  8.2 14.7 -44.0 19.7 -58.2 78.0 73.8 60.0 68.6 

VNB  2.0 3.1 -51.5 4.7 -62.5 13.3 16.1 13.4 16.2 

VNB Margin (%)  
     

17.0 21.7 22.4 23.6 

EV            216.2 230.3 258.8 292.5 

P/EV (x)            2.8 2.6 2.3 2.0 

P/BV (x)            8.7 7.9 6.6 5.7 

P/E (x)      51.9 53.2 36.4 32.9 
 

       (Source: Company, HDFC sec) 

 
Recent Developments  
Q1FY21 highlights: The lockdown and partial working conditions resulted in total Annualized premium equivalent (APE) declining 
44.0/58.3% YoY/QoQ to Rs 8.2bn. Protection share increased to 26.0% (+1,140/820bps YoY/QoQ) as the individual savings business saw a 
steep decline of 54.5% YoY. Both retail and group protection held steady on a YoY basis while, within savings, the linked business was 
down to 43.6% (-2,750bps YoY). Persistency deteriorated 50 to 440bps across cohorts as a result of lockdown and partial working 
conditions. Renewal premiums growth was weak at just 2.4% YoY. AUM growth was weak at just 3.6% YoY to Rs 1.7tn, while solvency 
improved to 205% (+1100bps YoY). Increased protection (Q1FY21- 26% of business mix) and non-linked savings share of 50.4% resulted in 
340bps YoY expansion in Value of New Business Margin (VNBM) to 24.4% while Value of New Business (VNB) stood at Rs 2.0bn (-
35.0/57.2% YoY/QoQ) which was mainly on account of sharp decline in ULIP. The company stated that increased reinsurance costs hit 
protection margins in Q1FY21, and would improve Q2FY21 onwards as the company had repriced the product. Q1FY21 PAT was at Rs 
2.9bn (+0.7/60.3% YoY/QoQ). On the distribution side, IPRU has added IDFC First Bank as a new bancassurance partner.  
  
ICICI Pru has done a good job while underwriting their debt and equity portfolios as management has indicated that as of FY20, ~94% of 
the fixed income portfolio is invested in Government and AAA corporate bonds while only 1% is invested in low-rated bonds. This 
represents their better risk-assessment standards and regulations for investment pattern for non-ULIP savings products. 
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Due to rising reinsurance rates, the company will try to keep premium rates competitive, which could pressurize VNB margins, but 
expected growth in business volume is expected to offset margin pressure and drive earnings. We also think that covid-19 and changes in 
personal taxation to cause significant disruption to insurance sales in FY21. Management highlighted that the demand for protection has 
been strong and overall, the company is also targeting good business volume in this segment. 
 
We feel that this Covid-19 could be blessing in disguise for the industry as it will create renewed push for insurance coverage by 
Government and increase need for coverage felt by the general public. Past pandemics show increased sales and lower persistency 
trends. A study of past pandemics such as SARS (CY 2002-04) and MERS (CY 2013-14) demonstrates increased sales of health insurance 
during the pandemics and life insurance post the pandemics. We expect similar trends to play out this time in India. 
 
Long term Triggers 
India has highly underpenetrated insurance market compared to the other parts of the world with a life insurance penetration of less than 
3%. This presents immense opportunities to expand the life insurance business given the favorable demographics, rising prosperity, 
growing household income and the increasing awareness of the need for financial protection. We believe that the large private players 
especially sponsored by banks are better placed to take advantage from this as they have the ability to push protection business by 
leveraging strong brand. They have access to adequate capital and can invest in online platforms. 
 
Life insurance is largely a retail focused business and carries lower business volatility compared with banks and NBFCs. Unlike banks and 
NBFCs, where the shareholder is exposed to the entire credit and investment risk, life insurers remain largely protected from such risk 
since large portions of their balance sheet comprise linked and participating products. Life Insurance companies have to follow strict 
investment rules which ensures that credit risk (via corporate bond investments) are largely unaffected, unlike banks and NBFCs, as 
reflected in the low or nil gross NPA ratios of the former. Life insurers are low capital requirement businesses and don’t have to come to 
the equity capital market for several years. 
 
ICICI Pru over last 2 decades has become 3rd largest Indian private life insurance company with APE market share of 9% of the industry 
and 15.8% within private sector as on FY20. It has been constantly focusing on building  a strong retail franchise with relatively high net 
worth customers (high-ticket ULIP) which are mainly derived from its bancassurance channel contributing ~50% of total APE as on FY20  
ICICI Pru overall AUM as on FY20 stood at Rs.1530Bn which has grown at a CAGR 10% over FY16-20. We like Management’s focus on re-
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engineered business model which is focused on a more diversified product mix along with an increased protection share. ULIP’s share in 
product mix has been reduced to 54% in FY20 compared to 84% in FY17. This will continue to improve margins from here and catch up to 
its peers. 
 
The company aspires to double the FY2019 absolute Value of New Business (VNB) in 3-4 years with 4P strategy of: Premium growth, 
Protection business growth, Persistency improvement and Productivity enhancement while ensuring customer-centricity continues to 
remain the bedrock of everything. And it is encouraging that despite current challenging time, management in Q4FY20 result concall has 
maintained this guidance. 
 
ICICI Pru has changed expense pattern considerably in FY20. Expense on linked business has been curtailed significantly, resulting in lower 
total expense ratios. Cost control, driven by technology initiatives, has resulted in ICICI Pru having the second best expense ratio among 
private sector life insurers. Share of sourcing from bancassurance channel for individual new business is ~50% for IPRU in FY20, which is 
large and partly explains its low opex ratio. 
 
ICICI Pru has its large captive high-net worth and top-end mass affluent customer base that is amenable to being sold high-margin 
protection products, among other reasons. This is reflected in its higher overall ticket size, which is Rs 103000 for FY20, compared with Rs 
19000-95000 for key peers. ICICI Pru’s status as a pure protection player will continue since it has this base of customers that are 
relatively amenable to being sold such products. These kinds of customers also mean that ICICI Pru is minimally impacted by the advent of 
the optional tax regime. The share of pure protection for ICICI Pru has risen ~6 percentage points in FY20 compared with 0.5-3.0 for other 
listed life insurer peers.  
 
ICICI Pru has the third best 13th month persistency ratio among life insurers at 87% for FY20. It has the third best 37th month persistency 
ratio among life insurers. 
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What could go wrong?  
 We expect the savings business to face headwinds as lower business activity impacts savings levels. Companies with high dependence 

on ULIPs are likely to be impacted significantly. ICICI Pru is more exposed to Market risk and credit risk due to high product share of 
ULIP segment. 
 

 Indian life insurers are witnessing a hardening of term reinsurance premiums. Companies are reworking rates for end consumers while 
trying to ensure the least impact on their margins.  
 

 Slow economic growth might impact the business both in terms of new business growth and persistency. 
 

 Any adverse change of rules and regulations might impact the profitability of the business. 
 

 Insurance business is highly competitive business. There has been intense competition from other private life insurers and since last 
few months, LIC has also become aggressive and has been regaining market share. Rising competition especially via digital disruptors 
poses pricing risk.   
 

 Key risks are lower-than-expected growth and protection share or higher mortality as a result of the pandemic.  

 

 ICICI Pru has traditionally sold large equity-oriented linked business to high-networth investors who can be sensitive to equity market 
volatility.  

 

 Poor health outcomes related to Covid-19 may not remain limited to near-term deaths but also significantly negative impact on a 
variety of vital organs, leading to sub-optimal mortality outcomes for the general population over an extended period of time. This 
needs to be priced appropriately. 

 

 ICICI Pru Life offers better risk-reward with scope for profitability improvement, lower risks from guarantees and valuation discount to 
peers. 
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Company Profile: 
ICICI Prudential Life is promoted by ICICI Bank Ltd. (Stake 51.37%) and Prudential Corporation Holdings Ltd. (Stake 22.11%), headquartered 

in United Kingdom. The company began operations in fiscal 2001 and has consistently been amongst the top private sector life insurance 

companies in India. The company offers an array of products in the Protection and Savings category which match the different life stage 

requirements of customers, enabling them to provide a financial safety net to their families as well as achieve their long term financial 

goals. The digital platform of the company provides a paperless on-boarding experience to customers, empowers them to conduct an 

assortment of self-service transactions, provides a convenient route to make digital payments for purchasing and making renewal 

premium payments, facilitates a hassle free claims settlement process etc. At June 30, 2020, the company had an AUM of Rs.1640 bn and 

a Total Sum Assured of approx. Rs. 15.49 trn. 
 

 

Peer Comparison: 

  CMP 
Market 
Share as 
of Jun-20 

VNB 
Margin 

% 

AUM 
(in Rs. 

Bn) 

EV P/EV  P/E 

FY20 FY21E FY22E FY20 FY21E FY22E FY20 FY21E FY22E 

IPRU 415 3.04 21.7 1640 160 180 204 2.6 2.3 2.0 52.0 41.2 34.3 

MAXF 579 1.82 21.0 735 268 214 234 2.2 2.7 2.5 48.4 44.6 41.8 

SBILIFE 800 6.2 20.7 1588 276 313 357 2.9 2.6 2.2 57.5 39.6 31.1 

HDFCLIFE 562 5.38 25.9 1273 102 116 134 5.5 4.8 4.2 80.7 62.4 47.1 
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Financials 

Policyholder Account  (in mn)         
 

Shareholders account (in Mn)         

 
FY19 FY20 FY21E FY22E 

 
As at March FY19 FY20 FY21E FY22E 

Total premium earned   3,05,783         3,28,790   3,58,917   3,79,974  

 

Transfer from policyholders' a/c       10,770            19,887       20,597       17,720  

Income from investments and other income   1,02,948       (1,24,365)  1,23,160   1,38,133  

 

Investment income         6,536              6,638         6,238         7,503  

Transfer from shareholders account         5,272            14,970         8,982         5,389  

 

Other income              93                    10              10              10  

Total income   4,14,003         2,19,395   4,91,060   5,23,496  

 

Total income       17,400            26,535       26,844       25,233  

Commission       15,513            15,860       13,999       15,349  

 

Expenses            422                  420            451            485  

Operating expenses       26,053            28,469       31,778       33,642  

 

Contribution to policyholders' a/c         5,272            14,970         8,982         5,389  

Provisions               (1)                   19              20              20  

 

Profit before tax       11,706            11,145       17,411       19,358  

Total expenses       41,565            44,348       45,797       49,011  

 

Taxes            223                      0         1,098         1,221  

Benefits paid   1,42,591         1,93,766   1,51,804   1,78,992  

 

PAT       11,482            11,145       16,314       18,137  

Change in valuation of liabilities   2,10,030           (50,569)  2,58,571   2,63,750  

 

     

Total   3,52,621         1,43,197   4,10,374   4,42,743  

 

     

Surplus       19,817            31,850       34,889       31,742  

 

     

Tax         1,132              1,314         2,115         1,819  

 

     

Net surplus       18,685            30,536       32,774       29,922  

 

     

Transfer to shareholders account       10,770            19,887       20,597       17,720  

 

     
Source: Company, HDFC sec Research     
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Balance Sheet ( in mn)   
 

Performance metrics  
    FY19 FY20 FY21E FY22E 

 
  FY19 FY20 FY21E FY22E 

Sources of funds 
    

  Performance metrics (Rs mn)     

Share capital         14,358            14,359         14,359         14,359    NBP 1,03,644 1,24,875 1,07,885 1,25,118 

Reserve and surplus         54,353            60,994         75,997         90,048    APE 77,990 73,810 59,987 68,598 

Net worth         68,711            75,353         90,355      1,04,407    VNB 13,280 16,050 13,437 16,189 

Credit/debit balance in fair value a/c           1,712             (3,228)         (3,228)         (3,228)   EV 2,16,220 2,30,300 2,58,832 2,92,515 

Policyholders' a/c    15,13,451       14,42,536    17,01,107    19,64,857    Rs/share     

Funds for future appropriation         10,344            12,327         12,635         12,951    EPS 8.0 7.8 11.4 12.6 

Total Liabilities    15,94,218       15,26,987    18,00,868    20,78,986    BV 47.9 52.5 62.9 72.7 

Application of funds 

    

  DPS 1.3 0.7 0.5 2.0 

Shareholders' Investments         79,862            74,152         89,209      1,03,310    Growth (%)     

Policyholders' investments      4,00,712         4,67,503                  -                    -      Premium growth 14.1 7.5 9.2 5.9 

Asset to cover linked liabilities    11,09,458         9,70,850    16,96,924    19,60,674    Total income growth 8.3 (47.0) 123.8 6.6 

Loans           2,702              4,631           4,631           4,631    Commissions growth 10.5 2.2 (11.7) 9.6 

Fixed assets + DTA           4,757              4,778           4,778           4,778    Opex growth 28.3 9.3 11.6 5.9 

Net current assets          (3,273)             5,074           5,327           5,594   PAT growth (29.3) (2.9) 46.4 11.2 

Total Assets    15,94,218       15,26,988    18,00,868    20,78,986   Valuation     

      P/E 51.9 53.2 36.4 32.9 

      P/BV 8.7 7.9 6.6 5.7 

      Div. Yield 0.3 0.2 0.1 0.5 

      P/EV 2.8 2.6 2.3 2.0 

      Efficiency ratios (%)     

      RoAA 0.8 0.7 1.0 0.9 

      RoE 17.1 15.5 19.7 18.6 

      ROEV return 19.6 8.4 12.7 14.4 
Source: Company, HDFC sec Research     
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Definitions, abbreviations and explanatory notes: 

 New Business Premium (NBP): Insurance premium that is due in the first policy year of a life insurance contract or a single lump sum payment from the policyholder. 

 Annualized Premium Equivalent (APE): The sum of annualized first year premiums on regular premium policies, and 10% of single premiums, written by the Company during the fiscal year 

from both retail and group customers. 

 Renewal Premium: Life insurance premiums falling due in the years subsequent to the first year of the policy. 

 Embedded Value: Insurance is a long-term business. You buy a policy today but continue to pay premiums for several years. It is from this future income that the insurers make profits. So the 

value of a life insurance company is assessed by future profits that the current business is able to generate. This is captured by the embedded value (EV) that represents the sum of present 

value of all future profits from the existing business and shareholders’ net worth. Embedded value simply represents the value generated from the business sold by the company, if it were to 

stop writing anymore business. 

 Value of New Business (VoNB): VoNB is the present value of expected future earnings from new policies written during a specified period and it reflects the additional value to shareholders 

expected to be generated through the activity of writing new policies during a specified period. 

 Value of New Business Margin / VoNB Margin: VoNB Margin is the ratio of VoNB to New Business Annualized Premium Equivalent for a specified period and is a measure of the expected 

profitability of new business. 

 Solvency Ratio: Solvency ratio means ratio of the amount of Available Solvency Margin to the amount of Required Solvency Margin as specified in form-KT-3 of IRDAI Actuarial Report and 

Abstracts for Life Insurance Business Regulations.  

 Persistency: The proportion of business renewed from the business underwritten. The ratio is measured in terms of number of policies and premiums underwritten. 

One Year Price Chart 
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