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Research Note 

ICICI Prudential Life Insurance: In Q3 APE grew sequentially by 13.8% to 
Rs.16.66bn, but was down 18.2% Y-o-Y mainly due to supply side constraints 
in conducting the necessary testing required for new policies to be issued. 
ULIPs which tend to be cyclical products took a hit in the pandemic scenario, 
however we can see sequential recovery with 20% Q-o-Q growth in the 
category which suggests APE growth might return in the next fiscal year. 
VNB margins jumped significantly to 26% for 9MFY21 due to the higher 
share of protection plans, while VNB growth was down by 9% for 9MFY21. 
The company has taken measures to improve cost efficiency with operating 
expense ratio down by 140Bps Y-o-Y. Solvency ratio improved in Q3 to 
226%. Persistency across all time periods improved sequentially, however 
only 61st month persistency has improved Y-o-Y. AUM for 9MFY21 stood at 
Rs.2,048bn. 
 
Improving product mix led to margin expansion: 
Retail protection business (pure term insurance) is more profitable and 
better in terms of persistency. Despite being the market leader in retail 
protection, ICICI prudential historically lagged behind its private peers in 
regards to its product mix which led to it having lower margins. The 
company has realigned its focus towards expanding the share of health & 
protection plans across both retail and group lines of business. While market 
linked savings plans (ULIPs) continue to dominate the overall share of the 
company’s APE, the contribution of protection plans has improved from 
5.7% in FY18 to 17.8% in 9MFY21. As a result, the company’s VNB margins 
have  improved from 16.5% in FY18 to 26% in 9MFY21.  
 
FDI Cap increased for insurance companies.  
In the Union Budget  2021-22, the finance minister proposed to increase FDI 
investment limits in Indian insurance companies to 74% from 49%. This will 
allow more avenues for the company to raise capital and is expected to 
bring in a wave of transformation in the insurance business. 
 
Distribution channels expanding: 
The company has partnered with IIB, RBL Bank, AU SFB, IDFC First Bank & 
NSDL Payments Bank to enhance its bancassurance network and increase its 
reach beyond ICICI bank client base. Along with expanding its reach the 
bancassurance channel has increasingly focused more on protection plans 
over ULIPs, allowing the company to further improve its product mix. 
 
Outlook and Valuation: 
APE growth is expected to stay muted in the near term as ULIPs are subdued 
in current market conditions, however sequential improvements can be 
witnessed in Q3. VNB margins expanded to 26% in 9MFY21 as a direct result 
of the company’s focus on protection business above savings. Cost 
efficiency and persistency both improved in recent quarters leading to 
improving profitability. We believe ICICI Pru will continue to improve its 
product portfolio and enhance distribution to achieve their goal of doubling 
VNB by FY23. AT CMP of Rs.484.75 the stock is trading at TTM P/EV of 2.7x, 
whereas the industry average is 3.8x. We value the company at P/EV of 2.4x 
on FY23E basis to arrive at our TP of Rs.573 and assign a “BUY” rating. 
 

Key Financials Consolidated (Rs.bn) 

Particulars FY20 FY21E FY22E FY23E 

APE 73.8 57.0 68.4 76.6 

VNB  16.1 14.5 17.1 18.5 

VNB margin (%) 21.7% 25.5% 25.1% 24.2% 

EV 230.3 263.5 301.5 343.3 

EVoP 32.9 33.2 38.1 41.9 

AUM 1523 2142 2249 2518 

RoEV (%) 15.2% 14.4% 14.4% 13.9% 

P/EV (x) 3.0 2.6 2.3 2.0 

VNB multiple (x) 29.0 29.8 23.0 19.1 

MCAP/AUM (x) 0.46 0.33 0.31 0.28 

Shareholding pattern 

  Mar-20 Jun-20 Sep-20 Dec-20 

Promoters 74.98% 73.48% 73.48% 73.48% 

FIIs 13.34% 15.06% 15.78% 16.28% 

DIIs 5.54% 5.23% 4.63% 4.71% 

Non Inst. 6.14% 6.23% 6.11% 5.53% 

 Rating Matrix   

CMP Rs.484.75 

Rating BUY 

Target price Rs.573 

Upside 18.2% 

52 week H/L Rs.537 / 221 

Face value Rs.10 

Mar. Cap.  Rs.696,080 mn 

Category  Large cap 

Sector Life insurance 

BUY 
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Fig. 1: Product mix as percentage of total APE 

Source: Choice international research, Company 

Fig. 2: VNB margins across listed life insurance companies 

ICICI pru had made a conscious effort to increase the share of protection plans in its portfolio, which led to the 
contribution of protection plans towards the APE from 6% in FY18 to 15% in FY20. We can see the outcome of the 
company’s efforts in the figure below where the VNB margins of ICICI pru have risen to competitive levels in relation 
to its private peers. Going ahead we expect the company to continue its focus on protection products. 
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Fig. 3: Distribution channel mix 

Source: Choice international research, Company 

Fig. 4: Channel wise product mix 

The company has seen expansion in its bancassurance channel over the years, to extend beyond ICICI bank. The 
pandemic has resulted in the banca channel slowing down, however we envision it will be a key driving force for the 
future and ICICI Prudential's efforts to expand partnerships will be beneficial in gaining market share. Not only has 
the banca channel expanded but also has been pivoting away from being a ULIP dominated source, in the figure 
below we can see that the overall mix of protection in various channels is in an increasing trend. This will aid the 
company in growing its margins further. 

Source: Choice international research, Company 
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Important terms to understand in the insurance business: 

• Embedded Value (EV): Is a measure of the value of an insurance Company. It represents the sum of present value of all 

future profits from the existing business and shareholders’ net worth. EV is computed as the sum of the adjusted net 

worth (ANW) and the discounted value of profits from in-force policies (VIF). 

• Embedded Value Operating Profit (EVoP): Is a measure of the increase in the EV during any given period. 

• Annualized Premium Equivalent (APE): Is the sum of the annualized first year premiums on regular premium policies, 

and 10% of single premium policies signed during the period in question. It is a valuable tool to normalize one time 

premiums into annual figures. 

• Value of New Business (VNB): The incremental addition to EV arising out of new business signed during the period in 

question. VNB tells us the value of an insurance company on the basis of the new business the insurer wrote in the 

period. 

• Unwind: Is the return on in force business, it is accounted in the EV calculation. 

• VNB margin: Indicated the profit margins of the insurance company, we arrive at VNB margin by dividing the VNB by the 

APE. 

• Available Solvency Margin (ASM): The value of the company’s assets over liabilities. 

• Solvency ratio: Is a measure of the financial condition of the insurance company. We arrive at the value by dividing the 

ASM by the Required Solvency Margin (RSM) which is set as per IRDAI guidelines. 

• Persistency ratio: It measures the stickiness of a customer, i.e. how long they continue with the policy. If a company has 

61st month persistency of 50% that means after 5 years only 50% of the customers continue with their policies. 

• Price to Embedded Value (P/EV): Calculated by dividing the market cap of the company with its embedded value, it is a 

valuation ratio commonly used to understand how the market rates an insurance company. 

• VNB multiple: Another valuation metric, we arrive at this by first subtracting the EV from the market cap of the 

company then dividing the figure by the VNB. It represents how many years the company would need to earn back its 

premium valuation at its current rate of profit. 
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Disclaimer 

This is solely for information of clients of Choice Broking and does not construe to be an investment advice. It is also not intended as an offer or solicitation 
for the purchase and sale of any financial instruments. Any action taken by you on the basis of the information contained herein is your responsibility alone 

and Choice Broking its subsidiaries or its employees or associates will not be liable in any manner for the consequences of such action taken by you. We have 
exercised due diligence in checking the correctness and authenticity of the information contained in this recommendation, but Choice Broking or any of its 
subsidiaries or associates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in 

the information contained in this recommendation or any action taken on basis of this information. This report is based on the fundamental analysis with a 
view to forecast future price. 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 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. Choice Broking has based this document on information obtained from sources it 
believes to be reliable but which it has not independently verified; Choice Broking makes no guarantee, representation or warranty and accepts no 
responsibility or liability as to its accuracy or completeness. The opinions contained within the report are based upon publicly available information at the 

time of publication and are subject to change without notice. The information and any disclosures provided herein are in summary form and have been 
prepared for informational purposes. The recommendations and suggested price levels are intended purely for stock market investment purposes. The 
recommendations are valid for the day of the report and will remain valid till the target period. The information and any disclosures provided herein may be 

considered confidential. Any use, distribution, modification, copying, forwarding or disclosure by any person is strictly prohibited. The information and any 
disclosures provided herein do not constitute a solicitation or offer to purchase or sell any security or other financial product or instrument. The current 
performance may be unaudited. Past performance does not guarantee future returns. There can be no assurance that investments will achieve any targeted 

rates of return, and there is no guarantee against the loss of your entire investment. POTENTIAL CONFLICT OF INTEREST DISCLOSURE (as on date of report) 
Disclosure of interest statement – • Analyst interest of the stock /Instrument(s): - No. • Firm interest of the stock / Instrument (s): - No. 

Choice’s Rating Rationale 
The price target for a large cap stock represents the value the 
analyst expects the stock to reach over next 12 months. For a 
stock to be  classified as Outperform (Buy), the expected return 
must exceed the local risk free return by at least 5% over the next 
12 months. For a stock to  be classified as Underperform (Reduce, 
Sell), the stock return must be below the local risk free return by 
at least 5% over the next 12 months. Stocks between these bands 
are classified as Neutral (Hold).  

BUY Absolute Return >15% 

Hold Absolute Return Between 0-15% 

Reduce Absolute Return 0 To Negative 10% 

Sell Absolute Return > Negative 10% 

Choice Equity Broking Pvt. Ltd.  
Choice House, Shree Shakambhari Corporate Park, Plt No: -156-158,  

J.B. Nagar,  Andheri (East),  Mumbai - 400 099. 

+91-022-6707 9999 

+91-022-6707 9959 

www.choiceindia.com 
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