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ICICI Prudential Life Insurance

BUY

CMP Rs499

Subdued Performance in margins

Target Rs 562

v

NBP - NBP was at Rs34bn growing by 14% on YoY basis which was in line with
our expectation. The performance was mainly supported by a sharp jump of 81%
in single premium while First year premium registered a de-growth of 27%.

APE - APE at Rs16.6bn slightly lower than our estimate of Rs16.9bn. APE de-grew
by 18% yoy and grew by 13.7% qog. The de-growth was led mainly on back of
39% decline in ULIP.

APE Mix - Share of Protection surged 233bps and Non-linked savings business
increased by 1477bps which was offset by decline of 1709bps in share of ULIPs.

VNB & VNB Margin - Q3FY21 VNB at Rs4.2bn was lower than our forecasts of
Rs4.6bn, while VNB margin at 25.7% was lower than our estimates of 27.5%. On
a yoy basis VNB margins expanded by 47%9bps, however saw a contraction of
168bps on sequential basis.

Persistency improvement - Sequentially, persistency saw a decline across all time
periods expect 37" Month (where it remained flat). On a yoy basis only 25t month
and 49t month persistency saw a marginal decline.

Opex and commission ratios - Cost ratios have improved with commission ratios
falling 96bps yoy whereas opex ratio improved by 161bps yoy to 7.8%

Profits - PAT came at Rs3.04bn, remaining stable on YoY and QoQ basis.

Channel Mix - Mix of other channel increased by 852bps on YoY basi, however
saw a sharp decline of 1167bps in share of banca channel. On QoQ basis too, share
of banca saw a decline.

Change in forecasts - 9MFY21 APE is 67% of our FY21 estimates and 66% VNB
share of our forecasts.

Valuations - The stock currently trades at FY23E P/EV of 2.2x.

Our view: : ICICI Pru Life Q3 FY21 results were weaker than our forecasts primarily
on the back of higher share of ULIPs and a declining share of protection. We have
cut our VNB margin assumption for future years by 50bps each but have raised
our APE growth estimates given that ULIPs are making a strong comeback and the
company is increasing its focus on the non-par segment. Valuations at FY23E P/EV
are attractive when compared with HDFC Life’s valuations of 4x. Furthermore, we
expect ICICI Pru Life to return to premium growth from Q4 FY21. We expect the
company to report a 20% and 14% VNB and EV CAGR during FY21E-23E. Retain
BUY with a target price of Rs562.
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Exhibit 1: Result Table

Q3 FY21 Q3 FY20 % yoy Q2FY21 % qoq Q3 FY21E

Gross premium 91,520 82,637 10.8% 87,335 4.8%
Net premium 89,708 81,310 10.3% 85,722 4.7%
NBP 34,430 30,210 14.0% 29,570 16.4% 34,426
Renewal premium 56,801 52,255 8.7% 57,742 -1.6%
APE 16,660 20,380 -18.3% 14,650 13.7% 16,939
Commission ratio 4.3% 5.3% -96bps 4.1% 22bps
Opex ratio 7.8% 9.4% -161bps 7.5% 34bps
Surplus 4,046 3,870 4.5% 5,391 -25.0%
PAT 3,043 3,025 0.6% 3,025 0.6%
VNB 4,280 4,260 0.5% 4,010 6.7% 4,661
VNB Margin 25.7% 20.9% 479bps 27.4% -168bps 27.5%
APE Mix
Savings 14,090 17,710 -20.4% 12,320 14.4%

ULIP 8,450 13,820 -38.9% 7,010 20.5%

Others 5,640 3,880 45.4% 5,310 6.2%
Protection 2,570 2,670 -3.7% 2,320 10.8%
Total APE 16,660 20,380 -18.3% 14,650 13.7%
APE Mix
Savings 84.6% 86.9% -233bps 84.1% 48bps

ULIP 50.7% 67.8% -1709bps 47.8% 287bps

Others 33.9% 19.1% 1477bps 36.2% -239%9bps
Protection 15.4% 13.1% 233bps 15.8% -41bps
Total APE 100.0% 100.0% Obps 100.0% Obps
Distribution mix
Banca 6,990 10,930 -36.0% 6,410 9.0%
Agency 4,180 4,470 -6.5% 3,320 25.9%
Others 5,490 4,980 10.2% 4,920 11.6%
Distribution mix
Banca 42.0% 53.6% -1167bps 43.8% -180bps
Agency 25.1% 21.9% 316bps 22.7% 243bps
Others 33.0% 24.4% 852bps 33.6% -63bps
Persistency
13 month 82.4% 82.2% 20bps 89.2% -680bps
61 month 58.8% 58.4% 40bps 60.2% -140bps
Income from investments 192,783 45,587 322.9% 79,494 142.5%
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CONCALL TAKEWAYS

Product
v' Protection

Some decline in retail protection. There are concerns on supply side due to requirement
to visit medical centers. Expect the supply chain friction to reduce as the situation
normalize. Also, need to include the reinsurance constrains. Want to conscious on this
business till it normalized but long term thesis on protection remains in-tact.

The capacity for large sum assured has seen concerned. Risk management has become
priority over top-line business.

Saw good opportunity in group business.
Credit life has seen strong bounce back.

Everybody has started taking the price hike in protection product and the price difference
is contracting. Companies with lower pricing are compromising on margin as all other
aspects remain consistent.

Share of Protection business expected to reach 20% during next 2-3years from current
levels of 15%.

Pricing change reflects the change the in the target audience and this looks a sustainable
pricing.

Launched innovative retirement plan and critical illness products, capitalizing the
opportunity.

Continue to reprise products in line with interest rate.

Interest risk hedged through a combination of cash market instruments and derivatives.
No interest rate risk expected due to change in product mix.

Capacity for FRA has been growing and yield curves are conducive for hedging.

No change in business philosophy in deferred annuity and guaranteed product, however
better investment risk hedge has become more systematic and want to seize the
opportunity on the same.

Currently finding capacity in FRA only upto 10years as of now. Expect the same to expand
with time.

Enabling standardized product shall not impact the existing business. It's a welcome move
as will open opportunity. Not easy to bring standardization for products other than Term
and annuity product.

Cross sell rates starts picking in once the market is saturated, the focus continues to
remain on new customer.

v VNB and Margin

Focus on absolute VNB and VNB margin. Quarterly margin can be fluctuating.

Will like to improve VNB led by growth in Savings and relatively faster growth in
Protection.

Addition of rider to the basic product to further aid margin trajectory. Have been able
to increase attachment compared to start of the year.

The margin on protection portfolio has remained at the same level as last year in
9MFY21.

ROP margin are similar to Non-Par products. No view of pure v/s ROP as both of them
have different customer segments.
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Attachment significantly improves the margin of protection business.

v' Persistency

13th month persistency for Non-Linked remained stable and saw an improvement for
Protection business.

Persistency in ULIP also expected to improve from Q4FY21. Improving market segment
and fund performance to aid bring persistency at last year’s level.

Don’t expect persistency variance to be negative.

v" Distribution

Tie up with IDFC Bank and Indusind Bank have started yielding result.

83 new partners added during 9MFY21. Partnered with RBL bank, AU Small finance
bank, PhonePay and BSE Ebix during Q3FY21

APE for channels other than ICICI Bank grew by 9%.

Share of ICICI bank in total APE at 34% for 9MFY21, share for all other banks at around
9%.

ICICI Bank continues to focus on annuity and protection business. 400% growth in
Annuity business from ICICI bank in 9MFY21 on Y/Y basis (though a small base yet)

Introduction of Guaranteed pension product to bring higher traction in business from
ICICI bank.

Focus for ICICI bank is not the topline but improving VNB
Agency channel focus was to increase digital onboarding.

ULIP has seen positive trend sequentially from bank.

v Cost

Reduction in discretionary expenses, infrastructure and employee cost.

Headcount has reduced compared to last year, by re-deploying people to new areas.

v Others

Issued Debt at 6.5% coupon rate to the tune of Rs.12bn
Claims arising from mortality including Covid 19 has been well within the estimates.

Total claims of Rs.3.44bn on account of Covid, Net claims on retained business
amounted to Rs1.54bn

Rs. 1bn additional provisioning for Covid 19 not yet utilized.
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not
been independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity. No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of this report. 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 YSL and associates 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.

YES Securities (India) Limited

Registered Office: Unit No. 602 A, 6th Floor, Tower 1 & 2, One
International Center, Senapati Bapat Marg, Elphinstone Road, Mumbai -
400013, Maharashtra, India.

Tel: +91-22-71123123 | Email: research@ysil.in |
Website: www.yesinvest.in
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The analyst hereby certifies that opinion expressed in this research report
accurately reflect his or her personal opinion about the subject securities and
no part of his or her compensation was, is or will be directly or indirectly
related to the specific recommendation and opinion expressed in this research
report.
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL REPORTS

Analysts assign ratings to the stocks according to the expected upside/downside relative to the
current market price and the estimated target price. Depending on the expected returns, the
recommendations are categorized as mentioned below. The performance horizon is 12 to 18
months unless specified and the target price is defined as the analysts’ valuation for a stock. No
benchmark is applicable to the ratings mentioned in this report.

BUY: Potential return >15% over 12 months

ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-10% over 12 months

NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED

YES Securities (India) Limited (“YSL") is a wholly owned subsidiary of YES BANK LIMITED. YSL is
a SEBI registered stock broker holding membership of NSE, BSE, MCX & NCDEX. YSL is also a
SEBI registered Category | Merchant Banker, Investment Adviser and a Research Analyst. YSL
offers, inter alia, trading/investment in equity and other financial products along with various
value added services. We hereby declare that there are no disciplinary actions taken against YSL
by SEBI/Stock Exchanges.
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