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Company background and history..

HDFC Life Insurance Company Limited ('HDFC Life' / ‘Company’) is a joint ven-
ture between HDFC Ltd., India’s leading housing finance institution and Standard
Life Aberdeen, a global investment company. Established in 2000, HDFC Life is a
leading long-term life insurance solutions provider in India, offering a range of
individual and group insurance solutions that meet various customer needs such
as Protection, Pension, Savings, Investment, Annuity and Health. As on June 30,
2021, the Company had 37 individual and 13 group products in its portfolio,
along with 7 optional rider benefits, catering to a diverse range of customer
needs. HDFC Life continues to benefit from its increased presence across the
country having a wide reach with 390 branches and additional distribution
touch-points through several new tie-ups and partnerships. The count of its-
partnerships is around 300, comprising traditional partners such as NBFCs, MFls
and SFBs, and including new-ecosystem partners. The Company has a strong
base of financial consultants. The company’s distribution model within each
distribution channel gives them a significant footprint across customer seg-
ments. As a result its focus on customer needs and distribution efficiencies, they
have managed to build economies of scale across most of their distribution
channels

Good Q1FY22 performance

Overall Market Share: Ranked #1 in terms of Overall New Business Premium in
private sector with market share expanding by 160 bps from 20.7 percent to
22.3 percent. The Company's share within the group and individual new busi-
ness segment stood at 25.9 percent and 17.8 percent respectively

Product Portfolio: The Company continues to maintain a balanced product mix
with share of participating savings, non participating savings, ULIPs, protection
and annuity accounted for 29 percent, 32 percent, 27 percent, 8 percent and 5
percent of Individual APE respectively. The Company's focus on the protection
segment resulted in 57 percent growth basis overall APE

Good Premium growth: The Company witnessed growth in gross premium of
30.6 percent on yoy basis to touch Rs. 7,656 crores led by strong growth in new
business premium to Rs. 3,767 crores (up 43.6% YoY) and renewal premium to
Rs. 3,889 crores (up 20.1% YoY). Net premium income (net of reinsurance) grew
31.5% y/y to X 7,540 crores in Q1FY22.

Assets Under Management: As on June 30, 2021, the Company's AUM was Rs.
1.8 lakh Cr. (Debt:Equity mix — 63:37); over 98% of debt investments were in G-
Secs and AAA bonds as on June 30, 2021

New business margins in Q1FY22 have seen an improvement on a sequential as
well as YoY basis on the back of growth and balanced product mix. The NBM for
Q1 FY22 stands at 26.2%, higher than 24.3% delivered in Q1 last year and 26.1%
in full year FY21, with Value of New Business at Rs. 408 crore, a growth of 40%
over last year. Profit after tax stands at Rs. 302 crore, 33% lower than Q1 FY21
on the back of reserving for excess mortality.

Solvency ratio: Solvency ratio stood at 203 percent in Q1FY22 as against 201
percent in Q4FY21. In Q1FY21, it stood at 190 percent.

Persistency ratio: 13M/61M persistency ratios stood 90% / 53% in Q1FY22 (vs.
91.4% / 54.6% in Q4FY21) respectively. The company stated that the positive
trend is expected to continue. During quarter normalized operating return on
embedded value, i.e., before factoring in the onetime mortality reserve creation
stands at 16.5%, as against 15.8% in 1QFY21.

Distribution Mix: The Company's diversified distribution mix is evidenced by the
wide access to its customers with nearly 300 partners and 1 lakh+ agents as on
June 30, 2021. This is further supplemented by its 390 branches spread across
the country
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Upside 27%
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Market Cap Rs. 1,35,230 crores

Indian Embedded  Rs. 27, 331 crores as on Q1FY22

Value

BSE/NSE code 540777 /HDFCLIFE

Bloomberg code HDFCLIFE:IN

Promoter holding 53.84 %

Price perfor- 1 month: -3.24 %, 3 months: -0.16 %, YTD: -
mance ‘ 1.84% , | Year: 4.56 %, 3 years: 34.10 %,
Particulars FY21 FY20 FY19 FY18
(Rs. crores)

Gross Premium 38,584 32,707 29,186 23,564
New Business 20,107 17,239 14,791 11,349
Premium

Renewal premium | 18,477 15,468 14,109 12,130
VNB 2,185 1,919 1,537 1,282
VNB margin (%) 26.1 25.9 24.6 23.2
Profit after tax 1,360 1,295 1,277 1,109
Equity share cap. 2,020.9 2,018.8 2017.38 2011.74
Shareholders 8,640 6,807 5,656 4,749
funds

Embedded Value | 26,620 20,650 18,301 15,216
Operating return 18.5 18.1 20.1 21.5
on EV

Solvency ratio (%) | 201 184

Market Cap/EV 5.08 6.55 7.39 8.89
(x)

ROEV(%) 18.1 18.1 20.1 21.5

Source: Company

Investment recommendation and rationale

We like HDFC Life as it has capitalised on its demonstrable strengths -
experienced people, diversified portfolio, widespread network and
industry expertise - to dominate the market with sustained
consistency. At CMP of Rs. 664.05, the Company is valued at P/EV of
4.92x on FY21 Embedded value per share of Rs. 135. The stock has
witnessed some pressure recently as the Company's performance was
affected in second wave of COVID-19. The Company will continue to
enjoy premium considering its strong parentage and focus on
protection business. We recommend a "BUY" due to the following
factors: a) one of the most profitable life insurers based on Value of
New Business margin, b) constantly improving its VNB margins and is
leading the industry on this front, c) VNB margins improved from 15
percent level in FY17 to 26.1 percent in FY22 due to cost efficiencies,
increasing its persistency ratios and selling a balanced product mix, d)
HDFL Life share of protection in the individual and group new business
premium increased from 12 percent in FY15 to 29 percent as on
Q1FY22, e) healthy balance sheet and solvency ratio above 200
percent, f) consistently delivering good financial performance, We
recommend "BUY" with a target price of Rs. 850 (P/EV of 4.92x at
estimated FY22 Embedded value of Rs. 172.7 per share).
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Key definitions
Annualized Premium Equivalent (APE) - The sum of annualized first year regular premiums and 10% weighted single premiums and single premium top-
ups

Embedded Value Operating Profit (EVOP) - Embedded Value Operating Profit (“EVOP”) is a measure of the increase in the EV during any given period,
excluding the impact on EV due to external factors like changes in economic variables and shareholder-related actions like capital injection or dividend
pay-outs

First year premium - Premiums due in the first policy year of regular premiums received during the financial year. For example, for a monthly mode policy
sold in March 2021, the first monthly instalment received would be reflected as First year premiums for 2020-21 and the remaining 11 instalments due in

the first policy year would be reflected as first year premiums in 2021-22, when received

New business received premium - The sum of first year premium and single premium, reflecting the
total premiums received from the new business written

Operating return on EV - Operating Return on EV is the ratio of EVOP (Embedded Value Operating Profit) for any given period to the EV at the beginning of

that period

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

underwritten

Solvency ratio - Ratio of available solvency margin to required solvency margin

Key Financial and Actuarial Metrics (Rs. in crores

Particulars Q1FY22 Q1FY21 YoY (%)

Individual APE 1,306 1,072 22 7,121 6,145
Total APE 1,561 1,198 30 8,372 7,407
New Business Premium 3,767 2,623 44 20,107 17,239
(Indl+Group)

Renewal Premium (Indl+Group) 3,889 3,239 20 18,477 15,468
Total Premium 7,656 5,863 31 38,583 32,707
Assets Under Management 1,81,272 1,39,975 30 1,73,839 1,27,226
Networth 8,778 7,448 18 8,430 6,992
Profit after Tax 302 451 -33 1,360 1,295
Indian Embedded Value 27,331 22,580 21 26,617 20,650
Value of new business 408 291 40 2,185 1,919
Protection based on Individual 108 113 -4 484 466
APE

Protection based on Total APE 246 157 57 1,070 1,270

Source: Company

Key Financial ratios
Particulars 1FY22 1FY21 FY21 FY20

New Business Margins 26.2% 24.3% 26.1% 25.9%
Pre-EMR Operating Return on EV 16.5% 15.8% 18.5% 18.1%
Post-EMR Operating Return on EV 14.4% 15.8% 18.5% 18.1%
Operating Expenses/Total Premium 12.5% 11.5% 12.0% 13.1%
Solvency Ratio 203% 190% 201% 184%
13M/61M Persistency 90%/53% 87%/53% 90%/53% 88%/54%
Product mix by Indl APE (UL/Non par 27/32/5/8/29 27/28/5/11/30 24/31/5/7/34 28/41/4/8/19
savings/Annuity/Non par protec-
tion/Par)
Distribution mix by Indl APE (Corp 56/15/6/23 59/12/5/24 61/13/7/19 55/14/9/22
| Agents/Agency/Broker/Direct)

Source: Company

Notes: Networth comprises Share capital, Share premium and Accumulated profits

EMR: Excess Mortality Reserve

Persistency ratios are calculated basis original premium for individual business
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Q1FY22 result and concall highlights

Excess mortality reserve of Rs. 700 crore created at the Balance Sheet date, for potential adverse mortality. This reserve is over and above the policy level
liabilities calculated based on the applicable IRDAI regulations and based on our current expectation of extra claims to be received in the future, both of
which are certified by the appointed actuary. The Company's approach would be to review the adequacy of this reserve at periodic intervals based on
emerging experience. The strength of its balance sheet and back book surplus has enabled us to absorb the shock of heightened claims, whilst continuing
to deliver growth.

The Management said peak claims during the second Covid wave were about 3-4 times of peak claim volumes in the first wave. The claims are still ele-
vated compared to pre-Covid levels but are declining from as high as ~300 claims a day in Q1FY22 to now ~200 claims a day as the spread of the pandemic
tapers.

Commenting on the Q1 FY22 performance, Ms. Vibha Padalkar, MD & CEO said “Against the backdrop of disruption in business on account of localised
lockdowns, and surge in cases during the second wave, we recorded 22% growth and market share of 17.8% in private sector in terms of Individual WRP.
We clocked 40% growth in terms of value of new business and we achieved a New Business Margin of 26.2% in Q1. Our product mix continues to remain
balanced and our annuity business witnessed strong growth of 61% in this quarter. In comparison to Q1 of last fiscal, the Company clocked higher renewal
collections, with 13th month persistency improving from 87% to 90%.

In the quarter gone by, the Company witnessed a steep rise in death claims, with peak claims in wave 2 at around 3-4 times of the peak claim volumes in
the first wave. We paid over 70,000 claims in Q1. The gross and net claims provided for amounted to Rs. 1,598 crore and Rs. 956 crore respectively. Based
on our current claims experience, we have set up an additional reserve of Rs. 700 crore to service the claims intimations expected to be received. Our en-
deavour is to promptly settle every bonafide claim. Our Profit after Tax stands at Rs. 302 crore (33% lower than Q1 FY21), on the back of higher claims
reserving towards heightened claims intimation expected in Q2 and Q3. The strength of our balance sheet and back book surplus has enabled us to absorb
the shock of heightened claims, whilst continuing to deliver growth. With signs of the second wave receding, over the past month, we have seen a gradual
pick-up in economic activity, across parts of the country. We see greater customer engagement and an increased interest in life insurance policies.”

Key takeway from concall

HDFC Life Insurance is looking to stay from group term insurance business. This is on account of rising commoditisation of the product. Vibha Padalkar, MD
& CEO, HDFC Life told in Q1FY22 concall that the company has been cautious on the group protection business. "We were doing risk-based underwriting
rather than one-size-fits-all model. We stay away from group term insurance unless we understand the counterparty very well and are comfortable with
the risk," she added. In Q1FY22, group protection business was Rs 740 crore compared to Rs 940 crore in FY20. FY21 saw the group protection business of
Rs 250 crore, however this period was an aberration due to COVID-19 lockdown. Explaining further, Padalkar said that group term has become a fairly
commoditised product. "We haven't been successful in making money there. It is because even one additional death can throw your pricing out of gear. So
we have stayed away from that," Padalkar added. As a whole, Padalkar said that while growing protection isn't difficult, making reasonable returns in
protection is fairly difficult. Hence, she suggested that a calibrated approach in this segment is the focus.

On the distribution channel, the company has higher focus on the Proprietary channel. It holds strong partnerships on Banca - HDFC, SBI Caps, Yes Bank.
Management indicated agency run-rate to be high in terms of penetration, and the company has been able to grow better than banks.

Impact of the COVID-19 pandemic on the business

With signs of the second wave receding, the Company has seen a gradual pick-up in economic activity across parts of the country, starting June. The
Company is expecting a continuing revival, with easing of lockdown restrictions, an extensive vaccination drive and are hopeful that the severity of future
incidences would be lower than what we have seen so far.

While the economic restrictions in the second wave were fewer and more localised as compared to the first wave, the health impact was a lot more
devastating, across the country. Against this backdrop, the Company recorded a 22 percent growth and a market share of 17.8 percent in terms of
Individual WRP in Q1 FY22. Given that the trends have varied by region and the possibility of future waves cannot be ruled out, the Company will continue
to be more segmented and localised in its approach, taking one quarter at a time.

In the quarter gone by, the Company witnessed a steep rise in death claims with peak claims in wave 2 at around 3-4 times of the peak claim volumes in
first wave. The Company paid over 70,000 claims in Q1. The gross and net claims provided for amounted to Rs. 1,598 crores and Rs. 956 crores
respectively. It appears that claims on individual business have peaked in June and expect them to normalise in the coming months with more people
getting vaccinated and a fall in absolute number of infections.

The Company's existing suite of digital assets, is available across channels, partners and employees. This has enabled it to continue providing a seamless
experience to its customers, both for servicing existing policies and buying new policies.
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Story in charts..

Distribution mix

Persistency ratio
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Disclosure under SEBI Research Analyst Regulations 2014:

Sr.no. | Particulars Yes/No

1) Research Analyst or his/her relative's or Ajcon Global Services Limited financial interest in the subject | No
company(ies):

2) Research Analyst or his/her relative or Ajcon Global Services Limited actual/beneficial ownership of 1% | No
or more securities of the subject company (ies) at the end of the month immediately preceding the date
of publication of the Research report

3) Research Analyst or his/her relative or Ajcon Global Services Limited has any other material conflict of | No
interest at the time of publication of the Research Report

4) Research Analyst has served as an officer, director or employee of the subject company(ies) No

5) Ajcon Global Services Limited has received any compensation from the subject company in the past | No
twelve months

6) Ajcon Global Services Limited has received any compensation for investment banking, or merchant | No
banking, or brokerage services from the subject company in the past twelve months

7) Ajcon Global Services Limited has received any compensation for products or services other than | No

investment banking, or merchant banking, or brokerage services from the subject company in the past
twelve months

8) Ajcon Global Services Limited has received any compensation or other benefits from the subject | No
company or third party in connection with the research report

9) Ajcon Global Services Limited has managed or co-managed public offering of securities for the subject | No
company in the past twelve months

10) Research Analyst or Ajcon Global Services Limited has been engaged in market making activity for the | No

subject company(ies)

Recommendation parameters for fundamental reports:

Buy - Absolute return of 20% and above

Accumulate - Absolute return between 15% and above

Book profits: On achieving the price target given in the research report for a particular Company or on a occurrence of a
specific event leading to change in fundamentals of the Company recommended

Not rated/Neutral - No recommendation but only outlook given

Disclaimer

Ajcon Global Services Limited is a fully integrated investment banking, merchant banking, corporate advisory, stock
broking, commodity and currency broking. Ajcon Global Services Limited research analysts responsible for the preparation
of the research report may interact with trading desk personnel, sales personnel and other parties for gathering, applying
and interpreting information.

Ajcon Global Services Limited is a SEBI registered Research Analyst entity bearing registration Number INHO000001170
under SEBI (Research Analysts) Regulations, 2014.

Individuals employed as research analyst by Ajcon Global Services Limited or their associates are not allowed to deal or
trade in securities that the research analyst recommends within thirty days before and within five days after the publication
of a research report as prescribed under SEBI Research Analyst Regulations.

Subject to the restrictions mentioned in above paragraph, We and our affliates, officers, directors, employees and their
relative may: (a) from time to time, have long or short positions acting as a principal in, and buy or sell the securities or
derivatives thereof, of Company mentioned herein or (b) be engaged in any other transaction involving such securities and
earn brokerage.

Ajcon Global Services Limited or its associates may have commercial transactions with the Company mentioned in the
research report with respect to advisory services.
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The information and opinions in this report have been prepared by Ajcon Global Services Limited 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 Ajcon Global Services Limited While we would
endeavour to update the information herein on a reasonable basis, Ajcon Global Services Limited is under no obligation to
update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent Ajcon
Global Services Limited from doing so. 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. Ajcon Global Services Limited 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. Ajcon Global Services Limited 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. Ajcon Global Services Limited 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.

Ajcon Global Services Limited encourages independence in research report preparation and strives to minimize conflict in
preparation of research report. Ajcon Global Services Limited 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 Ajcon Global Services Limited nor Research Analysts have any material conflict of interest at the time of
publication of this report.

It is confirmed that Akash Jain - MBA (Financial Markets) or any other Research Analysts of this report has not received any
compensation from the company mentioned in the report in the preceding twelve months. Compensation of our Research
Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

Ajcon Global Services Limited or its subsidiaries collectively or Directors including their relatives, Research Analysts, 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.

Ajcon Global Services Limited 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 Ajcon Global Services Limited 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 Ajcon Global Services Limited by any Regulatory Authority
impacting Equity Research Analysis activities.

Analyst Certification

I, Akash Jain MBA (Financial Markets), research analyst, author 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. I also
certify that no part of compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or
view (s) in this report.

For research related queries contact:
Mr. Akash Jain - Vice President (Research) at research@ajcon.net,
CIN: L74140MH1986PLC041941

SEBI registration Number: INHO00001170 as per SEBI (Research Analysts) Regulations, 2014.
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