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Volume growth to remain in focus over margins ...

e
About the stock: HDFC Life is among the most dominant players in the Indian life n Lde

insurance industry with a strong distribution network, parentage, operating metrics. Sar atihta kej&{o { ‘8
e Balanced product mix with focus on non-par, protection & annuity Particulars -8
business Particulars Amount DQ-
. Industry leading VNB margins of ~25% Market Capitalisation %1,59,792 crore +
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Q2FY25 performance: HDFC Life delivered healthy growth in new business AUM 3324942 crore 8
premium accretion at 12% YoY to X 14497 crore, in 1HFY25, driven by unit linked 52 week H/L 761/511 o
product and non-par business. APE (Annualised Premium Equivalent) growth came Net worth 314750 crore
at 25% YoY, gaining market share. However, higher expense (~140 bps increase in Face value 310
opex ratio at 21.1%) led earnings growth at 15% YoY to X 911 crore. Value of new
business (VNB) grew by 17% YoY to X 1656 crore, although VNB margin contracted Sep-23 Dec-23 Mar-24 Jun-24 Sep2024
by ~160 basis points to 24.6%, due to change in product mix. AUM expanded to X Promoters ~ 50.4 50.4 50.4 504  50.4
324942 crore, while embedded value stood at X52114 crore, up 21%. Fl 305 313 300 266 256
Investment Rationale ol 6o 6679 2 133
Public 122 118 116 118 108

e Linked business remains robust; focus on volume to aid performance: APE Price Chart

growth remained healthy at 25% YoY, led by unit linked business. As 'S
anticipated, linked business witnessed higher growth, amid buoyancy in 8001 T 30000 E
capital market, keeping share of linked broadly stable at 36% in 1HFY25. 600 24000 ]
Focus on chasing growth with balanced product mix (continued focus on 18000 8
protection & annuity business) aiming 18-20% growth in business. 400 12000 o
Strategy focussing on customer accretion and improvement in penetration 200 6000 P
! . . . +

in tier 2 & 3 markets could aid growth. While ramping of agency channel i a 'S

is underway, traction in business should take a while to be evident. 4 2 Y 9 9 ¥ (op
LY s Lo L

e Declining trend in VNB margin continued; more volatility in near term: VNB < 8 :(35’ < 8 ? —
margin declined_170 bp§ gt 24.6%, amid higher traction_in linked business HDFCLIFE (LHS) Nifty Index B
and deferment in re-pricing of non-par products. While new surrender - Q
norms are expected to impact VNB margins (~100 bps), impact is expected o

to be toned down through alteration in product mix, better pricing and re- (i) Higher than expected erosion in Jn
alignment of payout structure. Growth in VNB (15-17% in FY25E) remains margins Q
priority with VNB margin remaining as an outcome. Thus, we lower -~ - o _ b=
estimates for VNB margins at 25.5% in FY26E. ) (GemEEiave UREEs (ufpeEig 5
business growth & IRR (@)
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e Growth in linked business, impacting margins, seems to be more of L_)
industry phenomenon. Strategy to focus on business growth by way of Vishal Narnolia —
customer acquisition and improve penetration in tier 2 & 3 markets is seen vishal.narnolia@icicisecurities.com 9

to aid business growth. While new surrender norms have an impact of 100
bps, discussion on tweaking distribution payout holds the key.

e  Valuing the stock at 2.8x FY26E EV, we revise target at X 855 and maintain
Buy recommendation.

Key Financial Summary

(X Crore) Fy21 Fy22 Fy23 Fy24 3 year CAGR FY25E FY26E 2 year CAGR
Mew business premium 20107 24155 29085 29631 14% 36173 42296 19%
APE 8183 9664 13100 12963 17% 16171 12294 22%
Total premium 38583 45962 57533 63076 128% 74046 86344 17%
PAT 1360 1208 1360 1562 1794 2118

EV 26625 30048 39526 47468 55803 65857

P/E (x) 110.32 1298 117.32 101.7 89.0 75.3

P/BW (x) 17.4 10.1 12.3 10.9 10.1 9.3

PAEWV (x) 5.6 5.2 4.0 3.4 2.9 2.4

RoEW (%6) 18.5 19.0 19.7 17.5 17.6 14.5

Source: Company, ICICI Direct Research
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Concall highlights and outlook

e  Product mix includes - ULIP at 36%, Non-par savings at 38%, Participating
products at 15%, Protection at 6% and Annuity at 5%.

e Company recorded 22% growth in number of policies and 7% rise in ticket
size during the quarter.

e APE growth guidance to 18-20%, while the VNB is expected to grow in the
15-17% range. VNB Margins will be an outcome and the company will
balance its product mix to protect the margins.

e ULIP segment saw moderate dip during the quarter. However, new
product launches in the non-par category aided premium growth. ULIPs
will remain in range of ~30% levels. Buoyancy in the equity markets has
resulted in strong customer demand for ULIPs. Management will focus on
cross selling other products to newly-acquired customers.

e Change in the product mix (higher demand in unit linked product) and
deferment in re-pricing of certain non-par products (impact of 30-40 bps
on VNB margin) resulted in pressure on margins during 1HFY25.

e Strong growth in non-par savings products, achieving a 76% YoY increase,
aided by new product launched this year.

e HDFC pension crossed X1 lakh crore of AUM with a market share of 43.6%.

e Company has successfully relaunched more than 40 products contributing
to about ~95% of the business as on 1 October 2024.

e Under the new surrender regulations, pricing in protection and annuity
products is expected to improve which will aid improvement in VNB
margins in 2HFY25.

e  Counter share at HDFC Bank continued to be stable at ~65%. Nearly ~70%
of business in agency has been coming from Tier2/3 cities. Agent addition
is helping the company to penetrate into deeper areas.

e As on 30th Sep 2024, solvency ratio stood at 181%. Management raised
subordinated debt of 1000 crores in Oct'24 thereby improving solvency
to 192% post the sub-debt issue.

¢ In order to mitigate the impact of new surrender regulations, the company
has adopted tailored solutions including claw back & deferment of
commissions.

e Credit Protection growth has been slow due to moderation in disbursals
among the credit partners. Further, there is some competitive pressure
building up and management will continue to moderate pace of business
with the partners wherein pricing is unsustainable. Given limited
reinsurance in credit protect business, management is not willing to
participate in aggressive pricing.
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Exhibit 1: Variance Analysis

Q2FY25 Q2FY24E Q2FY24 YoY (%) Q1FY25 QoQ (%) Comments

First Year Premium 3.253.4 3,090.0 2,565.6 26.8 2,357.9 38.0

Renewal Premium 8,831.0 9,122.8 7,838.9 12.7 6,410.6 37.8 Graudal improvement in persistency

Single Premium 4,843.0 5,168.0 4,535.8 6.8 4,042.4 19.8

Net Premium income 16,569.7 17,2079 14,756.0 12.3 12,509.6 32.5

Income from Investments 11.870.8 4,041.2 8,218.3 44.4 14,197.5 -16.4 Gains from ULIP segment aids income from investment
Total revenue 28,4405 21,2491 229743 238 26,7072 6.5

Commission 1.851.2 808.8 1,186.9 56.0 1.470.3 25.9

Operating expenses 1.681.4 2,323.1 1.740.1 -3.4 1,267.2 32.7 Total expense ratio higher at 21.1%

Management Expenses 3,532.5 3,131.8 2,927.0 20.7 2,737.5 29.0

Benefits paid 10,298.6 12,0455 9,337.1 103 88,8278 16.7

Change in Actuarial Liability 14,453.5 5,276.1 11,016.1 31.2 14,565.7 -0.8

Total Expenses 24,7521 17,3216 20,353.2 216 23,3935 5.8

Surplus/ (deficit) 39.6 753.7 229.2 -82.7 464.3 -91.5 VNB margins declined at 24.6% owing to change in
Transfer to SH's A/c 286.6 286.6 286.6 0.0 286.6 0.0

Transfer to SH's A/c 385.4 250.0 135.4 184.6 266.5 44.6

Investment income 2688 226.3 246.8 8.9 257.2 4.5

Profit/ (loss) before tax 437.6 3813 330.7 323 4975 -12.0

PAT 433.0 3773 376.8 149 aA777 -9.3 Lower WNB margin impacted earnings momentum
Key Metrics

NBP 8.,096.4 8.,258.0 7,101.3 14.0 65,4003 26.5

AUM 3,24,941.9 1,31,267.4 2,64,869.5 22.7 3,10,244.0 4.7 Healthy AUM growth at 23%

IEV 52,114.0 42,908.0 215 49,611.0 5.0
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Financial Summary

Exhibit 2: Profit and loss statement

(X Crore)

Premiums earned - Net
Interest, Dividends & Rent
Others income (incl. MTM)
Total Revenue
Commission

Operating expenses
Benefits paid (Net)
Change in valuation of policy liabilities
Provision for tax
Surplus/(deficit) after tax

Transfer to Shareholders' account

(X Crore)

Amounts transferred from Policyholders

Income from investments
Total

Total expenses

Profit before Tax

Provision for tax

PAT

FY23
56764.0
12844.7
1096.8
70,705
2910.8
8437.4
38872.3
18586.2
159.1
1335.0
1,469

FY23
1468.9
719.7
2,252
979.4
1272.4
-87.7

1,360

FY24
61959.2
15811.5

460.8

78,231
5256.3
6901.1
39696.5
48419.4
-592.4
-21767.6
799

FY24
799.1
1002.2
1,814
250.5
1563.8
-5.0

1,569

FY25E
730498
160729

33855

92,508

7588.1

7550.8
45723.7
270139

1275

1624.6

1,369

FY25E
1369.3
11173
2,487
745.0
17415
-52.2

1,794

FY26E
85187.2
18358.0

3792.7

1,07,338

8858.9

8796.9
52354.4
30629.6

-3.7

2143.6

1,821

FY26E
1821.1
1080.4
2,901
845.0
2056.5
-61.7

2,118

(Year-end March)
Valuation

Diluted EPS (%)

BV R)

EV per share
F/E

P/BV

P/EV

Efficiency Ratios (%)
Commission expenses ds a
% of Gross Premium
Management expenses asa
% of Gross Premium

Return Ratios and capital

(%)

Return on Net worth
Opearating RoEV
Key Ratios (%)

VNB Margin

FY23 Fy24 FY25E
6.3 7.3 8.3
60.4 68.1 73.8
183.9 220.7 259.4
117.3 101.7 89.0
12.3 109 10.1
4.0 3.4 2.9
5.1 8.3 10.2
19.7 19.3 20.4
18.1 18.2 18.2
18.2 175 17.5
27.6 26.3 255

Exhibit 3: Key ratios

FY26E

9.8
80.0
306.2
753
9.3
2.4

103

20.4

18.2
17.8

25.8

Source: Company, ICICI Direct Research

Source: Company, ICICI Direct Research

Exhibit 4: Balance sheet X crore [ Exhibit 5: Growth ratios

(X Crore) FY23 Fr24 FY25E FY26E (Year-end March) FY23 FY24 FY25E FY26E
Sources of Funds NBP 29085 29631 36173 42296
Share capital 2149 2151 2151 2151
Growth (%g) 20 2 22 17
Reserve and surplus 10815 12050 13255 14581
Credit/[debit] fair value change account 20 451 466 483 Linked 12400 14733 18350 22448
Networth 12987 14652 15872 17215 Growth (1%} 3 19 25 22
Palicyholders' funds 224447 276916 329319 389574 ;
Non Linked 45134 48344 55695 63896
Funds for Future Appropriations 2185 2161 2417 2739
Total Liabilities 230610 203720 347608 409520  Orowth (%) 33 7 15 15
APE 13336 12963 16171 19294
Applications of Funds Growth (%} 3g 3 25 19
Shareholders’ investments 13132 14882 16370 18007
. .. VNB 3674 3501 4377 5302
Paolicyholders’ investments 146449 181797 203612 228046
Asset held to cover linked liabilities 79201 95542 105096 115605 Growth (%} 37 -5 25 21
Loans 1585 1897 2430 2963 EV 39527 47468 55803 65857
Fixed assets - net block 380 416 424 433 Growth (%g) 32 20 18 18
Deferred tax asset AUM 238782 292220 325078 361658
Net current assets -1326 -804 19676 44475
Total Assets 239422 293729 347608 409529 Growth [‘%} 17 22 11 11
Source: Company, ICICI Direct Research PH Funds 146449 181797 203612 228046
Growth (%) 35 24 12 12
SH Funds 13132 14882 16370 18007
Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavors 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%
ﬂlClCl direct.com| N0
Invonncnu,o,::aulhngunp' BROKER
ICICI Securities Ltd. |@ 755 akmins
N Analyst Award 2012
Pankaj Pandey Head - Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,
Third Floor, Brillanto House,
Road No 13, MIDC,

Andheri (East)

Mumbai — 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

I/We, Vishal Narnolia, MBA,, Research Analysts 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 — INHO00000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. Registered
Office Address: ICICI Venture House, Appasaheb Marathe Marg, Prabhadevi, Mumbai - 400 025. CIN: L67120MH1995PLC086241, Tel: (91 22) 6807 7100. 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.

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

Registration granted by Sebi and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors.
None of the research recommendations promise or guarantee any assured, minimum or risk-free return to the investors.

Name of the Compliance officer (Research Analyst): Mr. Atul Agrawal
Contact number: 022-40701000 E-mail Address: complianceofficer@icicisecurities.com
For any queries or grievances: Mr. Bhavesh Soni Email address: headservicequality@icicidirect.com Contact Number: 18601231122

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 generally prohibited from maintaining a financial interest in the
securities or derivatives of any companies that the analysts cover.

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 businesses may make investment 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.
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