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Mixed Q2FY25; favourable external outcome watchful

About the stock: Star Health is the largest standalone health insurer in the country :',',esi':;'nce
with a robust in-house claim management system and strong agency network The Health Insurance Specialist -8
e Strong geographical presence with 742 thousand agents, 902 branches, Particulars _8
and 20,000-plus healthcare footprint this includes 14,200 network hospitals Particulars Amount o
Q2FY25 performance: Star Health reported muted performance in Q2FY25 Market Capitalisation X 27535 crore 2
wherein increase in combined ratio impacted earnings momentum. Gross premium Zztwvt\a/elitﬂ/l_ 5{2(?5188/ 455 =
growth remained at 17.1% YoY, with market share in retail health insurance broadly Fc?ce Vcc)xlue ci'grg 8
maintained at 32%. Investment income remained healthy, however, higher claim DIl Holding (%) 17:1 n's
ratio at 72.8% vs 68.65% YoY, led to ~280 bps increases in combined ratio at ~103%, FIl Holding (%) 17.7
L o ) . b
resultllng in 11.2% YoY de-growth in eanings at ?1.11..3 crore. Investment assets Shareholding pattern
have increased to ~X16,430 crore with leverage remaining steady at 1.72x.
(in %) Sep-23 Dec-23 Mar-24 Jun-24 Sep-24
Investment Rationale Promoter 580 579 579 579 577
d 306 310 266 216 .
e Steady growth amid value & volume levers: Star Health reported steady E:l o ;1 1 1;1 i;i
market share with ~17.5% growth in premium in H1FY25. Management : : : : :
Public 523 4.96 4.38 5.42 7.60

aspires to grow faster than industry owing to 1) focus on fresh business, 2)

10-15% increase in pricing across products forming ~60% of gross premium,

3) increased focus on group business in SME & MSME segment by opening

of banca and digital distribution channel and 4) Enhancing existing 1oon =000

distribution strength of agency with penetration in tier 2 & 3. Guidance for H0o 24000

business growth maintained at ~18% for FY25E and doubling of GWP by B0 18000

FY28E. Expect 17-18% CAGR in gross premium in FY25-27E. 400 f{ 12000

200 6000

e Combined ratio could remain volatile: Higher claims, led by severity & ad . . . i

frequency, resulted in rise in combined ratio from 99.2% in Q2FY24 to 103% 4 B 8 8 ==

in Q2FY25. However, opex (EoM) remained well under norms. While tech E E‘ -:EEL é _;3‘

upgradation, improving penetration in tier 2&3 cities and control on opex STARHEAL IN Equity

remains in focus, claims are expected to remain a challenge amid rising —— Mifty Index

medical inflation and increase in frequency especially in group segment. Key risks

Thus, expect combined ratio at 97-99% and earnings growth at 12-13%

i) C titi int it Id
CAGR in FY25-26E, support by healthy investment leverage at 2.3-2.4x. () Competitive intensity  cou

impact growth
e Any favourable external factor could act as catalyst: Any reduction in GST
on insurance products (currently at 18%) and approval of composite license
scheme (parliament approval awaited) are some of the major developments

(ii) Price revision could result in
higher rate of customer attrition
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which could act as catalyst. Research Analyst
Rating and Target Price Vishal Narnolia
Existing moats in terms of focussed approach, distribution strength and network RELSNSCE@ie S esct st
tie-ups coupled with technology adoption remains core and is seen to aid business Manan Agrawal
growth. Any favourable regulation could act as catalyst for sustained growth manan.agrawal@icicisecurities.com

ahead. Given elevated competition and probability of higher-than-expected
combined ratio warrants downgrade in target price to X600, valuing the stock at
~1.5x FY27E float (~33x FY27E EPS). Maintain Buy recommendation amid recent
decline in valuation.

Key Financial Summary

3 year CAGR 3 year CAGR

Fr21 Fy22 FY23 Fy24 FY25E FY26E FY27E

(FY21-FY24) (FY24-FY27E)

Gross written premium (GWP) 9388.5 11463.5 12952.5 15254.5 17.6 17657.6 20659.4 24068.2 16.4

Net Incurred Claims 4369.5 8540.0 7320.9 8600.0 25.3 9996.8 11627.7 13946.5 17.5
Underwriting Profit/Loss (1331.8) (2061.6) 204.7 90.3 65.9 148.7 449.7

Profit after Tax (825.6) (1040.6) 618.6 845.0 951.5 1065.3 1149.8

NWP/Net Worth (x) 1.7 1.7 1.9 2.1 2.2 2.2 2.3

Price/Float (x) 0.4 2.7 2.1 1.6 1.6 1.4 1.3

P/GWP (x) 3.0 2.4 2.2 1.8 1.6 1.4 1.2

P/E (x) (33.7) (23.1) 38.6 34.6 30.7 27.4 25.4

Source: Company, ICICI Direct Research
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Concall highlights and outlook
Highlights

e Management remains confident of doubling GWP and tripling PAT by
FY28E. Company expects it to be fueled by ABCD growth engine, expanding
distribution network, and cost leadership.

e Guidance for FY25 on premium growth remained unchanged at 18%,
however, caution remains on 100 bps reduction in combined ratio owing to
higher claims.

e New business growth in H1-FY25 has been healthy at 31% with 14%
growth in number of policies. Agency fresh GWP has grown at 23% for
Q2FY25.

e Digital business contributed 7.4% of overall business in H1FY25. Digital
segment reported 41% YoY growth in fresh business. Direct-to consumer
channel contributed 72% to GWP and 28% came from online brokers and
web aggregators.

e Total agent count increased from 701 thousand in FY24 to 742 thousand in
Q2FY25 and sponsored health agency force increased from 1.11 lakhs in
FY24 to 1.15 lakhs in Q2FY25. Branches increased from 887 to 902 in
Q2FY25.

e Banca channel contributed 8% of GWP, reported fresh business growth of
25%.

e  The company had responded swiftly and decisively on cyberattack and is
working with all authorities to investigate the breach. The exposed data has
been taken down and necessary measures are being implemented to
improve security. Trust among customers can be seen in encouraging
numbers for fresh growth rates, renewal rates, and healthy agency
activation.

¢ Investment assets have grown by 17.2% and has reached X16,431 crores
in Q2FY25 and investment income in Q2FY25 has grown to X354 crores
versus X255 crores in Q2FY24. The yield for Q2FY25 stood at 8.8% versus
7.5% in Q2FY24.

e Increase in loss ratio was due to seasonal diseases impact. The 21%
increase in claims incurred was driven by 10% increase in severity, 6%
increase in frequency, and 5% increase in number of policies.

e Industry is facing challenges of a shift in consumer behaviour and high
medical inflation. With changing dynamics, company has plans to increase
prices of ~50-60% of current portfolio. Company will continue to hike prices
across products.

e Company launched new product ‘Superstar Plan’, a personalised long-term
health insurance solution. This product features a 5-year policy term with
modular coverage that adapts to customers' needs throughout different life
stages allowing for customisation and scalability.
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Exhibit 1: Variance Analysis

Policyholder's Account
Gross Premium Written

(-) Reinsurance ceded

Net written premium (NWP)
Net earned premium (NEP)
(-) Net Incurred Claims

(-) Net Commission Expense

(-) Operating expenses related to insurance

business

(-) Total expense
Underwriting Profit/Loss

Investment Income
Operating Profit/Loss

Transfer to Shareholder's Account

Shareholder's Account
Operating Profit/Loss
Investment Income
Other Income

Profit before tax

() Provision for Taxation

Profit after Tax

Q2FY25
43713

396.3
3975.0
3703.9
2695.9

548.9

653.8
3898.6
(194.7)

208.4
15.6
15.6

Q2FY25
15.6
146.1
0.31
1488
37.5
111.3

Q2FY24
37317

187.1
3544.6
3205.6
2202.2

485.4

596.3
3283.9
(78.3)

116.7
72.6
72.6

Q2FY24
72.6
105.2
1.43
167.1
41.8
125.3

YoY%
17.1

1118
12.1
155
22.4
13.1

148.5

78.6
(78.5)
(78.5)

YoY%
(78.5)
38.9

(78.3)
(11.0)
(10.4)
(11.2)

Q1FY25
3475.9

305.8
3170.2
3520.3
2378.9

428.8

572.2
3380.0
140.4

171.3
312.1
3121

Q1FY25
3121
124.1
0.99
426.2
107.2
318.9

QoQ%

25.8

29.6
25.4
5.2
133
28.0

143
15.3
(238.7)

21.7
(95.0)
(95.0)

QoQ%
(95.0)
17.8
(68.7)
(65.1)
(65.1)
(65.1)

Retail health market share remained steady
at 32%

Improved renewal retention
Claim ratio increased at 72.8% vs 68.7% YoY

Comissions ratio at 13.8%

Combined ratio increased at 103% vs 99.2%
YoY

Higher yield benefit investment income

Lower net profit led by rise in claims ratio

ICICI Securities | Retail Research
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Financial Summary

Exhibit 2: Policyholder’s Account X crore

Policyholder's Account FY23 FY24  FY25E FY26E FY27E
Gross written premium (GWP) 129525 152545 17657.6 20659.4 24068.2
Net written premium (NWP) 12319.6 14067.4 16333.3 19213.2 22864.7
Net earned premium (NEP) 11261.6 12938.3 14920.6 17485.2 21131.1
(-) Net Incurred Claims 73209 8600.0 9996.8 11627.7 139465
(-) Net Commission Expense 1682.8 1853.7 2156.0 2536.1 3018.1
(-) Operating expense 2053.8 23944 27019 31727 37167
(-) Other expense 0.0 0.0 0.0 0.0 0.0
(-) Total expense 3736.6 12848.0 14854.8 17336.5 20681.4
Underwriting Profit/Loss 204.7 90.3 65.9 148.7 449.7
Investment Income 501.4 640.7 833.9 877.4 1017.1
Operating Profit/Loss 706.1 730.9 899.8 1026.1  1466.9
Transfer to Shareholder's Account 706.1 730.9 899.8 1026.1  1466.9

Source: Company, ICICI Direct Research

Exhibit 4: Balance sheet X crore

Exhibit 3: Shareholder’s Account X crore

Shareholder's Account

Operating Profit (from Policyholer's a/c)

Investment Income

Other Income

() Expense and Provision
Profit before tax
Provision for Taxation

Profit after Tax

FY23

706.1
3331
57
2185
826.4
(207.8)
6186

FY24

7309
4434
41
496
11289
(283.8)
845.0

FY25E

899.8
4490
0.4
776
12716
(320.0)
9515

FY26E

1026.1
4724
04
753
14236
(358.3)
10653

FY27E

1466.9
5477
0.4
4784
1536.6
(386.8)
11498

Source: Company, ICICI Direct Research

Exhibit 5: Key ratios

Balance Sheet FY23  FY24 FY25E  FY26E  FY27E  KeyRatios FY23  FY24 FY25E  FY26E  FY27E
Source of Funds Incurred Claims ratio (%) 66.4 67.0 67.0 66.5 66.0
Share Capital 5817 5853 587.6 5876  587.6  CommissionRatio (%) 130 125 132 132 132
Reserves and Surplus 59839 60429 69944 80597 92095  Expense Ratio (%) 165 167 180 180 180
Net Worth 65656 66282 75820 8647.3 97971  Combinedratio (%) 99 962 982 977 972
Fair value gains 234 1036 630 906 1225  nvestmentyield () 75 75 74 74 80
Borrowings 4700 4700 4700 4700 4700  "vestmentincome/NEP (%) 63 72 85 76 73
i 0
Deferred Tax Liability 0.0 0.0 0.0 0.0 0o  PATmorgin (%) 62 60 64 61 54
ROE (%) 29 81 124 122 116
Total 70589 72018 81150 9207.8 10389.6
RoCE (%) 93 77 117 116 111
Application of Funds
NWP/Net Worth (x) 19 21 22 22 23
Shareholder Investments 5345.9 6336.1 6126.6 7045.6 7761.9
Debt/EBIT (x) 05 0.4 0.4 03 03
Policyholder Investments 8046.2 91548 11378.1 13084.8 144150
Debt/Equity () 006 005 006 005 005
Total Investments 133921 154909 175047 20130.4 22176.9
ABV R®) 1265 1740 1268 1449 1644
Deferred Tax Assets 568.9 358.2 358.2 358.2 358.2
Valuation
Fixed Assets 1113 1751 2064  217.6 2412
Price/Float (x) 20 15 16 14 12
Cash and Bank balance 3004 4446 16413 19234 23244
PIGWP (x) 2.1 17 16 13 11
Other current assets 844.4 1299.0 1273.2 1316.0 1358.8
PIE (x) 374 335 297 265 246
Total Current Assets 18340 22768 29145 32393 36832 .. . . . . -
Current Liabilities 2030.1 2477.9 2045.0 2334.6 2786.3 Source: Company, ICICI Direct Research
Provision 72687 83747 98221 115500 13283.7
Total Current Liabilities 92988 108525 11867.0 13884.6 16069.9
Net Current Assets (8145.1) (10852.5) (8952.5) (10645.3) (12386.7)
Total 70589 72018 91168 100609 10389.6
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, Manan Agrawal, 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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