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EI HDFC securities SBI Life Insurance Company

Industry CMP Recommendation Add on dips to Time Horizon
Life Insurance Rs. 689.25 Buy at CMP and Add on Dips Rs. 689-642 4 Quarters

SBI Life was established as Joint Venture between State Bank of India and BNPPC (an insurance subsidiary of BNP
_ Paribas) in 2001. In terms of New Business Premium, it is the largest private sector Life Insurance Company in the
country, with a market share of 20%. It has a diversified product mix across individual and group insurance

products, and has a multi-channel distribution network comprising of bancassurance, individual agents, insurance
brokers, direct sales, etc. SBI Life listed on both exchange via IPO on 3™ Oct 2017.

HDFC Scrip Code SBILIF

BSE Code 540719 SBI Life is currently trading at 2.5x P/EV for FY20. We recommend SBI Life a BUY at CMP of Rs. 689 and add on
NSE Code SBILIFE decline of Rs. 642 for the target of Rs. 840 in a years’ time frame.

Bloomberg SBILIFE )

CMP as on 16 Feb 18 | 689.25 Investment Rationale:

Equity Capital (Rs mn) 10000
Face Value (Rs) 10

Equity O/S (mn) 1000 The size of the Indian life insurance sector was 4.2 trn on a total premium basis in FY17, making it the 10th largest
life insurance market in the world and the 5th largest in Asia. The total premium in the Indian life insurance sector
grew at a CAGR of approximately 17% between FYO1l and FY17. Despite this, India continues to be an

Vast Untapped Insurance Market

Market Cap (Rs mn) 6,89,250

Book Value (Rs) 64.2 underpenetrated insurance market with a life insurance penetration of 2.7%, compared to the global median
Avg. 52 Week Vol 1070445 penetration level of 3.5%.

52 Week High 740 At $47 in fiscal 2016, the insurance density in India also remains very low as compared to other developed and
52 Week Low 629 emerging market economies. According to Swiss Re, Economic Research & Consulting “Mortality Protection Gap

Asia-Pacific 2015”, the Protection Gap for India was approximately $8.5 trn as of 2014, which was much higher
compared to its Asian counterparts.

Shareholding Pattern (%)

Promoters 84.1 Favorable Demographics

Institutions 12.5

Non Institutions 3.4 As we see above, India has huge Insurance market but the penetration in the market is very low compared to other

emerging economies. India presents immense opportunities to expand the life insurance business given the
favorable demographics, rising prosperity, rising household income and the increasing awareness of the need for
financial protection.

PCG Risk Rating* Yellow

* Refer Ratina explanation

Growth rate of total premium written by the insurance industry has outpaced the GDP growth rate over the period
of FY2002-FY2016. Going forward also we believe the trend will continue and Insurance industry has a whole will
have tremendous change and SBI Life Insurance is in best place to augur benefit.

FUNDAMENTAL ANALYST
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SBI Life is the largest private
sector Life Insurance Company in
the country, with a market share
of 20% among the private
players.

India has highly underpenetrated
insurance market compared to
other part of the world with a life
insurance penetration of only
2.7%.

India presents immense
opportunities to expand the life
insurance business given the
favorable demographics, rising
prosperity, rising household
income and the increasing
awareness of the need for
financial protection.

SBI Life is uniquely positioned to
tap the vast potential in India's
Life Insurance sector by
harnessing the SBI Group's large
distribution footprint.

SBI Life is currently trading at
2.5x P/EV for FY20. We
recommend SBI Life a BUY at CMP
of Rs. 689 and add on decline of
Rs. 642 for the target of Rs. 840
in a years’ time frame.

SBI Life Insurance Company

Consistent Leadership in the Industry with Strong Brand name

SBI is the largest private sector Life Insurance Company, measured in terms of New Business Premium.
Over the last four years, its New Business Premium has grown at a CAGR of 18.3%, with the market share
amongst private players improving from 16.9% in FY13 to 20% in FY17.

SBI Life has a diversified product mix. The contribution of ULIP/PAR/Non-PAR/Protection/Fund Business is
50/11/2/5/32% respectively. It has a strong individual channel network, with bancassurance and agency
channels contributing 65% and 34% respectively.

SBI Life is uniquely positioned to tap the vast potential in India's Life Insurance sector by harnessing the
SBI Group's large distribution footprint, with more than 24K branches. Further, it has tied up with 17
regional rural banks and other players such as South India Bank and Punjab & Sind Bank. It has benefitted
immensely from the group synergy programme to cross sell financial products. The bancassurance channel
has grown at a CAGR of 46.7% over FY15-17.

Experienced Management Team

Company’s Board consist of many Industry professionals from both SBI and BNPPC. The management team
has extensive experience and know-how in the Indian Life insurance industry. Company’s MD & CEO, Arijit
Basu has 34 years of experience in BFSI segment and has been with SBI since 1983.

Julien Hautiere Rey is the Deputy CEO of the company. Rey has been the Deputy CEO of SBI Life since
October 2016. Prior to joining SBI Life, he was the Chief Finance & Risk officer at BNP Paribas Cardif Russia.

Sangramjit Sarangi is the CFO of the company. He holds chartered Accountant Degree and has 18 years of

experience in MF and Insurance Industry. He has been with SBI Group since 2009.

Healthy financial ratios and Balance sheet

The Company has strong balance sheet with an excellent capital positioning, which leads solvency ratio to
209% compared to the IRDAI-prescribed control level of 150%.

SBI Life has delivered consistence return to its shares holders. It has given average return on equity of
around 20% since last 3 years. It also has decent track record of distributing income in terms of dividend
to its shareholders.
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The 13t month persistency ratio, which has been increasing in recent years, has reached to 81% in FY17,
one of the highest in the Indian life insurance sector. Likewise 615t month persistency ratio, at 67% in FY17,
was also the highest in the Indian life insurance sector.

SBI Life has AUM of around Rs. 977 bn, as of FY17 and it has grown at 16% CAGR in last 5 years. 23% of
this AUM is Equity and talking about geographic distribution SBI Life’s portfolio is far more diversified.

View & Valuation:

SBI Life Insurance is a play on the under-penetrated Life Insurance market, with a strong distribution
footprint of its parent SBI. Given the untapped distribution reach, along with tailwinds towards the
financialisation of savings, we expect 18.9% and 29.5% CAGR growth between FY17-20E in the New
Business Premium and Value of New Business for SBI Life Insurance.

Besides this, in recent Budget Government has proposed to introduce LTCG on Equity and Mutual Fund
investments. So now Investors will be more attracted to unit linked life insurance products (ULIPs) as the
income from this is free in the hand of the investor at the time of withdrawal.

SBI Life is currently trading at 2.5x P/EV for FY20. We recommend SBI Life as a BUY at CMP of Rs. 689 and
add on decline of Rs. 642 for the target of Rs. 840 in a years' time frame.

Risk & Concerns:

» Insurance companies pay a lower corporate tax rate of 14.5%. Any move to increase this to the
normal rate would significantly reduce EV and VNB.

» Change in IRDA norms remain a sector level risk.
» Low share of direct channel is a concern.

» Highly competitive business.
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Life Insurance Industry Penetration (2016)
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Source: Company, HDFC sec Research

LIC Dominates The Industry (New Premium: FY17)
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SBI Life Insurance Company

Total Premium Trend
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Private Players’ Market Share On NBP (FY17)
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Channel Mix (Individual NBP) Persistency Across Buckets Has Improved
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Policyholder AC

Product Mix (APE) AUM Mix
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(Rs mn) | FY17 FY18E| FYI9E|  FY20E Shareholders AC
. (Rs mn) FY17 FY18E FY19E FY20E
Total Premium earned 208,525 257,406 328,608 418,623
- Transfer from policyholders' a/c 6,546 8,993 10,143 13,537
Income from investments and
. 93,624 81,796 98,833 120,874 Investment income 4,016 4,296 5,255 6,403
other income Total i 10,562 13,288 15,399 19,939
Transfer from shareholders AC 627 500 500 500 Eota income ’275 ,206 ’227 '244
Total Income 302,775| 339,702| 427,941| 539,997 Cxpen_zes_ — = = = =
Commission 7,833|  10,709|  13,667| 17,285 Ponft”b“:'on to policyholders' a/c 5 65; = 45; — 54; 5 06;
rofit before tax b ’ , )
Operating expenses 16,465 20,421 25,743 31,962 = 199 3 227 954
Provisions 2,223 2,383 2,502 2,627| L€
PAT 9,460 11,832 13,817 18,115
26,522 33,512 41,912 51,875

Total Expenses

Benefits Paid

Source: Company, HDFC sec Research
95,502 110,094 132,282 161,236

Change in valuation of liabilities

172,410 184,854 241,068 309,966

Total

267,912 294,948 373,350 471,202

Surplus 8,342 11,241 12,679 16,921
Tax 1,798 2,248 2,536 3,384
Net Surplus 6,544 8,993 10,143 13,537
Transfer to shareholders AC 6,546 8,993 10,143 13,537

Source: Company, HDFC sec Research
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Balance Sheet

SBI Life Insurance Company

Key Ratios
msmn)i A RGLEE In % FY17 FY18E FY19E FY20E
Source Premium Growth 33.1 23.4 27.7 27.4
Share capital 10,000 10,000 10,000 10,000 NBP Growth 42.8 13.3 23.2 21.8
Reserve and surplus 44,648 54,246 65,718 81,121 APE Growth 35.3 376 256 23.7
Net worth 54,648 64,246 75,718 91,121 Commissions Growth 9.7 36.7 27.6 26.5
Credit/debit balance in fair value a/c 873 873 873 873 Opex Growth 12.9 24.0 26.1 24.2
Policyholders' a/c 936,732 1,121,586| 1,362,653| 1,672,619 Commissions / premium 3.8 4.2 4.2 4.1
Funds for future appropriation - - - - Opex / premium 7.9 7.9 7.8 7.6
Total Liabilities 992,252 1,186,704 1,439,245| 1,764,613 PAT Growth 10.8 25.1 16.8 31.1
Application RoAA 1.1 1.1 1.1 1.1
Shareholders' Investments 42,955 52,553 64,026 79,428 RoE 18.6 19.9 19.7 21.7
Policyholders' investments 469,617 539,099 657,222 809,105 EPS (Rs) 9.46 11.83 13.82 18.11
Asset to cover linked liabilities 445,730/ 561,103| 684,047 842,130 BV (Rs) 54.6 64.2 75.7 Sil7
Loans 1,782 1,782 1,782 1,782 EV (Rs mn) 165,379 193,986 228,832 270,763
Fixed assets + DTA 5,385 5,385 5,385 5,385 VNB (Rs mn) 10,368 14946| 19,065 23,801
Net current assets 26,783  26,783|  26,783| 26,783 EVOP (Rs mn) 28,874  30,846|  37,195| 44,650
D A - _ - _ ROEV 33.2 18.7 19.2 19.5
Total Assets 992,252| 1,186,704| 1,439,245| 1,764,613 P/E (x) /2.8 38.2 49.9 38
Source: Company, HDFC sec Research P/ABV (x) 12.6 10.7 91 76

P/EV (x) 4.2 3.6 3 2.5

Source: Company, HDFC sec Research
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SBI Life Insurance Company

Rating Chart

R HIGH

E

T

U MEDIUM

R

N LOW

LOW MEDIUM HIGH
RISK

Ratings Explanation:
RATING Risk - Return BEAR CASE BASE CASE BULL CASE

LOW RISK - LOW
RETURN STOCKS

IF RISKS MANIFEST
PRICE CAN FALL
20% OR MORE

IF RISKS MANIFEST
PRICE CAN FALL 15%
& IF INVESTMENT
RATIONALE
FRUCTFIES PRICE
CAN RISE BY 15%

IF INVESTMENT
RATIONALE
FRUCTFIES PRICE
CAN RISE BY 20% OR
MORE

YELLOW

MEDIUM RISK -
HIGH RETURN
STOCKS

IF RISKS MANIFEST
PRICE CAN FALL
35% OR MORE

IF RISKS MANIFEST
PRICE CAN FALL 20%
& IF INVESTMENT
RATIONALE
FRUCTFIES PRICE
CAN RISE BY 30%

IF INVESTMENT
RATIONALE
FRUCTFIES PRICE
CAN RISE BY 35% OR
MORE

HIGH RISK - HIGH
RETURN STOCKS

IF RISKS MANIFEST
PRICE CAN FALL
50% OR MORE

IF RISKS MANIFEST
PRICE CAN FALL 30%
& IF INVESTMENT
RATIONALE
FRUCTFIES PRICE
CAN RISE BY 30%

IF INVESTMENT
RATIONALE
FRUCTFIES PRICE
CAN RISE BY 50%
OR MORE
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Close Price
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Rating Definition:

Buy: Stock is expected to gain by 10% or more in the next 1 Year.

Sell: Stock is expected to decline by 10% or more in the next 1 Year.
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Disclosure:

I, Nisha Sankhala, MBA, 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. HSL has
no material adverse disciplinary history as on the date of publication of this report. 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.

Research Analyst or her relative or HDFC Securities Ltd. does not have any financial interest in the subject company. Also Research Analyst or her relative or HDFC Securities Ltd. or its Associate may have beneficial
ownership of 1% or more in the subject company at the end of the month immediately preceding the date of publication of the Research Report. Further Research Analyst or his relative or HDFC Securities Ltd. or its
associate does not have any material conflict of interest.

Any holding in stock -NO

HDFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INHO00002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is meant for sole use by the recipient and not for circulation. The information and opinions contained herein have been compiled or arrived at, based upon information
obtained in good faith from sources believed to be reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy, completeness or correctness.
All such information and opinions are subject to change without notice. This document is for information purposes only. Descriptions of any company or companies or their securities mentioned herein are not intended to be complete
and this document is not, and should not be construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction
where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject HSL or its affiliates to any registration or licensing requirement within such jurisdiction.

If this report is inadvertently send or has reached any individual in such country, especially, USA, the same may be ignored and brought to the attention of the sender. This document may not be reproduced, distributed or published
for any purposes without prior written approval of HSL.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their value or price, or the income derived from them. In addition, investors in
securities such as ADRs, the values of which are influenced by foreign currencies effectively assume currency risk.

It should not be considered to be taken as an offer to sell or a solicitation to buy any security. HSL may from time to time solicit from, or perform broking, or other services for, any company mentioned in this mail and/or its attachments.
HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in any other
transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies)
or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this report, including but not restricted
to, fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc.

HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in the report, or may make sell or purchase or other deals in these securities
from time to time or may deal in other securities of the companies / organizations described in this report.

HSL 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.
HSL or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from t 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 in the normal course of business.

HSL 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 HSL nor
Research Analysts 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. HSL may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or employee of the subject company. We have not received any
compensation/benefits from the Subject Company or third party in connection with the Research Report.

HDFC securities Limited, | Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp. Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496
5066
Compliance Officer: Binkle R. Oza Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

HDFC Securities Limited, SEBI Reg. No.: NSE-INB/F/E 231109431, BSE-INB/F 011109437, AMFI Reg. No. ARN: 13549, PFRDA Reg. No. POP: 04102015, IRDA Corporate Agent License No.: HDF 2806925/HDF C000222657,
SEBI Research Analyst Reg. No.: INH000002475, CIN - U67120MH2000PLC152193
Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before investing.
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