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Key changes in this note

» We are factoring in ~17.2% CAGR in VNB
over FY23-26F against ~18.5% CAGR
earlier.
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SBI Life Insurance

Rising concerns over growth and margins

= We downgrade SBI Life to HOLD (from ADD) amid rising concerns over the
growth of profitable non-par products and the pressure increasing on margins.
m SBI Life posted VNB of Rs8.7bn (~1% yoy) amid slowing demand for non-par
savings & VNB margin declining qoq to ~28.8% vs. ~30.9% in the last quarter.
= With tax implication for large-ticket premiums, a slowdown likely in savings with
margin pressure. Downgrade the rating to HOLD with a target price of Rs1,400.

Growth losing momentum - slowdown likely

SBI Life Insurance Company (SBI Life) reported ~1% yoy decline in the value of new
business (VNB) to Rs8.7bn whereas annualized premium equivalent (APE) grew by ~4%
yoy to Rs30.3bn in 1QFY24. The trend is witnessing a sequential decline, despite healthy
momentum in ULIP plans, due to the strong undercurrent in capital markets. The company
also lost its market share with the private market share at ~26.8% against ~27.2% during
the last quarter. We remain concerned about the slowing growth trajectory for most insurers
due to tax implementation on maturity for large-ticket premium products. We are factoring
in ~17.2% CAGR in VNB over FY23-26F against ~18.5% CAGR earlier.

Margins may stay under pressure amid a decline in non-par products
We continue to believe that peak VNB margins (>30% in past few quarters) is already
behind us, as ULIP plans are gathering pace as well as some pricing benefits are likely to
be passed on to end-customers via linearity in policy pricing. Though we expect the margin
trend to remain sustainable at ~29% over FY24F-26F amid better pricing, the risk to
margins would be elevated amid a declining share of better-margin products.

Open architecture on commissions may add to margin pressure
State Bank of India or SBI, the parent company, remains a major source of distribution for
SBI Life due to its large reach and pan-India penetration. However, with open architecture
in place for policy distribution, SBI as a bank may command higher commissions which, in
turn, will exert pressure on the margins trajectory of individual products and schemes.
Though the company’s management is confident of no such change in the commission
structure, we will keep a close eye on any such development.

Outlook & valuation

We like SBI Life for its leadership strength, improving margins and superior operating
efficiency. However, we remain concerned about the slowing growth trajectory due to tax
implementation on maturity for large-ticket premium products. We are factoring in ~17.2%
CAGR in VNB over FY23-26F against ~18.5% CAGR earlier. However, we maintain our
VNB margin estimate at ~29% for FY24F-25F. We have downgraded SBI Life’s rating to
HOLD (ADD earlier) with a TP of Rs1,400 or ~2.1x price/EV on FY25F. Upside risks:
Demand improving along with regulatory intervention failing to prevent any sustained
supernormal profits. Downside risk: Credit protect product margins facing the erosion risk.

Financial Summary Mar-21A Mar-22A Mar-23A Mar-24F Mar-25F
Gross Premium (Rsm) 502,542 587,596 673,156 776,351 900,708
Investment And Other Income (Rsm) (4,859) (3,274) (7,346) (8,883) (10,491)
Net Premium (Rsm) 497,683 584,323 665,810 767,468 890,217
Net Profit (Rsm) 15,845 14,562 13,311 28,823 34,106
Core EPS (Rs) 17.13 20.10 5.30 21.14 26.31
Core EPS Growth (32.7%) 17.3% (73.6%) 298.5% 24.5%
FD Core P/E (x) 17.13 20.10 5.30 21.14 26.31
PINB (x) 0.00 0.00 0.00 0.00 0.00
DPS (Rs) 2.50 2.50 2.50 2.50 2.50
Dividend Yield 0.153% 0.153% 0.153% 0.153% 0.153%
PIEV (x) 0.00 0.00 0.00 0.00 0.00
P/BV (x) 12.51 11.77 10.06 7.97 6.42
ROE 3.8% 3.7% 0.8% 2.9% 3.2%

% Change In Core EPS Estimates
InCred Research/Consensus EPS (x)
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Figure 1: Quarterly results summary

Rsm 1QFY22 2QFY22 3QFY22 4QFY22 1QFY23 2QFY23 3QFY23 4QFY23 1QFY24 YoY(%) QoQ(%)
New business premium 33,449 69,436 85,029 66,660 55,914 74,971 84,236 80,766 62,071 11.0% -23.1%
APE 15,987 39,431 45,165 42,417 29,000 38,834 53,920 46,346 30,300 4.5% -34.6%
Value of new business 3,800 10,000 11,500 11,737 8,800 12,400 15,100 14,298 8,700 -1.1%  -39.2%
VNB margin % 23.7% 25.4% 25.5% 27.7% 30.3% 31.9% 28.0% 30.9% 28.8%

Opex ratio % 7.4% 5.1% 4.4% 5.2% 6.8% 5.2% 4.8% 5.1% 7.2%
Profit 2,232 2,466 3,641 6,722 3,641 3,767 3,041 7,769 3,810 47%  -51.0%
SOURCE: INCRED RESEARCH, COMPANY REPORTS

Figure 2: Our revised earnings estimates

Particulars (Rs bn) . FY24.F . . FY25.F - : FlANE : :
Earlier Revised Variance Earlier Revised Variance Earlier Revised Variance

VNB 57.9 58.2 0.5% 67.0 67.3 0.5% 76.3 76.7 0.5%

VNB Margins % 29.4% 29.5% 29.3% 29.5% 29.3% 29.4%

APE 196.1 197.1 0.5% 227.4 228.5 0.5% 259.2 260.5 0.5%

Profit 36.3 36.5 0.5% 41.7 41.9 0.5% 20.1 20.2 0.5%

EV 558.2 561.0 0.5% 661.8 665.1 0.5% 781.9 785.8 0.5%

SOURCE: INCRED RESEARCH, COMPANY REPORTS
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BY THE NUMBERS

Profit & Loss

(Rsm)

Revenue

Total Claims and Changes in Reserves
Acqg. Costs/Other Underwriting Exp.
Total Underwriting Result
Investment Income on Tech Reserve
Insurance Profit / (Loss)

Total Other Technical Income

Total Other Revenues

Total Operating Costs

Other Technical Income / (Loss)
Depreciation And Amortisation
Operating Profit

Pretax Income/(Loss) from Assoc.
Post-Tax Oper. Earnings - Life/Other Biz
Head Office Costs

Non-Operating Income/(Expense)
Net Interest Income

Investment Income on Shareholders
Fund

Other Income

Exceptional Items

Pre-tax Profit

Taxation

Consolidation Adjustments & Others
Exceptional Income - post-tax
Profit After Tax

Minority Interests

Preferred Dividends

Special Dividends

FX Gain/(Loss) - post tax

Other Adjustments - post-tax

Net Profit

Mar-21A
497,683

497,683
497,683

323,166

(976)

(1,287)

6,948
(63)
(8,248)

16,711

(866)

15,845

15,845

Mar-22A
584,323

584,323
584,323

236,128

(1,262)

(5,540)

7,610
(356)
(9,822)

13,868
693

14,562

14,562

Mar-23A
665,810

665,810
665,810

133,100

(1,474)

8,006

8,757
(410)
(17,075)

10,954
2,356

13,311

13,311

Mar-24F
767,468

767,468
767,468

302,642

(1,905)

7,685

10,504
@71)
(6,830)

29,688

(865)

28,823

28,823

Mar-25F
890,217

890,217
890,217

356,453

(2,045)

7,792

12,600
(542)
(2,732)

36,624

(2,518)

34,106

34,106

Operating Ratios

(Rsm)

Premium Retention Ratio (life & Health)
Benefits Ratio (life & Health)

Acquisition Expense Ratio (life & Health)
Admin Expense Ratio (life & Health)
Total Expense Ratio (life & Health)
Policyholder Dividends Ratio (life &
Health)

Combined Underwriting Ratio (life &
Health)

Underwriting Profit Margin (life & Health)
Operating Profit Margin (life & Health)

Mar-21A
99.0%

100.0%

Mar-22A
99.4%

100.0%

Mar-23A
98.9%

100.0%

Mar-24F
98.9%

100.0%

Mar-25F
98.8%

100.0%
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BY THE NUMBERS...cont’d

Balance Sheet

(Rsm) Mar-21A Mar-22A Mar-23A Mar-24F Mar-25F
Fixed Assets 5,654 5,654 5,654 5,654 5,654
Intangible Assets
Other Long Term Assets
Total Non-current Assets
Total Cash And Equivalents
Trade Debtors
Other Current Assets 29,124 (3,292) (40,401) (66,128) (91,528)
Total Current Assets 32,705 289 (36,820) (62,547) (87,947)
Creditors - Direct & Reinsurance
Business
Provision For Claims Outstanding
Other Current Liabilities
Total Current Liabilities
Total Long-term Debt
Hybrid Debt - Debt Component
Other Liabilities
Total Non-current Liabilities 1,170,573 1,408,544 1,679,453 2,006,468 2,400,315
Total Technical & Other Provisions 951,343 1,116,386 1,315,453 1,559,787 1,858,442
Total Liabilities 2,121,916 2,524,930 2,994,907 3,566,255 4,258,757
Shareholders Equity 104,004 110,526 129,343 163,350 202,748
Minority Interests
Total Equity 104,004 110,526 129,343 163,350 202,748
Life Embedded Value
Key Ratios

Mar-21A Mar-22A Mar-23A Mar-24F Mar-25F
Net Premium Growth 23.4% 17.4% 13.9% 15.3% 16.0%
Operating Profit Growth (Life & Health) 23.4% 17.4% 13.9% 15.3% 16.0%
Value Of New Life Business Growth
(after-tax)
Life Embedded Value Growth
Pre-tax Margin 3.36% 2.37% 1.65% 3.87% 4.11%
Net Profit Margin 3.18% 2.49% 2.00% 3.76% 3.83%
Effective Tax Rate 5.18% 2.91% 6.88%
Net Dividend Payout Ratio 12.6% 13.6% 14.9% 6.9% 5.8%

Return On Average Assets
Net Gearing

Financial Leverage

Equity / Assets
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trademark for use in this report.

The term “IRSPL” shall, unless the context otherwise requires, mean IRSPL and its affiliates, subsidiaries and related companies. This report is not
directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication,
availability or use would be contrary to law, regulation or which would subject IRSPL and its affiliates/group companies to registration or licensing
requirements within such jurisdictions.

This report is being supplied to you strictly on the basis that it will remain confidential. No part of this report may be (i) copied, photocopied, duplicated,
stored or reproduced in any form by any means; or (i) redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any
purpose without the prior written consent of IRSPL.

The information contained in this report is prepared from data believed to be correct and reliable at the time of issue of this report.

IRSPL is not required to issue regular reports on the subject matter of this report at any frequency and it may cease to do so or change the periodicity
of reports at any time. IRSPL is not under any obligation to update this report in the event of a material change to the information contained in this
report. IRSPL has not any and will not accept any, obligation to (i) check or ensure that the contents of this report remain current, reliable or relevant;
(i) ensure that the content of this report constitutes all the information a prospective investor may require; (iii) ensure the adequacy, accuracy,
completeness, reliability or fairness of any views, opinions and information, and accordingly, IRSPL and its affiliates/group companies (and their
respective directors, associates, connected persons and/or employees) shall not be liable in any manner whatsoever for any consequences (including
but not limited to any direct, indirect or consequential losses, loss of profits and damages) of any reliance thereon or usage thereof.

Unless otherwise specified, this report is based upon reasonable sources. Such sources will, unless otherwise specified, for market data, be market
data and prices available from the main stock exchange or market where the relevant security is listed, or, where appropriate, any other market.
Information on the accounts and business of company(ies) will generally be based on published statements of the company(ies), information
disseminated by regulatory information services, other publicly available information and information resulting from our research. Whilst every effort is
made to ensure that statements of facts made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other
subjective judgments contained in this report are based on assumptions considered to be reasonable as of the date of the document in which they are
contained and must not be construed as a representation that the matters referred to therein will occur. Past performance is not a reliable indicator of
future performance. The value of investments may go down as well as up and those investing may, depending on the investments in question, lose
more than the initial investment. No report shall constitute an offer or an invitation by or on behalf of IRSPL and its affiliates/group companies to any
person to buy or sell any investments.

The opinions expressed are based on information which are believed to be accurate and complete and obtained through reliable public or other non-
confidential sources at the time made. (Information barriers and other arrangements may be established where necessary to prevent conflicts of
interests arising. However, the analyst(s) may receive compensation that is based on his/their coverage of company(ies) in the performance of his/their
duties or the performance of his/their recommendations. In reviewing this report, an investor should be aware that any or all of the foregoing, among
other things, may give rise to real or potential conflicts of interest. Additional information is, subject to the duties of confidentiality, available on request.
The report is not a “prospectus” as defined under Indian Law, including the Companies Act, 2013, and is not, and shall not be, approved by, or filed or
registered with, any Indian regulator, including any Registrar of Companies in India, SEBI, any Indian stock exchange, or the Reserve Bank of India.
No offer, or invitation to offer, or solicitation of subscription with respect to any such securities listed or proposed to be listed in India is being made, or
intended to be made, to the public, or to any member or section of the public in India, through or pursuant to this report.

The research analysts, strategists or economists principally responsible for the preparation of this research report are segregated from the other
activities of IRSPL. Information barriers and other arrangements have been established, as required, to prevent any conflicts of interests.

The research analysts, strategists or economists principally responsible for the preparation of this research report are segregated from the other
activities of IRSPL. Information barriers and other arrangements have been established, as required, to prevent any conflicts of interests.

IRSPL may have issued other reports (based on technical analysis, event specific, short term views etc.) that are inconsistent with and reach different
conclusion from the information presented in this report.
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