ICICI Lombard General Insurance (ciLom)

CMP: %1333

Target: ¥ 1550 (16%)

Target Period: 12 months
April 22, 2022

Sustained market share recovery remains key...

About the stock: ICICI Lombard is among the leading multi-line players in the
general insurance space with ~8.1% market share on an overall basis.

e The motor segment is a key contributor and forms 46% of total premium

e The general insurer is among the most profitable and consistent in terms of
return ratios with RoE of ~16-20% for a sustainable period

Q4FY22 Results: ICICI Lombard reported a mixed performance.
e  Gross direct premium growth was 4.5% QoQ to T 5000 crore

e Commissions declined 21% QoQ to % 160 crore while claims increased 4%
sequentially to ¥ 2389 crore

e Combined ratio fell 130 bps QoQ to 103.2%; underwriting loss at ¥ 309 crore
e Overall PAT came in at% 312 crore, down 9.6% YoY and 1.6% QoQ

What should investors do? Since our initiation in March 2022, the stock has
moved up by just over 10%. We believe long term sustainable growth opportunity
and market leadership along with focus on digital adoption provides a good
opportunity to invest.

e We maintain our BUY rating on the stock

Target Price and Valuation: We continue to value ICICI Lombard at 3x FY24E
premium (50% weight), 1.5x FY24E float (50% weight) and maintain our target price
of ¥ 1550 per share.

Key triggers for future price performance:
e Indian non-life insurance is highly under penetrated
e  Shift in focus towards market share; open to lower RoE
o Combined ratio to take precedence on loss ratio in business selection

e Investment in digital and agency channel to aid distribution strength and
business growth

Alternate Stock Idea: Apart from ICICI Lombard, we like Star Health Insurance.

e Market leader in the retail health insurance segment with 33%+ market
share, as of March 2022

e BUY with a target price of ¥ 800

Key Financial Summary

T crore FY19 FY20  Fy21  FY22 (?‘F;(f;'gf(\f;
Gross direct premium income 14488.2 13312.8 14003.1 18525.5 8.5
Adjusted net profit 1049.3 1193.7 1473.1 1273.2 6.7
Networth 5320.5 6134.2 74355 9111.3 19.6
BVPS (Rs) 1171 135.0 163.6 185.6

EPS (Rs) 23.1 26.3 32.4 25.9

P/BV (x) 11.4 9.9 8.1 71

P/E (x) 57.7 50.8 41.1 50.5

RoE (%) 19.2 21.0 21.3 14.5

P/Float 2.7 2.3 2.0 1.7

P/GWP 4.1 4.5 4.2 3.5
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Key takeaways of recent quarter & conference call highlights

Q4FY22 Results: Mixed overall performance

e ICICI Lombard posted a mixed set of Q4FY22 numbers with gross direct
premium growth of 4.5% QoQ to ¥ 5000 crore while net written premium
came in at ¥ 3973 crore, up 8.7% YoY. However, net earned premium was
flattish on a sequential basis at 0.2% QoQ to ¥ 3317 crore, indicating mostly
premiums were written during the end of the quarter. Income from
investment was largely in-line with our estimates at ~ ¥ 540 crore

e Expenses were kept under control as commissions declined 21% QoQ to
% 160 crore but claims increased 4% sequentially to ¥ 2389 crore. The
company, thus, posted underwriting loss of ¥ 309 crore vs. loss of ¥ 269
crore QoQ. Combined ratio fell 130 bps QoQ to 103.2%. The management
believes this ratio will decline further but be 100+ in the next two years

e Motor segment continues to comprise a major part of premium collection
and forms 45% of the same compared to 44% in the previous quarter at
% 2250 crore (calculated) while health segment now comprises 22% of total
premium compared to similar levels sequentially and was up 7% QoQ. The
contribution of motor third party (TP) growth from CV segment is slightly
higher this year. Within health segment retail was up 1% QoQ while in the
corporate segment premium growth was up 10% QoQ. The company
expects market share in private car segment to catch up soon

e On an aggregate basis, due to higher claims ratio at 72% vs. 69.5% in the
previous quarter and lower earned premiums due to writing at the fag end
of the quarter, overall profit for the quarter came in at ¥ 312 crore against an
expectation of ¥ 440 crore and was below our estimates. Solvency ratio for
the company was steady on an overall basis at 2.5x

Q4FY22 Earnings Conference Call highlights

e  The company has grown in line with the market growth of 12.7% (excluding
crop and mass health) vs. lower growth witnessed till 9MFY22

e  Out of 1000 retail health agency managers, the company has on-boarded
750 while for the balance 250, offers have been made

e The revenue and operational synergy plans are on track. Investments made
during the year in distribution and technology are showing results. It is
expected to continue to sustain the growth momentum

e Aims to continue its expansion across distribution, digital, technology and
claims service for which it has planned additional investments of ¥ 100 crore
to ¥ 150 crore

e Commercial lines experienced robust growth, driven by 17.8% uptick in
SME segment

e The successful integration of the demerged business of Bharti Axa led to
optimisation of organisation structure, rationalisation of offices, efficiencies
in claim settlement practices and technology applications. This will result in
annualised synergy benefits of ¥ 200 crore of which ¥ 70 crore has been
realised in FY22

e Combined ratio declined 130 bps QoQ to 103.2%. The management
believes this ratio will decline further but be 100% + in next two years

e The management expects market share in the private car segment to
improve ahead

e New banca partners (from Bharati Axa merger) are focusing on SME and
motor segment

Peer comparison

Exhibit 3: Peer Comparison

A CMP M Cap EPS R) PE(x) P/ABV {x) RoA (%) RoE (%)

R TPR) Rating (Bn) FYZ2 FYZE FY2E FY22 FYE FY2ME FYZ2 FYZ3E FYZE FY22 FYZ3E FYZ24E FY22 FYZSE  FYZ4E
SBILife Insurance 145 1400 Buy 145 55 175 235 2068 654 487 29 25 21 04 06 07 53 156 183
Star Health 681 800 Bw 391 210 102 165 324 666 414 92 78 63 172 83 1381 218 N5 148
[CICI Lombard 1333 1550 Buy 687 264 324 306 51 42 B4 74 65 56 125 134 141 143 148 157

Source: Company, ICICI Direct Research
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Exhibit 4: Variance Analysis

Results Summary (% cr)
Policyholders' Account
Gross premium written

New premium written

Premium Eamed (Net)

Income from investments (net)
Otherincome

Total income

Commission

Opex relating to insurance business
Incurred claims

Total expenses

Underwriting profit/ (loss)
Operating profit/ (loss)
Shareholders' Account
Income in shareholder's account
Total Expenses

Profit before taxes

Provision for taxes

Profit after tax

Analytical ratios (reported)
Solvency ratio

Claim ratio

Expense ratio

Net retention ratio

Combined ratio

Q4FY22 Q4FY22E Q4FY21 YoY %
5000.7 4929.7 3559.9  40.5
3973.4 37920 27648 43.7
3317.8 36115 2616.2 26.8
538.4 5417  419.8  28.2
780.2 10.0 453.4 721

4636.3 4163.2 3489.4 32.9
160.1  208.6 109.8 458
1077.4 1137.6 722.8 49.1
2389.3 2389.0 18749 27.4

3626.8 3735.2 2707.5 34.0
-309.0 -123.7 913 2385
1009.6 428.0 781.9 29.1

Q4FY22 Q4FY22E Q4FY21 "YoY %
11746 6056 9207 276
764.1 19.0 4706  62.4
410.5 586.6 450.1 -8.8
97.9 1467 1044 6.2
312.5 440.0 345.7 -9.6

Q4FY22 Q4FY22E Q4FY21 YoY %
2.46 0.0 2.9  -44 bps
72.01 66.2 717 35bps
31.50 0.0 29.8 170 bps
79.50 0.0 77.7 180 bps
103.20 0.0 101.8 140 bps

Q3FY21

4786.1
3655.1
3311.9
532.2
10.0
3854.1
202.7
1074.9
2303.5
3581.1
-269.2
2731
Q3FY21
438.1
171
420.9
103.4

317.5

Q3FY21
2.45
69.55
31.50
76.40
104.50

QoQ % Comments
4.5 Growth largely driven by health segment
8.7
0.2 Higher business written in March
1.2
7678.6  Due to contribution from shareholders fund
20.3
-21.0  Lower commissions due to direct business
0.2
3.7
1.3
14.8  Underwriting loss as combined ratio at 103%
269.7
" 000 %
168.1
4363.3
-2.5
5.3
PAT below expectation due to elevated
-1.6 .
business at fag end of month
Qo0 %
1bps Among bestin industry
246 bps Increased claims in motor third party and crop
0 bps
310 bps Better retention led to improved NWP growth
-130 bps

Source: Company, ICICI Direct Research

Exhibit 5: Change in estimates

(X Crore)

GDPI

Claims
Underwriting P/L
PAT

Combined ratio %

oid
20,605
10,261
2,296.7
1,724
102.5

FY23E
New
20,592
10,245
2,181.9
1,591
102.4

% Change
0.1

-0.2

-5.0

-1.7

-10 bps

oid
23,960
1,721
2,792.6
2,1
100.6

FY24E
New % Change
23,979 0.1
11,708 -0.1
2,673.2 -4.3
1,940 -8.1
100.5 -11 bps

Source: Company, ICICI Direct Research

Exhibit 6: Assumption

(X Crore)

GDPI growth %
Claims ratio %
Combined ratio %
Yield on Investment %

Solvency (x)

Current

FY23E
14.2
59.5

102.4
8.5
3.1

FY24E
16.5
58.5

100.5
8.4
3.1

Earl
FY23E
14.1
59.5
102.5
8.7
3.1

ier

FY24E
16.3
58.5

100.6
8.5
3.1

Source: Company, ICICI Direct Research

ICICI Securities |Retail Research

w



ﬂ Result Update | ICICI Lombard General Insurance Company ICICI Direct Research

Financial summary

Exhibit 44: Policy holder’s Account
(Year-end March) FY20 FY21 FY22 FY23E  FY24E  (Year-end March) FY20 FY21 FY22 FY23E  FY24E
Gross direct premium income ~ 13312.8 14003.1 18525.5 20591.5 23979.2 Operating profit/(Loss) 1544.0 19554  1796.8 21819  2673.2
Net Eamed Premium 9403.5 10014.0 13456.7 14064.4 16296.2 Income from Investments 464.4 504.6 703.2 761.0 978.4
Investr.nent income 1649.2 21474 22908 28355  3155.7 Other income - misc income 156 124 30 124 124
s Gants w08 surs s e T a0 ams B0 23 g
Commission 3640 600.9 628.1 7925 905.0 Total Expenses 321.2 5185  816.6  828.2 1035.2
Operating expense 292931 27342 39106 36807 41659  rrofitBefore Tax 1696.8 19540 1686.4 21272  2628.7
Total expense 9508.7 10205.9 14300.4 147180 16778.8  Tax 503.1 4809  M132 5361 6887
Operating profit/(loss) 15440 19554 17965 2181.9  2673.2  Profit After Tax 1193.7 14731 12732 15911 1940.0
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research

(Year-end March) FY20 FY21 FY22 FY23E FY24E  (Year-end March) FY20 FY21 FY22 FY23E  FY24E

Shareholders' Funds Growth Ratios (%)

Share capita 1545 1546 490.9 4905 4905 Gross Dir.ect Premium Income -8.1 5.2 32.3 14.2 16.5

Reserve and surplus 56708 6980.0 86204 100994 117290 | Fremium Income 123 65 %4 126 189

Fair Value change 4286 6805 3593 Q071 10570  pering Expenses 1.3 L

Bormowings 4850  485.0 2550  407.4  488.9 PAT 138 234 136 229 219

BVPS 15.3 21.2 15.1 14.6 15.4

Total 6190.6 8601.0 9725.6 11904.4 13765.4 EPS 137 234 200 229 219

Application of funds Profitability Ratios (%)

Investments Yield on Investment 8.7 9.3 9.5 8.5 8.4
Shareholders' 58506 74357  8917.9 107743 12390.4  Claimsratio 54.5 658  61.0 595 585
Policyholders' 204672 234565 29868.4 34579.6 40458.1 ~ Commission To NEP 39 6.0 5.5 56 56

Fixed assets 6766 6268 5775 6458  665.1  OpextoNEP 44 213 300 262 256

Defered tax asset 306.3 3499 3457 3499 3499  Combined Ratio 100.4 998 1088 1024 1005

Cument assets Balance Sheet Ratios (%)

Cash and bank balances 326 2216 246.4 10022 2291.0  ROE 21.0 213 145 148 15.7
Advances and other assets 9699.8 7201.3 10827.9 10295.8 11869.7 Investment Leverage 4.2 4.1 4.2 4.2 4.3

Current liabilities 24979.8 24099.5 33003.4 36755.9 43642.1 Solvency Ratio (x) 2.2 2.9 25 3.1 3.1

Provisions 5871.7 65974  8054.6 8987.2 10616.8  Valuation Ratio

Total 6190.6 8601.0 97256 119044 13765.4 PB 9.9 8.1 71 6.2 54

Source: Company, ICICI Direct Research

PE 50.8 4.1 50.5 4.1 33.7
PAloat 2.3 2.0 1.7 1.4 1.2
P/GWP 45 4.2 35 3.1 2.1

Source: Company, ICICI Direct Research

ICICI Securities |Retail Research 4



ﬂ Result Update | ICICI Lombard General Insurance Company ICICI Direct Research

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%
ICICI direct u,\x::} INO 1 ‘
In.cu«vvrvu'o‘::rul Fingertips | BHQE{ER \ ;
ICICI Securities Ltd. A5 sTaRMminE | ‘
‘ @l‘;‘awst»\-.wa'd 2012 A/
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

I/We, Kajal Gandhi, CA, Vishal Narnolia, MBA, Sameer Sawant, MBA, 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 — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock
broker. 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.

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. Kajal Gandhi, Analyst of this report holds 195 shares in her family account.

Recommendation in reporls 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

Our proprietary trading and investment busil may make i 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 di d to all the ct
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 smtable 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 ise of independ: | 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.
Neither the Research Analysts nor ICICI Securities 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 ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or
use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in
all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.
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