
Our Large Rhino for the month of August 2019 is HDFC Life Insurance. It is a leading long-term life insurance solutions provider in 
India, offering a range of individual and group insurance solutions that meet various customer needs such as protection, pension, 
savings, investment, annuity and health. As on March 31, 2019, the company had 38 individual and 11 group products in its portfolio, 
along with 8 optional rider benefits. HDFC Life has a wide reach with 414 branches and additional distribution touch points through 
several new tie-ups and partnerships. The company also has a strong base of financial consultants. The company is a joint venture 
between HDFC Ltd and Standard Life Aberdeen. As on June 30, 2019, HDFC Ltd. holds 51.48 per cent and Standard Life holds 23.02 
per cent equity stake in HDFC Life. Notably, as on FY19, the company’s AUMs stood strong at Rs 125,552 crore.

Robust bancassurance channels to fuel growth engine
To become a successful player in the Indian insurance industry a strong bancassurance channel is considered a must. Bancassurance 
network has been gaining strong momentum over the past few years and have outperformed industry growth to gain market share. 
Bancassurance is a partnership between a bank and an insurance company. With this arrangement, the insurance companies benefit 
as they can reach the bank’s client base to sell their products. They earn additional revenues without having to build a sales force or 
paying commissions to brokers. HDFC is one the few private players which has around more than 230 partners spread across banks, 
NBFCs and SFBs. In terms of distribution mix, in FY19, bancassurance contributed nearly 64 per cent, followed by 19 per cent from 
direct and 13 per cent from agents. Besides, looking at the current market situation, most of the bancassurance channels are already 
availed by the existing players which act as sort of entry barriers to the new players. Thus, we believe players like HDFC Life insurance 
would continue to grow faster due to its strong positioning in the bancassurance space.

Favourable macro factors
India, as compared with other countries, remains much under-insured, both in terms of penetration and density. Life insurance 
penetration in countries like Taiwan, Hong Kong, Singapore and Japan is 17.5 per cent, 16.8 per cent, 6.2 per cent and 6.7 per cent, 
respectively. But, India’s life insurance penetration in 2018 was 2.7 per cent and life insurance density in India too remains low, 
which provides enormous opportunities for life insurance players in India. Further, India’s insurable population is expected to reach 
75 crore by 2020, which further provides fuel for insurance companies to keep their growth engine running. 52 per cent of elderly 
population in both urban and rural areas are fully dependent on others, while 41.5 per cent of elderly males with age of more than 
65 are working to meet their retirement needs. Increased life expectancy along with favourable regulatory and government policies 
too would act as growth drivers for life insurers. In the life insurance space, the top four private players including HDFC Life have 
been gaining market share from the LIC. LIC’s share of 75 per cent (in terms of new business premium) in FY14 was reduced to 70 per 
cent in FY18, while market share of top four private life insurers improved to 18 per cent from 13 per cent during the same period.

Better product mix to boost profitability
The company’s share of high margin protection in new business premium was a significant 26 per cent in Q1FY20. This is far ahead 
as compared to other players in the industry. This large contribution from protection can be attributed to the company’s strong 
presence in the bancassurance network, which help it to sell credit life products. Consequently, HDFC Life commands higher value of 
new business (VNB) margin of around 29.8 per cent as on Q1FY20. Going forward, the company’s strong network channel and focus 
on high margin protection business is likely to help HDFC Life to report better product mix and improvement in profitability. HDFC 
Life is the leader in the top private insurance players in India with a market share of around 20.7 per cent in FY19, an increase from 
19.1 per cent in FY18. The share of ULIPs in individual APE (annual premium equivalent) during the quarter declined sharply to 26 per 
cent from 54 per cent in Q1FY19, while the composition of non-par savings business increased sharply to 63 per cent vs 11 per cent in 
Q1FY19, led by robust growth in annuity business. The overall focus on annuity/protection is likely to aid in better product mix, which 
in turn would boost company’s profitability.
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Financial
In the first quarter of FY20, the company reported strong set of numbers. Its gross premium income grew more than 29 per cent 
yoy owing to 46.6 per cent yoy growth in new business premium. The value of new business (VNB), which is the profitability of new 
business underwritten during the period, more than doubled to Rs. 509 crore from Rs. 250 crore in the corresponding quarter of the 
previous year. Also, its VNB margin grew to 29.8 per cent from 24.2 per cent in Q1FY19. HDFC Life’s embedded value (EV), which is the 
present value of the future profits plus adjusted net asset value, grew 23 per cent yoy to Rs. 19,230 crore. Its PAT during the quarter 
increased 11.7 per cent yoy to Rs. 425 crore.

Valuation and outlook
The company’s focus on multi-channel approach along with innovative products and use of digital platform provides strong growth 
opportunity, while its focus on high margin protection products would boost the company’s profitability further in the coming years. 
In terms of valuation, the stock of HDFC Life is currently available at 5.3x on the current embedded value. The company’s solvency 
ratio has improved to 1.93x from 1.88x in the previous quarter and 13-month/61-month persistency ratio (indicates the stickiness 
of premiums) too improved to 88 per cent/54 per cent from 87 per cent/50 per cent in Q1FY19. The company enjoys highest ROE of 
24.6 per cent amongst the listed insurance players. We believe the company’s strong presence across various channels, leadership 
position in new business and strong VNB margins coupled with innovative product making ability justify the company’s premium 
valuation. Owing to all these factors, we recommend a BUY on the stock. We believe the stock has the potential to reach the mark of 
Rs. 640, representing a possible return of around 20 per cent.

Quarter On Quarter (Standalone) (Rs in Crore)
Particulars 201906 201903 Q on Q Var% 201806 Y on Y Var%

Net Sales 6451.16 10247.50 -37.05 5001.28 28.99

Total Expenditure 8191.81 14024.14 -41.59 6530.31 25.44

PAT 424.62 364.01 16.65 380.17 11.69

PBIDTM% 6.85 5.22 31.23 8.30 -17.47

PATM% 6.58 3.55 85.35 7.60 -13.42

Adj. EPS(Rs) 2.10 1.80 16.67 1.89 11.11

**Track calls using our new investor app


