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Indian Health Insurance

Strong growth in Health premium — Highar claims drive a rise in pricing across product categories

driven by increased awareness on

back of COVID
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Demand for Health Insurance remained strong in FY22, with an overall growth of 25%.
This was on top of a strong base in FY21, where the growth in premium stood at 13%.
Retail Health premiums grew by 16.5%/29% in FY22/FY21 and now constitute 45% of
the overall Health business. Group Health premium during the same period grew by
31% and 8% respectively.

The impact of the second and third COVID waves led to a significant jump in claim
ratios in FY22. Also, the severity of non-COVID claims has been higher in FY22. PSU
insurers have been the worst hit, followed by private multi-line and standalone Health
insurers (SAHIs).

COVID-related claims accounted for 6% of the total number of Health claims paid out
in FY21. It is expected to constitute 11-12% of the total number of Health claims paid
out in FY22 (as per ICRA).

Medical inflation has been northbound. Among Asian countries, India had seen the
highest medical inflation rate in 2021 of 14%, followed by China (12%), Indonesia
(10%), Vietnam (10%), and the Philippines (9%).

Elevated loss ratios along with medical inflation have driven Insurance companies to
raise prices of both Retail and Group Health plans. While new customers have been
impacted by higher prices, existing customers have seen a double-whammy of age-
related increases as well as price hikes.

Retail Health schemes across age categories witnessed a price hike in FY22. However,
the quantum of hike has been lower than that witnessed by Term Protection. With the
expectations of no further COVID waves, industry players expect the pricing to remain
stable.

Empirically, the combined ratio for Group Insurance has always been at the higher
end, given the competitive intensity. The onset of the pandemic worsened this trend
and significant price hikes have been taken at the time of renewal.

We expect Health claims for the industry to settle down to pre-COVID levels. In fact, as
per the management of STAR, claims ratio in April’22 was at 64% as compared to 87%
in FY22,

We expect the overall Health industry to continue to outpace growth in the General
insurance industry. STAR, with 16%/33% market share in the Health/Retail Health
industry is well-positioned to benefit from this growth story. Given the strong earnings
growth prospects and healthy RoE profile (15-17%), we maintain our Buy rating with a
TP of INR800/share.

Growth in Retail Health Insurance trajectory to continue; pricing to remain
stable, except in case of any further COVID waves

With only 3.5% of the population covered under Retail Health Insurance plans,
the Retail Health segment in India remaining highly underpenetrated. The past
two years has established the need for buying a Health Insurance policy among
individuals as well as for increasing the sum assured.

However, the industry saw a sharp surge in claims during the first COVID wave,
owing to the higher severity of claims. Although the severity of claims reduced
by ~24% during the second COVID wave, the increased frequency of claims
offset this benefit. The impact of the third COVID wave remained limited, with a
lower number of hospitalized cases compared to the second COVID wave, but
higher non-COVID claims continued to hit the industry.
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Taking into account the claim experience, increased inclusions, and higher
medical cost post the first COVID wave, most insurers revised their product
pricing upwards, especially in the case of older age groups. There have been
further price hikes of ~2% on an average to INR25,649 in 1QCY22, after five
consecutive quarters of stable pricing, as per the Health Insurance price index
created by the web aggregator PolicyX.

While new customers have been impacted by higher prices, existing customers
have seen a double-whammy of age-related increases as well as price hikes.

Group Health — Sustained demand momentum, policies become
increasingly dearer

While new customers have been impacted by higher prices, existing customers
have seen a double-whammy of age-related increases as well as price hikes.
The growth in Group Health premium was relatively muted at 8% in FY21 as
corporates were grappling with the impact of the lockdowns on their business.
FY22 witnessed a strong growth (31%), led by an overall economic recovery.
With the COVID impact playing out, the pricing of employer-employee health
plans has seen an increase. Media interviews suggest Group premium price
hikes between 5% and 40%, with a median increase of 10%. The management of
ICICIGI had indicated a price hike in the 15-20% range during renewals in FY22.
The key factors driving the price hikes are medical inflation, adverse
underwriting experience, and higher demand from smaller corporates as
employers realize the need to offer protection to employees.

Reiterate our positive stance on STAR, expect a strong performance in line
with the growth in the Health industry and maintaining of its pole position
STAR offers a unique proposition to play the fastest growing Health segment in the

General Insurance space. Given its market leadership in the Retail Health business,

strong earnings growth prospects (over 25% CAGR), limited cyclicality risk
(Commercial lines and Motor Insurance have high cyclicality), and healthy RoE

profile (15-17% over the medium term), we believe the stock deserves a premium.
We maintain our BUY rating on the stock with a TP of INR80O (based on 42x FY24E
P/E).

4 May 2022



MoTiLAL OSWAL

Sector Update | Financials

Expert comments

“We are not even planning an immediate price increase in the Retail Health
portfolio because these are one-off episodes and will not sustain. What we do,
however, worry about is medical inflation and there is a need for more
discipline in terms of pricing and because there is an affordability factor.
Insurance providers should not inflate the cost of healthcare. If that happens,
then in the future we may have to increase prices.”

Mr. Bhargav Dasgupta, MD & CEO, ICICI Lombard

“Rising Insurance claims could potentially lead to higher premiums, tighter
underwriting practices, or policy exclusions. To address the root cause of rising
medical claims and the impact of non-communicable diseases on employees in
India, benefit plans need to integrate outpatient department treatments,
critical illness coverage, and wellness programs to support colleagues in a
more holistic manner.”
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Mr. Prawal Kalita, Mercer Marsh Benefits Leader, Marsh India —

“Group Health Insurance is seeing a 5-60% increase in premiums, with a median rise
of 10%. The main reason for this is medical inflation, losses incurred by insurers in
CY21 due to the second COVID wave, and demand from organizations to cover
modern treatments. Some insurers chose not to hike v/s aggressive hikes by others.
In CY22, the price hikes have been more uniform across insurers.”

Mr. Abhishek Poddar, co-founder and CEO, Plum — an employee Health
Insurance platform providing health benefits to corporations

“In the first year of the pandemic, we saw a spike due to COVID-related health
claims. In the subsequent year, the price was more or less adjusted for the
payment of pandemic-related claims. In CY22, the pandemic claims are being
discounted for determining Group Health policy premiums.”

Mr. Bhaskar Nerurkar, Head—Health Administration Team, Bajaj Allianz
General Insurance B

4 May 2022 3
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Strong growth in Health insurance premiums during the three COVID waves

Exhibit 1
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Retail Health continues to trend upwards

Exhibit 2
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Demand for Group Health conti

Exhibit 3
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Exhibit 4: Increase in average premiums after remaining stable for five consecutive quarters

Increase of 2% in average
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Source: MOFSL, PolicyX, X axis represents the age of policyholder

Exhibit 5: India seeing the highest medical cost inflation (YoY %)
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Source: MOFSL, Report of Mercer Marsh Benefits

Exhibit 6: Sharp jump in industry health claims ratio in FY22
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Exhibit 7: Higher claims for government schemes and Group insurance
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Source: MOFSL, Company, IRDAI

Exhibit 8: Premiums across players for different ages and sum assured for an adult

Premium for an adult Sum assured Manipal Star Care Niva AdityaBirla SBI General HDFC Ergo
0.5m 8,990 9,399 8,066 8,102 7,134 5,311 8,852
1.0m 11,054 12,154 9,154 9,590 8,810 11,074 11,575
Age 25 years
1.5m 12,853 15,033 12,509 12,388 12,321 12,599 13,873
2.0m 13,837 16,467 13,129 13,694 12,975 13,686 16,262
0.5m 11,191 9,399 8,066 8,102 7,716 5,311 8,852
1.0m 13,614 12,154 9,154 9,590 9,566 11,074 11,575
Age 35 years
1.5m 16,106 15,033 12,509 12,388 13,295 12,599 13,873
2.0m 17,339 16,467 13,129 13,694 14,015 13,686 16,262
0.5m 15,268 13,452 10,811 10,119 11,440 6,180 10,017
1.0m 18,561 17,370 12,436 12,012 14,425 14,693 13,360
Age 45 years
1.5m 21,995 21,004 16,313 14,326 19,551 17,372 16,013
2.0m 23,678 23,128 17,157 15,837 20,708 19,278 18,768
0.5m 25,198 16,732 16,655 19,088 20,604 9,345 18,527
1.0m 31,253 21,629 21,648 22,746 26,372 20,501 25,464
Age 55 years
1.5m 35,843 24,774 26,198 29,434 34,938 24,300 30,522
2.0m 38,585 27,819 27,736 32,554 37,169 27,003 35,775

Source: MOFSL, PolicyX
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Exhibit 9: Premiums across players for different ages and sum assured for a family consisting of two adults and two children
Premiums for two

adults and two Sum assured Manipal Star Care Niva Aditya Birla SBI General HDFC Ergo
children

0.5m 20,540 21,936 18,827 18,524 16,277 13,830 18,261

1.0m 24,992 27,358 22,346 21,496 21,185 NA 22,847
Age 25 years

1.5m 29,551 31,836 29,137 28,372 29,384 NA 27,384

2.0m 31,812 34,786 32,171 31,777 30,943 NA 32,097

0.5m 24,566 21,936 18,827 18,524 17,181 13,830 18,261

1.0m 29,513 27,358 22,346 21,496 22,583 NA 22,847
Age 35 years

1.5m 35,546 31,836 29,137 28,372 31,745 NA 27,834

2.0m 38,267 34,786 32,171 31,777 33,463 NA 32,097

0.5m 28,831 29,488 22,599 21,297 21,289 15,172 20,187

1.0m 34,904 37,117 27,082 24,788 27,596 NA 25,788
Age 45 years

1.5m 41,569 43,029 32,876 30,259 39,047 NA 30,909

2.0m 44,752 47,300 38,146 33,944 41,359 NA 36,228

0.5m 44,133 39,288 34,357 31,206 32,493 20,252 32,874

1.0m 54,761 49,802 46,382 36,602 44,375 NA 43,570
Age 55 years

1.5m 62,784 56,469 55,636 48,618 60,842 NA 52,222

2.0m 67,589 62,800 62,191 54,750 64,727 NA 61,213

Source: MOFSL, PolicyX

Exhibit 10: A sharp jump in health premiums with rising age  Exhibit 11: Price hike remains relatively smaller for

and higher price increases customers in the lower age groups
Current Age: 68 Yrs Current Age: 42 Yrs
SA 800,000 SA 800,000
New India 39,640 HDFC Ergo 28,977
1 Adult 2 Adult + 2 Child 27598
25,672 25,672

40,195 40,195 40,195
35518 36,812

FY17 FY18 FY19 FY20 Fy21 FY22 FY19 FY20 Fy21 Fy22

Source: MOFSL Source: MOFSL

Exhibit 12: Marginal price hike for young customers

Current Age: 30 Yrs 4,559
SA 200,000 4,341 4,341 4,341

New India
1 Adult

2,932 2,868 2,870 2,822

FY15 FY16 FY17 FY18 FY19 FY20 Fy21 FY22

Source: MOFSL
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an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved), and should consult its own advisors to
determine the merits and risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. Certain transactions -including those involving futures,
options, another derivative products as well as non-investment grade securities - involve substantial risk and are not suitable for all investors. No representation or warranty, express or implied,
is made as to the accuracy, completeness or faimess of the information and opinions contained in this document. The Disclosures of Interest Statement incorporated in this document is
provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the report. This information is subject to change without any prior notice. The
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the employees may from time to time, effect or have effected an own account transaction in, or deal as principal or agent in or for the securities mentioned in this document. They may perform

or seek to perform investment banking or other services for, or solicit investment banking or other business from, any company referred to in this report. Each of these entities functions as a

separate, distinct and independent of each other. The recipient should take this into account before interpreting the document. This report has been prepared on the basis of information that is

already available in publicly accessible media or developed through analysis of MOFSL. The views expressed are those of the analyst, and the Company may or may not subscribe to all the
views expressed therein. This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other person or
published, copied, in whole or in part, for any purpose. 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 MOFSL 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. Neither the Firm, not its directors, employees, agents or representatives shall be
liable for any damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profits that may arise from or in connection with the use of the information.

The person accessing this information specifically agrees to exempt MOFSL or any of its affiliates or employees from, any and all responsibility/liability arising from such misuse and agrees not

to hold MOFSL or any of its affiliates or employees responsible for any such misuse and further agrees to hold MOFSL or any of its affiliates or employees free and harmless from all losses,

costs, damages, expenses that may be suffered by the person accessing this information due to any errors and delays.

Registered Office Address: Motilal Oswal Tower, Rahimtullah Sayani Road, Opposite Parel ST Depot, Prabhadevi, Mumbai-400025; Tel No.: 022 71934200/ 022-71934263; Website
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400 064. Tel No: 022 7188 1000.

Registration Nos.: Motilal Oswal Financial Services Limited (MOFSL)*: INZ000158836(BSE/NSE/MCX/NCDEX); CDSL and NSDL: IN-DP-16-2015; Research Analyst: INH000000412. AMFI:

ARN - 146822; Investment Adviser: INA000007100; Insurance Corporate Agent: CA0579;PMS:INP000006712. Motilal Oswal Asset Management Company Ltd. (MOAMC): PMS (Registration

No.: INP000000670); PMS and Mutual Funds are offered through MOAMC which is group company of MOFSL. Motilal Oswal Wealth Management Ltd. (MOWML): PMS (Registration No.:

INP000004409) is offered through MOWML, which is a group company of MOFSL. Motilal Oswal Financial Services Limited is a distributor of Mutual Funds, PMS, Fixed Deposit, Bond,

NCDs,Insurance Products and IPOs.Real Estate is offered through Motilal Oswal Real Estate Investment Advisors Il Pvt. Ltd. which is a group company of MOFSL. Private Equity is offered
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