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Undemanding valuation for sector leader

LIC is the largest life insurance company in India and the sole public sector player. The company enjoys a
market share of 64% (in terms of premium) and has AUM of Rs396tn, >3.3x of all private players combined.
Till now, the company has focused largely on par products which accounts for >92% of the total business.
However, the company has been increasing its share of ULIPs and non-par business. Going forward, the
company has stated it would be focusing strongly on the non-par segment, particularly on term life
protection. Currently, the share of individual non-par products is low at ~5.1%. As the share of non-par
products increase, we believe there is good room for margin expansion. 1HFY22 VNB margin stands at
9.3%, much lower than private sector peers. Distribution strategy is agency-led which accounts for more
than 96% of the total business. The company’s latest reported EV (Sep '21) stands at Rs5.4tn, increasing
by 4.6x since Mar ‘21, driven by change in the company’s surplus distribution policy which entails paying
10% of Par surplus and 100% of non-par surplus to shareholders. The protection gap in India is 83%
(2019), highest amongst APAC countries. Given the opportunity, India life insurance NBP is expected to
grow at 14-16% CAGR over the next decade. In light of LIC’s market positioning and expected product
launches, the company is poised to benefit. At the upper priced band of Rs949, the issue is valued at 1.1x
EV (Sep ‘21) which is at a significant discount to private sector valuations. The Gol will be diluting 3.5%
stake. We recommend subscribing to the issue.

LIC is the largest player: LIC is the largest life insurance company in India. The company has been providing life
insurance for more than 65 years and has a market share of 64.1% (in GWP terms) as of FY21. During FY21, the
company issued 21mn new individual policies, representing 75% market share. There are currently 24 life
insurance companies in India but LIC is the sole public sector player. Indicators such as insurance penetration,
insurance density and protection gap point to the fact that the Indian life insurance market is still underinsured,
thereby presenting a huge potential for growth. The protection gap in India is 83% (2019), highest amongst APAC
countries. Given the opportunity, India life insurance NBP is expected to grow at 14-16% CAGR over the next
decade. Despite the huge industry growth runway, we notice that LIC’s individual market share has been declining
since last few years. This is likely due to private players offering more innovative and customer centric products
(such as term life insurance). For LIC, share of non-par protection has been miniscule but is expected to increase
given the strong focus. The company is also absent in high-ticket size ULIP segment.

Product mix dominated by PAR products: As of Dec ‘21, individual business accounted for 70% of the total
APE compared to 70.8% as of FY21 and 73.6% as of FY20. Over this period, the share of group business has
been increasing. Within the individual business (on APE basis), par products accounted for 92% of the total
business (as of Dec ‘21) compared to 91.6% as of FY21 and 94.5% as of FY20. While the share of par products
has reduced over the last couple of years, the share of non-par and ULIPs has increased noticeably. The
company said it would be increasing its focus on the non-par segment going ahead and that it would be launching
new products especially in the non-par segment and in particular, term insurance, health insurance, annuity and
ULIP products. Given the high share of par products in the individual segment, the company carries significantly
high product concentration when compared to private players who have a far more diversified/balanced individual
product mix. Overall share of non-par products is low (~5.1%) when compared to private sector peers. As of Sep
‘21, the company was offering 17 par and 15 non-par products. Besides these 32 individual products, the
company also offers 7 individual riders. Group products compromise of group term insurance products, group
savings insurance products, group savings pension products and group annuity products. Although LIC’s product
portfolio is dominated by par products, the company has a large market share in health insurance and annuity
products also. In annuity products, LIC has a GWP market share of 77.2% as of FY21.

Distribution is mainly agency-led: Primary distribution channel for individual business is agency, which
accounted for 96.2% of NBP for individual products as of Dec ‘21. LIC has 1.34mn individual agents, 72 banca
partners and 174 alternate channels. As of FY21, LIC’s agent workforce accounted for 55% of the total industry
agent count. Data indicates that LIC’s agent productivity is top notch. In FY21, an LIC’s agent averaged NBP of
Rs412,934 compared to average NBP of Rs124,892 per agent for the median of the top five private players.

VNB margins have potential to improve: For 1HFY22, LIC reported a VNB margin of 9.3% compared to FY21
VNB margin of 9.9%. Absolute value of VNB stood at Rs41.67bn for FY21 (Rs15.83bn for 1HFY22). LIC’'s VNB
margin is on the lower side when compared to private sector peers. The VNB margin also reflects the par
dominated product mix. However, a meaningful scale up in the non-par products can improve margins going
ahead substantially. The company highlighted that it will be focusing strongly on non-par products going ahead
and on the term insurance particularly. As of Sep ‘21, LIC reported EV of Rs5.4tn, a huge jump from Rs956bn as
of FY21. The increase in EV is driven by change in the company’s surplus distribution policy which entails paying
10% of Par surplus and 100% of non-par surplus to shareholders. This shall come into effect in a phased manner
by FY25. Note that upto Mar 21, LIC had one fund and the valuation surplus from both the par and non-par
businesses were distributed between policyholders and shareholders in the proportion of 95/5%.

Largest asset manager: LIC is the largest asset manager in India with an AUM of Rs40.1tn as of Dec 21 which
is more than 3.2x the AUM of the all the private sector players and ~15.6x more than the AUM of the second
largest player. Out of the total debt AUM of the company, 95.89% was invested in sovereign and AAA-rated
securities.

Offer details: (1) Gol is offering 3.5% shares for sale (221.37mn shares) (2) the issue is price between Rs902-
949, valuing the entity at Rs6tn (implying P/EV of 1.1x).
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Offer details and issue structure
Issue size

Issue dates

Price band (Rs)

Employee discount (Rs)

Employee reservation

Policyholder discount (Rs)
Policyholder reservation

Retail discount (Rs)

Selling shareholder

OFS of 221,374,920 equity shares
May 4 - May 9, 2022

902 - 949/equity share

45/equity share

1,581,249 equity shares

60/equity share

22,137,492 equity shares
45/equity share

President of India

Product portfolio

Par products 16
Non-par products (incl annuity) 16
Group products 11
Riders 7

Distribution footprint

Exclusive agents (000) 1354
Ipru Life - agents (000) 188
SBI Life - agents (000) 170
HDFC Life - agents (000) 112
Max Life - agents (000) 55
Brokers 83
Banca partners 70
Corp agents 69
Insurance marketing firms 63
Premium points (00) 44
Branches/SO (00) 36
Micro agents (00) 21

Please refer to the disclaimer towards the end of the document.
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a relationship beyond broking

Exhibit 1: GWP (Rsbn)
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Exhibit 2: APE performance
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Exhibit 3: VNB (Rsbn)
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Exhibit 4: VNB margin (%)
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Exhibit 5: Embedded value (Rsbn)
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Exhibit 6: Opex ratios
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Exhibit 7: APE mix by customer type (%)
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Exhibit 8: Individual APE mix by product type (%)
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Exhibit 9: Total APE mix by product type (%)
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Exhibit 10: NBP distribution mix (%)
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Exhibit 11: Distribution footprint of LIC
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Exhibit 12: Overall persistency ratios (%)
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Revenue account Key ratios

Y/E March (Rsmn) FY19 FY20 FY21 IMFY22 Y/E March FY19 FY20 FY21  9MFY22
FYP (first year premium) 3,16,766 5,84,465 3,43,410 222153.27 Key metrics

SP (single premium) 11,23,614 12,18,277 15,11,822  1045623.78 NBP (Rsbn) 1,440 1,803 1,855 1,268
NBP (new business premium) 14,40,380 18,02,742 18,55,232 12,67,777 APE (Rsbn) 4291 706.3 494.6 326.7
RP (renewal premium) 19,62,567 20,25,372 22,03,276 1589522.5 VNB (Rsbn) n/a n/a 417 15.8
Gross premium 34,02,946 38,28,115 40,58,508 28,57,300 VNB margin (%) n/a n/a 9.9 9.3
(-) Reinsurance ceded 3,230 3,359 4,523 3880.29 EV (Rsbn) n/a 465 956 5,397
Net premiums 33,99,716 38,24,755 40,53,985 28,53,419 AUM (Rsbn) 29,116 29,905 35,318 38,723
Investment and other income 23,08,379 26,31,300 29,83,109 22,69,373 Expense analysis (%)

Total income 57,08,096 64,56,055 70,37,094 51,22,792 Commission ratio 6.0 5.6 55 54
- Commission expenses 2,04,826 2,15,483 2,23,582 155381.1 Opex ratio 8.3 9.0 12.0 9.5
- Operating expenses 2,83,316 3,44,259 4,86,184 272673.41 Claims ratio 742 66.8 712 822
- Provision for doubtful debts and taxes 1,567,109 2,45,486 74,055 -82,199.19 Profitability analysis (%)

Total expenses 7,49,143 11,10,800 8,75,526  4,25,878.88 RoA 0.1 0.1 0.1 0.1
Operating surplus 49,58,953 53,45,255 61,61,569 46,96,913 RoE 2928 271.7 73.6 285
- Benefits paid (net) 25,23,808 25,54,795 28,84,891  2346198.67 Operating RoEV n/a n/a 36.9 nfa
- Interim & terminal bonuses paid 16,514 16,734 22,291 24700.07 VNB margin n/a n/a 9.9 9.3
- Change in reserves 2535855  29,66,284 3211340 2393574.22 Source: Company, Nirmal Bang Institutional Equities Research

Provisions for tax 55,568 1,08,256 91,705 80021.02

Surplus / (deficit) -24,161 -1,01,489 38,618 16,428

Adjusted surplus / (deficit) 7,685 -32,018 45,786 38,679

Source: Company, Nirmal Bang Institutional Equities Research

P&L account

Y/E March (Rsmn) FY19 FY20 FY21 9MFY22
T/f from technical a/c 25,995 26,955 29,626 16,378
Investment and other income 455 354 230 1,196
Total income 26,450 27,310 29,856 17,573
Total expenses 26 124 52 4
PBT 26,424 27,185 29,803 17,570
Provision for tax 150 80 62 417
PAT 26,274 27,105 29,741 17,153

Source: Company, Nirmal Bang Institutional Equities Research

Balance sheet

Y/E March (Rsmn) FY19 FY20 FY21 9MFY22
Sources of Funds

Shareholders' fund 8,974 10,981 69,832 90,663
Policy liabilities 3,36,54,239  3,41,30,478  3,73,94179  4,08,06,135
Funds for future appropriations 133 287 33 11,070
Total 3,36,63,346  3,41,41,746  3,74,64,045  4,09,07,868
Application of Funds

Shareholders' investments 3,694 4,008 4,264 51,867
Policyholders' investments 2,87,76,867  2,95,79,078  3,49,84,407  3,84,36,173
Asset held to cover linked liabilities 3,35,669 3,21,699 3,29,750 2,34,670
Net other and current assets 4547 117 42,36,961 21,45,624 21,85,158
Total 3,36,63,346  3,41,41,746  3,74,64,045 4,09,07,868

Source: Company, Nirmal Bang Institutional Equities Research

Life Insurance Corporation Of India



& NIRMAL BANG Institutional Equities

DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation. NBEPL is a registered
Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INH000001436. NBEPL is also a registered Stock
Broker with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have different or
contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in securities Market.
NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company. NBEPL or its associates or Analyst do not
have any conflict or material conflict of interest at the time of publication of the research report with the subject company. NBEPL or its associates or
Analyst or his relatives do not hold beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the
date of publication of this research report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the company covered
by Analyst during the past twelve months. NBEPL or its associates have not received any compensation or other benefits from the company covered
by Analyst or third party in connection with the research report. Analyst has not served as an officer, director or employee of Subject Company and
NBEPL / analyst has not been engaged in market making activity of the subject company.

Analyst Certification: |, Raghav Garg, research analyst, the author of this report, hereby certify that the views expressed in this research report
accurately reflect my personal views about the subject securities, issuers, products, sectors or industries. It is also certified that no part of the
compensation of the analysts was, is, or will be directly or indirectly related to the inclusion of specific recommendations or views in this research.
The analysts are principally responsible for the preparation of this research report and have taken reasonable care to achieve and maintain
independence and objectivity in making any recommendations.
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Disclaimer
Stock Ratings Absolute Returns

BUY >15%
ACCUMULATE -5% t015%
SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL
is not soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to
engage in or refrain from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives,
financial situation and particular needs of the reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or
redistributed to any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any
way. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients
as customers by virtue of their receiving this report. 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 NBEPL & its group companies to registration or licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is
accurate, complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it.
NBEPL or any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent
error in the information contained in this report. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of
any kind, regarding any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular
purpose, and non-infringement. The recipients of this report should rely on their own investigations.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making
modifications and alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent
recommendations to its clients, and would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether
the advice is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities
trading. The price of securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the
additional risks inherent in international investments, such as currency fluctuations and international stock market or economic conditions, which may
adversely affect the value of the investment. Opinions expressed are subject to change without any notice. Neither the company nor the director or the
employees of NBEPL accept any liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or
further communication in relation to this research. Here it may be noted that neither NBEPL, nor 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 profit that may arise from or in
connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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