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Dominant player in the under penetrated health insurance market

We interacted with the management of Star Health and Allied Insurance Company Ltd (STARH). Below are
the key takeaways from the meeting.

Sector and positioning
+ STARH is the largest pure-play health insurer in India with a market share of 15.8% (inFy2u).

. Operating in the fast-growing health insurance space in India (characterised by under-penetration
and large opportunity size), STARH has compounded its Gross Written Premium (GWP) by 32% over FY18-
21. Within the health insurance industry, Standalone Health Insurers (SAHIs) have clocked the strongest
growth (albeit on a relatively lower base) over FY15-21, clocking a 39% CAGR in GWP.

+  Within the health insurance segment, STARH focuses on the retail health business (which has better
profitability — industry-level loss ratios in the range of 71-73% over FY18-20 as opposed to 99-107% for
group health and 92-115% for government business — and stronger growth due to under-penetration
and increasing awareness). STARH's market share in the retail health segment was at 31% in FY21,

+ Inthe group segment, Management focuses on the SMEs given the higher profitability as compared to
the highly-competitive corporate segment. SME business is an offshoot of STARH’s retail business and
is driven by agency channel. This also provides the company opportunities to cross-sell its retail health
products through digital marketing initiatives.

+  Management is confident of maintaining the growth momentum demonstrated in the pre-pandemic
period. However, being a bottom-line focused company, STARH will ensure that underwriting quality
remains under control and that growth will not come at the expense of profitability.

Products and channels

- Given STARH's focus on retail business (contributed 89% of STARH's FY21 GWP and having 31% market
share), and the complex nature of products, the company largely depends on agents as the key
channel partner (79% of STARH's FY21 GWP), who provide assisted sales to customers. With ~464k agents,
the company has second largest agency force in the country, only behind LIC.

« Company designs and manufactures innovative products which would be attractive for customers,
focusing on flexibility and comprehensiveness of coverage, and yet keeping it affordable. This also
plays key role in agent retention as per management.

+ Some examples of innovative products are specialized products (like product for criticaliliness, products
for people with pre-existing iliness like diabetes and hypertension, treatment for infertility and organ
transplant, cover for new born from day 1 etc.)

+ STARH has 779 branch offices and single person offices attached to the branch offices. This branch
network is the largest among non-public health insurance providers.

+ Further,the company has Banca arrangements with Bank of Baroda, Karur Vyasa Bank, Punjab National
Bank, integration with Fintech partners like Paytm, PhonePe, Policybazaar, as well as ICICI Securities.
Company expects to make some positive announcement in the banca space going ahead.

+  While digital channels will gain prominence, management is of the opinion that the importance of face-

to-face interactions before closing sales of health insurance (due to the complex nature of products
requiring assisted sales) highlights the importance of traditional channels. Along the same lines,
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management does not expect Fintech companies to be major disruptor in the retail health insurance
space.

Customers’ trust in the brand and efficient service has led to renewal ratios at 95-98% over FY19-21.

Pricing and profitability

Product profitability stems from increasing scale and volume, alignment to underwriting norms, and
the company’s research and analysis, along with hospitals that participate in the network.

STARH identifies hospitals with better medical traffic and undertakes financial arrangement with them
for three years. This helps them to keep claims costs in control, and has a positive impact on loss ratio.

Products are repriced once in four years when the loss ratio goes below threshold (medical inflation
being the key reason).

Further, to sustain profitability, sum assured for policies are enhanced over time.

Additional levers for pricing are (a) when people move from one age bracket to another; and (b)
differential pricing based on geography and location.

This has helped the company make underwriting profits for five years prior to the pandemic (while
FY21 combined ratio was higher due to one-offs like impact of accounting treatment related to
discontinuation of reinsurance treaty and higher claims due to covid, on an adjusted basis, the numbers
tracked prior performance). Expense ratios have also improved consistently driven by efficiency and
scale benefits.

The pandemic has helped the company improve competence and knowledge of handling claims,
which could help in better combined ratio in future.

STARH has done away with quota sharing reinsurance for core business (apart from the regulatory
mandate of 5%) which is a reflection of the company’s faith in its underwriting capabilities. However, the
company does undertake Facultative reinsurance for its specialized products.

In terms of the final product pricing, the company’s products are comparably priced to that of the peer
set.

With combined ratio in the range of 94-95% range and investment leverage of 2.3-2.5x (which is
characteristic of health insurance companies), normalized ROE can be in the range of 18-20%.

Technology

While STARH has a strong offline distribution model, they have adopted technology in their processes to
enable production efficiency.

Including the technology stack, everything has been built from scratch, with the data collected over
the years.

63% of policies are now issued digitally, a trend which has been accelerated due to the onset of the
pandemic.

Capital and Solvency

STARH’s solvency post the INR20.0bn infusion will remain at a comfortable level of ~2.5x and the company
will not need to raise additional capital for the next 3-5 years.
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Income Statement

Yr end 31Mar (Rs mn) FY18
Gross Premium Written 41,611
Net Premium written 31,960
Premium Earned (Net) 27,396

Income from investments (net) 888

Totalincome 28,284
Growth (%) 433
Commission 1,366
Operating expenses 8,614
Incurred Claims 16,920
Total expenses 26,900

Underwriting Profit[Loss 496

Operating profit 1,384
Growth (%) 434

Income in shareholder's account 1,976

Total expenses 264
PBT 1,712
Growth (%) 452
PAT 1,702
Growth (%) 443

Balance Sheet

Yr end 31Mar (Rs mn) FY18
Shareholders’ funds 12,096
Fair value change account 0
Borrowings 0
Current Liabilities 5375
Provisions 16,001
Total Liabilities 33,472
Investments

Shareholders’ fund 8,659

Policyholders’ funds 12,988
Fixed assets 970
Deferred tax asset 0
Cash and bank balances 5,020

Advances and other assets 5,835

Total Assets 33,472

FY19

54154
41415
35,795
1340
37,135
313
2,638
9,874
22,976
35,488
307
1,647
19.0
2263
440
1,822
65
1,282

(246)

FY19

12,282
0
2,500
9,003
24,939

48,725

9,523
20,778
981
1420
8,930
7,093

48,725

FY20

68,907
52,614
46930
1924
48,854
316
3,409
10,963
30,874
45246
1,684
3,608
119.0
4,620
485
4134
126.8
2,680

109.0

FY20

16,437
31
2,500
1,794
30,506

61,267

14,782
28117
1,019
1,467
6,14
9,767

61,267

FY21

93,490
71,448
50,228
2,606
52,834
81

5,838
14,014
43,695
63,546
(13,318)
(10,712)
(396.9)
(9,078)
1382
(10,460)
(353.0)
(8,256)
(4081)

FY21

34,996
(76)
2,500
15,643
51946

105,010

26,321
42,046
990
4213
18,790
12,650

105,010

Key ratios

Yrend 31 Mar

Product mix - GWP (%)
Retail Health

Group Health
Government Health
Personal Accident
Travel

Total

Key calculated ratios (%)
Retention ratio

Net incurred claims ratio
Net commission ratio
Operating expense ratio
Combined ratio
Investment yield

Investment leverage (x)

FY18

76.8

618

43

27.0

93.0

6.8

FY19

86.4

1.0

0.0

24

0.2

100.0

76.5

64.2

6.4

238

944

6.4

23

FY20

847

129

0.1

21

0.2

100.0

76.4

65.8

6.5

20.8

931

6.8

25
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Fy21

87.9

10.5

0.0

1.6

0.0

100.0

76.4

87.0

82

19.6

14.8

6.2

19
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B&K Universe Profile — by AMFI Definition
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B&K Securities is the trading name of Batlivala & Karani Securities India Pvt. Ltd.

B&K Investment Ratings

LARGE CAP (Market Cap > USD 2 bn) MID & SMALL CAP (Market Cap <USD 2 bn)
BUY >+15% >+20%
HOLD +15% to-10 % +20% to-15 %
SELL <10% «15%

Disclaimer: This report was prepared, approved, published and distributed by Batlivala & Karani Securities India Private Limited (“B&K”) located
outside of the United States (a “non-US Group Company”), which accepts responsibility for its contents. It is distributed in the U.S. by Enclave Capital,
a U.S. registered broker dealer, on behalf of B&K, only to major U.S. institutional investors (as defined in Rule 15a-6 under the U.S. Securities Exchange
Act of 1934 (the “Exchange Act”) pursuant to the exemption in Rule 15a-6. Neither the report nor any analyst who prepared or approved the report is
subject to U.S.legal requirements or the Financial Industry Regulatory Authority, Inc. (“FINRA”) or other regulatory requirements pertaining to research
reports or research analysts. No non-US Group Company is registered as a broker-dealer under the Exchange Act or is a member of the Financial
Industry Regulatory Authority, Inc. or any other U.S. self-regulatory organization. Outside the United States, this report is distributed by B&K or an
authorized affiliate of B&K.

The report has been compiled or arrived from sources believed to be reliable and in good faith, but no representation or warranty, express or implied
is made as to their accuracy, completeness or correctness. B&K has not verified the factual accuracy, assumptions, calculations or completeness
of the information. Accordingly, B&K accepts no liability whatsoever for any direct or consequential loss or damage arising from (i) the use of this
communication (ii) reliance of any information contained herein, (iii) any error, omission or inaccuracy in any such Information or (iv) any action
resulting there from. B&K provides the information for the purpose of the intended recipient’s analysis and review and recipients are advised to verify
the factual accuracy, assumptions, calculations and completeness of the information.

This report was produced by B&K solely for information purposes and for the use of the recipient. It is not to be reproduced, redistributed under any
circumstances and is not to be copied or made available to any person other than the recipient. All estimates, expressions of opinion and other
subjective judgments contained herein are made as of the date of this document. Emerging securities markets may be subject to risks significantly
higher than more established markets. In particular, the political and economic environment, company practices and market prices and volumes may
be subject to significant variations. The ability to assess such risks may also be limited due to significantly lower information quantity and quality. By
accepting this document, you agree to be bound by all the foregoing provisions. This document does not constitute an offer of, or an invitation by or on
behalf of B&K or its affiliates or any other company to any person, to buy or sell any security.

The views of any Analyst reflected in this report are given in compliance with the Research Analyst Regulations, 2014. All analysts covering the
securities/ companies mentioned in this report have complied with the appropriate set of rules, regulations & procedures in their detailed coverage
report(s) of the respective securities/companies. It is important to note that any dispute with respect to this Research Report, would not have access
to stock exchange investor redressal forum or arbitration mechanism.

Analyst Certification: Each of the analysts identified in this report certifies, with respect to the companies or securities that the individual analyses,
that (1) the views expressed in this report reflect his or her personal views about all of the subject companies and securities and (2) no part of his or
her compensation was, is or will be directly or indirectly dependent on the specific recommendations or views expressed in this report.

Disclosures, applying to B&K and the Analyst (together with associates and family members)

Ownership interest in the issuer of the securities mentioned <1%
Other financial interest in the issuer None
Other material conflict of interest None

Compensation/benefits received from issuer/3rd Parties in past 12 months:

Public offerings managed/co-managed for issuer None
Fees for merchant banking, investment banking or brokerage services (as percentage of issuer’s turnover) <0.1%
Compensation for other services (as percentage of issuer’s turnover) <0.1%
Analyst service as officer, director or employee of the issuer None
Involvement in market-making in the issuer’s securities None
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1. B&Korits Affiliates have not recently been the beneficial owners of 1% or more of the securities mentioned in this report.
B&K or its Affiliates have not managed or co-managed a public offering of the securities mentioned in the report in the past 12 months.

B&K or its Affiliates have not received compensation for investment banking services from the issuer of these securities in the past12 months and
do not expect to receive compensation for investment banking services from the issuer of these securities within the next three months.

4. However, one or more person of B&K or its affiliates may, from time to time, have a long or short position in any of the securities mentioned herein
and may buy or sell those securities or options thereon either on their own account or on behalf of their clients.

5. B&Korits Affiliates may, to the extent permitted by law, act upon or use the above material or the conclusions stated above or the research or analysis
on which they are based before the material is published to recipients and from time to time provide investment banking, investment management
or other services for or solicit to seek to obtain investment banking, or other securities business from, any entity referred to in this report.

6. As of the publication of this report, Enclave Capital does not make a market in the subject securities.
Important US Regulatory Disclosures on Subject Companies
Enclave Capitalis the distributor of this document in the United States of America. Any US customer wishing to effect transactions in any securities referred

to herein or options thereon should do so only by contacting a representative of Enclave Capital and any transaction effected by a U.S. customer in the
securities described in this report must be effected through Enclave Capital (19 West 44th Street, suite 1700, New York, NY 10036. Tel No: (646) 454 8600).

B & K Securities India Private Ltd.
Equity Research Division: Unit No. 1101, 103, 1104, Tith Floor, Hallmark Business Plaza, Sant Dnyaneshwar Marg, Near Guru Nanak Hospital, Bandra East, Mumbai - 400 051, India.
Tel: +91-22-4007 6000, Fax: +91-22-2651 0024 [ +91-22-2640 1520.
Registered Office: Room No. 3/4,7 Lyons Range, Kolkata - 700 001. Tel.: +91-33-2243 7902.
SEBI Registration No. for Batlivala & Karani Securities India Pvt. Ltd. (Research Entity) is INH300000211

B&K Research s also available on Bloomberg <BNKI>, Thomson First Call & Investext.



