Nippon Life Buys 26% in Reliance Life

Stake sale forz3,062 crore isiIndia’s largest FDI deal in financial services and values the local insurer at11,500 crore
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Nippon Life, Japan’s biggest life insur-
ance company, on Monday acquired a
2" stake 1n Reliance Life for a sum of
3,062 crore, surprising analvsts with a
valuation that was higher than expect-
ed. The deal, that values Reliance Life at
711,500 crore, or around S2.6 billion. is
the largest foreign direct investunent in
thefinancial services industry

Shares of Reliance Capital, the finan-
cial services arm of the Anil Dhirubhai
Ambani Group, or ADAG, and the own-
er of Reliance Life, went up by 10% to
262 on the Bombay Stock Exchange as
1t will recelve mostof the money,

*Some partof the monev will beraised
by wayv of primary issuance, butalarge
part will be through a secondary sale,”
sald Reliance Capital MD and CEO Sam
(zhosh. The company will infuse anoth-
er¥30-40 crore intothe business.

Through this secondary sale, which
will be combined with a2 small issue of

new shares, Reliance Capital’s stake
will come down to 74% from 100%. Re-
liance Lite, a subsidiarvy of Reliance
Capital, is the only life insurance com-
pany 100% owned by an Indian promo-
ter.

Analysts said the val-

L uation is significantly
The deal higher than expecta-
valuations fions. “We estimated
would impact  the valuation to be 51.6-
Kotakand 1.7 billion against $2.6
SBI positively billion. But since the
as both Japanese Ccolmnpany
banks have wanted to enter the
insurance market, they were
joint ready to pay a premi-
ventures um. India is a growing

market and this gives
them a presence here,” said Suresh Ga-
napathy, ananalyst with Macguarie,
MhManish Karwa of Kotak Securities
saldthe valuationis 4% higher thanex-
pectations. “Inorganic way 1s the eas-
1est entry for Nippon Lite,” said an ana-
Ivstwith K'MG.

Of the 22 companies that have entered
the insurance market since the indus-
iry was thrown open. foreign and pri-
vate i nvestment in 2000, twenty have for-
pign partners, according to data on the
website of insurance regulator Irda.
The stake sale in Reliance Life is the
first instance of induction of FDI by
way of asecondary sale.

The company did not require any capi-
tal during the third gquarter, Mr (Ghosh
sald, adding that it plans to break-even
this quarter The nature of the business
15 such that 1t requires regular capital
imfusion, saidanalysts. For every policy
sold, the company has to put aside extra
capital assolvency margin, which is the
excess of reserve overliability

One of the key vardsticks to measure
the performance of a life insurance
company is capital efficiency. This is as-
sessed as the ratio of the sross written
premium (GWI) with the capital de-
ploved. GWD 1s the total preminm in-
come including renewal and new busi-
ness. Reliance Life’ s GWD stoodat?1,447

crore at the end of December 2010 while
1ts total capital stood at33,094 crore.

According to a report by JI' Morgan,
the deal valuations would impact Kotak
and SBI positively as both banks have
insurance joint ventures. “Aditya Birla
Nuvo and Max India would also be hig
beneficiaries as insurance isthe largest
contributor to their valuation,” the re-
port said.

Reliance Life has been searching for a
partmer for a couple of vears. The deal
with Nippon Life has taken place at a
time when the iInsurance regulator 1s
working on IIPO guildelines by private
insurance companies. An amendment
tothe Insurance Act that, if approved by
Parliament, would raise the FDITimitto
49% from 26%, 15 also pending. Mr
Ghoshsaid the company would wait for
this to happen before listing.

On Monday, the company said 1ts re-
newal premium grew by 250" to IWoHT
crore at the end of December 2010
againstesocrorefor the corresponding
period last vear Due to the change in

policy regulations, its new husiness pre-
mium declined by 33.6% toTH93.7 crore.
The number of agents stood at 215,952 at
the end of December 2010, a rise of 33%
compared with 162 370 a vear ago. [ts as-
sets under managementstood at 311,700
croreat theend of December 2010.

The increase in distribution force
helped Reliance Lite clock the highest
number of polices in the private sector
life iInsurance industry to 308,923,



