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About HDFC Life

Established in 2000, HDFC Life 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 and
Health. Customers have the added
advantage of customising plans, by
adding optional benefits called riders,
at a nominal price. As on March 31,
2017, the Company had 30 individual
and 10 group products in its portfolio,
along with 8 optional rider benefits,
cateringtoadiverserange of customer
needs.

HDFC Life continues to benefit from
its increased presence across the
country, with several new tie-ups and
partnerships across traditional and
non-traditional partners including
NBFCs, MFls, SFBs, etc. Total branches
of the Company increased to 414
offices during the year under review.
The Company has a strong base of
financial consultants.

HDFC Standard Life Insurance
Company Limited (‘HDFC Life" /
‘Company’) is a joint venture between
HDFC Ltd., India's leading housing
finance institution and Standard
Life, a global investment company.
Currently, HDFC Ltd. holds 61.5% and
Standard Life (Mauritius Holdings)
2006 Limited holds 34.9% of equity
in HDFC Life, while the rest is held by
others.

Vision:

The most successful and
admired life insurance
company, which means that
we are the most trusted
Company, the easiest to deal
with, offer the best value for
money and set the standards
in the industry. “The most
obvious choice for all”

Values:

Values are the most critical
elements that reflect the
conduct of an organisation
during its day-to-day

operations. Our Values are the
pillars that guide everyone at

HDFC Life.
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12,000+

Partner
Branches

©

1.08 mn

Policies sold
(Individual new
business)

14,800+

Employees

54,516

Individual agents

N 414
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Our Parentage and Subsidiaries

HDFC Ltd was promoted in October 1977 as a public
limited company specialising in providing housing finance
primarily to individual households and corporates for
the purchase and construction of residential housing.
HDFC is India’s first retail housing finance company and is
currently one of the largest originators of housing loans
in the country. As at March 31, 2017, HDFC had mortgage
loan assets of ¥ 3,385 billion (USS 52.19 billion). Since
inception, HDFC has financed over 5.8 million housing
units. 77% of shareholders in HDFC are foreign investors.
HDFC's market capitalisation as at March 31, 2017 stood
at approximately USS 37 billion. Over the years, the HDFC
group has emerged as a strong financial conglomerate in
the Indian capital markets with a presence in banking, life
and general insurance, asset management, venture capital
and education finance.

Standard Life was established in Edinburgh in
1825. Today, it is a global investment company helping
people to invest and manage their money. Standard Life
employs around 6,300 people internationally - through
businesses in the UK, Europe, North America, Asia and
Australia. Around 4.5 million customers and clients across
45 countries trust them with their financial future - and
they are responsible for the administration of over £360
billion of their assets. Wherever they operate in the world,
they are motivated by a sense of responsibility. It's what
helps Standard Life to be a sustainable business and they
are listed as a leader for corporate sustainability in our
industry in the Dow Jones Sustainability Indices (DJSI World
and DJSI Europe).

Subsidiaries

(NPS) architecture.

HDFC Pension started its operations in FY 2014. With 130,767 Customers and AUM of ¥ 1,163 Crs as on
March 31, 2017, HDFC Pension is the fastest growing Pension Fund Manager under the New Pension Scheme

HDFC International Life and Re Company was established in FY 2016 in the Dubai International
Finance Centre (DIFC), to capitalise on emerging business opportunities, in view of the significant NRI
population residing in the region by carrying out life reinsurance business. The Company intends to expand
its footprints by offering reinsurance capacity to ceding life insurers in other markets in the coming years.
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Geographical Presence

Sk HDFC Life Corporate Office
@ HDFCLife Operations Hubs

@ I HDFC Life Branches
Mumbai i

O Assam - Dibrugarh, Guwahati, Jorhat, Nagaon,
Sibsagar, Silchar, Tezpur, Tinsukia, Bongaigaon,
North Lakhimpur

O Bihar - Arrah, Begusarai, Bhagalpur, Chapra, Gaya,
Motihari, Muzaffarpur, Patna (2), Samastipur

O Chhattisgarh - Ambikapur, Bhilai (Dist. Durg),
Bilaspur, Korba, Raigarh, Raipur

O Andhra Pradesh - Adoni, Anantapur, Bhimavaram,
Chittoor, Eluru, Narasaraopet, Kakinada, Kurnool,
Nandyal, Nellore, Ongole, Palasa, Proddatur,

) Rajahmundry, Srikakulam, Tirupati, Vijayawada,
Visakhapatnam, Vizianagaram, Guntur

O Chandigarh - Chandigarh

O Delhi - Delhi (4), Dwarka - Delhi,
Shahadra - Delhi, New Delhi (7)

O Goa - Margao, Panaji

Note : Map not to scale
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O Gujarat - Ahmedabad (4), Amreli, Anand,
Ankleshwar, Bardoli (Dist.: Surat), Bharuch,
Bhavnagar, Bhuj, Gandhidham, Gandhinagar,

Godhra, Himmatnagar (Sabarkantha), Jamnagar,
Junagadh, Mehsana, Morbi, Nadiad, Navsari, Palanpur
(Banaskantha), Porbandar, Rajkot, Surat (2),
Surendranagar, Vadodara (3), Valsad, Vapi

O Haryana - Ambala Cantt., Bhiwani, Faridabad,
Gurgaon, Hissar, Jind, Kaithal, Karnal, Kurukshetra,
Panipat, Rewari, Rohtak, Sirsa, Sonipat, Yamuna Nagar

O Himachal Pradesh - Baddi (Dist.: Solan),
Dharamsala, Hamirpur, Kullu, Mandi, Shimla

O Jammu & Kashmir - Jammu, Sopore (Baramulla),
Srinagar

O Jharkhand - Bokaro Steel City (Bokaro), Deoghar,
Dhanbad, Hazaribag, Jamshedpur, Ranchi

O Karnataka - Bangalore (7), Belgaum, Bellary,
Bijapur, Chikmagalur, Davangere, Dharwad, Gulbarga,
Hassan, Hospet, Hubli, Kolar, Mandya, Mangalore,
Mysore, Puttur, Raichur, Ranebennur, Shimoga,
Tumkur, Udupi

O Kerala - Adoor, Alleppey/Alappuzha,

Aluva, Angamaly, Attingal, Calicut, Chalakudy,
Changanacherry, Chengannur, Guruvayoor,
Kalpetta, Kanjirapally, Kannur, Karungapally,
Kasargod, Kayamkulam, Kochi, Kodangaloor, Kollam,
Kottayam, Manjeri, Muvattupuzha, Neyyattinkara,
Pala, Palakkad, Pathanamthitta, Payyanur,
Perinthalmanna, Perumbavoor, Ponnani, Punalur,
Thalassery, Thiruvalla, Thiruvananthapuram,
Thodupuzha, Thrissur, Tirupunithura, Trivandrum,
Varkala, Irinjalakuda

O Madhya Pradesh - Bhopal, Chattarpur, Dhar,
Guna, Gwalior, Hoshangabad, Indore (3), Jabalpur,
Katni, Khandwa, Neemuch, Ratlam, Rewa, Sagar,
Satna, Sehore, Singrauli, Ujjain

O Maharashtra - Ahmednagar, Akola, Amravati,
Aurangabad, Bhandara, Chandrapur, Chiplun,
Gondia, Ichalkaraniji, Jalna, Jalgaon, Kalyan,
Kolhapur, Latur, Malegaon, Mumbai (14), Nagpur
(2), Nanded, Nasik, Navi Mumbai, Panvel, Pune
(5), Ratnagiri, Sangli, Sangamner, Satara, Solapur,
Thane, Wardha, Yavatmal

O Manipur - Imphal

brd OV RELH B Ghwl

HDFC
Life

O Meghalaya - Shillong, Tura
O Mizoram - Aizawl

O Nagaland - Dimapur

O Odisha - Angul, Baharampur, Balasore,
Bhubaneshwar, Bolangir, Cuttack, Jeypore (Koraput),
Paradip (Dist.: Jagatsinghpur), Puri, Rourkela,
Sambalpur

O Puducherry - Pondicherry

O Punjab - Abohar, Amritsar, Batala, Bhatinda,
Moga (Dist.: Ludhiana) Faridkot, Hoshiarpur,
Jalandhar, Khanna, Ludhiana, Nangal, Nawanshahr,
Pathankot, Patiala, Phagwara, Sangrur, Tarn Taran,
Rayya

O Rajasthan - Ajmer, Alwar, Balotra, Baran, Bhilwara,
Bikaner, Ganganagar, Jaipur (2), Jhalawar, |hunjhunu,
Jodhpur, Kota, Makrana, Pali, Sikar, Udaipur

O Sikkim - Gangtok (East)

O Tamil Nadu - Adyar (Chennai), Chennai (6),
Chidambaram, Coimbatore, Dharmapuri, Dindigul,
Erode, Kancheepuram, Karaikkudi, Karur,
Kumbakonam, Madurai, Nagercoil, Namakkal,
Rajapalayam, Salem, Thanjavur, Tirunelveli, Tirupur,
Trichy, Tuticorin, Vellore

O Tripura - Agartala

O Telangana - Nalgonda, Kukatpalli (Dist.: Ranga
Reddy), Hyderabad (3), Khammam, Mancherial,
Nizamabad, Siddipet, Warangal, Karimnagar

O Uttar Pradesh - Agra, Aligarh, Allahabad, Azamgarh,
Banda, Bareilly, Basti, Bijnur, Deoria, Faizabad,
Firozabad, Gaziabad, Ghazipur, Gorakhpur, Jaunpur,
Jhansi, Kanpur, Khurja, Lucknow (2), Mathura, Meerut,
Mirzapur, Moradabad, Muzaffarnagar, Noida, Orai,
Saharanpur, Shahjahanpur, Sitapur, Sultanpur, Varanasi

O Uttarakhand - Dehradun, Haldwani, Haridwar,
Rishikesh, Roorkee

O West Bengal - Arambagh, Asansol, Baharampur
(Dist. Murshidabad), Bardhaman, Bolpur, Contai

(Dist. East Midnapur), Cooch Behar, Durgapur, Haldia,
Jalpaiguri, Kharagpur, Kolkata (9), Krishna nagar, Malda,
Purulia town, Raigunj (Dist.: Uttar Dinajpur), Siliguri,
Sreerampur
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Glossary of Terms

Key Performance Indicators

Total Premium (FCrs)
CAGR=14%1

19,445
16,313
14,830
11323 12063

FY 2013 FY2014 FY2015 FY2016 FY2017

Individual WRP (ZCrs)
CAGR=4%1

3,636
3,333
3151 2,967
2,374

FY 2013 FY2014 FY2015 FY2016 FY2017

Group Premium (ZCrs)
CAGR=41%1

4,495
2,830
2,179
1,484
1,142

FY 2013 FY2014 FY2015 FY2016 FY2017

Renewal Premium (ZCrs)
CAGR=12%t

10,749
9,826
9,337
8,023
6,886

FY2013 FY2014 FY2015 FY2016 FY2017

Assets Under Management (FCrs)
CAGR=23%1

91,742
74,247
67,047
50,552
40,454

FY2013 FY2014 FY2015 FY2016 FY2017

Embedded Value (z Crs)
CAGR=21%1

12,389
10,233
8,805
6,992
5,872

FY 2013 FY2014 FY2015 FY2016 FY2017

Individual WRP

(Private Sector Market share)

17.5%
14.8% 14.7%
13.8%
12.7%

FY2013 FY2014 FY2015 FY2016 FYZ2017

Group Business
(Private Sector Market share)

24.3%
17.8% 18.3%
14.4%
10.9%

FY 2013 FY2014 FY2015 FY2016 FYZ2017
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Overall New Business
(Private Sector Market share)

17.2%
15.8% 15.8%
14.4%
13.7%

FY 2013 FY2014 FY2015 FY2016 FY 2017
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Profit After Tax (z Crs) Overall New Business Margins Operating Expenses Ratio
CAGR=19% 1 (post overrun)

21.6% 12.6%

892
g 818 19.9% 11.6%
185% 10.8% 10.7%
725 10.2%
15.2%
12.7%
451 I

FY 2013 FY2014 FY2015 FY2016 FY2017 FY 2013 FY2014 FY2015 FY2016 FY2017 FY 2013 FY2014 FY2015 FY2016 FY2017

Commission Ratio Operating Returnon EV

5.6% 21.7%

20.1% 206% 2L1.0%
18.9%
i a2%  43% .o I

FY 2013 FYZ2014 FYZ2015 FYZ2016 FY?2017 FY 2013 FYZ2014 FYZ2015 FYZ2016 FYZ2017
Note: EVOP (Embedded Value Operating Profit)/Opening

Embedded Value
13M and 61M Persistency
_— 79% L%
> 73%
69%
57%
50%
37%
21%
15%
FY 2013 FY 2014 FY 2015 FY 2016 FY 2017

[l 13M Persistency (Previous years) [ 61M Persistency (Previous years) [l 13M Persistency (FY 2017) [l 61M Persistency (FY 2017)

Note: Calculated as per IRDAI circular (based on original premium) for individual business, for period ended March for respective years
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Dear Shareholders,

The financial year ending March 31,
2017 has been an important year
in the journey for HDFC Life. The
Company continued to consolidate its
position as a long-term player in the
industry with its focus on customer
service, stronger product propositions
and improved profitability. During
the year, the Company also
announced a potential merger with
Max Life Insurance Company with
a view to increase the width of its
distribution, balance the product
mix and to leverage the revenue
and cost synergies between the two
companies. The biggest leverage
for the merged entity will come from
employees of both the companies. The
regulatory approvals for the proposed
merger are awaited at this moment.

The macro-economic factors and
demographics in India continue to
support the growth of life insurance
business. However, the competitive
intensity remains high, leading to
“short-term” behaviour patterns by
players that are value-eroding for the
industry. Your Company has continued
to tread a path of profitable growth
and customer-centricity in these
times. New Business Margin (NBM)

Glossary of Terms

Chairman’s Message

industry
%

is a key indicator of the health of any
life insurance business. The Company
had a healthy NBM of 21.6% during
the year and its NBM continued to
be among the best in industry. The
Company registered a growth of 19%
in the overall premium, while Indian
GAAP profitsgrew at 9% overlast year.
The Company maintained a steady
growth rate of 9% over last year in
the Individual business (WRP). The
Company has been at the forefront
of technology adoption and turning
itself into a digital insurer. Multiple
initiatives in these areas have led to
more straight through processing,
faster customer response times and
automation of processes. All of these
have led to the Embedded Value (EV)
of the Company growing at a healthy
rate of 21% over last year.

Financial services sector in India has
seen rapid changes during the last
year. The pace of digital adoption
by Banks, NBFCs and Insurers has
accelerated quite significantly. Newer
players like payment banks, digital
wallets and FinTech companies are
introducing innovative models for
customer acquisition and service.
While it is early days for them, their
approach is nudging the traditional

08 | Built on Trust. Delivered with Care.

The Company had a healthy
New Business Margin (NBM) of
21.6% during the year and its NBM
continued to be among the best in

players to rethink their processes
and business models. Further, the
one-time exercise by the Government
of India in November 2016 to
phase out currency bills of ¥ 500 and
¥ 1,000 and replace them with newer
bills  (commonly referred to as
demonetisation) has increased digital
adoption significantly during the
year. The Government's continued
efforts in increasing the usage of
Jan  Dhan  accounts, Aadhaar
and Mobile (“JAM Trinity") is also
broadening the base for financial
participation and reducing the costs
to reach new and unserved customer
segments.

These positive changes open up new
possibilities for HDFC Life. Building
an agile, multi-distribution platform
was one of the key strategic themes
chosen by the Company as part of its
strategic planning exercise last year.
The Company is building an ecosystem
of alliance partners spread across
Banks, NBFCs, Small Finance Banks,
Payment Banks and Ecommerce
aggregators and integrating with their
technology platforms to acquire and
service customers. The distribution
platform provides a frictionless,
paperless  customer  onboarding
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The Company has also improved on
various ‘quality of business’ metrics that
it tracks including customer complaints,
persistency, employee attrition and claim

settlement ratio @

experience through these partners
and also allows the Company to
innovate on pre-approved offers, auto
form fill-up and a choice of product
options on the go. The Company has
also invested in mobility solutions for
its workforce that has improved field
force productivity, rationalised branch
infrastructure and increased servicing
options for customers. The Company
has multiple ongoing programmes
that use Artificial Intelligence (Al),
mobility and analytics to strengthen
its digital proposition. | believe the
Company has made investments in
the digital space ahead of the curve
and it is poised to take advantage of
the larger trend of digitisation in the
Indian economy.

While digital distribution is a key
part of its future, the Company
has continued to build its physical
distribution network. The traditional
channels of Bancassurance, Agency,
Direct and Brokers have seen
profitable growth during the year.
The Company also defined a new
Agency model during the year that
will be rolled out in FY 2018. This
model will have a greater focus on
agent training, productivity and
providing newer tools to agents to
acquire and serve more customers.

The Direct channel (excluding online)
also saw a healthy 29% growth
during the year.

Apart from the financial metrics,
the Company has also improved on
various ‘quality of business’ metrics
that it tracks including customer
complaints, persistency, employee
attrition and claim settlement ratio.
Employee engagement index has
also increased over the last year
on the back of employee-centric
initiatives  undertaken by the
Company.

The two subsidiaries of HDFC Life
- 'HDFC International Life and Re
Company Limited' (HILRCL) and HDFC
Pension Management Company,
performed well during the year.
HILRCL started its operations in
FY 2016 and has steadily made its
presence felt in the GCC markets.
HDFC Pension has in a short span
crossed ¥ 1,163 Crs of Assets Under
Management. With the Government's
focus on deepening pension
penetration in India, HDFC Pension
has strong future prospects. Both the
subsidiaries are platforms that will
provide future growth opportunities
for your Company.

The prospects of India’s life insurance
market remain positive with a strong
GDP growth rate, increasing levels
of financial savings and initiatives
undertaken by the Government
of India to ensure adequate social
security for its citizens. The market
will remain competitive with newer
players and intermediaries entering
the fray. Your Company remains
focussed on its objectives of
profitable growth, providing an agile,
multi-distribution  platform  and
delivering long-term value to the
consumers through life insurance
products. | would like to thank all
the shareholders for another year
of support and trust reposed in the
Company.

Deepak S. Parekh
Chairman

Annual Report 2016-17 | 09
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Board of Directors

Mr. Deepak S Parekh

Chairman

Overseeing financial services
business as Chairman of HDFC
Group

Qualification

Fellow of Institute of Chartered
Accountants (England & Wales)

Mr. Keki M Mistry

Non-Executive Director

Managing housing finance business
as Vice Chairman & Chief Executive
Officer of HDFC Ltd.

Qualification

Fellow of Institute of Chartered
Accountants of India

Ms. Renu Sud Karnad

Non-Executive Director

Managing housing finance business
as Managing Director of HDFC Ltd.

Qualification

Graduate in Law, and Master’s
degree in Economics from Delhi
University

Dr. SA Dave

Independent Director

Supervision of Securities Markets
as ex-Chairman, SEBI; Director in
various companies

Qualification

Doctorate of Economics and
Masters degree in Economics from
University of Rochester
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Sir Gerry Grimstone
Non-Executive Director

Overseeing financial services
business as Chairman, Standard Life
plc and Deputy Chairman, Barclays

Qualification

Master of Arts, Master of Science
in Chemistry, Merton College,
Oxford University and NATO-CCMS
Fellowship Wolfson College,
Oxford University

Mr. Norman Keith Skeoch

Non-Executive Director

CEO of Standard Life plcand
managing investment process as CEO
of Standard Life Investments Ltd.

Qualification

Fellow of the Chartered Institute
for Securities and Investment,
Fellow of the Society of Business
Economists, Fellow of the Royal
Society for the Encouragement
of the Arts, Manufacture and
Commerce, BA, MA, DBA (Doctor
of Business Administration) and
Honorary degrees from University
of Sussex and Teesside University

Mr. Ravi Narain
Independent Director

Managed Securities Markets &
Stock Exchange operations as
former CEO of NSE

Qualification

Cambridge University-trained
Economist, MBA, Wharton School,
University of Pennsylvania, USA

Mr. VK Viswanathan
Independent Director

Expertise in managing
manufacturing & fast moving
consumer goods companies

Qualification

Commerce Graduate, and Chartered
Accountant from the Institute of
Chartered Accountants of India




Mr. Prasad Chandran
Independent Director

s

Expertise in Manufacturing,
Research & Corporate Management

Qualification

Chemistry (Hons) from Bombay
University, MBA from University
Business School, Chandigarh

Mr. Sumit Bose
Independent Director

Mr. Ranjan Mathai

Independent Director

Former Foreign Secretary of India.
Also held the positions of High
Commissioner of India to the UK
and Ambassador of India in France.
Has experience in administration,
diplomacy, communication and
research

Qualification

M.A. (Political Science), University
of Pune; Alumnus of the National
Defence College, Delhi (1987)

Mr. James Aird
Alternate Director

Managing business as Head of
Corporate Development, Standard
Life plc, and Managing Director,
Ignis Asset Management

Qualification

BSc Degree, Economics Graduate -
Edinburgh University

Ms. Vibha Padalkar

Executive Director &
Chief Financial Officer

Managing the finance, legal,
secretarial & compliance, internal
audit &risk functions as well as
oversight of the Pension Subsidiary
Company

Qualification

Chartered Accountant from The
Institute of Chartered Accountants
in England and Wales and Member
of the Institute of Chartered
Accountants in India

Retired from the IAS as Union
Finance Secretary. Held positions
of Secretary - Disinvestment,
Secretary - Expenditure, and
Secretary - Revenue in the Finance
Ministry, Government of India

Qualification

Master of Arts (History),

St. Stephen’s College, Master of
Science (Social Policy and Planning),
London School of Economics

Mr. Luke Savage

Alternate Director

Managing business as Chief
Financial Officer, Standard Life plc

Qualification

Bachelor of Engineering, Associate
Chartered Accountant from the
Institute of Chartered Accountants
in England and Wales

Mr. Amitabh Chaudhry

Managing Director &
Chief Executive Officer

Business management; occupying
CEO positions in current and past
roles

Qualification

Engineering, Birla Institute of
Technology and Science, Pilani;
PGDBA - [IM, Ahmedabad
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Glossary of Terms

From the desk of the MD & CEO

Dear Shareholders,

| have previously compared running a
successful life insurance business to
running a marathon. You need to take
a long-term view of your goal, stick to
your race plan despite the occasional
surprise on the course and continue
going forward regardless of the odds.
FY 2017 was another significant step
forwardinthemarathonthatHDFCLife
has embarked on to become the most
respected life insurance Company in
India. True to the marathon metaphor,
we had multiple surprises on course
during the year - periods of financial
markets’ instability at the beginning
of the year, short-term impact of
demonetisation (that turned out to be
mostly positive!), a potential merger
announcedbyHDFCLifeand continued
competitive intensity in financial
service sector in India. We took each
of them in our stride during the year
to deliver another set of solid financial
results and we have made significant
progress on our key strategic themes
laid out in the previous years. This has
been made possible because of the

focus we have had on building a high
quality, de-risked business model that
has eschewed “short-termism”. Our
strategicchoicesinpursuingprofitable
growth, customer-centricity and
providing timely and appropriate
risk cover to Indian consumers were
validated in a fairly unpredictable
business environment this year.

The overall premium collection grew
by 19% to % 19,445 Crs during the
year compared to the 10% growth
that the Company had the year before.
The individual new business (WRP)
grew by 9%, while the group business
witnessed a growth of 59% during the
year. Our focus on profitable growth
has resulted in a steady growth in
the New Business Margin (NBM)
over the years. In the last 6 years,
we have improved our NBM by over
11 percentage points. We ended up
FY 2017 with anindustry leading NBM
of 21.6%. This reflects the quality of
business written, the institutionalised
practices that improve customer
retention and the tight management
of expenses that are integral to

12 | Built on Trust. Delivered with Care.

our way of doing business. We also
increased our Indian GAAP profits by
9% to¥892Crs.

The financial numbers tell only a part
of the story. We saw tremendous
improvements in our quality of
business metrics as well. We reduced
our policy issuance TATs by 30%
on the back of investments that we
made in technology and digital
initiatives. The persistency figures
improved across most of the
policy cohorts with the 13" month
persistency ending up at 81%. The
claims settlement ratio was among
the industry best at over 99% and
the number of complaints per ten
thousand policies reduced by 24%.
The digital initiative adoption was
widespread across the organisation
and over 98% of the policies were
sourced using digital medium.

The Company had always stated its
intention to list in the Indian markets
and we had initiated the Initial
Public Offering (IPO) process at the
beginning of the year. While we were
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Operating return on
Embedded Value
(EVOP/Opening
Embedded value):

21.0%

(Up from 20.6% in
FY 2016)

on course for the listing, the Board of
Directors of the Company approved
entering into an agreement to merge
our business with Max Life Insurance
Company Ltd., through a composite
scheme of arrangement also involving
Max Financial Services Ltd. and Max
India Ltd. The proposed merger aims
to bring together two entities that
have complementary capabilities in
an extremely competitive life
insurance market. The merged entity
would have a wider product suite,
a diversified distribution mix and
enhanced service touch points for
customers. This is an attempt to
shape life insurance industry in India
and to create a cutting-edge life
insurance company of the future. We
are awaiting the necessary approvals
for the merger.

In our strategy roadmap, we had
outlined building an agile, multi-
distribution platform for our partners
as one of the cornerstones of our
strateqy. We made significant
progress on this theme during the
year. The count of institutional

©

2~

New business margins
(post overrun)

21.6%

(Up from 19.9% in FY 2016)

partners who sell our products is
now over 100. This strength is the
reason for the strong growth we had
in the group premium segment of our
business during the year. The nature
of partners range from traditional
banks, NBFCs, MFIs, Payment Banks,
Small Finance Banks in financial
services, to partners in Ecommerce,
Telecom, Healthcare, Media and other
emerging ecosystems. This wide
range of partners is an important
validation of our view that there are
multiple routes of reaching customers
to deliver insurance solutions as
the world becomes more digital
and customers aggregate on newer
platforms. We have been working
on deeper technology and process
integration with these partners
using our agile platform to ensure
we deliver the best insurance
solutions to their customers. This is
an important area of future growth
and we are making investments in
deepening our expertise in these
new ecosystems and building strong
capabilities in newer technologies.
The Company continues to have a

s

Assets Under
Management (AUM)

391,742Crs

(up by 24%)
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We have deepened our
commitment and efforts at embedding
HDFC Life values in every action that

we undertake in the Company

clear focus on traditional channels
that remain salient to a large
customer segment in India. The
results of our efforts were seen in
double-digit growth seen in the tied
Agency and owned Channels. We have
also worked on a revamped Agency
model that we plan to roll out in
FY 2018.

We also continued on our journey

towards a frictionless customer
on-boarding experience  working
in close collaboration with our

distribution partners and agents. We
had discussed the rapid strides we
made in adopting mobility to enhance
customer experience the year before.
In FY 2017, we took this further with
our Mobility 2.0 journey. Now, mobility
is entrenched across the way business
is done at HDFC Life - from the way
an employee works through the day
to how an agent or a distributor on-
boards a customer. We have all of our
sales and service staff now manage
the entire customer acquisition
process in a paperless model. With
significant push for Digital India by the
Government and accelerated adoption
of digital channelsin financial services
aided by demonetisation, we see our
leadership in mobility adoption as a
competitive advantage for the future.

While  we make our customer
interfacing platforms more intuitive,
digitally enabled and customer
friendly, we realise mid and back-
office  transformation is equally
crucial. We have taken up Robotics
and Artificial Intelligence (Al) based
automation in a concerted way during
the year. The ability to develop an
automation tool that can “learn” has
become progressively easier over
the years because of advances in
Machine Learning (ML) and Natural
Language Programming (NLP). During
the FY 2017, more than 20 mid and
back-office processes have been
automated using bots and automation
tools, that have reduced costs and
increased accuracy of the processes.
This has provided the Company with
confidence to take up robotics process
automation at a larger scale.

During the year, we also deployed
our enterprise-wide TEBT platform
in areas of customer and policy
servicing. Over the past 3 years, we
have re-architected our technology
stack through the TEBT program
with the intention of having every
single function in the life insurance
value chain on this modular and
interoperable platform. This has
helped us with our journey to become
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atrulydigitalinsurer. The environment
is rapidly changing around the world
with new age technologies creating
disruptive models. Life insurance
seems to be untouched so far but the
timeisripe fordisruptionin this sector.
We believe we must disrupt first if we
have to avoid being disrupted from
outside. We have been working on a
number of digital initiatives across
the value chain to pre-empt disruption
from outside. | will be keen to share
with you, the results of this next year.

We have deepened our commitment
and efforts at embedding HDFC
Life values in every action that we
undertake in the Company. The Value
Ambassador and the Value Guardians
programmes that we initiated two
years back have been going strong.
We continue to make considerable
investment in talent management
and employee engagement areas.
The extent of change that we are
managing requires us to have deeply
committed and driven employees who
can challenge the status quo, set high
benchmarks and exceed them. A large
part of the workforce is in frontline
sales and the Company has taken
the lead in alternate skill-building
and hiring models. These models are
designed to re-emphasise the values



s

<<

The focus on superior execution

on a clearly defined strategic roadmap
has helped us deliver consistent value

to our shareholders @

of HDFC Life and strengthen the belief
in the 'HDFC Life way' of conducting
business.

Iwould also like to draw your attention
to the promising performance of your
two subsidiaries during FY 2017.
HDFC Pension has been the market
leader in adding new subscribers
and new corporate sign-ups. It has
over ¥ 1,163 Crs of Assets Under
Management and has seen the fastest
growth among private pension fund
management companies during the
year. Pension is a huge opportunity in
India and the Government has rightly
identified a ‘pensioned society’ as one
of its priorities. HDFC Pension is on
the right path in this hugely promising
sector. HDFC International (HILRCL),
the second subsidiary, started its
operationsin FY 2016 and has steadily
made its presence felt in the GCC
markets. We are putting together a
strategic roadmap for the reinsurance
segment during FY 2018.

Life insurance in India has a long
runway for growth aided by favourable
demographics, a growing economy
and a large untapped, under-served
market. In comparison to many of its
Asian counterparts, the Indian life
insurance sector still offers significant

headroom for growth. Regulatory
stability, robust GDP growth, higher
financial savings and increased digital
push present a huge opportunity in
the near future.

Trust is the most important
currency in Life Insurance and we
have built our business to deliver
this with utmost care. The focus
on superior execution on a clearly
defined strategic roadmap has helped
us deliver consistent value to our
shareholders. The agility to adapt to
changes in the Indian life insurance
industry has allowed our business
to grow profitably. | would like to
thank all my colleagues at HDFC Life
for going the extra mile to serve our
customers every day at work. They
are the reason | remain confident that
HDFC Life will continue to perform
successfully onitsjourney.lalso thank
the shareholders for their continued
support and guidance through the
year.

Warm Regards,
Amitabh Chaudhry
MD & CEO
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Executive Committee

Amitabh Chaudhry Vibha Padalkar Suresh Badami
Managing Director & Chief Executive Officer ~ Executive Director & Chief Financial Officer ~ Chief Distribution Officer

Prasun Gajri Rajendra Ghag Sanjeev Kapur
Sr. Executive Vice President & Sr. Executive Vice President, Chief Human Sr. Executive Vice President - Group Sales
Chief Investment Officer Resource Officer and Chief Value Officer & Bancassurance
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Srinivasan Parthasarathy Subrat Mohanty Pankaj Gupta
Sr. Executive Vice President, Chief & Sr. Executive Vice President & Head - Executive Vice President - Bancassurance,
Appointed Actuary, Head Products Strategy, Operations, Business Systems & Strategic Alliances, Marketing

Technology, Digital Marketing

Sanjay Vij
Executive Vice President - Bancassurance
and Chief Value Officer
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Corporate Social Responsibility

sustainable  business
growth can be established on

Long-term

Employee Volunteerism

a foundation of ethical social
responsibility. We contribute towards
social development through our
various initiatives under the realm of
Corporate Social Responsibility.

In FY 2017, our CSR initiatives
have been focussed in the areas
of Education, Health, Livelihood,
Environmental Sustainability and
others. HDFC Life has impacted the
lives of over 1.80 lac beneficiaries
through various projects during
FY 2017.

Employees are encouraged and
provided with opportunities to
volunteer for social causes. They are
empowered to design and implement
socially relevant and beneficial
projects. This allows the employees to
collaborate with the eco-system and
contribute to the society.

Employees play an active role in
contributing to social causes. Many
activities in their respective branches
and locations are conceptualised
and executed by them. These are
relevant to the local needs and result
in promoting our people engagement,
collaboration and integrity values.
Employees are also involved in
activities organised for the identified
beneficiaries of the ongoing projects.

112

Employee
driven activities

1,300

Employee
participation

Our Philosophy

e Maximise employee involvement to create socially responsible

corporate citizens

¢ Open to all beneficiaries with a special focus on Below Poverty Line

(BPL) beneficiaries

e Focus on strengthening business relationships by collaborating with
other corporate organisations and business partners

e Achieve indirect rub-off effect from the projects undertaken on the

line of business

18 | Built on Trust. Delivered with Care.
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Our Focus
. - Environmental
Education Health Livelihood Sustainability Others
Promoting education, Promoting health Skill training for Contributing towards  Any other areas that

including special
education and

care and sanitation
and making safe

employment

environmental
sustainability

are covered within
Schedule VIl of the
Companies Act, 2013

)

employment drinking water
enhancing vocation available
skills

Education

®

Our initiatives:

Aim: Promoting better quality of education and holistic development
for less privileged children, thereby bridging educational inequity.

61,462

Lives impacted in FY 2017
Locations: Andhra Pradesh, Assam, Bihar,
Delhi, Gujarat, Maharashtra, Odisha,

Tamil Nadu and West Bengal

)

A fully paid sponsorship through
which employees work as full time
teachers in low income private
or municipal schools that cater
to children from underprivileged
backgrounds

Supporting holistic education of
children without parental support

Strengthening  rural  education
through infrastructural development
and access to better transport
facilities in schools, thereby
ensuring holistic education to
children

Creating  responsible  future
citizens by imparting civic literacy
to students in 29 low income
schools

Empowering children to make
informed life and career choices
by imparting career and life skills
counselling. The children are
provided with mentors to guide
them in the critical academic years
from classes 8" to 10"

Enabling young girl students in a
remote village to attend school
regularly by providing cycles to
them

Providing nutritious and healthy
mid-day meals to school children
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Health

Aim: Promoting preventive healthcare amongst the underprivileged and ensuring awareness and improved
healthcare.

1,21,913

Lives impacted
Locations: Maharashtra, Tamil Nadu and West Bengal

Our initiatives:

e Reducing and preventing protein energy malnutrition amongst children
under the age of five, in 24 Gram Panchayats

e Encourage early detection of cancer by conducting cancer awareness and
detection camps, enabling higher cure rates

e Reduce the treatment abandonment ratio in cancer-afflicted children of
underprivileged families by providing them holistic child-friendly healthcare
support and accommodation facilities during the course of treatment

e Providing safe drinking water solutions across six villages and promoting
entrepreneurship-based sustainability

e Improving and upgrading sanitation facilities and providing drinking water
access to children in ten municipal schools
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Livelihood

Aim: Providing training and
appropriate employment opportunities
to the employable youth enabling
them to lead a life filled with self
respect and dignity.

200

Lives impacted
Locations: Karnataka

i

A\

Environmental Sustainability

Aim: To combat the impact of increasing population, urbanisation and
consumption patterns.

4,500

Trees planted
Locations: Haryana

<

Others

Aim: Restoring the self-esteem of the affected beneficiaries under varying

circumstances.

400

Lives impacted
Locations: Jammu &

Kashmir and Tamil Nadu

s

Our initiatives:

Providing vocational training to
around 200 differently-abled youth
and ensuring at least 80 percent
placements

Our initiatives:

Support plantation and maintenance
of 4,500 trees in a biodiversity park
that aims to restore the flora and
fauna indigenous to the Aravalli
hills area.

Our initiatives:

Provision of permanent homes for
underprivileged  flood-affected
families

Offering concierge-based services
to senior citizens, which includes
medical support, utilities, general
well-being, accompaniment and
companion care
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Customer Service

accurate response to customer needs.

Digitally-enabled Customer Service

We understand that managing the value chain across life cycle of the customer
is the key to survival. The initiatives that have been taken up envisage a digital
approach with ultimate objective of enhancing customer experience.

The digital eco-system comprises 3 major aspects:
e Self-serve: The options that allow the customer access to policy
information 24x7 - anyplace, anywhere

* Automation: Wherever possible, automating processes to speed up
delivery

e Efficiency: Improving process quality and outcomes

Se\f-ser Ve

DIGITAL
ECO-SYSTEM
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At HDFC Life, Customer-Centricity is a part of Organisational Values.

Customer service and retention have been focal points of evolving an enhanced
level of experience for our customers. We have endeavoured to improve the
customer experience through effective response to customer requirements and
expectations and alignment of systems and processes to meet these requirements.
HDFC Life is looking at digitising processes to have an edge in providing speedy and

Simply Chat

In FY 2017, we went live with a chat-
based channel for customers on our
website and through our customer
portal ‘MyAccount’. Customer can now
avail of self service 24x7, vide hashtag
options. In case of complex queries,
there is a seamless transfer to an
agent-assisted mode.

Chat Bot (In progress)

This solution will be a two-fold
solution as a chat bot layering the
assisted chat solution and interactive
FAQ. It will serve as a self-serve mode
to the customers available 24x7.

s/l Customer-Service
- Mobile App

In an attempt to fulfil servicing needs
onthe go, the customer service mobile
app has been made live this year. The
app allows the customer to review
details of his/her policy and pay
online. Features such as Fund Switch,
Premium Redirection, Top-up, etc. are
in the pipeline and due for launch with
the next release.




Email Automation

Currently in pilot mode, the initiative
aims at reducing the turnaround time
for customer requests received on our
email platform. A natural language
processing based Bot named SPOK
has been deployed to improve
speed, provide additional processing
capacity and standardise the service
experience.

Online Payment
Transformation

A new payment process has been
deployed with an easy 3-click based
successful payment approach and
has made the payment journey
responsive and compatible with
multiple browsers and form-factors.
New avenues such as over-the-
counter premium acceptance at HDFC
Bank and Axis Bank branches, CSC
centres and Wallets like PayZapp and
Jio Money were added this year in a
continuing effort to make it simple for
customers to renew policies.

Increase in Servicing
Options at Touch Points

=0

Asapartof technology transformation
implementation, existing systems
and processes have been overhauled
to provide ease of servicing at touch
points without back-end dependency.
End-to-end communication process
flow has been designed to ensure
customer is keptinformed in his policy
servicing journey.

De-Centralised Policy
Servicing

In an effort to improve turnaround
time, mini-hubs have been set up at
3 locations in addition to the
centralised hub. This will ensure
customer requests are serviced at a
faster rate.

|° Pre Conversion
=¥ Verification

In a pioneering move, a mobile app
InstaVerify has been developed to
provide unique and personalised
experience in customer verification
while on-boarding. Overall adoption
rate has been at 28% with highest
adoption of 45% amongst HDFC Bank
customers.

@ Claims Processing

Rule engines and  predictive
technologyisusedtoachieve accuracy
and consistency in the claim decision.
This engine is updated and tuned up
at reqular intervals. In the current
year, claim settlement ratio stands at
above 99%.

s

i
Iﬂ Claims Assist

Claims documentation is continuously
re-designed to make it easy, simple
and claimant-friendly. All  the
documents are available on the
website and accessible for download
even on mobile. Videos explaining
the documentation required are also
available. Once a claim is raised, the
Claims Assist Team takes over to assist
and smoothly guide the claimant
through the entire process.

Servicing Options on
Twitter Chat (In progress)

Introducing a dedicated Twitter
handle where customer can avail self
serve, servicing options and even
renewal payments.

Ina
pioneering move,
a mobile app
InstaVerify has
been developed
to provide unique
and personalised
experience

in customer
verification while

on-boarding @
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“Let Our Customers

Speak for Us”

Payout-Related Requests

Thank you so much for the help.
| have received the amount in my account
today. Would like to put on record the
efficiency and convenience of HDFC
Life. You were better than most other
insurance companies. And the fact that
you make it very convenient for us by
going 100% digital is commendable.

Thank you

Dr. Tiameren Jamir

Swabhimaan Careers
(for claimants'job in HDFC Life) -

! Good interaction. Thank

you very much for providing earlier
than 30 days. Also thanks for the

Swabhimaan Career @

Mrs. Doddapaneni Padmavathi

Premium Payment Related

@HDFCLIFE, thanks for the
prompt response (kudos to Manish) in
helping me solve the issue I had with
paying my premium. 10/10 from me

Mr. Parth Yagnesh Pandya

24 | Built on Trust. Delivered with Care.

Maturity and Settlement Option

The way Mr. Narendra has
entertained my case and the way he
explained me, extremely wonderful and
so cordial person. I would rate himat 10 if
| could rate him at the highest. Excellent
guy, I think it's good thing for HDFC Life
to have such kind of customer support

executive @

Mr. Rajiv Shah

My Account - Customer Portal

“SSTAR*** ¥+

@

Mr. Kunal Agnihotri

Cancellation of Policy

Thanks for hurricane response;
| am quite satisfied with your reply and

logic for continuation of the policy

Mr.Vinod Kumar Sehgal



TAT for Claim Processing

The claim was expedited very
fast. Overall experience to resolve the

claim was excellent

Mr. Joshi Vibhutibhai

@

@

| am quite amazed by the speed

at which HDFC Life processed the
claim. Death in the family is always a

troublesome period and any help from an
external party (in this case HDFC Life) to
settle claim of money so fast was simply

wonderful. Thank you so much

Mrs. Savitri Gupta

My Account-Related Requests

@

Abdul has been very goodin
assisting and resolving my issue...
5***** o him

@

Mr. Manoj Kumar Shukla

A helpful and quick response
Lokesh. Its nice experience with this
service

from

D

Mr. Stavan Anantkumar Patel

s

Satisfactory Resolution on Social Media

Delighted by the result-oriented
support from HDFC Life team after |
tweeted to them today social media
rocks happy dassera pals @

Mr. Anish Aravind

| consider it my duty to let you
know that Mr. Manish has displayed
exemplary acumen in understanding
theissue and addressing it in the most
appropriate manner. | cannot thank him

enough

Mr. Baikunth Nath Sinha
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Strategic Overview

Our strateqgy is based on four pillars that define our path and four enablers
that help us achieve these objectives. We have continued to work across our
strategic themes through multiple initiatives to achieve specific objectives.

® @ ©0 €

1 2 3 4
Agile, multi- Digital Innovationin Economies of
distribution Leadership product selling & Scale

platform growing niches

Customer Experience
Technology Enablement
Risk Mitigation & Management

Skill Development & Workforce Retention
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@ We have made consistent
progress across our strategic themes @

Agile multi-distribution platform Digital leadership

e Growth of 9% & 59% in Individual WRP and e New customer servicing mobile app with
group business respectively* 190,000+ downloads

¢ Profitable growth across channels & mining e 98%-+ policy sourcing via digital medium

new opportunities
¢ Ranked 3" on Facebook, 4t on Twitter,

e On-boarding new distributors across 2" on YouTube in BFSI sector?
traditional & non-traditional players

Pillars

Innovation in product selling Economies of Scale
and growing niches

e Automation by deployment of robotics
solutions (20+ internal processes
automated)

¢ 85%+ adoption of mobility solutions

¢ Continued focus on mobility with initiatives

across the board
e STPand CRM integrations with banking

¢ 3 new individual products and 2 group partners

ducts| hed during th
POCUCES IaUNENECAUING The year e Cost controls to address changing

environment

Notes:

1. Based on total new business premium in respective categories 2. Based on March Unmetric numbers
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Customer Experience

e Persistency improvement across
cohorts

e 30% reduction in new business
policy issuance TATS?

A e Number of complaints per ten
g thousand policies reduced by 24%

0Oee

Risk Mitigation & Management

e Initiatives in underwriting and
@ claims such as usage of 3 party
data for financial underwriting,

tele-underwriting, OCR &
analytical models

¢ Roll-out of new BCP as per the
@ changed business environment

Technology Enablement

¢ Deployment of TEBT“ phases
@ for policy servicing; TEBT
benefit realisation

e Hashtag-based real time self-
service options

Skill Development &
Workforce Retention

e Launch of mobile app based learning
v
. platform

o Better skilled workforce with 1,100+
recruits from Smart Achievers

program?

e Reduction in frontline sales attrition
and reduction in overall attrition

@ We continue to track the market and assess our
performance based on our strategic themes. Our well defined

strategic themes have helped us across business cycles @

Notes:

3. Median TATs 4. Technology enabled business transformation 5. In association with Manipal Global Education

28 | Built on Trust. Delivered with Care.



Digital Initiatives

Robotics

The Company believes in being technologically adept to improve customer experience,
enable workforce and subsequently, enhance efficiency. Hence, we embarked on our
journey of Robotics. We engaged a large number of international and domestic players,
with the critical objective of understanding the potential use cases and identifying
the most appropriate vendor. After analysing multiple proofs of concept, certain
capabilities and vendors were shortlisted. Automation index was then created to
identify processes with large volumes, repetitive manual data processing activities,

s

large Non Value Adding (NVA) steps and high risk of errors. Shortlisted processes were
evaluated for Cost Benefit Analysis and functional fitment.

(a) Robotics Process Automation
(RPA): A non-invasive, IT automation
of manual data and document
processing activities, encompassing
large volumes.

RPA substantially increases process
efficiency and decreases Turn Around
Times (TATs), while simultaneously
decreasing the NVA steps, costs and
risks of manual errors.

Our first RPA implementation was the
Customer Initiated Payout process.
Within a month, this delivered a
100% success with 100% accuracy.
TATs were reduced by 4 days. This
has been an ideal harbinger for
various processes queued up for RPA
implementationin FY 2018.

(b) Optical Character Recognition
(OCR): An automated document
reader for scanned/digital documents,
with standard templates like KYC,
Income and Medical documents.

OCR reduces the manual effort for
data entries and scrutiny, by providing
automated extraction of data. It
enables digital storage, tabulation of
data and advanced data analytics.

Our first OCR implementation involved
Pathology reports of 100+ types.
These reports were then used in
underwriting process to reduce TATs
and the data was included in the
study for predictive analytics. Any
instance of systematic uncertainty
of 100% accuracy is followed by a
thorough manual scrutiny. Customer
on-boarding processes, which require
KYC verification, income and other
documents, will automatically knock
off such requirements, once a digital
documentisuploadedandrunthrough
OCR process.

(c) Artificial Intelligence: The
cognitive ability of a software bot
to automatically read, understand,
categorise, prioritise and respond
to customer emails, all within
milliseconds.

These Bot are built on Artificial
Intelligence and Natural Language
Processing technologies. These bot
replicate human cognitive abilities in
reading, comprehending, interpreting
and conversing.

This standardises communication
and reduces on-boarding time in

high attrition workforce. This also
complements the overarching
objective of instant response at all
hours.

Our early implementation of Artificial
Intelligence includes an advanced
Customer Email Management algorithm.
This facilitates preferential email
routing, based on issue criticality &
agent vintage. Solution provides smart
chats using Hashtags for self service
and FAQs.
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Straight-Through Processing and Mobility

As a part of the standard insurance sales process, a prospect customer has to fill an
application form and fulfil requlatory KYC and AML requirements. These include, but
may not be limited to; Identity, Address and Income proof. Additional documentation
necessities may be SI/ECS mandate, NEFT, acceptance of Most Important Terms
& Conditions (MITC). Need for Medical check-up can be additional requirement for
certain policies. This is a time-consuming process for Customer and Sales Person and
requires repetitive follow-ups. This causes time and effort wastage, often resulting
inirate customers.

Mobility is one of the key strategic initiatives HDFC Life has takenin order to drive sales
efficiency and customer convenience. The Mobility suite has ensured convenience to
the Customer and Sales teams providing an ‘Anytime Anywhere’ business experience,
reduced dependency on branch infrastructure, improved turnaround times and
optimised internal processes. Today, an insurance policy can be converted within 20

Glossary of Terms

Straight-Through Processing (STP):
Project was initiated to identify
avenues for streamlining customer
experience, while simultaneously
reducing issuance TATs and efforts.
We integrated our systems with
the partner bank's database, with
the intention of using the existing
records for documents fulfilment.
KYC documents are often already
collected by Partner bank distributing
our products. Apart from the bank, we
have also integrated our systems with
syndicated databases for validating /
collecting Aadhaar, PAN and income
statements. Additionally, multiple
documents were combined into one
single Customer Consent Document
(CCD) to eliminate risks of missing
these requirements and the chances
of any avoidable cancellations.

STP initiative has simplified customer
on on-boarding process and experience,
and reduced the policy issuance time
significantly. This has also reduced
the manual effort and need for more
resources as business scales up.

Mobility: In FY 2017, close to 65% of
our new business applications were

minutes after login using the Mobility solutions.

logged in using mobile devices which
is the highest in the industry, while
the remaining business was logged
in using other technology platforms.
HDFC Life has completely stopped
printing paper proposal forms. The
upload of supporting documents
is done through digital means and
has consistently been over 98%
throughout the year enabled by
our upload manager app - InstaFR.
Another app, ‘InstaKit’ has allowed
our sales force to explain products
conveniently  using videos &
e-collaterals thereby reducing our
paper footprint significantly. Our
innovative solution InstaVerify allows
us to package a contact centre agent
in a box and enabled us to cost-
effectively close our sales verification
process. We have completed more
than 200,000 Insta Verification in
FY 2017. Day-to-day activities like
marking attendance are also done
via our mConnect app leveraging
geo-tagging and geo-fencing. Our
mobility initiative has won around
16 prestigious industry awards
including DL Shah Quality Award, India
Insurance Awards and BFSI Awards &
Cl0 100 Awards.
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@ STP initiative

has simplified
customer on-
boarding process
and experience,
through which
non medical
policies can get
issued within few
minutes to hours.
This is contrary
to the earlier
scenario, wherein
it would take at

least a week @




(a) Lead Warming Call Centre
(LWCC): Call Centre Executives
actively engage with existing policy
holders. This is done at predefined
trigger events to facilitate service
query resolution and create cross
sell intents. LWCC then qualifies the
probable leads and shares them with
the prevalent channel's front line
sales personnel. LWCC is a unique
service-to-sales framework which has
the ability to bridge the gap between
sales and service functions. This
further helps the organisation achieve
service optimisation and improve
sales force productivity, ina customer-
centric ecosystem. It works to provide
seamless experience to customers
across all  services, renewals
collections, direct marketing, branch
operations, and payouts processing
teams, and generates potential sales
opportunities. LWCC is a channel
agnostic set-up and works with
respective sales channels to maximise
conversion for revenue enhancement.
The unitis well supported by in-house
behavioural insights and analytics
(customer propensity, product fitment
models). The objective is to pitch the
right set of products to the customers
leading to improved appointment
generation and higher lead closures.

Customer Value Management

We believe in Customer Value Management (CVM) to enhance value for customer
and the organisation. This is done by helping customer remain invested in policy and
acquaint him/her with the most befitting financial solution at his/her life stage. This
is done at all service touch points. The task encompasses the last mile conversion too,
including working with sales teams to enhance lead conversion and embed cross-sell
as a part of the sales process.

(b) Pre Approved Sum Assured
(PASA): A unique offering launched
for a specific customer base, which is
eligible for an additional sum assured.
This addition is over and above the
purchased insurance cover. The
unique selling point of this offering is
that the customer need not provide
any additional document. This makes
new policy purchase seamless and
ensures faster policy issuance. We
are working towards integrating
different credit bureaus and partner
eco systems. The motive is to build
financial underwriting and straight-
through processing via Meta PASA
offering. This will allow the offering
to be extended to customers of our
partners, who haven't yet bought
insurance solutions.

(c) Tele-Sales via Tele-Binding:
This initiative was launched to up-sell
to existing customers, whose payout
is due in the near future. The effort
is to help customer redeploy some
of the outgo as new solution as per
life stage. Customers are pitched the
product that will fulfil their current
needs of insurance and are provided
the option to pay the premium online
or have it funded by the payout of the
previous policy.

s

(d) Tele-Sales Verification &
Conversion: This initiative supports
tele-verticals of our corporate agents.
It builds capability of tele-verification
&closure desk, for faster processing of
cases. This team enables completion
of verification & form filling activity for
partner generated tele-sales leads.
This strengthens faster processing
and enables end-to-end closure on
phone.

Lead Warming
CallCentreisa
channel agnostic
set-up and works
with respective
sales channels
to maximise
conversion
forrevenue

enhancement @
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Brand Performance

Click to insure.

The rest is assured.

{ ]nsmm
‘E Bunging

e

b=

Since inception, HDFC Life has moved
on to epitomise its brand tagline ‘Sar
Utha ke Jiyo’, by enabling a life of pride
and dignity for all its stakeholders.
Our positioning continues to resonate
strongly amongst our customers and
we are seen today as a brand that
stands for financial independence; an
enabler to a life of pride and dignity.
It's no surprise that HDFC Life was
recognised as a Superbrand for the
6" time.

HDFCLife hasbeenapioneerinthelife
insurance industry in India - adapting
to the latest trends in the digital
sphere and leveraging technology to
achieve customer delight. This year,
we launched HDFC Life YoungStars,
India’s first digital talent hunt
harnessing the power of technology
and engaging our customers with
an emotional connect. It gave our
customers a unique platform to
showcase their kids' talent and fulfil
theirdreams.

In our endeavour to cement our stance
as digital leaders in the industry,

1

we attempted to convert the fence
sitters in the online insurance buying
journey through the ‘Click to Insure’
campaign. We highlighted various
offerings by HDFC Life like a wide
range of plans, online assistance
and support that simplifies the
online journey. An interactive tool -
a recommendation engine helping
the customer to learn about the best
plans to suit his/her demographic
profile - was also created based on
our past online sales experience of
over 5 years. We reached out to the
millennials using humour as a genre
for a number of online campaigns.
A series of animated videos “Don't Be
a Pappu” was created on tax planning
with ‘Pappu’ as the protagonist.
The educational campaign stitched
in the importance of planning taxes
on time with Pappu visiting social
pages and giving tips and tricks
on tax planning. The video series
went popular on Social media and
the campaign was awarded with a
Bronzein APACConsumerEngagement
Forum Award for its uniqueness &
relevance.
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@ In our

endeavour to
cement our stance
as digital leaders
in the industry,
we attempted to
convert the fence
sittersin the
online insurance
buying journey
through the
‘Click to Insure’

campaign @

Focussing on customer education,
we devised a game-based online
digital platform - ClickePrepare to
increase awareness on the different
aspects of insurance planning. Four
journeys or mission were created
on each specific Insurance product
category - Insurance in general, Term
plans, Investment & Retirement. The
users could explore the platform as
per their interests and get rewarded
for successfully finishing their
missions. This witnessed a lot of
traction in terms of visits, time spent
on the website and high sharability on
social platforms.
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@ We launched our new brand campaign ‘Apno ko

apne dum pe jeena sikhao’ with the objective of creating
awareness and reinforcing the core benefits of life
insurance i.e. protection against life's uncertainties. @

We launched our new brand
campaign ‘Apno ko apne dum pe
jeena sikhao' with the objective of
creating awareness and reinforcing
the core benefits of life insurance i.e.
protection against life’s uncertainties.
With protection as the overarching
theme, we were able to bring about
the need for life insurance to the
forefront and also build preference
for the brand.

To take the brand thought further
and enhance brand affinity amongst
the channel partners and their
customers, we did an experiential
campaign #MyMomentOfPride, which
provided a platform to the customers,
to say ‘Thank You' to their loved ones
through this innovative on-ground
activity. It was taken nationwide to
cinemas, malls, allhighfootfallchannel
partner branches & culminated with
an outdoor leg called the 'Billboard
of Pride’ that celebrated thousands
of participants & their thank you
messages.

We focussed on the ideology of
“Innovation,  Customisation  and

Apno ko apne dum pe

jeena sikhao.

Personalisation” to engage with our
customers by introducing card-based
engagement modules and game-based
learning micro sites. The initiative was
well recognised for its innovation in
the field of email marketing. We also

automated our cross sell campaigns
through an integrated multichannel
platform that helped us increase
customer reach and improve response
rate by offering them the right
products.
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Awards & Accolades

QC

DL Shah Award - Platinum Award
for Enterprise Mobility Project

BTG
< iz s /U0
g

BFSI Tech Maestros Award for
Mobility

200 YEARS OF DIVERSITY

ADFEST 201N

Bronze Award for Memories
for Life Campaign in the Direct
Campaign for Retention /
Loyalty category

2016
Indian Insurance

St

Best Innovative Product -
Life and Health Insurance

!nsights Awards

IDC Insights Awards for
Mobility

DMA

CREAT:-FFECT
AWARDS 2016

MEMA

DMA Asia Echo Awards for
‘memories.hdfclife.com’
and its campaign

[ N
‘.: ‘i.l
\".Lm N
- ‘iiﬂﬁ;' -
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VISION ; QAWAHDE

GOLD WINNER

LACP Gold Vision Awards
(2016) for the Annual Report
FY 2016

FASIA N
W __Best W
If'.u‘rlil’l.u‘{liﬂ |

7" Asia's Best Employer
Brand Awards under
5 different categories
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Intelligent Enterprise Awards
for Mobility

Marketing Campaign of
the Year for Memories for
Life Campaign

Gold shield for Excellence in
Financial Reporting
(Annual Report FY 2016) by ICAI

Global Awards for Excellence
in Quality Management &
Leadership
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ASLA BANKING, FI NANCIAL SERVICES
& INSURANCE EXCELLENCE AWARDS

Asia BFSI Awards for
Best Customer Service
Organisation

Award for One of the
Most Effective Marketing
Communication Ideas

—\
AOTS

AQTS Outstanding Workplace
Excellence Practices

-

Customer

EXPERIENCE

Awards

Best Digital Customer
Experience Initiative

; @“b@_ Quality Circle

ir Forum of India

Best Quality Circle Award for
Faster Claims Payout,
Promoting Go Green Concept
and Supporting Digitisation

PRIME TIME

Awards for Best Creative
Advertising Campaign - BFSI

NATIONAL
QUALITY

EXCELLENGE
AWARDS, 2007

- (@Proxis Medio —

National Quality Excellence
Awards 2017 for most
innovative Company

INDUS Prasanis

Je sap W,

\4 ACE 7

‘1. 2016 .v’
by o0

"

SAP ACE Award for Technology

Adoption in BFSI

s

GLOBAL
( MARKETING
EXCELLENCE

AWARDS

Won Best Loyalty Program
Award for the Memories for
Life Campaign

Got recognition under Customer
Value Leadership category in the

Service sector

M THER & _%

100 BEST COMPANIES
FOR WOMEN

Award for Best Practices
Benchmarking Women'’s
Workforce and Raising the Bar
on Gender Diversity
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A. Macro Economic Trends

The last year under consideration has been marked by
several developments in India and worldwide. Globally,
the large economies saw a pull back from the pessimism
of deflation and slow growth. The IMF (International
Monetary Fund) projected global growth at 3.1% for
2016, accelerating to 3.4% and 3.6% for 2017 and 2018
respectively. The improved outlook on growth helped
commodities recover from the lows seen at the beginning
of 2016. Among the developed markets, US led the way
with a 1.6% growth for 2016, a modest expansion, which
helped the economy to chip away the unemployment rate
steadily to below 5% levels. Growth expectations for the
US were raised higher after the surprise election win for
Donald Trump, who had espoused an expansionary fiscal
policy and tax and requlatory reform in the course of his
campaign. The Euro area suffered a jolt, in the middle
of the year, as Britain voted to break away from the
European Union. The impact, however, was short-lived
as the improving growth prospects in the rest of the
world, and a pick up in Germany, the bloc's largest
economy, turned sentiments around. The Chinese
economy expanded 6.7% in 2016, in line with the
expectations. However, continued stimulus and pick up
in global trade growth were the key positives for Chinese
growth.

On the domestic side, the economy benefitted from a near
normal monsoon, which helped alleviate some stress in
the agrarian and rural economy caused by poor rainfall
over the previous two years. The improvement in the
agriculture output helped rein in inflation and provided
room for RBI to ease monetary policy. In November, the
sudden demonetisation of large currency notes signalled
an escalationinthe policy actions to curb and penaliseillicit
activities.

The demonetisation move has the potential to generate
long-term benefits for the overall economy with
specific impact on the financial services sector. It should
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potentially reflect in form of lower ‘black money’, higher
digitalisation and transparency and increasing shift of
household saving towards financial assets. All of these
could eventually lead to higher GDP growth, better tax
compliance and greater tax revenues.

The Government was also successful in getting
constitutional amendment passed through the
legislatures, to pave the way for the long awaited
Goods and Services Tax (GST) regime. This is a
significant tax reform and augurs well for improving the
tax to GDP ratio in India. GST will create a common Indian
market and further aid in increasing tax compliance, boost
investment and growth and improve governance.

Lower interest rates have been favorable for life insurance
industry, as investors are scouting for other investment
alternatives than the traditional FDs which are offering
lower returns on the investment.

Numerous other initiatives have been undertaken by
the Government, to increase financial inclusion and
penetration across the country and build a resilient
and resurgent Indian economy. The impact of above
initiatives is reflected in form of 35% increase in
average AUM of mutual funds (Source: AMFI) and
26% increase in new business (individual and group)
insurance premium (Source: Life council data) during
FY 2017.

In FY 2017, real GDP is projected to grow at 6.5%,
as per the current Economic survey, versus 7.6% growth
registered in FY 2016. The marginal decline is attributed
to multiple reasons including demonetisation,
movement in oil prices and stressed infrastructure assets
position, etc. Despite the short term growth slowdown,
India remains one of the fastest growing emerging
market economies and the continued reforms shall
play a key role to deliver stronger growth in future.
IMF has also raised India's growth estimate for
FY 20181t07.7%.
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Key Levers Impacting the Life Insurance

Industry in India

Life insurance in India has undergone through series
of cycles, mostly unexpected, since opening up of the
sector in 2000. Between 2010 and 2015, the sector
performed below its potential, driven by some of
these uncertainties and the reset of operating models
forced by such changes. However, private players' have
shown remarkable growth in past two years, thereby
reiterating positive long term outlook for the sector.

I.  Favorable demographics

Life expectancy (Years)?

65.5

2010 2030 2050

Source: 1. United Nations World Populations Prospects Report (2015)
2. World bank report on Global Saving in 2030

Consumer prices
51%

4.9%

2.7%

2.4% 2.3% 2.4%
2.0%
1.7%.
0
13% 1.5%
[
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|48|%|
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H FY 2017 [l FY 2018

Strong macroeconomic trends and the Government's
focus on increasing financial inclusion and raising
financial awareness would further assist in delivering
strong growth for the sector. Below are select factors
which position the sector on growth trajectory. While
most of these factors have already been at work for last
few years, increasing focus on financial savings amidst
saving dominated culture in India and shift towards
cashless economy should help crystallise the outlook
better.

Population composition (bn)?

12 15 17

0,
o% B 14%

55%
60%
61%

40% 0
32% 26%

2010 2030 2050

M Lessthan 20 years [l 20-64 years [ 65 years and above
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India has one of the largest proportion of young
population in the world, with 400 million millennials
that are transforming the way business needs to be done.
By 2030, about 60 percent of population would be part
of working age, offering great opportunity for long term
savings and investment plans. With unique consumption
patterns and fast-paced lifestyles, millennials are
redefining the savings and investment landscape in India.
The ambitious millennials are in for the long haul and
are increasingly turning to life insurance as a viable,
attractive investment instrument. While many view
it as a way to secure their financial independence,
others consider it as a means to achieve long-term goals,
such as planning an early retirement.

The demand for retirement policies shall rise with
increasing life expectancy, declining birth-rates and
proportion of India’s elderly population expected
to increase by almost 50% by 2030. Emergence of
nuclear families and increasing life expectancy
shall also facilitate need for pension and protection
based products.

Il Indiaremains Underinsured

Life Insurance penetration and density USS (2015)
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India life insurance penetration & density (USS)
(FY 2007 - 2016)
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Note: Penetration is measured by premiums as % of GDP, Density defined
as the ratio of premium underwritten in a given year to the total population

Protection gap (2014)
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Source: Swiss Re (Based on respective financial year of the countries), MOSPI
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Hongkong
Japan
Singapore
Taiwan

Despite the growth witnessed by life insurance industry
in India, the level of insurance awareness and coverage
continues to be on lower side for the masses, across
key metrics. India has highest protection gap amongst
other countries in Asia, coupled with significantly lower
density. The insurance density for life insurance business,
(measured by premium per capita), reduced from USS
56 in FY 2011 to USS 43 in FY 2016, while the protection
gap has increased over 4x in last 15 years. The growth in
savings and life insurance coverage has lagged behind
the overall economic and wage growth. The current
life insurance penetration in India at 2.7% is also lower
compared to otheremerging economies as well as historical
penetration in India itself. These metrics compare poorly
compared to other economies, specifically the savings
dominated markets and offer tremendous growth
opportunity. Numerous Government initiatives reiterate
the long term growth potential for the sector.
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lll.  Shiftin composition of savings

Household savings composition
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Source: DBIE-RBI Statistics, RBI Annual Report, Economic Survey, CSO

Household savings play an important role in driving the
economic growth of the country. India has historically
maintained balanced mix of physical and financial
savings. Underperforming equity markets and persistently
high inflation led to a larger proportion of household
saving shifting towards physical assets between
FY 2007 and FY 2013. However, the trend has been
changing in recent years, with increased preference
towards financial savings. Within financial savings, life
insurance is one of the preferred investment options with
modest increase in proportionate share, as it caters to a

unigue mix of long-term savings propensity and protection
needs.

The First Advance Estimates of National Income, 2016-
17 report released by the Central Statistics Office (CSO),
has estimated India's per capita net national income to be
at USS 1,516 during FY 2017, registering a year-on-year
growth of 10.4%.

Expected revival of the Indian economy and an increasing
focus of the Government to promote financial inclusion
should imply an increase in the overall household savings
and the financial savings over coming years.

IV. Increasing digital adoption

The world is at the cusp of a new revolution where
advancing genomics, artificial intelligence, material and
manufacturing technology is transforming and evolving on
daily basis. Machines are closing in on mankind's ability with
astonishing speed and robots replacing humans not just
on the factory floor but in homes as well. Deriving higher
efficiency is the key driver for this digital transformation.
Technology is playing critical role in making our lives
simpler while making us more productive individuals.

India has 1.03 billion mobile users, out of which 250+
million people own a smart-phone (likely to grow
to 400 million by 2018), making India the world's
second-biggest smart-phone market. With high smart-
phone adoption and the widespread availability of strong
mobile broadband infrastructure, we believe millennials
will become a disruptive force, way faster than most
businesses expect. The Indian millennial population is
technologically savvy, has high ambitions/aspirations,
is highly mobile, prefers convenience, and is digitally
influenced.

Insurance companies continue to explore cost effective
modes of distribution and make investment in setting up
digital infrastructure. Online has the potential to emerge
as a leading sales channel for life insurers in India at lower
cost, better quality and higher growth potential in the
coming years.

Technology initiatives can have meaningful impact across
the life cycle of insurance business, beyond customer
facing sales proposition. 'InsureTech’ offers significant
potential to capitalise and leverage on the changing
technology landscape across procurement, fulfillment and
servicing an insurance policy.
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V. Government and Regulatory initiatives

a) Digitalinitiatives (JAM trinity): The National Payments
Corporation of India (NPCI) has successfully launched
the Unified Payments Interface (UPI) platform. By
facilitating inter-operability it has unleashed the
power of mobile phones in achieving digitisation of
payments and financial inclusion, and making the
“M" an integral part of the Government's flagship
“JAM” trinity - Jan Dhan, Aadhaar, Mobile initiative.
The Government continues to focus on the digital
initiatives by introducing new schemes including
promotion of BHIM app for mobile payments. This will
further strengthen transparent financial ecosystem.

b) Initiative to create social security through low cost
insurance schemes: Government has continued its
focus on various low ticket size insurance schemes
including the Pradhan Mantri Jeevan Jyoti Bima Yojana
(PM]JBY) and Pradhan Mantri Suraksha Bima Yojana
(PMSBY) launched in FY 2016, with an objective
to introduce the concept of insurance to masses.
With around 130 million policies sold till date as on
December 28, 2016 (Source: Department of Financial
Services, Ministry of Finance, these schemes are
expected to help increase insurance penetration in
lower and lower-middle income population.

c¢) Foreign Re-insurance: IRDAI allowed foreign
reinsurance companies in last fiscal to set up its
branches in India, facilitating the overall business
operations and help in the evolution of the sector.
UK-based reinsurance company, Lloyd's is expected
to set up its branch in 2017. Additionally, US-based
Reinsurance Group of America, Germany-based
reinsurance companies Hannover Re and Munich Re,
Switzerland-based Swiss Re and French reinsurer
SCOR SE have also received approval from IRDAI
to establish their branches in India. With more
companies entering the sector, competition as well
as operational efficiency is expected to rise, which
would help in development and growth of the sector.

d) Listing of the five Government owned General
insurance companies: The Union Cabinet has
approved public listing of five Government-owned
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general insurance companies and also resolved to
reduce the Government's stake to 75 percent from
100 percent. This move is expected to bring higher
levels of transparency and accountability across the
sector including life insurance and enable companies
to raise resources from the capital market to meet
their fund requirements.

e) Other reforms: The withdrawal of TDS requirements
on commissions payable to individual insurance
agents during the last budget, for FY 2018, with
income below taxable limits will reduce tax hassles
for a large number of agents. Also with its focus
on social security, the Union Budget announced
an assured pension scheme for senior citizens,
wherein the Cabinet had given its approval to
Varishtha Pension Bima Yojana offering 8% per
annum guaranteed rate of return for 10 years.

B. Lifelnsurance Industry Overview
[.  Overview

The Indian life insurance sector is the tenth largest life
insurance market in the world and the fifth largest in Asia,
based on ~ 3.7 trillion of total premium in FY 2016. There
are 24 life insurance companies (including LIC) operating in
India.

The life insurance industry has evolved considerably
catering to the changing landscape and customer needs
and leveraging technology developments. With the
growing penetration and reach, life insurance industry
in India is second only to banks in mobilizing savings and
forms an integral part of the capital market. The total
premium in the Indian life insurance sector grew at a CAGR
of approximately 17% between FY 2001 and FY 2016.

As per an external report, "The Indian insurance
sector is set to mark a significant growth in the

coming years. The lower level of penetration,
favourable demography, initiatives like 'Pradhan
Mantri Jan-Dhan Yojana' for enhancing financial

inclusion, rising financial literacy along with increase
in domestic savings consequent to rise in per capita
income are expected to support the growth of
insurance sector going forward.”
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During FY 2017, life insurance industry collected total
new business premium of ~ 1,750 Bn, against ~ 1,388 Bn
in the previous financial year, a growth of 26%. While
private sector insurers posted 24% growth in their
premium income facilitated by higher individual and
group business, LIC recorded 27% growth predominantly
due to growth in group portfolio. In Individual WRP terms,
private players grew by 26%, while LIC grew by 15%,
leading to an overall industry growth of 21% in FY 2017.

The private players continued to consolidate market
share in FY 2017, outpacing LIC in terms of Individual WRP.
The private player market share increased back to 54%
in FY 2017 based on Individual WRP, after hitting a low of
37% in FY 2012. Key growth within Individual segment
drivers for private sector includes improved product
design and increased focus on channel development.
Trend of private market share
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2. Top 7 players based on FY 2017 business numbers
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Amongst private insurers, insurers with strong

distribution arrangement have outperformed the peers.
All the top 7 private players have strong insurance
distribution arrangement with large banks / NBFCs and
other financial institutions termed as bancassurance
arrangement. These companies dominate within the
individual segment and have consistently witnessed
increasing market share since FY 2011, contributing
76% of the private market share in FY 2017 compared to
59% in FY 2011 (based on individual WRP). These
bancassurance arrangements are a combination of
captive partnership and strategic alliances.

[I. Product Mix across private players
67%

60%

63%
0
40% 37%
I 33%

FY2012 FY2013 FYZ2014

57%

52% cro, £no
159 50% 50%

FY2016 SMFY 2017
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BuL [l Conventional
Source: IRDAI and Life Insurance Council data, HDFC Life Analysis
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Post the regulatory amendments introduced in Sept-
10, private sector players shifted the focus from linked
products towards traditional / conventional products. The
reduced distributors’ payout and high expense structure
were the key factors which contributed to this shift.

However, the focus is changing towards linked products
with improved equity market performance and increasing
share of Bancassurance channel. Currently, the product mix
is relatively balanced, with increasing focus on need-based
selling. There is also an increasing thrust on protection
business across players, to help improve the new business
margins.

1. Distribution Mix across private players

4% 0 9
WO, W oo W 7o o [ 0% 11%

5% g
8% 6% 4% 3% 4% ¥4
0,
e 43% e 47% 52% 52%
449%
N B 36% [ 320 [ 319
FY2012 FY2013 FY2014 FY2015 FY2016 9MFY2017

M Individual agents
[l Corporate Agents - Others

[l Corporate Agents - Banks
Brokers ¥ Direct Business

Note: Based on Individual New business received premium
Source: IRDAl data, Public disclosures and HDFC Life Analysis

C. How do we track Business Performance?

There has been a distinct shift in distribution mix,
though Agency and Bancassurance continues to be
the two major contributors of new business for private
players. Bancassurance channel has emerged as a
dominant channel over past years, especially for Top
private players. This trend enabled them to grow at
a faster pace compared to other players, operating
without any strong bank partnership. The agents' count
of private players has also reduced over a period of time,
from 14.96 lacs in FY 2010 to 9.56 lacs in 9M FY 2017
(-36%). The share of Bancassurance channel has gained
momentum on building up of increasing banking
penetration in India and Government's focus on financial
inclusion through innovative banking models (SFBs,
Payment Banks, eWallets etc.)

Direct channel share (including online) has doubled,
versus that in FY 2012, while share of Broker
channel has been consistent. Over time, Direct channel
has shown significant growth and serves as better
controlled mode of distribution. With digital boom and
increasing online users, almost all the leading insurers
are leveraging the online platform by introducing
simplified and customer friendly products across savings
and protection segments.

# | What we track Comments

Performance Trend

1 |Marketshare and
ranking: Maintain
market leadership
with healthy growth
across segments

The Company ranked 1stin
group business and 3in
individual segment (WRP)
amongst private playersin
FY 2017.

Market share of 12.7% for
FY 2017, basis Individual

on healthy growth across
segments and distribution
channels

WRP. Our endeavor is to focus

Ranking

FY 2015
M Individual WRP M Group
Source: Life Insurance Council, Market share amongst private players

FY 2016

FY 2017

M Total new business
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What we track Comments Performance Trend
2 |Returnon equity Consistently delivering long 41.0%

(RoE) and Return | term sustainable RoE and 35196 36.4% 37.9%

oninvested capital |RolC for the shareholders 87%

(RolC): To measure 25.7%

the efficient use of

capital invested and

returns generated for

stakeholders FY 2015 FY 2016 FY 2017
B RoE B RolC

Notes: RoE calculated using Profit after tax and average
of Share capital, Share premium and Accumulated profits /
(losses). RolC calculated using Profit after tax and average
share capital including share premium

3 | Persistency: Identify
the strength of
back-book and quality
of existing book

Focus on better quality of
business sourcing, customer
retention and persistent
efforts in customer education
has resulted in improvement
in persistency ratios across
cohorts.

7904 81%
73%
o,
67% oo 64% 63%
(]
58% 57%

II II II ISO%I

13t"month 25" month 37"month 49" month 61month

[l Fy2016 M FYZ2017

Note: Calculated as per IRDAI circular (based on original
premium) for individual business, for period ended March for
respective years

4 | Assets under
Management (AUM):
Monitor growth

of funds and net
accretion to deliver
healthy growth with
balanced mix

Crossed another milestone of
90,000 Crs of AUM, with
strong growth, backed by
healthy business performance
and persistency

(" Crs)
M 33% W 24%
HW11%
91,742
67.047 74,247
Mar 31, 2015 Mar 31, 2016 Mar 31,2017
H AUM W Growth
Debt 52% 61% 59%
Equity 48% 39% 41%
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What we track Comments Performance Trend

Premium less Consistent increase in net o 452 (" Crs)
benefits payouts: premium over the years, on the ]

Measure of cash back of improvement in quality 8'0.57

retained in the
business, thus
reflecting the net
business retention

of business

6,575

14,830

7,635

FY 2017

7,000 6,782

1,474

1,255

FY 2015 FY 2016

B Total Premium* [l Surrenders & Withdrawals

[ Claims by Death, Maturity & Others?
[l Premium less Policyholder Payouts!

Note: 1. Gross of reinsurance

Distribution mix:
Develop and nurture
each channel, while
ensuring business
diversification

The Company has been
working to ensure
diversification and
strengtheningits distribution
mix across channels.
Significant part of group
business comprises of pure
protection element. Digital
remains a key thrust area and
the Company has built a robust
technology platform forits
distributors and customers to
leverage its digital capabilities

40% 0
43% 52%
6%
° 7%
7%
41%
40%
’ 32%
3%
2% 2%
10% 80/?3 70/2
FY 2015 FY 2016 FY 2017
[l Agency [ Broker [ Corporate Agent
W Direct Group

Note: The percentages are with reference to new
business received premium

Product mix:
Balanced product
mix with healthy risk
reward profile for all
stakeholders

The Company offers diversified
product suite across Linked
(UL), Participating and Non
Participating segments

and maintained a balanced
product mix with orientation
towards customer needs and
profitability

16% 14% 13%

21% 30% 350
0

63% 56% 5204

FY 2015 FY 2016 FY 2017

W UnitLinked [l Participating [ Non-Participating

Note: The percentages are with reference to APE for
individual business
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What we track

Comments

Performance Trend

Drive to increase
protection: Higher
focus on protection
business across
individual and group

Share of protection based

on received premium (Indl +
Group) has increased to 21.8%
of the total new business. In
FY 2017, New business sum
assured was " 3.89 trillion, an

segments
increase of 43% compared
to last year, reiterating our

segment

continued focus on protection

Share of Protection %

21.8%
17.2%
12.0%

FY 2015 FY 2016 FY 2017
Note: Based on new business received premium
(individual + group)
9 |a)Embedded value |Healthy growthinEV, reflected (CCrs)
21.6%

(EV): Common
valuation measure
comprising adjusted
net asset value and
the present value of
future profits of a firm

in robust Operating return on
EV.

Increase in margins aided by
higher share of protection
business.

b) New Business
Margins (NBM):

To ascertain the
profitability of the
business writtenina
particular year

18.5% 195%
. 0

12,389
10,233
8,805
FY 2015 FY 2016 FY 2017
[l £V - NBM (Post overrun)
EVOP 1,518 1,835 2,144
Operating  21.7% 20.6% 21.0%

returnon EV

Note: Operating return on EV is calculated as EVOP (Embedded
Value Operating Profit) to Opening EV

D. Standalone Performance Overview

HDFCLife remained extremely focused ondelivering strong
operating and financial performance during the year under
review. In line with the identified strategy, high focus was
maintained on profitable growth and customer satisfaction.
The standalone results presented below includes detailed
analysis across the key financial parameters tracked by the
Company.

e Income statement analysis

The reported Gross Premium Income representing the total
premium earned by the Company witnessed strong growth
of 19% with growth in both individual and group premium.
Income from Investment saw a huge spike during the year,

primarily due to higher unrealised gains implying mark to
market gains in equity portfolio, resulting from favourable
market conditions during the year (Impact on UL segmentis
profit neutral for the Company as there is a corresponding
reserve increase).

The Company also has an efficient technology platform,
which ensures ease of purchase for consumers while
enabling rapid integration with distributors, technology
and products, along with focus on expanding distribution.
This resulted in an increase in the expense ratio to 12.6%.
The Premium less benefits payouts saw a steady increase
of 18%, reflecting improving quality of business. The
result of all the above factors is reflected in 9% growth in
the Profit after tax, which stood at ~ 892 Crs.
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The table below summarises the performance of the Company over the year.

Revenue A/c and Profit and Loss A/c (" Crs) FY 2017 FY 2016 Growth
Gross Premium Income 19,445 16,313 19%
Reinsurance (net) (171) (134) 27%
Total Premium Income (Net) 19,275 16,179 19%
Income from Investments

Policyholders 11,141 1,790 522%
Shareholders 227 169 34%
Income from Investments 11,367 1,959 480%
Other Income

Policyholders 104 59 75%
Shareholders 0 11 NA
Total Income 30,746 18,208 69%
Less:

Commission 792 702 13%
Operating expenses 2,453 1,893 30%
Service tax on linked charges 216 185 17%
Benefits Paid (net including bonuses paid) 10,000 8,242 21%
Other provisions 2 6 -70%
Change in Valuation Reserves (net) 16,055 5,928 171%
Change in funds for future appropriations 161 241 -33%
Provision for tax

Policyholders 152 175 -13%
Shareholders 22 17 33%
Profit after tax 892 818 9%

° Revenue

Premium income (" Crs)

Bl 0445t19%

628 174%
Bl 53 0%
Bl 50 t23% L 4-6%

385  t93% 2,830 130%
2180 1t47%

4,495 t59%

0,
9337 $16% 9,825 t5% 10,7491 9%

2928 t24% 3,296 t13% 3573 t8%

FY 2015 FY 2016 FY 2017

[l Total Premium [ Single Premium (Individual)
M Group Premium [l Renewal Premium (Individual)

M First Year Regular Premium (Individual)
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The total premium collected by the Company during
the year saw strong increase of 19% from ~ 16,313 Crs
in FY 2016 to ~ 19,445 Crs in FY 2017 due to healthy
growth witnessed in new business and stable renewal
premium accretion. The first year reqular individual
premium business grew by 8% from ~ 3,296 Crs in
FY 2016 to ~ 3,573 Crs in FY 2017. During FY 2017,
the Company has added nearly 10.82 lac new policies
to its portfolio. The growth in first year premium is
primarily driven by our multi-channel approach, coupled
with focus on meeting diverse customer needs through
our diverse product portfolio of 30 retail products
and 10 group products, along with 8 optional rider
benefits covering saving, investment, protection and
retirement needs of its customers.

The Company's continued focus on better quality of
business sourcing, customer retention and persistent
efforts in customer education has resulted in increase in
renewal premium (individual) by 9% from ~ 9,825 Crs in
FY2016to ~10,749CrsinFY 2017. The Company continues
to lead in terms of Group business premium which has



s

Management Discussion and Analysis

seen solid growth of 59% increasing from ~ 2,830 Crs
in FY 2016 to ~ 4,495 Crs in FY 2017 on back of focus on
protection led Credit Protect business and steady
performance in traditional group term insurance and fund
based business.

¢ Income from Investments

e Reinsurance ceded

The increasing proportion of protection business across
individual and group segment over the last few years has
contributed to the increase in Reinsurance ceded over this
period. The reinsurance ceded increased by 27% from
~134CrsinFY2016to ~ 171 CrsinFY 2017.

“Crs FY 2017 FY 2016
Policyholders Share- Policyholders Share-
Total Total

Unit | NonPar| Par | holders "% "ot TNonPar| Par | holders | 10t
Interest, Dividends 1,969 766 1,318 180 4,233 1,828 597 1,067 164 3,655
&Rent (Net of
amortisation)
Realised gains / 3,004 64 436 3,551 2,898 8 (135) 5 2,775
(losses)
Unrealised gains / 3,584 - - - 3,584 | (4,471) - - - (4,471)
(losses)
Total Income from 8,557 830 1,754 227 | 11,368 254 604 932 169 1,959
investments

Note: Non Par includes non unit portion of unit linked business

The income from investments includes income accrued
on investments in the form of interest, dividend, etc.
It also includes gains/losses realised from sale of
underlying investments and unrealised gains/losses
in the unit linked segment i.e. mark to market gains/
losses. The investment return in the unit linked
segment is directly passed on to the policyholders with
corresponding changes in the reserves; shareholders'
profits would not have any material impact. The income
from investments during the year increased from
~1,959CrsinFY 2016 to ~ 11,368 Crsin FY 2017, primarily
due to mark to market gains in the unit linked segment
compared to losses in the previous year. During FY 2017,
BSE Sensex increased by 17% as against a decline of
9% in the previous year.

Other segments (non unit) including shareholders’ account
witnessed an increase in investment income from ~ 1,705

e Commission

Crs in FY 2016 to ~ 2,811 Crs in FY 2017 mainly due to
realised gains increasing by ~ 669 Crs compared to FY 2016
driven by favourable capital markets and higher interest
and dividend income on a higher AUM built by renewals and
new business premium.

e Otherincome

Other income mainly comprises of policy reinstatement
fees, interest on revival of policies, interest on policy
loans, income on unclaimed amount, etc. During the year,
other income has increased from ~ 70 Crs in FY 2016 to
~ 104 Crs in FY 2017, primarily on account of income on
unclaimed amount of Policyholders of = 62 Crs. The income
on unclaimed amount is passed on to the policyholders
and is reflected in the liability for policyholders. The
increase in the current year was lower due to one-off
interest, amounting to ~ 34 Crs earned on IT refund in the
previous year.

" Crs FY 2017 FY 2016
First Single | Renewal | Total First Single | Renewal | Total
Year Year
Premium 3,573 5,123 10,749 | 19,445 3,296 3,191 9,826 | 16,313
Commission 647 7 138 792 575 4 122 702
Commission (%) 18.1% 0.1% 1.3% 4.1% | 17.4% 0.1% 1.2% 4.3%

Note: Includes individual and Group business
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The Company pays commission to its distributors on
the premium income collected during the period. The
commission expense increased from ~ 702 Crs in FY 2016
to ~ 792 Crs in FY 2017, an increase of 13%, in line with
the underlying business growth and change in product
mix. The increase in first year commission ratio reflects
the change in product mix with higher proportion of
traditional business sold during the year.

e Operating expenses

In line with its strategy, the Company has been working to
ensure diversification and strengthening its distribution
mix and make efficient use of technology to ensure ease
of purchase for the customers. The focus on expanding
distribution and enhancing use of technology has resulted
in an increase in the operating expenses to total premium
ratio to 12.6% versus 11.6% in previous year.

Operating expenses (° Crs)

W 10.2% M 116% W 126%

2,453

1,893
1,509

FY 2015 FY 2016 FY 2017

M Operatingexpenses [l Operating expenses to Total premium ratio

In absolute terms, the operating expenses increased by
30%, driven by increase in costs related to employees,
infrastructure, marketing, operational, IT and business

¢ Benefits paid (net)*

development expenses, in line with the inflation and
growthin business.

Employee-related costs form significant proportion of any
insurance company, considering the nature of business.
While the Company continues to focus on right sizing
its branches and improving the reach at the same time
along with employee efficiency, the employee costs and
infrastructure costs increased in line with the inflation and
business growth potential.

With higher business volumes and various customer
oriented initiatives, the Company also saw an increase in
call centre costs, collection charges and other operations
related expenses. IT expenses increased due to Company's
strategy of focusing on building a digital ecosystem
across functions and customer interactions to improve
organisational efficiencies.

The Company has also increased its spending on
advertisement and publicity during the year, with an
objective to increase insurance awareness and focus on
protection business. There was an increase in the costs
pertaining to web branding and marketing campaigns
and other operational expenses that are directly linked
to the number of new policies acquired and underlying
sum assured (Stamp duty and Medical fees). Pursuant
to an IRDAI order received during the year, ~ 12.2 Crs was
paid to Policyholders account from the Shareholders
account in a property matter related to an investment
made in 2010. The operating expenses disclosed above
include this one off adjustment. The increase in costs
during the year is also attributed to one-off
expenses pertaining to the proposed Initial Public
Offering (IPO) and ongoing merger transaction
proposed with Max Life Insurance Limited.

" Crs FY 2017 FY 2016

Unit Linked | Traditional Total | UnitLinked | Traditional Total
Surrenders & Withdrawals 5,668 738 6,406 4,986 794 5,780
Discontinuance termination 1,230 - 1,230 1,001 - 1,001
Maturity & Money back (including Annuity) 904 841 1,745 468 618 1,086
Protection Claims (Death, Health & Rider) 222 398 620 158 217 374
Total Benefits paid 8,024 1,976 | 10,000 6,613 1,629 8,242

Note: 1. Including interim and terminal bonuses paid
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Benefits paid by an insurance company include the
payouts made by the Company against claims on maturity,
surrender, withdrawals, etc. The benefits paid by the
Company during the year has increased to ~ 10,000 Crs in
FY 2017 from ~ 8,242 Crs in FY 2016. The focus on need
based selling and other persistency related initiatives
have resulted in relatively lower increase in surrenders
and withdrawals from ~ 5,780 Crs in FY 2016 to ~ 6,406
Crsin FY 2017 compared to increase in the total premium
income during the year.

The maturity and money back claims have increased due
to higher number of policies completing their policy
term and eligibility period for money back payouts
respectively, than in the previous year. Also, protection
claims have increased in line with expectation, on
account of higher protection business written over last
few years (Individual term, Group protection and Health).

e Changein valuation reserves

e Other provisions

In accordance with the requirement of IRDAI accounting
regulations, the Company has laid down the impairment
accounting policy for recognizing diminution in value of
investments and its subsequent reversals in Revenue/
Profit and Loss Account. At each balance sheet date,
the management assesses impairment loss or further
incremental impairment loss/reversal of impairment
loss that have been previously recognised. Impairment
charge for diminution in the value of investments
relates to the impairment loss to the extent of the
difference between the re-measured fair value of
the security/investment and its weighted average
acquisition cost as reduced by any previously recognised
impairment loss in Revenue / Profit and Loss Account.
Positive charge for diminution in the value of
investments in FY 2017 represents the net increase
of impairment loss provision on securities during the
year owing to fall in valuation price of the impaired
securities, beyond the threshold defined in the approved
Impairment Policy.

“Crs FY 2017 FY 2016
Unit Non par Par Total Unit Non par Par Total
Change in Valuation Reserves (net) 8,073 3,929 4,052 | 16,055 807 2,063 3,059 5,928

Note: Non par includes non-unit portion of unit-linked business

Change in valuation reserves reflects change in the
actuarial liability in respect of policies in force and
for policies in respect of which premium has been
discontinued but a liability still exists. The change in
unit reserves represents the change in the fund value
of policyholders' fund, under unit linked segment. The
increase in change in unit reserves from ~ 807 Crs in
FY 2016 to ~ 8,073 Crs in FY 2017 is in line with the
increase in investment income for unit segment, mainly
driven by unrealised gains on the investments due
to favorable equity market (Refer note on Income on
investment). The increase in change in reserves from other
segments i.e. Par and Non Par reflects the increase due
to new business and renewal premium payments which
increases the liability under these policies.

Change in funds for future appropriation

The FFA - Provision for lapsed policies unlikely to be
revived represents the lapse/surrender charges on unit-
linked policies eligible for revival, but unlikely to be revived
on unit-linked policies issued prior to September 2010.
As the regulations on unit-linked policies sold from
September 2010 does not require an explicit FFA to
be shown, the Company is not reflecting the lapse/
surrender charges for policies eligible for revival, but
unlikely to be revived separately here.

FFA - Profits transfered to Balance sheet for par business
reflects the change in surplus arising from par business.
The increase in FFA reduced from ~ 290 Crs in FY 2016 to
© 161 Crs in FY 2017, due to higher new business strain
in the participating fund due to higher volume of
participating business.

~Crs FY2017 Fv2016 Growth * Provisionfortax
FFA - Provision for lapsed - (49) NM ~Crs FY2017 FY2016| Growth
policies unlikely to be revived Provision fort Too 175 13%
FFA - Profits transferred to 161 290 -44%  (Revenue Account) ’
Balance sheet for Par business Provision for tax (P&L Account) 22 17 33%
Total 161 241 -33% —

Total Provision for tax 174 191 -9%

Note: NM represents not measurable
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The total provision for tax reduced from ~ 191 Crs in
FY 2016 to ~ 174 Crs in FY 2017 on account of increase
in income from segments with lower tax rate, leading
to alower provision for tax as compared to previous year.

¢ Profitability

Profit after tax (" Crs)

892
786 519 141
138

162

751
624 680

FY 2015 FY 2016 FY 2017
[l Shareholders'surplus [l Policyholders'surplus

The overall Profit after tax rose by 9% from ~ 818
Crs in FY 2016 to ~ 892 Crs in FY 2017 with profits
arising from a strong back book off-setting new business
strain resulting from new business growth. The Company
also paid dividend of ~ 264 Crs (including Dividend
Distribution Tax) during the year, compared to ~ 216 Crs
paid in FY 2016. The Company had total accumulated
profits of ~ 1,613 Crs as on March 31, 2017.

e (Capital and Solvency Ratio

The Company had no capital infusion (except
through issuance of ESOPs under the relevant ESOP
schemes) in the past 6 years signifying strong capital
position which provides resilience to our balance sheet
to comfortably manage business cycles. The Company
is self-sufficient and has generated healthy profit
across the years to fund growth opportunities through
internal accruals. The overall share capital including
share premium was 2,193 Crs. The net worth
witnessed an increase of 22% during the year to ™ 3,839
Crsason March 31, 2017.

52 | Built on Trust. Delivered with Care.

Net worth (> Crs)

3,159
2,592

FY 2015 FY 2016

3,839

FY 2017

As against a requlatory minimum requirement of 150%,
the Company has a stable solvency ratio of 192%
as on March 31, 2017 despite paying dividend of
~ 264 Crs and achieving healthy growth in new business
premium. The Company's investment in its two wholly
owned subsidiaries viz, HDFC Pension Management
Company Limited and HDFC International Life and Re
Company Ltd is = 28 Crs and ~ 93 Crs respectively as
on March 31, 2017.

Solvency ratio (" Crs)

198%
196% 192%

B /21
B 427 914
Bl 2501 835
1,099
659
864
714
2,198
1,428 17¢e8
Mar 31,2015 Mar 31, 2016 Mar 31, 2017

B rsM:@100% [l Incremental RsSM@150% [l Surplus Capital
[l Available Solvency Margin (ASM) —#— Solvency margin

Dividend
Paid? 168 216 264

Note:
1. RSMrepresents required solvency margin
2. Dividend Paid including Dividend distribution tax (DDT)
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¢ Analysis of change in EV* (" Crs)
Operating return on EV?(21.0%)
I I
906 248 236 12,389
944 69 57 110 60 - Ecqnomic Dividenq
10,233 . ) ) Expenses  Postover- Varances  andCapital
Changein Persistency Mortality and Other run VNB3 injections
Expected  gperating variance variance operating
returnon  assumptions variance
existing and model 8,253
business improvements
6,944
3288 4,136
EVat . . : EVat
Mar 31, 2016 . Adjusted Net worth (ANW) . Value of in-force business (VIF) Mar 31, 2017
Notes:

1. Based oninternal Company analysis

Calculated as EVOP (Embedded Value Operating Profit) to Opening EV

2.
3. New business profits (VNB) pertain to Overall (Individual + Group) business;
4

Represents shares issued on exercise of ESOPs

The Company continues to deliver healthy growth in EV with Embedded value operating profit (EVOP) of ~ 2,144 Crs

(21.0% of EV) on the basis of strong back book and robust new business margins.

e Sensitivity analysis? (" Crs)
Scenario VNB % Changein | % Changein EV % Change
VNB NBM inEV
Changein Base® 906 21.6% 12,389
Increase by 1% 891 -1.8% -0.4% 12,166 -1.8%
Decrease by 1% 917 1.1% 0.2% 12,607 1.8%
Interest rate
Increase by 2% 870 -4.0% -0.9% 11,940 -3.6%
Decrease by 2% 919 1.4% 0.3% 12,824 3.5%
) Decrease by 20% 886 -2.3% -0.5% 11,884 -4.1%
Equity value
Decrease by 10% 896 -1.1% -0.2% 12,137 -2.0%
Increase by 10% 857 -5.5% -1.2% 12,168 -1.8%
Lapse/Surrenders
Decrease by 10% 959 5.8% 1.3% 12,622 1.9%
) Increase by 10% 887 -2.2% -0.5% 12,293 -0.8%
Maintenance expenses
Decrease by 10% 926 2.2% 0.5% 12,485 0.8%
o Increase by 10% 770 -15.1% -3.3% NA NA
Acquisition expenses
Decrease by 10% 1,044 15.1% 3.3% NA NA
) . Increase by 5% 868 -4.2% -0.9% 12,301 -0.7%
Mortality/ Morbidity
Decrease by 5% 945 4.2% 0.9% 12,476 0.7%
Taxrate Increase by 25% 746 -17.7% -3.8% 11,539 -6.9%
Notes:

1. Basedoninternal Company analysis
2. Postoverrun total VNB for Individual and Group business
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e Fund Performance

The Company follows the investment philosophy of
investing with a longer term horizon in mind. This
philosophy has helped the Company to outperform
benchmarks across the major fund categories over
different time horizons. The Company continues to
strengthen its research capabilities to deliver consistent

Since inception

superior performance vs benchmarks. Amongst the
Linked funds, 92% of the funds under the Equity,
Hybrid and Duration Bond fund categories have
outperformed their respective benchmarks over the
trailing 5-year horizon. Also more than 95% of the debt
investments are held in AAA rated and Government
bonds as on March 31, 2017.

Last1 year
34.9% 3359,
21.2% 21.8%
18.5%
15.6%
111% lZIO% I
Secured Balanced Growth Opportunities

[l Benchmark Returns [l HDFC Life Return

15.5%
13.9% -
0 . 0
12.4% 11.9%
9.5%
7.7%
6.7%
Secured Balanced  Opportunities Growth

Benchmarks:

Secured Fund: CRISIL Composite Bond Fund Index; Balanced Fund: 45%
BSE-100 and 55% Crisil Composite Index Fund,; Opportunities Fund: NIFTY
Free Float Midcap 100; Growth Fund: BSE 100

Inception Dates:

Secured Fund: January 02, 2004; Balanced Fund: January 02, 2004;
Opportunities Fund: January 04, 2010; Growth Fund: January 02, 2004

E. Performance of Subsidiary Companies
I. HDFC Pension Management Company

HDFC Pension Management Company Limited (“HDFC
Pension”), a wholly owned subsidiary of HDFC Life
Insurance Company Limited, started its operations in
August 2013. With 130,767 Customers and AUM of
© 1,163 Crs as on March 31, 2017, HDFC Pension is the
fastest growing Pension Fund Manager under the New
Pension Scheme (NPS) architecture.

Amongst Private Pension Fund Managers, HDFC Pension

is #1 in total number of Corporates as well as total
Subscribers (Corporate + Retail) registered with us for
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NPS. Amongst all the Pension Fund Managers, HDFC
Pension is #1 in Corporate Subscribers base, #2
amongst all Pension Fund Managers in Net Fund Flow
and #3in Retail Subscriber base and AUM.

Since inception, total number of Corporates and
Corporate Subscribers registered by the Company, with
the support of group entity HDFC Securities acting as
POP (Point of Presence) is equal to total number of
Corporates and Corporate Subscribers sourced by all
other Pension Fund Managers put together.

During the year under review, the PFRDA (Pension
Fund Regulatory & Development Authority) had issued
a fresh Request for Proposal ('RFP’) for selection of
Pension Funds for private sector, pursuant to which
the Company had submitted a Technical and Commercial
bid. HDFC Pension understands that the Commercial
Bid and Technical Bid submitted by HDFC Life have
been accepted by the PFRDA and formal issuance of
letter of appointment is awaited.
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Management Discussion and Analysis

Il. HDFC International Life and Re Company

In FY 2016, the Company established HDFC International
Life and Re Company Limited ('HDFC International’),
a Wholly Owned Subsidiary, in the Dubai International
Financial Centre (DIFC), to capitalise on emerging
business opportunities, in view of the significant
NRI population residing in the region. The license
granted to HDFC International allows “Effecting Contracts
of Insurance and Carrying out Contracts of Insurance”,
in respect of life insurance classes.

During the year under review, HDFC International
has commenced business operations and inked two
individual life reinsurance treaties in the UAE. HDFC

international has also started offering reinsurance capacity
for Group Life and Credit Life arrangements across Gulf
Cooperation Council (GCC).

In its maiden year of business, HDFC International reported
modest revenue of US$ 193,882.

In the coming years, HDFC International intends to expand
its footprints by offering reinsurance capacity to ceding
life insurers in other markets. By combining an aggressive
outreach into other markets with its ever improving
the Company expects to
significantly increase its revenue in FY 2018.

underwriting experience,
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Audit and Risk Management

ENTERPRISE RISK MANAGEMENT

Risk Management is an integral part of the overall business
strategy and planning for any entity. It is essential that
an organisation has robust risk management policies that
are aligned to its strategy and values. As an organisation,
HDFC Life firmly recognises Risk Management as an
integral building block to proactively manage risks and
maximise opportunities related to achievement of its
strategic objectives. The Enterprise Risk Management
(ERM) framework within the Company operates as a feed-
in system to various internal and external stakeholders,
Management, and the Board of Directors.

The ERM framework adopted is enabled by the risk oriented
enterprise level culture with established risk governance
framework, characterised by:

1. Risk management competency throughout the
organisation with a consensus that risk management is
everyone's responsibility

2. An iterative process of identifying and evaluating
risks, setting risk treatment strategies, and monitoring
results

3. Adedicated Enterprise Risk Team with defined roles and
responsibilities, which functions under the guidance
and supervision of Chief Risk Officer ('CRO).

ERM Framework at HDFC Life

4, Risk oversight by Senior Management & Board of
Directors, via Risk Management Council and Risk
Management Committee respectively

The key objectives of ERM at HDFC Life are:

1. Ensure protection of the interests of our policyholders,
shareholders, joint-venture partners, employees, and
relevant stakeholders and adherence to internally
devised value framework

2. Ensure complete adherence to applicable regulatory
guidelines mandated by regulatory authorities are met
unequivocally maintainingan ethical & strong corporate
governance culture

3. Ensure proactive identification, assessment,
measuring, monitoring, management and reporting
of risks with unambiguous objective of minimising risk
and maximizing opportunities

4, Assure providing a systematic, structured, clear,
comprehensive and dynamic mechanism for taking
smarteryetinformed decision making whilstaddressing
risk & uncertainty pragmatically

5. Assure risk management is tailor-made and not one-
size fits all approach by taking human and cultural
factors into account in building lean yet effective
processes and promoting strong risk culture

Risk
Tolerance

Risk Management Council

Guidance

e Settone of arisk aware culture

¢ Risk objective and appetite setting

Asset Liability management
Council (ALCO)

> <,

Cyber Security Council

Core Risk Committees of the Board (Risk Management Committee and Audit Committee)

Chief Executive Officer

Tolerance Levels

Oversight and Control

Strategic Risk Teams

Risk Management and
Internal Audit Team

e Operational Risk
e Compliance/Regulatory Risk
e Insurance Risk*

Strategic & Planning Risk*
Financial Risk*

* Joint responsibility with Actuarial, Strategy and
Finance teams

< Reporting Consolidated Risks |

N

¢ Top Organisation Risks

Evaluation of Risks Management Strategy, Framework, Controls

¢ Internal Audit Team - Internal Audit Structure and Benchmarking * Business level risks and controls

e External Auditors - Assurance of Strategic and Operational Implementation

Reporting

e LossIncidents

Business functions (Risk owners)
L Planning and Oversight Bodies
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Audit and Risk Management

ROLES OF VARIOUS PLAYERS OF THE ERM FRAMEWORK

Tiered

Management
Planning and J
Oversight bodies

Key roles and responsibilities

Determine the strategic direction of the organisation and create the environment and the
structures for risk management to operate effectively

Guidance for development of Risk Management Framework

Oversight of prudential management of risks, vis-a-vis objectives
Adviceandappraise the Boardand Managementof risksand opportunities, whichmay significantly
impact strategic goals or priorities

¢ Articulate the risk tolerance for the organisation

e Reviewing trends on malpractices as reported by the risk management team

¢ Review Whistle Blower Policy implementation and treatment of cases as reported

e Promote and evangelise the desired risk culture with appropriate rewards/incentives
Implementation | e Establish ERM framework, policy, plan, standards, and templates
bodies °

Early identification of risks, appropriate analysis and measurement of all material risks,
recommend risk mitigants, reqular monitoring of the identified risks and report it to management
in a timely manner

Update Risk Management Council and Committee on the risks and controls

Support thefirstline of defense(business functions) in making better risk management decisions
and raising awareness

Act as a custodian ofrisk-based data and information

Ensure that there is adequate risk awareness amongst all stakeholders within and associated
with the Organisation

Recommending the adoption of best-in class risk management practices & procedures

Risk categories addressed through the ERM 3.

Framework

Credit Risk - Risk of loss resulting from the potential
that counterparty defaults or fails to meet obligations

Operational Risk - Risk of loss resulting from
inadequate or failed internal processes, people,
systems or external events including legal risk

Compliance/ Regulatory Risk - Risks emanating
from non-adherence to regulatory, judiciary and
legislative mandates and guidelines, leading to fines
and penalties

Strategy and Planning Risk - Risks emanating from
non-achievement of strategic objectives, deviation
from strategic plans, external and internal factors

Insurance risk - Risk arising due to adverse
movement of mortality, persistency, morbidity and
expense rates

Financial Risk - Comprises of the following nature of
risks:

Market Risk - Risk of loss resulting from adverse
movement in market prices across asset classes and
investment positions

Liquidity Risk - Market Liquidity Risk is inability
to liquidate an asset and Funding Liquidity Risk is
inability to meet obligations when due

in accordance with the agreed terms

Asset Liability Mismatch Risk - Risk due to
uncorrelated / unmatched movement in the asset and
liability cash flows on existing business and risk of
future premiums being invested at low interest rates

Risk Management in HDFC Life

HDFC Life is exposed to different types of risks
emanating from both internal and external sources.
The Company has in place a Risk Management
team, which helps identify, take measures and
mitigate each risk. The team is guided by the
Company's Risk Management Committee, Risk
Management Council and the Senior Management
to develop and implement Risk Assurance practices
on a pan-organisational basis. The Risk
Management team at HDFC Life addresses various
types of risks, ranging from those pertaining to
strategy (concentration, persistency, direct tax
exposure and investment risks) and operations
(process, information systems) to those associated
with financial processes (cost overruns) to
regulatory processes (file and use requirements).
Some of the key activities of the team include:

Annual Report 2016-17 | 57



©

Corporate Overview Management Review & Statutory Reports Financial Statements Glossary of Terms

Audit and Risk Management

Finalising risk appetite metrics

Developing and monitoring risk registers
Implementing operational loss database
Preventing enterprise level process risks

Driving risk awareness

The ERM framework at HDFC Life encompasses a
comprehensive set of practices, which has been
integrated at a grass root level within all functions
serving the core business as well as shared
services. These practices have been developed
with a centralised approach to ensure uniform
implementation. The functions within the Audit
and Risk Management team, responsible for
implementation of Risk Management Practices have
been highlighted in the following section.

ERM Team

The team performs activities to identify various
risks, assess exposure of the risks, develop control
strategies, and report the same on timely basis to
the Board and Management. Some of the key risk
management practices adopted are:

Risk Identification - At the corporate level, risk
identification is done by Risk Management Team
and identified Risk Owners. The risks are tracked
and monitored through deployment of risk
management tools like risk registers, risk
assessments & mitigation projects. Risk tolerances
are defined for each of the corporate risks.
The risk is either quantified (where possible) or
assigned a qualitative statement, which forms
the basis of the risk appetite. At the functional
level, risk identification is donethrough Risk and
Controls Self Assessments (RCSA). The RCSA is
done with due cognizance to any loss events, audit
findings or significant developments in external
environment. The risk management team aids in
assessing the risks and arriving at aggregation
of risk scores. Additionally, risks identified in
the Functional Risk Registers are managed
through developing mitigation strategies, and
the same are monitored and reported to relevant
governance bodies.

Analysis and Assessment - Risk assessment helps
in prioritisation of the risks. Based on the
levels of risks defined, the Organisation creates a
Heat Map for its key risks. The risks are mapped on
basis of Severity and Occurrence as per defined
parameters
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Operational Loss Database - All losses due to
Operational Inefficiencies, Human Errors, Deficiencies
in Processes, Systems or control are recorded and
monitored in an Operational Loss Database and
reported to the Risk Management Council and
Committee

Risk Treatment - In HDFC Life adequate internal
controls are established and maintained to control
the exposure to each source of risk. This involves
the following strategies in order to reduce the risk.
Multiple strategies can be used per risk event and
strategies may change with time.

Risk avoidance: In this strategy HDFC Life decides
not to engage in activities that would give rise to the
risks that we perceive may breach the Risk Appetite

Risk transfer: In this strategy HDFC Life transfers
risks where exposure can be passed to third parties at
an acceptable cost

Risk mitigation: In this strategy, HDFC Life ensures
that it has adequate controls in place to ensure the
risk is within its defined appetite

Risk acceptance: In this strateqy, HDFC Life accepts
the risk as it typically would be at a residual level
where limited controls can be placed or cost of controls
outweighs the benefits of controls planned

Risk Monitoring and Control Unit (‘RMCU’,
Fraud Management at HDFC Life)

Fraud Risk Management is an integral practice and
is central to the ethics and value system of the
Company. This is directly influenced by our promises
to various stakeholders of safequarding their
interests, be it the policyholders, shareholders, or the
regulatory authorities governing the industry and law
enforcement agencies. The salient objectives with
which the Risk Monitoring & Control Unit operates has
been institutionalised below:

Determine the misconduct and fraud risks that
can undermine or negatively impact our strategic
objectives

Design and implement anti-fraud programs and
controls which are effective in reducing negative
incidents or events and negative surprises

Reduce the exposure to corporate liability, litigation,
and sanctions that may arise from violations of
stakeholder expectations and law



Audit and Risk Management

Derive a realistic value from control investments
by creating a sustainable process of managing fraud
risks and enhancing performance

Achieve the utmost levels of business integrity
through  sound corporate governance, full
transparency, and robust internal controls

Some key fraud risk management practices adopted
by the Organisation are:

Values Program - The Value Program within
HDFC Life has been defined with the objective of
imbibing the Values of the organisation at all levels
starting from senior management to the grass root.
The program is spearheaded by the Chief Value
Officers and implementation driven by the Value
Ambassadors and Value Guardians

Malpractice Matrix - The Malpractice Matrix is
an integral part of HDFC Life's Code of Conduct.
As an ethics-driven organisation, we realise the
importance to have a proactive deterrent in place to
ensure that any kind of Malpractice is dealt with, at
the right time and with the right action, to ensure
minimum adverse impact. The Matrix includes
a comprehensive list of malpractices, which we
might come across during the course of the Company's
operations. Thus, it has been designed to achieve
the following objectives:

To provide a comprehensive framework for monitoring
of operational activities

To take action against the erring parties

To ensure transparency in dealing with internal and
external risks

Disciplinary Panel for Malpractices - A separate
panel has been set up comprising Sr. EVP & Chief
Human Resource Officer (Chairperson), Chief
Distribution Officer, Chief Values Officers, and
EVP -Audit& Risk Management and Company
Secretary & Head - Compliance & Legal. Cases
with high risk and impact are referred to the Panel
for guidance and decision. Additionally, fraud risk
assessments carried out by the team are also
presented to the Panel to apprise them of fraud
risks being faced by the Organisation across
geographies, channels etc and guidance taken for
development of mitigation strategies.

s

Business Continuity Management

The Business Continuity Management
operates in a three-tier structure. The first step is
to create a Business Continuity Plan for the critical
and important business activities of a function or
practice. The Business Continuity Management
undertakes the Business Impact Analysis (BIA)
while evaluating the processes and services based
on the disruption of services to assess customer
impact, financial impact, non-financial impact
and regulatory impact. Basis this analysis,
Recovery Time Objective (RTO) of business critical
services are identified, which defines time within
which services need to be made available and
Recovery Point Objective (RPO) is defined which
provides maximum targeted period in which data
might be lost from a technology service due to
an outage or major incident. The Business
Continuity Management draws inferences from
these analyses and devises recovery strategies for
stress scenarios such as technology unavailability,
people unavailability and site unavailability to
minimise potential business loss.

Internal Audit

The Company has institutionalised a robust
and comprehensive internal control mechanism
across all the major processes to ensure
reliability of financial reporting, timely feedback
on achievement of operational and strategic goals,
compliance with policies, procedures, laws, and
regulations.

The Internal Audit Function at HDFC Life works
closely with other verticals in Audit & Risk
Management(ARM), considering relevant material
inputs from risk registers, risk prevention
and mitigation reports etc. Internal audits are
conducted by in-house Internal Audit (lA) team
and also by the co-sourced auditor. Internal Audit
Function includes Concurrent audit which ensures
the integrity and completeness of documents
submitted and checks if audited transactions are
in agreement with laid down procedures. (e.g.
AML gquidelines, Business rules). The function
also undertakes follow-up on engagement
findings and recommendations in line with the
approved framework and concurrent audit of new
business and policy servicing.
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Internal Audit Management Framework operates o
with the following objectives:

e Scope: Scope and authority of the Internal Audit
activities are well defined in the Internal Audit Charter,
approved by the Audit Committee of the Board

e Approach: Risk based internal audits are carried out
across all departments, functions and branches based
on the annual internal audit plan duly approved by the
Audit Committee

Glossary of Terms

Objective: To test, objectively and independently,
the design and operating effectiveness of the internal
control environment

Assurance: To provide independent and reasonable
assurance about the adequacy and effectiveness
of the Internal Controls to the Board and the Audit
Committee

Internal Audit Governance Framework operates in tandem with the following objectives:

Audit Committee

e Settone of internal Audit culture
e Guidance to Audit Charter

e Review of Internal Audit Reports/Internal
Control Environment at periodical meetings

Internal Audit Team

Commitment to Audit Committee and ED/CFO

Annual Audit Plan, Scope and Audit rating Methodology
Risk based review of business and IT processes
An objective evaluation of the existing risks and related internal Controls

H W

unacceptable levels of Risks

Other Activities

1 Develop and maintain internal Audit quality assurance procedures and
improvement programmes

2 Assistinrelevantinvestigations as required

Adhoc /Management requested reviews of specific areas of concern, including

Executive Director (ED) &

Chief Financial Officer (CFO)

Other Control Functions
Risk Management

Legal and Compliance
Information Security

> wWwnE

-
i
n
n
<
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Business and Service
Excellence (BSE)

5. External (Statutory) Audit

Provide Information

3 Testandreport compliance to Internal Financial Controls over Financial Reporting

e Reporting & Monitoring: The Audit Committee
of the Board periodically reviews IAs findings and
provides gquidance as well. The Management of
the Company closely monitors the internal control
environment to ensure that IAs recommendations
are effectively implemented

Internal Financial Controls

Statutory Auditors are required to report on the
adequacy and operating effectiveness of the
internal financial controls ('IFC’) over financial
reporting. However, ensuring adequacy and operating
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effectiveness of the internal financial controls
system still remains with the Management and the
persons charged with governance in the Company.

The Company has institutionalised a robust and
comprehensive internal control mechanism across
all the major processes.

Internal audit function, in addition to ensuring
compliance to policies, procedures, regulations,
processes, etc., also tests and reports on adequacy
of internal financial controls over financial reporting.
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TO,
THE MEMBERS OF
HDFCSTANDARD LIFE INSURANCE COMPANY LTD.

The Directors are pleased to present the 17" Annual Report
of HDFC Standard Life Insurance Company Ltd. (“Company”
/ "HDFC Life"), together with the Audited Financial
Statements of the Company, for the FY 2017.

Standalone Financial Performance and
Business Review
Financial Performance
(R Crs)
Particulars FY 2017 FY 2016
(Audited) (Audited)
Individual business:
a. New business premium 4,201 3,657
(i) Regularpremium 3,573 3,296
(i) Single premium 628 361
b.  Renewal premium 10,749 9,826
Group premium 4,495 2,830
TOTAL PREMIUM 19,445 16,313
PROFIT AFTER TAX 892 818
Assets Under Management 91,742 74,247
Other key parameters
Particulars FY 2017 FY 2016
Embedded value 12,389 10,233
Overall New Business Margins 21.6% 19.9%

(post overrun)

Note: Embedded Value for FY 2016 based on external review and
FY 2017 no. based on Management estimate

Business Review and Outlook
Industry Outlook

The FY 2017 was a critical year for life insurance
industry in India. The macro-economic factors and
demographic profile continue to support growth
for financial services. Players continue to adapt to the
changing macro landscape, while competing to hold
their turf.

s

Within the life insurance industry, private life insurers
continued to grow at relatively faster rate and gained
higher market share within Individual segment. Even
under the Group segment, private players continue to gain
traction and have delivered healthy growth.

Improving macro trends with India outperforming other
emerging markets, increasing traction in equity markets
and higher focus on financial inclusion and penetration to
increase the financial savings was reflected in 26% growth
in Individual New Business Weighted Received Premia
(WRP) and 20% growth in Group premia for the private
players during FY 2017. At an industry level, the sector
witnessed growth of 21% in Individual New Business WRP
and 21% in Group premia during the year.

Demonetisation drive launched by Government of India in
November 2016 also triggered growth for select players
in individual segment, leveraging the spurt in the bank
deposits which is reflected in above industry trends.

There also has been steady increase in proportion of
business generated through corporate agents comprising
banks and other financial services players amongst private
players during past 5 years. This channel contributed 52%
of total individual reported new business in SM FY 2017
across all private players (Source: Public disclosures)

On the product segments, reduced allowable charges to
distributors’ within ULIP segment and higher expense
structures led many players to move towards traditional
products. However, since 2014 market performance and
transparent product structures have helped increase
pull for ULIP products. There is increasing demand for
protection products and its implicit higher new business
margins (NBMs) has resulted in recent focus on the term
segment across players.

Company Performance
Individual Business Performance

HDFC Life ranked #3 among private players in terms of
Individual WRP with a market share of 12.7% in FY 2017,
versus 14.7% in FY 2016. During the year under review,
the Company issued 10.82 lac policies in the Individual
segment. The Company continues to offer diversified
product suite across Linked, Participating and Non
Participating segments.

The Company also continued its focus on pure protection
segment including mortality and morbidity coverage,
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reflected through increase in overall new business sum
assured by 43%. Overall, traditional Non Participating
products contributed 13% of Individual APE, versus 14%
in FY 2016 and Participating products contributed 35%
versus 30% in FY 2016. The Linked business continued
to dominate the product portfolio of the Company
contributing 52% versus 56% last year.

In line with its strategy, the Company has been working to
ensure diversification and strengthening its distribution
mix across Corporate agents, Individual agents, Brokers
and Direct channels, including Online. Digital remains a key
thrust area and the Company has built a robust technology
platform for its distributors and customers to leverage its
digital capabilities.

The Company has an efficient technology platform, which
ensures ease of purchase for consumers, while enabling
rapid integration with distributors. Digital procurement,
fulfillment and customer servicing continue to be the key
focus areas. In FY 2017, over 98% of the proposal forms
were submitted through digital medium and 70% of
renewal business was received through online modes. The
Company has various process and system controls, delivery
assurance and internal and concurrent audits, that leads to
lower dependency risks, scalability and ability to anticipate
any issues or concerns.

Group Business Performance

Within Group business segment, the Company maintained
its #1 rank amongst private players, with market share
of 24.3% in FY 2017, versus 18.3% in FY 2016 (rank #1)
based on new business received premium. The Company
focused on selling protection oriented products, even
within this segment, through multiple partners. The New
Business sum assured under the Group category increased
from % 165,655 Crs in FY 2016 to % 285,454 Crs, covering
1.98 Crslives during FY 2017.

Overall Business Performance and Financial
Review

The Company continued to deliver strong operating and
financial performance during the year under review. In line
with the identified strategy, high focus was maintained on
profitable growth and customer satisfaction.

The total premium grew by 19% in FY 2017, with 15%
growth in Individual new business premium and 59% in
Group premium.
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The Company's continued focus on better quality of
business sourcing, customer retention, and persistent
efforts in customer education has resulted in an increase
in renewal premium by 9% in FY 2017 to % 10,749 Crs.
The 13™ month persistency ratio improved from 79% in
FY 2016 to 81% in FY 2017 and 61t month persistency
improved from 50% in FY 2016 to 57% in FY 2017 (based
on original premium method).

For FY 2017, the Company earned IGAAP profits of T 892
Crs, versus ¥ 818 Crs in FY 2016, i.e. an increase of 9%.
The Company ended the year under review with an
accumulated profit of ¥ 1,613 Crs, post payment of
interim dividend of ¥ 264 Crs including dividend
distribution tax (DDT).

Backed by healthy business performance and persistency,
the Assets under Management (AUM) for the Company
crossed the milestone 0f 90,000 Crs mark during the year
under review and saw a growth of 24% to ¥ 91,742 Crs as
on March 31, 2017 versus X 74,247 Crs, as on March 31,
2016. Balanced debt-equity mix of AUM was ensured, with
debt-equity proportion of 59:41 as on March 31, 2017.

The Company increased its presence across the country,
with several new tie-ups and partnerships across
traditional and non-traditional partners including NBFCs,
MFls, SFBs, etc. Total branch presence of the Company
increased to 414 branches during the year under review
across 819 cities.

During the year, the Company has increased its exposure
and presence in pension segment and re-insurance market
in UAE, through its two wholly owned subsidiaries - HDFC
Pension Management Company Limited (‘HDFC Pension’)
and HDFC International Life and Re Company Limited
('HDFCInternational’).

The Company is committed to its positioning as the most
preferred life insurance company in India, delivering value
forallits stakeholders.Improving business quality, ensuring
seamless customer journey and delivering healthy returns
continue to be the key focus areas for the Company. Digital
ecosystems and leveraging technology will be an important
driver in this journey and area of investment, along with
new distribution avenues to achieve above objective.

Policyholder and Customer Service

HDFC Life is committed to provide seamless services to
the customers and the claimants in the shortest possible
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turnaround time across the life cycle of the policy with
minimum documentation and data requests.

Various initiatives have been implemented by the Company

during last year, including:

1) Adopting Tele-underwriting capability

2) Medical underwriting based on customer's executive
health reports.

3) Financialrisk assessment through use of creditbureau
reports

4) Deployment of OCR into the workflow interface

5) Deployment of robotics

6) Adoption of ‘Claims Assist’ for speedier completion of
the policy documentation

7) Facility to the customers for submission of maturity/
money back/ pension/ annuity documents through
Whatsapp;

8) Differential process for HNI claimants

9) Lean cell for taking care of claims of Defence
personnel.

Specialised underwriters are in place for the overall
underwriting and related process, including dedicated
people for online and group customers.

The above initiatives have helped us improve customer
experience and enabled reducing processing time.

During the year under review, the Company had achieved

the below milestones:

1) The Company stands amongst the best in the
industry on overall Claims Settlement Ratio of
99.2%in FY 2017

s

2) The Company’s turnaround time for non investigated
claims improved to ‘within 3 days' from ‘7 days' in
FY 2017;

3) In the Micro Finance Business, 100% of the claims
processing is completed within 2 days of document
submission;

4) Approximately 98% of the Money Back payouts, and
99% of the Annuity Payments are done on the due
date.

For renewals, around 78% of the customers paid
premium via alternative payment methods such as auto
debits (55.5%) and online payments (21.7%), which
comprises 70% of the Company's total collections,
versus 61% last year. The Company strengthened its
previous year initiative of last mile connectivity with
the lapsed and paid-up customers by educating them on
importance of revivals.

Even prior to the Central Government's focus to
move towards ‘Cashless’ economy, the Company had
stopped accepting cash payment for
HDFC Life branches in phases, with a pan-India phasing
out made effective from July 1, 2016. The Company
continues to offer multiple options to its customers
for easy renewal payment, including online payment
through Credit Card, Debit Card and multiple payment
wallets, payment through Inbound IVR, MSwipe, NEFT/
eCMS, and offline facility to pay the premium at HDFC
Life branches and numerous other partner branches
including HDFC Bank, Axis Bank, cheque drop boxes etc.

renewals at

Products
ULIP Life (10) Non Par Life (2)
e HDFCSL Crest e HDFC Life ClassicAssure Plus e HDFCLife Sanchay
e HDFCSL ProGrowth Super i e HDFCLife Super Savings Plan e HDFC SL Sarvgrameen Bachat
e HDFCSL ProGrowth Maximizer e HDFCLife Super Income Plan Yojana
e HDFCSL Young Star Super Premium e HDFC Life YoungStar Udaan
e HDFCSL ProGrowth Flexi e HDFC Life Sampoorn Samridhi
¢ HDFCSL ProGrowth Plus Plus
e HDFC Life Smart Woman * HDFCLife Uday
e HDFC Life Click 2 Invest - ULIP * HDFCLife Pragati

e HDFCLife Sampoorn Nivesh
e HDFCLife Capital Shield
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Pension/Annuity (7) Protection (2)
e HDFCLife Pension HDFC Life Click 2
Super Plus Protect Plus
e HDFCLife Single HDFC Life CSC Suraksha
Premium Plan

Pension Super Plan
HDFC Life Click 2
Retire-ULIP

HDFC Life Assured
Pension Plan

HDFC Life New
Immediate Annuity Plan
HDFC Life Personal
Pension Plus

HDFC Life Guaranteed
Pension Plan

HDFC Life has continuously focused on creating
differentiators to meet customer needs and expectations.
The Company has proactively identified and owned
niche customer segments and product categories, to
drive appropriate actions. The Company aspires to attain
leadership position in select identified segments, by
delivering unique sales, products and service experience.

HDFCLife'sproductportfoliocomprisesofsolutionscatering
to the varied individual customer needs across Protection,
Pension, Savings, Investment and Health category. HDFC
Life also offers different products for varying needs of
employers, ranging from term insurance plans for pure
protection to voluntary plans such as superannuation and
leave encashment.

During the year under review, with an objective to further
insurance penetration and financially secure Indian
households, the Company forayed into the micro-insurance
segment by launching two products, HDFC Life Group
Jeevan Suraksha and HDFC Life Group Credit Suraksha.

The Company alsolaunched individual participating savings
product, HDFC Life Pragati, with features and benefits
suitable for low to middle income individuals, which have
not been reached so for due to affordability factor. This
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Health (2)/Rider (8)
HDFC Group Term e HDFCLife Cancer Care
Insurance e HDFCLife Easy Health
HDFC Life Group Credit ¢ HDFC Life Income
Protect Insurance Plan Benefit on Accidental
HDFC Life Group Disability Rider
Pension Plan e HDFCLife Critical lliness

HDFC Life Group Unit
Linked Pension Plan

Plus Rider
Total and Partial

HDFC Life New Group Permanent Disability
Unit Linked Plan Benefit

HDFC Life Group e Accident Death Benefit
Variable Employee (Group)

Benefit Plan e HDFCLife Group Critical
HDFC Life Group Credit lliness plus

Protect Plus e Total Permanent

HDFC Life Pradhan Disability Benefit
Mantri Jeevan Jyoti Bima e Critical lllness Benefit
Yojana e Accident Death Benefit
HDFC Life Group Jeevan (Individual)

Suraksha

HDFC Life Group Credit

Suraksa

product has a potential to cater to the untapped Indian
households within lower income bracket.

Further, the Company expanded within the Health
category, by launching HDFC Life Easy Health that provides
hassle free comprehensive protection against critical
iliness, surgical procedures and hospitalisation expenses
under one plan without any medical underwriting.

The Company also added HDFC Life Capital Shield product
in the Unit Linked category, to cater to the needs of the
investors looking to tap the potential upside of the financial
markets while having an assurance of Capital Guarantee.

At the end of the year under review, HDFC Life has 30
Individual and 10 Group products, with 8 Riders available
forits customers.

Human Resource and People Development

HDFC Life gives paramount importance to employee
satisfaction and overall development of over 14,800
employees that constitute its workforce. The Company
earnestly strives to distinguish itself from the peers and
aspires to be counted amongst the best places to work
across various sectors.
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During the year under review, the Company has
undertaken various initiatives to support business
through organisational efficiency, and various employee
engagement programmes, which have enabled
achievement of higher productivity levels. The Company
continued to focus on developing leadership as well as
technical and functional capabilities of employees in order
to meet future talent requirement.

Philosophiesthatdrive talentmanagementincludedhaving
the most skilled and engaged employees discharging their
current roles, while developing a strong bench of ready
talent. We continued with our robust talent review and
development processes across the board, which assessed
potential and developmental needs of talent. Output
of these reviews aggregated into structured learning
interventions that were executed by top institutions like
ISBand thellIMA.

Internal talent was given ample opportunities to take
up managerial roles through a transparent, fair and
scientific Internal Job Posting (I)P) process. Cross functional
movements of talent were encouraged and enabled
through talent review and assessment process to provide
holistic understanding of business to employees.

Company's L&D framework boasts of talented and
experienced resources who ensure that interventions get
customised to specific and special training needs, thereby
maximizing impact and efficacy. In course of the year, the
core focus area has been towards implementation of digital
learning solutions like a Mobile learning app, thereby
enhancing the learner reach, in addition to Just-in-Time
access to learning content, which is critical for efficiency on
job delivery.

The HR journey continued to be built on the bedrock of
technology and innovation, with state of the art offerings
like HR mobile application to build an enviable mobility
platform that is rapidly transforming employee workforce
productivity.

Investments

During the year under review, the global equity markets
have seen significant gains, as global concerns on growth
and anxiety over the fate of commodity economies faded.
The pick-up in commodity prices further helped pull the
price indices in the developed economies away from the
deflation zone. On back of above developments, respective
Central Banks regained confidence to initiate steps for

s

rolling back the extreme accommodation provided by their
respective monetary policies.

In the domestic market, the recovery in the corporate
earnings has been relatively slow. Withdrawal of high
denomination currency notes by the Government further
impacted the corporate earning profile. However, the
improvementinrisk appetite globally and strong flows from
domestic investors helped the equity markets overcome
the concerns over earnings and post strong gains for the
year.

During the same period, bond yields saw substantial
softening on the back of easing inflation. The Reserve
Bank of India (‘RBI') cut rates lower during the year, but
the extent of the rate cuts were lower than expected.
Consequently, bond yields retraced from the low levels
seen during the year.

HDFC Life's equity funds performed well during the year,
with all the key equity funds performing in line with the
respective benchmarks and the peers. The Company's
bond funds have been managed dynamically to calibrate
the positions appropriately, based on the risk levels in
the portfolio. The fund returns have out-performed their
respective benchmarks and have also performed well
against peer funds.

The investment funds of the Company are managed as
per the stated objectives laid down in the Investment
Policy, Asset-Liability Management Policy (ALM’), and
respective Funds’ objectives. These policies lay down the
asset allocation and risk appetite guidelines for different
funds, some of which have in-built guarantees. Fund
allocation is tracked on a regular basis and is backed with
suitable assets. During FY 2017, the asset allocation in the
Company’'s conventional and shareholder funds was in line
with the ALM policy.

HDFC Life total AUM as on March 31, 2017, was X 91,742
Crs. This comprised assets of ¥ 53,800 Crs held under the
unit-linked funds and ¥ 37,942 Crs held under the
conventional funds and shareholders’ funds. The
corresponding numbers for the previous year were
345,727 Crs and¥ 28,520 Crs respectively.

Information Technology

FY 2017 has seen the adoption of many cutting edge
technologies such as Blockchain, Internet of Things
(I0T), Robotics Process Automation (RPA), Chatbots,
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among insurance providers globally. Further, there is an
emergence of a new breed of Insuretech start-ups looking
to disrupt the insurance value chain.

HDFC Life intends to be the leading digital insurer in the
country. The Technology Enabled Business Transformation
(TEBT) programme has, over the last 24 months, created
a service driven platform that makes it easier for the
distribution partners to integrate with HDFC Life. This has
helped in building an agile and multi-distribution model
that fits into the strategic objectives of the Company.

During FY 2017, the Company undertook an initiative
to set up the entire sales cycle on the mobile platform.
This initiative, termed Mobility 1.0, significantly reduced
customer acquisition cycle time, increased sales
productivity and reduced paper trail throughout the
Company. In addition to the productivity improvements,
this allowed sales team to work independent of the branch
infrastructure. This also resulted in reducing cost for sales
hubs. The new and improved individual portal for Financial
consultants, was also launched during the FY 2017 as part
of TEBT program.

To further improve the Digital Ecosystem, Mobility 2.0 was
introduced during FY 2017, to leverage and build on the
capabilities created in Mobility 1.0. The modules include:

i.  geo-capabilities that help in lead allocation, partner
visit tracking, and customer heat maps;

ii. India stack integration-integration with Aadhar,
including IRIS authentication, e-sign and UPI;

iii. sales force management with daily task sheet and
audio huddles;

iv. sales aids such as auto financial planning tool, auto
filling of forms, pre-approved offers, expert on call;

v. customer servicing capabilities;

vi. virtual sales assistant; and

vii. mobile learning.

Besides, the Company has been working with its
Bancassurance relationships and integrating with the
bank CRM systems. This has led to STP (straight through
processing) process for issuance of policies and a unique
digital experience for customers of select Bank partners.

The Company has continued with its efforts to tighten

controls and prevent customer complaints. A completely
automated and sophisticated control mechanism has been
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implemented during FY 2017. The resulting capability has
enabled proactive identification of anomalies in critical
areas like compliance to file and use requirements and
payout computations.

The Company also conducted a Hackathon with a focus
on three broad based themes - Design, Data Science and
Mobility.

The Company has been re-certified on I1SO 27001:2013
for its data centre and operations. Several cyber security
initiatives have also been implemented during the year
such as Next-Gen Firewall, Intrusion Prevention System,
Security Incident and Event Management and DDOS
services.

Awards

The Company received more than 40 awards and accolades
during the year under review across financial disclosures,
customer service, technology, digital solutions, products,
human resources, marketing, etc. The Company received
the National Quality Excellence Award 2017 for being the
most innovative Company. The Company also received
Golden Shield award for Excellence in Financial Reporting
for their Annual Report FY 2016 from ICAI (The Institute
of Chartered Accountants of India).

Regulatory Landscape

During the year under review, some of the key regulations
/ guidelines etc., issued by the Insurance Regulatory and
Development Authority of India (“IRDAI" / "Authority”)
include:

e (Circular on Implementation of Indian Accounting
Standards (“Ind AS") for insurance sector. The Ind AS
implementation will have impact on financial reporting
systems and processes significantly. The Company
is taking necessary steps for implementation as
per timelines notified by the Authority, to achieve
transition to Ind AS by FY 2018. Representatives from
the Company are also part of Steering Committee setup
by the IRDAI, which is overseeing implementation of Ind
ASin the industry.

e The Authority revised the Guidelines on Corporate
Governance for insurers in India (‘Guidelines’), which
includes revised provisions on certain Corporate
Governance practices, appointment of Managing
Director/ Chief Executive Officer/ Whole Time Director
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and other Key Management Persons as well as the
appointment of statutory auditors of insurers. These
are applicable from FY 2017 onwards, and have been
implemented as required.

e With a view to further promote digital ecosystem and
in policy holder interest, the Authority has required
insurers to compulsorily issue policies in electronic
form, beyond a certain sum assured threshold. It has
also permitted use of electronic proposal form. These
will promote efficient processes and speed up policy
issuance.

e Revised Health Insurance regulations were issued by
the Authority allowing life insurers to offer long term
Individual Health Insurance products for term of 5 years
or more, with premium uniformity for blocks of 3 years.
Importantly, the Authority has barred life insurers from
offering indemnity based products. In view of this, the
Company had to withdraw its indemnity based health
product, impacting business in this segment.

e The revised Investment regulations have prescribed
several new provisions, including restrictions on
investing in fixed deposits and corporate deposits of
promoter group companies, Chief Risk Officer to be part
of the Investment Committee and custodian not to be
part of the promoter group, etc. The Regulation also
requires Statutory auditors to confirm compliance with
implementation of Investment Policy by Investment
Committee, and quarterly Board review of the fund
wise and product-wise parameters.

e The Authority notified new regulations effective April
1, 2017 on Payment of Commission to insurance agents
and intermediaries. The underlying approach proposed
uniformity across business segments vis-a-vis the
expenses of management, commissions and manner of
computation of solvency. Regulations also provides for
a Board approved policy on the subject.

IRDAI also released several discussion papers/draft
quidelines on key aspects of business and operations,
including Listing of Indian Insurance Companies; exposure
drafts on proposed revision in financial statements
regulations; Protection of Policyholders’ Interests and
Outsourcing of activities etc.

Rural and Social Sector Obligations

The Company maintains dedicated focus on undertaking
rural business, and endeavors to tailor its products and
processes to support these businesses, considering
customer needs.

s

As part of its overall business, the Company has achieved
prescribed requlatory targets of social and rural business,
as follows:

e Rural business - Achieved - 21% versus prescribed
requirement of 20% of overall business

e Social business - Insured - 8,04,612 social lives versus
prescribed 7,68,851 social lives

Solvency

The IRDAI requires life insurers to maintain a minimum
Solvency Ratio of 150%. The Solvency Ratio is calculated
as specified in the IRDA (Assets, Liabilities, and Solvency
Margin of Insurers) Regulations, 2016. As compared to the
minimum requirement of 150%, the Company's Solvency
Ratio, as at March 31, 2017, was 192%.

Dividend & Reserves

During the year under review, an interim dividend @¥ 1.10
per equity share (face value of ¥ 10/- each) was declared
by the Board of Directors and paid to the Shareholders.
The Board has recommended the same to be confirmed
as the Final Dividend for FY 2017. Necessary resolution is
being proposed for the purpose at the ensuing 17" Annual
General Meeting ("AGM").

The Company has carried forward a total of ¥ 627.7 Crs to
its Reserves. The Company had accumulated profits of
%1,613.5Crson March 31, 2017.

Capital & Shares

The Company’s paid up equity share capital increased
marginally from ¥ 19,952,881,380 as on March 31, 2016
to ¥ 19,984,752,830 as on March 31, 2017 pursuant to
allotment of 2,772,995 equity shares upon exercise of
Options under Employees Stock Option Scheme 2014;
and allotment of 414,150 equity shares upon exercise of
Options under Employees Stock Option Scheme 2015. The
said allotments were made post requisite approval from
the Authority.

The Shareholding Patternis given elsewhere in this Annual
Report.

Initial Public Offering and Merger Proposal

During the year under review, the Board of Directors of the
Company approved taking steps to initiate the process for
an Initial Public Offering (IPO) of the Company by way of an
offer for sale by Housing Development Finance Corporation
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Limited, the Company’'s Indian Promoter Company, upto
10% of the Company's paid-up and issued equity share
capital. This was subject to relevant regulatory and other
approvals, as applicable.

OnAugust 8, 2016, the Board of Directors of HDFC Life, Max
Life Insurance Company Limited (“Max Life"), Max Financial
Services Limited (“Max Financial”) and Max India Limited
("Max India") at their respective board meetings, approved
entering into definitive agreements for the amalgamation
of the businesses between the above entities through
a composite Scheme of Arrangement (“Scheme”), in a
manner, as below:

Stepl: Max Life Insurance Company Limited will be
merged into Max Financial Services Limited

Step2: The life insurance undertaking will be demerged
from Max Financial Services Limited into HDFC Life

Step 3: The residual business of Max Financial Services
Limited would be merged into Max India Limited

Step 4: HDFCLife would become a listed Company

The proposed transaction will create a large company
with differentiated scale and portfolio, with wider reach
to expand in a growing life insurance sector. While the
transaction will deliver attractive value proposition for
HDFC Life and Max Group shareholders, it will also benefit
the Policyholders by providing them with enhanced product
portfolio and touch points. Employees of both the entities
will reap benefits out of the transaction, in terms of greater
opportunities across functions and geographies.

Subsequent to the approval by the Board of Directors of
respective Companies, a joint application was filed with
the IRDAI by the Company and Max Life seeking its in-
principle approval on the Scheme on September 21, 2016.
The IRDAI had expressed certain reservation on the merger
transaction structure, post which the Company has given
suitable clarification, supported with legal views and
analysis.

The Company is presently awaiting / will require requlatory
approvals from the Insurance Regulatory and Development
Authority of India, Competition Commission of India, the
Securities and Exchange Board of India, Stock Exchanges
and Hon'ble Courts / National Company Law Tribunal
(NCLT) amongst others. As part of NCLT approval process,
the Company will also seek approval of its Members, as may
be directed by the NCLT.
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Policy on Directors’ and

remuneration

The remuneration and compensation for Directors, Key
Managerial Personnel and other Employeesis quided by the
requisite Policy. More details are included in the Corporate
Governance Report, forming part of this Directors' Report.

appointment

Evaluation of performance of the Board

Pursuant to and in line with the requirements prescribed
underthe CompaniesAct, 2013 ('Act’), the Board of Directors
carried out an annual evaluation of its performance, and
that of its Committees and Individual Directors. Further,
the Independent Directors met separately, without the
attendance of non-Independent Directors and Members of
the Management, and inter alia reviewed the performance
of non-independent directors, and Board as a whole; and
performance of the Chairman. They further assessed the
quality, quantity and timeliness of flow of information
between the Company Management and the Board.

Overall, the Independent Directors expressed their
satisfaction on the performance and effectiveness of the
Board, all the Committees, Individual non-Independent
Board Members, and the Chairman, and on the quality,
quantity and timeliness of flow of information between the
Company Management and the Board. The Independent
Directors shared additional suggestions on certain aspects
to further improve the process. The Independent Directors
opined that the Company's Board was a benchmark Board
and expressed their satisfaction with the conduct and
efficiency of the Board and Board Committees.

TheNomination &Remuneration Committeealsoundertook
an evaluation of Individual Director's performance and
expressed its satisfaction on performance of each Director.

The Board conducted the review of each Director's
performance, Board as a whole and performance of
Committees of the Board, and expressed its satisfaction.

There has been no material adverse observation or
conclusion, consequent to such evaluation and review.

Directors

The Company's Board comprises of 15 Directors,
including two Alternate Directors. There are 13
non-executive directors (including 6 Independent
Directors, and 2 Alternate Directors) and two
Managing/Executive Directors. The Company's Board
includes 2 women Directors, including its Executive
Director & Chief Financial Officer.
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Changes during the year under review

The Board of the Company was further strengthened
during the year with the induction of Mr. Sumit Bose and
Mr. Ranjan Mathai as Additional Directors wef July 19, 2016
and July 22, 2016 respectively, designated as Independent
Directors. This has also added diversity to the Board,
resulting in enhanced Board independence.

Mr. Bose is former Union Finance Secretary (as
Secretary, Department of Revenue). He joined the
Indian Administrative Service in 1976, and has served as
Secretary (Expenditure) and Secretary (Disinvestment)
as well as Secretary in the Thirteenth Finance Commission,
and in the Ministry of Finance, GOI since August 2007
till superannuation.

Mr. Mathai is former Foreign Secretary of India. He has
held several key positions in the Ministry of External
Affairs of the Government of India, including as Joint
Secretary, heading the Division responsible for India's
relations with Bangladesh, Myanmar, Sri Lanka, and the
Maldives (1995-1998).

In line with the provisions of the Act, the appointments
of Mr. Sumit Bose and Mr. Ranjan Mathai are proposed to
be reqularised at the ensuing AGM for a period of 5 years
from the date of their initial respective appointments, and
the relevant disclosures for their appointment forms a part
of the Notice of the 17% Annual General Meeting.

During the year under review, in line with the applicable
provisions under the Act, Mr. Luke Savage and Mr.
James Aird had vacated office as Alternate Director
to Sir Gerry Grimstone and Mr. Norman Keith Skeoch
respectively, at such times when Sir Gerry Grimstone and
Mr. Norman Keith Skeoch had visited India to attend
the Board Meetings; and they were re-appointed as
Alternate Director to Sir Gerry Grimstone and
Mr. Norman Keith Skeoch with the Board's approval,
following the date of the relevant Board Meetings.

Independent Directors

The Company has six Independent Directors on
the Board i.e. Dr. SA Dave, Mr. Ravi Narain,
Mr. VK Viswanathan, Mr. Prasad Chandran, Mr. Sumit
Bose and Mr. Ranjan Mathai. In accordance with the
provisions of the Act, the Independent Directors
are not liable to retire by rotation, and have been
appointed for a term of 5 years from their respective
appointment dates.

s

The Members may note that amongst the Independent
Directors, Dr. Dave has been nominated by HDFC Limited,
Holding Company of the Company, in line with the
provisions of Regulation 24 of SEBI (Listing Obligations
and Disclosure Requirements) Requlations 2015, which
requires a listed company to nominate at least one of
its Independent Directors on the Board of its material
unlisted Indian subsidiary.

Re-appointment of Ms. Vibha Padalkar

The Members may note that Ms. Vibha Padalkar,
Executive Director & Chief Financial Officer, was appointed
on August 14, 2012 by the Shareholders of the Company,
and as approved by the IRDAI, for a period of 5 years.
Accordingly, her term as Executive Director & Chief
Financial Officer expires on August 13, 2017. The proposal
for her re-appointment has been recommended by the
Nomination & Remuneration Committee, and approved
by the Board of Directors. The said proposal is being
proposed for Shareholders’ approval at the ensuing
17% Annual General Meeting and the relevant disclosures
with regards to her re-appointment as Executive
Director & Chief Financial Officer have been included as
part of the Notice of the 17" Annual General Meeting. The
said re-appointment is also subject to IRDAI's approval.

Declaration by Independent Directors

The Independent Directors of the Company have confirmed
that they satisfy the criteria of prescribed for Independent
Director as stipulated in Section 149(6) of the Act.

Directors retiring by rotation (being Directors other
than Independent Directors)

In accordance with the provisions of the Act read with
the Articles of Association of the Company, Ms. Renu Sud
Karnad and Mr. Norman Keith Skeoch, being non-
Independent Directors, are liable to retire by rotation at
the ensuing 17% Annual General Meeting of the Company.
They are eligible for re-appointment. Resolutions for
the purpose of their re-appointments are being proposed
at the 17 Annual General Meeting. Profiles of these
Directors are included in the Notice of the 17%" Annual
General Meeting.

‘Fit and Proper’ criteria

All the Directors have confirmed compliance with the
‘fit and proper’ criteria, prescribed under the Corporate
Governance Guidelines issued by the IRDAI.

The Company has also received declarations from all its
Directors as per Section 164 of the Act, confirming they are
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not disqualified from being appointed as Directors of the
Company.

The details of the Board and Committee meetings,
and the attendance of Directors thereat, forms part of
the Corporate Governance Report, which is attached
as Annexure 1 to this Directors’ Report.

Corporate Governance

A report on the Corporate Governance framework
within the Company, with required certification as required
under the IRDAI Regulations, is enclosed hereto as
Annexure 1 and forms part of this Report.

Legal Update

Duringthe FY 2017, no significant and material orders were
passed by the regulators, courts or tribunals, that impacted
the going concern status of the Company, or which can
potentially impact the Company’s future operations.

Key Managerial Personnel

Mr. Amitabh Chaudhry, Managing Director and Chief
Executive Officer; Ms. Vibha Padalkar, Executive Director
and Chief Financial Officer; and Mr. Manish Ghiya, EVP,
Company Secretary and Head - Compliance and Legal,
are designated as the “"Key Managerial Personnel” of the
Company, under the provisions of the Act.

There were no changes in the Key Managerial Personnel
during FY 2017.

Risk Management Policy

The Company has a defined Risk Management Strategy
and a Framework which is designed to identify, measure,
monitor and mitigate various risks. A Board approved
Risk Management Policy has been putin place to establish
appropriate systems or procedures to mitigate all
material risks faced by the Company. The said Policy
is reviewed periodically by the Risk Management
Committee of the Board.

The risk management architecture of the Company has
been detailed under the Enterprise Risk Management
section of the Annual Report.

Internal Audit Framework

The Company has institutionalised a robust and
comprehensive internal audit framework/mechanism
across all the processes, to ensure reliability of financial
reporting, timely feedback on achievement of operational
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and strategic goals and, compliance with applicable
policies, procedures, laws, and regulations.

The Internal Audit function at HDFC Life works closely
with other verticals in the ARM (Audit and Risk
Management) Group and other assurance functions,
considering relevant material inputs from risk registers,
compliance reports and external auditor reports etc.
The function also tests and reports compliance to
Internal Financial Controls over Financial Reporting.

Internal audits are conducted by in-house Internal
Audit team and co-sourced auditors. The function also
undertakes follow-up on engagement findings and
recommendations, in line with the approved framework.

The Internal Audit function reports its findings and
follow-up status on these findings to the Audit Committee
on quarterly basis.

Internal Financial Controls

The Company has institutionalised a robust and
comprehensive internal control mechanism across all the
major processes.

The Internal Audit, in addition to ensuring compliance
to policies, reqgulations, processes etc., also test and
report on adequacy of internal financial controls with
reference to financial reporting/statements.

Vigil mechanism

The Company has put in place a Whistleblower Policy
and Framework. More details are provided in the
Corporate Governance Report, which is attached as
Annexure 1 to this Directors' Report.

Particulars regarding Conservation of Energy,
Technology Absorption and Foreign Exchange
Earnings and Outgo

Section 134 of the Act, read with the Companies
(Accounts) Rules, 2014, requires disclosure of certain
specified information pertaining to conservation of
energy, technology absorption, foreign exchange earnings
and outgo in the Directors' Report.

The disclosure relating to conservation of energy
does not apply to companies in the Life insurance
sector and hence, the Company is exempted therefrom.
Disclosure in respect of technology absorption, and
foreign exchange earnings and outgo is given below.
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Technology Absorption

s

Specific areas, in which R&D is carried out by
the Company

Not applicable

Benefits derived as a result of the above R&D

Not applicable

Future plan of action

Blockchain / Robotic process automation / Cognitive computing / Cyber security

Expenditure on R&D

a) Capital

b) Recurring

c) Total

d) Total R&D expenditure as a percentage of
total turnover

Not applicable

Technology absorption, adoption and innovatio

1. Efforts made towards technology
absorption

Major Initiatives Undertaken/Completed are:

e Revamped the Corporate Website and Customer Mobile Application
e Straight through processing for New Business processes

e Re-engineered processes for Customer and policy servicing

e Robotics Process Automation for payouts, actuarial, medicals and group business
processes

e Optical Character Recognition (OCR)

e |S027001:2013 Re-certification

e Launched mobile version of online learning modules for employees
e B84 processes are being pursued for robotic process automation

2. Benefits derived as a result of the above
efforts (eg product improvement, cost
reduction, product development, import
substitution and so on)

Benefits derived in terms of process / product improvement / cost reduction include:

e Approximately 65% of the total New Business proposals are being submitted
through mobile applications

e Approximately 80% of Customer initiated payouts are being processed through
Robotics Process Automation and have resulted in cutting Turn-Around-Time for
over 50% cases to less than 5 days

e Response time cut by 50% for Customer Email communications

e 9 Retail products and 2 Group products were delivered this year, adding to the
revenue

e Roll out of Customer Consent Document in New Business process resulted in
reducing 15+ pages of information requirements to a single page

e Straight through Processing has significantly reduced manual intervention
required for document scrutiny

In case of imported technology (imported

during the last three years reckoned from the

beginning of the financial year) -

i. The details of technology imported;

ii. Theyearofimport;

iii. Whether the technology been fully
absorbed;

iv. If not fully absorbed, areas where
absorption has not taken place, and the
reasons thereof

Nil

Expenditure incurred on Research and
Development

Nil
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Foreign Exchange Earnings and Outgo

The details of foreign exchange earnings and outgo during
the FY 2017 are as follows:

e Earnings ¥70Crs
e QOutgo ¥139Crs
Subsidiary Companies

1.

HDFC Pension Management Company
Limited (“"HDFC Pension”)

Financials and Business Outlook

A synopsis of financial performance of HDFC Pension
during FY 2017 is as below:

(X Lacs)
Particulars FY 2017 FY 2016
GrossIncome 243.6 239.6
Total Expenses 274.2 238.1
Profit before Tax (30.6) 1.5
Provision for Tax 0 0.3
Profit after Tax (30.6) 1.2

During the year under review, AUM of the corporate
and retail sector across all Pension Funds in the NPS
architecture grew by 98%, from % 3,563.9 Crs to
% 7,017.7 Crs, which included funds of PSU Banks'
employees where the Fund Manager was either of
three Government Sector PFMs.

HDFC Pension's AUM as on March 31, 2017 stood at
% 1,163.0 Crs i.e. a growth of 209%. HDFC Pension
sourced 535 new Corporates in FY 2017. The
Subscriber base under ‘Corporate’ sector category
stood at 51,920 in FY 2017 (i.e. a growth of 85% over
FY 2016), whereas the Subscriber base under retail
sector stood at 78,847 in FY 2017 (i.e. a growth of
140% over FY 2016).

Legal matter

In January 2014, a fresh Request for Proposal (‘RFP’)
was floated by the PFRDA seeking bids from Sponsors
for selection of pension fund managers afresh to
manage the pension funds. In response to the RFP,
HDFC Standard Life Insurance Company Limited
('HDFCLife'/'the Sponsor’) had submitted its technical
and commercial bid. The technical bid made under RFP
was openedin April 2014 and the bid submitted by the
Sponsor was not accepted by the PFRDA on technical
grounds of not having profitability for a period of 3
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years. The Sponsor, therefore, filed a Writ Petition
before the Hon'ble High Court of Delhi, challenging
the said rejection. The Hon'ble High Court of Delhi by
its Order dated May 15, 2014 quashed and set aside
the PFRDA' rejection of the Sponsor's bid and directed
the PFRDA to evaluate the bid in accordance with the
steps set out in the RFP. While the PFRDA cleared
the Sponsor's technical and commercial bid and the
Sponsor even agreed to match the lowest commercial
bid, the PFRDA declined to grant the Sponsor a 'Letter
of Appointment. The Sponsor therefore filed another
Writ Petition before the Hon'ble High Court of Delhi
against the rejection. Vide its Order dated December
18, 2014 the Hon'ble High Court of Delhi quashed and
set aside the PFRDAS rejection of the Sponsor's bid
and directed the PFRDA to grant HDFC Life a'Letter of
Appointment' to act as a Sponsor. Subsequently, the
PFRDA has filed a Special Leave Petition before the
Hon'ble Supreme Court of India challenging the above
said Order dated December 18, 2014. The Hon'ble
Supreme Court, by its Order dated March 9, 2015,
refused to grant the PFRDA any ad-interim relief and
the matter is presently pending hearing. On March 27,
2015, complying with the High Court order, the PFRDA
had issued a 'Letter of Appointment' in favour of the
Company, stating inter alia that such appointment is
subject to the outcome of the above proceedings filed
before the Hon'ble Supreme Court.

It may be noted that the PFRDA (Pension Fund)
Regulations, 2015 were notifiedin May 2015, pursuant
to which re-registration of all pension funds was
sought by the PFRDA. HDFC Pension has submitted
its application for the same, and a response from
the PFRDA is awaited. However, vide a letter dated
June 24, 2016, the PFRDA, while acknowledging our
submission of Annual Fees, had granted an extension
to continue as a Pension Fund until the selection of
Pension Funds in terms of process specified under
PFRDA (Pension Fund) Regulations, 2015. This
extension was subject to the Order of the Supreme
Court of India on the appeal filed by PFRDA against
the Order of the High Court of Delhi described above.

During the year under review, the PFRDA issued
a fresh Request For Proposal (‘RFP’) for selection
of Pension Funds for private sector, pursuant to
which the Sponsor had submitted a Technical
and Commercial bid. On November 29, 2016 the
PFRDA issued a notice that the Commercial Bid
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would be opened on November 30, 2016 wherein
the name of HDFC Life was included which implies
that the Technical Bid of HDFC Life as a Sponsor
has been accepted. HDFC Life is also given to
understand that the Commercial Bid submitted
by HDFC Pension has also been accepted by the
PFRDA and formal issuance of letters of
appointment is awaited by all Companies.

2. HDFC International Life and Re Company
Limited (“HDFC International”)

In FY 2016, HDFC Life established HDFC International
Life and Re Company Limited (‘HDFC International’), a
Wholly Owned Subsidiary, in the Dubai International
Financial Centre (DIFC), to capitalise on emerging
business opportunities, in view of the significant NRI
population residing in the region.

HDFC International was established with the primary
objective of offering life reinsurance capacity in the
UAE and other GCC nations. The license granted to
HDFC International allows “Effecting Contracts of
Insurance and Carrying out Contracts of Insurance”, in
respect of life insurance classes.

During the year under review, HDFC International
has commenced business operations and inked two
individual life reinsurance treaties in the UAE. HDFC
International has also started offering reinsurance
capacity for Group Life and Credit Life arrangements
across the GCCregion.

Financials and Business Outlook

During the first Financial year, HDFC International
earned a Gross Income of USS 354,192 while its
expenses stood at USS 1,327,218. The period under
review ended with a loss of US$ 973,027. The
financial performance numbers are for the period
from January 10, 2016 to March 31, 2017.

During the period under review, HDFC International
signed reinsurance treaties for two distinct lines
of individual life business, with one of the largest
local insurers in the UAE. It also offered reinsurance
capacity for two group life schemes, also with the
same ceding insurer.

HDFC International also returned a modest
Underwriting Income (Technical Profit),
which is testimony to the strength of its

s

underlying risk assessment

processes.

underwriting and

In the years to come, HDFC International intends
to expand its footprints by offering reinsurance
capacity to ceding life insurers in other markets.
By combining an aggressive outreach into other
markets with its ever improving underwriting
experience, it expects to significantly improve
its revenue streams in FY 2018.

Swabhimaan / Corporate Social Responsibility

As part of its initiatives under Corporate Social
Responsibility (“CSR"), the Company has undertaken
projects in various areas including Education, Livelihood,
Health, and Rural Development. These Projects are
undertaken in line with the CSR Policy and are in
accordance with Schedule VII of the Act, read with the
Rules framed under the said Act.

A more detailed write-up including details of the CSR
projects undertaken, their monitoring, details on the
implementing agencies, amounts spent and the requisite
Responsibility Statement are given in Annexure 2
of this Report, and forms part of this Directors' Report.

Annual Return

As per the provisions of the Act, an extract of the
Annual Return of the Company (in the prescribed Form
MGT.9) has been attached as Annexure 3 to the Directors'
Report, and forms part of this report.

Related Party Transactions

As per Section 177, read with Section 188 of the
Act, the Audit Committee of the Board of Directors
approves the related party transactions of the Company
on a quarterly basis. Related party transactions entered
during the year under review were in the ordinary
course of business and on an arm’s length basis, thus not
requiring Board/ Shareholders' approval.

M/s GM Kapadia & Co, Chartered Accountants, reviewed
the related party transactions for each quarter, and
their report is placed at the meeting of the Audit
Committee, along with details of such transactions.

As per Accounting Standard (AS) 18 on ‘Related
Party Disclosures, the details of related party
transactions entered into by the Company are also
included in the Notes to Accounts.
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Ind AS Roadmap

The Ministry of Corporate Affairs (MCA) issued a
press release on January 18, 2016, announcing

the Indian Accounting Standards (Ind AS) roadmap
for banking, insurance and Non-Banking Financial
Companies (NBFCs), requiring companies to prepare Ind
AS based standalone and consolidated financial
statements for FY 2019 with comparatives of
FY 2018. Consequently, IRDAI issued a circular dated
March 1, 2016, to quide and facilitate insurance
companies towards Ind AS implementation. In
compliance with the above circular, the Company
has formed a Steering Committee headed by
Executive Director and Chief Financial Officer,
along with members from cross-functional areas to
initiate Ind AS implementation process in the Company.
The Company has also nominated the nodal officer to
IRDAI, to facilitate smooth implementation of Ind AS.

During the year, in accordance with IRDAIl's direction
to few shortlisted insurance companies, the Company
performed a test run to carry out an impact study and
identify issues in the preparation of the proforma
financial statements as per Ind AS and submitted
our results with key recommendations to IRDAI
In accordance with the above referred circular
dated March 1, 2016, the Company started submitting
the proforma Ind AS financial statements from
quarter ended December 31, 2016 to IRDAI. During
the year, IRDAI issued Exposure Draft of IRDAI
(Preparation of Financial Statements of Insurers)
Regulations, 2017 based on the report of the
‘Implementation Group on Ind AS' formed by IRDAL
In accordance with the requirement, the Company
submitted its comments/suggestions to  IRDAI
on the said exposure draft. The final regulations from
IRDAI are awaited.

The Company has prepared a broad roadmap
for Ind AS implementation covering the aspects related
to evaluation of Ind AS technical requirements, systems
and processes, business and people impact and project
management. The Audit Committee of the Board is
overseeing the progress of the Ind AS implementation
process and reports to the Board at quarterly intervals.

Secretarial Audit Report

The Secretarial Audit as required under the Act, was
undertaken by M/s NL Bhatia & Associates, Practising
Company Secretary. The Auditor has not made any
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qualification, reservation or adverse remark or disclaimer
in his Reports for FY 2017.

The Secretarial Audit Report for the FY 2017
is enclosed hereto as Annexure 4 and forms part of
this Report

Auditors

M/s Price Waterhouse Chartered Accountants LLP, and
M/s GM Kapadia & Co, Chartered Accountants, are the
Joint Statutory Auditors of the Company.

The Joint Statutory Auditors have not made any
qualification, reservation or adverse remark in their
report for FY 2017.

As per the IRDAI Regulations, a Statutory Auditor
can conduct audit of an insurance Company for a
maximum period of 5 years at a time. Further, as per
the Act, an audit firm can be appointed as Statutory
Auditor for not more than two terms of five consecutive
years.

Thus, in accordance with the IRDAI Regulations
read with the provisions of the Act, the appointment
of M/s Price Waterhouse Chartered Accountants LLP
was ratified, and subject to annual ratifications is
valid upto the conclusion of the 19%" AGM, at
the last ACGM. This was in view of M/s Price
Waterhouse Chartered Accountants LLP  having
already completed 2 years of office at the time of
appointment at the last AGM held on July 14, 2016.
Further, M/s GM Kapadia & Co, Chartered Accountants,
were newly appointed for a term of 5 years, i.e. upto
the conclusion of the 215 AGM, at the preceding AGM.

Accordingly, in view of the provisions of the
Act, and IRDAI Regulations, the Shareholders are
requested to ratify the appointments of M/s Price
Waterhouse Chartered Accountants LLP, and M/s GM
Kapadia & Co, Chartered Accountants for FY 2017.

The Joint Statutory Auditors, being M/s Price Waterhouse
Chartered Accountants LLP and M/s GM Kapadia &
Co, Chartered Accountants, have confirmed their
eligibility to act as Statutors Auditors. The Resolution
for ratification of their appointments is included in
the Notice of the ensuing Annual General Meeting.

Deposits

The Company has not accepted any deposits during the
year under review.
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Loans, guarantees or investments

In terms of the provisions of sub-Section 11 of Section
186 of the Act, read with the clarification given by the
Ministry of Corporate Affairs under the Removal of
Difficulty Order dated February 13, 2015, the provisions
of Section 186 of the Act relating to loans, guarantees
and investments do not apply to the Company.

Employees Stock Option Scheme

In line with the practice of incentivizing the
employees through issue of stock options, the Company
has in the past granted stock options and continues
to grant stock options to its eligible employees
(including employees of its subsidiary companies) under

s

the various employee stock option schemes formulated
from time to time.

During the year under review, there were no instances
of loan granted by the Company to its employees for
purchasing/ subscribing its shares.

In line with the requirements under the Act, the
Company has formulated Employee Stock Option
Scheme(s) 2014, 2015 and 2016 for the purpose of
administering the issue of Stock Options to the eligible
Employees as mentioned above. In line with the
disclosure requirements under the Act, the various
components of the Scheme, including Options granted
during the FY 2017 as on March 31, 2017, are as below:

Details of Options

Employees Stock

Employees Stock

Employees Stock

Option Scheme 2014 Option Scheme 2015 Option Scheme 2016

(grantedin FY 2015) (granted in FY 2016) (granted in FY 2017)
Number of Options granted 15,034,250 9,733,300 3,836,850
Number of Options vested 8,244,720 2,851,590 -
Number of Options exercised 3,181,037 414,150 -
The total number of shares arising as a result of 3,181,037 414,150 -
exercise of Options
Options lapsed 847,232 313,200 4,000

Exercise Price

3 90/- per share

T 95/- per share

190/- per share

Variation of Terms of Options

Money realised by exercise of options

286,293,330

39,344,250

Total number of Options in force

11,005,981

9,005,950

3,832,850

Employee wise details of Options granted to

a. Key Managerial Personnel

Please refer to Annexure
3 - MGT.9 for Options
granted during the

FY 2017

b. Any other employee who receives a grant of
options in any one year of options amounting
to five percent or more of options granted
during that year.

c. lIdentified employees who were granted
options, during any one year, equal to or
exceeding one percent of the issued capital
(excluding  outstanding
conversions) of the Company at the time of
grant.

warrants  and
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Material changes and Commitments affecting
the financial position

There have been no material changes and commitments,
affecting the financial position of the Company, which
have occurred between the end of the financial year of the
Company to which the Balance Sheet relates and the date
of this report.

Directors’ Responsibility Statement

In accordance with the requirements of Section 134 of the
Act, the Board of Directors state that:

i. Inthepreparationof theannualaccounts, theapplicable
accounting standards have been followed, along with
proper explanation relating to material departures
(if any);

ii. Such accounting policies have been selected and
applied consistently, and judgments and estimates
made that are reasonable and prudent, so as to
give a true and fair view of the Company's state of
affairs, as on March 31, 2017, and of the Company's
profit for the year ended on that date;

iii. Proper and sufficient care has been taken for the
maintenance of adequate accounting records,
in accordance with the provisions of the Act for
safequarding the assets of the Company and for
preventing and detecting fraud and other irregularities;

iv. The annual accounts have been prepared on a going
concern basis; and
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v. Propersystemshavebeendevisedtoensurecompliance
with the provisions of all applicable laws, and such
systems were adequate and operating effectively.

Appreciation and Acknowledgement

The Directors thank the policyholders, customers,
distributors, and business associates for reposing
their trust in the Company. The Directors also thank
the Company's employees for their continued hard
work, dedication and commitment; and the Management
for continuing success of the business.

The Directors further take this opportunity to thank
Housing Development Finance Corporation Limited
and Standard Life for their invaluable and continued
support and quidance. The Directors also thank the
Insurance Regulatory and Development Authority of
India, Reserve Bank of India, Pension Fund Regulatory
and Development Authority, Life
and other governmental and other bodies and authorities
for their support, advice and direction provided from time
to time.

Insurance Council

On behalf of the Board of Directors

sd/-
Mumbai Deepak S. Parekh
May 3, 2017 Chairman
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Report on Corporate Governance for the financial year ended

March 31, 2017

Corporate Governance at HDFC Life

The Company upholds Corporate Governance in
high esteem, and a Board approved Corporate
Governance Policy (‘Policy’), in line with the Insurance
Regulatory and Development Authority of India
('IRDAI') Corporate Governance Guidelines (‘Guidelines’),
and requirements under the Companies Act, 2013
(‘Act’), has been put in place. The IRDAI issued revised
Guidelines on Corporate Governance for Insurers in
India (‘Guidelines’) on May 18, 2016, effective from
FY 2017. Pursuant to the revised Guidelines, the
Company has implemented the provisions of the
Guidelines which inter aliaincludes:

e revision in the Terms of Reference of certain Board
Committees,

e revision in the composition of certain Board
Committees,

e appointing / designating additional Company officials
as Key Management Persons,

e formulation of Policy on related party transactions.

The various elements of the Corporate Governance

framework, including the revisions necessitated due to

the revised Guidelines, along with relevant details are
described below.

(a) Composition of the Board as at May 3, 2017

A. Board of Directors

The Company’'s Board is mix of Independent and Non-
Independent Directors, as well as Non Executive
and Executive Directors. During the FY 2