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Stock data 

No. of shares : 475 mn 
Market cap  : Rs 103.9 bn 
52 week high/low : Rs 245/Rs 150 
Avg. daily vol. (6mth) : 4.3 mn shares 
Bloomberg code : LICHF IB 
Reuters code : LICH.BO 
 
Shareholding (%)  Sep-11 QoQ chg 

Promoters : 36.5 0.0  
FIIs : 37.8 (2.1) 
MFs / UTI : 5.5 1.3  
Banks / FIs : 3.4 (0.1) 
Others : 16.8 0.9 

 

 CONSISTENT PERFORMANCE DESPITE ECONOMIC
HEADWINDS 
We recently met with the management of LIC Housing Finance
(LICHF), primarily to understand their views on: (a) factors which
will contribute to margin improvement, (b) write-back of
provisions, and (c) visibility of advances growth.  

Post our interaction, we continue to believe that LICHF remains a
secular play on India’s retail growth story and is likely to benefit
from: (a) improving margins backed by improvement in yields, (b)
higher proportion of Developer loans, (c) easing pressure on
funding costs, (d) continuous improvement in asset quality and (e)
strong momentum in demand for retail mortgages.   

Management meet highlights:   
 NIMs are expected to improve to 2.7% led by an increase in 

proportion of developer loans and rise in lending rates.  

 LICHF would write-back ~Rs 1 bn of NPA provisions in 
H2FY12, post approval of the same by Board of Directors. 

 Retail advances are expected to grow by ~25% for FY12E in 
spite of an overall slowdown in the economy.                              

Valuations attractive; Recommend BUY 
LICHF will be one of the biggest beneficiaries of the structural 
demand for mortgages backed by strong domain expertise, 
relatively lower cost of funds and lower credit costs. The above 
factors, coupled with fund raising plans (book accretive dilution), 
make LICHF an attractive BUY at current levels. At CMP of 
Rs 219, LICHF is trading at 1.6x FY13E ABV of Rs 137. We 
recommend BUY rating on the stock with a TP of Rs 250 – upside 
of 14% from CMP. 

Financial summary  

Y/E Mar PAT 
(Rs mn) 

EPS 
(Rs) 

EPS chg 
(%) 

P/E 
(x) 

P/E 
(x)* 

Adj. BV 
(Rs.) 

P/Adj. BV 
(x) 

P/Adj. BV 
(x)* 

RoE 
(%) 

RoA 
(%) 

Net NPA 
(%) 

2010  6,622   13.9   11.5   15.7   15.6   71  3.1  3.1  23.6  1.9  0.1  

2011  9,745   20.5   47.2   10.7   10.6   88  2.5  2.5  25.8  2.1  0.0  

2012E  9,781   20.6   0.4   10.6   10.5   105  2.1  2.1  21.5  1.6  (0.1) 

2013E  13,292   26.7   29.7   8.2   8.1   137  1.6  1.6  22.2  1.8  (0.1)   

Source: Company, ENAM Research. *P/Adj. BV and P/E calculated after deducting value of investment from price and 
cost of investment from BV. # Assumed equity dilution of Rs10bn in FY13E 
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Following are the key takeaways from our interaction with the mgmt: 
 Net interest margins to improve:   

 Management has guided for an NIM of ~2.7% for FY12E (2.45% in 
Q2FY12) driven by increased disbursements to Developers (plans to 
disburse Rs 10 bn per quarter over H2FY12 and end the year with 
~9-10% of total advances) which enjoy better yields (~15%).  

 Further, the company has raised PLR by 40 bps to 14.4% on Retail 
loans (58% of retail advances are floating in nature) effective 1st 
October and the entire impact of this would be seen on the yield on 
advances in the current quarter.  

 Rs 30 bn (Rs 60 bn in FY13E) of advances under the “Fix-o-Floaty” 
scheme would become floating in nature in Q1FY13E which will 
further aid in improving NIMs.               

Net Interest margins – expected to increase going forward 
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Source: Company, ENAM Research 

 Asset quality continues to improve:  

 GNPA % declined by 20 bps QoQ to 0.64% in Q2FY12.  

 Management has guided that the year-end Absolute GNPAs would 
decline to ~Rs 3 bn (from Rs 3.59 bn in Q2FY12) as recoveries are 
expected to improve in H2FY12.  

 NNPA % declined 23 bps to 0.12%in Q2FY12 due to the aggressive 
provisions done by LICHF during the quarter. 
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Asset quality – showing continuous improvement 
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 Reversal of provisions:  

 LICHF has made a provision of Rs 2.05 bn in Q2FY12 –  
Rs 1.6 bn as standard asset provision on portfolio of Rs 400 bn @ 
0.4% (adjusted for Fix-o-Floaty products) + Rs 450 mn relating to 
increased provisioning for NPAs (due to increased provisioning 
requirement in bucket above 52 months from 65% to 100%).  

 LICHF was already carrying a provision of Rs 4.84 bn as on March 
2011. 

 The cumulative provision now stands at Rs 7.24 bn, whereas the 
regulatory requirement is of ~Rs 6.25 bn. This essentially means 
that an excess provision of Rs 1 bn will be reversed post the 
approval by Board of Directors in H2FY12. This reversal will be 
routed through P&L account. 

 LICHF has not made any provisions on ‘Advantage 5’ products. 
According to the management, NHB has made it clear that ‘New 
Advantage 5’ & ‘Super 6’ products are not classified as Teaser 
products and hence no provision requirements are needed. 
However, there is no clarity on earlier products and hence LICHF 
continues to be in a discussion with the regulator on the same. 

 Visibility of advances growth:  

 Management sounded confident of achieving ~25% advances 
growth for FY12E.  

 Demand continues to be strong on a Pan-India basis for retail 
mortgages. Of the total retail loans, ~85% are to salaried class (of 
which ~50% are Government employees). 

 LICHF would start focusing on Developer loans and plans to 
disburse ~Rs 10 bn per quarter in H2FY12. The mgmt plans to have 
~10% of advances to Developers by end of FY12E (7% in Q2FY12). 
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Borrower Segment 

Nature of  
advances

Average Y ields 
(%)

Incremental tenure
 (Years)

Ticket size 
( Rs mn)

Retail ~11.5-12 ~ 15 ~ 1.6

Developer ~15-16 ~ 3 ~500  
Source: Company; ENAM Research 

 Funding Book: 

 LICHF has been replacing bank loans with NCDs due to the recent 
base rate hikes taken by banks which have made bank loans 
expensive (NCDs are cheaper than Bank loans by almost ~75 bps 
currently). 

 ~50% of total Liabilities for LICHF are floating in nature which will 
be re-priced as and when interest rates start to trend downward.   

Borrowings profile 

Nature of  Liabil it ies
% of  Total 

borrowings Duration
Bank Loans 30 7-8 years (floating with prepayment 

option without penalty)
NCDs 57 Fixed
NHB 4 Fixed as well as floating
others (Including Retail) 9 NA  

Source: Company; ENAM Research  

 Housing loan portfolio of LIC employees:  

 LICHF had entered into an agreement with LIC under which the 
former was required to takeover housing loan portfolio of LIC 
employees worth Rs 12.4 bn.  

 The agreement is structured in such a way that LICHF is required to 
collect the EMIs (Principal + Interest) from employees of LIC and is 
required to pay only the Principal back to LIC.  

 This essentially implies that LICHF get to book interest income on 
the portfolio whereas there are no interest expenses to be paid on 
the same. Outstanding portfolio in Q2FY12 stood at ~Rs 8 bn which 
LICHF is required to pay-back over the next few qtrs (no fixed time-
line). 

 NHB’s circular: Same interest rates to be charged from both old & new 
borrowers:  

 The circular issued is advisory in nature and HFCs would wait for 
Banks to implement the same.  

 However, the difference between old & new customers for LICHF is 
not very significant and as a result, the management does not 
expect any large impact if the circular is implemented. 
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 Other key highlights: 

 LICHF has not securitized any loans during H1FY12 as the 
securitization route has become unattractive post the 
implementation of base rates by banks. 

 4% of total borrowings are through swap transactions. However, 
LICHF has not used swap transactions in H1FY12 and believes 
these transactions are not viable in a high interest rate scenario. 

 Competitive intensity has reduced in mortgage segments with 
Banks becoming less aggressive and teaser rate products moving 
out of the markets. 

 Origination of all loans is done in-house (through the financial 
services subsidiary) which results in lower asset quality risks & 
better evaluation of applications. 

 The entire interest expenses on zero coupon bonds have been 
routed through the P&L account on a regular basis and completely 
provided for till date. 

 LICHF plans to raise equity capital in near term and also has 
cushion of Rs 10 bn in Tier II to fund its future growth plans. 
(Current CAR stands at 14.56% with Tier I of 8.73%). We have 
assumed Rs 10 bn of equity dilution in FY13E. 

 The company is eligible for a banking license as they are not 
considered as a Government owned entity and are awaiting final 
guidelines on the same. 

 Management guidance: 

 Credit growth target:  24-25% 

 NIMs: ~2.7% 

 Absolute GNPAs: Rs 3 bn 

 Targeting incremental spread of 150 bps (current incremental 
spread at ~100 bps) 
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CONFLICT OF INTEREST DISCLOSURE STATEMENT 
We, at ENAM, are committed to providing the most honest and transparent advice to our clients. However, given the nature of the capital markets, from time to time we are faced with 
situations that could give rise to potential conflict of interest. In order to provide complete transparency to our clients, before we make any recommendations, we are committed to 
making a disclosure of our interest and any potential conflict IN ADVANCE so that the interests of our clients are safe- guarded at all times. In light of this policy, we have instituted 
what we believe to be the most comprehensive disclosure policy among leading investment banks/brokerages in the world so that our clients may make an informed judgment about our 
recommendations. The following disclosures are intended to keep you informed before you make any decision- in addition, we will be happy to provide information in response to 
specific queries that our clients may seek from us. 
Disclosure of interest statement (As of November 28, 2011) 
1. Analyst ownership of the stock No 
2. Firm ownership of the stock No 
3. Directors ownership of the stock No 
4. Investment Banking mandate No 
5. Broking relationship No 

We are committed to providing completely independent and transparent recommendations to help our clients reach a better decision. 

 

 

 

 

 

 

 

 

 

This document is provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Nothing in this 
document should be construed as investment or financial advice, and nothing in this document should be construed as an advice to buy or sell or solicitation to 
buy or sell the securities of companies referred to in this document. The intent of this document is not in recommendary nature 

Each recipient of this document should make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities 
of companies referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and risks of 
such an investment. The investment discussed or views expressed may not be suitable for all investors 

Enam Securities Private Limited has not independently verified all the information given in this document. Accordingly, no representation or warranty, express 
or implied, is made as to the accuracy, completeness or fairness of the information and opinions contained in this document 

The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement of 
the views expressed in the report. This information is subject to change without any prior notice. The Company reserves the right to make modifications and 
alternations to this statement as may be required from time to time without any prior approval 

Enam securities Private Limited, its affiliates, their directors and the employees may from time to time, effect or have effected an own account transaction in, or 
deal as principal or agent in or for the securities mentioned in this document. They may perform or seek to perform investment banking or other services for, or 
solicit investment banking or other business from, any company referred to in this report. Each of these entities functions as a separate, distinct and independent 
of each other. The recipient should take this into account before interpreting the document 

This report has been prepared on the basis of information, which is already available in publicly accessible media or developed through analysis of ENAM 
Securities Private Limited. The views expressed are those of analyst and the Company may or may not subscribe to all the views expressed therein 

This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other 
person or published, copied, in whole or in part, for any purpose. Neither this document nor any copy of it may be taken or transmitted into the United State (to 
U.S.Persons), Canada, or Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident 
thereof. The distribution of this document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should inform 
themselves about, and observe, any such restrictions 

Neither the Firm, not its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or 
consequential including lost revenue or lost profits that may arise from or in connection with the use of the information. 

Copyright in this document vests exclusively with ENAM Securities Private Limited. 


