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Result Update CMP  : INR 592
Rating : Buy

Target Price : INR 660

KEY DATA LIC Housing Finance Ltd.

Market Cap (INR bn) 50.3
Market Cap (USD mn) 1048.2
52 WK High / Low 681/151 LICHFL's QTFY10 results were below our estimates as net profits grew at a modest rate of 18%
Avg Daily Volume (BSE) 335267 YoY. This was primarily driven by muted growth in net interest income (17% YoY). The company
Face Value (INR) 10 reduced its lending rates on home loans which led to 23 bps YoY decline in net interest margins
to 2.45%. However on sequential basis, NPAs have increased which according to management
is a cyclical phenomenon and will be contained in the coming quarters.
BSE Sensex 14843
Nifty 4399 Disbursement up by 60% YoY
BSE Code 500253 Business growth continues to remain robust as sanctions and disbursements have increased by
NSE Code LICHSGFIN 99% and 60% respectively. Growth in disbursement was driven by uptick in loan demand and
Reuters Code LICH.BO reduction in lending rates. Loan book expanded by 29%YoY to INR 292 billion, out of that
Bloomberg Code LICHF IN ~9% was in the project segment. Management has indicated strong growth in loan volumes
and expects minimum growth of 30% in disbursements. Considering strong business outlook
Shareholding % 30 40 10 for the company we have assumed 23% CAGR growth (earlier 22%) in disbursement over
Promoters 410 410 410 FYO9-FY11E.
MF/Banks/Indian Fls 140 190 19.0
NIM's fall 23bps YoY to 2.45%
Fll/ NRIs/ OCBs 27.0 220 240 . . . .
Net Interest margins have declined 23bps YoY and 57 bps sequentially to 2.5%. This was
Indian Public 180 180 16.0 g g . o .
mainly due to special schemes floated by company offering home loans at 8.8%. Majority of
the loans disbursed during the quarter were on special rates and hence contributed to decline
Performance Chart in NIMs. Going forward, we expect NIMs to improve on back of reduction in funding costs and
- - reset of interest at card rates (on loans disbursed under special schemes). We expect NIM to be
610 Index
w0 LIC Housing 15900 in the range of 2.8% for FY10E.
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370 12300 Asset quality deteriorates
290
210 . Gross NPAs have increased sequentially to 1.5% (1.07% in Q409) which is a cyclical
130 ‘\/ 8700 phenomenon for the company. Net NPA have also increased to 0.7% (0.21% in Q409) to INR
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1.9 billion. Historically, the NPAs have been higher in first quarter and had declined in the
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subsequent quarters. We expect asset quality to improve to FY09 levels (1% GNPA) by the end
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of fiscal.
Price Performance (%) Capital infusion to boost CAR
3M  6M 12M LICHFL is planning to raise additional capital via QIP (10.0 million shares) to fund its business
Absolute 372 684 52 growth. We have assumed QIP issue at INR 550/ share in our estimates. Further, the company
Relative (60.2) (102.4) (120.6) has decided to sell 17.3% stake in LIC Mutual fund to Nomura, expected to fetch around INR

1.4 billion. This will significantly increase the capital adequacy ratio and bring down the leverage
levels in FY1OE.

Financials (INR Mn.) F09 F10E F11E

NIl 7,363 9,287 11403 Valuations & Outlook

PPP 7317 9148 11,106 We have revised our estimates and target price to capture strong growth in disbursements and

PAT 5316 7347 7,758 realisation on account of LIC MF stake sale. We continue to believe that the company has

EPS 62.6 774 8L7 strong fundamentals in housing finance segment considering huge demand supply gap in housing
sector. We revise our target multiple for the stock from 1.3x to 1.6x FYT1E ABV due to better

Dinesh Shukla growth outlook. We maintain BUY rating on the stock with a target price of INR 660.
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Q1FY09 Results

INR Million Q1FY10 Q1FY09 %ch Q4FY09 %ch
Interest income 7450.5 5927.5 25.7 7544.3 (1.2)
Interest expenses 5708.6 44415 28.5 5429.4 5.1
Decline in NIMs led to lower than Net interest income 1741.9 1486.0 17.2 2114.8 (17.6)
expected growth in NIl Non-interest income 368.5 303.3 21.5 516.6 (28.7)
Total income 2,110.3 1,789.3 17.9 2631.4 (19.8)
Operating expenses 322.3 266.8 20.8 448.3 (28.1)
Operating profit 1,788.1 1,522.5 17.4 2183.1 (18.1)
Provisions 100.1 96.7 3.4 12.6 694.6
Profit before tax 1,688.0 1,425.7 18.4 2170.5 (22.2)
Tax 449.7 379.2 18.6 594.8 (24.4)
Profit after tax 1,238.4 1,046.6 18.3 1575.7 (21.4)
EPS (INR) 14.5 12.3 18.3 18.6 (21.4)
Cost to income ratio 15.3 14.9 - 17.0 -
Growth in disbursments was driven by Sanctions (INR bn) 353 17.8 98.6 35.4 (0.2)
special schemes floated during the Disbursments 24.3 15.2 60.3 31.4 (22.6)
quarter Loan Book 292.5 227.6 28.5 276.8 5.7
GNPA % 1.5 2.2 - 1.1 -
NPAs have improved on YoY basis NNPA % 0.7 1.2 - 0.2 -
whereas it has increased sequentially Prov Coverage % 57.0 48.5 . 80.8 .
Yield on advances 10.5 10.6 - 11.2 -
Cost of Funds 8.0 8.9 - 8.2 -
Net Interest margins 2.45 2.7 - 3.0 -
Revision of Estimates
FY10E FYT1E
Revised Oold % ch Revised old % ch
Net Interest income 9,287 9,128 1.7 11,403 10,976 3.9
Revised estimates to factor robust Total income 10,985 10,851 12 13300 12,920 2.9
growth in disbursements PPP 9,148 8,780 42 11,106 10,478 6.0
PAT* 7,347 6,342 15.8 7,758 7,576 2.4
EPS 77.4 74.7 3.6 81.7 89.2 (8.4)
* includes realisation from stake sale in LIC MF
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Q1FY10 Concall Highlights

The company's disbursements grew by 60% YoY to INR 24 billion. Out of this majority of loans
were disbursed in under special scheme at 8.75% rate. Management plans to reset interest on
these loans at card rates (~10%) from 1st July onwards. Going forward, the management has
guided disbursement growth in the range of 30-40% for the current fiscal. The company targets
disbursements s of about INR 90 bn and INR 20 bn in individual and project segments.

Top 10 cities continue to contribute about ~55% of the company's business. According to
management, housing prices have bottomed out in big cities and even started rising in certain
pockets of the country.

With strong growth in loan volumes management expects to gain market share by 200 bps in the
current fiscal. Presently the company has 8.5% share in housing finance segment. Management
plans to continue the special schemes (8.9% fixed rate ) inorder to increase its customer base .

Net interest margins are expected to remain at 2.8 % for FY10 despite falling to 2.45% in the
current quarter. According to management, sharp fall in incremental funding cost s (7.15% in
Q1FY10 coupled with reset of interest on special scheme loans (from 8.75% to ~10%) will help
withstanding the margin pressures.

The deterioration in asset quality (QoQ) is primarily due to seasonality. Management plans to
contain NPAs at Mar'09 levels in the coming quarters with better recoveries and credit monitoring.

The company has decided to sell 17.3% stake in LIC Mutual Fund to Nomura and the transaction
is expected to get executed in Q2FY10. The consideration the stake sale would be INR 1.4
billion (initial investment INR 173 million). Management has clarified it would not sell complete
stake in LICMF and will continue to hold 20% stake.

The company is planning raise additional capital via QIP issue of 10 million shares. The issue
will lead to ~11% equity dilution and will boost capital adequacy ratio. Recently, the company
had raised INR 11 billion via NCD's at 7.45%.
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Standalone Financials

Profit and Loss Statement Ratios

FYE March, INR mn FY08 FY09 FY10E FY11E FYE March, INR mn FY08 FY09 FY10E FY11E

Interest income 20,368 27,476 31,544 37,082 Per Share Data

Interest expenses 14,744 20,113 22,257 25,679 No of shares (mn) 84.9 84.9 94.9 94.9

Net interest income 5,624 7,363 9,287 11,403 EPS 45.6 62.6 77.4 81.7

Other income 1,281 1496 1,698 1,897 gy 1999 9%3 3503 4133

Total Income 6,905 8,859 10,985 13,300 DPS 10.0 13.0 155 16.5

Operating expenses 1,338 1,542 1,837 2,194

Preprovision profit 5,567 7,317 9,148 11,106 Valuation Ratios

Provisions 243 53 436 464 P/E 12.9 9.4 76 72

Profit before tax 5,324 7,264 8,712 10,642 P/BV 3.0 23 17 14

Tax 1,451 1,948 2,360 2,883

Net Profit 3,873 5,316 6,352 7,758 Performance ratios %

Extraordianary item (net of tax) - - 99.5* Avg yield on assets 9.7 10.5 96 92

Adj Net Profit 3,873 5,316 7,347 7,758 Avg Cost of borrowings 79 8.6 77 73
Net interest margins 2.7 2.9 2.8 2.8

Balance Sheet ROE 22.9 26.2 26.1* 21.0

FYE March, INR mn FY08 FY09 FY10E FYT1E ROA 18 20 19 19

Equity share capital 850 850 950 950

Reserves And Surplus 17,467 21,491 33,101 39,027 Growth %

Net worth 18317 22341 34,051 30,077 Net interest Income 48.9 309 26.1 22.8

Borrowings 23444 254217 307614 37gsos  Otnerincome 327 16.8 13:3 1.7

Secured 191,134 235240 287,128 355,212 Total Income 456 283 240 211

Unsecured 12310 18977 20486 23206  Operating Profit 50.6 314 25.0 214

Current Liabilities & Prov 11,814 17265 21,287 22,961 PAT 38.7 373 38.2 5.6

Total liabilities 233,575 293,823 362,951 441,445 Sanctions

Net block 230 323 320 313 Disbursements 249 26.2 23.7 22.2

CWIP 70 22 35 35

Investments 7746 11292 14477 16727 AssetQuality %

Loans 219,364 276,793 342,385 418,275 Gross NPA/Loan Assets % 1.70 1.07 1.08 0.98

Current assets 5,236 4,446 4,787 5,148 Net NPA/Loan Assets% 0.64 0.21 0.23 0.18

Deferred Tax assets 929 948 948 948 Provision coverage 62.5 80.8 78.5 82.1

Total assets 233,575 293,823 362,951 441,445 CAR 13.5 14.3 17.4 15.4

* assuming stake sale of in LIC Mutual Fund

Recommendation Summary

Event Date Price Rating  Target

Initiating Coverage 20-05-2009 430 Buy 512

Result Update (Q1F10) 23-07-2009 592 Buy 660
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ANALYST DISCLAIMER: Each analyst of FINQUEST Securities (P) Ltd. whose name appears on page 1 of the research reports accessible on this website hereby certifies that (i) the recommendations and opinions
expressed in the research report accurately reflect the research analyst's personal views about any and all of the securities or issuers discussed herein that are within the analyst's coverage universe and (ii) no part of the
research analyst's compensation was, is, or will be, directly or indirectly, related to the provision of specific recommendations or views expressed by the research analyst in the research report.
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DISCLAIMER: This document is not for public distribution and has been furnished to you solely for your information and must not be reproduced or redistributed to any other person. Persons into whose possession this
document may come are required to observe these restrictions. Opinion expressed is our current opinion as of the date appearing on this material only. While we endeavor to update on a reasonable basis the information
discussed in this material, there may be regulatory, compliance, or other reasons that prevent us from doing so. Prospective investors and others are cautioned that any forward-looking statements are not predictions and may
be subject to change without notice. Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein. The information in this document
has been printed on the basis of publicly available information, internal data and other reliable sources believed to be true and are for general guidance only. While every effort is made to ensure the accuracy and
completeness of information contained, the company takes no guarantee and assumes no liability for any errors or omissions of the information. No one can use the information as the basis for any claim, demand or cause
of action. Recipients of this material should rely on their own investigations and take their own professional advice. 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 their own advisors to determine the merits and risks of such
an investment. Price and value of the investments referred to in this material may go up or down. Past performance is not a guide for future performance. Certain transactions - futures, options and other derivatives as well
as non-investment grade securities - involve substantial risks and are not suitable for all investors. Reports based on technical analysis centers on studying charts of a stock’s price movement and trading volume, as opposed
to focusing on a company’s fundamentals and as such, may not match with a report on a company’s fundamentals. We do not undertake to advise you as to any change of our views expressed in this document. While we
would endeavor to update the information herein on a reasonable basis, FINQUEST, its subsidiaries and associated companies, their directors and employees are under no obligation to update or keep the information current.
Also there may be regulatory, compliance, or other reasons that may prevent FINQUEST and affiliates from doing so. Prospective investors and others are cautioned that any forward-looking statements are not predictions
and may be subject to change without notice. FINQUEST and affiliates, including the analyst who has issued this report, may, on the date of this report, and from time to time, have long or short positions in, and buy or sell
the securities of the companies mentioned herein or engage in any other transaction involving such securities and earn brokerage or compensation or act as advisor or have other potential conflict of interest with respect to
company/ies mentioned herein or inconsistent with any recommendation and related information and opinions. FINQUEST and affiliates may seek to provide or have engaged in providing corporate finance, investment
banking or other advisory services in a merger or specific transaction to the companies referred to in this report, as on the date of this report or in the past.

Underperformer
Less than 0-10% to Index

Outperformer Marketperformer
More than 10% to Index Within 0-10% to Index
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