
 

Citi Investment Research & Analysis is a division of Citigroup Global Markets Inc. (the "Firm"), which does and seeks to do business with companies covered in its 
research reports. As a result, investors should be aware that the Firm may have a conflict of interest that could affect the objectivity of this report. Investors should 
consider this report as only a single factor in making their investment decision. 
 

Citigroup Global Markets 

Asia Pacific │ India 
Thrifts & Mortgage Finance (GICS) │ Specialty Finance (Citi) 

 

10 January 2011 │ 9 pages 

LIC Housing Finance (LICH.BO) 
 Risks Increasing at the Margin 
  

 Maintain Sell (3M) on increasing risks to NIMs — We are reducing our target 
price on LIC Housing to Rs170 per share (from Rs262) as we believe the 
increasing risks to its NIMs, reducing mortgage profitability, and recent adverse 
developments at the company will likely result in a contraction of its valuation 
multiples. We expect the continuing rise in cost of wholesale funds to pressure 
NIMs for wholesale borrowers and especially for LIC Housing due to the higher 
competitive intensity in the mortgage segment. Our revised target is based on 1.6x 
FY12E P/BV (from 2.5x earlier) and is at ~10% premium, to its 3yr average P/BV 
multiple of 1.5x. 

 Tight liquidity is impacting cost of funds — India’s banking system liquidity has 
continued to remain tight and has significantly raised wholesale funding costs over 
recent months – 1 year commercial paper rates have increased by 150bps to 9.8% 
since Oct 2010. LICHF’s incremental cost of funding has also gone up and it 
recently raised Rs7.5bn through 3-year non-convertible debentures at 9.4%.  

 Higher fixed rate lending, competition likely increases NIM risks — LICHF’s 
incremental lending is mostly under its fixed rate schemes - 9.5% fixed for 5 years 
and floating thereafter – and over 10% of its total loans are now at fixed rates. 
While it has raised its PLR in October 2010 (50bps, raises rates on outstanding 
floating book), we believe, sustaining margins at current levels will be a challenge 
as proportion of fixed rate loans is rising fast and also due to the high competition 
in the segment, which is likely to keep lending rates under pressure.  

 Minimal impact on loan growth, quality; raise earnings 2%-3% — LICHF’s new 
management believes that there has been minimal impact of the recent 
unforeseen developments on its business fundamentals – loan growth has 
remained strong and so has asset quality (even on the loans allegedly provided on 
graft by the previous CEO). We are raising our loan growth estimates to 35% for 
FY11E (31% earlier) and our earnings estimates by 2%-3% over FY11-13E.   

 Company Update 
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Sell/Medium Risk 3M
Price (07 Jan 11) Rs180.15
Target price Rs170.00

from Rs262.00   
Expected share price return -5.6%
Expected dividend yield 1.8%
Expected total return -3.9%
Market Cap Rs85,511M
  US$1,885M
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Statistical Abstract             
                

Year to Net Profit Diluted EPS EPS growth P/E P/B ROE Yield 

31 Mar (RsM) (Rs) (%) (x) (x) (%) (%) 

2009A 5,316 12.51 37.3 14.4 3.4 26.2 1.4 

2010A 6,622 14.72 17.6 12.2 2.5 23.6 1.7 

2011E 9,585 20.18 37.1 8.9 2.0 25.3 1.8 

2012E 10,391 21.88 8.4 8.2 1.7 22.6 1.9 

2013E 12,562 26.45 20.9 6.8 1.4 22.6 2.0 

Source: Powered by dataCentral           
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        Fiscal year end 31-Mar 2009 2010 2011E 2012E 2013E 

        Valuation Ratios     

        P/E adjusted (x) 14.4 12.2 8.9 8.2 6.8 
        P/E reported (x) 14.4 12.2 8.9 8.2 6.8 
        P/BV (x) 3.4 2.5 2.0 1.7 1.4 
        P/Adjusted BV diluted (x) 3.5 2.6 2.1 1.7 1.4 
        Dividend yield (%) 1.4 1.7 1.8 1.9 2.0 
        Per Share Data (Rs)     
        EPS adjusted 12.51 14.72 20.18 21.88 26.45 
        EPS reported 12.51 14.72 20.18 21.88 26.45 
        BVPS 52.57 71.32 87.90 105.95 128.35 
        Tangible BVPS 52.57 71.32 87.90 105.95 128.35 
        Adjusted BVPS diluted 51.23 70.35 86.36 103.33 124.37 
        DPS 2.60 3.00 3.20 3.40 3.60 

        Profit & Loss (RsM)     

        Net interest income 7,400 8,906 12,618 15,064 18,254 
        Fees and commissions 682 1,274 1,579 1,927 2,351 
        Other operating Income 678 560 1,935 696 671 
        Total operating income 8,760 10,739 16,133 17,687 21,275 
        Total operating expenses -1,542 -1,920 -2,164 -2,502 -2,899 
        Oper. profit bef. provisions 7,217 8,819 13,969 15,186 18,376 
        Bad debt provisions -53 283 -275 -341 -430 
        Non-operating/exceptionals 99 10 0 0 0 
        Pre-tax profit 7,264 9,113 13,694 14,844 17,946 
        Tax -1,948 -2,491 -4,108 -4,453 -5,384 
        Extraord./Min. Int./Pref. Div. 0 0 0 0 0 
        Attributable profit 5,316 6,622 9,585 10,391 12,562 
        Adjusted earnings 5,316 6,622 9,585 10,391 12,562 
        Growth Rates (%)     
        EPS adjusted 37.3 17.6 37.1 8.4 20.9 
        Oper. profit bef. prov. 32.2 22.2 58.4 8.7 21.0 

        Balance Sheet (RsM)     

        Total assets 293,823 402,419 519,311 642,035 773,086 
        Avg interest earning assets 262,331 345,537 457,714 577,284 703,896 
        Customer loans  279,193 382,985 518,480 645,984 782,334 
        Gross NPLs 2,970 2,632 3,090 3,796 4,623 
        Liab. & shar. funds 293,823 402,419 519,311 642,035 773,086 
        Total customer deposits 1,618 3,262 3,914 4,697 5,167 
        Reserve for loan losses 2,400 2,172 2,355 2,549 2,730 
        Shareholders' equity 22,341 33,877 41,752 50,327 60,965 

        Profitability/Solvency Ratios (%)     

        ROE adjusted 26.2 23.6 25.3 22.6 22.6 
        Net interest margin 2.82 2.58 2.76 2.61 2.59 
        Cost/income ratio 17.6 17.9 13.4 14.1 13.6 
        Cash cost/average assets 0.6 0.6 0.5 0.4 0.4 
        NPLs/customer loans 1.1 0.7 0.6 0.6 0.6 
        Reserve for loan losses/NPLs 80.8 82.5 76.2 67.1 59.1 
        Bad debt prov./avg. cust. loans 0.0 -0.1 0.1 0.1 0.1 
        Loans/deposit ratio 17,257.7 11,741.0 13,245.7 13,752.6 15,141.2 
        Tier 1 capital ratio 9.2 11.2 10.3 10.1 10.1 
        Total capital ratio 13.5 15.9 13.8 12.9 12.5 

        

For further data queries on Citi's full coverage universe 
please contact CIRA Data Services Asia Pacific at 
CIRADataServicesAsiaPacific@citi.com or +852-2501-
2791 
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Figure 1. LICHF — Earnings Revision Summary 

 Net Profit (RsM) EPS (Rs) DPS (Rs) 
 Old New  % change Old New  % change Old New  
FY11E         9,303        9,585           3.0            19.59 20.18 3.0 3.2 3.2 
FY12E       10,148      10,391           2.4          21.36 21.88  2.4 3.4 3.4 
FY13E       12,288      12,562           2.2  25.87 26.45 2.2 3.6 3.6  
Source: Citi Investment Research and Analysis estimates 

 

Figure 2. LICHF — P/E Band Chart  Figure 3. LICHF — P/B Band Chart 
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Figure 4. LICHF — Loans, Sanctions and Disbursements Growth (%, 
YoY) 

 Figure 5. LICHF — 1Yr GOI T-Bill and Incremental Spreads (%) 
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Figure 6. LICHF — Average Spreads, Cost of Borrowing and 1Yr 
GOI T-Bill (%) 

 Figure 7. LICHF — Gross NPLs and Coverage Ratios (%) 
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LIC Housing Finance 
 
Valuation 

We value LIC Housing shares at Rs170 per share based on 1.6x one-year 
forward P/BV (FY12E). LIC Housing's historical trading range is 0.5x - 1.5x 
one-year forward P/BV and the stock is trading at a premium to its own history. 
We believe part of this is warranted going forward given the company's 
significant improvements in its market position, asset quality and return profile. 
However, we also benchmark LIC Housing to other non-banking finance 
companies in India and believe that it should trade at a discount to peers due to 
its lower return profile, weaker and inconsistent track record on asset quality 
and significantly higher competition levels in the mortgage segment. Our target 
price is also at a discount to our target multiples for private sector banks (2.0x – 
3.0x one-year forward P/BV).  

We also see a fair value basis for LIC Housing shares at Rs179 based on 
CIRA's EVA model, which captures the long-term value of the business, and is 
a standard valuation measure for the CIRA India Banking coverage. Our EVA 
model assumes: a) risk-free rate of 8.0% in line with our assumptions for other 
banks; b) longer-term loan loss provisions of 20bps given its low asset risk 
profile, c) loan spreads of 170bps which is slightly lower than banking industry 
averages of 200bps, and d) long-term fee income growth of 10%. 
 
Risks 

We rate LIC Housing shares Medium Risk, in-line with our quantitative risk-
rating system, which tracks 260-day historical share price volatility. Key upside 
risks that could cause the stock to continue to trade above our target price 
include: a) Stronger-than-expected economic and more specifically mortgage 
financing growth, b) Reversal towards a lower interest rate / easy liquidity 
environment which could support its net interest margins, c) Continued robust 
asset quality environment in the mortgage segment, d) Any decrease in 
competitive intensity, and e) Any regulatory changes. 
 

Appendix A-1 
Analyst Certification 

The research analyst(s) primarily responsible for the preparation and content of this research report are named in bold text in the author block at the front 
of the product except for those sections where an analyst's name appears in bold alongside content which is attributable to that analyst. Each of these 
analyst(s) certify, with respect to the section(s) of the report for which they are responsible, that the views expressed therein accurately reflect their 
personal views about each issuer and security referenced and were prepared in an independent manner, including with respect to Citigroup Global 
Markets Inc and its affiliates. No part of the research analyst's compensation was, is, or will be, directly or indirectly, related to the specific 
recommendation(s) or view(s) expressed by that research analyst in this report. 
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Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from LIC Housing Finance in the 
past 12 months. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-banking, 
securities-related: LIC Housing Finance. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-banking, non-
securities-related: LIC Housing Finance. 

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates ("the 
Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking revenues. 

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research & Analysis product 
("the Product"), please contact Citi Investment Research & Analysis, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance. In 
addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure 
website at www.citigroupgeo.com.   Valuation and Risk assessments can be found in the text of the most recent research note/report regarding the subject company. 
Historical disclosures (for up to the past three years) will be provided upon request. 

Citi Investment Research & Analysis Ratings Distribution       
 12 Month Rating Relative Rating 
Data current as of 31 Dec 2010 Buy Hold Sell Buy Hold Sell
Citi Investment Research & Analysis Global Fundamental Coverage 52% 37% 11% 0% 100% 0%

% of companies in each rating category that are investment banking clients 45% 44% 40% 0% 44% 0%
Guide to Citi Investment Research & Analysis (CIRA) Fundamental Research Investment Ratings: 
CIRA's stock recommendations include a risk rating and an investment rating. 
Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S). 
Investment ratings are a function of CIRA's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and risk rating. 
Analysts may place covered stocks “Under Review” in response to exceptional circumstances (e.g. lack of information critical to the analyst's thesis) affecting the 
company and/or trading in the company's securities (e.g. trading suspension). Stocks placed “Under Review” will be monitored daily by management. As soon as 
practically possible, the analyst will publish a note re-establishing a rating and investment thesis. 
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To satisfy regulatory requirements, we correspond Under Review to Hold in our ratings distribution table for our 12-month fundamental rating system. However, we 
reiterate that we do not consider Under Review to be a recommendation. 
Relative three-month ratings: CIRA may also assign a three-month relative call (or rating) to a stock to highlight expected out-performance (most preferred) or 
under-performance (least preferred) versus the analyst's coverage universe over a 3 month period. The relative call may highlight a specific near-term catalyst or 
event impacting the company or the market that is anticipated to have a short-term price impact on the equity securities of the company. Absent any specific catalyst 
the analyst(s) will indicate the most and least preferred stocks in his coverage universe, explaining the basis for this short-term view. This three-month view may be 
different from and does not affect a stock's fundamental equity rating, which reflects a longer-term total absolute return expectation. For purposes of NASD/NYSE 
ratings-distribution-disclosure rules, most preferred calls correspond to a buy recommendation and least preferred calls correspond to a sell recommendation. Any 
stock not assigned to a most preferred or least preferred call is considered non-relative-rated (NRR). For purposes of NASD/NYSE ratings-distribution-disclosure 
rules we correspond NRR to Hold in our ratings distribution table for our 3-month relative rating system. However, we reiterate that we do not consider NRR to be a 
recommendation. 

For securities in emerging markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings are:Buy (1) (expected total return of 
15% or more for Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-
15% for Low-Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-
Risk stocks, 10% or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks). 

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in target 
price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price movements 
and/or other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to review by Research 
Management. Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after evaluating the stock's 
expected performance and risk. 

NON-US RESEARCH ANALYST DISCLOSURES 
Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global Markets 
Inc.) are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member organization and therefore 
may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject company, public appearances and trading securities 
held by a research analyst account. The legal entities employing the authors of this report are listed below: 

Citigroup Global Markets India Private Limited Manish Chowdhary, CFA; Aditya Narain, CFA; Pooja Kapur 

OTHER DISCLOSURES 

The subject company's share price set out on the front page of this Product is quoted as at 07 January 2011 04:00 PM on the issuer's primary market. 

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and may act as 
principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been recommended in the 
Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities transactions in a manner inconsistent 
with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal basis. 

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any 
insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. Although 
information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may be incomplete and 
condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures made in the Important 
Disclosures section of the Product. The Firm's research department has received assistance from the subject company(ies) referred to in this Product including, but 
not limited to, discussions with management of the subject company(ies). Firm policy prohibits research analysts from sending draft research to subject companies. 
However, it should be presumed that the author of the Product has had discussions with the subject company to ensure factual accuracy prior to publication. All 
opinions, projections and estimates constitute the judgment of the author as of the date of the Product and these, plus any other information contained in the Product, 
are subject to change without notice. Prices and availability of financial instruments also are subject to change without notice. Notwithstanding other departments 
within the Firm advising the companies discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi 
Investment Research & Analysis (CIRA) does not set a predetermined frequency for publication, if the Product is a fundamental research report, it is the intention 
of CIRA to provide research coverage of the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods 
and capacity constraints. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any 
decision to purchase securities mentioned in the Product must take into account existing public information on such security or any registered prospectus. 

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting 
requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign companies are generally not 
subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of some foreign companies may be less liquid 
and their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate movements may have an adverse effect on the value of an 
investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net dividends to ADR investors are estimated, using withholding tax rates 
conventions, deemed accurate, but investors are urged to consult their tax advisor for exact dividend computations. Investors who have received the Product from the 
Firm may be prohibited in certain states or other jurisdictions from purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant 
for additional details. Citigroup Global Markets Inc. takes responsibility for the Product in the United States. Any orders by US investors resulting from the information 
contained in the Product may be placed only through Citigroup Global Markets Inc. 

Important Disclosures for Morgan Stanley Smith Barney LLC Customers: Morgan Stanley & Co. Incorporated (Morgan Stanley) research reports may be 
available about the companies that are the subject of this Citi Investment Research & Analysis (CIRA) research report. Ask your Financial Advisor or use 
smithbarney.com to view any available Morgan Stanley research reports in addition to CIRA research reports. 
Important disclosure regarding the relationship between the companies that are the subject of this CIRA research report and Morgan Stanley Smith Barney LLC and 
its affiliates are available at the Morgan Stanley Smith Barney disclosure website at www.morganstanleysmithbarney.com/researchdisclosures. 
The required disclosures provided by Morgan Stanley and Citigroup Global Markets, Inc. on Morgan Stanley and CIRA research relate in part to the separate 
businesses of Citigroup Global Markets, Inc. and Morgan Stanley that now form Morgan Stanley Smith Barney LLC, rather than to Morgan Stanley Smith Barney LLC 
in its entirety. For Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to www.morganstanley.com/researchdisclosures and 
https://www.citigroupgeo.com/geopublic/Disclosures/index_a.html. 
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