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Stock correction sharp, valuations inexpensive, NIM is key monitorable   

LIC Housing Finance (LICHF) has corrected 34% in the last one month likely due to concerns on 
NIM of LICHF; the stock trades at 1.2X PBR and 6.6X PER FY2014E.  

LICHF’s marginal borrowings cost in debt markets declined by about 150 bps qoq in 1QFY14 but 
will clearly rise again over the next nine months. Trends in bulk borrowing rates are the key 
monitorable to drive its NIM over the next 2-3 quarters. Its asset-side strategy will be crucial in 
driving NIM in future years.  

NIM may decline by 20 bps yoy in FY2014E (unless LICHF raises lending rates)  

We expect LICHF’s NIM to decline by 20 bps in FY2014E unless the company raises lending rates 
(PLR). In this note, we highlight earnings and profitability ratios of LICHF in various scenarios:  
(1) 20 bps NIM compression (looks most probable now), (2) 40 bps NIM compression (that’s 
possibly what the market is factoring on juxtaposing current valuations against 14-15% RoE) and 
(3) stable NIM (assuming LICHF raises lending rates).   

We will revisit our estimates post 1QFY14 earnings after taking cognizance of its business strategy 
(in the current environment) and analyzing the impact of interest resets in its portfolio for FY2015E 
and FY2016E.  

LICHF’s borrowings cost will rise to 9.75%. During FY2013, LICHF’s average cost of borrowings 
(calculated) for the year was 9.53%. As of March 2013, the weighted average cost of borrowings 
moved up to 9.75%. We expect borrowing cost for FY2014 to remain at 9.75%, i.e. similar to the 
exit levels (March 2013) and about 20 bps higher than the average borrowing cost for FY2013.  

 Lower rates in 1Q. LICHF raised bonds of about Rs70 bn (10% of outstanding borrowings) 
during 1QFY13; notably, bond yields for AAA-rated players declined to 8.3-8.5% in 1QFY13 
thereby reducing marginal borrowing cost for LICHF. 
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Stock correction sharp, factors depressed NIMs. We discuss key assumptions for 
LICHF’s NIM for FY2014E—expect NIM to decline yoy by 20 bps if bulk borrowings rates 
remain at current levels and lending rates are unchanged. Medium-term NIM will be 
sensitive to LICHF’s incremental business strategy and interest resets on existing 
portfolio. Liquidity constraints in debt markets for a prolonged period remain a risk.  
We will review our estimates and target price post the results. 
 

LIC Housing Finance
Stock data Forecasts/Valuations 2013 2014E 2015E

52-week range (Rs) (high,low) EPS (Rs) 20.3 25.4 30.8
Market Cap. (Rs bn) 84.8 EPS growth (%) 11.9 25.3 21.3

Shareholding pattern (%) P/E (X) 8.3 6.6 5.5
Promoters 40.3 NII  (Rs bn) 16.2 20.3 24.7
FIIs 32.6 Net profits (Rs bn) 10.2 12.8 15.6
MFs 9.0 BVPS 124.5 144.1 167.9

Price performance (%) 1M 3M 12M P/B (X) 1.3 1.2 1.0
Absolute (34.1) (31.0) (36.8) ROE (%) 16.8 18.4 19.3
Rel. to BSE-30 (33.2) (30.3) (43.6) Div. Yield (%) 2.4 3.0 3.6

Company data and valuation summary
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 Higher cost in 2-4Q. However, the decline in marginal borrowings cost (from bond 
markets) in 1QFY14 will offset higher cost of borrowings over the next nine months, in 
our view. We assume marginal borrowing cost for the next nine months at 10%—
somewhat higher than 5-year bond yields for AAA-rated companies (9.5-9.75%) and 
marginally lower than bank base rates. Total borrowing plan for the year is Rs270-290 bn; 
LICHF will need to raise Rs20 bn over the next nine months.  

Asset yield at 10.6%. LICHF’s average yield on loans (calculated) was 10.6% for FY2013. 
With repricing of loans, the weighted average yield as of March 2013 increased to 10.8%. 
We expect average yield on loans for FY2014E to decline to 10.6% from the exit levels of 
10.8%.  

 Lower yield on new loans. New loans are disbursed currently at 10-10.25%. We model 
disbursements of Rs294 bn (up 21% yoy) in FY2014E, taking the total loan book to 
Rs955 bn. Loans disbursed during the year will be about 30% of total outstanding loans 
as of March 2014E.  

 Resets in 1Q. About Rs30 bn of fixed rate loans are due for repricing in FY2014E. These 
loans will be repriced at 2% higher rate. The repricing will boost NIM by about 4-6 bps.  

Resets, asset-side strategy will drive NIM in the future  

Two drivers of medium-term NIM, in our view, are: 

 Business strategy. LICHF’s strategy to price home loans and focus on fixed-cum-floating 
products (fixed loans are 50% of loan book), which in turn will be determined by 
competition, interest rate in bulk borrowing markets and its growth appetite.  

 Loan resets. About 50% of LICHF’s loan book carries a fixed rate. Most loans (about 
40% of total loan book) carry a fixed rate for 2-3 years. These loans will be repriced from 
FY2015E (at about 1.5-2% higher than current rates).  

Rise in NPLs in 1QFY14 

LICHF’s management recently highlighted that they don’t find any significant adverse trends 
in asset quality performance of non-retail loans. Developer loans were 4% of total loans as 
of March 2013. The company reported four slippages in this segment over 3QFY13 and 
4QFY13, of which one of the loans was upgraded in 4QFY13. LICHF has issued a SARFAESI 
notice to one of the accounts—an Indore-based developer. We expect slippages to increase 
in 1QFY14 in the retail business—this is in line with seasonal trends. 
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Exhibit 1: Yields for AAA-rated and AA-rated bonds have declined  
Yields on 5-year corporate bonds and 10-year G-Secs in India, May 2012- June 2013 (%) 
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Source: Kotak Institutional Equities, Company 

 

Exhibit 2: Spreads between G-Sec and bonds has gone up recently  
Spread between 5-year corporate bonds and 10-year G-Secs in India, May 2012- June 2013 (%) 
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Source: Kotak Institutional Equities, Company 

 

Exhibit 3: Outstanding borrowings of LICHF 
March fiscal year-ends, 2012-13 

2012 2013
(Rs mn) (% of total) (Rs mn) (% of total)

Bank loans 178 32 205 30
Bonds 324 58 417 61
NHB loans 178 32 45 7
Deposits 3 0 8 1
Tier II bonds 30 5 9 1
Total borrowings 561 100 683 100  

Source: Kotak Institutional Equities 
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Exhibit 4: LICHF: Scenario I: Assuming 20 bps NIM compression 
March fiscal year-ends, 2013-16E  

2013 2014E 2015E 2016E
NII (Rs mn) 15,345               17,390               20,766               24,936               
Loan growth (%) 23.3                   22.8                   20.3                   19.6                   
PAT (Rs mn) 10,233               11,215               13,227               15,832               
Yield on home loans (%) 10.59                 10.60                 10.60                 10.60                 
Cost of funds(%) 9.53                   9.75                   9.77                   9.78                   
Spread (%) 1.06                   0.85                   0.83                   0.82                   
NIM (%) 2.2                     2.0                     2.0                     2.0                     
RoA (%) 1.4                     1.3                     1.2                     1.2                     
RoE (%) 17                      16                      17                      18                      

EPS (Rs) 20                      22                      26                      31                      
BVPS (Rs) 128                    145                    166                    190                    
PER (X) 8.29                   7.56                   6.41                   5.36                   
PBR (X) 1.31                   1.16                   1.01                   0.89                    

Source: Kotak Institutional Equities estimates 

 

Exhibit 5: LICHF: Scenario II: Assuming 40 bps NIM compression 
March fiscal year-ends, 2013-16E  

2013 2014E 2015E 2016E
NII (Rs mn) 15,345               15,444               19,361               23,191               
Loan growth (%) 23.3                   22.8                   20.3                   19.6                   
PAT (Rs mn) 10,233               9,765                 12,180               14,532               
Yield on home loans (%) 10.59                 10.60                 10.70                 10.70                 
Cost of funds(%) 9.53                   10.00                 10.02                 10.03                 
Spread (%) 1.06                   0.60                   0.68                   0.67                   
NIM (%) 2.2                     1.8                     1.9                     1.9                     
RoA (%) 1.4                     1.1                     1.1                     1.1                     
RoE (%) 17                      14                      16                      17                      

EPS (Rs) 20                      19                      24                      29                      
BVPS (Rs) 128                    143                    162                    184                    
PER (X) 8.29                   8.69                   6.96                   5.84                   
PBR (X) 1.31                   1.17                   1.04                   0.91                    

Source: Kotak Institutional Equities estimates 

 

Exhibit 6: LICHF: Scenario III: Assuming stable NIM  
March fiscal year-ends, 2013-16E  

2013 2014E 2015E 2016E
NII (Rs mn) 15,345               18,728               22,468               27,061               
Loan growth (%) 23.3                   22.8                   20.3                   19.6                   
PAT (Rs mn) 10,233               12,211               14,495               17,415               
Yield on home loans (%) 10.59                 10.75                 10.75                 10.75                 
Cost of funds(%) 9.53                   9.75                   9.77                   9.78                   
Spread (%) 1.06                   1.00                   0.98                   0.97                   
NIM (%) 2.2                     2.2                     2.1                     2.2                     
RoA (%) 1.4                     1.4                     1.3                     1.3                     
RoE (%) 17                      18                      18                      19                      

EPS (Rs) 20                      24                      29                      34                      
BVPS (Rs) 128                    147                    169                    196                    
PER (X) 8.29                   6.95                   5.85                   4.87                   
PBR (X) 1.31                   1.14                   0.99                   0.86                    

Source: Kotak Institutional Equities estimates 
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"I, Nischint Chawathe, hereby certify that all of the views expressed in this report accurately reflect my personal views about 
the subject company or companies and its or their securities. I also certify that no part of my compensation was, is or will be, 
directly or indirectly, related to the specific recommendations or views expressed in this report." 
 
 
 
Kotak Institutional Equities Research coverage universe
Distribution of ratings/investment banking relationships

Source: Kotak Institutional Equities As of June 30, 2013

Percentage of companies covered by Kotak Institutional 
Equities, within the specified category.

Percentage of companies within each category for which 
Kotak Institutional Equities and or its affiliates  has provided 
investment banking services within the previous 12 months.

* The above categories are defined as follows: Buy = We 
expect this stock to deliver more than 15% returns over the 
next 12 months; Add = We expect this stock to deliver 
5-15% returns over the next 12 months; Reduce = We 
expect this stock to deliver -5-+5% returns over the next 
12 months; Sell = We expect this stock to deliver less than -
5% returns over the next 12 months. Our target prices are 
also on a 12-month horizon basis. These ratings are used 
illustratively to comply with applicable regulations. As of 
30/06/2013 Kotak Institutional Equities Investment Research 
had investment ratings on 172 equity securities.
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Ratings and other definitions/identifiers 

Definitions of ratings 

BUY. We expect this stock to deliver more than 15% returns over the next 12 months. 

ADD. We expect this stock to deliver 5-15% returns over the next 12 months. 

REDUCE. We expect this stock to deliver -5-+5% returns over the next 12 months. 

SELL. We expect this stock to deliver <-5% returns over the next 12 months. 

Our target prices are also on a 12-month horizon basis. 

Other definitions 

Coverage view. The coverage view represents each analyst’s overall fundamental outlook on the Sector. The coverage view will consist of one of the following 
designations: Attractive, Neutral, Cautious. 

Other ratings/identifiers 

NR = Not Rated. The investment rating and target price, if any, have been suspended temporarily. Such suspension is in compliance with applicable 
regulation(s) and/or Kotak Securities policies in circumstances when Kotak Securities or its affiliates is acting in an advisory capacity in a merger or strategic 
transaction involving this company and in certain other circumstances.  

CS = Coverage Suspended. Kotak Securities has suspended coverage of this company.  

NC = Not Covered. Kotak Securities does not cover this company.  

RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and price target, if any, for this stock, because there is not a sufficient 
fundamental basis for determining an investment rating or target. The previous investment rating and price target, if any, are no longer in effect for this stock 
and should not be relied upon.  

NA = Not Available or Not Applicable. The information is not available for display or is not applicable.  

NM = Not Meaningful. The information is not meaningful and is therefore excluded. 

 



 

 

 

 

 

 

 

 

 

 

Corporate Office Overseas Offices 

Kotak Securities Ltd. 

Bakhtawar, 1st Floor 

229, Nariman Point 

Mumbai 400 021, India 

Tel: +91-22-6634-1100 

 Kotak Mahindra (UK) Ltd 

8th Floor, Portsoken House 

155-157 Minories 

London EC3N 1LS 

Tel: +44-20-7977-6900 

Kotak Mahindra Inc 

50 Main Street, Ste. 890 

Westchester Financial Centre 

White Plains, New York 10606 

Tel:+1-914-997-6120 
 

Copyright 2013 Kotak Institutional Equities (Kotak Securities Limited). All rights reserved. 

1. Note that the research analysts contributing to this report may not be registered/qualified as research analysts with FINRA; and 

2. Such research analysts may not be associated persons of Kotak Mahindra Inc and therefore, may not be subject to NASD Rule 2711 restrictions on 
communications with a subject company, public appearances and trading securities held by a research analyst account. 

Kotak Securities Limited and its affiliates are a full-service, integrated investment banking, investment management, brokerage and financing group. We along with 
our affiliates are leading underwriter of securities and participants in virtually all securities trading markets in India. We and our affiliates have investment banking 
and other business relationships with a significant percentage of the companies covered by our Investment Research Department. Our research professionals 
provide important input into our investment banking and other business selection processes. Investors should assume that Kotak Securities Limited and/or its 
affiliates are seeking or will seek investment banking or other business from the company or companies that are the subject of this material and that the research 
professionals who were involved in preparing this material may participate in the solicitation of such business. Our research professionals are paid in part based on 
the profitability of Kotak Securities Limited, which include earnings from investment banking and other business. Kotak Securities Limited generally prohibits its 
analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of any companies that 
the analysts cover. Additionally, Kotak Securities Limited generally prohibits its analysts and persons reporting to analysts from serving as an officer, director, or 
advisory board member of any companies that the analysts cover. Our salespeople, traders, and other professionals may provide oral or written market commentary 
or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein, and our proprietary trading and investing businesses may 
make investment decisions that are inconsistent with the recommendations expressed herein. In reviewing these materials, you should be aware that any or all of 
the foregoing, among other things, may give rise to real or potential conflicts of interest. Additionally, other important information regarding our relationships with 
the company or companies that are the subject of this material is provided herein. 

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would 
be illegal. We are not soliciting any action based on this material. It is for the general information of clients of Kotak Securities Limited. It does not constitute a 
personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice 
or recommendation in this material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice. The 
price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any 
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. Kotak Securities 
Limited does not provide tax advise to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment. 

Certain transactions -including those involving futures, options, and other derivatives as well as non-investment-grade securities - give rise to substantial risk and are 
not suitable for all investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should 
not be relied on as such. Opinions expressed are our current opinions as of the date appearing on this material only. We endeavor to update on a reasonable basis 
the information discussed in this material, but regulatory, compliance, or other reasons may prevent us from doing so. We and our affiliates, officers, directors, and 
employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or “short” positions in, act as principal in, 
and buy or sell the securities or derivatives thereof of companies mentioned herein. For the purpose of calculating whether Kotak Securities Limited and its affiliates 
holds beneficially owns or controls, including the right to vote for directors, 1% of more of the equity shares of the subject issuer of a research report, the holdings 
does not include accounts managed by Kotak Mahindra Mutual Fund. Kotak Securities Limited and its non US affiliates may, to the extent permissible under 
applicable laws, have acted on or used this research to the extent that it relates to non US issuers, prior to or immediately following its publication. Foreign currency 
denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or price of or income derived from the 
investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign currencies affectively assume currency risk. In addition 
options involve risks and are not suitable for all investors. Please ensure that you have read and understood the current derivatives risk disclosure document before 
entering into any derivative transactions. 

This report has not been prepared by Kotak Mahindra Inc. (KMInc). However KMInc has reviewed the report and, in so far as it includes current or historical 
information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed. Any reference to Kotak Securities Limited shall also be 
deemed to mean and include Kotak Mahindra Inc. 

 


