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LIC Housing Finance (LICHF) reported 21% YoY growth in net profit for 1QFY12 to INR2.6b, in line with our estimate.

Key highlights

 Growth in individual disbursements moderated to ~15% YoY (INR35b). LICHF's cautious stance and focus on improving
back-end processes for developer loans led to considerable slowdown in project loan disbursements to INR770m as
against INR3.7b in 1QFY11. On a higher base, overall disbursement growth was muted at 4.5% YoY.

 Loan book grew 32% YoY and 3% QoQ to INR529b. The individual loans portfolio showed robust growth of 36% YoY
(~5% QoQ) to INR489b (92% of total loan book) while the builder loan portfolio declined 4% YoY (down 8% QoQ) to
INR40b. Builder loans as a percentage of overall loans has been declining and now constitutes 7.6% of overall loan

book as against the peak of 11.3% in 2QFY11.
 Reported NIM declined ~25bp YoY to 2.8%. In 4QFY11, NIM was 3.45%, but included some one-offs, adjusted for

which NIM was ~3.2%. NII grew ~23% YoY to INR3.6b. Net income increased ~25% YoY to INR4.2b (v/s our

estimate of INR4b).
 Asset quality deteriorated QoQ, which is a seasonal phenomenon. GNPA increased to INR4.4b in absolute terms

and to 0.84% in percentage terms. Provisioning expense increased to INR334m (v/s our estimate of INR35m).

Provision coverage ratio declined sharply to 59% v/s 94% a quarter ago.

Valuation and view: We expect LICHF to report an EPS of INR24 for FY12 and INR29 for FY13. Return ratios would

remain robust, with RoA of ~2% and RoE of ~25% over FY12-13. The stock trades at 1.7x FY13E BV. Maintain Buy.
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Quarterly performance v/s our estimates and reasons for deviation (INR m)
Y/E March 1QFY12A 1QFY12E Var (%) Comments

Net Income 4,211 4,055 4 Margins largely in-line with est.

Operating Expenses 422 479 -12

Operating Profit 3,789 3,575 6

YoY Gr. (%) 27 20

Provisions and Cont. 334 35 855 Increase in NPA leading to higher provisions

Profit before Tax 3,454 3,540 -2

Tax Provisions 889 974 -9

Net Profit 2,565 2,567 Higher Op.Income off-set by

YoY Growth (%) 21 21 provisions

Source: Company/MOSL

Healthy growth in individual loans; disbursements to builders decline
sharply

Loan book grew 32% YoY and 3% QoQ to INR529b. The individual loans portfolio showed
robust growth of 36% YoY (~5% QoQ) to INR489b (92% of total loan book) while the
builder loan portfolio declined 4% YoY (down 8% QoQ) to INR40b. Builder loans as a
percentage of overall loans has been declining and now constitutes 7.6% of overall loan
book as against the peak of 11.3% in 2QFY11.

Growth in individual disbursements moderated to ~15% YoY (INR35b). LICHF's cautious
stance and focus on improving back-end processes for developer loans led to considerable
slowdown in project loan disbursements to INR770m as against INR3.7b in 1QFY11. On
a higher base, overall disbursement growth was muted at 4.5% YoY.

The management remains confident of improving disbursement growth in project loans
and expects to increase the share of builder loans to ~10%. It has guided loan growth of
20-25% and individual disbursement growth of ~20% in FY12. Total outstanding borrowings
at the end of 1QFY12 increased 31% YoY and 4% QoQ to INR470b.

Reported NIM declines ~25bp YoY, led by higher cost of funds

NII grew ~23% YoY to INR3.6b. Net income increased ~25% YoY to INR4.2b (v/s our
estimate of INR4b). This included income of INR250m from investment in liquid mutual
funds.

Reported NIM declined ~25bp YoY to 2.8%. In 4QFY11, NIM was 3.45%, but included
some one-offs, adjusted for which NIM was ~3.3%.  Calculated spreads declined sharply
to 1.8% from 2.6% in 4QFY11 and 2.3% in 1QFY11. While cost of funds (calculated)
increased 60bp+ QoQ, yield on loans (calculated) declined 15bp QoQ (led by higher NPAs),
leading to sharp compression of spreads. The management reiterated its guidance of
sustaining NIM of 2.7-2.8%.

Asset quality deteriorates QoQ

Asset quality deteriorated QoQ, which is a seasonal phenomenon. GNPA increased to
INR4.4b in absolute terms as against INR2.4b in 4QFY11 and to 0.84% in percentage
terms as against 0.47% in 4QFY11. NNPA increased to INR1.8b in absolute terms and to
~0.4% in percentage terms as against 0.03% in 4QFY11. Provisioning expense increased
to INR334m (v/s our estimate of INR35m) as against INR189m in 4QFY11 and INR89m
in 1QFY11. Provision coverage ratio declined to 59% v/s 94% a quarter ago.
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We downgrade our loan gr. assumption by ~3% (INR b)
                                               Old Estimates             Revised Estimates                 Change (%)

FY12 FY13 FY12 FY13 FY12 FY13

NII 16.3 19.4 16.1 19.4 -0.9 -0.3

Other Income 2.8 3.2 2.8 3.4 2.3 6.0

Net Income 19.1 22.7 19.0 22.8 -0.4 0.6

Operating Expenses 2.6 3.1 2.5 2.9 -4.0 -4.2

Operating Profits 16.5 19.6 16.5 19.9 0.2 1.4

Provisions 0.1 0.1 0.8 0.8 NA NA

PBT 16.4 19.5 15.7 19.1 -3.8 -2.0

Tax 4.5 5.4 4.3 5.3 -4.7 -2.0

PAT 11.9 14.1 11.5 13.9 -3.5 -2.0

Loans 651 812 631 789 -3.0 -2.9

Borrowings 599 751 581 733 -3.0 -2.4

Spreads (%) 2.0 2.0 2.0 2.0

RoAA  (%) 2.1 1.9 2.0 1.9

RoAE (%) 25.6 25.0 24.9 24.8

Source: MOSL

LIC Housing Finance: One year forward P/E (x) LIC Housing Finance: One year forward P/BV (x)
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LICHF has not made provisions on its "Advantage 5" home loan scheme, which it had
launched in August 2010. Under this scheme, the rate of interest is fixed for the first five
years, followed by a floating rate, thereafter. The total outstanding loans under this scheme
are ~INR90b. LICHF has taken a view that these are not teaser rate loans and therefore
do not require standard asset provisioning. It is discussing the issue with the regulator. If
the regulator says to make provision then LICHF may need to provide ~INR1.8b.

Valuation and view

Higher interest rates are likely to result in moderation of volume growth. As against a
CAGR of 27.5% over FY09-11, we model ~10% growth in disbursements to individuals in
FY12. Though management mentioned that June-July disbursement growth was strong at
~20%, we expect individual loan growth to remain strong at ~25% in FY12/13. The
management's intent to increase the proportion of builder loans should further boost overall
loan growth. We estimate 24% CAGR in overall loans over FY11-13.

Increase in lending rates and termination (or modification) of teaser rate loans would help
offset the pressure of rising cost of funds. Spreads are likely to be stable/improve hereon.
We model in margin compression of ~25bp in FY12 and ~10bp in FY13. We expect
LICHF to report an EPS of INR24 for FY12 and INR29 for FY13. Return ratios would
remain robust, with RoA of ~2% and RoE of ~25% over FY12-13. The stock trades at
1.7x FY13E BV. Maintain Buy.
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Quarterly trends

Project loan disbursements declined sharply (INR b)

Share of builder loans declined QoQ (%)

Asset quality deteriorates QoQ (a seasonal phenomenon)

 LICHF's cautious stance and focus on improving back-end

processes led to considerable slowdown

 Builder loan portfolio declined 4% YoY; management intends to

increase the proportion of builder loans to 10%

 Provision coverage ratio declined to 59% v/s 94% a quarter ago

Individual disbursements grew 15% YoY (INR b)

 Increase in interest rates led to moderation in individual

disbursements

Loan growth remains strong at 32% YoY

 Loan book grew 32% YoY and 3% QoQ to INR529b; management

guided loan growth of 20-25% for FY12

Reported NIM declined ~25bp YoY (%)

 In 4QFY11, NIM was 3.45%, but included some one-offs, adjusted

for which NIM was ~3.2%
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FY10 FY11          FY12 Variation (%)

1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q QoQ YoY

Profit and Loss (INR m)

Total Income 7,819 8,391 8,805 9,677 10,149 11,074 13,544 13,919 14,182 2 40

Operating Income 7,802 8,349 8,782 9,625 10,125 11,002 12,131 13,543 14,135 4 40

Other Income 17 42 22 53 25 72 1,413 376 46 -88 88

Interest Expenses 5,709 5,979 6,057 6,213 6,772 7,378 8,093 8,733 9,971 14 47

Net Income 2,110 2,413 2,748 3,464 3,377 3,696 5,451 5,186 4,211 -19 25

Operating Expenses 322 552 425 608 394 503 560 702 422 -40 7

      Employee 99 144 123 120 149 165 198 169 160 -5 8

      Others 223 408 302 489 245 338 363 533 262 -51 7

Operating Profits 1,788 1,861 2,323 2,856 2,983 3,193 4,891 4,484 3,789 -16 27

Provisions 100 -417 158 -126 89 3 2,328 189 334 77 274

PBT 1,688 2,278 2,165 2,982 2,893 3,190 2,563 4,295 3,454 -20 19

Taxes 450 566 629 847 773 848 428 1,147 889 -23 15

PAT 1,238 1,712 1,536 2,135 2,120 2,342 2,135 3,148 2,565 -19 21

Break up of Total income (INR M)

  Interest Income 7,451 7,847 8,336 9,193 9,716 10,429 11,615 12,937 13,581 5 40

    - Individual 6,606 6,867 7,389 8,094 8,297 8,952 9,888 11,280 12,041 7 45

     - Projects 845 980 947 1,099 1,419 1,477 1,727 1,657 1,539 -7 9

 Processing Fees 225 337 369 343 300 423 397 381 299 -22 -1

 Other Income 143 207 100 141 134 222 100 280 302 8 126

Asset Quality

GNPA (INR M) 4,416 4,086 4,908 2,632 3,669 3,196 3,127 2,420 4,444 84 21

NNPA (INR M) 1,906 1,983 2,636 464 1,398 902 840 150 1,843 1,126 32

Gross NPAs (%) 1.5 1.3 1.4 0.7 0.9 0.7 0.7 0.5 0.8

Net NPAs  (%) 0.7 0.6 0.8 0.1 0.4 0.2 0.2 0.0 0.4

PCR (Calculated, %) 56.8 51.5 46.3 82.4 61.9 71.8 73.1 93.8 58.5

Margins (%) - (calculated)

Yield on loans 10.5 10.3 10.1 10.2 10.0 10.0 10.4 10.6 10.5 -17 50

Cost of funds 8.6 8.4 8.1 7.6 7.7 7.9 8.0 8.0 8.7 65 98

Spreads 1.8 1.8 2.0 2.6 2.3 2.1 2.4 2.6 1.8 -82 -48

NIMs (reported) 2.5 2.4 2.8 3.3 3.0 2.9 3.1 3.5 2.8 -67 -23

Business Details

Sanctions (INR B) 35 54 45 46 53 77 58 58 N.A.

    - Individual 29 44 28 41 37 57 53 56 N.A.

     - Projects 7 9 17 6 17 20 5 2 N.A.

Disbursements (INR B) 24 38 36 51 34 51 46 68 35 -48 5

    - Individual 23 34 30 38 30 38 42 65 35 -46 15

     - Projects 2 4 6 13 4 13 4 3 1 -77 -79

Loans  (INR B) 293 319 342 381 400 434 464 511 529 3 32

    - Individual 267 292 313 339 358 385 415 467 489 5 36

     - Projects 25 27 29 41 42 49 49 44 40 -8 -4

 Borrowings (INR B) 275 292 308 348 358 392 421 452 470 4 31

Source: Company/MOSL, For %age change QoQ and YoY is bp

Quarterly Snapshot
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EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

FY12 24.1 22.1 9.3

FY13 29.2 28.1 3.7

Shareholding pattern (%)
Jun-11 Mar-11 Jun-10

Promoter 36.6 36.6 36.6

Domestic Inst 7.8 5.9 18.4

Foreign 40.4 41.9 32.3

Others 15.3 15.7 12.8
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Financials and Valuation



LIC Housing Finance

20 July 2011  8

Financials and Valuation
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N O T E S
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