LIC Housing Finance (uichr)

CMP: % 300

Target: ¥ 345 (15%)

Target Period: 12 months
August 26, 2020

Relatively steady business model preferred...

LIC Housing Finance reported steady Q1FY21 results wherein loan growth
was sluggish whereas lower provisions and lower tax rate led to healthy PAT
growth. Moratorium book was relatively lower compared to peers. As on
June 2020, ~25% of the total loan book was under moratorium while
individual loans under moratorium formed 16% of respective portfolio.
Moratorium for LAP and developer loans was at 37% and 77%, respectively.

Loan book for the quarter was at ¥ 209817 crore, up 6% YoY, with major
proportion of loan mix skewed towards individual loans at ¥ 195176 crore
(up 6% YoY) while developer loans grew 7.5% YoY to ¥ 14641 crore.

Asset quality deteriorated with GNPA ratio at 2.83% against 1.98% in
Q1FY20 though it remained stable sequentially. NIl growth remained
sluggish at 3% YoY to ¥ 1220.6 crore, on account of slower credit growth.
NIMs dipped ~3 bps YoY to 2.32% on the back of lower yields. Provisioning
was down 78% YoY to T 56.25 crore. Lower tax rate led to healthy PAT
growth at 34% YoY to ¥ 817.5 crore.

Competitive pricing, focus on affordable housing ahead

LICHF’s loan growth in the past was largely led by healthy traction in the
individual loan segment. Given elevated uncertainty and general economic
slowdown, credit growth is expected to remain gradual. However,
competitive pricing, launching of new products (six month’s EMI waiver
scheme) and focus on affordable housing to cater to incremental demand
from tier 2 and 3 cities bodes well for future business growth. We expect
credit growth at ~10% CAGR in FY20-22E to ¥ 2.5 lakh crore.

Asset quality in individual book remains prudent

LIC HF witnessed a deterioration in asset quality in non-individual book in
the past leading to an increase in GNPA to 2.83%. Moratorium in individual
book has remained steady and repayment are expected to revive further as
the moratorium ends in August 2020. Exposure to developer segment
remains vulnerable but relatively lower proportion of exposure provides
comfort on probability of future delinquencies. We anticipate credit cost at
~20 bps in FY21-22E; lower compared to the quantum seen in FY20.

Valuation & Outlook

Business growth is seen remaining gradual with a focus on opportunities in
Tier Il, lll cities. Slightly aggressive pricing is seen offsetting benefit of lower
funding cost thereby keeping margins steady. Given the current scenario,
strong parentage, housing finance business (which is better placed) and
higher proportion of individual loans provide comfort. However, higher
restructuring and thereby regulatory provisions remain a near term risk. We
expect earnings growth at 12% CAGR in FY20-22E to ¥ 2961 crore. Valuing
the business at ~1x FY22E ABV, we revise our target price to ¥ 345/share.
We have a BUY recommendation on the stock.

Key Financial Summary

Zcrore FY18 FY19 FY20E FY21E
NIl 3701 4463 4124 4898
PPP 3301 3998 3750 4457
PAT 2013 2431 2348 2233
ABV (3 237.2 275.7 2915 315.1
P/E 11.8 10.2 10.1 10.6
P/ABV 2.0 1.7 1.6 1.5
RoA 1.2 1.3 1.1 0.9
RoE 16.9 16.3 13.8 11.9
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Particulars Amount
Market C apitalisation 15,089.0
Stage 3 (Q1FY21) %5938 crore

NIM % (Q1FY21) 2.32
52 week H/L 486 /186
Networth (FY20) 318049 crore
Face value 32
DIlHolding (%) 10.6
FllHolding (%) 343

Key Highlights

®  Overall moratorium book at 25%
as on June 2020; individual book
under moratorium at 16%

® (Credit growth remained
moderate at 6% YoY to I 209817
crore

® Upgrade from HOLD to BUY
rating with revised target price of
% 345
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FY22E CAGR (FY20-22E)
5401 14%
4924 15%
2961 12%
3429

8.0
1.4
1.1
14.5

Source: Company, ICICI Direct Research
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Exhibit 1: Variance Analysis

Q1FY21 Q1FY20 YoY (%) Q4FY20 QoQ (%) Comments
NII 1,221 1,182 3.3 1,089 12.1 Nl growth sluggish on account of slower credit growth
NIM (% ) 2.32 2.35 -3 bps 2.34 -2 bps Margins weaken due to drop in yields
Other Income -8 23 -133.4 -12 -34.2
NetTotal Income 1,213 1,205 0.7 1,077 12.6
Operating Expenses 139 110 25.8 269 -48.3
PPP 1,074 1,094 -1.8 809 32.8
Provision 56 253 -11.7 217 107.2
PBT 1,018 841 21.0 781 30.2
Tax Outgo 200 230 -13.0 405 -50.6
PAT 814 611 33.4 376 116.5 Lower provisions and lower tax rate led to healthy PAT growth
Key Metrics

i . . . 0 0
GNPA 5938 1757 238.0 6,023 14 Assetquallty deteriorated with GNP A ratio at2.83% vs 1.98%
inQ1FY20
o ) .

Total Loans 2,09.817 1,97,768 6.1 210578 . Loanbook stood atI209817 crore, up 6% YoY, with major

proportion of loan mix skewed towards individual loans

Source: Company, ICICI Direct Research

Exhibit 2: Change in Estimates

FY20 FY21E FY22E
(XCrore) Old New % Change Introduced
NetInterestincome 4,124 6034 4,898 -18.8 5,401
Pre Provision Profit 3,750 5609 4,457 -20.5 4,924
NIM(% ) (calculated) 2.0 2.5 2.2 -30bps 2.2
PAT 2,348 3113 2,233 -28.3 2,961
ABV per share (3 2915 384 315.1 -18.0 3429

Source: Company, ICICI Direct Research

Exhibit 3: Assumptions

Current Introduced Earlier

FY20 FY21E FY22E FY21E
Creditgrowth (%) 8.4 8.0 12.6 16,9
NIM C alculated (%) 2.03 2.22 2.22 2.35
Costto income ratio (% 12.6 12.2 12.2 11.0
GNP A (Zcrore) 5,943 6,731 7,257 2,972
NNP A (Zcrore) 3,331 3,713 3,909 1,945

Source: Company, ICICI Direct Research
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Story in Charts

Exhibit 4: Loan book growth to remain gradual, going forward
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Exhibit 5: LIC HF loan mix trend
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Source: Company, ICICI Direct Research

Exhibit 6: NIMs to inch up, going forward
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Exhibit 7: Asset quality to deteriorate in FY21E
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Exhibit 8: Price Chart
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Financial Summary

Exhibit 9: Profit & Loss (% crore) Exhibit 10: Balance Sheet (% crore)

(Year-end March) FY19 FY20 FY21E  FY22E  (Year-end March) FY19 FY20  FY21E  FY22E
Interest Earned 17355.0 19255.2 20829.7 23240.4  Sources of Funds
Interest E xpended 12891.6  15131.1 15932.1 17839.4 gap“a' SSu 16:2;2 ”;2;2 19;2;2 21:2;2
eserves an urplus . . . .
L\letlnterestlncome 4,463.5 4,1251.1 4,897.6 5,401.0 Networth 16259 3 18049.2 196265 21226 8
% growth 20.6 1.6 18.8 103 secured Loans 168667.0 171737.8 188706.4 212669.4
Non InterestIncome 6.7 165.1 180.8 2064 ypsecured Loans 20000 185607 21802.4 25612.8
Ef;;rl‘:se";ecost 4213: 4;?3; 52;33 52%2 Other Liabilities & Provisio 13657.2 20413.9 25974.8  30298.1
Other operating E xp. 224.7 322.3 364.0 413.6 Total 2,00,583  2,28,762 2,56,110 2,89,807
Operating Income 3997.6 3749.6 4457.2 4923.6 Applications of Funds
Provisions 618.1 611.7 1473.2 966.2 Fixed Assets 1359 1333 155 2 180.4
PBT 33796  3137.9 29840  3957.4
Tores P 1803 11 aopq  Investments 3595.1  2808.0 33775 40925
Notprofi 24310 23181 22329 29513  Advances 1929927 210827.2 2276934 256481.6
% growth o oy s sy  OterAssets 3859.8 14993.0 24884.0 290525
Total 2,00,583 2,28,762 256,110 2,89,807
EPS (3 46.2 465 44.2 58.6

Source: Company, ICICI Direct Research

Source: Company, ICICI Direct Research

Exhibit 11: Key Ratios (X crore) Exhibit 12: Growth ratios (%)

(Year-end March) FY19 FY20 FY21E FY22E (Year-end March) FY19 FY20 FY21E FY22E
Valuation Total assets 15.8 15.0 12.0 13.2
No. of E quity Shares 50.5 50.5 50.5 50.5 Advances 16.9 8.4 8.0 12.6
EPS (J 46.2 46.5 442 58.6 Borrowings 14.6 14.2 10.6 13.2
BV (3 3143 357.4 388.7 420.3 Total Income 16.2 10.9 8.2 11.6
ABV (3 275.7 2915 315.1 342.9 Netinterestincome 14.8 -3.0 18.8 10.3
P/E 10.2 10.1 10.6 8.0 Operating expenses -25.0 1.1 15.1 10.1
P/BV 1.5 1.3 1.2 1.1 O perating profit (excl tradir 21.0 -4.8 18.9 10.3
P/adj.BV 1.7 1.6 1.5 1.4 Net profit 15.9 0.6 -4.9 32.6
Yields & Margins (%) Networth 25.1 13.7 8.7 8.2
Yield on interest earning a 9.5 9.4 9.4 9.5 EPS 15.9 0.6 (4.9) 32.6
Avg. coston funds 8.4 8.5 8.0 8.0 Source: Company, ICICI Direct Research

Net Interest Margins 2.3 2.0 2.2 2.2

Quality and E fficiency

Cost/Total netincome 11.0 12.6 12.2 12.2

GNPA% 1.5 2.8 3.0 2.8

NNP A% 1.1 1.6 1.6 1.5

ROE (%) 16.3 13.8 11.9 14.5

ROA (%) 1.3 1.1 0.9 1.1

Source: Company, ICICI Direct Research
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Exhibit 13: ICICI Direct coverage universe (BFSI- NBFC)

CMP MCap EPS R PEE (x) P/ABV (x) RoA (%) RoE (%)
Sector/Company

R TPR3ating (Cr) FY20 FY21E FY22E FY20 FY21E FY22E FY20 FY21E FY22E FY20 FY21E FY22E FY20 FY21E FY22E
HDFC (HDFC) 1821 1,770 Buy 3,226,232 103.1 425 575 177 428 317 36 31 30 36 14 17 217 80 97
Mahindra & Mahindra Financial 137 160  Hold 16958 147 147 147 93 93 93 11 19 16 13 12 16 81 68 73
BajajFinserv (BAFINS) 6,436 6,400 Hold  1,02537 211.6 2476 2980 304 260 216 33 29 26 14 13 12 122 118 126
BajajFinance (BAJF) 3,585 3,050 Hold 2,16,093 877 783 993 409 458 36.1 67 62 55 371 21 29 202 13.6 152
LIC Housing Finance (LICHF) 300 345 Buy 15089 465 590 661 65 51 45 10 10 09 11 12 12 138 155 156
SBILife Insurance (SBILIF) 838 800 Buy 83,923 142 162 198 589 517 422 32 28 24 08 08 09 146 145 156
HDFC AMC 2,480 3,000 Buy 52,789 59.2 588 675 419 422 367 131 113 98 04 04 04 313 269 268
Nippon AMC 276 364 Buy 16903 67 88 109 410 315 253 64 60 56 02 02 02 155 190 22

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its stocks
according to their notional target price vs. current market price and then categorizes them as Buy, Hold, Reduce and
Sell. The performance horizon is two years unless specified and the notional target price is defined as the analysts'
valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -56%;

Sell: <-15%
‘ 1 | \\\
]ﬂICICI(mH t.com| No l :
lh'ollm'n“’o'::uuhn.uhpl i BHOE(EH \ |
| ICICI Securities Ltd. |@l 755 akxins ) '
1 Analyst Award 2012 A:
Pankaj Pandey Head - Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

We /I, Kajal Gandhi, CA, Vishal Narnolia, MBA and Yash Batra, MBA, Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this
research report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the
specific recommendation(s) or view(s) in this report. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the companies mentioned ir
the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products. ICICI
Securities Limited is a Sebi registered Research Analyst with Sebi Registration Number — INH000000990. ICICI Securities Limited Sebi Registration is INZ000183631 for stock broker. ICICI
Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance,
general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment
banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons
reporting to analysts and their relatives from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly
confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update the information herein on a reasonable basis, ICICI Securities is under no
obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities from doing so. Non-rated securities indicate
that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in circumstances where
ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness
guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe
for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICIC| Securities will not treat
recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy
is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own
investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent
judgment by any recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign
exchange rates or any other reason. ICICI Securities accepts no liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily
a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual results may differ
materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other
assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report
for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or
specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies
mentioned in the report in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICIC| Securities or its associates or its analysts did
not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI
Securities nor Research Analysts and their relatives have any material conflict of interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.
ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day
of the month preceding the publication of the research report.

Since associates of ICICI Securities are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject
company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.
Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such
distribution, publication, availability or use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such
jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this document may come
are required to inform themselves of and to observe such restriction.
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