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Industry LTP Base Case Fair Value Bull Case Fair Value BUY Range Time Horizon 

NBFC Rs. 264.4 Rs. 297 Rs. 313 Buy on dips to Rs. 250-255 band and add further between Rs. 220-225 2 quarters 
 

Our Take: 
The acute shortage of housing, low penetration of mortgages, rising urbanisation, improved affordability, continued fiscal 
incentives and a young demographic profile remain assuring factors that the demand for housing finance in India will continue 
to remain robust over the medium term. Because of brand sharing and financial support from parent (whenever needed), LIC 
Housing Finance (LICHF) never has to worry about liquidity. Due to current weak economic scenario and rising competition 
from banks we believe that pressure on NIMs and AUM growth might increase. But the low dependence on cash collections 
and high proportion of salaried customers (~85%) give LICHF the ability to absorb higher credit costs. With the recent price 
correction stock is available at an attractive valuation, but due to near term head winds we feel that investors should add the 
stock only in dips. 

                                                                        
                                                                            Valuations & Recommendation: 

We expect LIC Housing Finance to post 6% CAGR growth in NII and a  2% CAGR dip in Net Profit (due to rise in provision 
requirements) over FY20-22E, while the loan book is expected to grow by 7% CAGR over same time frame. Its RoE could rise 
again after dipping in FY21. Low exposure to developer loans (~7% of AUM) brings comfort.  LICHF’s seasoned granular book 
offsets a lot of negatives (including fall in PAT, low RoE, Higher expected credit costs, pressure on NIMs etc). LICHF is currently 
trading at 1x FY21E and 0.9x FY22E Adjusted Book Value. We feel that investors can buy the stock on dips to Rs. 250-255 band 
(~0.85xFY22E ABV) and add further on Rs. 220-225 band  (~0.75xFY22E ABV). We think the Base case fair value of the stock is 
Rs.297 (1.0xFY22E ABV) and the Bull case fair value is Rs.313 (1.05xFY22E ABV) over next 6 months. 

Financial Summary:  
(Rs mn) 4QFY20 4QFY19 YoY (%) 3QFY20 QoQ (%) FY19 FY20 FY21E FY22E 

NII 11,342 12,225 -7.2 12,537 -9.5 43,646 48,215 46,507 54,394 

PPOP 8,540 10,915 -21.8 11,360 -24.8 39,976 42,692 41,326 48,607 

PAT 4,199 6,938 -39.5 5,956 -29.5 24,310 24,018 16,043 23,259 

EPS (Rs) 8.3 13.7 -39.5 11.8 -29.5 48.1 47.6 31.8 46.1 

ROAE (%)      15.9 13.9 8.5 11.3 

ROAA (%)      1.31 1.15 0.72 0.99 

ABVPS (Rs)      281 294 269 298 

P/ABV (x)      0.9 0.9 1 0.9 

P/E (x)       5.5 5.6 8.3 5.7 

Source: Company, HDFC sec Research) 
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Recent developments: 
 
The company reported weak Q4FY20 numbers. The overall AUM growth slowed to 8.2/2.4% YoY/QoQ (the slowest in almost 
the last 12 years) as disbursement declined 34% YoY, PPOP declining 18% YoY due to margin contraction (the lowest level in 
the ~7 years) and higher operating expense. The GNPA increased 10bp QoQ to 2.83%. All these have led to sharp 40% YoY 
drop in net profit. 
 
We remain circumspect on LICHF’s asset quality, given disproportionate growth in non-core segments seen in the past, high 
moratorium percentage in non-core segments, and an unfavorable economic environment. 
 
Bank credit for housing grew at 19/15.4% in FY19/FY20, while LICHF’s home loan portfolio grew at only 10.1/9.3%. This shows 
the rising competition from the banks. We believe that pressure on NIMs and AUM growth might increase going ahead both 
because of rising pressure from the banks and weak demand scenario. We expect loan growth will be 5% and 8.6% in FY21E 
and FY22E respectively. 
 
Long term Triggers: 
 
The mortgage penetration in India is substantially low today compared to the developed and developing nations, leaving huge 
scope for growth in demand for housing loans due to: a) Interest subsidy by Government on affordable housing; b) Favorable 
Demographics, c) Increasing affordability; d) Rapid urbanization. In light of these factors, mortgage penetration in India will 
increase substantially going forward.  Moreover, the current urban housing shortage is estimated at 10 mn houses, which is 
likely to rise in future. The demand for affordable housing alone could be 25 mn homes by 2022, which is four times the entire 
current housing stock. All these factors show that the housing industry is in a decadal structural upswing and in a good place 
for delivering future growth. 
 
LICHF is promoted by Life Insurance Corporation of India which has a 40.31% stake in the company. LIC is the largest insurance 
provider in India. The company has both operational and financial support from parent company including management 
guidance & access to its large agency network, which supports sourcing. Because of brand sharing and financial support from 
parent (whenever needed), the company never has to worry about liquidity. LICHF enjoys AAA rating backed by pseudo 
sovereign backing. 
 
LICHF fetches almost 77% of the loan book from individual home loans segments and mainly to salaried customers wherein 
competition remains high thereby restricting company's ability to charge higher yields. Further, the company also has lower 
proportion of relatively higher-yielding non-housing loan book compared to other players. But now since last few years 
company has been constantly focusing on loans against property (LAP) and project loans as yields are higher in them. But these 
two are riskier compared to its core business, so this may lead to higher NPA in future plus the margins has also not increased 
in the recent past despite rise in these two categories of loans, which is a cause of worry.    
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What could go wrong: 
 

 The stiff competition from banks will pose increasing challenges on the growth and NIM fronts. In Q4 also the company 
posted slowest growth in almost last 12 years. LICHF has struggled on this front for a while, as banks continue to snatch 
home loan market share. Pressure could emerge on spreads and margins after external benchmarked floating rate loans 
by banks. 

 
 LICHF has been losing market share in home loans. The growth and profitability have been supported by rise in share of 

non-housing loans. 
 
 The company has ~25% of the book under moratorium (including almost all developer loans). This may lead to ALM 

mismatches and a dearth of liquidity for onward lending. 
 
 Prolonged COVID-19 lead slow down might impact the company negatively on multiple fronts i.e. liquidity, asset quality, 

loan growth etc. 
 
 Any adverse change of norms for housing finance companies can impact the growth prospects especially after change of 

the regulator body to RBI from NHB in Budget of FY20. 
 
 Over the last 2-3 years, real estate sector has seen an inventory pile up situation in India, launching of new projects is also 

coming down in the past one and half year. With the economic slowdown due to COVID-19 the situation has even 
worsened.    

 
 Overhang of potential merger with IDBI bank will weigh on stock. 

 
About the company: 

LIC Housing was promoted by LIC and other financial institutions in 1989. It is India’s the second largest Housing Finance 
Company. It provides home loans for purchase or construction of house, renovation of existing house and loans against 
property for business or personal needs. Moreover, it also gives loans to professionals for buying their office space and 
equipment and to persons engaged in the business of construction and the sale of residential properties. 

LIC Housing Finance Limited possesses one of the industry’s most extensive marketing networks in India with 282 Marketing 
Offices and 2392 employees. In addition, there are 24 Back Offices spread across the country to conduct the credit appraisal 
and administrative functions. The Company has set up Representative Offices in Dubai and Kuwait. Almost 85% of its 
customers are Salaried with average Ticket Size of around Rs. 25 lakh.  Company’s loan book comprises 76.9% Retail Home 
Loans, 6.8% Developer Loans and 16.3% Retail LAP & other.   
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Loan Book Split (%) 

 

The share of individual disbursals rises 

 

NPA Trend 

 

Share of Bank Borrowing rises 
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Income Statement 

YE March (Rs mn)  FY18  FY19  FY20  FY21E  FY22E 

Interest earned 1,47,297 1,72,561 1,96,054 2,00,109 2,11,739 

Interest expended 1,11,439 1,28,915 1,47,839 1,53,602 1,57,345 

Net interest income 35,859 43,646 48,215 46,507 54,394 

Other income 1,109 1,085 644 1,107 1,201 

Total income 36,968 44,730 48,859 47,614 55,596 

Operating expenses 4,396 4,754 6,167 6,288 6,989 

PPOP  32,572 39,976 42,692 41,326 48,607 

Non-tax provisions 4,917 6,181 10,002 19,887 17,525 

PBT  27,655 33,796 32,690 21,439 31,082 

Tax expense 7,656 9,486 8,672 5,396 7,823 

PAT  19,999 24,310 24,018 16,043 23,259 

Source: Company, HDFC sec Research 

 

 

Balance Sheet 

YE March (Rs mn)  FY18  FY19  FY20  FY21E  FY22E 

SOURCES OF FUNDS  

    

  

Share capital 1,010 1,010 1,010 1,010 1,010 

Reserves& surplus 1,41,402 1,61,583 1,80,921 1,94,317 2,13,738 

Net-worth 1,42,412 1,62,593 1,81,931 1,95,327 2,14,748 

Borrowings  14,53,099 17,06,670 19,13,317 19,42,910 21,08,943 

Other liabilities 1,15,387 1,36,572 72,808 1,28,048 1,31,783 

Total liabilities  17,10,898 20,05,835 21,68,056 22,66,284 24,55,473 

APPLICATION OF FUNDS  

    

  

Advances 16,61,623 19,29,927 20,79,880 21,86,272 23,73,102 

Investments  19,722 35,951 54,964 49,467 44,521 

Fixed assets 971 1,359 1,366 1,380 1,407 

Cash and cash equivalents  20,964 29,949 19,790 25,842 32,835 

Other assets 7,618 8,649 12,057 3,324 3,608 

Total assets  17,10,898 20,05,835 21,68,056 22,66,284 24,55,473 

Source: Company, HDFC sec Research 
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Key Ratios 

YE March (Rs mn)  FY18  FY19  FY20  FY21E  FY22E 

Valuation ratios 

    

  

EPS (Rs) 39.6 48.1 47.6 31.8 46.1 

Earnings growth (%) 3.6 21.6 -1.2 -33.2 45 

BVPS (Rs) 282 322 360.3 386.8 425.3 

ABVPS (Rs)  267.9 281.1 294 269.2 297.5 

DPS (Rs) 6.8 7.8 8 5.2 7.6 

RoAA (%)  1.24 1.31 1.15 0.72 0.99 

RoAE (%) 15.8 15.9 13.9 8.5 11.3 

P/E (x)  6.7 5.5 5.6 8.3 5.7 

P/ABV (x) 1.0 0.9 0.9 1.0 0.9 

Dividend yield (%) 2.6 3.0 3.0 2.0 2.9 

Profitability(%) 

    

  

Yield on advances  9.47 9.56 9.68 9.27 9.17 

Cost of funds  8.2 8.16 8.17 7.97 7.77 

Core spread  1.27 1.4 1.5 1.29 1.4 

NIM (%)  2.31 2.42 2.38 2.15 2.36 

Operating efficiency(%) 

     C-AA ratio  0.27 0.26 0.3 0.28 0.3 

C-I ratio 11.89 10.63 12.62 13.21 12.57 

Balance sheet structure (%)       

Loan growth 14.79 16.15 7.77 5.12 8.55 

Borrowing growth  15.02 17.45 12.11 1.55 8.55 

Capital adequacy (CRAR) 15.49 14.36 14.16 13.71 13.79 

w/w Tier I  13.06 12.3 12.62 12.31 12.49 

Source: Company, HDFC sec Research 

 

Key Ratios 

YE March  FY18  FY19  FY20  FY21E  FY22E 

Asset quality  

    

  

Gross NPLs (Rs mn)  13,040 29,720 59,594 99,437 1,16,831 

Net NPLs (Rs mn)  7,120 20,630 33,474 59,396 64,523 

Gross NPLs (%)  0.78 1.53 2.83 4.49 4.86 

Net NPLs (%)  0.43 1.07 1.59 2.68 2.69 

Coverage ratio (%)  45.4 30.6 43.8 40.3 44.8 

Provision/avg. loans (%)  0.32 0.34 0.5 0.93 0.77 

Source: Company, HDFC sec Research 
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HDFC securities Limited, I Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp. Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 3075 3450 
Compliance Officer: Binkle R. Oza Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600 
SEBI Registration No.: INZ000186937 (NSE, BSE, MSEI, MCX) |NSE Trading Member Code: 11094 | BSE Clearing Number: 393 | MSEI Trading Member Code: 30000 | MCX Member Code: 56015 | AMFI Reg No. ARN -13549, PFRDA Reg. 
No - POP 04102015, IRDA Corporate Agent Licence No.-HDF2806925/HDF C000222657 , Research Analyst Reg. No. INH000002475, CIN-U67120MH2000PLC152193.  
 
Disclosure: 
I, Nisha Sankhala, MBA, 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. HSL has no material 
adverse disciplinary history as on the date of publication of this report. 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. 
Research Analyst or his/her relative or HDFC Securities Ltd. does not have any financial interest in the subject company. Also Research Analyst or his relative or HDFC Securities Ltd. or its Associate does not have beneficial ownership 
of 1% or more in the subject company at the end of the month immediately preceding the date of publication of the Research Report. Further Research Analyst or his relative or HDFC Securities Ltd. or its associate does not have any 
material conflict of interest. 
Any holding in stock –No 
HDFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INH000002475. 
 

Disclaimer: 
This report has been prepared by HDFC Securities Ltd and is meant for sole use by the recipient and not for circulation.The information and opinions contained herein have been compiled or arrived at, based upon information 
obtained in good faith from sources believed to be reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy, completeness or 
correctness. All such information and opinions are subject to change without notice. This document is for information purposes only. Descriptions of any company or companies or their securities mentioned herein are not intended 
to be complete and this document is not, and should not be construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments.  
 

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction 
where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject HSL or its affiliates to any registration or licensing requirement within such jurisdiction.  
If this report is inadvertently send or has reached any individual in such country, especially, USA, the same may be ignored and brought to the attention of the sender. This document may not be reproduced, distributed or published 
for any purposes without prior written approval of HSL.  
Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their value or price, or the income derived from them. In addition, investors in 
securities such as ADRs, the values of which are influenced by foreign currencies effectively assume currency risk.  
It should not be considered to be taken as an offer to sell or a solicitation to buy any security. HSL may from time to time solicit from, or perform broking, or other services for, any company mentioned in this mail and/or its 
attachments. 
HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in any other 
transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) 
or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions. 
HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this report, including but not 
restricted to, fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc. 
HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in the report, or may make sell or purchase or other deals in these 
securities from time to time or may deal in other securities of the companies / organizations described in this report. 
 

HSL 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.  
HSL or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from t 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 in the normal course of business. 
HSL 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 HSL nor Research Analysts 
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. HSL may 
have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.  
Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or employee of the subject company. We have not received any compensation/benefits 
from the subject company or third party in connection with the Research Report. 
 

This report is intended for non-Institutional Clients only. The views and opinions expressed in this report may at times be contrary to or not in consonance with those of Institutional Research or PCG Research teams of HDFC 
Securities Ltd. and/or may have different time horizons. 
Disclaimer : HDFC securities Ltd is a financial services intermediary and is engaged as a distributor of financial products & services like Corporate FDs & Bonds, Insurance, MF, NPS, Real Estate services, Loans, NCDs & IPOs in strategic 
distribution partnerships. Investment in securities market are subject to market risks, read all the related documents carefully before investing. Customers need to check products &features before investing since the contours of the 
product rates may change from time to time. HDFC securities Ltd is not liable for any loss or damage of any kind arising out of investments in these products. Investments in Equity, Currency, Futures& Options are subject to market 
risk. Clients should read the Risk Disclosure Document issued by SEBI & relevant exchanges & the T&C on www.hdfcsec.com before investing. Equity SIP is not an approved product of Exchange and any dispute related to this will not 
be dealt at Exchange platform. 


