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Stock Update
Mixed results, asset quality warrants caution

(%) 1m 3m 6m 12m

Absolute -10.8 5.2 12.5 -6.1

Relative to Sensex -11.0 -1.7 0.7 -16.4

LIC Housing Finance

Reco: Hold  |  CMP: Rs485

Key points

 �  Mixed operating performance: During 
Q4FY2019, LIC Housing Finance (LICHF) posted 
mixed results, where, on one hand, it posted 
healthy topline and operating profit growth 
and, on the other, there was niggle of the asset 
quality deteriorating sequentially. 

During the quarter, net interest income (NII) 
grew by 21.6% y-o-y to Rs. 1,222.5 crore, mainly 
driven by strong loan growth and some margin 
expansion on a y-o-y basis as the housing 
finance company (HFC) demonstrated its ability 
to pass on interest rates, despite stiff competition 
for retail term deposits. 

Margins of LICHF improved at 2.54%, up 10 BPS 
y-o-y and 21 BPS q-o-q. Management has guided 
for largely stable margins for FY2020E. Notably, 
the strong topline performance helped steady 
the cost-to-income (improved by 33.7% q-o-q). 
However, provisions for the quarter increased 
by 68% y-o-y, which resulted in PAT of Rs. 693.6 
crore, which grew by 16.5% y-o-y.

 �  Outlook: LICHF has maintained healthy loan 
growth traction in Q4FY2019, largely driven by 
growth in project loans. The housing credit off-
take is expected to improve, with factors such as 
stabilised regulations (RERA and GST) as well 
as time correction and lower borrowing costs 
leading to increased affordability for housing 
among buyers. Management has guided for 
loan growth of ~15% for FY2020, which appears 
achievable; and we expect fair probability 
of upward risks to the guidance. We believe 
considering the present scenario, caution is 
warranted, especially in the exposure in the 
developer loan segment. Hence, it may be a 
near-term overhang for the stock. 

 �  Valuation: Despite modest valuations at present, 
at 1.2x FY2021E BV, the overhang of rising 
developer book proportion, limited scope of 
ROA expansion, increasing risk of delinquencies 
in the real estate segment and modest growth 
outlook indicate that there may be limited 
upsides for the stock. Hence, we downgrade our 
recommendation to Hold with a revised price 
target (PT) of Rs. 550.

 �  Decent loan growth, but developer segment rise 
warrants caution: During Q4FY2019, advances 
growth was moderate and loan book grew by 
16.2% y-o-y, largely in line with the range since 
the past 4-5 quarters. However, that said, loan 
growth was driven by 61.1% y-o-y rise in project 
loans and only 13.9% y-o-y rise in individual 
loans. While we believe that the developer 
segment (6.75% of total loan book) exposure is 
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a key monitorable, we expect individual loan 
momentum to normalise in the medium term. 
Management indicated that there was good 
traction from the affordable housing segment 
(PMAY) during the quarter. 

Overall disbursements were, however, muted in 
Q4FY2019, with growth of 7.2% y-o-y, notably, 
disbursements of project loans witnessed a 
decline of 10.4% y-o-y (Rs. 2,031 crore versus Rs. 
2,266 crore y-o-y), which was due to base effect, 
as this category is more lumpy in disbursals. In 
contrast, individual loan disbursements were 
up by 9.8% y-o-y. For FY2019, disbursement 
in developer loans was Rs. 7,000 crore and 
management aims for Rs. 8,000 crore-9,000 
crore disbursement in FY2020E. Developer 
loans now form 6.8% of the overall book, as 
compared to 6.3% in Q3FY2019. 

We believe the quality of growth is important 
for HFCs, which generally have thinner 
margins compared to other banks and NBFCs. 
Hence, rise in share of the developer segment, 

which historically has been a pain point for 
LICHF, should be viewed with caution. While 
management has maintained its stance of 
selective exposure to this category, rise in 
asset stress may affect valuations significantly. 
Management has guided for loan growth of 15-
16% in FY2020E, which we believe is achievable.

 �  Deterioration in asset-quality performance: 
Asset quality deteriorated largely due to 
aging (from stage 2 to stage 3) as Gross Stage 
3 assets stood at 1.58% versus 1.25% q-o-q. 
There were 2-3 accounts that turned into NPA 
during the quarter. Management has guided 
for improvement in asset quality in the medium 
term, aided by set-up of a separate team, re-
alignment of activities and focus on recoveries. 
Notably, in north central, south eastern and 
east central regions of India, NPAs have come 
down. While overall Stage 3 assets have a low 
base, we believe for HFCs, liquidity as well as 
asset quality becomes a crucial monitorable, 
especially at present times and a deviation may 
reflect in valuations.

Results Rs cr

Particulars Q4FY19 Q4FY18 YoY % Q3FY19 QoQ %  

Revenue from operations 4620.6 3854.8 19.9 4414.2 4.7

Interest expense 3398.1 2849.5 19.3 3329.9 2.0

NII 1222.5 1005.4 21.6 1084.3 12.8

Other Income 34.5 32.7 5.5 25.1 37.7

Net Total Income 1257.0 1038.1 21.1 1109.3 13.3

Employee expenses 73.4 65.6 11.9 69.3 6.0

Other expenses 94.3 97.5 -3.3 183.6 -48.7

Total Operating expenses 167.6 163.0 2.8 252.9 -33.7

Pre-Provisioning Profit 1089.4 875.0 24.5 856.4 27.2

Provisions 103.2 61.4 68.0 -3.1 -3385.0

PBT 986.2 813.6 21.2 859.6 14.7

Tax 292.7 219.3 33.5 263.3 11.2

PAT 693.6 594.3 16.7 596.3 16.3

Key Items

Loan Book (Rs Cr)  194,646  167,467 16.2  181,698 7.1

Stage 3 asset (%) 1.58 0.81 77 bps 1.25 33 bps

NIM (%)  2.54  2.44 10 bps  2.33 21 bps

Valuations Rs cr

Particulars FY17 FY18 FY19 FY20E FY21E

Net interest income 3,694.0 3,835.0 4,350.1 5,652.3 6,950.4

Net profit 1,931.1 1,989.6 2,431.0 2,883.9 3,567.5

EPS (Rs) 38.2 39.4 48.1 57.1 70.6

EPS growth (%) 16.3 3.0 22.2 18.6 23.7

P/E (x) 12.7 12.3 10.1 8.5 6.9

Book value (Rs/share) 219.4 251.3 322.0 337.0 394.5

P/BV (x) 2.2 1.9 1.5 1.4 1.2

RoAE (%) 19.1 16.7 16.8 17.3 19.3

RoAA (%) 1.7 1.6 1.5 1.5 1.8
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