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LIC Housing Finance delivered a strong performance in Q4FY14 on all
parameters like spreads/NIM expansion, stable business growth, sustained
asset quality, declining provisions and improving profitability. PAT at Rs 3.7 bn
was above estimates largely due to higher than estimated NIIl. The only
disappointment was delay in resolution of developer NPLs. We believe that
there is a further room for NIM expansion and profitability; with limited risks.
Hence we maintain our Buy rating on the stock with a revised PT of Rs 320.

Highlights for Q4FY14

NIM improved by 24 bps QoQ due to decline in cost of funds - NIl grew by 15.7%
YoY to Rs 5.33 bn on the back of advances growth of 17.4% YoY and stable NIM
on a YoY basis at 2.4%. However, on a QoQ basis, NIM improved by 24 bps due to
a 30 bps decline in cost of funds and owing to stable asset quality. Spreads for
Q4FY14 increased by 25 bps QoQ and 3 bps YoY to 1.41%. The management
guided for a gradual NIM improvement in FY15E which will be driven by decline
in bank borrowings (from 24.6% currently to 20%) and a large repricing of assets
in FY16E (Rs 300 bn on repricing largely from Advantage 5).

Retail segment continues to drive advances growth; developer book continues
to moderate — Advances increased by 17.4% YoY to Rs 913 bn largely driven by
strong growth in retail advances (+17.8% YoY); while developer book grew by
4.4% YoY. As against the expectation of pick up in developer portfolio, the
developer book has not gained traction because of the management’s cautious
approach towards the same. The management has guided for a 20% advances
growth in FY15E with a slight change in product mix (90:5:5) for
retail:developer:LAP as against current mix of 93:3:4.

Asset quality remains stable; however developer NPL resolution yet to take
place — Asset quality improved with GNPAs declining by ~ Rs 1 bn to Rs 6.1 bn
and NNPAs declining by ~ Rs 0.9 bn to Rs 3.6 bn. The decline in GNPAs was largely
driven by decline in retail NPLs. Resolution of 1 developer book NPL which was
expected did not materialize in Q4FY14 and the same is expected to be resolved
in the following quarter. Coverage (including standard provisions) improved from
103% in Q3FY14 to 116% in Q4FY14.

Provision reversal on teaser loans improves profitability - In line with
expectations, LICHF reversed provisions of Rs 223 mn on teaser rate loans post
conversion and currently has outstanding provision of Rs 900 mn which will be
reversed in the ensuing quarters.

Outlook & Valuation

We believe LICHF is well poised to deliver stable business growth, healthier
spreads, strong asset quality and lower credit costs. We see earnings growing at a
CAGR of 19.5% over FY14-16E, resulting in an ROA of 1.5%/1.6% for FY15/FY16.
At the CMP, LICHF trades at 1.4x FY16E Adj BV. Given strong earnings visibility
and superior return ratios, we expect the stock to revert to mean valuations. We
maintain our Buy rating with a revised PT of Rs 320 (1.6x FY16E Adj BV).

Please refer to Disclosures and Disclaimers at the end of the Research Report.
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Other Key Ratios

FY14E FY15E FY16E
Pre-prov ROE (%) 264 264 272
Pre-prov ROA (%) 2.1 2.1 2.2
Net Profit (Rs mn) 13,172 15,644 18,952
% growth 28.7 18.8 21.2
EPS (Rs) 26.1 31.0 37.5
Adj BVPS (Rs) 142.2 167.4 198.6
ROE (%) 18.8 19.1 19.6
P/E (x) 10.5 8.8 7.3
Adj P/BV (x) 1.9 1.6 1.4

Source: Phillip Capital India Research
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Q4FY14 Results

Rs mn QA4FY14 Q4FY13 Q3FY14 YoY (%) QoQ (%)
Interest income 24074 20281 23120 18.7 4.1
Interest expenses 18743 15673 18543 19.6 1.1
Net Interest Income 5331 4608 4577 15.7 16.5
NIM (%) 2.40% 2.45% 2.16% -0.1% 0.2%
Other Income 705 466 644 51.3 9.5
Total Income 6037 5074 5221 19.0 15.6
Operating Expenses 1043 946 733 10.3 42.4
Cost/Income (%) 17.3% 18.6% 14.0% -7.3 23.1
Pre Provision Profits 4993 4128 4488 21.0 11.3
Provisions & contingencies -223 -35 -75 537.8 198.6
Profit before tax 5216 4163 4563 25.3 14.3
Provision for taxes 1516 1002 1297 51.3 16.9
% of PBT 29.1 24.1 28.4 20.8 2.2
Profit after tax 3700 3162 3266 17.0 133
EPS 13.3 15.2 14.4 -12.9 -7.8
Advances 913409 778120 864216 17.4 5.7
Disbursements 82974 77250 61296 7.4 35.4
Gross NPAs 6090 4712 7042 29.2 -13.5
Gross NPAs (%) 0.67% 0.61% 0.81% 0.1% -0.1%
Net NPAs 3536 2759 4419 28.1 -20.0
Net NPAs (%) 0.39% 0.36% 0.51% 0.0% -0.1%

Source: Company, PhillipCapital India Research
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Trends in disbursements and advances growth
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Financials

Income Statement

Valuation Ratios

Y/E Mar, Rs mn FY13  FY14E  FY15E  FY16E FY13 FY14E FY15E  FY16E
Interest on individual housing loans 70,414 87,338 99,566 113,505 Earnings and Valuation Ratios
Interest on project loans 4,177 3,395 5,772 9,524 Pre-provision Operating ROAE (%) 23.9 26.4 26.4 27.2
Total Interest earned 74709 90,733 105,337 123,028 ROAE (%) 168 188 191 196
Interest expended 59,246 71,745 82,904 95,406 Pre-provision Operating ROA (%) 2.0 2.1 21 21
Net Interest Income 15,463 18,989 22,433 27,622 RoAB (%) 14 L5 L5 16
Total non interest income 1,880 2,613 2,772 2,969 EPS (Rs.) 203 261 310 37:5
’ ’ ’ ’ Dividend per share (Rs.) 3.8 4.0 4.0 4.2
Total Income 17,343 21,602 25,206 30,591 Book Value (Rs.) 1283 149.2 175.5 208.1
Personnel Expenses 904 1,038 1,246 1,495 Adj BV (Rs.) 122.9 142.2 167.4 198.6
Other Expenses 1,914 2,094 2,330 2,734
Total Op expenses 2,818 3,132 3,576 4,229 Revenue Analysis
Net Inc (Loss) before prov 14,524 18,470 21,630 26,362 Interest income on IBA (%) 10.4 10.4 10.2 10.1
Provision for NPAs 789 93 200 400 Interest cost on IBL (%) 9.5 9.5 9.2 9.0
Net Inc (Loss) before tax 13,736 18,255 21,430 25,962 NIM on IBA / AWF (%) 2.1 2.2 2.2 2.3
Provision for Income Tax 3504 5083 578 7,010 Core fee Inc / AWF (%) 02 01 01 0.1
Net Profit 10,232 13,172 15,644 18,952 Portfolio gains / Total Inc (%) 3.5 6.1 5.2 4.3
Op.Exp / Tl (%) 16.8 15.4 14.9 14.4
Op.Exp / AWF (%) 0.4 0.4 0.3 0.3
Employee exps / Op exps (%) 32.1 33.1 34.8 35.4
Balance Sheet Tax / Pre-tax earnings (%) 25.5 27.8 27.0 27.0
Y/E Mar, Rs mn FY13  FY14E  FY15E  FY16E
Assets Asset Quality
Cash & Bal with RBI 14,656 30,224 34,757 39,971 GNPAs / Gross Adv (%) 06 07 07 07
Loans, Adv & Int accrued 778,127 913,409 1,076,765 1,275,062 NNPAs / Net Adv (%) 04 04 04 04
Investments 1,846 1,993 2,357 2,723 Growth Ratio
Fixed Assets (Net) 624 756 869 956 Loans (%) 23.4 17.4 17.9 18.4
Other assets 7,861 8823 9,800 10,780 Investments (%) (86.6) 3.0 183 15.5
DTA 2,489 2,566 2,822 3,105 Deposits (%) 23.9 20.7 18.7 19.1
Total Assets 805,602 957,770 1,127,370 1,332,596 Net worth (%) 14.1 16.2 17.6 18.6
Net Int Income (%) 10.3 22.8 18.1 23.1
Liabilities Non-fund based income (%) (15.3) 39.0 6.1 7.1
Share capital 1,010 1,010 1,010 1,010 Non-Int Exp (%) 18.9 111 14.2 183
Reserves and Surplus 63803 74,319 87,600 104,071 Profit Before Tax (%) 1.6 329 174 212
Subordinated Debt 30,000 30,000 30,000 30,000 Net profit (%) s 287 188 212
Borrowing 657,641 793,742 942,129 1,121,820 . .
Other liabilities 43,303 47,933 55666 64,330 Capital Adequacy Ratio: 16> 177 166 1>8
’ ’ ’ ’ Tier | (%) 11.5 12.6 12.4 12.2
Provision for contingencies 9844 10,766 10,966 11,366 Internal Capital Generation rate (%) 21.4 23.4 23.4 23.8
Total Liabilities 805,602 957,770 1,127,370 1,332,596 NNPAs to Equity (%) 43 4.7 46 46

Source: Company, PhillipCapital India Research
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Disclosures and Disclaimers

PhillipCapital (India) Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equity Derivatives and Private Client Group. This report has been prepared by
Institutional Equities Group. The views and opinions expressed in this document may or may not match or may be contrary at times with the views, estimates, rating, target price of the
other equity research groups of PhillipCapital (India) Pvt. Ltd.

This report is issued by PhillipCapital (India) Pvt. Ltd. which is regulated by SEBI. PhillipCapital (India) Pvt. Ltd. is a subsidiary of Phillip (Mauritius) Pvt. Ltd. References to "PCIPL" in this report
shall mean PhillipCapital (India) Pvt. Ltd unless otherwise stated. This report is prepared and distributed by PCIPL for information purposes only and neither the information contained herein
nor any opinion expressed should be construed or deemed to be construed as solicitation or as offering advice for the purposes of the purchase or sale of any security, investment or
derivatives. The information and opinions contained in the Report were considered by PCIPL to be valid when published. The report also contains information provided to PCIPL by third
parties. The source of such information will usually be disclosed in the report. Whilst PCIPL has taken all reasonable steps to ensure that this information is correct, PCIPL does not offer any
warranty as to the accuracy or completeness of such information. Any person placing reliance on the report to undertake trading does so entirely at his or her own risk and PCIPL does not
accept any liability as a result. Securities and Derivatives markets may be subject to rapid and unexpected price movements and past performance is not necessarily an indication to future
performance.

This report does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who may receive this report. Investors must
undertake independent analysis with their own legal, tax and financial advisors and reach their own regarding the appropriateness of investing in any securities or investment strategies
discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. In no circumstances it be used or considered as an offer to
sell or a solicitation of any offer to buy or sell the Securities mentioned in it. The information contained in the research reports may have been taken from trade and statistical services and
other sources, which we believe are reliable. PhillipCapital (India) Pvt. Ltd. or any of its group/associate/affiliate companies do not guarantee that such information is accurate or complete
and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research report is subject to all aspects of
these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is available on request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the research analyst’s personal
views about all of the subject issuers and/or securities, that the analyst have no known conflict of interest and no part of the research analyst’s compensation was, is or will be, directly or
indirectly, related to the specific views or recommendations contained in this research report. The Research Analyst certifies that he /she or his / her family members does not own the
stock(s) covered in this research report.

Independence/Conflict: PhillipCapital (India) Pvt. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment banking services from, the
subject issuers in the past twelve (12) months, and PhillipCapital (India) Pvt. Ltd does not anticipate receiving or intend to seek compensation for investment banking services from the
subject issuers in the next three (3) months. PhillipCapital (India) Pvt. Ltd is not a market maker in the securities mentioned in this research report, although it or its employees, directors, or
affiliates may hold either long or short positions in such securities. PhillipCapital (India) Pvt. Ltd may not hold more than 1% of the shares of the company(ies) covered in this report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or particular requirements of any
individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors. Each investor must make its own determination as to the
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