Stock Update

Attractive valuations allow for margin of safety

LIC Housing Finance
Reco: Buy | CMP: Rs512

Company details

Price target: Rs590
Market cap: Rs 25,836 cr
52-week high/low: Rs583 /387
NSE volume: (No of shares) 21.5 lakh
BSE code: 500253
NSE code: LICHSGFIN
Sharekhan code: LICHSGFIN
Free float: (No of shares) 3012 cr
Shareholding pattern
Promoter
40.3%
Public
59.7%
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Price performance

Absolute 14.2 9.3 5.8 -0.4

Relative to Sensex 10.0 41 59 -1.2
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Key points

NBFC liquidity scenario has improved: The
liquidity crisis (seen in Q2FY2019) has now
normalised significantly. Moreover, various
steps (OMO operations and raising refinance
limits) by the Reserve Bank of India (RBI) and
the government to ease liquidity pressure have
also helped contain and alleviate the problem.

To allow additional access to funding for the
NBFC sector in wake of the recent crisis, the
RBI relaxed norms for NBFCs to securitise their
loan books; banks were also allowed to provide
partial credit enhancement (PCE) to bonds
issued by NBFC-ND (systemically important
non-deposit taking NBFCs) and housing finance
companies (HFCs). Such measures helped
companies to access funds from the bond
market. Consequently, although the borrowing
rate has climbed higher compared to that a
few months ago, funds for strong players are
available.

LICHF, an HFC, enjoys high ratings (of AAA
stable by leading rating agencies), and by virtue
of its strong parent, has been able to maintain
its cost of funds well (NIMs stable sequentially
despite the recent flare up seen with several
other peers), which is an important factor in
favour of its long-term sustainability.

Valuations suggest asset-quality caution
is likely overdone: LICHF has maintained
robust loan growth traction of ¥16% y-o-y over
Q3FY2019, which was better as compared to
prior periods in FY2019. Still, the developer
loan segment (LICHF has “6% of total loans
exposure to the developer segment), which
had led the growth, continues to be a cause for
concern. Not only due to its own challenges, this
segment, historically too, has been a pain point
for LICHF. Consequently, the present valuations
of LICHF are reflecting the worries on asset
quality. Presently, LICHF’s P/BV valuations are
at a significant discount as compared to its
historical long term one-year forward average
P/BV valuations, which give us reason to believe
that, with fundamentals being largely same, the
present valuations are more likely to see mean
reversion as sentiment normalises.

Outlook: LICHF has maintained robust loan
growth traction in Q3FY2019 (fastest in the past
12 quarters), 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
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to increased affordability for housing among
buyers. Although its overall disbursements were
muted in Q3FY2019, we believe improvement in
market conditions and government’s focus on
affordable housing and support provided to this
segment will lead to pickup in disbursements
going ahead. Management has guided for
improved growth in the near term. Loan growth
guidance of "15% for FY2019 and FY2020
also appears achievable; and we expect fair
probability of upward risks to the guidance.

Hence, despite continued challenges to the
developer segment, we believe, while the
negatives are largely reflected in the price, the
fundamental positives for the HFC are not being
adequately reflected.

*

We believe the present valuation discount
indicates that the market is not adequately
factoring in the positives for the HFC, such as
the low base of NPAs, attractive return ratios
of (9MFY2019 RoE ™17% and RoA 1+%) and
improved growth outlook, which are some
positives that are in favour of LICHF’s near-term
performance. Thus, we believe valuations make
the risk reward favourable in case of LICHF at
present.

Valuation: LICHF currently trades at valuations
of ™1.5x its FY2020E book value, which
we find attractive. Thus, we upgrade our
recommendation on the stock to Buy with a
revised price target (PT) of Rs. 590.

Valuation Rs cr
Particulars | FY17 | FY18 | FY19E | FY20E | FY21E
Net interest income 3,694.0 3,781.2 4711.0 5,659.4 6,9817
Net profit 1,9311 1,989.5 2,386.9 2,856.6 3,547.3
EPS (Rs) 38.2 39.4 473 56.6 70.2
EPS growth (%) 163 30 20.0 197 24.2
P/E (x) 13.4 13.0 10.8 91 73
Book value (Rs/share) 219.4 251.3 28938 33538 393.0
P/BV (x) 23 2.0 18 15 13
Adj book value (Rs/share) 214.4 2457 2836 3289 385.2
P/ABV (x) 2.4 21 18 16 13
ROAE (%) 191 167 175 181 193
ROAA (%) 17 16 16 16 17

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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