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Disbursement tapered amid liquidity concern but Margin

stabilizes.

3QFY19 Result Update

U LICHF reported a good set of numbers with NIl growth of 42% (IND AS reporting)
backed by AUM growth of 16% YoY due to high growth in project loan portfolio. PAT
growth has been 26%/5% YoY/QoQ.

O NIM declined to 2.33% in 3QFY19 from 2.35% QoQ due to rise in cost of fund. Yield
grew by 21 bps sequentially and cost of funds reported growth of 15 bps sequentially.
Lending rates were hiked by the company by December 2018 by 60 bps and in
January 10bps more were hiked.

O There was inclusion of “Net Loss on Derecognition of Financial Instruments under
Amortized Cost Category” Under IND AS reporting in expense line of the company.
The loss under this segment was reported at Rs 135 Cr against loss of Rs 12 Cr a
year ago while it was Rs 130 Cr in 2Q FY19. Employee expenses grew by 34% YoY
due to new hiring.

O Asset quality deteriorated as Gross NPA in 3QFY19 increased to 1.26% as against
1.20% during last quarter mainly contributed by retail portfolio. However, there was
improvement in assets quality in project loan as management mentioned recovery in 5-
6 accounts which helped the LICHSGFIN in write back of Rs 3 Cr of ECL provisions
during the quarter.

U Loan growth picked-up during the quarter at 16% YoY, which is slightly higher than its
historical average of 15% but growth in individual segment moderated to 8% YoY.
Disbursement growth moderated to 4% YoY due to liquidity pressure.

View and Valuation

LICHF has been very competitive in its product pricing which is at par or even below to
some PSU banks. To tackle the falling spread management raised the PLR by almost 70
bps till January, going ahead we expect yield resetting (up to 93% is in floating rate) &
rising share of non-core high yielding business to provide some cushioning to the
margins. Delinquencies in project segment witnessed some recovery from 5-6 accounts
and management expect some improvement going ahead. However, we remain cautious
on current stress environment related to real estate developer. Loan growth remained
steady at 15-16% range, we were expecting LICHSGFIN to get benefit from ease of
competition from NBFC. Management expects loan growth of 16%+ going ahead.
LICHSGEFIN is currently trading at 1.2x BVPS FY20e. We maintain BUY on the stock with
the target price of Rs 567.

Key Risks to our rating and target
U Further deterioration of asset quality in project loan.

O Lower AUM will hurt NII growth.

KEY FINANCIAL/VALUATIONS FY16 FY17 FY18 FY19E FY20E

NIl 2944 3645 3701 4297 5333

PPP 2710 3237 3301 3561 4441

PAT 1661 1931 1990 2349 2980

NIM % 2.5 2.7 2.4 2.4 2.6

Research Analyst EPS (Rs) 33 38 39 47 59
DEEPAK KUMAR EPS growth (%) 19.8 16.3 3.0 18 27
Deepak.kumar@narnolia.com ROE (%) 19.6 19.1 16.7 16.1 16.8
+91-22-62701205 ROA (%) 1.4 1.4 1.2 1.3 1.4

Anu Gupta BV 181 219 251 326 376
Anu.gupta@narnolia.com P/B (X) 2.7 2.8 21 1.4 1.2
+91-22-62701226 P/E (x) 15.0 16.2 13.6 9.7 7.6

The views expressed above accurately reflect the personal views of the authors about the subject companies and its(their) securities. The authors have not and will
not receive any compensation for providing a specific recommendation or view. Narnolia Financial Advisors Ltd. does and seeks to do business with companies
covered in its research reports. As a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity of this report.
Investors should consider this report as only a single factor in making their investment decision.

Please refer to the Disclaimers at WWW.Narnolia.com
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LICHSGFIN

3QFY 19 Results

Below expectation Muted Disbursement Growth

Financials 3QFY18 4QFY18 1QFY19 2QFY19 3QFY19 VYoY% QoQ%  FY17  FY18 YoY%
Interest Inc. 3,587 3,847 4,034 4,188  4,414| 23.1%  5.4% 13,877 14,826 6.8%
Interest Exp. 2,823 2,843 3,025 3,138  3,330| 18.0%  6.1% 10,231 11,125 8.7%
NIl 764 1,004 1,009 1,049  1,084| 42.0%  3.3% 3,645  3,701| 1.5%
Other Income 39 87 25 21 25| -36.0%  21.7% 204 247| 21.3%
Total Income 803 1,091 1,034 1,070  1,109| 38.2%  3.7% 3,942 4,061| 3.0%
Ope Exp. 105 224 85 235 253| 140.2%  7.8% 612 648 | 5.8%
PPP 698 867 949 835 856 | 22.8%  2.6% 3,237 3,301 2.0%
Provisions (20) 28 161 89 (3)] -0.8465 -1.0351 281 239| -15.1%
PBT 718 839 788 746 860| 19.7%  15.3% 2,956  3,062| 3.6%
Tax 243 299 220 172 263| 8% 52.9% 1,025 1,072 4.6%
Net Profit 475 539 567 574 596 | 25.5%  4.0% 1,931 1,990 3%

NIM pressure stabilizes

NIl grew at a high rate of 42% YoY mainly on account of IND AS adjustments. NIM declined by
only 2 bps QoQ to 2.33% due to rise in cost of fund. Overall yield improved sequentially by 21
bps to 10.45% in 3QFY19. Cost of fund also increased sequentially by 15 bps to 8.45%. The
incremental yield on assets stands at 9.95% and Cost of funds stands at 8.38% for 9MFY19.
The yield on advances for retail loan stands at 10.25% and for project loan stands at 13.45% for
3QFY19. Management increased PLR by 70 bps YTD which will increase the yield going ahead
as 90% of the book is now at floating rate..

Loan book growth remain steady

Loan growth picked-up during the quarter at 16% YoY, which is slightly higher than its historical
average of 15%. Individual loan portfolio grew by 8% YoY. Project/Developer loan book grew by
84% YoY, while LAP portfolio grew by 46% YoY. Disbursement growth has been lower at 4%
YoY led by de-growth in individual loan portfolio YoY and on QoQ basis total disbursement
declined by 10% in 3QFY19. The management expects 16% portfolio growth in 4QFY19. Home
Loan disbursement is expected to be at around Rs 11000-12000 Cr in 4QFY19.

Asset Quality remained stable.

Asset quality deteriorated marginally as GNPA increased by 6 bps QoQ to 1.26% mainly
contributed by retail portfolio and delayed repayment of the loans. NNPA stands at 0.85% in
3QFY19. Slippages in the retail segment in 3QFY19 have been from the 2-3-year-old loans and
more of delayed repayments. NPAs in corporate segment decreased sequentially in 3QFY19
mainly due to the recoveries in 5-6 small account amounting to Rs 60 Cr. As per the
management, in developer book there is no default expected going ahead. PCR as per NHB
norms stands at 65% for 3QFY19 against 90% a year back.

Concall Highlights

» NIM declined to 2.33% in 3QFY19 from 2.35% QoQ mainly on the account of high asset
growth in the company. The incremental yield on assets stands at 9.95% and Cost of funds
stands at 8.38% for 9MFY19. The yield on advances for retail loan stands at 10.25% and for
project loan stands at 13.45% for 3QFY19. The weighted average cost of funds for the
company was increased by 15 bps in 9MFY19 as against the same period last which was
successfully passed to the customers. Lending rates were hiked by the company by
December 2018 by 60 bps and in January 10bps more were hiked.

> Instead of all the volatile environment and NBFC crisis the company was able to access
all the revenues in 3QFY19.

» Loan growth has been muted for this quarter; the management expects 16% portfolio
growth in 4QFY19. Home Loan disbursement is expected to be at around Rs 11000-
12000 Cr in 4QFY19.

» Total disbursement for 3QFY19 stands at Rs 12778 Cr ,among which Rs 9170 Cr of
Home loan and Rs 1238 Cr for LAP i.e. Loan Against Property.

Narnolia Financial Advisors Ltd.
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Concall Highlights

» The floating rate assets are in excess of 80%.

» Builder loans are only the SPV level loan, from which 95% would be residential and the rest
would be the commercial one.

» The borrowing mix of the company includes Rs 20000 Cr via NCD,Rs 9000 Cr via
Commercial Paper and Rs 1000 Cr via public deposit in 3QFY19.Commercial paper
declined to 5% in 3QFY19.Borrowings were at the bank rate of MCLR+0% spread(8.4-8.5%)
and bond rate at 8.5-8.8%.In 4QFY19 borrowings are expected to be more on the retail
deposits side ,the company is also hopeful of ECB with banks in 4QFY19 or by first quarter
of FY20.Total borrowings repaid in 3QFY19 stands at Rs 15000-18000 Cr.

» Gross NPA in 3QFY19 increased to 1.26% as against 0.87% during same period last year
mainly contributed by retail portfolio. Modification of loan is at Rs 15978 Cr.

» ECL provision has declined in 3QF1Y9 as there was a reversal of Rs 3.14 Cr on this. NPAs
in corporate segment decreased QoQ in 3QFY19 mainly due to the recoveries in 5-6 small
account amounting to Rs 60 Cr. As per the management, in developer book there is no
default expected going ahead.

» Slippages in the retail segment in 3QFY19 have been from the 2-3 year old loans and
more of delayed repayments.

» Around 300 additional employees were recruited in 3QFY19.

» The management expects the current environment to allow the company to increase
its market share in the long run.

Narnolia Financial Advisors Ltd.
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Profitability Matrix

1QFY18 2QFY18 3QFY18 4QFY18 1QFY19 2QFY19 3QFY19 |YoY(+/-) QoQ (+/-

/I Ratio % 9.6 11.6 13.1 20.5 8.2 21.9 22.8| 9.68 0.86
Empl. Cost/ Tot. Exp. % 58.4 453 49.0 28.1 56.5 24.4 27.4| -21.61  3.03
Other Exp/Tot. Exp.% 39.0 28.1 41.4 70.7 35.7 71.8 70.1| 28.63 -1.75
Provision/PPP % 23.8 26.0 (2.9) 3.2 17.0 10.7 (0.4)] 257  -11.07
Tax Rate % 26.7 19.7 33.8 35.7 28.0 23.1 30.6| -3.20 7.54
Int Exp./Int Inc. (%) 74.6 74.3 78.7 73.9 75.0 74.9 75.4| -3.27  0.49
Other Inc./NII % 33 1.6 5.1 8.7 2.5 2.0 23| -2.82 0.35
PPP/ Net Income % 90.4 88.4 86.9 79.5 91.8 78.1 772| -9.68  -0.86
PAT/ Net Income % 50.5 52.5 59.2 49.4 54.9 53.6 53.8| -5.42 0.14
NIl Growth % (YoY) 11.5 113 (16.6) (3.5) 9.7 8.9 420| 5856  33.09
PPP Growth YoY % 16.0 9.4  (14.0) (3.2) 10.5 (3.4) 228| 3676  26.23
PAT Growth % 17.6 3.9 (4.8) 1.9 18.3 11.6 255 3036  13.90

Margin Performance

Margin % 1QFY18 2QFY18 3QFY18 4QFY18 1QFY19 2QFY19 3QFY19 |YoY (+/-) QoQ (+/-
Overall Yield 10.3 10.1 10.2 9.9 10.0 10.0 10.2]| o0.02 0.15
Cost of Funds 8.5 8.4 8.3 8.3 8.3 8.3 85| 0.13 0.15
Spreads(Cal) 1.6 1.4 1.6 1.6 1.5 1.5 14| -0.20 -0.03
NIM Reported. 2.5 2.4 2.3 2.5 2.3 2.4 23| o.00 -0.02
Exhibit: Yield and Cost Exhibit: Net Interest Margin
Yield improved and cost of fund remained stable. NIM improved marginally.
m Overall Yield%  ® Overall Cost of Fund % NIM % Reported

e MM % Reported

103 101 102 g9 100 100 102

3.0
2.8

.——-—"‘\2'5 24 23 23 53 24 23

K -/ v/ < 3 7 < X 3 -7 7 < 3 > < K
0 o) (s) Q ©) (e) Q Q 0, Q Q o)
9y 0y, O, Vo, Ty, Qg 0y, 0, Y o R g e R e ke %

Asset & Borrowings Growth Trend
3QFY17 4QFY17 1QFY18 2QFY18 3QFY18 4QFY18 1QFY19 2QFY19 3QFY19

Disbursements 9684 15192 8699 10983 12293 17402 9594 14272 12778
Growth YoY % 15 15 15 20 27 15 10 30 4
AUM 135366 144534 147051 151417 156176 166363 168652 175953 181698
Growth YoY % 15 15 15 16 15 15 15 16 16
Borrowings 119428 126335 129163 133622 137629 145339 147735 154451 160291
Growth YoY % 15 14 14 15 15 15 14 16 16

Asset Composition

Individual Loan Portfolio % 86 84 83 83 83 81 79 78 77
LAP % 10 13 13 13 13 14 16 16 17
Project/Developer loan 3 4 4 4 4 5 5 6 6

Narnolia Financial Advisors Ltd.
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Exhibit: AUM Growth % Exhibit: Disbursement Growth %
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Borrowing Mix

3QFY17 4QFY17 1QFY18 2QFY18 3QFY18 4QFY18 1QFY19 2QFY19 3QFY19

Debenture and Securities 81 79 79 79 78 79 74 68 74
Bank Loans 9 9 9 9 10 10 12 16 14
Public Deposits 4 5 5 5 5 5 5 4 5
Others 6 7 7 7 7 6 9 12 7

Disbursement Break up

3QFY17 4QFv17 1QFY18 2QFvy18 3QFY18 4QFY18 1QFY19 2QFY19 3QFY19

Core Home Loans 72 62 77 77 75 62 76 63 72
Lap 17 30 19 17 17 25 15 16 18
Corporate Loam 12 8 5 5 8 13 9 21 10
Total 100 100 100 100 100 100 100 100 100

Asset Quality

3QFY17 4QFY17 1QFY18 2QFY18 3QFY18 4QFY18 1QFY19 2QFY19 3QFY19

GNPA (Rs in Cr) 759 627 1,059 1,303 1,421 1,304 2,041 2,235 2,271

GNPA % 0.56 0.43 0.72 0.86 0.91 0.78 1.21 1.27 1.25

NNPA (Rs in Cr) 361 205 565 530 607 712 1,388 1,065 723

NNPA % 0.27 0.14 0.39 0.35 0.39 0.43 0.83 0.61 0.40

Specific PCR % 128.0 166.0 67.5 71.8 61.2 96.0 44.9 70 68
Exhibit: Asset Quality Exhibit: Share of Individual and non core assets
Asset quality reamined weak.

e GNPA % e NNPA % B Individual Home Loan % B Non-core assets %
12 13 1.3
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Financial Details

Balance Sheet

Y/E March FY13 FY14 FY15 FY16 FY17 FY18 FY19E FY20E
Share Capital 101 101 101 101 101 101 101 101
>> Equity Capital 101 101 101 101 101 101 101 101
>> Preference Capital 0 0 0 0 0 0 0 0
Reserves & Surplus 6380 7432 7717 9045 10976 12590 16341 18873
Networth 6481 7533 7818 9146 11077 12691 16442 18974
Change (%) 14 16 4 17 21 15 30 15
Total Borrowings 68764 82036 96547 110936 126335 145339 167822 193011
Change (%) 23 19 18 15 14 15 15 15
Provisions 985 1077 1070 1267 1139 1376 1141 1293
Other Liabilities 4330 5132 7110 9149 12349 12446 12222 12117
Total Liabilities 80560 95777 112545 130498 150901 171852 197628 225395
Investments 185 199 237 277 528 987 1135 1294
Loans 77813 91341 108361 125173 144534 166363 191317 218102
Change (%) 23 17 19 16 15 15 15 14
Fixed Assets 62 76 80 92 97 97 107 118
Other Assets 1035 1139 934 1029 1280 1452 1643 1853
Cash Balances 1466 3022 2933 3927 4462 2953 3425 4029
Total Assets 80560 95777 112545 130498 150901 171852 197628 225395

Income Statement

Y/E March FY13 FY14 FY15 FY16 FY17 FY18 FY19E FY20E
Interest income 7,459 9,073 10,547 12,251 13,877 14,826 17,285 20,584
Interest expended 5,925 7,174 8,310 9,307 10,231 11,125 12,987 15,251
Net Interest Income 1,534 1,899 2,236 2,944 3,645 3,701 4,297 5,333
Change (%) 10 24 18 32 24 2 16 24
Other Income 200 261 252 235 204 247 107 267
Change (%) (14) 31 (4) (7) (13) 21 (57) 149
Total Net Income 1,734 2,160 2,488 3,179 3,849 3,948 4,404 5,599
Change (%) 7 25 15 28 21 3 12 27
Operating Expenses 282 313 379 469 612 648 844 1,158
Change (%) 19 11 21 24 31 6 30 37
>> Employee Expenses 90 104 129 150 246 218 249 337
Change (%) 25 15 25 16 63 (11) 14 35
>>Other Expenses 191 209 250 318 366 430 595 821
Pre-provisioning Profit 1,452 1,847 2,109 2,710 3,237 3,301 3,561 4,441
Change (%) 5 27 14 28 19 2 8 25
Provisions 79 21 7 146 281 239 294 302
Change (%) (49) (73) (65) 1,920 92 (15) 23 3
PBT 1,374 1,826 2,102 2,564 2,956 3,062 3,267 4,139
Tax 350 508 716 903 1,025 1,072 918 1,159
Profit After Tax 1,023 1,318 1,386 1,661 1,931 1,990 2,349 2,980
Change (%) 12 29 5 20 16 3 18 27
Adjusted Profit After Tax 1,023 1,318 1,386 1,661 1,931 1,990 2,349 2,980
Change (%) 12 29 5 20 16 3 18 27

Narnolia Financial Advisors Ltd.
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Financial Details

Key Ratios

Y/E March FY13 FY14 FY15 FY16 FY17 FY18 FY19E FY20E
Balance Sheet Metrics

AUM 77813 91341 108361 125173 144534 166363 191317 218102
>> Off-Book AUM 0 0 0 0 0 0 0 0
AUM Growth (%) 234 17.4 18.6 15.5 15.5 15.1 15.0 14.0

Borrowing Growth (%) 22.6 19.3 17.7 14.9 13.9 15.0 15.5 15.0

Loan/Borrowing Ratio 11 11 11 11 11 11 11 11
Disbursement (Rs Cr) 24359 25271 30326 36273 41541 49385 56753 66234
Disbursement Growth (%) 20 20 20 20 15 19 15 17
CRAR (%) 17 16 15 17 16 15 18 18
>> Tier 1 (%) 11.5 12.2 11.8 13.9 13.4 13.1 15.6 15.8

>> Tier 2 (%) 5.0 4.2 3.5 3.2 2.3 2.4 2.1 2.1
Debt/Equity (x) 10.6 10.9 12.3 121 11.4 115 10.2 10.2

Assets Quality Metrics

Gross NPA (Rs) 471 609 495 568 627 1,304 2,391 2,835
Gross NPA (%) 0.6 0.7 0.5 0.5 0.4 0.8 13 13
Net NPA (Rs) 276 354 234 270 205 712 1,746 1,701
Net NPA (%) 0.4 0.4 0.2 0.2 0.1 0.4 0.9 0.8
Provision Coverage (%) 41 42 53 52 67 45 27 40
Provision/Average Advances (%) 0.1 0.0 0.0 0.1 0.2 0.2 0.2 0.1

Margin Metrics

Yield On Advances (%) 10.6 10.7 10.6 10.5 10.3 9.5 9.7 10.1
Cost Of Funds (%) 9.5 9.5 9.3 9.0 8.6 8.2 8.3 8.5
Spread (%) 11 1.2 1.3 1.5 1.7 13 1.4 1.6
NIM on AUM (%) 2.2 2.2 2.2 2.5 2.7 24 24 2.6

Profitability & Effeciency Metrics

Int. Expended/Int.Earned (%) 79.4 79.1 78.8 76.0 73.7 75.0 75.1 74.1
Other Income/NiIl (%) 13.0 13.8 11.3 8.0 5.6 6.7 2.5 5.0
Operating Profit/ Net Income (%) 83.7 85.5 84.8 85.3 84.1 83.6 80.8 79.3
Net Profit/Net Income (%) 590 610 557 522 50.2 504 533 53.2
Cost to Income (%) 16.3 14.5 15.2 14.7 15.9 16.4 19.2 20.7
Employee Exp/ Net Income (%) 5.2 4.8 5.2 4.7 6.4 5.5 5.7 6.0
Cost on Average Assets (%) 0.4 0.4 0.4 0.4 0.4 0.4 0.5 0.5
Provisions/PPP (%) 5.4 1.1 0.3 5.4 8.7 7.2 8.3 6.8
Tax Rate (%) 25.5 27.8 34.1 35.2 34.7 35.0 28.1 28.0

Valuation Ratio Metrics

EPS (Rs) 20 26 27 33 38 39 47 59

Change (%) 11.9 28.8 5.2 19.8 16.3 3.0 18.1 26.9
ROAE (%) 16.8 18.8 18.1 19.6 19.1 16.7 16.1 16.8
ROAA (%) 1.4 15 13 14 1.4 1.2 13 14
Dividend Payout (%) 18.7 17.2 18.2 16.7 16.2 17.2 15.9 13.5
Dividend yield (%) 1.5 2.1 1.4 1.2 1.2 13 1.6 1.8
Dividend Per Share 3.8 4.5 5.0 5.5 6.2 6.8 7.4 8.0
Book Value (Rs) 128 149 155 181 219 251 326 376

Change (%) 14.1 16.2 3.8 17.0 21.1 14.6 29.6 15.4
P/B (X) 1.7 1.6 2.8 2.7 2.8 2.1 1.4 1.2
P/E (X) 11.0 9.0 15.9 15.0 16.2 13.6 9.7 7.6
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Financial Details

Exhibit: DuPont Analysis

FY14 FY15 FY16 FY17 FY18 FY19E FY20E

Interest Income 10.3 10.1 10.1 9.9 9.2 9.4 9.7
Interest expended 8.1 8.0 7.7 7.3 6.9 7.0 7.2
Net Interest Income 2.2 2.1 2.4 2.6 23 23 25
Non-Fund Based Income 0.3 0.2 0.2 0.1 0.2 0.1 0.1
Total Income 2.5 24 2.6 2.7 24 24 2.6
Total Operating Expenses 0.4 0.4 0.4 0.4 0.4 0.5 0.5
>> Employee Expenses 0.1 0.1 0.1 0.2 0.1 0.1 0.2
>> Other Expenses 0.2 0.2 0.3 0.3 0.3 0.3 0.4
Operating Profit 2.1 2.0 2.2 2.3 2.0 1.9 2.1
Provisions 0.0 0.0 0.1 0.2 0.1 0.2 0.1
Others - - - - - - -

PBT 2.1 2.0 2.1 2.1 1.9 1.8 2.0
Tax 0.6 0.7 0.7 0.7 0.7 0.5 0.5

PAT/RoAA 1.5 1.3 1.4 1.4 1.2 1.3 14
Equity Multiplier (x) 12.6 13.6 14.3 13.9 13.6 12.7 11.9
ROAE 18.8 18.1 19.6 19.1 16.7 16.1 16.8

Narnolia Financial Advisors Ltd.
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