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Inherent strength stays; value unlocking seen 

HDFC Ltd is the first specialised housing finance company (HFC) and also 

the largest with an outstanding loan book of | 312978 crore. The 

conglomerate has a presence and superior position in growing financial 

business segments like insurance, both life and general, asset 

management and banking apart from its own core housing loan 

leadership business. 

Play on housing loan both retail & institutional, with good margins 

HDFC Ltd’s outstanding loan book was at | 312978 crore as on Q1FY18 of 

which individual loans accounted for ~69% while the corporate 

proportion has declined to ~30% from highs of 36% in FY12 led by 

strong individual home loan growth. HDFC has witnessed healthy traction 

of 18% CAGR in the past four years vs. 16% industry CAGR mainly driven 

by individual loans. It has maintained its leading position despite a 

challenging macro environment. This is owing to its unique strengths 

such as a strong franchise, brand pedigree, in-house model, large 

network and a dedicated business. Factoring the RERA benefit, we believe 

the corporate loans segment may see an uptick. Going ahead, owing to 

enhanced competition in individual loans, we expect total loan growth of 

16.2% CAGR in FY17-19E to | 399035 crore. We expect NIMs (calculated) 

to stay broadly stable at ~3.2% with reported spreads maintained close 

to ~2.2%. 

HDFC has one of the best asset quality parameters in the industry with nil 

NNPA. Its GNPA as on Q1FY18 was 1.12% with provision coverage ratio 

maintained at 100%. 

Healthy performance of subsidiaries adding to consolidated level  

Consolidated profits for FY17 were at | 11051 crore, with subsidiaries 

contributing 33%. We expect insurance subsidiaries to start generating 

better profitability ahead. Even consolidated RoEs have been healthy at 

~20% with RoA at 2.5%. 

Upgrade valuations of insurance, AMC, Bank, re-iterate BUY 

HDFC has commanded premium valuations over the years due to its 

consistent track record in earnings. Return ratios have remained healthy 

across economic cycles with RoE >20% & RoA ~2.2-2.3%. We expect 

PAT CAGR of ~11.9% in FY17-19E and loan CAGR of 16.2%. We value 

the standalone business at 3.5x ABV. Based on recent life insurance IPOs 

at 3.8-4.2x tailing EV, we upgrade HDFC life valuation to 3.6x forward EV 

(4.2x trailing). IPOs expected in asset management industry, lead to 

revised valuations for HDFC AMC business to 8% of AUM from 6% 

earlier. We revise our SOTP based target price higher to | 2056/share 

from | 1910. We reiterate our BUY recommendation on the stock. 

 

Exhibit 1: SOTP valuation 

Business Segment Basis of valuation HDFC's stake (%)  |/share

HDFC Ltd 3.5x FY19E Core Mortgage ABV 100 982

HDFC Bank 4.5x FY19E ABV  / 22x FY19 EPS 21.2 666

HDFC AMC 8% of MF AUM 60 112

HDFC Std. Life 3.6x FY19E Embedded Value 61.5 202

HDFC ERGO 15x FY19E PAT 50.8 21

GRUH Finance Market cap 58.5 72

Value per share of HDFC 2,056
 

Source: Company, ICICIdirect.com Research 
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Rating matrix 

Rating Buy

Target | 2056

Target Period 12 months

Potential Upside 17%

 

Key Financials – HDFC Ltd 

| crore FY16 FY17 FY18E FY19E

NII           8,388           9,510         10,734         12,357 

PPP         10,823         11,427         12,579         14,212 

PAT           7,093           7,443           8,203           9,325 
 

 

Stock data- HDFC Ltd 

Market Capitalisation  | 277546 crore 

GNPA (Q1FY18)   | 3513 crore 

NNPA (Q1FY18)  Nil 

NIM (Q1FY18) (reported)                                      4.00 

52 week H/L  1802 /1185 

Networth (Eq+Res)  | 39404 crore 

Face value  | 2 

DII Holding (%)                                      11.4 

FII Holding (%)                                      77.5 
 

 

Financial and valuation summary 

Financial Performance FY16 FY17 FY18E FY19E

NII (| crore) 8388 9510 10734 12357

PPP (| crore) 10823 11427 12579 14212

PAT (| crore) 7093 7443 8203 9325

EPS(|) 45            47            52            59            

P/E (x) 38.9 37.3 33.8 29.8

P/ABV (x) 8.1 7.5 6.8 6.1

RoA (%) 2.6 2.4 2.3 2.3

RoE (%) 21.8 21.0 21.1 21.6
 

 

Price Chart – HDFC 
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RATING RATIONALE 

ICICIdirect.com endeavours to provide objective opinions and recommendations. ICICIdirect.com assigns 

ratings to its stocks according to their notional target price vs. current market price and then categorises them 

as Strong Buy, Buy, Hold and Sell. The performance horizon is two years unless specified and the notional 

target price is defined as the analysts' valuation for a stock. 

 

Strong Buy: >15%/20% for large caps/midcaps, respectively, with high conviction; 

Buy: >10%/15% for large caps/midcaps, respectively; 

Hold: Up to +/-10%; 

Sell: -10% or more; 
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 ANALYST CERTIFICATION  

We /I, Kajal Gandhi, CA, Vasant Lohiya, CA and Vishal Narnolia, MBA, Research Analysts, 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. 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.   

Terms & conditions and other disclosures: 

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products. ICICI Securities 

Limited is a Sebi registered Research Analyst with Sebi Registration Number – INH000000990. ICICI Securities is a wholly-owned subsidiary of ICICI Bank which is India’s largest private sector bank and has 

its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which 

are available on www.icicibank.com. 

 

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking 

and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons reporting to analysts 

and their relatives from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover. 

 

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and 

meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without 

prior written consent of ICICI Securities. While we would endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. 

Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended 

temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in circumstances where ICICI Securities might be acting in an advisory capacity to this 

company, or in certain other circumstances. 

 

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This 

report and information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial 

instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their 

receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific 

circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment 

objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient. The recipient should independently evaluate 

the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities whatsoever for any 

loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the 

risks associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to 

change without notice. 

 

ICICI Securities 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.  

 

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the 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.  

 

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies mentioned 

in the report in the past twelve months. 

 

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates 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 ICICI Securities nor Research Analysts 

and their relatives have any material conflict of interest at the time of publication of this report.  

 

It is confirmed that Kajal Gandhi, CA, Vasant Lohiya, CA and Vishal Narnolia, MBA Research Analysts of this report have not received any compensation from the companies mentioned in the report in the 

preceding twelve months.  

 

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.  

 

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month 

preceding the publication of the research report.  

 

Since associates of ICICI Securities are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject 

company/companies mentioned in this report. 

 

It is confirmed that Kajal Gandhi, CA, Vasant Lohiya, CA and Vishal Narnolia, MBA, Research Analysts do not serve as an officer, director or employee of the companies mentioned in the report. 

 

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.  
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