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Housing Development Finance Corporation

Outlook improves for the leader

We believe the slew of measures taken by the government and the regulator
is likely to benefit strong HFCs such as HDFC, which is likely to see improved
appetite for its borrowing requirements, which presents the company with an
opportunity to optimise its cost of funds. This will likely see less pressure on
its pricing, with possibility of improvement of spreads from Q1 levels. Positive
business growth fundamentals would support strong earnings growth and
help the company sustain its valuation premium as compared to peers. We
believe the outlook for HDFC has improved with supportive government
measures, which will provide growth momentum with the potential of margin
expansion. We maintain our Buy rating on the stock with an unchanged price
target (PT) of Rs. 2,500.

Supportive government measures augur well, HDFC well placed to benefit:
To alleviate pressure and increase the funds availability, especially to the HFC
sector, the government has announced a slew of supportive measures. This was
in the backdrop of increased pressure points seen for NBFCs, triggered by the
default by a infrastructure financier conglomerate, the fallout of which pushed
up financing costs for a range of borrowers including developers and NBFCs.

Some of these measures announced last week included steps such as the
National Housing Bank (NHB) to provide increased support for HFCs via
additional funding of Rs. 20,000 crore (from Rs. 10,000 crore earlier). Public
sector banks (PSBs) have been asked to fast-track collaboration with NBFCs for
co-origination of loans. While the RBI’'s measures would help ease flow of credit
to NBFCs, we believe it will primarily be helpful to mainly strong players (with
high capital adequacy and low NPAs) who will be able to take the maximum
benefit in terms of increased PSU Bank’s appetitive for sell-down as well as best
funding rates (especially considering the present risk aversion mood of market
participants). At the very least, we believe it will provide additional liquidity to
HDFC at reasonable rates. HDFC has been able to hold its NIMs steady at 3.3%,
despite a Y50 BPS y-o0-y increase in costs of funds over the years.

HDFC had Tier 10f17.3% and total NPAs% at “1.3%, indicating its strong business
case and enjoys AAArating by both CRISIL and ICRA (rating agencies). Therefore,
we believe HDFC, while already placed well, will see better opportunities, which
provide support (and probable upside potential) to its margins, given the above
positive facilitative measures by the government.

Our Call

Valuation — Best of the lot, outlook improves as supportive measures provide
a boost: HDFC is currently available at “4x its FY2021E BV, which we believe is
reasonable consideringits strong operating metrics, consistency and sustainable
business model. Despite the NBFC industry facing challenges, we expect the
consistency and relative outperformance of HDFC will help it to sustain premium
valuations. Going forward, improving appetite for HDFC’s sell-down/funding
paper will result in pricing advantage. For the past year, while strong NBFCs
were able to raise funds (from banks), it was at a higher cost and HDFC also
saw a 5 BPS impact on its spreads in Q1. In our view, AUM growth should remain
healthy (on market share gains) with upside potential for spreads. We believe
the outlook for HDFC has improved with supportive government measures,
which will provide growth momentum with potential of margin expansion. We
maintain our Buy rating on the stock with an unchanged PT of Rs. 2,500.

Key Risks

Credit rating downgrades leading to defaults in the developer portfolio can
impact the industry.

Valuation Rs cr
Particulars FY18 FY19 FY20E FY21E
PAT ( Rs crore) 10,959 9,632 10,083 11,946
EPS (Rs) 65.4 55.9 58.4 69.2
P/E 325 38.0 36.8 31.0
BVPS 389.4 449.4 486.4 531.3
P/BV 55 47 4.4 4.0
ROE 16.7 12.3 12.0 13.0
ROA 3.0 2.2 2.0 21
Source: Company; Sharekhan estimates
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Supportive government measures augur well, HDFC well placed to benefit: To alleviate pressure and
increase funds availability, especially to the NBFC and HFC sectors, the government has announced a slew
of supportive measures. This was in the backdrop of increased pressure points seen for NBFCs, triggered by
the default by a infrastructure financier conglomerate, the fallout of which pushed up financing costs for a
range of borrowers including developers and NBFCs.

Some of these measures announced last week included steps such as National Housing Bank (NHB) to
provide increased support for HFCs via additional funding of Rs. 20,000 crore (from the Rs. 10,000 crore
earlier). PSBs have been asked to fast-track collaboration with NBFCs for co-origination of loans. Earlier as
well, to boost credit, RBI ruled that bank credit to registered NBFCs (other than MFIs) for on-lending has been
made eligible for classification as priority sector status. Moreover, the allowing of Partial Credit enhancement
(PCE) facility to strong NBFCs. Going forward, its low cost of funds will be further bolstered by improving
appetite for HDFC'’s sell-down/funding paper will result in pricing advantage.

Improved appetite for sell-down of loans from HDFC will help: While the RBI’'s measures would help ease
flow of credit to NBFCs, we believe it will primarily be helpful to strong players (with high capital adequacy
and low NPAs) who will be able to take the maximum benefit in terms of increased PSU bank’s appetitive
for sell-down as well as best funding rates (especially considering the present risk aversion mood of market
participants). At the very least, we believe it will provide additional liquidity to HDFC at reasonable rates.

Eligiblity criteria for NBFCs and HFCs for purchase of pooled assets

Particulars CRAR - NBFCs CRAR - HFCs HDFC

Minimum CRAR requirement 15% 12% 18.80%

Profitablity PAT positive in either FY18 or FY19 Profitable

Borrowing quality of the NBFCs Should not be under SMA category is rated AAA by Rating agencies
Maximum NPA Should be under 6% “.3%

Source: Company, Sharekhan Estimates

HDFC had Tier 1 of 17.3% and total NPAs% at 1.29%, indicating its strong business case and also enjoys AAA
rating by both CRISIL and ICRA (rating agencies). Therefore, we believe HDFC, while already placed well, will
see better opportunities, which provide support (and probable upside risks) to its margins, given the above
positive facilitative measures by the government.

Spreads likely to improve, were under pressure in Q1: HDFC has been able to hold its NIMs at 3.3%, but
reported spreads declined by 5BPS in Q1 from FY19 levels.

Spreads movement
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Source: Company, Sharekhan Research

The spreads had been impacted (although by a small 5BPS) in Q1 due to higher cost of funds for the company.
We believe while AUM growth should remain healthy (helped by market share gains), the scenario has improved
for the spreads. We expect the diversified liability franchise for HDFC is positive, there is an opportunity for the
HFC to optimise its cost of funds. Hence, we expect the spreads to see an upside in the medium term.
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Financials in charts
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Margins movement
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Asset Quality Movement
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Outlook

Best of the lot, outlook improves as supportive measures provide a boost: We believe the slew of measures
taken by the government and the regulator are likely to benefit strong HFCs such as HDFC, which is likely to see
improved appetite for its borrowing requirements, which presents the company with an opportunity to optimise
its cost of funds. This will likely see less pressure on its pricing, with possibility of improvement of spreads from
Q1 levels. Positive business growth fundamentals would support strong earnings growth and help the company
sustain its valuation premium as compared to peers.

While healthy asset quality, high provisions cover and stable margins continue to be supportive, balance sheet
strength, consistency and quality of earnings continue to be the key differentiators for HDFC, which are key
support to the premium valuations it enjoys.

Given the market dominance of HDFC, we expect its leadership to sustain going forward, as HDFC capitalises on
the benefits of reduced competitive pressure from other NBFC peers and PSU banks.

HDFC’s strong operating metrics, supported by its industry’s best credit rating, enables it to attract best rates
and, hence, optimum COF, which are crucial support for its margins. The company is well capitalised at CRAR of
18.8% and Tier-1 of 17.3% (minimum requirement of 12% and 6%, respectively) and, hence, is comfortably placed.
We believe the outlook for HDFC has improved with supportive government measures, which will provide growth
momentum with a potential of margin expansion in the medium term.

Valuation

HDFC is currently available at V4xits FY2021E BV, which we believe is reasonable considering its strong operating
metrics, consistency and sustainable business model. Despite the NBFC industry facing challenges, we expect
the consistency and relative outperformance of HDFC to help it to sustain its premium valuations. HDFC is best
placed in the NBFC lot, with its core lending business having advantages of lowest funding costs, has adequate
capital and a large retail and developer network. Going forward, its low cost of funds will be further bolstered by
improving appetite for HDFC’s sell-down/funding paper, which would result in pricing advantage.

For the past year, while strong NBFCs were able to raise funds (from banks), it was at a higher cost and HDFC
saw a 5 BPS impact on its spreads in Q1. Going forward, we expect cost of funds for HDFC to come down,
which will augur well for its margins and growth. In our view, AUM growth should remain healthy (on market
share gains) with upside potential for spreads. We believe the outlook for HDFC has improved with supportive
government measures, which will provide growth momentum with a potential of margin expansion. We maintain
our Buy rating on the stock with an unchanged PT of Rs. 2,500.
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About company

The Housing Development Finance Corporation (HDFC) Limited is a name that has been associated with the
Indian housing sector for the last four decades. As pioneers in housing mortgages, it is a brand name that has
been characterised by trust, solidity, both financial and managerial and sound principles. Since the day of its
incorporation in 1977, HDFC has defined and set high standards in the housing finance sector. The loan book
stood at Rs 4,16,597 crore as of 30th June 2019 of which individual loans comprise 74%. As at March 31, 2019,
HDFC Bank’s distribution network includes 5,103 branches and 13,160 ATMs in 2,748 locations

Investment theme

HDFC Ltd has a strong portfolio of subsidiaries which are market leaders in their own respective fields, which
add to the value of the parent. By virtue of its strong market position it has been able to withstand most market
headwinds in recent past, and even in the present liquidity squeeze, had a negligible impact. Going forward,
we believe that HDFC’s strong rating profile and strong book quality bolsters its ability to raise funds at market
competitive rates provide cushion to its NIMs. Though the retail lending book of HFCs is witnessing healthy
growth trends, a conservative growth approach in the corporate book was due to sluggish demand from good
quality corporates along with the cautious stand preferred by management. We believe due to its buoyant retail
book, a quality developer finance book (with sufficient cover) and opportunity of quality market share gains
(AUM growth), access to reasonably priced funds and superior underwriting practices it is an attractive business
franchise for the long term.

Key Risks
Credit rating downgrades, leading to defaults in the developer portfolio can impact the industry.

Additional Data

Key management personnel

Deepak Parekh Chairman

Renu S Karnad Managing Director
Keki M Mistry Vice Chairman & CEO
Ajay Agarwal Company Secretary

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Vanguard Group Inc/The 4.4
2 BlackRock Inc 3.9
3 Life Insurance Corp of India 37
4 Republic of Singapore 37
5 Invesco Ltd 3.4
6 OppenheimerFunds Inc 3.0
7 JPMorgan Chase & Co 2.9
8 Capital Group Cos Inc/The 2.2
9 SBI Funds Management Pvt Ltd 21
10 FMR LLC 2.0

Source: Bloomberg

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

August 26, 2019 6

Stock Update



Sharekhan

by BNP PARIBAS

Know more about our products and services

For Private Circulation only

Disclaimer: This document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity
to which it is addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation
and any review, retransmission, or any other use is strictly prohibited. This Document is subject to changes without prior notice.
This document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may
receive this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation
or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession
this document may come are required to inform themselves of and to observe such restriction.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the
views expressed in this document accurately reflect his or her personal views about the subject company or companies and its or
their securities and do not necessarily reflect those of SHAREKHAN. The analyst further certifies that neither he or its associates
or his relatives has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or more in the securities of
the company at the end of the month immediately preceding the date of publication of the research report nor have any material
conflict of interest nor has served as officer, director or employee or engaged in market making activity of the company. Further, the
analyst has also not been a part of the team which has managed or co-managed the public offerings of the company and no part
of the analyst’'s compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this
document. Sharekhan Limited or its associates or analysts have not received any compensation for investment banking, merchant
banking, brokerage services or any compensation or other benefits from the subject company or from third party in the past twelve
months in connection with the research report.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.

Compliance Officer: Mr. Joby John Meledan; Tel: 022-61150000; email id: compliance@sharekhan.com;

For any queries or grievances kindly email igc@sharekhan.com or contact: myaccount@sharekhan.com

Registered Office: Sharekhan Limited, 10th Floor, Beta Building, Lodha iThink Techno Campus, Off. JVLR, Opp. Kanjurmarg
Railway Station, Kanjurmarg (East), Mumbai — 400042, Maharashtra. Tel: 022 - 61150000. Sharekhan Ltd.: SEBI Regn. Nos.: BSE
/ NSE / MSEI (CASH / F&O / CD) / MCX - Commodity: INZ000171337; DP: NSDL/CDSL-IN-DP-365-2018; PMS: INPOO0O005786;
Mutual Fund: ARN 20669; Research Analyst: INHOO0006183;

Disclaimer: Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com;
Investment in securities market are subject to market risks, read all the related documents carefully before investing.



