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Housing Development Finance Corporation
Strong show, yet again

Banks & Finance Sharekhan code: HDFC Results Update

Summary

* Q3FY2021 results were strong as operational numbers beat expectations; asset quality
improved sequentially and growth traction improved.

+ Overall collection efficiency for individual loans stood at 97.6 in December (from 96.3% in
September) which is encouraging.

+ Asset quality improved with reported NPA ratio declining, proforma NPA well-contained,
company is better capitalised (Tier-1 at 19.9%) which demonstrates balance sheet strength.

* Stock trades at reasonable valuations of 4.8x / 4.4x its FY2022E / FY2023E ABV; we
maintain a Buy with a revised SOTP based price target (PT) of Rs. 3,100.

HDFC’s Q3 FY2021 numbers were strong with operational numbers beating expectations and
reported asset quality improving g-o-q, with improved growth traction. Net interest income
(calculated NII) stood at Rs. 4,410 crore, up 30.5% y-o-y and 17.4% g-o-q, and was in line
with expectations. Despite sequentially higher provisions, PAT increased by 1.9% g-o-q to
Rs. 2925.8 crore, mainly due to lower interest costs and hence came above expectations.
To facilitate a like-for-like comparison, after adjusting for exceptional items, adjusted profit
before tax for Q3FY2021 Rs. 3,694 crore reflecting a growth of 27% y-o-y. Overall collection
efficiency ratios for individual loans have improved, nearing pre-COVID levels. Collection
efficiency for individual loans in December 2020 stood at 97.6% versus 96.3% in September
2020. AUM growth was healthy at 9% y-o-y and 2.2% on g-o-q basis, to Rs. 552,167 crore.
There has been a significant recovery and strong growth in the individual business during
Q3FY2021. Hence, individual loans (comprising 76% of AUM) grew 10% y-o-y, while non-
individual loan book grew by 7%. A smart recovery in individual loans has also been seen
over 9M FY2021. For Q1 FY2021 HDFC Ltd had disbursed 27% of the amount disbursed
in Q1 FY2020, Q2 FY2021 was much better and HDFC disbursed 95% of amount done in
Q2FY2020, and in the Q3, disbursement was 126% of Q3FY2020 levels, indicating a strong
pick-up in disbursements. Asset quality performance was enthusing with reported GNPA at
1.67% (down 14BPS QOQ) basis. Even on a proforma basis, the GNPA at 1.91% is only 24 bps
higher than the reported numbers, and was up by 8 bps g-0-g. Overall collection efficiency
ratios for individual loans have improved, nearing pre-COVID levels. We opine that balance
sheet strength, consistency, and quality of earnings continue to be the key differentiators
for HDFC and will help it regain normalcy faster than peers. The company is well-capitalised
(Tier-1 at 19.9%), which adds to the balance Sheet strength. We have finetuned our estimates
for FY2021E and FY2022E and introduce FY2023E estimates. We maintain a Buy rating on
the stock with a revised SOTP-based price target (PT) of Rs. 3,100.

Key positives

+ NIl growth was supported as excess liquidity carried on books have declined. The excess
liquidity being carried on books were of Rs 32,000 crore for Q1 FY2021, Rs 28,000 crore for
Q2FY2021, which for Q3 is only 17,000 crore.

¢ Strong asset quality performance, reported GNPA at 1.67% (down 14 bps g-o-q) basis; even on
Proforma basis, the GNPA at 1.91% is only 24 bps higher than the reported numbers.

Key negatives
¢ Sharp rise in employee costs at Rs 290 crore, up by 90% y-o-y and 60% g-o-q basis.

Our Call

Valuations: HDFC is currently available at 4.8x / 4.4x its FY2022E / FY2023E adjusted book
value, which we believe is reasonable considering its robust operating metrics, pedigree,
strong brand recall across product categories, and a sustainable business model. We believe
that the consistency and relative outperformance of HDFC will help it sustain growth as well
as valuations. HDFC Ltd carries an MTM unrealised gain of Rs 252,900 crore on account of
subsidiaries’ value, which provides support to its valuation. The provisions carried by HDFC Ltd
as a percentage of the exposure at default (EAD) is equivalent to 2.56%, and low restructured
pipeline provides investor comfort. We have fine-tuned our estimates. We maintain a Buy rating
on the stock with a revised SOTP-based PT of Rs. 3,100.

Key risk
Slower recovery in economy, higher slippages may impact earnings outlook.

Valuations Rs cr
Particulars | FY19| __FY20| _FY21E| _FY22E| _FY23E]
Net Interest Income 11,403 15,194 1,716 12,523 15,331
PAT 9,632 17,770 10,994 11,303 13,247
EPS 55.9 102.9 61.3 63.0 73.9
P/E (x) 47.5 25.8 43.3 42.2 36.0
ABVPS 400.9 449.2 5171 558.1 606.0
P/ABV (X) 6.6 5.9 51 4.8 4.4
ROE % 12.3 311 10.9 10.4 1.3
ROA % 2.2 5.5 2.0 1.8 1.8

Source: Company; Sharekhan estimates
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Key Management Comments

¢ Strong demand traction in housing loans: HDFC Ltd continued to see strong growth in demand for
housing loans, and for Q3FY21, demand was better than expected.

¢ Loan approvals / disbursement post smart growth: Loans approvals for individuals for Q3FY2021 was
higher by 32% y-o-y and disbursements were higher by 26% y-o-y in Q3 FY2020.

¢ Disbursement recovery smart: Progress of individual loans, in Q1 FY2021 was impacted. Hence for Q1
FY2021 HDFC Ltd disbursed 27% of amount disbursed in Q1 FY2020, Q2 FY2021 was much better and
HDFC disbursed 95% of amount done in Q2 FY2020, and in the Q3 HDFC disbursed 126% what was done
in Q3 FY2020.

¢ Individual loans: On an aggregate AUM basis, loan book grew by 9% for individual loans. Net growth in
loan book has improved to 10%, from 9% in Q2FY2021.

¢ Loans sold: HDFC Ltd sold Rs 7076 crore to HDFC Bank, in pursuance with mortgage sharing agreement.
Had these loans not been sold, individual loan growth would have been 16%

¢ Affordable housing thrust continues: In 9MFY2021, ¥17% loans in value and 34% loans by number were
for economically-weaker-segment (EWS) borrowers by HDFC Ltd.

+ Ticket size: Actual average loans ticket size is at Rs 28.9 lakh for 9MFY2021 and Rs. 30 lakh for Q3FY2021
loans.

¢ Loan book breakup: Proportion of individual loans stood at 76% (similar to Q2), Construction finance is
11% of total loans, Lease rental Discounting (LRD) is 7% and corporate loans comprises 6% of loans on a
balance sheet basis

¢ Incremental loan growth for 9MFY2021 stood at 80% for individual and 20% for non-individual loans. For
Q3 was 137% for Individual loans, indicating a strong traction in Individual loans.

¢ Unrealised MTM gains on books: HDFC Ltd carries an MTM unrealised gain of Rs 252,900 crore on
account of subsidiaries value.

¢ CRAR s 20.9% Tier 1is 19.9% and remaining Tier 2 and is way above regulatory requirement

+ Total restructured loans is 0.9% of AUM and out of this Rs. 510 crore or 76% of restructured assets is for
non-individual loans. Around 52% is for loans to just one account, hence the profile is granular.

+ Provision buffer: HDFC carried Rs. 12,343 crore additional provisions, which is above requirement by RBI.
HDFC ltd still carries COVID provision of Rs. 929 crore.

+ Liquidity reduces: NIl growth was despite the surplus liquidity on the books. However, the same has been
coming down over the last three quarters, from Rs 32,000 in Q1, Rs 28,000 crore in Q2 and the Q3 FY2021
number is now only Rs 17,000 crore.

¢ Strong growth in normalized PAT: Adjusted PAT at 3694 compared to 2984 crore up 27% for Q3 FY2021.
Similar adjusted PAT for 9M FY2021 stands at Rs 10950 crore up by 21% y-o-y.
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Results Rs cr
Particulars Q3FY21 Q3FY20 y-o-y% Q2FY21 q-0-q%
Revenue from Operations 11,707.0 20,285.3 (42.3) 11,728.0 (0.2)
Interest Income 10,710.2 10,727.4 (0.2) 10,8251 (1)
Surplus from deployed in Cash Mgmt MF Schemes 127.2 2554 (50.2) 176.8 (28.)
Dividend Income 2.2 3.8 (41.0) 323.0 (99.3)
Rental Income 16.5 18.0 (81 19.8 (16.4)
Fee & Commission income 53.2 443 19.9 58.8 (97)
Profit on loss of control over a subsidiary - - NA - NA
Net gain / (loss) on Fair Value Change 230.3 39.0 490.6 166.0 38.8
Fair Value gain (merger of Gruh) - 9,019.8 NA - NA
Profit on Sale of Investment 1571 - NA (0.6) NA
Profit on Sale of Investment Properties - 74 NA - NA
Income on de-recognised / assigned loans 410.3 170.3 141.0 159.0 158.0
Total Operating Income 11,707.0 20,285.3 (42.3) 11,728.0 (0.2)
Other Income 9.3 6.0 56.2 47 97.0
Total Income 11,716.3 20,291.3 (42.3) 11,732.7 (04)
Finance Cost 6,832.7 7769.6 (12.) 7,3991 (7.7)
Net Interest Income 4,415.0 3,383.4 30.5 3,761.9 17.4
Employee Benefit Expenses 290.5 153.0 89.9 1811 60.4
Establishment expense 9.0 9.4 (51 76 181
Other Expenses 186.0 179.4 37 141.2 31.8
Depreciation and Amortisation 51.6 421 22.8 36.0 436
Pre Provision Profit 4,346.5 12137.8 (64.2) 3,967.8 9.5
- less: Provision on Expected Credit Losses 594.0 2,995.0 (80.2) 436.0 36.2
Profit before Tax 3,752.5 9,142.8 (59.0) 3,531.8 6.3
Tax Expense 826.7 770.5 73 661.7 24.9
- Current 756.3 652.6 15.9 592.5 276
- Deferred Tax 70.5 17.9 (40.2) 69.2 1.8
Profit after Tax 2,925.8 8,372.3 (65.) 2,87041 1.9

Source: Company; Sharekhan Research
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Outlook and Valuation

B Sector View — Outlook improves for NBFCs in general and HFCs in particular

Long-term structural indicators remain strong for housing and mortgages in India. Interest rates are low and
several states have given incentives for home buying, which is likely to prop up demand. The recent fall in
borrowing costs, which was steep for high-rated NBFCs, is another positive. Moreover, rising affordability and
softening pricing (helped by tax incentives) are positive for demand offtake and LTV outlook for HFCs. India
has a young population and government schemes such as CLSS, etc, which will facilitate even the affordable
housing segments, are also enablers along with low penetration levels of mortgages in India (at 10% of GDP,
against 18% in China and 56% in the US). We believe that the economic recovery is also gaining momentum
and stimulus/supportive measures by the government and the Reserve Bank of India (RBI) will further aid to
the same. We believe the outlook has turned positive for the NBFC sector in general and HFCs in particular.

B Company Outlook — Strong metrics, with resilient asset quality

Q3 results were strong and collections and disbursals picking up is positive. While there was marginal sequential
rise in proforma GNPAs, they were well contained and indicate a strong book quality. Also, the high provisions
cover and stable margins would continue to be supportive for profitability. Balance sheet strength, consistency,
and quality of earnings continue to be the key differentiators for HDFC, which support long-term investments. The
company is well-capitalised (due to recent Equity raise) and is comfortably placed. Given the market dominance
of HDFC, we expect the leadership to sustain going forward, even as growth momentum in Housing market is
encouraging. HDFC’s strong operating metrics, supported by its industry’s best credit rating, enable it to attract
best rates and, hence, optimum COF, which will be crucial supports for margins.

B Valuation — Retain Buy with revised PT of Rs 3100

HDFC is currently trading at 4.8x / 4.4x its FY2022E / FY2023E adjusted book value, which we believe is
reasonable considering its robust operating metrics, pedigree, strong brand recall across product categories,
and a sustainable business model. We believe that the consistency and relative outperformance of HDFC will
help it sustain growth as well as valuations. HDFC Ltd carries an MTM unrealised gain of Rs 252,900 crore on
account of subsidiaries’ value, which provides support to its valuation. The provisions carried by HDFC Ltd as
a percentage of the exposure at default (EAD) is equivalent to 2.56%, and low restructured pipeline provides
investor comfort. We have fine-tuned our estimates. We maintain a Buy rating on the stock with a revised SOTP-
based PT of Rs. 3,100.

SOTP Valuation
‘ Valuation Parameter FY23E BVPS Multiple Value per share
HDFC Ltd (standalone) FY23E BVPS 652.6 2.5 1,624
% Stake  Valuation Parameter Value Multiple Value per share
HDFC AMC 52.68 FY23E EPS 75.0 30.0 170
HDFC Life 49.99 FY23E EVPS 162.4 5.0 477
HDFC Bank 261 FY23E BVPS 403.0 3.8 1447
Others 15
2109
Holdco discount 30% 633
Value added per share 1477
Final Value per share 3100
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Peer Comparison

Particulars CMP P/BV(x) P/E(x) RoA (%) RoE (%)
(Rs/Share) FY22E
HDFC Ltd 2,658 51 4.8 43.4 42.2 2.0 1.8 10.9 10.4
LIC Housing Finance 441 11 1.0 9.0 77 1.08 1.21 12.6 13.5
Can Fin Homes 489 25 2.2 14.8 13.2 2.0 21 18.5 17.5
PNB Housing 350 07 0.6 77 6.6 1.0 11 9.3 10.1
Source: Company, Sharekhan research
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About company

Housing Development Finance Corporation (HDFC) Limited is a major provider of finance for housing in India.
The company (via its subsidiaries and group companies) is also present in banking, life and general insurance,
asset management, venture capital, realty, education, deposits, and education loans via its formidable
subsidiaries. As pioneers in housing mortgages, it is a brand name that has been characterised by trust,
solidity, both financial and managerial, and sound principles. Established in 1977, HDFC has been able to
maintain and set high standards in the housing finance sector.

Investment theme

HDFC 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 the recent past. We believe balance sheet strength, consistency, and quality of earnings
continue to be the key differentiators for HDFC, and will help it tide over challenges. We believe HDFC is an
attractive business franchise due to its strong retail book, a quality developer finance book (with sufficient
cover), opportunity of quality market share gains (AUM growth), access to reasonably priced funds, and
superior underwriting practices.

Key Risks

Slower recovery in economy, higher slippages may impact earnings outlook.

Additional Data

Key management personnel

DEEPAK S PAREKH Chairperson

V. SRINIVASA RANGAN Executive Director

RENU SUD KARNAD Executive Director,MD

KEKI M. MISTRY Executive Director,CEO-MD
Mathew Joseph Chief Risk Officer

Mr V Srinivasa Rangan Whole Time Director

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Life Insurance Corp of India 5.0
2 Vanguard Group Inc/The 4.3
3 Invesco Ltd 4.3
4 JPMorgan Chase & Co 3.8
5 Invesco Adviser Ltd 37
6 BlackRock Inc 31
7 Republic of Singapore 3.0
8 SBI Funds Management Pvt Ltd 2.6
9 FMR LLC 1.8
10 T Rowe Price Group LLC 1.5

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.
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Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse
government policies affecting the business fundamentals and global challenges
(currency headwinds and unfavorable policies implemented by global industrial
institutions) and any significantincrease in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

Macro slowdown affecting near term growth profile, Untoward events such as
natural calamities resulting in near term uncertainty, Company specific events
such as factory shutdown, lack of positive triggers/events in near term, raw
material price movement turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of
key management personal, questionable corporate governance, high commodity
prices/weak realisation environment resulting in margin pressure and detoriating
balance sheet

Strong earnings growth expectation and improving return ratios but valuations
are trading at discount to industry leaders/historical average multiples, Expansion
in valuation multiple due to expected outperformance amongst its peers and
Industry up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of
roadblocks such as corporate governance issue, adverse government policies
and bleak global macro environment etc warranting for lower than historical
valuation multiple.
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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.
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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;
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Disclaimer: Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com;
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