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Housing Development Finance Corporation
Riding on multiple growth triggers

NBFC Sharekhan code: HDFC

Reco/View: Buy ©

N Upgrade

CMP: Rs. 2,844
€ Maintain

Price Target: Rs. 3,589 ©
\l/ Downgrade

Summary

* We believe HDFC is the strongest player in housing finance space and better-placed among
allits peers with a robust liability franchise, healthy balance sheet with growth levers.

+ HDFC has consistently performed well as compared to its peers across business cycles.
Better affordability and a change in housing needs post the pandemic, make HDFC a key
beneficiary of changing sector dynamics.

+ We expect the company’s loan book to witness strong growth going ahead with individual
loan book to remain healthy for the company; on the asset quality front, HDFC has been
able to maintain its GNPAs better than its peers (September GNPAs were at 2% with
restructured loans constituting 1.4% of loan book).

+ We re-iterate a Buy on HFDC with a SOTP based PT of Rs. 3,589. At CMP, HDFC trades at
3.9x of FY23E P/BV. The stock has corrected by 14% from the highs and touched a low of
Rs. 2,656.

We believe that the housing finance sector is set to grow exponentially going ahead
driven by lower penetration in India as compared to other developed and developing
countries. Additionally, better affordability, record low interest rates and discounts from
real estate companies coupled by supportive government initiatives is likely to boost the
demand for housing. Government initiatives such as the Pradhan Mantri Awas Yojana
(PMAY) and Smart Cities Mission would boost housing demand in India. Nearly 66% of
India’s population is aged below 35 and “32% of the population resides in cities; this is
estimated to be 50% by 2030. Hence, considering the above factors and opportunities
present in the housing sector, we believe that HDFC stands to benefit going forward,
being the largest and dominant player in the housing finance segment. The company
has demonstrated AUM growth at a CAGR of 14% over FY17 through FY21. Its AUM rose
by 11% y-o-y in Q2FY22 and disbursements in October 2021 was the second highest
with 44% y-o-y growth. The management expects a positive loan book growth in FY22.

¢ Gaining from favourable demand trends: Driven by favourable sector dynamics, HDFC
is poised to witnessed a strong growth going ahead. The real estate market has picked
up steadily after the slowdown due to pandemic with demand back on track in the
metros and lending rates are at all-time lows. With an increase in the affordability and
rise in the income levels, it is opportune time for the HFCs to cater to financing needs.
We expect the company to deliver an AUM growth of 13% over FY22E to FY23E.

¢ Asset quality remains stable: The company’s asset quality remained stable and stands
better as compared to its peers. Its retail/individual loans NPAs have remained at less
than 1% over the years, except for 1.37% in QIFY22. With respect to non-individual
NPAs, it appears to have peaked out in Q1FY22 (4.87%). The collection efficiency (CE)
has improved over the quarter and for individual loans, the CE was at 98% in Q2FY22.
Hence with the improvement in the collections, we expect asset quality to remain stable
going ahead.

+ Strong capital position: With capital adequacy at 22.4% as on September 21, the
company is well capitalised to reap the benefits of potential growth opportunities
housing finance space.

Our Call

Valuation: We re-iterate Buy on HFDC with a SOTP based PT of Rs. 3,589. At CMP, HDFC
trades at 3.9x of FY23E P/BV. HDFC has weathered and emerged as the strongest player
among all large HFCs, especially during the pandemic. The management was optimistic
in terms of improving CE and asset quality. Individual non-performing loans seem to be
restrained at 1%, barring Q1FY2022, which saw NPA at 1.37%. While non-individual loans
are likely to take some more time to recover. On the disbursement front, the individual
segment witnessed the highest-ever disbursals, while management indicated a healthy
pipeline for the non individual segment. We believe that the company would emerge
as the key beneficiary of the favourable macro factors play - low interest rate regime,
improved affordability, revival of demand for housing and stable property prices.

Key Risks

Any prolonged economic slowdown may impact its growth and asset quality.

Valuation Rs cr
Particulars FY21 FY22E FY23E FY24E
PAT 12,027 14,697 16,433 18,050
EPS (Rs.) 59.8 73.5 82.2 90.3
BVPS (Rs.) 603.0 661.8 726.9 798.9
P/E (x) 475 38.6 345 314
P/BVPS (x) 47 43 3.9 3.6
ROE (%) 12.3 12.9 131 13.4
ROA (%) 2.2 2.4 2.4 2.3

Source: Company; Sharekhan estimates
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SOTP Valuation

Subsidiary/Associate/JV Per share value
HDFC Bank 211% Target Price 997
HDFC Life 50.0% Target Price 380
HDFC ERGO General Insurance 45.0% Book Value 21
HDFC AMC 52.7% BBG consensus TP with holdco discount 216
Bandhan Bank 9.9% BBG consensus TP with holdco discount 27
HDFC Credila 100.0% Book Value 10
Value of subs (post holdco discount) 1641
Core Mortgage Business 2.7x Book Value 1948
Total SOTP Valuation (Rs) 3,589

Source: Company; Sharekhan Research

Favourable growth drivers in housing finance space

We believe that HFCs stand to benefit from the opportunities in housing sector as they are well equipped
with competitive product offerings and product pricing. As per the Ministry of Housing and Urban Affairs, the
demand for affordable housing has been pegged at ~11.22 million houses. With the adaption of Pradhan Mantri
Awas Yojana (PMAY) in 2015, the government had targeted to meet the demand for 11.22 mn houses. Under
this programme, 11.4 million houses have been sanctioned and out which 5.3 mn have been completed till
date. This growing need for housing in the urban India has thrown large opportunities with many developers
seeking to exploit this opportunity. The residential housing market has demonstrated robust performance
in Q2FY22 with residential unit sales and new launches of residential projects growing robustly since the
outbreak of pandemic. Housing sales increased by 65% g-o-q to 32,358 apartment units in Q2FY22. With
respect to launches, the sector also saw new launches of approximately 32,860 units, an increase of 21%
g-o-q. Apart from this, there were significant launches in the mid-market and affordable housing categories,
accounting to 73% in FY21. On the pricing front, the prices remained largely stable across all the seven cities
during September 2021 and developers are expected to offer incentives to attract the prospective home
buyers. We believe HFCs would be the biggest beneficiaries of the housing cycle uptick with competitive
product offerings with competitive prices supported by stable property houses over the years and
government measures.

Low penetration, opportunity for mortgage finance companies Mortgage Penetration India over the years (%)
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Housing market size - India Percentage increase in sales in Q1FY22
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HFDC is likely to be a key beneficiary on favourable demand trends:

HDFC is a dominant player in the housing finance space and is expected to benefit from the revival of the
economy. We expect its AUM to witness robust growth at a CAGR of 13% over FY22E through FY24E. With
the improvement in the macro/ sector dynamics such as recovery in the real estate sector, benign interest
rates, stable property prices and improvement in the affordability, HDFC is expected to be a key beneficiary
being the largest player in the housing space. For Q2FY22, the company recorded highest disbursements.
Individual loan book is expected to witness higher growth going ahead supported by favorable demand
trends, while the non-individual segment is likely to grow in single digits going ahead. This segment’s growth
was subdued in Q2FY22 on account of pre payments on REIT issuance in QIFY22. Nonetheless, trends are
looking positive with the company expecting a positive growth to close FY22. It also expects overall housing
emand to remain strong for affordable and luxury segments coupled with new project launches going ahead.
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Asset quality remains stable

HDFC’s asset quality remained stable and stands better as compared to its peers. Its retail/individual loans
NPAs have remained at less than 1% over the years, except for 1.37% in Q1FY22. With respect to non-individual
NPAs, it appears to be peaked outin Q1FY22 (4.87%). Collection efficiency (CE) has improved over the quarter
and for individual loans the CE was at 98% in Q2FY22. As of September 2021, restructuring book under
OTR 1 and 2 was 1.4% of the book as compared 0.9% in June 2021. Of the total restructured book, 63% are
individual loans, while the rest are non-individual loans. Resolution of a key account is expected to result in
a meaningful reduction in restructured assets. Within restructured loans for individual book, 65% were from
self-employed segment. We believe that, the company has adequately provided for the stress in the assets.

As of September 2021, the company carries a provision for NPAs stands at Rs 13,340 cr vs. the required Rs
6,605 crore under the expected credit loss (ECL) model.

Segment- wise GNPAs (%)
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Strong capital position

HDFC has one of the best liabilities franchise among all HFCs. It is adequately capitalised with capital
adequacy at 22.4% with Tier-1 Capital ratio at 21.6% as of September 2021. Being a reputed brand name
and having favourable credit rating, the company can raise funds at competitive rates. It has a diversified
borrowings profile with deposits constituting 35% of borrowings.

Diversified borrowing mix (%)
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Financials in charts
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Outlook and Valuation

B Sector view - Housing demand to grow exponentially amid favourable macros, better affordability and
low interest rates

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. Correction 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 along with low penetration levels of mortgages in India (at 11% of GDP, against 18% in
China and 56% in the US). We believe 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 is resilient for well-run NBFC sector in general and HFCs in particular.

B Company outlook - Strong triggers to drive growth, with resilient asset quality

Balance sheet strength, consistency, and quality of earnings continue to be the key differentiators for HDFC,
which support long-term investments. HDFC is well capitalised and its book with high-quality granular
individual loans make it comfortably placed. Given the market dominance of HDFC, we expect the leadership
to sustain going forward, even as growth momentum in the 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 cost of funds, which will be crucial supports for margins.

B Valuation - We re-iterate Buy on HFDC with a SOTP based PT of Rs. 3,589

At CMP, HDFC trades at 3.9x of FY23E P/BV. HDFC has weathered and emerged as the strongest player among
all large HFCs, especially during the pandemic period. Management was optimistic in terms of improving CE
and asset quality. Individual non-performing loans seem to be restrained at 1%, barring Q1FY2022, which saw
NPA at 1.37%. While non-individual loans are likely to take some more time to recover. On the disbursement
front, the individual segment witnessed the highest-ever disbursals, while management indicated for a healthy
pipeline for the non individual segment. We believe that the company would emerge as the key beneficiary
of the favourable macro factors play- low interest rate regime, improved affordability, revival of demand for
housing and stable property prices.

Peer Comparison

P/E (x) | P/B (x) | RoE (%) | )

Co
mpany FY22E‘ FY23E‘ FY22E‘ szse‘ szzs‘ szse‘ szze‘ FY23E

HDFC Ltd 2,846 514,396 39.5 35.3 29 27 12.9 131 2.4 2.3
LIC Housing Finance 395 21,681 10.8 5.3 1.0 0.8 9.0 17.0 0.8 1.4
Can Fin Homes 609 814 16.8 141 2.9 2.4 177 18.4 2.0 2.0

Source: Bloomberg; Sharekhan Research
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About company

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

Any prolonged economic slowdown may impact its growth and asset quality

Additional Data

Key management personnel

Mr. Deepak S. Parekh Chairman

Mr. Keki M. Mistry Vice Chairman & CEO

Ms. Renu S Karnad Managing Director

Mr V Srinivasa Rangan Executive Director and CFO
Mr. Mathew Joseph Chief Risk Officer

Source: Company

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Vanguard Group Inc/The 4.4
2 Invesco Ltd 4.3
3 Life Insurance Corp of India 4.0
4 JPMorgan Chase & Co 3.8
5 BlackRock Inc 3.6
6 SBI Funds Management Pvt Ltd 3.2
7 Republic of Singapore 3.0
8 FMR LLC 27
9 Baillie Gifford & Co 1.9
10 T Rowe Price Group LLC 1.6

Source: Bloomberg; as on Nov 2, 2021

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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Right Sector
Positive

Neutral

Negative

Right Quality

Positive

Neutral

Negative

Right Valuation
Positive

Neutral

Negative

Source: Sharekhan Research

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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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 and SHAREKHAN further certifies that neither he
or his relatives or Sharekhan associates 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.



