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Housing Development Finance Corporation Ltd
Good Q2, Individual AUM growth robust

NBFC Sharekhan code: HDFC

CMP: Rs. 2,497  Price Target: Rs. 3,025 ©
\l/ Downgrade

Reco/View: Buy o
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Summary

+ HDFC'’s reported PAT at Rs. 4,454 crore, which was above street expectations and our estimates
(3%), rising by 18% y-0-y/ 21% g-o-q mainly due to higher dividend income and contained credit cost.

* AUM growth was healthy at 16% y-o-y/ 3% g-o-q, with individual loans growing robustly by 20% YoY
& Non-individual book grew mutedly by 1% YoY. NIl grew by 13% y-o-y/ 4% g-o-q. NIMs (calculated as
% of avg. AUMs) stood at 2.86% flat QoQ. Operating profits rose by 15%y-o0-y / 15% q-o-q on the back
of higher non-core income in the form of dividend from subsidiaries.

+ Credit costs (% of avg AUM) stood at 28 bps vs 31bps QoQ. Combined gross Stage 2&3 assets fell by
62 bps QoQ tp 5.84% vs 6.47% in Q1IFY23. GNPL in individual loans stood at 0.91% vs 0.98% in the last
quarter, and in non-individual book, GNPL stood at 3.99% vs 4.44% in the last quarter.

¢+ We maintain a Buy on the stock with an unchanged SOTP-based PT of Rs. 3,025. At CMP, HDFC
trades at 1.5x and 1.4x of its FY23E/FY24E Core BV.

HDFC Ltd reported strong operational performance driven by higher dividend income. Nll grew by 13%
y-o-y/ 4% q-o-q. NIMs (computed as % of Avg. AUM) stood at 2.86% vs 2.85% in Q1IFY23. Management
guided that there was a lag effect in the transmission of rates on the asset book although they have
passed on the entire repo rate hike. The overall margin trajectory should improve going forward as
overall loan book gets repriced. Opex grew by 11%y-o-y/ flat %q-o0-q. Operating profits grew by 15%y-o-
y/15%q-o-q driven by higher non-core income (dividend income from subsidiaries — Rs. 1,360 cr vs
Rs. 687 crore QoQ & Rs. 1,171 crore YoY). Provisions declined by 8% QoQ. Credit costs (% of avg AUM)
stood at 28 bps vs 31bps QoQ/ 32 bps YoY. PAT grew by 18% YoY/ 21% QoQ driven by higher non-core
income and contained credit cost. Total gross NPL declined by 19bps g-o-q, reported at 1.59% led
by continuous improvement in collection efficiencies across loan segments. GNPL in individual loans
stood at 0.91% versus 0.98% in the last quarter and in non-individual book GNPL stood at 3.99% versus
4.44% in the last quarter. Gross stage 3 & Net stage 3 assets at 1.90% / 0.85% versus 2.1%/1.0% in last
quarter. PCR on stage 3 assets at 55.3% versus 52.7% in last quarter. The restructured book stood at
0.7% of total loans versus 0.8% in last quarter. AUM grew by 16% y-o-y / 3% g-o-q as strong uptick
in demand seen in the affordable housing segment and in the middle & high-income group segment
during the quarter. Individual loan book grew by 20% y-o-y while non-individual loan book grew by
only 1% y-o-y. HDFC continued to have healthy pipeline of non-individuals’ loans in the last 12 months
and management expect growth to accelerate in the non-individual book in coming quarter which is a
key positive.

Key positives

+ Strong growth momentum witnessed in Individual AUM
+ Stable asset quality

Key negatives

+ Margins flat QoQ due to lag impact in repricing of book
+ Higher Opex growth

Management Commentary

+ Housing demand continued to remain strong in the affordable housing segment and in middle & high-
income group segment. Growth in metro/tier | cities is certainly outpacing. Also, the company continued
to have healthy pipeline of non-individual loans and management expects growth to accelerate in the
non-individual book in the coming quarter which is a key positive.

+ Management expects credit cost to normalise further and should be below pre pandemic level, along
with further improvement in the asset quality matrix.

Our Call

Valuation: We maintain a Buy rating on the stock with an unchanged SOTP-based PT of Rs. 3,025.
Currently, housing demand is very strong, which looks sustainable on the back of emerging trends across
the young population to acquire homes at an early stage of life and it is emerging as a big aspiration
among youngsters. HDFC, being the leader, would be able to capture large opportunities. Management
is optimistic in improving the asset quality matrix, further led by improvement in collection efficiencies.
With individual AUM growth highest in last eight years and high yielding non-individual portfolio is likely
to see uptick in growth, we expect strong AUM growth going forward. Its credit costs have declined and
are likely to fall below pre-pandemic levels. We believe that the company would emerge as the key
beneficiary of the favorable macro factors play. At CMP, HDFC trades at 1.5x and 1.4x of its FY23E/FY24E
Core BV. We believe valuations are reasonable. Hence, we maintain buy rating with an unchanged SOTP
based PT of Rs .3,025.

Key Risks

Economic slowdown due to slower loan growth and higher than anticipated credit costs may affect
earnings.

Valuation Rs cr
[Poricwors P Paal e P
NII 14,970 17119 18,948 22,958
PAT 12,027 13,742 17178 20,785
EPS (Rs.) 66.7 75.8 947 114.6
P/E (x) 16.3 14.3 1.5 9.5
P/BV(X) 1.8 16 15 14
ROE (%) 12.3 12.0 13.9 134
ROA (%) 2.2 23 25 26

Source: Company; Sharekhan estimates
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Key Result highlights

¢ NIl growth driven by AUM growth, margins flat: Net interest income grew by 13% y-o-y/ 4% g-o-q. NIMs (computed
as % of Avg. AUM) stood at 2.86% vs 2.85% in Q1FY23. Management guided that there was a lag effect in the
transmission of rates on the asset book although they have passed on the entire repo rate hike. Overall margin
trajectory should improve going forward as overall loan book gets repriced and the share of non-individual book
rises gradually.

¢ Strong business momentum likely to sustain: During the half-year that ended September 30, 2022, individual
approvals and disbursements grew by 35% and 36%, respectively compared to the corresponding period in the
previous year. Demand for home loans and the pipeline of loan applications remains strong. Growth in home loans
was seen in both, the middle-income segment as well as in high-end properties. The company guided that growth
is broad-based and sustainable.

¢ Healthy AUM growth: Higher demand is being witnessed in both the affordable housing segment as well in high-
end properties. AUM grew by 16% y-o-y and 3% g-o-qg. Individual AUM grew by 20% versus 19% y-o-y in last
quarter. Non-individual loans grew by 1% versus 8% y-o-y in last quarter due to run down of book led by some
assets resolution. The corporation continued to have a healthy pipeline of non-individuals’ loans and management
expect growth to accelerate in a non-individual book in coming quarter which is a key positive. As of Sep 30, 2022,
individual loans comprise 81% of the assets under management (AUMs).

+ Asset quality improved: Pre-payment rate in the retail book stood at 10.3% (annualized) of the book and was in
line with the historical trends. Gross NPLs were at 1.59%, down by 19 bps g-o-q. Collection efficiency for individual
loans stood at > 99% cumulatively for the quarter. Gross NPLs for individual and non-individual loans stood at 0.91%
and 3.99%. As on Sep 30, 2022, the Corporation carried a total provision of Rs. 13,146 crores. Provisions carried
as a percentage of the exposure at default (EAD) is equivalent to 2.21%. Credit cost stood at 0.28% in Q2FY23
(annualized).

¢ Restructured book: Restructured poolstood at 0.7% versus 0.8% of the book in last quarter. Of the loans restructured,
98% are individual loans and 2% are non-individual loans.

¢ Outlook: Structurally, housing demand is very strong. Growth is outpacing in metro & tier | cities. Within housing,
affordable and luxury have been witnessing higher growth. Management expects credit costs to normalize further
and should be below the pre-pandemic level, along with further improvement in the asset quality matrix.

Results (standalone) Rs cr
Particulars Q2FY23 Q2FY22 Q1FY23

Income from Operations 13,199 10,683 12,003 24% 10%
Interest expenses 8,560 6,573 7,556 30% 13%
Net Interest income 4,639 4110 4,447 13% 4%
Other income 1,837 1,543 1,246 19% 47%
Net Operating income 6,476 5,653 5,693 15% 14%
Employee cost 198 158 207 25% -4%
Depreciation 58 39 54 50% 8%
Other costs 333 333 328 0% 2%
Operating expenses 589 530 589 11% 0%
Pre-provisioning profit (PPoP) 5,887 5,123 5,104 15% 15%
Provisions & Write-offs 473 452 514 5% -8%
PBT 5,414 4,671 4,590 16% 18%
Tax 960 891 921 8% 4%
Tax Rate (%) 18% 19% 20%

PAT 4,454 3,781 3,669 18% 21%
EPS (Rs) 25 21 20 17% 21%

Source: Company, Sharekhan Research
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Key ratios

Particulars Q2FY23 Q2FY22 Q1FY23

Loan AUM (Rs mn) 69,02,847 59,73,387 673,640 16% 3%
-Individuals (Rs mn) 46,57,520 391,950 44.74,020 19% 4%
-Non-Individuals (Rs mn) 12,95,167 12,96,027 13,36,380 0% -3%
Loan Outstanding (Rs mn) 59,52,687 52,07,977 58,10,400 14% 2%
NIM - Computed(%) 2.86 2.89 2.85

GNPL (% of total loans) 1.59 2.00 178

Capital Adequacy 22.50 22.40 21.90

Tier | 21.90 2160 21.40

Tier Il 0.60 0.80 0.50

Source: Company, Sharekhan Research

SOTP Valuation

Subsidiary/Associate/JV ‘ Per share value
HDFC Bank 832
HDFC Life 299
HDFC ERGO General Insurance 97
HDFC AMC 150
Bandhan Bank 22
HDFC Credila 10
Value of subs (post holdco discount) 1,412
Core Mortgage Business 1613
Total SOTP Valuation (Rs) 3,025

Source: Company, Sharekhan Research
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Outlook and Valuation

B Sector View — Housing demand to grow exponentially

Long-term structural drivers remain strong for mortgages in India. There is an emerging trends across young
population to acquire homes at early stage of life and it is emerging as a big aspiration among the youngsters,
which is likely to prop up demand. Higher interest rates are not going to affect the demand. Moreover, rising
affordability and softening pricing (helped by tax incentives) are positive for demand offtake. 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 1% of GDP, against 18% in
China and 56% in the US). We believe economic recovery is also gaining momentum. The outlook is resilient
for well-run HFCs.

B Company Outlook — Strong triggers to drive growth, with stable asset quality

Balance sheet strength, consistency and quality of earnings continue to be the key differentiators for HDFC,
which support long-term investments thesis. HDFC is well-capitalised and its book with high-quality granular
individual loans make it comfortably placed. We expect HDFC’s leadership to sustain going forward, even as
growth momentum in the housing market is encouraging. HDFC’s strong operating metrics and huge opportunity
gives strong triggers for growth ahead.

B Valuation — We maintain our Buy rating on HDFC with an unchanged SOTP based PT of Rs. 3,025

We maintain a Buy rating on the stock with an unchanged SOTP based PT of Rs. 3,025. Currently housing
demand is very strong which looks sustainable on the back of emerging trends across young population to
acquire homes at early stage of life and it is emerging as a big aspiration among youngsters. HDFC, being the
leader, would be able to capture large opportunity. Management is optimistic in terms of improving asset quality
matrix further led by improvement in collection efficiencies. With individual AUM growth highest in last 8 years
and high yielding non-individual portfolio is likely to see uptick in growth, we expect strong AUM growth going
forward. Its credit costs have been declining and are likely to fall below pre-pandemic levels. We believe that
the company would emerge as the key beneficiary of the favorable macro factors play. At CMP, HDFC trades at
1.5x and 1.4x of its FY23E/FY24E Core BV. We believe valuations are reasonable. Hence, we maintain buy rating
with an unchanged SOTP based PT of Rs .3,025.

Peer valuation

CMP(Rs/| MCAP P/E (x) | P/B (x) | RoE (%) | RoA (%)
Company
Share)| (RsCr)| FY23E| FY24E| FY23E| FY24E| FY23E| FY24E| FY23E| FY24E
HDFC Ltd 2,497 453,832 15 95 15 14 13.9 13.4 25 26
LIC Housing Finance 370 20,344 53 43 07 06 146 15.8 14 15
Can Fin Homes 521 6,942 14 102 19 16 181 171 20 18

Source: Company, Sharekhan Research
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About company

HDFC Limited is a largest & leading HFC 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 tuff
macro cycles. 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. HDFC'’s strong operating metrics and huge opportunity, gives strong triggers for growth ahead.

Key Risks

Economic slowdown due to which slower loan growth and higher than anticipated credit cost may affect
earnings.

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 Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 LIFE INSURANCE CORP OF INDIA 4.49
2 INVESCO LTD 4.26
3 VANGUARD GROUP INC 3.98
4 INVESCO DEVELOPING FUND 3.92
5 SBI FUNDS MANAGEMENT LTD 3.60
6 REPUBLIC OF SINGAPORE 310
7 BLACKROCK INC 2.95
8 JPMORGAN CHASE & CO 2.41
9 BAILEE GLIFFORD & CO 2.39
10 FMR LLC 2.02

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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Understanding the Sharekhan 3R Matrix

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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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.
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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
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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: Ms. Binkle Oza; 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, The Ruby, 18th Floor, 29 Senapati Bapat Marg, Dadar (West), Mumbai — 400 028,
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