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CmP Rs.2,612  Bloomberg/ Reuters HDFCIN / HDFC.BO
AUM growth improved; restructured assets at 1.21% Potential upside/downside +24%  Sector Housing Finance

Previous Rating BUY  shares o/s (mn) 1,811
Summary . Market cap. (Rs mn) 4,730,363
HDFC'’s restructured assets declined to 1.21% (vs 1.4% Q2FY22) of AUM led by ML 3 m daily avg Trd value (Rsmn)  388.8
recovery in single corporate account. Gross stage 3 assets stood at 2.7% vs 2.5% Absolute 10 (99) (L7) 52-weekhigh/low Rs3,021 /2,354
QoQ led by individual portfolio. However, collection efficiency for individual Rl to Sensex (13) (1) (213 Sensex/Nifty 58,117 /17,325

loans for Q3FY22 stood at 98.9% vs 98% (Sept’21). Disbursements for individual

loan segment grew by 48% YoY in 9MFY22; Oct’21 disbursements highest ever in a Shareholding Pattern (%)

non-quarter end month PAT grew by 7% YoY led by lower provisions (down 34% EPS (Rs) FY22E FY23E FY24E  Promoters 0.0
YoY). NIl grew by 7% YoY; NIMs improved by 10bps YoY to 3.6% while PPoP IDBI Capital 73.7 8.5 988 Fl 72.1
grew by 1% YoY. Provisions stood at Rs.131.9bn higher than regulatory requirement Consensus 724 843 9.2 DI 16.3
(Rs.74.5bn). We maintained BUY rating with TP at Rs. 3,250, valuing parent business % difference 18 26 27  Public 11.6
at Rs.2,005 (2.9x P/ABV FY24) and rest for the subsidiaries. Financial snapshot (Rs mn)
NI 129,041 151,718 173,685 196,661 223,331

[ | i : i o, [o) ’ ’ ’ ) )
AUM growth |mproved. AUM growth improved .to 12% YoY (vs 11% (.12FY22) Change (yoy, %) 17 6% 14.5% 13.2% 13.6%
during the quarter. Individual loan growth remains stable at 16% while non- Net Profit 177,697 120,274 132,972 156,092 178,262
individual reported flat growth (vs decline in last few quarters). Individual Change (yoy, %) -32.3% 10.6% 17.4% 14.2%
disbursements grew by 48% YoY during 9MFY22. The month of Dec 2021 witnessed EPS (Rs) 102.6 66.7 73.7 86.5 98.8
the 2™ highest level disbursements in the month. Growth in home loans was seen Change (yoy, %) -35.0%  10.5%  17.4% 14.2%
in both, the affordable housing segment as well as high-end properties. ABV (Rs) 466.3 >/2.1 616.5 672.3 738.1
PER (x) 24.0 36.9 334 28.5 24.9
B Restructured assets at 1.21% of AUM; GNPA inched up: Collections efficiency P/ABV (x) 5.3 4.3 4.0 3.7 3.3
cumulatively stood at 98.9% for Q3FY22. Restructured assets stood at 1.2% ROE (%) 21.7 12.3 11.7 12.7 13.2
(1.4% Q2FY22) of AUM which majorly comprises of 64% Individual loans and ROA (%) 3.6 2.2 2.2 2.3 2.3
36% non-individual loans; however adequately provided for the same. Asset Stage 3 assets 2.3 2.3 2:5 2:5 2:5
. . . Net 3 assets 1.2 1.2 1.2 1.2 1.2
quality deteriorated a bit with gross stage 3 assets stood at 2.7% vs 2.5% QoQ; CAR (%) 17.6 222 215 20.6 19.8

GNPA (as per RBI norms) at 2.3% vs 2.0% QoQ. Source: IDBI Capital Research;

B Outlook: We believe HDFC continue to gain the market share as few HFCs are
focusing on liability side. Higher provisions on the balance sheet give the cushion in
P&L from any negative impact on non-individual portfolio.
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Conference Call Highlights

Business Overview:

B Prepayments (annualized) for current year 10% of opening loan book. Third party DSA accounts for 18%,
HDFC Bank 28% for the loans.

B A decent pipeline for construction finance, disbursement happens progressively (expect a positive growth
for the year).Total housing to be 60% (50% to be achieved over 3 years, currently at 53.13%). As LCR
comes down, deployment will be done in assets.

B Average age of individual should not be above 50-55 years for funding loans. The average is 38 years
currently and loan at origination is 67-68% (all loans paid through EMI process). Equity brought by
customer ~30%-33%.

B Absolute disbursement for retail is Rs.40kcr. 30% loans in volume terms disbursed to low income groups
from Tier-2 and Tier-3 cities. Loans size is Rs.9-10 lakhs. Rates on these loans are higher and credit rating
used as benchmark for review process.

Asset Quality:

B InJanuary 2022, company recovered 683cr against one restructured account. NPA on restructured loans is
Rs.130cr. (under 2% of portfolio). Total restructured book constitutes 1.21% of the loan book.

B Credit costs have not shot up, despite NPAs higher based on RBI guidelines. Out of reported Gross NPA,
Rs.1219cr. on account of individual loans (less than 90 dpd).

B Qut of reported NPA of 2.32%, 51 bps consists of loans less than 90 dpd as of December 31.
Other Highlights:

B LCR to be little lower from current rates. It can be re-adjusted to normal levels, based on the borrowing
levels, company wants to be in the 60-70% range. Surplus can be deployed for loans/ repay some
liabilities.

B December 2021 saw highest monthly individual disbursement. 89% of applications through digital
channels. Loss ratios would remain the same, PDs should come down.
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Exhibit 1: Quarterly Snapshot (Rs mn)
Year-end: March Q3FY22 Q3FY21 Q2FY22 YoY (%) QoQ (%)
Interest Income 110,192 109,007 106,820 1.1 3.2
Interest Expenses 68,731 68,326 65,735 0.6 4.6
Net Interest Income 41,462 40,681 41,085 1.9 0.9
NIM (%) 3.6 3.5 3.6 10 bps 0 bps
Fee & Other Income 7,730 6,585 15,444 17.4 -49.9
Treasury gains 0 1,571 0 NA NA
Operating Income 49,192 48,837 56,529 0.7 -13.0
Staff Cost 1,735 1,434 1,580 21.0 9.8
Other Op Exp 3,045 3,938 3,718 -22.7 -18.1
Total Operating Expenses 4,780 5,372 5,299 -11.0 -9.8
Cost to Income (%) 9.7 11.0 9.4 -128 bps 34 bps
Cost to AUM (%) 0.3 0.4 0.4 -8 bps -5 bps
Operating Profit 44,412 43,465 51,231 2.2 -13.3
Provisions 3,930 5,940 4,520 -33.8 -13.1
Credit Cost (%) 0.3 0.5 0.4 -20 bps -6 bps
PBT 40,482 37,525 46,711 7.9 -13.3
Tax 7,875 8,267 8,906 -4.7 -11.6
-effective tax rate 19.5 22.0 19.1 -258 bps 39 bps
PAT 32,607 29,258 37,805 11.4 -13.7
EPS (Rs) 18.0 16.3 20.9 10.8 -13.8
BV (Rs) 637.6 589.3 618.4 8.2 3.1
Loans 5,258,062 4,715,970 5,074,648 11.5 3.6
AUM 6,189,175 5,521,670 5,971,638 12.1 3.6

Source: Company; IDBI Capital Research
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Exhibit 2: SOTP Valuation (Sum of the parts valuation for HDFC and its subsidiaries, associates)

T ABV Val. Val. Eq.stake Attributable | Value/share
Rs mn (x) Rs mn (%) Val. (Rs) (Rs)
HDFC Ltd. (core mortgage business) P/ABV 12,31,268 2.9 36,16,235 100.0 36,16,235 2,005
Listed subs. / asso.
HDFC Bank Ltd. CMP 84,87,750 20.9 17,73,940 983
Bandhan Bank CMP 5,16,160 9.9 51,100 28
HDFC Life Insurance Co. Ltd. CMP 13,60,320 51.5 7,00,293 388
HDFC Asset Management Co. Ltd. CMP 4,89,265 52.8 2,58,381 143
Value of listed subs. / asso. 1,543
Unlisted subs. / asso.
HDFC Ergo General Insurance Co. Ltd. Latest transaction - 48,991 50.7 24,853 14
Value of unlisted subs. / asso. 14
Discounted value of listed/unlisted subs. / asso. 311
Total equity investment in subs. / asso. 3,250
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Exhibit 3: ROE Decomposition

(%) FY20 FY21 FY22E FY23E FY24E
NIl 2.6 2.8 2.9 2.8 2.8
Fees 0.3 0.5 0.4 0.4 04
Other Income 2.8 0.3 0.2 0.2 0.2
Net Revenue 5.6 3.6 3.5 3.5 3.5
Op.Exp 0.3 0.3 0.3 0.3 0.3
Op.Profit 5.3 3.3 3.2 3.2 3.1
Provisions 1.2 0.5 0.4 0.3 0.3
PBT 4.1 2.7 2.8 2.9 2.9
Tax 0.5 0.5 0.6 0.6 0.6
ROA 3.6 2.2 2.2 23 23
Leverage (x) 6.0 5.6 5.4 5.6 5.8
ROE 21.7 12.3 11.7 12.7 13.2

Source: Company; IDBI Capital Research
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Exhibit 4: Advances growth took a sharp spike
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Exhibit 5: RWA as a Percentage of Loans
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Exhibit 6: Net Interest margins remains stable
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Exhibit 7: Borrowings growth shows an uptick (Diversified financing)
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Exhibit 8: Return on Equity declined sequentially Exhibit 9: Cost to Income Ratio inched up during the
quarter
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Exhibit 10: Credit Cost improving sequentially Exhibit 11: Yield on Assets declined
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Exhibit 12: Return on Assets declined Exhibit 13: Cost of Funds remains stable
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Exhibit 14: Cost to AUM range bound Exhibit 15: CAR remains comfortable
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Exhibit 16: Individual loans (GNPA %) spiked Exhibit 17: Non individual loans (GNPA %) saw
marginal improvement
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Financial Summary

Profit & Loss Account

Year-end: March

Net interest income
Change (yoy, %)
Fee & Other Income

Treasury gains
Net Revenue
Operating expenses
Employee expenses
Other expenses
Pre-Provision Profit
Change (yoy, %)
Provision
PBT
Taxes
Effective tax rate (%)
Net profit
Change (yoy, %)
EPS
Return on Equity (%)
Return on Assets (%)

(Rs mn)

FY22E FY23E FY24E
173,685 196,661 223,331
14.5% 13.2% 13.6%

26,037 29,899 34,397
14,205 15,516 16,956
213,928 242,075 274,684
(19,788)  (22,723)  (26,142)
(6,770) (7,774) (8,943)
(13,018)  (14,949)  (17,199)
194,139 219,352 248,542
9.3% 13.0% 13.3%
(25,820)  (21,767)  (22,895)
168,320 197,585 225,647
(35,347)  (41,493)  (47,386)

21.0% 21.0% 21.0%
132,972 156,092 178,262
10.6% 17.4% 14.2%
73.7 86.5 98.8
11.7 12.7 13.2
2.2 2.3 2.3

11
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Balance Sheet

Year-end: March
Capital

Reserves

Networth
Borrowings

Other liabilities
Total Liab. & Equity

Fixed Assets
Investments
Loans

Cash

Other assets
Total assets

FY19

3,443
770,112
773,555

3,652,660
161,561
4,587,776

6,513
462,403
4,007,596
15,963
95,301
4,587,776

FY20

3,464
858,116
861,580

4,191,020
188,336
5,240,936

13,489
649,444
4,399,430
34,257
144,316
5,240,936

FY21

3,608
1,084,219
1,087,827
4,413,650

174,509
5,675,986

13,559
686,368
4,852,943
11,448
111,668
5,675,986

FY22E

3,608
1,172,927
1,176,535
5,086,911

198,098
6,461,545

13,152
741,488
5,561,822
22,247
122,835
6,461,545

FY23E

3,608
1,284,756
1,288,364
5,877,749

215,169
7,381,282

12,758
810,076
6397,739
25,591
135,118
7,381,282

(Rs mn)

FY24E

3,608
1,418,753
1,422,361
6,786,079

228,713
8,437,153

12,375
885,522
7,361,181
29,445
148,630
8,437,153

12
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Financial Ratios

Year-end: March

Growth

Gross Loan Growth (Incl. Securitization)

Advances

NIl

Pre-Provision Profit
Net Profit

Spreads

Yield on Loans
Cost of Borrowings
NIM

NIMs (On AUM)
Operating Efficiency
Cost-to-Income
Cost-to-Assets
Asset Quality
GNPA

NNPA

Provision Coverage
Credit Cost

Capital Adequacy
CAR

Tier |

Valuation

EPS

ABV

P/E

P/BV

ROE

ROA

RORWA

Source: Company; IDBI Capital Research

FY19

15.8
11.5
4.8
-19.1
-21.3

9.8
8.1
2.8
2.5

9.6
0.3

14
0.8
43.5
0.2

19.1
17.5

55.6
430.5
44.3
5.5
13.8
2.2

2.9

FY20

11.7

9.8
13.1
87.7
85.7

9.9
7.9
2.8
2.4

5.4
0.3

2.3
1.2
47.5
14

17.6
16.5

102.6
466.3
24.0
5.0
21.7
3.6

4.8

FY21

10.3
10.3
17.6
-32.4
-32.3

9.0
6.7
2.9
2.6

9.2
0.3

2.3
1.2
52.1
0.6

22.2
215

66.7
572.1
36.9
4.1
12.3
2.2

3.0

(%)

FY22E FY23E FY24E
14.4 14.4 14.4
14.6 15.0 15.1
14.5 13.2 13.6

9.3 13.0 13.3
10.6 17.4 14.2
9.1 9.1 9.1
6.8 6.8 6.8
3.0 2.9 2.9
2.6 2.6 2.6
9.2 9.4 9.5
0.3 0.3 0.3
2.5 2.5 2.5
1.2 1.2 1.2
55.0 54.0 52.0
0.5 0.4 0.3
215 20.6 19.8
19.9 19.0 18.2
73.7 86.5 98.8

616.5 672.3 738.1

334 28.5 24.9
3.8 3.4 3.1
11.7 12.7 13.2
2.2 2.3 2.3
3.1 3.1 3.0

13
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= Notes
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Key to Ratings Stocks:
BUY: 15%+; HOLD: -5% to 15%; SELL:-5% and below.

IDBI Capital Markets & Securities Ltd.

Equity Research Desk
6th Floor, IDBI Tower, WTC Complex, Cuffe Parade, Colaba, Mumbai — 400 005. Phones: (91-22) 2217 1700; Fax: (91-22) 2215 1787; Email: info@idbicapital.com

SEBI Registration: BSE & NSE (Cash & FO) —INZ000007237, NSDL — IN-DP-NSDL-12-96, Research — INH000002459, CIN — U65990MH1993G0I1075578
Compliance Officer: Christina D’souza; Email: compliance@idbicapital.com; Telephone: (91-22) 2217 1907

Disclaimer

This report has been published by IDBI Capital Markets & Securities Ltd.(hereinafter referred to as “IDBI Capital”) for private circulation. This report should not be reproduced or copied or made available to others. No person associated with IDBI Capital is obligated to call or
initiate contact with you for the purposes of elaborating or following up on the information contained in this report. The information contained herein is strictly confidential and meant for 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 the prior written consent of IDBI Capital.

Recipients may not receive this report at the same time as other recipients. IDBI Capital will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is from the public domain or sources believed to be reliable, but we do not make any representation or warranty that it is accurate, complete or up-to-date and it should not be relied upon as such. While reasonable care has been taken to
ensure that information given is at the time believed to be fair and correct and opinions based thereupon are reasonable, due to the very nature of research it cannot be warranted or represented that it is accurate or complete and it should not be relied upon as such. In so far
as this report includes current or historical information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.

Opinions expressed are current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis, the information discussed in this material, IDBI Capital, its directors, employees are under no obligation to update or keep the
information current. Further there may be regulatory, compliance, or other reasons that prevent us from doing so.

Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice.

IDBI Capital, its directors and employees and any person connected with it, will not in any way be responsible for the contents of this report or for any losses, costs, expenses, charges, including notional losses/lost opportunities incurred by a recipient as a result of acting or non-
acting on any information/material contained in the report.

This is not an offer to sell or a solicitation to buy any securities or an attempt to influence the opinion or behavior of investors or recipients or provide any investment/tax advice.

This report is for information only and has not been prepared based on specific investment objectives. The securities discussed in this report may not be suitable for all investors. Investors must make their own investment decision based on their own investment objectives,
goals and financial position and based on their own analysis.

Trading in stocks, stock derivatives, and other securities is inherently risky and the recipient agrees to assume complete and full responsibility for the outcomes of all trading decisions that the recipient makes, including but not limited to loss of capital.
Opinions, projections and estimates in this report solely constitute the current judgment of the author of this report as of the date of this report and do not in any way reflect the views of IDBI Capital, its directors, officers, or employees.

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 IDBI Capital and associates 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 report
may come are required to inform themselves of and to observe such restriction.

E-mail is not a secure method of communication. IDBI Capital cannot accept responsibility for the accuracy or completeness of any e-mail message or any attachment(s).

This transmission could contain viruses, be corrupted, destroyed, incomplete, intercepted, lost or arrived late. IDBI Capital, its directors or employees or associates accept no liability for any damage caused, directly or indirectly, by this email.
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