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HDFC Limited BUY
Maintain

Co-origination partnership with Indiabulls — to

complement business growth Rs2,415

HDFC has entered into a strategic co-lending partnership with Indiabulls Housing
Finance (IHFL) to offer retail housing loans at competitive rates. We believe the
partnership will complement business growth for both the companies by jointly
addressing the competitive as well as untapped home loan market. HDFC can
leverage on IHFL’s potential scalability (IHFL is targeting to increase its retail
customer base 1.5x by Mar’23 and 2x by Mar’25 and achieve a monthly disbursal
run-rate of Rs15bn by Sep’21). For IHFL, the partnership is in line with its strategy
to pursue asset-light growth, and will lend further credibility to the quality of its
lending origination. Maintain BUY on HDFC with a target price of Rs3,231.

» Terms of arrangement:

o IHFL will originate and process retail home loans as per jointly formulated credit
parameters and eligibility criteria.

0 80% of the loans will be on HDFC’s books and IHFL will retain 20%. HDFC'’s
share in every loan will be approved by its own credit and underwriting team.

o IHFL will service the loan account throughout the lifecycle of the loan.

o Participation by both the entities in extending credit facility shall be on a sharing
of risk and reward basis on mutually agreed terms.

o Technology led co-lending is expected to help offer convenient and seamless
experience to customers and help expand the companies’ reach to tiers-3&4
cities.

» Win-win arrangement for both the entities:

IHFL - valuable relationship lending credibility and pursuing scale aspirations

o Thisisin line with its strategy of pursuing asset-light growth business model.

o It will boost asset growth and revenues without consuming much capital. IHFL
has stated it is targeting a monthly disbursal run-rate of Rs15bn by Sep”21.

o Partnership with HDFC will lend cost advantage to IHFL and will make it
relatively more competitive (for co-originated loans) than it is presently.

HDFC - will complement growth prospects and expand reach

o Co-origination partnership with IHFL will complement HDFC’s business growth to
garner incremental business by jointly addressing the competitive as well as
under-penetrated markets in the home loan segment.

o Given the potential scale of operations (that IHFL can achieve or has achieved
earlier), it will add on to HDFC'’s scale further. IHFL has targeted to increase its
retail customer base 1.5x by Mar'23 and 2x by Mar’25.

o It will also help HDFC leverage on IHFL’s strength in the self-employed segment
and jointly expand reach in tiers-3&4 locations. IHFL plans to add 50 technology-
enabled smart branches in tiers-3&4 locations by Sep’21.

Market Cap Rs4,356bn/US$58.2bn Year to March FY20 FY21E FY22E FY23E
Reuters/Bloomberg HDFC.BO/ HDFC IN NIl (Rs mn) 127,480 153,401 173,100 189,986
Shares Outstanding (mn) 1,803.9 Net Income (Rs mn) 179,951 118,317 135,604 165,337
52-week Range (Rs) 2895/1486 EPS (Rs) 40.5 52.0 58.0 741
Free Float (%) 100.0 % Chg YoY 85.7 -36.7 14.6 21.9
FIl (%) 73.0 P/E (x) 28.0 21.8 19.6 15.3
Daily Volume (US$/'000) 1,54,668 P/BV (x) 2.9 24 22 1.9
Absolute Return 3m (%) (6.2) Net NPA (%) 1.3 1.8 1.9 1.2
Absolute Return 12m (%) 48.3 Dividend Yield (%) 0.8 0.6 0.8 0.9
Sensex Return 3m (%) (2.9) RoA (%) 3.7 2.1 2.2 2.3
Sensex Return 12m (%) 51.8 RoE (%) 22.0 12.3 12.3 13.4

Please refer to important disclosures at the end of this report
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Chart 1: IHFL to pursue asset light growth strategy, but still increase customer
reach 1.5x by FY23 and 2x by FY25
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Chart 2: HDFC AUM growth steady, tie-up to complement growth
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Chart 3: IHFL to leverage on lower funding cost of HDFC to be relatively more
competitive
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Financial summary

Table 1: Profit and loss statement
(Rs mn, year ending March 31)

FY19 FY20 FY21E FY22E FY23E

Interest earned 3,92,402 4,37,493 4,42,896 4,90,437 5,56,355
Interest expended 2,78,377 3,10,014 2,89,495 3,17,337 3,66,369
Net interest income 1,14,026 1,27,480 1,53,401 1,73,100 1,89,986
Other income 41,378 1,50,140 45,657 61,718 67,282
Operating expenses 5,457 5,455 7,113 7,751 8,533
Employee costs 5,054 5,793 9,328 12,769 9,132
Depreciation 665 1,477 1,751 2,252 2,486
Pre-provisioning op profit 1,40,538 2,64,894 1,80,866 2,12,046 2,37,117
Provisions & contingencies 9,350 59,131 34,652 42,542 30,446
Profit before tax 1,31,188 2,05,763 1,46,214 1,69,505 2,06,671
Income taxes 34,863 25,813 27,897 33,901 41,334
Net profit 96,325 1,79,951 1,18,317 1,35,604 1,65,337

Source: Company data, I-Sec research

Table 2: Balance sheet

(Rs mn, year ending March 31)

FY19 FY20 FY21E FY22E FY23E

Share Capital 3,443 3,464 3,600 3,600 3,600
ESOPs
Reserves and surplus 7,70,112 8,58,117 10,54,425 11,46,540 13,11,876
Minority Interest
Borrowings 36,52,660 41,91,020 45,73,928 51,86,601 59,25,541
Current liabilities & provisions 1,61,561 1,88,335 2,11,154 2,41,678 2,76,650
Total liabilities & stockholders'
equity 45,87,776 52,40,936 58,43,107 65,78,419 75,17,667
Loans & advances 40,07,600 43,99,430 50,50,570 57,28,237 66,05,606
Fixed assets 6,442 9,861 9,748 11,849 14,402
Investments 4,65,617 6,49,444 7,31,197 7,91,471 8,56,714
Cash and Balance 15,963 34,257 3,678 2,996 2,440
Current assets 83,845 1,32,265 31,550 33,434 35,307
Deferred tax assets 8,309 15,679 16,364 10,431 3,198
Total assets 45,87,776 52,40,936 58,43,107 65,78,419 75,17,667

Source: Company data, I-Sec research
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Table 3: Key ratios
(Year ending March 31)

FY19 FY20 FY21E FY22E FY23E
Growth:
AUM 14.7 11.9 11.5 13.8 15.8
Net Interest Income 18.5 11.8 20.3 12.8 9.8
Total Non-Interest Expenses -22.0 -14.4 43.0 25.2 -11.5
Pre provisioning operating profits -8.2 88.5 -31.7 17.2 11.8
PAT -12.1 86.8 -34.3 14.6 21.9
EPS -16.9 85.7 -36.7 14.6 21.9
Yields, interest costs and spreads (%)
NIM on AUM 3.0 3.0 3.2 3.2 3.1
Yield on loan assets 9.8 9.9 9.0 8.8 8.7
Average cost of funds 8.1 7.9 6.6 6.5 6.6
Interest Spread on loan assets 1.7 2.0 24 23 21
Operating efficiencies
Non interest income as % of total income 9.5 255 9.3 11.2 10.8
Cost to income ratio (%) 13.0 10.0 11.9 13.2 10.6
Op.costs/avg AUM (%) 0.3 0.3 0.3 0.4 0.3
Salaries as % of non-int.costs (%) 34.0 455 51.3 56.1 45.3
NIl /employee (Rsmn) 4,154 4,373 4,972 5,318 5,547
AUM/employee(Rsmn) 1,683 1,773 1,868 2,015 2,218
AUM/ branch (Rs mn) 13,546 14,516 15,533 16,991 18,947
Capital Structure
Debt-Equity ratio 4.7 4.9 4.3 45 45
Leverage (x) 5.9 6.1 5.5 5.7 5.7
CAR (%) -standalone 19.2 17.7 21.0 20.6 204
Tier 1 CAR (%) -standalone 17.6 16.6 19.8 194 19.2
Tier 2 CAR (%) - standalone 1.6 1.1 1.2 1.2 1.2
Asset quality and provisioning
GNPA (%) 1.4 2.3 3.3 35 22
NNPA (% ) 0.8 1.3 1.8 1.9 1.2
GNPA 57,430 1,00,307 1,66,669 2,00,488 1,45,323
NNPA 32,440 55,169 91,668 1,10,269 79,928
Coverage ratio (%) 43.5 45.0 45.0 45.0 45.0

0.22 1.21 0.63 0.69 0.43

Return ratios & capital management
RoAA (%) 2.2 3.7 2.1 2.2 23
ROAE (%) 13.5 22.0 12.3 12.3 134
Payout ratio (%) 33.3 12.5 20.4 26.5 27.2
Valuation Ratios
EPS (Rs) 425 40.5 52.0 58.0 741
EPS (core business) (Rs) 62.6 65.7 51.1 45.8 359
Price to Earnings (adj) 26.7 28.0 21.8 19.6 15.3
BVPS (Rs) 449.4 497 .4 587.8 639.0 730.8
BVPS (core business) (Rs) 351.4 387.1 467.7 505.0 583.0
Price to Book (adj) 3.2 2.9 24 2.2 1.9
Dividend yield (%) 0.9 0.9 0.6 0.8 1.0

Source: Company data, I-Sec research
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Table 4: Du-pont analysis
(%, year ending March 31)

FY19 FY20 FY21E FY22E FY23E
Interest earned 10.4 10.4 9.4 9.1 9.0
Interest expended 7.3 7.4 6.1 5.9 5.9
Gross Interest Spread 3.0 3.0 3.2 3.2 3.1
Provisioning for NPAs 0.2 1.4 0.7 0.8 0.5
Net Interest Spread 2.8 1.6 25 24 2.6
Operating cost 0.4 0.3 0.4 0.4 0.3
Lending spread 24 1.3 21 2.0 2.3
Non-interest income 1.1 3.6 1.0 1.1 1.1
Operating spread 3.5 4.9 3.1 3.1 3.4
Tax 0.9 0.6 0.6 0.6 0.7
Return on average loan assets 25 4.3 25 25 2.7
Effective leverage (average loan
assets/ average equity)(x) 5.3 5.1 49 4.9 5.0
RoAE 13.5 22.0 12.3 12.3 13.4

Source: Company data, I-Sec research
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This report may be distributed in Singapore by ICICI Securities, Inc. (Singapore branch). Any recipients of this report in Singapore should contact ICICI Securities,
Inc. (Singapore branch) in respect of any matters arising from, or in connection with, this report. The contact details of ICICI Securities, Inc. (Singapore branch) are
as follows: Address: 10 Collyer Quay, #40-92 Ocean Financial Tower, Singapore - 049315, Tel: +65 6232 2451 and email: navneet_babbar@icicisecuritiesinc.com,
Rishi_agrawal@icicisecuritiesinc.com.

"In case of eligible investors based in Japan, charges for brokerage services on execution of transactions do not in substance constitute charge for research reports
and no charges are levied for providing research reports to such investors."

New |-Sec investment ratings (all ratings based on absolute return; All ratings and target price refers to 12-month performance horizon, unless mentioned otherwise)
BUY: >15% return; ADD: 5% to 15% return; HOLD: Negative 5% to Positive 5% return; REDUCE: Negative 5% to Negative 15% return; SELL: < negative 15% return

ANALYST CERTIFICATION

I/We, Kunal Shah, CA; Renish Bhuva, CFA (ICFAI); Chintan Shah, CA; authors and the names subscribed to this report, hereby certify that all of the views expressed
in this research report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly
or indirectly related to the specific recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated
persons of the ICICI Securities Inc. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the companies
mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution
of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with
Insurance Regulatory Development Authority of India Limited (IRDAI) as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities
Limited Research Analyst SEBI Registration Number — INHO00000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. ICICI Securities
is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset
management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are available on
www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our
associates might have investment banking and other business relationship with a significant percentage of companies covered by our Investment Research
Department. ICICI Securities and its analysts, persons reporting to analysts and their relatives are generally prohibited from maintaining a financial interest in the
securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume
etc as opposed to focusing on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may visit
icicidirect.com to view the Fundamental and Technical Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Institutional
Research. The views and opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, and target price of the
Retail Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information
contained herein is strictly confidential and meant 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 prior written consent of ICICI Securities. While we would endeavour to update the
information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance
or other reasons that may prevent ICICI Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily
and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in circumstances where ICICI Securities might be acting in an
advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its
accuracy or completeness guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer
document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers simultaneously, not
all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this
report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific
circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions,
based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent
judgment by any recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in
interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities whatsoever for any loss or damage of any kind arising out of the use
of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks
associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not
predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the
subject company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from
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Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or
beneficial ownership in various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.
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