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Affordable HFCs: Getting a fillip

The much-awaited PMAY scheme was announced over the weekend.
Launched with some tweaking, the CLSS scheme can help sustain high
growth in the sector. Most affordable HFCs continue to deliver high growth
and stable asset quality performance, albeit with some margin pressure. On
a separate note, the large stake sale by Aavas’s promoters reduces the
overhang of PE shareholding and augurs well for the entire sector. Retain a
positive stance on affordable HFCs.

Cabinet approves the PMAY scheme

During the weekend, the Cabinet approved the PMAY-U 2.0 scheme. The
government expects to provide assistance of Rs2.3 tn to 10 mn households
through various parts of the scheme. About 8.55 mn houses have been
constructed and delivered to the beneficiaries under PMAY-U (the previous
version of the scheme). The 2.0 version has various components (1) ‘benefit-
led construction’ assistance to EWS families (annual income below Rs0.3
mn) to construct houses on their own available vacant land; (2) ‘affordable
housing in partnerships’ to provide financial assistance to EWS families for
owning housing built under partnerships between the Government and private
agencies; (3) ‘affordable rental housing’ for creating adequate rental housing
for working women/industrial workers/urban migrants/homeless and others;
and (4) ISS.

The government has relaunched the interest subsidy scheme (ISS, formerly
CLSS). The vertical will provide benefits of subsidy on home loans for EWS
(income up to Rs0.3 mn)/LIG (income of Rs0.3-0.6 mn) and MIG (income of
Rs0.6-0.9 mn) families. Beneficiaries taking loans up to Rs2.5 mn and houses
of Rs3.5 mn will be eligible for a 4% interest subsidy on the first Rs0.8 mn, up
to a 12-year tenure; the maximum cap is Rs0.18 mn. This will be paid in five
yearly installments. The benefits under the previous scheme were about Rs0.2-
0.25 mn and paid once the home loan proposal was approved by the authorities;
this may be 1-2 years after the loan is disbursed.

The staggered repayment reduces the annual liability of the borrower, indirectly
improving cashflows for the borrower. The press release is silent on the
quantum of budgetary allocation for ISS; Exhibit 1 shows CLSS subsidy released
over the years aggregated to Rs398 bn.

One-shot repayment of CLSS subsidy led to a reduction in home loan principal
upon approval of the home loan proposal. Exhibit 2 shows that the repayment
rate of HFCs was elevated (for select HFCs) and declined in FY2024 after the
scheme was discontinued. Reimbursements under the new scheme will be
more gradual.
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Government dishursed Rs398 bn of subsidy since FY2016
I Exhibit 1: CLSS subsidy disbursed over the years, March fiscal year-ends, 2016-24 (Rs bn)

2016 2017 2018 2019 2020 2021 2022 2023 2024
Cumulative subsidy disbursement under PMAY-CLSS(U)

EWS/LIG 1 5 24 89 143 185 274 394 398
MIG - - 6 35 60 89 98 97 97
Subsidy disbursed during year under PMAY-CLSS(U)

EWS/LIG 1 4 19 65 55 41 89 121 3
MIG - - 6 29 26 28 9

Source: NHB, Kotak Institutional Equities

Repayment rate has moderated for most players in FY2024
I Exhibit 2: Repayment rates of select HFCs, March fiscal year-ends, 2015-24 (%)
2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Aavas 247 28.8 22.5 249 19.7 18.1 12.8 18.0 19.6 17.2
Aptus 23.4 229 19.0 20.1 18.2 161 12.9 13.0 18.8 151
Home First 227 19.6 228 28.0 358 18.1 159 19.1 20.5 20.6
India Shelter NA NA 217 27.6 224 17.7 14.2 191 22.1 211

Source: Company, Kotak Institutional Equities

HFCs fared well in 1QFY25: Growth on track, trends in NIM monitorable

Exhibit 1 shows the trend in quarterly performance of affordable HFCs. Disbursement growth (5-30% yoy
in 1QFY25) for tempered by RBI regulations on RTGS norms for loan disbursements; loan growth was
strong at 3-8% qogq, leading to 22-36% yoy loan growth. Asset quality performance is holding on well with
some yoy rise (max of 10-13 bps yoy for select players); we don't expect any major deterioration even as
we watch the trends. NIM (down 50-100 bps yoy excluding India Shelter) compression led to lower NlI
growth (versus loan growth). Apart from increase in cost of funds, yield compression (down up to 10 bps
goq and 50-60 bps yoy), reflecting downward rate renegotiation, is visible. Select players (Aavas and now
Home First) are raising benchmark lending rates acknowledging cyclically low margins. While most rate
transmission is already reflected, diversification of borrowings may lead to higher liability costs; NHB
funding, under low cost (fixed spread) scheme may be lower this year for select players.

Loan growth remains strong
I Exhibit 3: AUM and disbursement growth for select HFCs, March fiscal year-ends, 1QFY24-1QFY25 (%)
1QFY24 2QFY24 3QFY24 4QFY24 1QFY25

AUM growth yoy (%)

Aavas Financiers 23.2 221 22.9 222 21.8
Aptus 29.1 282 28.0 29.4 27.4
Home First 333 33.3 335 34.7 34.7
India Shelter NA NA 41.9 39.6 36.5
AUM growth qoq (%)

Aavas Financiers 34 4.6 5.0 7.7 3.1

Aptus 5.7 6.8 6.2 8.1 4.0
Home First 8.0 7.6 7.8 7.6 8.0
India Shelter 9.4 8.6 8.3 8.5 7.0
Disbursements growth yoy (%)

Aavas Financiers (2.3) 9.7 133 183 134
Aptus 23.0 23.3 26.9 46.7 4.5

Home First 354 36.6 29.1 26.8 29.9

India Shelter NA NA 36.1 23.8 229

Disbursements growth qoq (%)

Aavas Financiers (33.2) 17.8 8.3 39.0 (36.0)
Aptus 2.1 15.3 3.1 26.0 (30.3)
Home First 3.0 7.1 50 9.4 5.5

India Shelter (3.5) 9.6 6.4 10.0 (4.3)

Source: Company, Kotak Institutional Equities
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Earnings growth was strong for most players

I Exhibit 4: Earnings growth for select HFCs, March fiscal year-ends, 1QFY24-1QFY25 (%)
1QFY24 2QFY24 3QFY24 4QFY24

PBT growth yoy
Aavas Financiers
Aptus

Home First

India Shelter
PAT growth yoy
Aavas Financiers
Aptus

Home First

India Shelter

Core PBT growth yoy

Aavas Financiers
Aptus

Home First

India Shelter

Source: Company, Kotak Institutional Equities
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NIM compressed for most players

I Exhibit 5: Yields, cost of borrowings and NIM of select HFCs, March fiscal year-ends, 4QFY23-1QFY25 (%)

Yields (%)

Aavas Financiers
Aptus

Home First

India Shelter
Cost of funds (%)
Aavas Financiers
Aptus

Home First

India Shelter
NIM (%)

Aavas Financiers
Aptus

Home First

India Shelter

Source: Company, Kotak Institutional Equities
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Asset quality performance is holding on well

I Exhibit 6: Stressed loans across select HFCs, March fiscal year-ends, 1QFY24-1QFY25, 2021-24 (%)

Change
1QFY24 4QFY24 YoY
1QFY24 2QFY24 3QFY24 4QFY24 1QFY25  (bps) (bps) 2021 2022 2023 2024 (%)
Aavas Financier
1+ dpd (1) 3.7 3.6 3.8 3.1 3.7 ®3) 53 64 45 33 3.1 (18)
SMA-0 (0-30 dpd) 0.8 0.8 1.0 0.7 1.1 30 35 2.5 0.5 0.6 0.7 15
Gross stage-2 loans (30-90 dpd, 2) 19 17 17 15 16 (32) 11 29 3.0 18 15 (35)
Gross stage-3 loans (3) 1.0 1.1 1.1 0.9 1.0 [©) 7 1.0 1.0 09 0.9 1
Write-offs (% of opening AUM, annualized, 5) 0.0 0.1 0.1 0.1 0.1 4 (4) - - 0.1 0.1 1
Overall stressed loans (6:1+4+5) 3.8 3.8 3.9 3.3 3.8 (1) 49 6.5 4.6 3.5 3.3 (19)
[Stressed loans (excluding 0-30 dpd, 7: 2+3+5) 2.9 2.9 2.8 2.5 2.6 (29) 14 40 41 29 26 | (34)
Aptus Value Housing
30+ dpd 6.3 6.0 6.0 5.4 6.3 4 90 24 2.4 4.7 5.4 73
Gross stage-2 (8) 5.0 4.8 49 43 5.0 3 67 1.3 1.3 3.1 43 125
Gross stage-3 (9) 13 12 12 1.1 13 1 24 07 12 12 11 (8)
Write-offs (% of opening AUM, 10) (0.1) 0.0 0.2 0.1 0.1 17 (6) 00 (0.0) 02 0.1 (9)
[Stressed loans (excluding 0-30 dpd, 11:8+9+10) 6.2 6.0 6.2 5.5 6.4 21 84 25 24 49 55 | 65|
Home First Finance
1+ dpd 4.3 4.5 4.5 4.2 4.5 20 30 6.2 5.3 4.0 4.2 20
Gross stage-1 97.1 971 97.0 97.2 97.1 5 (6) 948 963 973 972 (12)
Current 95.7 95.5 95.5 958 95.5 (20) (30) 924 947 960 958 (20)
1-29 dpd (12) 1.4 1.6 1.5 1.4 1.6 25 24 24 1.6 1.3 1.4 8
Gross stage-2 (13) 1.3 12 1.3 1.1 1.1 (14) 2 3.5 2.3 1.1 1.1 3
Gross stage-3 (14) 1.6 1.7 1.7 17 17 10 4 1.7 1.3 1.6 17 9
Write-offs (% of opening AUM, 15) 02 0.2 0.2 (0.0) 0.1 (10) 13 04 06 02 02 (4)
Overall stressed loans (16:12+13+14+15) 4.5 4.7 4.7 4.2 4.6 10 43 8.0 5.9 4.2 4.4 16
|Stressed loans (excluding 1-29 dpd, 17:16-12) 3.1 3.2 3.2 2.8 3.0 (15) 19 56 42 29 30 | 8|
India Shelter
30+ dpd 29 32 3.5 2.4 3.5 60 110 4.0 4.0 24 24 m
Gross stage-2 (18) 2.6 2.6 2.6 2.2 2.7 12 49 32 32 2.1 22 6
Gross stage-3 (19) 1.0 1.0 12 1.0 1.1 13 17 19 2.1 1.1 1.0 (17)
Write-offs (% of opening AUM, 20) (0.0) 0.1 0.0 0.1 0.0 0 (13) 03 04 03 01 (28)
[Stressed loans (21: 18+19+20) 3.6 3.7 3.8 3.3 3.8 25 54 54 57 36 32 | (39

Source: Company, Kotak Institutional Equities

PE overhang reducing

PE promoters of Aavas (Kedaara and Partners) plan to sell their entire 26.5% stake to CVC Capital; thus,
CVC will be the new promoter of Aavas. This ends the overhang of PE stake sale in Aavas for now. The
new promoters will make an open offer for acquiring 26% stake in the company at Rs1,767/share (8%

premium over CMP of Rs1,645; transaction price of Rs1,635).

Exhibit 7 shows that private equity players own about Rs455 bn of investments in affordable HFCs and
small business loan NBFCs (Five Star and SBFC). Large PE ownership has been an overhang on
affordable HFCs; the above transaction help reduce the overhang and reflects investors’ appetite for the

fast-growing affordable housing space.
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PE players own about Rs455 bn of investments in affordable HFCs and small business loan NBFCs

I Exhibit 7: PE shareholding in select HFC/NBFCs, August 2024

(Rs bn) Market value of PE investments (LHS) e Share of PE holding (RHS) (%)
300 - - 80
76
73
240 71 L 60
180 - 46 46 - 40
40
120 4 - 20
60 - L0
139 71 43 58 81 62
0 (20)
Aadhar Aptus Home First India Shelter Five Star SBFC

Source: Company, Kotak Institutional Equities

I Exhibit 8: Peer comparison of select HFC/NBFCs, March fiscal year-ends, 2024-27E

Aavas Aptus Home First India Shelter

2024 2025E 2026E 2027E 2024 2025E 2026E 2027E 2024 2025E 2026E 2027E 2024 2025E 2026E 2027E
AUM (Rs bn) 173 210 257 316 87 111 139 174 97 129 167 213 61 81 107 135
AUM growth yoy (%) 22 22 22 23 29 27 26 25 35 33 29 28 40 34 31 27
PAT (Rs bn) 49 59 7.3 8.9 6.1 7.3 86 101 3.1 37 48 6.1 2.5 3.5 42 5.0
Yield (%) 135 134 134 132 171 170 170 167 144 142 1471 147 158 152 150 149
Cost of borrowing (%) 7.5 7.4 7.3 7.2 8.6 8.9 8.8 8.8 8.3 8.4 8.3 8.3 9.0 8.6 8.5 8.4
Spread (%) 6.1 6.0 6.1 6.0 8.5 8.1 82 8.0 6.2 5.8 58 5.8 6.8 6.6 6.5 6.6
NIM (%) 6.0 5.9 5.9 6.0 121 11.5 11.2 10.8 7.4 6.7 6.6 6.6 9.3 9.1 8.5 8.2
Cost-to-AAUM (%) 3.4 3.2 3.1 29 2.7 2.7 2.8 2.9 2.7 2.5 2.4 2.4 4.5 4.0 3.8 3.7
Credit cost (% of AAUM) 0.2 0.2 0.2 0.2 0.3 0.4 0.7 0.7 0.3 0.3 0.3 0.3 0.4 0.4 0.5 0.6
RoA (%) 2.7 2.7 2.7 2.8 7.6 71 6.7 6.3 3.2 2.9 2.9 2.9 4.2 4.4 4.0 3.7
Leverage (X) 5.1 54 5.6 5.8 2.3 2.5 2.8 3.0 4.8 56 6.1 6.6 3.3 3.2 3.7 4.1
ROE (%) 139 144 154 16.1 172 18.0 187 19.2 155 163 17.9 19.2 140 140 146 151
EPS (Rs) 62 74 92 112 12 15 17 20 35 42 54 69 25 33 39 47
EPS growth (%) 14 19 24 22 22 19 18 18 33 22 29 27 45 29 21 20
BPS (Rs) 477 551 642 755 76 86 98 112 240 277 326 388 216 248 288 335
Networth (Rs bn) 38 44 51 60 38 43 49 56 21 25 29 34 23 26 31 36
PBR (X) 3.5 3.0 2.6 2.2 4.1 3.6 3.1 2.7 4.4 3.8 3.2 2.7 34 3.0 2.6 2.2
PER (X) 27 22 18 15 25 21 18 15 30 25 19 15 29 23 19 16

Source: Company, Kotak Institutional Equities estimates
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I Exhibit 9: Valuation comparison across select HFC/NBFCs, March fiscal year-ends, 2023-26E

CMP  Mcap  FV EPS (Rs) PER (X) BVPS (Rs) PBR (X) ROE (%)
(Rs) (Rsbn) (Rs)  Rating 2023 2024E 2025E 2026E 2023 2024 2025E 2026E 2023 2024 2025E 2026E 2023 2024 2025E 2026E 2023 2024 2025E 2026E

HFC

Aavas Financiers 1,645 130 2,200 BUY 54 62 74 92 30 27 22 18 414 477 551 642 4.0 315 3.0 2.6 141 139 144 154
Aptus Housing 308 154 380 ADD 10 12 15 17 31 25 21 18 67 76 86 98 46 41 36 31 16.1 172 18.0 18.7
Can Fin Homes 803 107 NR 47 56 64 75 17 14 12 11 274 326 384 453 29 2.5 2.1 1.8 185 185 180 176
GIC Housing Finance 390 683 NR 11 3 8 36 34 143 49 11 205 239 277 322 1.9 1.6 1.4 12 21.3 NA NA NA
Home First Finance 1,044 93 1,300 BUY 26 35 42 54 40 30 25 19 206 240 277 326 5.1 44 38 3.2 135 155 163 179
India Shelter 740 79 750 BUY 17 25 33 39 42 29 23 19 141 216 248 288 5.2 3.4 3.0 2.6 134 140 140 146
LIC Housing Finance 638 351 800 BUY 53 87 85 95 12 7 8 7 492 570 641 713 1.3 1.1 1.0 0.9 112 163 140 126
PNB Housing Finance 821 213 NR 51 55 68 78 16 15 12 11 540 577 638 712 15 14 13 12 100 121 121 121
Repco Home Finance 478 30 NR 51 61 67 73 9 8 7 7 414 477 523 589 1.2 1.0 0.9 0.8 130 141 132 128
SME Financiers

FedFina 122 45 0 NC 6 7 10 12 22 18 13 10 42 61 70 83 29 2.0 17 15 144 142 149 162
Five Star 703 206 900 ADD 21 29 36 44 34 25 19 16 149 178 214 259 47 3.9 33 27 150 17.5 184 187
SBFC 81 87 95 ADD 2 2 3 4 50 38 26 20 16 23 26 30 5.1 3.6 3.1 27 99 105 11.6 13.5

Source: Company, Bloomberg, Kotak Institutional Equities estimates

Diversified Financials

India Research



@ KOTAK INSTITUTIONAL EQUITIES

“Each of the analysts named below hereby certifies that, with respect to each subject company and its securities for which the analyst is
responsible in this report, (1) all of the views expressed in this report accurately reflect his or her personal views about the subject companies
and securities, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or
views expressed in this report: Nischint Chawathe, M B Mahesh, Varun Palacharla, Abhijeet Sakhare, Ashlesh Sonje."

Ratings and other definitions/identifiers
Definitions of ratings

BUY. We expect this stock to deliver more than 15% returns over the next 12 months.

ADD. We expect this stock to deliver 5-15% returns over the next 12 months.

REDUCE. We expect this stock to deliver -5-+5% returns over the next 12 months.

SELL. We expect this stock to deliver <-5% returns over the next 12 months.

Our Fair Value estimates are also on a 12-month horizon basis.

Our Ratings System does not take into account short-term volatility in stock prices related to movements in the market. Hence, a particular Rating may

not strictly be in accordance with the Rating System at all times.

Distribution of ratings/investment banking relationships
Kotak Institutional Equities Research coverage universe

I:l Percentage of companies covered by Kotak Institutional

70% - - o o
Equities, within the specified category.
60% -
|:| Percentage of companies within each category for which
50% Kotak Institutional Equities and or its affiliates has
provided investment banking services within the previous
12 months.
0, -
0% 34.9% * The above categories are defined as follows: Buy = We
31.6% expect this stock to deliver more than 15% returns over
30% the next 12 months; Add = We expect this stock to deliver
5-15% returns over the next 12 months; Reduce = We
20% 4 18.8% expect this stock to deliver -5-+5% returns over the next
14.7% 12 months; Sell = We expect this stock to deliver less than
85% -5% returns over the next 12 months. Our target prices
10% A are also on a 12-month horizon basis. These ratings are
2.9% 1.8% 1.1% used illustratively to comply with applicable regulations. As
0% of 31/03/2024 Kotak Institutional Equities Investment
BUY ADD REDUCE SELL Research had investment ratings on 272 equity securities.

Source: Kotak Institutional Equities

As of June 30, 2024

Coverage view

The coverage view represents each analyst’s overall fundamental outlook on the Sector. The coverage view will consist of one of the following
designations: Attractive, Neutral, Cautious.

Other ratings/identifiers

NR = Not Rated. The investment rating and fair value, if any, have been suspended temporarily. Such suspension is in compliance with applicable
regulation(s) and/or Kotak Securities policies in circumstances when Kotak Securities or its affiliates is acting in an advisory capacity in a merger or
strategic transaction involving this company and in certain other circumstances.

CS = Coverage Suspended. Kotak Securities has suspended coverage of this company.
NC = Not Covered. Kotak Securities does not cover this company.

RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and fair value, if any, for this stock, because there is not a
sufficient fundamental basis for determining an investment rating or fair value. The previous investment rating and fair value, if any, are no longer in
effect for this stock and should not be relied upon.

NA = Not Available or Not Applicable. The information is not available for display or is not applicable.

NM = Not Meaningful. The information is not meaningful and is therefore excluded.
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