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Real ES'I'G'I'e - NBFCS mOS‘l' exposed Exhibit A: Banks ranked better than

HFCs or diversified NBFCs
The residential real estate sector is going through a pricing and volume Lenders Quartile

downturn (especially in big cities) due to the impact of RERA, the

government’s crackdown on black money and GST. Whilst banks have ey Umon.Bonk @l
been reducing exposure, non-bank lenders have significantly increased Kotak Mahindra Bank Q
their exposure to the sector backed by a benign liquidity and interest State Bank Of India Ql
rate environment. Seasoning and tenure of loans, city-wise and Punjab National Bank Q1
developer-wise exposure, and yield on loans show that NBFCs/HFCs RBL Bank Q1
have significantly riskier real estate loan books than banks. Some of The Federal Bank Q2
these NBFCS/HFCs (Piramal, JM Finance etc.) are also running huge ALM .

mismatches (~2 years), and rising bond yields could impact their sl o
margins as well as asset quality. We maintain our high conviction SELL Edelweiss Q2
on LIC Housing and HDFC Lid. The Karur Vysya Bank Q2
Residential real estate: A sector marred by slow growth Sl i Q2
Data on real estate launches, sales and price movements shows that the sector el G Eel Q2
is undergoing significant stress. Sales have declined at a compounded rate of HDFC Bank Q3
~8% p.a. over CY14-17 with new launches declining by ~30% p.a. Inventory India Infoline Finance Q3
levels are high and would take ~15 quarters to clear at the current sales run- LIC Housing Finance Q3
rate. The reasons for the slowdown are the new real estate act (RERA), the

Government's crackdown on black money, dearer under-construction properties Indusind Bank a3
due to GST, change in personal taxation rules, and strong equity markets taking HDFC Ltd. Q3
the sheen away from real estate. Aditya Birla Finance Q3
NBFCs/HFCS are increasing their exposure to developer financing o el Q4
Total exposure of Indian lenders to developer financing is ~34trn, with banks at o enls Q4
%1.8trn and HFCs/NBFCs the rest. Banks have been slowing exposure to iz et s Flowsiig [Flaae Q4
developer financing. Market share of NBFCS/HFCs in real estate developer PNB Housing Finance Q4
financing rose to ~60% from just ~30% four years ago. Amongst non-bank L&T Finance Q4
lenders, some specialised NBFCs (Piramal, JM, Aditya Birla Capital, HDFC Lid, Piramal Capital Q4

) o .
Indiabulls etc.) have >20% of their loan books exposed to developer loans. Source: Propstack, Ambit Capital research; Nofe: Q1

indicates top quartile which means that the lender is
relatively better placed to absorb shocks arising from
slowdown in real estate; Q4 indicates bottom quartile

Which lenders have riskier real estate developer loan books?

Data from analytics firm, Propstack, shows that NBFCS/HFCs have more risky
real estate developer books than banks given higher yield on loans (~16%), less
seasoned loan books (~63% loans originated in last 21 months), higher
exposure to cities with weak real estate sales (20% of loan book), exposure to
lower rated developers (52% of loan book), and concentrated loan portfolio (top
ten borrowers account for 43% of loans). Lenders like Piramal Capital, L&T
Finance, PNB Housing, Indiabulls Housing, Yes Bank and JM Financial seem to
have the most risky loan portfolios whilst City Union Bank, Kotak Mahindra
Bank, SBI, PNB and RBL Bank seem to have the least risky portfolios.

Investment implications - Maintain SELL on HDFC and LICHF

NBFCs/HFCs in quartile 4 (see Exhibit A) as per our analysis not only have
riskier developer financing portfolios but also run huge ALM mismatches
(average ~2 years); hence, a tightening in the bond market could not only lead
to NIM compression but also increase NPAs for these lenders. HDFC Ltd (HDFC
IN, SELL) and LIC Housing (LICHF IN, SELL) have less risky portfolios but
rising NPAs in developer financing could pose additional headwinds for them
along with NIM compression due to rising bond yields. Given no additional risk
from developer loans, we maintain our high conviction BUY on ICICI Bank
(ICICIBC IN, BUY) and Bank of Baroda (BOB IN, BUY). A liquidity crunch for
NBFCs/HFCs coupled with continued weakness in the real estate sector would
be a key catalyst for a rise in NPAs in developer financing. A significant pick-up
in real estate sales is a key risk to our thesis.
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The residential real estate slowdown

Data on residential real estate sales, new launches and price movement
shows that the residential real estate sector is going through significant
stress. Residential real estate sales in top cities of India have declined at an
annual compounded rate of ~8% over CY14-17 with new launches declining
by ~30% over similar period. Inventory levels are high and would take ~15
quarters to clear the inventory at the current sales run rate. The reasons for
the slowdown are new real estate act (RERA), the Government's crackdown
on black money, dearer under-construction properties due to GST, change in
personal taxation rules, and strong equity markets taking the sheen away
from real estate.

There has been a visible slowdown in residential real estate sales in India over the
last couple of years as visible in: (i) high levels of unsold inventory coupled with
falling sales and falling new launches; (ii) stalled realty projects being at an all-time
high; and (iii) moderation in sales growth or decline in real estate prices across cities.

Slowdown in sales and new launches

As per data from Knight Frank, residential sales have continued to dip over the last
four years and have declined to the tune of ~8% over CY14-CY17 in the top eight
cities of India. The slowdown is being witnessed across cities, with Bengaluru and
Kolkata registering the maximum slowdown.

Residential real estate launches
and sales both have declined at a
CAGR of 20% and 8% respectively

over CY14-17.

Exhibit 1: Residential real estate sales have been steadily Exhibit 2: Bengaluru and Kolkata have been the worst hit

falling over the years

regions in CY17 (units in “000)
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Source: Knight Frank, Ambit Capital research Source: Knight Frank, Ambit Capital research
The slowdown in the sector is also visible in the significant slowdown in new
launches. Residential launches in the top eight cities of the country have declined to
the tune of 30% over CY14-CY17. New launches dried up in all the top eight cities
with maximum slowdown in new launches in Hyderabad, Ahmedabad and NCR.
February 15, 2018 Ambit Capital Pvt. Ltd. Page 4
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Exhibit 3: New launches have declined meaningfully over Exhibit 4: New launches have declined across all cities
the years (units in “000)
Number of residential units launched m Launches (CY16) Launches (CY17)
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Source: Knight Frank, Ambit Capital research Source: Knight Frank, Ambit Capital research

Whilst the slowdown in new launches has reduced inventory levels, weak sales mean
that inventory levels are still very high in most tier 1 cities with NCR and Mumbai
leading the pack. Unsold inventory in NCR stands at approximately 1,67,000 units,
which will take ~52 months to get absorbed. Mumbai’s unsold inventory is at
approximately 1,16,000 units and will take approx 23 months to get absorbed as per
residential real estate broker Knight Frank (see exhibits below).

Exhibit 5: NCR and Mumbai lead the pack in terms of total Exhibit 6: NCR will take the longest to clear the stock of

unsold inventory unsold inventories
m Unsold Inventory ('000) * Age (in gtrs, RHS) 20 - Quarters to sell unsold inventory
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Source: Knight Frank, Ambit Capital research Source: Knight Frank, Ambit Capital research

Data from Maharashtra state real estate regulator (MAHARERA) also shows that over  In certain parts of Mumbai, the
50% of residential real estate units are unsold in the MMR (Mumbai Metropolitan  unsold inventory is as high as 60%
Region). MMR is one of the largest real estate markets in India. Overall 3,51,000 with most of the unsold inventory
residential units lie unsold in MMR as per MAHARERA data. In certain parts of  (in % terms) lying in the suburb of
Mumbai, the unsold inventory is as high as 60% with most of the unsold inventory (in  Thane and beyond.

% terms) lying in the suburbs of Thane and beyond.

February 15, 2018 Ambit Capital Pvt. Ltd. Page 5
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Exhibit 7: Suburbs beyond Thane and Western MMR contribute more than 50% of total
unsold area

m Sold area (msf) Unsold area (msf) ¢ Unsold area (%, RHS)
180 - - 70%
160 + - 60%
40 | ¢ ¢ ¢ ¢ — 50;
120 A * VS °
100 4 - 40%
80 H - 30%
60 - L 200
40 1 20%
20 - - 10%
0 - - 0%
Beyond Western Eastern MMR South MRM Thane Navi
Thane MMR Mumbai

Source: Cushman & Wakefield and Propstack, Ambit Capital research; Note: 1 mfs = thousand square feet

Moderation in residential real estate prices

The combination of unsold inventory and the general state of the residential market
have led to moderation in residential property prices as well. Price movements across
top cities from 2HCY16 versus 2HCY17 reveal that the residential markets of
Ahmedabad and Hyderabad have recorded a slight uptick in prices while the Pune,
Mumbai and Bangalore have seen a downtrend in prices (see exhibit below).

Exhibit 8: Residential price movements in top cities in India

m Weighted average price in 2HCY17 (Rs/sq. feet) A YoY change in price (RHS)
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Source: Knight Frank, Ambit Capital research

The combination of weak sales and weak real estate prices poses a challenge for real
estate developers. Hence, their repayment capacity on debt obligation should come
under pressure and pose challenges for banks/NBFCs that have lent to this sector.

Reasons for slowdown and likely delayed recovery

The reasons for the slowdown in the real estate sector is the new real estate act
(RERA) imposed in various states, the Government’s drive to eradicate black money,
under-construction properties made dearer due to GST, change in personal taxation
rules, and strong equity markets taking the sheen away from real estate as an
investment class. With low rental yields (2-3%) compared to mortgage rates (8-9%)
and weak job growth in India, residential real estate sales are unlikely to pick up
meaningfully in the near future.

February 15, 2018 Ambit Capital Pvt. Ltd.

Impact of RERA and GST along
with government’s drive to
eradicate black money, change in
personal income tax rules and
strong equity markets has taken
away the sheen from real estate as
an investment class.
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1. Impact of RERA coming into force from July 1, 2017

From July 1, 2017, Real Estate (Regulation and Development) Act (RERA) has come
into force in various states including Maharashtra, which a major real estate market
in India. RERA has fundamentally changed the nature of real estate developments by:
(a) making it almost impossible for the developer to fund a project with payments
collected for other projects; and (b) giving the buyer enormous power to take the
developer to court in the event of a delay in construction or delivery and extracting
from the developer all monies paid plus pending in the short term.

Exhibit 9: Key provisions of the Real Estate (Regulation and Development) Act, 2016

Developer can't make any changes to the plan without the written consent of the buyer.
Developer can’t accept any monies from the customer until the project and the construction plan are registered with the real estate regulator

The property will have to be sold to the buyers on the basis of carpet area (rather than built-up area)

Registration is mandatory for all commercial and residential real estate projects where the land is over 500 square metres or includes eight apartments
and which are under-construction

If the project gets delayed, the developer will have to pay penal interest on the amount paid by the buyer. The buyers can ask for their monies back with
penal interest in the event of a delay

It is compulsory for a state to establish a State Real Estate Regulatory Authority

Failing to register a property will attract penalty up to 10% of the project cost and a repeated violation could send the developer to jail

Every phase of the project will be considered a standalone real estate project and will need to obtain separate registration

The developer will have to place 70% of the money collected from a buyer in a separate escrow account to meet the construction cost of the project

If the buyer finds any shortcomings in the project, he can contact the developer in writing within one year of taking possession

Source: JLL, Ambit Capital Research

2. Impact of the black money crackdown

With various measures in place aiming at cracking down on black money (including
demonetisation, Black Money Bill, Benami Transactions Bill, and GST), the flow of
funds into physical assets including real estate has dried up (see exhibits below).

Exhibit 10: The Government has administered a series of changes to crack down on India’s black economy

Particulars Comments
Ban on cash transactions above The Income Tax Act for FY18 has introduced section 269ST, which makes cash transactions above 300,000 illegal.
300,000 Offenders will have to pay a 100% fine if caught.

The Parliament on February 08, 2017 passed a bill seeking to enable the Centre and State Governments to specify
industrial units which will have to pay wages through cheques or by bank transfer only. Once this happens, the units
will also have to comply with the minimum wages rule and other benefits such as Provident Fund.

The Government has budgeted a 27% YoY increase in income tax while it expects nominal GDP to grow at 11%. Such
Income tax notices a sharp jump hinges on the crackdown by the income tax department on black money and unexplained deposits after
the demonetisation. The income tax department has already sent 1.8 million such tax notices.

Payments of wages through bank
accounts

Empowerment of tax officials The Government has amended the income tax act to empower even the junior-most tax official to conduct raids.

The Government has begun a massive crackdown on benami properties (properties which are in the name of
fictitious persons) all over the country in order to unearth unaccounted money stashed in the form of such properties.
The Government has now made it compulsory to link Permanent Account Number (PAN) to the Aadhaar in order
increase scrutiny on tax evaders.

Crackdown on benami properties

PAN-Aadhaar linkage

Source: Ambit Capital research
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3. Impact of GST

GST is applicable to real estate in a peculiar way. As per the GST rate structure, if one
buys a finished property, the buyer will not have to pay GST. This is because it will not
involve any service part to the buyer. However, if one does buy a property at the pre-
occupation certificate stage, the buyer will attract an effective GST rate of 12%.

Exhibit 11: Introduction of GST has increased the price of under-contraction property
while reducing the price of ready-to-move-in property

Pre-GST era Post-GST era
Under Ready-to- Under Ready-to-
Construction move-in Construction move-in
Value of property purchased 100.0 100.0 100.0 100.0
Add:
VAT rate at 4.5% 4.5 4.5
Service tax at 1% 1.0 1.0
Effective GST rate at 12% 12.0 0.0
Final Value of property 105.5 105.5 112.0 100.0

Source: Ambit Capital research

As a result, no rational buyer would want to buy a flat until it is completely finished
and has an occupation certificate. Hence, this has resulted in a fall in demand and
increase in unsold inventory.

4. Real estate losing sheen as an investment class

Various data points show that real estate has lost sheen as an investment class with
the share of real estate in household savings coming down from 67% in FY12 to 57%
in FY16.

Exhibit 12: Savings in India are moving away from physical assets

— _ 75% 1 67%
Ay ’ 66% 62% 62%
o2 57%
53
2 & 50% 41%
0, 0,
: % 3194 339% 36% 36%
E,:
o § 25% A
So
w T
0% -
o~ ) < ) ©
> > > > >
(19 (19 (1 (19 (1
B Financial assets Physical assets ® Gold and silver

Source: CSO, CEIC, RBI, Ambit Capital research.

Apart from buoyancy in the equity markets, changes in taxation rules have also made
real estate investment unattractive. Prior to 2017, all the interest paid on a home
loan was tax deductible if the property was given on rent (let-out property) or was a
second home (deemed let-out property). These tax benefits worked out to be as high
as ~3% annually and hence a 2-3% rent yield was not a deterrent for home buyers
as including tax benefits, the annual returns were as high as ~6%. However, from
FY18, deduction of interest income has been capped at ¥2,00,000. Hence, the
effective returns have fallen to ~4% on real estate investments for a salaried investor.

February 15, 2018 Ambit Capital Pvt. Ltd.
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Exhibit 13: The change in tax laws has reduced effective yield by 2%
4 Pre 2017 Budget Post 2017 Budget
Loan Amount (A) 7,500,000 7,500,000
Interest rate 8.5% 8.5%
Interest paid (assuming on simple interest) 637,500 637,500
Individual salaried income 1,200,000 1,200,000
Income from house rent (B) 225,000 225,000
Total Gross Income 1,425,000 1,425,000
Tax savings on interest paid (C)
@30% 191,250
@30% for interest up to 200,000 60,000
Effective yields (B+C/A) 5.6% 3.8%

Source: Ambit Capital research

Rental yields in the Indian residential real estate market is abnormally low, especially

compared to other emerging market cities (see exhibit below). This implies that Rental yields are 2-3% when
residential real estate is fundamentally overvalued and unaffordable. Rental yields mortgage rates are in the range of
are 2-3% when mortgage rates are in the range of 8-9%. Hence, unless these two 8-9%. Hence, unless these two
rates converge, we don’t think there could be a significant pick-up in real estate rates converge, we don‘t think
demand. there could be a significant pick-up

Exhibit 14: India has one of the lowest gross rental yields relative to other Asian in real estate demand.
markets

g 10% 7 8.6%
£ 8% -
T " 5 3% 6.1%
O o | X .o/
g 6% 45% >
2 4% 24% 2.5% 2.6% 2.7%
& Lo | 1.6%
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S 0% : : : : : : : . . .
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Source: Global Property Guide, Ambit Capital research. Note: The gross annual rental income, expressed as a
percentage of property purchase price. This is what a landlord can expect as return on his investment before
taxes, maintenance fees and other costs. The properties are 120-sq. m. apartments located in premier city
centres.

5. Job squeeze also hampering demand for real estate
A slowdown in India’s job engine is negative for real estate demand. The Naukri jobs
index which reflects the state of employment in 9 key sector, namely insurance,
automobile, pharma, IT, banking, BPO, telecom, construction and oil & gas, has been
decisively trending downwards (see exhibit below).

Exhibit 15: Organised sector hiring activity has weakened over the past 15 months
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According to Manpower’s quarterly survey (click here), whilst there is some pickup in
hiring trends in 2HCY17, hiring trends are still significantly weaker compared to

historical levels.
Exhibit 16: Recent hiring plans have been the weakest in the past 12 years

®m Net Employment Outlook Seasonally Adjusted
o ¥
0%18 2 Fx g
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Source: Manpower Group, Ambit Capital research.
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Non-bank lenders are increasing their
developer financing exposure

Total exposure of Indian lenders to developer financing is ~X4trn with banks
at T1.8trn and HFCs/NBFCs the remaining. Banks have been slowing
exposure to developer financing and the gap has been filled by HFCs/NBFCS,
whose market share has increased to ~60% from ~30% four years ago.
Private Banks have higher exposure (>5% of loan book) to developer
financing vs PSU banks (<3%); some banks (YES, 1IB) have over 10%
exposure. Amongst non-bank lenders, some specialised NBFCs (Piramal, JM,
etc.) have >20% of their loan book exposed to developer financing. Whilst
HFCs on average have lower exposure vs specialised NBFCs, they are
indirectly exposed to slowdown in residential real estate due to their home
loan portfolios. Slowdown in real estate has created problems for lenders
across geographies and the outcome should not be any different in India.

The total loans of the Indian banking sector to developer financing stood at T1.83trn  Banks are decreasing fh~eir )
at end-Dec’17. However, there has been a meaningful slowdown in banks’ lending ~ €xposure ~f° developer financing
to this sector over the last three years with credit growth in the segment slowing to  With credit growth in the segment

~2.6% at end-Dec’17 vs 22% in FY14. slowing down to ~3% in DeC’17 vs
~10% total growth in their loan
Exhibit 17: Growth of bank loans to developers has considerably slowed down books
mmmmm Banks loans to developers (Rs bn) ==--- YoY growth in developer loans (RHS)
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Source: RBI, Ambit Capital research

Whilst there is no official data on aggregate exposure of HFCs/NBFCs to the sector,
the data from some individual listed NBFCs/HFCs shows that listed non-bank lenders
(HFCs/NBFCs) seem to have filled the gap created by banks. The total loans of these
NBFCs/HFCs to developers have registered a CAGR of ~27% over FY14-9MFY18 to
2.2trn at Dec’17.

Exhibit 18: NBFCs* are filling the gap created by banks NBFCs/HFCs are filling the gap
created by banks and have ~60%
mmmmm NBFCs loans to developers (Rs bn) ===-- YoY growth in developer loans (RHS) market share in the segment on
2500 - 40% both stock as well as flow basis.
2,000 _ -~ ”o-~\\ ”"—-—"’ L 30%
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1,000 - ~eeeeL ;
500 - r 10%
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— N (2] < un 0 N (o]
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(118 (118 (118 (118 (118 (118 (18
=
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Source: Company, Ambit Capital research. *Nofe: aggregate exposure of ten HFCs/NBFCs: HDFC Ltd, LIC
Housing, Indiabulls Housing, Dewan Housing, Piramal Enterprises, PNB Housing, Edelweiss, L&T Finance, JM
Finance and IIFL

February 15, 2018 Ambit Capital Pvt. Ltd. Page 11
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Adding data from banks and NBFCs shows that bank/NBFC exposure to the sector is
~3%4.0trn at end-Dec’17 and has posted 16% CAGR over FY14-9MFY18.

Exhibit 19: Growth of real estate developer loans at overall system level has
increased driven by aggressive lending from NBFCs

= | oans to developers (Rs bn)  ==--- YoY growth in developer loans (RHS)
4,000 - 20%
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(118 (118 (118 (118 (118 (118 (18
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o

Source: RBI, Company, Ambit Capital research; *Note: For NBFCs/HFCs we have taken aggregate exposure of
ten HFCs/NBFCs: HDFC Ltd, LIC Housing, Indiabulls Housing, Dewan Housing, Piramal Enterprises, PNB Housing,
Edelweiss, L&T Finance, JM Finance and IIFL

The data clearly shows that the banks have reduced their exposure to developer
financing sector whilst NBFCs/HFCs have increased their exposure to the sector and
hence market share of NBFCS/HFCs have significantly gone up in this segment.

Exhibit 20: NBFCs exposure to developer financing is now higher than banks The total exposure of Indian banks

4.5 1 Exposure to developer financing (X trillion) and non-bank lenders to developer
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Source: RBI, Company, Ambit Capital research

Data compiled by real estate data and analytics firm Propstack (analysing over 6,000
loan contracts originated over FY12-1HFY18) shows similar trends. It shows loans
sanctions by lenders to real estate developers have posted an 18% CAGR over FY14-
17. Moreover, share of non-bank lenders has been increasing over the years.

Exhibit 21: Total loans sanctioned registered an 18% CAGR Exhibit 22: Sanctions from non-banks have been
over FY14-17 increasing over the years
mmmmm | oans sanctioned (Rs bn) = = = YoY growth (RHS) Banks sanctions  mNon-Banks sanctions
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Source: Propstack, Ambit Capital research Source: Propstack, Ambit Capital research
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As per Propstack data, overall total outstanding sanctions of lenders to the sector are
at T5.9trn' at Sep’17 and have registered ~80% CAGR over FY13-1HFY18. Even in
terms of outstanding loan sanctions, share of NBFCS has increased to 62% at Sep’17
vs 30% at end-FY13.

Exhibit 23: Share of NBFCs in active loans sanctions has increased over the years
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Source: Propstack, Ambit Capital research

Based on our channel checks, the reasons for banks losing market share to non-
banks are: (i) general risk aversion by banks in sensitive sectors like real estate due
to the weakness and because a large part of the banking system is struggling with
high NPAs; (ii) inability of banks to restructure/structure real estate developer loans
as per the requirement of the developers given weak/unpredictable cashflows of
developers.

The rapid growth of NBFCs/HFCs in this segment is also visible in growth in
developer financing portfolios of some prominent NBFCs/HFCs.

Exhibit 24: NBFCs such as Piramal, Indiabulls and L&T Finance have grown their
developer loan book at a very fast pace
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Source: Company filings, Ambit Capital research; Note: for Edelweiss and JM Financial we have taken data as at
end-FY15 since data for FY14 was not available

! Active sanctions is ¥5.9trn and outstanding loans is ~34trn. The difference is on
account ¢factow) amiount disbursed and repayments
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Exhibit 25: Porter’s analysis for Specialized Real Estate lenders

Bargaining power of suppliers
MODERATE

Equity and debt capital is the key raw material
for real estate developer lenders.

Specialized real estate developer lenders are
mostly wholesale borrowers and hence depend
on mutual funds and insurance companies for
their debt and equity requirement.

With strong equity markets and benign
liquidity environment, the bargaining power of
suppliers had come down over the last three
years. However, we expect it to go up given
our expectations of tight liquidity and weak
capital markets going forward. .

=  Given

Competitive intensity
MODERATE

reluctance of banks to lend

Bargaining power of buyers
WEAK

Given weak residential real estate market, lack
of transparency in real estate sector and
regulators having various restrictions on banks
while lending to developers, most banks have
been reluctant to lend to developers. This gives
huge bargaining power to specialized redl
estate developer lenders which is visible
in~15% yield on developer loans which is
~7% higher than rates for home loans.

We do not see any change in the barraging
power of lenders given weak state of real
estate sector.

in the

segment, the industry rivalry is moderate in the
segment and confined to 8-10 HFCs/NBFCs.

Barriers to entry
HIGH

Entry barriers are low in the business which is
visible in multiple HFCs/NBFCs (Piramal, JM |
Financial, etc.) entering the segment in last 3- |
4 years

Given high loan yields, even lenders with high
cost of funds can enter the segment

1 "  We expect industry rivalry to go up with
increase in transparency.

'

Threat of substitution
HIGH

Given that most borrowers are big corporates,
there is always a substitution risk for
specialized lenders from banks and bond
market if the health of the sector and/or risk
perception of the sector improves going
forward.

Real Estate Investment Trusts (REITS) poses a

RERA would increase the transparency in real | great substitution risk in lease rental
estate sector which would further lower down ! discounting segment.
entry barriers for new lenders
__ Improving I:I Unchanged 71 Deteriorating
Source: Ambit Capital research
Whilst developer loans as a percentage of total loan book banking system is only
2.5%, for some banks the exposure to developer financing was as high as 13% at
Mar’17/Dec’17. Overall, private sector banks have higher exposure to the sector
(>5% of loan book) vs PSU Banks (<3%). For some NBFCs this is a major lending
segment. Amongst non-bank lenders, Piramal Enterprises, JM Financial, Aditya Birla
Capital, Edelweiss Capital and Indiabulls Housing Finance have higher exposure
(>20%) to developer loans.
February 15, 2018 Ambit Capital Pvt. Ltd. Page 14
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Exhibit 26: Some private sector banks have significant Exhibit 27: Some NBFCs have more than 30% of their loan

exposure to developer financing (at Mar’17)

books exposed to developers (at Dec’17)
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Housing Finance companies (HFCs) have on average lower (4-20%) exposure to
developer financing than some NBFCs (15-80%), but they are also exposed to home
loans and loan against property (LAP). Hence, despite relatively low exposure to real
estate developer loans, HFCs are still highly exposed to the slowdown in real estate
as it could lead to NPA rising in home loans and LAP as well:

= A significant (15-65% for various HFCs) part of home loans are for under-
construction properties. Hence, developer’s inability to complete the project could
lead to NPAs rising in the segment. E.g. the inability of Jaypee Group to complete
housing projects led to home buyers delaying payments to lenders on their home
loans (https://goo.gl/4DjjXP)

= As highlighted in our note (Past perfect, future tense), many home loans are
quasi-developer loans with little skin in the game for borrowers. Any significant
correction in real estate prices could lead to large scale NPAs in this seemingly
safe segment.

Case study: The Japan real estate crisis in mid-1990s

Japan saw a real estate boom between 1985 and 1990. Real estate prices increased
by more than 2x over this period (see exhibit 27). Bank lending to real estate and
related sectors increased meaningfully. However, after 1990, the real estate in Japan
saw significant correction in prices. Real estate prices decreased by more than 50%

Source: Company, Ambit Capital research; Note: ABFL data is at end-FY17

Global financial history is full of
examples where real estate
slowdown has created trouble for
lenders. The real estate crisis in
Japan is classic example on after

(see exhibit 27). Because of this, banks in Japan saw a huge increase in non- effects.

performing loans. The total provisions (loan-loss provisioning and write-offs were

equivalent fo ~80 % of incremental loans during 1986-1990; see exhibit 28).

Exhibit 28: Japan’s real residential land prices (1986=100) Exhibit 29: The provisions made by the banks in Japan

were ~80% of loans disbursed during 1985-90

direct write-off

I provisions

“ s others

—=— NPL outstanding (right scale)

L

1970 1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008

-2.000

19921993 1994 1995 19096 1997 1998 1999 20002001 20022003 2004 2005 2006 2007|

r 45.000

- 40,000

35,000

30,000

20,000

15.000

10,000

5.000

——HNation = = & Large Cities

Source: Professor Yuichiro Kawaguchi, Waseda University
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Source: Asian Development Bank (Fujii and Kawai)
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Which lenders have riskier developer
financing book?

Analysing developer loan portfolios of lenders on parameters like yield on
loans, seasoning of loan book, exposure to stressed cities, exposure to lower
rated developers, tenure of loan book and concentration of the portfolio
shows that NBFCS/HFCs have more risky portfolio than banks. Moreover,
lenders like PNB Housing Finance, Piramal Capital and L&T Finance seem to
have the most risky loan portfolios whilst Kotak Mahindra Bank, City Union
Bank and State Bank seem to have the least risky portfolios.

Separate asset quality data for developer loans is not disclosed by all the lenders.
However, based on the data disclosed by some lenders, there has been only a
marginal deterioration in asset quality for lenders in this segment.

Exhibit 30: HDFC and LIC Housing Finance have recorded some increase in NPAs in
developer loan porifolio
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Source: Company, Ambit Capital research

NPA trends of specialized real estate lenders also do not reveal any significant stress
in the segment.

Exhibit 31: NPA trends of specialized developer financing NBFCs do not reveal
significant stress

Gross NPAs
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2.5% -
2.0% -
1.5% -
1.0% -
0.5% -
0.0% L
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Source: Company, Ambit Capital research; Note: *FY15 NPA data for ABFL is not available

However, the NPA trends in the segment are still not fully reflecting the weak state of
the real estate industry in India. This, we believe, is because of the nature of
structuring of real estate loans where repayments are elongated and back-ended.
Data from Propstack shows that the average tenure of a developer loan is ~6 years
with average moratorium period of ~2.5 years. Moreover, the data also shows
that average moratorium period has increased from average 23 months
during FY14-17 to 31 months in 1HFY18, indicating that lenders are
increasing moratorium period for developers given weak financial state of
developers.

February 15, 2018 Ambit Capital Pvt. Ltd.

Long tenure of the loans and
increasing moratorium is hiding
stress in the segment for lenders.
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Exhibit 32: Average moratorium and average tenure of loans for the sector

mTenure of loan Moratorium A Moratorium as % of tenure (RHS)
80 - - 50%
70 1 A - 45%
@ 60 -
TFE 50 - 40%
g 40 | - 35%
S 30 s
% 20 | 30%
10 4 - 25%
0 - . . . . 20%
FY14 FY15 FY16 FY17 THFY18

Source: Propstack, Ambit Capital research

Our channel checks dlso suggest that there is moratorium on interest payment as
well in some cases where interest is funded by lenders through some other group
entities. Hence, we believe that the state of real estate loans in India at present is
similar to that of the power/infrastructure 5 years ago where despite extreme stress in
power/infra loans, the reported NPAs of lenders were very low. However, if the
residential real estate sector remains weak, the level of stress in the sector should
start reflecting in the reported asset quality numbers of lenders from 2HFY19.

To understand the quality of loan book of each lender is a tricky task as all lenders
claims to follow robust appraisal processes and strong monitoring mechanisms.
Moreover, developers do a lot of borrowings at the project level with cash flows of the
project ring fenced and, hence, the overall credit rating of the developer might not
necessarily be a good representative of the riskiness of the developer.

To get a sense on the quality of the developer financing book of the lenders, we have
used the data collected by Propstack. Propstack has analysed over 6,000 developer
loans sanctioned by lenders over FY12-1HFY18. These loan documents (or ‘charges’
as per MCA records) are filed by the lenders to the Ministry of Corporate Affairs
(MCA), where they have to provide details on loan covenants like loan amount, date
of origination, loan tenure, moratorium period, name of the developer, interest rate
etc.

Based on these details we have tried to estimate the quality of the developer
financing book of all major listed banks and NBFCs.

Higher loan yields imply higher risks

Interest rates on real estate developer loans range at 9-26%. The interest rate on real
estate developer loans is a function of the quality of developer and stage of
construction. E.g. a top quality developer like Godrej or L&T can borrow money at as
low as 9.5% vs some small unknown developers borrowing at as high as 24%.
Moreover, while lease rental discounting rates are as low as 9.5%, the rates for land
purchase financing are as high as ~25%.

Exhibit 33: Lending sub-segments in developer loans

Stage Interest rate  Purpose

;’.re-ap.provol/land ~15-26% Primarily for land acquisition and for pre-approval stages.
inancing

Construction financing ~12-16% Funding the project construction/completion post approvals.

;J.Vorklr.\g capital ~12-16% Financing the inventory of the developer till realization of sales.
inancing

Discounting the lease rentals of commercial properties of the

Lease rental discounting ~9-12%
borrower.

Source: Ambit Capital research

Hence, we believe yield on loans is fair reflection of the risks lenders are taking. The
data shows that yield on loans for NBFCs (15-19%) are much higher than that of
banks (11-14%). NBFCs/HFCs like IIFL, Edelweiss and Indiabulls Housing have the
highest loan yields amongst the major lenders, indicating a risker loan portfolio. On
other hand, HDFC Ltd, HDFC Bank and Indusind Bank have loan yields in the range
of 11-12%, indicating a safer loan portfolio.

February 15, 2018 Ambit Capital Pvt. Ltd.

To understand quality of loan
portfolios of lenders, we have used
Propstack database which has
analysed over 6,000 developer
loan documents filed by lenders
over FY12-1HFY18 with MCA.

Page 17



< AMBIT

BFSI

Exhibit 34: IIFL, Edelweiss and Indiabulls Finance charge the highest rates of interest
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Source: Propstack, Ambit Capital research; Note: we have used data from 994 number of loans sanctioned
amounting to Ttrn to do this analysis

Falling repayments, longer tenure - signs of stress

When borrowers are under stress, they start falling behind on their repayments. In
such scenarios, the tenure of the loans starts going up as lenders start increasing the
tenure of the loan to save the loan from becoming NPAs. However, lease rental
discounting (LRD) loans are generally long tenure loans by nature (and least risky
loans) and hence we have not considered them for this analysis. Tenure analysis of
loan books suggests that L&T Finance, Piramal and Yes Bank have loans with highest
tenure, indicating higher risk.

Exhibit 35: L&T Finance, Piramal Enterprises and Yes Bank have higher tenure books
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Source: Propstack, Ambit Capital research; Note: for this analysis we have excluded loans having fenure more
than 120 months (or 12 years); we have used data from 778 number of loans sanctioned amounting to 771bn
for this analysis

In terms of trends in weighted average tenure, lenders like Aditya Birla Finance, PNB
Housing Fiancé and Federal Bank are increasing exposure to loans having higher
tenure over the years while lenders like Axis Bank and Indiabulls Housing are
reducing exposure to higher tenure loans.

Unseasoned loan book can cause problems

Given longer repayment of developer loans, it takes some time before the pain at the
borrower level starts reflecting in the asset quality trends of the lender. Hence, we
believe, keeping everything else constant, the lenders with the least seasoned loan
books are more exposed to asset quality risk. We do not have fresh disbursement
trends for the lenders and hence we have used data on outstanding developer loans
reported by the lenders and loan sanctions data from Propstack to analyse the
vintage of loans given by different lenders. As per loan sanctioned data of Propstack,
56% of developer loans have been sanctioned over the last 30 months. As per
data from Propstack, Piramal Enterprises and HDFC Bank have the most unseasoned
develoner financing hook.

February 15, 2018 Ambit Capital Pvt. Ltd.

NBFCs/HFCs like IIFL, Edelweiss
and Indiabulls Housing have the
highest loan yields amongst the
major lenders implying higher risk
on the portfolio

Tenure analysis of loan books
suggests that L&T Finance, Piramal
and Yes Bank have loans with
highest tenure, indicating higher
risk.

56% of real estate loans have been
sanctioned over the last 30
months.
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Exhibit 36: Loans sanctioned over FY16-1HFY18 as a percentage of total sanctions is
highest for Piramal
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Source: Propstack, Ambit Capital research

We have also corroborated this data by estimating the vintage of the loan book
based on outstanding loan book of lenders at various time points. Both sets of data
points show that PNB Housing Finance, L&T Finance, Piramal Enterprise and HDFC
Bank have the highest percentage of unseasoned book in their portfolios whilst ICICI
Bank, Axis Bank and Indiabulls Housing Finance have the most seasoned book.

Exhibit 37: Loans disbursed* over FY15-17 as a percentage Exhibit 38: Loans disbursed* over FY16-9MFY18 as
of outstanding developer loans (as at FY17) percentage of o/s developer loans (as at 9MFY18)
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Source: Company, Ambit Capital research; Note:; *We have assumed annual Source: Company, Ambit Capital research; Note: *We have assumed annual
repayment rate of 20% while calculating disbursements repayment rate of 20% while calculating disbursements

Higher exposure to NCR and Thane could be a problem

Real estate markets in some areas are more stressed than others. For example, data

and our channel checks suggest that Thane and Navi Mumbai markets are stressed in ~ Thane and Navi Mumbai markets
the MMR region. Projects in NCR are also facing completion issues. City-wise loan are stressed in the MMR region.
data was available for only 1,100 loan contracts covering ~40% of the outstanding Proiecfs.in NCR are also facing
loan book/AUM of the lenders. This data shows that PNB Housing Finance, Bank of completion issues.

Baroda, Indiabulls Housing and L&T Finance have high exposure to projects situated

in stressed cities. PNB Housing has more than 50% exposure to these stressed cities.
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Exhibit 39: Lenders have high exposure to projects situated in stressed cities*
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Source: Propstack, Ambit Capital research; Nofe: we have identified NCR region, Thane and Navi Mumbai areas
as stressed areas; we have used data from 1,121 number of loans sanctioned amounting to €1,379%bn to do this

analysis

Lenders exposed to lower rated developers

As discussed above, credit rating of the developer might not be the right indicator of
risk for the lender as the lender might have given loans at the SPV level with ring
fenced collateral and cash flows. Moreover, credit rating of a lot of developers is not
available. However, we analysed lenders’ exposure to 28 developers which had
borrowed more than ¥20bn each from lenders with total exposure of 32.1trn for the
lenders (61% of total exposure of lenders). Out of these 28 developers, 19 had rating
of BBB and below and contributed ~61% of the total exposure to these large
developers. Lenders such as L&T Finance, Yes Bank and PNB Housing Finance have
high exposure to developers having ratings BBB and below. While L&T Finance and
Yes Bank have 100% exposure to developers rated BB and below, PNB Housing has
more than 90% of exposure to these lower rated developers. Lenders such as Kotak
Mahindra Bank, HDFC Ltd and HDFC Bank have less exposure to such developers.
Lenders such as City Union Bank, Edelweiss and IIFL have little or no exposure to
lower rated developers.

Exhibit 40: L&T Finance and Yes Bank have highest exposure to stressed developers*
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Source: Propstack, Ambit Capital research; Note:* we have used data for developers having total exposure of
20bn or more. The exposure is calculated as a percentage of total exposure to these large developers; we have
used data from 391 number of loans sanctioned amounting to ¥1.3trn for this analysis
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PNB Housing Finance, Bank of
Baroda, Indiabulls Housing and
L&T Finance have high exposure to
projects situated in stressed cities.

Lenders such as L&T Finance, Yes
Bank and PNB Housing Finance
have high exposure to developers
having ratings BBB and below.
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High concentration means high risk

Most large lenders typically tend to have a concentrated portfolio as they are
comfortable lending large sums to a few developers instead of lot of small loans to
small developers. Hence, a concentrated portfolio might not necessarily be a risky
portfolio. However, high concentration of exposure to a few developers is still a risk
as even a couple of developers getting into trouble can create problems for lenders
with concentrated portfolios. Average top ten exposures contributed to 30% of total
loans sanctioned by the lenders. Data suggests that Piramal, HDFC Bank and LIC
Housing have concentrated loan portfolios whilst City Union Bank, Kotak Mahindra
Bank and Axis Bank have diversified developer financing portfolios.

Exhibit 41: Piramal, HDFC Bank and LIC Housing have concentrated loan portfolios
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Source: Propstack, Ambit Capital research
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Piramal, HDFC Bank and LIC
Housing have concentrated loan

portfolios
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Ranking of lenders

Scoring all the lenders on the risk parameters above shows that non-bank lenders  Analysing the different risk
(HFCs/NBFCs) have riskier developer financing portfolios than banks. Overall,  parameters shows that non-bank
Piramal, L&T Finance and PNB Housing have the most risky loan portfolios whilst City ~ lenders (HFCs/NBFCs) have riskier
Union Bank, Kotak Mahindra Bank and State Bank of India have the least risky  developer financing portfolios than
developer financing portfolio. banks.

Exhibit 42: Summary and ranking of lenders

Developer Weighted Weighted Exposure to Exposure to Exposure to

Lenders Lenders fin:sn‘;i 'Lgf U":Z‘:‘sggiz average average Sires.s.ed top ten Stressed SF:::: Quartile
loans Tenure Interst rate Cities accounts Developers
City Union Bank CUBK 7 1 2 17 1 1 1 4 Q1
Kotak Mahindra Bank KMB 12 11 8 5 8 6 5 8 Q1
State Bank Of India SBIN 1 8 15 3 7 12 10 8 Q1
Punjab National Bank PNB 3 9 18 8 5 2 12 8 Qi
RBL Bank RBK 1 5 14 10 9 10 4 9 Q1
The Federal Bank FB 6 20 11 6 3 5 14 9 Q2
Axis Bank AXSB 9 6 13 12 14 4 8 9 Q2
Edelweiss EDEL 19 10 6 22 1 7 2 10 Q2
The Karur Vysya Bank KVB 8 21 4 7 13 3 13 10 Q2
ICICI Bank ICICIBC 10 5 13 16 8 16 10 Q2
Bank Of Baroda BOB 2 3 1 11 22 13 19 10 Q2
HDFC Bank HDFCB 5 22 3 1 15 22 7 11 Q3
India Infoline Finance IIFL 17 7 9 23 4 17 3 11 Q3
LIC Housing Finance LICHF 4 12 10 14 11 21 14 12 Q3
Indusind Bank 1B 13 18 17 2 6 20 11 12 Q3
HDFC Ltd. HDFC 20 13 19 4 17 11 6 13 Q3
Aditya Birla Finance ABFL 21 15 7 16 10 18 9 14 Q3
JM Financial M 22 16 12 20 12 15 17 16 Q4
Yes Bank YES 16 14 21 18 19 9 22 17 Q4
'F’i‘r‘:';"nk:‘;”s Housing IHFL 18 4 20 21 21 16 20 17 Q4
PNB Housing Finance PNBHOUSI 15 17 16 15 23 14 21 17 Q4
L&T Finance LTFS 14 19 23 19 20 19 22 19 Q4
Piramal Capital PEL 23 23 22 9 18 23 18 19 Q4

Source: Ambit Capital research; Note: Q1 indicates top quartile which means that the lender is relatively better placed to absorb shocks arising from slowdown in
real estate; Q4 indicates bottom quartile.
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Investment implications

NBFCs/HFCs like Piramal Enterprises Lid, L&T Finance Lid, PNB Housing
Finance, JM Financial, Indiabulls Housing and Aditya Birla Finance not only
have riskier developer financing portfolios but dalso run huge ALM
mismatches; hence, a tightening of the bond market could not only lead to
NIM compression but also higher NPAs. In our coverage universe, HDFC Ltd
(HDFC IN, SELL) and LIC Housing (LICHF IN, SELL) have less risky portfolios
but rising NPAs in developer financing could pose headwinds for them when
rising bond yields compress NIMS. A liquidity crunch for NBFCs/HFCs coupled
with continued weakness in real estate would be a key catalyst for NPAs to
increase in developer loans. A significant pick-up in real estate sales is a key
risk to our thesis.

NBFCs and HFCs are most exposed

As shown in the table above, our analysis shows that NBFCs/HFCs are most exposed
to a slowdown in the real estate sector. The most exposed lenders are Piramal
Enterprises Ltd (NOT RATED), L&T Finance Ltd (NOT RATED), PNB Housing
Finance (NOT RATED), JM Financial (NOT RATED), Indiabulls Housing (NOT
RATED and YES Bank (NOT RATED). As highlighted in our note on the impact of
rising bond yields on NBFCs/HFCs (link to our note dated 12Jan2018), these are also
the same set of NBFCs/HFCs that are exposed to rising bond yields. Whilst we don’t
cover these NBFC/HFCs, we would recommend investors to remain cautious on these
names as they are trading at rich valuations (average P/B of 3.3x) despite their lack of
a long operating history, rapid loan growth over the last couple of years, vulnerability
in the rising bond yield environment, and riskier developer financing portfolios.
Amongst our coverage universe, HDFC Ltd (HDFC IN, SELL) and LIC Housing
(LICHF IN, SELL) fall in the third quartile and hence are materially exposed to any
slowdown in the real estate sector. These companies are also exposed to rising bond
yields and, hence, we maintain a high conviction SELL stance on them.

Banks are better placed

As highlighted in the earlier section, banks have been reducing exposure to
developer loans over the past 3 years and have exposure to safer names. Amongst
the banks, HDFC Bank (HDFCB IN, SELL), Indusind Bank (IIB IN, Under Review)
and Yes Bank (YES IN, NOT RATED) have riskier loan book and hence exposed to a
slowdown in the real estate sector. Both HDFC Bank and Indusind Bank are trading at
a significant premium of 60% and 45% respectively to the rest of the sector primarily
due to their better asset quality trends in the recent past. However, both of them look
vulnerable to stress in the real estate sector. Moreover, slowing earnings growth for
HDFC Bank (17-18% over FY17-20) and value-destructive acquisition of Bharat
Financial by Indusind Bank make risk reward unfavorable for investors.

Both ICICI Bank (ICICIBC IN, BUY) and Bank of Baroda (BOB IN, BUY) fall in the
second quartile and are less exposed to the real estate sector. Hence, we don’t see
any additional asset quality risks for both the banks and hence maintain our high
conviction BUY stance on both these stocks.

Catalysts for NPAs rising in real estate developer loans

Whilst the real estate sector has been going through a downturn for the last 2-3
years, the asset quality of lenders in developer financing has still not deteriorated
meaningfully. The key reason for this is the ability of NBFCs to refinance developer
loans. We analysed 67 closed loans of NBFCs (over 2014-16) which were sanctioned
in the last 3 years. We observe that though NBFCs had an average tenure of 41
months, the loans were closed within 19 months and were refinanced.

February 15, 2018 Ambit Capital Pvt. Ltd.

We maintain a high conviction
SELL on HDFC Ltd. and LIC
Housing Finance

Amongst the banks, HDFC Bank,
Indusind Bank and Yes Bank have
riskier loan book and hence
exposed to a slowdown in the real
estate sector.

Ability of NBFCs to refinance
developer loans has allowed the
lenders to report healthy NPA
numbers

Page 23


http://reports.ambitcapital.com/reports/Ambit_BFSI_SectorUpdate_BondyieldsaggressNIMscompress_12Jan2018.pdf

< AMBIT

BFSI

Exhibit 43: Frequent refinancing is keeping NPAs low in the real estate loans

Loan accounts (#) closed prior to number of months remaining
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Source: Propstack, Ambit Capital research

Refinancing was easy over the last 2-3 years due to the benign liquidity environment
and falling interest rates. Analysing data of 6 NBFCs/HFCs active in developer loans
shows these NBFCs raised net ~%1.4trn from the corporate bond and CP market over
FY15-9MFY18, when wholesale rates (average AAA bond yields) also declined by

170bps. This continuous funding kept developers afloat during this period.
Exhibit 44: Borrowings from NCDs and CPs doubled over FY14-9MFY18

mmmmm O/s Bonds and CPs issued by NBFCs (Rs bn) = = = Average AAA bond yields (RHS)
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Source: Company, Ambit Capital research

However, most of these NBFCs/HFCS are running large ALM mismatches, and the
tightening liquidity condition coupled with rising rates could make refinancing difficult

and result in NPAs surfacing in the segment if real estate remains weak.
Exhibit 45: NBFCs/HFCS are running large ALM mismatches

Asset Liability duration gap (in years)
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Source; Company, Ambit Capital research
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Risks to our thesis

A meaningful pick-up in real estate sales is a key risk to our thesis. Given rising
interest rates and weak job growth, we don’t see a meaningful pick-up in demand
from end-consumers. However, real estate as a popular investment class in India lost
its sheen over the last 3 years due to weak returns and strong returns in the equity
markets.

Exhibit 46: Strong flows in MF and Insurance has kept the real estate demand low

s Net inflows in Mutual Funds (Rs bn) Inflows in Insurance (Rs bn)
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Source: Company, Ambit Capital research; Note: ” Data for number of units sold represents units sold in top
eight cities of India in respective colander year (i.e. data in FY15 will represent CY15); *The data for 9MFY18 is
not annualised

However, a prolonged weakness in the equity markets could lead to investments
flowing back to real estate, leading to better sales and lower risk for developers.
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A meaningful pick-up in real estate
sales is a key risk to our thesis.
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Exhibit 47: Relative valuations of lenders
Mcap  Price Reco. TP Up/ P/B P/E EPS CAGR

UsSbn Rs Rs (Down)| Fy18E FY19E| FY18E FY19E|  FY17-19E
New Private Banks
HDFC Bank 75.6 1,877 SELL 1,380 -26% 4.74 4.15 27.9 23.9 18%
ICICI Bank 32.6 326 BUY 387 19% 1.86 1.67 23.4 13.8 22%
Kotak Mahindra Bank 30.9 1,043 SELL 689 -34% 3.95 3.47 32.6 27.8 18%
Axis Bank 22.5 564 SELL 526 -7% 2.13 1.90 44.4 15.9 52%
Indusind Bank 15.7 1,688 UR UR NA 4.34 3.74 28.3 23.0 24%
Yes Bank 12.0 335 NA NA NA 3.06 2.60 18.6 14.6 23%
IDFC Bank 2.8 54 NA NA NA 1.18 1.10 16.7 13.8 15%
RBL Bank 3.1 485 SELL 404 -17% 3.03 2.75 31.2 24.3 30%
DCB Bank 0.8 173 NA NA NA 2.06 1.85 21.3 16.6 21%
Average 2.93 2.58 27.2 193 25%
Small Finance Banks
Equitas Holdings 0.8 144  SELL 142 -2% 2.17 2.04 368.6 33.3 -4%
Ujjivan Financial 0.7 371 SELL 360 -3% 2.56 2.31| -201.7 22.1 5%
AU Small Finance Bank 2.7 597 NA NA NA 7.33 6.30 53.8 44.9 12%
Average 4.02 3.55 73.5 334 4%
Large PSU Banks
State Bank of India* 38.8 289 UR UR NA 1.04 0.91 -71.1 13.3 n.a.
Bank of Baroda 6.0 169 BUY 200 19% 1.04 0.94 69.9 8.9 78%
Punjab National Bank 6.1 162  SELL 202 25% 0.93 0.89 -22.1 771 -42%
Bank of India 2.7 145 SELL 134 -7% 0.71 0.71 -7.4 -1603.3 -92%
Union Bank of India 1.7 127 UR UR NA 0.56 0.58 -4.4 92.2 -59%
Average 0.86 0.81 -7.0 -2823 -29%
Old Private Banks
Federal Bank 2.9 95 SELL 80 -16% 1.51 1.39 18.0 13.8 19%
Karur Vysya bank 1.3 115 SELL 96 -16% 1.35 1.27 22.7 15.0 -12%
South Indian Bank 0.8 282 SELL 19.8 -30% 1.04 0.95 14.7 8.4 24%
City Union Bank 1.7 167 UR UR NA 2.73 2.40 18.8 15.7 18%
Average 1.66 1.50 18.6 13.2 12%
Housing Finance Companies
HDFC Lid. 44.9 1,805 SELL 1,514 -16% 34 3.0 19.9 18.8 6%
LIC Housing Finance 4.1 522  SELL 466 -11% 2.1 1.9 13.0 12.1 6%
Indiabulls Housing Finance 87 1315 NA NA NA 4.0 33 14.4 11.8 27%
Gruh Finance 3.0 533 NA NA NA 15.2 12.2 53.8 44.3 23%
Dewan Housing Finance 2.6 526 NA NA NA 1.9 1.7 14.2 11.7 9%
Repco Home Finance 0.6 592 NA NA NA 2.8 2.4 17.6 14.7 19%
PNB Housing Finance 3.2 1,246 NA NA NA 3.3 29 24.9 18.4 41%
Can Fin Homes 1.0 493 NA NA NA 4.9 3.9 21.6 18.0 27%
Average 4.7 3.9 224 18.7 20%
Asset Financers
Shriram Transport 4.7 1,326 UR NA NA 2.4 2.1 18.1 14.2 30%
M&M Finance 4.3 444  SELL 309 -30% 3.3 2.9 27.3 18.3 64%
Magma Fincorp 0.6 167 SELL 122 -27% 1.7 1.5 17.4 12.6 292%
Sundaram Finance 2.9 1,658 NA NA NA 4.4 3.9 31.3 26.8 18%
Cholamandalam 3.3 1,365 BUY 1,660 22% 4.2 3.5 23.3 19.6 23%
Average 3.2 2.8 235 183 85%
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Mcap  Price Reco. TP Up/ P/B P/E EPS CAGR
UsSbn Rs Rs (Down)| Fy18E FY19E| FY18E FY19E|  FY17-19E
Consumer finance
Bajaj Finance 14.7 1,644 SELL 934 -43% 5.8 4.9 36.0 27.9 33%
Shriram City Union Finance 2.1 2,021 SELL 2,147 6% 2.3 2.2 20.4 16.1 20%
Manappuram 1.4 106 NA NA NA 2.4 2.1 12.7 10.7 9%
Muthoot Finance 2.6 418 NA NA NA 2.2 1.8 10.7 10.1 19%
Bharat Financial Inclusion (SKS) 22 1,015 NA NA NA 4.6 3.6 29.7 17.5 15%
Capital First 1.1 698 NA NA NA 2.7 2.3 21.1 15.3 40%
Average 3.3 2.8 21.8 163 23%
Diversified Financiers
Motilal Oswal 2.6 1,156 SELL 1177 2% 7.9 6.2 29.2 20.9 50%
Edelweiss 37 258 NA NA NA 3.9 3.2 24.9 18.4 40%
India Infoline 3.8 762 NA NA NA 4.7 3.9 26.0 21.0 28%
Piramal Enterprises Ltd 7.4 2,733 NA NA NA 2.5 2.2 28.9 20.1 42%
JM Financial 2.1 157 NA NA NA 3.3 2.8 21.3 17.6 21%
L&T Finance 4.8 170 NA NA NA 33 2.8 22.2 16.6 37%
Aditya Birla Capital Ltd 5.8 168 NA NA NA 4.3 3.4 40.2 29.5 NA
Average 4.3 3.5 275 20.6 39%

Source: Ambit Capital estimates; Note: We have used Bloomberg estimates for companies not under our coverage; *we have adjusted State Bank of India multiples

for standalone entity
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Annexure |
About Propstack

Propstack is India's leading Real Estate data, analytics and workflow
solutions platform built with a vision to bring greater market trust and
transparency into the sector. We have product offerings across Office, Loans
and Residential sector.

This Ambit report uses Propstack Loans data to offer unique and differentiated
insights for investors to improve their understanding on banking and real estate
sectors in India.

Propstack Loans

With cumulative investment of more than 1,000+ man hours and a robust
technology stack, our team has been successful in mapping and market sizing more
than 1000 developers, 10000 loans with active sanction loan book of ~US$80 bn
across 10 major cities in India which is updated regularly on a monthly basis from
MCA website.

The proprietary data of Propstack Loans can be efficiently mined, sliced and diced to
get valuable insights on lender wise portfolio, loan tenure and interest rates to
understand the risk profile of the loans, security available in case of defaults or
delayed interest payments and many such other insights.

Our product is already gaining traction among the lending community as well as
leading consultants to explore new business opportunities in areas of market finance,
competitive analytics and loan pricing negotiations etc. The product is already used
by some of the leading banks and NBFCs.

Other products
Propstack Office

= Covers 500+ mn sft of office space across 9 cities (Mumbai, Pune, Bangalore,
Hyderabad, Chennai, Noida, Gurgaon, Delhi and Kolkata).

=  We provide building information, transaction information (all registered rent and
sale transactions in those buildings), stacking information.

=  Analytics suite: Portfolio analytics, Micromarket summary and Propsense.
Propstack Resi/PropMODI

= Tracking registered rent, sale and mortgage transactions across 8,000+ projects
in Mumbai, Thane, Navi Mumbai and Pune.

*  We recently launched PropMODI.com which gives consumers access to this data
so that they can take better property decision.

Visit www.propstack.com for more details about us. In case of queries, please reach
us at support@propstack.com

February 15, 2018 Ambit Capital Pvt. Ltd.
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State Bank Of India (SBIN IN, UNDER REVIEW) HDFC Bank Ltd (HDFCB IN, SELL)
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ICICI Bank Ltd (ICICI IN, BUY) Housing Development Finance (HDFC IN, SELL)
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Bank Of Baroda (BOB IN, BUY) Punjab National Bank (PNB IN, SELL)
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Explanation of Investment Rating

Investment Rating Expected return (over 12-month)
BUY >10%
SELL <10%
NO STANCE We have forward looking estimates for the stock but we refrain from assigning valuation and recommendation
UNDER REVIEW We will revisit our recommendation, valuation and estimates on the stock following recent events
NOT RATED We do not have any forward looking estimates, valuation or recommendation for the stock
POSITIVE We have a positive view on the sector and most of stocks under our coverage in the sector are BUYs
NEGATIVE We have a negative view on the sector and most of stocks under our coverage in the sector are SELLs

* In case the recommendation given by the Research Analyst becomes inconsistent with the rating legend, the Research Analyst shall within 28 days of the inconsistency, take appropriate measures (like
change in stance/estimates) to make the recommendation consistent with the rating legend.
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