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What Does HFFC Bring to the Table?
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One Year Performance

HFFC does a more holistic assessment of the customer’s family
income, spends time with the customer to understand what
other sources of income they have, how many family members
are working and so on. This holistic assessment and providing
the right loan amount are very critical for the customers, so
they are willing to pay that little extra to get that additional
service (HFFC’s average yield stood at 13% vs 9-11% of large
peers).
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Takeaways from management interaction
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The company’s technology led operating model helps it to
deliver industry-leading productivity ratios and the turnaround
time of 48 hours against the industry average of 8 to 10
working days.
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Strong Recovery in Business



HFFC saw a strong recovery in disbursements, which stood at
Rs 3.49 Bn in Q3FY21 vs Rs 2.43 Bn QoQ.



While disbursements for Q3FY21 declined by 9.6% YoY,
disbursements for Dec 2020 and Jan 2021 are ahead of Dec
2019 & Jan 2020 thereby marking the end of the decline.
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Future aspiration



The company is targeting AuM growth of ~30% for next few
years



Given the recent capital raise, RoE will come down this year,
but the company is targeting RoE of 12% for next year & ~1516% in medium-term.



While operating costs will remain elevated in near term as the
company investing in technology, on people & branch
expansion, it will reduce in medium as volume start picking
up. Targeting cost to income ratio of 32-35% in medium-term.



HFFC will reduce access liquidity in next few quarters (carrying
liquidity worth ~Rs 15 Bn on AUM of ~Rs 40 Bn).

Given the recent capital
raise, RoE will come down
this year, but the company
is targeting RoE of 12% for
next year & ~15-16% in
medium-term.

Asset quality



Collection efficiency is improving month-on-month and has
remained above 96% since Sep 2020. It was stood at 97.6% in
Dec 2020 and further improved to 97.8% in Jan 2021.



Zero restructuring, with 0.9% cases are pending due to not able
to impose the SARFAESI process.



Less than 2% of its customers took whole six months loan
moratorium



Less than 5% of its customers took five months loan
moratorium



Normalized credit cost for the company is 30-40 bps of assets
based on historical experience

Collection efficiency was
stood at 97.6% in Dec 2020
and further improved to
97.8% in Jan 2021.

Technology led operating model



The company has strong digital penetration among its
customers, with ~65% of its customers use its application.



While disbursing the loan the company also educate their
customer about how to use its application, making them selfsufficient so that they don’t need to visit branches for every
small query. This brings efficiency on both sides, with
customers queries getting resolved quickly and reduces overall
load on branches.



On an average, the company spend Rs 5-6 Cr on technology
(capex & opex)



The company source ~3% of its loan through digital channels
and looking to increase this number meaningfully in medium
term.

The company source ~3% of
its loan through digital
channels and looking to
increase this number
meaningfully in medium
term.

Robust capital adequacy




The company's current capital adequacy ratio post IPO is stood
at 63%.
Considering the AuM growth of 30%, the company will not
require to raise any capital for the next 3 to 4 years.
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Considering the AuM
growth of 30%, the company
will not require to raise any
capital for next 3 to 4 years.
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Branch expansion



The company is looking to add 20-30 branches in the next two
to three years.



It typically takes 9-12 months for a branch to get break-even.



Out of 72 branches, 12 branches are having AuM of Rs 100 cr
plus. These large branches are operating at cost to income
ratio of 22-25%.

The company is looking to
add 20-30 branches in next
two to three years.

Other important Points



While the company’s contractual tenure is ~ 17 to 20 years, the
effective tenure is in the region of around 6 to 7 years.



~50% of its customers received CLSS benefits.



Balance transfer usually stood at 2-3% of portfolio

While the company’s
contractual tenure is ~ 17 to
20 years, the effective
tenure is in the region of
around 6 to 7 years.

Valuation and outlook
We like HFFC’s ability to deliver strong operating performance across parameters, particularly in
challenging environs. Its small size and niche positioning sets it up for growth as well as provides
pricing power in its customer base. Furthermore, its ability to leverage technology for better service
delivery, funding availability with competitive cost of funds, investment by marque private equity
players (like True North, Warburg Pincus, Aether Mauritius and Bessemer India) and high capitalization
adds to positivity. While risks, in the form of an unseasoned loan book and relatively riskier customer
base, are present, we believe in the medium to long term, HFFC should be able to take advantage of
strong underlying growth momentum in the affordable housing space. While the pricing is a tad
expensive at 2.8x of FY23 P/ Adj BV, it’s still lower compared to its rival Aavas Financiers. We believe
its strong operating metrics and high growth would lead to healthy return ratios in medium term.
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Disclaimer
Dalal & Broacha Stock Broking Pvt Ltd, hereinafter referred to as D&B (CINU67120MH1997PTC111186) was
established in 1997 and is an integrated financial services player offering an extensive range of financial solutions and
services to a wide spectrum of customers with varied needs ranging from equities to mutual funds to depository services.
D&B is a corporate trading member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited
(NSE). D&B along with its affiliates offers the most comprehensive avenues for investments and is engaged in the securities
businesses including stock broking (Institutional and retail), depository participant, portfolio management and services
rendered in connection with distribution of primary market issues and financial products like mutual funds, fixed deposits.
Details of associates are available on our website i.e. www.dalal-broacha.com
D&B is registered as Research Analyst with SEBI bearing registration Number INH000001246 as per SEBI (Research
Analysts) Regulations, 2014.
D&B hereby declares that it has not defaulted with any stock exchange nor its activities were suspended by any stock
exchange with whom it is registered in any time in the past. It has not been debarred from doing business by any Stock
Exchange / SEBI or any other authorities; nor has its certificate of registration been cancelled by SEBI at any point of time.
SEBI and Stock Exchanges have conducted the routine inspection and based on their observations have issued advice
letters or levied minor penalty on D&B for certain operational deviations in routine course of business.
D&B offers research services to clients as well as prospects. The analyst for this report certifies that all of the views
expressed in this report accurately reflect his or her personal views about the subject company or companies and its or their
securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific
recommendations or views expressed in this report.
Other disclosures by D&B (Research Entity) and its Research Analyst under SEBI (Research Analyst) Regulations,
2014 with reference to the subject company(s) covered in this report-:
D&B or its associates may have financial interest in the subject company.
D&B or its associates do not have any material conflict of interest in the subject company.
The Research Analyst or Research Entity (D&B) has not been engaged in market making activity for the subject company.
D&B or its associates may have actual/beneficial ownership of 1% or more securities of the subject company at the end of
the month immediately preceding the date of publication of Research Report.
Disclosures in respect of Research Analyst:
Whether Research Analyst or his/her relatives have actual/beneficial ownership of 1% or more
securities of the subject company at the end of the month immediately preceding the date of
publication of Research Report:
Whether the Research Analyst or his/her relative’s financial interest in the subject company.
Whether the research Analyst has served as officer, director or employee of the subject company
Whether the Research Analyst has received any compensation from the subject company in the
past twelve months
Whether the Research Analyst has managed or co‐ managed public offering of securities for the
subject company in the past twelve months
Whether the Research Analyst has received any compensation for investment banking or
merchant banking or brokerage services from the subject company in the past twelve months
Whether the Research Analyst has received any compensation for products or services other than
investment banking or merchant banking or brokerage services from the subject company in the
past twelve months
Whether the Research Analyst has received any compensation or other benefits from the subject
company or third party in connection with the research report

No
No
No
No
No
No
No
No

D&B and/or its affiliates may seek investment banking or other business from the company or companies that are the
subject of this material. Our salespeople, traders, and other professionals may provide oral or written market commentary
or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein, and our proprietary
trading and investing businesses may make investment decisions that may be inconsistent with the recommendations
expressed herein.
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In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to
real or potential conflicts of interest including but not limited to those stated herein. Additionally, other important
information regarding our relationships with the company or companies that are the subject of this material is provided
herein. This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or
resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability
or use would be contrary to law or regulation or which would subject D&B or its group companies to any registration or
licensing requirement within such jurisdiction. Specifically, this document does not constitute an offer to or solicitation to
any U.S. person for the purchase or sale of any financial instrument or as an official confirmation of any transaction to any
U.S. person. Unless otherwise stated, this message should not be construed as official confirmation of any transaction. No
part of this document may be distributed in Canada or used by private customers in United Kingdom. All material presented
in this report, unless specifically indicated otherwise, is under copyright to D&B. None of the material, nor its content, nor
any
copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express
written permission of D&B . All trademarks, service marks and logos used in this report are trademarks or registered
trademarks of D&B or its Group Companies. The information contained herein is not intended for publication or
distribution or circulation in any manner whatsoever and any unauthorized reading, dissemination, distribution or copying
of this communication is prohibited unless otherwise expressly authorized. Please ensure that you have read “Risk
Disclosure Document for Capital Market and Derivatives Segments” as prescribed by Securities and Exchange Board of
India before investing in Indian Securities Market. In so far as this report includes current or historic information, it is
believed to be reliable, although its accuracy and completeness cannot be guaranteed.
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