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10th Aug 21

Aptus Value Housing Finance Ltd (AVHFL) an entirely retail
focussed housing finance company primarily serving low and
middle income self-employed customers in the rural and semi-
urban markets of India. AVHFL offer customers home loans for
the purchase and self-construction of residential property, home
improvement and extension loans; loans against property; and
business loans.

SUBSCRIBE

Price Band (Rs./Share)

346-353

Opening date of the issue

10'*" August 2021

Closing Date of the issue

12" August 2021

No of shares pre issue

481,416,290 Eq Shares

Issue size (Rs)

Approx Rs 27800 Million

Offer For Sale (No)

64590695 Eq Shares

Fresh Issue (Rs)

Rs 5000 Million

Face Value (Rs/ share)

2

Bid Lot 42

BIDDING DETAILS

VALUATION 50% of the offer (Approx

QIBs (Including Anchor)
39377500 Cr Eq Shares)

Company is bringing the issue at price band of Rs 346-353 per
share at p/b multiple of 8x.
We like the fundamentals of company due to its superior financial

15% of the offer ( Approx
11813250 Cr Eq Shares)

Non-Institutional

performance compare to its peers, large presence in south india

. . . s . 35 % of the offer ( Approx
where percapita income is relatively higher & strong

27564250 Cr Eq Shares)

Retail

management team.
On pricing side we feel that issue is fully priced, but looking after
fundamentals of company, we recommend “Subscribe” on issue.

ICICI Securities Ltd, Citigroup
Global Markets India Pvt Ltd,
Kotak Mahindra Capital,
Edelweiss Financial

Lead managers

Registrar to the issue KFIN Technologies Pvt. Ltd.

WHAT WE LIKE

Superior Financial Performance

AVHFL had the highest RoA of 5.7% among the peer set during the financial year 2021. Company’s AUM have increased from
%22,472.33 million, as of March 31, 2019 to ¥40,677.62 million, as of March 31, 2021, at a CAGR of 34.54%. Company had the
lowest cost to income ratio among the peers during the financial year 2021. Company’s Operating Expenses to Net Income Ratio
for the financial year 2021 was 21.80%.

Presence in large, underpenetrated markets with strong growth potential

AVHFL had the largest branch network in south India among the peers, as of March 31, 2021. These four states have high per-capita
incomes, better financial literacy and GDP growth rates. During the financial year 2020, the per capita income of Tamil Nadu, Andhra
Pradesh, Karnataka and Telangana was 0.15 million, %0.12 million, %0.16 million and 0.15 million, respectively, while the per
capita income of India was X0.11 million. Further, company’s market share for home loans among housing finance companies with
assets under management of up to X150 billion in Tamil Nadu, Andhra Pradesh, Karnataka and Telangana was 21.3%, 11.7%, 7.7%
and 6.5% as of December 31, 2020, respectively ensuring that company’s leading position in these states offers it high growth
potential. As a result, company is well positioned to capitalize on growth opportunities and cater to the housing finance requirements
of its target customer base in these geographies.

Experienced and stable management team with marquee shareholders

Company’s Promoter, Chairman and Managing Director, M. Anandan, has over 40 years of experience in the financial services sector,
and has previously served as the managing director of Cholamandalam Investment and Finance Company Limited, part of the
Murugappa Group and was also managing director of Cholamandalam MS General Insurance Company Limited . Company’s marquee
shareholders include WestBridge Crossover Fund, LLC, Malabar India Fund Limited (an affiliate of Malabar Investments), SCI
Investments VI (an affiliate of Sequoia Capital), Madison India Opportunities 1V (Madison India Capital) and Steadview Capital
Mauritius Limited (an affiliate of Steadview Capital Management). WestBridge Crossover Fund, LLC has been an investor in
company since November 2014, and as of March 31, 2021, WestBridge Capital Management, LLC had total assets under management
of US$ 5.6 billion.
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COMPANY BACKGROUND

AVHFL is one of the largest housing finance companies in south India in terms of AUM, as of March 31, 2021. Company only offer
loans to retail customers and do not provide any loans to builders or for commercial real estate. Company target first time home buyers
where the collateral is a self-occupied residential property. Loans to self-employed customers accounted for 329,308.79 million, or
72.05% of company’s AUM, while loans to salaried customer accounted for X11,368.83 million, or 27.95%, as of March 31, 2021. As
of March 31, 2021, %40,459.85 million, or 99.46% of company’s AUM were from customers who belonged to the low and middle
income groups, earning less than X 50,000 per month, and X14,947.98 million of its AUM, or 39.88% of its customers were new to
credit. Further, as of March 31, 2021, %25,186.99 million, or 61.92% of company’s AUM were from customers located in rural regions.
Company do not provide any loans with a ticket size above %2.50 million and the average ticket size of company’s home loans, loans
against property and business loans on the basis of disbursement amounts was 20.72 million, X0.71 million and X0.62 million, as of
March 31, 2021, respectively. As of the same date, company’s home loans, loans against property and business loans had an average
loan-to-value of 38.89%, 38.27% and 39.21%, respectively, at the time of sanctioning of the loans.

Company’s financing requirements historically have been met from several sources, including refinancing from the NHB, financing
from IFC, term loans, working capital loans and issuance of non-convertible debentures (“NCDs”) to meet company’s capital
requirements. Company also monetize loans through securitization to banks and financial institutions, which enables it to optimize
Company’s cost of borrowings, liquidity and capital. As of March 31, 2021, March 31, 2020 and March 31, 2019, company’s total
borrowings were %25,150.66 million, ¥ 20,216.45 million and X16,060.62 million and its average cost of borrowings was 9.11%,
10.17% and 9.48%, respectively. Company’s average cost of incremental borrowings for March 31, 2021 was 7.70%, as compared to
9.45% for the financial year 2020 and 10.11% for the financial year 2019. As of March 31, 2021, company had borrowing relationships
with the NHB, as well as with 17 banks and other financial institutions. As of March 31, 2021, the weighted average tenure of company’s
outstanding borrowings was 83.3 months and its credit ratings were ICRA A+ (Stable) and CARE A+ (Stable). As of the same date,
company had a positive asset-liability position across all maturity buckets. The following table sets forth details of company’s Gross
Loan Assets, disbursements and average ticket size for its home loans, loans against property and small business loans, for the periods
indicated:

Aptus Value Housing Finance Limited

2021 2020 2019
(Rs Mn)
AUMY/ Gross Loan Assets
Home loans 21032.10 16615.91 12194.43
Loans against property 8903.39 5809.89 3029.06
Business loans 10742.13 9361.14 7248.84
Total 40677.62 31786.94 22472.22
Disbursements
Home loans 6652.49 6274.74 5640.71
Loans against property 3698.02 3142.29 2184.97
Business loans 2631.30 3292.77 3064.74
Total 12981.81 12709.80 10890.42
Average Ticket Size on
Disbursements
Home loans 0.72 0.76 0.78
Loans against property 0.71 0.72 0.74
Business loans 0.62 0.64 0.67
Total 0.70 0.70 0.74

Branch Network

Tamil Nadu (including 79 33 86.8% 52.3%
the union territory of
Puducherry)
Andhra Pradesh 65 13 100.0% 27.3%
Telangana 25 15 48.4% 10.5%
Karnataka 21 14 45.2% 9.9%
Total 190 75 100.0%

Source:RHP
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Aptus Value Housing Finance Limited

INVESTMENT RATIONALE

Presence in large, underpenetrated markets with
strong growth potential

Company is one of the largest housing finance companies in south India
in terms of AUM, as of March 31, 2021. Company’s AUM have grown
at a CAGR of 34.54% from 222,472.33 million as of March 31, 2019
to ¥40,677.62 million as of March 31, 2021. As of March 31, 2021, the
states of Tamil Nadu (including the union territory of Puducherry),
Andhra Pradesh, Karnataka and Telangana accounted for *21,263.74
million, or 52.27%, ¥11,116.08 million, or 27.33%, 34,038.13.

Robust risk management architecture from
origination to collections leading to superior asset
quality

Company have implemented a robust risk management architecture to
identify, monitor and mitigate risks inherent in its lending operations.
As a result, company have maintained its asset quality across economic
cycles including events such as demonetization, the implementation of
the Goods and Services Tax, the liquidity crisis that was triggered by
defaults by large financial services companies and the COVID-19
pandemic. As of March 31, 2021, March 31, 2020, and March 31, 2019,
company’s Gross NPAs expressed as a percentage of its Gross Loan
Book were 0.68%, 0.70% and 0.40%, (the GNPA for rural portfolio
was 0.68%, 0.72% and 0.49% and the same for its urban portfolio was
0.71%, 0.67% and 0.28%) while company’s Net NPAs expressed as a
percentage of its Net Loan Assets were 0.49%, 0.54% and 0.30%,
respectively. Further, company have not restructured any loans or
written-off any loans receivable since the inception of company.

Domain expertise built over time resulting in a
business model difficult to replicate by others in
company’s geographies

Company have developed an in-depth understanding of the
requirements of customers in these regions and methods to determine
their credit worthiness. Over years, company have studied and
developed credit assessment models specific to over 60 types of
customer profiles. Some of company’s profiles are customized to
regions and specific types of employment. Company update these
profiles on a frequent basis for regional and local market specific
developments and macro disruptions such as the COVID-19 pandemic.
This has helped company reduce subjectivity in forecasting the future
income of potential customers, thus enabling robust credit
underwriting. On account of company’s domain expertise to underwrite
self-employed customers with limited income proofs, company have
been able to effectively serve customers, grow its business and create a
business model that is difficult to replicate in its geographies.

Established track record of financial performance
with industry leading profitability

Company’s access to diversified and cost effective sources of
borrowings have helped reduce company’s credit costs. As of March
31, 2021, March 31, 2020 and March 31, 2019, company’s total
borrowings were %25,150.66 million, 320,216.45 million ¥16,060.62
million, and company’s average cost of borrowings was 9.11%, 10.17%
and 9.48%, respectively. For the financial years 2021, 2020 and 2019,
Company’s profit for the year was 32,669.44 million, ¥2,110.12 million
and %1,114.83 million, respectively. Company’s stronger yields and
cost control measures have enabled it to achieve a superior return on
assets of 6.46%, 6.95% and 5.91% during the financial years 2021,
2020, 2019, respectively. Company had the highest RoA of 5.7%
among the peer set during the financial year 2021. Company reported
return on average equity of 14.47%, 17.53% and 17.38% during the
financial years 2021, 2020 and 2019, respectively.
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CREDIT RATINGS

Company’s current credit ratings are set forth below:

Rating Agency Instrument Credit Ratings as of
March 31,
2021 2020 2019 2018 2017

ICRA Limited | Non ICRA A+ ICRA A+ ICRA A (Stable) | ICRA A (Stable) | Not applicables
Convertible (Stable) (Stable)
debentures
Bank term loans = ICRA A+ ICRA A+ ICRA A (Stable) = ICRA A (Stable) = ICRA A-(Stable)

(Stable) (Stable)

Care Ratings Non CARE A+; CARE A+; CARE A, Stable CARE A, Stable CARE A-;
Convertible Stable Stable Positive
debentures
Bank term loans CARE A+; CARE A+; CARE A; Stable = CARE A; Stable | CARE A-;

Stable Stable Positive

The Company had not obtained any credit ratings from ICRA Limited for the non-convertible debentures as of March 31, 2017.

Source : RHP

OBJECTS OF ISSUE

Company proposes to utilize the net proceeds from the fresh issue towards fully augmenting the tier I capital requirements
of Company. Considering company’s tier | position, company has no plans to augment the tier Il capital in the near future. In
case company decides to augment its tier Il capital in the future, it shall be in compliance with the RBI Master Directions for

the HFCs.

Company’s operations are primarily focused in the states of Tamil Nadu and Andhra Pradesh and any adverse developments
in these regions could have an adverse effect on company’s business and results of operations.

Source:RHP
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INDUSTRY OVERVIEW

GNPA levels are expected to moderate down Resources mix of HFCs: Share of bank borrowings is rising
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(Rs in Mn)
Financials FY21 FY20 FY19
Total Income
6552.42 5237.20 3371.15
Total Expenses
3043.33 2729.98 1832.36
Pre Provision Profit
3509.09 2507.22 1538.79
Provisions
58.18 34.32 11.73
PBT
3450.91 2472.90 1527.06
Tax
781.47 362.78 412.23
PAT
2669.44 2110.12 1114.83
Eq Cap 949.33 945.13 787.83
Net Worth 19,794.54 17,090.13 6,983.75
EPS 5.6 4.5 2.8
Book Value
41.70 36.16 17.73
NIM %
10.10 9.90 10.32
Operating Expenses To Net Income Ratio 21.80 26.08 30.34
CRAR 73.63 82.49 43.64
GNPA%
0.68 0.70 0.40
NNPA% 0.49 0.54 0.30
ROA% 6.46 6.95 5.91
ROE% 14.47 17.53 17.38

PEERS ANALYSIS

Following is peer group analysis:

Financial ratios for FY21

Yield on Cost of Employee Retuen on Leverage Return On
Advances borrowings Expenses Assets (in Times) Equity
(RoA) (ROE)
Aadhar 13.35% 8.27% 5.65% 1.21% 2.62% : 13.51%
Housing
Finance
Aavas 14.25% 7.97% 7.79% 3.54% 1.92% 3.49% 2.6 12.91%
Financiers
Home First = 13.36% 7.94% 6.73% 3.38% 1.47% 2.50% 2.2 8.63%
Finance
Company
India  Shelter | 15.89% 8.69% 10.21% 4.90% 2.50% 4.09% 1.6 9.76%
Finance
Motilal Oswal | 14.90% 9.97% 6.59% 4.27% 1.48% 1.04% 31 4.57%
Home Finance
Repco Home | 11.54% 7.95% 4.80% 1.60% 0.58% 0.24% 5.0 14.98%
Finance
Shriram 12.28% 8.24% 6.96% 4.30% 1.73% 1.97% 55 11.46%
Housing
Finance
Shubham 16.32% 9.73% 9.34% 5.70% 3.61% 2.81% 31 12.26%
Housing
Vastu Housing | 14.71% 9.08% 8.94% 3.65% 2.22% 3.98% 15 10.65%
Finance
Aptus Value 16.98% 9.13% 9.72% 2.38% 1.60% 5.73% 1.1 12.23%
Source: RHP
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DISCLAIMER

HEM Securities Limited (“Research Entity or HSL”) is regulated by the Securities and Exchange Board of India (“SEBI”) and is licensed
to carry on the business of broking, depository services, merchant banking services, Portfolio Management Services and other
related activities. Broking services offered by HEM Securities Limited are under SEBI Registration No.: INZ000168034.

Aptus Value Housing Finance Limited

This Report has been prepared by HEM Securities Limited in the capacity of a Research Analyst having SEBI Registration No.
INH100002250 and distributed as per SEBI (Research Analysts) Regulations 2014. This report does not constitute an offer or
solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction. The information
contained herein is from publicly available data or other sources believed to be reliable. This report is provided for assistance only
and is not intended to be and must not alone be taken as the basis for an investment decision. The user assumes the entire risk of
any use made of this information. Each recipient of this report should make such investigation as it deems necessary to arrive at an
independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks
involved), and should consult his own advisors to determine the merits and risks of such investment. This should not be construed
as invitation or solicitation to do business with HSL. The investment discussed or views expressed may not be suitable for all
investors.

This information is strictly confidential and is being furnished to you solely for your information. This information should not be
reproduced or redistributed or passed on directly or indirectly in any form to any other person or published, copied, in whole or in
part, for any purpose. This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or
resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use
would be contrary to law, regulation or which would subject HSL and associates / group companies to any registration or licensing
requirements within such jurisdiction. The distribution of this report in certain jurisdictions may be restricted by law, and persons
in whose possession this report comes, should observe, any such restrictions. The information given in this report is as of the date
of this report and there can be no assurance that future results or events will be consistent with this information. This information
is subject to change without any prior notice. HSL reserves the right to make modifications and alterations to this statement as may
be required from time to time. HSL or any of its associates / group companies shall not be in any way responsible for any loss or
damage that may arise to any person from any inadvertent error in the information contained in this report. HSL is committed to
providing independent and transparent recommendation to its clients. Neither HSL nor any of its associates, group companies,
directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or consequential
including loss of revenue or lost profits that may arise from or in connection with the use of the information. Our proprietary trading
and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein. Past
performance is not necessarily a guide to future performance .The disclosures of interest statements incorporated in this report
are provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the report.

We offer our research services to clients as well as our prospects. Though this report is disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. We will not treat recipients as customers by virtue of
their receiving this report.

HSL and its associates, officer, directors, and employees, research analyst (including relatives) worldwide may: (a) from time to
time, have long or short positions in, and buy or sell the securities thereof, of company(ies), mentioned herein or (b) be engaged in
any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial
instruments of the subject company/company(ies) discussed herein or act as advisor or lender/borrower to such company(ies) or
have other potential/material conflict of interest with respect to any recommendation and related information and opinions at the
time of publication of research report or at the time of public appearance.

Investments in securities market are subject to market risks, read all the related documents carefully before investing.
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