PNB Housing Finance Limited

Amount Rating Action
Lower Tier 2 Bonds Programme Rs 200 crore [ICRA]JAA+(positive) reaffirmed
Non Convertible Debenture Programme Rs 900 crore [ICRAJAA+(positive) reaffirmed

ICRA has reaffirmed the rating of [ICRA]JAA+(pronounced ICRA double A plus) with a positive outlook
assigned earlier to the Rs 900 crore Non Convertible Debenture programme and Rs 200 crore Lower
Tier 2 bonds programme of PNB Housing Finance Limited (PNBHFL).

The reaffirmation in rating factors in PNB’s experienced management team, its good understanding of
the mortgage finance market especially assessed income based lending which has helped the
company in maintaining very low delinquencies despite operating in this segment and access to
diversified funding sources at competitive rates of interest which have enabled the company to report
good earnings (ROA of 1.3% and ROE of 16% despite significant capital expenditure on branch
expansion and system improvement in 2014-15). The ratings also favourably factor in the good asset
quality indicators (gross NPA% of 0.20% as on March 31, 2015) and PNBHFLs strong parentage in the
form of Punjab National Bank (PNB)*. The rating is however constrained by PNBHFLs high pace of
growth (3 year CAGR of 63% till March 2015), moderate risk profile of its loan book owing to relatively
higher share of self-employed borrowers (54% of the overall retail portfolio as on March 31 2015), and
relatively higher share of portfolio at higher leveraging levels (both salaried as well as self employed)
which could impact the asset quality indicators of the company in case of continued stress. The ratings
also factor in higher geographical concentration risk with around 31% of the retail portfolio
concentrated in National Capital Region, Further, so far the company has been able to maintain its
capitalisation levels despite high growth in business volumes of the support in the form of capital to the
tune of Rs. 700 crore from its shareholders in FY13-15. However, based on ICRA’s estimates,
PNBHFL would require approximately Rs. 1600- 2000 crore (100-130% of its existing net worth) of
additional capital till March 2017 to meet its growth plans (the company is estimated to grow at a 3
year CAGR of 30-40%). Therefore, over the next 12-18 months, PNBHFL would be dependent on its
shareholders to infuse the capital. In February 2015, New Silk Route Partners divested their stake in
Destimoney Enterprises to Carlyle group. Therefore Carlyle Group has become the indirect (49%)
shareholder of the company. Though equity support from Carlyle Group should be forthcoming, as for
PNB’s contribution, it would be subject to approval from Department of Financial Services(DFS). PNB
itself would require large amount of additional capital (CET1 of Rs 13000-Rs 17000 crore from FY15-
19) to meet the regulatory requirements under Basel 11l and for growth. In the event that PNB is unable
to infuse required capital, the company might have to prune down the growth plans or could lead to
dilution in PNB’s shareholding in the company. Overall, ability of the company to maintain its asset
quality and prudent capitalisation levels on a growing book, with relatively higher ticket sizes and
higher share of self employed segment would remain a key rating sensitivity.

PNBHFLs had a well diversified funding profile, with 24% funding as on March 31, 2015 being from
banks, 27% from Non Convertible Debentures, 29% through Fixed deposits, 11% through NHB
Refinance and 10% through Commercial paper. Owing to the borrowings primarily being long term in
nature, the company has been able to manage its asset liability maturity profile better and had lower
gaps in the medium term buckets vis-a-vis peer HFCs. However, like other HFCs, the company carries
interest rate risk on its portfolio given the relatively higher tenure of fixed rate liabilities vis-a-vis assets
which could impact its interest rate risk on its portfolio. Further, the company would need a regular flow
of funds to meet its growth plans.

As for profitability, the company charges an interest rate of around 10.25-11.25% for its home loan
portfolio and 11.5-15% for its non housing loan book, leading to a weighted average yield on earning
assets of 11.10% in 2014-15 (11.11% in 2013-14). Some rise in portfolio yields coupled with stable
cost of funds of around 9.26% enabled the company to report stable interest spreads of 1.85%(1.81%
in 2013-14), which coupled with some decline in gearing levels led to a 12 bps increase in net interest

* PNB had 51% stake in PNBHFL as on March 31, 2015. PNB is rated [ICRA]AAA(Stable)/[ICRA]A1+.



margins of the company. Although, operating expenses increased owing to system implementation
and branch expansion, increase in fee based income and in Net Interest Margins resulted in
improvement in profitability indicators with PBT /ATA from 1.80% in 2013-14 to 1.93% in 2014-15.
However, owing to the provisions made for deferred tax liability’, the Return on Assets (ROA) reported
a marginal decline from 1.30% in 2013-14 to 1.28% in 2014-15. Going forward ICRA expects
profitability indicators to improve to around 1.4-1.5% with some increase in Net Interest Margins owing
to the expected increase in the share of higher yielding non housing segment and moderation of
operating expenses provided the company is able to keep its credit costs under control.

About the Company

Incorporated in 1988, PNBHFL is a deposit accepting housing finance company 51% owned by PNB
and 49% by Destimoney Enterprises Private Limited. In February 2015, New Silk Route Partners
divested their stake in Destimoney Enterprises to Carlyle group. PNBHFL offers home loans, loans
against property and Builder loans as well as Lease Rental Discounting. As for the company’s portfolio
mix, of the total managed portfolio of Rs 17297 crore outstanding as on March 31, 2015, 87 % was
retail portfolio and 13% was Wholesale Finance. In the retail portfolio 72 % portfolio comprises of
housing loans having average ticket size of Rs 0.30 crore and 28% comprises of non-housing loans
having average ticket size of Rs. 0.52 cr. PNBHFL reported a PAT of Rs 196.41 crore on a managed
asset base of Rs. 19453 crore vis-a-vis PAT of Rs 127.4 crore on an asset base of Rs. 11684 crore in
2013-14 The company reported a CRAR of 13.76% as on March 31, 2015.
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T National Housing Bank has issued a circular on 27th May 2014 advising HFCs to create deferred tax
liability (DTL) on income tax benefit availed under section 36(1)(viii) of the Income Tax Act, 1961
(Act). HFCs are allowed under the Act to transfer 20% of the profits created out of income on long
term housing loans to a special reserve.
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