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Housing and Urhan Development Corporation Ltd.: Ratings reaffirmed; rated amount
enhanced

Summary of ratlng action
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Rationate

The ratings for Housing and Urban Oevelnpment Corporation Ltd)'s {HUDNAG) borrowing programimes devive signiflcant
strenpth from Its sovereign ownership (81% of the equity held by the Government of India {Gol] as of March 31, 2023} and Its
Important rale as a nodal agency for the Impiementation of Government potlcles In the high-priority sectors of sedal housing
and urban infrastructure. The ratlngs also draw comfort fram the refatively low credit risk profile of HUDCO's portfolio, given
the focus on Gavernment-sponscred urhan infrastrctiare and social housing projacts. The credlt risks In these expasures are
relatlvely low, given the guarantess and/or budgetary provisions from Centralfstate governments for debt serviting by the
coneerned entities. The ratings also factar in HUDCO's comfortalile capitalisation devel, its diversified hotrowlng proflle and
good financial Hexhiy, given its sovereign awnershlp, which supports its liquidity profile even though the refatively less risky
gxposure resUlts [n modest earnings.

[CRA nates that while the credit risk far HURCO's loan portéolio is rmitigated by the presendce of goverarment guarantees andfor
hudgetary allocations for debt repayments, the weak financiat proflls of many of the state gevernments remalns 2 rlsk,
especlally gheen its concentratad exposire 10 states such as Telangana {TEL) and Andhra Pradesh {AP]. MNonethelass, HUDBCDY's
grass andnet stage 3 parcantagss remaln under control and stood comfortable ot 4.3% and 1.0%, respectively, as an Decermber
31, 2022 [3.6% and {.5%, respectivedy, as on March 31, 2022). Glven the dechne in disbursemants durlng the last three years,
HUDCOY s porifollo tra|ectary remains tepid with stagnation since March 2019, while the dishursemants trajoctary is partially
explained by lImlted oeportunities due to constralned capital expanditure outlays by the state gowernmants amidst the Cowid-
19 pandemic, the impact of increased competltion from banks owing to thelr excess llguidity, cannot be naked out, In this
regard, KUDCO's ability to rever! ta healthy growth trajectery while demanstrating its carnpetitive position wis-a-wls banks
which might undergo seane changes subject to the Reserve Bank of lndia’s [RBI) mandated llguldity policies, and its akility to
diversify the shate-wise portfolio mix remains imperative.

{CRA has also taken cognisance of HUDCO not meeting the conditions for continuation as a housing finance company (HFC)
under the revised regutatary definltion, in this regard, HUDCO is In he process of seeking fresh registration under the REL




Appfication far conversian from MBEC-HFC 10 MBFC-Infrastructure Einance Company {IFCY was fited on March 28, 2022, The
cOmpany's aperations are expected ta continue with speclal dlspensations/ralasations with respect to credit concentratlon/
exposura nofins, though low-cast financing from Natlonal Howsing Bank {MHB) may not be available ance HUDCO Lamarts ke
an NBFC-IFC (last avalled o July 2009, wihich constibutes only “1.4% of total borrowings as on Decembar 31, 2022).

Key rating drivers and their description
Credit strepgtirs

Strategic impariance to and majority ownership by Gol — HUDCO iz a nodal agancy for the Implementation of Government
pollcles for the high-priority sectors of social housing and whan infrastructure, Further, as one of the major financiers of urban
infrastricture and housing projects, It remains strategically Impartant for achieving the Governmnent's chjectlve of Houslng for
All. The Gal remalns the majority shareholder In HUGCD with a stake of B1% as on March 31, 2023, The congany's board
includes nominee directars of the Gol, besides independent directars and functianal directors with eaperience In diffarent
flelds, 4lso, HUDCD has wel-established relallonships with different state governments, making It & prafersed lender for thalr
urban lifrastrecture and housing projects. Pracedents wherein 3IUDCO has received approval from the Gal 1o raise tan-free
bonds alsa provide comfart with respect £o its financial lexibllity and abllity to raise [ow-cosk funds,

Comfortable capltalisation, diversified horrawing profile and goad fmancial Haxibity — HUDCO's financial praofife continizes
to he characterised by comfortable capitallsstion with a reported capital adequacy of 24% as on March 31, 2022 and gearing
af 4.1 tirmes {2.8 times, adjusting Far God fuliy serviced bonds {(Gol £5Bsi) as of Decambar 31, 2022 compared to 4.3 tlmes {2.9
thnes excluding Gol £5B8) as of March 31, 2022, The reported tapital adequacy is supported by the 20% risk weight associated
with state povernment-guarantead exposures and the 0% risk weight for funding to Bullding Materials and Techrology
Prarmotion Council [BMTPC) aut of the extra budgetary resaurces, i.e. Gol FSBs. Maoreaver, it Is sioted that the Gol FSBs are to
ke serviced through appropriate Budgetary allocation 1o the Minlstry of Housing and Urban Affalrs {fAoHLA) in the Union
Budget, Frudent capitalicatlon is one the key mitigants agafnst the concentration risk arising out of the wholesale natura of
HUIRCO's exposures and ICRA axpects the rompEny to malntaln a prudent capitalisation |avel golng forward a3 wall,

HUDLOD has a diversifred funding profile with sources Inchuding tax-free bonds, Gol F5Bs, taxable bonds, refinance from NHE,
Bank loans, commnerclal papers, and foralgn wirrency barrowings. “57% of its borrowings s on Decernber 3i, 2023, wasinthe
forn of tax-free bonds and Gol FSBs, which have a fenure of at ieast 10-15 yaars and hence sugur well for the asset Babillfy
maturity (AL} profile, HUDCGH used 1o accept publlc deposits, but the share has Been declining and the company stopped
accepting public depashts since FYZ020,

Relatlvaly iow credit visk on portiofio, given the high share of government-backed exposuras - Over the past few paars,
HUDCO's disbursemants have been only to stale Bovarnments and pubfic-sector agencias. As a result, the share of It legacy
private sectar portfolio in the overall portfalic has declined, The puillc-sector loan kook accounted for ~07% of the Company's
total advances as on December 31, 2022 (91% as on March 31, 20117} Further, MRA notes that the mafority of HUDEO's
atvanues in the public-sector loan book are hacked by guarantees/budgetary allocations of the Central or stake EOVETTRNEtS,
This mitigates the credit risk for the company to sore extent as the underlying projects may rot have adequate cashflows for
debt servicing, While BUDCO's stage 3 assets witnessed the siippage of ane acceunt In Q3FY2023 ~As. 503 crore, If s howewar
noted that the company created a provision of Rs. 188 crore against the same, The gross and nat stage 2 percentages for
HUDCO stood at 4.3% and 1.0%, respectlvedy, as an Decermnber 31, 2022 {3.6% and 0.5%, respectively, as on March 31, 2022],
ICAA also notes that HUDED's stage 2 Percentage remafng volatile, 10.0% as of December 31, 2022 companad to historlcal 12
quartar average of ~3.9%. ICAA pefieves that the risks are largely mitlgated by comfortable capitalization and sclvancy metrics
and the avallabifity of state povernment guarantess.

Adzguate profitabiity indicators — Althaugh the company's relativedy loss flsky exposure resulis in modest ylelds, s
profitabiity indicatars remaln adegquate, supported by low credit costs and operating expenses. HUDCO s nat inte rast Marging




{NINs) have ramained rangebound ower the past 3 years with a marglnal dowrmward blas in IWFY2023 die 1o the lower yields
on actount of the base effect of higher disbursaments in O3 Fr2023. The MINs appear cptically lower for the company dus to
the Impact of the low spread {14%) avallable on the funding extended out of the extra budastary resources. Further, the
company’s operating expenses remain low at 0.5% of average total assets (ATA} In FY2022 {L5% in FY2021) due to the
winlesale nature of its operations; Provisioning costs were negatlve due to provislon reversal, following the sattlerment of
chronic non-performing accouns sad Hmited slippages/downward asset classification in FY2022.

Ovarall, the company reported a profit after tax (PATI of Rs, 1,717 crcre In FY2022 {return on assets [RoA) and return on equity
{RoE) of 2.1% and 12.4%, respectively] comparad to Bs. 1,573 crora in FY2D21 [Roa and Rak of 2.0% and 12 4%, respectively).
it reparted a PAT of Rs. 1,062 crore in 90 FY2023 {Rof and Rok of 1.7% and 2.6%, respectively), supported by stable NIMs and
cperating expenses, though credit costs ware comparatlvely higher following a slippage. While the MIMs could be under sorme
pressure over the short 19 medium term awlng to the ¢lsing systenic interest rate and the camnpany’s abiity ta tranzmle the
increase in the same to the borrowers in a timebound manner, ICRA expects the overall profitabiity to remaln stable.

Credit challenges

Concentration rlsk — Atthough tha credit risk for HUDCO's loan portfalio is miligated by the presence of government
guaraniees andior budgetary allacations for debt repayments, the weak financlal profile of many of the state gevernments
remalns 8 risk, especially glven its concentrated, albeit declining, exposure to states such a5 TELand AP Az on March 31, 2022,
HUDCO's exposure to TEL accounted for abaut 1008 of It net warth while its exposure 1o both these states aggregated 178%
af its net warkth (L21% and 208%, respectively, of its net werth as an March 31, 2021). In this regard, while NHES has been
prowldlig exposore narm-related relaxations to HUDCE, a road map has heen set whereby the company [s required ta take
sultable steps to bring down its exposure {25 4 parcentage of net owned funds} to Government/public agencies and to state
governmiks (Under roupexposura) In the exempied cases as well to 504 and 1004, respectively, by the end of March 2023,

Modest growth In business volumes in recent years — Glven the decline In disbursements durlng the last three yaars, HUDCO s
pontfalio growth tralectory remains tepid with stagnation since harch 2099, The gross loan book grew by 1% on aniuallised
basis be Rs, 79,290 crore a5 on December 31, 2022 from Rs. 78,513 crore as on March 31, 2022, While the dlshbursemeants
trajectory wis partdaliy esplained by limited oppartunities due to the canstralned capital expenditure autlays by the state
governments, the inpact of increased compstition from banks owlng to thele excess flquidity cannot be ruied out. ir this
ragard, HUDED's ability to revert to healthy growth traloctory while demonstrating its competitive position vis-4-wis banks,
which might ungerpo sanae changes subject 1o the RBI mandated liquldity palicies, and its abllity ta diversify the state-wise
purliollo mix remalns imperative, ICRA has taken note of the sanctions of “Rs, 23,600 crare in BMFY2023 which could lead to
a slanificant growth in logn baok over the medium term.

Environment and social rishs

Gheen the service-oronted business, HUDUD dogs not face matadal physical climate risks, they are exposed to
ervirenmental risks indirecthy through thelr portfallo of sssets. If the antities or businesses on whom HUDZO has an
exposure faces business disruption because af physleal cllmate acdversities, or if such businesses face climate transitlon risks
because of technological, regulatory, or custamer behaviour changes, it could translate into credit risks for HUDCO,
Howeser, such tlsk |s mitgated for HUDCO through adequate portfolio diversification. With regard to soclal risks, data
security anc customear privacy are amang the key sources of vutnerabillties for lending Instltutians as any materlal lapses
could be detrirmental to the reputation and invite regulatory censure. Given the nature of buslness, HUDCD s exposure ta
sockd rlsks 15 linlted.

Liquidity position: Adequate
While HUDCO does not maintain sizeakle on-balance sheat liguidity, it has # demonstrated track record of maintalning

sufficient unutifised bank lines for plugging near-term mismatches. Also, its funding proflie s favaurable as ~G0% of the
boreowings on ts books as an Sepekember 30, 2022 In the form of tax-free bonds and Gel fully serviced bonds with a rmaturloy
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profile of 18-15 years while 4% ae in the form of refinance asslstance from MHB/SInel Infrastructure Flnance Lompany
Limited (IIFCL} with a tenure of up to 20 years, “This 2ugurs well for its ALM profile. As of September 30, 2022, HUDED
maintalned undrawn worklng capitalf short-term bank Fines of about Rs. 14,250 crore campared ta estimated total outflows
of Rs, 17,455 cvare against estimated tatal inflows nf Re, B8.375 crare which are expected over the naxt one vear. Wareovar,
the headthy financlal flexibility, backed by Its parentage and strategic Importance o the Gol, provides comfort,

Rating sensitivitles
Positive factors - Mot appllcable,
Megatve factors — ICRA could change the rating outlock to Negative or downgrade the ratings an a change in the ownership

andfor a change in FUDCO's strategic rale erirmpartance to the Sol. Alse, a deterforatian in the solvency o a lewel above 40%
on a sustained basis will be & negative for the credit profite.

Anabytical approach
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ICRA's nodiey on withdrawal of Credlt Rati
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Cansolidation/Standafone g standafone
Abaut the company

Houslng and Urban Uevelopment Corperatlon Lid. {HUDCO), incarporatedin 1970, is s lsted Miniratna pubfic sectorentarpsise
under the Minlstry of Housing and Urban Affairs IMaoHUAY, Government of Indiz {Gol). Itis a publlc financlal Inetitrtian and
primarily finances social housing {SH) 2nd Urban Infrastructure (Ul grofects. The Gol hefd 2 share of 81% In HUDCO, as on
Merch 31, 2023, whila the balance was hald by the pubfic.

HUDCO has been taking incremental exposures sxclusivaly ta state governmments and peblicsactor agencies. As o result, e
share of Its legacy private sector portfolio in the averall portfolic has declibed to about 3% and the public-sectar lean bogk
accounted for 97% of the comnpany's total advances as on September 30, 2022 compearad ta 91% as on March 31, 7017 As far
a3 sector-wise portfelio mix |5 concernad, the Housing segment arcounted for ~S5% of the foan book as.an Decernber 31, 2022,
while urban Infrastructure accounted for £4% share.

HUDLD reported a profit after tax {PAT) of Rs. 1062 crore on a totaf Income af B3, 5,224 crows in IMFY2023 against PAT of As.
§70 crove on & total Income of As. 5,253 crore in 9EY2022.

Key financlal indicators

Audited Provisianal
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Status of non-cooperation with previous CRA: Not appllcable

Any other information: None
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