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Company details
Market cap: Rs. 6,56,546 cr
52-week high/low: Rs. 1,251/942

NSE volume: (No of

shares) 31.0 lakh
BSE code: 500180
NSE code: HDFCBANK
Sharekhan code: HDFCBANK
Free float: (No of 4301 or
shares)
Shareholding (%)

Promoters 26.2
Fll 38.6
DIl 16.5
Others 18.6
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HDFC Bank

Structural drivers in place

We believe that structural drivers are in place for HDFC Bank and
see its market share gain trajectory to continue. HDFC Bank is well
placed to benefit from the slew of stimulus measures announced by
the government and the regulator of late. This will likely see better
growth opportunities along with less pressure on pricing, with the
possibility of improved spreads from Q1 levels. Positive business
growth fundamentals would support strong earnings growth and
help the company sustain its valuation premium as compared to
peers. HDFC Bank continues to be at a strong position with consistent
performance buoyed by its ability to grow profitability (but at own
pace) and strong underwriting and risk-measurement standards with
pricing strength. Considering recent development, we have re-worked
our estimates and expect EPS benefit in low teens for HDFC Bank in
our revised FY2020E/FY2021E profit estimates. We maintain our Buy
rating on the stock with a revised price target (PT) of Rs. 1,510.

Positive environmental and business drivers to help: We believe
structural drivers are in place for HDFC Bank, which augur well for its
long-term growth and profitability. We expect its market share gains
trajectory to continue, aided by operational efficiencies and best-in-
class asset quality, helped by the weakened competitive environment.
HDFC Bank’s operating performance remains strong, and we expect
growth to pick up in the second half of FY2020 as the bank sees demand
improvement due to better monsoons, stimulus measures benefits and
its own efforts. Central government slashed effective corporate tax
rates to 25.17% for domestic companies, subject to the condition that
they will not avail any incentive or exemptions. Though minute details
are yet to be out, on a face of it, we believe measures would benefit
HDFC Bank in terms of increased net profit for the bank. Accordingly,
we have re-worked our estimates and expect EPS benefit in low teens
for HDFC Bank in our FY2020E/FY2021E profit estimates.

Our Call

Valuation - HDFC Bank currently trades at 3.3x its FY2021E BVPS, which
we believe is attractive for a bank with its strengths and consistency.
We believe the cut in corporate tax rate would likely benefit HDFC
Bank in terms of increased net profit. Accordingly, we have re-worked
our estimates and expect EPS benefitin low teens for HDFC Bank in our
revised FY2020E/FY2021E profit estimates. We maintain our Buy rating
on the stock with a revised PT of Rs. 1,510.

Key Risks

Rise in NPAs in unsecured and other retail banking segment can pose
risks to profitability.

Valuation Rs cr
Particulars FY18 FY19 FY20E FY21E
Net interest income 40,095 48,243 59,247 72,931
Net profit 17,487 21,070 28,863 36,488
EPS (Rs) 337 387 52.8 66.7
PE (x) 356 31.0 227 18.0
Book value (Rs/share) 204.8 272.3 309.6 359.6
P/BV (x) 5.9 4.4 3.9 3.3
RoE (%) 17.9 16.5 17.0 18.5
RoA (%) 1.8 1.8 21 2.2
Source: Company; Sharekhan estimates
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Digitalisation benefits — Sustainable growth, better cost management and risk management: HDFC Bank
has been at the forefront of the digital banking initiative, with strong strategic push in terms of initiatives to
leverage technology to present cost-effective solutions to rural and semi-urban markets.

The bank has been investing in technological infrastructure and instead going slow on physical network
addition. This strategy is stood well in terms of better cost management (C/I down since the past few quarters).
We believe digital banking is likely to continue providing operating leverage benefits with reduced human
cost and more process-driven business.

We opine HDFC Bank will continue to see compounding benefits as its digitalisation, semi-urban and rural
market penetration strategy witness further pick up and gain traction. Management has been exploring
innovative solutions such as mobile POS App, business and technological tie-ups with global search and
social networking giants to offer banking payment and other solutions, among others.

These initiatives may take time to meaningfully manifest, we believe our crucial and important growth drivers
for the bank.

Growth may be moderate, but in the right direction: While near-term challenges continue, the long-term
road map continues to be attractive for the bank, and we expect the loan growth trajectory to range between
18-20% for HDFC Bank. HDFC Bank has been gaining market share consistently, which appears to sustain as
competition from other peers, especially PSU banks and NBFCs, has weakened significantly.

During Q1FY2020, HDFC Bank witnessed slower (by a tad) loan book traction, as advances grew by 17.1%
y-o-y on account of a 19.6% y-o-y increase in its domestic corporate book and 16.5% growth in its retail
portfolio. While retail lending has comparatively grown at a slower rate during the quarter, we believe the
bank is calibrating its incremental growth in the retail segment, so as to optimise its credit cost margins mix.
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Financials in charts
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Outlook

Structural drivers are in place for the bank helping it achieve market share gains, aided by operational efficiencies
and best-in-class asset quality. HDFC Bank’s operating performance remains strong, and we expect growth to
pick up in the second half of FY2020 as the bank sees demand improvement due to better monsoons, stimulus
measures benefits and its own efforts. Notably, the franchise continues to be one of the best managed and
strongest business models and needs to be seen with a long-term perspective. Overall asset-quality picture looks
sanguine, with its calibrated growth and already strong underwriting and assessment capabilities, with healthy
digitalisation benefits adding to the moat of its business strength. HDFC Bank’s floating provision cushion of Rs.
1,450 crore and comfortable capitalisation levels (Tier 1 at 15.6%, CET-1 at 14.8%) are further positives. We believe
structural drivers are in place for the bank to look for market share gains, aided by operational efficiencies and
best-in-class asset quality.

Valuation

HDFC Bank currently trades at 3.3x its FY2021E BVPS, which we believe is attractive for a bank with its strengths
and consistency. We believe the cut in corporate tax rate would likely benefit HDFC Bank in terms of increased
net profit. Accordingly, we have re-worked our estimates and expect EPS benefit in low teens for HDFC Bank in
our revised FY2020E/FY2021E profit estimates. Therefore, we maintain our Buy rating on the stock with a revised
PT of Rs. 1,510.
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Peer Comparison

Particulars P/BV(x) RoA (%)

Rs/Share FY20E FY20E FY20E FY20E
HDFC Bank 1,200 3.9 3.3 227 18.0 21 2.2 17.0 18.5
Axis Bank 681 2.5 2.2 325 19.3 0.6 0.9 7.8 121
ICICI Bank 417 2.4 2.2 26.5 19.4 0.9 11 9.0 1.5
Kotak Mahindra 1,539 5.9 53 52.2 437 17 17 12.2 12.8
Bank

Source: Company, Sharekhan research
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About company

HDFC Bank is a largest private bank having pan-India presence (5,130 branches as of June 2019). The bank
has been designated by the RBI as a Domestic Systemically Important Bank (D-SIB), which means that its
continued functioning is critical for the economy. HDFC Bank caters to a wide range of banking services
covering commercial and investment banking on the wholesale side and transactional / branch banking on
the retail side. Its loan book consists of 46% retail and 54% wholesale loans as of June 2019. As a business
entity, HDFC Bank continues to deliver steady performance with well-maintained margins and conservative
asset-quality performance.

Investment theme

HDFC Bank is among the top performing banks in the country having deep roots in the retail segment. Despite the
general slowdown in credit growth, the bank continues to report strong growth in advances from retail products.
Over the years, under credit / interest rate cycles, HDFC Bank has been able to not only sustain its business
growth, but also been able to maintain its asset quality along with improving margins, which is indicative of the
strong business franchise strength and leadership qualities. We believe that Relatively high margins (compared
with its peers), strong branch network and better asset quality make HDFC Bank a attractive business with a
scope for expansion in its valuations bolstered by its consistency and strong balance sheet quality.

Key Risks
¢ Rise in NPAs in Unsecured & other retail banking segment
¢ Economic activity slowdown

Additional Data

Key management personnel

Mr Aditya Puri Managing Director

Mr Kaizad Bharucha Executive Director

Mr Jimmy Tata Chief Risk Officer

Mr Sashi Jagdhishan Group Chief Financial Officer

Mr Arvind Vohra Group Head, Retail Branch Banking at HDFC Bank

Mr Arvind Kapil Group Head - Unsecured Loans, Home, and Mortgage Loans
Ms Ashima Bhat Group Head - Finance, Administration & Infrastructure

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Housing Development Finance Corp 15.82
2 Capital Group Cos Inc/The 7.08
3 HDFC Investment Ltd 5.49
4 SBI Funds Management Pvt Ltd 2.43
5 50 SBI-ETF NIFTY 1.99
6 Life Insurance Corp of India 1.99
7 FIL Ltd 1.41
8 Schroders PLC 117
9 ICICI Prudential Life Insurance Co 113
10 HDFC Trustee Co Ltd/India 1.09

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Disclaimer: This document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity
to which it is addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation
and any review, retransmission, or any other use is strictly prohibited. This Document is subject to changes without prior notice.
This document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may
receive this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
make such investigations 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 its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in this report.

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 SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession
this document may come are required to inform themselves of and to observe such restriction.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the
views expressed in this document accurately reflect his or her personal views about the subject company or companies and its or
their securities and do not necessarily reflect those of SHAREKHAN. The analyst further certifies that neither he or its associates
or his relatives has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or more in the securities of
the company at the end of the month immediately preceding the date of publication of the research report nor have any material
conflict of interest nor has served as officer, director or employee or engaged in market making activity of the company. Further, the
analyst has also not been a part of the team which has managed or co-managed the public offerings of the company and no part
of the analyst’'s compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this
document. Sharekhan Limited or its associates or analysts have not received any compensation for investment banking, merchant
banking, brokerage services or any compensation or other benefits from the subject company or from third party in the past twelve
months in connection with the research report.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.

Compliance Officer: Mr. Joby John Meledan; Tel: 022-61150000; email id: compliance@sharekhan.com;

For any queries or grievances kindly email igc@sharekhan.com or contact: myaccount@sharekhan.com

Registered Office: Sharekhan Limited, 10th Floor, Beta Building, Lodha iThink Techno Campus, Off. JVLR, Opp. Kanjurmarg
Railway Station, Kanjurmarg (East), Mumbai — 400042, Maharashtra. Tel: 022 - 61150000. Sharekhan Ltd.: SEBI Regn. Nos.: BSE
/ NSE / MSEI (CASH / F&O / CD) / MCX - Commodity: INZ000171337; DP: NSDL/CDSL-IN-DP-365-2018; PMS: INPOO0O005786;
Mutual Fund: ARN 20669; Research Analyst: INHOO0006183;

Disclaimer: Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com;
Investment in securities market are subject to market risks, read all the related documents carefully before investing.



