HDFC Bank (Hporean)

CMP: % 910

Target: ¥ 1100 (21%)

Target Period: 12 months
April 20, 2020

Impressive strategy amid tough times...

The bank reported steady asset quality with sequential fall in GNPA at ¥
12650 crore & ~16 bps reduction in GNPA ratio to 1.26%. Excluding
moratorium provided by RBI, GNPA would have been up 10 bps at 1.36%,
still prudent. Till now only low single digit proportion availed moratorium
and it can rise. Slippages were T 3150 crore (~0.3% of advances).

Provision continued to remain elevated at ~38 bps of advances to I 3784.5
crore, led by contingent provision of ~X 1550 crore for Covid-19. As of
March 2020, the bank has outstanding floating provision at ¥ 1451 crore and
contingent provision at ¥ 2996 crore enabling it to weather the near term
provisions. For the quarter, high credit cost led earnings traction to
moderate at 17.7% YoY to ¥ 6927.6 crore.

Growth in advances remained healthy at 21.3% YoY, 6.2% QoQ to ¥ 993703
crore, primarily led by higher traction in corporate segment at 28.7% YoY.
Traction in retail segment remained moderate at 14.6% YoY, due to muted
disbursement in auto segment that contributed ~12.5% of advances.
Unsecured retail segment (personal loan & credit card), contributing ~17.4%
of advances, continued to witness healthy growth at 24% YoY, though the
pace seen moderate compared to previous run rate.

Deposit growth was healthy at 24.3% YoY, 7.5% QoQ to ¥ 1147502 crore.
Being beneficiaries of flight of deposits from private sector peers, traction in
saving deposits saw higher traction at 24.8% YoY, 11.7% QoQ to ¥ 310377
crore. This led to ~272 bps QoQ improvement in CASA ratio at 42.2%.

Operational performance stayed steady with PPP growth at ~20% YoY to X
12958 crore, led by 16.2% YoY growth in NIl. Slowdown in other income
was at 23.8% YoY to T 6032.6 crore, impacted by shutdown in the quarter.
Higher traction in relatively low yield corporate book was offset by healthy
accretion in low cost deposit, keeping margins broadly stable at 4.3%.

Retail to witness slowdown, wholesale to be growth driver

The bank has been stepping up advances growth in corporate, retail
portfolio to moderate led by Covid-19 caution, apart from auto and credit
cards moderation seen already. It has also maintained cautious stance
towards its MFI portfolio worth ¥ 8500. Moderate growth at 20% supported
by adequate liquidity from deposits and provisions under control. Expect
bank to deliver 20% CAGR in earnings in FY21E-22E to ¥ 38178 crore.

Valuation & Outlook

The bank has shortlisted two internal and one external candidates. However,
till its leadership is finalised, overhang on the stock would remain despite
strong earnings and outlook. The bank continues to remain a portfolio stock
and maintains premium valuations. Accordingly, we maintain BUY and
maintain target price at ¥ 1100 valuing the bank at ~ 15x FY22E EPS (2.74x
FY22E ABV). We include X 75 per share for HDB Financial Services.

Key Financial Summary

XCrore FY18 FY19 FY20 FY21E
NIl 40,095 48,243 56,187 62,784
PPP 32,630 39,750 48,750 56,126
PAT 17,487 21,078 26,258 31,312
ABV (3 199.8 267.1 305.4 332.4
P/E 22.8 19.8 16.0 13.4
P/ABV 3.8 2.9 2.5 2.3
RoA 1.8 1.8 1.9 1.9
RoE 17.9 16.5 16.4 17.1

Particulars

Market Capitalisation
GNPA (Q4FY 20)
NNPA (Q4FY 20)

g ICICI

Research
BUY

HDFC BANK

Amount
499198 crore
312650 crore
33542 crore

NIM % (Q4FY 20) 4.3
52 week H/L 1304/739
Netw orth 3170986 crore
Face value 1
Dllholding (%) 21.7
Fllholding (%) 36.7

Key Highlights

®  Provisions elevated at ~38 bps of

advances led by
provisioning of 1550 crore.

contingent

®  Higher traction in low yield corporate

book offset by increased CASA
deposits kept NIMS stable at 4.3%

® Maintain our BUY recommendation

with target price of ¥ 1100
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kajal.gandhi@icicisecurities.com

Vishal Narnolia
vishal.narnolia@icicisecurities.com

Yash Batra
yash.batra@icicisecurities.com

FY22E CAGR (FY19-22E)
73,769 15%
67,474 19%
38,178 22%
373.2
11.0
2.1
2.0
18.4

Source: Company, ICICI Direct Research
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ﬂ Result Update | HDFC Bank ICICI Direct Research
Exhibit 1: Variance Analysis

04FY20 Q4FY20E Q4FY19 YoY (%) Q3FY20 Qo0 (%) Comments

NIl continues to remain steady on the back of healthy credit
growth & stable margins

Higher traction in relatively low yield corporate book was
NIM (%) 4.3 4.2 4.4 10 bps 4.2 2.4 offset by healthy accretion in low cost deposit, keeping
margins broadly stable

Slowdown in fee income impacted by shutdown during the

NIl 15,204 14,788 13,089 16.2 14,173

Other Income 6,033 6,372 4,871 23.8 6,669 -9.5
quarter
Net Total Income 21,2317 21,160 17,961 18.2 20,842 1.9
Staff cost 2,498 2,406 2,074 20.4 2,455 1.8
Other Operating 5,780 5547 5043 146 5,442 6.2
Expenses
PPP 12,958.8 13,206.5 10,843.6 19.5 12,945 0.1 PPP growth driven by healthy topline and lower opex

Slippages came in higher at T 3150 crore. Further, the bank

Provision 3,784.5 2,979.1 1,889.2 100.3 3,043.6 24.3 . .
has made contingent provisions of ¥ 1550 crore
PBT 9,174.3 10,227.4  8,954.4 2.5 9,901.9 -1.3
Tax 2,246.6 2,659.1  3,069.3 -26.8 2,485.4 -9.6
PAT 6,927.7 7,568.3 5,885.1 11.7 7,416.5 -6.6 Higher provisions arrested PAT growth
Key Metrics

Excluding moratorium provided by RBI, GNPA would be 10

GNPA 12,650.0 14,427.3 11,224.2 12.7 13,427.3 -5.8 .

bps higher at 1.36%
NNPA 3,542.4 5,068.4 3,214.5 10.2 4,468.4 -20.7
Total Restruct

otal Restructured 954.0 8986 7866  21.3 898.6 6.2
assets
1 H 0

Advances 993,703 993,030 819,401 21.3 936,030 6.2 Healthy traction in corporate book at 28% YoY led advances

growth rate at 21.3% YoY

. _ o .

Deposits 1,147,502 1,146,562 923,141 243 1,067,433 75 CASA ratio improved ~272 bps QoQ to 42.2%, led by higher

accretion in savings deposit

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

FY21E FY22E Comment
(XCrore) Old New s Change Old New & Change
Net InterestIncome 62,545.5 62,784.4 0.4 71,349.6 73,768.6 3.4
Pre Provision Profi 55,634.1 56,125.6 0.9 66,020.3 67,473.8 2.2
NIM calculated (% ) 4.2 4.0" -17 bps 4.0 417 4bps
PAT 33,284.4 31,312.4 -5.9 40,264.4 38,178.1 -5.2
ABV (3 353.6 332.4 -6.0 393.9 373.2 -5.3

Source: Company, ICICI Direct Research

Exhibit 3: Assumption

Current Earlier

FY19 FY20 FY21E FY22E FY21E FY22E
Credit growth (%) 24.5 21.3 16.0 20.0 19.3 21.5
Deposit Growth (%) 17.0 24.3 17.5 18.2 21.6 22.4
CASA ratio (%) 42.4 42.2 41.5 40.1 38.7 37.4
NIM Calculated (% ) 4.4 4.2 4.0 4.1 4.2 4.0
Cost to income ratio ( 39.7 38.6 38.0 37.2 39.1 39.0
GNPA (Zcrore) 11,479 12,650 27,520 31,393 17,5637.8 21,526.5
NNPA (Xcrore) 3,745 3,643 13,796 13,556 4,687.4 6,118.1
Slippage ratio (%) 1.1 0.9 2.0 1.0 0.9 1.0
Creditcost (%) 0.9 1.0 1.2 1.1 0.8 0.8

Source: Company, ICICI Direct Research
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Conference Call Highlights

e Excess liquidity led NIMs to fall 10 bps to 4.3%
e S&P has reaffirmed the standalone credit rating of the bank at BBB+

e For FY19-20, the bank acquired 63 lakh new liability relationships, up
44% YoY

e Total provisioning for the quarter was ¥ 3784 core of which T 1550
crore consists of contingent provisions. Outstanding provisions
include ¥ 2996 of contingent provisions and ¥ 1451 crore of floating
provisions

e Total 93% of the fee income is attributable to retail fee. Also, ¥ 350
crore dent on fee income was lower due to lockdown impact

e Top 20 corporate loan disbursals (by value) breakup- 41.9% towards
working capital requirement, 23.6% was capital expenditure, 15.5%
was towards acquisition of balance sheet items in the NCLT process,
9.3% for PSL lending. Over 80% of corporate loan disbursals had a
tenor of less than a year

e Total 80% of the unsecured portfolio is towards salaried individuals
and the balance is self-employed. Two-third of the salaried
employees belong to very good entities like AAA rated, government
employee, MNC

e Total 9% of the SME portfolio is vulnerable and would find it difficult
to meet their payment obligations but 77% of the SME portfolio is
collateralised by real estate property. The management has guided
that the entire 9% of the vulnerable SME portfolio would not entail
default but delinquency levels could increase 0.5% more than the
current levels of 1.26%

e Low single digit customers have opted for moratorium. According
to the survey conducted by the bank, 95-98% of customers were not
in default at the time of making the moratorium application

e The management expects retail loan growth to witness a slowdown
in upcoming quarters. However, the wholesale loan book is
expected to perform well

e Total 95% of branches of the bank are operational for customers
with limited activities while the number of ATMs operational would
be ~ 13000

e The outstanding MFI exposure was at ¥ 8500 crore

e HDB Financials AUM grew 6%

ICICI Securities | Retail Research 3
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Story in Charts

Exhibit 4: Momentum in NIl growth continues
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Source: Company, ICICI Direct Research

Exhibit 5: Break-up of retail credit

ZIcrore Q3FY18 Q4FY18 Q1FY19 Q2FY19 Q3FY19 Q4FY19 Q1FY20 Q2FY20 Q3FY20 QA4FY20
Auto 73,057 16,427 77,659 80,336 83,012 80,675 80,784 80,784 83,552 83,935
CVCE 21,403 23,391 24,852 25,508 27,166 28,730 28,490 28,490 28,124 29,045
Two wheelers 7,691 8,672 9,227 9,689 10,095 10,047 9,851 9,851 10,149 9,855
Personal loans 66,817 71,876 77,868 83,426 88,803 92,978 1,02,080 1,02,080 1,09,531 1,15,557
Business Banking 46,989 54,126 52,050 54,180 55,706 57,035 62,689 62,689 63,255 64,124
LoansAgainst Security 1,671 1,816 1,748 1,824 1,788 1,881 1,828 1,828 1,812 1,801
Credit cards 33,622 36,115 38,458 40,535 44,839 46,630 52,043 52,043 57,678 57,575
Home loans 38,129 36,257 44,021 47,861 51,786 51,359 60,017 60,017 61,729 63,445
Others 44,929 48,744 49,473 52,9417 52,544 56,836 57,543 57,543 58,985 63,632
Gold 5,057 5,065 5116 5,193 5,161 5,187 5,320 5,320 5318 5,430
Total 3,39,365 3,62,489 3,80,472 4,01,499 4,20,900 4,31,358 4,60,645 4,60,645 4,80,133 4,94,399

Source: Company, ICICI Direct Research

Exhibit 6: Credit & deposit growth above industry, moderation seen in auto
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Source: Company, ICICI Direct Research
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Exhibit 7: Healthy CASA growth continues...

Exhibit 8: Continued focus on branch expansion
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Exhibit 9: Margin to see marginal pressure ahead

Exhibit 10: Best in class asset quality maintained

5.0 1
4.8 -
3.0 -
2.4
46 A 25 | 2.3
4.4 - 2.0 1
1.31.31.31.31.41.41.41.41.4
(%) 4.4 4.4 (%) 1.5 _1.01.11'11.21.3 1.3
421 434343 4343 43 10 -
4.2 424242 “ba 0.4 0.4 0.40.40.40.40.4
4.0 0.0
a8 -
N IMNMNOWOMOMOMmMO®MOOoOOoO OO OO O 1 W
A A NN NANAN
>>>>>>>>3>>3>3>5>3>5> A
T T T e oo o oo oo o =R =R -
IS 32322LRL Yy oo XeRoNeRo e RoRe RoNoRoNo R Ne,
R R R R _ _
Lty Loy Y T i@ GNPARatio —— NNPA Ratio
oo OO0

Source: Company, ICICI Direct Research

Source: Company, ICICI Direct Research

Exhibit 11: Adequately capitalised for future growth
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Exhibit 12: Non-interest income contributes ~28% of total income
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Source: Company, ICICI Direct Research

Exhibit 13: Return ratios trend to remain strong
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Exhibit 14: Shareholding Pattern

(in %) Mar-19 Jun-19 Sep-19 Dec-19 Mar-20
Promoter 27 26 26 26 26
Fll 39 39 41 38 37
DIl 16 17 18 21 22
Others 18 18 15 15 15

Source: Company, ICICI Direct Research

Exhibit 15: Price Chart
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Financial summary

Exhibit 15: Profit and loss statement % crore M Exhibit 16: Key Ratios

(Year-end March) FY19 FY20  FY21E  FY22E  (Year-end March) FY19 FY20  FY21E  FY22E
Interest Earned 98972 114813 131877 155026 Valuation
Interest Expended 50729 58625 69093 81257 No. of Equity Shares 544.7 548.3 548.3 548.3
NI 48243 56187 62784 73769  EPS (I 38.7 47.9 57.1 69.6
Growth (%) 20.3 16.5 1.7 175 BV (3 273.9 311.8 357.5 397.9
Non Interest Income 17626 23261 27682 33654  ABV (3 267.1 305.4 332.4 373.2
Fees and advisory 13806 18430 22117 26982 P/E 19.8 16.0 13.4 11.0
Treasury Income 387 580 696 836 P/BV 2.8 2.5 2.1 1.9
Other income 3433 4250 4869 5836  P/ABV 2.9 2.5 2.3 2.1
Total Income 65869 79448 90466 107423  Yields & Margins (%)
Employee cost 7762 9526 10768 12313 Net Interest Margins 4.4 4.2 4.0 4.1
Other operating Exp. 18358 21172 23573 27636  Yield onavg earning 9.0 8.7 8.4 8.6
Gross Profit 39750 48750 56126 67474  Avg.costonfunds 5.2 5.0 4.9 5.0
Provisions 7550 12142 14096 16228  Avg.costof deposits 5.1 4.9 4.9 4.9
PBT 32199 36608 42030 51246 Yield on average advance 10.5 10.1 10.0 10.0
Taxes 11121 10350 10718 13068  Quality and Efficiency
Net Profit 21078 26258 31312 38178 Cost/Total netincome 39.7 38.6 38.0 37.2
Growth (%) 20.5 246 19.3 21.9 Credit/Deposit ratio 88.8 86.6 85.5 86.8
EPS 387 179 571 605  GNPA 1.4 1.27 2.39 2.27
: NNPA 0.5 0.36 1.20 0.98
Source: Company, ICICI Direct Research
ROE 16.5 16.4 17.1 18.4
ROA 1.8 1.9 1.9 2.0

Source: Company, ICICI Direct Research

Exhibit 17: Balance sheet X crore MM Exhibit 18: Key ratios (%)

(Year-end March) FY19 FY20 FY21E FY22E (Year-end March) FY19E FY20 FY21E FY22E

Sources of Funds ' Total assets 17.0 23.0 16.1 16.4

Capital 545 548 548 548 Advances 24.5 21.3 16.0 20.0

Reserves and Surplus 148662 170438 195488 217631 Deposits 17.0 24.3 17.5 18.2

Netw orth 149206 170986 196036 218179  Totallncome 221 18.4 15.6 18.3

Deposits 923141 1147502 1348392 1594405  Netinterestincome 20.3 16.5 1.7 17.5

Borrowings 117085 144628 156816 170107  Operating expenses 15.1 17.5 1.9 16.3

Other Liabilies & Provisio 55108 67394 76165 86314  Operating profit 21.8 22.6 151 20.2

Total 1244541 1530510 1777409 2069006  Netprofit 205 24.6 19.3 21.9
Net worth 40.4 14.6 14.7 11.3

Applications of Funds EPS 14.9 23.7 19.3 218

Fixed Assets 4030 4433 4643 4906 Source: Company, ICICI Direct Research

Investments 290588 391826 426404 465016

Advances 819401 993703 1152696 1383235

Other Assets 49174 53931 98234 110216

Cash with RBI& callmoni 81348 86617 95432 105634

Total 1244541 1530510 1777409 2069006

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research 7
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Exhibit 19: ICICI Direct coverage universe (BFSI)

CMP M Cap EPS (3 P/E (x) P/ABV (x) RoA (%) RoE (%)
Sector /Company

(] TP(3 lating (RCr) FY19 FY20E FY21E FY19 FY20E FY21E FY19 FY20E FY21E FY19 FY20E FY21E FY19 FY20E FY21E
Bank of Baroda (BANBAR) 49 65 Hold 22,7563 18 -04 -19 275 NA NA 06 07 06 01 00 -01 098 -1.2 -25
State Bank of India (STABAN) 186 250 Buy 166310 1.0 168 242 1921 11 77 13 11 1.0 00 04 06 05 76 110
Indian Bank (INDIBA) 46 50  Hold 2810 67 -272 85 69 17 54 06 03 03 01 -08 02 1.7 -116 35
Axis Bank (UTIBAN) 392 500 Buy 1,10,439 182 182 321 216 215 122 18 15 14 06 06 09 72 65 98
City Union Bank (CITUNI) 118 171 Buy 8711 93 87 101 127 136 117 21 19 16 16 14 14 153 126 130
Development Credit Bank (DCB) 81 92 Hold 2,524 105 130 135 77 63 60 09 09 08 10 11 1.0 122 133 122
Federal Bank (FEDBAN) 42 47 Hold 835 63 77 19 67 54 53 07 07 06 08 09 08 98 11.0 104
HDFC Bank (HDFBAN) 910 1,100 Buy  4,99,198 387 479 571 235 19.0 159 34 30 26 1.8 1.9 19 165 164 174
Indusind Bank (INDBA) 396 400 Hold 27,461 609 558 820 65 71 48 1.0 08 07 16 12 1.6 145 101 134
Jammu & Kashmir Bank (JAMKAS) 12 12 Sell 671 83 -130 00 14 NA NA 02 02 02 05 -07 00 7.0 -101 -0.
Kotak Mahindra Bank (KOTMAH) 1,196 1,700 Buy  2,28,664 255 29.9 29.0 469 400 412 55 49 44 17 1.7 14 121 125 108
Bandhan Bank (BANBAN) 191 260 Buy 30,740 164 186 233 117 103 82 21 23 18 39 41 37 190 235 233
IDFC First (IDFBAN) 21 29 Buy 10,221 -34 57 11 NA NA 193 06 07 07 -11 -16 03 -98 -159 34

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
ﬂlClCl( wrect.com ; l
Investmaen uo Your Fingertips Bﬂz“)ﬂ EE"V \
Icici Securmes Ltd. 7S STARMINE |
E&;ayﬁtﬁ\‘.’.‘a'd 2012 L
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

I/We, Kajal Gandhi, CA, Vishal Narnolia, MBA and Yash Batra, MBA, Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our
views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. It is also confirmed that above
mentioned Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in
the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products. ICICI Securities Limited is a Sebi registered
Research Analyst with SEBI Registration Number — INH000000990. ICICI Securities Limited Sebi Registration is INZ000183631 for stock broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank
and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are available on
www.icicibank.com

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationship
with a significant percentage of companies covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons reporting to analysts and their relatives from maintaining a financial interest in the
securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as

Our proprietary trading and investment busil may make i decisions that are inconsi with the recom jations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may
not match or may be contrary with the views, estimates, rating, target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for the selected
recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would
endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.
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