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BUY CMP Rs1,467

Upgrading earnings estimates again, now building 20% CAGR over FY20-
23 - Valuation will get a lift; upgrade 12m TP to Rs1,870

We are revising FY21/22/23 earnings estimates by 10%/3%/4% respectively and ABV
estimates by 1.5-2% for these years, after having upgraded these numbers even
towards the end of November in our collection feedback report. Earnings revisions thus
could be sharper for the consensus. The stand-alone bank trades at 2.8x P/ABV and
16x P/E on FY23 estimates, adjusted for the valuation of its holdings in HDB Financial
and HDFC Securities. Valuation is palatable and can move higher as it stands just above
the long-term mean on 1-yr rolling fwd. basis and the probability of 20% earnings CAGR
over FY20-23 has improved substantially. Also, the bank trades at significant discount
to KMB despite better growth delivery.

Multiple positives to take home

Multiple positives to pay heed to viz. a) loan growth momentum near normalized (across
products), b) persistent substantial SA accretion aiding margins, c) fee trajectory back
on track, d) core PPOP margin at multi-quarter high, e) lower-than-expected Covid
stress (restructuring + proforma NPL) and f) lower credit cost run-rate than H1 FY21.
Management is confident of sustaining growth (gradual market share gains) in retail,
SME and Corp. segments and the risk profile of the new acquisitions across products is
significantly better than the industry; pointing towards robust asset quality
performance even in future. For the bank, the impact of Covid is behind, there is no
new risk on the anvil and the balance sheet is stronger than ever with high capitalization
(16.8% Tier-1 ratio) and provisioning buffer (90-100 bps of advances). The only
monitorable remains the performance of HDB Financial which reported a small loss in
the quarter due to spike in delinquencies (GNPL at 5.9%) and upfront provisions taken.

Management Commentary
Retail Assets growth

v' Strong growth momentum in Q3 FY21 with disbursements up 40% qoq - bank
confident of continuing traction in Q4.

v" Q3 FY21 disbursements surpassed pre-Covid run-rate, and in December it was
20% higher yoy.

HL, Auto, Gold Loan, LAP, Unsecured and WC (Retail SME) driving growth.
Card sales was up 20%+ qoq and spends were much higher.

In auto and 2w, the bank is ahead of pre-Covid traction - PL is on same level - BL
and others are lagging as market not conducive and bank’s caution.

Exhibit 1: Financial Summary

Y/e 31 Mar (Rs mn) FY20 ‘ FY21E FY22E FY23E
Operating income 794,470 904,053 1,044,596 1,238,870
PPOP 487,495 566,380 649,519 774,654
Net profit 262,573 316,034 397,714 474,498
yoy growth (%) 24.6 20.4 25.8 19.3
EPS (Rs) 47.9 57.6 72.5 86.5
Adj.BVPS (Rs) 305.4 352.5 414.2 488.4
P/E (x) 30.5 25.3 20.1 16.9
P/adj.BV (x) 4.8 41 3.5 3.0
ROE (%) 16.4 171 18.5 18.8
ROA (%) 1.9 1.9 2.1 2.1

Source: Company, YES Sec - Research
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Target Rs1,870

| YES,/SECURITIES

INSTITUTIONAL EQUITIES

Upside 27.5%

Stock data (as on January 15, 2021)
Nifty 14,434
52 Week h/I (Rs) 1497/ 739
Market cap (Rs/USD mn) 8077805 / 110554

Outstanding Shares (mn) 5,508
6m Avg t/o (Rs mn): 14,368
Div yield (%): -
Bloomberg code: HDFCB IN
NSE code: HDFCBANK

Stock performance

150 - HDFCBANK Nifty
100 W’f"
50 A
0 T T "
Jan-20 May-20 Sep-20 Jan-21
iM 3M 1Y
Absolute return 5.4% 25.4% 14.2%
Shareholding pattern
Promoter 26.0%
FlI+DII 60.8%
Others 12.9%
RAJIV MEHTA
Lead Analyst

rajiv.mehta@ysil.in
+91 98925 92827

MANUJ OBEROI, Associate

AMAR AMBANI, Sr. President, Head of Research

amar.ambani@ysil.in



| YES /SECURITIES

INSTITUTIONAL EQUITIES

HDFC Bank Limited

CB sores of new customers acquisition across all products substantially better than the
industry - about 50% better in unsecured products, 30% better in secured products and 2x
better in CV financing.

MFI biz collection stabilizing and normal disbursements will begin from January.

For unsecured products, the bank has increased sourcing from internal customers.

Wholesale Portfolio Growth

LSRN N NN

Growth coming from high-rated public and private sector enterprises.

Gross incremental portfolio rating at 4.37 - corresponds to AA and AAA external rating.
Around 68% of portfolio below internal rating of 5 - average rating steady at 4.4.
Unsecured book better rated than secured portfolio - weighted average rating of 3.4.
Collection were higher 11% yoy - December collections higher 20%+ yoy.

Wholesale SME OD utilization has normalized.

No unusual restructuring and NPL trend in Corporate.

SME Portfolio Trends

v

v

v

Cash flows into customer’s accounts has been improving from June - now stands higher 15%
compared to February (pre-Covid).

30+ dpd improving m-o-m since September - FITL at 0.5-0.7% of the portfolio.

Stress test results - initial estimate of 9% in June, then 3% in Sept and now further lowered
to 2.3%.

Utilization of loan facilities holding steady in early 70%.

Delinquency trend goqg has shown improvement across all buckets - good resolutions and
recoveries witnessed.

Collateral coverage at 85%.
Behavioral score of the portfolio gravitating towards the pre-Covid days.

Bank has disbursed Rs220bn under ECLGS 1.0.

Asset Quality - Collection, Restructuring/NPLs and Credit Cost

v

Demand resolution was 95% in September, which moved to 97% in December - 98% was
pre-Covid level, and this will be attained soon.

Cheque bounce trends improving m-o-m since September - now closer to pre-Covid level -
improvement seen across products.

Collection resolution also improving - bounce resolution better than pre-Covid times - in
older buckets, it yet to catch-up.

Recoveries in w/off cases 15% better than pre-Covid times.

Restructured assets at 0.5% of book - majority of it is Retail - will not see any meaningful
addition in Q4.

Restructuring was done based on customers request and not based on bank’s view of these
loans - the latter is reflected in proforma NPL reported - thus some restructured assets could
be a part of it.

NIMs, Fees and Cost/Income
v" Cost/income to revert to 38-39% in short term - will come down though over the longer

v

term.

Interest reversals on proforma NPLs reflected in P&L.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 2
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HDB Financial Services
v" Disbursements were higher 20% qoq.

v" Provisions at Rs8.2bn which is mainly GP - no benefits of standstill taken in P&L.

v" Gross and Net NPLs at 2.7% and 1.7% respectively on reported basis - on proforma basis,
the GNPL is at 5.9% v/s 2.9% as of last year.

v' Strong capital adequacy at 19.5%.

Exhibit 2: Result Table

(Rs mn) Q3 FY21 Q2 FY21 % qoq Q3 FY20 % yoy
Total Interest Income 300,797 299,770 0.3 293,697 24
Interest expended (137,621) (142,006) (3.1) (151,968) (9.4)
Net Interest Income 163,176 157,764 34 141,729 15.1
Other income 74,432 60,925 22.2 66,693 11.6
Total Income 237,608 218,688 8.7 208,422 14.0
Operating expenses (85,748) (80,551) 6.5 (78,968) 8.6
PPOP 151,860 138,138 9.9 129,454 17.3
Provisions (34,141) (37,035) (7.8) (30,436) 12.2
PBT 117,719 101,103 16.4 99,019 18.9
Tax (30,136) (25,972) 16.0 (24,854) 21.3

PAT 87,583 75131 16.6 74,165 18.1

Source: Company, YES Sec - Research

Exhibit 3: Business Data

(Rs mn) Q3 FY21 ‘ Q2 FY21 % qoq Q3 FY20 37
Advances 10,823,242 10,383,351 42 9,360,295 15.6
Retail loans 5,048,940 4,850,030 4.1 4,801,330 52
Corp loans 5,774,302 5,533,321 4.4 4,558,965 26.7
Deposits 12,711,239 12,293,104 34 10,674,335 19.1
CA 1,721,080 1,778,590 (3.2) 1,439,000 19.6
SA 3,746,390 3,484,320 7.5 2,779,280 34.8
Others 7,243,769 7,030,194 3.0 6,456,055 12.2
Investments 4,143,762 4,139,651 0.1 3,112,941 33.1
Borrowings 1,201,302 1,325,801 (9.4) 1,132,772 6.0
RWA 10,917,210 10,374,830 52 9,509,760 14.8

Source: Company, YES Sec - Research
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Exhibit 4: Key Ratios

(VA Q3 FY21 ‘ Q2FY21 chg qoq Q3 FY20 chg yoy
NIM 42 41 0.1 4.2 -
Yield on advances* 8.9 9.2 (0.3) 10.2 (1.3)
Yield on funds* 7.6 7.9 (0.2) 8.9 (1.3)
Cost of funds* 4.0 4.3 (0.3) 5.3 (1.3)
CASA 43.0 42.8 0.2 39.5 35
C/D 85.1 84.5 0.7 87.7 (2.5)
Non-interest income 31.3 27.9 3.5 32.0 (0.7)
Cost to Income 36.1 36.8 (0.7) 37.9 (1.8)
Prov. /Avg. Adv. 1.3 1.5 (0.2) 1.3 (0.0)
RoE 18.0 16.1 1.8 18.1 (0.2)
RoA 2.2 1.9 0.3 2.2 -
CAR 18.9 19.1 (0.2) 18.5 0.4
Gross NPA 0.8 1.1 (0.3) 1.4 (0.6)
Net NPA 0.1 0.2 (0.1) 0.5 (0.4)

Source: Company, YES Sec - Research; *Calculated

Exhibit 5: Retail Loan Mix

(Rs mn) Q3 FY21 Q2 FY21 % qoq Q3 FY20 % yoy
Auto Loans 818,800 796,640 2.8 835,520 (2.0)
CV/CE 271,150 269,800 0.5 281,240 (3.6)
Two Wheelers 95,040 94,940 0.1 101,490 (6.4)
Personal Loans 1,152,750 1,124,460 2.5 1,095,310 5.2
Business Banking 658,330 635,110 3.7 632,550 4.1
LAS 16,510 15,760 4.8 18,120 (8.9)
Credit Cards 633,320 581,420 8.9 576,780 9.8
Home Loans 666,440 628,470 6.0 617,290 8.0
Gold 66,960 60,390 10.9 53,180 25.9
Others 669,640 643,040 4.1 589,850 13.5
Total 5,048,940 4,850,030 4.1 4,801,330 5.2

Source: Company, YES Sec - Research

Exhibit 6: 1-year rolling P/ABV band
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Exhibit 7: 1-yr rolling P/ABYV vis-a-vis the mean
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DISCLAIMER

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

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not
been independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity. No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of 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 YSL and associates 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.

DISCLOSURE OF INTEREST

Name of the Research Analyst : Rajiv Mehta, Manuj Oberoi

The analyst hereby certifies that opinion expressed in this research report
accurately reflect his or her personal opinion about the subject securities and
no part of his or her compensation was, is or will be directly or indirectly
related to the specific recommendation and opinion expressed in this research
report.

Sr.

No. Yes/No

Particulars

Research Analyst or his/her relative’s or YSL’s financial

interest in the subject company(ies) No

Research Analyst or his/her relative or YSL's
actual/beneficial ownership of 1% or more securities of
2 the subject company(ies) at the end of the month No
immediately preceding the date of publication of the
Research Report

Research Analyst or his/her relative or YSL has any other
3 material conflict of interest at the time of publication of No
the Research Report

Research Analyst has served as an officer, director or

employee of the subject company(ies) e

YSL has received any compensation from the subject

company in the past twelve months No

YSL has received any compensation for investment
6 banking or merchant banking or brokerage services from No
the subject company in the past twelve months

YSL has received any compensation for products or
services other than investment banking or merchant
banking or brokerage services from the subject company
in the past twelve months
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YSL has received any compensation or other benefits from
8 the subject company or third party in connection with the No
research report

YSL has managed or co-managed public offering of

9 securities for the subject company in the past twelve No
months
10 Research Analyst or YSL has been engaged in market No

] making activity for the subject company(ies)

Since YSL and its associates are engaged in various businesses in the financial
services industry, they may have financial interest or may have received
compensation for investment banking or merchant banking or brokerage
services or for any other product or services of whatsoever nature from the
subject company(ies) in the past twelve months or associates of YSL may have
managed or co-managed public offering of securities in the past twelve
months of the subject company(ies) whose securities are discussed herein.

Associates of YSL may have actual/beneficial ownership of 1% or more and/or
other material conflict of interest in the securities discussed herein.
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL REPORTS

Analysts assign ratings to the stocks according to the expected upside/downside relative to the
current market price and the estimated target price. Depending on the expected returns, the
recommendations are categorized as mentioned below. The performance horizon is 12 to 18
months unless specified and the target price is defined as the analysts’ valuation for a stock. No
benchmark is applicable to the ratings mentioned in this report.

BUY: Potential return >15% over 12 months

ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-10% over 12 months

NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED

YES Securities (India) Limited (“YSL”) is a wholly owned subsidiary of YES BANK LIMITED. YSL is
a SEBI registered stock broker holding membership of NSE, BSE, MCX & NCDEX. YSL is also a
SEBI registered Category | Merchant Banker, Investment Adviser and a Research Analyst. YSL
offers, inter alia, trading/investment in equity and other financial products along with various
value added services. We hereby declare that there are no disciplinary actions taken against YSL
by SEBI/Stock Exchanges.
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