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HDFC Bank BUY

CMP Rs1,545 Bloomberg / Reuters  HDFCB IN/HDBK.BO
Credit growth improved; Restructured assets at 1.37% vs 1.5% Potential upside/downside  31%  Sector Bank
Previous Rating BUY  shares o/s (mn) 5,542
Summary Market cap. (Rs mn) 8,564,393
HDFC Bank reported improvement in credit growth to 16.5% YoY vs 15.4% YoY im 3m  -12m  3-M daily average value (Rsmn)  447.6
(Q2FY22) supported by rise in corporate loan growth (7.5% YoY vs 6% YoY). Absolute 30 (83) 54 52-week high/low Rs1,690/1,164

Restructured assets declined to 1.37% of advances vs 1.52% (QoQ) led by
recoveries and write offs, however needs to be watch out for future slippages.

Asset quality improved with GNPA at 1.26% vs 1.35% QoQ led by lower Shareholding Pattern (%)

Rel to Sensex (3.00 (8.2) (19.5) Sensex/Nifty 58,117 /17,325

slippages. Annualized slippage ratio declined to 1.6% vs 1.8% QoQ. Deposits EPS (Rs) FY22E FY23E FY24E  Promoters 25.8
growth remains stable at 14% YoY. NIl grew slowly by 13% YoY, however NIMs IDBI Capital 676 790 938 Fl 38.2
remain stable. PPoP grew by 11% YoY as cost to income ratio increased to 37%; Consensus 663 795 943 DI 17.5
. . . . % difference 1.9 (0.6)  (0.5) Public 18.5
fee income grew by 2% YoY. Provision declined by 12% YoY resulted into low
credit cost at 0.95% vs 1.3% YoY. Thus, PAT grew by 18% YoY. We maintain BUY . .
Financial snapshot (Rs mn)
rating with the target price of Rs.2,020 based on P/BV of 3.6x FY24.
Year FY2020 FY2021 FY2022E FY2023E FY2024E
Key Highlights and Investment Rationale NI 561,862 6,48,796  7,24,229  8,46,198  10,01,739
B Credit growth improvement continues: HDFCB reported improvement in Net Profit 262,573 3,113,165  3,74,626  4,37,946 5,20,050
credit growth to 16.5% YoY vs 15.5% YoY. Domestic Corporate book growth EPS (Rs) 47.9 56.4 67.6 79.0 93.8
improved to 7.5% (6% in Q2FY22) and retail book growth remains stable at ABV (Rs) 308.0 363.9 433.4 497.9 576.1
13% YoY. Also, Deposits growth remains stable at 14% YoY (3% QOQ): CASA PER () 32.3 27.4 22.9 19.6 16.5
deposits grew by 25% resulted CASA ratio at 47.1% vs 43.1% YoY. AV, 2:0 4.2 3:6 31 2.7
ROE (%) 16.4 16.6 16.7 16.7 17.3
B Asset quality improved; restructured assets stood at 1.4%: Asset quality ROA (%) 1.9 1.9 2.0 2.0 21
improved with GNPA at 1.26% vs 1.35% YoY. Restructured advances declined GNPA (%) 1.3 1.3 1.4 1.4 1.4
to 137bps vs 152bps QoQ; bank guided for 10-20bps impact on asset quality. NNPA (%) 0.4 0.4 0.4 0.3 0.3
CAR (%) 18.5 18.8 19.8 19.0 18.4

B OQOutlook: We believe HDFCB to gain market share led by strong leadership

s . . . L. . Source: IDBI Capital Research
position across segments, large distribution, digital focus and strong capital

adequacy. We remain structurally positive on HDFCB given its superior credit
underwriting, structurally better NIM and the ability to maintain higher RoA
among its peers.
January 16, 2022
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Conference Call Highlights

Key Highlights (Overview):

Bank maintained its position as the top 3 arrangers for INR bond market.
The bank's LCR currently at 123%.

Bank opened 93 branches during the quarter, 171 branches on YTD basis and bank has added 525
branches over the past 21 months. The branch maturity model is generally around 2-3 years.

Cost/Income ratio at 37% at similar levels compared to last year.

In terms of credit cost, total annualized credit cost at 94 bps (includes impact of contingent provisions of
~30 bps). Credit cost to be looked over a cycle.

Excluding payment product, fee income grew by 17% YoY.
With higher loan growth, the PPOP should reflect the loan growth.

No pressure on interchange/MDR from rate point of view. Bank does not make money on MDR. The
business is neutral. The bank uses the sandwich strategy as the focus moves to liability and asset business,
with current focus on the liability side.

Digital Strategy:

Constant focus on digital infrastructure for better customer experience.

Focus on revamping the payment offering, with net banking and mobile banking capacity being doubled to
manage 90k users. (most customers prefer digital modes of transaction).

Implementation of VR automation.
During Q3, bank’s website witnessed 245mn visits (average of ~31mn unique customers per month).

~60% of visits through mobile devices..
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Net Interest Margins:
B Historically, it has been in the 3.94%-4.45% (average), currently at lower end.

B The higher NIM comes through higher RWA from the retail segment as the yields are higher in this
portfolio.

B With Repo rates, 1/3rd of loan book linked to repo rate, as the rate moves up, the NIMs should improve.
Card Issuances:

B The bank achieved the goal of 9.5 lakhs of card issuances (with the re-commence of new cards, the bank
has issued 13.7 lakh cards from Sept’21).

B Credit card spends have grown 24% YoY, debit card spend grown 14% YoY (shows both customer
engagement and shows momentum in consumption pattern).

B Card growth to be in the mid to high teens going forward.

B Signed MoUs with two large payment banks for distributing their products.
B Bank has 2.85mn acceptance points as of December (growth of 35% YoY).
Business Focus:

B Credit growth has been consistent, with on an incremental basis, the market share > 25%. There is huge
opportunity in the commercial and rural segment (as it is major contributor to GDP).

B During the quarter, bank built on 2.4mn new liability relationship, 6.4mn new liability relationship during 9
months period of FY22 (growth of 29% YoY).

B The bank’s acquiring market share stands at ~47%, with 19% share in terminals (processing 300mn
transactions per month).

B |n wholesale segment, corporate segment shows strong cash flows (resulting in pre-payments).
B Trade is acting as an opportunity for credit growth factoring invoice financing, export financing.

B Retail segment continues to show robust growth (strong disbursals during the quarter)..
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Asset Quality:

GNPA at 1.26% vs 1.35% QoQ, NNPA at 0.37% vs 0.40% QoQ of net Advances.
GNPA of 1.26% (includes 18 bps are standard)

Slippage ratio at 1.60% vs 1.80% QoQ. (Agri- ~Rs.1000cr. — 25 bps),
Recoveries and upgrades ~Rs.2400 cr. (~25 bps)

Write offs at Rs.2200 cr (23bps).

Sale of NPAs at Rs.260 cr.

Floating and contingent provisions at Rs.10,100 crores (helping in de-risking the balance sheet).

Restructured Accounts:

40% are secured with good collateral and predominant good CIBIL score.

Of the unsecured portfolio, ~2/3rd are salaried customers, 40% of good CIBIL scores of more than 700.
Most customers are in a comfortable position to make payments on time.

Specific loan loss provisions during the quarter at Rs.1821cr.vs Rs.2286c¢r. during prior quarter.

Total provisions during the current quarter including contingent provisions at Rs.900 cr.

Specific PCR at 71%, during end of the quarter, contingent provisions towards loans at ~Rs.8600 cr., with
floating provisions at Rs.1400 cr., general provisions at Rs.6000 cr.

Floating, general and contingent provisions at 1.27% of gross advances.

The movement from Rs.18,400cr. to Rs.17,500cr. movement, the Rs.900cr. half moved to NPA, other half
moved to various recoveries from September to December.

Cheque Bounce Update:

The cheque bounce improved further, with demand resolution at 97-98% (back to pre-Covid levels).
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HDB Financial:

B The loan book stands at Rs.50,478cr. (secured loan book comprises 74.5% of total loan).

B Provisions and contingencies at Rs.540cr. including Rs.97 cr. of management overlay.

B Gross Stage 3 stood at 6.05%.
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Exhibit 1: Quarterly Snapshot

Year-end: March
Interest Income
Interest Expenses
Net Interest Income
NIM Calc.(%)
Non-Interest Income
Operating Income
Staff Cost

Other Op Exp

Total Operating Expenses
Cost to Income (%)
Operating Profit
Provisions

PBT

Tax

-effective tax rate
PAT

EPS (Rs)

BV (Rs)

Deposits

Advances

Source: Company; IDBI Capital Research

Q3FY22
3,24,681
1,40,246
1,84,435

4.4

81,836
2,66,270
31,544
66,967
98,511
37.0
1,67,760
29,940
1,37,820
34,398
25.0
1,03,422
37.3

828.7
1,44,59,181
1,26,08,628

Q3FY21
3,00,797
1,37,621
1,63,176

4.4

74,432
2,37,608
26,301
59,447
85,748
36.1
1,51,860
34,141
1,17,719
30,136
25.6
87,583
31.8

708.6
1,27,11,239
1,08,23,242

Q2FY22
3,13,534
1,36,690
1,76,844

4.3

74,008
2,50,852
29,671
63,108
92,779
37.0
1,58,073
39,247
1,18,826
30,483
25.7
88,343
31.9

789.9
1,40,63,433
1,19,88,374

YoY (%)
7.9
1.9

13.0
-3 bps
9.9
12.1
19.9
12.6
14.9
91 bps
10.5
-12.3
17.1
14.1
-64 bps
18.1
17.4
16.9
13.8
16.5

(Rs mn)

QoQ (%)

3.6
2.6
4.3

13 bps
10.6
6.1
6.3

6.1
6.2

1 bps
6.1
-23.7
16.0
12.8
-70 bps
17.1
17.0
4.9
2.8
5.2
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Exhibit 2: ROE Decomposition

(%) FY20 FY21 FY22E FY23E FY24E
NIl 4.05 3.96 3.86 3.91 3.97
Fees 1.54 1.30 1.44 1.32 1.33
Other Income 0.14 0.24 0.17 0.21 0.21
Net Revenue 5.73 5.50 5.46 5.44 5.52
Op.Exp 2.21 2.00 1.98 1.97 1.97
Op.Profit 3.51 3.50 3.48 3.47 3.54
Provisions 0.88 0.96 0.81 0.77 0.79
PBT 2.64 2.54 2.67 2.70 2.76
Tax 0.75 0.64 0.67 0.68 0.69
ROA 1.89 1.90 2.00 2.02 2.06
Leverage (x) 8.67 8.75 8.38 8.26 8.38
ROE 16.40 16.61 16.72 16.72 17.27

Source: Company; IDBI Capital Research

Exhibit 3: One-year forward P/ABV
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Exhibit 4: Advances growth has continued to remain strong
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Source: Company; IDBI Capital Research

Exhibit 5: Slippage ratio has declined consistently
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Source: Company; IDBI Capital Research
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Exhibit 6: Net Interest margins continue stable trajectory
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Exhibit 7: Asset Quality showed strong improvement
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Exhibit 8: Deposits growth pace slowed down
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Exhibit 9: RoA improves YoY basis
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Exhibit 10: Cost to Income Ratio inched up
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Exhibit 11: Cost of Funds shows gradual improvement
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Exhibit 13: Return on Equity shows stability
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Exhibit 12: Yield on Advances dwindles YoY basis
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Exhibit 14: Credit Cost shows improvement
(Annualized)
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Exhibit 15: Cost to Assets improved modestly
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Exhibit 16: CAR continues to remain strong
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Financial Summary

Profit & Loss Account

Year-end: March

Net interest income
Change (yoy, %)
Fees
Other Income
Net Revenue
Operating expenses
Employee expenses
Other expenses
Pre-Provision Profit
Change (yoy, %)
Provision
PBT
Taxes
Effective tax rate (%)
Net profit
Change (yoy, %)
EPS
ROE
ROA

FY19
4,82,431

1,72,325
3,933
6,58,689
2,61,193
77,618
1,83,575
3,97,496

(75,501)
3,21,995
(1,11,215)
34.5%
2,10,780

38.7
16.5
1.8

FY20
5,61,862
16.5%
2,13,006
19,602
7,94,470
3,06,975
95,257
2,11,718
4,87,495
22.6%

(1,21,424)

3,66,071

(1,03,498)

28.3%
2,62,573
24.6%
47.9
16.4

1.9

(Rs mn)
FY21 FY22E FY23E FY24E
6,48,796 7,24,229 8,46,198 10,01,739
15.5% 11.6% 16.8% 18.4%

2,12,894  2,69,785  2,86,387  3,36,617

39,154 31,686 45,256 52,720
9,00,844 10,25,701 11,77,841 13,91,075
3,27,226  3,72,103 426,464  4,97,736
1,03,648 1,20,712  1,32,918  1,44,288
2,23,578  2,51,391  2,93,546  3,53,447
573,618 6,53,598 7,51,377  8,93,339

17.7% 13.9% 15.0% 18.9%

(1,57,028) (1,52,961) (1,66,122) (1,98,364)

4,16,590 5,00,637  5,85,254  6,94,975

(1,05,425) (1,26,010) (1,47,309) (1,74,925)

25.3% 25.2% 25.2% 25.2%
3,11,165 3,74,626 4,37,946  5,20,050
18.5% 20.4% 16.9% 18.7%
56.4 67.6 79.0 93.8
16.6 16.7 16.7 17.3

1.9 2.0 2.0 2.1

13
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Balance Sheet

Year-end: March
Capital
Reserves
Networth
Deposits
Current deposits
Saving deposits
Term deposit
Borrowings
Other liabilities
Total Liab. & Equity

Cash
Advances
Investments
Fixed Assets
Other Assets
Total assets

FY19

5,447
14,86,616
14,92,063
92,31,409
14,24,978
24,87,004
53,19,428
11,70,852

5,51,083
1,24,45,406

8,13,476
81,94,012
29,05,879

40,300

4,91,739

FY20

5,483
17,04,377

FY21

5,513
20,31,696

FY22E

5,542
24,37,816

FY23E

5,542
27,88,965

17,09,860 20,37,209 24,43,358 27,94,507
1,14,75,023 1,33,50,602 1,51,82,399 1,78,74,698

17,42,479
31,03,771
66,28,773
14,46,286

6,73,944

21,21,821
40,35,001
71,93,780
13,54,873

7,26,021

24,29,184
45,54,720
81,98,495
17,78,804

6,70,517

30,38,699
53,62,409
94,73,590
16,39,111

8,89,107

1,53,05,113 1,74,68,705 2,00,75,078 2,31,97,423

8,66,187

11,94,705

15,17,718

14,28,304

99,37,029 1,13,28,366 1,31,97,546 1,54,41,129

39,18,267
44,319
5,39,311

44,37,282
49,093
4,59,259

46,15,941
54,984
6,88,889

54,40,840
60,483
8,26,666

1,24,45,406 1,53,05,113 1,74,68,705 2,00,75,078 2,31,97,423

(Rs mn)

FY24E

5,542
32,22,151
32,27,693

2,12,09,982
36,05,697
63,62,995
1,12,41,291
16,66,670
11,34,778
2,72,39,123

16,85,399
1,82,20,533
62,74,661
66,531
9,91,999
2,72,39,123

14
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Financial Ratios

Year-end: March

Growth

Deposits

Advances

NIl

Pre-Provision Profit
Net Profit

Spreads

Yield on Assets
Cost of Funds

NIM

CASA

Operating Efficiency
Cost-to-Income
Cost-to-Assets
Asset Quality
GNPA

NNPA

Provision Coverage
Credit Cost

Capital Adequacy
CAR

Tier |

Valuation

EPS

ABV

P/E

P/BV

ROE

ROA

RORWA

Source: Company; IDBI Capital Research

FY19

17.0
24.5
20.3
21.8
20.5

9.3
5.2
4.5
42.4

39.7
2.3

14
0.4
71.4
0.9

17.1
15.8

38.7
270.7
39.9
5.6
16.5
1.8

2.4

FY20

24.3
21.3
16.5
22.6
24.6

9.0
5.0
4.4
42.2

38.6
2.2

1.3
0.4
72.0
1.0

18.5
17.2

47.9
308.0
32.3
5.0
16.4
1.9

2.7

FY21

16.3
14.0
15.5
17.7
18.5

7.9
4.1
4.3
46.1

36.3
2.0

1.3
0.4
69.8
1.1

18.8
17.6

56.4
363.9
27.4
4.2
16.6
1.9

2.9

FY22E

13.7
16.5
11.6
13.9
20.4

7.4
3.5
4.2
46.0

36.3
2.0

14
0.4
69.0
1.2

19.8
18.0

67.6
433.4
22.9
3.5
16.7
2.0

2.8

FY23E

17.7
17.0
16.8
15.0
16.9

7.4
3.5
4.2
47.0

36.2
2.0

14
0.3
77.1
1.1

19.0
17.6

79.0
497.9
19.6
3.1
16.7
2.0

2.7

(%)

FY24E

18.7
18.0
18.4
18.9
18.7

7.4
3.4
4.3
47.0

35.8
2.0

1.4
0.3
81.1
1.1

18.4
17.3

93.8

576.1

16.5
2.7
17.3
2.1

2.7

15
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