Q1FY25 Result Review

HDFC Bank

NIMs improved albeit at slow pace

Summary

HDFC Banks NIM improved by 3bps QoQ to 3.47% led by increase in investment
yields while cost of funds remained flat. Deposits remain flat QoQ (merged
basis) supported by retail term deposits while gross advances de-grew by 1%
QoQ (merged basis) led by Corporate book. Management guided for lowering of
CD ratio in subsequent quarters which could have impact on credit growth.

Rs1,872
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Potential upside/downside 16%
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Key Stock Data

Bloomberg / Reuters HDFCB IN/HDBK.BO

Sector Bank
Shares o/s (mn) 7,608
Market cap. (Rs mn) 12,227,013

3-m daily average value (Rs mn) 256.5
52-week high / low Rs1,792/1,363
Sensex / Nifty 80,605 / 24,531

V/s Consensus

Asset quality deteriorated slightly as GNPA stood at 1.33% vs 1.24% QoQ
(merged basis) due to seasonality. NIl grew by 2.6% QoQ while PPoP declined by
18% QoQ due to lower other income (one-off last quarter). PAT de-grew by 2%
QoQ led by lower provisions. We largely maintained FY25E/FY26E estimates as
margin improvement to be seen. We maintain BUY rating with the target price
of Rs.1,872 valuing parent business at Rs.1,687 (2.2x P/ABV FY26).

Key Highlights and Investment Rationale

Deposits growth flat QoQ: Deposits remain flat QoQ (merged basis) led by
run-down of CASA deposits. On merged basis, gross advances de-grew by 1%
QoQ led by corporate book (down 5% QoQ). Retail book grew by 1.5% QoQ
while CRB book grew by 1% QoQ.

NIMs improved slightly QoQ: NIMs improved by 3bps QoQ at 3.47% backed
by increase in investment yields while cost of funds remains flat. Cost to
income ratio remains stable at 41% QoQ.

Asset quality remains stable: On merged basis, asset quality deteriorated
slightly with GNPA at 1.33% vs 1.24% QoQ due to higher Agri NPA.

Outlook: Post merger, bank guided for stability of RoA in the range of 1.9% -
2.0% led by lower credit cost and operating efficiency although margins to get
impacted. We remain structurally positive on HDFCB given its superior credit
underwriting, and the ability to maintain stable RoA post-merger.

Shareholding Pattern (%)

EPS (Rs) FY25E FY26E Promoters --
IDBI Capital 87.8 105.8 Fll 47.2
Consensus 91.0 105.6 ] 33.1
% difference (3.5) 0.2  Public 19.7
Financial snapshot (Rs mn)
Year FY2022 FY2023 FY2024* FY2025E* FY2026E*
NIl 7,20,096 8,68,422 10,85,325 12,57,913 14,74,037
Net Profit 3,69,614 4,41,087 6,08,123 6,68,104 8,04,696
EPS (Rs) 66.7 79.1 80.0 87.8 105.8
ABV (Rs) 427.6 489.4 585.1 667.9 767.8
PER (x) 24.1 20.3 20.1 18.3 15.2
P/ABV (x) 3.8 3.3 2.7 2.4 2.1
ROE (%) 16.7 17.0 16.9 14.1 14.8
ROA (%) 1.9 1.9 2.0 1.7 1.9
GNPA (%) 0.8 13 1.2 1.4 1.4
NNPA (%) 0.2 0.4 0.3 0.3 0.3
CAR (%) 18.9 21.2 18.8 18.6 18.4
Source: IDBI Capital Research: Note: * Merged figures
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Conference Call Highlights

Operational Performance:

The long term averages are suggestive of the fact that the long term resiliency of the organization.
The metrics like CASA and cost to income has remained range-bound and stable over a period of time.

The liquidity environment continues to remain extremely tight which has added to the challenge of
deposit mobilization. However, the management has witnessed trends of increasing average inflows in
certain products which is encouraging.

The impact of new accounting classification on investments was ~Rs.4800mn which has been transferred
to general reserves.

The bundling of products to customers has commenced which will increase the cross selling ability of the
bank. The bank has had reasonable success in converting the non-account holding home loan customers to
account holding customers.

Advances and Deposits:

The deposits have not grown at satisfactory levels during Q1FY25. This was on account of seasonality
factor as well as an unanticipated surge in the velocity of inflows as well as outflows in current accounts.

The inflows at an aggregate level in CASA accounts including the salary accounts are encouraging when
compared on a YoY basis. The share of inflow in the daily averages of deposits has increased by 20% on a
YoY basis which is a very encouraging trend.

Small and marginal farmer category is bringing in greater demand. Hence, the focus is on the SMS category
since is also qualifies as credit given to weaker sections, thus helping the bank in meeting its PSLC
requirements. However, the credit given to SMS category is directly linked to the size of the land the
farmer owns. Hence, the bank might have to look at inorganic channels to cater to the demand.

CRB segment excluding agri segment is growing at a satisfactory rate. The overall mix of fixed to floating
advances stood at 30:70.
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Majority borrowings of erstwhile HDFC Ltd are fixed rated in nature against which the bank has taken up
hedging positions in order to ensure the margins remain range-bound.

Asset Quality:

The asset quality for Q1FY25 has mainly been affected by the seasonality factor in the agri loans.

The credit costs in HDB financial have been higher as the reach in the hinterland for collection was
hampered owing to climatic conditions like extreme heat waves. The same is expected to normalize going
forward.

Future Guidance

The management wants the ground level teams to focus on the basic deposit mobilization on a day to day
basis rather than on a period end basis.

The management has affirmed that its focus is going to be on profitable growth and hence the loan
deposit ratio will come down in the near to medium term owing to the conscious call of slowing down the
growth in advances.

The management is confident that its relationships on the corporate side and has a high penetration there.
However, the bank is consciously ceding certain business on the corporate side which does not meet its
pricing constraints in order to protect the bank’s profitability.

The management is confident that the bank will be able to improve its profitability and further strengthen
its balance sheet over the course of the next 3-4 quarters.

The management remains confident that it will be able to bring down its cost to income ratios to ~30%
levels in the long term. However the same will take time since the erstwhile higher costing bonds are still
maturing. Once the same mature over the course of the next three years, the impact on revenues should
be visible.

The management has re-iterated that the bank will not enter into a rate competition with its peers in
order to mobilize greater deposits. Rather it will continue focusing on improving its customer
engagements and relationship building in order to improve the deposits.
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Exhibit 1: Quarterly Snapshot

Year-end: March
Interest Income
Interest Expenses
Net Interest Income
NIM (%)

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

Q1FY25
7,30,331
4,31,960
2,98,371

3.47
1,06,681
4,05,053

58,489
1,07,717
1,66,206
41.0
2,38,846
26,021
2,12,826
51,078

24.0
1,61,748

21.3

602.9
2,37,90,845
2,46,35,208

Q1FY24
4,85,868
2,49,877
2,35,991

4.30
92,299
3,28,289
47,821
92,748
1,40,569
42.8
1,87,720
28,600
1,59,120
39,602
24.9
1,19,518
21.4

525.4
1,91,30,958
1,61,56,720

Q4FY24 YoY (%)
7,14,728 50.3
4,23,959 72.9
2,90,768 26.4

3.44 -83 bps
1,81,663 15.6
4,72,431 23.4

69,362 22.3
1,10,326 16.1
1,79,688 18.2

38.0 -179 bps
2,92,742 27.2
1,35,116 -9.0
1,57,626 33.8

-7,493 29.0

-4.8 -89 bps
1,65,119 35.3
21.7 -0.5

579.5 14.7
2,37,97,863 24.4
2,48,48,615 52.5

(Rs mn)
QoQ (%)
2.2

1.9

2.6

3 bps
-41.3
-14.3
-15.7
-2.4
-7.5
300 bps
-18.4
-80.7
35.0
581.7
2875 bps
-2.0
-2.2

4.0

0.0

-0.9
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Exhibit 2: One-year forward P/ABV (FY14-19)
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Exhibit 4: Advances growth continued albeit at lower pace during the quarter
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Exhibit 5: Slippage ratio increased QoQ
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Exhibit 6: Net Interest margins on Interest earning assets improved sequentially
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Exhibit 7: Asset Quality deteriorated on a sequential basis
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Exhibit 8: Deposits growth declined on a sequential basis
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Exhibit 9: CASA per branch (In Mn) declined on a

QoQ basis
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Exhibit 10: Deposit per branch (In Mn) declined on a

QoQ basis
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Exhibit 11: Branch addition lower than previous
quarter
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Exhibit 13: RoA to remain rangebound
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Exhibit 12: Branch addition to further strengthen
presence across key geographies
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Exhibit 14: Cost to Income Ratio decreased on a
QoQ basis
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Exhibit 15: Cost of Funds remained stable sequentially
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Exhibit 17: Return on Equity declined sequentially
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Exhibit 16: Yield on Advance remained steady
sequentially
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Exhibit 18: Credit Cost (annualized) normalized
sequentially
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Exhibit 19: Cost to Assets declined QoQ
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Exhibit 20: CAR continues to remain strong
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Exhibit 21: Composition of Gross Advances (Product Wise)

Product Wise Advances (In Mn)

Retail Asset

Personal Loans

Auto Loans

Home Loans

Payment Products

Loan Against Property

Two Wheelers

Gold Loans

Other Retail Loans
Commercial & Rural Banking
Agriculture
Corporate & Other Wholesale
Total Advances

Source: Company; IDBI Capital Research

Q1FY25
1,30,71,000
18,59,000
13,30,000
78,80,000
10,34,000
1,20,000
1,49,000
6,99,000
68,73,000
10,01,000
39,24,000

Q1FY24 Q4FY24
65,78,000 1,36,63,000
17,67,340 18,46,000
12,17,320 13,11,000
10,84,730 77,28,000

9,04,360 10,02,000
7,88,690 8,07,000
1,03,670 1,18,000
1,16,910 1,38,000
5,94,980 7,13,000
56,31,910 67,59,000
7,96,370 10,53,000
35,30,160 36,04,000

2,48,69,000 1,65,36,440 2,50,79,000

H Tier |l

YoY (%)
98.7
5.2

9.3
626.4
14.3
(100.0)
15.8
27.4
17.5
22.0
25.7
11.2
50.4

QoQ (%)

(4.3)
0.7
1.4
2.0
3.2

(100.0)

1.7
8.0
(2.0)
1.7
(4.9)
8.9
(0.8)

11
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Exhibit 22: Changes in Product Mix (Advances)

Product Wise Advances Mix(In %) Q1FY25 Q1FY24 Q4FY24 YoY (%) QoQ (%)
Retail Asset 52.6 39.8 54.5 1278 bps -192 bps
Personal Loans 7.5 10.7 7.4 -321 bps 11 bps
Auto Loans 5.3 7.4 5.2 -201 bps 12 bps
Home Loans 31.7 6.6 30.8 2513 bps 87 bps
Payment Products 4.2 5.5 4.0 -131 bps 16 bps
Loan Against Property - 4.8 3.2 -477 bps -322 bps
Two Wheelers 0.5 0.6 0.5 -14 bps 1 bps
Gold Loans 0.6 0.7 0.6 -11 bps 5 bps
Other Retail Loans 2.8 3.6 2.8 -79 bps -3 bps
Commercial & Rural Banking 27.6 34.1 27.0 -642 bps 69 bps
Agriculture 4.0 4.8 4.2 -79 bps -17 bps
Corporate & Other Wholesale 15.8 21.3 14.4 -557 bps 141 bps
Total Advances 100 100 100

Source: Company; IDBI Capital Research
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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

Note: * Merged figures

FY21
6,48,796
15%
2,12,894
39,154
9,00,844
3,27,226
1,03,648
2,23,578
5,73,618
18%
1,57,028
4,16,590
1,05,425
25%
3,11,165
19%
56.4
16.6

1.9

FY22
7,20,096
11%
2,71,566
23,533
10,15,195
3,74,422
1,20,317
2,54,105
6,40,773
12%
1,50,618
4,90,155
1,20,541
25%
3,69,614
19%
66.7
16.7

1.9

(Rs mn)

FY23 FY24* FY25E* FY26E*
8,68,422 10,85,325 12,57,913 14,74,037
21% 25% 16% 17%
3,22,524 3,75,165 4,00,684 4,60,787
-10,375 1,17,245 92,922 98,706
11,80,570 15,77,735 17,551,519 20,33,530
4,76,521 6,33,860 6,90,787 7,67,635
1,55,124 2,22,402 2,09,966 2,14,691
3,21,397 4,11,458 4,80,821 5,52,944
7,04,050 9,43,875 10,60,732 12,65,895
10% 34% 12% 19%
1,19,197 2,34,922 1,79,677 2,04,711
5,84,853 7,08,953 8,81,055 10,61,185
1,43,766 1,00,830 2,12,951 2,56,488
25% 14% 24% 24%
4,41,087 6,08,123 6,68,104 8,04,696
19% 38% 10% 20%
79.1 80.0 87.8 105.8
17.0 16.9 14.1 14.8

1.9 2.0 1.7 1.9

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
Note: * Merged figures

FY21

5,513
20,31,696
20,37,209

1,33,50,602
21,21,821
40,35,001
71,93,780
13,54,873
7,26,021
1,74,68,705

11,94,705
1,13,28,366
44,37,282
49,093
4,59,259
1,74,68,705

(Rs mn)
FY22 FY23 FY24* FY25E* FY26E*
5,546 5,580 7,597 7,608 7,608

23,95,384 27,966,410 43,94,861 50,39,192 58,07,965
24,00,929 28,01,990 44,02,458 50,46,801 58,15,573
1,55,92,174 1,88,33,946 2,37,97,863 2,78,97,884 3,26,12,909
23,93,106  27,34,961 31,00,157 41,84,683 48,91,936
51,17,385 56,24,927 59,87,473 69,74,471 81,53,227
80,81,683 1,04,74,058 1,47,10,233 1,67,38,731 1,95,67,745
18,48,172  20,67,656 66,21,531 62,33,556 61,19,224
8,44,075 9,57,222 13,54,379 13,74,395 13,40,368
2,06,85,351 2,46,60,815 3,61,76,231 4,05,52,636 4,58,88,074

15,23,269 19,37,651 21,91,474 24,87,559 27,83,320
1,36,88,209 1,60,05,859 2,48,48,615 2,85,75,907 3,28,62,294
45,55,357 51,70,014 70,24,150 72,71,578 79,13,990
60,837 80,165 1,13,990 1,19,689 1,25,674
8,57,678 14,67,125 19,98,002 20,97,902 22,02,797
2,06,85,351 2,46,60,815 3,61,76,231 4,05,52,636 4,58,88,074

14
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Financial Ratios

Year-end: March

Growth

Deposits

Advances

NI

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/ABV

ROE

ROA

RORWA

Source: Company; IDBI Capital Research; Note: * Merged figures

FY21

16.3
14.0
15.5
17.7
18.5

8.1
4.1
4.0
46.1

36.3
2.0

1.0
0.3
72.7
0.8

17.6
18.8

56.4
363.9
28.5
4.4
16.6
1.9

2.8

FY22

16.8
20.8
11.0
11.7
18.8

7.3
3.5
3.8
48.2

36.9
2.0

0.8
0.2
72.7
0.6

17.9
18.9

66.7
427.6
24.1
3.8
16.7
1.9

2.7

FY23

20.8
16.9
20.6

9.9
19.3

7.8
3.9
3.9
44.4

40.4
2.1

1.3
0.4
715
0.5

19.0
21.2

79.1
489.4
20.3
3.3
17.0
1.9

2.1

(%)

FY24* FY25E* FY26E*

26.4 17.2 16.9
55.2 15.0 15.0
25.0 15.9 17.2
34.1 12.4 19.3
37.9 9.9 20.4
9.4 8.2 8.3
5.8 5.0 5.0
3.5 3.6 3.7
38.2 40.0 40.0
40.2 39.4 37.7
2.1 1.8 1.8
1.2 1.4 1.4
0.3 0.3 0.3
82.4 77.9 79.7
0.5 0.6 0.6
16.8 17.0 17.0
18.8 18.6 18.4
80.0 87.8 105.8
585.1 667.9 767.8
20.1 18.3 15.2
2.7 2.4 2.1
16.9 14.1 14.8
2.0 1.7 1.9
2.5 2.4 2.5
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