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HDFC Bank 
 Potential upside / downside +25% 

Previous Rating BUY 
 

Summary 

In Q4FY19 profitability numbers for HDFC Bank have come largely in line with our 

estimates. PAT growth has been 23% YoY following the same trajectory in NII. Loan 

growth is healthy at 24% YoY along with stable NIMs of 4.3%. Fee income growth 

remained muted at 10%. Slippages are back to 1.8% as against 2.1% last quarter. We 

have retained our estimates unchanged for FY20 and introduce our estimates for FY21. 

We roll over to FY21  and maintain BUY rating with new TP of Rs2,870 (Rs2,500 earlier) 

valuing the stock at 4.1x (20% premium to 10 year mean) P/ABV FY21. 

Key Highlights and Investment Rationale 

 Strong balance sheet growth: Loan growth is healthy at 24%. Recent equity issuance 

has strengthened its Tier I ratio to 15.8%, enabling the bank to continue its growth 

trajectory. Growth during the quarter is driven by 31% growth in corporate loans 

while growth in retail loans has remained within 19%. Driven by higher growth, 

unsecured retail loans now forms 17% of total loans, however we are not unduly 

concerned given the strong management experience and capability. Deposits growth 

is modest at 17% with CASA stable at 42.4%. 

 Stable NIMs: NIMs are stable on a YoY basis as well as sequential basis at 4.3%. 

Recent equity issuance has contributed to maintaining NIMs at higher levels. 

 Stable asset quality: GNPA and NNPA is flattish sequentially at 1.4% and 0.4% 

respectively. Provision coverage is healthy at 71%. 

 Outlook: HDFCB delivered another stable performance, with its numbers largely in 

line with our expectations. GNPAs are around 1% consecutively for each of the past 

eight years, whereas restructured loans were miniscule. It has marginal exposure to 

only two accounts of the forty accounts mentioned by the RBI and no exposure to 

ILFS. Its CASA deposit franchise is strongest among peers. We are structurally positive 

on HDFCB considering its healthy asset quality, superior deposit franchise and credit 

underwriting, structurally better NIM and the ability to maintain RoA at ~2.0% and 

RoRWA at ~2.5% in the long run. As a result premium valuation for HDFCB is fairly 

justified in our opinion. 

 EPS (Rs)  FY20E FY21E 

 IDBI Capital  92.7 111.5 

 Consensus  100.5  115.4 

 % difference  (7.8)  (3.4) 

 

 

 Relative to Sensex (%) 

Financial snapshot (Rs mn) 

Year FY2017 FY2018 FY2019 FY2020E FY2021E 

NII 331,392 400,950 482,432 575,428 692,312 

Net Profit 145,498 174,870 210,782 252,471 303,642 

EPS (Rs) 56.8 67.4 77.4 92.7 111.5 

ABV (Rs) 346.8 405.2 541.4 612.5 700.6 

PER (x) 40.3 34.0 29.6 24.7 20.5 

P/ABV (x) 6.6 5.7 4.2 3.7 3.3 

ROE (%) 17.9 17.9 16.5 15.8 16.7 

ROA (%) 1.8 1.8 1.8 1.9 1.9 

GNPA (%) 1.1 1.3 1.4 1.5 1.6 

NNPA (%) 0.3 0.4 0.4 0.4 0.4 

CAR (%) 14.6 14.8 17.1 16.3 15.5 

Source: Company; IDBI Capital Research 
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Conference Call Highlights 

 Slippages for the quarter has eased down by 30bps sequentially to 1.8%. 

 Management is conservatively building provision to tackle for any increase in slippages in agriculture segment post 

loan waivers after elections. Hence, contingent provisions for the same have been added during the quarter along 

with Rs3.2bn made in Q3FY19. 

 Margins have remained stable on back of improved margins from unsecured portfolio offsetting lower spreads from 

AA rated corporate book. Unsecured portfolio continues to grow 30% YoY. 

 Growth in CV segment seems to be pretty buoyant for FY20 on account of BS-VI pre buying, but management does 

not expect any adverse impact as the portfolio remains stable. 

 Bank has been distributing steady level of housing loans to HDFC Ltd. Growth rate in buying of home loans is 41% 

YoY. Bank will continue to distribute and buyback at same level. 

 Other income is growing modestly due to base effect playing role in the credit card segment 

 For the quarter, Upgrades-Rs10bn, Write offs-Rs11bn and Recoveries-Rs12bn. For the full year Upgrades-Rs32.5bn, 

Write offs-Rs46bn and Recoveries-Rs39bn. 

 Bank is trying to diversify its source of funding by looking at institutional funding in FY20-21 through raising some 

foreign currency bonds which are far more stable and long-term. Hence CD ratio will be around 72-73%. 

 Corporate book linked to external benchmark is limited to 5-6% 

 Bank has maintained a healthy liquidity coverage ratio at 118% 

 The distribution network now stands at 5,103 banking outlets and 13,160 ATMs 

 The core cost-to-income ratio for the quarter stands at 40.1% as against 40.6% in Q4FY18. 

 Bank’s lending rates in agriculture segment is higher than PSU banks. It typically lends at ~10-12%. 

 Bank is witnessing a surge in its term deposits since Jan, 2018 mainly comprising of retail term deposits. 

 HDB Financial is comfortable with current CAR at 17.9% and is not looking to raise capital for next 12-18months. 

 The Board of Directors have proposed a dividend of Rs15/share (previous year: Rs13/share) 
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Exhibit 1: Quarterly Snapshot                                                                                                                                                       (Rs mn) 

Year-end: March Q4FY19 Q4FY18 Q3FY19 YoY (%) QoQ (%) 

Interest Income 263,332 213,211 258,902 23.5 1.7 

Interest Expenses 132,438 106,634 133,135 24.2 (0.5) 

Net Interest Income 130,894 106,577 125,767 22.8 4.1 

NIM (%) 4.3 4.3 4.3 0 bps 0 bps 

Non Interest Income 48,712 42,286 49,210 15.2 (1.0) 

Operating Income 179,606 148,863 174,977 20.7 2.6 

Staff Cost 20,744 17,412 19,676 19.1 5.4 

Other Op Exp 50,427 43,094 47,517 17.0 6.1 

Total Operating Expenses 71,171 60,506 67,193 17.6 5.9 

Cost to Income (%) 39.6 40.6 38.4 (102) bps 123 bps 

Operating Profit 108,435 88,357 107,784 22.7 0.6 

Provisions 18,892 15,411 22,115 22.6 (14.6) 

PBT 89,543 72,946 85,669 22.8 4.5 

Tax 30,693 24,953 29,810 23.0 3.0 

-effective tax rate 34.3 34.2 34.8 7 bps (52) bps 

PAT 58,851 47,993 55,859 22.6 5.4 

EPS (Rs) 21.6 18.5 20.5 16.8 5.2 

BV (Rs) 547.9 409.6 525.7 33.8 4.2 

Deposits 9,231,409 7,887,706 8,525,019 17.0 8.3 

Advances 8,194,012 6,583,331 7,809,512 24.5 4.9 

Source: Company; IDBI Capital Research 

 

Exhibit 2: Actual performance versus our estimates 

(Rs mn) Q4FY19 Q4FY19E Devi. (%) 

Net interest income 130,894 130,540 0.3 

Pre-provision profit 108,435 107,885 0.5 

PAT 58,851 58,764 0.1 

Source: Company; IDBI Capital Research 
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Exhibit  3: ROE Decomposition 

(%) FY17 FY18 FY19 FY20E FY21E 

NII 4.13 4.16 4.18 4.22 4.23 

Fees 1.39 1.48 1.49 1.50 1.49 

Other Income 0.14 0.10 0.03 0.07 0.06 

Net Revenue 5.66 5.74 5.71 5.78 5.79 

Op.Exp 2.46 2.35 2.26 2.28 2.27 

Op.Profit 3.21 3.38 3.44 3.50 3.52 

Provisions 0.45 0.61 0.65 0.70 0.71 

PBT 2.76 2.77 2.79 2.80 2.81 

Tax 0.95 0.96 0.96 0.95 0.96 

ROA 1.81 1.81 1.83 1.85 1.85 

Leverage (x) 9.90 9.85 9.04 8.56 8.99 

ROE 17.95 17.87 16.50 15.82 16.68 

Source: Company; IDBI Capital Research 
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Exhibit 4: One-year forward P/ABV 

 
Source: Company; IDBI Capital Research 
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Financial Summary 

 

  

Profit & Loss Account                                      (Rs mn) 

Year-end: March FY18 FY19 FY20E FY21E 

Net interest income 400,950 482,432 575,428 692,312 

Fee Income 142,959 172,390 204,645 244,119 

Treasury Gains 9,244 3,869 9,131 10,307 

Operating Income 553,153 658,691 789,205 946,739 

Operating expenses (226,904) (261,193) (311,255) (370,263) 

 Employee expenses (68,057) (77,617) (83,871) (98,403) 

 Other expenses (158,847) (183,576) (227,384) (271,860) 

Pre-Provision Profit 326,249 397,498 477,950 576,475 

Provision (59,274) (75,501) (95,419) (116,412) 

 Loan loss Provisions (49,104) (61,705) (86,406) (105,415) 

 Other Provisions (10,170) (13,796) (9,013) (10,996) 

PBT 266,975 321,997 382,531 460,064 

Taxes (92,105) (111,214) (130,061) (156,422) 

Net profit 174,870 210,782 252,471 303,642 

Balance Sheet (Rs mn) 

Year-end: March FY18 FY19 FY20E FY21E 

Capital 5,190 5,447 5,447 5,447 

Reserves 1,057,759 1,486,617 1,689,874 1,934,460 

Networth 1,062,949 1,492,063 1,695,320 1,939,906 

Deposits 7,887,707 9,231,409 11,214,360 13,413,633 

Borrowings 1,231,050 1,170,851 1,183,608 1,606,112 

Total Liab. & Equity 10,639,343 12,445,407 14,762,516 17,770,789 

Cash & Bank with RBI 1,229,151 813,476 949,686 1,128,127 

Investments 2,422,002 2,905,879 3,181,718 3,689,827 

Advances 6,583,331 8,194,012 9,996,695 12,195,967 

Other Assets 368,787 491,740 590,088 708,105 

Total assets 10,639,343 12,445,407 14,762,516 17,770,789 

Source: Company; IDBI Capital Research 

Growth   (%) 

Year-end: March FY18 FY19 FY20E FY21E 

Growth     

Deposits 22.5 17.0 21.5 19.6 

Advances 18.7 24.5 22.0 22.0 

NII 21.0 20.3 19.3 20.3 

Pre-Provision Profit 26.8 21.8 20.2 20.6 

Net Profit 20.2 20.5 19.8 20.3 

Spreads 
    

Yield on Assets 9.1 9.3 9.6 9.7 

Cost of Funds 4.9 5.2 5.4 5.5 

NIM 4.5 4.5 4.6 4.6 

CASA 43.5 42.4 42.0 42.0 

Operating Efeciency 
    

Cost-to-Income 41.0 39.7 39.4 39.1 

Cost-to-Assets 2.4 2.3 2.3 2.3 

Asset Quality 
    

GNPA 1.3 1.4 1.5 1.6 

NNPA 0.4 0.4 0.4 0.4 

Provision Coverage 69.5 71.1 72.4 76.4 

Credit Cost 0.6 0.6 0.8 0.8 

Capital Adequacy     

CAR 14.8 17.1 16.3 15.5 

Tier I 13.2 15.8 14.7 13.8 

Valuation     

EPS 67.4 77.4 92.7 111.5 

ABV 405.2 541.4 612.5 700.6 

P/E 34.0 29.6 24.7 20.5 

P/ABV 5.7 4.2 3.7 3.3 

ROE 17.9 16.5 15.8 16.7 

ROA 1.8 1.8 1.9 1.9 

RORWA 2.6 2.5 2.4 2.4 
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Notes 
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Disclaimer 
This report has been  published by IDBI Capital Markets & Securities Ltd.  (hereinafter referred to as “IDBI Capital”) for private circulation. This report should not be reproduced or copied or made available to others. No person associated with IDBI Capital is obligated to call or 

initiate contact with you for the purposes of elaborating or following up on the information contained in this report. The information contained herein is strictly confidential and meant for 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 the prior written consent of IDBI Capital.  

Recipients may not receive this report at the same time as other recipients. IDBI Capital will not treat recipients as customers by virtue of their receiving this report.  

The information contained herein is from the public domain or sources believed to be reliable, but we do not make any representation or warranty that it is accurate, complete or up-to-date and it should not be relied upon as such. While reasonable care has been taken to 

ensure that information given is at the time believed to be fair and correct and opinions based thereupon are reasonable, due to the very nature of research it cannot be warranted or represented that it is accurate or complete and it should not be relied upon as such. In so far 

as this report includes current or historical information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.  

Opinions expressed are current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis, the information discussed in this material, IDBI Capital, its directors, employees are under no obligation to update or keep the 

information current. Further there may be regulatory, compliance, or other reasons that prevent us from doing so.  

Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice.  

IDBI Capital, its directors and employees and any person connected with it, will not in any way be responsible for the contents of this report or for any losses, costs, expenses, charges, including notional losses/lost opportunities incurred by a recipient as a result of acting or non-

acting on any information/material contained in the report.  

This is not an offer to sell or a solicitation to buy any securities or an attempt to influence the opinion or behavior of investors or recipients or provide any investment/tax advice.  

This report is for information only and has not been prepared based on specific investment objectives. The securities discussed in this report may not be suitable for all investors. Investors must make their own investment decision based on their own investment objectives, 

goals and financial position and based on their own analysis.  

Trading in stocks, stock derivatives, and other securities is inherently risky and the recipient agrees to assume complete and full responsibility for the outcomes of all trading decisions that the recipient makes, including but not limited to loss of capital.  

Opinions, projections and estimates in this report solely constitute the current judgment of the author of this report as of the date of this report and do not in any way reflect the views of IDBI Capital, its directors, officers, or employees.  

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 IDBI Capital 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 report 

may come are required to inform themselves of and to observe such restriction. 

E-mail is not a secure method of communication. IDBI Capital cannot accept responsibility for the accuracy or completeness of any e-mail message or any attachment(s).  

This transmission could contain viruses, be corrupted, destroyed, incomplete, intercepted, lost or arrived late. IDBI Capital, its directors or employees or associates accept no liability for any damage caused, directly or indirectly, by this email. 
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