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Reduction in CD ratio in focus; performance to remain range bound r 1
About the stock: HDFC Bank is a leading private sector bank with consistent
growth and operational performance over various cycles. Post merger, the bank has )
become the second largest in terms of size with diversified portfolio. The bank has "5
maintained superior return ratios resulting in premium valuations. HDFC BANK '8_
e Largest private sector bank with loan book of X 24 lakh crore. . o
p
e Consistent performance with steady NIM and RoE in past many years Particulars Amount =]
Market Capitalisation X 13,16,271 crore g
Q2FY25 performance: HDFC Bank reported steady performance in Q2FY25, 52 week H/L 1794/1323 o
wherein NIl growth came at 10% YoY & NIM was stable at 3.46% (-1 bps QoQ). Other Networth X 4,56,395 crore
Face value

income rose 7.6% QoQ, backed by 15.7% gains in fee income. Provisions declined 7%
YoY to X 2,700 crore, with reversal of provisions related to AlFs of X680 crore. PAT Shareholding pattern

came atX16,821 crore, up 5.3% YoY. While GNPA/ NNPA increased 3 bps/ 2 bps QoQ N Rt

Promoter - - - -

to 1.36%/ 0.41%, experience in unsecured book remain relatively superior. Advances Fil 521 523 478 472 480
grew at 7% YoY (1.3% QoQ) to X24,95,120 crore, backed by CRB (17.4% YoY) & retail .
(11.3% YoY) loans, while corporate witnessed de-growth amid unfavourable pricing.
Deposit accretion came at 15.1% YoY (5.1% QoQ) to X25,00,882 crore, driven by

19.3% YoY term deposit growth, with CASA ratio at 35.3%, down 100 bps QoQ. 2000 30000

£ 1600 24000
Investment Rationale
1200 18000
e Acceleration in reduction in CD ratio to impact growth: Bank reported 12000
sub-system advances growth of 7% YoY led by de-growth in corporate book 6000
while CRB book witnessed traction with PSL in focus. Strategy to 0 0

emphasize on reduction in LDR ratio (currently at 99%) will drive focus on
deposit accretion and calibration in credit growth. Management has guided
lower than system growth in FY25, in-line industry growth in FY26 ad faster
than system growth only in FY27E. Thus, expect advance growth at ~10.5% HDFC Bank (LHS) —— Nifty Index

CAGR in FY25-27E, LDR ratio to decline below 95% in FY26E and below

90% in FY27E.

Apr-21 +
Dec-21 4
Aug-22 4
Apr-23 4
Dec-23
Aug-24 -

() Pace of liabilities accretion

e Focus to maintain operational performance: Management aims to keep rerElins @]
operational parameters and return ratios steady. Focus on building B o
distribution capabilities through branch expansion and adoption of digital (if) !:O'Ster than expected decline in
initiatives is seen to keep Cl ratio (currently at 40.6%) at ~40-42%. Strategy interest rate

to focus on liabilities through customer accretion & selective exposure to Research Analyst

maintain asset quality remains prudent. Unsecured loan portfolio had
resilient outcomes relative to peers, keeping credit cost under control, Vishal Narnolia
thereby maintaining RoA at historical trend of 1.9-2%. Expect margins to be vishal.narnolia@icicisecurities.com

L 0L 2 0 . .
maintained at 3.4%-3.6% range in the medium term. Harshvardhan Giri

harshvardhan.giri@icicisecurities.com
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Rating and Target Price

e  While focus on bringing CD ratio is seen to cap growth, resilience in terms
of asset quality and diverting strength in shoring up liabilities franchise will
gradually improve positioning of the bank in the long run.

e Valuing the stock at ~2.2x FY27E ABV for standalone bank and X270 for
subsidiaries, we revise our target price at 1900 (earlier X1850). Maintain
out Hold recommendation.

Key Financial Summary

X crore FY22 FY23 FY24 2 year CAGR FY25E FY26E EY27E 3 year CAGR

(FY22-FY24) (FY24-26E)
NI 72010 86842 108532 23% 123732 137439 154070 19%
PPP 64077 70405 94387 21% 100785 113620 128333 17%
PAT 36961 44109 60812 28% 66055 72293 81715 16%
ABV ()) 425.0 494.0 535.0 598.4 667.4 745.3

P/E 26.1 22.0 21.7 20.0 18.3 16.2

P/ABV a1 3.5 3.2 2.9 2.6 2.3

RoA 2.0 2.1 2.0 1.7 1.7 1.7

RoE 15.4 15.7 139 135 13.2 13.3

Source: Company, ICICI Direct Research



j" Result Update | HDFC BANK LIMITED (HDFBAN) ICICI Direct Research

Concall highlights and outlook

e Post-merger, business metrics for HDFC Bank have been stable and
demonstrate resilience of underlying strength of the franchise. Majority of
the parameters - CASA 35-38%, C/I 40-41%, GNPA 1.2-1.4%, RoA 1.9-
2.1% were in the given range

e Key focus in medium (2 - 3 years) to long term is to increase profitability
by ensuring sustainability of the franchise and focusing on mobilizing retail
deposits

¢ Management anticipates advances to grow slower than the systemic
credit growth in FY25, at par with the system during FY26, and surpassing
credit growth rate of the system only in FY27

e Fee income grew 17% YoY aided by a strong 32% surge in third party
distribution. Securitization did not have an impact on fees as the excess
spread is amortized over the life of the loan

e There was a reversal due to regulatory clarifications on AIF provisions,
which allowed for a reduction in the required reserve, amounting to X680
crore lower provisions

e  Profit after tax grew by an adjusted rate of 17%, reflecting strong financial
performance after accounting for bond gains and tax adjustments

e The bank reported a healthy deposit growth of ~15% year on year, with
retail branches contributing 84% of total deposits

e Management plans to bring back the credit-deposit ratio (C/D) to the pre-
merger level of 86%-87% within two to three years, faster than initially
planned (4-5 years) by calibrating loan growth, particularly in larger ticket
sizes. The bank is strategically positioning itself to capture future growth
opportunities by accelerating the reduction of its loan-to-deposit ratio

e The Liquidity Coverage Ratio (LCR) currently stands at 128%, driven by
strong deposit growth and calibrated loan growth. The bank aims to
maintain an LCR between 110-120% but will adjust based on market
conditions and regulatory developments. Management anticipates slight
pressure on margins in the near term owing to tough macro & liquidity
environment

e  Proportion of small & marginal farmer (including organic, IBPC, PTC) stood
at ~9% in March 2024. Focus remains on agri and related CRB loans owing
to dual categorization (SMF & weaker section)

e While glide path for Cl ratio in medium term is ~30%, focus remains to keep
Cl ratio steady in near term which improved to 40.6% in Q2FY25.

e Operating expenditure growth slowed owing to moderation in headcount
and seasonality

e Management expects to maintain NIM in a similar range in the medium
term

e Credit costs largely remained flat QoQ at ~43 bps, with some stress
witnessed in agri segment particularly in small & marginal farmers
category and in specific geographies. Pace of unsecured retail loans was
calibrated since last few quarters which has kept retail GNPA at 80 bps

e The bank is prepared to capture growth opportunities when the credit
cycle turns positive, maintaining a cautious approach to underwriting.

e 69% of loans are linked to external benchmark rates with remaining 31%
at fixed rate. MCLR forms a tiny piece within EBLR loans.

Exhibit 1: SOTP Valuation

Business Segment Basis of valuation HDFC's stake (%) X/share
HDFC Bank (merged) 2.2x FY27E ABV 100.00 1,630
HDFC AMC 37x FY27E EPS 52.51 81
HDFC Life Insurance 2.8x FY26E EV 50.40 120
HDFC ERGO 50.50 12
HDB fin Serv 94.60 100
HDFC Sec 95.10 25
Value per share 1,967
Discount @ 20% 67
Value per share for HDFC Bank 1,900
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Exhibit 2: Variance Analysis

Q2FY25
NII 30,113.9
NIM (%) 3.46
Other Income 11,482.7
Net Total Income 41,596.6
Staff cost 5,985.3
Other Operating 10,905.6
Expenses
PPP 24,705.7
Provision 2,700.5
PBT 22,005.3
Tax 5,184.3
PAT 16,821.0
Key Metrics
GNPA 34,251
NNPA 10,309
Advances 24,95,120
Deposits 25,00,100

Q2FY24 YoY (%)

27,385.2

3.4
10,707.8
38,093.1

5,170.2

10,229.0
22,693.9
2,903.8

19,790.1
3,813.9
15,976.1

31,578

8,073

23,31,233

21,72,858

10.0

1.8
7.2
9.2
15.8

6.6
8.9
-7.0

11.2
35.9
53

8.5

27.7

Q1FY25 QoQ (%)

29,837.1

3.47
10,668.1
40,505.3

5,848.9

10,771.7
23,884.6
2,602.1

21,282.6
5,107.8
16,174.8

33,026
9,508
24,63,521

23,79,100

0.9

-0.3
7.6
2.7
2.3

1.2
3.4
3.8

3.4
15
4.0

3.7

8.4

Comments
Deceleration in growth attributable to efforts aimed
at reducing CD ratio

Rise due to 17% YoY gains in fee income

Cl ratio declined 40 bps QoQ at 40.6%

Reversal of provisions in respect of investments in
AlFs to the tune of X680 crore

Q2FY24 tax is net of write-back of 1007 crore

Stress attributed to agri segment

NNPA inched up 2 bps QoQ to 0.41%

De-growth in corporates & other wholesale loans;
CRB witnessed growth of 17.4% YoY

Term deposit accretion at 19.3% YoY

ICICI Securities | Retail Research
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Financial Summary

Exhibit 3: Profit and loss statement X crore [ Exhibit 4: Key ratios

(Year-end March) FY22 FY23 FY24 FY25E FY26E FY27E (Year-end March) FY22 FY23 FY24 FY25E FY26E FY27E
Interest Earned 127753 161586 258340 295405 328356 365364  Valuation
Interest Expended 55744 74743 149808 171673 190917 211295  No.of Equity Shares 5550 5580 7597 7597 7597 7597
NIl 72010 86842 108532 123732 137439 154070  EPSR) 66.7 79.1 80.0 87.0 952 107.6
Growth (%) 11.0 206 250 14.0 111 121 BVR 4326 502.1 576.0 6456 7217 807.8
Other income 29510 31215 49241 47018 53601 60087  ABVR 4250 4940 5350 5984 6674 7453
Total Income 101519 118057 157773 170751 191040 214157  'E 261 220 217 200 183 162
Employee cost 12032 15512 22240 24753 27312 30188 "/BY 40 35 30 27 24 22
Other operating Exp. 25410 32140 41146 45213 50108 55636 BV 41 35 32 29 26 23
PPP 64077 70405 94387 100785 113620 128333 ' cios &Margins (%)
. Net Interest Margins 3.9% 4.4% 4.1% 3.7% 3.7% 3.7%

Provisions 15062 11920 23492 13294 17867 20101

GNPA 14 12 13 13 14 14
PBT 49015 58485 70895 87491 95753 108232

RoE 154 157 139 135 132 133
Taxes 12054 14377 10083 21435 23459 26517

RoA 20 21 20 17 17 17
Net Prof 1 44 2 722 171

et Profit 3696 09 608 66055 93 8 5 Source: Company, ICICI Direct Research

Growth (%) 188 193 379 86 9.4 130
EPS 66.7 79.1 80.0 87.0 952 1076

Source: Company, ICICI Direct Research

Exhibit 5: Balance sheet X crore

(Year-end March) FY22 FY23 FY24 FY25E FY26E FY27E
Sources of Funds

Capital 555 558 760 760 760 760
Reserves and Surplus 239538 279641 436833 489678 547513 612885
Networth 240093 280199 437593 490437 548272 613644
Deposits 1559217 1883395 2379786 2760552 3202240 3746621
Borrowings 184817 206766 662153 589316 559850 587843
Other Liabilities & Provisions 84407 95722 135438 122706 161558 106570
Total 2068535 2466081 3617623 3963011 4471922 5054679

Applications of Funds

Fixed Assets 6084 8017 11399 12767 14299 16015
Investments 455539 517001 702415 814363 928650 1049054
Advances 1368821 1600586 2484862 2658802 2977858 3350090
Other Assets 85765 146713 199800 229770 264236 303871
Cash withRBI&callmoney 152327 193765 219147 247310 286879 335649
Total 2068535 2466081 3617623 3963011 4471922 5054679

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavours 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 direct.com| N0
Invonncnu,o,::aulhngunp' BROKER
ICICI Securities Ltd. |@ 755 akmins
N Analyst Award 2012
Pankaj Pandey Head - Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,
Third Floor, Brillanto House,
Road No 13, MIDC,

Andheri (East)

Mumbai — 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

I/We, Vishal Narnolia, MBA, Harshvardhan Giri, MMS, Research Analysts 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 is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with
Insurance Regulatory Development Authority of India Limited (IRDAI) as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities
Limited Research Analyst SEBI Registration Number — INHO00000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. Registered
Office Address: ICICI Venture House, Appasaheb Marathe Marg, Prabhadevi, Mumbai - 400 025. CIN: L67120MH1995PLC086241, Tel: (91 22) 6807 7100. 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.

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

Registration granted by Sebi and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors.
None of the research recommendations promise or guarantee any assured, minimum or risk-free return to the investors.

Name of the Compliance officer (Research Analyst): Mr. Atul Agrawal
Contact number: 022-40701000 E-mail Address: complianceofficer@icicisecurities.com
For any queries or grievances: Mr. Bhavesh Soni Email address: headservicequality@icicidirect.com Contact Number: 18601231122

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 and its analysts, persons reporting to analysts and their relatives are generally prohibited 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 such, may not match with the recommendation in fundamental reports. Investors may
visit icicidirect.com to view the Fundamental and Technical Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations 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, and 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.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its
accuracy or completeness guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer
document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers simultaneously,
not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in
this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific
circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions,
based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent
judgment by any recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes
in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities whatsoever for any loss or damage of any kind arising out of
the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand
the risks associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements
are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the
subject company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months
from the date of this report for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking,
brokerage services or other advisory service in a merger or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage
services from the companies mentioned in the report in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its
associates or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with
preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of interest at the time
of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in
the report as of the last day of the month preceding the publication of the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or
actual/beneficial ownership of one percent or more or other material conflict of interest various companies including the subject company/companies mentioned
in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.
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