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Investment Thesis

Recently stock price of HDFC Bank Ltd. (HDFC Bank) corrected by ~8% Market Cap (Rs. Mn) 61,37,343
from Rs.1,350.00 due to slowdown in business growth and higher
provisions in the recent quarters. Market Cap ($ Mn) 89,257.5

HDFC Bank is a largest private bank having pan-India presence with ifs
5,130 branches spreading in 2,764 cifies in India. HDFC Bank caters to a
wide range of banking services covering commercial and investment Avg. Volume (3 month) 6,142,000
banking on the wholesale side and transactional / branch banking on
the retail side. Its loan book consists of 46% retail and 54% wholesale loans
as of June 2019. Retail segment includes lending like vehicle financing,
tractors, construction equipment, credit cards, personal loans, home
loans, efc. These require a large branch network, strong customer
interface and better underwriting skills. HDFC Bank has a pre-eminent

Shares O/S (in Mn) 2,734.3

52-Week Range (Rs.) 1,350/ 987.5

presence in the retail banking segment and has been able fo maintain a ‘ Shareholding Pattern
sfrong and consistent loan book growth, gradually gaining market share. | /7o 70 92—
Going forward, economic recovery and improvement in consumer Promoters 26.25%

senfiment would be positive growth drivers for the bank’s loan growth,
which will drive its profitability. We expect, HDFC Bank continues to deliver
steady performance with well-maintained margins and conservative Institutions 17.08%
asset-quality performance.

HDFC Bank has cautiously slowed some parts of retail banking segment
(especially unsecured) fo take cognizance of slowing economy and the
same also has slowed certain segments of retail (vehicle/business
banking). Wholesale loans also saw slower growth on repayments and
run-off in short term loans. Hence, overall loan grew only by 17.0% YoY in
QI1FY20. On liabilities, bank continues to rely on mobilization of term Performance (%) 1M 6M 1Yr
deposits (TDs) which grew by 22.5% YoY and is also part of core strategy
and hence has been cannibalizing the savings growth which grew by

12% YoY. BSE Bankex -5.7% 11.4% 6.6%

Financials

e During the past 5 years, Interest Income of HDFCBankhas grown at
CAGR of 19.2% while PAT grown at CAGR of 20.0% in same period.

Standal. (Rs. Mn) FY17 FY18 FY19 FY20E FY21E Kev Rati
Interest Income 6,93,0600 802,414 989,721 11,38,179 13,08,906 €y hatios ‘

FlIs 38.64%

Others (incl. body corporate) 18.03%

Absolute -9.7% 9.1% 3.4%

NII 331,393  4,00,949 4,82433 554,798 6,38,018| | | DivYield 0.7%
% growth 20.1 21.0 20.3 15.0 150 | | rraepe 28
PAT 145496 1,74,867 2,10,782 2,42,399 2,78,759
ABV (INR) 340.9 399.6 534.1 585.1 641.0| | | ROE 14.3%
P/ABV (x) 6.6 5.6 4.2 3.8 3.5 TTM EPS (Rs.) 80.6/-
RoE (%) 163%  165%  14.1%  148%  15.6%

o HDFC Bank’s NIl grew by 22.9% YoY to Rs.13,294mn in Q1FY20 led by
10% YoY improvement in NIM margins at 4.3% in Q1FY20.




e Advances growth of HDFC Bank moderated to 17% YoY at G h &:Ch
Rs.8,297bn, which was dragged by a slowdown in both retail (16% raP S arts

YoY) and corporate book (18% YoY), resulting in a decline in CD ratfio | JETaiidas B FTS T8 0106 I BT

at 87% against 89% in Q4FY19. 200,000 24.2% 23.3% ey,
o HDFC Bank’s deposits growth continue to remain healthy at 18.5% | ™ | . [ =27

YoY to Rs.9,545bn led by strong growth of ~23% YoY in term deposit. | ~000:000 117.3% 17.8% 15.19% 15.8% - 20%

CASA growth continued to moderate as CASA ratio declined 267bps | 800,000 - | 15%

QoQ 10 39.7%. 600,000 -

. L) . B 10%
Key Business Highlights 400,000 1 .
4 r 0
e HDFC Bank is one of India's premier banks, both on the domestic and 200,000
0 - - 0%

infernational market which providing a wide range of financial
products and services. The bank is now the second largest private
sector bank in India with asset size of Rs.8,297bn and market share of mmmm [nterest Income (Rs. Mn) === Yo0Y Growth (%)
~5% in deposit and loans.

e HDFC Bank caters its customers using multiple distribution channels

including a pan-India network of branches, ATMs, phone banking, Figure 2: Net Interest Income Trend

net banking, mobile banking and SMS based banking.

FY14 FY15 FY16 FY17 FY18 FY19

- Asof June 30, 2019, HDFC Bank had a nationwide distribution network | 00> | 23.2% [ 2%
of 5,130 branches and 13,395 ATMs in 2,764 cities. 00,000 1 21.2% 20.19% 229% 2089%| 559,
Valuati 100,000 -
0,
aluation 100,000 |16-%% | a%
e HDFC Bank i; among ’rhe top performing banks in the country hovin‘g 00,000 1 &
deep roofts in the retail segment. Despite the general slowdown in 00,000 - 14%
credit growth, the bank continues to report strong growth in [ 77 |
advances from retail products. Under the strategy to focus on the U - 10%

) . . FY14 FY15 FY16 FY17 FY18 FY19
retail segment, it has opened close to 900 branches in the last two

years. HDFC Bank targetfs to open ~90% of branches outside metro
and semi-urban areas to increase its rural revenue share from 15% to
35% over next 5 years. The bank is also expanding its digital banking
network as it leads to 20-25% cost savings. For HDFC Bank, digital .

usage has already increased from 10% in FY04 to ~50% in FY19, while
branch transactions have reduced to ~15% in FY19 from 27% in FY04. 50,000 - 30%

« Backed by a CASA ratio of 40%+ and a higher retail deposits, HDFC | = 26.0%
Bank’s cost of funds remains among the lowest in the system, helping | 200,000 -
it o maintain higher net interest margin (NIM) at around 4.3-4.4%. In
addition, the bank’s loan book growth is driven by high-yielding retail
products such as personal loans, vehicle loans, credit cards, | .00,000 -
mortgages, etc., mostly to own customers, which also positively

mmmm NIl (Rs. Mn) e=ll==Y0Y Growth (%)

26%
.50,000 - 22%

18%

impacts NIMs. We expect this stability to remain as retail loans 50,000 1 14%
contfinue to be in the high interest segment and growth is mainly 0 A 10%
happening in the same for all banks. FY14 FY15 FY16 FY17 FY18 FY19

e HDFC Bank has been maintaining near impeccable asset quality, with mmmm PAT (Rs. Mn) e=lli==Y0Y Growth (%)
its NPA ratios consistently been among the lowest versus comparable
peers. Given the bank’s stringent credit appraisal procedures and
insignificant exposure to troubled sectors, it is expected to maintain

robust asset quality. Figure 4:Segment-wise Advances (Q1FY20)
o With largest private bank having pan-india presence, able to = 4-Wheelers
maintain a strong and consistent loan book growth, continues to rely ® 2-Wheelers
on mobilization of term deposits, targets to open ~90% of branches = CVICE
outside big cities to increase its rural revenue share and strongest 32 706 m Personal Loans
asset quality, we value HDFC Bankat 4.7xFY21E ABV of Rs.321.0 to e = Home Loans
arrive at target price of Rs.1,520.00, an upside of ~21%. =Business Banking
Risk & Concern Kisan Gold Card
1% .
e Deterioration of macro environment can result in higher slippages A Credit Cards
6.0% Others

and slow down business growth.
e Any spike in short-term rates can create headwinds for margins of
HDFC Bank. Corporate &
. . . - International Loans
e« New banking license allotted by the RBI may increase competition for
HDFC Bank.

4.6%
Gold Loans & LAS
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Bonanza Portfolio Ltd here by declares that views expressed in this report accurately reflect view point with subject to
companies/securities. Bonanza Portfolio Ltd is responsible for the preparation of this research report and has taken
reasonable care to achieve and maintain independence and objectivity in making any recommendations. Bonanza
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company at the end of the month immediately preceding the date of publication of this research report.
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Disclaimer:
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warranted or represented that it is accurate or complete and it should not be relied upon as such. If this report is
inadvertently send or has reached fto any individual, same may be ignored and brought to the attention of the sender.
Preparation of this research report does not constitute a personal recommendation or take info account the particular
investment objectives, financial situations, or needs of individual clients. Past performance is not a guide for future
performance. This Report has been prepared on the basis of publicly available information, internally developed data and
other sources believed by Bonanza portfolio Ltd to be reliable. This report should not be taken as the only base for any market
fransaction; however this data is representation of one of the support document among other market risk criterion. The
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The distribution of this report in definite jurisdictions may be restricted by law, and persons in whose custody this report comes,
should observe, any such restrictions. The revelation of interest statements integrated in this analysis are provided exclusively
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Research analyst has not served as an officer, director or employee of the subject company. Research analyst have not
received any compensation/benefits from the subject company or third party in connection with the research report
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