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Result Update

HDFC Bank

Your success is our success

HDFC Bank’s credit rose 17% yoy (6.1% qoq) and deposits rose 18.6% yoy (6% qoq) in
3QFY15. Robust NIM of 4.8% (up 16bps yoy) and stable core cost-income (up 37bps
yoy, down 350bps qoq) to 43.4%, resulted in core PPP rising 17.6% yoy (13.8% qoq)

Gross NPAs rose 3.2% qog, but NPA coverage rose 123bps qoq to 73.9%. The bank’s
gross NPAs (1% of loans) and net NPAs (0.3% of loans) are some of the best in the
sector

Capital adequacy (CAR) of 15.7% (tier-1 capital of 12%) is more than sufficient to meet
Basel-3 norms and business growth over FY15-17e. With the recent capital raise of
Rs98bn, CAR has further strengthened by ~220bps

We have an ACCUMULATE rating, as we favour the bank for its strong fundamentals
and consistent profit growth and expect it to be the best placed of its peers in managing
the challenges ahead—of capital adequacy (Basel-1ll norms) and credit quality

Prudent credit growth, NIM improves yoy. At 17% yoy, advances grew slower than
deposits (at 18.6% yoy), resulting in the credit-deposit ratio falling 116bps yoy to 83.8%.
Credit growth was largely driven by the domestic corporate segment (~22% yoy) with
slower growth in retail loans (~12% yoy). Driven by the stable proportion of CASA at
40.9%, NIM rose 16bps yoy (down 20bps qoq) to 4.8%. Ahead, we do not expect
significant NIM gains, given likely sluggish asset yields in FY16 and the stretched credit-
deposit ratio. We estimate NIM over FY15-16 at 4.5%.

Modest fees, strong Treasury profits, stable productivity. Fuelled by modest fee
growth (7.9% yoy) with fees-to-earning assets at 1.7%, non-interest income rose 18% yoy
(23.8% qoq). Treasury profits were Rs2.7bn and comprised 5.6% of pre-provisioning
profits. Excl. Treasury, pre-provisioning profits grew 17.6% yoy (13.8% qoq). We expect
likely robust business growth to continue the traction in fee income, and estimate fees-to-
earning assets over FY15-17 at 1.5%. Productivity was stable, with core cost-to-income
falling 350bps yoy to 43.4%, and cost-to assets down 6bps qoq to 2.7%.

Superior asset quality and capital adequacy, NPA coverage improves. Asset quality
experienced minor stress, with gross NPAs up 3.2% qgoq, and NPA coverage (excl.
technical write-offs) improving 123bps qoq to 73.9%. The bank’s gross NPAs (1% of
loans) and net NPAs (0.3% of loans) are some of the best in the sector. With capital
adequacy of 15.7% (tier-1 capital: 12%), the bank is well-capitalized for more than 20%
business growth over FY16-17.

Valuations and risks. We favour the bank for its strong fundamentals and consistent
profit growth and expect it to be the best placed of its peers in managing the challenges
ahead—of capital adequacy (Basel-lll norms) and credit quality. Hence, we maintain our
Buy rating. At our Mar’17 target of Rs1,250, the stock would trade at PBV of 4.4x FY16e and
3.8xFY17e. Risk. Slower-than-estimated economic growth could impact business growth and
asset quality.

Financial Snapshot (Standalone)

(Rs mn) FY13 FY14 FY15E FY16E FY17E
Net income 2,26,637 2,64,023 3,11,774 3,73,450 4,51,018
Net profit 67,263 84,784 1,02,789 1,28,212 1,56,296
EPS (Rs) 28.3 35.3 41.4 51.3 62.1
ABV (Rs) 150.2 177.8 242.2 279.9 325.8
RoA (%) 1.8 1.9 1.9 2.0 2.0
RoE (%) 20.3 21.3 19.7 19.4 20.3
PE (x) 37.7 30.2 25.8 20.8 17.2

Source: Company, Emkay Research
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Superior asset quality and capital adequacy

Slower retail credit growth, stable CASA share, NIM improves yoy

At 17% yoy, HDFC Bank’s credit growth was largely driven by the domestic corporate segment
(~22% yoy). Retail loans grew slower, at ~12% yoy, chiefly held back by slower growth in the
gold (-5.1% and commercial-vehicle (-21%) sub-segments. While there was decline in yoy
growth in the business banking segment (-19.8% yoy), management attributed it to upgradation
of customers into wholesale banking, due to higher exposures or turnovers. Management
remains confident of growing credit 3-5% ahead of industry, but does not intend to become
increasingly competitive despite the recent capital infusion of Rs98bn. The proportion of retail
assets in total loans expected to come at more than 50% over FY16-17.

CASA (low-cost deposits) grew 18.1% yoy. The proportion of CASA in deposits dropped
marginally, by 16bps yoy to 40.9%. Average CASA per branch was Rs447m, and is one of the
best of peers. We estimate a 21.7% CAGR in business over FY14-17.

Exhibit 1: Prudent credit growth, but stretched credit-deposits persisted in 3QFY15

3QFY13 4QFY13 1QFY14 2QFY14 3QFY14 4QFY14 1QFY15 2QFY15 3QFY15
Advances (Rsbn) 2,415 2,397 2,586 2,686 2,967 3,030 3,121 3,273 3,471
YoY (%) 22.7 21.2 16.0 22.9 26.4 20.7 21.8 17.0
Credit-deposit (%) 80.9 85.3 85.8 85.0 82.5 83.9 83.8 83.8
Source: Company, Emkay Research
Exhibit 2: Slower-than-past growth in retail loans over 9MFY15
Rsbn 3QFY13 4QFY13 1QFY14 2QFY14 3QFY14 4QFY14 1QFY15 2QFY15 3QFY15 YoY QoQ
Personal 168 175 186 193 201 204 215 231 248 235 7.2
Credit cards 100 101 106 109 117 123 133 140 154 31.2 9.7
Loan against shares 11 12 10 9 10 11 10 11 12 17.2 13.7
CVs 164 161 168 170 167 144 133 139 132 (21.1) 4.7)
Auto 300 309 323 325 336 331 348 378 400 19.1 5.9
Two-wheeler 29 30 30 31 33 33 34 36 40 21.4 9.2
Business banking 231 245 239 257 266 250 223 220 213 (19.8) (2.8)
Home 159 168 171 164 161 193 196 196 200 239 21
Gold loans 47 50 48 44 41 40 39 39 39 (5.1) 11
Kisan Gold Card 50 60 - 79 86 106 110 129 136 58.2 5.7
Others 40 53 123 59 57 61 63 64 74 29.6 16.3
Total 1,300 1,364 1,404 1,440 1,476 1,497 1,502 1,581 1,648 11.7 4.2
YoY (%) 29.6 27.3 25.5 16.9 13.6 9.7 7.0 9.8 11.7
Source: Company, Emkay Research
Exhibit 3: Robust low-cost deposit franchise, one of the best among peers

3QFY13 4QFY13 1QFY14 2QFY14 3QFY14 4QFY14 1QFY15 2QFY15 3QFY15

CASA (Rsbn) 1,289 1,405 1,356 1,409 1,434 1,646 1,600 1,686 1,694
YoY (%) 14.2 17.7 14.5 10.7 11.2 17.2 18.0 19.7 18.1
CASA share (%) 45.4 47.4 44.7 45.0 41.1 44.8 43.0 43.2 40.9
Avg CASA per branch (Rsm) 486 464 447 457 446 472 447 452 447

Source: Company, Emkay Research

NIM likely to hover at 4.6% over FY15-16

NIM, at 4.8%, rose 16bps yoy, but fell 20bps goq; while the yield on earning assets fell 16bps
yoy, the cost of funds decreased 40bps yoy. Despite the share of CASA falling 16bps yoy to
40.9%, a stretched credit-deposit of 83.8% kept NIM stable qog. Ahead, we do not expect
significant NIM gains, given likely sluggish asset yields in FY16 and the stretched credit-deposit
ratio. We estimate NIM over FY16-17 at 4.5%.

Exhibit 4: Strong NIl growth (yoy), led by healthy business growth

3QFY13 4QFY13 1QFY14 2QFY14 3QFY14 4QFY14 1QFY15 2QFY15 3QFY15
NIl (Rsbn) 40 43 44 45 46 50 52 55 57
YoY (%) 27.8 20.6 21.0 15.3 16.4 15.3 17.0 23.1 23.0
Source: Company, Emkay Research
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Exhibit 5: Despite prudent lending, NIM has remained steady at 4.8%, one of the best in the sector

3QFY13  4QFY13 1QFY14 2QFY14  3QFY14  4QFY14  1QFY15 2QFY15  3QFY15

Yield on earning assets (%)
Yield on advances (%)
Yield on investments (%)
Cost of funds (%)

NIM (%)

10.8 10.8 10.8 10.8 10.5 10.2 105 10.7 10.4
12.7 13.0 12.4 12.3 12.2 125 12.2 12.2 11.9
8.6 8.0 9.1 9.5 8.9 7.6 8.2 9.0 8.8
6.9 6.7 6.7 6.8 6.7 6.3 6.4 6.5 6.3
4.8 5.0 4.9 4.8 4.6 4.7 4.8 5.0 4.8

Source: Company, Emkay Research

Modest fees, robust Treasury profits, stable productivity

Despite the addition of 59 branches during the quarter, productivity was stable, with cost-to-
assets down 6bps yoy to 2.7%. Also, the bank’s core cost-to-income declined 350bps qoq to
43.4%. More branches are likely to be added in FY16, which we estimate would keep cost-assets
at 2.5% over FY15-16.

Fuelled by modest fee growth (7.9% yoy) with fees-to-earning assets at 1.7%, non-interest
income rose 18% yoy (23.8% qoq). Treasury profits were Rs2.7bn and comprised 5.6% of pre-
provisioning profits. Excl. Treasury, pre-provisioning profits grew 17.6% yoy (13.8% qoq). We
expect likely robust business growth to continue the traction in fee income, and estimate fees-
to-earning assets over FY15-17 at 1.5%. Productivity was stable, with core cost-to-income falling
350bps yoy to 43.4%, and cost-to assets down 6bps qoq to 2.7%.

Exhibit 6: Modest fee-income growth, but fees-to-average earning assets high at 1.7%

3QFY13  4QFY13 1QFY14  2QFY14  3QFY14  4QFY14 1QFY15 2QFY15  3QFY15

Fees & Commissions (Rsbn)
YoY (%)
% of avg earnings assets

17 16 16 19 19 18 16 18 21
11.9 0.7 9.1 27.4 14.2 12.0 2.0 (5.3) 7.9
2.03 1.83 1.79 1.98 1.90 1.68 1.53 1.59 1.72

Source: Company, Emkay Research

Exhibit 7: Robust treasury gains aided non-interest income progression

3QFY13  4QFY13  1QFY14 2QFY14  3QFY14  4QFY14  1QFY15  2QFY15  3QFY15
Treasury gains (Rsm) 1,358 649 1,995 (1,733) 509 333 250 951 2,655
% of PPP 4.4 2.2 6.0 (5.1) 1.3 0.9 0.7 2.3 5.6
Core PPP 29,856 28,978 31,066 35,600 38,371 37,460 38,188 39,651 45,131
YoY (%) 21.4 11.5 19.1 28.3 28.5 29.3 22.9 11.4 17.6

Source: Company, Emkay Research

Exhibit 8: Productivity improved, despite continued investments in distribution

3QFY13 4QFY13 1QFY14 2QFY14 3QFY14 4QFY14 1QFY15 2QFY15 3QFY15

Avg. quarterly profit per branch (Rsm)
Core cost-income (%)
Cost-assets (%)

6.6 6.0 5.7 6.0 6.8 6.5 6.2 6.4 7.3
48.3 52.0 49.4 45.2 43.0 45.9 45.4 46.9 43.4
3.1 3.4 3.1 2.9 2.7 2.8 2.8 3.0 2.8

Source: Company, Emkay Research

Superior asset quality and capital adequacy, NPA coverage improves

Asset quality experienced minor stress, with gross NPAs up 3.2% qoq, and NPA coverage (excl.
technical write-offs) improving 123bps gqoq to 73.9%. The bank’s gross NPAs (1% of loans) and
net NPAs (0.3% of loans) are some of the best in the sector. Also, restructured loans are
negligible at 0.1% of loans. With capital adequacy of 15.7% (tier-1 capital: 12%), the bank is well-
capitalized for more than 20% business growth over FY16-17. With the recent capital raise of
Rs98bn, CAR has further strengthened by ~220bps.

Exhibit 9: Superior asset quality, NPA coverage improved goq

3QFY13 4QFY13 1QFY14 2QFY14 3QFY14 4QFY14 1QFY15 2QFY15 3QFY15
Annualized NPA prov (bps) 52 94 76 31 46 38 62 54 61
NPA coverage (%) 79.6 79.9 74.7 73.9 73.6 72.6 70.0 72.7 73.9
Source: Emkay Research, Company
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Valuation and risks

Strong credit growth, healthy fees and robust asset quality are likely to drive a 22.6% earnings
CAGR over FY14-17. We favour the bank for its strong fundamentals and consistent profit growth
over the past five years. We expect it to be the best placed of its peers in managing the
challenges ahead—of capital adequacy (for Basel-lll norms) and credit quality. Hence, we
maintain our Buy rating. At our Mar’17 target of Rs1,250, the stock would trade at PBV of 4.4x
FY16e and 3.8x FY17e.

Risk

Less-than-expected economic growth over FY15-16, leading to NPAs being more than
estimated, consequently leading to higher credit costs.

Exhibit 10: HDFC Bank is trading a +1SD above its past five-year mean one-year forward PBV
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Exhibit 11: Historical price-to-book value
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Key Financials (Standalone)
Income Statement

Y/E Mar (Rs mn) FY13 FY14 FY15E FY16E FY17E
Net interest income 1,58,111 1,84,826 2,24,270 2,75,265 3,37,891
Other income 68,526 79,196 87,504 98,186 1,13,127
Fee income 51,669 57,349 65,092 74,855 86,084
Net income 2,26,637 2,64,023 3,11,774 3,73,450 4,51,018
Operating expenses 1,12,361 1,20,422 1,36,869 1,62,451 1,94,389
Pre provision profit 1,14,276 1,43,601 1,74,905 2,10,999 2,56,629
PPP excl treasury 1,13,012 1,42,561 1,70,405 2,09,249 2,55,629
Provisions 11,806 15,890 20,102 17,909 21,243
Profit before tax 1,02,470 1,27,711 1,54,803 1,93,090 2,35,386
Tax 35,207 42,927 52,014 64,878 79,090
Tax rate 34 34 34 34 34
Profit after tax 67,263 84,784 1,02,789 1,28,212 1,56,296

Balance Sheet

Y/E Year End (Rs mn) FY13 FY14 FY15E FY16E FY17E
Equity 4,759 4,798 4,968 5,000 5,030
Reserves 357,383  4,29.988  6,05977  7,05028  8,25775
Net worth 3,62,141  4,34786 610,945  7,10,028  8,30,805
Deposits 29,62,470 36,73,375 44,17,233 53,890,024  66,14,456
Borrowings 3,30,066  3,94,390  4,33.829 477,212  5,24,933
Total liabilities 40,03,319 49,15,995 59,16,795 70,76,531 85,20,488
Cash and bank 146,274  2,53456  3,32510  3,53,492  3,96,889
Investments 11,16,136 12,09,511 14,13,515 16,70,597 19,84,337
Loans 23,97,206 30,30,003 36,66,303 44,72,890 54,56,926
Others 1,90,144 2,51,246 2,92,881 3,50,288  2,57,745
Total assets 40,03,319 49,15995 59,16,795 70,76,531 85,20,488

Key Ratios (%)

Y/E Year End FY13 FY14 FY15E FY16E FY17E
NIM 4.6 4.4 4.4 45 4.6
Non-Il/avg assets 1.9 1.8 1.6 15 1.5
Fee income/avg assets 1.4 1.3 1.2 1.2 1.1
Opex/avg assets 3.0 2.7 25 2.5 25
Provisions/avg assets 0.3 0.4 0.4 0.3 0.3
PBT/avg assets 2.8 2.9 2.9 3.0 3.0
Tax/avg assets 1.0 1.0 1.0 1.0 1.0
RoA 1.8 1.9 1.9 2.0 2.0
RoAE 20.3 21.3 19.7 19.4 20.3
GNPA (%) 1.0 1.0 1.0 0.9 0.8
NNPA (%) 0.2 0.3 0.3 0.2 0.2
Per Share Data (Rs) FY13 FY14 FY15E FY16E FY17E
EPS 28.3 35.3 41.4 51.3 62.1
BVPS 152.2 181.2 246.0 284.0 330.3
ABVPS 150.2 177.8 2422 279.9 325.8
DPS 55 6.8 8.0 9.9 12.1
Valuations (x) FY13 FY14 FY15E FY16E FY17E
PER 37.7 30.2 25.8 20.8 17.2
P/BV 7.1 6.0 4.4 3.8 3.3
P/ABV 7.1 6.0 4.4 3.8 33
P/PPOP 22.2 17.8 15.1 12.6 10.4
Dividend Yield (%) 0.5 0.6 0.8 0.9 1.1
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Growth (%) FY13 FY14 FY15E FY16E FY17E
NII 22.7 16.9 21.3 22.7 22.8
PPOP 21.7 25.7 21.8 20.6 21.6
PAT 30.2 26.0 21.2 24.7 21.9
Loans 22.7 26.4 21.0 22.0 22.0
Quarterly (Rs mn) Q3FY14 Q4FY14 Q1FY15 Q2FY15 Q3FY15
NII 46,348 49,526 51,716 55,110 59,050
NIM(%) 4.6 4.7 4.8 5.0 4.9
PPOP 38,880 37,793 38,438 40,602 46,336
PAT 23,257 23,265 22,330 23,815 28,886
EPS (Rs) 38.85 38.79 37.10 39.46 47.75
Shareholding Pattern (%) Mar-14 Jun-14 Sep-14 Dec-14 Feb-15
Promoters 22.6 22.6 22.5 22.5 21.7
Flis 34.1 34.0 33.9 33.8 32.6
Dlls 9.8 10.0 9.8 9.9 9.9
Private Corp 8.1 8.1 8.3 8.2 8.4
Public 334 335 33.9 33.8 35.8
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Emkay Rating Distribution

BUY Expected total return (%) (Stock price appreciation and dividend yield) of over 25% within the next 12-18 months.
ACCUMULATE Expected total return (%) (Stock price appreciation and dividend yield) of over 10% within the next 12-18 months.
HOLD Expected total return (%) (Stock price appreciation and dividend yield) of upto 10% within the next 12-18 months.
REDUCE Expected total return (%) (Stock price depreciation) of upto (-) 10% within the next 12-18 months.

SELL The stock is believed to underperform the broad market indices or its related universe within the next 12-18 months.

Emkay Global Financial Services Ltd.
CIN - L67120MH1995PLC084899
7th Floor, The Ruby, Senapati Bapat Marg, Dadar - West, Mumbai - 400028. India
Tel: +91 22 66121212 Fax: +91 22 66121299 Web: www.emkayglobal.com

DISCLAIMERS AND DISCLOSURES-: Emkay Global Financial Services Limited (CIN- L67120MH1995PLC084899) and its affiliates are a full-service, brokerage, investment banking,
investment management, and financing group. Emkay Global Financial Services Limited (EGFSL) along with its affiliates are participants in virtually all securities trading markets in India. EGFSL was
established in 1995 and is one of India's leading brokerage and distribution house. EGFSL is a corporate trading member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of India
Limited (NSE), MCX Stock Exchange Limited (MCX-SX). EGFSL along with its subsidiaries offers the most comprehensive avenues for investments and is engaged in the businesses including stock
broking (Institutional and retail), merchant banking, commodity broking, depository participant, portfolio management, insurance broking and services rendered in connection with distribution of primary
market issues and financial products like mutual funds, fixed deposits. Details of associates are available on our website i.e. www.emkayglobal.com

EGFSL is under the process of seeking registration under SEBI (Research Analysts) Regulations, 2014. EGFSL hereby declares that it has not defaulted with any stock exchange nor its activities were
suspended by any stock exchange with whom it is registered in last five years, except that NSE had disabled EGFSL from trading on October 05, October 08 and October 09, 2012 for a manifest error
resulting into a bonafide erroneous trade on October 05, 2012. However, SEBI and Stock Exchanges have conducted the routine inspection and based on their observations have issued advice letters or
levied minor penalty on EGFSL for certain operational deviations in ordinary/routine course of business. EGFSL has not been debarred from doing business by any Stock Exchange / SEBI or any other
authorities; nor has its certificate of registration been cancelled by SEBI at any point of time.

EGFSL offers research services to clients as well as prospects. The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject
company or companies and its or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

Other disclosures by Emkay Global Financial Services Limited (Research Entity) and its Research Analyst under SEBI (Research Analyst) Regulations, 2014 with reference to the subject
company(s) covered in this report-:

EGFSL or its associates may have financial interest in the subject company.
Research Analyst or his/her relative’s financial interest in the subject company. (NO)

EGFSL or its associates and Research Analyst or his/her relative’s does not have any material conflict of interest in the subject company. The research Analyst or research entity (EGFSL) have not been
engaged in market making activity for the subject company.

EGFSL or its associates may have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication of Research Report.

Research Analyst or his/her relatives have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication of Research
Report: (NO)

EGFSL or its associates may have received any compensation including for investment banking or merchant banking or brokerage services from the subject company in the past 12 months. EGFSL or its
associates may have received compensation for products or services other than investment banking or merchant banking or brokerage services from the subject company in the past 12 months. EGFSL
or its associates may have received any compensation or other benefits from the Subject Company or third party in connection with the research report. Subject Company may have been client of EGFSL
or its associates during twelve months preceding the date of distribution of the research report and EGFSL may have co-managed public offering of securities for the subject company in the past twelve
months.

The research Analyst has served as officer, director or employee of the subject company: (NO)

EGFSL and/or its affiliates may seek investment banking or other business from the company or companies that are the subject of this material. Our salespeople, traders, and other professionals may
provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein, and our proprietary trading and investing businesses
may make investment decisions that may be inconsistent with the recommendations expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other
things, may give rise to real or potential conflicts of interest including but not limited to those stated herein. Additionally, other important information regarding our relationships with the company or
companies that are the subject of this material is provided herein. This report is not directed to, 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 or regulation or which would subject EGFSL or its group companies to any
registration or licensing requirement within such jurisdiction. Specifically, this document does not constitute an offer to or solicitation to any U.S. person for the purchase or sale of any financial instrument
or as an official confirmation of any transaction to any U.S. person. Unless otherwise stated, this message should not be construed as official confirmation of any transaction. No part of this document may
be distributed in Canada or used by private customers in United Kingdom. All material presented in this report, unless specifically indicated otherwise, is under copyright to Emkay. None of the material,
nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of EGFSL . All trademarks, service marks
and logos used in this report are trademarks or registered trademarks of EGFSL or its Group Companies. The information contained herein is not intended for publication or distribution or circulation in
any manner whatsoever and any unauthorized reading, dissemination, distribution or copying of this communication is prohibited unless otherwise expressly authorized. Please ensure that you have read
“Risk Disclosure Document for Capital Market and Derivatives Segments” as prescribed by Securities and Exchange Board of India before investing in Indian Securities Market. In so far as this report
includes current or historic information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.
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