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I arginal deposit growth; healthy term deposit growth; lower CASA

o Deposits grew 2% QoQ to 8057.85bn backed by healthy 5% QoQ growth in term 'Mdustry BFSI

- deposits to 4698.32bn and 2% QoQ, de-growth in CASA to 3359.53bn. This reduced S?nsex 36,351

S= CASA from 43.5% to 41.7%. Term deposits are of relatively longer horizon and have NIty 10,957

LL lock-in facility enabling funding of mid-to-long term loans. Bloomberg Code HDFCB

i Eq. Cap. (Rs. Cr) 521

d Robust growth in advances on the back of home loans, personal loans... Face Value (Rs.) 2
Advances grew 8% QoQ to 7086.49bn on the back of 8% QoQ growth in personal loans, 5.\ |/H 1681/2220
21% QoQ growth in home loans and 6% QoQ growth in each credit card, CV and 2W Market Cap (Cr) 5,70,337

respectively. Resultant, CD ratio moved up from 83% in Q4FY18 to 87% in Q1FY19.
Valuation Data

NIMs contracted by 10bps.. FY18A | FY19E | FY20E
Net interest margin contracted to 4.2% in Q1FY19 due to a) lower yield on advances

NIM 4.4% 4.5% 4.4%
(fall from 10.34% in Q4FY18 to 10.18%) due to higher disbursement in low-yield
) ) ) Book value 410 459 523
segments such as home loans; b) low realizable yield on investments (fall from 7.11%
to 7.09%) and; c) 14bps uptick in cost of funds to 5.11%. Adj BV 400 445 507
ROAA 1.8% 1.9% 1.9%
. . . o .
Cost to income ratio marginally up to 40.9% due to lower base of total operating ROAE 18.2% 20.6% 22.0%

income

Net interest income grew 1% QoQ to 108.14bn while non-interest income de-grew 10%

QoQ due to 5% QoQ fall in fees/commissions and incremental loss of 260cr due to 520

revaluation of investments given noted escalation in 10yr Gov yields from 7.4% (31t

March’18) to 7.9% (30t June’18). This resulted in 2% QoQ fall in total operating income 170

to 146.32bn. Cost to income rose 2bps to 40.9%.

Stable asset quality 120

Gross NPA came at 95.39bn (rose by 11% QoQ on 8% QoQ growth in advances). GNPA%

lifted to 1.33% from 1.3% in Q4FY18. Net NPA came at 29.07bn (rose by 12% QoQ given 70 - ! ' '
20.7.15 14.7.16 9.7.17 47.18

provisioning of 69.5% v/s 69.8% in Q4FY18). NNPA% was 0.41% v/s 0.40% in Q4FY18.

— SENsex HDFC Bank

Capital adequacy...adequate

CAR reported at 14.6% (v/s regulatory requirement of 11.025%). Tier | came at 13.1%. Shareholding Pattern
CET | was reported at 12.1%. Jun'18 | Mar'18 | Jun’l7

Valuations Promoters 25.5 25.6 25.9
PAT de-grew 4% QoQ to 46.01bn. This lowered ROAA% to 1.7% from 1.9% in Q4Fy18  FIIs 40.9 404 42.0
and ROAE% to 17.2% from 18.5%. Balance sheet growth was robust, while lower yields ~ MF 11.6 12.1 10.5
& MTM losses shrunk P&L. Stock is trading at FY20E P/ABV of 4.3x, we assign neutral ~ Retail 11.1 11.0 10.8
rating and value stock at P/ABV of 4.7x implying an upside potential of 9% and a target ~ Others 10.9 10.9 10.8
price of INR 2385. 100.0 100.0 100.0

INR Crores) FY16 FY17 FY18 FY19E FY20E

Net interest income 27,591.5 33,139.2 40,094.9 50,935.6 60,974.0
Growth% 23% 20% 21% 27% 20%
Pre-provisioning profit 21,363.5 25,732.4 32,624.8 40,801.7 49,518.8
Growth% 23% 20% 27% 25% 21%
Adjusted PAT 12,296.2 14,549.6 17,486.7 22,353.7 27,384.0
Growth% 20% 18% 20% 28% 23%
EPS (INR) 48.6 56.8 67.4 85.8 105.2
BVPS (INR) 287.5 349.1 409.6 458.5 522.9
ABVPS (INR) 282.2 341.9 399.6 445.0 507.5
P/B (x) 3.9 4.4 4.8 4.8 42
P/ABV (x) 4.0 45 4.9 4.9 43
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Q1FY19 Result Analysis

(INR Crores) Q1FY19 Q1FY18 Q4FY18

Interest on Advances/Bills 17391 14486 16663 20% 4%

Interest on Investment 4589 3893 4223 18% 9%

Interest on bal. with RBI & Others 332 108.2 196.81 207% 69%
Other Interest 237 181.49 238.26 30% -1%
INTEREST EARNED 22549 18669 21321 21% 6%

Net-Interest Income (NII) 10814 9371 10658 15% 1%

Other Income 3818 3517 4229 9% -10%
Total Income 14632 12887 14886 14% -2%
Operating Expenses 5984 5367 6051 11% -1%
Pre-Provisional Profits 8648 7520 8836 15% -2%
Provisions & Contingencies 1629 1559 1541 5% 6%

PBT 7018 5961 7295 18% -4%
Provision for Taxes 2417 2067 2495 17% -3%
Adjusted Net Profit 4601 3894 4799 18% -4%

* Bank’s total operating income grew 14% YoY from 12887cr in Q1FY18 & de-grew 2% QoQ from 14886¢r in Q4FY18 to 14632cr
in this quarter on back of 15% YoY growth in net interest income propelled by 22% YoY growth in advances.

* Bank’s Net Interest Income grew 15% YoY from 9371cr in Q1FY18 & 1% QoQ from 10658cr in Q4FY18 to 10814cr in this
quarter. Although, yield on advances contracted from 10.21% in Q1FY18 to 10.18% in Q1FY19, yield on investments
contracted from 7.23% in Q1FY18 to 7.09% in Q1FY19 whereas cost of funds rose from 5.04% in Q1FY18 to 5.11% in Q1FY19.

* Bank’s quarterly cost to income ratio contracted by 70bps YoY to 40.9% due to digitalization.

e Bank’s quarterly pre-provisioning profit grew 15% YoY from 7520cr in Q1FY18 & de-grew 2% QoQ from 8836cr in Q4FY18 to
8648cr in this quarter.

e Bank’s net profits came at 4601cr in this quarter due to 713cr increase in MTM losses.

* Gross NPA ratio came at 1.33% (v/s 1.24% in Q1FY18) and NNPA came at 0.41% (v/s 0.44% in Q1FY18). Provision coverage
ratio was 69.5% (v/s 65.1% in Q1FY18).

(INR Crores) Q1FY19 Q1FY18 Q4FY18 Y-0-Y | Q-0-Q |Comment

CASA went down from 44.0% in Q1FY18 to
41.7% in Q1FY19 due to muted 7% growth

Deposits 805,785 671,376 788,771 20% 2% ) )
in CA, moderate 17% growth in SA & 25%
growth in term deposits.
Borrowings 121,024 86,012 123,105 41% -2% -
Investments 275,679 216,108 242,200 28% 14%
2W portfolio grew 41%YoY, personal loan
grew 40%, SME grew 29%, credit card grew
Advances 708,649 580,976 658,333 22% 8% )
32%, while auto loans & home loan grew at
moderate 18% & 14% respectively
Backed by robust growth in investments &
Total Assets 1,080,409 895,653 1,063,934 21% 2% Y &
advances.
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Conference Call Highlights

1. Net interest margin came at 4.2%, 10bps lower sequentially. This was due to a) low investment yields b) income reversal in
Agricultural portfolio c) higher growth in low yield segments such as home loan backed by one-off acquisition of home loan
portfolio d) higher cost of funds from 5.0% in Q4FY18 to 5.1% in Q1FY19 due to 5% QoQ growth in term deposits while SA
grew 1% QoQ & CA de-grew 8% QoQ. Bank focused on growing term deposits to stage 7.6% QoQ growth in advances. Term
deposits have higher maturities and lock-in facility as compare to CASA. Resultant CASA ratio reduced from 43.5% in Q4FY18
to 41.7% in Q1FY19.

2. Non-interest income came at 3818cr (10% QoQ fall). Fee & commissions contributed 83% to total non-interest income.
Commission consisted inflow from 3" party insurance, credit card fees, retail asset fees.

3. Total MTM losses came at 391cr, largely due to corporate bond portfolio. Bank recognized full loss in the quarter & did not
avail for 4-quarter-spread facility by RBI due to corporate bond portfolio’s modified duration of 1.6 years. Comparatively,
Q1FY18 saw gain of 331cr. Adjusting for this fact gives 30% YoY growth in PBT as against reported 18% YoY.

4. Cost to income ratio came at 40.9% as against 41.6% for Q1FY18.

5. Provisions came at 1629.4 cr. Provisions due to loans were 1432.2 cr.

6. CARwas 14.6%, Tier | at 13.1%. CET came at 12.1%. RWA at 8.4 lac crore.

7. Bank made floating provisions of 1451cr. Total provisions including specific provisions, general provisions and floating
provisions were 118% of GNPA.

8. Slippage cost came at 2.06%. On absolute basis, slippages were 3548 cr. Agricultural portfolio continue to witness strain.
Adjusting for Agri portfolio slippage cost came at 1.67%.

9. Retail book contribution in total loan book went marginally down to 54% from 55% sequentially, while corporate book
moved up from 45% to 46%.

10. Board has studied Inter-credit agreement and would finalize whether to participate or not going ahead.

11. Majority of loan book is fixed-rate based. Therefore, bank expects NIM to be in range of 4-4.3%.

12. Bank is aggressively growing its investment banking division due to a) good relationships with corporate b) among top 3
players in loan syndication space.

13. HDFCis betting on brand, customer service to attract customer instead of providing higher interest rates on savings account.
14. Bank has successfully achieved target of bringing cost to income ratio in low 40’s. Cost to income ratio was 40.9% (v/s 41.6%
in Q1FY18, 45.0% in Q1FY17). Bank attributes success to digitalization. Going forward it expects Cl to be in similar matrix.

15. Capital raising update: of 24,000cr, 8500cr has been raised from HDFC via issue of preference shares.

16. Credit card business has been profitable for the bank due to a) market leader in this segment, b) stickiness by providing card
mostly to deposit holders ,and c) stable & high asset quality.
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Thousands Crores

Thousands Crores

Advances Profile

Deposits Profile
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Profit & Loss (INR Crores) | FY16 | FY17 | FY18 | FY19E | FY20E
Interest earned 60,221.4 69,306.0 80,241.4 96,760.4 116,628.4
Interest expended 32,629.9 36,166.7 40,146.5 45,824.8 55,654.4
Net interest income 27,591.5 33,139.2 40,094.9 50,935.6 60,974.0
Non-interest income 10,751.7 12,296.5 15,220.3 17,546.9 21,310.7
Total income 38,343.2 45,435.7 55,315.2 68,482.4 82,284.7
Operating expenses 16,979.7 19,703.3 22,690.4 27,680.7 32,765.9
Pre-provisioning profit 21,363.5 25,732.4 32,624.8 40,801.7 49,518.8
Provisions 2,725.6 3,593.3 5,927.5 6,674.0 7,711.2
Profit before tax (PBT) 18,637.9 22,139.1 26,697.3 34,127.8 41,807.6
Tax expense 6,341.7 7,589.4 9,210.6 11,7741 14,423.6
Adjusted PAT 12,296.2 14,549.6 17,486.7 22,353.7 27,384.0
Capital 505.6 512.5 519.0 520.8 520.8
Shareholder's Fund 72,677.8 89,462.4 106,295.0 119,411.9 136,177.2
Deposits 546,424.2 643,639.7 788,770.6 962,300.2 1,164,383.2
Borrowings 53,018.5 74,028.9 123,105.0 150,188.1 181,727.6
Cash & Balances with RBI 38,918.8 48,952.1 122,915.1 149,956.4 181,447.2
Investments 163,885.8 214,463.3 242,200.2 295,484.3 357,536.0
Advances 464,594.0 554,568.2 658,333.1 803,166.4 971,831.3
Total Assets 708,845.6 863,840.2 1,063,934.3 1,297,999.9 1,570,579.8
Growth rates
Advances (%) 27.1% 19.4% 18.7% 22.0% 21.0%
Deposits (%) 21.2% 17.8% 22.5% 22.0% 21.0%
Total assets (%) 20.0% 21.9% 23.2% 22.0% 21.0%
NIl (%) 23.2% 20.1% 21.0% 27.0% 19.7%
Pre-provisioning profit (%) 22.7% 20.5% 26.8% 25.1% 21.4%
PAT (%) 20.4% 18.3% 20.2% 27.8% 22.5%

Balance sheet ratios

Credit/Deposit (%) 85.0% 86.2% 83.5% 83.5% 83.5%
CASA (%) 43.2% 48.0% 44.0% 45.0% 46.0%
Advances/Total assets (%) 65.5% 64.2% 61.9% 61.9% 61.9%
Leverage (x) 9.8x 9.7x 10.0x 10.9x 11.5x

Operating efficiency

Cost/income (%) 44.3% 43.4% 41.0% 40.4% 39.8%
Opex/total assets (%) 2.4% 2.3% 2.1% 2.1% 2.1%
Opex/total interest earning assets (%) 2.5% 2.4% 2.2% 2.2% 2.2%
Profitability

NIM (%) 4.5% 4.5% 4.4% 4.5% 4.4%
ROA (%) 1.9% 1.9% 1.8% 1.9% 1.9%
RoE (%) 18.5% 17.9% 18.2% 20.6% 22.0%

Asset quality

Gross NPA (%) 0.9% 1.1% 1.3% 1.4% 1.3%
Net NPA (%) 0.3% 0.3% 0.4% 0.4% 0.4%
PCR (%) 69.9% 68.7% 69.8% 68.7% 68.7%
Slippage (%) 0.3% 0.3% 0.5% 0.4% 0.2%

Per share data / Valuation

EPS (Rs.) 48.6 56.8 67.4 85.8 105.2
BV (Rs.) 287.5 349.1 409.6 458.5 522.9
ABV (Rs.) 282.2 341.9 399.6 445.0 507.5
P/BV (x) 3.9x 4.4x 4.8x 4.8x 4.2x
P/ABV (x) 4.0x 4.5x 4.9x 4.9x 4.3x
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Disclaimer:

This report has been prepared by Nalanda Securities Pvt. Ltd(“NSPL”) and published in accordance with the provisions of Regulation 18 of the Securities and
Exchange Board of India (Research Analysts) Regulations, 2014, for use by the recipient as information only and is not for circulation or public distribution. NSPL
includes subsidiaries, group and associate companies, promoters, directors, employees and affiliates. This report is not to be altered, transmitted, reproduced,
copied, redistributed, uploaded, published or made available to others, in any form, in whole or in part, for any purpose without prior written permission from
NSPL. The projections and the forecasts described in this report are based upon a number of estimates and assumptions and are inherently subject to significant
uncertainties and contingencies. Projections and forecasts are necessarily speculative in nature, and it can be expected that one or more of the estimates on which
the projections are forecasts were based will not materialize or will vary significantly from actual results and such variations will likely increase over the period of
time. All the projections and forecasts described in this report have been prepared solely by authors of this report independently. None of the forecasts were
prepared with a view towards compliance with published guidelines or generally accepted accounting principles.

This report should not be construed as an offer to sell or the solicitation of an offer to buy, purchase or subscribe to any securities, and neither this report nor
anything contained therein shall form the basis of or be relied upon in connection with any contract or commitment whatsoever. It does not constitute a personal
recommendation or take into account the particular investment objective, financial situation or needs of individual clients. The research analysts of NSPL have
adhered to the code of conduct under Regulation 24 (2) of the Securities and Exchange Board of India (Research Analysts) Regulations, 2014. The recipients of this
report must make their own investment decisions, based on their own investment objectives, financial situation or needs and other factors. The recipients should
consider and independently evaluate whether it is suitable for its/ his/ her/their particular circumstances and if necessary, seek professional / financial advice as
there is substantial risk of loss. NSPL does not take any responsibility thereof. Any such recipient shall be responsible for conducting his/her/its/their own
investigation and analysis of the information contained or referred to in this report and of evaluating the merits and risks involved in securities forming the subject
matter of this report. The price and value of the investment referred to in this report and income from them may go up as well as down, and investors may realize
profit/loss on their investments. Past performance is not a guide for future performance. Actual results may differ materially from those set forth in the projection.
Except for the historical information contained herein, statements in this report, which contain words such as ‘will’, ‘would’, etc., and similar expressions or
variations of such words may constitute ‘forward-looking statements’. These forward-looking statements involve a number of risks, uncertainties and other factors
that could cause actual results to differ materially from those suggested by the forward-looking statements. Forward-looking statements are not predictions and
may be subject to change without notice. NSPL undertakes no obligation to update forward-looking statements to reflect events or circumstances after the date
thereof. NSPL accepts no liabilities for any loss or damage of any kind arising out of use of this report.

This report has been prepared by NSPL based upon the information available in the public domain and other public sources believed to be reliable. Though utmost
care has been taken to ensure its accuracy and completeness, no representation or warranty, express or implied is made by NSPL that such information is accurate
or complete and/or is independently verified. The contents of this report represent the assumptions and projections of NSPL and NSPL does not guarantee the
accuracy or reliability of any projection, assurances or advice made herein. Nothing in this report constitutes investment, legal, accounting and/or tax advice or a
representation that any investment or strategy is suitable or appropriate to recipients’ specific circumstances. This report is based / focused on fundamentals of the
Company and forward-looking statements as such, may not match with a report on a company’s technical analysis report. This report may not be followed by any
specific event update/ follow-up.

Following table contains the disclosure of interest in order to adhere to utmost transparency in the matter;

Disclosure of Interest Statement

. NSPL is a Stock Broker registered with BSE, NSE and MCX - SX in all the major segments
viz. Cash, F & O and CDS segments. Further, NSPL is a Registered Portfolio Manager and
is registered with SEBI

. SEBI Registration Number: INH000004617

Details of Nalanda Securities Pvt. Limited (NSPL)

Details of Disciplinary History of NSPL No disciplinary action is / was running / initiated against NSPL
Research analyst or NSPL or its relatives'/associates' financial interest in the No (except to the extent of shares held by Research analyst or NSPL or its
subject company and nature of such financial interest relatives'/associates')

Whether Research analyst or NSPL or its relatives'/associates' is holding the

NO
securities of the subject company

Research analyst or NSPL or its relatives'/associates' actual/beneficial
ownership of 1% or more in securities of the subject company, at the end of NO
the month immediately preceding the date of publication of the document

Research analyst or NSPL or its relatives'/associates' any other material

NO
conflict of interest at the time of publication of the document
Has research analyst or NSPL or its associates received any compensation NO
from the subject company in the past 12 months
Has research analyst or NSPL or its associates managed or co-managed public NO

offering of securities for the subject company in the past 12 month

Has research analyst or NSPL or its associates received any compensation for
investment banking or merchant banking or brokerage services from the NO
subject company in the past 12 months

Has research analyst or NSPL or its associates received any compensation for
products or services other than investment banking or merchant banking or NO
brokerage services from the subject company in the past 12 months

Has research analyst or NSPL or its associates received any compensation or
other benefits from the subject company or third party in connection with the NO
document.

Has research analyst served as an officer, director or employee of the subject
company
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Has research analyst or NSPL engaged in market making activity for the
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subject company
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