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HDFC Bank

Erstwhile HDFC Limited under the spotlight

We participated in the Analyst Day Meet held by HDFC Bank (HDFCB) and gleaned
the following key takeaways (1) The networth of the erstwhile HDFC Limited would
be reduced by a gross quantum of Rs 324bn as of 1st July due to various adjustments
(2) For HDFC Limited, the IGAAP RoA for FY23 would have been about 1.9%, which
is about 75% of IndAS RoA of 2.4% for FY23 (3) Management explained that the
excess liquidity being held would be unwound in 2-4 quarters (4) The return on assets
for the merged bank in 1QFY24 on pro forma basis is 1.9-2% compared with 2.1% for
the standalone bank.

The networth of the erstwhile HDFC Limited would be reduced by a
gross quantum of Rs 324bn as of 1st July due to various adjustments

The reduction in networth is (1) Rs 118bn due to alignment of IGAAP (2) Rs 76bn due to
credit policy harmonization in order to adhere to RBI standards as well as bank
standards (3) Rs 49bn due to deferred tax liability reserve as per RBI's 2013 circular (4)
Rs 81bn due to dividend payout before 1st July 2023. On the other hand, (1) there was
an accretion to networth over 1QFY24 due to income, warrants, ESOPs, etc amounting
to Rs 62bn and (2) there was also a positive impact of Rs 40bn due to tax effects of
harmonization. As a result, the net negative impact on the erstwhile HDFC Limited's
networth is Rs 222bn as of 1st July compared with March 2023. The opening networth
of unmerged HDFC Bank for July 2023 is Rs 2938bn, which translated to a standalone
BVPS of Rs 525. The negative impact due to share swap and elimination of stake
amounts to Rs 142bn. After adding the adjusted HDFC Limited networth, the networth
of the merged entity amounts to Rs 3914bn as of 1st July 2023, which translates to a
standalone BVPS of Rs 519.

For HDFC Limited, the IGAAP RoA for FY23 would have been about
1.9%, which is about 75% of IndAS RoA of 2.4% for FY23

Half of this reduction is the bank dividend that HDFC Limited used to get but is now
eliminated. The remaining half is equally due to deferred acquisition cost being taken
upfront and the tax rate change.

Management explained that the excess liquidity being held would be
unwound in 2-4 quarters

The incoming Day O margin for HDFC Limited is 2.0% due to the additional liquidity that
HDFC Limited is carrying. This is 70 bps lower than its 1QFY24 IGAAP margin of 2.7%.
The total impact on merged entity 1QFY24 NIM (based on total assets) is 4.1% declining
to a pro forma NIM of 3.7-3.8% due to the additional liquidity being carried. It will take
2-4 quarters to run down the excess liquidity. Longer-term, loan mix change will also aid
margin. Share of retail, which used to be 54% even before a fully-fledged mortgage
business, had dipped to 45% but has recovered to 47%.

The return on assets for the merged bank in 1QFY24 on pro forma basis
is 1.9-2% compared with 2.1% for the standalone bank

The impact from decline in margin would be partly offset by a decline in cost to income
ratio and a marginal decline in credit cost. The cost to income ratio of the standalone
bank for 1QFY24 was 43%, which would be ~40% on pro forma basis for the merged
entity. The credit cost would be marginally lower at ~0.6% compared with 0.7%. There
are certain pockets such as small-ticket unsecured and MSME which are under stress at
the system level but not necessarily for the bank. Pre-merger, the mean credit cost was
90-100 bps whereas, post-merger, it is about 10 bps lower.

We maintain aless-than-outright bullish ADD rating with arevised price
target of Rs 1950

We value the standalone bank at 2.5x FY25 P/BV for an FY24E/25E/26E RoE profile of
16.4/17.1/17.0%. We assign a value of Rs 207 per share to the subsidiaries, on SOTP.
We had begun with an ADD rating for HDFCB in our in our Sector Initiation Report
dated June 2021 before we upgraded it to BUY in our Sector Report dated May 2022
and then downgraded the stock back to ADD in our 4QFY23 result report.

(See Comprehensive analyst meet takeaways on page 2 for significant incremental colour.)

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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Financial Summary

(Rs mn) FY24E FY25E FY26E
NIl 1,102,144 1,480,489 1,780,332
PPOP 973,291 1,329,856 1,604,199
Net Profit 577,290 817,232 966,013
Growth (%) 30.9 41.6 18.2
EPS (Rs) 77.3 109.5 1294
BVPS (Rs) 568.7 709.6 814.0
P/E (x) 18.4 13.0 11.0
P/BV (x) 2.5 20 1.8
ROE (%) 16.4 17.1 17.0
ROA (%) 1.8 2.0 2.0
Tier-1(%) 16.0 16.9 16.4
A in earnings estimates

Rs. FY24E FY25E FY26E
EPS (New) 773 109.5 129.4
EPS (Old) 773 106.6 124.5
% change 0.0% 2.7% 4.0%
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COMPREHENSIVE ANALYST MEET
TAKEAWAYS

Networth movement for HDFC Limited - March 2023 to 1st July 2023

v

v

The closing networth for HDFC Limited as of March 2023 is Rs 1340bn on IndAS basis.

The accretion to networth over 1QFY24 amounted to Rs 62bn and pertained to income,
warrants, ESOPs, etc.

IGAAP alignment

e  Thereduction due to alignment of IGAAP is Rs 118bn.
e Deferred acquisition cost and fees
o InIndAS, the acquisition cost was amortised over the life of the asset but now,
it has to be taken upfront and hence, a Rs 38bn charge-off.
o Thisis not a cash charge-off but only an impact due to timing differential.
e Interest spread on assigned loans
o Under IndAS, for the interest spread on assigned loans, there is a gain
recognised and the interest spread capitalized gets amortised.
o This is not available under IGAAP and hence, a Rs 28bn charge-off which is,
again, not having any cash impact.
e  Fair value adjustment to bring investments to cost
o Thefair value adjustment to bring investments to cost amounts to Rs 43bn.
o This is mainly (about 75-80% of the impact) due to bringing listed equity
investments from fair value to cost.
o Again, there is no economic loss due to this adjustment.
o This adjustment is not pertaining to the subsidiaries.
o The bank has time till 15t April 2024 to reckon as to which category these
investments will be classified as on that date.

Credit policy harmonization

e  The reduction due to credit policy harmonization is Rs 76bn in order to adhere to RBI
standards as well as bank standards.
e  General and contingent provisions
o HDFC Limited did not have the same contingent provisions policy as the bank.
o  Theimpact due to harmonising to the bank policy is Rs 39bn, which is about 70
bps.
o The standalone bank also has 69-70 bps of floating and contingent provisions
on its balance sheet (which is indicative of the harmonization).
e  Specific provisions on NPA
o HDFC Limited reserving was carried out based on expected loss and its PCR was
42%.
o The bank has taken this specific PCR to 74%, which leads to an impact of Rs
38bn.
o Thisis also non-economic and mainly to do with timing.

Deferred Tax Liability Reserve

e Thereduction due to deferred tax liability reserve is Rs 49bn as per RBI’s 2013 circular.

e Thisisonly a balance sheet segregation from Equity to DTL.

e Thereis aconcessional tax rate for profit derived from housing loans due to which HDFC
Limited’s tax rate is 19-20%.

e  The tax benefit is reversed when the reserve will be utilised but HDFC Limited decided
not to reverse and hence, did not set up DTL. However, the bank has to set it up.

(Con call takeaways continue on the next page)

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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v Other aspects
e Thereis a positive impact of Rs 40bn due to tax effects of harmonization.
e  The reduction due to dividend payout amounted to Rs 81bn before 15t July 2023.

v" The closing networth for HDFC Limited as of 1st July 2023 is Rs 1118bn.

Credila

v" The Credila deal has not yet happened and is still in the works and hence, its pro forma gains
are not yet factored in.

Merged Networth

v" The opening networth of unmerged HDFC Bank for July 2023 is Rs 2938bn, which translated
to a standalone BVPS of Rs 525.

v" The networth of erstwhile HDFC Limited worth Rs 1199bn gets added.

v" The negative impact due to share swap and elimination of stake amounts to Rs 142bn.

v" The negative impact of interim dividend payout amounts to Rs 81bn.

v" Consequently, the networth of the merged entity amounts to Rs 3914bn as of 1st July 2023,

which amounts to a standalone BVPS of Rs 519.

Asset quality - Unmerged bank at June 2023 vs Merged bank on 1st July 2023

A N N NN

GNPA ratio rises from 1.2% to 1.4%.

NNPA ratio rises from 0.3% to 0.4% (0.37%).

Specific PCR moves from 75% to 74%.

Contingent and floating provisions has remained stable at about 0.7%.
Total provisions have risen from 2.0% to 2.2% of advances.

HDFC Limited

e Non-individual GNPA
o  Thenon-individual GNPA has gone up from ~4% as of March to 6.7%.
o  Some amount of accounts have gone into the NPA bucket.
o Also, the bank would not do certain accounts and action has been taken.
e Stage 1and 2 provisions
o  This amounted to about 45 bps.
o This happens to be similar to the 44 bps general provisions on the standalone
bank.

HDFC Limited - Key numbers - IndAS vs IGAAP

v

v

Return on assets

e 75% of the IndAS RoA is sustainable under IGAAP and the FY23 RoA gets reduced from
2.4%to 1.9%.

e Half of this reduction is the bank dividend that HDFC Limited used to get but is now
eliminated.

e  Theremaining half is equally due to deferred acquisition cost being taken upfront and the
tax rate change.

Net interest margin

e  The FY23 NIM has remained stable at 2.9%.

(Con call takeaways continue on the next page)

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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e The 1QFY24 NIMis 2.7% under IGAAP.

e  The incoming Day O margin is 2.0% due to the additional liquidity that HDFC Limited is
carrying.

e |t may be noted that the NIM being mentioned here is based on Du Pont (i.e. with total
assets in the denominator).

v" Cost to income ratio

e TheFY23 cost to income ratio rises from 10% to 19%.
v" Credit cost

e  TheFY23 credit cost remains stable at 0.3%.

Standalone bank vs Merged - 1QFY24

v" Netinterest margin

e NIM (total assets) - 4.1% to 3.7-3.8% due to the additional liquidity being carried.
e ltwill take 2-4 quarters to run down the excess liquidity.
e  Loan mix
o Longer-term, loan mix change will aid margin.
o Share of retail, which used to be 54% even before a fully-fledged mortgage
business, had dipped to 45% but has recovered to 47%.

v" Cost toincomeratio
o  43%to~40%
v" Credit cost

e 0.7%to ~0.6%.

e There are certain pockets such as small-ticket unsecured and MSME at the system level
which are under stress but not necessarily for the bank.

e  Pre-merger, the mean credit cost was 90-100 bps whereas, post-merger, it is about 10
bps lower.

v" Return on Assets

o 21%t01.9-2.0%
v" Return on Equity

o 173%to~16%
v" Capital adequacy

e 18.9%t019.2%, including 1Q profit in both numbers.
e  RWA density has remained at about 65-66%.

Deposits profile
v Outflows in LCR

e Wholesale deposits outflow ranges between 40-100% from an LCR perspective.
e  For retail deposits, the outflow ranges from 5-10% and hence, the focus is on retail
deposits.

v' Share of retail

e  Share of retail deposits is slightly above 80%.
e The bank does wholesale deposits but not at any cost.
¢ Example of shunned wholesale depositor
o There was a 100% LCR wholesale deposit customer available at 7.8-7.85%,
whose fully loaded cost was 8.1% but was turned down.
o Evenabond could be cheaper than such a wholesale deposit customer.

EEEEEEE———————— (Con call takeaways continue on the next page)

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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HDFC Limited non-individual book growth
v" Some more rundown of non-individual book will happen.

v" Assuch, the bank will continue to do the HDFC Limited non-individual business including all 3
segments viz. Developer book, LRD book and other corporates.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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Exhibit 1: 1-year rolling P/BV band
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ANNUAL FINANCIALS

Exhibit 3: Balance sheet

Y/e 31 Mar (Rs mn) FY22 FY23 FY24E FY25E FY26E
Total cash & equivalents 1,523,269 1,937,651 2,799,099 3,302,937 3,897,466
Investments 4,555,357 5170,014 7,666,832 8,903,525 10,362,822
Advances 13,688,209 16,005,859 25,446,355 30,026,699 35,431,505
Fixed assets 60,837 80,165 88,182 97,000 106,700
Other assets 857,678 1,467,125 1,760,550 2,112,660 2,535,192
Total assets 20,685,351 24,660,815 37,761,018 44,442,821 52,333,685
Net worth 2,400,929 2,801,990 4,245,171 5,297,218 6,075,824
Deposits 15,592,174 18,833,946 28,746,467 33,326,811 38,731,617
Borrowings 1,848,172 2,067,656 3,200,515 3,750,156 4,398,733
Other liabilities 844,075 957,222 1,568,865 2,068,635 3,127,510

Total liabilities incl. Equity 20,685,351 24,660,815 37,761,018 44,442,821 52,333,685

Source: Company, YES Sec - Research

Exhibit 4: Income statement

Y/e 31 Mar (Rs mn) FY22 FY23 FY24E FY25E FY26E
Interest income 1,277,531 1,615,855 2,168,346 2,930,919 3,465,963
Interest expense (557,435) (747,433) (1,066,202) (1,450,430) (1,685,630)
Net interest income 720,096 868,422 1,102,144 1,480,489 1,780,332
Non-interest income 295,099 312,148 487,810 650,387 767,724
Total income 1,015,195 1,180,570 1,589,954 2,130,876 2,548,057
Operating expenses (374,422) (476,521) (616,663) (801,020) (943,858)
PPoP 640,773 704,050 973,291 1,329,856 1,604,199
Provisions (150,618) (119,197) (203,571) (240,214) (316,181)
Profit before tax 490,155 584,853 769,720 1,089,642 1,288,018
Taxes (120,541) (143,766) (192,430) (272,411) (322,004)
Net profit 369,614 441,087 577,290 817,232 966,013

Source: Company, YES Sec - Research

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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Exhibit 5: Du Pont Analysis (RoA tree)

Y/e 31 Mar (Rs mn) FY22 FY23 FY24E FY25E FY26E
Interest income 6.7 71 6.9 7.1 7.2
Interest expense -2.9 -3.3 -34 -3.5 -3.5
Net interest income 3.8 3.8 3.5 3.6 3.7
Non-interest income 1.5 14 1.6 1.6 1.6
Total income 5.3 5.2 5.1 5.2 5.3
Operating expenses -2.0 -2.1 -2.0 -1.9 -2.0
PPoP 34 3.1 3.1 3.2 33
Provisions -0.8 -0.5 -0.7 -0.6 -0.7
Profit before tax 2.6 2.6 2.5 2.7 2.7
Taxes -0.6 -0.6 -0.6 -0.7 -0.7
Net profit 1.9 1.9 1.8 2.0 2.0

Source: Company, YES Sec - Research

Exhibit 6: Sum of the Parts (SOTP) - Subsidiaries

- M_arket Cap/ Valuation  Metric value Trailing mulflple Stake value Per share
Subsidiary Assigned value . (Implied /
i) metric (Rs mn) P (Rs mn) (28]
HDB Financial Services 400,295 BV 114370 3.5x 95.0% 380,120 50.9
HDFC Securities 53,914 BV 17,971 3.0x 96.3% 51,941 7.0
HDFC AMC 565,410 QAAUM 4,497,663 12.6% 52.6% 297,179 39.8
HDFC Life 1,418,930 EV 395,260 3.6x 50.3% 714,147 95.7
HDFC ERGO 163,165 PE 6,527 25.0x 50.5% 82,398 11.0
Bandhan Bank 397,240 MCap 346,576 1.0x 5.0% 19,663 2.6
Value of Subsidiaries 432,061 207.0

Source: Company, YES Sec - Research

Exhibit 7: Change in Annual Estimates

Revised Estimate Earlier Estim

Y/e 31 Mar (Rs. mn)

FY24E FY25E FY26E FY24E FY25E
Net Interest Income 1,102,144 1,480,489 1,780,332 1,102,156 1,451,576
Pre-Prov. Operating Profit 973291 1,329,856 1,604,199 973289 1,301,643
Profit after tax 577,290 817,232 966,013 577,289 796,072

ate % Revision
FY26E FY24E FY25E FY26E
1,731,060 (0.0) 2.0 2.8
1,554,867 0.0 2.2 32
929,014 0.0 2.7 4.0

Source: Company, YES Sec - Research

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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Exhibit 8: Ratio analysis

Y/e 31 Mar FY22 FY23 FY24E FY25E FY26E
Growth matrix (%)

Net interest income 11.0 20.6 26.9 343 20.3
PPoP 11.7 9.9 38.2 36.6 20.6
Net profit 18.8 19.3 30.9 41.6 18.2
Loans 20.8 16.9 59.0 18.0 18.0
Deposits 16.8 20.8 52.6 15.9 16.2

Profitability Ratios (%)

Net interest margin 4.0 4.1 3.8 3.9 4.0
Return on Average Equity 16.7 17.0 16.4 171 17.0
Return on Average Assets 1.9 1.9 1.8 1.99 2.00

Per share figures (Rs)

EPS 66.7 79.1 773 109.5 129.4
BVPS 433 502 569 710 814
ABVPS 425 494 556 690 792

Valuation multiples

P/E 214 18.0 18.4 13.0 11.0
P/BV 33 2.8 2.5 2.0 1.8
P/ABV 34 2.9 2.6 2.1 1.8

NIM internals (%)

Yield on loans 7.9 8.6 8.2 8.4 8.5
Cost of deposits 34 3.6 4.0 4.1 4.1
Loan-deposit ratio 87.8 85.0 88.5 90.1 91.5
CASA ratio 48.2 444 37.0 37.0 37.0

Opex control (%)
Cost/Income ratio 36.9 404 38.8 37.6 37.0
Cost to average assets 2.0 2.1 2.0 1.9 2.0

Capital adequacy (%)
Tier 1 capital ratio 179 171 16.0 16.9 16.4

Asset quality (%)

Slippage ratio 2.1 1.7 1.2 1.2 1.2
Gross NPL ratio 1.2 1.1 1.2 1.5 1.6
Credit cost 0.8 0.8 0.8 0.8 0.9
Net NPL ratio 0.3 0.3 0.4 0.5 0.5

Source: Company, YES Sec - Research; Valuations are the implied valuation of standalone entity net of subsidiaries

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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DISCLAIMER

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

The information and opinions in this report have been prepared by YSL
and are subject to change without any notice. The report and
information contained herein are strictly confidential and meant solely
for the intended recipient and may not be altered in any way,
transmitted to, copied or redistributed, in part or in whole, to any other
person or to the media or reproduced in any form, without prior written
consent of YSL.

The information and opinions contained in the research report have
been compiled or arrived at from sources believed to be reliable and
have not been independently verified and no guarantee, representation
of warranty, express or implied, is made as to their accuracy,
completeness, authenticity or validity. No information or opinions
expressed constitute an offer, or aninvitation to make an offer, to buy or
sell any securities or any derivative instruments related to such
securities. Investments in securities are subject to market risk. The value
and return on investment may vary because of changes in interest rates,
foreign exchange rates or any other reason. Investors should note that
each security's price or value may rise or fall and, accordingly, investors
may even receive amounts which are less than originally invested. The
investor is advised to take into consideration all risk factors including
their own financial condition, suitability to risk return profile and the
like, and take independent professional and/or tax advice before
investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general
nature which may not be specifically suitable to any particular investor.
Past performance may not necessarily be an indicator of future
performance. Actual results may differ materially from those set forthin
projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the
use of this report. 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 YSL 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 document may come are required to inform themselves of
and to observe such restriction.

YES Securities (India) Limited distributes research and engages in other
approved or allowable activities with respect to U.S. Institutional
Investors through SEC 15a-6 rules and regulations under an exclusive
chaperone arrangement with Brasil Plural Securities LLC. The views and
sentiments expressed in this research report and any findings thereof
accurately reflect YES Securities (India) Limited analyst’s truthful views
about the subject securities and or issuers discussed herein. YES
Securities (India) Limited is not registered as a broker-dealer under the
Securities Exchange Act of 1934, as amended (the "Exchange Act") and is
not a member of the Securities Investor Protection Corporation ("SIPC").
Brasil Plural Securities LLC is registered as a broker-dealer under the
Exchange Act and is a member of SIPC. For questions or additional
information, please contact Gil Aikins (gil.aikins@brasilplural.com) or call
+1212 388 5600.

This Research Report is the product of YES Securities (India) Limited. YES
Securities (India) Limited is the employer of the research analyst(s) who
has prepared the research report. YES Securities (India) Limited is the
employer of the YES Securities (India) Limited Representative who is
responsible for the report, are responsible for the content of the YES
Securities (India) Limited Research Report; any material conflicts of
interest of YES Securities (India) Limited in relation to the issuer(s) or
securities discussed in the YES Securities (India) Limited Research Report.
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