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Undergoing a period of hard readjustments

HDFC Bank’s (HDFCB IN) Q3FY25 PAT at INR 167bn (up 2% YoY) was as expected.
However, characteristically, Q3 had softer undertones as expectations were low. Q3
witnessed: a) materially slow loan growth (sub-5% YoY) in a bid to fast-track realignment
of CD ratios (now at 98.2%), b) strong deposit growth at >15% YoY, but this has its funding
cost implications — NIMs declined 3bps QoQ (reported) and c) asset quality outcomes were
steady (slippages at 1.4%), better than peers. We have time again highlighted HDFCB's
conundrum to manage growth versus NIM versus LCR versus CD ratio outcomes, which
may cause dislocations. Its stance to accelerate CD ratio adjustments and positioning for
the next cycle imply that it will undergo an elongated period of balance sheet realignment
with sustained lower growth. Thus, near-term outcomes will be onerous. HDFCB is still
away from an upswing in core earnings, and the stock may see time correction. We
maintain Accumulate with TP retained at INR 1,898.

Balancing growth, NIM, CD ratio and LCR may have dislocations: Q3 loan growth
outcomes (sub-5% YoY) have been lower (even on muted expectations). However,
deposit growth has been better (up 15% YoY), but much is still left to be desired,
especially as it has funding cost implications. HDFCB's stance of accelerating the drop
in CD ratios (currently ~98%) could be onerous on earnings, even as there is natural
momentum in the machinery (bank’s infrastructure). HDFCB seems to be making the
right moves, but balance sheet realignment will be challenging and will continue to
hamper multiples in absence of growth outcomes.

Much to ponder on as focus on NIM trajectory sustains: HDFCB reported a 3bps QoQ
drop in NIMs (by 3bps QoQ to 3.62% on earnings assets). The improving NIM argument
seems weaker with limited progress thus far. Any accelerated LDR cut, with current
liquidity scenario, may strain NIMs (not to mention, any rate change at the system
level). Given already low credit cost and limited levers in opex (investment needs),
earnings pressure could sustain in the near term.

Asset quality, the key differentiator: Slippages were curtailed (1.4%), with marginal QoQ
rise driven by the agri segment (seasonal impact). HDFCB used contingent provisions
(INR 3bn, as cash was received for wholesale account) and has maintained coverage of
71% (ex-agri) and buffer (floating plus contingent) of 1% (of loans). We see credit cost
outcomes to be steady for HDFCB.

Recommend Accumulate; TP retained at INR 1,898: A merger (with HDFC) of this scale
is an onerous ask, but HDFCB is doing a commendable job at that. That said, we see
HDFCB still undergoing a transition and near-term uncertainty persisting. We believe
a valuation re-rating in absence of growth outcomes is rather challenging. Other school
of thought is better asset quality outcomes in a challenging environment. However,
benefit on that may be limited — Maintain Accumulate.

Key Financials

YE Mar (INR bn) FY23 FY24 FY25E FY26E FY27E
PPoP (INR bn) 641 704 944 1,025 1,143
YoY (%) 11.7 9.9 34.1 8.6 11.5
NP (INR bn) 370 441 608 666 729
YoY (%) 18.8 19.3 37.9 9.6 9.4
EPS (INR) 66.7 79.1 80.0 87.7 96.0
YoY (%) 18.1 18.6 1.3 9.6 9.4
P/PPOP (x) 19.9 18.1 13.5 12.4 11.1
RoAA (%) 0.0 21 2.1 1.9 1.9
ROAE (%) 0.0 17.0 16.9 14.4 14.2
P/E (x) 22.8 19.2 19.0 17.3 15.8
P/BV (x) 3.5 3.0 2.6 2.4 21

Note: Pricing as on 22 January 2025; Source: Company, Elara Securities Estimate
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Financials (YE March)

Income statement (INR mn) FY23 FY24 FY25E FY26E FY27E
Net interest income 868,422 1,085,325 1,259,560 1,380,041 1,543,718
YoY growth (%) 20.6 25.0 16.1 9.6 11.9
Fee income 273,449 330,360 384,194 441,247 505,556
Trading profits (13,411) 106,530 18,000 25,000 40,000
Non-interest income 312,148 492,410 469,333 545,957 628,124
Net operating revenue 1,180,571 1,577,735 1,728,893 1,925,998 2,171,842
YoY growth (%) 16.3 33.6 9.6 11.4 12.8
Operating expenses 476,521 633,860 703,835 782,904 860,931
YoY growth (%) 27.3 33.0 11.0 11.2 10.0
Pre-provisioning operating profit 704,050 943,875 1,025,057 1,143,094 1,310,911
YoY growth (%) 9.9 34.1 8.6 11.5 14.7
Provisions for bad debts 119,197 234,921 142,207 168,893 208,579
Profit before tax 584,853 708,953 882,850 974,201 1,102,332
Tax 143,766 100,830 216,475 245,206 277,457
Profit after tax 441,087 608,123 666,375 728,995 824,875
YoY growth (%) 19.3 37.9 9.6 9.4 13.2
Balance sheet (INR bn) FY23E FY24 FY25E FY26E FY27E
Loans 16,006 24,849 27,160 30,283 34,220
YoY growth (%) 16.9 55.2 9.3 11.5 13.0
Investments 5,170 7,024 7,527 8,085 8,814
Cash & bank balances 1,938 2,191 2,447 2,455 2,525
Fixed assets 80 114 148 176 197
Other assets 1,467 1,998 2,093 2,334 2,637
Total Assets 24,661 36,176 39,375 43,332 48,392
Net worth 2,802 4,402 4,876 5,412 6,019
Deposits 18,834 23,798 27,725 32,244 37,370
YoY growth (%) 20.8 26.4 16.5 16.3 15.9
Borrowings 2,068 6,622 5,286 4,091 3,297
Other liabilities 957 1,354 1,488 1,585 1,707
Total Liabilities 24,661 36,176 39,375 43,332 48,392
Key operating ratios FY23 FY24 FY25E FY26E FY27E
Lending yield 8.9 9.2 9.6 9.3 9.1
Cost of Funds 3.7 5.6 5.3 5.1 4.9
Spreads 3.8 3.4 3.2 3.2 3.2
Net interest margin 4.1 3.8 3.5 3.5 3.6
CASA Ratio (%) 44.4 38.2 35.0 35.3 35.8
iI:l':():r(\);:’]neterest income / operating 26.4 31.2 271 28.3 28.9
Cost/income 40.4 40.2 40.7 40.6 39.6
Operating expense/avg. assets 2.1 2.1 1.9 1.9 1.9
Credit costs / avg. loans 0.8 1.2 0.5 0.6 0.6
Effective tax rate 24.6 14.2 24.5 25.2 25.2
Loan deposit ratio 85.0 104.4 98.0 93.9 91.6
ROA decomposition (%) FY23 FY24 FY25E FY26E FY27E
NII /Assets 4.1 3.8 3.5 3.5 3.6
Fees/Assets 1.5 1.3 1.3 1.3 1.4
Invst profits/Assets (0.1) 0.4 0.1 0.1 0.1
Net revenues/Assets 5.5 5.5 4.9 4.9 5.0
Opex /Assets 2.2) (2.2) (2.0 (2.0) (2.0)
Provisions/Assets (0.6) 0.8) (0.4) (0.4) (0.5)
Taxes/Assets 0.7) (0.4) (0.6) (0.6) (0.6)
Total costs/Assets 3.4) (3.4) (3.0) 3.1 3.1
ROA 21 2.1 1.9 1.9 1.9
Equity/Assets 12.1 12.6 13.0 13.2 13.2
ROAE 17.0 16.9 14.4 14.2 14.4
Key financial ratios FY23 FY24 FY25E FY26E FY27E
Tier I Capital adequacy 17.1 16.8 16.2 16.3 16.2
Gross NPL 1.1 1.2 1.4 1.4 1.4
Net NPL 0.3 0.3 0.4 0.4 0.4
Slippage ratio 1.8 1.7 1.5 1.7 1.7
Assets / equity (x) 8.8 8.2 8.1 8.0 8.0
Per share data

EPS (INR) 79 80 88 96 109
YoY growth (%) 19 1 10 9 13
BVPS (INR) 502 580 642 712 792
Adj- BVPS (INR) 497 572 631 700 778
Dividend yields 1 1 2 2 2
Valuation (x)

P/BV 3.0 2.6 2.4 2.1 1.9
P/ABV 3.1 2.7 2.4 2.2 2.0
P/E 19.2 19.0 17.3 15.8 14.0

Note: Pricing as on 22 January 2025; Source: Company, Elara Securities Estimate
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Quarterly financials

YE March (INR bn) Q3FY25 Q2FY25 QoQ (%) Q3FY24 YoY (%) Q3FY25E Variance (%)
Operating profit 247 239 3.4 227 8.9 258 (4.4)
PBT 220 213 3.4 198 11.2 228 (3.7)
Net profit 168 162 4.0 160 5.3 170 (0.9)

Source: Company, Elara Securities Estimate

Overall loan growth slower

»

Q3FY25 gross loan growth was slower than deposit growth at 6% YoY and 1.9% QoQ (gross of
IBPC). Growth was cushioned by commercial banking, up 2.7% QoQ, followed by retail (non-
mortgages) at 2.5% QoQ and retail mortgages at 1.8% QoQ.

In the retail segment, growth was led by personal loans, payment products and auto loans, up
2.5% QoQ, 2.4% QoQ and 1.7% QoQ, respectively. Despite HDFCB's conscious stance (also stipulated
by the regulator) on unsecured loans, personal loans growth improved to 2.5% QoQ from 2.0% in
the previous quarter — we remain watchful on asset quality trends in this segment. Gold loans,
albeit on a low base, grew a healthy 27.5% YoY and 5% QoQ.

Overall Commercial and Rural Banking (including agri), which drives HDFCB's MSME and PSL
book, saw a healthy momentum of 2.3% QoQ. However, Agri loans saw a de-growth of 0.5% QoQ.
In terms of PSL requirements, HDFCB meets the regulatory guidelines overall, with a slight miss
in SMF and weaker section. In SMF and weaker section, HDFCB aims to grow organically.

Growth momentum in corporate and wholesale loans picked up from its declining trend, up ~1%
QoQ.

HDFCB's priority to moderate the CD ratio is unchanged, and the management expects to continue
the pace of moderation. Thus, HDFCB would be focused on deposit growth and improving
advances growth led by a revival in macro-economic environment.

Of the total book, floating is 70% (EBLR at 45% and latter pertains to MCLR and T-bill linked book)
and fixed rate is 30%.

Deposit growth, key focus amid regulatory nudges in LDR and LCR norms

14

Deposits grew at a healthy 15.8% YoY and 2.5% QoQ. On an average, sequential momentum in
deposits was slightly better at 4.2% QoQ. Deposit momentum continues to be led by term deposits
at 22.7% YoY and 4.6% QoQ. With LDR ratio at ~98%, HDFCB aims to lower it. We expect
momentum to continue in the near-to-medium term.

CASA traction continued to trend downwards, with overall CASA ratio witnessing a decline of
130bps QoQ to 34.03% as it was majorly hit by a high rate scenario, leading to a shift towards term
deposits.

In HDFCB's balance sheet, borrowings had ~15.2% share in Q3FY25 versus 21.1% in December 2023.
HDFCB has scheduled a maturity of INR 600bn for FY25 of erstwhile HDFC. This run-down
remains crucial for the bank as this would pare down the overall cost of funds.

NIM trajectory, key monitorable

4
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Reported NIM dropped 3bps sequentially to ~3.43% (on total assets) and to~ 3.62% on earnings
assets.

With improving deposit momentum and a slight drop in borrowings in the balance sheet mix,
the cost of funds remains sequentially stable at 4.9%.

HDFCB expects margin to be led by enhancement of retail mix, improved granular deposits, new
customer additions, building up of account balances and substitution of high-cost borrowings on
maturity with deposits (this may take time). In the near term, HDFCB expects NIM to remain
range-bound as rate cuts will be an influential factor in the long term.
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Overall asset quality — Slight uptick

»  Asset quality witnessed a slight increase in Q3, with overall GNPL at 1.42% from 1.36% in Q2FY25.
Slippages saw an uptick at INR 88bn (~1.4% of lagged loans) versus INR 77bn (~1.3% of lagged
loans) in Q2FY25. However, slippages (ex-Agri) were broadly stable at INR 65bn, which renders
comfort over asset quality challenges in the unsecured segment.

» On segmental basis, CRB GNPA saw an uptick of 19bps QoQ to 1.97%, largely driven by agri
slippages as CRB (ex-Agri) GNPA saw an uptick of 3bps to 1.27%.

» HDFCB continues to maintain strong contingency buffer. Floating provisions were steady
sequentially at INR 124bn whereas the bank utilized contingent provisions of ~INR 3bn, with total
contingent provisions at ~INR 135bn as on Q3FY25.

Other highlights

» Income tax refund in Q3FY25 stood at ~INR 2bn versus ~INR 0.5bn in the previous quarter.

»  RWA to total assets remained steady at 67%.

»  Merger dynamics: Deposits were crucial as the customers would ideally bring in CASA accounts
with an average balance of INR 30-32K. Of the total customer base of ~4mn, ~1.9mn has been
brought on liability book and ~250K customers have been cross-sold products.

»  HDB Financials: Loan growth continues to be healthy at 3.5% QoQ and 21.5% YoY. Gross Stage-3

assets saw a QoQ uptick to 2.25% (2.1% in Q2FY25).

Exhibit 1: P&L highlights — PAT at INR 167bn - supported by couple of one-offs

(INR mn) Q3FY23 Q4FY23 Q1FY24 Q2FY24 Q3FY24 Q4FY24 Q1FY25 Q2FY25 Q3FY25
NII 229,878 233,518 235,991 273,852 284,713 290,768 298,371 301,139 306,533
Other income 84,998 87,312 92,299 107,078 111,370 181,663 106,681 114,827 114,536
Net revenue 314,877 320,830 328,289 380,931 396,084 472,431 405,053 415,966 421,068
Opex 124,636 134,621 140,569 153,992 159,611 179,688 166,206 168,909 171,064
PPoP 190,241 186,209 187,720 226,939 236,473 292,742 238,846 247,057 250,004
Investment gains 2,614 (377) 5,520 10,410 14,700 75,900 2,200 2,900 700
Core PPoP 187,627 186,586 182,200 216,529 221,773 216,842 236,646 244,157 249,304
Provisions 28,064 26,854 28,600 29,038 42,166 135,116 26,021 27,005 31,539
PBT 162,176 159,355 159,120 197,901 194,307 157,626 212,826 220,052 218,466
PAT 122,595 120,475 119,520 159,761 163,725 165,119 161,748 168,209 167,355
YoY (%)

NII 24.6 23.7 211 30.3 23.9 24.5 26.4 10.0 7.7
Other income 3.9 14.3 44.5 41.0 31.0 108.1 15.6 7.2 2.8
Net revenue 18.3 21.0 26.9 331 25.8 47.3 234 9.2 6.3
Opex 26.5 32.6 33.9 37.2 28.1 33.5 18.2 9.7 7.2
PPoP 13.4 13.8 22.2 30.5 24.3 57.2 27.2 8.9 5.7
Investment gains (75.0) NM NM NM NM NM NM NM NM
Core PPoP 19.3 14.4 9.2 21.8 18.2 16.2 29.9 12.8 12.4
Provisions (6.3) (18.9) (10.3) (10.4) 50.2 403.2 (9.0) (7.0) (25.2)
PAT 18.5 19.8 30.0 50.6 33.5 37.1 35.3 5.3 2.2
QoQ (%)

NII 9.4 1.6 1.1 16.0 4.0 2.1 2.6 0.9 1.8
Other income 11.9 2.7 5.7 16.0 4.0 63.1 (41.3) 7.6 (0.3)
Net revenue 10.0 1.9 2.3 16.0 4.0 19.3 (14.3) 2.7 1.2
Opex 11.0 8.0 4.4 9.5 3.6 12.6 (7.5) 1.6 1.3
PPoP 9.4 (2.1) 0.8 20.9 4.2 23.8 (18.4) 34 1.2
Investment gains NM NM NM NM NM NM NM NM NM
Core PPoP 5.5 (0.6) (2.4) 18.8 2.4 (2.2) 9.1 3.2 2.1
Provisions (13.4) 4.3) 6.5 1.5 45.2 220.4 (80.7) 3.8 16.8
PAT 15.6 (1.7) 0.8) 33.7 2.5 0.9 (2.0) 4.0 (0.5)

Source: Company, Elara Securities Research
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Exhibit 2: Loan growth came in at 3% YoY/ 0.9% QoQ

(INR bn) Q3FY23 Q4FY23 Q1FY24 Q2FY24 Q3FY24 Q4FY24 Q1FY25 Q2FY25 Q3FY25
Net advances 15,068 16,006 16,157 23,312 24,461 24,849 24,635 24,951 25,182
-YoY 19.5 16.9 15.8 57.5 62.3 55.2 52.5 7.0 3.0
-QoQ 1.8 6.2 0.9 44.3 4.9 1.6 -0.9 1.3 0.9
Source: Company, Elara Securities Research
Exhibit 3: Loan growth came in at 0.9% QoQ, led by ~2.1%/2.7% QoQ growth in Retail/Commercial Book
Segments (INR bn) (INR bn) Growth (%) Loan mix (%)
Q3FY24 Q2FY25 Q3FY25 YoY (%) QoQ (%) Q3FY24 Q2FY25 Q3FY25
Personal Loans 1,815 1,896 1,944 7.1 25 7.3 7.5 7.6
Auto 1,280 1,375 1,399 9.3 1.7 5.2 5.5 5.5
Payment Products 971 1,097 1,123 15.7 2.4 3.9 4.4 4.4
Two Wheelers 113 125 122 8.0 (2.4) 0.5 0.5 0.5
Gold Loans 131 159 167 27.5 5.0 0.5 0.6 0.7
Other Retail 446 475 499 11.9 5.1 1.8 1.9 2.0
Retail Non-Mortgages 4,756 5,127 5,254 10.5 2.5 19.3 20.4 20.7
Retail mortgages 7,450 8,028 8,171 9.7 1.8 30.2 31.9 32.1
Total Retail advances 12,206 13,155 13,425 10.0 2.1 49.4 52.2 52.8
Emerging Corporates 2,199 2,204 2,192 (0.3) (0.5) 8.9 8.7 8.6
Business Banking 3,068 3,439 3,629 18.3 5.5 12.4 13.7 14.3
Commercial Transportation 1,313 1,449 1,485 13.1 2.5 5.3 5.8 5.8
Other CRB 207 241 226 9.2 (6.2) 0.8 1.0 0.9
Total Commercial 6,787 7,333 7,532 11.0 2.7 27.5 29.1 29.6
Agriculture 930 1,081 1,076 15.7 (0.5) 3.8 4.3 4.2
Corporates and Other Wholesale 5,365 4,765 4,806 (10.4) 0.9 21.7 18.9 18.9
Gross advances 25,288 26,334 26,839 6.1 1.9 102.4 104.5 105.6
IBPC/BRDS (594) (1,144) (1,413) 137.9 235 (2.4) (4.5) (5.6)
Total advances 24,694 25,190 25,426 3.0 0.9 100.0 100.0 100.0
Source: Company, Elara Securities Research
Exhibit 4: Sequential deposit accretion led by term deposit growth of ~4.6% QoQ
(INR bn) Q3FY23 Q4FY23 Q1FY24 Q2FY24 Q3FY24 Q4FY24 Q1FY25 Q2FY25 Q3FY25
Deposits 17,332 18,834 19,131 21,729 22,140 23,798 23,791 25,001 25,638
-YoY (%) 19.9 20.8 19.2 29.8 27.7 26.4 24.4 15.1 15.8
-QoQ (%) 3.6 8.7 1.6 13.6 1.9 7.5 0.0 51 2.5
CA 2,277 2,735 2,524 2,477 2,558 3,100 2,673 2,754 2,671
-YoY (%) 8.3 14.3 14.4 7.7 12.3 13.3 5.9 11.2 4.4
-QoQ (%) (1.0) 20.1 (7.7) (1.8) 3.2 21.2 (13.8) 3.0 (3.0)
SA 5,352 5,625 5,606 5,700 5,799 5,987 5,964 6,081 6,056
-YoY (%) 13.6 9.9 9.1 7.6 8.4 6.4 6.4 6.7 4.4
-Q00 (%) 1.0 5.1 0.3) 1.7 1.7 3.2 (0.4) 2.0 (0.4)
Source: Company, Elara Securities Research
Exhibit 5: Business momentum witnessed a sequential slowdown
QoQ (%) Q3FY23 Q4FY23 Q1FY24 Q2FY24 Q3FY24 Q4FY24 Q1FY25 Q2FY25 Q3FY25
Loan growth 1.8 6.2 0.9 44.3 4.9 1.6 (0.9) 1.3 0.9
NII growth 9.4 1.6 1.1 16.0 4.0 2.1 2.6 0.9 1.8
PPoP growth 9.4 2.1) 0.8 20.9 4.2 23.8 (18.4) 3.4 1.2
Core PPoP growth 5.5 (0.6) (2.4) 18.8 2.4 (2.2) 9.1 3.2 21
Source: Company, Elara Securities Research
Exhibit 6: Reported margin declined by 3bps QoQ to 3.43%
(%) Q3FY23 Q4FY23 Q1FY24 Q2FY24 Q3FY24 Q4FY24 Q1FY25 Q2FY25 Q3FY25
Yield on advances - Calculated 9.01 9.18 9.45 11.00 9.51 9.43 9.49 9.58 9.56
Cost of funds - Calculated 4.13 4.32 4.75 6.43 5.77 5.66 5.74 5.79 5.83
NIM (on assets) 4.10 4.10 4.10 3.40 3.40 3.44 3.47 3.46 3.43
Source: Company, Elara Securities Research
Elara Securities (India) Private Limited 5
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Exhibit 7: Overall asset quality saw some uptick in GNPA at 1.42%

(INR mn) Q3FY23 Q4FY23 Q1FY24 Q2FY24 Q3FY24 Q4FY24 Q1FY25 Q2FY25 Q3FY25
Opening GNPA 183,010 187,639 180,190 190,641 315,779 310,117 311,733 330,257 342,506
Additions 66,000 49,000 58,000 78,000 70,000 73,000 79,000 78,000 88,000
Recoveries and upgradation 30,371 32,449 26,500 45,000 45,000 45,000 35,000 36,000 40,000
Write offs 31,000 24,000 21,000 32,500 31,000 26,000 26,000 29,000 31,000
Closing GNPA 187,639 180,190 190,690 191,141 309,779 312,117 329,733 343,257 359,506
GNPL (%) 1.23 1.12 1.17 1.34 1.28 1.24 1.33 1.36 1.42
NNPL (%) 0.33 0.27 0.30 0.35 0.31 0.33 0.39 0.41 0.46
PCR (%) 73.22 75.76 74.94 74.44 75.29 74.04 71.21 69.90 67.83
Slippages (%)# 21 1.4 1.6 1.9 1.2 1.2 1.3 1.3 1.4

Note: # Comparable post Q3FY24, Source: Company, Elara Securities Research

Exhibit 8: GNPA increases in CRB segment

(INR mn) (%)
(INR mn) Q3FY24 Q4FY24 Q1FY25 Q2FY25 Q3FY25 Q3FY24 Q4FY24 QI1FY25 Q2FY25 Q3FY25
Retail 100,089 99,761 105,099 110,502 111,428 0.8 0.8 0.8 0.8 0.8
CRB GNPA 122,700 128,090 143,070 149,769 169,578 1.6 1.6 1.8 1.8 2.0
CRB ex Agri GNPA 73,300 81,935 87,674 90,929 95,656 1.1 1.2 1.2 1.2 1.3
Agri GNPA 49,401 46,155 55,396 58,840 73,921 55 5.0 5.3 5.9 6.8
Corporate 89,596 87,290 84,568 85,294 82,183 1.7 1.7 1.8 1.8 1.7
Total GNPA 312,385 315,142 332,738 345,565 363,188 1.3 1.2 1.3 1.4 1.4

Source: Company, Elara Securities Research

Exhibit 9: Movement of contingency provisions — HDFCB utilized ~INR 3bn

(INR bn) Q3FY23 Q4FY23 Q1FY24 Q2FY24 Q3FY24 Q4FY24 Q1FY25 Q2FY25 Q3FY25
Opening provisions 96 94 97 97 142 150 149 145 138
Add fresh provisions after drawdowns 2) 3 0 45 8 1) 1) (1) 3)
Closing provisions 94 97 97 142 150 149 145 138 135

Source: Company, Elara Securities Research

Exhibit 10: Liquidity coverage ratio stood at 125% vs 128% last quarter

(%) Q3FY23 Q4FY23 Q1FY24 Q2FY24 Q3FY24 Q4FY24 Q1FY25 Q2FY25 Q3FY25
LCR 113 116 126 121 110 115 123 128 125

Source: Company, Elara Securities Research

Exhibit 11: Performance of HDB Financials - Gross stage-3 sees an uptick of 15bps QoQ to 2.25%

(INR bn) Q3FY23 Q4FY23 Q1FY24 Q2FY24 Q3FY24 Q4FY24 Q1FY25 Q2FY25 Q3FY25
Loans 651.0 700.3 735.7 778.6 840.0 902.0 956.0 986.0 1,021.0
Net income 223 22.6 23.1 23.6 23.5 22.9 239 24.1 25.0
PAT 5.0 5.5 5.7 6.0 6.4 6.6 5.8 5.9 4.7
Gross stage 3 ratio, % 3.7 2.7 2.5 2.4 2.3 1.9 1.9 2.1 2.3
Tier 1 ratio, % 16.0 15.9 15.8 15.7 14.5 14.1 14.0 14.6 14.4

Source: Company, Elara Securities Research
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Q3FY25 conference call highlights

Opening remarks by MD and CEO

14

Amidst challenging macro environment, tight liquidity constraints, moderating urban demand
and volatility and depreciation in INR, capital outflows in ECM, HDFCB's growth drivers picked
pace with pick-up in rural demand, improved government spending from HIFY25, increase in
services exports and gradual moderation in inflation.

In order to normalize CD ratio, HDFCB expects the deposit growth to outpace loan growth.

Average deposits grew by 16% YoY — HDFCB is continuing to gain market share. HDFCB's AUM
grew 8%.

NIMs have remain range-bound and stable despite liquidity and high cost constraints.

Productivity metrics have improved. HDFCB added 1K branches in the past fiscal, with cost up
7% YoY.

Future outlook: HDFCB is well positioned to achieve balanced growth. It has sufficient liquidity
and capital to capture loan market when macro-environment turns favourable.

Business momentum

4

4

HDFCB had changed its stance to a slowdown in credit growth moderating its CD ratio. AUM
growth of 7% YoY was in line with HDFCB's estimates. As macro-economic conditions improve,
the rate of growth has been calibrated through credit model and price models.

Priority sector: HDFCB has met PSL requirements on an aggregate levels. However, shortfall
continuous in SMF and weaker sections (conditions similar to previous year). HDFCB has various
steps in place to meet its PSL requirements — Organically growing on-balance book and IBPC to
transact PTC securities and buy PSL from markets. HDFCB has largely factored in the cost of PSL
in the ROA tree.

Emerging corporate book: Spreads in this book are tightening (similar to large corporates) and
HDFCB will continue to monitor pricing in this portfolio, managing relationships and wallet
share.

Business Banking portfolio is largely secured. Self-employed (individual business loans) are a
part of retail loans and largely intact.

MFI book was 1% of the total loan book (lending to woman in rural areas) and is performing well
on account of asset quality.

Liquidity metrics: Investments (net of cash and cash equivalents) of INR 500bn have been parked
by treasury yielding ~6.5-7% (largely in 10-year G-sec at sub 7%). Weighted average cost of the
borrowing of erstwhile HDFC is in the range of 7.9-8% (including cost of hedges). As part of
treasury management, in Q3, HDFCB bought bonds of ~INR 44bn.

RWA density is largely stable at 67% and RWA to (funded and non-funded including CCF factor)
stood at 63%. This is ~5-7% lower than peers. Retail credit growth was brought down and once
retail credit pick up, yields are likely to pick-up with a corresponding pick in RWA density.

Of the total loan book, 70% is floating rate book (45% is repo-linked and latter pertains to MCLR
and T-Bill) and balance 30% is fixed rate book.

LDR ratio: from peak levels of ~110%, and has come down to 100% in Q3.

Asset quality

4
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Asset quality is in-line with HDFCB's credit parameters. Credit cost and slippages (excluding
cyclical factors) have shown reasonably steady trends.

Overall PCR stood at 68% and PCR (excluding Agri) at 71% (steady on sequential basis).

Slippages in unsecured loans are largely under control as per HDFCB's credit under-writing
model. Slippage ratio in this segment has remained largely stable despite a slowdown in growth.
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Contingent provision utilization was INR 3bn in Q3 due to one performing large wholesale
account large wholesale accounts. This was recovered in this quarter.

Within current GNPA of 1.42%, ~15bps of NPA pertained to performing assets and was classified
as restructured in erstwhile HDFC.

Writing-off policy on unsecured loans: HDFCB provides on 90 DPD. On secured loans, it is largely
in the range of 150-180DPD per product-to-product basis.

HDB Financial Services: GS-3 was up 15bps to 2.25%. However, GS-2 improved 5bps QoQ.

Cost, margins and other highlights

»

NIMs have largely been stable and range-bound. Tailwinds through reduced borrowing cost have
been offset by CASA. In the next few years, with improved CASA and rates reducing on
consequent reduction in TD share, margin should spike.

Interest reversal on Agri pertains to ~one-year interest of loan, amounting to INR 1-1.5bn in Q3.

Cost-to-income was broadly steady at ~40.5%. Overall cost was up at 7.5% (in line with inflation
cost at sub-8%). HDFCB will continue to invest in technological expenses (~10% of current spends
versus single-digit previously). Per the bank, cost-to-asset of ~1.93% is best-in-class and the key
monitorable for HDFCB.

In Q3, HDFCB had -INR 2.5bn MTM on equity position, which has been routed through P&L.

Employee headcount picked up in Q3 to ~210K (3k added in this quarter; 2K in 12-month period)
— HDFCB has ramped up investment in people to implement productivity models. Of the total
employee count, 85-90% have direct contact with the customers.

Income tax refund in Q3 stood at ~INR 2bn versus ~INR 0.5bn in Q2.

Exhibit 12: Q3FY25 results highlights

(INR mn) Q3FY25 Q3FY24 YoY (%) Q2FY25 QoQ (%)
Interest income 760,069 705,826 7.7 740,169 2.7
Interest expenses 453,536 421,113 7.7 439,030 3.3
Net interest income 306,533 284,713 7.7 301,139 1.8
Other income 114,536 111,370 2.8 114,827 (0.3)
Operating expenses 171,064 159,611 7.2 168,909 1.3
Staff expense 59,504 53,518 11.2 59,853 (0.6)
Other opex 111,560 106,093 5.2 109,056 2.3
Pre prov op profit (PPP) 250,004 236,473 5.7 247,057 1.2
Provisions 31,539 42,166 (25.2) 27,005 16.8
Profit before tax 218,466 194,307 12.4 220,052 0.7)
Provision for tax 51,111 30,581 67.1 51,843 1.4)
Profit after tax 167,355 163,725 2.2 168,209 (0.5)
EPS (INR) 21.9 21.6 22.0

Ratios

NII/ GII 40.3 40.3 40.7

Cost - income 40.6 40.3 40.6

Provisions / PPOP 12.6 17.8 10.9

Tax rate 234 15.7 23.6

Balance sheet (INR bn)

Advances 25,182 24,461 3.0 24,951 0.9
Deposits 25,638 22,140 15.8 25,001 2.5
CD ratio (%) 98.2 110.5 99.8

Asset quality (INR mn)

Gross NPA 360,186 310,117 16.1 342,506 5.2
Gross NPAs (%) 1.4 1.3 1.4

Net NPA 115,875 76,641 51.2 103,085 12.4
Net NPA(%) 0.5 0.3 0.4

Provision coverage (%) 67.8 75.3 69.9

Source: Company, Elara Securities Research
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Exhibit 13: SOTP valuation (Sept’2026E)

Particulars Value per share (INR)
HDFC Bank - Merged entity (standalone) 1,749
Value of subsidiaries and associates (post hold. co. discount) 148

1,898

Total value per share

Source: Elara Securities Estimate
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Abbreviation

ABV Adjusted book value per share

BVPS Book value per share

CA Current Accounts

CASA Ratio Current and savings account ratio
CBG Commercial banking group

EBLR External benchmark lending rate
ECLG Emergency Credit Line Guarantee Scheme
EPS Earnings per share

GCA Gross customer assets

GNPL Gross non-performing loans

LAP Loans against property

MC Mid-corporate

MCLR Marginal Cost of Funds based Lending Rate
MTM Mark to market

NII Net interest income

NIM Net interest margin

NNPL Net non-performing loans

PCR Provision Coverage Ratio

PPoP Pre-provision operating profit

RoA Return on Assets

RoE Return on Equity

SBB Small Business banking

SME Small and medium-sized enterprises
SR Security Receipts

TD Term Deposits

WBG Wholesale banking group
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Date Rating Target Price Closing Price
46 13-Jan-2023 Buy INR 1,925 INR 1,601
47 13-Apr-2023 Buy INR 2,009 INR 1,692
48 21-Apr-2023 Buy INR 2,013 INR 1,675
49 18-Sep-2023 Accumulate INR 1,820 INR 1,629
50 16-Jan-2024 Accumulate INR 1,889 INR 1,679
51 19-Apr-2024 Buy INR 1,889 INR 1,531
52 19-Jul-2024 Accumulate INR 1,843 INR 1,607
53 18-Oct-2024 Accumulate INR 1,898 INR 1,682

Guide to Research Rating

BUY Absolute Return >+20%
ACCUMULATE  Absolute Return +5% to +20%
REDUCE Absolute Return -5% to +5%
SELL Absolute Return < -5%
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Disclosures & Confidentiality for non U.S. Investors

The Note is based on our estimates and is being provided to you (herein referred to as the “Recipient”) only for information purposes. The sole purpose of this Note is to provide preliminary information on the
business activities of the company and the projected financial statements in order to assist the recipient in understanding / evaluating the Proposal. Nothing in this document should be construed as an advice to buy
or sell or solicitation to buy or sell the securities of companies referred to in this document. Each recipient of this document should make such investigations as it deems necessary to arrive at an independent
evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved) and should consult its own advisors to determine the merits and risks of such an
investment. Nevertheless, Elara Securities (India) Private Limited or any of its affiliates is committed to provide independent and transparent recommendation to its client and would be happy to provide any
information in response to specific client queries. Elara Securities (India) Private Limited or any of its affiliates have not independently verified all the information given in this Note and expressly disclaim all liability
for any errors and/or omissions, representations or warranties, expressed or implied as contained in this Note. The user assumes the entire risk of any use made of this information. Elara Securities (India) Private
Limited or any of its affiliates, their directors and the employees may from time to time, effect or have effected an own account transaction in or deal as principal or agent in or for the securities mentioned in this
document. They may perform or seek to perform investment banking or other services for or solicit investment banking or other business from any company referred to in this Note. Each of these entities functions
as a separate, distinct and independent of each other. This Note is strictly confidential and is being furnished to you solely for your information. This Note should not be reproduced or redistributed or passed on
directly or indirectly in any form to any other person or published, copied, in whole or in part, for any purpose. This Note 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 Elara Securities (India)
Private Limited or any of its affiliates to any registration or licensing requirements within such jurisdiction. The distribution of this document in certain jurisdictions may be restricted by law, and persons in whose
possession this document comes, should inform themselves about and observe, any such restrictions. Upon request, the Recipient will promptly return all material received from the company and/or the Advisors
without retaining any copies thereof. The Information given in this document is as of the date of this report and there can be no assurance that future results or events will be consistent with this information. This
Information is subject to change without any prior notice. Elara Securities (India) Private Limited or any of its affiliates reserves the right to make modifications and alterations to this statement as may be required
from time to time. However, Elara Securities (India) Private Limited is under no obligation to update or keep the information current. Neither Elara Securities (India) Private Limited nor any of its affiliates, group
companies, directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or consequential including lost revenue or lost profits that may arise from or in connection
with the use of the information. This Note should not be deemed an indication of the state of affairs of the company nor shall it constitute an indication that there has been no change in the business or state of affairs
of the company since the date of publication of this Note. The disclosures of interest statements incorporated in this document are provided solely to enhance the transparency and should not be treated as
endorsement of the views expressed in the report. Elara Securities (India) Private Limited generally prohibits its analysts, persons reporting to analysts and their family members from maintaining a financial interest
in the securities or derivatives of any companies that the analysts cover. 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.

Any clarifications / queries on the proposal as well as any future communication regarding the proposal should be addressed to Elara Securities (India) Private Limited. It is important to note that any dispute with
respect to this research report, would not have access to stock exchange investor redressal forum or arbitration mechanism.

Elara Securities (India) Private Limited was incorporated in July 2007 as a subsidiary of Elara Capital (India) Private Limited.

Elara Securities (India) Private Limited is a SEBI registered Stock Broker in the Capital Market and Futures & Options Segments of National Stock Exchange of India Limited [NSE], in the Capital Market Segment of
BSE Limited [BSE] and a Depository Participant registered with Central Depository Services (India) Limited [CDSL].

Elara Securities (India) Private Limited’s business, amongst other things, is to undertake all associated activities relating to its broking business.

The activities of Elara Securities (India) Private Limited were neither suspended nor has it defaulted with any stock exchange authority with whom it is registered in last five years. However, during the routine course
of inspection and based on observations, the exchanges have issued advise letters or levied minor penalties on Elara Securities (India) Private Limited for minor operational deviations in certain cases. Elara Securities
(India) Private Limited has not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has the certificate of registration been cancelled by SEBI at any point of time.

Elara Securities (India) Private Limited offers research services primarily to institutional investors and their employees, directors, fund managers, advisors who are registered or proposed to be registered.
Details of Associates of Elara Securities (India) Private Limited are available on group company website www.elaracapital.com
Elara Securities (India) Private Limited is maintaining arms-length relationship with its associate entities.

Research Analyst or his/her relative(s) may have financial interest in the subject company. Elara Securities (India) Private Limited does not have any financial interest in the subject company, whereas its associate
entities may have financial interest. Research Analyst or his/her relative does not 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. Elara Securities (India) Private Limited does not 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. Associate entities of Elara Securities (India) Private Limited 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 relative or Elara Securities (India) Private Limited or its associate entities does not have any other material
conflict of interest at the time of publication of the Research Report.

Research Analyst or his/her relative(s) has not served as an officer, director or employee of the subject company.

Research analyst or Elara Securities (India) Private Limited have not received any compensation from the subject company in the past twelve months. Associate entities of Elara Securities (India) Private Limited may
have received compensation from the subject company in the past twelve months. Research analyst or Elara Securities (India) Private Limited or its associate entities have not managed or co-managed public offering
of securities for the subject company in the past twelve months. Research analyst or Elara Securities (India) Private Limited or its associates have not received any compensation for investment banking or merchant
banking or brokerage services from the subject company in the past twelve months. Research analyst or Elara Securities (India) Private Limited or its associate entities may have received any compensation for
products or services other than investment banking or merchant banking or brokerage services from the subject company or third party in connection with the Research Report in the past twelve months.

Disclaimer & Standard warning

Registration granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or
provide any assurance of returns to investors.

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.
Disclaimer for non U.S. Investors

The information contained in this note is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we endeavor to provide accurate and timely information,
there can be no guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the future. No one should act on such information without appropriate professional
advice after a thorough examination of the particular situation.

Disclosures for U.S. Investors

The research analyst did not receive compensation from HDFC Bank Limited.

Elara Capital Inc.’s affiliate did not manage an offering for HDFC Bank Limited.

Elara Capital Inc.’s affiliate did not receive compensation from HDFC Bank Limited in the last 12 months.

Elara Capital Inc.’s affiliate does not expect to receive compensation from HDFC Bank Limited in the next 3 months..

Disclaimer for U.S. Investors

This material is based upon information that we consider to be reliable, but Elara Capital Inc. does not warrant its completeness, accuracy or adequacy and it should not be relied upon as such.

This material is not intended as an offer or solicitation for the purchase or sale of any security or other financial instrument. Securities, financial instruments or strategies mentioned herein may not be suitable
for all investors. Any opinions expressed herein are given in good faith, are subject to change without notice, and are only correct as of the stated date of their issue. Prices, values or income from any securities
or investments mentioned in this report may fall against the interests of the investor and the investor may get back less than the amount invested. Where an investment is described as being likely to yield income,
please note that the amount of income that the investor will receive from such an investment may fluctuate. Where an investment or security is denominated in a different currency to the investor’s currency of
reference, changes in rates of exchange may have an adverse effect on the value, price or income of or from that investment to the investor. The information contained in this report does not constitute advice on
the tax consequences of making any particular investment decision. This material does not take into account your particular investment objectives, financial situations or needs and is not intended as a
recommendation of particular securities, financial instruments or strategies to you. Before acting on any recommendation in this material, you should consider whether it is suitable for your particular
circumstances and, if necessary, seek professional advice.

Certain statements in this report, including any financial projections, may constitute “forward-looking statements.” These “forward-looking statements” are not guarantees of future performance and are based
on numerous current assumptions that are subject to significant uncertainties and contingencies. Actual future performance could differ materially from these “forward-looking statements” and financial
information.
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