Steady performance on all fronts..

HDFC Bank is the second largest private sector bank in India. The Bank has a
nationwide distribution network of 4,555 branches and 12,087 ATM's in 2,597
cities/towns.
¢ Net interest income (NII)/net profitincreased by 18%/15% YoY (in line with
our expectation) despite marginal decline of 4 bps YoY in net interest
margin (NIM) to 4.6%.
o Advances grew at a healthy pace of 18% YoY led by strong growth in
domestic retail advances (122% YoY).
o Asset quality remained broadly stable with Gross non-performing assets
(GNPA) ratio at 1.1% and Net NPA (NNPA) ratio at 0.3%.
e We expect NII and net profit to increase at a healthy CAGR of 18% and
19%, respectively over FY16-19E supported by 17% CAGR in advances.
e HDFC Bank is best placed among peers given its higher than system credit
growth with best in-class asset quality and superior return ratios. We
maintain BUY rating on the stock with a TP of Rs1,417 (3.2x FY19E P/ABV).

Business growth intact

Advances increased by 18% YoY mainly driven by retail segment (122% YoY). All the
retail segments delivered high double digit growth barring gold loans. Thus,
proportion of retail segment increased to 55% (1269 bps YoY) in the total domestic loan
book. On liabilities side, demonetization led to strong CASA flow (+37% YoY)
especially led by savings account (SA) growth of 38% YoY. Hence, CASA ratio
improved 500bps QoQ to 45%. Although FCNR deposits redemption had material
impact on both sides of the balance sheet, the bank continued to report healthy
business growth of 17% YoY. Going forward, we expect the bank to continue to
outpace the industry growth rate (11-12%) and factor 17%/14% CAGR in
advances/ deposits over FY16-19E supported by the bank’s robust retail franchise.

Strong operating performance

HDFC Bank’s NII increased at a strong pace of 18% YoY (in line with our expectation)
on the back of strong retail loan growth across segments. However, NIM declined
marginally by 4 bps YoY to 4.6% due to excess liquidity on the balance sheet post
demonetization. Other income increased at a moderate pace of 9% YoY due to decline
in ATM and merchant fees. Hence, net profit increased by 15% YoY. We expect NII and
net profit to grow at a healthy CAGR of 18% and 19%, respectively over FY16-19E
supported by stable NIM of 4.7% and credit cost of 0.7%.

Stable asset quality

Asset quality remained broadly stable as Gross NPA/Net NPA increased marginally
by 3/2 bps to 1.1%/0.3%. However, if the bank had not received the benefit of RBI
dispensation of additional 90 days for NPL classification, Gross NPA would have been
higher by 3-5 bps. Overall, the bank has maintained robust asset quality over all these
years given the higher share of working capital and retail financing in the total loan
book. Moreover, the bank’s provision coverage ratio (PCR) of ~70% provides comfort.
Hence, we don’t expect any negative surprises on asset quality front over near to
medium term.

Outlook & Valuation

Given the bank’s higher credit growth (17% CAGR over FY16-19E), best in-class asset
quality (Gross NPA of 1.2% by FY19E) and superior return ratios (RoE of 19% and RoA
of 2.2%), we expect the bank to continue to command premium valuation over its
peers. Further, we believe that HDFC Bank is best placed to garner additional market
share in both retail assets and liabilities given its strong retail franchise. Hence, we
maintain a BUY rating on the stock with revised target price of Rs1,417 (3.2x FY19E
P/ABV). We have largely maintained our estimates for FY17-18E and introduced
FY19E estimates.

GEOJIT
BNP PARIBAS

| Savings & Investments

Market Cap (Rs cr) 328,327
Outstanding Shares (cr) 256
Free Float 74 %
Dividend Yield 0.7%
52 week high Rs1,318
52 week low Rs929
6m average volume (cr) 0.2
Beta 0.7
Facevalue Rs2
Promoters 26.3 26.2 26.1
FIl's 39.6 394 39.2
MFs/ Insti 13.8 14.3 15.0
Public& Others 20.3 20.1 19.7
Total 100.0 100.0 100.0
PricePerformance  dmth  6mth 1 Year |
Absolute Return 2.5% 3.1% 22.5%
Absolute Sensex -3.3% -2.8% 9.6%
Relative Return* 5.8% 5.9% 12.9%

*over or under performance to benchmark index
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Net Interest Income 32,893 38,838 45,566
Growth (%) 19% 18% 17%
NIM (%) 4.8 4.7 4.8
Pre Pro Profit 25,397 30,025 35,607
Growth (%) 19% 18% 19%
Net Profit 14,638 17,341 20,529
Growth (%) 19% 18% 18%
EPS 7.8 67.9 80.3
Growth (%) 18% 18% 18%
P/E 22.4 18.9 16.0
P/BV 4.0 3.4 2.9
P/ABV 4.1 B35 3.0
RoE (%) 18.8 19.0 19.2
RoA (%) 1.9 2.0 2.1




Quarterly Financials (Standalone)
Profit & Loss Account

(Rscr) Q3FY17 Q3FY16 YoY Growth % Q2FY17 QoQ Growth %
Interest Income 17,606 15,411 14.2 17,070 3.1
Interest onadvances 13,176 11,483 14.7 12,901 2.1
Income on Investments 4,049 3,651 10.9 3,818 6.1
Others 381 276 37.8 351 8.6
Interest Expense 9,297 8,343 11.4 9,076 2.4
Net Interest Income 8,309 7,069 17.6 7,994 3.9
Non-Interest Income 3,143 2,872 9.4 2,901 8.3
Total Net Income 11,452 9,941 15.2 10,895 5.1
Operating Expenses 4,843 4,205 15.2 4,870 (0.6)
Employee Cost 1,689 1,431 18.0 1,657 1.9
Other Operating Exp. 3,154 2,774 13.7 3,213 (1.8)
Total Income 20,748 18,283 13.5 19,971 3.9
Total Expenditure 14,139 12,547 12.7 13,946 14
Pre-Provisioning profit 6,609 5,736 15.2 6,025 9.7
Provisions 716 654 9.5 749 (4.4)
Profit Before Tax 5,893 5,082 16.0 5,276 11.7
Tax 2,028 1,725 17.6 1,820 11.4
Net Profit 3,865 3,357 15.1 3,455 11.9
EPS - Diluted (Rs) 15.1 13.3 13.8 13.6 11.4
(Rscr) Q3FY17 Q3FY16 YoY Growth % Q2FY17 QoQ Growth %
Advances 494,418 418,541 18.1 470,622 5.1
Deposits 591,731 506,909 16.7 573,755 3.1
Total Business 1,086,148 925,450 17.4 1,044,377 4.0
Gross NPA 5,232 4,255 23.0 5,069 3.2
Net NPA 1,564 1,261 24.1 1,489 5.1
Key Ratios (%) Q3FY17 Q3FY16 YoY bps Q2FY17 QoQ bps
NIM 4.6 4.7 4) 4.6 0
Cost of Fund 5.4 5.8 (43) 55 (13)
Yield on Advances 10.7 10.7 ) 10.7 (4)
Yield onInvestment* 7.3 8.3 (94) 7.4 (8)
Yield on Fund 9.8 10.2 37) 9.9 (8)
Cost to Income* 423 423 (1) 44.7 (242)
Credit to Deposit* 83.6 82.6 99 82.0 153
CASA 454 40.0 538 404 495
CAR 15.9 15.9 0 15.4 50
Tier I Capital 13.8 12.0 180 13.3 50
GNPA 11 1.0 8 1.0 3
NNPA 0.3 0.3 3 0.3 2
Provision Coverage 69.5 70.1 (58) 70.6 (106)
Credit Cost* 0.6 0.6 (5) 0.6 (6)
ROE (Ann.) 18.7 19.1 (47) 17.6 106
ROA (Ann.) 1.9 2.0 (8) 1.8 12

Source: Company, Geojit BNP Paribas Research

Old estimates New estimates Change %
Year /Rscr FY17E FY18E FY17E FY18E FY17E FY18E
NII 33,160 39,559 32,893 38,838 -0.8 -1.8
PPP 25,412 30,393 25,397 30,025 -0.1 -1.2
PAT 14,522 17,405 14,638 17,341 0.8 -0.4
EPS 57.3 68.7 57.3 67.9 0.0 -1.2
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Standalone Financials
Profit & Loss Account

Balance Sheet

Y.E March (Rs cr) FY15 FY16 FY17E FYI18E FY19E Y.E March (Rs cr) FY15 FY16 FY17E FY18E FY19E
Interest Income 48,470 60,221 69,508 79,646 90,885 Liabilities
Interest Expense 26,074 32,630 36,615 40,808 45,319 Capital 501 506 511 511 511
Net Interest Income 22,396 27,592 32,893 38,838 45,566
% Change 21.2 230 19.2 18.1 17.3 Reserves & Surplus 61,508 72,172 82,493 96,815 114,519
Non-InterestIncome | 8,996 10,752 12,140 13,952 16,137 Deposits 450,796 546,424 628,722 709,340 811,591
Net Income 31,392 38,343 45,033 52,790 61,703 .
Borrowmgs 45,214 53,018 71,255 92,214 118,033
Operating Expenses 13,988 16,980 19,636 22,765 26,096 Other Liabilitios &
Total Income 57,466 70,973 81,648 93,598 107,022 Do otities 32557 36725 37,504 42348 47,930
Total Expenditure | 40,062 49,610 56,251 63,573 71414 Total Liabilities 590,576 708,846 820,575 941,229 1092,584
Pre-Prov. Profit 17,404 21,364 25,397 30,025 35,608
9 Asset:
% Change 212 227 189 182 186 ssets
Provisions 2,076 2,726 3,222 3,755 4,507 Cash & Balances 36,331 38,919 37,723 49,654 64,927
Profit Before Tax 15,329 18,638 22,175 26,270 31,101 Investments 166,460 163,886 224,400 231,716 239,058
Tax 5,113 6,342 7,537 8,929 10,571
Tax Rate (%) 33 34 34 34 34 Advances 365,495 464,594 525,142 611,961 734,552
Net Profit 10,216 12,296 14,638 17,341 20,529 Fixed Assets 3,122 3,343 3,571 3,841 4,110
% Ch . . . . .
ange 205 204 19.0 18.5 184 Other Assets 19,168 38,104 29,739 44,057 49,037
No. of Shares (cr) 251 253 256 256 0
EPS (Rs) 40.8 48.6 57.3 67.9 80.3 Total Assets 590,576 708,846 820,575 941,229 1092,584
% Change 153 193 178 185 184
Ratios
Y.E March (Rs) FY15 FY16 FY17E FY18E FY19E
EPS 40.8 48.6 57.3 67.9 80.3
DPS 8.0 9.5 10.0 10.5 11.0
BV 247 .4 287.5 324.8 380.9 448.1
ABV 243.8 282.9 317.6 372.5 437.8
Valuation (%)
P/E 31.5 26.4 22.4 18.9 16.0
P/BV 5.2 4.5 4.0 3.4 2.9
P/ABV 510 4.6 4.1 3.5 3.0
Div. Yield 0.6 0.7 0.8 0.8 0.9
Spreads (%)
Yield on Advances 11.1 10.8 10.6 10.5 10.4
Yield onInvestments 7.2 8.5 8.2 8.1 8.1
Yield onFunds 10.1 10.4 10.1 10.0 10.0
Cost of Funds 5.8 6.0 5.6 54 5.2
Capital (%)
CAR 16.8 15.5 15.3 15.4 15.3
Tier I 13.7 13.2 13.3 13.6 13.8
Tier IT 3.1 2.3 2.0 1.8 1.5
Asset (%)
GNPA 0.9 0.9 1.1 1.1 1.2
NNPA 0.2 0.2 0.3 0.3 0.4
PCR 77.8 73.7 67.3 67.7 68.8
Management (%)
Credit/ Deposit 81.1 85.0 83.5 86.3 90.5
Cost/ Income 44.6 443 43.6 43.1 42.2
CASA 44.0 43.2 435 43.7 43.9
Earnings (%)
NIM 4.7 4.8 4.8 4.7 4.8
ROE 19.4 18.3 18.8 19.0 19.2
ROA 1.9 1.9 1.9 2.0 2.1
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Recommendation Summary (last 3 years)

Dates Rating Target
1600 - 30 January 2014 BUY 755
16 April2014 BUY 837
1400 1 20 May 2014 BUY 997
1200 - 25 November 2014 BUY 1171
03 July 2015 BUY 1294
1000 + 19 January 2016 BUY 1259
300 4 29 August2016 BUY 1387
30 January 2017 BUY 1417
600
400 -
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0 T T T T T 1
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Source: Bloomberg, Geojit BNP Paribas Research
Investment Rating Criteria
Large Cap Stocks; Mid Cap and Small Cap;
Buy - Upside is 10% or more. Buy - Upside is 15% or more.
Hold - Upside or downsideis lessthan 10%. Accumulate* - Upside between10% - 15%.
Reduce - Downside is 10% or more. Hold - Absolute returns between 0% - 10%.
Reduce/Sell - Absolute returns less than 0%.

To satisfy regulatory requirements, we attribute ‘ Accumulate’ asBuy and
‘Reduce’ as Sell.
The recommendations are based on12 month horizon, unless otherwise specified. The investment ratings are on absolute positive/negative return basis. Itis
possible that due to volatile price fluctuation in the near to medium term, there could be a temporary mismatch to rating.
* For reasons of valuations/ return/lack of clarity/event we may revisit rating at appropriate time. Please note that the stock always carries the risk of being
upgraded to BUY or downgraded to a HOLD, REDUCE or SELL.

Geojit BNP Paribas Financial Services Limited has outsourced the preparation of this research report to DION Global Solutions Limited whose relevant
disclosures are available hereunder. However, Geojit BNP Paribas's research desk have reviewed this report for any untrue statement of material fact or any
false or misleading information.

General Disclosures and Disclaimers

CERTIFICATION

I, Kaushal Patel, employee of Dion Global Solutions Limited (Dion) is engaged in preparation of this report and hereby certify that all the views expressed in
this research report (report) reflect my personal views about any or all of the subject issuer or securities.

Disclaimer

This report has been prepared by Dionand the report & its contents are the exclusive property of the Dionand the client cannot tamper with the report or
its contents inany manner and the said report, shall inno case, be further distributed to any third party for commercial use, with or without consideration.

Geojit BNP Paribas Financial Services Limited has outsourced the assignment of preparation of this report to Dion.

Recipient shall not further distribute the report to a third party fora commercial consideration as this report is being furnished to the recipient solely for the
purpose of information.

Dion has taken steps to ensure that factsin this report are based onreliable information but cannot testify, nor make any representation or warranty, express
or implied, to the accuracy, contents or data contained within this report. It is hereby confirmed that wherever Dion has emp loyed a rating system in this
report, the rating system has been clearly defined including the time horizon and benchmarks on which the rating is based.

Descriptions of any company or companies or their securities mentioned herein are not intended to be complete and this report is not,and should not be
construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments. Dion has not takenany stepsto ensure that the
securities referred to in this report are suitable for any particular investor. This report is not to be relied uponin substitution for the exercise of independent
judgment. Opinions or estimates expressed are current opinions as of the original publication date appearing on this report and the information, including
the opinions and estimates contained herein, are subject to change without notice. Dionis under no duty to update this report fromtime to time.

Dion or its associates including employees engaged in preparation of this report and its directors do not take any responsibility, financial or otherwise, of
thelosses or the damages sustained due to the investments made or any action taken on basis of this report, including but not restricted to, fluctuation in the
prices of securities, changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc.
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The investments or services contained or referred to in this report may not be suitable for all equally and it is recommended thatan independ ent investment

advisor be consulted. Inaddition, nothing in this report constitutes investment, legal, accounting or tax advice or a representation thatany investment or
strategy is suitable or appropriate to individual circumstances or otherwise constitutes a personal recommendation of Dion.

REGULATORY DISCLOSURES:

Dionis engaged in the business of developing software solutions for the global financial services industry across the entire transaction lifecycle and inter-
alia provides research and information services essential for business intelligence to global companies and financial institutions. Dion is listed on BSE
Limited (BSE) andis also registered under the SEBI (Research Analyst) Regulations, 2014 (SEBI Regulations) asa Research Analyst vide Registration No.
INH100002771. Dion’s activities were neither suspended nor has it defaulted with requirements under the Listing Agreement and / or SEBI (Listing
Obligations and Disclosure Requirements) Regulations, 2015 with the BSE in the last five years. Dion has not been debarred from doing business by BSE /
SEBI or any other authority.

Inthe context of the SEBI Regulations, we affirm that we are a SEBI registered Research Analystand in the course of our business, we issue research reports
/researchanalysis etc that are prepared by our Research Analysts. We also affirmand undertake thatno disciplinary action has been takenagainstus or our
Analysts in connection with our business activities.

Incompliance with the above mentioned SEBI Regulations, the following additional disclosures are also provided whichmay be considered by the reader
before making an investment decision:

1. Disclosures regarding Ownership

Dion confirms that:

(i) It/its associates have no financial interest or any other material conflict in relation to the subject company (ies) covered herein at the time of
publication of this report.

(ii) TIt/its associates have no actual / beneficial ownership of 1% or more securities of the subject company (ies) covered herein at the end of the
monthimmediately preceding the date of publication of this report.

Further, the Research Analyst confirms that:

(i) He, his associatesand his relatives have no financial interest in the subject company (ies) covered herein, and they haveno other material conflict
in the subject company atthe time of publication of this report.

(ii) He, his associates and his relatives have no actual/beneficial ownership of 1% or more securities of the subject company (ies) covered hereinat the
end of the month immediately preceding the date of publication of this report.

2. Disclosures regarding Compensation:
During the past 12 months, Dion or its Associates:

(a) Have not managed or co-managed public offering of securities for the subject company (b) Have not received any compensation for investment banking
or merchant banking or brokerage services from the subject company (c) Have not received any compensation for products or services other than
investment banking or merchant banking or brokerage services from the subject. (d) Have not received any compensation or other benefits from the subject
company or third party in connection with this report

3. Disclosure regarding the Research Analyst’s connection with the subjectcompany:

It is affirmed that I, Kaushal Patel employed as Research Analyst by Dion and engaged in the preparation of this report have not served as an officer,
director or employee of the subject company

4. Disclosure regarding Market Making activity:
Neither Dion /its Research Analysts have engaged in market making activities for the subjectcompany.

Copyright in this report vests exclusively with Dion.

KAUSHAL KANUBHAI £
PATEL

Geojit BNP Paribas, 34/659-P, Civil Lane Road, Padivattom, Kochi - 682024.

Toll Free Number: 1800425-5501/1800-103-5501, Paid Number: 91 - 0484 - 3911777,
Email id: customercare @geojit.com

Research Entity SEBI Registration Number: INH200000345
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