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Stock Idea Note - HDFC Bank Ltd

Company Overview

HDFC Bank Ltd. is India’s largest private sector bank, with a diversified franchise across
Retail, Small & Mid-Market and Corporate & Wholesale banking. As of Q1FY27, its Rs.
31.27 trillion AUM comprised 52% Retail, 21% Small & Mid-Market and 27% Corporate &
Wholesale, with mortgages accounting for 29% of AUM following the HDFC Ltd. merger.
The merger has strengthened HDFC Bank’s mortgage franchise and created a strong
mortgage-to-liability model, with 95% of new-to-bank home-loan customers opening a sav-
ings account, allowing the bank to build deposits around long-term lending relationships.
This is supported by a large phygital distribution network of 9,689 branches and 21,172
ATMs/CRMs. Bank’s 50% of branches are in semi-urban and rural markets, alongside
98% of financial transactions being digital. The bank further deepens customer relation-
ships through its ecosystem of HDB Financial Services, HDFC Life, HDFC AMC, HDFC
ERGO and HDFC Securities. Its conservative underwriting has kept asset quality resilient,
with GNPA at 1.17% in Q1FY27. With 10+ crore customers, Rs. 31.27 frillion deposits,
17.4% CET-1 and 1.85% RoA, HDFC Bank combines scale, distribution, a large mortgage
franchise and a broad financial-services ecosystem, supported by increasing in-house
technology and digital capabilities.

Investment Rationale

HDFC bank's young branch base and low customer penetration provide runway for
deposit and customer growth

HDFC Bank deliberately slowed customer acquisition over the last two years while
strengthening onboarding and fraud controls, rather than due to weak underlying demand.
With these guardrails now largely in place, management is restarting customer sourcing,
creating a visible runway for the 40% of branches that are less than five years old to ma-
ture and improve productivity. Business per branch has already increased from Rs. 266
crores in FY23 to Rs. 330 crores, indicating the operating leverage available as the net-
work matures. The opportunity is particularly large in deposits, with only 14% of HDFC
Bank's 10+ crore customers currently holding a term deposit, providing a large cross-sell
pool within the existing customer base. The bank is also using FCNR(B) to address near-
term funding requirements, with the FCNR(B) book rising from USD 4.02 bn in early June
to USD 5.42 bn by end-July, while further mobilisation is being pursued ahead of the RBI's
August 31 deadline. As customer acquisition picks up, younger branches mature and ex-
isting customers are converted into deeper deposit relationships, HDFC Bank can rebuild
granular deposits and gradually reduce its dependence on more expensive funding.

HDFC Bank's funding normalisation and improving asset mix provide a clear path
for NIM recovery

HDFC Bank's 3.26% NIM in Q1FY27 remains below its historical level, but the pressure is
increasingly identifiable and therefore reversible. Around Rs. 40,000-50,000 crores of high
-cost borrowings carrying slightly above 7% coupons are due to mature over the next few
years and can be replaced with retail funding at lower rates, creating a direct funding-cost
benefit. At the same time, deeper term-deposit penetration should reduce reliance on
wholesale funding, while management's target to increase Retail's share of AUM from
52% towards 60% should support asset yields. Credit growth is also showing renewed
momentum, with advances growing 15.4% YoY in Q1FY27, led by Corporate (+18.6%),
SME (+18.7%) and improving retail disbursements, while GNPA remains at 1.17% and
credit cost at 41bps. The bank's ability to grow without a corresponding deterioration in
credit quality provides an important earnings cushion. Thus, lower funding costs, a more
retail-oriented asset mix and controlled credit costs can progressively lift NIM and RoA,
with ROE improving as the post-merger balance sheet becomes more efficient.
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Valuation and Outlook

We expect HDFC Bank to sustain above 15% advance growth, supported by continued strength in Corporate and SME
lending, improving Retail disbursements and strong MSME traction. The key constraint however is the 95.8% LDR, as
credit is currently growing faster than deposits. We believe this can gradually ease as customer acquisition normalises after
the bank spent the last two years tightening onboarding and fraud controls. With these guardrails now largely in place, the
bank can accelerate acquisition through its branch network, where 40% of branches are less than five years old, allowing
branch productivity and granular deposit mobilisation to improve. Further, only 14% of its 10+ crore customers hold term
deposits, providing a large cross sell opportunity, while Rs. 40,000-50,000 crores of high cost borrowings maturing over the
next two years can be replaced with retail funding. This should allow deposits to catch up with advances and reduce reli-
ance on expensive funding. We therefore expect NIM to gradually recover from 3.26% towards 3.4-3.5%, as lower funding
costs from replacement of high cost borrowings combine with deeper TD penetration and a gradual shift in the loan mix
towards the targeted 60% Retail share. This should drive RoA towards 1.9% and RoE towards 15-16% by FY29E, as high-
er NII flows through to earnings while benign credit costs limit provisioning drag. We expect this to support 15% earnings
CAGR over FY26-29E, making the earnings recovery increasingly visible as the liability franchise normalises. On govern-
ance, the March 2026 resignation of Atanu Chakraborty had created an overhang, particularly around leadership stability
and the allegations raised at the time. However, external law firms subsequently found no evidence substantiating the core
allegations against the bank or its management, while the bank separately took internal action through warning letters and
monetary penalties relating to the historical MSRDC deposit structuring issue. The appointment of Rajiv Kumar as Inde-
pendent Director and Chairman designate materially strengthens the governance framework and addresses a large part of
the uncertainty. The key remaining monitorables are the MD & CEO reappointment and appointment of an additional Exec-
utive Director, where continued clarity on the leadership structure will be important for investor confidence. At 1.86x P/B,
HDFC Bank trades at a 37% discount to its 5-year median P/B of 3.00x. While we do not expect a rerating purely on the
valuation gap, the current multiple provides downside support, with scope for rerating as deposit mobilisation improves,
NIM recovers, RoA expands and the remaining leadership uncertainties are resolved . We maintain a Buy rating on the
stock, with a target price of Rs. 850 (which is 17% upside from current levels). This valuation is based on a (P/BV)
multiple of 2.05x times the estimated FY27E book value.

Key Financials

YE March (Rs. Cr.) FY23 FY24 FY25 FY26 FY27E FY28E
Net Interest Income 86,842 1,08,532 1,22,670 1,28,686 1,43,951 1,65,576
Growth (Y-0-Y) 20.6% 25.0% 13.0% 4.9% 11.9% 15.0%
Pre-Provision operating profit 70,405 94,387 1,00,127 1,18,558 1,33,874 1,52,330
PPOP Growth (Y-0-Y) 9.9% 34.1% 6.1% 18.4% 12.9% 13.8%
Net Profit 44,109 60,812 67,347 74,671 85,804 98,917
Growth (Y-0-Y) 19.3% 37.9% 10.7% 10.9% 14.9% 15.3%
EPS 39.5 40.0 44.0 48.5 55.7 64.2
NIM (%) 3.8% 3.2% 3.3% 3.3% 3.3% 3.4%
RoA (%) 1.9% 2.0% 1.8% 1.8% 1.8% 1.8%
RoE (%) 17.0% 17.0% 14.4% 14.1% 14.2% 14.5%
CASA (%) 44.4% 38.2% 34.8% 34.1% 34.6% 34.9%
BV per share (Rs.) 250.1 288.0 3251 365.7 414.3 477.2
P/E (x) 18.4x 18.1x 16.5x 15.0x 13.0x 11.3x
P/BV (x) 2.9x 2.5x 2.2x 2.0x 1.8x 1.5x

Source: Bloomberg, BP Equities Research
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lysts by FINRA and might not be an associated person of the BP Equities Pvt. Ltd. (Institutional Equities).

General Disclaimer

This report has been prepared by the research department of BP EQUITIES Pvt. Ltd, is for information purposes only. This report is not
construed as an offer to sell or the solicitation of an offer to buy or sell any security in any jurisdiction where such an offer or solicitation
would be illegal.

BP EQUITIES Pvt. Ltd have exercised due diligence in checking the correctness and authenticity of the information contained herein, so
far as it relates to current and historical information, but do not guarantee its accuracy or completeness. The opinions expressed are our
current opinions as of the date appearing in the material and may be subject to change from time to time. Prospective investors are cau-
tioned that any forward looking statement are not predictions and are subject to change without prior notice.

Recipients of this material should rely on their own investigations and take their own professional advice. BP EQUITIES Pvt. Ltd or any
of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvert-
ent error in the information contained in this report. BP EQUITIES Pvt. Ltd. or any of its affiliates or employees do not provide, at any
time, any express or implied warranty of any kind, regarding any matter pertaining to this report, including without limitation the implied
warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report should rely on their own
investigations.

BP EQUITIES Pvt. Ltd and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities men-
tioned in this report. Opinions expressed are our current opinions as of the date appearing on this material only. While we endeavor to
update on a reasonable basis the information discussed in this material, there may be regulatory, compliance, or other reasons that pre-
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This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by any person in any
locality, state and country or other jurisdiction where such distribution, publication or use would be contrary to the law or regulation or
would subject to BP EQUITIES Pvt. Ltd or any of its affiliates to any registration or licensing requirement within such jurisdiction.
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