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BASIC DIFFERENCES

Business Share 72.90% 19.7%
Deposit Rates High Marginally Lower
Interest Rate Marginally Lower esp for lower ticket sizes At Par
Fees and Services Lower Charges Higher Charges
Wider base comprising mainly of government Increasing Base comprising of Salaried
Customer Base employees Individuals
Technological Advancements Low with the exception of SBI High
Growth Opportunities Low Comparatively Higher
Employee Productivity Low High

Pension Yes No



DEMONETIZATION

Initial Surge in Bank Deposits

Additional deposits deployed
in Liquid Assets in lieu of lack
of credit off take

Total Currency in circulation
declined by Rs. 8.8 lakh crs

Loans and Advances extended Between Dec,16 and
by Banks increased by 1.08 March,17,net increase in
lakh crs. Incremental Credit currency circulation by 2.6

Deposit Ratio only 18.2% lakh crs




WHAT DISTINGUISHES FINANCIAL
SECTOR FROM OTHER SECTORS?

= Debt and Reinvestment Needs

== Calculation of Cash Flows

mmm Regulatory Burden and Compliance Costs




IMP METRICS TO ANALYSE THE
FINANCIAL SERVICES SECTOR

Equity Metrics viz. P/E and P/BV with high importance to ROE

Net Interest Margin

mmed  LOSS Provisions
= Diversification levels in Banks

Bank Specific Ratios viz. Efficiency, Loan to Deposit and Capital Ratios

mee]  Credit Quality viz. Non Performing Loans Ratio




PSBs vs PRIVATE SECTOR BANKS
L e e

Capital Adequacy Ratio (Tier- | Capital) Low High
Capital Adequacy Ratio (Tier- Il Capital) High Low
Deposits/Total Liabilities High Low
Secured Advance/Total Advance Low High
Investment in Non Approved Securities/Total

Investment Low High
Return on Assets Low High
Return on Equity Low High
Cost of Borrowing Low High
Return on Advances Low High
Interest Expense/Interest Income High Low

Fee Income/Total Income Low High



STOCK PERFORMANCE SINCE MAY
2014 (NDA GOVT)

Indian Bank 81% Indusind Bank, Over 150%
Lakshmi Vilas Bank,
Yes Bank

Vijaya Bank 46% Kotak Mahindra 123%
Bank

Central Bank 32% HDFC Bank 104%

State Bank of India 7% Federal Bank 83%

UCO Bank, Indian (68%) Axis Bank 37%

Overseas Bank,
Dena Bank, J&K
Bank

ICICI Bank 10%



_ Public Sector Banks Private Sector Banks

Gross NPA

Ratio of Stressed Loans

Systemic Credit Market Share

since FY15

Capital Creation

Market Share

6.25 lakh Crs from 4.76 laks
crs g-o-g in March, 17

14.5%

Lost 430 basis points

High Capital Burn due to
higher asset delinquencies
Dependent on Government
for Capital infusion

Will lose market share if
growth rebounds due to lack
of Tier | Capital

86,326 crs from 81,252 crs g-
0-q in March,17

4.5%

Gained the equivalent
amount

Better ROEs help them to
create capital

Raise capital through
dilution of equity

Stand to benefit because of
cleaner Balance Sheets



PSBs UNDER SCANNER

Net Loss Net NPA (%)

(In Crs)

Indian Overseas Bank 3417 9.66 13.99 RBI directions to improve
internal controls,
consolidate bank
activities

UCO Bank 1851 9.63 8.94 RBI action in view of high
NPA and negative ROA

IDBI Bank 5158 11.67 13.21 RBI action in view of high
NPA and negative ROA

Dena Bank 864 11 10.66 RBI action in view of high
NPA and negative ROA



KEY REFORMS

Insolvency and Bankruptcy Code (2016)

* Provide single and unified law, subsumes multiple provisions
® Bestows voting rights on all types of lenders enabling faster recovery process

Sustainable Structuring of Stressed Assets

e Superset of Strategic Debt Restructuring Scheme- conversion of approx. 50%
debt getting sustainable and remaining converted to convertible preferential
shares/debentures

Proposal for Bank Account Portability

* Could be a reality soon; Private Sector Banks at an advantageous position
because of better operation efficiency and sound technology

e Critics believe may be tough to implement




WAY FORWARD

Consolidation of PSBs to 5-6 major players

p—— Divestment

Synergies in lending activity and branch location to economize on intermediation cost

e Focus on Retail Banking

mand  Stringent Credit Appraisal

e Strategy and Service Delivery




FOCUS STOCK

HDFC BANK




A BRIEF

Incorporated in Aug 1994

Customer base of 40 Million*

Network of 4715 branches & 12260 ATMs*
Presence in 2657 cities™

52% branches in semi urban and Rural areas™
Same Managing Director since inception

* Data as on 315t March, 2017



MARKET CAP

Third largest company in India by market cap
(followed by RIL and TCS). Global rank 258*

HDFC Bank and HDFC Limited together 50%
pigger than RIL in market cap™

Listed at Rs 40 in 1995. CAGR close to 30%

Share holding : Fll - 42%, MFs and Insurance -
13%, Promoters - 26% and Public — 10.5%*

* Data as on 23" June, 2017



COMPARATIVE MARKET CAP

Company Name Last Price M
(Rs. cr)
Reliance 1,435.00 466,581.02
TCS 2,360.65 465,149.07
HDFC Bank 1,678.55 430,532.82
ITC 310.85 377,601.40
HDFC 1,650.85 262,299.82
HUL 1,096.55 237,344.09
SBI 288.85 230,314.68
Maruti Suzuki 7,237.20 218,621.38
Infosys 943.35 216,682.27
ONGC 158 202,765.12
Kotak Mahindra 985.45 187,552.70
ICICI Bank 291.5 186,912.15
10C 383.3 186,126.84
Larsen 1,723.05 160,832.32
Coal India 245 .4 152,329.82
Tata Motors 443.1 150,470.15
Bharti Airtel 365.9 146,264.87
Sun Pharma 543.95 130,510.26
NTPC 157.85 130,480.04
Wipro 256.85 124,987.03
HCL Tech 850.8 121,390.73
Axis Bank 504.6 120,949.11
Asian Paints 1,153.95 110,686.63
UltraTechCement 4,000.20 109,808.65
Power Grid Corp 205.3 107,404.54




COMPARATIVE STOCK RETURNS

Companies

HDFC Bank

REL Bank Ltd.

IDFC Bank Ltd.

Karur %ysya Bank

[CICI Bank

Axis Bank

Federal Bank

Kaotak Bank

City Union Bank

YES Bank

Indusind Bank
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COMPARATIVE STOCK MOVEMENT
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KEY RATIOS HDFC VS SBI

Key Ratios
Revenue Per Share (T) Earnings Per Share () Return on Networth (%)
400 75 =0
=00
50 z0
200
25 10
100
u] u] Q
hiar- hiar- hiar- hiar- hiar- hidar- hiar- hiar- hiar- hiar- hiar- hiar- hiar- hiar- hiar-
12 14 15 16 17 12 14 15 16 17 12 14 15 16 17
Revenue Per Share (T) Earnings Per Share (7) Return on Networth (%)
400 a0 20
200
20 10
D I
10 u]
-200
400 u} T 1 -0 T T T T 1
har-  hEr- hEr bbb tar- htar- tar- htar- tar- War- bl WBr- hWEr- B
13 14 15 16 17 13 14 15 16 17 13 14 15 16 17



KEY RATIOS HDFC VS ICICI

Key Ratios
Revenue Per Share (3) Earnings Per Share (3) Return on Networth (%)
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Mar-13
Mar-14
Mar-15
Mar-16
Mar-17

Mar-13
Mar-14
Mar-15
Mar-16
Mar-17

Mar-13
Mar-14
Mar-15
Mar-16
Mar-17

150.04
176.96
201.93
249.95
285.80

28.87
36.45
42.64
50.63
59.63

20.64
21.69
19.94
18.65
18.41

REVENUE/SHARE HDFCBANK |  SBI

240.12
247.72
270.25
272.65

(178.44)

EARNINGS/SHARE | HDFCBANK |  SBI |  ICICI BANK

26.19
18.99
22.76
15.75
NA

15.85
10.64
11.35
7.48
(0.22)

ICICI BANK

67.07
73.65
81.56
86.36
85.45

15.14
17.38
19.20
15.92
15.90

____RONW | HDFCBANK | SBI | _ICICIBANK

15.58
16.09
16.07
12.42
11.76



Gross NPA % & Net NPA % - Q3FY17
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FINANCIALS

Mar-17 Mar-16 Mar-15 Mar-14 Mar-13 Mar-12 Mar-11

Income Statement TCr
Interest Earned 73,271.35 G63161.56 5066649 4255502 35861.02 2819340 2004333
COther Incame 1287763 1121165 954568 829750 7132086 589232 4458505
Total Incame B6,148.99 74 373.22 B0,21218 50852452 4289399 3418572 2462538
Interest Expended 38,041.58 34069.57 2728846 2344545 19,68545 1510612 942515
Operating Expenses 20,751.07 17,831.88 14,577.52 1246965 11,551.90 849470 73795
Provisions and Contingencies 399081 288077 2,265.98 1,725.99 174202 191685 192745
Profit hefore Tax 2336552 1951099 1608022 1321143 1000462 TYEEB05 5495783
Taxes 807312 669366 538017 4446082 310434 239465 194014
Profit after Tax 14,287.40 12817.33 1070005 876451 690028 527340 401769
Minarity Interest -36.72 -19.72 -14.41 -14.65 -33.52 -30.02 -32.24
Share of Associate 234 373 3.25 363 2.88 164 7.04
Consolidated Profit 14,280.48 12801.33 1068889 874349 6,869.64 524702 3959249
Key Ratios

Adjusted EPS (Rs) 59.63 50.63 47 64 36.45 28.87 22.36 1716
Adjusted Book Walue (Rs) 358.21 293.90 251.96 18410 154.00 128.74 108.98
Dividend per Share (Rs) 11.00 9.50 8.00 §.85 5.80 4.30 3.30
Market Cap (Rs Cn 369,595.94 270,819.34 266,376.89 179,652.90 148,499,594 122,039.54 109,000.06
Price [ Earmings 24149 2116 23849 20.55 21.62 23.26 27.30
Frice / Book Value 4.02 3.64 4.06 4.07 4.0% 4.04 4.26

Dividend Yield (%) 0.7 0.59 0.7s 0.491 0.88 0.83 0.7a



MUTUAL FUND EQUITY AUM

EXPOSURE

Fund Houses invested in the stock

Fund Mar-17 Dec-16 Sep-16 Jun-16 Mar-16
SBI Mutual Fund 1.262 1.217 1.09 0.8a97 0.853
[C1C] Prudential Mutual Fund 1.156 1618 1.624 1.199 1.147
HDF C Mutual Fund 0481 0934 0.952 0.932 0.915
Reliance Mutual Fund 0.868 1.036 0.951 0.998 1.010
Franklin Templeton Mutual Fund 0264 0.aea nar4 0.azy 07N
LTI Mutual Fund 0.708 0.746 0.710 0713 0.715
Birla Sun Life Mutual Fund 0.445 0648 - - 0.540
Kaotak Mahindra Mutual Fund 0.455 0528 0.3m 0.3m 0.350
Axis Mutual Fund 0322 0.400 0.382 0.357 0.351
DSP BlackRock Mutual Fund 0.300 0.298 0.3 0.336 0.356

ANALYSTS’ RATING* : Buy 48, Hold 4, Sell 2

* Bloomberg Data



OUTLOOK

GLOBAL BANKS IN
THE $100-BN CLUB
JPMorgan 294 N
ICBC China 262 N
Wells Fargo 258 N
Bankof America 223 ||}
China

onstruction Bank 212 [N
HSB( 17718
(iti 16910
Agricultural Bank

of China 163 1R
Bank of China 154 1R
(ommonwealth

Bank 102 W

Source: Goldman Sachs report

HDFC Bank market cap to touch 5100 bn by 2020: Goldman Sachs (8% June, 2017)



BASICS OF BONDS



BOND CHARACTERISTICS

Secured / Liquidation Tax Status Embedded
Unsecured Preference Options

Maturity




RISKS OF BONDS

Credit / Default Risk

Prepayment Risk

Interest Rate Risk




SECONDARY MARKET PRICING

If interest rates rise: If interest rates fall:
Yields Prices
Rise Rise

Yields
Fall

Prices
Fall

$1,000 100 $1,000 Par
$1,000 102 $1,020 A premium to par
$1,000 97 $970 A discount to par

$5,000 99 $4,950 A discount to par



UNDERSTANDING VOLATILITY /
DURATION

% CHANGE IN BOND PRICES IF RATES SPIKE 1%
HYPOTHETICAL ILLUSTRATION OF THE EFFECTS OF DURATION, EXCLUSIVELY ON BOND PRICES

Duration 0 YEARS 2 YEARS 4 YEARS 6 YEARS
(Inyears)

NO
IMPACT




TYPES OF BONDS

Government Bonds

Corporate Bonds

MBS and ABS




BOND INVESTMENT STRATEGIES

Sector
— Buy and Hold | Rotation
| Laddered | Duration
Management
— Barbell — Y|eI§:I.Cu'rve
Positioning

— Roll Down

— Derivatives




ROLE OF BONDS IN PORTFOLIO

Capital Preservation
Income
Capital Appreciation

Diversification

Hedge Against Deflation



THANK YOU



