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HDFC Bank 

CBOP merger to cost Rs7bn more 
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HDFC Bank’s has reported net profit of Rs4.6bn for Q1FY09, which is marginally 
ahead of our expectations. The NII (on like to like basis) has grown by 53.2% yoy 
driven by stable NIMs of 4.1%. The fee income has reported a good 29% yoy 
growth. The operating profit has grown by 31% yoy (on like to like basis) to 
Rs12.9bn and net profit by 32.7% yoy to Rs4.6bn.   

The bank seemingly has taken Rs7bn (Rs5bn for NPAs and Rs2bn for other 
accounting policies) hit on the balance sheet to realign the accounting and 
provisioning policies of erstwhile Centurion Bank of Punjab (CBOP). On positive 
side, the RoE of the bank (excluding treasury losses) is back to about 17.5% with 
likely improvement in the coming quarters. The NPAs at net level have remained 
at 0.5% with provision cover of 67%. 

At the current valuations of 15.2x its FY2010E EPS and 2.3x FY2010E P/ABV, the 
stock seems quite attractive. We retain BUY rating on the stock with a price target 
of Rs1,500. 

NII grows 53.2%yoy  
HDFC Bank’s NII grew by 53.2% yoy to Rs16.4bn on like to like basis driven by 47.2% yoy 
growth in advances (on like to like basis) to Rs968bn. The NIMs remained stable at 4.1% 
on yoy basis, albeit lower than 4.3% reported in Q4FY08. 

Rs mn Q1FY09 Q1FY08 % yoy change  

Net interest income 17,235 11,249 53.2 

Other Income 5,934 7,272 -18.4 

Net Income 23,169 18,521 25.1 

Operating Expenses 12,894 9,842 31.0 

Operating profit 10,275 8,679 18.4 

Provisions 3,445 3,455 -0.3 

Profit before tax  6,830 5,224 30.8 

Provision for Taxes  2,187 1,725 26.8 

Net Profit 4,644 3,499 32.7 

Source: Companies, Emkay Research 

Note:  

1. We have combined Centurion Bank of Punjab’s and HDFC Bank’s Q1FY08 numbers to arrive at like to like 
figures 

2. The consolidation of account  has been with effect from April 1, 2008 although effective date of merger is 
May 23, 2008 

Higher yields help maintain margins 
The NIM’s remained stable driven by better yields on advances and investments. 
However, the NIMs contracted by ~30bps on sequential basis as the balance sheet size 
as at the end of Q4FY08 was artificially down driven by sell of loans to reduce priority 
sector lending obligations, 

NIM analysis 

Change in bps 
(%) Q1FY09 Q1FY08 Q4FY08 

yoy qoq 

Yield on advances 13.2 11.5 11.9 162.5 124.2 
Yield on investments 8.0 6.8 7.7 114.1 25.8 

Yield on assets  9.6 8.4 8.9 119.5 66.4 

Cost of funds  5.0 4.4 4.0 63.0 105.9 

NIM 4.6 4.0 5.0 59.6 -36.4 

Core NIM's 4.1 4.1 4.4 0.0 -30.0 

Source: Company, Emkay Research * Calculated on basis of average quarterly balances  
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  J’08 M’08 D’07 

Promoters 19.4 23.3 23.3 

FII/NRI 50.9 49.3 50.3 

Institutions 5.6 5.8 6.2 

Private Corp 10.0 8.9 8.1 

Public 14.1 12.8 12.1 
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Advances growth remains healthy….. 
The bank registered a 80%yoy growth in the overall advances driven by a strong 
growth in retail assets.  

The growth in the retail assets was led by personal loans, business banking loans and 
auto loans. The commercial vehicles/auto loans portfolio has seen sharp jump driven by 
consolidation of CBOP’s portfolio. Credit cards business has also seen significant 
expansion.  

Retail loan portfolio mix 

  Rs mn  % yoy  Proportion  Change in bps  
  change  (%) yoy qoq 
Auto Loans  113,000 41.3 20.6 -567 -386 
Personal Loans 84,000 55.6 15.3 -242 -163 

CVs 80,000 70.2 14.6 -85 -58 

Loan Against Securities 10,800 -1.8 2.0 -164 -147 

2-Wheelers 25,000 35.1 4.5 -152 73 

Business Banking 137,000 132.2 24.9 559 318 

Credit Cards 35,000 66.7 6.4 -52 -165 

Others 64,700 346.2 11.8 702 529 

Total 549,500 80.2    

Source: Company, Emkay Research 

CASA ratio takes hit due to CBOP’s low CASA 
The CASA ratio has declined by 660bps over last year and 964bps sequentially. We 
believe this is mainly because of CBOP merger as CBOP’s CASA ratio was much lower 
at 25%.  

Deposit mix  

Rs bn Q1FY09 Q1FY08 Q4FY08 % yoy chg  % qoq chg  

Total Deposits 1,309.2 816.0 1,007.7 60.4 29.9 
Savings 318.5 209.3 261.5 52.2 21.8 

Current 268.7 210.9 287.6 27.4 -6.6 

Total CASA 587.2 420.1 549.1 39.8 6.9 

CASA (%) 44.9 51.5 54.5 -663bps -964 bps 

Source: Company, Emkay Research 

Fee income growth remains strong 
The fee income (CEB+derivatives/forex gains) grew by a 29.1% to Rs6.7bn. The other 
income has grown by sedate 3.6% yoy to Rs5.9bn driven mainly by treasury losses of 
Rs776mn (treasury loss of Rs41mn last year). 

Fee income  
Rs mn Q1FY09 Q1FY08 Q4FY08 % yoy chg % qoq chg 

Fee income 5112 3722 4904 37.3 4.2 

Treasury -776 -41 114 1,792.7 -780.7 

Other 1598 1477 475.4 8.2 236.1 

Total 5,934 5,158 5,493   

Source: Company, Emkay Research  

Opex continues to remain high 
During the quarter, the operating expenses have grown by 31% yoy to Rs12.9bn. Both, 
employee expenses  as well as other Opex grew by similar proportion to Rs5.4bn and 
Rs7.5bn respectively. The Opex/assets ratio has also moved up from 3.1% to 3.4%. We 
see rise in Opex  ratios on two accounts  

a) The increase in expenses has been mainly driven by branch expansion 

b) Higher Opex/assets ratio of CBOP at 3.6% 
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Merger results in rise in reported gross NPA plus balance sheet 
write off 
The gross NPAs during the quarter have gone up by ~Rs6bn over Q4FY08 on account of 
Rs5.2bn of stressed asset taken over from CBOP.  

However, the bank has also taken a hit of Rs5bn in the balance sheet through 
deduction from reserves to realign the provision coverage of CBOP’s stressed 
assets to its own level, viz., 67%.  

Our back of the envelope calculations suggest that the additional stressed assets which 
could have arisen over and above the reported ones and which have been written off 
could be approximately Rs4.6 -5bn.  

Comfortable capital adequacy 
The bank had Capital adequacy of 12.2% and tier I CAR at 9.3% at the end of Q1FY09 
down from 13.6% and 10.3% as at the end of Q4FY08.  

Valuations and view 
At the current valuations of 15.4x its FY2010E EPS and 2.3x FY2010E P/ABV, the stock 
seems quite attractive. We retain BUY rating on the stock with a 12m price target of 
Rs1,500. 
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Quarterly results (reported numbers) 

Rs mn Q1FY09 Q1FY08 Q4FY08  % yoy chg   % qoq chg  

Net interest income 17,235 9,855 16,421 74.9 5.0 

Other Income 5,934 5,725 5,493 3.6 8.0 

Fee income 6,710 5,199 5,379 29.1 24.7 

Other -776 526 114 -247.4 -780.5 

Net Income 23,169 15,581 21,914 48.7 5.7 

Operating Expenses 12,894 7,744 11,027 66.5 16.9 

Operating Profit  10,275 7,837 10,887 31.1 -5.6 

Provisions & Contingencies 3,445 3,071 4,651 12.2 -25.9 

Loan loss provision 3,244 2,398 2,930 35.3 10.7 

Profit before tax  6,830 4,766 6,236 43.3 9.5 

Provision for Taxes  2,187 1,553 1,525 40.8 43.5 

Net Profit 4,644 3,212 4,711 44.6 -1.4 

Valuation table 

Y/E March 31 Net Net EPS ABV RoA RoE PE P/ABV
 income profit (Rs) (Rs) (%) (%) (x) (x)

FY2007 52,258 11,419 35.8 185.1 1.4 19.5 42.7 6.1
FY2008 75,110 15,902 44.9 306.0 1.4 17.7 30.7 3.7
FY2009E 102,310 19,654 45.4 339.8 1.2 14.5 24.8 3.3
FY2010E 135,146 32,162 70.1 480.3 1.6 16.9 15.2 2.3

 

DISCLAIMER: This document is not for public distribution and has been furnished to you solely for your information and may not be reproduced or redistributed to any other person. The manner 
of circulation and distribution of this document may be restricted by law or regulation in certain countries, including the United States. Persons into whose possession this document may come are 
required to inform themselves of, and to observe, such restrictions. This material is for the personal information of the authorized recipient, and we are not soliciting any action based upon it. This report 
is not to be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. No person associated with Emkay Global 
Financial Services Ltd. is obligated to call or initiate contact with you for the purposes of elaborating or following up on the information contained in this document. The material is based upon 
information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon. Neither Emkay Global Financial Services Ltd., nor any person connected 
with it, accepts any liability arising from the use of this document. The recipient of this material should rely on their own investigations and take their own professional advice. 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 prevent us from doing so. Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice. 
We and our affiliates, officers, directors, and employees world wide, including persons involved in the preparation or issuance of this material may; (a) from time to time, have long or short positions in, 
and buy or sell the securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a 
market maker in the financial instruments of the company (ies) discussed herein or may perform or seek to perform investment banking services for such  company(ies)or act as advisor or lender / 
borrower to such company(ies) or have other potential conflict of interest with respect to any recommendation and related information and opinions. The same persons may have acted upon the 
information contained here. No part of this material may be duplicated in any form and/or redistributed without Emkay Global Financial Services Ltd.'s prior written consent. No part of this document 
may be distributed in Canada or used by private customers in the United Kingdom. In so far as this report includes current or historical information, it is believed to be reliable, although its accuracy and 
completeness cannot be guaranteed. 
 

Emkay Global Financial Services Ltd. 
Paragon Center, H -13 -16, 1st Floor,  

Pandurang Budhkar Marg, Worli, Mumbai – 400 013.  
Tel no. 6612 1212. Fax: 6624 2410 

 


