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I_ | | | ad d h er Higher noninterest income boosts profitability
July 08, 2011 B Bottom line growth driven by higher noninterest income; reported spreads
remain stable: HDFC reported PAT of Rs8.4bn, up 21.6% YoY but down 26.0%
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Non-interest income grew by 68.5% YoY on account of Rs966mn (up 1.5x YoY) 2
Rating Accumulate income frqm surpl_us depIo;_/ed in cash manageme_nt schemes of mutual funds. t
Price Rs714 Asset quality continued to improve on a YoY basis as gross NPAs improved to [
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Sensex 18,858 MW Business growth remained healthy; loan mix steady: Approvals and disbursals
(Prices as on July 08, 2011) during the quarter grew by healthy 22.0% and 20.0% YoY, respectively.

Outstanding loan book grew by 22.2% YoY, however, adjusting for Rs31.2bn
Trading data worth loans sold during past 12-months the growth stood higher at 25% YoY.
Market Cap. (Rs bn) 1,047.7 The loan mix during the quarter remained steady with individual and corporate
loans constituting 63% and 36% of the loan book respectively.

Shares o/s (m) 1,466.9
3M Avg. Daily value (Rs m) 21945  m  valuations and Outlook: Steep increase in interest rates, with no signs of
cooling off in the near term and high property prices in major metro cities could
likely impact HDFC both on spreads as well as volume front. We expect HDFC to
Major shareholders record earnings CAGR of 21.0% during the period FY11-13E. For our valuation
Promoters 0.00% purposes we have reduced non core earnings and dividends from subsidiaries to
Foreign 58.12% arrive at a fair value for its core business. At CMP, the stock trades at 21.2x and
Domestic Inst. 29.26% 16.8x its FY12E and FY13E core EPS. We maintain our ‘Accumulate’ rating with
Public & Other 12.62% an SOTP based target price of Rs790.
Key Financials (Y/e March) 2010 2011 2012E 2013E
Net interest income (Rs m) 34,658 43,082 50,847 65,891
Stock Performance Growth (%) 11.3 24.3 18.0 29.6
(%) M 6M 12M  Non-interest income (Rs m) 8,877 10,229 12,557 11,485
Absolute 8.5 4.4 214 Operating Profit (Rs m) 39,514 48,868 58,759 72,011
Relative 6.0 8.7 146 pAT (Rsm) 28,265 35,099 42,493 51,764
EPS (Rs) 19.7 23.9 29.0 34.0
Growth (%) 22.7 22.4 20.2 17.4
Price Performance (RIC: HDFC.BO, BB: HDFC IN) Net DPS (Rs) 6.5 7.0 7.5 8.0
(Rs) Source: Company Data; PL Research
800
700 1 - -
600 W Profitability & valuation 2010 2011 2012E 2013E
500 H Spreads / Margins (%) 3.3 3.5 34 3.4
‘3‘88 ] ROAE (%) 20.0 216 226 21.9
200 ROAA (%) 2.7 2.9 2.9 2.7
100 - P/E (x)* 36.3 29.8 24.7 21.0
0 5 O o 2 H H H P/BV (X)* 6.7 6.1 5.2 4.0
%' I % z g T % P/ABV (x)* 6.7 6.1 5.2 4.0
=S 70 0o 2 - = > Net dividend yield (%) 0.9 1.0 1.1 1.1
Source: Bloomberg Source: Company Data; PL Research * Refer Page 4

Prabhudas Lilladher Pvt. Ltd. and/or its associates (the 'Firm') does and/or seeks to do business with companies covered in its research reports. As a result investors should be aware that
the Firm may have a conflict of interest that could affect the objectivity of the report. Investors should consider this report as only a single factor in making their investment decision.

Please refer to important disclosures and disclaimers at the end of the report




2

Exhibit 1: Q1FY12 Result Overview (Rs m)

HDFC

Y/e March Q1FY12 Q1FY11 YoY gr. (%) Q4FY11 QoQ gr. (%)
Total Operating Income 38,169 27,971 36.5 37,741 1.1
Interest Income 35,131 26,168 34.3 34,327 2.3
Interest Expense 25,149 17,196 46.3 21,300 18.1
Net Interest Income 9,982 8,972 11.3 13,027 (23.4)
Non-Interest Income 3,038 1,803 68.5 3,415 (11.0)
Operating Expenses 1,087 968 12.3 707 53.7
% of the Operating Inc 2.85 3.46 1.87
Provisions & depreciation 225 190 18.2 302 (25.7)
Other income 47 48 (3.1) 107 (56.5)
PBT 11,755 9,666 21.6 15,540 (24.4)
Tax 3,310 2,720 21.7 4,120 (19.7)
Effective Tax Rate (%) 28.2 28.1 26.5

PAT 8,445 6,946 21.6 11,420 (26.0)
PAT without EO items 8,445 6,946 21.6 11,420 (26.0)
Operating Metrics
Disbursements 130,800 109,000 20.0 184,053 (28.9)
Approvals 194,428 159,367 22.0 221,531 (12.2)
Investments 173,282 146,582 18.2 118,324 46.4
Loans 1,241,677 1,016,247 22.2 1,171,266 6.0
Source: Company Data, PL Research

July 08, 2011 2



2

In Q1FY12, loans outstanding grew by

Exhibit 2: Trend in loan growth

HDFC
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Exhibit 3: Trend in incremental GNPAs and delinquency rate
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Exhibit 4: Trend in loan book composition
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HDFC
Exhibit 5: SOTP Valuation (FY13E)
Business Basis Rs / share
HDFC - mortgage 18x FY13E core EPS* 556
Life insurance Appraisal Value 35
Asset management 5% of AUMs 16
HDFC - Bank based on our TP of Rs2,675 167
Others (Venture, Gen Ins. GRUH etc) 15
Per Share Value 790

Source: PL Research

* Core EPS calculated after reducing expected dividend income & income from sale of
investments of Rs4.5 per share for FY12 and Rs3.1 for FY13 and a 15% holding company
discount

* Adjusted for Rs195 and Rs236 per share, reduced from CMP for value given to its subsidiaries
for FY12 and FY13, respectively.
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HDFC
Income Statement (Rs m) Quarterly Financials (Rs m)
Y/e March 2010 2011 2012E 2013E Y/e March Q2FY11l Q3FY1l Q4FY1l QlFY12
Int. Inc. / Opt. Inc. 104,506 118,070 154,330 188,537  Int.Inc./ Operating Inc. 27,371 30,205 34,327 35,131
Interest Expenses 69,848 74,988 103,482 122,646  Income from securitization — — — —
Net interest income 34,658 43,082 50,847 65,891  Interest Expenses 17,176 19,928 21,300 25,149
Growth (%) 11.3 24.3 18.0 29.6 Net Interest Income 10,195 10,277 13,027 9,982
Non interest income 8,877 10,229 12,557 11,485  Growth 38.4 20.3 15.5 11.3
Growth (%) 74.6 15.2 22.8 (8.5)  Noninterestincome 2,332 3,006 3,522 3,085
Net operating income 43,535 53,310 63,405 77,376 Net operating income 12,527 13,282 16,549 13,067
Expenditure Growth 23.6 25.5 235 20.7
Employees 1,467 1,755 2,006 2,234  Operating expenditure 997 948 707 1,087
Other expenses 2,372 2,475 2,417 2,896 PPP 11,530 12,334 15,842 11,980
Depreciation 182 212 223 234  Growth 23.8 26.2 23.1 21.6
Total expenditure 4,021 4,443 4,645 5364  Provision 104 206 302 225
PPP 39,514 48,368 58,759 72,011  Exchange Gain / (Loss) - — — —
Growth (%) 18.1 35.2 119.1 (37.4) Profit before tax 11,335 12,129 15,540 11,755
Provision 580 700 755 943 Tax 3,260 3,220 4,120 3,310
Profit before tax 39,160 48,419 58,505 71,268  Prov. for deferred tax liability — — — —
Tax 10,895 13,320 16,011 19,504 Effective tax rate (%) 28.8 26.5 26.5 28.2
Effective tax rate (%) 27.8 275 27.4 274  PAT 8,075 8,909 11,420 8,445
PAT 28,265 35,099 42,493 51,764  Growth 21.6 32.7 233 21.6
Growth (%) 20.7 24.2 21.1 21.8
Balance Sheet (Rs m) Key Ratios
Y/e March 2010 2011 2012E 2013E  Y/e March 2010 2011 2012E 2013E
Sources of funds CMP (Rs) 714 714 714 714
Equity 2,871 2,934 2,934 3,043 Eq. Shrs. O/s. (m) 1,436 1,467 1,467 1,522
Reserves & Surplus 149,106 170,231 199,234 235561  Market Cap (Rsm) 1,047,700 1,047,700 1,047,700 1,047,700
Networth 151,977 173,165 202,168 271,466  Market Cap to AUM (%) 93.9 79.2 63.7 48.1
Growth (%) 15.7 13.9 16.7 34.3  EPS(Rs) 19.7 23.9 29.0 34.0
Loan funds 820,805 907,854 1,230,416 1,622,831  Book Value (Rs) 105.9 118.0 137.8 178.4
Growth (%) 16.5 10.6 35.5 31.9 Adjusted Book Value (Rs) 105.9 118.0 137.8 178.4
Others 144,848 246,251 217,132 286,382  P/E(x)* 36.3 29.8 24.7 21.0
Minority Interest — — — — P/BV (x)* 6.7 6.1 5.2 4.0
Total 1,114,772 1,322,789 1,644,985 2,175,698  P/ABV (x)* 6.7 6.1 5.2 4.0
Application of funds DPS (Rs) 6.5 7.0 75 8.0
Net fixed assets 2,221 1,853 2,929 4,769 Dividend Yield (%) , 09 10 11 11
Advances 979,670 1,171,266 1,464,710 1,926,375 ' '
Growth (%) 15.0 19.6 25.1 31.5
Net current assets 25,607 30,859 45,369 70,100  Profitability (%)
Investments 107,275 118,324 131,977 174454  Y/e March 2010 2011 2012E 2013E
Growth (%) 2.5 10.3 11.5 32.2 NIM 3.3 3.5 34 34
Deferred tax asset (2,857) (4,481) (4,731) (4,981)  RoAA 2.7 2.9 2.9 2.7
Total 1,114,772 1,322,789 1,644,985 2,175,698  ROAE , 20.0 21.6 22.6 21.9
Source: Company Data, PL Research. Source: Company Data, PL Research. *Refer Page 4
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Buy Accumulate  Reduce Sell
PL’s Recommendation Nomenclature
BUY : Over 15% Outperformance to Sensex over 12-months Accumulate :  Outperformance to Sensex over 12-months
Reduce : Underperformance to Sensex over 12-months Sell :  Over 15% underperformance to Sensex over 12-months
Trading Buy : Over 10% absolute upside in 1-month Trading Sell : Over 10% absolute decline in 1-month
Not Rated (NR)  : No specific call on the stock Under Review (UR)  : Rating likely to change shortly

This document has been prepared by the Research Division of Prabhudas Lilladher Pvt. Ltd. Mumbai, India (PL) and is meant for use by the recipient only as
information and is not for circulation. This document is not to be reported or copied or made available to others without prior permission of PL. It should not be

considered or taken as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy
or completeness of the same. Neither PL nor any of its affiliates, its directors or its employees accept any responsibility of whatsoever nature for the information,

statements and opinion given, made available or expressed herein or for any omission therein.

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The
suitability or otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an

independent expert/advisor.

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or

engage in transactions of securities of companies referred to in this report and they may have used the research material prior to publication.
We may from time to time solicit or perform investment banking or other services for any company mentioned in this document.

For Clients / Recipients in United States of America:

All materials are furnished courtesy of Direct Access Partners LLC ("DAP") and produced by Prabhudas Lilladher Pvt. Ltd. (“PLI"). This material is for informational
purposes only and provided to Qualified and Accredited Investors. You are under no obligation to DAP or PLI for the information provided herein unless agreed to by
all of the parties. Additionally, you are prohibited from using the information for any reason or purpose outside its intended use. Any questions should be directed to
Gerard Visci at DAP at 212.850.8888.




