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HDFC Bank's 2QFY 11 PAT, grew ~33% YoY to Rs9.1b, driven by strong loan growth and improved operating parameters.

Despite arise in cost of funds, NIM decline was restricted to 10bp QoQ to 4.2%, as traction in CASA was strong. Strong

loan growth and pick up in fee income led to strong core operating profit growth of 30% YoY. Key highlights:

m  Strong loan growth of ~38% YoY and ~7% QoQ (on a higher base) for 2QFY 11 to ~Rs1.6t. Even after adjusting for a
one-off opportunity in wholesale loans, core loan growth was 32% YoY against 19% for the industry.

B Retails loans grew ~8% QoQ led by growth in segment of retail (excluding home loans). Home loans declined 4%
QoQ as the bank has not exercised the option to buy back loans from HDFC.

m  CASA deposits grew 31% YoY and 10% QoQ. CASA ratio was stable YoY but increased 140bp QoQ to 50.6%.
Savings deposits grew 38% YoY and 10% QoQ to Rs595b.

B Asset quality is one of the best in the industry with provision coverage ratio of 78%. GNPA increased by 3% QoQ;
GNPA in absolute amount declined by 5bp QoQ and NNPA was stable.

Valuation and view: HDFC Bank is best placed in the current environment with (1) CASA ratio of ~50%, (2) strong

growth outlook of 25-30%, (3) improving operating efficiency, and (4) lower credit costs, led by best-in-class asset

quality. We expect RoE to be 17% by FY11 and 19% by FY12. The stock trades at 4.4x FY11E BV, 3.7x FY12E BV, 28x

FY11E and 21.2x FY12E EPS. While the key operating parameters will be the best among its peers, valuations factor-

in all positives, in our view. We maintain Neutral with a target price of Rs2,390.

QUARTERLY PERFORMAHCE (RS MILLIOH)
Fy10 FY11 FY10  FYM1E
10 20 30 40 10 20 JQE 40E

Interest Income 40931 39919 403453 4053 44 202 48100 52131 Sr A3 161,729 202,396
Interest Expenze 22378 20361 18109 17 018 20190 22837 25EF4 30077 77 BE3 05,778
Het Intere=st Income 18556 19558 22,239 231514 24011 25263 26508 27,836 §3.866 103,618
25 Change (YooY 77 4.5 124 278 2.4 292 1a.2 184 18.0 236
Cther Income 10437 10074 8530 9,036 9,399 QE07 10935 11 E78 35,076 41 679
Het Income 28,992 29,632 30,769 32589 3BM0 F4ET0 IVA0F 0 39514 11,942 145,297
Operating Expenses 153806 13702 14532 15605 15925 16,799 175580 19,163 a7 645 £9, 465
Operating Profit 15187 15930 16,237 16,944 17,487 18,071 19,924 20,351 64,297 75,832
P Change (Y-o-¥) 47.5 4.9 1.4 7.4 151 154 227 201 242 17.9
Cther Provisions B 585 5941 4 477 4,599 5550 4 545 4 106 4 164 21,400 18,365
Profit before Tax §.598 9989 11,760 12,545 11,937 13526 15818 16187 42,897 57,468
Tax Provizions 2537 3114 3575 4178 3520 4 405 5 0g2 5103 13,410 18,390
Het Profit 6,061 6,875 8185 8,366 817 9121 10,756 11,083 29,487 39,078
P Change (Y-o-¥) 305 0.2 e 326 339 327 34 329 313 325
Interest Expfinterest Incame (9) ad. 7 aie 449 420 457 475 49.2 a8 4581 45.5
Dther IncomeMet Income (%) KRV KENY 277 278 281 276 29.5 296 iz 28.7
Costincame Ratio (%) 476 46,2 472 4749 477 45 2 6.9 459 475 475
Pravisions' Qperating Profits (9%) 434 373 2FE 26,0 37 291 208 20.5 333 24.2
Tax Rate (%) 295 n.z 304 333 328 326 328 nsa 33 320

E: MOEL Estimates
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MoTiLaL OSwAL HDFC Bank
RESULTE ANALYSIS [RS M) : REPORTED HUMBERS
20FTN 2OFYI0  FOF&R 2 1GFYN S0 6R T FY10 FT1IE FT12E

Irterest Income 45,100 39919 20 44 202 4 161,729 202 395 255 443
Irterest Expense 22537 20,361 1z 20,180 13 77863 95,775 132 065
Het Interest Income (Hil} 25,263 19,558 29 24011 5 83,566 103,618 126,375
Cther Income 9607 10,535 -4 9,904 -5 35,076 41 679 50 565
- Fees and athers G605 7,396 16 7am & 258,523 347 41 G645
- Treasury Income =521 1629 MA 215 Mid 3,451 250 1,500
- Forex Income 1,523 1,510 i 1,718 -1 g,102 B2 7.4
Het Income 34,870 30,093 76 33,916 3 121,942 145,297 177,240
Tatal Operating Costs 16,799 14,163 19 16,429 2 57 645 B9 455 g1 476
- Staff Costs 7106 5,541 25 G E71 7 22592 29416 35,299
- Cther Opex 96935 g 622 iz 9,755 -1 34,793 40043 45176
Operating Profit 18,071 15,930 13 17,487 3 64,297 75,832 95,764
Provizions 4,545 5,94 -24 5,940 -14 21,400 15,365 19,971
PBT 13,526 9,939 35 11,937 13 42,897 57,468 75,793
Taix 4 405 3114 ¢ 3,820 15 13,410 15,390 24 254

Tax Rate % 326 3.2 320 33 320 320
PAT 9121 6,875 33 117 12 29,487 39078 51,539
Deposits 1,953,209 1,498,053 30 1,830,333 7 1,674,044 2025594 2552248
CASA Ratio % SOLE 505 442 520 525 0.9
Loans 1,570,906 1,136,720 38 1,462,484 7 1,258,306 1,635,798 2044747
Gross HPA (Rs B) 18.4 20.3 =3 17.9 3 18.2 19.3 22.5
Fross MPA %o 1.2 1.4 1.2 1.4 1.2 i1
Het HPA (R= B) 41 6.0 -32 41 -T 3.9 3.9 4.5
Met WPA 2% 2.5 0.5 2.3 a3 Q.2 Q.2
Yields on Advances %* 9.7 114 9.7 105 107 11.0
Cost of Funds %+ 4.5 =1 4.3 4.7 5.0 54
HIM 55+ 4.2 4.2 4.3 4.7 4.7 4.7
Tier | CAR % 127 1049 124 133 123 11.2
Tier | CAR %% 4.3 4.5 34 4.1 345 25
Branches 1,765 1,506 1,725 1,725 1,925 2,125
AThs 4.7 3573 4,393 4232 5,232 £,232

* Calcuigted, ** Reported basls for quarterly no and calcuiated for vearly numbers

Retail loans grow strongly...

Retail loans grew 8% QoQ and 31% Yo across segments. Auto loans (up 36% YoY and
8% QoQ), CVand CE (up 41% YoY and 12% QoQ) and business banking loans (up 29%
YoY and 9% QoQ) growth remains strong. Home loans declined 4% QoQ and grew 42%
YoY on a lower base. During the quarter, the bank did not exercise options to buy back
loans from HDFC Ltd.

...driving overall loan growth

Overall loan growth was strong at 7% QoQ (on a higher base) and 38% YoY. Even after
adjusting for one-off opportunity in wholesale loans, core loan growth was 32% YoY
against 19% growth for the industry. The management expects growth to be strong due to
(1) increased focus on medium/long tenure corporate (especially infrastructure) loans, (2)
strong demand for auto loans, (3) selective disbursement in unsecured loans like personal
loans and credit cards, (4) strong growth from rural and semi-urban areas for existing
products, and (5) continued buy-back of home loans from HDFC Ltd to fulfill priority
sector targets. While the management guides for over 25% loan growth, we believe loan
growth will accelerate to 30% in FY11. YTD loan growth is 23.6% against the industry
growth 6%.
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HDFC Bank

Stellar performance on CASA deposits

Deposits grew 30% YoY and 7% QoQ to Rs1.95t. CASA growth was robust during the
quarter increasing by 10% QoQ. Savings deposits posted robust growth of 11% QoQ and
CA deposits grew ~9% QoQ. CASA deposits grew 31% YoY, (savings grew at a healthier
38%). CASA performance is impressive considering the rising cost of deposits. Despite
pressure on CASA ratio (due to a rising interest rate scenario), the management expects
to maintain it at over 48% against 50% as on 2QFY'11.

Margins superior at 4.2%

NIM declined by 10bp QoQ (stable YoY) from elevated levels of 4.3%, due to the rising
cost of funds. However, the fall in NIM was restricted due to strong traction in low cost
deposits and improvement in yield on loans. Despite a rise in bulk deposit rates and retail
term deposits rates (up ~100bp across maturities and expectations of another deposit rate
hike in October 2010), the management expects to maintain margins of 4.1-4.2% in FY 11.
We expect margins to be stable or decline marginally from 4.2% due to (1) strong CASA
ratio, and (2) improved asset yields in a rising interest rate scenario.

Sequential growth of 8% in fees impressive

Other income declined 9% YoY to Rs9.6b due to a loss on the sale of investments. The
bank booked a loss on the sale of investment of Rs521m in 2QFY 11 against a trading gain
of Rs1.63b in 2QFY10 and Rs215m in 1QFY11. Fee income growth was strong at 8%
QoQ and 16% YoY. The management expects fee income to grow by ~18% in FY11
despite pressure on third-party distribution fees (15% of overall fee income) as increased
volume growth will compensate for an expected decline in insurance commission.

Asset quality best in the industry

Gross NPAs increased by 3% QoQ to Rs18.4b. Gross NPA ratio was 1.16% v/s 1.21% a
quarter earlier and 1.76% a year earlier. Net NPAs were sequentially stable at Rs4.1b.
Net NPA ratio was 0.3% v/s 0.5% in 2QFY10. Provision coverage ratio was strong at
78% (77% a quarter earlier). From 1QFY 11 the bank began to recognize floating provisions
as part of tier-11 capital rather than netting up from NNPA. Outstanding restructured
loans at a mere 10bp of gross standard loans also give comfort on the balance sheet
quality. Lower pressure on margins and a sharp decline in credit cost will lead to a sharp
improvement in risk-adjusted margins.

Valuation and view

HDFC Bank is best placed in the current environment with (1) CASA ratio of ~50% (a
boon in arising interest rate scenario), (2) strong growth outlook of 25-30%, (3) improving
operating efficiency, and (4) lower credit costs, led by best-in-class asset quality. In our
view, EPS growth will be 30% CAGR over FY10-12 against 25% posted over FY05-10.

We expect EPS to be Rs85 in FY11 and Rs111 in FY12. We expect ROE to be 17% by
FY11 and 19% by FY12. We estimate BV of Rs543 in FY11 and Rs631 in FY12. The
stock trades at 4.4x FY11E BV, 3.7x FY12E BV, 28x FY11E and 21.2x FY12E EPS.
While the key operating parameters would be the best among peers, valuations factor in
all positives, in our view. We maintain Neutral with a target price of Rs2,390.
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Core loan growth of 32%
YoY v/s reported loan growth
of 38% in 2QFY11; expect
loan CAGR of 25%+ over
the next two years

Strong loan growth in all
retail loans segment; risk
appetite increases

Deposit growth improves,
albeit on a lower base

CASA ratio is impressive at
50%-+; impressive CASA
growth of 30%+ YoY and

~10% QoQ

HDFC Bank
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CASA trends
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MoTiLAL OSWAL HDFC Bank

Margin trend (%)

Despite a rise in CoF, NIM
decline was restricted to
10bp QoQ to 4.2% due to
strong traction in CASA

1QFY09 2QFY09 3QFY09 4QFY09 1QFY10 2QFY10 3QFY10 4QFY10 1QFY11l 2QFY1l

Cost of funds (Cal. %)
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Increase in bulk deposit 51
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term deposits rates lead to
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Core cost-to-income ratio (%)

57.6

Cost to core income ratio
improved due to cost
efficiency; expect gradual
improvement going forward
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MoTiLAL OSWAL HDFC Bank

NPA trend (%)
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HDFC Bank: an investment profile

Company background

HDFC Bank, incorporated in 1994 by HDFC Limited, is
the second largest private sector bank in India, with a balance
sheet size of over Rs2.4t. Rated as one of the best banks in
India, it has 1,765 branches. The bank has been consistently
growing its earnings at over 30% over the past several
quarters.

Key investment arguments

m Strong focus on retail loans (52% of loans) and high
proportion of CASA deposits (50% of total deposits)
enable superior margins of over 4%.

m Gross NPAs at 1.2% and net NPAs at 0.3%, with
restructured standard loans of just 10bp, are among the
lowest in the industry, indicating superior risk
management skills.

m  After the rundown of the CBOP book and with a lower
proportion of unsecured retail loans, credit costs are
expected to come off sharply in FY11.

m Core operating profitability is improving at a faster pace,
with strong loan growth, stable margins and improving
operating leverage.

Key risks
m Sustaining current business parameters with increase
competitive pressures is a key risk.

Comparative valuations

HDFC Bank

Recent developments

m  Raised the base rate from 7.25% to 7.5%.

m  Appointed Partho Datta as Additional Director from
30 September 2010.

Valuation and view

m  Weexpect ROE to be 17% by FY11 and 19% by FY12,
with tier-1 capital at over 11% in FY12. We estimate
book value (BV) of Rs543/share in FY11 and Rs631/
share in FY12. We expect EPS of Rs85 in FY11 and
Rs11linFY12.

m  Thestock trades at 21.2x FY12E EPS and 3.7x FY12E
BV. We maintain Neutral with a target price of
Rs2,390.

Sector view

m InFY10 loans and deposits grew 17%. We expect loan
growth of 20% in FY11 with an upward bias. Deposit
growth will be calibrated with loan growth.

m e factor-in 15-20bp improvement in blended margins,
led by improving yield on assets and higher CASA ratio.

m  Our concern over asset quality is diminishing with the
improvement in economic activity.

m e prefer banks with a strong core deposit franchise,
higher tier-1 capital and high provision coverage ratio.

EPS: MOSt forecast v/s Consensus (Rs)

HDFC BK Axis BK ICICI BK*
P/E (x) FY11E 28.0 18.9 22.0
FY12E 21.2 15.3 17.9
P/BV (x) FY11E 4.4 3.2 2.3
FY12E 3.7 2.7 2.0
RoE (%) FY11E 16.8 18.2 12.8
FY12E 19.0 19.3 14.4
RoA (%) FY11E 1.6 1.7 1.4
FY12E 1.7 1.7 15

* Price adjusted for value of key ventures and BV adjusted for
investments in those key ventures

Shareholding Pattern (%)

MOSt Consensus Variation
Forecast Forecast (%)
Fy1lli 84.5 81.0 4.3
FY12 111.4 105.0 6.1
Target Price and Recommendation
Current Target Upside Reco.
Price (Rs) Price (Rs) (%)
2,366 2,390 1.0 Neutral

Stock performance (1 year)

———HDFCBank (Rs)-LHS Rel. to Sensex (%) - RHS

2,600 45

Sep-10 Jun-10 Sep-09 2,300 \J\fr‘"’vk 30
Promoter 235 23.6 19.3 2,000 o - s 15
A '\,w L
Domestic Inst 10.2 11.3 125 1,700 ‘\\J"“‘Lﬁ-J&h/“ 0
Foreign 48.5 46.5 48.5 1,400 -15
Others 17.8 18.7 19.8 Oct-09 Jan-10 Apr-10 Juk-10 Oct-10
=
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MoTiLAL OSWAL HDFC Bank
Financials and Valuation
IHNCOME STATEMENT (PRO FORMA MERGED WITH CBoP) (RS MILLIOH)
¥.E MARCH 2008 2009 2010 2011E 2012E 2013E
Interest Income 123000 163,323 161,720 202396 250443 328159
Interest Expense 63,791 29,111 77 063 95770 132065 174,349
Het Interest Income 59,209 74,212 83,866 103,618 126,375 153,811
Change (%) 253 13.0 236 220 2.7
Mon Irterest Income 29195 32,906 38,076 41 BT9 50,865 59,769
Het Income 88,403 107418 11942 145297 177240 213579
Change (%) 2.2 134 19.2 220 20.5
Cperating Expenses 47 226 525,325 o7 645 59 465 g1 476 94 921
Pre Provision Profits HMATT 51,790 64,297 75,832 95,764 118,658
Change (%) 25.5 24.2 17.9 26,3 239
Provizions (excl tax) 16,043 18,791 21,400 18,365 19,971 23,095
PBT 25134 32,099 42897 57,468 75,793 94,760
Tax T B4 10,549 12,410 18,290 24,254 30,2323
Tax Rate (%) 303 320 3.3 320 320 320
PAT 17,530 22,449 29,487 39,073 51,539 64,437
Change (%) 251 3.3 325 3.9 250
Equity Dividend (Incl tax) 3606 4 254 5,493 7034 9277 11,599
Core PPP* 37,989 47,964 60,847 75,582 94,264 116,903
Change (%) 26.3 26.9 24.2 247 24.0
*Lare PR Iz (NI Fee income-Cpex)
BALANWCE SHEET (RS MILLIOH)
¥.E MARCH 2008 2009 2010 2011E 2012E 2013E
Equity Share Capital 4,243 4,254 4577 4 626 4 626 4 626
Reserves & Surpluz 133649 146228 2M0OBTY  246R15 287301 338168
Het Worth 137,892 150,582 215254 251,241 204,927 342,794
Deposits 1,225,776 1,428,116 1,674,044 2,025,594 2,552,248 3,190,310
Change (%) 16.5 17.2 2.0 26.0 25.0
of which CASA Dep 601,478 633597 671,039 1,070,185 1,299,808 1,559,770
Change (%) 36,9 5.3 37.5 229 21.5 20.0
Borrovings 126536 154414 190638 208813 2295683 256,005
Cter Lighilties & Prov, 146480 162425 206159 226015 270515 3244979
Total Liabilities 1,604,193 1,832,708 2,224,586 2,647,632 3,277,723 4,045,058
Current Azzets 175,802 175066 200424 22692 276154 344111
Investments 563,385 588475 586,076 T03,2901  §43,950 1,012,740
Change (%) 4.4 -0.4 200 200 200
Loans 796,069 988,831 1,258,306 1,635,798 2,044,747 2,555,934
Change (%) 24.2 27.3 300 25.0 25.0

Fixed Azzets 15,462 17 0BT 2,228 24,290 r s 29,368
Cther Azzets 53,455 B3 568 59,551 71 462 85754 102905
Total Assets 1,604,193 1,832,708 2,224,586 2,647,632 3,277,723 4,045,058
ASSET QUALITY (o)
GMPA (Rs M) 070 19,581 18,165 19,347 22 461 23,964
MMPA (R W) 2985 6,276 3,9 3,869 4492 4793
GMPA Ratio 113 1.95 143 117 1.09 0as
MNP A, Ratio 037 0E3 0 024 022 019
Slippage Ratio 260 429 264 240 225 225
PCR (Excl Tech. write off) E7 .1 BG4 T84 a0.0 a0.0 a0.0
E: MO5t Estimates
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MoTiLAL OSWAL HDFC Bank

Financials and Valuation

RATIOS

Y.E MARCH 2008 2009 2010 2011E 20M2E 2013E
Spreads Analysis (%)

Auvqg. Yield-Earning Assets 10.4 10.9 9.0 9.2 9.6 9.9
Avg. Yield on loans 126 136 108 107 11.0 112
Awvd. vield on Investments 71 7.0 G5 71 71 7.4
Avg. Cost-Int. Bear. Liab. 5.7 6.3 4.7 5.0 5.4 5.7
Awd. Cost of Deposits 56 E.0 45 42 53 56
Interest Spread 4.7 4.6 4.3 4.3 4.2 4.2
Het Interest Margin 5.0 4.9 4.7 4.7 4.7 4.7

Profitability Ratios (%)

RoE 16.2 156 161 168 190 203
Ro, 1.3 1.3 15 16 17 18
Irt. Expenzsednt Incame 518 46 451 455 511 531
Fee IncomeMet Income 2894 27 254 2845 2rAa 72
Mon Int. Inc et Income 330 307 3.2 287 287 280

Efficiency Ratios (%)

Coztincome* 578 SEA 5.3 0.2 485 468
Empl. Costiop. Exps. 343 40.5 a7 423 433 4348
Buszi. per Empl. Rz m) 47 .2 450 1.2 5848 Gr.0 750
MNP per Empl. (R= lac) 05 05 0E 07 0.g 0a

* gx treasury
Asget-Liability Profile (%)

LoansDeposit Ratio E4.9 E9.2 752 a0.s a0 a0
CAZS Ratio 491 44 .4 220 528 048 4548
ImvestmentiDeposit Ratio 46.0 41 .2 350 347 331 3T
G-SecAnvestment Ratio BE.1 sa.y a7 B0E i 1A
CAR 1386 158 174 158 14.0 1286
Tiegr { 0.3 0.6 13,3 2.3 .2 0.3
VALUATIOH

Book Yalue (R=) 3250 540 4703 5431 £31.1 7410
Change (%) 555 54 328 15.5 8.2 174
Price-BY () 73 BY 5.0 4.4 3y 3z
Adjusted BY (Rs) 204 3443 454 G 23TV G247 7343
Price-A8% (%) 7.4 G4 51 4.4 35 32
EP= (R=) 413 528 Ed .4 4.5 111 .4 1393
Change (%) 221 277 221 5 34 258
Price-Earnings (x) 7.3 44 5 6.7 280 21.2 17.0
Dividend Per Share (Rz) G5 100 12.0 152 201 251
Dividend Yield (%) 0.4 0.4 05 05 05 1.1

E: MOSE Estimates

19 October



MoTiLAL OSWAL HDFC Bank

v
No.

MOTILAL OSWAL B ROKER

@ 73 STARMINE

Analyst Awards 2009

For more copies or other information, contact
Institutional: Navin Agarwal. Retail: Manish Shah
Phone: (91-22) 39825500 Fax: (91-22) 22885038. E-mail: reports@motilaloswal.com

Motilal Oswal Securities Ltd, 3rd Floor, Hoechst House, Nariman Point, Mumbai 400 021

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. Motilal Oswal
Securities Limited (hereinafter referred as MOSH) is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely
for your information and should not be reproduced or redistributed to any other person in any form.

The report 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 such. MOSt 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 inadvertent error in the
information contained in this report. MOSt 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.

MOSt and/or its afiliates and/or employees may have interests/ positions, financial or otherwise in the securities mentioned in this report. To enhance transparency,
MOSt has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement HDFC Bank
1. Analyst ownership of the stock No
2. Group/Directors ownership of the stock No
3. Broking relationship with company covered No
4. Investment Banking relationship with company covered No

This information is subject to change without any prior notice. MOSt reserves the right to make modifications and alternations to this statement as may be required
from time to time. Nevertheless, MOSt is committed to providing independent and transparent recommendations to its clients, and would be happy to provide
information in response to specific client queries.

19 October 10



