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HDFC Bank's 2QFY11 PAT, grew ~33% YoY to Rs9.1b, driven by strong loan growth and improved operating parameters.
Despite a rise 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:
 Strong loan growth of ~38% YoY and ~7% QoQ (on a higher base) for 2QFY11 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.
 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.
 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.
 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.
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Retail loans grow strongly…
Retail loans grew 8% QoQ and 31% YoY across segments. Auto loans (up 36% YoY and
8% QoQ), CV and 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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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 2QFY11.

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 FY11.
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 2QFY11 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 1QFY11 the bank began to recognize floating provisions
as part of tier-II 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 a rising 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

Source: Company/MOSL

Loan break-up (Rs b)
1QFY10 1HFY10 9MFY10 FY10 1QFY11 1HFY11

Auto Loans 161 171 181 196 214 232
CVs 77 80 84 94 100 112
2Ws 18 18 18 18 19 20
Personal Loans 85 84 85 88 90 95
Credit Cards 38 38 38 38 39 42
LAS 7 8 9 9 10 11
Business Banking 122 123 127 139 144 158
Home loans 62 64 78 87 95 91
Others 42 43 43 51 49 61

Source: Company/MOSL

Deposit growth (%)

Loan growth

CASA  trends

Source: Company/MOSL

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

~10% QoQ
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Margin trend (%)

Despite a rise in CoF, NIM
decline was restricted to

10bp QoQ to 4.2% due to
strong traction in CASA

Cost of funds (Cal. %)

Break-up of income (%)

Core cost-to-income ratio (%)

Increase in bulk deposit
rates and retail

term deposits rates lead to
rise in CoF

Cost to core income ratio
improved due to cost

efficiency; expect gradual
improvement going forward

Source: Company/MOSL

Proportion of core income
improves significantly

4.1
4.2 4.2 4.2 4.2

4.4
4.3

4.2
4.3 4.3

1QFY09 2QFY09 3QFY09 4QFY09 1QFY10 2QFY10 3QFY10 4QFY10 1QFY11 2QFY11

6.1 6.0
6.3

5.8

5.1

4.4

3.9
4.3

4.5

6.7

1QFY09 2QFY09 3QFY09 4QFY09 1QFY10 2QFY10 3QFY10 4QFY10 1QFY11 2QFY11

70 72 66 59 60 62 69 68 67 69

27 26
24 28 27 28

26 28 27 28

1323 10
13

5 4 5
310

1QFY09 2QFY09 3QFY09 4QFY09 1QFY10 2QFY10 3QFY10 4QFY10 1QFY11 2QFY11

NII Fees and Others Treasury and Forex

57.6
56.4

49.6
51.4

50.049.7

52.5

55.7
54.3

55.7

1QFY09 2QFY09 3QFY09 4QFY09 1QFY10 2QFY10 3QFY10 4QFY10 1QFY11 2QFY11



HDFC Bank

19 October  6

NPA trend (%)

Lower slippages lead to
improving asset quality

Credit cost (%)

Source: Company/MOSL
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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
 Strong focus on retail loans (52% of loans) and high

proportion of CASA deposits (50% of total deposits)
enable superior margins of over 4%.

 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.

 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.

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

Key risks
 Sustaining current business parameters with increase

competitive pressures is a key risk.

Recent developments
  Raised the base rate from 7.25% to 7.5%.
 Appointed Partho Datta as Additional Director from

30 September 2010.

Valuation and view
  We expect RoE to be 17% by FY11 and 19% by FY12,

with tier-I 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
Rs111 in FY12.

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

Sector view
 In FY10 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.

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

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

 We prefer banks with a strong core deposit franchise,
higher tier-I capital and high provision coverage ratio.

Shareholding Pattern (%)
Sep-10 Jun-10 Sep-09

Promoter 23.5 23.6 19.3

Domestic Inst 10.2 11.3 12.5

Foreign 48.5 46.5 48.5

Others 17.8 18.7 19.8

HDFC Bank: an investment profile

Stock performance (1 year)

EPS: MOSt forecast v/s Consensus (Rs)
MOSt Consensus Variation

Forecast Forecast (%)
FY11 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

Comparative valuations
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 1.5

* Price adjusted for value of key ventures and BV adjusted for
investments in those key ventures
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Financials and Valuation
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Financials and Valuation
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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 MOSt) 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 p articular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.

MOSt and/or it s affiliates 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.
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