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HDFC Bank's PAT grew ~34% YoY in 1QFY12 to INR10.8b (in line with our estimate). While reported NIM (on total

assets) was largely stable QoQ at 4.2%, our calculated NIM declined ~25bp QoQ. Performance on asset quality was

commendable, though GNPA increased 8% QoQ, partially driven by slippages in the MFI segment.

 Adjusted loan growth at 29% YoY: Reported loans grew 20% YoY and ~10% QoQ to INR1.76t. However, adjusted

for one-off short-term wholesale loans given in 1QFY11, loan growth was strong at 29%. Retail loans grew 5% QoQ

and 29% YoY to INR839b. Wholesale loan book grew 15% QoQ. CD ratio improved ~650bp QoQ to 83%.

 Sharp increase in borrowings: Deposits grew ~15% YoY (largely flat QoQ) to INR2.1t. Borrowings increased

sharply to INR220b (up 53% QoQ). During the quarter, the bank raised INR36.5b by issuing upper tier-II bonds.

 CASA growth moderates, led by decline in CA deposits: CASA deposit growth moderated to 15% YoY (declined

6% QoQ) as against 26% YoY in 4QFY11. Core CASA ratio stood at 49% as against 51% a quarter ago.

 Core credit cost at a low of ~40bp: Annualized slippage ratio for the quarter remained at historical lows at 80-

90bp. Core credit cost stood at 40bp v/s 80bp a quarter ago. Of the total provision of INR4.4b during the quarter,

INR2.5b is floating provision.

Valuation and view: Over FY06-11, the peak one-year forward P/BV was 5x and average one-year forward P/BV was

3.4x. The stock currently trades at 3.5x FY13E BV and 18.5x FY13E EPS. We maintain our Neutral rating, with a

target price of INR515 (3.5x FY13E BV).
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Quarterly performance vs estimates and deviation for the same (INR m)
Y/E March 1QFY12A 1QFY12E V/S our Est Comments

Net Interest Income 28,480 29,175 -2 Reported Margins stable QoQ; however cal declined ~25bp QoQ

% Change (Y-o-Y) 19 22

Other Income 11,200 11,693 -4 Fee income gr. moderates; MTM loss of ~INR400m

Net Income 39,680 40,868 -3

Operating Expenses 19,346 19,586 -1 Strong control over opex

Operating Profit 20,334 21,282 -4

% Change (Y-o-Y) 16 22

Other Provisions 4,437 5,500 -19  Created INR2.5b of contigent provision

Profit before Tax 15,897 15,782 1

Tax Provisions 5,047 5,050 0

Net Profit 10,850 10,731 1 Lower NII and fee income compensated by lower provisions

% Change (Y-o-Y) 34 32

Source: Company/MOSL

Adjusted loan growth at 29% YoY

Reported loans grew 20% YoY and ~10% QoQ to INR1.76t. However, adjusted for one-
off short-term wholesale loans given in 1QFY11, loan growth was strong at 29%. Retail
loans grew 5% QoQ and 29% YoY to INR839b. During the quarter, the bank reported
strong growth in auto loans (up 5% QoQ and 19% YoY), CV and CE loans (up ~11%
QoQ and 43% YoY), and credit card business (up ~11% QoQ and 37% YoY). Its outstanding
home loan portfolio declined to INR110b (v/s INR115b in 4QFY11) and now constitutes
~6.3% of the loan book. Wholesale loan book grew 15% QoQ, partially driven by short-
term loans to oil marketing companies and a loan to Food Corporation of India.

Sharp increase in borrowings

Deposits grew ~15% YoY (largely flat QoQ) to INR2.1t. Borrowings increased sharply to
INR220b (up 53% QoQ). During the quarter, the bank raised INR36.5b by issuing upper
tier-II bonds. CD ratio improved ~650bp QoQ to 83%.

CASA growth moderates, led by decline in CA deposits

CASA deposit growth moderated to 15% YoY (declined 6% QoQ) as against 26% YoY in
4QFY11. Some CA deposits ran-off (which were one-off) during the quarter, resulting in
~15% QoQ decline CA deposits. SA deposit growth was healthy at 20% YoY (up 2%
QoQ). Core CASA ratio stood at 49% as against 51% a quarter ago.

Reported NIM stable QoQ; calculated NIM down 20bp

Reported NIM was stable at 4.2% (on total assets) largely led by strong pricing power in
wholesale business and growth in high yielding loans. While cost of funds increased ~30bp
QoQ, this was offset by similar increase in yield on funds. Though cost of funds is likely to
increase further, the bank expects higher yield on loans to cushion margins. The
management expects to maintain NIM at 3.9-4.3% for FY12.
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Performance on asset quality remains strong

Performance on asset quality was commendable, though GNPA increased 8% QoQ. In
percentage terms, GNPA was stable QoQ. Slippages during the quarter were partially
driven by MFI loans and classification of cumulative preference shares for which dividend
has not been received into NPA (in line with RBI guidelines). Annualized slippage ratio
was at historical lows at 80-90bp. HDFC Bank's outstanding MFI exposure is 30-40bp
(INR6b). NNPA ratio and PCR was stable at 0.2% and 83%, respectively. Restructured
loans were 40bp, with standard restructured loans at 20bp - one of the best in the industry.

Core credit cost at a low of ~40bp

Core credit cost stood at 40bp v/s 80bp a quarter ago. Of the total provision of INR4.4b
during the quarter, INR2.5b is floating provision. With excess standard assets provisions
being utilized, the bank would need to provide for standard assets, going forward.

Fee income growth moderates

Overall non-interest income grew 13% YoY to INR11.2b, led by growth in fee income and
forex income. Fee income grew 17% YoY (declined 7% QoQ) to INR9.3b. Forex income
grew 34% YoY to INR2.3b (as against INR1.7b in 1QFY11 and INR2.4b in 4QFY11).
The bank booked MTM loss of ~INR413m during the quarter as against a gain of INR86m
in 4QFY11 and INR215m in 1QFY11.

Opex in line with estimate

Opex grew 18% YoY to INR19.34b v/s our estimate of INR19.6b. The number of branches
and ATMs increased to 2,111 and 5,998, respectively. In the last one year, the bank has
added 386 branches and 1,605 ATMs. Despite sharp increase in its branch network, HDFC
Bank has been able to maintain its core cost to income (C/I) ratio at ~51% (stable YoY;
52% a quarter ago).

Valuation and view

HDFC Bank is best placed in the current environment, with (1) CASA ratio of ~49% (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. The
bank has effectively utilized excess profits (on the back of a benign retail credit cycle) for
creating future buffer. Pricing power in retail loans remains strong, which will help the
bank to maintain margins despite increase in cost of funds.

We expect EPS to grow at a CAGR of ~28% over FY11-13 against 25% over FY05-10.
While we remain positive on the bank's business, we believe valuations are rich. Over
FY06-11, the peak one-year forward P/BV was 5x and average one-year forward P/BV
was 3.4x. The stock currently trades at 3.5x FY13E BV and 18.5x FY13E EPS. We
maintain our Neutral rating, with a target price of INR515 (3.5x FY13E BV).



HDFC Bank

19 July 2011  4

Revised Estimates (INR b)
Old Estimates Rev. Estimates Change (%)

FY12 FY13 FY12 FY13 FY12 FY13

Net Interest Income 123.4 150.8 122.4 149.5 -0.8 -0.9

Other Income 55.9 68.9 54.2 67.0 -3.1 -2.7

Total Income 179.3 219.7 176.6 216.5 -1.5 -1.5

Operating Expenses 83.7 97.9 83.7 97.9 0.0 0.0

Operating Profits 95.6 121.8 93.0 118.6 -2.8 -2.6

Provisions 19.2 25.6 16.5 23.4 -14.1 -8.8

PBT 76.4 96.2 76.5 95.2 0.0 -1.0

Tax 24.8 31.3 24.9 30.9 0.0 -1.0

PAT 51.6 64.9 51.6 64.3 0.0 -1.0

Margins 4.7 4.6 4.6 4.6

Credit Cost 1.0 1.1 0.9 1.0

RoA 1.7 1.7 1.7 1.7

RoE 18.9 20.4 18.9 20.2

Source: MOSL

HDFC Bank one year forward P/E HDFC Bank one year forward P/BV
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Quaterly trends

Deposit growth moderates to ~15% YoY

CASA growth moderates

Reported margin stable at 4.2% (on total assets)

 Large part of funding during the quarter came through borrowings

 CA deposits declined ~15% QoQ, leading to 6% decline in CASA

deposits; SA deposits grew 20% YoY and 2% QoQ

 Strong pricing power in wholesale business and growth in high

yielding loans leading to stable NIM

Reported loan growth at 20% YoY

 Adjusted for one-off short-term wholesale loans given in 1QFY11,

loan growth was strong at 29%.

 Auto, CV, credit card and wholesale loans drove sequential loan

growth

CD ratio improves to 83%

 Higher dependence on borrowings led to sharp increase in CD

ratio during the quarter

Retail loans grew 5% QoQ; wholesale banking up 15% QoQ
1Q 1Q YoY 4Q QoQ

FY12 FY11 Gr (%) FY11 Gr (%)

Auto Loans 232 195 19.0 221 4.9

Personal Loans 110 89 23.6 103 6.9

Loan against securities 11 10 9.0 12 -7.3

Two wheeler 21 17 22.4 20 3.8

CV & Const Equipment 91 63 42.9 82 10.7

Credit Cards 54 40 36.8 49 10.9

Business Banking 154 106 45.4 150 2.6

Home Loans 110 96 15.4 115 -3.9

Others 56 37 52.2 50 12.3

Retail Loans 839 652 28.6 801 4.7

Corporate Loans 917 811 13.1 799 14.8

Total Loans 1,755 1,462 20.0 1,600 9.7
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Quarterly trends (coninued)

Fee income growth moderated during the quarter

Branch expansion continues (nos.)

Credit cost (%)

 Lower commission rates on retail products led to moderation in

fee income growth

 In the last one year, the bank has added 386 branches and 1,605

ATMs

 Of the total provision, INR2.5b is floating provisions; the bank

has effectively utilized excess profits for creating future buffer

Cost of funds (calculated) up ~60bp (%)

 In line with industry trend, costs have started increasing

Core cost to income ratio (%)

 Despite sharp increase in branch network, the bank has been

able to maintain its core C/I ratio ~at 51%

Asset quality remains best amongst peers

 Annualized slippage ratio for the quarter was 0.8-0.9%, a historical

low; PCR was stable at 83%
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Quarterly Snapshot
FY10 FY11 FY12 Variation (%)

1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q QoQ YoY

Profit and Loss (INR m)

Net Interest Income 18,556 19,558 22,239 23,514 24,011 25,263 27,767 28,395 28,480 0 19

Other Income 10,796 10,535 8,991 9,508 9,904 9,607 11,278 12,558 11,200 -11 13

    Trading profits 2,560 1,629 -265 -473 215 -521 -307 86 -413 N.A. N.A.

    Exchange Profits 1,378 1,510 1,543 1,801 1,718 1,523 2,168 2,454 2,301 -6 34

    Others (Ex non core) 6,858 7,396 7,713 8,180 7,971 8,605 9,417 10,018 9,312 -7 17

Total Income 29,351 30,093 31,230 33,021 33,916 34,870 39,045 40,952 39,680 -3 17

Operating Expenses 14,165 14,163 14,993 16,078 16,429 16,799 18,318 19,984 19,346 -3 18

      Employee 5,593 5,541 5,786 5,972 6,671 7,106 7,251 7,334 7,810 6 17

      Others 8,571 8,622 9,207 10,106 9,758 9,693 11,068 12,650 11,536 -9 18

Operating Profits 15,187 15,930 16,237 16,944 17,487 18,071 20,727 20,969 20,334 -3 16

Provisions 6,588 5,941 4,477 4,399 5,550 4,545 4,659 4,313 4,437 3 -20

PBT 8,598 9,989 11,760 12,545 11,937 13,526 16,068 16,655 15,897 -5 33

Taxes 2,537 3,114 3,575 4,178 3,820 4,405 5,190 5,508 5,047 -8 32

PAT 6,061 6,875 8,185 8,366 8,117 9,121 10,878 11,147 10,850 -3 34

Asset Quality

GNPA 21,635 20,269 19,741 18,168 17,912 18,412 17,818 16,943 18,331 8 2

NNPA 6,585 6,024 5,440 3,921 4,125 4,085 3,307 2,964 3,185 7 -23

GNPA (%) 2.05 1.76 1.63 1.43 1.21 1.16 1.11 1.05 1.04 -1 -17

NNPA (%) 0.60 0.50 0.45 0.30 0.30 0.30 0.20 0.20 0.20 0 -10

PCR (Calculated, %) 70 70 72 78 77 78 81 83 83

Ratios (%)

Fees to Total Income 23.4 24.6 24.7 24.8 23.5 24.7 24.1 24.5 23.5

Cost to Core Income 55.7 52.5 50.1 50.7 51.4 49.6 49.3 52.0 51.2

Tax Rate 29.5 31.2 30.4 33.3 32.0 32.6 32.3 33.1 31.7

CASA (Reported) 45.0 47.0 49.0 50.0 49.2 50.6 50.5 51.0 49.1

Loan/Deposit 71.2 75.9 77.3 75.2 79.9 80.4 82.8 76.7 83.1

CAR 15.4 15.7 18.3 17.4 16.3 17.0 16.3 16.2 16.9

          Tier I 10.6 10.9 13.8 13.3 12.4 12.7 12.1 12.2 11.4

RoA 1.31 1.45 1.64 1.57 1.42 1.51 1.74 1.69 1.54 -15 12

RoE 15.8 17.1 17.4 15.7 14.7 15.8 17.8 17.7 16.7 -100 194

Margins (%) - Calculated

Yield on loans 11.91 11.07 10.42 9.88 9.73 9.69 9.99 10.40 10.76 36 103

Yield On Investments 6.94 6.53 6.47 6.57 7.06 7.07 7.74 7.74 7.84 10 79

Yield on funds 9.99 9.44 9.03 8.44 8.64 8.84 9.30 9.51 9.81 31 117

Cost of funds 5.83 5.15 4.39 3.90 4.31 4.53 4.74 4.91 5.49 58 118

Spreads 4.17 4.30 4.64 4.54 4.33 4.31 4.56 4.60 4.32 -28 -1

Margins 4.53 4.63 4.97 4.89 4.69 4.64 4.94 4.94 4.67 -26 -2

Margins (%) - Reported 4.20 4.20 4.30 4.40 4.30 4.20 4.20 4.20 4.20 0 -10

Balance Sheet (INR b)

Loans 1,038 1,137 1,196 1,258 1,462 1,571 1,592 1,600 1,755 10 20

Investments 603 572 641 586 608 637 630 709 729 3 20

Deposits 1,457 1,498 1,548 1,674 1,830 1,953 1,922 2,086 2,112 1 15

CASA Deposits 655 754 800 871 900 989 971 1,099 1,036 -6 15

of which Savings 385 432 467 499 539 595 610 634 648 2 20

                Current 270 322 333 372 362 394 360 465 388 -16 7

Borrowings 94 115 140 129 115 133 134 144 220 53 91

Total Assets 1,861 1,939 2,046 2,225 2,333 2,500 2,498 2,774 2,859 3 23

Franchise

Branches 1,416 1,506 1,725 1,725 1,725 1,765 1,780 1,986 2,111 125 386

ATM 3,382 3,573 3,898 4,232 4,393 4,721 5,121 5,471 5,998 527 1,605

Source: Company/MOSL
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EPS: MOSL forecast v/s Consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

FY12 22.2 22.1 0.5

FY13 27.6 27.7 -0.1

Shareholding Pattern (%)
Jun-11 Mar-11 Jun-10

Promoter 23.3 23.4 23.6

Domestic Inst 11.1 11.6 11.3

Foreign 47.7 47.2 46.5

Others 17.9 17.9 18.7
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