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Impressive performance: Bright Prospects 

HDFC Bank reported impressive results for Q1’09, post its merger with 

Centurion Bank of Punjab (CBoP), which came into effect from May 23, 

2008. Year-over-  year, net profit surged 44.6% to Rs. 4.6 bn, net interest 

income rose by 74.9% to Rs. 17.2 bn, and fee income increased by 

37.3%. Advances grew by 79.8%, while deposits grew by 60.4%. Post 

the merger, key metrics of HDFC Bank are as follows: 

• Strong core performance : The Bank’s core performance remained 

strong despite the merger—net interest income (NII) increased by 

52.5% yoy on a proforma basis. However, the net interest margin 

(4.1%) and CASA (44.9%) were impacted adversely. We expect the 

NIM and CASA to bounce back once CBoP is completely assimilated 

in its existing network. 

• Pressure on margins : Year over year, net advances grew 79.8% 

while deposits grew 60.4%. However, these enlarged deposits and 

advances can pressurise margins in a slowing economy and a rising 

interest rate scenario.  

• Asset quality moderated : Maintaining asset quality has been HDFC 

Bank’s forte. This quarter, however, the Bank recorded a 111.6% yoy 

increase in its gross NPAs. This, we believe is more on account of 

the merger with CBoP than due to a deterioration in asset quality, 

since HDFC Bank’s net NPA ratio stood at 0.5% of net advances this 

quarter.  

 

 

 

 

 

 

 

 

HDFC Bank BuyRESULTS REVIEW

Share Data

Market Cap Rs. 470.8 bn

Price Rs. 1,108.65

BSE Sensex 14,577.87

Reuters HDBK.BO

Bloomberg HDFCB IN

Avg. Volume (52 Week) 0.13 mn

52-Week High/Low Rs. 1787.90 / Rs. 903.60

Shares Outstanding 424.6 mn

Valuation Ratios (Standalone)

Year to 31 March 2009E 2010E

EPS (Rs.) 54.1 66.0

+/- (%) 16.8% 21.9%

PER (x) 20.5x 16.8x

P / PPP (x) 8.4x 7.1x

P / BV (x) 3.5x 3.4x

Shareholding Pattern (%)

Promoter 23

FIIs 26

Institutions 8

Public & Others 43

Relative Performance
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HDFCB Rebased BSE Index

Key Figures 
Quarterly Data Q1'08 Q4'08 Q1'09 YoY % QoQ% FY07 FY08 YoY %
(Figures in Rs mn, except per share data)

Net Interest Income 10,422 16,421 17,235 65.4% 5.0% 34,685 52,279 50.7%
Operating Income 26,417 21,914 23,169 (12.3%) 5.7% 49,847 75,110 50.7%
Pre-Prov Profit 7,837 10,887 10,275 31.1% (5.6%) 25,639 37,654 46.9%

Net Profit 3,212 4,711 4,644 44.6% (1.4%) 11,415 15,902 39.3%

Cost/Operating Income(%) 43.1% 50.3% 55.7% - 48.6% 49.9% -
NIM ratio 4.2% 4.4% 4.1% - - - -
NPA ratio 0.4% 0.5% 0.5% - 0.4% 0.5% -

Per Share Data (Rs.)
PPP per share 23.5 30.3 24.2 3.0% (20.1%) 81.1 108.0 33.2%
EPS 9.6 13.1 11.0 14.6% (16.0%) 36.1 45.6 26.3%
BVPS 211.5 324.4 313.8 48.4% (3.3%) 201.4 324.4 61.0%
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Result Highlights 

HDFC Bank’s total income for Q1’09 grew by 59.6% yoy and stood at  

Rs. 42.2 bn. The NII increased 74.9% yoy to Rs. 17.2 bn, driven by an 

increase in interest on investments and interest on advances. The NIM 

declined from its Q4’08 level and stood at a little over 4.1%. This fall was 

due to the merger with CBoP and a massive rise in deposits. 

Non-interest income increased by 3.6% yoy to Rs. 5.9 bn. Fees and 

commission, a major constituent of other income, increased by 37.3%. 

This increase in fee income was marred by a loss on revaluation/sale of 

investments of Rs. 0.8 bn. Foreign exchange/derivative revenues 

accounted for the remaining portion of other income. We expect non-

interest income to keep growing as fees and commission account for a 

large proportion of the total other income. Operating expenses shot up 

66.4% yoy on account of the merger. Provisions and contingencies 

increased 12.2% yoy. After providing Rs. 2.2 bn for taxation, the Bank 

earned a net profit of Rs. 4.6 bn, a yoy growth of 44.6%.  

The above results of HDFC Bank cannot be compared to Q1’08 results 

because of the merger with CBoP. An apt apple-to-apple comparison, 

adding CBoP’s Q1’08’s results to HDFC’s, is as follows: 

• Interest earned grew by 44% yoy and interest expended rose by 

37.1%. This resulted in a rise of 52.5% in the NII. 

• Other income decreased by 16.9% yoy and operating expenses rose 

by 32.9%, resulting in a 17.5% rise in operating profit. However, net 

profit surged 31.1% yoy due to a slight decrease in provisions other 

than tax.  

Thus the Bank’s performance has been remarkable.  

 

The balance sheet of the Bank increased by 59.5% yoy post the merger 

as deposits grew by 60.4% to exceed Rs. 1.3 tn and advances grew by 

79.8%. The CASA ratio fell to 44.9%. The Bank’s total customer assets, 

(including advances, corporate debentures, and investments in 

 
 

Total income and NII surged 
while NIM was affected 
adversely  

Remarkable performance 
despite proforma comparison 
of Q1’09 with Q1’08  
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securitised paper, etc. net of loans securitised and participated out) were 

Rs. 995.5 bn.  

 

Outlook  

Sound fundamentals make HDFC Bank a strong performer. Despite 

taking a nominal hit on its NIM post the merger with CBoP, NII grew by 

74.9% yoy and fee income by 37.3% yoy. This pulled up net profit by 

44.6% and on a proforma basis, by 31.1%. 

The merger with CBoP is an essential determinant of HDFC Bank’s 

growth. On the one hand, deposit and advances base has enlarged; on 

the other, this has exerted pressure on margins as well as increased the 

NPAs. Also, the merger has given HDFC Bank access to 394 more 

branches, which increases its coverage considerably and will lead to 

strengthening of the core business and earnings. At the same time, this 

will mean enlarged operating costs, which have been increasing at a 

steady rate. 

Given HDFC Bank’s sentient management, we believe that the Bank will 

revert back to its more profitable numbers once CBoP is integrated in the 

former’s existing network. 

 

Valuation 

We have valued HDFC Bank by using the three-stage Discounted Equity 

Cash Flow Model. Assuming a sustainable ROE of 15%, we arrive at a 

terminal growth rate of 8.78%. Cost of equity is assumed at 15%. The 

stock quotes a forward P/ABV of 3.5x for 2009 as against 4.1x for 2008. 

We maintain our Buy rating on the stock with a revised target price of  

Rs. 1,400 for FY09.  

 

Merger with CBoP: an 
essential determinant of 
growth 
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Income Statement Key Ratios

(Rs mn, Yr. ending March 31) FY07 FY08 FY09E FY10E FY07 FY08 FY09E FY10E

Interest Income 66,462      101,170     166,709     191,315     Per share data (Rs.)

Interest Expense 31,793      48,874       88,234       105,563     Shares outstanding (mn) 319.4 354.4 424.6 424.6

Net Interest Income 34,669      52,297       78,475       85,752       Basic EPS 36.6 46.4 54.1 66.0

YoY Growth (%) 36.2% 50.8% 50.1% 9.3% Diluted EPS 36.4 45.7 53.5 65.3

Other Income 15,773      23,758       36,299       50,247       Book value per share 202.6 325.5 313.8 327.5

Operating Income 50,441      76,054       114,773     135,999     Adj. book value per share 202.6 325.5 313.8 327.5

YoY Growth (%) 36.3% 50.8% 50.9% 18.5%

Operating Expense 24,740      38,264       59,019       70,116       Valuation ratios (x)

Pre-Provisioning Profit 25,702      37,791       55,755       65,883       P/PPP 11.8x 12.4x 8.4x 7.1x

Provisions and Contingencies 9,251        14,849       21,985       24,712       P/E 25.9x 28.5x 20.5x 16.8x

Profit Before Tax 16,450      22,942       33,770       41,171       P/B 4.7x 4.1x 3.5x 3.4x

Tax 5,016        7,020        10,806       13,175       P/ABV 4.7x 4.1x 3.5x 3.4x

Net Profit 11,435      15,922       22,963       27,996       

YoY Growth (%) 30.6% 39.2% 44.2% 21.9% Performance ratio (%)

Return on avg. assets 1.4% 1.4% 1.4% 1.2%

Balance Sheet Return on avg. net worth 19.3% 17.6% 18.0% 18.2%

(Rs mn, as on March 31) FY07 FY08 FY09E FY10E

Cash and balances with RBI 90,734      148,280     225,585     264,369     Balance Sheet ratios (%)

Investments 305,670    492,880     769,795     923,755     Advances to deposits 68.8% 63.0% 62.0% 62.0%

YoY Growth (%) 7.7% 61.2% 56.2% 20.0% Borrowings to advances 6.0% 7.1% 7.5% 6.9%

Advances 469,448    634,269     974,027     1,168,832  Investments to assets 33.5% 37.0% 37.5% 37.7%

YoY Growth (%) 33.9% 35.1% 53.6% 20.0% Investments to deposits 44.8% 49.0% 49.0% 49.0%

Fixed Assets (Net) 9,875        11,963       13,267       14,322       Net Worth to assets 7.1% 8.7% 6.8% 6.8%

Other Assets 37,355      44,539       67,661       80,923       

Total Assets 913,083    1,331,931  2,050,335  2,452,201  Productivity ratio (Rs. mn)

Opt. expense per employee 1.2 1.0 1.2 1.4

Deposits 682,643    1,006,314  1,571,011  1,885,213  Net profit per employee 0.5 0.4 0.5 0.6

YoY Growth (%) 22.5% 47.4% 56.1% 20.0% Asset per employee 42.5 35.2 41.0 49.0

Borrowings 28,154      44,789       73,299       80,628       

YoY Growth (%) -1.5% 59.1% 63.7% 10.0% Operating ratios (%)

Other Liabilities & Provisions 137,296    165,108     266,544     318,786     Operating cost to operating income 49.0% 50.3% 51.4% 51.6%

Total Liabilities 848,093    1,216,210  1,910,853  2,284,628  Operating cost to avg. assets 3.0% 3.4% 3.5% 3.1%

Share Capital 3,480        3,914        4,682        4,749        Source: Bank data, Indiabulls research

Reserves & Surplus 61,510      111,807     134,799     162,824     Note: Some ratios are as per Indiabulls definitions and may not match figures 

Total Equity & Liabilities 913,083    1,331,931  2,050,335  2,452,201  declared by the Bank



Indiabulls (H.O.), Plot No- 448-451, Udyog Vihar, Phase - V, Gurgaon - 122 001, Haryana. Ph: (0124) 3989555, 3989666 
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Disclaimer 
 
This report is not for public distribution and is only for private circulation and use. The Report should not be reproduced or 
redistributed to any other person or person(s) in any form. No action is solicited on the basis of the contents of this report. 
 
This material is for the general information of the authorized recipient, and we are not soliciting any action based upon it. 
This report is not to be considered as an offer to sell or the solicitation of an offer to buy any stock or derivative in any 
jurisdiction where such an offer or solicitation would be illegal. It is for the general information of clients of Indiabulls 
Securities Limited. It does not constitute a personal recommendation or take into account the particular investment 
objectives, financial situations, or needs of individual clients. You are advised to independently evaluate the investments 
and strategies discussed herein and also seek the advice of your financial adviser. 
 
Past performance is not a guide for future performance. The value of, and income from investments may vary because of 
changes in the macro and micro economic conditions. Past performance is not necessarily a guide to future performance. 
 
This 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 as such. Any opinions expressed here in reflect judgments at this date and are subject to 
change without notice. Indiabulls Securities Limited (ISL) and any/all of its group companies or directors or employees 
reserves its right to suspend the publication of this Report and are not under any obligation to tell you when opinions or 
information in this report change. In addition, ISL has no obligation to continue to publish reports on all the stocks 
currently under its coverage or to notify you in the event it terminates its coverage. Neither Indiabulls Securities Limited 
nor any of its affiliates, associates, directors or employees shall in any way be responsible for any loss or damage that 
may arise to any person from any error in the information contained in this report. 
 
The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views 
about the subject stock and no part of his or her compensation was, is or will be, directly or indirectly related to specific 
recommendations or views expressed in this report. No part of this material may be duplicated in any form and/or 
redistributed without Indiabulls Securities Limited prior written consent.  
 
The information given herein should be treated as only factor, while making investment decision. The report does not 
provide individually tailor-made investment advice. Indiabulls Securities Limited recommends that investors independently 
evaluate particular investments and strategies, and encourages investors to seek the advice of a financial adviser. 
Indiabulls Securities Limited shall not be responsible for any transaction conducted based on the information given in this 
report, which is in violation of rules and regulations of National Stock Exchange or Bombay Stock Exchange. 
 


