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HDFC Bank's 1QFY13 PAT grew 31% YoY to INR14.2b (in-line with estimates). Key positives: (1) Above industry

loan growth (+9% QoQ, 22% YoY), (2) NIM of 4.3% (+10bp QoQ), (3) strong fee income (+23% YoY), and (4) stable

asset quality. Key highlights:

 Loan growth was driven by corporate segment (+15% QoQ, 11% YoY), forming 73% of loans during the quarter.

Retail loans grew 4% QoQ and 33% YoY and its share stood at 52.4% as against 54.8% in FY12.

 SA deposits growth was  impressive (+4% QoQ, +18% YoY), despite increasing competitive intensity post

deregulation in savings deposit rates. However, sequential decline in CA deposits (down 8% QoQ - seasonal

in nature) led to fall in CASA ratio to 46% v/s 48.4% a quarter ago.

 Other highlights: 1) HDFCB opened 20 branches and 796 ATMs during the quarter. Outstanding pool of floating

provision stood at INR16.75b (INR7/share).

Valuation and view: HDFC Bank is best placed in the current environment, with (1) CASA ratio of ~46%, (2) growth

outlook of 1.3x of the industry, (3) improving operating efficiency, (4) expected traction in income due to strong

expansion in branch network and (5) best in the class asset quality. While we remain positive on the bank's

business, we believe valuations are rich. Over FY07-12, peak one-year forward P/BV was 5x and average one-year

forward P/BV was 3.4x. The stock trades at 3.9x FY13E and 3.3x FY14E BV. Maintain Neutral.
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Quarterly performance: In line with estimate

Y/E March 1QFY13A 1QFY13E V/S our Est Comments

Net Interest Income 34,841 34,348 1 NIM improves 10bp QoQ - a positve surprise

% Change (Y-o-Y) 22 21

Other Income 15,295 14,038 9 Core Fee and forex income growth impressive

Net Income 50,135 48,386 4

Operating Expenses 24,326 22,876 6 Strong branch expansion over past one year

Operating Profit 25,809 25,510 1

% Change (Y-o-Y) 27 25

Other Provisions 4,873 4,900 -1 Asset Quality remains strong

Profit before Tax 20,936 20,610 2

Tax Provisions 6,762 6,492 4

Net Profit 14,174 14,118 0 Core operating parameters remains impressive

% Change (Y-o-Y) 31 30

Source: Company/MOSL

Margin improved 10bo QoQ - better than estimate; Fee income performance remains

impressive: Reported margin improved 10bp QoQ to 4.3% led by improvement in CD

ratio (+360bp) and benefit of reduction in CRR. Continued traction in retail liabilities,

superior CASA ratio and higher share of fixed rate retail loans will help HDFCB maintain

margins despite overall fall in interest rates in the system. Fee income growth was

strong at 23% YoY v/s 19% YoY for FY12. Forex income improved sharply to INR3.15b

(INR2.3b in 1QFY12). Past four quarters' negative drag due to profit on sale of

investment was behind as bank booked a gain of INR665m (v/s loss of INR715m in

4QFY12 and INR2b in FY12).

Impeccable asset quality performance: GNPAs in absolute terms increased just 4%

QoQ. In percentage terms, GNPA and NNPA were flat QoQ. PCR remained healthy at

81% (v/s 82.4% QoQ). Benign asset quality in retail segment and lower exposure to

stressed sectors in corporate segment is leading to consistently strong asset quality

performance, keeping credit cost under check. During the quarter provisions stood at

INR4.8b of which INR2.4b is towards floating. Specific provision related to credit cost

stood at 34bp v/s reported 23bp in 4QFY12 and 36bp in 1QFY12. Outstanding pool of

floating provision stood at INR16.75b (INR7/share). Gross restructured loan in % terms

declined marginally to 0.3% v/s 0.4% a quarter ago.

Loan growth driven by corporate segment; Share of retail loan at 52.4% as against

54.8% in FY12: Reported loans grew 9% QoQ and 22% YoY to INR2.1t. Incremental

loans during the quarter were driven by non retail loans (up 15% QoQ and 11% YoY),

whereas retail loans grew 4% QoQ and 33% YoY. Share of retail loans in overall loans

declined to 52.4% v/s 54.8% in FY12 (47.8% in 1QFY12). Bank reported strong growth in

CV/CE loans (+11% QoQ, +59% YoY), credit card (+10% QoQ, +42% YoY) and personal

loan (+6% QoQ, +35% YoY). Traction in gold loan remained strong (+15% QoQ, +103%

YoY), and share of gold loans in overall portfolio increased to 1.6% v/s 1% a year ago

(1.5% a quarter ago). Home loan grew 23% YoY to INR136b (down 5% QoQ).

SA deposit growth remains strong; CASA ratio declines QoQ: SA deposits grew

impressively (+4% QoQ, +18% YoY), despite increasing competitive intensity post

deregulation in savings deposit rates. However, sequential decline in CA deposits
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(down 8% QoQ - seasonal in nature) led to overall moderation in CASA (+14% YoY and

flat QoQ). As a result, CASA ratio declined to 46% v/s 48.4% in 4QFY12.

Cost to core Income ratio declined to 52.5% v/s 53.3% a quarter ago: Opex grew 26%

YoY to INR24.3b (flat QoQ). HDFCB opened 20 branches and 796 ATMs during the

quarter.  HDFCB has added 453 branches and 3,711 ATMs over past one year. Other

operating expenses grew 25% YoY led by this strong distribution expansion.

Key takeaways from Earnings Conference Call
 HDFCB reduced its base rate by 20bp in 1QFY13, impact of which on NIM would

be 4-5bp, as 20-25% of the overall loan portfolio is linked to base rate which gets

re-priced immediately.

 Fixed deposit growth remained strong at 29% YoY; however, this was led by

strong inflow of NRE term deposits during the quarter. Adjusting for this, fixed

deposit growth would have been ~22% and CASA ratio decline would have been

restricted to ~47%.  Bulk deposits as a proportion to overall deposits remains in

the range of 10-15%.

 In 3QFY12, HDFCB had changed its strategy and moderated corporate loans due

to high rates on cost bulk deposits and lower margins in this business. With high

cost deposits now coming down, HDFCB has resumed corporate lending, thereby

leading to strong 15%sequential growth. The bank remains focused on working

capital and short term financing on corporate side.

 Traction in gold loan remains strong. Currently, HDFCB is offering gold loan

through 600 branches.

 Management stated that retail delinquency is at its historic low and though

there is some evidence of increased stress in retail segment, it remains

significantly lower than product credit cost modeled.

 Fee income growth has been marginally higher over past two quarters due to

some one-off gains. Forex income growth remains strong led by higher volume

growth (due to increased volatility in exchange rates). Lower base of 1HFY12

due to negative impact of regulatory changes in mutual fund distribution and

insurance commission would ensure healthy growth. Change in regulation for

card-related fees is likely to impact fees marginally. Overall fee income growth

is expected to be 18-20%.

 While reported CAR stood at 15.5% with Tier I ratio at 10.9%, including 1Q earnings

it would be higher by ~50bp. RWA growth was largely in-line with loan growth,

despite strong growth in corporate portfolio, due to higher operational risk.

 Bank targets to add 250-300 branches every year and expects cost to income

ratio to improve 200-300bp over next 3-4 years due to productivity gains.

Valuation and view
 HDFCB is best placed in the current environment, with (1) CASA ratio of ~46%, (2)

growth outlook of 1.3x the industry, (3) improving operating efficiency, (4)

expected traction in income due to strong expansion in branch network, and (5)

best in the class asset quality.

 The bank has effectively utilized excess profits to create buffer. HDFCB has been

able to consistently deliver margins of 4.2%+ despite increase in cost of funds as

strong pricing power in retail segment has helped the bank to maintain margins.
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We largely maintain our earning estimates (INR b)

                                               Old Estimates                Revised Estimates                   Change (%)

FY13 FY14 FY13 FY14 FY13 FY14

Net Interest Income 147.3 177.0 148.2 178.3 0.6 0.8

Other Income 68.0 82.8 69.0 85.0 1.5 2.7

Total Income 215.3 259.8 217.2 263.4 0.9 1.4

Operating Expenses 99.9 115.5 102.9 121.2 3.0 4.9

Operating Profits 115.4 144.3 114.4 142.2 -0.9 -1.5

Provisions 17.6 22.8 15.8 19.8 -9.9 -13.1

PBT 97.9 121.5 98.5 122.4 0.7 0.7

Tax 30.6 38.0 31.3 38.5 2.3 1.5

PAT 67.3 83.5 67.3 83.8 0.0 0.3

Margins (%) 4.5 4.5 4.5 4.5

Credit Cost (%) 0.7 0.8 0.7 0.7

RoA (%) 1.8 1.8 1.8 1.8

RoE (%) 20.7 21.8 20.7 21.9

Source: MOSL

HDFC Bank: One year forward P/E HDFC Bank: One year forward P/BV

In a falling interest rate scenario higher proportion, of fixed rate loan and CASA

deposits will provide cushion to margins.

 In FY13/14, even though slippages might get normalized to average levels in retail

segment and credit cost would increase, buffer on account of higher base due to

floating provisions would provide cushion to earnings CAGR of 27%+ over FY12-

14. Over past few quarters, fee income growth has also been impressive and

continued traction on the same will aid profitability. We factor fee income CAGR

of 20% over FY12/14.

 A third of HDFCB's branches are less than 24 months old; further, a large part of

branch expansion happened outside top 9 cities, where breakeven period is 24-

30 months. Going forward, this strong expansion in hinterland will not only help

customer acquisition and product penetration but also meet priority sector targets.

 We expect EPS CAGR of ~27% over FY12-14 against 25% over FY07-12. HDFCB also

carries floating provision of INR16.75b (INR7/share) created during FY11-12 to

smoothen the strong earnings growth led by better than factored in credit cost on

retail loans.

 While we remain positive on the bank's business, we believe valuations are rich.

Over FY07-12, peak one-year forward P/BV was 5x and average one-year forward

P/BV was 3.4x. The stock trades at 3.9x FY13E and 3.3x FY14E BV and P/E of 20.5x

FY13E and 16.4x FY14E. Maintain Neutral, with a TP of INR600 (3.4x FY14E BV).
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Quaterly trends
Deposits growth remain in -line with loan growth

Moderation in CA deposits growth led to fall in CASA ratio  (%)

NIM (on total assets) improves QoQ - a +ve surprise (%)

 Deposits grew 4.4% QoQ and 22% YoY; Strong growth in NRE

deposits led to 29% YoY growth in term deposits growth

 SA deposits grew 4% QoQ and 18% YoY while CA deposit

growth moderated to 7% YoY (down 8% QoQ - seasonal in

nature).

 Reported margin improved 10bp QoQ to 4.3% led by benefit

of reduction in CRR and lag impact of higher share of high

yielding fixed rate retail loans

Loans growth remain above industry average

 Incremental loans in 1QFY13 were driven by non retail loans

(up 15% QoQ and 11% YoY)

 CV & CE loans (+11% QoQ and 59% YoY), personal loans

(+6% QoQ and 35% YoY) and Credit card segment (+10% QoQ

and 42% YoY) were the key drivers of retail loan growth

CD ratio improves 363bp QoQ  (%)

 Incremental funding during the quarter done by borrowings

(+9% QoQ and +19% YoY)

Retail loan growth remains healthy across segments
1Q 1Q YoY 4Q QoQ

(INR b) FY13 FY12 Gr (%) FY12 Gr (%)

Auto Loans 275 232 18.5 264 4.2

Personal Loans 148 110 34.6 139 6.4

Loan against Secur. 10 11 -9.6 10 -7.7

Two wheeler 27 21 28.4 25 4.6

CV & Const Equip. 144 91 59.5 131 10.7

Credit Cards 77 54 42.2 70 10.4

Business Banking 195 154 27.0 186 4.8

Home Loans 136 110 23.2 143 -4.6

Gold Loan 35 17 103.3 30 15.1

Others 72 39 83.8 73 -1.4

Retail Loans 1,119 839 33.4 1,071 4.4

Corporate Loans 1,015 917 10.7 883 14.9

Total Loans 2,133 1,755 21.5 1,954 9.2
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Quaterly trends (continued)

Strong growth in fee income (incl forex)

Branch expansion over past one year remains strong

Cyclical low retail NPA leading to lower credit cost (%)

 Fee income (incl. forex) grew 26% YoY; Strong growth over

past 3 quarters aided by lower base and some one-offs

 In the past one year, the bank has added 453 branches and

3,711 ATMs

 In 1QFY13, NPA provisions stood at INR1.75b; bank made

floating provision INR2.4b

Cost of funds (cal) increase - in line with industry trend (%)

 Higher inflows in fixed deposits and fall in CASA ratio led

to the rise in cost of funds

Cost /Core Income declines marginally (%)

 Despite high opex growth of 26% YoY strong growth in core

income led to largely stable cost to core income ratio YoY

Asset quality remains best amongst the peers

 In absolute terms, GNPAs were increased 4% QoQ; PCR at

81%
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Quarterly Snapshot

FY11 FY12 FY13 Variation (%)

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

Profit and Loss (INR m)

Net Interest Income 24,011 25,263 27,767 28,395 28,480 29,445 31,160 33,883 34,841 3 22

Other Income 9,904 9,607 11,278 12,558 11,200 12,117 14,200 14,920 15,295 3 37

Trading profits 215 -521 -307 86 -413 -13 -818 -715 665 N.A. N.A.

Exchange Profits 1,718 1,523 2,168 2,454 2,301 2,180 3,656 3,252 3,148 -3 37

Others (Ex non core) 7,971 8,605 9,417 10,018 9,312 9,950 11,362 12,383 11,482 -7 23

Total Income 33,916 34,870 39,045 40,952 39,680 41,562 45,360 48,803 50,135 3 26

Operating Expenses 16,429 16,799 18,318 19,984 19,346 20,304 21,580 24,671 24,326 -1 26

Employee 6,671 7,106 7,251 7,334 7,810 8,231 8,674 9,284 9,932 7 27

Others 9,758 9,693 11,068 12,650 11,536 12,073 12,905 15,387 14,394 -6 25

Operating Profits 17,487 18,071 20,727 20,969 20,334 21,258 23,780 24,132 25,809 7 27

Provisions 5,550 4,545 4,659 4,313 4,437 3,661 3,292 2,983 4,873 63 10

PBT 11,937 13,526 16,068 16,655 15,897 17,598 20,488 21,149 20,936 -1 32

Taxes 3,820 4,405 5,190 5,508 5,047 5,604 6,191 6,618 6,762 2 34

PAT 8,117 9,121 10,878 11,147 10,850 11,994 14,297 14,531 14,174 -2 31

Asset Quality

GNPA 17,912 18,412 17,818 16,943 18,331 18,949 20,206 19,994 20,863 4 14

NNPA 4,125 4,085 3,307 2,964 3,185 3,553 3,980 3,523 3,960 12 24

GNPA (%) 1.2 1.2 1.1 1.1 1.0 1.0 1.0 1.0 1.0 -5 -7

NNPA (%) 0.3 0.3 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0 0

PCR (Calculated, %) 77 78 81 83 83 81 80 82 81 -136 -161

Ratios (%)

Fees to Total Income 23.5 24.7 24.1 24.5 23.5 23.9 25.0 25.4 22.9

Cost to Core Income 51.4 49.6 49.3 52.0 51.2 51.5 50.7 53.3 52.5

Tax Rate 32.0 32.6 32.3 33.1 31.7 31.8 30.2 31.3 32.3

CASA (Reported) 49.2 50.6 50.5 51.0 49.1 47.3 47.7 48.4 46.0 -240 -310

Loan/Deposit 79.9 80.4 82.8 76.7 83.1 81.7 83.6 79.2 82.8 363 -28

CAR 16.3 17.0 16.3 16.2 16.9 16.5 16.3 16.5 15.5

Tier I 12.4 12.7 12.1 12.2 11.4 11.4 11.2 11.6 10.9

RoA 1.4 1.5 1.7 1.7 1.5 1.6 1.8 1.7 1.6

RoE 14.7 15.8 17.8 17.7 16.7 17.6 19.9 19.6 18.4

Margins (%) - Calculated

Yield on loans 9.7 9.7 10.0 10.4 10.8 11.0 11.3 11.5 11.9 35 110

Yield On Investments 7.1 7.1 7.7 7.7 7.8 8.5 8.8 7.8 8.0 23 17

Yield on funds 8.6 8.8 9.3 9.5 9.8 10.3 10.5 10.2 10.5 29 72

Cost of funds 4.3 4.5 4.7 4.9 5.5 6.2 6.4 6.1 6.5 46 104

Spreads 4.3 4.3 4.6 4.6 4.3 4.1 4.1 4.2 4.0 -17 -32

Margins 4.7 4.6 4.9 4.9 4.7 4.5 4.6 4.7 4.6 -12 -9

Margins (%) - Reported 4.3 4.2 4.2 4.2 4.2 4.1 4.1 4.2 4.3 10 10

Balance Sheet (INR b)

Loans 1,462 1,571 1,592 1,600 1,755 1,885 1,943 1,954 2,133 9 22

Investments 608 637 630 709 729 788 802 975 902 -8 24

Deposits 1,830 1,953 1,922 2,086 2,112 2,307 2,325 2,467 2,575 4 22

CASA Deposits 900 989 971 1,099 1,036 1,092 1,129 1,194 1,184 -1 14

of which Savings 539 595 610 634 648 690 703 740 767 4 18

Current 362 394 360 465 388 402 426 454 417 -8 7

Borrowings 115 133 134 144 220 223 244 238 261 9 19

Total Assets 2,333 2,500 2,498 2,774 2,859 3,157 3,355 3,379 3,600 7 26

Franchise

Branches 1,725 1,765 1,780 1,986 2,111 2,150 2,201 2,544 2,564 20 453

ATM 4,393 4,721 5,121 5,471 5,998 6,520 7,110 8,913 9,709 796 3,711

For %age change QoQ and YoY is bp Source: Company/MOSL
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EPS: MOSL forecast v/s consensus (INR)

MOSL Consensus Variation

Forecast Forecast (%)

FY13 28.7 27.8 3.4

FY14 35.7 34.4 3.7

Shareholding pattern (%)

Jun-12 Mar-12 Jun-11

Promoter 23.1 23.2 23.3

Domestic Inst 10.7 10.5 11.1

Foreign 49.0 48.8 47.7

Others 17.3 17.5 17.9

1-year Sensex Rebased

Stock Info
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Financials and Valuation
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Financials and Valuation
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N O T E S
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