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YEAR NET INCOME PAT EPS EPS P/E P/ B V C A R ROE ROA P/ABV

END ( R S  M ) ( R S  M ) (RS) GROWTH (%) ( X ) ( X ) ( %) ( %) ( %) ( X )

3/06A 5,149 3,756 3.3 10.1 24.6 3.6 25.6 16.9 3.6 3.6

3/07E 7,088 4,832 4.3 28.6 19.1 3.2 21.5 17.7 3.3 3.2

3/08E 8,793 5,735 5.1 18.7 16.1 2.8 18.0 18.3 2.9 2.8

IDFC has posted 35% (standalone) increase in earnings YoY to Rs1.4b on the back of improving margins and strong
disbursements. Business momentum has remained robust with disbursements up 44% in 1HFY07. IDFC continues to
maintain its asset quality, with nil net NPLs.

? NII from infrastructure loans grows by 38% YoY, excluding one-offs
? Maintains strong growth in disbursals
? Margins improving on back of improving asset yields
? Higher treasury profits; fee income growth strong

The current performance demonstrates strong loan growth and management is extremely optimistic with respect to
future growth prospects. Margins are also likely to stabilize as asset yields have also been increasing in line with the rise
in borrowing costs. Further IDFC is building up a steady pipeline of fee income. With asset quality remaining robust and
management clarifying on writeback of additional provisions being held, we are lowering our provisioning requirement for
FY07 and FY08. We have revised our earnings numbers upward by 16% for FY07 and by 13% for FY08. We now
expect EPS of Rs4.3 in FY07 and Rs5.1 in FY08. IDFC currently trades at 2.8x FY08E BV. We maintain our Buy
recommendation on our target price of Rs90 (valuing IDFC at 3x FY08E BV).

QUARTERLY PERFORMANCE ( R S  M I LLION)

Y / E M A R C H F Y 0 6 * FY07E*

1Q 2 Q 3 Q 4 Q 1Q 2 Q

Operating Income 2,562 2,577 2,446 2,553 3,211 3,863 10,138 15,454
Other Income 1 0 3 14 6 13 19 80
Total incom e 2,564 2,577 2,449 2,567 3,218 3,876 10,157 15,534

Y-o-Y Growth (%) 85.0 60.5 37.9 2.3 25.5 50.4 39.6 52.9
Interest expenses 1,117 1,163 1,314 1,415 1,643 1,960 5,008 8,447
Net Income 1,447 1,415 1,135 1,152 1,574 1,916 5,149 7,088
Operating Expenses 68 91 86 161 102 149 406 519
Operating Profit 1,379 1,324 1,049 992 1,472 1,766 4,743 6,569

Y-o-Y Growth (%) 138.7 56.0 17.1 -37.7 6.8 33.4 21.2 38.5
Depreciation 8 8 9 10 10 10 34 36
Provisions 204 169 10 132 0 -25 516 350
Profit before Tax 1,167 1,147 1,030 850 1,462 1,781 4,193 6,183
Tax Provisions 84 103 136 114 250 367 437 1,351
Net Profit 1,083 1,044 894 736 1,212 1,414 3,756 4,832

Y-o-Y Growth (%) 112.9 39.5 11.4 -54.8 12.0 35.4 23.6 28.6
Int Exp/ Int Earned (%) 43.6 45.1 53.7 55.4 51.2 50.7 49.4 54.7
Other Income / Net Income (%) 0.1 0.0 0.3 1.2 0.4 0.7 0.4 1.1
Cost to Income Ratio (%) 4.7 6.4 7.6 13.9 6.5 7.8 7.9 7.3
E: MOSt Estimates  * Quaterly nos and full year nos will not tally due to different way of reporting financial nos
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IDFC has posted 35% (standalone) increase in earnings
YoY to Rs1.4b on the back of improving margins and strong
disbursements. Business momentum has remained robust
with disbursements up 44% in 1HFY07. IDFC continues
to maintain its asset quality, with nil net NPLs.

NII from Infrastructure loans grows 38%  YoY,
excluding one-off
NII on infrastructure loans (consolidated; excluding a one-
off of Rs150m) has increased by 38% YoY in 1HFY07 to
Rs1.9b and by 17% in 2QFY07, as asset yields have
improved and disbursements have been strong during the
quarter.  Infrastructure NII's share in total income has risen
to 52% in 1HFY07 from 49% in 1HFY06, although the
same is down to 43% in 2QFY07 from 54% in 2QFY06.

Disbursals maintain strong growth
Strong growth in balance sheet parameters has been
maintained. Gross disbursements have increased 44%
during 1HFY07 to Rs34.4b. Loan book has expanded by
49% to Rs123b. However, gross approvals have increased
by just 1% YoY to Rs63b. Management has indicated that
besides the gap in sanctions (exposure) and disbursements,
which is close to Rs61b, it also has a strong pipeline of new
loan requests over the next few quarters.

Margins better on back of improving asset yields
Improving asset yields have resulted in margins being
maintained QoQ. Infrastructure asset yields (excluding one-
off) have increased to 9.1% in 1HFY07 from 9.0% in
1HFY06. Overall yields (including treasury yields) have also
improved to 8.9% in 1HFY07 from 8.7% in 1HFY06 on
back of significant improvement in treasury yields (up by
130bp YoY). Management has stated that the margins which
are around ~3.0% would tend to stabilize at these levels
going forward with improving asset yields, despite slight
pressure on incremental funding costs.

Higher Treasury profits; Fee income growth
strong
IDFC has booked equity gains out of its proprietary equity
book to the tune of Rs610m during the quarter compared
with Rs410m witnessed during 2QFY06. Compared with
previous quarters, treasury gains have improved. As of
September 2006, IDFC had unrealized gains valued at
Rs1.6b on its books, which have declined from the June
2006 level of Rs1.9b.

IDFC's fee income YoY has increased by 87% YoY to
Rs280m in 2QFY07 (Rs540m in 1HFY07 compared with
Rs380m in 1HFY06) versus Rs150m in 2QFY06. Of this,
Rs130m arose from the asset management business in
2QFY07 (Rs280m in 1HFY07) and the balance was fees
from core operations and other miscellaneous income.

Management has indicated that in the coming quarters, fee
income is likely to increase as its recent tie-ups/JVs/MOUs
with SSKI, Feedback, SBI Caps amongst others would
result in higher fee income. Also, with its subsidiaries (IDFC
AMC and IDFC Private Equity) growing bigger, we expect
fee-based income to constitute a larger chunk of the total
income pie.

Tax rate increases
IDFC's tax rate has increased to ~21% in 2QFY07 from
9% in 2QFY06. This is line with what management had
stated earlier that withdrawal of 10(23)G and increasing
share of fee income in total income is resulting in increase
in tax rates.

Maintains a stringent policy than required
Standard asset provisions have continued to increase in line
with increase in asset base. IDFC follows a policy of
providing 0.5% of gross disbursements against a norm of
0.4% on assets outstanding. However, on its books, IDFC
carries additional provisions, which management mentioned
they would be writing back over the next few quarters. As
a result, we are now assuming much lower provisioning for
FY07 and FY08 compared with our earlier assumptions.
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RoA at 3.6%
Ahead of our expectations, IDFC has been able to sustain
its RoA at 3.6% (12-month trailing) compared with3.7% as
of June 2006 (12-month trailing) despite higher leverage.
This is due to stable-to-improving NIMs as well as relatively
higher contribution from non-interest income. Also,
provisioning, has remained low for IDFC. Leverage has
increased to 5.1x from 4.1x, a year ago. Going forward,
we expect RoA to decline on the back of increasing leverage
coupled with lower contribution from treasury. However
RoE will tend to increase as IDFC improves its leverage.

The current capital adequacy ratio (CAR) for IDFC is 23%,
of which Tier 1 is ~17%, indicating that it can support strong
35%-40% growth in loans over the next couple of years.
Further, management has indicated that with leverage at
only 5.1x, CAR can go up to ~8x before requiring another
tranche of capital.

IMPROVING LEVERAGE, IMPROVING ROE

Earnings grow 46%  on consolidated basis; 35%
on standalone basis
On the back of strong growth in NII and improved margins,
IDFC has posted PAT growth of 46% for 2QFY07 at
Rs1.55b. On a standalone basis, PAT growth has been 35%
YoY to Rs1.4b in 2QFY07. Net NPAs continued to be nil,
with gross NPAs at 0.2% (decline from 0.6% in 1HFY06).

We maintain Buy
The current performance demonstrates strong loan growth
and management is extremely optimistic on future growth
prospects. Margins are also likely to stabilize as asset yields
have also been increasing in line with the rise in borrowing
costs. Further IDFC is building up a steady pipeline of fee
income. With asset quality remaining robust and
management clarifying on writeback of additional provisions
being held, we are lowering our provisioning requirement
for FY07 and FY08. We have revised our earnings numbers
upward by 16% for FY07 and by 13% for FY08. We now
expect EPS of Rs4.3 in FY07 and Rs5.1 in FY08. IDFC
currently trades at 2.8x FY08E BV. We maintain our Buy
recommendation on our target price of Rs90 (valuing IDFC
at 3x FY08E BV).

Source: Company / Motilal Oswal Securities
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Company description
IDFC was established in 1997 as a specialized financial
intermediary to catalyze private sector investments to
commercially viable infrastructure projects. Apart from
infrastructure funding, IDFC works closely with the GoI
and other state governments to conceptualize and formulate
policies that will inculcate a conducive environment for
private sector participation in the infrastructure sector.
IDFC's main focus areas are power, roads, ports and
telecom. Since the time IDFC began operations in 1997, it
has rapidly grown across all business parameters. While
its total assets, total income and profit after tax have
recorded CAGR of 33%, 21% and 22% respectively, total
infrastructure loans have grown at an impressive CAGR
of 54% from FY01 to FY06.

Key investment arguments
? Explosive infrastructure growth will enable robust loan

book expansion and fee income growth
? The company has a sterling pedigree in quality lending,

and hence is able to maintain zero net NPAs
? Enjoys the highest RoA in the sector; high CAR gives

enough room to grow loan book and boost RoE
? Is one of the few US$2b stocks in the financial sector

available to FIIs

SHAREHOLDING PATTERN (%)
SEP.06 JUN.06 SEP.05

Promoter 0.0 0.00 0.0

Domestic Inst 40.9 42.9 44.8

Foreign 45.9 43.5 41.7

Others 13.2 13.6 13.5

IDFC: an investment profile

EPS: MOST FORECAST VS CONSENSUS (RS)
MOST CONSENSUS VARIATION

FORECAST FORECAST (%)
FY07 4.3 4.2 2.2
FY08 5.1 5.0 1.2

TARGET PRICE AND RECOMMENDATION
CURRENT TARGET  UPSIDE RECO.
PRICE (RS) PRICE (RS)  (%)

82 90 9.4 Buy

Key investment risks
? Is dependent on government policies
? Rising interest rates may pressurize margins
? Faces competitive pressures from banks

Recent developments
? IDFC board has approved of increasing the FII limit in

the equity share capital of the company from 24% to
49% of the paid-up equity capital of the company

? The board has also approved to offer, issue and allot in
one or more tranches and in one or more private or
preferential offerings, an aggregate value of up to
US$250m or its equivalent

Valuation and view
? With the growth in infrastructure development activities,

the loan book is expected to expand by 40% CAGR in
FY06-09E. The borrowings will also grow at 43%
CAGR during the same period.

? PAT is expected to grow by 29% in FY07 and 19% in
FY08. The stock trades at P/BV of 2.8x FY08E BV.
We recommend Buy with the price target of Rs90

STOCK PERFORMANCE (FROM 12 AUGUST 2005)

COMPARATIVE VALUATIONS
IDFC           HDFC      HDFC BANK

P/E (x) FY07E 19.1 24.0 28.2
FY08E 16.1 19.9 21.7

P/ABV (x) FY07E 3.2 6.8 5.2
FY08E 2.8 5.6 4.3

RoE (%) FY07E 17.7 30.6 19.7
FY08E 18.3 30.2 21.5

RoA (%) FY07E 3.3 2.6 1.3
FY08E 2.9 2.5 1.3
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INCOME STATEMENT ( R S  M I LLION)

Y / E M A R C H 2 0 0 5 2 0 0 6 2 0 0 7 E 2 0 0 8 E 2 0 0 9 E

Interest Income 5,481 7,741 12,313 17,952 24,591

Interest Expended 3,119 5,008 8,447 12,766 17,806

Net Interest Income 2,362 2,733 3,866 5,186 6,785

Change (%) 22.1 15.7 41.5 34.1 30.8

Other Income 1,795 2,416 3,221 3,607 3,961

Net Income 4,157 5,149 7,088 8,793 10,746

Change (%) 1.1 23.9 37.6 24.1 22.2

Operating Expenses 280 440 555 670 817

Operating Income 3,878 4,709 6,533 8,122 9,929

Change (%) 2.0 21.4 38.7 24.3 22.2

Other Provisions 648 516 350 600 750

P B T 3,230 4,193 6,183 7,522 9,179

Tax 190 437 1,351 1,788 2,275

Tax Rate (%) 5.9 10.4 21.8 23.8 24.8

P A T 3,040 3,756 4,832 5,735 6,904

Change (%) 17.3 23.6 28.6 18.7 20.4

Proposed Dividend 1,143 1,283 1,122 1,403 1,684

BALANCE SHEET ( R S  M I LLION)

Y / E M A R C H 2 0 0 5 2 0 0 6 2 0 0 7 E 2 0 0 8 E 2 0 0 9 E

Capital 10,000 11,225 11,225 11,225 11,225

Reserves & Surplus 8,889 14,217 17,927 22,258 27,479

Net Worth 18,889 25,442 29,151 33,483 38,703

Borrowings 58,951 87,165 126,390 183,265 256,572

Change (%) 77.3 47.9 45.0 45.0 40.0

Sub-ordinated Debt 6,500 6,500 6,500 6,500 6,500

Other Liabilities & Prov. 2,975 4,447 5,337 6,671 8,339

Total Liabilities 87,315 123,555 167,378 229,919 310,113

Cash and bank balance 4,270 3,349 2,319 990 1,462

Investments 7,688 12,949 14,891 17,869 21,443

Change (%) -34.0 68.4 15.0 20.0 20.0

Advances 70,504 101,834 144,604 205,338 281,312

Change (%) 59.6 44.4 42.0 42.0 37.0

Net Fixed Assets 505 498 512 524 534

Deferred Tax Assets 662 792 713 642 577

Other Assets 3,687 4,133 4,340 4,557 4,785

Tota l  Assets 87,315 123,555 167,378 229,919 310,113

ASSUMPTIONS (%)

Borrowings Growth 77.3 47.9 45.0 45.0 40.0

Advances Growth 59.6 44.4 42.0 42.0 37.0

Investments Growth -34.0 68.4 15.0 20.0 20.0

Dividend 10.0 10.0 10.0 12.5 15.0

E: M OSt Estimates

RATIOS

Y / E M A R C H 2 0 0 5 2 0 0 6 2 0 0 7 E 2 0 0 8 E 2 0 0 9 E

Spreads Analysis (%)

Avg. Yield - Earning Assets 7.7 7.5 8.7 9.3 9.3

Avg. Cost-Int. Bear. Liab. 5.9 6.3 7.5 7.9 7.9

Interest Spread 1.8 1.2 1.2 1.4 1.4

Net Interest M argin 3.3 2.6 2.7 2.7 2.6

P rofitabil ity Ratios (%)

RoE 16.9 16.9 17.7 18.3 19.1

RoA 4.1 3.6 3.3 2.9 2.6

Int. Expended/Int.Earned 56.9 64.7 68.6 71.1 72.4

Other Inc./Net Income 43.2 46.9 45.5 41.0 36.9

Efficiency Ratios (%)

Op. Exps./Net Income 6.7 8.6 7.8 7.6 7.6

Empl. Cost/Op. Exps. 52.7 59.6 62.5 63.5 63.5

Busi. per Empl. (Rs m) 995 1,274 1,704 2,228 2,877

NP per Empl. (Rs m) 29.2 30.1 35.8 38.7 42.9

Asset-Liability Profile (%)

Adv./Deposit Ratio 119.6 116.8 114.4 112.0 109.6

Invest./Deposit Ratio 13.0 14.9 11.8 9.8 8.4

Gross NPAs to Adv. 0.7 0.5 0.7 0.8 0.8

Net NPAs to Adv. 0.0 0.0 0.2 0.3 0.4

CAR 28.6 25.6 21.5 18.0 17.0

Tier 1 20.1 19.2 15.0 12.0 12.0

V A LUATION

Book Value (Rs) 18.9 22.7 26.0 29.8 34.5

Price-BV (x) 4.4 3.6 3.2 2.8 2.4

Adjusted BV (Rs) 18.9 22.7 25.8 29.5 33.8

Price-ABV (x) 4.4 3.6 3.2 2.8 2.4

EPS (Rs) 3.0 3.3 4.3 5.1 6.2

EPS Growth (%) 17.3 10.1 28.6 18.7 20.4

Price-Earnings (x) 27.1 24.6 19.1 16.1 13.4

OPS (Rs) 3.9 4.2 5.8 7.2 8.8

OPS Growth (%) 2.0 8.2 38.7 24.3 22.2

Price-OP (x) 21.2 19.6 14.1 11.4 9.3

E: M OSt Estimates
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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 particular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.

MOSt and/or its 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 IDFC
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.

For more copies or other information, contact
Institutional:  Navin Agarwal.   Retail:  Manish Shah, Mihir Kothari

Phone: (91-22) 39825500 Fax: (91-22) 22885038. E-mail: inquire@motilaloswal.com

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


