3QFY11 Results Update
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* Includes pro forma merged figures for HDFC Bank and CBoP

HDFC Bank's 3QFY11 PAT grew ~33% YoY to Rs10.9b (2% higher than our estimate). Despite higher funding costs,

NIM was stable QoQ at 4.2%. CASA ratio remained strong at ~51% (stable QoQ) and high yielding retail loans drove

overall loan growth. CASA deposits grew 21% YoY, led by 31% YoY growth in SA deposits. Asset quality improved

further, with GNPA declining 3% QoQ. PCR (ex write-offs) improved to 81% v/s 78% in 2QFY 11 and restructured loans
remained stable QoQ at 30bp of standard loans.

Key highlights

® Loans grew ~1.3% QoQ and ~33% YoY for 3QFY11 to ~Rs1.6t. Few one-off wholesale loans that the bank granted
in 1HFY11 were redeemed during the quarter, impacting QoQ loan growth. Excluding these, loans grew ~6% Qo0Q.
Retails loans grew ~10% QoQ, led by growth across segments.

B  CASA deposits grew 21% YoY (down 2% QoQ). While SA deposit growth remains strong (up 31% YoY and 3%
QoQ), CA deposits declined 8% QoQ and grew just 8% YoY. HDFC Bank had Rs30b of one-off float money as at
end-2QFY11; adjusted for this, CA deposits were flat QoQ.

m Credit cost declined to 0.74% v/s 1.17% a quarter ago and 1.5% a year ago. Of the NPA provision of Rs2.9b during
the quarter, Rs1b is ad-hoc. The bank also made separate provision of Rs1.7b, of which Rs1.2b is for MFI and
Rs0.5b is to take care of contingencies. The bank's total MFI exposure stands at 0.6% of overall loans, of which 1/
3rd is towards Andhra Pradesh.

Valuation and view: While key operating parameters would remain superior, valuations at 3.3x FY12E BV and 18.6x

FY12E EPS are at premium. We maintain Neutral rating and would review once valuations correct from current levels.

QUARTERLY PERFORMANCE (RS MILLIOH)
FY10 FY11 FY10  FY11E
10 20 30 40 10 20 30 40E
Interest Income 40931 39919 40348 4053 44202 45100 52300 S4610 161729 199,211
Interest Expense 22375 20381 18108 17,016 201890 22837 24533 26309  77E63 93,869
Net Interest Income 18,556 19,558 22,239 23514 24011 25263 27,767 28,301 83,866 105,342
% Change (Y-0-Y) 77 48 124 270 284 282 249 204 13.0 758
Cther Income 10796 10535 5991 9,036 9904 9507 11278 10805 38076 41,595
Net Income 29,351 30,093 31,230 32,549 33,916 34,870 39,045 39107 121,942 146,937
Operating Expenses 14165 14163 14993 15505 16429 16799 18318 18773 STE45  7O3ME
Operating Profit 15187 15930 16,237 16,944  1T,487 18,071 20,727 20,334 64,297 76,619
% Change (Y-0-Y) 47.8 41.9 1.4 78 157 13.4 77 200 242 8.2
Cther Provisions 6555 5941 4477 4399 5550 4545 4659 4440 21400 19194
Profit before Tax 8,508 9,989 11,760 12,545 11,937 13,526 16,068 15893 42,897 57,425
Tax Pravisions 2537 3114 3575 4178 3620 4405 5190 4951 13410 18376
Net Profit 6,061 6875 8185 8,366 8117 9421 10,878 10,932 29,487 39,049
8% Change (Y-0-Y) 05 0.2 36 326 33.9 327 329 07 3.3 324
Inferest Expinterest fncome (%) 54.7 51.0 44,0 420 457 475 46,9 45.2 487 477
Other incomeet income (%) 76.8 350 288 278 282 278 289 278 3.2 283
Costincome Ratio (%) 48.3 477 48,0 47,9 454 48.2 46,9 48.0 473 47,9
Frovisions/Cperating Frofis (%) 43.4 373 278 260 7 257 225 2918 333 251
Tax Rafe (%) 295 3.2 304 333 320 326 323 3.2 3.3 320
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MoTiLAL OSWAL HDFC Bank
RESULTS ANALYSIE [RS M) : REPORTED HUMEERS
3QFTH 3RFTI0  FOr&A Y 20FTH SO ER 2 FTi0 FTHE FYI3E
Interest Income 52,300 40 348 a0 43100 4 161 729 199,211 250 087
Interest Expensze 24 533 18,109 35 22837 7 77 BE3 03,869 126515
Het Interest Income (HII) 27,067 22,231 25 25,263 T 83,866 105,342 123,572
Cther Income 11,278 G991 25 9607 17 38,076 41 585 53,393
- Fees and others 9417 713 22 8605 g 28523 34925 42789
- Treasury Income -3ar -265 16 -521 -41 3,451 -500 2,000
- Forex Income 2168 1,943 41 1523 42 G102 7170 4,604
Het Income 39,045 M,230 25 34,870 72 121,942 146,937 176,965
Total Operating Costs 18,318 14 993 22 16,7934 4 57 645 o8 g2.2a7
- Staff Costs 7251 5,786 25 TA0E 2 22892 28E15 34338
- Cther Cpex 11,068 9,207 20 9693 14 34 753 41 704 47 959
Operating Profit 20,727 16,237 28 18.071 75 6,297 76,619 94,669
Provisions 4 659 4 477 o 4 545 3 21,400 19,194 19,732
PBT 16,068 11,760 37 13,526 79 42,897 57,425 74,937
Tax 5,190 3,875 45 4 405 15 13,410 18,376 23,980
Tax Fate % 323 304 32 313 320 320
PAT 10,878 8185 33 9121 70 29,487 39,049 50,957
Deposits 1,922,016 1,547,888 29 1,953,209 -2 1,674,044 1992113 2,539,944
CALA Ratio % 0.5 517 506 52.0 0.5 473
Loans 1,591,838 1,196,135 33 1,570,906 1 1,258,306 1,635,798 2041747
Grogs HPA (R= B) 17.8 19.7 ) 18.4 -3 18.2 17.7 19.9
=Fross MR 9% 11 16 1.2 1.4 11 1.4
Het HPA (R= B) 33 5.4 -39 4.1 =10 39 31 3.0
Nt NP4 9 0.z 0.5 0.3 ] 0.2 o
Yields on Advances %* 100 10.4 9.7 108 104 106
Cozt of Funds 2%6* 47 4.4 4.5 47 4.8 52
HIM %5** 42 13 4.2 17 4.9 4.7
Tier | CAR 9% 1241 13.8 127 133 124 11.2
Tier Il CAR %% 42 45 4.3 44 358 28
Branches 1,780 1,725 1.765 1,725 1.925 2125
ATz S 3,895 472 4232 5,232 6,232

* Calcliated, * Reparted basis for quarterly ho and calcniated for vearly niinbers

Overall loan growth moderates QoQ); retail loans grow ~10% QoQ

Overall loan growth moderated QoQ to 1.3%, led by run down in wholesale portfolio.
Core loan growth stood at 5.7% QoQ and ~39% YoY. Even on a reported basis, loan
growth remained strong at 33%, led by retail loan growth of 36%. For FY11, management
is targeting loan growth of 28-30%, implying 4QFY 11 growth of less than 3% QoQ. Retail
loans grew ~10% QoQ and 36% YoY, and growth was across segments. Growth in auto
loans (up 36% YoY and 6% QoQ), CV and CE loans (up 49% YoY and 12% QoQ), and
business banking loans (up 41% YoY and 13% QoQ) continues to be strong. Home loans
grew 20% QoQ and 42% YoY on a lower base. Home loans now constitute 6.9% of
overall portfolio.

Management expects loan growth to remain strong on the back of (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 Limited to fulfill priority sector targets.
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HDFC Bank

NIM stable QoQ at 4.2%

NIM remained stable QoQ at 4.2% (down 10bp YoY), despite rising cost of funds. Strong
traction in CASA deposits and higher proportion of retail loans (56.5% of loans v/s 52.2%
a quarter ago) helped the bank to maintain NIM. Management expects to maintain NIM
above 4% in 4QFY11 and FY12 as well.

We expect NIM to remain stable/decline marginally from 4.2% on account of (1) strong
CASA ratio, a boon in a rising interest rate scenario, and (2) improved asset yields. CD
ratio remains elevated at 80%+ on account of higher capitalization and float money related
accounting treatment under other liabilities. Management mentioned adjusted CD ratio to
be at 76-77%.

Strong performance on CASA deposits

Deposits grew 24% YoY and declined 1.6% QoQ to Rs1.95t. Savings deposits reported
robust growth of 31% YoY and 3% QoQ, whereas CA deposits moderated with ~8%
QoQ decline and 8% YOoY increase. On a YoY basis, CASA deposits grew 21% (down
2% Qo0Q). At end-2QFY11, the bank had one-off float money of Rs30b, adjusted for
which CA deposits were flat QoQ. Performance on CASA front is impressive, considering
rising cost of deposits. Despite a rising rate environment, the management expects to
maintain CASA ratio at 48%-+ v/s 50% as at 3QFY11.

Fee income growth picks up QoQ; core C/l ratio improves

Other income grew 17% QoQ and 25% Y0Y to Rs11.3b on account strong growth in fee
income and higher forex income. Fee income growth was strong at 9% QoQ and 22%
YoY to Rs9.4b. On a lower base, forex income grew 40%+ QoQ and YoY to Rs2.2b
(partially helped by higher trading profits in 3QFY11). The bank booked loss on sale of
investment of Rs307m in 3QFY 11 v/s trading loss of Rs521m in 2QFY11 and Rs265m in
3QFY10. Management expects fee income to grow ~18% in FY11. Cost to core income
ratio improved to 49.3% v/s 50.1% in 3QFY10 as a result of cost efficiency. Operating
expenses grew 9% QoQ and 22% YoY to Rs18.3b.

Asset quality remains among the best in the industry

GNPA declined 3% QoQ to Rs17.8b (1.11% v/s 1.16% a quarter ago and 1.63% a year
ago). NNPA declined 19% QoQ to Rs3.3b (0.2% v/s 0.3% in 2QFY11 and 0.45% in
3QFY10). Provision coverage ratio improved further to ~81% (v/s 78% a quarter ago and
72% a year ago). 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%,
(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 ~29%
CAGR over FY10-13 against 25% delivered over FY05-10. While we remain positive on
the bank's business, we believe valuations are rich. Over FY05-10, peak one-year forward
P/BV was 5x and average P/BV was 3.3x. While key operating parameters would remain
superior, valuations at 3.3x FY12E BV and 18.6x FY 12E EPS are at premium. We maintain
our Neutral rating and would review this once valuations correct from current levels.
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Adjusted loan growth stood
at 5.7% QoQ and ~39% YoY.
For FY11, management is
targeting loan growth of 28-
30%, implying 4QFY11
growth of less than 3% QoQ

Strong loan growth across
retail loan segments

Deposit growth
moderates QoQ

CASA deposits grew 21%
YoY (down 2% QoQ). At end-
2QFY11, the bank had one-
off float money of Rs30b;
adjusted for this, CA deposits
were flat QoQ.

HDFC Bank
Trend in loan growth
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1QFY10 1HFY10 9MFY10 FY10 1QFY1L 1HFY11 IMFY11
Auto Loans 161 171 181 196 214 232 246
CVs 77 80 84 94 100 112 125
2Ws 18 18 17 18 19 20 22
Personal Loans 85 84 85 88 90 95 100
Credit Cards 38 38 38 38 39 42 46
LAS 7 8 8 9 10 11 12
Business Banking 122 123 127 139 144 158 179
Home loans 62 64 77 87 95 91 110
Others 42 43 43 51 49 61 62

Deposit growth (%)

Source: Company/MOSL
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Despite higher cost of funds,
NIM was stable at 4.2% due
to strong traction in CASA
and higher proportion of
retail loans.

Increase in bulk
deposit rates and retail
term deposit rates leads

to rise in cost of funds.

Strong growth in forex
income

Margin trend (reported, %)

HDFC Bank
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NPA trend (%)
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HDFC Bank: an investment profile

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 ~Rs2.5t. Rated as one of the best banks in
India, it has 1,780 branches. It has been consistently growing
its earnings at over 30% over several quarters.

Key investment arguments

m Strong focus on retail loans (56% of loans) and high
proportion of CASA deposits (50% of total deposits)
enable superior margins of over 4%.

m  Gross NPAs at 1.1% and net NPAs at 0.2%, with
restructured standard loans of just ~10bp, are among
the lowest in the industry, indicating superior risk
management skills.

m  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.

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

Key risks
m Sustaining current business parameters with increase
competitive pressures is a key risk.

Comparative valuations

HDFC Bank

Recent developments
m The bank has raised the base rate from 7.5% to 7.75%.

Valuation and view

m  While we remain positive on the bank's business, we
believe valuations are rich. Over FY05-10, peak one-
year forward P/BV was 5x and average P/BV was
3.3x.

m  While key operating parameters would remain superior,
valuations at 3.3x FY12E BV and 18.6x FY12E EPS
are at premium. We maintain our Neutral rating and
would review this once valuations correct from current
levels.

Sector view

m Loan growth remains strong. However, rising inflation
and increasing interest rates are the near-term
headwinds for the sector.

m  Our economist expects current tightness in liquidity to
start easing in 4QFY11, allaying the pressure of
significant NIM compression.

m  We believe that margins would start compressing, but
gradually. With strong loan growth and high CD ratio,
there is strong pricing power with banks.

m Banks with high CASA deposits and lower proportion
of bulk deposits will be preferred bets.

EPS: MOSL forecast v/s Consensus (Rs)

HDFC BK Axis BK ICICI BK*
P/E (x) FYLLE 24.3 16.0 17.8
FY12E 18.6 13.3 13.6
P/BV (x) FYLE 3.8 2.8 2.2
FY12E 3.3 2.4 1.9
RoE (%) FYLE 16.7 18.9 12.0
FY12E 18.8 19.5 14.1
RoA (%) FYLE 1.6 1.6 1.3
FY12E 1.7 1.6 1.5

* Price adjusted for value of key ventures and BV adjusted for
investments in those key ventures

MOSL Consensus Variation
Forecast Forecast (%)
FY11 84.4 84.3 0.1
FY12 110.2 109.4 0.7
Target Price and Recommendation
Current Target Upside Reco.
Price (Rs) Price (Rs) (%)
2,052 - - Neutral

Stock performance (1 year)

e HDFC Bank Sensex - Rebased

. 2,600

Shareholding Pattern (%)
Dec-10 Sep-10 Dec-09 2,300
Promoter 23.4 235 23.9 2,000
Domestic Inst 10.9 10.2 1.2 1,700 -
Foreign 48.1 48.5 46.4 1,400
Jan-10 Apr-10 Jul-10 Oct-10 Jan-11
Others 17.7 17.8 18.5
7
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MoTiLaL OswaL HDFC Bank
Financials and Valuation
INCOME STATEMENT (PRO FORMA MERGED WITH CBoP) (RS MILLIOH)
¥/E MARCH 2008 2009 2010 2011E 2012E 2013E
Interest Income 123,000 163,323 161,729 193211 250087 316,119
Interest Expense 63791 89,11 77863 93,869 126,515 166,143
Het Interest Income 59,209 74,212 83,866 105,342 123,572 149,976
Crande (o) 753 730 758 773 214
Mo Interest Incotme 29195 32906 35,076 41,595 53393 64,999
Het Income 88,403 107,118 121,942 146,937 176,965 214,975
Efrange o) e ) 738 205 04 215
Operating Expenses 47226 55328 57645 T0FIE 62,297 95,358
Pre Provision Profits MATT 51,790 64,297  T6,619 94,669 118,617
Cange (%) 758 242 737 238 753
Provizions (excl tax) 16,043 18,791 21400 1994 18732 24,920
PET 25134 32,999 42,897 57,425 74,937 93,696
Tax 7E04 10549 13410 18376 23,980 29933
Fax Rafe (%) 303 320 3.3 320 320 320
PAT 17,530 22,449 29,487 39,049 50,957 63,714
Crange 5% z87 7.3 324 05 25.0
Equity Dividend {Incl tax) 3,606 4,254 5,493 7,029 9172 11,468
Core PPP* 37,989 47,964 60,847 77,119 92,669 116,367
Crange %) 78.3 I8 287 202 758
Corg PRP fg [MIkFee imcome-Onex)
BALANCE SHEET (RS MILLIOH)
¥/E MARCH 2008 2009 2010 2011E 2012E 2013E
Equity Share Capital 4,243 4,254 4,577 4 26 4 26 4 26
Reserves & Surplus 133,649 146328 20677 246592 286818 337114
Het Worth 137,892 150,582 215,254 251,218 291,444 34,740
Deposits 1,225,176 1,428,116 1,674,044 1,992,113 2,539,941 3,238,428
Cange (%) FE.5 772 720 275 275
of which CASA Dep 601,478 633,597 871,039 1,005,038 1,202,553 1,473,127
Crande (o) 36.8 53 375 754 FR7 225
Borrowings 126536 154414 190,688 208,813 229563 249,097
Cther Lishilties & Prov. 146,430 162428 206,153 226015 270,106 323,292
Total Liabilities 1,604,193 1,832,708 2,224,586 2,614,128 3,264,527 4,083,527
Current Sssets 175,802 175,066 299424 240190 331,206 437,543
Investments 563,385 588,175 586,076 644,684 773,620 947,635
Cfrange (%) 44 24 a0 z0.0 225
Loans 796,089 988,831 1,258,306 1,635,798 2,044,747 2,555,934
Cirange (%) 242 273 300 25.0 25.0
Fixed Azsets 15462  1T0EF 21228 21995 22053 21,294
Cther Szsets 53455  B3S68 59551 T1 462 92800 120,770
Total Assets 1,604,193 1,832,708 2,224,586 2,614,128 3,264,527 4,083,527
ASSET QUALITY (%)
P& (Rs M) 9,070 19881 18168 17 E54 19,378 24048
MRPA (R M) 2,885 £,276 3,821 3,089 2,882 3,607
GNP Ratio 113 193 143 1.07 0.96 093
MNP, Ratio 037 063 0.31 IRE] 015 014
PCR (Excl Tech. write off) 7.1 5.4 754 825 85.0 85.0
£ MOSE Ssfinafes
8
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Financials and Valuation

RATIOS

¥/E MARCH 2008 2009 2010 2011E 2012E 2013E
Spreads Analysis (%)

Avq. Yield-Earning Assets 10.4 10.9 9.0 9.2 9.5 9.6
Avg. Yield on loans 126 136 108 10.4 106 1049
Awvd. vield on Investments 71 7.0 G5 7B 7o 7o
Avg. Cost-Int. Bear. Liab. 5.7 6.3 47 4.8 5.2 54
Awd. Cost of Deposits 56 E.0 45 1E 5.0 52
Interest Spread 4.7 4.6 4.3 4.4 4.3 4.2
Het Interest Margin 5.0 4.9 4.7 4.9 4.7 4.6

Profitability Ratios (%)

RoE 16.2 156 161 16.7 188 201
Ro, 1.3 1.3 15 16 17 17
Irt. Expenzsednt Incame 518 46 451 47 1 S0E6 S26
Fee IncomeMet Income 2894 27 254 286 280 282
Mon Int. Inc et Income 330 307 3.2 283 30.2 30.2

Efficiency Ratios (%)

Coztincome* 578 SEA 5.3 S04 495 47 B
Empl. Costiop. Exps. 343 40.5 a7 407 T 4258
Buszi. per Empl. Rz m) 47 .2 450 1.2 296 GE.7 752
MNP per Empl. (R= lac) 05 05 0E 0.7 0.5 0s

* gx treasury
Asset-Liability Profile (%)

LoansDeposit Ratio E4.9 E9.2 752 21 205 7aa
CAZS Ratio 491 44 .4 220 0.5 473 455
ImvestmentiDeposit Ratio 46.0 41 .2 350 324 305 293
G-SecAnvestment Ratio BE.1 sa.y a7 BE .5 854 854
CAR 1386 158 174 1.0 14.0 124
Tier ¥ 3 8 3.3 24 7.z ez
VALUATION

Book Yalue (R=) 3250 540 4703 5431 G300 7387
Chramge (%) 555 85 328 N E.0 i3
Price-BY () B3 50 4.4 35 33 25
Adjusted BY (Rs) 204 3443 454 G 2387 G255 7337
Price-A8% (%) 6.4 5.0 4.4 35 33 25
EP= (R=) 413 528 Ed .4 544 110.2 1377
Chamge (%) 227 277 227 1o seE 250
Price-Earnings (x) 497 359 3148 243 186 1489
Dividend Per Share (Rz) G5 100 12.0 15.2 19.8 2458
Dividend Yield (%) 0.4 05 05 0y 1.0 1.2

£ MOSL Cefimafes
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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.
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