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Result highlights

� Housing Development and Finance Corporation (HDFC) reported a bottom line of

Rs534.2 crore in Q2FY2009, indicating a growth of 32.4% year on year (yoy) after

excluding the exceptional items. The profit after tax (PAT) was marginally above

our estimate of Rs508 crore.

� The net interest income for the quarter came in at Rs746.1 crore (vs the estimate

Rs741 crore), up 21.1% yoy buoyed by a healthy growth in the loan disbursals.

Importantly, the year-on-year (y-o-y) growth in the loan disbursals has moderated

compared with that of the previous quarter.

� The calculated net interest margin (NIM) for the quarter stood at 3.41%, indicating

a contraction of ~9 basis points. However, the NIM expanded by 28 basis points

sequentially as the company had passed on the higher cost of funds by hiking its

lending rates.

� Notably, the other operating income jumped up by 129% yoy to Rs111.7 crore

buoyed by a significant increase in the dividend income and the income from

mutual fund investments.

� The operating expenses were up by 20.4% yoy to Rs99.1 crore primarily driven by

a significant increase in the other expenses (up 26.3% yoy) and the staff expenses

(up 10.9% yoy). The cost to income ratio for the quarter has improved to 11.5%

from 12.3% a year ago.

� Loan approvals for H1FY2008 stood at Rs24,180 crore, up 27.6% yoy from Rs18,948

crore a year ago. In line, the disbursements amounted to Rs17,788 crore from

Rs14,275 crore a year ago, indicating a growth of 24.6% yoy. For Q2FY2009, the

growth in the approvals and the disbursals has moderated to 26.2% and 22.6%

respectively, compared with those of the previous quarter.

� While we maintain our estimates for the core business, we are lowering our price

target to factor in the contraction in the valuation multiple assigned to the life
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Results table Rs (cr)

Particulars Q2FY09 Q2FY08 % yoy % qoq H1FY09 H1FY08  % yoy

Net interest income 746.1 616.1 21.1 14.5 1397.7 1095.1 27.6

Other operating income 111.7 48.8 129.1 19.4 205.3 151.6 35.4

Other Income 5.5 3.9 40.8 6.8 10.6 7.3 44.8

Net total income 863.3 668.8 29.1 15.1 1613.6 1254.0 28.7

Operating expenses 99.1 82.3 20.4 2.4 195.8 158.9 23.3

Operating profit 764.3 586.4 30.3 16.9 1417.8 1095.2 29.5

Depreciation 4.3 4.0 7.0 16.6 8.0 7.7 3.2

PBT 760.0 582.4 30.5 16.9 1409.8 1087.5 29.6

Extraordinary items 0.0 313.3 0.0 313.3

Provision for taxes 225.8 249.3 -9.4 24.2 407.5 381.5 6.8

Net profit (reported) 534.2 646.4 -17.4 14.1 1002.3 1019.2 -1.7

Net profit (ex-exceptionals) 534.2 403.4 32.4 14.1 1002.3 776.3 29.1
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90+ days overdue 6m + overdue

insurance business and the asset management business.

At the current market price of Rs1,878 the stock trades

at 21.6x FY2009E earnings per share (EPS) and 3.9x

2009E book value (BV) per share. We maintain our Buy

recommendation on the stock with a revised price

target of Rs2,805.

NIM expands sequentially

Based on our calculations the NIM for Q2FY2009 came in at

3.4%, which indicates an improvement of 31 basis points

on a sequential basis. The sequential improvement in the

NIM and the spreads is primarily driven by the aggressive

lending rate hike done by the bank during the quarter.

However the NIM has come under pressure on a y-o-y basis

owing to the rising cost of funds. As evident in the table

below, the spreads have contracted marginally by 8 basis

points to 3.4%. The leadership in the mortgage space offers

HDFC the ability to pass on the higher cost of funds to the

customers.

Yield analysis (%)

Particulars Q2FY2009 Q2FY2008 yoy bps

Yield on assets 11.6 10.9 72

Cost of funds 9.4 7.8 159

NIM 3.4 3.5 -8

Loan approvals up 26% yoy

HDFC reported loan approvals of Rs24,180 crore for

H1FY2009, indicating a strong growth of 27.6% yoy. In line,

the disbursals grew by 24.6% yoy to Rs17,788. For

Q2FY2009, the growth in the approvals and the disbursals

has moderated to 26.2% and 22.6% respectively. However,

the moderation is largely in line with our expectation

considering the falling housing demand as interest rates

and real estate prices remain at higher levels. Moreover,

the management has consciously slowed down the lending

to commercial real estate segment, considering the current

situation. On a positive note, the current situation will

help HDFC garner further market share in the home

mortgage space as leading banks are going slow on lending

to this segment with a view to rebalance their loan books.

Loan disbursals moderate to 23%

In line with the strong but moderating growth in loan

approvals, the loan disbursal growth too is healthy but lower

compared with that of the previous quarter. During

Q2FY2009, the company disbursed loans of Rs10,584 crore,

indicating a healthy growth of 22.6% yoy though lower than

the 27.6% y-o-y growth during Q1FY2009.

Approvals and disbursements Rs (cr)

Q1FY09 Q2FY09 % yoy % qoq H1FY09 % yoy

Approvals 9,996 14,184 26.2 41.9 24,180 27.6

Disbursements 7,204 10,584 22.6 46.9 17,788 24.6

Advances break-up Rs (cr)

Particulars Q2FY09 Q2FY08 % yoy

Individuals 54728 41874 30.7

Corporate bodies 24509 18594 31.8

Others 1955 1552 26.0

Total 81192 62020 30.9

Robust growth in non-interest income

The other operating income jumped up by 129% yoy to

Rs111.7 crore. The growth can be traced to a significant

increase in the dividend income. The dividend income

surged up by three times and reached Rs49.2 crore, while

the income from mutual fund investments grew to Rs24.6

crore (up 12% yoy). Consequently, the net total income

growth stood healthy at 29.1% yoy to Rs863.3 crore.

Asset quality improves further

HDFC has been able to register further improvement in its

asset quality. On a +90 days overdue basis, the non-

performing loans stood at 1.04% as compared with 1.16%

during the corresponding quarter of the last year and 1.09%

for the previous quarter. In line, on a six-month overdue

basis, the non-performing loans stood at 0.62% as against

0.84% during the corresponding period of the last year and

0.71% for the previous quarter.

Trend in loans overdue

Unrealised gains down 20.6% yoy

HDFC's unrealised gains on listed investments stood at

Rs9,022.4 crore at the end of Q2FY2009, indicating a

decrease of 20.6% yoy. However the same was 23.5% above

the unrealised gains of Rs7,305.1 crore at end of Q1FY2009.

The ongoing deterioration in the equity markets may make

it difficult for the company to realise attractive gains from

its investments.
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“This document has been prepared by Sharekhan Ltd.(SHAREKHAN) This Document is subject to changes without prior notice and is intended only for the person or entity to which it is addressed to and may contain
confidential and/or privileged material and is not for any type of circulation. Any review, retransmission, or any other use is prohibited. Kindly note that this document does not constitute an offer or solicitation for
the purchase or sale of any financial instrument or as an official confirmation of any transaction.
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such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved), and should consult
its own advisors to determine the merits and risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to advise you as to any change of our
views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication,
availability or use would be contrary to law, regulation or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may
not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.

SHAREKHAN & affiliates may have used the information set forth herein before publication and may have positions in, may from time to time purchase or sell or may be materially interested in any of the securities mentioned
or related securities. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company mentioned herein. Without limiting any of the foregoing, in no event shall
SHAREKHAN, any of its affiliates or any third party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. Any comments or statements made herein are those
of the analyst and do not necessarily reflect those of SHAREKHAN.”

Capital adequacy strong at 15.2%

HDFC's capital adequacy ratio stood at 15.2% at the end of

Q2FY2009, down from 17% a year ago, but well above the

regulatory requirements.

Valuation

While we maintain our estimates for the core business,

we are lowering our price target to factor in the contraction

in the valuation multiple assigned to the life insurance and

the asset management business. At the current market

price of Rs1,878 the stock trades at 21.6x FY2009E EPS

and 3.9x 2009E BV per share. We maintain our Buy

recommendation on the stock with a revised price target

of Rs2,805.

Valuation table

Particulars  FY06  FY07  FY08  FY09E  FY10E

Adj net profit (Rs cr) 1257.3 1572.8 1944.2 2475.0 2898.9

Shares in issue (cr) 25.0 25.3 28.4 28.4 28.4

EPS (Rs) 50.4 62.2 68.4 87.1 102.1

EPS (Rs) - diluted 47.4 62.2 68.4 87.1 102.1

EPS growth (%) 21.1 23.4 10.1 27.3 17.1

PE (x) 37.3 30.2 27.4 21.6 18.4

BV (Rs/share) 179.0 219.4 420.6 476.2 544.3

P/BV (x) 10.5 8.6 4.5 3.9 3.5

Adj BV (Rs/share)* 142.2 176.4 324.6 371.3 544.3

P/ABV (x) 13.2 10.6 5.8 5.1 3.5

RONW (%) 30.1 31.2 21.4 19.4 20.0

*Adjusted for value of investments in subsidiaries per share

The author doesn’t hold any investment in any of the companies mentioned in the article.
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