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HDFC

3QFY11 Results Update

SECTOR: BANKING & FINANCE

Rs642 NeutralBSE SENSEX S&P CNX

18,860 5,655

Bloomberg HDFC IN

Equity Shares (m) 1,460.1

52-Week Range 780/460

1,6,12 Rel.Perf.(%) -2/0/20

M.Cap. (Rs b) 937.4

M.Cap. (US$ b) 20.8
* Price is adj. for value of key ventures. BV is adj. by deducting invst. in key ventures from net worth

HDFC's 3QFY11 PAT increased 33% YoY to Rs8.9b (against our estimate of Rs8.2b) boosted by higher treasury gains

of Rs1.7b (against our estimate of Rs1.1b). Reported loan growth accelerated to 21% YoY. Key highlights are:

 In 3QFY11 disbursements grew 21% YoY to Rs135b and sanctions grew ~29% YoY to Rs164b. For 9MFY11,

disbursements were up 25% YoY. Individual sanctions and disbursements grew 39% YoY and 38% YoY in  9MFY11.

 Loan grew 21% YoY (up 2.6% QoQ). Adjusted for cumulative sell-downs over the past 12 months (Rs53.9b), AUM

grew 22% YoY. During 3QFY11 HDFC sold down assets worth Rs20b.

 In 3QFY11, core NII growth was 20% YoY, marginally lower than our estimates of 24%. Reported spreads (cumulative)

were sequentially stable at 2.33% and improved by 8bp YoY in 9MFY11. For the quarter the spread was 2.3%.

 HDFC booked gains of Rs1.7b due to IL&FS stake sale, which is taxed at ~20%.

 Asset quality remains strong with gross NPA of 0.85% on 90 days overdue basis and 0.54% on 180 days overdue

basis. In respect of increase provisioning requirement under the recent NHB guidelines, HDFC made new provisioning

of Rs4.2b. It adjusted Rs2.7b of provisions directly through general reserves and another Rs1b from the excess

provisioning it was carrying.

Valuation and view: We expect HDFC to report EPS of Rs23.4 in FY11 and Rs28 in FY12, translating into FY10-12

EPS CAGR of ~19%. We expect core RoE to improve to 25-26% by FY11/12. The stock trades at 4x FY12E adjusted

price/ABV (price adjusted for value of key ventures and book value adjusted for investment in those ventures) and

adjusted P/E of 15.6x. Valuations are rich, reflecting strong growth prospects. Maintain Neutral with an SOTP target

price of Rs702.
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Earnings Snapshot (Rs m)
3QFY11 3QFY10 YoY Gr% 2QFY11 QoQ Gr%

Interest Income 30,667 25,994 18 28,020 9

Interest Expense 19,928 17,042 17 17,176 16

Net Interest Income 10,739 8,952 20 10,845 -1

Fees 503 478 5 681 -26

NII Including fees 11,242 9,430 19 11,526 -2

Dividend 269 409 -34 229 18

Net Operating Income 11,510 9,839 17 11,754 -2

Other Income 100 227 -56 183 -46

Net Income 11,610 10,066 15 11,937 -3

Operating Expenses 1,003 847 18 1,041 -4

Provisions 150 160 -6 150 0

PBT ex capital gains 10,457 9,059 15 10,746 -3

Capital Gains 1,672 514 225 590 na

Reported PBT 12,129 9,573 27 11,335 7

PAT 8,909 6,713 33 8,075 10

Source: Company/MOSL

Disbursement growth intact

In 3QFY11, disbursements increased 21% YoY to Rs135b and sanctions grew 29% YoY
to Rs164b. Individual business during 9MFY11 was robust with approvals growing by
39% YoY and disbursements growing by 38% YoY. Loan growth improved to 21% YoY to
Rs1,090b and AUM grew 22% YoY. Over the past 12 months, HDFC sold loans worth
Rs53.9b to HDFC Bank and others. During 3QFY11 HDFC sold loans worth Rs20b to
HDFC Bank. Individual loan (including sell down) growth on a reported basis is strong at
~24% YoY.

Core NII growth marginally lower than our estimates

In 3QFY11 core NII growth was 20% YoY at Rs10.7b, which was marginally lower than
our estimate of 24% YoY and lower than the 34% HDFC posted in 1HFY11. Growth in
NII including fees slowed to 19% YoY to Rs11.2b. Spreads improved 8bp YoY (flat QoQ)
to 2.33%. Yield on loans (calculated) declined ~40bp YoY and cost of funds dropped by
26bp. In line with a rising rates scenario, the cost of funds (calculated) increased 77bp
QoQ. Further HDFC used its excess liquidity on the balance sheet, evident from the
decline in investments in liquid mutual funds to Rs27.7b v/s Rs61.3b at the end of 2QFY11.
Fee income was subdued, growing 5% YoY to Rs503m. HDFC booked Rs1.7b of investment
gains in 3QFY11 on account of its IL&FS stake sale.

Valuation and view

We expect disbursement CAGR of ~22% over FY10-12, reported loan growth of over
20% and including the sell down, we expect loan CAGR of over 22%. We expect HDFC
to report EPS of Rs23.4 in FY11 and Rs28 in FY12, translating into FY10-12 EPS CAGR
of ~19%. We expect core RoE to improve to 25-26% by FY11/12.

BV will be Rs123 in FY11E and Rs140 in FY12E. Adjusted book value (adjusted for
investments in subsidiaries) will be Rs94 in FY11E and Rs111 in FY12E. We are not
deducting fresh equity investment in HDFC Bank (Rs40b) from net worth as it was funded
by NCDs until FY12. Similarly, we are not including warrant conversion unitl FY12 in our
net worth workings.
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Key investments in HDFC Bank, HDFC Life, HDFC AMC, HDFC General Insurance,
Gruh Finance and Property Funds are valued at Rs204 per share (after holding company
discount of 20%) on an FY12 basis. The stock trades at 3.9x FY12E adjusted price/ABV
(price adjusted for value of key ventures and book value adjusted for investment in those
ventures) and adjusted P/E of 15.6x. Valuations are rich, reflecting strong growth prospects.
Maintain Neutral with an SOTP-based target price of Rs702.
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Loan sanction trends (Rs b)

Disbursal trends (Rs b)

Approvals increased

29% YoY

Reported loan growth (Rs b)

Disbursals up 21% YoY, a

healthy growth rate

Spread movement (%)

Loan book growth picks up

in 3QFY11, reported loans

grew ~21% YoY
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Borrowings (Rs1.07t) mix (%)

Strong NII growth of 20% YoY

NII including fees grew 19% YoY

Trend in asset quality  (%)

Source: Company/MOSL

Strong loan growth and

stable spreads lead to

strong NII growth
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Company description

HDFC was incorporated in 1977 as India's first specialized
mortgage company. Besides this core business, it has
evolved as a financial conglomerate with interests in
banking, insurance and mutual funds by taking stakes in
companies like HDFC Standard Life Insurance Co, HDFC
Asset Management Co, HDFC Bank, CIBIL and HDFC
General Insurance Co. It functions through 287 offices,
direct selling agents and outreach programs.

Key investment arguments

 Huge potential in the housing mortgage segment in India.
HDFC, being the market leader, is set to benefit the
most.

 Strong management, high brand value, high RoE and
low net NPA distinguish HDFC from other players in
the sector.

 HDFC has diversified interests in banking, insurance
and mutual funds, all of which have been adding
significant value for investors.

Key investment risks

 Increasing competition from PSU banks and the
increasing cost of funds may lead to pressure on yields
and spreads going forward.

Recent developments

 NHB recently increased the standard asset provisioning
on dual rate loans to 2% from 0.4%.

 HDFC hiked floating home loan rates by 75bp on 1
December 2010.

Valuation and view

 We expect HDFC to report EPS of Rs23.4 in FY11
and Rs28 in FY12, translating into FY10-12 EPS CAGR
of ~19%. We expect core RoE to improve to 25-26%
by FY11/12.

 The stock trades at 4x FY12E adjusted price/ABV
(price adjusted for value of key ventures and book value
adjusted for investment in those ventures) and adjusted
P/E of 15.6x.

 Valuations are rich. Maintain Neutral.

Sector view

 With the pick up in economic growth, housing loan
growth is expected to rise significantly.

 Increasing urbanization, rising disposable income and
tax sops will keep mortgage demand buoyant.

 Increasing competition from PSU banks and the rising
cost of funds may lead to pressure on yields and
spreads.

Comparative valuations
HDFC*          HDFC Bank       ICICI Bank*

P/E (x) FY11E 19.9 24.5 17.7

FY12E 15.6 18.7 13.3

P/BV (x) FY11E 4.9 3.8 2.1

FY12E 4.0 3.3 1.9

Core RoE (%) FY11E 25.5 16.6 11.7

FY12E 25.6 18.7 13.9

RoA (%) FY11E 2.8 1.6 1.3

FY12E 2.8 1.7 1.4

Shareholding Pattern (%)
Dec-10 Sep-10 Dec-09

Promoter 0.0 0.0 0.0

Domestic Inst 13.5 13.3 13.6

Foreign 74.4 74.5 74.6

Others 12.2 12.2 11.8

HDFC: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s Consensus (Rs)
MOSL Consensus Variation

Forecast Forecast (%)

FY11 23.4 23.4 0.0

FY12 28.0 27.9 0.3

TARGET PRICE AND RECOMMENDATION

CURRENT TARGET  UPSIDE RECO.

PRICE (RS) PRICE (RS)  (%)

642 702 9.3 Neutral

* Valuation adjusted for investment in key subsidiaries

400

500

600

700

800

Jan-10 Apr-10 Jul-10 Oct-10 Jan-11

HDFC   Sensex - Rebased



HDFC

14 January 2011  7

Financials and Valuation
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Financials and Valuation



HDFC

14 January 2011  9

N O T E S
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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
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