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HDFC Ltd

Steady quarter despite increasingly challenging environment. In an
operating environment that was turing increasingly challenging, HDFC
reported yet another steady quarter. More importantly, management
continues to expect 18-20% loan growth going forward, which we expect
should translate in to close to 20% net profit growth for full year FY12.

Core revenue growth trends were slightly weak as NIl was up 17% yoy
(19% in Q1FY12), driven by 20% loan growth (24% ex. loans sold). Interest
expenses accelerated, up 57%, although this was mostly offset by interest
income growth of 40%. However, modest decline in NIl growth may not
necessarily be indicative of a sustained challenge in NIl increase,
particularly as we believe funding costs should have stabilised for the most
part. Net interest spread (NIS), which indicates loan yields spread over
funding cost, was stable at 2.28% (v/s 2.30% in Q1FY12).

Loan approvals were 18%, while disbursements were 19% during the
quarter v/s 22% and 20% in Q1FY12. Asset quality remains pristine and
provisions more than covered gross NPAs. EPS growth was 19% yoy and
RoE was 21.1% v/s 19% for Q1. Book value was Rs127 v/s Rs123 at end
of previous quarter, while unrealised gains per share was Rs145.

Modest changes to estimates. We fine tuned funding mix and costs,
among other things. As a result, our FY12 and FY13 EPS estimates are
Rs28.2 and Rs33.6 v/s Rs28.0 and Rs35.0 previously.

We expect HDFC’s operating performance and consistency to continue to
outshine peers’ in a tough environment, given large addressable market
and management’s superior execution track record. However, with the
stock holding up reasonably well (down 7.5% YTD v/s Bank Nifty Index
down 16.6%), we believe if investor sentiment improves on the back of
positive global cues, it could result in the stock underperforming
bank peers.

Price target remains Rs700 and represents a headline forward P/book
multiple of 4.4x (3.5x adjusted for unrealised gains). Maintain Add rating.

Revenue trends healthy. NIl growth was slightly lower than our
expectation, given elevated interest expense. Although interest expenses
were up 57%, overall net interest income was up 17% as income from
operations was up 40%. Interest cost on loan funding was up sharply
(79% yoy), although management swapped ‘relatively lower cost bonds for
bank loans’ during the quarter resulting in period ending balances being
down 21% gog. We expect this to show up in lower average loan funding
going forward.
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Key financials (Rs mn)
Y/E Mar FY11 FY12E FY13E
Net interest income 42,471 50,460 64,685
EPS (Rs) 24 28 34
Spread (calculated) 3.15 3.17 3.09
RoE 20.8 224 23.1
P/E (x) 28.5 239 20.0
Adj. Price/BV (x) 7.4 6.6 5.4

Source: Company, BRICS Research
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Housing Development and Finance Corp. Ltd.
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Credit quality remains pristine

Gross NPA ratio was 0.82% v/s 0.83% in Q1FY12 and 0.84% for FY11. Absolute gross
NPAs were up 13% yoy, while cumulative provisioning of Rs15.25bn was well in
excess of NPAs of Rs10.63bn. During the quarter HDFC increased provision on
standard assets to 0.40% from 0.10% as per new regulatory norm. Also, Rs2.55bn
was used from additional reserve to provide for standard assets provisioning. We
expect HDFC’s asset quality to continue to shine even assuming a reasonable

slowdown in broader economic growth.

Unrealised gains down slightly

Unrealised gains on investment portfolio was down slightly at Rs213bn v/s Rs232bn
both gog and in prior year. On a per share basis, this works out Rs145.

Exhibit 1: Trend in approvals and disbursements
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Exhibit 2: Trend in loan growth and also growth excluding loans sold
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Exhibit 3: Trend in gross NPAs and cumulative provisions
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Housing Development and Finance Corp. Ltd. 18 October 2011 .
Q2FY12 earnings summary
Exhibit 4: Profit and loss (Rs mn)
Particulars Q2FY12 Q2FY12E variance Q2FY11 yoy Q1FY12 qoq
Income from operations 40,771 39,294 3.8% 29,066 40.3% 38,007 7.3%
Interest and other charges 26,905 24,915 8.0% 17,176 56.6% 25,149 7.0%
Net interest income 13,865 14,378 -3.6% 11,890 16.6% 12,857 7.8%
Other income (incl. sale of investments) 921 581 58.5% 637 44.6% 209 340.0%
Total revenue 14,786 14,959 -1.2% 12,527 18.0% 13,067 13.2%
Operating expenses 1,409 1,359 3.7% 1,147 22.8% 1,267 11.2%
Employees cost 526 574 -8.4% 470 12.0% 528 -0.3%
Depreciation 48 46 4.3% 44 9.5% 45 8.3%
Other operating expenses 835 739 13.0% 678 23.3% 739 13.0%
o/w Provisions for contingencies 170 182 6.7% 150 13.3% 180 -5.6%
Profit/(loss) before tax 13,377 13,600 -1.6% 11,380 17.6% 11,800 13.4%
Tax expense 3,670 3,808 -3.6% 3,260 12.6% 3,310 10.9%
Net profit after tax 9,707 9,792 -0.9% 8,120 19.6% 8,490 14.3%
Source: Company, BRICS Research
Exhibit 5: Earnings per share (Rs)
Particulars Q2FY12 Q2FY12E variance Q2FY11 yoy Q1FY12 qoq
Reported EPS - diluted 6.49 6.52 -0.5% 5.45 19.1% 5.65 14.9%
Diluted EPS - operating* 6.09 6.28 -2.9% 5.17 17.9% 5.57 9.3%
Book value - adjusted 127 132 -3.7% 118.00 7.6% 123 3.3%
Diluted shares outstanding est. (mn) 1,496 1,502 -0.4% 1,490 0.4% 1,503 -0.5%
Source: Company, BRICS Research *Operating basis excludes trading income, depreciation of investments and extraordinary income
Exhibit 6: Profitability and other key metrics
Particulars Q2FY12 Q2FY12E Q2FY11 Q1FY12
RoA (calculated) 2.72% 2.70% 2.70% 2.46%
RoE (calculated) 21.1% 20.7% 19.2% 18.7%
Non-interest income % of revenues 6.2% 3.9% 5.1% 1.6%
Tax rate - effective 27.4% 28.0% 28.6% 28.1%
Expense ratio 9.5% 9.1% 9.2% 9.7%
Deposits as a % of loans 25.0% 22.6% 25.3% 24.6%
Net interest spread (reported) 2.28% 2.30% 2.34% 2.30%
Source: Company, BRICS Research
Exhibit 7: Credit quality
Particulars Q2FY12 Q2FY12E variance Q2FY11 yoy Q1FY12 qoq
Absolute gross NPA (mn) 10,630 11,924 -10.9% 9,393 13.2% 10,382 2.4%
Gross NPA (90 days overdue) 0.82% 0.92% 0.86% 0.83%
Net NPA NIL NIL 0.20% NIL
Provision coverage 143.4% 99.9% 77.4% 113.0%
Source: Company, BRICS Research
Exhibit 8: Capital ratios
Particulars Q2FY12 Q2FY12E Q2FY11 Q1FY12
Total shareholders’ equity to assets 13.0% 13.1% 13.6% 12.8%
Basel Il
Tier 1 capital 11.70% 13.95% 13.00% 12.20%
CRAR 13.80% 12.32% 14.10% 13.80%

Source: Company, BRICS Research
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Housing Development and Finance Corp. Ltd. 18 October 2011 RICSO
Exhibit 9: Balances (Rs bn)
Particulars Q2FY12 Q2FY12E variance Q2FY11 yoy Q1FY12 qoq
Total assets 1,438 1,484 -3.1% 1,264 13.8% 1,416 1.6%
Net worth 187 195 -3.9% 172 8.8% 181 3.4%
Loans & advances 1,270 1,379 -7.9% 1,063 19.5% 1,242 2.3%
Borrowings 1,251 1,215 2.9% 1,092 14.6% 1,235 1.3%
o/w Deposits 317 31 2.0% 269 18.0% 305 4.0%

Source: Company, BRICS Research
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Housing Development and Finance Corp. Ltd. 18 October 2011 DDICC

Financial summary

Income statement (Rs mn) Yields and rates (%)

Y/E 31 March 2010 2011 2012E 2013E Y/E 31 March 2010 2011 2012E 2013E

Net interest income 33875 42471 50,460 64,685 Spread (calculated) 2.95 315 317 3.09

Growth (%) 10.9 254 18.8 28.2 Yield on advances 10.9 10.1 11.7 11.6

Other income 230 3849 4214  oggg  Costofdeposits 86 7085 85

;‘(’;ﬂ;gg;’me (net of interest 42,078 53181 64032 77471 Costof i > L o

Employee expenses 1,467 1,755 2,053 2,621 Capital ratios (%)

Other operating expenses 1,771 2,056 2,492 3,154 Y/E 31 March 2010 2011 2012E  2013E

Operating expenses 3,238 3,812 4,545 5,775 Tier| 128 122 13 11

Operating profit 39,740 49,370 59,487 71,697 Total CRAR 14.6 14.0 127 123

Growth (%) 21.6 242 20.5 20.5 Equity to assets 13.6 13.0 12.2 11.9

Provisions and contingencies 580 700 828 980

PBT 39,160 48670 58659 70,717 Asset quality & credit metrics (%)

Provision for tax 10,895 13,320 16,424 19,801 Y/E 31 March 2010 2011  2012E  2013E

PAT 28265 35350 42234 50916 Gross NPA ratio 079 084 08 076

Growth (%) 23.8 25.1 19.5 20.6 Net NPA ratio 0.13 _ _ —
Provisions / Loans 0.33 0.22 0.32 0.30

Balance sheet (Rs bn) NPA coverage ratio 83.7 124.4 141.1 136.4

WESIHarh =0l 2011 2012E - 2013 »psiyte gross NPAs (Rs mn) 7829 9039 11,145 12251

Total assets 1,118 1,327 1,624 1,973

Total equity 152 173 198 235

Advances 980 1171 1413 1716  Valuation ratios (x)

Borrowings 966 1,154 1,265 1,652 Y/E 31 March 2010 2011 2012E 2013E

o/w Deposits 231 246 337 417 Price/ Book - - 50 43

Investments 107 118 164 197 Price/ Adj. Book - - 66 54
Price/ Eamings — — 239 20.0

Per share data and key ratios

Y/E 31 March 2010 2011 2012E 2013E

Diluted EPS (Rs) 19 24 28 34

RoAA (%) 2.61 2.89 2.86 2.83

RoAE (%) 20.0 20.8 224 23.1

BV/ Share (Rs) 106 118 134 157

Adj. BV / Share (Rs) 85 91 103 125

Other income / Net revenue (%) 5.7 7.8 7.0 3.6

Cost / Income ratio (%) 8.0 7.7 7.6 7.7

Dividends / Share 7.2 9.0 9.0 10.0

Effective tax rate (%) 27.8 27.4 28.0 28.0
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BRICS RECOMMENDATION SCALE

BUY: More than 15% upside

ADD: Upside up to 15% (between 0% and 15%)
REDUCE: Downside up to 15% (between 0% and —15%)
SELL: More than 15% downside

Head Office: Sadhana House, 1st Floor, 570, P. B. Marg, Behind Mahindra Tower,
Worli, Mumbai - 400 018. Tel: (91-22) 6636 0000

Disclaimer: This Report/Document has been prepared solely for your information. All reasonable care has been taken to ensure that
the information contained herein is not misleading or untrue at the time of publication, but we make no representation as to its
accuracy or completeness. All information is for private use of the person to whom it is provided and is not for public distribution and
without any liability whatsoever on the part of BRICS Securities Limited, any associated company, or employee thereof (hereinafter
collectively referred to as BRICS). This Report/Document shall not be copied, printed, distributed or re-distributed to any person. If
you are not the intended recipient of this Report/Document, you should immediately send it to the sender. Nothing contained herein
should be construed as an offer to buy or sell or a solicitation of an offer to buy or sell. The value of any investment may fall as well as
rise. Past performance is no guide to the future. The rate of exchange between currencies may cause value of investment to increase
or diminish; consequently investors may not get back full value of their original investment.

BRICS shall not be liable for any direct or indirect losses arising from action initiated by you on the basis of information provided in
this Report/Document and BRICS accepts no responsibility for statements made or any other source of information received by you
and you would be doing so at your own risk.

This Report/Document is not directed or intended for distribution to or use by any person or entity who is a US citizen or person
resident in US or who is a citizen/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 BRICS 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 a
certain category of investors. Persons in whose possession this presentation may come are required to inform themselves of and to
observe such restrictions.

BRICS and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material,

may from time to time have "long" or "short" positions in, act as principal in, and buy or sell the securities or derivatives thereof of
companies mentioned herein.




