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BANKING: Quarterly Update

HDFC’s Q2FY15 PAT of Rs13.6bn was in line with estimates with profitability
driven by NIl of Rs19.5bn. NIl grew by 19% YoY, driven by 19% YoY growth in loan
book (including sale down) and 5bps improvement in spread to 2.29%. NIM
however remained flat at 4% on YoY basis but increased by 20bps sequentially.
Dividend income was lower compared to previous year as some dividends were
received in Q1. Effective tax also went up (31% as against 27% previously) on
account of creation of DTL on special reserves, this along with high provision of
Rs350mn (Rs150mn in Q2FY14) resulted in a moderate PAT growth of 7.2% YoY.

Key highlights for Q2FY15

e NIil grew by 19% YoY, in line with the loan book growth of 19% YoY (including
sell down). Excluding sell down, the loan book witnessed a growth of 15%
YoY with individual segment growing at 16.5% YoY and non individual
segment at 11%. Non individual segment is witnessing some traction after
moderate growth in last one year.

e Spreads at 2.29% was slightly higher by Sbps on a YoY basis, however
remained flat QoQ. Spreads on individual/developer loans stood at 1.97%
(1.98% in H1FY14)/2.97% (2.76% for H1FY14). NIMs however increased by 20
bps QoQ to 4% owing to increase in yield on advances.

e Advances (including of sell downs) grew by 19% YoY to Rs 2123 bn; however
net of sell downs, the loan book growth was 15% YoY. 81% of the
incremental loans were towards the retail segment and consequently the
proportion of individual loan book increased marginally to 68.4% from 67.5%
year back. HDFC continued to remain cautious towards the developer and
lease rental segment.

e On funding side, given the decline in bond price, the NCD/Bond witnessed
28% YoY growth whereas bank loan declined by 25.5% YoY.

e Asset quality remained stable with GNPA (%) at 0.69% as on Q2FY15.
Individual GNPA (%) was 0.53% (0.5% as on Q1FY15), while developer GNPA
was flat QoQ at 1.02% (1.01% in Q1FY15). Provision coverage (excluding
standard provision) remained flat QoQ.

Outlook and valuation

Driven by stiffer competition in the retail home loan segment and slowdown in
the developer segment, we expect HDFC Ltd to witness moderation in loan book
growth to ~17% over FY14-16E. Going forward, we expect spreads and NIMs to
improve driven by higher spreads on securitization deals with banks other than
HDFC Bank and also due to flexibility in borrowing mix. Moreover, we remain
sanguine about HDFC’s asset quality and ability to deliver stable earnings growth
of 15%+ with robust RoA of ~2.7%. At the CMP, HDFC trades at 3.6x FY16E Adj BV
(net of investment in subsidiaries and associates). Given the limited upside from
current levels, we maintain our Neutral rating on the stock with a revised PT of Rs
990.

Please refer to Disclosures and Disclaimers at the end of the Research Report.
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Other Key Ratios

Rs mn FY14 FY15E FY16E
Pre-prov ROE (%) 28.5 29.3 30.2
Pre-prov ROA (%) 3.7 3.7 3.8
Net Profit 54,402 62,753 73,406
% growth 12.2 15.4 17.0
EPS (Rs) 34.9 40.2 47.0
Adj BVPS (Rs) 173.9 1955 2229
ROE (%) 20.5 211 21.8
P/E (x) 30.6 26.6 22.7
Adj P/BV (x) 6.1 5.5 4.8

Source: PhillipCapital India Research Est.
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Result Update

(Rs mn) Q2FY15 Q2FY14 YoY growth Q1FY14 QoQ growth
Interest on loans 60708 52299 16.1 57896 49
Other interest income 3577 4598 -22.2 3539 11
Total interest income 64285 56897 13.0 61435 4.6
Interest expended 44739 40457 10.6 43305 3.3
Net Interest Income 19546 16441 18.9 18130 7.8
NIM 4.00 4.00 0.0 4.00 0.0
Profit on sale of investments 1027 868 18.4 9

Other income 1395 1785 -21.9 3169 -56.0
Total income 21968 19094 15.1 21307 31
Payment to employees 788 672 17.3 849 -7.1
Other expenses 898 953 -5.8 928 -3.2
Depreciation 116 95 22.2 -66 -276.3
Total expenditure 1803 1720 4.8 1711 5.4
Operating income before provisions 20166 17374 16.1 19597 2.9
Provisions and contingencies 350 150 133.3 350 0.0
Profit before tax 19816 17224 15.1 19247 3.0
Provision for taxes 6240 4550 37.1 5800 7.6
Net Profit 13576 12674 7.1 13447 1.0
Loan book 2123440 1848860 14.9 2033840 4.4
Borrowings 1952762 1732840 12.7 1879200 3.9
Gross NPAs (%) 0.69 0.79 -0.1 0.70 0.0
CAR Tier | 15.70 16.50 -0.8 15.60 0.1
CAR Tier Il 2.20 2.50 -0.3 2.30 -0.1
CAR —Total 17.90 19.00 -1.1 17.90 0.0

Source: Company, PhillipCapital India Research

Sum-of-the-Parts valuation

Business Valuation Valuation
Subsidiary Stake Rs bn per share Valuation Criteria
HDFC Parent (housing finance) 100% 914 611 3.5x FY16e Core Adj BV of Rs 175
HDFC Bank 22.8% 1806 262 Valuing at 3x FY16E ABVPS of Rs 248
HDFC AMC 60.0% 42 16 3% of FY16E AUM Rs 1359 bn
Gruh Finance Ltd 60.4% 37 15 4x FY16E ABV
HDFC Ergo General Insurance 74.0% 21 11 2x FY16E Book value
HDFC Standard Life Insurance 72.4% 141 70 15x FY16E NBAP + FY16E Embedded Value
HDFC Venture Capital 80.5% 4 2 Discounted Cash flow
Total 987
Gains in listed Equity Investments 2 1 valued at 20% discount to current market price
Fair Value 990

Source: Company, PhillipCapital India Research
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Financials
Income Statement Valuation Ratios
Y/E Mar, Rs mn FY13  FY14  FYISE  FY16E FY13  FY14 FYISE  FY16E
Interest on Loans 189,453 218,727 251,535 294,297 Earnings and Valuation Ratios
Interest on Investments 2,523 3,374 4,049 4,656 Pre-provision Operating ROAE (%) 30.5 28.5 29.3 30.2
Others 8731 8223 8634 9,066 ROAE (%) 220 205 211 218
Total Interest Earned 200,707 230,323 264,218 308,018 Pre-provision Operating ROA (%) 3.7 36 36 3.7
Total Interest Expended 138,909 160,294 182,800 212,200 ROAB (%) 2.8 2.7 2.7 2.7
Net Interest Income 61,798 70,030 81,419 95818 EPS (Rs.) 314 349 402 470
Total non interest income 10,769 11,653 12,936 14,388 Dividend per share (Rs.) (12.5) (14.0) (15.0) (16.0)
Total Income 72,567 81,683 94,355 110,206 Book Value (Rs.) 1617 1791 2018  230.1
Personnel Expenses 2,462 2,792 3211 3,692 Adj BV (Rs.) 1570 1739 1955  222.9
Other Expenses 2,927 3,489 4,131 4,758
Total Op expenses 5,389 6,281 7,342 8,450 Revenue Analysis
Net Inc (Loss) before prov 67,178 75402 87,013 101,756 Interest income on IBA (%) 116 113 113 115
Provision and contingencies 1,450 1,000 1,050 1,200 Interest cost on IBL (%) 9.3 9.3 9.1 9.1
Net Inc (Loss) before tax 65728 74,402 85963 100,556 NIM on IBA / AWF (%) 36 3.4 35 3.6
Provision for Income Tax 17,245 20,000 23,210 27,150 Core fee Inc / AWF (%) 0.1 0.1 0.1 0.1
Net Profit 48,483 54,402 62,753 73,406 Portfolio gains / Total Inc (%) 4.5 3.1 2.7 2.6
Op.Exp / Tl (%) 7.8 7.9 8.0 7.9
Op.Exp / AWF (%) 03 03 03 03
Balance Sheet Employee exps / Op exps (%) 45.7 44.5 43.7 43.7
Y/E Mar, Rs mn FY13 Y14 FY15E FY16E Tax / Pre-tax earnings (%) 26.2 26.9 27.0 27.0
Assets
Cash & Bal with RBI 57511 77,155 84911 93461 Asset Quality
Loans, Adv & Int accrued 1,700,460 1,971,000 2,245545 2,636,215 GNPAs / Gr Adv (%) 0.7 0.7 0.7 0.7
Investments 136,135 139,127 144,291 157,307 NNPAs / Net Adv (%) 04 04 04 04
Fixed Assets (Net) 2,379 2,805 3,085 3,394
Other assets 52,508 61,189 64,043 67,246 Growth Ratio
Deferred tax assets 6,314 6,299 6,299 6,299 Loans (%) 211158 139 174
Total Assets 1,955,308 2,257,574 2,548,174 2,963,920 Investments (%) 15 2.2 3.7 9.0
Deposits (%) 14.3 16.2 17.3 16.2
Labilties Networth (%) 315 118 127 140
Share capital 3,093 3,121 3,121 3,121 Net Int Income (%) 162133163 177
Reserves and Surplus 246,907 276,431 311,808 356,012 Non-fund based income (%) 250204 139 113
Subordinated debt 34,750 34,750 42,250 47,250 Non-Int Exp (%) 193165 169 15
Borrowing 1,553,531 1,805,405 2,117,659 2,459,969 Profit Before Tax (%) 10132155 170
Other liabilities 72,855 94501 31,747 54779 Net profit (%) 176 122 154 170
Provisions and contingencies 44,172 40,540 41,590 42,790
Total Liabilities 1,955,308 2,257,574 2,548,174 2,963,920 Asset / Liability Profile
Avg Adv / Avg Dep (%) 3481 3360 3532 3725
Source: Company, PhillipCapital India Research Avg Invst / Av Dep (%) 29.2 24 23.9 23.2
Incr Adv / Deposits (%) 152.7 107.4 87.9 114.1
Avg Cash / Avg Dep (%) 12.7 12.4 13.7 13.7
Capital Adequacy Ratio: 16.4 17.9 18.1 17.7
Tier | (%) 139 154 154 151
Internal Capital Generation rate (%) 35.7 30.5 30.8 31.2
NNPAs to Equity (%) 2.9 2.9 3.1 3.2
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Disclosures and Disclaimers

PhillipCapital (India) Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equity Derivatives and Private Client Group. This report has been prepared by
Institutional Equities Group. The views and opinions expressed in this document may or may not match or may be contrary at times with the views, estimates, rating, target price of the
other equity research groups of PhillipCapital (India) Pvt. Ltd.

This report is issued by PhillipCapital (India) Pvt. Ltd. which is regulated by SEBI. PhillipCapital (India) Pvt. Ltd. is a subsidiary of Phillip (Mauritius) Pvt. Ltd. References to "PCIPL" in this report
shall mean PhillipCapital (India) Pvt. Ltd unless otherwise stated. This report is prepared and distributed by PCIPL for information purposes only and neither the information contained herein
nor any opinion expressed should be construed or deemed to be construed as solicitation or as offering advice for the purposes of the purchase or sale of any security, investment or
derivatives. The information and opinions contained in the Report were considered by PCIPL to be valid when published. The report also contains information provided to PCIPL by third
parties. The source of such information will usually be disclosed in the report. Whilst PCIPL has taken all reasonable steps to ensure that this information is correct, PCIPL does not offer any
warranty as to the accuracy or completeness of such information. Any person placing reliance on the report to undertake trading does so entirely at his or her own risk and PCIPL does not
accept any liability as a result. Securities and Derivatives markets may be subject to rapid and unexpected price movements and past performance is not necessarily an indication to future
performance.

This report does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who may receive this report. Investors must
undertake independent analysis with their own legal, tax and financial advisors and reach their own regarding the appropriateness of investing in any securities or investment strategies
discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. In no circumstances it be used or considered as an offer to
sell or a solicitation of any offer to buy or sell the Securities mentioned in it. The information contained in the research reports may have been taken from trade and statistical services and
other sources, which we believe are reliable. PhillipCapital (India) Pvt. Ltd. or any of its group/associate/affiliate companies do not guarantee that such information is accurate or complete
and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research report is subject to all aspects of
these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is available on request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the research analyst’s personal
views about all of the subject issuers and/or securities, that the analyst have no known conflict of interest and no part of the research analyst’s compensation was, is or will be, directly or
indirectly, related to the specific views or recommendations contained in this research report. The Research Analyst certifies that he /she or his / her family members does not own the
stock(s) covered in this research report.

Independence/Conflict: PhillipCapital (India) Pvt. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment banking services from, the
subject issuers in the past twelve (12) months, and PhillipCapital (India) Pvt. Ltd does not anticipate receiving or intend to seek compensation for investment banking services from the
subject issuers in the next three (3) months. PhillipCapital (India) Pvt. Ltd is not a market maker in the securities mentioned in this research report, although it or its employees, directors, or
affiliates may hold either long or short positions in such securities. PhillipCapital (India) Pvt. Ltd may not hold more than 1% of the shares of the company(ies) covered in this report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or particular requirements of any
individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors. Each investor must make its own determination as to the
appropriateness of any securities referred to in this research report based upon the legal, tax and accounting considerations applicable to such investor and its own investment objectives or
strategy, its financial situation and its investing experience. The value of any security may be positively or adversely affected by changes in foreign exchange or interest rates, as well as by
other financial, economic or political factors. Past performance is not necessarily indicative of future performance or results.

Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that PCIPL and the research analyst believe to be reliable, but neither PCIPL nor
the research analyst represents or guarantees that the information contained herein is accurate or complete and it should not be relied upon as such. Opinions expressed herein are current
opinions as of the date appearing on this material and are subject to change without notice. Furthermore, PCIPL is under no obligation to update or keep the information current.

Copyright: The copyright in this research report belongs exclusively to PCIPL. All rights are reserved. Any unauthorized use or disclosure is prohibited. No reprinting or reproduction, in whole
orin part, is permitted without the PCIPL’s prior consent, except that a recipient may reprint it for internal circulation only and only if it is reprinted in its entirety.

Caution: Risk of loss in trading in can be substantial. You should carefully consider whether trading is appropriate for you in light of your experience, objectives, financial resources and other
relevant circumstances.

For U.S. persons only: This research report is a product of PhillipCapital (India) Pvt Ltd. which is the employer of the research analyst(s) who has prepared the research report. The research
analyst(s) preparing the research report is/are resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are
not subject to supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or
regulations regarding, among other things, communications with a subject company, public appearances and trading securities held by a research analyst account.

This report is intended for distribution by PhillipCapital (India) Pvt Ltd. only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the
Exchange Act) and interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor
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In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with Major
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