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Rate rise to
slow retail
loan growth

Jigar Desai
ET INTELLIGENCE GROUP

HDEC Bank reported a 32.9% year-om-year
growth in net profit for the December 2010
quarter on theback of high loan book growth,
better asset quality and higher fee imcmme
growth. This should cheer investors, as high
profits lower the stock’s price-to-eatmiings ra-
tio, making expensive valuations reasonable.

The banik’s high profits were mainly due to a
32.7% YoY growth in advances, driven by itsre-
tail book, which grew faster than its comporate
loan book. The lower corporate loan book
growth was mainly due to one-efftloans of six to
nine momiths matuniity lent to compamiies during
the first quarter of FY11l, Within the retail book,
secured loans, such as auto and home loans,
have shown growth. Highersecured lending al-
§0 improves a bank’s asset quality.

Profits were also boosted by the bank’s other
income, mainly due to a 22.5% YoY growth in
fees and commiissions and foreign exchange

and derivative reve-
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ry investmenis.
2052 HDFC Bank has
Oet27,"10  Jan27,11 maintained its net
interest margin, or
NIM, at 4.2% over the past three quarters.
This is because almost halt of its deposit base
consists of low-cost current and savings ac-
count balances. This helps in restricting costs
wien interest rates rise.

The managememt has indicated that re-
pricing of assets and liabilities will not have
much of an impact on the bank’s NIM. This is
because 25% of its total deposit base is from
fixed deposits thatget re-priced every year. As
against this, 80-85 % of the loans in the corpo-
rate and retaill books have a maturity of less
tham three years with majority of the corpo-
rate loans getting re-priced every year.

HDFC Bank’s asset quality is one of the best
in the industty. Net non-performing assets fell
toa 11-quarterlow of 0.2% of metadwamees for
the quarter to Decemiberr. Restructured assets
formed only 0.3% of its total assets and have
been at this level for four quarteis. This also
suppotts profit growth, as provisions will be
lower. Thete are eoneerns over retail loan de-
rand, whiich may slow down due to rising in-
terest rate. In the retail loan book of €89,000
erofe, auto loans are worth 224,000 erore. This
segment is sensitive io interest rate ehanges.

Unlike its peers, the bank has maintained
its NIM at over 4% for over 20 quarters. But,
going forward, NIM may come undler pres-
sure due to rising interest rates, tempering of
loan growth and higher pricing of deposits.
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