
* Price adjusted for value of key ventures and BV adjusted for investments in those key ventures

ICICI Bank's 3QFY11 PAT grew 31% YoY to Rs14.4b (5% higher than our estimate of Rs13.7b). Operating profit was in

line with our estimate, but lower provisions and tax rate led to higher than expected PAT. Key highlights are:

 NIM was stable QoQ at 2.6%, led by higher CD ratio. While domestic NIM was stable at 3%, international business

NIM was up ~5bp QoQ at 0.85%. NII grew 12% YoY and 5% QoQ to Rs23.2b (3% higher than our estimate).

 Loan growth picked up further and grew 6.5% QoQ and 15%+ YoY. YTD loans grew 14%, driven by higher disbursals

in the corporate segment. For FY11, the bank is targeting ~18% growth, translating into ~4% QoQ growth in 4QFY11

(to moderate from current levels, with moderation in some of the bulky corporate loans).

 CASA grew 23% YoY (declined 2% QoQ) to Rs962b. On an average daily basis, CASA ratio stood at 40.3%.

 Fee income grew 2% QoQ and 14% YoY to Rs16.3b, driven by higher income from corporate and international

business. We expect fee income growth to be in line with asset growth.

 Provisions declined 28% QoQ to Rs4.6b (v/s our expectation of Rs5b), led by stable asset quality. In 2QFY11, the

bank had made excess provision of Rs4b to reach 70% PCR. PCR increased to ~72% v/s 69% a quarter ago. Credit

cost during the quarter stood at ~0.9% of loans v/s 1.4% a quarter ago and 1.55% in 1HFY11.

Valuation and view: We have upgraded our earnings estimates by ~2% for FY11/12 to factor in higher loan growth. We

expect ICICI Bank to report EPS of Rs45 in FY11, Rs57 in FY12 and Rs68 in FY13. BV would be Rs514 in FY12 and

Rs559 in FY13. Adjusted for the value of subsidiaries (Rs233/share for FY12 and Rs263/share for FY13, post 20%

holding company discount), the stock trades at 14.8x FY12E and 12.1x FY13E EPS, and 2.1x FY12E and 1.8x FY13E

ABV (adjusted for investment in subsidiaries). Maintain Buy.
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Loan growth improves further; guidance of 18-20% loan growth maintained

Loans grew 6.4% QoQ and 15.3% YoY to Rs2.07t; the bank has started building up
priority sector loans (PSL) to meet PSL targets. Rural loans grew 16% QoQ and 22%
YoY to Rs153b. Corporate loans grew 17% QoQ and 65% YoY to Rs533b, driving overall
loan growth. For the full year, the management is targeting 18% loan growth, which
translates into 4QFY11 loan growth of 4% QoQ. Management has clarified that while
retail disbursements remain strong (though some slowdown seen in mortgages), run-off of
short-term loans given at the beginning of the year will impact overall growth. Management
remains confident of overall loan growth of 20% in FY12.

Deposits increased 10% YoY (declined 2.5% QoQ) to Rs2.2t. CASA grew 23% YoY
(declined 2% QoQ) to Rs962b. SA deposits grew 26% YoY (+2% QoQ), but CA deposits
grew just 16% YoY (declined 9% QoQ). The last quarter included one-off float business
(in 2QFY11, CA grew 24% QoQ). CASA ratio (calculated) increased to 44.2% in 3QFY11
v/s 44% at the end of 2QFY11. On an average daily basis, CASA ratio stood at 40.3% for
3QFY11 v/s 39.2% a quarter ago.
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Margins stable QoQ

NII grew 5% QoQ and 12% YoY to Rs23.2b (5% higher than our estimate), driven by
utilization of excess liquidity in the balance sheet and stable margins QoQ (despite increase
in low yielding priority sector loans). Overall margins remained stable QoQ at 2.6%;
domestic margins stood at 3% (stable QoQ) while margins on international business
improved by ~5bp to 0.85%. Management has guided that structurally international margins
will again go back to 125bp levels and domestic margins will be above 3% over the next
6-8 quarters. However, in the near-term, sharp rise in cost of deposits and increase in
priority sector loans will put pressure on margins. We expect margins to remain stable/
marginal decline in 4QFY11 and then rise by 10-15bp in FY12.

Fee income traction continues

Fee income grew 2% QoQ and 14% YoY, driven by higher income from corporate and
international business. Management expects fee income growth to be in line with asset
growth. Trading gains were Rs210m v/s a loss of Rs1.4b a quarter ago and Rs260m a
year ago.

Opex increased sharply, led by employee expenses

Operating expenses increased 9% QoQ and 26% YoY to Rs17.2b. Employee expenses
grew 22% QoQ and 78% YoY to Rs7.6b as the bank provided for bonus expenses in
3QFY11 and full impact of Bank of Rajasthan merger has been included. As a part of its
5C strategy, it expects to contain cost to income ratio at 40-42%. We believe the bank's
focus on cutting excess operating cost has already yielded the desired results; for the next
phase of growth, investment in people and brand building is a must. With pick-up in loan
growth, other operating expenses are also likely to rise; we model in 20% opex growth
over FY12/13.

Gross NPA flat QoQ, PCR at 70%+

GNPA was flat QoQ at Rs102b (retail GNPA of Rs67.1b v/s Rs68b a quarter ago). Retail
NNPA ratio declined further to 1.8% v/s 2.2% a quarter ago and 3.4% a year ago. Even
non-retail NNPA ratio is showing an encouraging trend, declining to 1.1% v/s 1.3% a
quarter ago and 1.7% a year ago. Provisions have declined 28% QoQ to Rs4.6b (v/s our
estimate of Rs5b), led by stable asset quality. In 2QFY11, the bank had made the excess
provision of Rs4b to reach 70% PCR. PCR increased to ~72% v/s 69% a quarter ago.

Credit cost declines, driving RoA improvement

Credit cost during the quarter was ~0.9% v/s 1.4% a quarter ago and 1.55% in 1HFY11.
RoA has improved to 1.47% v/s 1.31% a quarter ago, as credit cost has come down
sharply. While opex to average assets is likely to increase, improving margins and growth
in fee income and fall in credit cost will help ICICI Bank to maintain RoA at ~1.5%.
Restructured assets remained stable QoQ at Rs25.6b (~1% of customer assets). During
the quarter, Rs6b was added to restructured loans and same amount of loans came out of
restructured loans.
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Transfer of surplus in non-participating policyholders' funds led to sharp
rise in insurance profits

For 9MFY11, ICICI Prudential Life APE declined ~8% YoY to Rs30.97b and NBAP
margin stood at 18.7% v/s 19% a year ago. 3QFY11 included Rs3.84b (of 9MFY11)
transfer of surplus in the non-participating policyholders' funds (now allowed on a quarterly
basis v/s annually earlier). This helped the life insurance venture to report strong profits of
Rs6.1b v/s Rs0.2b, a quarter ago. Excluding the transfer of funds, the company reported
statutory profit of Rs2.3b v/s Rs0.2b a quarter ago. AUM grew 24% YoY and was flat
QoQ at Rs663b.

Performance of overseas subsidiaries

ICICI UK's total assets declined 3% QoQ from USD7.2b to USD7.0b. ICICI UK's profits
increased to ~USD10.9m during 3QFY11 v/s USD8.4m earned in 2QFY11. CAR stood
at 21.2%. ICICI Canada's total assets declined 6% QoQ from CAD5b to CAD4.7b.
Earnings were CAD10.7m in 3QFY11 v/s CAD7.6m in 2QFY11. CAR stood at 22.9%.
The management stated that certain regulatory issues are impacting growth in Canada.

Valuation and view

We have upgraded our earnings estimates by ~2% for FY11/12 to factor in higher loan
growth. We expect ICICI Bank to report EPS of Rs45 in FY11, Rs57 in FY12 and Rs68
in FY13. BV would be Rs478 in FY11, Rs514 in FY12 and Rs559 in FY13. Adjusted for
the value of subsidiaries (Rs233/share for FY12 and Rs263/share for FY13, post 20%
holding company discount), the stock trades at 14.8x FY12E and 12.1x FY13E EPS, and
2.1x FY12E and 1.8x FY13E (adjusted for investment in subsidiaries). We expect ICICI
Bank to report core RoE of 14% in FY12 and ~15% in FY13, with tier-I ratio strong at
~12%. Our FY13E SOTP value is Rs1,383 - an upside of 27.6%. Maintain Buy.
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Consciously reducing the

proportion of unsecured

loan book

Increasing proportion of

corporate loan book is set

off by retail loans

Overall NIM remained stable

QoQ at 2.6%; domestic NIM

was at 3% (stable QoQ),

international business NIM

was up ~5bp at 0.85%

Category-wise YoY loan growth (%)

Sharp fall in share of unsecured retail loans

Loan book composition (%)

Trend in margins (%)

Source: Company/MOSL
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Fee income accelerated during the quarter

PCR improved further to

72% v/s 69% a quarter ago

Decline in credit cost to

keep RoA strong at ~1.5%

Restructured loans stable

QoQ (~1.2% of customer

assets)

Trend in asset quality (%)

Trend in credit cost and RoA (%)

Trend in restructured loans

Source: Company/MOSL
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Company background

ICICI Bank is the second largest bank in India, with a
balance sheet size of Rs3.9t and a wide geographical reach
of 2,515 branches and 4,500+ ATMs. ICICI Bank, through
its subsidiaries, is a leading player in insurance and asset
management. Its strategic focus has changed from balance
sheet growth and market share to improving profitability
and return ratios.

Key investment arguments

 Improvement in loan growth, high CASA ratio at 40%,
reduction in bulk deposits and improvement in
international margins will lead to improved margins. We
expect margins to increase by 15bp+ over FY11-13.

 Reduced exposure to unsecured retail loans (down to
2.8% of loan book from 10% in FY08), moderate loan
growth in past and PCR at 70%+, will lead to lower
credit cost in future, driving RoA improvement.

 Life insurance venture holds significant value. Increase
in FDI limit in insurance would lead to potential
unlocking of value for the company.

Key investment risks

 Loan growth revival is necessary to drive NII and
margins higher from current levels.

 Sharp increase in bulk deposit rates may lead to margin
moderation

Recent developments

 ICICI Bank and Vodafone Essar announced a joint
financial inclusion initiative under which both entities
will offer a bouquet of financial products such as savings
accounts, pre-paid instruments and credit products
through a mobile phone based platform.

Valuation and view

 Adjusted for the value of subsidiaries (Rs233/share for
FY12 and Rs263/share for FY13, post 20% holding
company discount), the stock trades at 14.8x FY12E
and 12.5x FY13E EPS, and 2.1x FY12E and 1.8x
FY13E  (adjusted for investment in subsidiaries).Our
FY13E SOTP valuation is Rs1,383. Maintain Buy.

Sector view

 Loan growth remains strong. However, rising inflation
and increasing interest rates are the near-term
headwinds for the sector.

 Our economist expects current tightness in liquidity to
start easing in 4QFY11, allaying the pressure of
significant NIM compression.

 We believe that margins would start compressing, but
gradually. With strong loan growth and high CD ratio,
there is strong pricing power with banks.

 Banks with high CASA deposits and lower proportion
of bulk deposits will be preferred bets.

Comparative valuations
ICICI Bank* HDFC Bank Axis Bank

P/E (x) FY11E 19.4 25.6 16.4

FY12E 14.8 19.6 13.6

P/BV (x) FY11E 2.4 4.0 2.9

FY12E 2.1 3.4 2.4

RoE (%) FY11E 12.0 16.6 18.9

FY12E 14.1 18.7 19.5

RoA (%) FY11E 1.3 1.6 1.6

FY12E 1.5 1.7 1.6

* Price adjusted for value of key ventures and BV adjusted for

investments in those key ventures

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

Promoter 0.0 0.0 0.0

Domestic Inst 23.3 23.0 24.8

Foreign 67.4 67.6 66.1

Others 9.3 9.5 9.2

ICICI Bank: an investment profile

Stock performance (1 year)

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

Forecast Forecast (%)

FY11 45.2 45.5 -0.6

FY12 57.4 57.6 -0.4

Target Price and Recommendation
Current Target  Upside Reco.

Price (Rs) Price (Rs)  (%)

1,084 1,383 27.6 Buy
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