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New frontiers

ICICI Bank continues to find new business opportunities and
execute them aggressively in a rapidly growing economy,
creating significant long-term value. Profitability remains below
that of its peers, but is improving. We initiate coverage with an
OUTPERFORM rating and target price of Rs985.

Rapidly widening footprint. ICICI Bank is a market leader in retail
banking and has successfully spawned non-bank businesses. It is
now embarking on significant rural banking plans and has already
established a presence in international banking. It has also
established a robust liabilities franchise, with strong growth and
market share gains in savings and current deposits. However, the
aggressive asset growth ambitions mean that liquidity tightening
could be a risk to growth and profitability, although we expect
adequate liquidity in the system.

What about profitability? ICICI Bank’s earnings profile is improving
— margins are likely to rise modestly, but remain well below those of
its peer banks. ICICI Bank’s funding costs are higher, and its loan
yields are lower, due to aggressive growth and a different business
mix. Lower margins are partly compensated by lower operating costs
— a benefit of scale and technology. Credit costs should also be lower
than HDFC Bank’s due to the different loan mix, but we forecast
provisioning should rise substantially as the retail book seasons and
growth slows. Fee performance has been impressive. ROEs and
operating profitability is also rising, along with strong EPS growth.

Value from all parts. We have valued ICICI Bank at Rs985/share on
a sum of the parts, as we think it would best capture the value of its
diverse business lines. We attribute a 2.75x FY3/08 BV multiple to
the core banking business, on an estimated underlying 18.5-19%
ROE, or Rs712 per share, and Rs272 for its subsidiaries. The stock
has outperformed the Sensex over the past three to six months. We
believe the rapidly diversifying business and asset franchise, together
with strong earnings growth of 25-28% over two years and rising
ROEs in a strong economic environment would support higher
valuations. We initiate coverage with an OUTPERFORM rating and a
target price of Rs985.

ICICI Bank has become the second-largest commercial bank in India in asset size following the merger with
ICICI. On an asset base of Rs1,253 bn (US$28.1 bn), it has 450 branches with 11,500 employees.

For a full list of companies mentioned in this report, please see page 19
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Rating OUTPERFORM*
Price (07 Dec 06) 870.85 (Rs)
Target price (12 months) 985.00 (RS)
Market cap (Rs mn) 778,011.29 (US$ 17,459.86)
Enterprise value (Rs mn) 778,011.29

52-wk price range

887.75 - 454.50

Region/Country Asia Pacific/India
Sector Regional Banks
Date 8 December 2006

*Stock ratings are relative to the relevant country index.
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The price relative chart measures performance against the BOMBAY SE 30 SHARE

SENSITIVE index

On 07/12/06 the BOMBAY SE 30 SHARE SENSITIVE index closed at 13972.03
On 07/12/06 the spot exchange rate was Rs44.56/US$1

Performance over 1M 3M 12M
Absolute (%) 13.1 43.5 60.5
Relative (%) 6.5 21.7 2.2
Year 3/06A 3/07E 3/08E 3/09E
Pre-provision profit (Rs mn)  38,913.3 59,653.9 81,196.4 108,576.9
Pre-tax profit (Rs mn) 30,966.1 41,057.8 56,558.5 72,825.6
Net attributable profit 25,400.7 32,025.1 41,287.7 50,977.9
EPS (CS adj., Rs) 30.56 35.30 4551 56.19
CS adj. BVPS (Rs) 24955 27528  310.28  355.03
ROE (%) 14.62 1371 15.85 17.22
P/E (adj., x) 28.5 24.7 19.1 {11515
P/B (x) 3.49 3.16 2.81 2.45
Dividend (3/07E, Rs) Free float (%)

9.00 100.00
Dividend yield (3/07E, %) Number of shares (mn)

1.03 893.39
LTD ratio (3/07E, %) Total capital ratio (3/07E, %)

86.99 12.42
Cost/income (3/07E, %) Tier 1 ratio (3/07E, %)
54.47 8.48

Net interest margin (3/07E, %) Reserves/NPL (3/07E, %)

2.04 87.89
ROA (3/07E, %) NPL/gross loans (3/07E, %)

1.08 1.60
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Figure 1: Rapidly diversifying business mix

Figure 2: Strong low-cost deposits franchise
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Figure 3: Rapidly growing fee income

Source

: Company data, Credit Suisse estimates

Figure 4: Strong growth in core operating profit
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Figure 5: Sum-of-the-parts valuation

Value per
Business Basis  Year Multiple share Comments
Core banking business BV FY08 2.75 712.3 Based on about a 18.5-19% underlying ROE for core operations
Overseas banking subsidiaries BV FYO06 25 32.8 Discount to core operations, on FY06 BV, relatively lower profitability in investment phase
Investment banking PAT FYO08 10 22.8 Cyclical business, at a high point in the cycle currently
Asset management (%) AUM  FY08 5 17.4 ME&A transactions in industry in the past at 4-6% of AUM
Private equity (%) AUM  FY08 10 16.8 Higher return potential, and higher growth in the near future, than mutual funds
Life insurance NBAP  FY08 15 174.3 Factoring 90% growth in FYP in FYO7E and 60% in FYOBE, at a 20% NBAP margin
Non-life insurance PAT FY08 14 8.2
Total 985

Source: Company data, Credit Suisse estimates
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Figure 6: Financial summary

Year-end 31 Mar (Rs mn) FY05 FY06 FYO7E FYO08E FY09E
Income statement

Interest income 97,819 135,055 219,015 297,101 391,717
Interest expenses 65,709 95,974 162,488 219,391 288,026
Net interest income 32,110 39,080 56,526 77,710 103,692
Fee income 20,980 32,569 51,219 72,871 98,854
Operating income 53,090 71,650 107,745 150,581 202,545
Operating cost 33,742 47,259 63,397 85,700 111,704
Pre-provision operating profits 19,349 24,391 44,348 64,880 90,841
Loan loss provisions (1,214) 7,947 18,596 24,638 35,751
Operating profits 20,476 16,217 25,752 40,243 55,090
Non operating items 4,796 14,749 15,306 16,316 17,736
Pre-tax profits 25,272 30,966 41,058 56,559 72,826
Taxes 5,220 5,565 9,033 15,271 21,848
PAT 20,052 25,401 32,025 41,288 50,978
Balance sheet

Total cash 129,300 170,402 246,969 331,633 438,218
Total investments 504,874 715,474 904,140 1,158,641 1,507,465
Total advances 914,051 1,461,631 2,030,162 2,704,364 3,496,264
Fixed assets 40,380 39,807 47,769 59,711 71,653
Other assets 87,989 126,575 164,548 213,912 278,086
Total assets 1,676,594 2513890 3,393,587 4,468,260 5,791,686
Net worth 125,499 222,060 244,955 276,099 315,918
Sub/hybrid debt 82,089 101,444 149,472 169,472 196,972
Total 998,188 1,650,832 2,333,763 3,204,500 4,304,961
Total borrowings 335,445 385,219 465,811 559,779 638,950
Other liabilities/provisions 131,873 150,835 196,086 254,911 331,385
Total liabilities 1,676,593 2,513,890 3,393,587 4,468,260 5,791,686
Key ratios - - - - -
NIM (net of amortisation, %) 2.40 2.01 2.04 211 2.15
Credit costs as % of average loans (0.16) 0.67 1.07 1.04 1.15
Operating expenses as % of average assets 2.30 2.26 2.15 2.18 2.18
ROAA, (%) 1.4 12 11 11 1.0
ROAE, (%) 19.5 14.6 13.7 15.8 17.2
Tier | (%) 7.59 9.20 7.79 6.75 6.12
EPS, Rs 21.2 285 36.0 46.4 57.3
EPS (% change) 25 54 26.1 28.9 235
BVPS, Rs 1704 249.6 275.3 310.3 355.0
DPS, Rs 85 85 9.0 10.0 11.0

Source: Company data, Credit Suisse estimates
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Rapidly widening footprint

Market leader for retail

banking

Figure 7: Mix of retail loans

ICICI Bank has been at the forefront of creating growth opportunities in a rapidly
expanding and broadening financial services sector. The bank’s retail assets strategy
has worked well — it is a market leader across products. ICICI Bank has also
successfully spawned non-bank businesses — insurance, fund management and
investment banking. It is now embarking on significant rural banking plans, and has
already established a presence in international banking. It has also established a robust
liabilities franchise, with strong growth and market-share gains in savings and current
deposits. However, the aggressive asset growth ambitions mean that liquidity tightening
could be a risk to growth and profitability, though we expect adequate liquidity in the
system.

At the forefront of a rapidly expanding financial sector
Management has demonstrated its ability to strategise and enter new business
segments, and with strong execution skills to grow aggressively. ICICI Bank is
diversifying its business presence very rapidly — it is the second-largest bank in India,
and is growing fast and increasing market share across segments. The legacy project
portfolio is now a small part of the overall business.

The bank has successfully executed its retail assets strategy — the bank is a leader
across all retail lending segments — it has attained significant scale and reduced
operating costs, although profitability of this business is still not fully clear. Management
has said that retail loans are likely to decline in proportion to the balance sheet. We
believe this is likely to result in a higher focus on profitability, something already
reflecting in higher auto and CV spreads in the past nine to 12 months.

Figure 8: Loan mix

100
90
80
70
60
50
40
30
20
10

(%)

(%)
100~
90
80 -
70 -

50 +
40 A
30 -+
20 +

Mar 03

OMortgage B Car @CV B2WH OOthers OPers/CC

Mar 05

T T T | 0 T T T T T 1

Mar 07E Mar 09E Mar 04 Mar 05 Mar 06 Mar 07E Mar 08E Mar 09E

O Corporate M Mortgage O Retail ex-mortgage ERural O International

Source:

Company data, Credit Suisse estimates

Source: Company data, Credit Suisse estimates

S) CREDIT SUISSE\



ICICI Bank

Strong insurance and
mutual fund businesses
and growing venture
capital presence

The US will be a large
potential market, once
regulations are in place

Large opportunity, but
execution challenging
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Not just banking

Growth has been spread across other financial services businesses. The life insurance
subsidiary is a leader within private life insurance players (with a 30% market share, and
about 8-10% overall). The mutual fund is also among the top three mutual fund
companies in the country. ICICI Bank’s venture capital business is now also growing
fast, with almost Rs63 bn under management (as at March 2006), with a strong focus
on real estate private equity opportunities. The bank has also successfully seeded a
BPO and an IT services company. Management is now focusing on the future growth
drivers: international and rural banking.

Strong start in international business

International expansion has been a focus area for the past two to three years, and has
grown rapidly. Lending through international branches forms 9% of loans, while together
with the international subsidiaries, the business contributes about 15% of loans. Fees
from international operations contribute about 12% of fees (standalone). ICICI Bank is
already present in ten countries, key among which are Singapore, Hong Kong, the UK,
Canada, Bahrain and Russia, with retail banking services in the UK and Canada. The
US is a large market where the bank intends to enter once regulatory clearances are in
place. The key drivers for this business have been the NRI segment, remittances and
Indian companies expanding their business horizons outside India. The bank has a 20%
market share in inward remittances to India, and plans to extend this product offering to
other countries as well. We believe the bank also has a major presence in the
syndication of loans of Indian companies overseas.

Rural opportunities — the next big thing?

The bank is now targeting rural India as the next big growth driver — it believes that 50%
of GDP comes from the rural areas, and is a vast opportunity. The rural lending book is
already about Rs140 bn (at March 2006, excluding retail in rural areas). Management
has indicated that rural business could grow to about 20% over the next three to four
years. The bank aims to adopt a partnership model with micro-credit agencies and
companies, and use rural dealers and Internet kiosks for asset businesses. It is
developing low-cost technology operating platforms which should enable the bank to
scale up operations. The bank is targeting all customer segments — corporate, retail
farmers and small businesses and micro credit. It is also experimenting with risk sharing
arrangements for certain products.

A robust liabilities franchise, but liquidity still a risk

Rapid growth and rising market share

ICICI bank has developed a robust liabilities franchise very rapidly (over the past three
to four years). Savings deposits have had a CAGR of 55% over the past four years, and
continue to grow at over 45% even off the high base. Demand deposits have also had a
CAGR of 57% over the same period. ICICI Bank’s market share of savings and current
deposits has risen steadily over the same period.

6 CREDIT SUISSE\
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Figure 9: ICICI Bank — market share of demand and savings
deposits

Figure 10: Deposit growth

8 December 2006
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Figure 11: Demand and savings balances a percentage of
deposits

Source: Company data, Credit Suisse estimates

CASA per branch is comparable to HDFC Bank’s
ICICI Bank’s deposit profile is actually similar to HDFC Bank’s, the best in class in the
industry, compared on low-cost deposits per branch — indicating a very strong
performance on the liabilities platform. However, this strong performance does not
reflect in a strong deposit mix on the balance sheet.

Figure 12: Demand and savings deposits per branch (Rs mn)
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The need to grow time deposits aggressively
The share of demand and savings deposits in its overall deposit base has not
increased, and remains at a below-industry average of 23%. This is largely on account
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of the bank’s strong growth ambitions on its asset side over the past three to four years,
which has required ICICI Bank to grow its time deposits book very aggressively — time
deposits rose 70% in FY3/06, and have risen at a CAGR of 48% over the past four
years. A part of the high growth has also been to replace the maturing borrowing of the
erstwhile parent balance sheet, but that portion has come down significantly. In FY3/06,
the securitisation market also slowed, further increasing the need for ICICI Bank to raise
time deposits to match asset growth.

Significant proportion of Consequently, ICICI Bank’s market share in time deposits has been particularly high,
wholesale term deposits especially in FY3/06, and its deposit base per branch is much higher than that of HDFC
Bank. A significant portion of the time deposits is being funded through wholesale
sources, which is a rate-sensitive segment and can be volatile.

Figure 13: Deposits per branch (Rs mn) Figure 14: ICICI Bank — market share of time and total

deposits
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We see adequate liquidity, but it is a significant risk

Relatively poor liability mix We expect ICICI Bank’s incremental market share in time deposits to remain high

means that tight liquidity is (about 20% in FY3/07-08), to enable the bank to fund the estimated asset growth. A
a significant risk significant portion of this would continue to be funded by wholesale term deposits — a

risk if liquidity in the banking system reduces significantly.

We believe that liquidity in the banking system is adequate to support growth over the
next 12-18 months, barring temporary mismatches, and upside surprises are possible.
However, if liquidity does tighten, ICICI Bank would have to pay slightly above the
market for wholesale term deposits to maintain growth rates, impacting our earning
estimates. A substantial tightening would also mean that the bank may not be able to
fund estimated loan growth.
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What about ROE?

ICICI Bank’s earnings profile is improving — margins are likely to rise modestly, but
remain well below those of its peer banks. ICICI Bank’s aggressive growth and different
mix of business relative to its peers has meant that its funding costs are higher and its
loan yields are lower. Lower margins are partly compensated by lower operating costs —
a benefit of scale and technology. Credit costs should also be lower (than HDFC Bank)
due to the different loan mix, but we forecast provisioning should rise substantially as
the retail book seasons and growth slows. Fee performance has been impressive. And
though they will remain below HDFC Bank’s robust levels, ROEs and operating
profitability is also rising, along with strong EPS growth.

Rising, but low, margins — trade-off for growth and scale

Low asset yields — mix is different

ICICI Bank’s loan yields historically were high — its balance sheet was carrying a
substantial portion of the legacy project lending portfolio, while the share of retail was
relatively low. HDFC Bank, by comparison, had a low-risk and lower yielding corporate
portfolio, and lower yielding retail segments like auto and commercial vehicle (CV) loans.

Low yields because of Multiple factors have contributed to the decline in ICICI Bank’s yields (adjusted for DMA
mortgages and charges on retail loans) over the past three to four years, both in absolute terms and
international businesses relative to peers (HDFC Bank): 1) retail lending has increased substantially, and is
dominated by lower yielding segments such mortgages, auto and CVs, 2) HDFC Bank’s
retail lending has also risen, it has a much larger share of higher yielding personal, credit
card and business banking segments and 3) international branches contributes about 9%
of loans — interest yields are lower, and so the nature of lending is also lower spread.

Figure 15: Loan yield Figure 16: Yield on interest earning assets
(%) (%)
100 +
12+
95 +
11~
9.0% -
10 A 85 +
9 A 80 -
75
8 4
70
T 65 -
6 Ll Ll L) L) L) L) L] 60 L) L) L) L) Ll L) 1
Mar03  Mar04  Mar05 Mar06 Mar07E Mar08E Mar09E Mar03 Mar04 Mar05 Mar06 Mar07E Mar08E Mar 09E
HDFC Bank ICICI Bank ex-DMA HDFC Bank ICICI Bank ex-DMA
Source: Company data, Credit Suisse estimates Source: Company data, Credit Suisse estimates

Cost of funding is a significant disadvantage
ICICI Bank’s relatively poor deposit profile — a low level of savings and current account
deposits — is reflected in its funding cost advantage relative to its peers such as HDFC
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Bank. The funding cost disadvantage tends to narrow in periods of easy liquidity and
low interest rates, but tends to widen substantially as liquidity tightens and rates rise —
the value of the low cost deposit franchise rises significantly. With interest rates
(government bond yields and the reverse repo rate) having risen over the past two to
three years, we forecast ICICI Bank’s funding cost disadvantage is likely to widen.

However, the disadvantage on funding cost on the entire interest bearing liability base is
not likely to widen as much because: 1) liabilities of the legacy project finance balance
sheet are being replaced, even after rates having risen, by lower cost deposits (though
the proportion to the balance sheet has declined substantially) and 2) international
liabilities are at a lower cost (though the corresponding margin is also lower).

Figure 17: Cost of deposits and interest-bearing liabilities Figure 18: Net interest margin (ex-DMA and ex-amortisation)
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Margins to rise, but remain We forecast ICICI Bank’s margins to rise modestly over the next two to three years, on:
well below those of 1) a modest rise in the proportion of personal and credit card loans 2) the rising

HDFC Bank proportion of rural lending and 3) interest spreads on securitised loans, which would
accrue to the bank over the life of the asset. However, margins are likely to remain
substantially below those of its peer banks. We believe this reflects ICICI Bank’s
significant growth objectives, which weigh on funding costs, and are a clear trade-off
with margins. However, it also reflects: 1) ICICI Bank’s dominant presence in lower risk
and larger scale segments like mortgages, auto and CV financing and 2) its lower
spread in international banking.

Benefits on operating and credit costs

Scale benéefits telling on operating costs

ICICI Bank’s substantially lower margins are partially compensated for by operating
expenses (ex-DMA charges), which are substantially lower than those of its peer banks
(e.g. HDFC Bank) as well as the sector average. The bank is benefiting from: 1) the
scale it has been able to achieve on the asset side, especially on retail lending and 2) its
adoption of technology, especially relative to government banks. This reflects in the
sharp decline in operating costs (as a percentage of operating income), which are now
only marginally higher than its peer banks, despite the investments it is making for its
rural initiative.
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Figure 19: Operating costs as a percentage of average Figure 20: Operating costs as a percentage of operating
assets income
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Different loan mix, lower credit costs can be sustained

Provisions to rise as retail HDFC Bank’s higher loan loss provisions are because of: 1) its different asset mix —
book seasons, but will more tilted towards higher loss segments and 2) ICICI Bank'’s use of existing balance
remain lower than those of sheet provisions until FY3/06 (these have now run off), and lower provision cover. We
HDFC Bank believe that in the future, ICICI Bank will need to raise its provision level substantially as

its retail book seasons after four to five years of very rapid growth. Provisions already
rose in 1H FY3/07.

However, we believe ICICI Bank’s credit costs would remain lower than those of HDFC
Bank — reflecting the higher proportion of low risk mortgage and international lending.
We highlight below our expectations for credit costs for different lending segments.

Figure 21: Loan loss provisions as a percentage of average Figure 22: Credit cost assumptions by segment
loans
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Low specific provision
cover is a risk

Broad-based fee franchise
— a key highlight of the
financial performance
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Our estimates are based on our expectation that the asset environment remains benign.
ICICI Bank’s NPLs have risen in the past two quarters — while we do not believe this is a
cause for concern yet, it does warrant a closer watch for a turn in the cycle. The bank
remains exposed to a sudden deterioration in the asset quality, or growth, environment.
The bank has three areas of possible stress: 1) a relatively unseasoned retail portfolio,
with a rising personal and credit card book, and a nascent rural lending initiative 2) the
NPL book, which currently has a low specific provision cover of 50% and 3) net
restructured loans (project loans) of about Rs53 bn and Rs21 bn of securities from
Asset Reconstruction Company of India (ARCIL) (not listed). HDFC Bank, and all the
other banks, are also exposed to a sudden change in the environment, but HDFC
Bank’s coverage is substantially higher (over 100% including general provisions).

Similar fee, despite much larger balance sheet

ICICI Bank’s fee performance has been extremely robust, with growth averaging 60%
annually for the past three years, and continuing at robust rates even in FY3/07. The fee
business has seen growth from all segments, driven by the international and retail
segments, with wholesale continuing to grow at a steady pace. Retail, wholesale and
international segments account for 58%, 30% and 12% of fees now, respectively.

Figure 23: Fee income as a percentage of average assets Figure 24: Fee income as a percentage of operating income
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Despite a much larger balance sheet (relative to HDFC Bank), fee income is only
modestly lower and accounts for a much larger portion of operating income (largely due
to the lower net interest income). We expect fees (as a percentage of average assets)
to continue to rise, driven by continuing market share improvement in liabilities, rapidly
growing insurance and mutual fund distribution, and the newer international and rural
thrusts.
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We

Improving profitability, but still lags peers
see strong growth in We expect ICICI Bank’s core operating profitability (excluding trading and other non-

core operating profits operating items) to improve over the next two to three years, driven by the improvement

in margins and fee income, stable costs and rising provisions. Driven by asset growth,
growth in operating profits should also be strong, and well above peer banks and the
sector’s average. However, we believe that ICICI Bank’s operating profitability will
continue to lag that of its peers, such as HDFC Bank.

Figure 25: Growth in core operating profit Figure 26: Core operating profit as a percentage of average
assets
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Strong earnings growth and improving ROE, but still lags
We forecast strong EPS growth too, although we believe it will be lower than operating
profit growth, as we expect ICICI Bank’s tax rate to rise and contributions from non-
operating and trading income to decline. We also forecast ICICI Bank’s ROE to improve
over the next two years to about 16% in FY3/08E and 17% in FY3/09E, but remain
substantially below those of its peer banks. We believe this reflects management’s
focus on very strong growth, and investing in newer growth areas continuously.
Figure 27: Return on equity Figure 28: EPS growth
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Value, from many parts

We have valued ICICI Bank at Rs985 on a sum-of-the-parts valuation, as we believe
this is the best way to capture the value of its diverse business lines. We attribute a
2.75x FY3/08 book value multiple to the core banking business, on an estimated
underlying 18.5-19% ROE, or Rs712 per share, and Rs272 for its subsidiaries. The
stock has substantially outperformed the Sensex over the past three to six months.
However, we think the rapidly diversifying business and asset franchise, together with
strong earnings growth of 25-28% over two years and rising ROEs in a strong economic
environment would support higher valuations. We initiate coverage with an
OUTPERFORM rating and a target price of Rs985.

Figure 29: Sum-of-the-parts valuation

Value per
Business Basis  Year Multiple share Comments
Core banking business BV FYo08 2.75 712.3 Based on about a 18.5-19% underlying ROE for core operations
Overseas banking subsidiaries BV FY06 25 32.8 Discount to core operations, on FY06 BV, relatively lower profitability in investment phase
Investment banking PAT FYO08 10 22.8 Cyclical business, at a high point in the cycle currently
Asset management AUM  FY08 5% 17.4 M&A transactions in industry in the past at 4-6% of AUM
Private equity AUM  FY08 10% 16.8 Higher return potential, and higher growth in the near future, than mutual funds
Life insurance NBAP  FY08 15 174.3 Factoring 90% growth in FYP in FYO7E and 60% in FYOBE, at a 20% NBAP margin
Non-life insurance PAT FYO08 14 8.2
Total 985

Source: Company data, Credit Suisse estimates

Figure 30: Estimation of ROE of core banking business

(Rs mn) FY06 FYO7E FYO8E
PAT 25,400.7 32,025.1 41,287.7
Less dividends from subsidiaries 1,635.6 1,962.7 2,355.3
Add: DMA/Fees post-tax 2,117.2 2,328.9 2,561.8
PAT adjusted 25,882.3 32,391.3 41,494.3
ROE, adjusted (%) 16.1 18.7

Source: Company data, Credit Suisse estimates

Strong outperformance over three to six months

ICICI bank has outperformed the Sensex, and peers over the past three to six months
(SBI has outperformed ICICI Bank, though). We believe ICICI Bank’s stock performance
has been driven by: 1) 100-105 bp decline in interest rates (government securities
yields), after a sharp rise in mid-2006, 2) continuing strong growth and good economic
environment and 3) strong, above-consensus results and operating performance.

14 CREDIT SUISSE\



ICICI Bank 8 December 2006

Figure 31: Relative returns Figure 32: Absolute returns
30 70 ~
x5 | 60 -
50
20 -
40 -
15 +
30 A
10
20
) . ’
M 3M 6M 12M YTD M M 6M 12M YTD
Source: Company data, Credit Suisse estimates Source: Company data, Credit Suisse estimates

We initiate coverage with an OUTPERFORM rating

The stock has also rerated substantially, and now trades at the highest end of its recent
trading history. We think the stock can continue to outperform the Sensex, and trade at
the highest end of its trading band. Management has demonstrated its ability to
regularly enter new business lines and create value for shareholders, and has
successfully restructured the legacy project finance driven balance sheet. Strong EPS
growth of 25-28% over two years and improving ROES, in a strong economic and asset
quality environment should also drive strong performance. We initiate coverage on ICICI
bank with an OUTPERFORM rating and a target price of Rs985, which suggests
potential upside of 13%.

Figure 33: P/B chart
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Risks

Downside risks
» Deterioration in asset quality environment — ICICI Bank has a large, relatively
unseasoned book, with low provision cover.

e Sharp liquidity crunch — ICICI Bank’s funding mix has a significant component of
wholesale term deposits, which can be volatile and rate sensitive.

e Execution — the bank is expanding aggressively into rural and international banking,
and execution risks can be high.

¢ Slowdown in growth — our estimates are premised on a strong growth and economic
environment.

Upside risks
o Lower risk weights for retail/mortgages on Basel Il could allow ROEs to expand, and
current capital to run longer than currently estimated.

e The development of vibrant securitisation market — ICICI Bank is a leader in
securitisation in India, and this could be a significant funding source.

e Lower SLR requirement — this should reduce pressure on the funding franchise.
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Figure 34: Income statement

Year-end Mar 31 (Rs mn) FY05 FYO06 FYO7E FYO8E FY09E
Total interest income 97,819 135,055 219,015 297,101 391,717
Total interest expended 65,709 95,974 162,488 219,391 288,026
Net interest income 32,110 39,080 56,526 77,710 103,692
Core fee income 20,980 32,569 51,219 72,871 98,854
Operating income 53,090 71,650 107,745 150,581 202,545
Salaries/wages 7,374 10,823 16,451 23,854 32,203
Depreciation 2,934 3,472 4,166 4,999 5,999
Other operating expenses 23,434 32,964 42,780 56,848 73,502
Total operating expenses 33,742 47,259 63,397 85,700 111,704
Pre-provision operating profits 19,349 24,391 44,348 64,880 90,841
Loan loss provisions (1,214) 7,947 18,596 24,638 35,751
Total provisions (1,128) 8,174 18,596 24,638 35,751
Operating profits 20,476 16,217 25,752 40,243 55,090
Profit on sale of investments 5,461 7,498 7,000 6,300 5,985
Total non operating income/(l0ss) 4,796 14,749 15,306 16,316 17,736
Profit before tax 25,272 30,966 41,058 56,559 72,826
Taxes 5,220 5,565 9,033 15,271 21,848
Profit after tax 20,052 25,401 32,025 41,288 50,978
Dividend 6,330 7,593 8,009 8,898 9,788
Dividend tax 901 1,065 1,121 1,246 1,370
Dividend (Rs per share) 9 9 9 10 11
Source: Company data, Credit Suisse estimates

Figure 35: Balance sheet

Year-end Mar 31 (Rs mn) FY05 FY06 FYO7E FYO8E FY09E
Assets

Total cash 129,300 170,402 246,969 331,633 438,218
Total investments 504,874 715,474 904,140 1,158,641 1,507,465
Total advances 914,051 1,461,631 2,030,162 2,704,364 3,496,264
Fixed assets 40,380 39,807 47,769 59,711 71,653
Other assets 87,989 126,575 164,548 213,912 278,086
Total assets 1,676,594 2,513,890 3,393,587 4,468,260 5,791,686
Liabilities

Equity capital 7,367 8,898 8,898 8,898 8,898
Reserves and surplus 118,132 213,162 236,057 267,201 307,020
Net worth 125,499 222,060 244,955 276,099 315,918
Sub/hybrid debt 82,089 101,444 149,472 169,472 196,972
Deposits

Demand 128,369 165,735 215,455 273,628 342,035
Savings 113,918 209,370 303,586 431,092 581,975
Time 755,900 1,275,727 1,814,722 2,499,779 3,380,951
Total 998,188 1,650,832 2,333,763 3,204,500 4,304,961
Total borrowings 335,445 385,219 465,811 559,779 638,950
Other liabilities/provisions 131,873 150,835 196,086 254,911 331,385
Total liabilities 1,676,593 2,513,890 3,393,587 4,468,260 5,791,686

Source: Company data, Credit Suisse estimates
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Year-end Mar 31 (%) FY05 FY06 FYO7E FYO8E FY09E
Loan yield 9.3 8.6 9.6 9.8 9.9
Yield on interest-earning assets 7.3 6.9 7.9 8.1 8.1
Cost of deposits 3.9 44 6.1 6.2 6.2
Cost of interest-bearing liabilities 5.3 5.4 6.4 6.4 6.3
NIM (net of amortisation) 2.40 2.01 2.04 211 2.15
Loan-to-deposit ratio 91.6 88.5 87.0 84.4 81.2
Assets/equity 14.2 12.1 12.6 15.1 17.3
Gross NPL % of Gross loans 30 15 16 18 2.1
Net NPL % of net Loans 1.6 0.7 0.7 0.8 0.9
Loan loss coverage 45 51 54 55 57
Coverage (incl. general provisions) 53 77 88 85 83
Tier 1 % 7.59 9.20 7.79 6.75 6.12
Source: Company data, Credit Suisse estimates
Figure 37: Change YoY
Year-end Mar 31 (%) FY05 FYO06 FYO7E FYO8E FY09E
Loans 47.2 59.9 389 33.2 29.3
Deposits 46.6 65.4 414 37.3 34.3
Assets 339 49.9 35.0 317 29.6
Net interest income 46.7 21.7 44.6 375 334
Fee income 80.6 55.2 57.3 423 35.7
Operating expenses 29.6 40.1 34.1 35.2 30.3
PPOP 158.7 26.1 81.8 46.3 40.0
Operating profit 637.0 (20.8) 58.8 56.3 36.9
PAT 225 26.7 26.1 28.9 235
Source: Company data, Credit Suisse estimates
Figure 38: ROAA composition

FY05 FY06 FYO7E FYO8E FY09E
Interest income 6.7 6.4 7.4 7.6 7.6
Interest expenses 45 4.6 55 5.6 5.6
Net interest income 2.2 1.9 19 2.0 2.0
Fee income 14 1.6 17 1.9 19
Operating income 3.6 34 3.6 3.8 39
Operating cost 2.3 2.3 2.1 2.2 2.2
Pre-provision operating profits 13 12 15 17 18
Loan loss provisions 0.2) 04 0.6 0.6 0.7
Other provisions and exceptionals 0.0 0.0 - - -
Total provisions 0.2) 04 0.6 0.6 0.7
Operating profits 14 0.8 0.9 1.0 11
Non-operating items 0.3 0.7 05 0.4 0.3
Pre-tax profits 17 15 14 14 14
Taxes 0.4 0.3 0.3 04 0.4
PAT (ROAA) 14 12 11 11 1.0

Source: Company data, Credit Suisse estimates
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Companies Mentioned (Price as of 07 Dec 06)

Asset Recontstruction Company India Ltd (ARCIL, NOT LISTED)
HDFC Bank (HDBK.BO, Rs1101.65, NEUTRAL, TP Rs990.00)
ICICI Bank (ICBK.BO, Rs878.20, OUTPERFORM, TP Rs985.00)
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Disclosure Appendix
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Aditya Singhania & Sanjay Jain each certify, with respect to the companies or securities that he or she
analyzes, that (1) the views expressed in this report accurately reflect his or her personal views about all of
the subject companies and securities and (2) no part of his or her compensation was, is or will be directly or
indirectly related to the specific recommendations or views expressed in this report.

See the Companies Mentioned section for full company names.
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The analyst(s) responsible for preparing this research report received compensation that is based upon
various factors including Credit Suisse's total revenues, a portion of which are generated by Credit Suisse's
investment banking activities.

Analysts’ stock ratings are defined as follows***;
Outperform: The stock’s total return is expected to exceed the industry average* by at least 10-15% (or
more, depending on perceived risk) over the next 12 months.
Neutral: The stock’s total return is expected to be in line with the industry average* (range of £10%) over
the next 12 months.
Underperform**: The stock’s total return is expected to underperform the industry average* by 10-15% or
more over the next 12 months.
*The industry average refers to the average total return of the analyst's industry coverage universe
(except with respect to Asia/Pacific, Latin America and Emerging Markets, where stock ratings are
relative to the relevant country index, and Credit Suisse Small and Mid-Cap Advisor stocks, where stock
ratings are relative to the regional Credit Suisse Small and Mid-Cap Advisor investment universe.
**In an effort to achieve a more balanced distribution of stock ratings, the Firm has requested that
analysts maintain at least 15% of their rated coverage universe as Underperform. This guideline is
subject to change depending on several factors, including general market conditions.
**Eor Australian and New Zealand stocks a 7.5% threshold replaces the 10% level in all three rating
definitions, with a required equity return overlay applied.
Restricted: In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude
certain types of communications, including an investment recommendation, during the course of Credit
Suisse's engagement in an investment banking transaction and in certain other circumstances.

Volatility Indicator [V]: A stock is defined as volatile if the stock price has moved up or down by 20% or
more in a month in at least 8 of the past 24 months or the analyst expects significant volatility going
forward. All Credit Suisse Small and Mid-Cap Advisor stocks are automatically rated volatile. All IPO stocks
are automatically rated volatile within the first 12 months of trading.

Analysts’ coverage universe weightings* are distinct from analysts’ stock ratings
and are based on the expected performance of an analyst’'s coverage universe**
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Overweight: Industry expected to outperform the relevant broad market benchmark over the next 12
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Market Weight: Industry expected to perform in-line with the relevant broad market benchmark over the
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Underweight: Industry expected to underperform the relevant broad market benchmark over the next 12
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*Credit Suisse Small and Mid-Cap Advisor stocks do not have coverage universe weightings.

**An analyst's coverage universe consists of all companies covered by the analyst within the relevant
sector.

**The broad market benchmark is based on the expected return of the local market index (e.g., the S&P
500 in the U.S.) over the next 12 months.

Credit Suisse’s distribution of stock ratings (and banking clients) is:
Global Ratings Distribution

Outperform/Buy* 39% (60% banking clients)
Neutral/Hold* 44% (56% banking clients)
Underperform/Sell* 15% (53% banking clients)
Restricted 3%

*For purposes of the NYSE and NASD ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, and
Underperform most closely correspond to Buy, Hold, and Sell, respectively; however, the meanings are not the same, as our stock
ratings are determined on a relative basis. (Please refer to definitions above.) An investor's decision to buy or sell a security should be
based on investment objectives, current holdings, and other individual factors.

Credit Suisse’s policy is to update research reports as it deems appropriate, based on developments with
the subject company, the sector or the market that may have a material impact on the research views or
opinions stated herein.

Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not
misleading. For more detail please refer to Credit Suisse's Policies for Managing Confiicts of Interest in connection with
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Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not
intended or written to be used, and cannot be used, by any taxpayer for the purposes of avoiding any
penalties.

See the Companies Mentioned section for full company names.

Price Target: (12 months) for (HDBK.BO)

Method: Our target price of Rs990 for HDFC Bank is benchmarked off P/BV, P/E and Dividend Discount
Model (DDM) analysis. We have valued HDFC Bank on a 1-year forward P/B of 4.5x and P/E of 23.8x. Our
DDM analysis assumes a cost of equity of 14% and a terminal growth rate of 5%. We set out target price at
Rs990, tilting towards the P/B methodology, but in the fair value range of Rs990-1070 based on the three
methodologies.

Risks: Key upside risks to our target price of Rs990 for HDFC Bank are favourable Basel Il guidelines,
sustainable higher RoEs on use of hybrid capital, M&A activity in the longer-term. Downside risks are a
reversal in asset environment, significant increase in competition, high stock valuations and branch
licensing continuing beyond the short-term.

Price Target: (12 months) for (ICBK.BO)

Method: We have valued ICICI Bank at Rs985 on a sum of the parts, as we think it would best capture the
value of its diverse business lines. We attribute a 2.75x FY3/08 BV multiple to the core banking business,
on an estimated underlying 18.5-19% RoE, or Rs712 per share, and Rs272 for its subsidiaries.

Risks: Downside risks 1) Deterioration in asset quality environment — ICICI Bank has a large, relatively
unseasoned book, with low provision cover 2) Sharp liquidity crunch — ICICI Bank's funding mix has a
significant component of wholesale term deposits, which can be volatile and rate sensitive 3) Execution —
The bank is foraying aggressively into rural and international banking, and execution risks can be high 4)
Slowdown in growth — our estimates are premised on a strong growth and economic environment. Upside
risks are 1) Lower risk weights for retail/mortgages on Basel Il — Will allow RoEs to expand, and current
capital to run longer than currently estimated 2) Development of vibrant securitisation market — ICICI Bank
is a leader in securitisation in India, and this can be a significant funding source 3) Lower SLR requirement
—will reduce pressure on funding franchise

See the Companies Mentioned section for full company names.

The subject company (ICBK.BO) currently is, or was during the 12-month period preceding the date of
distribution of this report, a client of Credit Suisse.

Credit Suisse provided investment banking services to the subject company (ICBK.BO) within the past 12
months.

Credit Suisse provided non-investment banking services, which may include Sales and Trading services, to
the subject company (ICBK.BO) within the past 12 months.

Credit Suisse has received investment banking related compensation from the subject company (ICBK.BO)
within the past 12 months.

Credit Suisse expects to receive or intends to seek investment banking related compensation from the
subject company (ICBK.BO) within the next 3 months.

Credit Suisse has received compensation for products and services other than investment banking services
from the subject company (ICBK.BO) within the past 12 months.

As of the date of this report, an analyst involved in the preparation of this report has the following material
conflict of interest with the subject company (ICBK.BO). As of the date of this report, an analyst involved in
preparation of this report has a financial interest in the subject company in the form of a long position in the
outstanding debt of this company.

Important Regional Disclosures

The analyst(s) involved in the preparation of this report have not visited the material operations of the
subject company (HDBK.BO, ICBK.BO) within the past 12 months.

Restrictions on certain Canadian securities are indicated by the following abbreviations: NVS--Non-Voting
shares; RVS--Restricted Voting Shares; SVS--Subordinate Voting Shares.

Individuals receiving this report from a Canadian investment dealer that is not affiliated with Credit Suisse
should be advised that this report may not contain regulatory disclosures the non-affiliated Canadian
investment dealer would be required to make if this were its own report.

For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity
research, please visit http://www.csfb.com/legal_terms/canada_research_policy.shtml.

As of the date of this report, Credit Suisse acts as a market maker or liquidity provider in the equities
securities that are the subject of this report.
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An analyst involved in the preparation of this report received third party benefits in connection with this
research report from the subject company (HDBK.BO).

For disclosure information on other companies mentioned in this report, please visit the website at
www.credit-suisse.com/researchdisclosures or call +1 (877) 291-2683.

Disclaimers continue on next page.
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