RBI Action

Company CMP TP Upside (%)
Axis Bank 1188 1298 9.3
BOI 322 363 12.8
BOB 620 645 4.0
Dena Bank 77 86 11.2
HDFC Bank 1840 1880 2.2
10B 89 90 1.1
IDBI 116 141 21.1
Kotak Bank 744 7134 -1.3
SBI 2040 2216 8.6
UBI 272 290 6.5
Yes Bank 241 286 18.9
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Inflation trending up
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Monetary Policy Update

WHAT'S CHANGED...

Hiked by 25 bps to 6%
Hiked by 25 bps to 5.25%
Hiked by 25 bps to 3.75%

REPO rate.......ccooeeeeeeeeereree e
Reverse Repo rate...........cccoeeeeeeeeccec s

Rate hikes as anticipated....

Key announcements

The repo rate and reverse repo rates were hiked by 25 bps each
to 5.25% and 3.75% from 5.00% and 3.50% respectively, with
immediate effect

The CRR was hiked by 25 bps to 6% from April 24 2010, to drain
Rs 125 billion from the system

Banks will be allowed to classify non-SLR bonds issued by
infrastructure companies in the HTM category

Infra loans, which are classified as sub-standard will attract 15%
provisioning vs. 20%

Discussion paper to be prepared on the issue of new bank
licenses by July 2010

Major targets for FY11

GDP growth is projected at 8.0% with an upside bias
Bank’s credit will grow at 20%

Bank’s deposits will grow at 18%

Money supply growth projection at 17.0%

Inflation is projected at 5.5% by March end

Exhibit 1: Policy rates moving northwards
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IIP trend depicting recovery

207 (% 17.6

Policy Impact Analysis
- RBIl's stance seems hawkish as inflation spreads across sectors

16.7 including manufacturing and it is open to step in anytime, as
15.1 . L . S .
15 4 required to tame mounting inflation. Headline inflation (WPI at
1 ! 1.7 9.9% for March 2010) has already surpassed the March 2010
96 103 o o ; i
10 | target of 8.5% set by the RBI in its last policy meeting. Monsoon
12 uncertainty and volatile crude oil prices also cloud the inflation
5 | outlook
0 As credit growth remains dull in the first quarter, the excess funds
g 8 8 8 3 3 = =2 with banks (Rs 28,000 crore deposited under LAF on April 19,
3 2 5§ 8 &2 8 § B 2010) can continue creating inflationary conditions. Hence, a CRR

cut seems justified

Credit growth picking up

Infra companies non-SLR bonds classification is a positive move

70000 1 40 for infrastructure companies and NBFCs like IDFC and large cap
60000 c Nl

50000 - I - 30 banks like SBI, PNB, etc are lending in that segment

40000 |

30000 - ™ . [ 20 In FY11, almost the entire budgeted borrowings will be funded by

20000 L 10 fresh issuance of securities (Rs 3,42,000 crore). This is nearly 36%
10000 | higher than last year. Thus, managing the borrowings of the

0 © =~ o o o  w @ ow 0 government during FY11 will be a bigger challenge than it was
o o o o - — o~ . . -
x> © z x T ¥ & last year, whereby pressure on bond yields will continue. We

expect the 10 year G-sec yields to touch 8.4% to 8.5% during
mmm Amount (Rs. billion) YOY (%) (RHS) H1FY10. This, in turn, will hurt public sector banks with longer
maturity portfolios and higher exposure to AFS category like
Dena Bank, SBI and Bol

We remain bullish on banks with better asset quality and strong
CASA base like HDFC Bank, Bank of Baroda and value buys like
Oriental Bank of Commerce (OBC).

We do not expect major hikes in lending rates due to the sluggish credit
offtake trend in the first quarter for banks. Also, NIM will also be
maintained at current levels. We remain overweight on the banking sector
for FY11 as the core business is expected to pick up with industry credit
growth estimated at 20%.

Impact of 75 bps rise in G sec yields (i.e. 8.25%) on banks profitability

FY10E PAT 10 yr yield at 8.25% Impact on PAT FY10E

PSU banks AFS AFS to Gross Invt AFS Modified Duration (Rs crore) MTM losses (%)
(%) in years (Rs crore)

SBI 67000 23.3 35 9780 1758.8 18.0
PNB 13466 18.2 2.6 3260 259.6 8.0
Bol 14500 22.5 4.0 1948 435.0 22.3
BoB 10717 19.9 2.2 2822 176.8 6.3
Union Bank 14678 21.3 1.9 1886 98.8 5.2
0BC 7323 211 2.8 1102 152.7 13.9
10B 8000 25.8 3.0 1292 180.0 13.9
Dena Bank 2799 18.0 4.4 494 91.7 18.6
Axis 15500 314 34 2166 395.3 12.2
HDFC Bank 12800 20.0 1.0 3135 96.0 31
South Indian Bank 1905 23.0 0.6 248 8.3 33
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RATING RATIONALE

ICIClIdirect.com endeavours to provide objective opinions and recommendations. ICICIdirect.com assigns
ratings to its stocks according to their notional target price vs. current market price and then categorises them
as Strong Buy, Buy, Add, Reduce and Sell. The performance horizon is two years unless specified and the
notional target price is defined as the analysts' valuation for a stock.

Strong Buy: 20% or more;
Buy: Between 10% and 20%;
Add: Up to 10%;

Reduce: Up to -10%

Sell: -10% or more;

Pankaj Pandey Head - Research pankaj.pandey@icicisecurities.com

ICICldirect.com Research Desk,
ICICI Securities Limited,

7" Floor, Akruti Centre Point,
MIDC Main Road, Marol Naka,
Andheri (East)

Mumbai - 400 093

research@icicidirect.com
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Kajal CA Chirag Shah PGDBM Viraj Gandhi MBA-CM Viraj Gandhi MBA research analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research
report accurately reflect our personal views about any and all of the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the
specific recommendation(s) or view(s) in this report. Analysts aren't registered as research analysts by FINRA and might not be an associated person of the ICICI Securities Inc.

Disclosures:

ICICI Securities Limited (ICICI Securities) and its affiliates are a full-service, integrated investment banking, investment management and brokerage and financing group. We along with affiliates are leading
underwriter of securities and participate in virtually all securities trading markets in India. We and our affiliates have investment banking and other business relationship with a significant percentage of
companies covered by our Investment Research Department. Our research professionals provide important input into our investment banking and other business selection processes. ICICI Securities
generally prohibits its analysts, persons reporting to analysts and their dependent family members from maintaining a financial interest in the securities or derivatives of any companies that the analysts
cover.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and
meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without
prior written consent of ICICI Securities. While we would endeavour to update the information herein on reasonable basis, ICICI Securities, its subsidiaries and associated companies, their directors and
employees (“ICICI Securities and affiliates”) are under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities
from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities
policies, in circumstances where ICICI Securities is acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This
report and information herein is solely for informational purpose and may not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial
instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their
receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific
circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment
objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient. The recipient should independently evaluate
the investment risks. The value and return of investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities and affiliates accept no liabilities for any
loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the
risks associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to
change without notice.

ICICI Securities and its affiliates might have managed or co-managed a public offering for the subject company in the preceding twelve months. ICICI Securities and affiliates might have ived ion from the
mentioned in the report during the period preceding twelve months from the date of this report for services in respect of public offerings, corporate finance, investment banking or other advisory services in a merger or specific
transaction. ICICI Securities and affiliates expect to receive ion from the i ioned in the report within a period of three months following the date of publication of the h report for services in respect

of public offerings, corporate finance, investment banking or other advisory services in a merger or specific transaction. It is confirmed that
Kajal CA Chirag Shah PGDBM Viraj Gandhi MBA-CM Mani Arora MBA-CM research analysts and the authors of this report have not received any compensation from the companies mentioned in the
report in the preceding twelve months. Our research professionals are paid in part based on the profitability of ICICI Securities, which include earnings from Investment Banking and other business.

ICICI Securities or its subsidiaries collectively do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of the
research report.

Itis confirmed that
Kajal CA Chirag Shah PGDBM Viraj Gandhi MBA-CM Mani Arora MBA research analysts and the authors of this report or any of their family members does not serve as an officer, director or advisory
board member of the companies mentioned in the report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. ICICI Securities and affiliates may act upon or make use
of information contained in the report prior to the publication thereof.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or 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 ICICI Securities and affiliates 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 certain category of investors. Persons in whose possession this document may come are required to inform themselves of and
to observe such restriction.
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