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4.32% in March’09 from 3.30% in Mach’08. Additionally, a total of
Rs. 11.2 bn of assets were restructured during FY09 and applications for
restructuring of Rs. 20 bn loans were received by March’09. We believe
rising defaults in unsecured portfolios will put pressure on asset quality
and increase the NPAs over the current fiscal. However, even after
assuming 5% gross NPA for FY2010 in our base case scenario, the

current stock price discounts the potential increase in the NPAs.

Loans growth to slowdown amid asset quality concerns: We expect
advances to grow by 11.2% in FY10 given the management’s strategy of
capital conservation and prudent lending in the current economic
scenario. As the Bank expands its network to extract CASA deposits, the
Bank will also be successful in bringing down its credit deposit ratio.
Given a sluggish economic activity in H2’09 and the management’s
conscious effort to slow down the advances led to a 3.2% fall in advances
in FY09.

Other income to play a key role: ICICI Bank's other income showed a
sharp decline of 33.4% qoq and 29.1% yoy to Rs. 16.7 bn in Q4'09. This
was mainly due to a severe fall in its treasury income as the interest rate
environment stabilised in the last quarter of FY09. The fee income edged
down from Rs. 13.5 bn in Q3’09 to Rs. 13.4 bn in Q4'09. However, for
FY09, the fee income witnessed a marginal decline of 1.6%, despite a
sharp deterioration in economic activity. We believe this decline is a
short-term phenomenon, led by the global economic slowdown, and
therefore, expect other income to grow by 14% in FY10 and 23% in FY11.
We expect the share of other income in total operating income to rise
from the current level of 47.6% to 52% by FY12.
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Valuation:

We have valued ICICI Bank’s stock by using the sum-of-the-parts

methodology:

The standalone ICICI Bank has been valued at Rs. 485, assuming a

16.24% cost of equity and a 10.4% terminal growth rate.

The Bank's overseas banking subsidiaries have been valued at 1.0x
its FY10 books, leading to a valuation of Rs. 39.

ICICI Prudential Life has been valued at a new business achieved
profit (NBAP) multiple of 17.5x, which is lower than the industry’s
average on account of its aggressive growth in the past, which may
affect the quality of underwriting. This gives the life insurance

business a valuation of Rs. 138.

ICICI Lombard has been valued at Rs. 30 by assigning a multiple of

18x to its normalised profit.

The AMC has been valued at 4.5% of its AUM, leading to a valuation
of Rs. 12.

We have valued ICICI Securities and ICICI Securities Primary

Dealership at Rs. 66, based on a target P/E multiple of 18x.

This helps us arrive at the consolidated price of Rs. 785. Therefore, we

give a Hold rating to the stock.

Company Value Basis

ICICI Bank - Standalone Business 485  Based on DECF valuation with 16.24% cost of equity
ICICI Bank UK and ICICI Bank Canada 39  Based on 1.0x BV

ICICI Prudential Life Insurance 138  Based on our target NBP multiple of 17.5x

ICICI Lombard General Insurance 30  Based on normalised P/E multiple of 18x

ICICI Prudential Asset Management 12 4.5% of AUM

ICICI Securities and ICICI PD 66 Based on our target P/E multiple of 18x

ICICI Venture Funds Management 4 49% of AUM

ICICI Home Finance 10 Based on 0.8x BV

Total 785

Sensitivity Analysis of the Estimate

Cost of equity

5 ] 15.74% 15.99% 16.24% 16.49%

e 797 773 751 731 712

= 816 791 768 746 726

= 838 811 785 762 741

o 862 832 805 780 757
888 856 826 799 775
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Result Highlights and Outlook

Net interest income and margins: The Bank’s net interest income for
FYO09 increased 15% to Rs. 83.7 bn, while its net interest income for
Q4’09 rose to Rs. 21.4 bn, up 7% (g-0-q). The Bank’s NIM for the year
and the quarter stood at 2.4% and 2.6% (annualised), respectively. The
NIM saw an improvement due to the reduction in the borrowing costs in
the last quarter of FY09. Going forward, in a quarter or two the Bank's
margins will be under pressure due to mandatory lending to the low-yield
Agriculture sector. However, with the Bank’s strategy of increasing CASA

deposits yield results, we expect to see a steady increase in the margins.

Non interest income: In FY09, non-interest income declined 13.7% to
Rs. 76 bn because of a sharp fall in the share of other income and also
due to heavy treasury losses in H1'08. However, the fee income, which is
around 86% of the non-interest income, witnessed a marginal fall of 1.6%
to Rs. 65.2 bn. In Q4'09, non-interest income declined 29.1% yoy to Rs.
16.7 bn, mainly due to weak fee income. As the economic scenario
improves and the Bank increases its geographical presence, we expect

the share of non-interest income to pick up.

Operating expenses: Operating expenses (including direct marketing
agency expenses) decreased 13.6% to Rs. 70.5 bn in FY09. However,
excluding direct marketing agency expenses, operating expenses were
almost flat, while other expenditures declined 20% to Rs. 43.9 bn. As a
result of the fall in operating expenses, the cost-to-income ratio for the
Bank dropped from 50.6% in FY08 to 44.1% in FY09. Going forward,
taking in account the proposed branch expansion in FY10, the Bank's

cost-to-income ratio is likely to remain in the range of 35-38%.

Provisions, Taxes, and Net Profit: Pre-provisioning profit increased
12.1% to Rs. 89.3 bn. Total provisions and contingencies jumped from Rs
29 bn in FYO08 to Rs. 38.1 bn in FY09 as loan-loss provisions increased
significantly from Rs. 25.4 bn to Rs. 37.7 bn. The effective tax rate is now
more than 26.6% vis-a-vis 17.8% last year as the gain from equity shares
has declined sharply. The net profit of the Bank fell 9.6% in FY09 to Rs.
37.6 bn, while for Q4’09 the net profit stumbled 35.3% to Rs. 7.4 bn. This
decline was mainly due to the feeble non-interest income, higher

provisioning, and higher effective tax rates.
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YOY Net Income Walk
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Key Ratios: Profitability ratios, return on equity (ROE) and return on
assets (ROA), declined in FY09. ROA decreased 14 bps to 0.98% this
year; while ROE dropped from 11.1% to 7.7%. At the close of FY09, the
Bank’s total capital adequacy ratio stood at a comfortable 15.5%, of which
Tier | capital adequacy was 11.8%. The basic and diluted EPS increased
from Rs. 39.4 in FY08 to Rs. 33.8 in FY09. Book value per share
increased from Rs 418 in March’08 to Rs 445 by March’09. The CASA
ratio improved 26.1% in FY08 to 28.7% in FYQ9.

Advances, investments, and deposits: For FY09, the total business of
the Bank fell 7.1% to Rs. 4.4 tn, as deposits declined 10.7% to Rs 2.2 tn
and advances decreased 3.2% to Rs. 2.2 tn. The advances-to-deposit
ratio increased from 92.3% in FY08 to 100% in FYO09. Investments
de-grew by 7.5% to Rs. 1 tn. The balance sheet of the Bank declined by
5.1% from Rs. 4 tn to Rs. 3.8 tn.
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Subsidiaries put up mixed performances

ICICI Prudential’s new-business premium has slowed down significantly
from Rs. 12.5 bn in FY08 to Rs. 10 bn in FY09. Further, the reported new
business profit margin has decreased marginally from 19.2% in FY08 to
18.9% in FY09 and the expense ratio declined from 14.9% in FY08 to
11.8% in FY09.

ICICI Canada's total assets marginally decreased by 1.5% q-0-q to CAD
6.4 bn and its loan book increased by 14% qoq to CAD 4.1 bn.
Meanwhile, the subsidiary's CAR increased by 380 bps to 19.9%.

ICICI UK's total assets declined g-o-q from USD 7.6 bn to USD 7.3 bn;
however, its loan book jumped 21.7% to USD 3.3 bn in March. ICICI UK
earned a profit of USD 6.8 mn in FYQ9, as compared with a profit of
USD 38.5 mn in FY08.
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(Rs mn, Yr. ending March 31) FYO08 FY09 FY10E FY11E FYO08 FY09 FY10E FY11E
Interest Income 307,883 310,925 314,411 355,484 Per share data (Rs.)

Interest Expense 234,842 227,259 227,489 251,669 Shares outstanding (mn) 1,112.7 1,113.3 1,113.3 1,113.3
Net Interest Income 73,041 83,666 86,922 103,815 Basic EPS 39.4 33.8 46.4 60.4
YoY Growth (%) 29.6% 14.5% 3.9% 19.4% Diluted EPS 39.1 33.7 46.3 60.2
Other Income 88,108 76,037 86,866 106,708 Book value per share 417.6 444.9 477.4 519.6
Net Operating Income 161,149 159,703 173,788 210,523 Adj. book value per share 417.6 444.9 477.4 519.6
YoY Growth (%) 28.3% -0.9% 8.8% 21.1%

Operating Expense 81,542 70,451 65,725 73,353 Valuation ratios (x)

Pre-Provisioning Profit 79,607 89,252 108,063 137,170 P/PPP 10.3x 9.0x 7.5x 5.9x
Provisions and Contingencies 29,046 38,083 37,772 45,685 P/E 19.7x 21.4x 15.6x 12.0x
Profit Before Tax 50,561 51,170 70,291 91,485 P/B 1.8x 1.6x 1.5x 1.4x
Tax 8,984 13,588 18,666 24,294 P/ABV 1.8x 1.6x 1.5x 1.4x
Net Profit 41,577 37,581 51,625 67,190

YoY Growth (%) 33.7% -9.6% 37.4% 30.2% Performance ratio (%)

Return on avg. assets 1.1% 1.0% 1.3% 1.5%

Return on avg. net worth 11.7% 7.8% 10.1% 12.4%
(Rs mn, as on March 31) FYO08 FY09 FY10E FY10E

Cash and balances with RBI 380,411 299,666 261,416 354,766 Balance Sheet ratios (%)

Investments 1,114,543 1,030,583 1,162,234 1,394,681 Advances to deposits 93.9% 102.4% 98.0% 95.0%
YoY Growth (%) 22.1% -7.5% 12.8% 20.0% Borrowings to advances 29.1% 30.8% 35.2% 36.4%
Advances 2,256,161 2,183,108 2,427,779 2,822,943 Investments to assets 27.9% 27.2% 28.0% 28.4%
YoY Growth (%) 15.2% -3.2% 11.2% 16.3% Investments to deposits 45.6% 47.2% 45.5% 45.5%
Fixed Assets (Net) 41,089 38,016 42,521 40,390 Tier | capital adequacy 11.8% 11.8% 13.8% 12.8%
Other Assets 205,746 241,636 255,436 306,523

Total Assets 3,997,951 3,793,010 4,149,386 4,919,303 Productivity ratio (Rs. mn)

Opt. expense per employee 2.0 2.0 1.8 1.8

Deposits 2,444,311 2,183,478 2,554,361 3,065,233 Net profit per employee 1.0 11 14 1.7
YoY Growth (%) 6.0% -10.7% 17.0% 20.0% Asset per employee 98.3 109.6 115.3 121.5
Borrowings 656,484 673,237 855,711 1,026,853

YoY Growth (%) 28.1% 2.6% 27.1% 20.0% Operating ratios (%)

Other Liabilities & Provisions 428,954 437,464 204,349 245,219 Operating cost to income 50.6% 44.1% 37.8% 34.8%
Total Liabilities 3,529,749 3,294,179 3,614,420 4,337,305 Operating cost to avg. assets 2.2% 1.8% 1.7% 1.7%
Share Capital 11,127 11,133 11,133 11,133

Preference Capital 3,500 3,500 3,500 3,500 Source: Bank data, Indiabulls research

Reserves & Surplus 453,575 484,197 520,333 567,366 Note: Some ratios are as per Indiabulls definitions and may not match figures

Total Equity & Liabilities 3,997,951 3,793,010 4,149,386 4,919,303 declared by the Bank

Note: ICICI Bank Standalone Numbers
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Disclaimer

This report is not for public distribution and is only for private circulation and use. The Report should not be reproduced or
redistributed to any other person or person(s) in any form. No action is solicited on the basis of the contents of this report.

This material is for the general information of the authorized recipient, and we are not soliciting any action based upon it.
This report is not to be considered as an offer to sell or the solicitation of an offer to buy any stock or derivative in any
jurisdiction where such an offer or solicitation would be illegal. It is for the general information of clients of Indiabulls
Securities Limited. It does not constitute a personal recommendation or take into account the particular investment
objectives, financial situations, or needs of individual clients. You are advised to independently evaluate the investments
and strategies discussed herein and also seek the advice of your financial adviser.

Past performance is not a guide for future performance. The value of, and income from investments may vary because of
changes in the macro and micro economic conditions. Past performance is not necessarily a guide to future performance.

This report is based upon information that we consider reliable, but we do not represent that it is accurate or complete,
and it should not be relied upon as such. Any opinions expressed here in reflect judgments at this date and are subject to
change without notice. Indiabulls Securities Limited (ISL) and any/all of its group companies or directors or employees
reserves its right to suspend the publication of this Report and are not under any obligation to tell you when opinions or
information in this report change. In addition, ISL has no obligation to continue to publish reports on all the stocks
currently under its coverage or to notify you in the event it terminates its coverage. Neither Indiabulls Securities Limited
nor any of its affiliates, associates, directors or employees shall in any way be responsible for any loss or damage that
may arise to any person from any error in the information contained in this report.

The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views
about the subject stock and no part of his or her compensation was, is or will be, directly or indirectly related to specific
recommendations or views expressed in this report. No part of this material may be duplicated in any form and/or
redistributed without Indiabulls Securities Limited prior written consent.

The information given herein should be treated as only factor, while making investment decision. The report does not
provide individually tailor-made investment advice. Indiabulls Securities Limited recommends that investors independently
evaluate particular investments and strategies, and encourages investors to seek the advice of a financial adviser.
Indiabulls Securities Limited shall not be responsible for any transaction conducted based on the information given in this
report, which is in violation of rules and regulations of National Stock Exchange or Bombay Stock Exchange.
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