ICICI Bank

Accumulate

Operating performance marred by Credit costs. Maintain Accumulate.
The bank reported a 5% YoY lower profit (missed our estimates), due to
higher credit costs of 230 bps (our estimate was 160 bps). This is despite a
lower accretion in GNPA (ex of special cases) and improved asset quality
by 105 bps to 6.7%. In other parameters, results were strong with NIM
expansion, 17% deposits growth, robust domestic and retail advance
growth of 17% at 21% YoY respectively. We expect the operating
performance to remain strong but marred by credit costs in near term. At
2x P/ABV of the bank (~78% of value), maintain Accumulate.

GNPA Additions low, but provision on debt swap and ageing hurt.

The credit costs were higher at 230 bps partly on account of higher
provisions on debt swap arrangement. The accretion to GNPA were 114
bps vs 137 bps QoQ. This includes an addition ¥ 8.5 bn (Renuka Sugar)
recognized for technical reasons. The bank is likely to benefit from the
systemic improvement in corporate asset quality, but the specific pockets
of stress and the ageing provision on legacy book is expected to keep the
credit costs elevated in FY20. We have factor higher credit costs (at 140
bps in FY20 vs guidance of ~130 bps). We don’t believe the bank is expected
to be impacted materially on the retail assets yet. We factor a GNPA
improvement by 155bps to ~6% through FY21. A decline in economic
growth remains a risk to the asset quality and resolution.

Healthy growth and NIMs; High yield asset to offset higher funding costs.
Domestic advances grew 17% YoY, of which retail advances rose 21%,
driven by an exceptionally healthy growth in business banking and
unsecured. The NIMs adjusted for one off were higher by >20 bps, as the
share of high yielding loans increased. The bank is relatively better placed
in deposit mobilization as well. It is one of the bank with a favorable
incremental CD ratio. We believe the bank is likely to continue to be better
placed in resource mobilization versus its larger retail peers, though the
share of expensive retail is expected to increase.

Operating metrics to remain strong; Maintain Accumulate at 2x P/ABV

We expect the bank to register CAGR 17% in advances over FY19-21E and
improvement in RoA by 99 bps to 1.4%. We have revised our estimates for
FY20 by 3%10%+ for FY20/FY21 to account for lower credit costs (esp. in
FY20) and higher NIMs. At 1.9x FY21E P/ABV, maintain Accumulate (75% of
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Exhibit 1: Quarterly Data

(X Mn) Q4FY18 Q1FY19 Q2FY19 Q3FY19 Q4FY19
Advances 5,123,953 5,162,887 5,444,866 5,643,080 5,866,470
YoY (%) 10.4 11.3 12.8 11.7 14.5
QoQ (%) 14 0.8 5.5 3.6 4.0
Deposits 5,609,752 5,468,784 5,586,689 6,067,547 6,529,197
YoY (%) 14.5 12.5 12.0 17.3 16.4
QoQ (%) 8.4 (2.5) 2.2 8.6 7.6
Advances Mix (%)

Domestic book 87.4 87.5 87.3 88.1 89.3
Retail 56.6 57.5 57.3 59.0 60.1
SMEAG 5.0 4.6 4.6 4.9 5.2
Corporate 25.9 254 254 24.1 239
Overseas book 12.6 12.5 12.7 11.9 10.7
Deposit Mix (%)

Current account 36 36 37 35 35
Saving account 16 14 14 15 15
Term deposits 48 49 49 51 50
CASA 52 51 51 49 50
Contribution Margin (%)

Yield on earning assets 7.7 7.7 7.9 7.5 8.5
Yield on Advances 8.7 8.7 8.8 8.5 9.3
Cost of Funds 4.9 5.0 5.0 4.9 5.2
Costs of deposits 4.8 4.8 4.8 4.7 5.0
NIM 3.2 3.2 3.3 3.1 3.7
Capital Ratio (%)

GNPA 8.8 8.8 8.5 7.8 6.7
NNPA 4.8 4.2 3.7 2.6 2.1
NNPA as a % of net worth 26.6 23.0 21.0 15.3 12.6
PCR 60.5 66.1 69.4 68.4 80.7
Gross Slippages (X mn) 157,370 40,360 31,170 20,910 35,470
Net Slippages (X mn) 115,030 20,000 21,110 1,750 20,250
Gross Slippages (%) 7.4 1.9 1.5 0.9 1.5
Net Slippages (%) 5.4 0.9 1.0 0.1 0.9
CAR 18.4 18.4 17.8 17.2 16.9
Tier 1 15.9 15.8 15.4 15.1 15.1
Dupont analysis (as a % of average assets)

Interest income 6.7 6.8 7.0 7.3 7.4
Interest expenses 3.9 4.0 4.0 4.2 4.1
Net interest income 2.8 2.8 3.0 3.1 3.2
Non-interest Income 2.7 1.8 1.5 1.7 1.5
Total expenses 2.0 1.9 2.0 2.1 2.1
Provisions 3.1 2.8 1.9 1.9 2.3
Tax (0.1) (0.0) 0.2 0.1 (0.1)
RoA 0.5 (0.1) 0.4 0.7 0.4
Leverage 8.1 8.2 8.2 8.4 8.7
RoE 3.9 (0.5) 3.5 6.0 3.6

Source: Company, DART
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Exhibit 2: Quarterly Subsidiary Performance

(¥ mn) QA4FY18 Q1FY19 Q2FY19 Q3FY19 QA4FY19
Subsidiaries performance

ICICI Prudential Life Insurance

Annualized premium equivalent (APE) 22,130 13,960 19,850 19,620 22,130
Profit after tax 3,410 2,820 3,010 2,970 3,410
Total premium 87,290 55,180 76,820 75,660 87,290
Assets under management 1,395,320 1,426,630 1,461,290 1,499,810 1,395,320
Expense ratio 12.9 17.5 15.1 14.2 12.9
ICICI Lombard General Insurance

Gross written premium 29,700 38,560 36,370 37,690 29,700
Profit before tax 2,870 4,430 4,490 3,610 2,870
Profit after tax 2,120 2,890 2,930 2,390 2,120
Combined ratio 99.5 98.8 101.1 95.9 99.5
Other subsidiaries

ICICI Prudential Asset Management 1,670 800 1,960 1,930 1,670
ICICI Securities (Consolidated) 1,590 1,340 1,340 1,010 1,590
ICICI Securities Primary Dealership 240 (360) (430) 1,230 240
ICICI Home Finance 20.0 140.0 110.0 (30.0) 20.0
ICICI Venture 110.0 30.0 (40.0) 20.0 110.0
ICICI Bank UK (USD mn)

Net interest income 17.0 16.7 16.7 17.2 17.0
Profit/(loss) after tax (31.7) 1.8 (14.7) (14.6) (31.7)
Loans and advances 2,374 2,349 2,359 2,390 2,374
Deposits 1,749 1,769 1,916 1,894 1,749
Retail term deposits 298 281 514 609 298
Capital adequacy ratio 16.5 16.4 17.6 17.1 16.5
ICICI Bank Canada (CAD mn)

Net interest income 21.8 214 23.1 24.0 21.8
Profit/(loss) after tax 11.2 14.0 12.4 13.4 11.2
Loans and advances 5,733 5,727 5,814 6,016 5,733
Residential mortgages 3,387 3,409 3,418 3,487 3,387
Deposits 2,818 3,092 3,185 3,191 2,818
Capital adequacy ratio 17.3 17.6 17.3 16.6 17.3

Source: Company, DART
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Profit and Loss Account (¥ Mn)

Particulars FY18A FY19P FY20E FY21E
Interest Income 549,659 634,012 728,946 850,318
Interest expenses 319,400 363,864 419,964 477,442
Net interest income 230,258 270,148 308,982 372,876
Other incomes 174,196 145,122 156,990 179,919
Total expenses 157,039 180,891 194,225 222,702
- Employee cost 59,140 68,885 76,662 79,077
- Other 97,900 112,005 117,563 143,626
Pre provisioning profit 247,415 234,379 271,747 330,093
Provisions 173,070 196,611 145,741 105,982
Profit before taxes 74,346 37,768 126,006 224,111
Tax provision 6,571 4,135 31,501 67,233
Profit after tax 67,774 33,633 94,504 156,878
Adjusted profit 67,774 33,633 94,504 156,878
Balance Sheet (X Mn)
Particulars FY18A FY19P FY20E FY21E
Sources of Funds
Equity Capital 12,858 12,895 12,895 12,895
Reserves & Surplus 1,038,731 1,070,739 1,133,313 1,219,074
Minority Interest 0 0 0 0
Net worth 1,051,589 1,083,634 1,146,208 1,231,969
Borrowings 1,828,586 1,653,200 1,673,938 1,850,128
- Deposits 5,609,752 6,572,723 7,431,990 8,593,535
- Other interest bearing liabilities 0 0 0 0
Current liabilities & provisions 301,964 378,515 489,983 604,380
Total Liabilities 8,791,892 9,688,071 10,742,118 12,280,012
Application of Funds
Cash and balances with RBI 841,694 802,963 664,733 731,056
Investments 2,029,942 2,077,327 2,247,775 2,724,884
Advances 5,123,953 5,866,466 6,874,946 8,106,003
Fixed assets 79,035 79,314 87,186 92,914
Other current assets, loans and advances 717,268 818,522 867,478 625,154
Total Assets 8,791,892 9,644,592 10,742,118 12,280,012

E — Estimates
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Important Ratios

Particulars FY18A FY19P FY20E FY21E
(A) Margins (%)
Yield on advances 8.8 9.1 9.2 9.3
Yields on interest earning assets 7.6 7.8 8.0 8.1
Yield on investments 6.3 6.2 6.2 6.1
Costs of funds 4.6 4.6 4.8 4.9
Cost of deposits 4.5 4.7 4.8 4.8
NIMs 3.2 33 34 35
(B) Asset quality and capital ratios (%)
GNPA 9.9 7.5 6.4 5.9
NNPA 5.4 2.3 2.0 1.9
PCR 47.7 70.7 70.0 70.0
Slippages 2.2 0.4 0.0 0.5
NNPA to NW 27.1 12.7 12.4 12.6
CASA 51.7 51.3 51.8 52.1
CAR 18.4 16.7 16.2 15.5
Tier 1 15.9 14.4 13.7 12.9
Credit - Deposit 91.3 89.3 92.5 94.3
(C) Dupont as a percentage of average assets
Interest income 6.7 6.9 7.2 7.4
Interest expenses 3.9 3.9 4.1 4.1
Net interest income 2.8 2.9 3.0 3.2
Non interest Income 2.1 1.6 15 1.6
Total expenses 1.9 2.0 19 19
- cost to income 38.8 43.6 41.7 40.3
Provisions 2.1 2.1 14 0.9
Tax 0.1 0.0 0.3 0.6
RoA 0.8 0.4 0.9 1.4
Leverage 7.3 7.7 8.2 8.8
RoE 6.6 3.2 8.5 13.2
RoRwa 1.1 0.5 1.2 1.7
(D) Measures of Investments
EPS - adjusted 10.5 5.2 14.7 24.3
BV 163.6 168.1 177.8 191.1
ABV 135.0 154.2 163.7 175.7
DPS 2.3 1.0 29 4.4
Dividend payout ratio 20.7 19.3 20.0 18.2
(E) Growth Ratios (%)
Net interest income 5.9 17.3 14.4 20.7
PPoP (6.6) (5.3) 15.9 21.5
Adj PAT (30.9) (50.4) 181.0 66.0
Advances 10.4 145 17.2 17.9
Total borrowings 23.9 (9.6) 1.3 10.5
Total assets 13.9 9.7 11.4 14.3
(F) Valuation Ratios
Market Cap (¥ mn) 2,587,301 2,587,301 2,587,301 2,587,301
CMP () 401 401 401 401
P/E (x) 30.4 61.5 21.9 13.2
P/BV (x) 1.9 1.9 1.8 1.7
P/ABV (x) 2.3 2.0 1.9 1.8
Div Yield (%) 0.6 0.2 0.7 1.1
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Total Return Expectation (12 Months)
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