& NIRMAL BANG

(B
e
(O
©
o
>
>
-
qV)
o
=
o
&)

Institutional Equities

ICICI Bank

Reuters: ICICIBC.BO; Bloomberg: ICICIBC IN
Best placed

We reiterate ICICI Bank as our top pick in the banking space given the visibility of 2% ROA by FY24E
on the back of 21% CAGR in net profit over FY22-24E. Given the current increasing interest rate
environment, the bank seems one of the best placed from ROA accretion perspective given its
higher share of EBLR linkage, enabling faster transmission of rate increases on the asset side. We
see few more levers to NIM expansion such as: (1) improving loan/deposit ratio and (2) increasing
share of unsecured lending. Further, growth prospects seem far better for Large Cap banks given
their low cost of funds (CoF) advantage vis-a-vis Small-Cap and Mid-Cap peers. This directly
benefits ICICI Bank given it's the market-leading position in Retail as well as Corporate segments.
We estimate that ICICI Bank has gained market share in most Retail categories in the last 5 years.
We expect the credit cost to remain benign given that in recent years we have seen the corporate
NPA clean-up followed by covid-impact on the retail portfolio, which has resulted in restructuring of
1%. Overall stock of provisions seems adequate and does not warrant high credit cost in the
medium term. The stock is currently trading at 1.8x FY24E ABVPS, which we believe is quite
undemanding given the growth prospects and visibility of 2% ROA. We reiterate BUY on the stock
with a target price (TP) of Rs1,065 (see SOTP table).

Higher EBLR-linkage places the bank favorably: In the current increasing interest rate environment, ICICI Bank
seems well placed given that its loan book has 48% linkage to EBLR compared to 22-46% for most other banks
under our coverage. This enables the bank to transmit increasing interest rates faster and derive higher yields.
Within the total loan book, mortgage accounts for more than 34%. Overall, we estimate that ICICI Bank will see
25-30bps ROA expansion, taking into account the cumulative 90bps repo rate hike so far. Further, we see the
increasing share of unsecured lending and an improving loan/deposit ratio as other potential levers, which could
deliver NIM expansion.

Large Cap banks better placed to transmit systemic rate movements: We had outlined in our note that we
see Large Cap banks being better placed in the current rising interest rate cycle given that they are more flexible,
nimbler and overall better placed in terms of their ability to transmit systemic rate movements. Basis overall data
collected, we argue that the Small-Cap and Mid-Cap banks tend to see higher quantum of deposit rate increases
during an upward rate cycle. Note: this conclusion is subject to point-to-point comparison. Between Feb’18 and
Apr'19, Large Cap banks had increased their deposit rates by 74bps on average while Small-Cap and Mid-Cap
banks had increased their deposit rates by 111bps on average (~1.6x). The narrative holds true during a
downward rate cycle as well, i.e., Large Cap banks tend to enjoy lower CoF far longer than Small-Cap and Mid-
Cap peers. Hence, overall, we believe that Large Cap banks such as ICICI Bank are well placed to effectively
compete for growth without compromising on margins. We have increased our NIM estimates for ICICI Bank by 8-
12bps over FY23-24E to 4%.

Expect well-rounded growth given bank’s strong market share: Overall, we expect system credit growth to be
well-rounded. Retail growth is expected to be supported by increasing penetration across sub-segments such as
mortgages and unsecured loans. Easing supply-chain constraints would be beneficial for auto sector’s growth. On
the wholesale side, SMEs have seen cash flows recovering post the covid impact and therefore have much
healthier balance sheets today. Corporate sector is expected to see capex revival, which augurs well for corporate
credit growth. Given the ICICI Bank’s market positioning, the bank is very well positioned. We have attempted to
map ICICI Bank’s market share in various categories. We estimate that the bank’s market share is: 18.4% in
mortgages (+354bps since FY17), 16.3% in SME/commercial loans (+574bps since FY17), 5.9% in personal loans
(+211bps since FY17) and 17% in credit cards (+249bps since FY17). Overall, ICICI Bank has a systemic credit
market share of 7.3%, up 68bps since FY17.

Asset quality outlook is positive; balance sheet is well provided for: Overall asset quality is expected to
improve. For a better perspective, we see the bank’s book having gone through back-to-back asset quality cycles:
(1) corporate NPA cycle followed by (2) retail book being tested for the covid impact. The net result of the latter
has been a restructured book of 1%. The bank’s balance sheet is well provided for, with NPA coverage of ~80%
and non-NPA provisions of 2.1%. It has increased coverage on restructured loans to 31% in 4QFY22 from 25% in
3QFY22. The bank has been prudent in building up provisions. In 4QFY22, almost all the provisioning went
towards shoring up contingent provisioning buffers. We expect overall credit cost to average ~1% over FY23-24E.
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Key Data
Current Shares O/S (mn) 6,954.5
Mkt Cap (Rsbn/US$bn) 4,770.5/61.2
52 Wk H/L (Rs) 867/595
Daily Vol. (3M NSE Avg.) 14,602,500
Price Performance (%)

1M 6M 1Yr
ICICI Bank (3.3) (34) 8.8
Nifty Index (5.6) (7.6) (2.1)

Source: Bloomberg

Y/E March (Rsmn) FY20 FY21 FY22 FY23E FY24E
Net interest income 3,32,671 3,89,894 474,661 5,67,230 6,57,509
Operating profit 2,81,026 3,63,971 3,92,502 478,476 5,55,976
PAT 79,323 1,61,929 2,33,3%4 2,87,820 3,40,734
EPS (Rs) 12 23 34 41 49
BV (Rs) 180 214 245 281 322
PIE 458 23.9 16.7 13.6 11.5
P/iBV 3.1 26 23 20 1.7
Gross NPAs (%) 6.0 53 3.8 35 33
Net NPAs (%) 1.5 1.2 0.8 0.8 0.8
RoA (%) 0.8 14 1.8 1.9 20
RoE (%) 7.0 12.0 14.6 15.5 16.0

Source: Company, Nirmal Bang Institutional Equities Research

Please refer to the disclaimer towards the end of the document.


https://www.nirmalbang.com/Upload/Banking-Sector-Update---27-March-2022.pdf
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SOTP Valuation
Entity Valuation methodology Holding Value per share (INR)
FY23E
ICICI Bank - Standalone banking business / Parent 2.8x FY24E ABV 100.0% 864
ICICI Prudential Life Insurance 2.8x FY24E EV 51.4% 80
ICICI Lombard General Insurance Current MCAP 51.9% 41
ICICI Prudential AMC 30x FY24E EPS 51.0% 87
ICICI Securities Current MCAP 75.0% 15
ICICI Home Finance 1x BV 100.0% 3
ICICI Bank UK Plc 1x BV 100.0% 5
ICICI Bank Canada 1x BV 100.0% 5
Holding co. discount (%) 15%
Value of subs (INR per share) 200
Value of total (INR per share) 1,065

Source: Company, Nirmal Bang Institutional Equities Research

ICICI Bank
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Exhibit 1: Change in our estimates

Revised Estimate Earlier Estimate % Revision

FY23E FY24E FY23E FY24E FY23E FY24E
Net Interest Income (Rs mn) 5,67,230 6,57,509 5,54,874 6,42,780 2.2 2.3
NIM 4.0 4.0 3.9 39 8 bps 12 bps
Operating Profit (Rs mn) 478,476 5,55,976 4,66,121 541,247 2.7 2.7
Provisions (Rs mn) 1,01,010 1,09,115 1,01,010 1,09,115 0.0 0.0
Profit After Tax (Rs mn) 2,87,820 3,40,734 2,78,399 3,29,503 34 34
Loan Book (Rsbn) 9,995 11,592 9,995 11,592 0.0 0.0
ABVPS (Rs) 269 309 268 306 04 0.9

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 2: One-year forward P/ABV
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Exhibit 4: Key ratios

Financials

Exhibit 3: Income statement

Y/E March (Rsmn) FY20 FY21 FY22 FY23E FY24E
Interest Income 747,983 791,183 8,63,746 10,08,354 11,67,344
Interest expense 415313 4,01,288 3,89,085 441,124 5,09,835
Net interest income 3,32,671 3,89,894 4,74,661 5,67,230 6,57,509
Fees & Other Income 1,64,500 1,89,685 1,85175 2,221,262 2,54,706
Net Revenue 497,170 5,79,580 6,59,836 7,88,492 9,12,215
Operating Expense 216,144 215,608 2,67,333 3,10,015 3,56,239
-Employee Exp 82,712 80,918 96,728 1,09,924 1,27,222
-Other Exp 1,33,432 1,34,691 1,70,606 2,00,091 2,29,017
Pre-Provisioning Operating Profit 2,81,026 3,63,971 3,92,502 4,78,476 5,55,976
Provisions 140531 162,142 86,414 1,01,010 1,09,115
PBT 1,40,495 2,01,829 3,06,088 3,77,466 4,46,861
Taxes 61,172 39,900 72,694 89,646 1,06,127
PAT 79,323 1,61,929 2,33,394 2,87,820 3,40,734
Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 5: Balance sheet

Y/E March (Rsmn) FY20 FY21 FY22 FY23E FY24E
Equity Capital 12,948 13,834 13,900 13,900 13,900
Reserves & Surplus 11,52,097 14,61,258 16,91,220 19,35,867 22,25491
Shareholder's Funds 11,65,044 14,75,092 17,05120 19,49,767 22,39,391
Deposits 77,09,690 93,25,222 1,06,45,716 1,22,14,943 1,38,67,747
Borrowings 16,28,968  9,16,310 10,72,314 10,59,446 15,11,151
Other liabilities 479950 587,704 689,828 833,392  7,77,535
Total liabilities 1,09,83,652 1,23,04,327 1,41,12,977 1,60,57,547 1,83,95,823
Cash/Equivalent 11,91,557 13,31,283 16,78,224  17,52,219  20,30,014
Advances 64,52,900 73,337,291 85,90,204 99,95395 1,15,91,706
Investments 2495315 28,12865 31,02410 34,20,184 38,82,969
Fixed& Other Assets 843,880 822,888 742139 889,749 891,133
Total assets 1,09,83,652 1,23,04,327 1,41,12,977 1,60,57,547 1,83,95,823

Source: Company, Nirmal Bang Institutional Equities Research

Y/E March FY20 FY21 FY22 FY23E  FY24E
Growth (%)

NIl growth 23.1 172 21.7 19.5 15.9
Pre-provision profit growth 19.9 295 7.8 219 16.2
PAT growth 136.0 104.1 44.1 23.3 184
Business (%)

Deposit growth 18.1 210 14.2 14.7 135
Advance growth 10.0 13.7 171 16.4 16.0
CD 83.7 78.7 80.7 8138 83.6
CASA 45.1 46.3 487 48.9 484
Operating efficiency (%)

Cost-to-income 435 372 405 39.3 39.1
Cost-to-assets 21 1.9 20 21 21
Spreads (%)

Yield on advances 9.3 8.4 8.0 8.2 8.2
Yield on investments 6.4 5.9 5.6 5.6 5.6
Cost of deposits 46 3.9 35 35 35
Yield on assets 7.9 7.3 7.0 71 71
Cost of funds 47 41 35 35 3.6
NIMs 35 36 3.8 4.0 4.0
Capital adequacy (%)

Tier | 14.7 18.1 18.3 179 175
Tier Il 14 1.1 0.8 0.8 0.8
Total CAR 16.1 19.1 19.2 18.7 18.3
Asset Quality (%)

Gross NPA 6.0 53 3.8 35 3.3
Net NPA 15 1.2 0.8 0.8 0.8
Provision coverage 75.7 7.7 79.5 774 75.8
Slippage 24 25 2.9 1.7 17
Credit-cost 2.3 24 1.1 1.1 1.0
Return (%)

ROE 7.0 12.0 14.6 155 16.0
ROA 0.8 14 1.8 19 2.0
RORWA 1.1 21 2.8 3.0 3.0
Per share

EPS 12 23 34 41 49
BV 180 214 245 281 322
ABV 165 200 235 269 309
Valuation

PIE 458 239 16.7 13.6 115
P/BV 31 2.6 2.3 2.0 1.7
P/ABV 34 2.8 24 21 1.8

Source: Company, Nirmal Bang Institutional Equities Research
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Rating track

Date Rating Market price (Rs) Target price (Rs)
1 August 2014 Buy 1,473 1,700
8 October 2014 Buy 1,427 1,700
31 October 2014 Buy 1,605 1,840
2 February 2015 Buy 360 422*
28 April 2015 Buy 305 380
3 August 2015 Buy 301 380
2 November 2015 Buy 277 380
29 January 2016 Buy 232 290
2 May 2016 Buy 238 280
1 August 2016 Buy 262 305
8 November 2016 Buy 278 340
1 February 2017 Buy 268 335
14 February 2017 Buy 281 350
4 May 2017 Buy 273 340
28 July 2017 Buy 309 360
30 October 2017 Buy 309 356
31 January 2018 Buy 353 424
8 May 2018 Buy 289 409
30 July 2018 Buy 293 414
9 October 2018 Buy 311 411
29 October 2018 Buy 316 411
13 December 2018 Buy 345 448
31 January 2019 Buy 366 460
8 April 2019 Buy 391 462
7 May 2019 Buy 401 483
8 July 2019 Buy 436 523
29 July 2019 Buy 416 529
27 September 2019 Buy 449 565
7 October 2019 Buy 414 563
29 October 2019 Buy 469 584
8 January 2020 Buy 526 605
27 January 2020 Buy 534 625
27 March 2020 Buy 331 527
9 April 2020 Buy 319 527
11 May 2020 Buy 331 489
9 July 2020 Buy 369 524
27 July 2020 Buy 381 520
23 September 2020 Buy 355 549
7 October 2020 Buy 381 544
2 November 2020 Buy 390 548
26 November 2020 Buy 473 568
07 December 2020 Buy 502 590
08 January 2021 Buy 541 636
31 January 2021 Buy 537 626
21 February 2021 Buy 624 748
25 April 2021 Buy 570 784
25 July 2021 Buy 676 803
26 September 2021 Buy 723 870
24 October 2021 Buy 758 886
23 January 2022 Buy 804 977
22 February 2022 Buy 751 1,090
24 April 2022 Buy 747 1,068
20 June 2022 Buy 688 1,065

* The target price is post 1:5 stock split

ICICI Bank
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Rating track graph
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DISCLOSURES

Research Reports that are published by Nirmal Bang Securities Private Limited (hereinafter referred to as “NBSPL”) are for
private circulation only. NBSPL is a registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having
Registration no. INHO00001766. NBSPL is also a registered Stock Broker with National Stock Exchange of India Limited ,
BSE Limited ,Metropolitan Stock Exchange of India Limited , Multi Commodity Exchange of India Limited , National
Commodity and Derivative Exchange Limited and Indian Commodity Exchange Limited in cash and Equity and
Commodities derivatives segments.

NBSPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at
times, have different or contrary views on stocks and markets.

NBSPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing /
dealing in securities Market. NBSPL, its associates or analyst or his relatives do not hold any financial interest (Except
Investment) in the subject company. NBSPL or its associates or Analyst do not have any conflict or material conflict of
interest at the time of publication of the research report with the subject company. NBSPL or its associates or Analyst or his
relatives may or may not hold beneficial ownership of 1% or more in the subject company at the end of the month
immediately preceding the date of publication of this research report.

NBSPL or its associates / analyst has not received any compensation / managed or co-managed public offering of
securities of the company covered by Analyst during the past twelve months. NBSPL or its associates have not received
any compensation or other benefits from the company covered by Analyst or third party in connection with the research
report. Analyst has not served as an officer, director or employee of Subject Company. NBSPL / analyst has not been
engaged in market making activity of the subject company.

Analyst Certification: |, Raghav Garg, the research analyst, author of these reports, hereby certify that the views
expressed in this research report accurately reflects my personal views about the subject securities, issuers, products,
sectors or industries. It is also certified that no part of the compensation of the analyst(s) was, is, or will be directly or
indirectly related to the inclusion of specific recommendations or views in this research. The analyst(s) principally
responsible for the preparation of this research report and has taken reasonable care to achieve and maintain
independence and objectivity in making any recommendations.

ICICI Bank
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Disclaimer
Stock Ratings Absolute Returns

BUY >15%
ACCUMULATE -5% t015%
SELL <-5%
DISCLAIMER

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBSPL is not soliciting any
action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain from engaging in any such
transaction. In preparing this research, we did not take into account the investment objectives, financial situation and particular needs of the reader.

This research has been prepared for the general use of the clients of NBSPL and must not be copied, either in whole or in part, or distributed or redistributed to any other person
in any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. NBSPL will not treat recipients as customers by virtue of their receiving this report. This report is not
directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication, availability or use would be
contrary to law, regulation or which would subject NBSPL & its group companies to registration or licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate, complete or up-to-date
and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. NBSPL or any of its affiliates or employees shall not be in
any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in this report. NBSPL or any of its affiliates or
employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to this report, including without limitation the implied
warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report should rely on their own investigations.

This information is subject to change without any prior notice. NBSPL reserves its absolute discretion and right to make or refrain from making modifications and alterations to this
statement from time to time. Nevertheless, NBSPL is committed to providing independent and transparent recommendations to its clients, and would be happy to provide
information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the advice is appropriate
in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of securities can and does fluctuate, and
an individual security may even become valueless. International investors are reminded of the additional risks inherent in international investments, such as currency fluctuations
and international stock market or economic conditions, which may adversely affect the value of the investment. Opinions expressed are subject to change without any notice.
Neither the company nor the director or the employees of NBSPL accept any liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this
research and/or further communication in relation to this research. Here it may be noted that neither NBSPL, nor its directors, employees, agents or representatives shall be liable
for any damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profit that may arise from or in connection with the use of the
information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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