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STOCK PICKS

Investment Rationale
Focus towards retail franchise 

aided to higher profitability
ICICI Bank has successfully trans-

formed itself from a corporate 

focused bank to a retail bank in the 

last 5 years. Bank’s management is 

continuously taking initiatives to 

de-risk its portfolio by adding granu-

larity & by moving asset composition 

in favour of the retail segment (share 

of retail loans has increased to 67% in 

Q4FY21 from < 40% a few years ago). 

This has led to loan growth of 14% in 

FY21 and that too in a most chal-

lenging year, besides, shift towards 

retail also led to better fee income 

growth. Along with expansion of the 

physical presence, the bank has also 

leveraged technology to expand its 

customer base and improve services. 

The bank implemented a number of 

initiatives focused on increasing its 

retail clientele to deepen the pene-

tration of products and services, thus 

further strengthening its franchise. 

This has led to has led to a significant 
moderation in gross slippages and 

helped company in improving CASA 

Ratio and NIMs and thus improved to 

scale profitability. CASA ratio indeed 
stood strong at 42% and cost of funds 

at 4.25% in FY21, one of the lowest 

in industry thus enabling the bank 

to earn NIMs of 3.7% to 3.9%. ICICI 

bank’s net profit hence grew 104% 

yoy in FY21 and more importantly, its 

core operating profit grew 17% yoy, 
which is impressive. Under the retail 

segment, business banking, credit 

cards and personal loans will grow at 

a higher pace due to their lower base, 

while home loans would continue to 

be the largest part of the portfolio. 

Given the pandemic and uncertainty, 

ICICI bank has pushed for secured 

loans – home loans and LAP in FY21 

so much so that home loans now 

form almost half of retail loans. Some 

of the factors like the cut in stamp 

duty in key states like Maharashtra 

and benign interest rates also helped, 

which the management believes has 

less likelihood of repetition. ICICI 
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Bank has also provided Rs 175 crore 

to refund the interest-on-interest 

amount to borrowers on the morato-

rium loans (impact of 4 bps on NIM).

Asset quality managed, adequate 
provisions to tide over 2nd wave

It’s apparent that ICICI Bank has 

learnt lessons from the crises it faced 

in the past — retail asset quality trou-

bles in 2008 and the corporate bad 

loan cycle in 2014. Earlier mistakes 

of leveraging on unsecured products 

like personal loans and credit cards 

in FY09 led to asset quality troubles 

in global financial crisis. This time 
bank has leant towards secured 

portfolio- mortgages forming 50% 

of retail loans, although home loans 

form 70% of mortgages. The bank 

also built significant chest contingent 
provisions and raised equity capital 

of Rs 15,000 cr to meet with future 

challenges and to fuel growth. Strong 

capital base together with low cost 

of funds enabled ICICI bank to earn 

one of the best NIMs of 3.7% in FY21. 

Besides, focus on secured retail 

loans, cost savings through digital 

initiatives has resulted in strong 

core operating profit and ICICI 
Bank is expected to report >15% 

pre-provision profit in next 2-3 years. 
The bank created Rs 1,000 crore of 

Covid-related provisions during the 

quarter ended March 2021, taking 

the total Covid-related provision to 

Rs 7,475 crore, equivalent to 1% of the 

loan book as of March 2021. During 

Q4FY21, asset quality improved 

with GNPA at 4.96% vs 5.36% qoq 

(5.44% yoy) as slippage ratio declined 

sequentially. Restructuring under 

RBI resolution framework stood at 

0.5% of advances; of which 51% is 

from Retail book and 49% Corporate 

+ SME book. Management opined 

that impact of second wave could be 

determined in next 1-2 months; how-

ever ICICI Bank is well prepared with 

more than 1% of covid-19 provisions. 

Provision coverage remains robust at 

77.7% in FY21 and more importantly, 

BB& below rated book now stands 

at 1.5% of net advances. It is believed 

that bank’s credit costs are expected 

to decline significantly in FY22. 
Moreover, stress formation in FY22 

vs FY21 could be lesser as ICICI Bank 

has strengthened its underwriting 

and collection mechanism over the 

last 1-year. 

Strong deposit franchise will 

position for growth

ICICI Bank should be among the 

prime beneficiaries of focus towards 
retail as well as commercial deposits 

to larger banks. Besides, a lower 

share of shorter-term unsecured 

retail loans (which run-down fast 

and where banks have made norms 

very stringent) will also reduce the 

drag from risk realignment.  ICICI 

bank’s domestic credit growth 

at 15.8% CAGR (FY14-21) has been 

well supported by strong liability 

franchise as deposits grew at 15.9% 

CAGR (FY14-21). Deposit growth 

was lower than industry in FY12-15; 

however FY16 onwards deposit 

growth has outpaced the industry 

growth by more than 500bps each 

year led by digital initiatives along 

with branch expansion and focus on 

retail term deposits. CASA deposit 

grew by 17.2% CAGR (FY14-21) while 

term deposits grew by 14.9% CAGR 

(FY14-21). CASA ratio have constantly 

improved from low of 43% in FY14 to 

52% in FY18 however in last 2 years 

focus has shifted towards retail term 

deposits which resulted in CASA 

share declining to 46% as of FY21. Due 

to this strong CASA franchise, the 

bank has managed to keep their cost 

of deposits low (one of the lowest in 

financial space), which help the bank 
in a current tight liquidity environ-

ment. Going forward, in order to 

maintain stable CASA ratio, the bank 

will invest further in strengthening 

its franchise and will leverage tech-

nology to improve customer expe-

rience and operating efficiency. For 
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ICICI bank’s 
domestic credit 

growth at 15.8% 

CAGR (FY14-21) has 

been well supported 
by strong liability 
franchise as deposits 

grew at 15.9% CAGR 

(FY14-21).
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ICICI Bank, 56% of fixed deposits in 
FY21 was sourced via digital channels. 

Asset-liability mismatch or ALM for 

less than one year is also undergoing 

a correction over the years, reflecting 
better balance sheet management. 

Mortgage forms a dominating share 

of its loan book, as a result average 

contracted maturity of its assets is 

bound to be on higher side.

Management change driving the 

growth

ICICI Bank in FY19 went through 

a leadership change almost after a 

decade, Mr. Sanjay Bakshi the new 

MD & CEO and had laid down the 

clear focus mainly on achieving 

superior RoEs through strong core 

operating performance. Internal and 

external feedbacks suggest improved 

credit culture, organizational stability 

and alignment under the new CEO. 

Effective utilization of strong 
customer franchise, deepening pen-

etration, and digital technology are 

envisaged to drive retail asset growth. 

Also, concentration of large loans 

(Top-20 exposure) has also been 

declining from about 14.3% in FY16 

to 12% in FY21. Consequently, a large 

part of the stress pool being identi-

fied and crystallized, management is 
looking to increase coverage of the 

same. More importantly, the recent 

rules by the RBI with regards to cap-

ping on CEO term at 12 years (from 

10 earlier)/15 years for promoter/

non-promoter CEOs, has no impact 

on ICICI Bank and thus provides 

greater confidence on policymaking 
with view on long-term.

Key Risks
  Any disruption in retail portfolio 

resulting in lower balance sheet 

growth and higher than estimated 

slippages.

  Asset quality coming under pres-

sure with pandemic aggravating.

Valuation
ICICI Bank has strategically trans-

formed itself into a full-fledged retail 
bank and such that share of retail 

loans has increased to 67% in Q4FY21 

from < 40% a few years ago. ICICI 

bank’s domestic credit growth at 

15.8% CAGR (FY14-21) has been well 

supported by strong liability fran-

chise as deposits grew at 15.9% CAGR 

(FY14-21). Along with expansion of the 

physical presence, the bank has also 

leveraged technology to expand its 

customer base and improve services. 

The bank implemented a number of 

initiatives focused on increasing its 

retail clientele to deepen the pene-

tration of products and services, thus 

further strengthening its franchise. 

This has led to has led to a significant 
moderation in gross slippages and 

helped company in improving CASA 

Ratio and NIMs and thus improved to 

scale profitability. As of FY21, 90% of 

personal loans are sourced through 

insta channels, 75% of credit cards 

are sourced digitally and 56% of fixed 
deposits are sourced through digital 

channels. The management change 

in FY19 has worked wonders and 

has thus enabled the bank to have a 

long term vision and thus challenge 

leading retail bank and edge higher. 

While there are arguments on too 

much dependence on retail loans, 

the management has taken a leaf rom 

it’s own shortcomings back in 2008 

when it scaled higher on the back of 

unsecured portfolio. This time, the 

credit growth has come on the back 

of secured book such that mortgages 

account for 50% of retail book and 

out of which 70% is from home loans 

which is the sought after by private 

banks. Asset quality has been stable 

and the bank holds sufficient pro-

visions and recently raised funds to 

keep a tab of the situation on hand. 

Overall, the management has ticked 

most of the boxes and is entering 

FY22 as probably the strongest bank 

in private space. With strong loan 

growth of 14%-15% and pre-provi-

sion profit growth of 17% -20%, it 
has highest chances of riding this 

uncertain and torrid moment without 

much scare on balance sheet. At the 

CMP, the scrip is trading at 2.23x 

Fy23E BVPS and investors are advised 

to ‘BUY’ For a target of Rs 720.

Particulars (in Rs Cr) FY20 FY21 FY22E FY23E

Net interest Income         33,266         38,989         47,071         53,102 

NIM (%) 3.6% 3.6% 3.7% 3.8%

Operating Profit         28,100         36,397         40,662         46,416 

PAT           7,930         16,195         21,097         25,475 

EPS (Rs) 12.08 23.67 30.31 37.14

BV (Rs)              177              216              238              269 

GNPA (%) 6.0% 5.3% 4.9% 4.2%

Source: Ashika Research
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Ashika Stock Broking Ltd.
Ashika Stock Broking Limited (“ASBL”) 

started its journey in the year 1994 and 

is presently offering a wide bouquet of 
services to its valued clients including 

broking services, depository services 

and distributorship of financial prod-

ucts (Mutual funds, IPO & Bonds). It 

became a “Research Entity” under 

SEBI (Research Analyst) Regulations 

2014 in the year of 2015 (Reg No. 

INH000000206).

ASBL is a wholly owned subsidiary of 

Ashika Global Securities (P) Ltd., a RBI 

registered non-deposit taking NBFC 

Company. ASHIKA GROUP (details 

enumerated on our website www.

ashikagroup.com) is an integrated 

financial service provider inter alia 
engaged in the business of Investment 

Banking, Corporate Lending, Com-

modity Broking, Debt Syndication & 

Other Advisory Services.

There were no significant and mate-

rial disciplinary actions against ASBL 

taken by any regulatory authority 

during last three years except routine 

matters.

DISCLOSURE
Research reports are being prepared 

and distributed by ASBL in the sole 

capacity of being a Research Analyst 

under SEBI (Research Analyst) Regu-

lations 2014. The following disclosures 

and disclaimer are an essential part 

of any Research Report so being 

distributed.

1) ASBL or its associates, its Research 

Analysts (including their relatives) 

may have financial interest in the 
subject company(ies). And, the said 

financial interest is not limited to 
having an open stock market position 

in /acting as advisor to /having a loan 

transaction with the subject com-

pany(ies) apart from registration as 

clients.

2) ASBL or its Research Analysts 

(including their relatives) do not have 

any actual / beneficial ownership of 
1% or more of securities of the subject 

company(ies) at the end of the month 

immediately preceding the date of 

publication of the source research 

report or date of the concerned 

public appearance. However, ASBL’s 

associates may have actual / beneficial 
ownership of 1% or more of securities 

of the subject company(ies).

3) ASBL or its Research Analysts 

(including their relatives) do not 

have any other material conflict of 
interest at the time of publication of 

the source research report or date 

of the concerned public appearance. 

However, ASBL’s associates might 

have an actual / potential conflict of 
interest (other than ownership).

4) ASBL or its associates may have 

received compensation for investment 

banking, merchant banking, broker-

age services and for other products 

and services from the subject compa-

nies during the preceding 12 months. 

However, ASBL or its associates or its 

Research analysts (forming part of 

Research Desk) have not received any 

compensation or other benefits from 
the subject companies or third parties 

in connection with the research 

report/ research recommendation. 

Moreover, Research Analysts have not 

received any compensation from the 

companies mentioned in the research 

report/ recommendation in the past 

twelve months.

5) The subject companies in the 

research report/ recommendation 

may be a client of or may have been 

a client of ASBL during the twelve 

months preceding the date of con-

cerned public appearance for invest-

ment banking/ merchant banking / 

brokerage services.

6) ASBL or their Research Analysts 

have not managed or co–managed 

public offering of securities for the 
subject company(ies) in the past 

twelve months. However, ASBL’s 

associates may have managed or co–

managed public offering of securities 
for the subject company(ies) in the 

past twelve months.

7) Research Analysts have not served 

as an officer, director or employee 
of the companies mentioned in the 

report/ recommendation.

8) Neither ASBL nor its Research 

Analysts have been engaged in 

market making activity for the 

companies mentioned in the report / 

recommendation.

DISCLAIMER
The research recommendations and information are solely for the personal information of the authorized recipient and does not con-

strue to be an offer document or any investment, legal or taxation advice or solicitation of any action based upon it. This report is not 
for public distribution or use by any person or entity, where such distribution, publication, availability or use would be contrary to law, 

regulation or subject to any registration or licensing requirement. We will not treat recipients as customer by virtue of their receiving 

this report. The report is based upon the information obtained from public sources that we consider reliable, but we do not guarantee 

its accuracy or completeness. ASBL shall not be in anyways responsible for any loss or damage that may arise to any such person from 

any inadvertent error in the information contained in this report. The recipients of this report should rely on their own investigations.


