


 
  

ICICI Bank Ltd. 'BBB-/A-3' Ratings Affirmed; Outlook Stable; SACP 
Lowered To 'bbb-' On Weakening Asset Quality 
  
SINGAPORE (S&P Global Ratings) Aug. 5, 2016--S&P Global Ratings said today  

that it had affirmed its 'BBB-' long-term and 'A-3' short-term foreign  

currency issuer credit ratings on India-based ICICI Bank Ltd. The outlook on  

the long-term rating is stable. We also affirmed our issue ratings on the  

bank's outstanding senior unsecured notes and Basel II compliant tier 2 hybrid  

notes. 

 

"We affirmed the ratings because we expect ICICI Bank to maintain its strong  

business position supported by its good business diversity, and its  

satisfactory capitalization and funding, despite weakening asset quality,"  

said S&P Global Ratings credit analyst Amit Pandey.  

 

We have lowered ICICI Bank's stand-alone credit profile (SACP) to 'bbb-' from  

'bbb'. This reflects our view that the bank's asset quality will remain under  

pressure over the next 12 months. We have therefore revised our assessment of  

ICICI Bank's risk position to moderate from adequate. 

 

We expect ICICI Bank's credit costs to remain high because of continued  

pressure on asset quality, given the tough operating conditions for capital  

intensive corporate sectors in India. About 53% of the bank's loans on a  

stand-alone basis are to the corporate and small and midsize enterprise  

segments. The rising stress in these exposures has led to an increase in the  

bank's consolidated gross nonperforming loan (NPL) ratio to 5.7% as of June  

30, 2016, from 3.8% as of March 31, 2015. ICICI Bank's exposure to power,  

metal/mining, and rig companies is likely to continue to contribute to further  

slippages, in our view. These sectors have come under stress in the current  

business cycle. The bank's net standard restructured loans of Indian rupee  

(INR) 72 billion may also contribute to the rise in NPLs.  

 

"We expect ICICI Bank's earnings to remain well above the industry average  

despite the elevated credit costs," said Mr. Pandey. "This is because of the  

bank's competitive net interest margins, sizable fee income, and low  

cost-to-income ratio." 

 

We expect ICICI Bank's core earnings to average around 1.2% of adjusted assets  

as compared with the industry average of 0.4%. We expect the bank's 12%-14%  

loan growth--the bulk of which is likely to be contributed by the retail  

segment as part of its de-risking strategy given the stable asset quality of  

the portfolio--to keep its risk-adjusted capital (RAC) ratio  

(pre-diversification) under S&P Global Ratings' framework at 9.0%-9.5% over  

the next 12-18 months, commensurate with an adequate capital and earnings  

assessment. ICICI Bank's capitalization could also be supported by stake  
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divestment in some of its subsidiaries, which we understand the bank is  

considering. 

 

The stable outlook reflects our expectation that ICICI Bank will maintain its  

credit profile over the next 18 months. 

 

We are unlikely to downgrade ICICI Bank over the next 18 months. Nevertheless,  

we expect to lower our rating on the bank in the unlikely scenario of a  

downgrade of the sovereign rating on India (BBB-/Stable/A-3), or if, in our  

opinion, there is a substantial rise in economic risks faced by the banks  

operating in India.  

 

S&P Global Ratings does not rate Indian banks above the sovereign because of  

the direct and indirect influence the sovereign in distress would have on a  

bank's operations, including its ability to service foreign currency  

obligations. 

 

 

We are unlikely to raise the rating on ICICI Bank over the next 18 months. We  

expect to raise the SACP if, in our opinion, the bank's capitalization  

improves such that our forecast pre-diversification RAC ratio for the bank  

increases and stays above 10% on a sustainable basis. This could happen if the  

bank sells large-scale stake in its subsidiaries and retains that capital. 
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Certain terms used in this report, particularly certain adjectives used to  

express our view on rating relevant factors, have specific meanings ascribed  

to them in our criteria, and should therefore be read in conjunction with such  

criteria. Please see Ratings Criteria at www.standardandpoors.com for further  

information. Complete ratings information is available to subscribers of  

RatingsDirect at www.globalcreditportal.com and at www.spcapitaliq.com. All  

ratings affected by this rating action can be found on the S&P Global Ratings'  

public website at www.standardandpoors.com. Use the Ratings search box located  

in the left column. 
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