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Asset quality steady; PPoP->PAT conversion set to improve
Retail trends in line with top players; Valuations compelling
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on the corporate book, which should enable normalization in credit cost from
FY22. This, along with an expected uptick in core operating performance will
further propel earnings growth, in our opinion.

B We, thus, estimate SBIN’s PPoP at 11% CAGR over FY20-23E (v/s 7% CAGR
over FY15-20), aided by improvement in cost of funds and market share gains.
Overall PPoP to provision coverage should strengthen to 2.4x by FY23E (v/s
average of 1.1x over FY17-20). We expect PAT of INR302b/INR393b for
FY22/23E.

Franchise continues to gain systemic market share

m  SBIN continues to witness market share gains, both in loans and deposits.
Unlike other PSBs that have lost market share, SBIN’s loan share has improved
to 22.4% (v/s 19% in FY15). Also, deposit market share has increased to ~24%
(v/s 21.6% in FY15). We also note that market cap to deposits/loans (adjusted
for subs) has declined sharply to ~2.7%/4.1%, the lowest levels (including the
GFC period). The core bank trades at 1.3x FY22E P/Core PPoP and 3.1x FY22E
P/E, providing an attractive risk reward opportunity. The pickup in earnings
should enable a rerating in the stock.
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Retail credit back to pre-COVID levels — forms 62% of total growth over 1HFY19-21

m  SBIN is focused on building a granular and high-quality portfolio, with Retail
being a key growth driver. Over the past two years, retail loans delivered ~17%
CAGR and contributed 62% of the total credit growth. Thus, the share of retail
loans improved to ~38% (v/s ~32% in 2QFY19). Among segments, SBIN’s market
share in Home loans improved to ~22% (v/s ~16% in FY15), Auto loans improved
to ~12% (v/s 9% in FY15). Its credit card base increased to ~18.7%.

B The increase in Xpress credit was also driven through the YONO platform.
Further, loans of INR250b and liability of INR600b has been acquired through
YONO. ~21k+ savings accounts open daily through the YONO platform.

B As economic activity is picking up pace, sanctions and disbursements in retail
are trending back to pre-COVID levels. Home loans witnessed 12% YoY growth in
disbursements, Auto loans 27% YoY and personal loans 61% YoY. Gold loans
picked up well and grew 4x YoY. With a much superior franchise, SBI is well
placed to gain incremental market share in the current environment.

Funding cost yet to bottom out; NIl growth robust at ~15% YoY

SBIN offers SA rate of 2.7% (lowest among peers) and has reduced its peak term
deposit rate by 180bp to 4.9%. SBIN’s cost of deposits moderated to ~4.4%
(improved by 13bp QoQ) v/s other large private banks’ cost of funds of 3.8-4.6%
(improved 25-35bp QoQ). We, thus, expect cost of funds/deposits to further bottom
out in the coming quarters. During the 2QFY21, NIl grew ~15% YoY, broadly in line
with large private banks (HDFCB, ICICIBC), despite CD ratio being at decade low of
~66%. With business momentum picking up, we expect gradual deployment of
excess liquidity. Further improvement in cost of funds is likely to support margins.

CE at ~97% is best-in-class; PCR improves to 71% v/s 54% in 1HFY19

m  Collection efficiency (CE) was >97% in Oct’20 (97% in Sep’20) and is in line with
other large private lenders. The strong collection trend was mainly led by higher
share of customers from PSU/Government employees, which stood at ~37% of
Corporate loans, 94% of Personal loans and 50% of Home loans customers,
thereby aiding low risk profile. The issues in corporate NPA cycle is now largely
behind and the bank has improved its PCR sharply (similar to large private
peers). It carries healthy PCR of ~“88% on the corporate NPA book.

® The bank has indicated total asset quality impact of INR600b (2.6% of loans),
including restructuring of <1% while it awaits healthy write-backs from the
resolution of stressed assets. We expect credit cost normalization FY22E
onwards at 1.6%/1.4% for FY22E/23E (v/s management’s investor day guidance
of credit cost normalization to <100bp in the base case; <110bp in stress case).

Subs remain strong industry-leading compounding machines

SBIN’s subsidiaries — SBI MF, SBI Life Insurance, SBI General Insurance and SBI Cards

— have displayed robust performances and gained scale and market share in their

respective segments.

m SBI Cards has a market share of 18.7% on a card base of 11m and 20.5% share in
card spends. It witnessed 42% CAGR in card spends over FY17-20, while PAT
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CAGR over the similar period stood at 47%. Return ratios remain healthy with
RoE at 27.4% as of FY20.

SBI Life Insurance: A 25% CAGR was witnessed in un-weighted NBP over FY15—
20 (v/s 18% for private players), with VNB margin of 18.8% as of 1HFY21. It has
one of the lowest cost structures, with total expense ratio of 8.8%, enabling it to
deliver operating RoEV of 20.5% in FY20.

SBI Asset Management is the largest AMC in India with total AUM of ~INR4.2t
and market share of ~15.3%. AUM increased at robust CAGR of 38% over FY15-
20 to INR3.7t in FY20 (+31% YoY over 1HFY21). PAT witnessed 30% CAGR over
the same period to INR6.0b in FY20 (36% YoY to INR3.85b with RoE of 34.4%
over 1HFY21).

SBI General Insurance: In FY20, gross written premiums grew 45%; thus, market
share improved to 3.59% in FY20 from 2.77% in FY19. Overall, PAT grew 23%
YoY to INR4.1b in FY20 (53% YoY to INR3b with RoE of 27% over 1HFY21).

Valuation and view
m  SBIN’s performance has been healthy in a challenging environment. Asset

quality outlook is better with improvement in CE to 97% (in line with large
private peers). The bank expects total asset quality impact of INR600b (2.6% of
net advances) including restructuring of <1%. SBIN has also prudently improved
PCR over the last few years; corporate PCR now stands at 88%. Thus, we believe
the earnings normalization cycle for SBIN has begun as the uncertainty brought
about by the COVID pandemic has receded significantly. Also, SBIN has strong
franchise, both in assets and liabilities, and is gaining market share unlike other
PSBs, which have lost market share to private players. Current valuations too
are extremely compelling with the core bank trading at 0.4x FY22E ABV (1.3x
FY22E P/Core PPoP and 3.1x FY22E P/E). RoEs should also recover to 14.2% by
FY23E. Thus, we believe a rerating in the stock is imminent. Reiterate Buy with
TP of INR300 (0.7x Sep’22E ABV).
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Key charts
Exhibit 1: P/Core PPoP for FY22E trading at cheap valuations Exhibit 2: ... while P/ABV (adjusted for subs) also trading
of 1.3x... near all-time lows
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SBIN has constantly Exhibit 3: SBIN’s market share trends in Home loans and Auto loans

gained/maintained its
market share across key
segments unlike other PSU
banks, which have lost
share.

Market share Home Loans (%) Market share Auto Loans (%)

15.7 9.3 159 9.6 20.0 12.7 19.4 12.9 214 125 21.7 11.6

FY15 FY16 FY17 FY18 FY19 FY20

Source: MOFSL, Company; market share including NBFC credit

SA/TD rate for SBIN remains Exhibit 4: Funding cost yet to bottom out; CASA ratio remains one of the highest (barring
one of the lowestat ~ KMB)

2.7%/4.9% while cost of Deposit Franchise CAEA C?stoof Peak ':'D
deposits remains (%) Deposit (%) Rate (%)
comparably higher AXSB . 44.0 4.37 5.1
indicating further scope for al2iad: 41.6 4.26 5.1
reduction in cost of ICICBC 43.8 4.22 5.0
deposits/cost of funds. KmB* 57.1 3.82 5.1
SBIN 45.4 435 4.9

*Calculated cost of funds have been considered since cost of deposits is not available
Source: MOFSL, Company
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PPoP at 7% CAGR over Exhibit 5: Operating profits to provisioning gap is widening, which shows earnings
FY15-20 along with higher normalization; over the past few years, PCR has improved substantially

rovisions impacted
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Source: MOFSL, Company; market share including NBFC credit

Exhibit 6: SBIN’s PCR at ~71% is comparable to large private  Exhibit 7: Slippages/credit cost remain under control and

! FY20-23E

peers are lower than corporate banks
PCR (%) FY15-17 FY18-20 FY11-23
84.5 81.6
77.2 ' 756
’ 71.0 N Qo @ ¥ 9o m ©% @ ndle o dm
M 1n — N < on N L B | n < o
o o0 (@) [oa) = faa) o (@) [ea) =
(%] (@] o - (%) Q om P
2 5 S S Z 2 5 S S 3
T o T o
Source: Company, MOFSL Source: Company, MOFSL
Exhibit 8: Return ratios to pick up gradually with RoE reverting back to double-digits over FY22-23E
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RoE to revert back to
double digits over FY22-
23E; RoA likely at 0.8% by
FY23E.

State Bank of India

Earnings normalization begins; PPoP conversion to PAT set to improve

Valuations compelling

SBIN appears well positioned to report strong uptick in earnings. The NPL
formation has moderated significantly while strong pipeline of accounts under
recovery should enable further improvement in asset quality. SBIN has
improved its PCR sharply (similar to large private peers) and has PCR of ~88% on
the corporate book, which should enable normalization in credit cost from
FY22E. This, along with an expected uptick in core operating performance
should further propel earnings growth, in our opinion.

We, thus, estimate SBIN’s PPoP at 11% CAGR over FY20-23E (v/s 7% CAGR over
FY15-20), aided by improvement in cost of funds and market share gains. Thus,
overall PPoP to provision coverage should strengthen to 2.4x by FY23 (v/s
average of 1.1x over FY17-20). We expect PAT of INR302b/INR393b for
FY22/23E.

Market cap to deposits / loans (adjusted for subs) have declined sharply to
~2.7%/4.1% — the lowest levels (including GFC). The core bank trades at 1.3x
FY22E P/Core PPoP and 3.1x FY22E P/E, providing an attractive risk reward
opportunity while the pickup in earnings should enable the bank to re-rate.

Exhibit 9: Market Cap to deposits/loans (adjusted for subs) across various cycles
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Source: MOFSL, Company

Exhibit 10: P/Core PPoP for FY22E trading at 1.3x Exhibit 11: P/ABV - Trading at an all-time low
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Exhibit 12: Return ratios to improve gradually with RoE reverting back to double digits over FY22-23E
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Retail credit back to pre-COVID levels; Contributes 62% of total credit

growth over last two years

m  SBIN’s focus has been on building a granular and high-quality portfolio, with
Retail being a key growth driver. Over the past two years, retail loans delivered
~17% CAGR and contributed 62% of the total credit growth. Thus, the share of
retail loans improved to ~38% (v/s ~32% in 2QFY19). Among segments, SBIN’s
market share in Home loans improved to ~22% (v/s ~16% in FY15), Auto loans
improved to ~12% (v/s 9% in FY15) and in credit cards, its base increased to
~18.7%.

m  Theincrease in Xpress credit was also driven through the YONO platform.
Further, loans of INR250b and liability of INR600b has been acquired through
YONO. ~21k+ savings accounts open daily through the YONO platform.

B As economic activity is picking up, sanctions and disbursements in retail are
trending back to pre-COVID levels with Home loans witnessing 12% YoY growth
in disbursements, Auto loans 27% YoY and Personal loans 61% YoY. Gold loans
picked up well and grew 4x YoY. With a much superior franchise, SBIN is well
placed to gain incremental market share in the current environment.

Exhibit 13: Retail loans at 21% CAGR over FY15-1HFY21 Exhibit 14: Retail loans mix composition

Retail loans (INRt) O % of retail loans

1.5%
36 =8 9.4%
31 33 o o Home loan
29 °

25 26 o o Auto
o (o] 20.3%
Xpress Credit
59.6% B Gold loans
9.1% Others
2.7 3.3 4.8 5.5 6.5 7.5 7.9
FY15 FY16 FY17 FY18 FY19 FY20 1HFY21
Source: MOFSL, Company Source: MOFSL, Company
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CASA ratio witnessing an
improvement over 2QFY21.

State Bank of India

Exhibit 15: SBIN’s market share trends in Home loans and Auto loans segment

Market share Home Loans (%) Market share Auto Loans (%)

15.7 9.3 159 9.6 20.0 12.7 19.4 12.9 214 125 21.7 11.6

FY15 FY16 FY17 FY18 FY19 FY20

Source: MOFSL, Company; market share including NBFC credit

Exhibit 16: Market share in credit cards

Market Share (%) FY15 FY16 FY17 FY18 FY19 FY20
HDFCB 28.3 29.7 28.6 28.5 26.5 25.1
SBIN 15.0 14.8 15.3 16.7 17.6 18.3
ICICIBC 15.8 14.9 14.3 133 14.1 15.8
AXSB 8.2 9.8 11.2 12.0 12.7 12.1
RBL 0.4 0.6 0.9 2.1 3.6 4.6

Source: Company, MOFSL

Robust funding profile; CASA ratio healthy at ~45%

SBIN continues to see strong growth in deposits and has succeeded in maintaining a
robust liability franchise, with market share in deposits improving by 46bp to 22.8%
as at FY20. Domestic deposit growth came in strong at 15% YoY and overseas
deposits grew at 12% YoY over 1HFY20. Growth in domestic deposits was led by
CASA deposits at 15.1%; term deposits growth came in at 13.9% YoY. Overall, the
bank’s CASA ratio stood at 45.4%. Retail domestic CASA grew 10.8% YoY to
INR10.2t; thus, the total retail domestic CASA ratio stood at 48.3% as at FY20.
Currently, SBIN opens ~70,000 savings accounts per day.

We believe the impetus for strong incremental growth in term deposits is low. This
is attributable to the narrowing of the differential between SA and TD accounts,
driven by 135-200bp decline in TD rates in the past year. This is likely to aid growth
in CASA deposits, enabling further improvement in CASA ratios.

Exhibit 17: CASA ratio trends across banks for the past few quarters

CASA (%) 1Q20 2Q20 3Q20 4Q20 1Q21 2Q21
AXSB 41.0 41.0 41.0 41.0 41.0 44.0
DCBB 24.5 23.2 23.2 21.5 21.9 22.4
HDFCB 39.7 393 39.5 42.2 40.1 41.6
ICICIBC 45.2 46.7 47.0 45.1 42.5 43.8
1B 43.1 41.4 42.4 40.4 40.0 40.3
KMB 50.7 53.6 53.7 56.2 56.7 57.1
YES 30.2 30.8 321 26.6 25.8 24.8
FB 314 31.6 315 30.5 32.0 33.7
RBK 25.8 26.5 26.8 29.6 30.1 31.1
SBIN 45.1 45.1 44.7 45.2 45.3 45.4

Source: MOFSL, Company
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Exhibit 18: CASA ratio stands at 45.4%

State Bank of India

Exhibit 19: TD growth marginally higher than CASA growth

. 45.7% 45.7%
CASA ratio (%) 0
° 45.2% 45.4%
44.4%
43.8%
42.9%
FY15 FY16 FY17 FY18 FY19 FY20 1HFY21

11.3%

7.6%

4.7%

FY18 = FY19 mFY20

12.2%

9.6%
8.4%

7.2%

8.1%

1.8%

Deposit growth (%)

CASA growth (%) TD growth (%)

Peak TD rates decline 135—
200bp in the past year

SBIN has lowered its SA rate
to 2.7% (the lowest among
peers).

Source: MOFSL, Company

Source: MOFSL, Company

Exhibit 20: Differential between peak TD and SA rate trends over Mar’19—0ct’20

BOB PNB SBIN
8.0%
6.0%
4.0%
2.0%
0.0%
Peak TD rate SA rate Peak TD rate
Mar'19

AXSB mHDFCB mICICIBC mKMB

SA rate

Oct'20

Source: MOFSL, Company

Funding cost yet to bottom out; Margins to remain steady

SBIN offers a SA rate of 2.7% (lowest among peers) and has reduced its peak term
deposit rate by 180bp to 4.9%. SBIN’s cost of deposits moderated to ~4.4%
(improved by 13bp QoQ) v/s other large private banks cost of funds of 3.8-4.6%
(improved 25-35bp QoQ). We, thus, expect cost of funds/deposits to further bottom
out in the coming quarters. Overall, we expect gradual deployment of excess
liquidity as CD ratio is at decadal low of ~66% currently. Also, further improvement
in cost of funds is likely to support margins.

Exhibit 21: NIM trend across banks — pressured for the past few quarters; expect NIM to stabilize/improve

NIM (%) 1Q20 2Q20 3Q20 4Q20 1Q21 2Q21
AXSB 3.40 3.51 3.57 3.55 3.40 3.58
DCBB 3.67 3.67 3.71 3.64 3.42 3.74
HDFCB 4.30 4.20 4.20 4.30 4.30 4.10
ICICIBC 3.61 3.64 3.77 3.87 3.69 3.57
1B 4.05 4.10 4.15 4.25 4.28 4.16
KMB 4.49 4.61 4.69 4.72 4.40 4.52
YES 2.80 2.70 1.40 1.90 3.00 3.10
FB 3.15 3.01 3.00 3.04 3.07 3.13
RBK 431 4.35 4.57 4.93 4.85 4.34
SBIN 2.81 2.90 3.05 2.97 3.01 3.12

Source: MOFSL, Company
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Exhibit 22: Cost of deposits declining Exhibit 23: Cost of funds declining

Cost of Deposits (%) 2QFY21 YoY (bps) QoQ (bps) Cost of Funds (%) 2QFY21 YoY (bps) QoQ (bps)
AXSB 4.37% (97) (36) AXSB 4.60% (102) (33)
HDFCB NM NM NM HDFCB* 4.26% (114) (27)
ICICIBC 4.22% (84) (31) ICICIBC 4.35% (84) (26)
KMB NM NM NM KMB* 3.82% (143) (36)
SBIN 4.35% (67) (13) SBIN* 4.12% (74) (25)
11B 5.58% (112) (15) 11B 4.94% (96) (16)
DCBB 6.47% (52) (20) DCBB 6.61% (52) (21)
FB 5.10% (83) (27) FB* 5.03% (76) (14)
RBK 5.98% (92) (29) RBK 5.92% (83) (23)

Source: MOFSL, Company  *On a calculated basis Source: MOFSL, Company

Exhibit 24: One-year peak TD rates across banks

Peak Deposit rate (%) Mar'19 Jun'l9 Aug'l9 Sep'l9 Nov'l9 Apr20 May'20 June'20 July'20  Oct'20 C(h;:sg)e
BOB 68 680 670 660 640 570 570 530 520 510 -150
PNB 675 675 675 660 640 580 575 550 540 525 -135
SBIN 68 680 670 670 625 570 530 530 520 490 -180
AXSB 750 750 720 700 685 610 58 58 550 510 -190
HDFCB 740 740 730 700 685 600 575 550 530 510 -190
ICICIBC 750 750 7.0 700 685 600 575 550 530 500 -200
KMB 730 730 690 680 650 58 525 525 520 510 -170
Repo Rate 625 575 540 540 515 440 400 400 400 400 -140

Source: MOFSL, Company website
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CE at ~97% best-in-class; PCR improves to 71% v/s 54% in
1HFY19

m  CE was>97% in Oct’20 (97% in Sep’20) and is in line with other large private
lenders. The strong collection trend was mainly led by higher share of customers
from PSU/Government employees, which stands at ~¥37% of corporate loans,
94% of personal loans and 50% of home loans customers, thereby aiding low
risk profile. The issues in the corporate NPA cycle is now largely behind and the
bank has improved its PCR sharply (similar to large private peers). It carries
healthy PCR of ~88% on the corporate NPA book.

®  The bank indicated total asset quality impact of INR600b (2.6% of loans),
including restructuring of <1% while it awaits healthy write-backs from the
resolution of stressed assets. We expect credit cost normalization from FY22E at
1.6%/1.4% for FY22E/23E (v/s management’s investor day guidance of credit
cost normalization to <100bp in the base case and <110bp in the stress case).

Exhibit 26: Credit cost to normalize from FY22E, in line with

Exhibit 25: Provision coverage improves to ~71% top private banks
GNPA Ratio NNPA Ratio =O=PCR (Excl Tech. W/O) Credit Cost (%)
(]
71
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50 50
49 45
62 gimm 109 iy
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Source: Company, MOFSL Source: Company, MOFSL

Exhibit 27: Operating profits to provisioning gap is widening, Exhibit 28: During FY20, slippage ratio for SBIN was the

which shows that earnings normalization has begun lowest among corporate banks
PPoP/Prov (x) 3.7% Slippage ratio (%)
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0,
1.8% 1.6%
N O 1N VW O 0O ¥ O W o v Vv o
< o (o] (o] —l i — i o — —l i o o
[oa) [oa) Q [2a) =
— i Al l i i — i i — o~ i o [20] > L O >3 A
> > > > > > > > > > > N N < =) =4
[N [ [ [N [ [ [N [ (N [N [ > > > T [@)
. [N [N -_—
Source: Company, MOFSL Source: Company, MOFSL

11 November 2020 11



MoTiLAL OSWAL State Bank of India

Exhibit 29: SMA 1 and SMA 2 increased sharply over 2QFY21

INR b 4QFY19 2QFY20 3QFY20 4QFY20 1QFY21 2QFY21
SMA 1 49.96 106.81 44.24 35.94 14.71 85.97
SMA 2 27.66 76.32 36.77 36.72 2.79 33.89
Total 77.62 183.13 81.01 72.66 17.50 119.86

Source: Company, MOFSL

Exhibit 30: SBI guided potential stress of 2.6% of loans, including restructuring

Reported Slippages in H1FY21 - 6,393

Additional Proforma Slippages in Q2FY21" 14,388

Restructuring requests received in Oct 2020 6,495

Additional expected restructuring till Dec 2020 # m
Estimated Slippages in H2FY21 ~ 20,000
Likley - Total Slippages and restructuring at end of FY21 --GO,DDD

Slippage ratio including Restructuring ~2.5%

Source: Company, MOFSL

Exhibit 32: Asset quality in retail segment is comparable to

Exhibit 31: Rating mix — corporate portfolio large private banks
AAA TAA mA mBBB mBB&Below 10 GNPA ratio in retail segments (%)
1.0 ’
9% 12% 0.7
18%
: 18% 0.5 0.5
26% 25%
34% 32%
Home loans Auto loans Xpress Personal Other P Seg
2QFY20 2QFY21 Credit Gold loans loans
Source: MOFSL, Company Source: MOFSL, Company
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Exhibit 33: SBIN — Subs’ contribution to CMP

State Bank of India

Subs’ contribution to consolidated profit increasing steadily

Underscoring the importance of an SOTP-based valuation

Over the past few years, growing customer awareness for various financial products
such as mutual funds, insurance products and credit cards is reflected in the robust
earnings performance of SBIN’s subsidiary businesses. At the same time, these
subsidiaries have gained scale and market share in their respective business
segments, resulting in strong expansion in their market multiples. Hence, over time,
SBIN has increasingly transformed into an SOTP-based play v/s standalone play. The
contribution of subsidiaries to the SOTP of banks has increased significantly, with
SBIN’s subsidiaries contributing ~43% to our SOTP (~56% as a percentage of CMP).
Similarly, the contribution of subsidiaries to overall consolidated profits has been
increasing in the last few years; in FY20, the subs of SBIN contributed ~27% of its
consolidated profits. As these businesses gain further scale and market share, the
contribution of subs to the SOTP of banks is expected to improve.

Exhibit 34: SBIN — Trend in composition of consolidated PAT

Subs contribution to Mkt Price

277

267
° o
192
160 fo)
© 107
62 o
(o}
15% 9% 13% 9% 20% 17%

FYO5 FYO8 FY09 FY11 FY14 FY15 FY17 FY18 FY19 FY20Current
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321
293 fo)
o 250 1% 4% 4% 5%
234 o
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37%
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Exhibit 35: SBIN’s stake sale in various subsidiaries

Source: MOFSL, Company Source: MOFSL, Company
Furthermore, over the past few years, the bank has been facing asset quality
challenges that have impacted its earnings, capital position and ability to pursue
growth. This has resulted in subdued valuations and ability to access the capital
markets. Therefore, the bank is focused on monetizing stakes in non-core assets to
improve its capital position. SBIN has sold stakes in various subsidiaries, such as the
Insurance and Cards businesses, raising ~INR154b over FY17-1HFY21.

Exhibit 36: Monetization in subs over the last few years

% of stak Net gai
Subs Date o ot stake e gains SBIN stake sale in subsidiaries (INRb) OTier-l Ratio (%)
sale (INR b)
SBI LIFE FY21 2.1 15.0 11.0% 11.9%
10.8% o (o]
SBI LIFE FY20 4.5 34.8 o
10.5%
SBI Cards FY20 4.0 26.5 10.4% fo)
SBI General Insurance FY19 4.0 4.7 o
17.6 54.4 4.7 61.4 15.0
SBI LIFE FY18 8.0 54.4
SBI LIFE Fy17 39 17.6 FY17 FY18 FY19 FY20 FY21*

Source: MOFSL, Company Source: MOFSL, Company
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SBI Cards delivered PAT
CAGR of 47% over FY17-20.

New business premiums
stood at CAGR of 25% over
FY15-20.

State Bank of India

SBI Cards — Operating metrics remain healthy; Near-term growth under
pressure

SBI Cards has delivered strong performance in both customer acquisition and
earnings till FY20. As of 1HFY21, SBI Cards had market share of 18.7% on a card base
of 11m and 20.5% in card spends. It delivered 42% CAGR on card spend over FY17—-
20, while PAT CAGR over the similar period stood at 47%. Return ratios remained
healthy with RoE at 27.4%. Write-offs were also controlled and in line with the
industry average. SBI Cards seeks to expand its sourcing by leveraging SBIN’s higher
penetration, integrating with SBIN’s platforms and cross-selling opportunities with
subsidiaries. The COVID-19 outbreak has impacted business growth, resulting in
sharp moderation in spends. While spends are increasing as the economy recovers,
asset quality outlook remains uncertain as SBI Cards witnessed sharp deterioration
in asset quality ratios and the restructuring book remains high at ~9%. Thus, the
near-term outlook remains under pressure.

Exhibit 37: Snapshot — PAT/Spend at CAGR of 42%/50% over past two years

INRm FY15 FY16 FY17 FY18 FY19 FY20 1HFY21
Spends on cards 2,33,610 3,09,050 4,60,070 7,98,080 10,36,046 13,09,150 4,86,750
Mkt. Share Spends 11.3% 11.9% 13.1% 16.8% 17.1% 17.9% 20.5%
Mkt. Share cards base 15.0% 14.8% 15.3% 16.4% 17.6% 18.2% 18.7%
Revenue 19,050 24,920 33,630 51,870 72,869 97,506 47,057
PAT 2,670 2,840 3,904 5,810 8,650 12,448 5,994
PBT 2,710 4,380 5,980 7,760 13,316 17,308 8,065
RoA 4.4% 3.7% 3.7% 4.6% 4.8% 5.5% 4.9%
RoE 30.8% 26.7% 29.5% 33.4% 28.4% 27.4% 21.1%
Net Worth 8,660 10,610 13,217 16,141 35,817 53,412 58,772
Total Assets 60,480 78,800 1,06,521 1,46,950 195,930 253,028 243,128

Source: MOFSL , Company

SBI Life — Strong parentage, unmatched distribution; VNB margins
improving

SBI Life delivered ~21%/23% CAGR in new business/individual WRP over FY16-20,
led by strong distribution network and healthy execution. We believe distribution
strength would continue to aid market share gains. Also, renewal premium growth
remains strong (29% CAGR over FY16-20), supported by improved persistency. Also,
SBI Life has increased its focus on the Non-PAR Savings/Protection mix, which forms
~24% of APE (v/s ~6% in FY18). Overall, we expect the share of Protection/Annuity
to increase in the near term. SBI Life reported consistent improvement in new
business margins to 18.8% in 1HFY21, backed by cost control, improving
Protection/Non-PAR mix, and rising persistency levels.

SBI Life has one of the lowest cost structures among peers. Interestingly, the
company steadily reduced its total expenses as a percentage of the gross written
premium (GWP) to 8.6% in 1HFY21 from 15.9% in FY13, led by higher mix of ULIPs
and strong banca channel. However, the increasing mix toward the Non-PAR Savings
/Protection business would limit major improvements on the cost front, in our view.

11 November 2020
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Exhibit 38: SBI Life reported 100bp improvement in NBM
over FY20, while VNB grew 17% in FY20

State Bank of India

Exhibit 39: Total expense (as a % of GWP) improved to 8.6%
in 1HFY21 from ~16% in FY13

VNB (INRb) —O—NBM (RHS) . —O—Total expenses as a % of GWP
18.7%  18.8% 15.9% 1c 5op
17.7%
16.2% 13.8% 13.7%
7.9 10.2 13.8 17.2 20.1 7.5
FY16 FY17 FY18 FY19 FY20 1HFY21 FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY20 1HFY21
Source: MOFSL , Company Source: MOFSL , Company

Exhibit 40: Key operating metrics of SBI Life
INRb FY17 FY18 FY19 FY20 1HFY21
Gross premium 210.2 253.5 329.9 406.3 207.3
New business premium 101.4 109.7 137.9 165.9 90.0
New business margin 15.7% 16.0% 17.7% 18.7% 18.8%
Net profit 9.6 11.5 13.3 14.2 6.9
AUM 977.4 1,162.6 1,410.2 1,603.6 1,863.6
Embedded Value 165.4 190.6 224.0 262.9 298.6

Source: MOFSL , Company

SBI General Insurance — Rapidly gaining scale and profitability

Gross written premiums The company has delivered robust performance, improving its market position and
stood at CAGR of 34% over

FY15-20.

operational performance. In FY20, gross written premiums grew 45% (higher than
industry growth). SBI General Insurance ranks gh among private insurers and 13" in
the industry on the basis of gross written premiums. Its market share improved to
3.59% in FY20 from 2.77% in FY19. The company delivered ~34% CAGR in gross
written premiums over FY15-20. PAT grew 23% YoY to INR4.1b in FY20 from
INR3.3b in FY19, with RoE of 20.4%. PAT further grew 53% YoY to INR3b with RoE of
27% over 1HFY21. Continuous improvement in process efficiencies, claims, and
expenses led to improved operating ratios. A better growth rate in premiums, a
well-diversified premium base, and the ability to leverage SBI’'s mammoth branch
network should help the company achieve superior operating metrics. According to
a news article (Link), SBI General Insurance business is valued at ~INR120b.

Exhibit 42: PAT grows sharply over the past few years, with

Exhibit 41: GWP at CAGR of 34% over FY15-20 RoE improving to ~27% as on 1HFY21

0,
Gross Written Premium (INRm) PAT (INRm) O RoE (%)
27.0%
(o)
22.1%  201% 20.4%
° (o) (o)
13.9%
] 4,120
A esd b 3,000
N i 1,?30
o —
o o 2 5
= o ) o < -1,050 -1,200
N < i 2 '
5 & 8
FY15 FY16 FY17 FY18 FY19 FY20 FY15 FY16 FY17 FY18 FY19 FY20 1HFY21

Source: MOFSL , Company Source: MOFSL , Company
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SBI Asset Management — Rapidly gaining market share

It is the largest mutual fund, SBI Mutual Fund is the country’s largest ETF provider and mutual fund, with total

with total AUM of ~INR4.2t.  AUM of ~INR4.2t and market share of 15.27% as at 1HFY21. AUM has been robust at
38% CAGR over FY15-20 to INR3.7t in FY20 from INR749b in FY15 (+31% YoY over
1HFY21). PAT over the same period witnessed 30% CAGR to INR6.0b in FY20, with
RoE at 30.4%. PAT further grew 36% YoY over 1HFY21 to INR3.85b with RoE at
34.4%. SBI MF has a wide reach with ~6m retail investors and 5,000+ institutional
investors. With broadly stable inflows from SIP accounts and an increase witnessed
in the financialization of savings, we expect SBI MF to continue gaining momentum
and maintain market share (~680bp over FY15-20).

Exhibit 43: AUM at CAGR of 38% over FY15-20 Exhibit 44: PAT at CAGR of 30% over FY15-20
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State Bank of India

Valuation view

Core bank trades at cheap u
valuation of 1.3x FY22E
Core PPoP and 3.1x FY22E
P/E.

Exhibit 45: SOTP-based pricing

SBIN is strengthening its balance sheet by creating higher provisions toward
stressed accounts. The bank increased its PCR (including TWO) to ~88% in
1QFY21 from ~65% in 1QFY18. SBIN holds higher provision coverage on power
NPAs (~73% PCR) than peers.

SBIN does not have exposure to any large-ticket corporate account; thus, it has
guided for slippages + restructuring to remain at ~2.5% during the COVID-19
crisis. Also, CE of the domestic book at ~97% is in line with other large banks.
Furthermore, total COVID-19 provisions of INR71b, including INR32b toward
potential slippages, provides comfort.

Among PSU banks, SBIN remains the best play on the gradual recovery in the
Indian economy, with healthy PCR of 71% (88% including TWO), robust
capitalization (Tier 1 of ~11.9%), strong liability franchise and improved core
operating profitability.

Buy with a target price of INR300: SBIN’s performance has been healthy in a
challenging environment. Asset quality outlook is better with improvement in CE
to 97% (in-line with large private peers). The bank expects total asset quality
impact of INR600b (2.6% of net advances) including restructuring of <1%. SBIN
has also prudently improved PCR over the last few years; corporate PCR now
stands at 88%. Thus, we believe the earnings normalization cycle for SBIN has
begun as the uncertainty brought about by the COVID pandemic has receded
significantly. Also, SBIN has strong franchise, both in assets and liabilities, and is
gaining market share unlike other PSBs, which have lost market share to private
players. Current valuations too are extremely compelling with the core bank
trading at 0.4x FY22E ABV (1.3x FY22E P/Core PPoP and 3.1x FY22E P/E). RoEs
should also recover to 14.2% by FY23E. Thus, we believe a rerating in the stock is
imminent. Reiterate Buy with TP of INR300 (0.7x Sep’22E ABV).

Stake

Name (%)

Value for  Value per % of Value per
SBIN Share- total Rationale Share-
(INR b) (at our PT) value (at CMP)

% of total
value

SBI Bank 100

1,521 170 57 0.7x Sep-22E ABV 104 44

Life insurance 56
Cards 69
Asset management 63
General insurance 70
Capital Market/DFHI/Others

577 65 22 2.6x Sep-22E EV 52 22
406 46 15 25x Sep-22E PAT 59 25
217 24 8 5.5% of Sep-22E AUM 24 10
171 19 6 25x Sep-22E PAT 19 8
75 8 3 8 4

Total Value of Subs

1,446 162 54 163 70

Less: 20% holding disc

289 32 11 33 14

Value of Subs (Post Holding Disc)

1,157 130 43 130 56

Target Price

2,677 300 234
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Exhibit 46: One-year forward P/B

Exhibit 47: One-year forward P/E

State Bank of India

P/B (x) Avg (x) Max (x) P/E (x) Avg (x) Max (x)
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Source: MOFSL, Company Source: MOFSL, Company
Exhibit 48: DuPont Analysis — Return ratios to remain subdued in the near term
Y/E MARCH FY16 FY17 FY18 FY19 FY20 FY21E FY22E FY23E
Interest Income 7.89 7.28 6.52 6.81 6.74 6.43 6.34 6.27
Interest Expense 5.23 4.83 431 4.33 4.17 3.74 3.66 3.61
Net Interest Income 2.66 2.44 2.21 2.48 2.57 2.70 2.68 2.66
Fee income 0.74 0.94 0.92 0.94 0.96 0.79 0.68 0.63
Trading and others 0.49 0.44 0.40 0.09 0.22 0.23 0.23 0.22
Non-Interest income 1.23 1.39 1.32 1.03 1.19 1.01 0.90 0.85
Total Income 3.88 3.83 3.53 3.51 3.76 3.71 3.58 3.52
Operating Expenses 1.91 1.90 1.77 1.95 1.97 1.89 1.80 1.72
Employee cost 1.08 1.10 0.98 1.15 1.20 1.17 1.11 1.06
Others 0.83 0.79 0.79 0.80 0.77 0.72 0.69 0.66
Operating Profit 1.97 1.93 1.76 1.55 1.79 1.82 1.78 1.79
Core Operating Profit 1.48 1.49 1.36 1.47 1.56 1.59 1.56 1.57
Provisions 1.37 1.97 2.22 1.49 1.13 1.10 0.88 0.76
NPA 1.29 1.80 2.11 1.53 1.13 1.21 0.89 0.74
Others 0.08 0.17 0.11 -0.04 0.00 -0.10 0.00 0.02
PBT 0.60 -0.04 -0.46 0.06 0.66 0.72 0.90 1.04
Tax 0.17 0.02 -0.27 0.04 0.28 0.19 0.23 0.27
RoA 0.43 -0.06 -0.19 0.02 0.38 0.53 0.66 0.77
Leverage (x) 17.0 17.6 18.0 18.3 18.9 18.9 18.9 18.6
RoE 7.2 -1.0 -3.5 0.4 7.2 10.0 12.5 14.3
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Financials and valuations

State Bank of India

Income Statement (INRb)
Y/E March FY17 FY18 FY19 FY20 FY21E FY22E FY23E
Interest Income 2,239.8 2,205.0 2,428.7 2,573.2 2,667.7 2,918.0 3,244.7
Interest Expense 1,487.8 1,456.5 1,545.2 1,592.4 1,549.9 1,685.2 1,867.6
Net Interest Income 752.0 748.5 883.5 980.8 1,117.8 1,232.8 1,377.0
Change (%) 3.9 0.5 18.0 11.0 14.0 10.3 11.7
Non-Interest Income 426.4 446.0 367.7 452.2 416.0 411.9 436.6
Total Income 1,178.4 1,194.5 1,251.2 1,433.1 1,533.9 1,644.6 1,813.6
Change (%) 114 1.4 4.7 14.5 7.0 7.2 10.3
Operating Expenses 583.8 599.4 696.9 751.7 784.1 828.7 890.7
Pre Provision Profits 594.6 595.1 554.4 681.3 749.8 815.9 922.9
Change (%) 10.7 0.1 6.8 229 10.0 8.8 13.1
Core Provision Profits 458.5 460.9 522.9 595.6 655.4 712.2 808.8
Change (%) -4.3 0.5 13.5 13.9 10.0 8.7 13.6
Provisions (excl. tax) 607.2 750.4 531.3 430.7 457.2 407.4 391.7
PBT -12.6 -155.3 23.1 250.6 292.5 408.6 531.3
Tax 5.5 -89.8 14.5 105.7 76.1 106.2 138.1
Tax Rate (%) -43.3 57.8 62.6 42.2 26.0 26.0 26.0
PAT -18.0 -65.5 8.6 144.9 216.5 302.3 393.1
Change (%) NM NM NM NM 49.4 39.7 30.0
Cons. PAT post Ml 24 -45.6 23.0 197.7 275.6 368.6 469.3
Change (%) -98.0 NM NM NM 39.4 33.7 27.3
Balance Sheet
Y/E March FY17 FY18 FY19 FY20 FY21E FY22E FY23E
Share Capital 8 9 9 9 9 9 9
Reserves & Surplus 2,110 2,182 2,200 2,311 2,520 2,812 3,192
Net Worth 2,118 2,191 2,209 2,320 2,529 2,821 3,201
Deposits 25,853 27,063 29,114 32,416 36,436 41,172 46,525
Change (%) 15.4 4.7 7.6 11.3 12.4 13.0 13.0
of which CASA Dep 11,988 12,039 12,976 14,337 16,833 19,310 22,285
Change (%) 39.3 0.4 7.8 10.5 17.4 14.7 15.4
Borrowings 3,321 3,621 4,030 3,147 2,888 3,003 3,238
Other Liabilities & Prov. 1,756 1,671 1,456 1,631 1,566 1,675 1,810
Total Liabilities 33,049 34,548 36,809 39,514 43,418 48,672 54,774
Current Assets 2,709 1,919 2,225 2,511 2,234 2,293 2,438
Investments 9,329 10,610 9,670 10,470 13,401 16,014 18,416
Change (%) 51.6 13.7 -8.9 8.3 28.0 19.5 15.0
Loans 18,690 19,349 21,859 23,253 24,416 26,613 29,806
Change (%) 1.1 3.5 13.0 6.4 5.0 9.0 12.0
Fixed Assets 499 400 392 384 388 408 428
Total Assets 33,049 34,548 36,809 39,514 43,418 48,672 54,774
Asset Quality
GNPA 1,779 2,234 1,728 1,491 1,538 1,746 1,967
NNPA 970 1,109 659 519 456 545 640
GNPA Ratio 9.12 10.91 7.53 6.15 6.03 6.28 6.32
NNPA Ratio 5.19 5.73 3.01 2.23 1.87 2.05 2.15
Slippage Ratio 7.0 8.4 1.6 2.2 2.70 2.20 1.90
Credit Cost 33 3.8 2.7 1.9 2.1 1.6 14
PCR (Excl. Tech. W/0) 45.5 50.4 61.9 65.2 70.4 68.8 67.5
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Financials and valuations
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Ratios

Y/E March FY17 FY18 FY19 FY20 FY21E FY22E FY23E

Yield and Cost Ratios (%)

Avg. Yield-Earning Assets 9.0 7.4 7.8 7.7 7.3 7.2 7.1

Avg. Yield on loans 9.3 7.4 7.8 8.0 7.8 7.7 7.6

Avg. Yield on Investments 8.5 7.2 7.5 6.9 6.7 6.5 6.4

Avg. Cost-Int. Bear. Liab. 6.0 4.9 4.8 4.6 4.1 4.0 4.0

Avg. Cost of Deposits 6.4 5.1 5.0 4.8 4.2 4.1 4.0

Interest Spread 3.0 25 29 3.1 3.2 3.1 3.1

Net Interest Margin 3.0 2.5 2.8 3.0 3.1 3.0 3.0

Capitalization Ratios (%)

CAR 13.0 12.7 12.7 13.1 13.3 13.2 12.9
Tier | 10.4 10.5 10.7 11.0 11.4 11.4 11.4
Tier Il 2.6 2.2 2.1 2.1 2.0 1.8 1.6

Business and Efficiency Ratios (%)

Loans/Deposit Ratio 72.3 71.5 75.1 71.7 67.0 64.6 64.1

CASA Ratio 46.4 44.5 44.6 44.2 46.2 46.9 47.9

Cost/Assets 1.8 1.7 1.9 19 1.8 1.7 1.6

Cost/Total Income 49.5 50.2 55.7 52.5 51.1 50.4 49.1

Cost/Core Income 56.0 56.5 57.1 55.8 54,5 53.8 52.4

Int. Expense./Int. Income 66.4 66.1 63.6 61.9 58.1 57.8 57.6

Fee Income/Total Income 24.6 26.1 26.9 25.6 21.0 18.7 17.8

Non Int. Inc./Total Income 36.2 37.3 29.4 31.6 27.1 25.0 24.1

Empl. Cost/Total Expense 58.2 55.3 58.9 60.8 61.8 61.7 61.7

Investment/Deposit Ratio 36.1 39.2 33.2 32.3 36.8 38.9 39.6

Profitability Ratios and Valuation

RoE -1.1 -3.5 0.4 7.2 9.9 12.4 14.2

RoA -0.1 -0.2 0.0 0.4 0.5 0.7 0.8

RoRWA -0.1 -0.3 0.0 0.7 1.0 1.2 14

Consolidated RoE 0.1 -2.0 1.0 7.9 10.3 12.6 14.1

Consolidated RoA 0.0 -0.1 0.1 0.5 0.6 0.8 0.9

Book Value (INR) 240 230 232 245 269 301 344

Change (%) 15.7 -4.0 0.9 5.6 9.5 12.2 14.1

Price-BV (x) 0.4 0.5 0.5 0.4 0.4 0.3 0.3

Consol BV (INR) 248 243 248 267 295 333 383

Change (%) 11.6 -2.0 2.0 7.7 10.5 13.0 14.9

Price-Consol BV (x) 0.8 0.8 0.9 0.9 0.8 0.7 0.6

Adjusted BV (INR) 139 135 170 187 216 242 278

Price-ABV (x) 0.8 0.8 0.6 0.6 0.5 0.4 0.4

Adjusted Consol BV 159 152 192 212 244 275 317

Price-Consol ABV (x) 1.3 13 1.2 1.0 1.0 0.9 0.7

EPS (INR) -2.3 -7.7 1.0 16.2 24.3 33.9 44.1

Price-Earnings (x) NM NM NM 6.4 4.3 3.1 2.4

Consol EPS (INR) 0.3 -5.3 2.6 22.1 30.9 41.3 52.6

Price-Consol EPS (x) NM NM NM 10.6 7.6 5.7 4.5

Dividend Per Share (INR) 3.0 0.0 0.0 0.0 0.9 1.1 14

Dividend Yield (%) 1.3 0.0 0.0 0.0 0.4 0.5 0.6
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