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Rating Buy
Target < 340
Target Period 12 months

Potential Upside 15%

Valuation summary (merged bank)

FY18E FY19E
P/E 21.2 13.7
Target P/E 31.4 15.8
P/ABV 1.9 1.6
Target P/ABV 2.1 1.8
RoA 0.3 0.5
RoE 4.0 1.2
Market Capitalisation < 252000 Crore
GNPA % 177866 Crore
NNPA 396978 Crore
NIM 2.9%
52 week H/L 308/166
Networth % 211812 Crore
Face value 31
DIl Holding (%) 21.6
Fll Holding (%) 11.2

Price performance

Return % ™M 3M 6M 12M
SBI 2.6 0.0 16.2 25.7
BOI 5.1 -1.6 28.9 25.7
PNB 1.1 -1.7 22.8 15.6
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State Bank of India (STABAN) 3 295

SBI Life Insurance IPOQ’s rich valuation a positive

State Bank of India (SBI) yesterday informed exchanges that its subsidiary
SBI Life Insurance Company has filed a draft red hearing prospectus with
Sebi for an IPO. It will be an offer for sale of up to 12 crore shares
representing 12% of total paid up capital of SBI Life that is a joint venture
between SBI and BNP Paribas Cardiff. SBI would sell 8 crore shares (or
8% stake) while BNP Paribas would sell 4 crore shares (or 4% stake).

SBI holds 70.1% stake in SBI Life while BNP Paribas holds a 26% stake.
The balance stake is held by affiliates of KKR Asian Fund LP (1.9% stake)
and Temasek Holdings (Pvt) Ltd (1.9% stake). In December 2016, the bank
sold a 3.9% stake to these two entities for ¥ 1794 crore, valuing SBI Life at
¥ 46000 crore then.

However, as per media sources, through a 12% stake sale in SBI Life, SBI
and BNP Paribas plan to raise ~¥ 8500 crore, thus valuing SBI Life at sub
¥ 70000 crore. Further, the embedded value (EV) of SBI Life, as per media
sources, is ~¥ 16538 as on FY17 (no official numbers published on EV
yet). This values SBI Life at ~ 4.2x FY17 EV.

SBI Life IPO coupled with QIP to enable maintain strong capital

The valuation of SBI Life is seen close to ¥ 70000 crore, which is higher
than our initial estimates of ~50,000-60,000 crore. This translates to I 45
per share for SBI vs. initial estimates of ¥ 30-35 per share. Markets are
banking on SBI’s strong branch franchise of 24000 plus for bancassurance
insurance distribution model at low cost. Hence, any increase in valuation
of SBI Life post listing will directly add to SBI.

The merger with associate banks has resulted in muted profits and huge
NPA stress for SBI. With fresh issuance of merger shares and factoring
the new QIP shares, our revised merged bank adjusted book value for
FY19E is at ¥ 184. Valuing the same at 1.5x ABV, we arrive at a bank
valuation of ¥ 277 per share. Factoring in increased value of SBI Life, we
value subsidiaries at ¥ 63 and arrive at a target price of ¥ 340 R 335
earlier). Strategic stake in non-core investments like NSE (5.19%), BSE
(4.75%), NSDL, ARCIL, UTI AMC, etc, may add further value not factored
in by us. We reiterate our BUY recommendation on SBI.

The CET1 post capital raising in QIP for the consolidated entity is 10.2%
(roughly up 80 bps) with CAR at 13.6%. The capital will suffice for two
years, as per the management. Further inflow of ~¥ 5000-6000 crore from
SBI Life IPO will add further to its capital adequacy, enabling it to manage
the future credit growth and NPA resolution process.

Concerns remain on return ratios as it will take longer to improve due to
lower profits in merged entity. Long term structural value remains intact.

Exhibit 1: SoTP valuation of SBI

SBI (consol banks) 271
SBI AMC 8
SBI Life 45
SBI capital markets 4
SBI cards 3
SBI General Insurance 4
Value per share 340

Source: ICICIdirect.com Research
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Merged SBI bank balance sheet...

(Year-end March)-= crore 1st April 2017 FY18E
Sources of Funds

Capital 810.98 862.18
Reserves and Surplus 211001.0 235667.1
Networth 211812.0 236529.3
Deposits 2585320.3 2820723.0
Borrowings 332105.7 374137.4
Other Liabilities & Provisions 175623.2 194668.5
Total 3,304,861 3,626,058

Application of Funds

Fixed Assets 49906.4 20190.5
Advances 1868962.6 2046938.5
Investments 932926.7 1031549.1
Cash and balances with RBI 160741.4 184665.0
Money at call, balance at bank 110120.3 121132.4
Other Assets 182204.3 221582.6
Total assets 3,304,862 3,626,058

Source: Company Quarterly Presentation, ICICldirect.com Research

Exhibit 2: Summary of merged entity as of April 1, 2017

Financial metrics

Total Deposits 2,585,320.0
CASA Ratio (%) 44
Total Advances 1,868,962.0
Mkt. Share - Deposits (%) 23
Mkt. Share — Advances (%) 21.2
Number of branches 24,017
Total Staff 278,872.0
No. of customers (in lakhs) 4,204
CET1 9.4
Tier 1 10.1
CAR 12.9
Gol Shareholding 60.8
Gross NPA Ratio 9.1
Net NPA Ratio 5.2
Provision Coverage Ratio 61.5
Slippage Ratio 5.8
Credit Cost 2.9
Financial Ratios %
Cost to income Ratio 49.5
Cost of Deposits 5.9
Yield on Advances 9.3
NIM (Domestic) 29

Source: Company Quarterly Presentation, ICICldirect.com Research

Exhibit 3: Non banking subsidiaries profitability trend

PAT ROE %

(% crore) FY16 FY17 FY15 FY16 FY17
Non- Banking Subsidiaries

SBI Capital Markets 338 219 252 33.2 26.3 20.2
SBI Funds Management 163 165 224 30.8 26.6 29.6
SBI Life Insurance 820 861 955 20.3 18.2 20.0
SBI cards & payment 267 284 390 27.61 26.7 29.5
SBI General Insurance -105 -120 153 NA NA 13.9

Source: Company, ICICldirect.com Research
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ICICIdirect.com coverage universe (Banking)

CMP M Cap EPS (%) P/E (x) P/ABV (x) RoA (%) RoE (%)
Sector / Company R) TPR) Rating (X Cr) FY17 FY18E FY19E FY17 FY18E FY19E FY17 FY18E FY19E FY17 FY18E FY19E FY17E FY18E FY19E
Bank of Baroda (BANBAR) 164 200 Buy 37,842 6 10 19 274 161 86 16 14 11 02 03 0.5 3 5 10
Punjab National Bank (PUNBAN) 155 160 Buy 32514 6 15 21 249 105 73 42 25 18 02 04 0.5 3 7 10
State Bank of India (STABAN) 291 340 Buy 252,740 13 18 26 221 161 11.2 18 16 1.4 04 05 0.7 6 8 10
Indian Bank (INDIBA) 319 350 Buy 15,231 29 32 42 109 1010 75 14 13 11 07 07 0.9 8 9 1"
Axis Bank (AXIBAN) 517 540 Hold 122,289 15 22 36 336 233 144 26 24 19 07 08 1.2 1 9 13
City Union Bank (CITUNI) 167 185 Buy 11,206 8 9 1M 219 192 158 36 31 26 15 15 1.6 15 15 16
DCB Bank (DCB) 197 200 Hold 6,105 1 9 11 280 226 181 31 25 22 09 10 1.1 1 12 12
Federal Bank (FEDBAN) 113 130 Buy 22,166 5 6 8 235 185 139 24 19 1.7 08 09 1.1 10 1 12
HDFC Bank (HDFBAN) 1,684 1,700 Buy 432,711 57 69 84 297 243 200 49 44 39 19 19 2.0 18 19 20
Indusind Bank (INDBA) 1,570 1,650 Hold 94596 48 59 75 327 268 210 47 41 36 18 1.8 1.9 15 16 18
Jammu & Kashmir Bk(JAMKAS) 83 95 Buy 4641 31 1 13 -27 115 66 13 13 1.1 -20 04 07 -27 6 1
Kotak Mahindra Bank (KOTMAH) 9717 950 Hold 252,740 19 23 30 527 48 329 69 60 53 1.7 18 2.0 13 14 16
Yes Bank (YESBAN) 1,558 1,650 Hold 70,767 73 98 128 214 16.0 122 33 28 23 18 19 2.0 19 19 20

Source: Company, ICICldirect.com Research
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ICICIdirect.com endeavours to provide objective opinions and recommendations. ICICldirect.com assigns
ratings to its stocks according to their notional target price vs. current market price and then categorises them
as Strong Buy, Buy, Hold and Sell. The performance horizon is two years unless specified and the notional
target price is defined as the analysts' valuation for a stock.

Strong Buy: >15%/20% for large caps/midcaps, respectively, with high conviction;
Buy: >10%/15% for large caps/midcaps, respectively;

Hold: Up to +/-10%;

Sell: -10% or more;

—
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ANALYST CERTIFICATION

We /I, Kajal Gandhi, CA, Vasant Lohiya, CA and Vishal Narnolia, MBA, Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research
report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s)
or view(s) in this report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products. ICICI Securities
Limited is a Sebi registered Research Analyst with Sebi Registration Number — INH000000990. ICICI Securities is a wholly-owned subsidiary of ICICI Bank which is India’s largest private sector bank and has
its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which
are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking
and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons reporting to analysts
and their relatives from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and
meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without
prior written consent of ICICI Securities. While we would endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current.
Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended
temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in circumstances where ICIC| Securities might be acting in an advisory capacity to this
company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This
report and information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial
instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their
receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific
circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment
objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient. The recipient should independently evaluate
the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities whatsoever for any
loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the
risks associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to
change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment
in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in
respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies mentioned
in the report in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICIC| Securities or its associates or its analysts did not receive any
compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts

and their relatives have any material conflict of interest at the time of publication of this report.

It is confirmed that Kajal Gandhi, CA, Vasant Lohiya, CA and Vishal Narnolia, MBA Research Analysts of this report have not received any compensation from the companies mentioned in the report in the
preceding twelve months.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month
preceding the publication of the research report.

Since associates of ICICI Securities are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject
company/companies mentioned in this report.

It is confirmed that Kajal Gandhi, CA, Vasant Lohiya, CA and Vishal Narnolia, MBA, Research Analysts do not serve as an officer, director or employee of the companies mentioned in the report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution,
publication, availability or use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The securities

described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and
to observe such restriction.
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