State Bank of India

Accumulate

Mixed Results — Remains underprovided on Essar Steel

Regulatory ageing under-provision in the Essar steel led to a better than
expected profits. It did not provided provision of ¥52 bn - as in the previous
quarter - in anticipation of its resolution visibility (though accelerated
provision of ¥ 5bn was provided). We remain uncomfortable with this, as
the resolution remains a thorn in the system. Another subtle giveaway is
that it desires to take this account off its book by the end of the year —
either by resolution or sale. Excluding this, its headline numbers improved
with advance growth of 11% - domestic at 15% (on account of loan buyout),
NIM expansion and improvement in GNPA. With RoA improving at 60 bps
by FY21, we maintain accumulate. Underprovided credit costs remain a
near term risk.

Favourable Slippages and recoveries, write-offs remain aggressive

While the slippages were a mere 120bps (lower 40% QoQ), recoveries were
130 bps. However, write-offs remain elevated at 340 bps. We believe the
trend in additions is likely to remain sustainable, with recognition cycle
tailing and derisking of incremental advance portfolio. In terms of
disclosures, it has withdrawn the watch list — which was anyways annual,
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unaltered through the year and sometimes not current. SMA 1+2 stood at HISERE S SEE
T 170 bn. We have factored GNPA at a lower 6.2% By FY21. Our concernin  MF/Banks/Fls 23.6
the near term is under provision on large accounts. Flls 10.2
Domestic advances at 15%, overall growth is 11% YoY; NIMs favourable:  pyplic / Others 7.5
Corporate grew at 20% YoY contributed by road, services and petroleum
products — largely government. Within NBFC, it remained focused on  valuation (x)
government backed and institutions. For others, it has framed a co-lending
platform — which is likely to be positive for it and the system. Retail grew At Nt
12% YoY driven by personal segment as growth in agriculture remained P/E 1.4 1.0 0.8
subdued. Higher earning assets and pricing power expanded by 7 bps QoQ.  p/ABV 1.7 1.5 1.3
With CAGR 15% in advances over FY19-21E, optimizing of the deposit base ROAA 05 0.6 0.7
is expected to improve NIMs to 3.9% by FY21. ! ' !
Maintain Accumulate at 1.2x FY21 ABV: ROAE 86 113 126
Despite likely near-term risks to profits on account of legacy provisions, we
believe it is poised to healthy improvement in other metrics. It is likely a  Estimates (X mn)
beneficiary of the gradual improving times for Indian banking. We have FY19E  FY20E  FY21E
factored an RoAs at 60 bps by FY21 on the back CAGR 27% in
profits. Maintain Accumulate. NI 901,958 1,053,0851,241,461
PPOP 551,522 614,168 790,248
Q3FY19 Result (X Mn)
PAT 175,097 252,106 316,687
Particulars 3FY19 3FY18  YoY (% 2FY19 0Q (% :
Interest earned 622,766...548,029 13.6...587,935 5.9 Adj BV 165.8 188.3 224.7
Interest expended 395,856 361,154 9.6 378,878 4.5
Net interest income 226,910 186,875 21.4 209,057 8.5
Other income 80,352 80,842 (0.6) 78,145 2.8
Total Net Income 307,262 267,717 14.8 287,202 7.0
Operating expenses 181,013 150,171 20.5 163,759 10.5 Analyst: Hemali Dhame
Pre-provision profits 126,250 117,546 7.4 123,443 2.3 Tel: +91 22 40969724
Provisions 60,062 188,762 (68.2) 120,922 (50.3) E-mail: hemalid@dolatcapital.com
Tax expense 26,639 (47,053) (156.6) 8,678 207.0
Extraordinary galn.s 0 0 0 (100.0) Associate: Pawan Rathore
Reported Net Profit 39,548 (24,164) 9,449 318.6 Tel: +9122 40969714
(bps) (bps) E-mail: pawanr@dolatcapital.com
Advances 12.1 8.6 355
NIM (%) 2.8 2.5 30 2.9 10
RoA 0.4 (0.3) 70 0.1 30
RoE 7.2 (4.3) 1150 1.7 550 4
Gross NPA (%) 8.7 10.4 (170) 10.0 (130) DOLATCAPITAL®
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Exhibit 1: Quarterly Data

3QFY18 4QFY18 1QFY19 2QFY19 3QFY19
Advances (X mn) 18,262,120 19,348,802 18,757,735 19,573,396 20,477,790
YoY(%) 26.1 23.2 4.0 8.6 12.1
QoQ(%) 1.3 6.0 (3.1) 4.3 4.6
Deposits (% mn) 26,512,400 27,063,433 27,478,132 28,074,201 28,305,377
YoY(%) 29.9 32.4 5.6 7.0 6.8
QoQ(%) 1.1 2.1 1.5 2.2 0.8
Advances mix (%)
Foreign Offices 15.6 14.7 13.4 14.1 12.8
Domestic 84.4 85.3 86.6 85.9 87.2
- Corporates 334 36.2 35.2 36.0 35.9
- SME 13.9 13.2 13.8 12.8 13.6
- Agriculture 10.1 9.2 9.5 9.2 9.2
- Personal loans 27.1 26.7 28.1 27.9 28.4
Deposit mix (%)
Current account 6.6 6.9 6.0 6.2 6.1
Saving account 36.7 36.9 37.5 37.5 37.6
Term deposit 56.7 56.1 56.5 56.3 56.3
CASA (YoY) 1.2 7.2 7.4 8.2 7.8
Contribution Margin (%)
Yield on advances 8.4 8.3 8.6 8.4 8.5
Cost of deposits 5.3 5.3 5.1 5.1 5.1
NIMs 2.5 2.5 2.8 2.7 2.8
Asset quality and capital ratios (%)
GNPA 10.4 10.9 10.7 10.0 8.7
NNPA 5.6 5.7 5.3 4.8 4.0
PCR 48.6 50.4 53.4 53.9 56.9
Slippages 2.7 4.9 (2.1) (1.4) (3.5)
Gross slippages 5.6 6.6 2.8 2.1 1.3
NNPA to NW 45.7 50.8 45.7 43.8 36.9
Net Slippages (3 mn) 130,260 242,860 (105,870) (69,760) (181,000)
Gross slippages (X mn) 267,800 328,210 143,490 108,880 65,410
Tier 1 10.3 10.4 10.5 10.4 10.5
CAR 12.7 12.6 12.8 12.6 12.8
Credit - Deposit 68.9 71.5 68.3 69.7 72.3
DuPont as a percentage of average assets
Interest income 6.8 6.7 6.9 6.9 7.1
Interest expenses 4.5 4.3 4.4 4.4 4.5
Net interest income 2.3 2.4 2.6 2.4 2.6
Non-interest Income 1.0 1.5 0.8 0.9 0.9
Total expenses 19 2.0 1.9 1.9 2.1
- Cost to income 56.1 51.1 58.0 57.0 58.9
Provisions 2.3 33 2.3 1.4 0.7
Tax (0.6) (0.5) (0.3) 0.1 0.3
RoA (0.3) (0.9) (0.6) 0.1 0.4
Leverage 14.5 15.4 15.7 15.8 16.0
RoE (4.3) (14.2) (9.0) 1.7 7.2

Source: DART, Company
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Concall Highlights

The bank registered robust credit growth in line with industry and improved
NIMs at 2.97%.

Contribution in PAT has come from increase in loan portfolio, improved NIM
and cost control.

Rise in credit cost is mainly on account of accelerated provisions of ¥ 5 bn.
The bank currently has 415mn saving bank account customers, where
around 10mn customers are added every year.

Guidance to bring cost to income ratio below 40% by FY20 due to reduction
in distribution cost due to Yono.

Loan book:

o Agriculture segment has seen small improvement.

o Decline in overseas book has occurred due to three main reasons:
price movement in currency (rupee strengthening), transfer of $2 bn
in SBI, UK; and trade finance portfolio came down due to ban on
letter of credit.

o Market share as much as 20% has been gained in home and auto
loans.

o NBFCs have been classified into 4 categories: central government

based, institution based, large corporate house and entrepreneur
based. Growth in the last category is the slowest hence bank will not
do direct lending rather opt for cautious portfolio buyouts and co-
lending.

Asset Quality:

@)
O

o
o
o

Digital:
o

The management is confident on the asset quality in retail loans.
Within power sector, resolutions from 8 accounts are in near
completion stage, which may add ¥ 340 bn (recovery) in 2 months
and contribute in bringing GNPA below 7%.

5 out of 8 stressed power accounts are in NCLT while 3 are included
in Samadhan. Total amount due into these 8 accounts is I 340 bn.
Likely ¥ 60bn of provisions write back over 2 months.

Guidance on fresh slippages: ¥ 250-300bn for FY20

IL&FS exposure on holding company has been provided at 50%.

Yono poised to become the main distribution channel for customers.
Everyday customers are inching up by 30,000 and the total number
of customers have crossed 6 mn.

Pre-approved loans in this category are amounting to I 500 mn with
zero delinquency.

Around 40,000 fund transfers occur every day, 8000-10000 IRCTC
tickets are booked.

Bank has observed aggressive growth in digital banking platform
with over 87% of transactions happening online or through.

YONO platform is expected to expand reach within next 2 years to
farmers, corporates and global clients.
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Profit and Loss Account (X Mn)

Particulars FY18A FY19E FY20E FY21E
Interest Income 2,204,993 2,487,443 2,933,361 3,332,381
Interest expenses 1,456,456 1,585,485 1,880,277 2,090,920
Net interest income 748,537 901,958 1,053,085 1,241,461
Other incomes 446,007 329,393 362,985 425,717
Total expenses 599,434 679,829 801,902 876,929
- Employee cost 331,787 395,930 493,373 527,974
- Other 267,648 283,899 308,529 348,956
Pre provisioning profit 595,110 551,522 614,168 790,248
Provisions 750,392 282,141 226,312 303,036
Profit before taxes (155,282) 269,380 387,856 487,211
Tax provision (89,808) 94,283 135,749 170,524
Profit after tax (65,475) 175,097 252,106 316,687
Adjusted profit (65,475) 175,097 252,106 316,687
Balance Sheet (X Mn)
Particulars FY18A FY19E FY20E FY21E
Sources of Funds
Equity Capital 8,925 8,925 8,925 8,925
Reserves & Surplus 1,933,881 2,108,978 2,350,375 2,656,353
Minority Interest 248,480 0 0 0
Net worth 2,191,286 2,117,903 2,359,300 2,665,278
Borrowings
- Deposits 27,063,433 29,900,998 33,371,681 37,249,401
- Other interest bearing liabilities 3,621,421 4,599,719 5,864,008 7,500,083
Current liabilities & provisions 1,671,381 1,562,121 1,481,201 1,269,742
Total Liabilities 34,547,520 38,180,742 43,076,189 48,684,502
Application of Funds
Cash and balances with RBI 1,918,986 1,725,036 2,157,963 2,461,222
Investments 10,609,867 12,090,613 13,767,575 15,716,857
Advances 19,348,802 21,391,304 23,912,102 26,905,669
Fixed assets 399,923 434,027 484,452 532,620
Other current assets, loans and advances 2,269,942 2,539,761 2,754,097 3,068,134
Total Assets 34,547,520 38,180,742 43,076,189 48,684,502

E — Estimates

February 01, 2019

-

DOLAT CAPITAL



DART”

Important Ratios

Particulars FY18A FY19E FY20E FY21E
(A) Margins (%)
Yield on advances 8.3 8.4 8.5 8.5
Yields on interest earning assets 7.9 7.6 8.0 8.0
Yield on investments 7.7 6.9 7.9 7.9
Costs of funds 5.4 4.9 5.1 5.0
Cost of deposits 5.7 5.1 5.5 5.4
NIMs 2.7 2.7 2.9 3.0
(B) Asset quality and capital ratios (%)
GNPA 7.3 6.3 6.3 6.2
NNPA 3.6 2.7 2.5 2.2
PCR 50.4 58.0 60.0 65.0
Slippages 6.0 0.3 11 11
NNPA to NW 63.2 47.6 459 39.8
CASA 44.5 44.2 44.5 44.8
CAR 12.6 11.2 10.4 10.4
Tier 1 10.4 9.1 8.6 8.6
Credit - Deposit 71.5 71.5 71.7 72.2
(C) Dupont as a percentage of average assets
Interest income 7.2 6.8 7.2 7.3
Interest expenses 4.7 4.4 4.6 4.6
Net interest income 2.4 2.5 2.6 2.7
Non-interest Income 1.4 0.9 0.9 0.9
Total expenses 1.9 1.9 2.0 1.9
- Cost to income 50.2 55.2 56.6 52.6
Provisions 2.4 0.8 0.6 0.7
Tax (0.3) 0.3 0.3 0.4
RoA (0.2) 0.5 0.6 0.7
Leverage 5.7 5.6 5.5 5.5
RoE (3.7) 8.6 11.3 12.6
RoRwa (0.3) 0.8 1.0 1.1
(D) Measures of Investments
EPS - adjusted (77.5) 196.2 282.5 354.8
BV 217.7 237.3 264.4 298.6
ABV 135.7 165.8 188.3 224.7
DPS 0.0 0.0 10.0 10.0
Dividend payout ratio 0.0 0.0 3.5 2.8
(E) Growth Ratios (%)
Net interest income 21.0 20.5 16.8 17.9
PPoP 17.0 (7.3) 11.4 28.7
Adj PAT (162.5) (367.4) 44.0 25.6
Advances 23.2 10.6 11.8 12.5
Total borrowings 14.0 27.0 27.5 27.9
Total assets 27.7 10.5 12.8 13.0
(F) Valuation Ratios
Market Cap (¥ mn) 2,538,156 2,538,156 2,538,156 2,538,156
CMP () 284 284 284 284
P/E (x) (3.7) 1.4 1.0 0.8
P/BV (x) 1.3 1.2 1.1 1.0
P/ABV (x) 2.1 1.7 1.5 1.3
Div Yield (%) 0.0 0.0 3.5 3.5

E — Estimates
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DART RATING MATRIX
Total Return Expectation (12 Months)

Buy >20%
Accumulate 10 to 20%
Reduce 0 to 10%
Sell < 0%

Rating and Target Price History

_ Month Rating TP R) Price (%)
370(_?) ——SBIN Target Price Nov-18  Accumulate 330 295
340 A
310 A
280 A
250 A
220 T T T T T T T T T 7T T

SS555333333333x83x83%8323
%n § 8 é g L,% E g E{ § 5, 3 :?: § 8 é g L,% E *Price as on recommendation date
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