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Result highlights

* SBI’s advances grew during the quarter at 13% YoY/7% QoQ. Deposit mobilization was slow with growth of 7.6% YoY/3% QoQ. CASA at 45.7%

improved 51 bps sequentially and 6 bps YoY.

* NIl at INR 22,954 Cr. is up 15% YoY/1% QoQ. NIMs (cumulative) stood at 2.78%, expanding by 28 bps YoY/2 bps QoQ. Total Income at INR 35,639 Cr. is

up 9.7% YoY/[16% QoQ.

* The bank has provided for INR 16,502 Cr of net provisions during the quarter, down 41% YoY/ up 174% QoQ translating in credit costs of 3.22%, an
improvement of 178 bps YoY /down 52 bps QoQ. Asset quality improved with GNPAs at 7.53%, improving by 338 bps YoY / 118 bps QoQ while NNPAs
at 3.01% was 272 bps better on sequential basis and 94 bps better annually. PCR stood at 78.7%.
* PAT at INR 838 Cr. is down 78% QoQ, translating into ROA of 0.09% on account of high provisions the bank had to make in order to finish the year

with cleaner books.
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MARKET DATA KEY FINANCIALS
Shares outs (Mn) 8,924
Equity Cap (INR Mn) 220,914 NII 61,860 74,854 88,349 1;097918 1,24,543
Mkt Cap (INR Mn) 2,737,625 PPOP 50,848 54,075 53,875 76,913 87,629
PAT 10,48 -6 862 21,188 1,586
52 Wk H/L (INR) 339/238 y404 547 ’ 31,5
EPS 13.15 -7-34 0.97 23.74 35.39
Volume Avg (3m K) 23,409.5
NIM 2.8% 2.8% 2.8% 3.2% 3.4%
Face Value (INR) 1
Advances Growth 7-3% 23.2% 13.0% 13.0% 13.0%
BIoomberg Code SBIN'IN Source: Company, KRChoksey Research
Retail book driving lending growth; high growth in deposits to provide liquidity
SHARE PRICE PERFORMANCE
State Bank of India’s loan book grew by 13.0% over last year while the domestic retail book grew by
18.5% and domestic corporate lending grew by 14.8% YoY during FY19. The home loans consisted of 62%
190 of the retail loans and that grew by 17.4% to cross above 4 lakh Crs for the first time. Lending remained
strong for the domestic corporate sector as well (+14.8% during FY19) while the advances towards
agricultural sector and SME’s slowed with marginal growth of around 7% for both segments during
FY19. Deposit mobilization grew slowly at a meagre 7.6% YoY in FY19. CASA deposits improved
150 marginally by 6 bps to 45.7%, as the C/l increased to 56.4% against last year’s 52.6% on account of higher
growth in term deposits annually at 8% during FY19. We see further room for growth in the home loans
business as the bank derive benefit after ongoing general elections.
110 NIl growth remained subdued; NIM growth to accelerate as higher rated
NIl grew slower at 14.9% YoY/+1.1% QoQ in Q4 FY19 to INR 22,954 Cr. (+18.0% YoY to INR 88,349 Cr. for
70 FY19). The bank’s fee income engines slowed down surprisingly due to lesser realizations from
© © ~ N w® 0 o restructuring/recovery of distressed loans. NIMs at 2.78% (cumulative) in Q4 FY19 expanded marginally
% = {r‘:’ = % S % by 28bps YoY/ 2bps QoQ. All these, affected the pre-provision profits which declined by -0.4% during
e T the year on account of stricter norms and preference of higher rated accounts. The banks
. . advance/deposit ratio jumped from 71.5% in FY18 to 75.1% in FY19, clearly reflecting the strategic shift of
State Bank of India Nifty 50 asset composition in favour of credit lending/core business.
Asset quality improved on higher provisioning; recoveries from several NNPA in line
MARKET INFO Asset quality improved with GNPAs levels down to 7.53% at the end of FY19, reducing by 338 bps over
SENSEX 2,091 the year. PCR stood at 78.7% in Q4Fy19 (vs. 74.6% in Q3FY19) as the company provisioned vast amounts
37,99 in the last quarter of the year. We expect the ROA to rise to 0.55% and 0.75% by FY20/21 on the back of
NIFTY 11,148 several recoveries in line from three major accounts: Essar Steel, Bhushan Steel and Alok Industries
amounting around INR16,000 Cr along with a recoveries of around INR17,000 Cr (after 50% write-off of
corporate NNPA of INR 34,000 Cr) from other NPA accounts.
SHARE HOLDING PATTERN (%)
Particulars Mar-19 Dec 18 Sep 18
Promoters 57.13 57.7 57.7
Flls 9.74 9.23 10.07
Dlls 24.15 24.17 23.41
Others 8.98 89 8.83 NIl CAGR between FY19 and PPOP CAGR between FY19
Total 100 100 100 FY21E and FY21E
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Key Con-call Highlights: (i) State Bank of India’s Chairman addressed the concall with the clear guidance of the Management towards improving the
asset quality of the bank. (ii) The corporate NNPA stood at INR34,000 Cr at the end of March 2019, of which the banks confidently declared of
recovering +50% in FY20, i.e. INR17000 Cr. (i) The management acknowledged 3 major accounts alone of Essar Steel, Bhushan Steel and Alok
Industries, from where the bank expects to recover INR16,000 Cr alone during FY20 (after taking hair-cuts of around 50%). (iv) Regarding the other
major accounts, the management said: IL&FS have been provisioned 900 Cr during Q3 FY19, Jet Airways provisioned fully during March 2019 while
DHFL still is a standard asset but kept under watch. (v) On the recovery front, the Bank acknowledged the recovery of INR37,000 Cr during FY19 and
INR11,000 Cr in Q4 FY19, and expects similar if not more recovery during FY20 as well. (vi) On the high credit costs of the bank against industry
standards, the Management clarified that the credit cost related to fresh slippages during FY19 was very low at 0.52% and will be kept below 1% in
coming years while the overall credit cost at 2.66% was attributed to slippages from legacy sub-standard NPAs. (vii) Going forward, the Management
provided a FY20 PPOP guidance of INR70,000 Cr from core business, 15,000 Cr of recoveries and 5,000 Cr of stake sale in subsidiaries (85-90,000 Cr).

Valuation and view

We expect State Bank of India to deliver NIl growth of average 20% YoY in FY20E/FY21E on back of its expanding retail franchisee (network of 22,010
branches and 58,415 ATMs). Rising mix of term deposits and a stable CASA level around 45% would keep the CoF at around 4.5% levels while asset
yields are expected to improves on back of improvement in standard asset levels and better repayment. C/I ratio of the bank is expected to improve
significantly as the asset quality improves in lending business. Asset quality of the bank is expected to better with several recoveries in line during
the current year, credit costs improving below 2% by FY21, PCR at 78-80% and Net NPA expected to go below 2.0% in the forecast period lower rated
accounts are avoided to keep the books clean.

The growth in advance/deposit ratio from 71.5% in FY18 to 75.1% reflects the changed focus towards asset composition with higher credit over
investments. In addition, the improved home loan growth of 17.4% in FY19 has led the growth in retail advances above 18.5% during the year. The NPA
recoveries of around INR16,000 Cr from the 3 major accounts apart from other corporate recoveries of around INR17,000 Cr (after 50% write-offs of
corporate NNPAs of INR34,000 at end of FY19) will add to the PPOP, since the bank is on fast-track recovery mode and has recovered around
INR37,000 Crin FY19 alone and is expected to recover similar amount in FY20 as well. State Bank of India is currently trading at a P/Adj.BV multiple
of 1.16x/1.04x on FY20E/FY21E book value and we expect the valuation of the bank to improve on back of its improving ROE outlook and asset
quality metrics. The bank’s expanding retail franchisee supports asset yields on back of high margin lending opportunities in home loan segment,
while bank’s fee Income engines gain momentum over time. We apply a P/Adj.BV multiple of 1.33x to the FY21 adj. BVPS of INR 183 and arrive at a
target price of INR 351 per share using SOTP approach, an upside of 14.3% over the CMP. Accordingly, we assign an “Accumulate” rating.

KEY FINANCIALS
Exhibit 1: Profit & Loss Statement

Interest Income 1,75,518 2,20,499 2,42,869 2,71,876 3,06,306
Interest Expense 1,13,659 1,45,646 1,54,520 1,61,958 1,81,763
Net Interest Income 61,860 74,854 88,349 1,09,918 1,24,543
Non interest income 35,461 39,165 35,214 42,257 44,370
Operating income 97,321 1,14,018 1,23,563 1,52,176 1,68,913
- Employee expense 26,489 33,179 41,055 44,339 47,886
- Other operating expense 19,983 26,765 28,633 30,924 33,398
Operating Expense 46,473 59,943 69,688 75,263 81,284
PPOP 50,848 54,075 53,875 76,913 87,629
Provisions 35,993 75,039 53,829 45,754 41,179
PBT 14,855 -20,964 47 31,159 46,450
Exceptional Items o} 5,436 1,561 ) 0
Tax Expense 4,371 -8,981 745 9,971 14,864
PAT 10,484 -6,547 862 21,188 31,586
Diluted EPS (INR) 13.15 -7.34 0.97 23.74 35.39

Source: Company, KRChoksey Research
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Exhibit 2: Balance Sheet
INR Crores FY17 FY18 FY19 FY20E FY21E
Source of Funds
Share capital 797 892 892 892 892
Reserves & Surplus 1,87,489 2,18,236 2,20,021 2,36,336 2,60,657
Networth 1,88,286 2,19,129 2,20,914 2,37,228 2,61,550
Borrowings 3,17,694 3,62,142 4,03,017 4,43,319 4,87,651
Deposits 20,44,751 27,06,343 29,11,386 31,51,877 35,30,103
Other liabilities & provisions 1,55,235 1,67,138 1,45,597 1,53,731 1,05,337
Total Equity & Liabilities 27,05,966 34,54,752 36,80,914 39,86,156 43,834,640
Uses of Funds
Cash & Balance with RBI 43,974 41,501 1,76,932 43,294 45,458
Other Bank and Call Money 1,27,998 1,50,397 45,558 1,56,892 1,64,737
Net investments 7,65,990 10,60,987 9,67,022 9,68,495 9,87,865
Loans & advances 15,71,078 19,34,880 21,85,877 24,70,041 27,91,146
Fixed assets 42,919 39,992 39,198 41,157 43,215
Other assets 1,54,008 2,26,994 2,66,328 3,06,277 3,52,218
Total Assets 27,05,966 34,54,752 36,380,914 39,86,156 43,84,640
Source: Company, KRChoksey Research
ANALYST KRChoksey Research Phone: +91-22-6696 5555, Fax: +91-22-6691 9576
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Exhibit 3: Ratio Analysis
Key Ratio FY17 FY18 FY19 FY20E FY21E
Growth Rates
Advances (%) 7.3% 23.2% 13.0% 13.0% 13.0%
Deposits (%) 18.1% 32.4% 7.6% 8.3% 12.0%
Total assets (%) 14.8% 27.7% 6.5% 8.3% 10.0%
NI (%) 8.2% 21.0% 18.0% 24.4% 13.3%
Pre-provisioning profit (%) 17.5% 6.3% -0.4% 42.8% 13.9%
PAT (%) 5.4% -37.5% 113.2% 2357.3% 49.1%
B/S Ratios
Credit/Deposit (%) 76.8% 71.5% 75.1% 78.4% 79.1%
CASA (%) 44.6% 44.5% 45.7% 46.0% 45.0%
Advances/Total assets (%) 58.1% 56.0% 59.4% 62.0% 63.7%
Leverage - Total Assets to Equity 14.37 15.77 16.66 16.80 16.76
Operating efficiency
Cost/income (%) 47.8% 52.6% 56.4% 49.5% 48.1%
Opex/total assets (%) 1.7% 1.7% 1.9% 1.9% 1.9%
Opex/total interest earning assets 2.0% 2.0% 2.1% 2.2% 2.1%
Profitability
NIM (%) 2.8% 2.8% 2.8% 3.2% 3.4%
RoA (%) 0.4% -0.2% 0.0% 0.6% 0.8%
RoOE (%) 6.3% -3.2% 0.4% 9.2% 12.7%
Asset quality
Gross NPA (%) 7.2% 10.9% 7.5% 5.5% 4.3%
Net NPA (%) 3.7% 5.7% 3.0% 2.2% 1.8%
PCR (%) (excl. AUCA) 48.1% 50.4% 60.0% 65.0% 65.0%
Slippage (%) 5.8% 4.9% 1.6% 1.0% 0.3%
Credit cost (%) 1.5% 2.5% 1.6% 1.3% 1.1%
Per share data / Valuation
EPS (INR) 13.15 734 0.97 23.74 35.39
BVPS (INR) 236.14 245.53 247.53 265.81 293.07
ABVPS (INR) 163.05 121.32 120.16 158.62 183.54
P/E (x) 22.31 -41.98 318.75 12.97 8.70
P/BV (x) 1.24 1.25 1.24 1.16 1.05
P/ABV (x) 1.80 2.54 2.56 1.94 1.68
Source: Company, KRChoksey Research
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Sell Less than - 5%

ANALYST CERTIFICATION:

I, Parvati Rai (MBA-Finance, M.com), Head Research, author and the name subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect
my views about the subject issuer(s) or securities. | 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:

KRChoksey Shares and Securities Pvt. Ltd (hereinafter referred to as KRCSSPL) is a registered member of National Stock Exchange of India Limited and Bombay Stock Exchange Limited.
KRCSSPL s a registered Research Entity vides SEBI Registration No. INH000001295 under SEBI (Research Analyst) Regulations, 2014.

We submit that no material disciplinary action has been taken on KRCSSPL and its associates (Group Companies) by any Regulatory Authority impacting Equity Research Analysis activities.

KRCSSPL 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 analyst covers.
The information and opinions in this report have been prepared by KRCSSPL 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 KRCSSPL. While we would endeavor to update the information herein on a reasonable basis, KRCSSPL is not under any obligation to update the
information. Also, there may be regulatory, compliance or other reasons that may prevent KRCSSPL 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 KRCSSPL policies, in circumstances where KRCSSPL 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. KRCSSPL 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. KRCSSPL 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. Our employees in sales and marketing team,
dealers and other professionals may provide oral or written market commentary or trading strategies that reflect opinions that are contrary to the opinions expressed herein, .In reviewing
these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest.

Associates (Group Companies) of KRCSSPL might have received any commission/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 brokerage services or specific transaction or for products and services other than brokerage services.

KRCSSPL or its Associates (Group Companies) have not managed or co-managed public offering of securities for the subject company in the past twelve months.

KRCSSPL encourages the practice of giving independent opinion in research report preparation by the analyst and thus strives to minimize the conflict in preparation of research report.
KRCSSPL 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 KRCSSPL nor Research Analysts have any material conflict of interest at the time of publication of this report.

It is confirmed that, Parvati Rai (MBA-Finance, M.com), Head Research 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 brokerage service transactions.

KRCSSPL or its associates (Group Companies) collectively or its research analyst do not hold any financial interest/beneficial ownership of more than 1% (at the end of the month immediately
preceding the date of publication of the research report) in the company covered by Analyst, and has not been engaged in market making activity of the company covered by research
analyst.

It is confirmed that, Parvati Rai (MBA-Finance, M.com), Head Research do not serve as an officer, director or employee of the companies mentioned in the report.

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 KRCSSPL 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 them of and to observe such restriction.

Please send your feedback to research.insti@krchoksey.com
Visit us at www.krchoksey.com
KRChoksey Shares and Securities Pvt. Ltd
Registered Office:

1102, Stock Exchange Tower, Dalal Street, Fort, Mumbai - 400 001.
Phone: +91-22-6633 5000; Fax: +91-22-6633 8060.
Corporate Office:

ABHISHEK, 5th Floor, Link Road, Andheri (W), Mumbai - 400 053.
Phone: +91-22-6696 5555; Fax: +91-22-66919576.

ANALYST Phone: +91-22-6696 5555, Fax: +91-22-66919576
Parvati Rai, head-research@krchoksey.com, +91-22-6696 5413 is also available on Bloomberg KRCS<GO>
Thomson Reuters, Factset and Capital IQ


mailto:research.insti@krchoksey.com
http://www.krchoksey.com/

