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SBI Cards and Payment Services
SUBSCRIBE

IPO Price: Rs750-755

Issue Opens: 02-Mar-20

Unique proposition, robust profitability and a low free float

Issue Closes: 05-Mar-20

Issue details

The Rs100bn+ IPO of SBI Cards represents a unique proposition for investors in
multiple ways viz. a) first credit cards/payments company to get listed (only proxy to
the fast-growing digital payments space), b) company is the 2nd largest credit card
issuer with 18% market share in cards outstanding and spends, c) demonstrated faster
business growth than industry (card spends grew 54% v/s industry’s 36% over F17-19)
without dilution in asset quality and profitability metrics, aided by a diversified cards
portfolio and tapping potent acquisition channels/markets (co-branding and SBI
branches/ Tier 3-4 locations and non-salaried customers), d) ability to deliver 6% RoA
and 30% RoE with a conservative Tier-1 capital ratio of 16-17%, and e) strong promoter
SBI (69.5% stake post-issue) and a low free-float of 14.5% (rest 16% held by Carlyle
Group).

A multi-year growth story, disruption in credit cost cycle is the key risk
SBI Cards is a solid business having a large multifaceted distribution franchise,
sophisticated and scalable core technology systems (data analytics used for customer
acquisition, product design/marketing, underwriting and risk monitoring) and a mature
and capital efficient revenue profile (non-interest income share at 49% of operating
income). Being a proxy consumption play, we would prefer P/E as a valuation basis;
wherein SBI cards is being offered at 45x FY20 (post-money) and 26x FY22 multiples.
A 25% growth rate appears self-sustainable on current RoE and dividend payout. Asset
quality cycle has been benign for nearly a decade now, thus any disruption in credit
cost cycle could significantly impact valuation and sustainable growth rate.

Credit Cards - Substantial headroom for growth

Face value (Rs)
Issue Size*
Offer for sale*
Fresh Issue
Post-issue M-cap*
Issue type

10
Rs103.5bn
Rs98.5bn
Rs5bn
Rs709bn
100% Book building
*At upper price band

Shareholding pattern (%)
Promoter
Non-Promoter

Pre-IPO
74.0
26.0

Post-IPO
69.5
30.5

Share reservation (of net offer)
QIB
Non-institutional
Retail

Not more than 50%
Not less than 15%
Not less than 35%

Issue Manager
BRLM
Registrar
Listing

Kotak, Axis, BofA, HSBC
Link Intime India Pvt. Ltd.
NSE, BSE

Company management
Rajnish Kumar
Hardayal Prasad
Nalin Negi
Aparna Kuppuswamy

Non-executive Chairman
MD & CEO
CFO
CRO

Credit Card spends witnessed a CAGR of 32% over FY15-19 to reach Rs6tn; and is
expected to reach Rs15tn by FY24, according to CRISIL Research. Cards outstanding
are forecasted to grow by 23% p.a. over the next five years. The growth in card base
and spends is expected to be driven by banks’ focus on cross-selling cards to existing
customers, card issuers entering into co-branding partnerships, issuance of cards in
smaller cities, a booming ecommerce sector, increasing organized retail penetration,
growth in payments infrastructure and increased use of cards for various purposes.
Credit card spending accounted for ~5.4% of PFCE in FY19, compared to ~2.3% in
FY14. Going forward, according to CRISIL Research, it is estimated to reach 7.6% of
PFCE by FY24. Credit cards represents additional value propositions over e-wallets and
UPI, due to an interest-free line of credit for up to 50 days and international acceptance.

Exhibit 1: Financial summary
Y/e 31 Mar
Op. Income (Rs mn)

FY18
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FY20E

FY21E

FY22E
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62,696
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34.6
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31.8
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P/E (x)

98.6

73.3

45.5

34.4

26.1

P/adj.BV (x)

26.7

18.4

13.1

9.9

7.5

ROE (%)

31.6
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ROA (%)

4.5
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6.5
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22.1
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For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.

SACHIT DAMANI, CFA - ANALYST
sachit.damani@ysil.in | +91 22 3347 9166
AMAR AMBANI, Sr. President, Head of Research
amar.ambani@ysil.in | +91 22 3347 7430

1

SBI Cards and Payment Services
BUSINESS OVERVIEW
SBI Cards is the second-largest credit card issuer in India, with a 18.1% market share of the Indian
credit card market in terms of the number of credit cards outstanding as of November 30, 2019,
and a 17.9% market share of the Indian credit card market in terms of total credit card spends in
the 8M FY20, according to the RBI. The company offers an extensive credit card portfolio to
individual cardholders and corporate clients which includes lifestyle, rewards, travel and fuel,
shopping, banking partnership cards and corporate cards covering all major cardholder segments
in terms of income profiles and lifestyles.
The company is a subsidiary of SBI, India’s largest commercial bank in terms of deposits, advances
and number of branches as of H1 FY20, according to the RBI. SBI Cards started its operations in
1998, and since then SBI’s parentage and highly trusted brand have allowed it to quickly establish
a reputation of trust, reliability and transparency with its cardholders.
SBI Cards has a broad credit card portfolio that includes SBI Card-branded credit cards as well as
co-branded credit cards that bear both the SBI Card brand and the company’s co-brand partners’
brands. The company offers four primary SBI Card-branded credit cards: SimplySave, SimplyClick,
Prime and Elite, each catering to a varying set of cardholder needs. It is also the largest co-brand
credit card issuer in India according to the CRISIL Report, and has partnerships with several major
players in the travel, fuel, fashion, healthcare and mobility industries, including Air India, Apollo
Hospitals, BPCL, Etihad Guest, Fbb, IRCTC, OLA Money and Yatra, among others. It issues credit
cards in partnership with the Visa, MasterCard and RuPay payment networks.
The company has a diversified customer acquisition network that enables it to engage prospective
customers across multiple channels. It deploys a sales force of 32,677 outsourced sales personnel
as of 9M FY19, operating out of 145 Indian cities and which engages prospective customers
through multiple channels, including physical points of sale in bank branches, retail stores, malls,
fuel stations, railway stations, airports, corporate parks and offices, as well as through tele-sales,
online channels, email, SMS marketing and mobile applications.
SBI Cards is the leading player in open market customer acquisition in India according to the
CRISIL Report. The company had a presence in 3,190 open market points of sale across India as
of 9M FY20. In addition, its partnership with SBI provides the company with access to SBI’s
extensive network of 21,961 branches across India, which enables it to market its credit cards to
SBI’s vast customer base of 446mn customers as of 9M FY20. The extensive physical customer
acquisition network is complemented by the digital sales and marketing capabilities which
includes the company’s website, mobile application and online, email and SMS marketing
platforms.
The company’s business is technology-driven and underpinned by its data analytics capabilities,
which cut across all aspects of operations. The core technology systems are scalable, modern and
sophisticated, with considerable capacity to support future growth. SBI Cards possesses a large
database of cardholder demographic and socio-economic data (such as its cardholders’ purchase
patterns, behaviors and payment histories) derived from the numerous transactions carried out
by millions of cardholders each year, which the company analyzes to generate underwriting
scorecards, proactively mitigate risks, and reduce losses and delinquencies.
The company has a diversified revenue model whereby it generates both non-interest income
(primarily comprised of fee-based income such as interchange fees, late fees and annual fees,
among others) as well as interest income on its credit card receivables. The share of revenue from
operations that the company derives from non-interest income has steadily increased over the
past three fiscal years, from 43.6% in FY17 to 48.9% in FY19.
The company’s total income increased from Rs34,710mn in FY17 to 72,868mn in FY19 at a CAGR
of 44.9% and its revenues from operations have increased from Rs33,462mn in FY17 to
Rs69,991mn in FY19 at a CAGR of 44.6%. The net profit increased from Rs3,729mn in FY17 to
Rs8,627mn in FY19 at a CAGR of 52.1%. ROAE has remained stable at 28.5% in FY17 and 28.4%
in FY19, while ROAA increased from 4.0% in FY17 to 4.8% in FY19.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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SBI Cards and Payment Services
Key Competitive Strengths


Second largest credit card issuer in India with deep industry expertise and a demonstrated
track record of growth and profitability



Diversified customer acquisition capabilities



Support of a strong brand and pre-eminent promoter - SBI



Diversified portfolio of credit card offerings



Advanced risk management and data analytics capabilities



Modern and scalable technology infrastructure



Highly experienced and professional management team

Company Strategies


Expand the company’s customer acquisition capabilities to grow its cardholder base



Tap into new cardholder segments by broadening its portfolio of credit card products



Stimulate growth in credit card transaction volumes



Continue to optimize the company’s risk management processes



Enhance cardholder experience



Continue leveraging technology across operations

Key Risks


The company derives substantial benefits from its existing relationship with its promoter, and
a loss or reduction in the level of support it receives from its promoter could adversely affect
the company. In FY19, new accounts acquired from its promoter’s customer base
accounted for 55.2% of the company’s total new accounts. The promoter has extended
working capital loans and non-convertible debentures to the company, out of which
Rs102,562mn remained outstanding as of 9M FY20



The company is involved in an appeal against an order given by National Consumer Disputes
Resolution Redressal Commission regarding charging interest rate in excess of 30% per
annum from credit card holders. If the Supreme Court of India upholds the order of the
National Commission, this may adversely impact the company and all credit card issuing
companies by capping of the interest rate charged from credit card holders, thereby having
a negative impact on the revenue lines of the company.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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SBI Cards and Payment Services
FINANCIALS
Exhibit 2: Balance Sheet
Y/E March 31 (Rs mn)

FY17

FY18

FY19

9M FY20

Equity and Liabilities
Equity Share Capital

7,850

7,850

8,372

9,323

Other Equity

6,638

15,681

27,445

38,190

Shareholders fund

14,488

23,531

35,817

47,513

Financial Liabilities

86,758

125,901

153,828

195,059

Derivative financial instruments
Payables
Debt Securities

0

29

1,095

323

1,191

5,296

6,651

852

75,098

29,489

40,793

67,150

Borrowings (Other than Debt
Securities)

2,197

74,659

83,744

106,162

Subordinated Liabilities

5,389

9,980

11,968

12,465

Other Financial Liabilities

2,883

6,449

9,577

8,107

Non-Financial Liabilities

6,404

7,429

12,751

17,362

Current tax liabilities (net)
Provisions
Deferred tax liabilities (net)

17

104

762

38

4,952

3,924

6,284

12,484

0

0

0

0

1,434

3,400

5,705

4,840

107,650

156,860

202,396

259,935

104,008

147,829

190,127

246,492

Cash and Cash Equivalents

1,747

3,119

7,335

4,528

Bank balances

1,082

1,608

433

550

0

0

1

0

Other non-financial liabilities
Total Liabilities + Equity
Assets
Financial Assets

Derivative financial instruments
Receivables
Loans

1,325

1,507

2,950

1,773

99,829

140,455

179,087

239,332

0

0

15

15

Investments
Other Financial Assets

25

1,139

306

295

Non- Financial Assets

3,642

9,031

12,269

13,443

0

0

0

0

1,292

880

1,665

1,374

17

419

575

572

0

133

43

183

Current tax assets (Net)
Deferred tax assets (Net)
Property, Plant and Equipment
Capital WIP
Intangible assets

0

657

804

884

222

1,559

1,643

1,711

2,112

5,383

7,538

8,719

107,650

156,860

202,396

259,935

Right-of-use Assets
Other Non-Financial Assets
Total Assets

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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SBI Cards and Payment Services
Exhibit 3: Income statement
Profit & Loss Account
Income from Operations

FY17

FY18

FY19

9M FY20

33,462

51,870

69,991

68,431

Interest expense

(5,284)

(7,115)

(10,172)

(9,664)

Net interest income

28,178

44,755

59,819

58,767

Non-interest income
Total op income
Total op expenses

1,248

1,832

2,877

3,971

29,426

46,587

62,696

62,738
(35,531)

(18,390)

(29,393)

(37,903)

Op profit (pre-prov)

11,036

17,194

24,793

27,207

Impairment losses & bad debts

(5,320)

(8,001)

(11,477)

(11,021)

Profit before tax
Taxes
Net profit

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.

5,716

9,193

13,316

16,187

(1,988)

(3,182)

(4,689)

(4,575)

3,729

6,011

8,627

11,612
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SBI Cards and Payment Services
DISCLAIMER

DISCLOSURE OF INTEREST

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

Name of the Research Analyst

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.
The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not
been independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity. No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.
Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.
YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of this 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 YSL and associates 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.

: Rajiv Mehta; Sachit Damani, CFA

The analyst hereby certifies that opinion expressed in this research report
accurately reflect his or her personal opinion about the subject securities and
no part of his or her compensation was, is or will be directly or indirectly
related to the specific recommendation and opinion expressed in this research
report.
Sr.
No.

Particulars

Yes/No

1

Research Analyst or his/her relative’s or YSL’s financial
interest in the subject company(ies)

No

2

Research Analyst or his/her relative or YSL’s
actual/beneficial ownership of 1% or more securities of
the subject company(ies) at the end of the month
immediately preceding the date of publication of the
Research Report

No

3

Research Analyst or his/her relative or YSL has any other
material conflict of interest at the time of publication of
the Research Report

No

4

Research Analyst has served as an officer, director or
employee of the subject company(ies)

No

5

YSL has received any compensation from the subject
company in the past twelve months

No

6

YSL has received any compensation for investment
banking or merchant banking or brokerage services from
the subject company in the past twelve months

No

7

YSL has received any compensation for products or
services other than investment banking or merchant
banking or brokerage services from the subject company
in the past twelve months

No

8

YSL has received any compensation or other benefits from
the subject company or third party in connection with the
research report

No

9

YSL has managed or co-managed public offering of
securities for the subject company in the past twelve
months

No

10

Research Analyst or YSL has been engaged in market
making activity for the subject company(ies)

No

Since YSL and its associates are engaged in various businesses in the financial
services industry, they may have financial interest or may have received
compensation for investment banking or merchant banking or brokerage
services or for any other product or services of whatsoever nature from the
subject company(ies) in the past twelve months or associates of YSL may have
managed or co-managed public offering of securities in the past twelve
months of the subject company(ies) whose securities are discussed herein.
Associates of YSL may have actual/beneficial ownership of 1% or more and/or
other material conflict of interest in the securities discussed herein.

YES Securities (India) Limited
Registered Office: Unit No. 602 A, 6th Floor, Tower 1 & 2, Indiabulls
Finance Centre, Senapati Bapat Marg, Elphinstone Road, Mumbai –
400013, Maharashtra, India.
Tel: +91-22-71123123 | Email: research@ysil.in |
Website: www.yesinvest.in

CIN: U74992MH2013PLC240971 | SEBI Single Registration No.: NSE, BSE
& MCX: INZ000185632 | MERCHANT BANKER: INM000012227 |
RESEARCH ANALYST: INH000002376 |INVESTMENT ADVISER:
INA000007331| AMFI ARN Code – 94338 |
Details of Compliance Officer: Name: Vaibhav Purohit,
Email id: compliance@ysil.in, Contact No-+91-22-33479208
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL REPORTS
Analysts assign ratings to the stocks according to the expected upside/downside relative to the
current market price and the estimated target price. Depending on the expected returns, the
recommendations are categorized as mentioned below. The performance horizon is 12 to 18
months unless specified and the target price is defined as the analysts’ valuation for a stock. No
benchmark is applicable to the ratings mentioned in this report.

BUY: Potential return >15% over 12 months
ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-10% over 12 months
NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED
YES Securities (India) Limited (‘‘YSL’’) is a wholly owned subsidiary of YES BANK LIMITED. YSL is
a SEBI registered stock broker holding membership of NSE, BSE and MCX. YSL is also a SEBI
registered Category I Merchant Banker, Investment Adviser and a Research Analyst. YSL offers,
inter alia, trading/investment in equity and other financial products along with various value
added services. We hereby declare that there are no disciplinary actions taken against YSL by
SEBI/Stock Exchanges.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.

