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Double digit credit growth continues; earnings take a hit owing to MTM losses

CMP
INR 520

Target
INR 680

Potential Upside
30.7%

Sector
Banking

Recommendation
BUY

Market Cap (INR Mn)
INR 46,41,691

Net Interest Income (NII) for Q1FY23 increased by 12.9% YoY, while it was flat QoQ at INR 3,11,959 Mn. NIMs stood at 3.23% in

Q1FY23 vs 3.15% in Q1FY22 (vs 3.40% in Q4FY22).

The operating profit declined by 32.

8% YoY and 35.3% QoQ at INR 1,27,526 Mn in Q1FY23, impacted by higher MTM losses on

investment book. The core operating profits, excluding the trading income & MTM losses, grew by 14.4% YoY in Q1FY23. The
fee income for Q1FY23 grew by 17.9% YoY. SBIN has registered net profit of INR 60,681 Mn in Q1FY23. This represents a decline
of 6.7% YoY (-33.4% QoQ). The decline is owing to lower non-interest income during Q1FY23.

Gross NPA ratio at 3.91%, an improvement of 141 bps YoY (improved 6 bps QoQ). Net NPA ratio stood at 1.0% as of June 30,

2022, against 1.02% as of March 31, 2022.
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KEY FINANCIALS

NII 9,80,848 | 11,07,100 | 12,07,076 | 14,66,442 | 17,30,369
PPOP 6,19,170 7,00,144 7,52,924 | 8,42,862 | 10,02,651
PAT 1,44,881 2,04,105 3,16,760 | 4,34,686 | 5,28,461
EPS 16.2 22.9 35.5 48.7 59.2
NIM 2.9% 3.0% 2.9% 3.2% 3.3%
Advances Growth 6.4% 5.3% 1.6% 14.0% 12.5%

Source: Company, KRChoksey Research

Resilient Balance sheet; robust credit growth offtake: SBIN reported a balance sheet
growth of 10.3% YoY, crossing INR 50,258 Bn mark for the first time as of June 30, 2022.
The bank’s credit book as of June 30, 2022, stood at INR 28,152 Bn, a growth of 15.8% YoY.
The retail segment saw a strong growth momentum reporting a growth of 18.6% YoY.
Within the retail segment, home loans registered a growth of 18.8% YoY, while Xpress
Credit grew 32.4% YoY. The corporate, SME & Agri also saw a healthy growth of 10.6%,
10.0% and 9.8% YoY, respectively. The international banking business for the quarter grew
22.4% YoY, majorly led by the syndicated loan & trade finance segments. On the deposits
front, the bank reported a growth of 8.7% YoY at INR 40,457 Bn, with domestic CASA at
45.3%. SBIN will continue to aim at increasing the CASA ratio with an improved focus on
the current account growth and, simultaneously, maintain its leadership position in
savings and overall deposits portfolio. The loan book is expected to sustain its double-digit
growth with strong traction across all the segments, especially the retail portfolio. We
expect the loan book to grow at 13.2% CAGR over FY22-24E while deposits to grow at 11.7%
CAGR.

Operating profits impacted due to MTM losses: The Net Interest Income (NII) for Q1FY23
grew 12.9% YoY while remaining flat on a QoQ basis, with NIMs at 3.23%. NIMs fell 17 bps
QoQ on account of interest on tax refund of ~INR 6 Mn in Q4FY22, which led to a margin
of 3.4% in Q4FY22. The operating profit for Q1FY23 declined by 32.8% YoY [ 35.3% QoQ. The
non-interest income was lower owing to higher MTM losses. The MTM losses for the
quarter stood at INR 65,490 Mn. The cost-to-income ratio for Q1FY23 stood at 61.9%
against 51.9% in Q1FY22 (54.2% in Q4FY22). The cost-to-income ratio was higher despite
lower expenses in sequentially due to lower operating income led by the MTM losses.
Lower operating profits led to an impact on the return ratios & net profit of the bank. Net
profit stood at INR 60,681 Mn, a de-growth of 6.7% YoY/ 33.4% QoQ, despite lower
provisions for the quarter.
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Asset quality improved with decline in slippages: The GNPA stood at 3.91%, a decline of 6 bps QoQ (141 bps YoY), and NNPA at 1.0%
(a decline of 2/77 bps QoQ/YoY). The slippages for Q1FY23 stood at INR 97.4 Bn (declined by 37.8% YoY), with a slippage ratio of 1.4%
in Q1FY23 as against 2.5% in Q4FY22. The recoveries for Q1FY23 stood at INR 52,080 Mn. The PCR improved sharply by 719 bps YoY
at 75.1%. We expect the slippages to remain moderate with healthy recoveries & upgrades going ahead to bring stability to the
asset quality.

. The increase in urban consumption, rural demand and agriculture improvement, and the likelihood of a normal monsoon
will help the economy gain traction.

. The government's CapEx program and improved capacity utilization will support investment activity.

. The MTM losses have impacted the ROA of the bank for the quarter, which has come down by nine bps YoY to 0.48% and
the ROE of the bank, which has declined by 203 bps to 10.1% due to a consequent decline in net profit. However, excluding
the MTM losses, the notional ROA and ROE would be 0.89% and 18.57%, respectively, on the expected lines and track of its
medium-term guidance.

. SBIN saw a hit because of MTM losses amounting to INR 65,490 Mn. The bank doesn't see any actual in this book, and as
the rate softens, the MTM losses will be recovered.

. The bank had the redemption of INR 840 Bn on the AFS book, which will bring down the MTM losses; a further provision of
INR 15,030 Mn were made for the investment depreciation during the quarter.

. The home loan application registered a growth of 3x, while the sanctions in value terms doubled YoY.

o The net NPA of the bank has been brought down to 1%, which is a result of focus and continuous attention in this area.

o The registered users on YONO stood at over 52.5 Mn, a big milestone for SBIN and has created a significant value for the

bank. 65% of the new savings accounts are opened through YONO.

o With the economy picking up, the bank sees growth in credit offtake. SBIN will also focus on increasing the CASA ratio,
emphasizing the current account book and maintaining its leadership position in savings and deposits. The better
utilization of its liabilities will lead to improvement in the key ratios.

Valuation and view: In Q1FY23, SBIN reported a mixed performance where the business momentum showed strong growth, while
the MTM losses impacted its earnings growth. The advances showed a double-digit growth led by retail loan growth of ~15% YoY
with strong momentum in the Xpress Credit segment & home loan segment. The asset quality has improved, with NNPAs at 1.0% as
of June 30, 2022. Despite a fall in the provisions for the quarter, the profitability took a hit owing to MTM losses on the investment
book of the bank. The bank has made additional provisions for the movement of bond yields from 7.1% to 7.45%, which it believes is
sufficient.

SBIN will continue to see strong traction on the credit growth front, led by improvement of the corporates CAPEX cycle and robust
momentum in retail, especially home loans & Xpress credit segment. SBIN has been striving to strengthen its overall balance sheet
and improve its CASA mix to maintain its margins at a sustainable level. On the asset quality front, we saw further improvement in
the ratios with the moderation of slippages and healthy upgrades and recoveries, resulting in healthy earnings growth over the
next two years.

We believe SBIN is better placed than its PSU peers to manage the uncertainties, given its size & leadership in the banking system.
We have factored a CAGR of 29% in profits growth while advances growth of 13% CAGR over FY22-24E. We expect its ROA to
improve to 0.9% by FY24E and ROE to ~15.1% by FY24E. We value the bank at 1.4x FY24E P/ABV on an ABV of INR 387.6 per share,
and the subsidiaries value at INR 137 per share. We revise our target price to INR 680 per share (previously INR 617 per share),
with an upside of 30.7%. We maintain our "BUY" rating on the shares of SBIN.
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Advances continues to show traction as

CASA ratio sequentially stable
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KEY FINANCIALS

Exhibit 1: Profit & Loss Statement (Standalone)

INR Mn FY 20 FY 21 FY 22 FY 23E FY 24E
Interest Income 25,73,236 26,51,506 27,54,573 32,79,700 37,43,647
Interest Expense 15,92,388 15,44,406 15,47,497 18,13,258 20,13,278
Net Interest Income 9,80,848 11,07,100 12,07,076 14,66,442 17,30,369
Non interest income 3,90,058 4,19,566 4,05,639 3,26,881 3,80,474
Operating income 13,70,907 15,26,666 16,12,715 17,93,323 21,10,843
- Employee expense 4,57,150 5,09,360 5,01,436 5,87,132 5,98,875
- Other operating expense 2,94,587 3,17,162 3,58,355 3,79,856 4,02,648
Operating Expense 7,51,737 8,26,522 8,59,791 9,50,461 11,08,193
PPOP 6,19,170 7,00,144 7,52,924 8,42,862 10,02,651
Provisions 4,30,699 4,40,130 2,44,521 2,63,281 2,98,037
PBT 1,88,471 2,60,014 5,08,403 5,79,581 7,04,614
Exceptional Items 62,156 15,397 -74,184 o] 0
Tax Expense 1,05,747 71,307 1,17,459 1,44,895 1,76,154
PAT 1,44,881 2,04,104 3,16,760 4,34,686 5,28,461
Diluted EPS (INR) 16.2 22.9 35.5 48.7 59.2

Source: Company, KRChoksey Research
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Exhibit 2: Balance Sheet (Standalone)
INR Mn FY 20 FY 21 FY 22 FY 23E FY 24E
Source of Funds
Share capital 8,925 8,925 8,925 8,925 8,925
Reserves & Surplus 23,11,150 25,29,827 27,91,956 32,26,642 37,55,102
Networth 23,20,074 25,38,752 28,00,881 32,35,566 37,64,027
Borrowings 31,46,557 41,72,977 42,60,434 44,73,455 46,97,128
Deposits 3,24,16,207 3,68,12,771 4,05,15,341 4,52,66,493 5,05,78,927
Other liabilities & provisions 16,31,101 18,19,797 22,99,318 25,93,998 24,59,417
Total Equity & Liabilities 3,95,13,939 4,53,44,296 4,98,75,974 5,55,69,513 6,14,99,499
Uses of Funds
Cash & Balance with RBI 8,43,612 12,98,372 13,66,931 14,07,939 14,50,177
Other Bank and Call Money 16,67,358 21,32,015 25,78,592 27,33,308 28,97,306
Net investments 1,04,69,545 1,35,17,052 1,48,14,455 1,62,95,900 1,79,25,490
Loans & advances 2,32,52,896 2,44,94,978 2,73,39,666 3,11,67,219 3,50,63,122
Fixed assets 3,84,393 3,84,192 3,77,082 3,95,936 4,15,732
Other assets 28,96,136 35,17,687 33,99,249 35,69,211 37,47,672
Total Assets 3,95,13,939 4,53,44,296 4,98,75,974 5,55,69,513 6,14,99,499

Source: Company, KRChoksey Research
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Exhibit 3: Ratio Analysis
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Key Ratio FY 20 FY 21 FY 22 FY 23E FY 24E
Growth Rates
Advances (%) 6.4% 5.3% 11.6% 14.0% 12.5%
Deposits (%) 1.3% 13.6% 10.1% 1.7% 1.7%
Total assets (%) 7.3% 14.8% 10.0% 1.4% 10.7%
NIl (%) 11.0% 12.9% 9.0% 21.5% 18.0%
Pre-provisioning profit (%) 14.9% 13.1% 7-5% 11.9% 19.0%
PAT (%) 1580.3% 40.9% 55.2% 37.2% 21.6%
B/S Ratios
Credit/Deposit (%) 71.7% 66.5% 67.5% 68.9% 69.3%
CASA (%) 43.5% 45.4% 44.5% 44.3% 44.8%
Advances/Total assets (%) 58.8% 54.0% 54.8% 56.1% 57.0%
Leverage - Total Assets to Equity 17.03 17.86 17.81 17.17 16.34
Operating efficiency
Costfincome (%) 54.8% 54.1% 53.3% 53.0% 52.5%
Opex/total assets (%) 1.9% 1.8% 1.7% 1.7% 1.8%
Opex/total interest earning assets 2.2% 2.1% 2.0% 1.9% 2.0%
Profitability
NIM (%) 2.9% 3.0% 2.9% 3.2% 3.3%
RoA (%) 0.4% 0.5% 0.7% 0.8% 0.9%
ROE (%) 6.4% 8.4% 11.9% 14.4% 15.1%
Asset quality
Gross NPA (%) 6.2% 4.7% 4.3% 4.0% 3.8%
Net NPA (%) 2.2% 1.2% 1.2% 1.1% 1.0%
PCR (%) (excl. AUCA) 65.2% 75.0% 71.0% 72.0% 73.0%
Slippage (%) 2.1% 2.5% 2.0% 2.0% 2.0%
Credit cost (%) 1.2% 1.1% 0.6% 0.5% 0.5%
Per share data [ Valuation
EPS (INR) 16.2 22.9 35.5 48.7 59.2
BVPS (INR) 260.0 284.5 313.8 362.5 421.8
ABVPS (INR) 201.8 243.2 282.5 329.7 387.6
P/E (x) 32.6 20.1 12.9 10.6 8.7
P/BV (x) 2.0 1.6 1.5 1.4 1.2
P/ABV (x) 2.6 1.9 1.6 1.6 1.3

Source: Company, KRChoksey Research
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09-Aug-22 520 680 BUY Buy More than 15%
16-May-22 455 617 BUY Accumulate 5% —15%
07-Feb-22 533 617 BUY Hold 0-5%
08-Nov-21 531 617 BUY Reduce -5%— 0
31-Aug-21 422 532 BUY Sell Less than - 5%
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