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High Provisions Not Structural

State Bank of India (SBI) reported its 1QFY19 results with the key strategic pointers being: (1) Provisions
jumped 71% YoY to Rs168.49bn, mainly due to Investment Depreciation of Rs 70.98bn. Management re-iterated
slippage ratio would be contained within 2% for FY19 (2) Whole bank loan growth was tepid at 5.5% YoY,
impacted by LoU ban. Management re-iterated credit growth CAGR of 12% till FY20. (3) Opex increased 20%
YoY mainly due to wage revision and gratuity hit. (See comprehensive analyst meet takeaways for incremental
insights). Per se, on the results front, SBI posted NIl growth of 23.8% YoY at Rs218bn, PPOP growth of 0.8%
YoY at Rs120bn and a net loss of Rs49bn. We have revised our estimates for FY19/FY20 and retained Buy rating
on SBI, revising our target price to Rs353 (from Rs331 earlier) and valuing the stock at 1.4x FY20E P/ABV and
Rs85 for subsidiaries.

Several moving parts in asset quality picture but the overall picture is one of material prospective decline in
slippages and credit costs: Gross NPA addition was Rs 143.49bn compared with a past-quarter average of Rs
204.42bn. Management re-iterated slippage ratio and credit costs would each be contained within 2%. Of the gross
GNPA addition, Rs 43.65bn was due to increase in existing NPA primarily due to devolvement of non-fund exposure.
Management explained such devolvement issues would be limited prospectively given current non-fund exposure to
corporate and SME NPA is 7.7% of this NPA book. 91% of corporate slippages (Rs37.04bn) were from pre-stated
watchlist. Fresh slippages from agri and consumer segment were Rs25.6bn and Rs 19.7bn, respectively. While
consumer slippages have trended lower since merger with associates, management is now attempting to have a risk-
mitigated but profitable approach for the agri segment. Watchlist, SMA2 and stressed SMA1 taken together, fell QoQ
from Rs289.89bn to Rs246.33bn or 1.2% of advances. Management stated that they expected a writeback of ~Rs40bn
from NCLT 1 (65% cover on Rs 346bn since resolved cases move out of base) by 30t September and that they were
also “over-provisioned” on NCLT 2 cases (79% cover on Rs 284bn). Overall PCR stood at 69.3%. SBI did not avail RBI
dispensation on MTM losses and took the entire hit of Rs70.98bn during the quarter. Modfied duration of AFS book was
2.83 as of 4QFY18 compared with 1.44 for Bank of Baroda. This has declined to 2.44 as of 1QFY19 (1.33 for BoB).
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Whole bank loan growth was relatively tepid at 5.5% YoY, impacted by LoU ban: Domestic loan growth was 7.2% Key Data

YoY, impacted by a re-classification of ~Rs100bn to UK business. International loans de-grew -4.4% YoY due to a  Cyrrent Shares O/S (mn) 8,924.6
~Rs450bn reduction in Buyers’ Credit on account of LoU. Adjusted for this and including credit substitutes, credit growth

stood at 9% YoY. Share of international loans shrunk ~'140 bps YoY to 13.4% of whole bank loan book and is expected Mkt Cap (Rsbn/US$bn) 2,7117.1/39.5
to move lower to 13% by year-end. Corpoorate (including SME) grew 5.1% YoY (57% of domestic loans) whereas agri 52 Wk H/L (Rs) 352/232
loans de-grew -0.5% YoY (11% share). Consumer loans grew 14% YoY to 32% share, up ~200 bps YoY. Management

re-iterated RoA would revert to 0.9%-1.0% by FY20. They have previously stated that RoA guidance is conservative. Daily Vol. (3M NSE Avg.) 23,411,800
Opex growth of 20% YoY was much higher than past run rate but due to one offs: Of the operating expenses of

Rs165bn, staff expenses were Rs97bn, which were up 26% YoY. Of the staff expenses, salary was up 5% to Rs71bn.

Cpntribution tq employees spiked 180% YoY tg Rs25.7bn due to wage revision (R35.01bq impact) and gratuit.y .rlev@sion Price Performance (%)

hit (Rs9.03bn impact). Employee strength declined 4.8% YoY to 259980 as of 1QFY19 driven by technology initiatives.

Share of branches in transaction value fell ~500bps YoY to 18%. The management had previously guided for a 6M 1Yr
cost/income ratio of 45-46% by FY20. Whole bank NIM rose 30 bps YoY aided by interest income of Rs19.5bn due to

recovery of 2 large accounts and by 19 bps QoQ decline in cost of deposits to 5.1%. Whole bank deposits growth was SBI 54 8.7
5.8% YoY and domlestic deposits (97% of total) grew 5.8% YoY, lagging domestic loan growth. CASA ratio inched up to Nifty Index 8.4 17.
45.1% compared with 44.4% an year ago.

Valuation and outlook: We have revised our NIl estimates by -3.4%/-0.7% for FY19/FY20, PPOP estimates by -5.1%/-  Source: Bloomberg

0.9% and PAT estimates by -3.9%/0.3%, respectively. We have valued SBI at 1.4x FY20E P/ABV and Rs85 for

subsidiaries, revising our target price on it to Rs353 (from Rs331 earlier).

Y/E March (Rsmn) 1QFY19 1QFY18 4QFY18 YoY (%) QoQ (%)
Interest income 588,132 549,054 559,413 7.1 5.1
Interest expenses 370,148 372,994 359,670 (0.8) 29
Net interest income 217,984 176,060 199,743 23.8 9.1
NIM (%) 2.8 24 2.5 44bps 30 bps
Non-interest income 66,795 80,057 124,948 (16.6) (46.5)
Operating income 284,779 256,117 324,691 11.2 (12.3)
Staff costs 97,084 77,245 92,542 25.7 4.9
Other operating expenses 67,963 60,131 73,317 13.0 (7.3)
Total operating expenses 165,047 137,376 165,859 20.1 (0.5)
Cost to income (%) 58.0 53.6 51.1 432bps 687bps
Operating profit 119,731 118,741 158,832 0.8 (24.6)
Provisions 192,283 89,295 280,961 115.3 (31.6)
PBT (72,551) 29,446 (122,129) NA NA
Tax (23,793) 9,391 (44,947) NA NA
-Effective tax rate (%) 32.8 31.9 36.8 90bps (401bps)
Net profit (48,759) 20,055 -77,182 NA NA
EPS (Rs) (5.5) 2.3 (8.6) NA NA
BV (Rs) 241.0 265.3 2455 (9.2) (1.8)
Deposits 27,478,132 26,025,342 27,063,433 5.6 1.5
Advances 18,757,735 18,042,189 19,348,802 4.0 (3.1)

Source: Company, Nirmal Bang Institutional Equities Research

Please refer to the disclaimer towards the end of the document.
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Comprehensive Analyst Meet Takeaways

e SBlis planning IPO for “at least” 3 of its subsidiaries next year. As a means of price discovery, SBI will
sell 4% stake in SBI General Insurance prior to its IPO.

o About 60,000 accounts are opened everyday using SBI’s digital platform.

o The management stated that they transferred ~Rs.100bn to their UK business from the domestic
business.

o The ban on LoUs has led to the decline of ~Rs.450bn in buyers’ credit book.
o This quarter's NIl included interest income worth Rs.19.5bn due to recovery of a large account.

e The management stated that their NCLT List 1 is well provided for on all accounts and there is no
requirement of incremental provision on it. They are expecting a write-back of ~Rs.40bn by 30t
September on this book. In case resolution gets delayed it might happen in the 3 quarter.

e The management stated that SBI has maintained about 79% provision on their NCLT List 2 exposures.
They believe there is strong potential of write-backs occurring on these accounts.

e The management stated that they suffered significant MTM losses in this quarter. Entire MTM hit has
been absorbed in this quarter itself, not availing RBI dispensation.

o CRAR position improved with CET 1 ratio improving by 12 bps sequentially. This happened due to
improvement in SBI's risk weighted assets.

o Agri advances declined 0.5% YoY. The management is focusing on risk mitigated products. KCC
renewals are there but SBI is seeking to create a more commercially viable agri business.

e Pure MSME loans of the SME portfolio stood at Rs.620bn as of this quarter end. Asset quality wise,
Gross NPA ratio has improved in SME book. GST will lead to enabling greater flow of institutional credit in
this segment.

e The management stated that SBI is a leader in digital technology in the banking industry with key
initiatives focusing on Blockchain, Al, Robotics, and advanced Analytics.

e YONO, SBI's mobile application, is comparable to global applications. The management stated that this
app, which they developed in a relatively short timespan of 15 months, will in the long-run replace
physical channels and 5 years down the line, it could become the primary channel. This app also targets
the youth who better appreciate online market places.

e The management stated that their BC channels are now at a breakeven level. As more and more money
flows through DBT accounts, it will present greater opportunities to cross-sell.

o The management is targeting near PD = 0 clients on their corporate loan book.

e The management is also aiming to create corporate relationships without credit. They believe they have
all the products for mid corporate- commercial client groups.

e Modified duration of AFS book has declined from 3.3 to 2.4 in this quarter.

e The management stated that the CRM platform will be implemented in 2-3 months. As a result, lead
generation and cross-selling will happen in a systematic manner.

e The management stated that there are a lot of lenders involved in the Samadhan scheme but all are
agreeing in unision. Currently, agreement is there on process and price discovery, though, CCI approval
and other regulatory approvals will be required. The management expects things to fall into place before
the key deadline of 27t August.

o The management believes better outcome is possible in Samadhan than in NCLT. The process of inviting
bids, etc is similar and is fully compliant with RBI's 12" February circular. The management stated that
Samadhan are a set of 11 key power assets with PPA.

e The management is expecting a resolution on all their NCLT List 1 cases amounting to Rs.340bn by 30t
September. They are awaiting NCLAT order on one of these accounts in the near term.
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o On NPA reduction front, the management stated that recoveries and upgrades amounted to Rs.148.5bn
in this quarter and rest was transferred to AUCA.

e The management stated that Rs.33bn was recovered from two cases of NCLT List 1. They transferred
~Rs.19.5bn to interest income and the rest to AUCA.

o The management stated that they had already provided fully for the standby LCs that were the main
contributors to debit in existing NPA amount. This does not have any impact on provisions.

¢ Non fund exposure to corporate and SME NPA is about 7.7% of the said NPA book.

o Fresh slippages from from agri segment was Rs.25.6bn and from consumer segment was Rs.19.65bn in
this quarter.

o The management stated that Sashakt is completely in line with RBI's 12t February circular.

o The management agreed that Rs.700bn worth of power assets in the system that were under stress have
now become standard assets.

e  Exposure to aviation sector is not more than Rs.35bn as of this quarter end.

e Two big accounts from telecom sector have been recognized as NPAs. One of them forms part of NCLT,
while from the other account, payments have started coming in.

e The management stated that the average recovery from the stressed power sector book is expected to be
about 50%.

e RBI reviewed 104 accounts with SBI whose further course of action will be known in September. The
management stated that their target slippage ratio of 2% and credit costs of 2% will not be violated for the
full year of FY19.

o The management stated that the NPA impact of 12t February circular has largely been recognized.
o RWA stood at Rs.17,947.1bn as of this quarter end.
o Total non-fund exposure as of this quarter end stood at Rs.135bn.

e Provision on stressed assets of power sector book stood at 40.5% as of this quarter end. About Rs.40bn
needs to be provided on these assets in 2QFY19.

e The management is aiming to align LGD with PCR. PCR requirement as per LGD is 54% and SBl is close
to that at 53.38% (excluding AUCA).

e (Cash recoveries from their retail book came at Rs.19.21bn and upgradations worth Rs.2.88bn in this
quarter.

o The management stated that there was a higher GST payment of Rs.9bn in this quarter leading to lower
Other Miscellaneous Income.

e Breakup of provision on investments in this quarter: Rs.6.27bn on non-performing investments, Rs.5.78bn
on foreign investments and Rs.58.93bn on g-secs.
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Exhibit 1: Financial summary

Institutional Equities

Y/E March (Rsmn) FY16 FY17 FY18 FY19E FY20E
Net interest income 571,948 618,597 748,537 864,354 939,076
Pre-provision profit 432,578 508,479 595,110 679,363 808,057
PAT 99,507 104,841 (65,475) 214,322 328,790
EPS (Rs) 12.8 13.1 (7.3) 23.2 35.6
BV (Rs) 185.8 236.2 2455 271.0 303.6
P/E 18.7 18.2 (32.6) 10.3 6.7
P/BV 1.3 1.0 1.0 0.9 0.8
Gross NPAs (%) 6.5 6.9 10.9 9.9 8.7
Net NPAs (%) 3.8 37 57 45 3.3
RoA (%) 0.5 0.4 (0.2) 0.6 0.9
RoE (%) 7.3 6.3 (3.2) 9.1 12.4
Source: Company, Nirmal Bang Institutional Equities Research
Exhibit 2: Actual performance versus our estimates
(Rsmn) 1QFY19 1QFY18 4QFY18 YoY (%) QoQ (%) 1QFY19E  Devi. (%)
Net interest income 217,984 176,060 199,743 24 9 211,484 3
Pre-provision profit 119,731 118,741 158,832 1 (25) 162,380 (26)
PAT (48,759) 20,055 (77,182) NA NA 7,288 (769)
Source: Company, Nirmal Bang Institutional Equities Research
Exhibit 3: Change in our estimates
Revised estimate Earlier estimate % Revision
FY19E FY120 FY19E FY20E FY19E FY20E
Net interest income (Rsmn) 864,354 939,076 895,169 945,735 (3.4) 0.7)
NIM (%) 26 2.8 2.7 2.7 (6bps) 5bps
Operating profit (Rsmn) 679,363 808,057 716,116 815,620 (5.1) (0.9)
Profit after tax (Rsmn) 214,322 328,790 222,930 327,670 (3.9 0.3

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 4: One-year forward P/BV (adjusting for subsidiaries)
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Financial statements

Exhibit 5: Income statement Exhibit 6: Key ratios
Y/E March (Rsmn) FY16 FY17 FY18  FY19E  FY20E Y/E March FY16  FY17 FY18 FY19E FY20E
Interest income 1,639,983 1755182 2,204,993 2570207 2794299  Growth (%)
Interest expenses 1068035 1136585 1456456 1705853 1855223 NIgrowth 4.0 82  NA 155 8.6
Net interest income 571,048 618507 748537 864354 030076 ' Provision profitgrowtn nz 175 NA- 142 189
, PAT growth (24.0) 54  NA 42713 534
Fee income 144160 162,766 220,968 294586 338411 _
' Business (%)
Other income 134204 191843 216030 181663 222773 [ 98 181 NA 89 108
Net revenues 850402 973206 194544 1340602 1500260  gvances growth 126 73 NA 100 120
Operating expenses 47824 464728 599,434 661,239 692203  Bysiness growth 110 132 NA. 94 113
-Employee expenses 251138 264,893 331787 356496 392,145  Credit deposit 846 768 715 722 730
-Other expenses 166,686 199,835 267,648 304,744 300,057 CASA deposit 428 446 445 450 455
Pre-provision profit 432,578 508,479 595110 679,363 808,057  Operating efficiency (%)
Provisions 204836 350927 750302 354632 309,890 Costto-income 491 478 502 493 461
Loan loss provision 208808 320056 713742 304744 93289 Costio-assels 19 18 19 19 18
o Productivity (Rsmn)
-Investment depreciation 1,495 2,984 80,876 36,540 - )
N Business per branch 1,903.3 1,987.3 20707 22599 25157
-Other provisions (G467) 27887 (44226) 13340 16601 g o emmioye 1538 1725 1758 1968 2194
PBT 137742 148552 (155282) 324731 498167  pyoi ner branch 59 58 29 95 146
Tax 38,235 43711 (89,808) 110,408 169,377  Profit per employee 05 05 02 0.8 13
PAT 99,507 104,841 (65475) 214,322 328,790  Spread (%)
Source: Company, Nirmal Bang Institutional Equities Research Yield on advances 84 7.9 8.1 8.2 8.3
Yield on investments 79 72 7.7 8.1 8.0
Exhibit 7: Balance sheet Cost of deposits 6.0 5.6 57 57 57
YJE March (Rsmn) FY16  FY17  FY18  FY19E  Fyog Yeldonassels 82 77 80 82 82
- - Cost of funds 56 51 54 54 55
Equity capital 7,763 7,973 8,925 9,247 9,247
NIM 29 2.7 2.7 26 28
Reserves & surplus 1434981 1874887 2182361 2496361 2,798,565 . .
Capital adequacy (%)
Shareholders’ funds 1,442,744 1,882,850 2,191,285 2,505,608 2,807,812 Tier | 99 104 104 114 11.0
Deposits 17,307,225 20,447,514 27,063,433 29,482,033 32,674,585 Tier || 3.2 28 29 19 18
-Current deposits 1,398,070 1524211 1901739 2,063742 2287221 Total CAR 13.1 131 126 132 129
-Saving deposits 5977461 7,589,614 10,137,745 11203173 12,579,715  Asset quality (%)
-Term deposit 9,031,693 11,333,689 15,023,949 16,215,118 17,807,649  Gross NPAs 6.5 69 109 9.9 8.7
Borrowings 3233445 3176937 3621421 2560083 3330035 VetNPAs 38 ar 57 45 3.3
Other liabilities 1592761 1552352 1671381 1695384 1674341 -Peciicprovision coverage 432 481 S04 STd 642
Provision coverage (incl w/off) 60.7 65.9 58.0 64.7 714
Total liabilities 23,576,174 27,059,662 34,547,520 36,243,108 40,486,774
_ Slippage 4.6 26 9.1 2.0 15
Cashlequivalent 1674676 1719716 1918986 2447623 2741338 (0 ”5 > 1 15 13
Advances 14,637,004 15,710,780 19,348,802 21,283,682 23,837,724  Retum (%)
Investments 5756517 7,659,896 10609867 9574951 10677176 p o 73 63 32 9.1 124
Fixed assets 103893 429,190 399923 439915 483906 RoA 05 04 02 06 09
Other assets 1,404,084 1540080 2269942 2496936 2746630 RoRWA 08 07 04 1.4 15
Total assets 23,576,174 27,059,662 34,547,520 36,243,108 40,486,774 Pershare
. — ” EPS 128 131 73 232 356
Source: Company, Nirmal Bang Institutional Equities Research
BV 1858 2362 2455 2710 3036
ABV 1140 1234 935 1409 1920
Valuation (x)
PIE 187 182  -326 103 6.7
P/BY 13 10 10 09 08
PIABY 23 2.1 28 18 13

Source: Company, Nirmal Bang Institutional Equities Research
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Rating track
Date Rating Market price (Rs) Target price (Rs)
14 August 2014 Buy 2,418 2,915
8 October 2014 Buy 2,411 2,915
17 November 2014 Buy 2,785 3,200
22 December 2014 Buy 304 363
8 January 2015 Buy 301 363
16 February 2015 Buy 308 375
25 May 2015 Buy 282 375
12 August 2015 Buy 268 375
9 November 2015 Buy 244 375
12 February 2016 Buy 155 220
30 May 2016 Buy 201 240
16 August 2016 Buy 244 280
15 November 2016 Buy 272 315
13 February 2017 Buy 275 315
14 February 2017 Buy 272 335
22 May 2017 Buy 309 355
14 August 2017 Buy 280 325
13 November 2017 Buy 333 386
12 February 2018 Buy 296 364
23 May 2018 Buy 254 331
13 August 2018 Buy 304 353
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private
circulation. NBEPL is a registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having
Registration no. INH0O00001436. NBEPL is also a registered Stock Broker with National Stock Exchange of India Limited
and BSE Limited in cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at
times, have different or contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing /
dealing in securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the
subject company. NBEPL or its associates or Analyst do not have any conflict or material conflict of interest at the time of
publication of the research report with the subject company. NBEPL or its associates or Analyst or his relatives do not hold
beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the date of
publication of this research report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of
securities of the company covered by Analyst during the past twelve months. NBEPL or its associates have not received
any compensation or other benefits from the company covered by Analyst or third party in connection with the research
report. Analyst has not served as an officer, director or employee of Subject Company and NBEPL / analyst has not been
engaged in market making activity of the subject company.

Analyst Certification: I, Shivaji Thapliyal, the research analyst is the author of this report, hereby certifies that the views
expressed in this research report accurately reflects my personal views about the subject securities, issuers, products,
sectors or industries. It is also certified that no part of the compensation of the analyst was, is, or will be directly or
indirectly related to the inclusion of specific recommendations or views in this research. The analyst principally responsible
for the preparation of this research report and has taken reasonable care to achieve and maintain independence and
objectivity in making any recommendations.
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Disclaimer
Stock Ratings Absolute Returns

BUY >15%
ACCUMULATE -5% t015%
SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL
is not soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to
engage in or refrain from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives,
financial situation and particular needs of the reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or
redistributed to any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any
way. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients
as customers by virtue of their receiving this report. This report is not directed or intended for distribution to or use by any person or entity resident in
a state, country or any jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would
subject NBEPL & its group companies to registration or licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is
accurate, complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it.
NBEPL or any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent
error in the information contained in this report. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of
any kind, regarding any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular
purpose, and non-infringement. The recipients of this report should rely on their own investigations.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making
modifications and alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent
recommendations to its clients, and would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether
the advice is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities
trading. The price of securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the
additional risks inherent in international investments, such as currency fluctuations and international stock market or economic conditions, which may
adversely affect the value of the investment. Opinions expressed are subject to change without any notice. Neither the company nor the director or the
employees of NBEPL accept any liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or
further communication in relation to this research. Here it may be noted that neither NBEPL, nor its directors, employees, agents or representatives shall be
liable for any damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profit that may arise from or in
connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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