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State Bank of India

Steady 3Q performance; one-off dents profit

m SBI posted a lower 3Q PAT of Rs91.6bn (InCred est: Rs140.8bn), despite
consistent operational performance, amid a one-off Rs71bn pension provision.

= With a large workforce (0.24m active & 0.3m retired), overall opex may remain
high despite SBI management’s focus on improving employee productivity.

m Consistent delivery of +1% RoA/ +15% RoE to command a valuation premium.
Retain our high-conviction ADD rating with a higher target price of Rs800.

Credit momentum across segments; deposit growth disappoints
State Bank of India or SBI's gross advances grew by ~14.5% yoy/~5.1% qoq in 3QFY24
to Rs35.8tr backed by demand across segments, including corporate and international
loans. Although retail/SME/agri loans remain growth engines, the sequential pick-up
(+5.1% qoq) in corporate/international loans surprises positively. On the contrary, deposit
growth continues to disappoint at ~13% yoy/~1.6% goq amid tight liquidity and declining
retail demand. Though the additional Rs4tr in the form of liquid investments (over and
above the Statutory Liquidity Ratio or SLR) along with a healthy liquidity coverage ratio of
~131% provides some comfort, we prefer to keep a close eye on further developments.

Sequential decline in margins continue amid repricing of deposits
SBI reported a sequential dip of ~3bp in margins to ~328bp (whole bank) amid consistent
repricing of low-cost deposits of previous years. We expect the margin trend to remain
softer amid continuation of deposit repricing as well as the easing CASA trend.

Trend of elevated operating expenses continues including one-off

SBI has been reporting elevated operating expenses (+28.6% yoy in 9MFY24), mainly led
by the spurt in employee charges. The bank also had a one-off charge of Rs77bn during
the quarter pertaining to a probable adverse judgement on pension liabilities as well as for
neutralization of dearness allowance growth. SBI has a workforce comprising 0.235m &
0.3m retired employees with an attrition level of ~1%, which may keep overall opex higher
despite management’s focus on improving employee productivity to negate the impact.

Asset quality healthy; no negative surprise on fresh slippage
Headline NPAs of SBI declined sequentially, with GNPAs at 2.4% and NNPAs at 0.62%
and the coverage at ~75.5%. The trend in fresh slippage and recoveries was encouraging,
resulting in an annualized credit cost of ~25bp, which is sustainable in the near term.

Valuation

The standalone SBI with +1% RoA & with growth diversity and improving asset quality
trend to command a valuation premium. We retain our high-conviction ADD rating on it with
a higher target price of Rs800 (Rs750 earlier) or ~1.8x FY25F P/ABV. We have valued SBI
on a sum-of-the parts (SOTP) basis, with the standalone bank valued at ~1.4x FY25F ABV
and the subsidiaries contributing Rs200/share. Downside risks: Weaker growth and surge
in non-performing assets or NPAs.

Financial Summary Mar-21A Mar-22A Mar-23F Mar-24F Mar-25F
Net Interest Income (Rsm) 1,107,100 1,207,076 1,448,405 1,594,772 1,921,663
Total Non-Interest Income (Rsm) 434,966 405,639 366,156 476,547 463,132
Operating Revenue (Rsm) 1,542,066 1,612,715 1,814,561 2,071,318 2,384,795
Total Provision Charges (Rsm) (440,130) (244,521) (165,073) (41,900) (159,674)
Net Profit (Rsm) 204,107 316,760 502,325 545,771 621,768
Core EPS (Rs) 22.87 35.49 56.29 61.15 69.67
Core EPS Growth 26% 82% 35% 19% 4%
FD Core P/E (x) 28.41 18.30 11.54 10.62 9.32
DPS (Rs) 4.00 7.10 11.30 15.29 19.16
Dividend Yield 0.62% 1.09% 1.74% 2.35% 2.95%
BVPS (Rs) 284.5 313.8 367.1 412.9 463.5
P/BV (x) 2.28 2.07 1.77 1.57 1.40
ROE 8.4% 14.6% 16.5% 17.7% 15.9%

% Change In Core EPS Estimates
InCred Research/Consensus EPS (x)
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Figure 1: Quarterly earnings summary

Particulars (Rs m) 1QFY23 2QFY23 3QFY23 4QFY23 1QFY24 2QFY24 3QFY24 YoY (%) QoQ (%)
Net Interest Income 3,11,959 3,51,834 3,80,686 4,03,925 3,89,050 3,95,000 3,98,157 4.6% 0.8%
Domestic NIM (% of AUM) 2.9% 3.2% 3.3% 3.4% 3.2% 3.2% 3.1%
Fee-Based Income 23,122 88,743 1,14,677 1,39,614 1,20,634 1,07,906 1,14,589 -0.1% 6.2%
Operating Expenses 2,07,556 2,29,377 2,43,171 2,97,328 2,56,714 3,08,740 3,09,386 27.2% 0.2%
Operating Profit 1,27,526 2,11,200 2,52,193 2,46,211 2,52,969 1,94,166 2,03,361 -19.4% 4.7%
Provisions 43,924 30,387 57,606 33,157 25,013 1,153 6,879 -88.1% 496.7%
% of operating profit 34.4% 14.4% 22.8% 13.5% 9.9% 0.6% 3.4%
Exceptional Items - - - - - - (71,000)
PBT 83,602 1,80,814 1,94,587 2,13,054 2,27,956 1,93,013 1,25,482 -35.5% -35.0%
Tax -22,921 -48,168 -52,534 -46,109 -59,113 -49,713 -33,843 -35.6% -31.9%
Tax rate (%) -27.4% -26.6% -27.0% -21.6% -25.9% -25.8% -27.0%
PAT 60,681 1,32,645 1,42,053 1,66,945 1,68,843 1,43,300 91,640 -35.5% -36.1%
Gross NPL 11,32,717 10,68,041 9,83,465 9,09,278 9,13,278 8,69,741 8,67,488 -11.8% -0.3%
GNPL (% of loans) 3.9% 3.5% 3.1% 2.8% 2.8% 2.6% 2.4%
Net NPL 2,82,579 2,35,722 2,34,843 2,14,666 2,29,954 2,13,524 2,24,084 -4.6% 4.9%
NNPL (% of loans) 1.0% 0.8% 0.8% 0.7% 0.7% 0.6% 0.6%
Provision Coverage (%) 75.1% 77.9% 76.1% 76.4% 74.8% 75.4% 74.2%
Advances (Rs m) 28,152 29,513 30,582 31,993 32,350 33,452 35,195 15.1% 5.2%
Deposits (Rs bn) 40,457 41,903 42,136 44,238 45,312 46,892 47,622 13.0% 1.6%
Figure 2: Oor revised earnings estimates

FY24F FY25F FY26F
ViSLER S ) Earlier Revised % change Earlier Revised % change Earlier Revised % change
Net interest income 15,98,118 15,94,772 -0.2% 18,09,213 19,21,663 6.2% 20,52,386 22,17,925 8.1%
Non Interest Income 4,35,512 4,76,547 9.4% 4,90,008 4,63,132 -5.5% 5,51,879 5,12,166 -71.2%
PPOP 8,96,690 8,48,440 -5.4% 10,11,749 9,97,635 -1.4% 11,43,330 11,55,511 1.1%
PAT 6,04,861 5,45,771 -9.8% 6,28,657 6,21,768 -1.1% 7,00,801 7,02,162 0.2%
EPS (Rs) 67.8 61.2 -9.8% 70.5 69.7 -1.1% 78.5 78.7 0.2%
BV (Rs) 418.0 413.0 -1.2% 469.1 463.6 -1.2% 524.1 518.6 -1.0%

Conference-call highlights

SBl is open to raising funds, but not at the cost of growth, as the bank can grow
its loan book by Rs7.5tr by way of incremental funds from a higher RoE against
loan book growth, which is 5% incrementally.

FY25F guidance on loan book growth is around 15% and the interest rate
margin to be at the same level.

Growth in advances and deposits is expected at a similar level.

The fall in the net interest margin or NIM is due to repricing of products and
higher deposit rates.

Management expects an interest rate cut in 2Q or 3Q of the next financial year.

Excluding the impact of Reserve Bank of India or RBI guidelines on increased
risk weight, CRAR would have been at 13.75%, higher by 70bp, and CET-1
would have been at 9.58%, higher by 49bp (excluding Rs9m profit).

There is enough liquidity as the liquidity coverage ratio is at 131% and the
credit- deposit ratio is at 66%.

Credit costs are at lower levels in 15-20 years and they are due to the healthy
economic growth in the country and the investments in strengthening the
mechanism to underwrite the risk.

An exceptional item of Rs71lbn comprises two components — firstly, an
anomaly in the pension fund at 40% for some employees and at 50% in the
case of other employees for which Rs54bn has been provided while the
balance amount of Rs 17bn is towards dearness relief neutralization. Tax
benefit on the provision is available.

The provision to be made in 4QFY24F on account of the hike in the wage rate
to 17% stands at Rs54bn. It will increase the cost-to-income ratio of the bank.

The cost-to-income ratio of the bank stands at 57.35%, including wage hike
provision and excluding the impact of a one-time exceptional item of pension
liabilities and dearness relief neutralization.
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e The impact of the wage hike in the next financial year will be around Rs5bn per
month, which is around Rs60bn overall.

e Management is leveraging data analytics, which has brought about a
significant business of Rs950bn that was sourced through analytical leads,
showing a growth of 37% YoY.

¢ Intheloan book, 37.4% is linked to MCLR, 27.4% is linked to EBLR and 20.7%
are fixed-rate loans.

e Recoveries from retail branches stood at Rs15.37bn and from specialized
wings they were at Rs27.58bn. The biggest recovery in the case of major loans
is Rs2bn and in the case of small loans it is Rs0.33bn. No recoveries from
NCLT cases during the quarter.

¢ Rural infrastructure development fund stands at Rs2,670bn.
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Rolling P/BV (x) (Ihs) ROE (rhs) 12-mth Fwd Rolling FD Core P/E (x) (lhs)
Profit & Loss
(Rsm) Mar-21A Mar-22A Mar-23F Mar-24F Mar-25F
Net Interest Income 1,107,100 1,207,076 1,448,405 1,594,772 1,921,663
Total Non-Interest Income 434,966 405,639 366,156 476,547 463,132
Operating Revenue 1,542,066 1,612,715 1,814,561 2,071,318 2,384,795
Total Non-Interest Expenses (793,347) (827,305) (944,459) (1,174,703) (1,338,580)
Pre-provision Operating Profit 715,544 752,924 837,130 848,440 997,635
Total Provision Charges (440,130) (244,521) (165,073) (41,900) (159,674)
Operating Profit After Provisions 275,413 508,402 672,056 806,540 837,962
Pretax Income/(Loss) from Assoc.
Operating EBIT (incl Associates) 275,413 508,402 672,056 806,540 837,962
Non-Operating Income/(Expense)
Profit Before Tax (pre-El) 275,413 508,402 672,056 806,540 837,962
Exceptional Items (74,184) (71,000)
Pre-tax Profit 275,413 434,219 672,056 735,540 837,962
Taxation (71,307) (117,459) (169,732) (189,769) (216,194)
Consolidation Adjustments & Others
Exceptional Income - post-tax
Profit After Tax 204,107 316,760 502,325 545,771 621,768
Minority Interests
Pref. & Special Div
FX And Other Adj.
Net Profit 204,107 316,760 502,325 545,771 621,768
Recurring Net Profit
Balance Sheet Employment
(Rsm) Mar-21A Mar-22A Mar-23F Mar-24F Mar-25F
Gross Loans/Cust Deposits 90.5% 93.9% 98.7% 100.8% 105.4%
Avg Loans/Avg Deposits 95.3% 92.3% 96.4% 99.8% 103.2%
Avg Liquid Assets/Avg Assets 35.3% 37.5% 35.7% 32.6% 30.5%
Avg Liquid Assets/Avg IEAsS 41.7% 44.5% 41.8% 37.4% 34.6%
Net Cust Loans/Assets 54.0% 54.8% 58.0% 60.6% 62.2%
Net Cust Loans/Broad Deposits 90.5% 93.9% 98.7% 100.8% 105.4%
Equity & Provns/Gross Cust Loans 10.4% 10.2% 10.2% 9.9% 9.7%
Asset Risk Weighting 51.9% 52.5% 51.9% 51.3% 51.1%
Provision Charge/Avg Cust Loans 1.84% 0.94% 0.56% 0.12% 0.40%
Provision Charge/Avg Assets 1.04% 0.51% 0.31% 0.07% 0.25%

Total Write Offs/Average Assets
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Balance Sheet

(Rsm) Mar-21A Mar-22A Mar-23F Mar-24F Mar-25F
Total Gross Loans 24,494,978 27,339,666 31,992,692 37,115,288 42,702,076
Liquid Assets & Invst. (Current) 13,517,052 14,814,454 15,703,662 16,668,787 17,997,912
Other Int. Earning Assets
Total Gross Int. Earning Assets 38,012,028 42,154,120 47,696,356 53,784,076 60,699,988
Total Provisions/Loan Loss Reserve
Total Net Interest Earning Assets 38,012,028 42,154,120 47,696,356 53,784,076 60,699,988
Intangible Assets
Other Non-Interest Earning Assets 3,517,687 3,399,249 3,970,616 4,487,203 5,082,195
Total Non-Interest Earning Assets 3,901,879 3,776,331 4,394,434 4,914,415 5,509,354
Cash And Marketable Securities 3,430,387 3,945,523 3,078,996 2,524,735 2,450,124
Long-term Investments
Total Assets 45,344,296 49,875,972 55,169,784 61,223,224 68,659,464
Customer Interest-Bearing Liabilities 27,063,432 29,113,860 32,416,208 36,812,772 40,515,340
Bank Deposits
Interest Bearing Liabilities: Others 3,621,421 4,030,171 3,146,556 4,172,977 4,260,434
Total Interest-Bearing Liabilities 30,684,854 33,144,030 35,562,764 40,985,748 44,775,776
Banks Liabilities Under Acceptances
Total Non-Interest Bearing Liabilities 1,671,381 1,455,978 1,631,101 1,819,797 2,299,318
Total Liabilities 32,356,234 34,600,008 37,193,864 42,805,544 47,075,092
Shareholders Equity 2,538,752 2,800,881 3,276,085 3,685,413 4,136,194
Minority Interests
Total Equity 2,538,752 2,800,881 3,276,085 3,685,413 4,136,194
Key Ratios

Mar-21A Mar-22A Mar-23F Mar-24F Mar-25F
Total Income Growth 12.9% 9.0% 20.0% 10.1% 20.5%
Operating Profit Growth 4.8% 4.9% 10.8% 3.0% 16.7%
Pretax Profit Growth 10% 58% 55% 9% 14%
Net Interest To Total Income 71.8% 74.8% 79.8% 77.0% 80.6%
Cost Of Funds 5.42% 4.85% 5.45% 6.71% 5.82%
Return On Interest Earning Assets 7.4% 6.9% 7.4% 8.2% 7.7%
Net Interest Spread 1.98% 2.02% 1.94% 1.49% 1.90%
Net Interest Margin (Avg Deposits) 4.42% 4.30% 4.71% 4.61% 4.97%
Net Interest Margin (Avg RWA) 4.88% 4.86% 5.29% 5.31% 5.78%
Provisions to Pre Prov. Operating Profit 62% 32% 20% 5% 16%
Interest Return On Average Assets 2.61% 2.54% 2.76% 2.74% 2.96%
Effective Tax Rate 25.9% 27.1% 25.3% 25.8% 25.8%
Net Dividend Payout Ratio 17.5% 16.2% 20.1% 22.1%
Return On Average Assets 0.48% 0.82% 0.96% 1.06% 0.96%
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