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SBI reported a PAT of Rs209m for 4QFY11 v/s our estimate of Rs28.3b. Negative surprises came from the following: (1)

NII was Rs80.6b, 13% lower than our estimate, largely due to 54bp QoQ decline in NIM, (2) asset quality deteriorated
sharply, leading to higher NPA provisions, and (3) certain non-allowable expenses led to high taxation provisions (tax rate
at nearly 99%). Key highlights are:

 NIM declined 54bp QoQ to 3.1%, led by lower yield on loans (down ~24bp QoQ) and higher cost of deposits (up 34bp
QoQ).

 Gross slippages were Rs56b v/s ~Rs40b (adjusted) in 3QFY11. The annualized slippage ratio for 4QFY11 increased

to 3.6% v/s 2.6% for 9MFY11 and 2.5% (adjusted) in 3QFY11 - a key disappointment.
 The bank made provisions of Rs41.6b during the quarter (v/s our estimate of ~Rs26b) including MTM provision of

Rs3b. NPA provisions stood at Rs32.7b while Rs5b was towards special home loan scheme (teaser rate loans).

 Under AS-15, pension liability for SBI stood at Rs117b. Of this, it was already carrying provisions of Rs13b and Rs25b
was provided in FY11. The balance shortfall of Rs79b has been charged to reserves (Rs125/share impact on book
value). Post this charge, the bank is now linked to the 9th bipartite agreement for pension liability.

 CAR at the end of FY11 stood at 11.98%, with tier-I CAR at 7.77%. The management expects to receive fresh equity
capital by way of rights issue in FY12.

Valuation and view: While near-term uncertainty over asset quality prevails, we believe valuations are attractive at 1.3x
FY13E consolidated BV. RoE is expected to improve from 13% in FY11 to ~19% by FY13 (without assuming capital
raising). We maintain Buy with a target price of Rs3,070 (1.7x FY13E consolidated BV + Rs102/share for insurance).
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Reported NIM declines 54bp QoQ; adjusted NIM down ~35bp QoQ

NIM declined sharply by 54bp QoQ to 3.1%, led by lower yield on loans and higher cost
of deposits. NII grew just 20% YoY (down 11% QoQ) to Rs80.6b (13% below estimate).
Yield on loans for FY11 was 9.56% v/s 9.58% in 9MFY11 and 9.66% in FY10. Yield on
loans declined 24bp QoQ (calculated) - 9.5% for 4QFY11 v/s 9.7% for 3QFY11. Reversal
of interest income on fresh slippages during the quarter also contributed to the decline in
yields.

Cost of deposits increased to 5.26% for FY11 v/s 5.2% for 9MFY11. Cost of deposits
(calculated) increased 34bp QoQ (5.44% for 4QFY11 v/s 5.10% for 3QFY11), as the
impact of higher deposit rates is catching up with a lag. Going ahead, higher savings bank
rates will result in ~20bp increase in cost of deposits; however, recent lending rate hike of
100bp in 1QFY12 will provide adequate cushion. The management has guided NIM of
3.5% for FY12 v/s 3.3% in FY11.

Slippages increase QoQ - a key negative

Gross slippages during the quarter were Rs56b v/s ~Rs40b (adjusted) in 3QFY11. The
annualized slippage ratio for 4QFY11 increased further to 3.6% v/s 2.6% for 9MFY11
and 2.5% (adjusted) for 3QFY11 - a key disappointment. Higher slippages were led by
agri and large corporate segments and Rs2.5b from restructured loans. On a sequential
basis, agri NPAs increased 22% QoQ, whereas large corporate NPAs were up 13%
QoQ. For FY11, slippage ratio was 2.9% v/s 2.2% in FY10. Adjusted for merger of SBIn,
slippages were ~2.7%.

The management stated that deterioration in asset quality could be partly attributed to
system-based recognition of NPAs. In absolute terms, GNPA increased 8% QoQ to
Rs253b while NNPA was up 6% QoQ. Provision coverage ratio (including write-offs)
stood at ~65% v/s 64% a quarter ago. To achieve 70% PCR (based on September 2010
GNPA) by 1HFY12, SBI will need to provide Rs11b over the next two quarters. Volatile
asset quality remains a concern; we model in slippage ratio of 2.4% for FY12/13 v/s 2.7%
(ex SBIn) in FY11. Even our credit cost estimate remains conservative at 100bp for
FY12/13.

Quarterly performance v/s our estimates and reasons for deviation (Rs m)
Y/E March 4QFY11A 4QFY11E     Var. (%) Comments

Net Interest Income 80,581 93,138 -13 Sharp fall in margins and one off interest exp of Rs2.5b

% Change (YoY) 20 39 leading to negative surprise

Other Income 48,155 44,819 7 Higher trading profits, Fees disappoint

Net Income 128,735 137,958 -7

Operating Expenses 67,938 69,592 -2

Operating Profit 60,797 68,366 -11

% Change (YoY) 17 32

Other Provisions 41,570 25,777 61 Asset quality leading to negative surpise, Higher standard asset

provisioning

Profit before Tax 19,227 42,589 -55

Tax Provisions 19,019 14,367 32 Non allowance of certain exp leading to higher tax rate

Net Profit 209 28,222 -99

% Change (YoY) -99 51

Source: Company/MOSL
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Restructured incremental loans of Rs16b during the quarter

SBI restructured fresh loans worth Rs16b (~20bp of loans) during 4QFY11. Its outstanding
restructured book stood at Rs343b or 4.5% of loan book; of this, Rs184b (stable QoQ)
was restructured under RBI scheme and the balance was restructured under the normal
course of business. Cumulatively, restructured loans of Rs51b (15% of outstanding
restructured book) have slipped into NPAs. SBI made provisions of Rs41.6b in 4QFY11
(v/s our estimate of ~Rs26b). This included MTM provision of Rs3b, NPA provision of
Rs32.7b, and Rs5b for dual rate home loan scheme.

Change in RBI guidelines to have additional impact of Rs15b

Higher provisioning requirement announced by RBI in the recent monetary policy would
result in additional provision of Rs10b towards sub-standard and doubtful assets, and Rs5b
for restructured loans. Cumulative impact of the change in guidelines is expected to be
Rs15b, which the bank is likely to book in FY12.

Loan growth in line with industry average, traction in CASA impressive

Loans grew 20% YoY (up 4% QoQ) while deposits were up 16% YoY. On domestic
operations, CD ratio declined marginally to 76.3% v/s 77.2% in 3QFY11. Large corporate
loans grew 23% YoY and 3% QoQ, led by metals and infrastructure segments. For FY12,
the management has guided for loan growth of 16-18%. Reported CASA ratio remained
stable QoQ at 48.7%. CASA deposits grew 22% YoY and 7.5% QoQ. Sequential growth
in CASA was led by strong CA deposit inflows (up 33% QoQ and 11% YoY). Growth in
savings deposits remains impressive at 26%.

Core fee income growth picks up QoQ

CEB grew 51% QoQ and 7% YoY to Rs37.3b. Forex and other miscellaneous income
declined 26% YoY and 5% QoQ to Rs5.9b. Trading profits were Rs3.3b v/s Rs2.2b in
3QFY11 and Rs1.9b in 4QFY10. Operating expenses were up 13% YoY and 21% QoQ
(2% lower than our estimate). Cost to core income ratio (ex trading profits) increased to
54.2% v/s 46.1% in 3QFY11.

Ninth bipartite liability adjusted against reserves

Under AS-15, pension liability for SBI stood at Rs117b. Of this, it was already carrying
provisions of Rs13b and Rs25b was provided in FY11. The balance shortfall of Rs79b has
been charged to reserves. Post this charge, the bank is now linked to the 9th bipartite
agreement for pension liability. Gratuity liability stood at ~Rs20b (same as in 3QFY11), of
which cumulative provision in 9MFY11 stood at Rs15.4b. During the quarter, SBI provided
Rs250m towards gratuity, and expects to amortize the balance over the next four years.

Tier-I CAR declines to 7.77%

Adjustment of pension liability through reserves led to CAR declining to 11.98% at the end
of FY11 (tier-I CAR at 7.77%). To meet its growth plans, the management intends to
raise fresh equity capital of Rs200b by way of rights issue in FY12. While current tier-I is
sufficient for 16-18% growth, the government's commitment to keep tier-I CAR at 8%+
in state-owned banks strengthens SBI's case for a rights issue.
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We downgade our earnings estimates by 5% for FY12/13 (Rs b)
Old Estimates Rev. Estimates Change (%)

FY12 FY13 FY12 FY13 FY12 FY13

Net Interest Income 382 447 356 408 -6.8 -8.8

Other Income 182 210 186 219 2.4 4.0

Total Income 564 657 542 626 -3.9 -4.7

Operating Expenses 266 300 246 280 -7.4 -6.7

Operating Profits 298 357 296 346 -0.7 -3.0

Provisions 84 103 91 107 8.4 3.4

PBT 214 254 205 239 -4.4 -5.6

Tax 75 89 72 84 -4.4 -5.6

PAT 139 165 133 156 -4.4 -5.6

Loans 9,252 11,195 8,929 10,537 -3.5 -5.9

Deposits 11,053 13,098 10,834 12,567 -2.0 -4.1

Margins (%) 3.2 3.2 3.1 3.0

Credit Cost (%) 0.9 0.9 1.0 1.0

RoA (%) 1.1 1.1 1.0 1.0

RoE (%) 17.4 18.0 19.0 19.2

Source: MOSL

4QFY11 consolidated PAT down 53% YoY

In 4QFY11, consolidated NII grew 18% YoY (down 7% QoQ) to Rs114b while other
income improved 2% YoY and 32% QoQ to Rs101b. Opex increased 7% YoY to Rs130.5b.
SBI's subsidiary banks reported operating profit growth of 19% YoY, led by strong NII
growth of 26% YoY. Provisions for 4QFY11 were Rs5.1b v/s Rs6.2b in 3QFY11. PAT
grew ~35% YoY to Rs12.6b. SBI Life reported PAT of Rs3.6b for FY11, up 33%.

Valuation and view: 5% downgrade in FY12/13 earnings estimates; Buy

While NIM and asset quality for 4QFY11 disappointed, we see this as the result of more
prudent recognition of NPAs. Strong CASA growth, sharp hike in lending rates, expected
fall in slippages, and higher upgradations will cushion margins, going forward. Nevertheless,
we continue to build in 15bp decline in blended margins in FY12 (management guidance of
20bp improvement). Volatile asset quality remains a concern; we model in slippage ratio
of 2.4% for FY12/13 v/s 2.7% (ex SBIn) in FY11. Even our credit cost estimate is a
conservative 100bp for FY12/13.

In FY12, despite 15bp margin contraction, earnings growth will be led by (1) strong operating
leverage, (2) ~10% decline in provisions, and (3) lower tax rate (modeled 35% v/s 45%
for FY11). On a lower base, we expect SBI's standalone profits to grow 60% in FY12 and
17% in FY13. Earlier, we were expecting 9th bipartite related pension liability to be amortized
over five years (modeled in charge of Rs20b/year), which SBI has now adjusted through
reserves. This will partly offset our assumptions of lower margin and higher credit cost.
We have downgraded our earnings estimates by ~5% for FY12/13.

The stock has corrected ~15% in the last 15 days due to heightened concerns over sharp
rise in interest rates, macro issues, and disappointing results. While near-term uncertainty
prevails, we believe valuations are attractive at 1.3x FY13E consolidated BV, with RoE of
~19% over FY12-13. We expect RoA to improve from 0.7% in FY11 to ~1% in FY12-13.
RoE is expected to improve from 13% in FY11 to ~19% by FY13 (without assuming
capital raising). We maintain Buy, with a target price of Rs3,070 (1.7x FY13E consolidated
BV + Rs102/share for insurance). Key risk: RBI's tight monetary policy stance, which
can slow down industrial activity and impact FY12 loan growth.
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Quaterly trends

Well diversified loan book

CASA ratio remains stable QoQ (%)

Cost of deposits increases ~34bp QoQ (%)

 Large corporate loans grew 23% YoY and 3% QoQ, led by metals

and infrastructure segments

 Growth in savings deposits remains impressive at 26%

 Cost of deposits started increasing with a lag

Loan growth in line with industry average

 For FY12, the management has guided loan growth of 16-18%

CD ratio declines marginally QoQ (%)

 CD ratio remains at an optimum level

Deposits grew 6% QoQ and 16% YoY

 Deposit growth is picking up; focus remains on CASA
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Quaterly trends (Contd.)

After six quarters, interest expense growth was higher than
deposit growth

Cost to core income increases sharply (%)

NNPA up 6% QoQ

 Increase in cost of deposits leading to higher interest expense

 Increase in opex and lower NII led to sharp increase in cost to core

income ratio

 PCR (including write-offs) stood at ~65%; to achieve 70% PCR by

1HFY12, SBI will need to provide Rs11b over the next two quarters

NIM declines 54bp QoQ; adjusted NIM down ~35bp QoQ (%)

 NIM decline was led by lower yield on loans (down ~24bp QoQ)

and higher cost of deposits (up 34bp QoQ)

Annualized slippage ratio remains high at 3.6%

 Higher slippages were led by agri and large corporate segments

Fee income picks up QoQ (%)

 Proportion of other income increased QoQ due to lower NII
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FY10 FY11 Variation (%) Cumulative Numbers

1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q QoQ YoY FY10 FY11 YoY Gr (%)

Profit and Loss (Rs m)

Net Interest Income 50,249 56,088 63,163 67,214 73,038 81,149 90,498 80,581 -11 20 236,714 325,265 37

Other Income 35,688 35,252 33,657 45,085 36,900 40,052 33,139 48,155 45 7 149,682 158,246 6

Trading profits 7,088 5,454 4,370 1,895 1,734 1,970 2,202 3,347 52 77 18,807 9,254 -51

Fee Income 18,620 21,030 21,900 34,858 24,096 29,450 24,774 37,312 51 7 96,408 115,632 20

Forex Income 9,979 8,768 7,387 8,333 11,070 8,632 6,163 7,495 22 -10 34,466 33,360 -3

Others 4,704 5,237 4,036 4,256 5,025 3,090 4,083 2,446 -40 -43 18,233 14,644 -20

Total Income 85,936 91,340 96,820 112,299 109,938 121,201 123,637 128,735 4 15 386,396 483,511 25

Operating Expenses 49,198 42,990 50,639 60,361 48,593 57,631 55,992 67,938 21 13 203,187 230,154 13

Employee 34,113 26,341 31,175 35,918 30,739 36,758 35,117 42,188 20 17 127,546 144,802 14

Others 15,085 16,648 19,464 24,443 17,854 20,873 20,876 25,750 23 5 75,640 85,353 13

Operating Profits 36,739 48,350 46,182 51,939 61,345 63,570 67,645 60,797 -10 17 183,209 253,357 38

Provisions 1,727 10,161 8,566 23,494 15,514 26,215 20,515 41,570 103 77 43,948 103,813 136

PBT 35,011 38,190 37,615 28,445 45,831 37,355 47,130 19,227 -59 -32 139,261 149,543 7

Taxes 11,708 13,289 12,825 9,779 16,688 12,342 18,849 19,019 1 94 47,600 66,897 41

PAT 23,304 24,900 24,791 18,666 29,143 25,014 28,281 209 -99 -99 91,660 82,646 -10

Asset Quality (Rs b)

GNPA 153 174 189 195 208 232 234 253 8 30

NNPA 84 99 113 109 111 116 117 123 6 14

GNPA (%) 2.8 3.0 3.1 3.1 3.1 3.4 3.2 3.3 11 23

NNPA (%) 1.6 1.7 1.9 1.7 1.7 1.7 1.6 1.6 2 -9

PCR (Calculated, %) 45 43 40 44 47 50 50 51

PCR (Reported, %) 62 59 56 59 61 63 64 65

Slippages 26 25 41 53 32 56 79 125

Slippage Ratio (%) 2 1.8 2.6 3.3 2.0 3.6 158 173

Prov. for NPA in qtr 12 10 4 22 17 22 16 33 100 49

Credit Cost (%) 0.9 0.7 0.3 1.4 1.1 1.3 0.9 1.8 83 34

Restructured loans 188 250 258 296 303 307 328 343 5 16

% to Loans 3.4 4.4 4.3 4.7 4.6 4.5 4.5 4.5 3 -15

of which turned into NPA 4 14 27 28 38 44 51

% to restructured Loans 1.8 5.6 9.0 9.4 12.3 13.5 15.0

O/S std restructured loans 245 243 270 275 269 283 292

% to Loans 4.3 4.1 4.3 4.2 3.9 3.9 3.9

Ratios (%)

Fees to Total Income 21.7 23.0 22.6 31.0 21.9 24.3 20.0 29.0 25.0 23.9

Cost to Core Income 62.4 50.1 54.8 54.7 44.9 48.3 46.1 54.2 61.0 52.2

Tax Rate 33.4 34.8 34.1 34.4 36.4 33.0 40.0 98.9 34.2 44.7

Loan/Deposit 72.0 75.1 78.8 79.8 81.4 81.0 84.2 82.6

Domestic Loan/Deposit 64.8 67.5 71.5 73.6 74.9 74.7 77.2 76.3

CAR 14.1 14.1 13.8 13.4 13.5 13.2 13.2 12.0

Tier I 9.7 9.8 9.7 9.5 9.8 9.6 9.6 7.8

RoA (cal) 1.0 1.0 1.0 0.7 1.1 0.9 1.0 0.0

RoE (Cal) 15.6 15.8 15.1 11.3 17.3 14.2 15.4 0.1

Margins - Cumulative (%)

Yield on Advances 10.0 10.0 9.8 9.7 9.3 9.5 9.6 9.6

Yield On Funds 6.5 6.5 6.5 6.5 6.8 6.9 7.0 7.0

Cost of Deposits 6.2 6.1 5.9 5.8 5.3 5.3 5.2 5.3

Quarterly margins 2.3 2.6 2.8 3.0 3.2 3.4 3.6 3.1

NIM Cumulative 2.3 2.4 2.6 2.7 3.2 3.3 3.4 3.3

Source: Company/MOSL, For %age change QoQ and YoY is bp

Quarterly Snapshot
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Quarterly Snapshot (Contd.)
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EPS: MOSL forecast v/s consensus (Rs)
MOSL Consensus Variation

Forecast Forecast (%)

FY12 263.1 262.7 0.2

FY13 318.6 319.9 -0.4

Shareholding pattern (%)
Mar-11 Dec-10 Mar-10

Promoter 59.4 59.4 59.4

Domestic Inst 16.6 15.6 17.5

Foreign 15.8 16.4 13.8

Others 8.3 8.6 9.3

1-year Sensex rebased
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Financials and Valuation
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Financials and Valuation
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