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SBI's 1QFY11 PAT grew 25% YoY to Rs29.1b (v/s our estimate of Rs24.6b).
Margins improved sharply by 22bp QoQ and 88bp YoY to 3.18%, led by increase in CD ratio, reduction in excess
liquidity, stable CASA ratio QoQ, and reduction in cost of deposits despite the impact of 10bp due to change in
interest computation methodology for savings deposits.
While overall deposits grew 7% YoY, growth in savings deposits was higher at 34% YoY (11% QoQ). Reported
CASA ratio was up 84bp QoQ and 906bp YoY to 47.5%, among the highest in the industry.
Core fee income grew 29.4% YoY in a scenario where other banks have shown growth in the range of 15-20%.
In absolute terms, GNPA increased 7% QoQ to Rs208.3b (lower than the 11-12% increase witnessed by other large
state-owned banks) and NNPA increased 2% QoQ. PCR including technical write-off was 60.7%.
Slippages during 1QFY11 were at Rs40.8b (annualized slippage ratio of 2.6%) were higher compared to Rs25b in
4QFY10. But this includes recognition of Rs5.7b under agri-debt relief scheme as NPA.
The parliament has cleared the SBI Amendment Act wherein (1) GoI shareholding can decline to 51% v/s the earlier
mandated 55% (current shareholding: 59.4%), and (2) SBI will be allowed to issue bonus/preference shares.

Valuation and view: SBI is likely to achieve the highest core operating profit growth among state-owned banks in
FY11, with (1) margin expansion of ~45bp, (2) loan and fee income growth of 20%+, and (3) high operating leverage. We
retain SBI as our top bet in the sector to play the strong growth in earnings and improvement in RoE. We maintain Buy,
with a revised target price of Rs3,225 (1.8x FY12E BV + Rs140/share for Insurance) - an upside of 16%.
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NII growth higher than expected; sharp improvement in NIMs
Margins improved by a sharp 22bp QoQ and 88bp YoY to 3.18%, led by the following:

Increase in C-D ratio (up 285bp QoQ)
Reduction in excess liquidity in the balance sheet (Rs281b v/s Rs441b in 4QFY10)
Stable CASA ratio QoQ
Reduction in cost of deposits (estimated QoQ decline of 25bp), despite the impact of
10bp due to change in interest computation methodology for savings deposits

Yield on loans was 9.3% v/s 10.01% in 1QFY10 and 9.66% for FY10. On a QoQ basis,
yield on loans has been largely stable. Cost of deposits declined to 5.27% v/s 6.16% in
1QFY10 and 5.8% for FY10. Cost of deposits (our calculation) has declined 25bp QoQ.

Management guides NIM sustenance at 3.2% in FY11
High cost retail deposits taken in FY08-09 will come up for repricing over the next few
quarters at 150-200bp lower rate. This coupled with higher CASA deposits would keep
cost of deposits under control. The management has guided that NIMs will remain robust
at around current levels for FY11. We have modeled 45bp margin improvement (v/s
management guidance of 55bp improvement). NII growth should be at least 35% in FY11,
which provides significant cushion for higher credit costs and growth in profits.
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Loan growth in line with industry average, C-D ratio improves QoQ
Loans grew 20.3% YoY while deposits increased just 7% YoY. Utilization of excess liquidity
in the balance sheet and retirement of bulk deposits resulted in C-D ratio expanding to
81.4% v/s 78.6% at the end of 4QFY10. On domestic operations, C-D ratio was 74.9% v/
s 73.6% a quarter ago. Savings deposits grew 34% YoY (11% QoQ) and CASA grew
32.8% YoY (3% QoQ). Reported CASA ratio improved 84bp QoQ and 906bp YoY to
47.5%. We expect SBI to maintain its CASA ratio at ~47%, as overall deposit growth
(18%) is expected to be in line with CASA growth of 17-18%.

Correction in excess liquidity continues
Excess liquidity in the balance sheet is down to Rs280.8b v/s Rs441b at the end of 4QFY10.
The bank is correcting surplus liquidity by repaying bulk deposits (down 51% YoY to
Rs737.5b).

Non-interest income (ex-treasury) has grown 23% YoY
Non-interest income (ex-treasury) grew 23% YoY to Rs35.2b; however, core fee income
growth was higher at 29.4% YoY. Trading profits were Rs1.7b v/s Rs7.1b in 1QFY10 and
Rs1.9b in 4QFY10. SBI's efforts to diversify its fee-based revenue have yielded results,
as evident from the high growth witnessed in FY10 and again in 1QFY11. We believe the
momentum in core fee income growth would continue. We have modeled fee income
growth of 23% v/s loan growth of 20% in FY11.

Cost-to-core-income ratio declines to 45%
Cost-to-core-income ratio declined to 45% v/s 55% in 4QFY10 - a positive surprise.
Employee expenses declined 10% YoY and 14% QoQ. SBI provided Rs11b towards
increase in gratuity expenses (total liability of Rs22b) while there was a reversal of Rs8.5b,
being excess provision towards wage arrears. In 1QFY10, employee expenses included
additional provision of Rs10.6b towards wage hike and pension liability.

Absence of one-offs and management thrust to contain operating expenses would keep
cost-to-income ratio low. We estimate cost-to-core-income (ex trading profits) ratio for
FY11 at 48%, lower compared to 56% in FY10. We have factored in opex growth of 12%
in our earnings estimates.

GNPA increase of 7% QoQ is lower than peers
In absolute terms, reported GNPAs increased 7% QoQ to Rs208.3b (ratio at 3.14%) and
NNPAs increased 2% QoQ to Rs110.7b (ratio at 1.7%). Percentage increase in GNPAs
has been lower than the other large state-owned banks like PNB and BoB. Calculated
PCR increased to 47% from 44% at the end of 4QFY10. Including technical write-offs,
coverage ratio stood at 60.7% v/s 59.2% in 4QFY10. The management intends to increase
coverage ratio by 1-2% every quarter till it reaches the prescribed limit (it has got extension
till September 2011 to meet the requirement). The shortfall to meet the prescribed limit is
Rs28b.
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While slippages were higher, upgradations were equally strong
Slippages during the quarter were Rs40.8b (slippage ratio of 2.6%), higher compared to
4QFY10 slippages of Rs25b. Deductions by way of upgradations and recoveries were
also higher at Rs21.6b v/s Rs10.7b in 4QFY10. During the quarter, SBI wrote off assets
worth Rs6.3b as against Rs7.6b in 4QFY10. Total standard restructured assets stood at
~Rs270b (4.1% of loan book). Of the Rs168b assets restructured under RBI scheme,
assets worth Rs17.8b have so far slipped to NPAs (10.6% of assets restructured under
RBI scheme) and, of this, Rs1.6b have slipped in 1QFY11.

While higher gross slippage ratio is concerning, we believe recognition of agri-debt relief
amount as NPAs, lower slippages from restructured accounts and improving macro-
economic scenario would help sustain healthy asset quality. Further, with SBI having got
the extension to reach 70% PCR by September 2011, incremental provisions would be
well spread and help smoothen the profitability. In our view, strong improvement in economic
environment can throw positive surprises for slippage ratio and credit cost.

Consolidated PAT up 22% YoY, led by robust core performance
For 1QFY11, consolidated NII grew 45% YoY (7% QoQ) to Rs103.5b whereas other
income declined 24% YoY (34% QoQ) to Rs65b. Opex declined 19% YoY to Rs122.4b.
SBI's subsidiaries reported operating profit growth of 48% YoY, led by strong NII growth
of 55% (on a lower base). However, PAT was flat YoY, as provisions due to stress on
asset quality led to pressure on earnings. Provisions for 1QFY11 were Rs25.1b v/s Rs30.7b
in 4QFY10. Provisioning requirements will remain high in consolidated numbers, as
subsidiaries will have to comply with 70% PCR deadline by September 2010. Including
technical write-offs, consolidated PCR stands at 66%. Consolidated PAT increased 22%
v/s SBI standalone PAT increase of 25%. SBI Life reported PAT of Rs1.1b in 1QFY11 v/
s Rs390m in 1QFY10 and Rs2.8b for the full-year FY10.

Maintain Buy, with a target price of Rs3,225
SBI is likely to achieve the highest core operating profit growth among state-owned banks
in FY11, with (1) margin expansion of ~45bp, (2) loan and fee income growth of 20%+,
and (3) high operating leverage. Strong core operating profit growth provides significant
cushion for higher credit costs and growth in profits despite lower trading gains. On the
back of strong core operating profit CAGR of 42%, we expect PAT CAGR of 28% over
FY10-12. We have assumed credit cost of 95bp over FY11-12 v/s average of 60bp over
FY07-10. Adjusted for Life Insurance valuation, SBI trades at 1.5x FY12E consolidated
BV of Rs1,707 and 8.9x FY12E consolidated EPS of Rs297. RoE will be 18.6% in FY12.
We retain SBI as our top bet in the sector to play the strong growth in earnings and
improvement in RoE. We maintain Buy, with a revised target price of Rs3,225 (1.8x
FY12E consolidated BV + Rs140/share for Insurance) - an upside of 16%.
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TREND IN MARGINS (CUMULATIVE) (%)

TREND IN COST OF DEPOSITS

TREND IN MARGINS (QUARTERLY) (%)

BEST MARGIN PERFORMANCE AMONGST PEERS (NIM CHG QOQ, BP)

Source: Company/MOSL
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LOAN AND DEPOSIT TRENDS (RS B)

EXCESS LIQUIDITY IN BALANCE SHEET DECLINES (RS B)

TREND IN CASA RATIO (%)

CASA COMPARISON WITH PEERS (%)

Source: Company/MOSL
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TREND IN INCOME COMPOSITION (%)

CORE COST TO INCOME (%)

TREND IN GROSS NPAS

TREND IN NET NPAS

Contribution from core
income improved

Cost to income ratio
declined to 44% from 54% in
4QFY10 - a positive surprise

Slippages during the quarter
were Rs40.8b (annualized

slippage ratio of 2.6%) and
include recognition of

Rs5.7b under agri-debt
relief scheme

Source: Company/MOSL
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Company description
State Bank of India (SBI) is India's largest commercial bank,
with a balance sheet size of over ~Rs10.5t and GoI
ownership of 59.4%. The bank, along with associate banks,
has a network of over 16,000 branches across India and
controls over 24% of the banking business. SBI has
improved itself through technological upgradation,
manpower skill honing and business process re-engineering
to be competitive and efficient for next growth opportunity.
SBI has been focusing on drawing significant synergies
through internal consolidation of its associate banks.

Key investment arguments
Proxy to Indian economy; will benefit from India's
economic growth.
Strong CASA ratio and improvement in loan growth
will help to improve/maintain margins.
Demonstrating strong performance on fee income;
expects to maintain the strong traction
Strong operating leverage; cost-to-core income ratio to
decline sharply in FY11-12. Higher retirements will pull
down average operating costs.

Key investment risks
Management's focus on increasing market share may
come at the cost of profitability.
NPAs have been rising over few quarters and coverage
ratio continues to be below industry average.

COMPARATIVE VALUATIONS

         SBI (CONS) PNB BOB

P/E (x) FY11E 11.3 8.0 7.9
FY12E 8.9 6.8 6.5

P/BV (x) FY11E 1.8 1.8 1.7
FY12E 1.5 1.5 1.4

P/ABV (x) FY11E 2.0 1.9 1.7
FY12E 1.7 1.6 1.4

RoE (%) FY11E 17.1 25.0 23.3
FY12E 18.6 24.3 23.3

RoA (%) FY11E 1.1 1.4 1.2
FY12E 1.1 1.4 1.2

SHAREHOLDING PATTERN (%)

JUN-10 MAR-10 JUN-09

Promoter 59.4 59.4 59.4

Domestic Inst 17.2 17.5 15.7

Foreign 14.9 13.8 13.2

Others 8.5 9.3 11.6

State Bank of India: an investment profile

STOCK PERFORMANCE (1 YEAR)

EPS (STANDALONE): MOST FORECAST V/S CONSENSUS (RS)

MOST CONSENSUS VARIATION

FORECAST FORECAST (%)

FY11 190.1 180.6 5.2
FY12 238.1 232.5 2.4

TARGET PRICE AND RECOMMENDATION

CURRENT TARGET  UPSIDE RECO.

PRICE (RS) PRICE (RS)  (%)

2,784 3,225 15.8 Buy

SBI P/E amd P/BV are on consolidated basis adjusted for value of SBI
Life at Rs140/share
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Recent developments
Parliament has cleared SBI Amendment Act wherein
(1) GOI shareholding can go down to 51% v/s earlier
mandated 55% (current shareholding is 59.4%), and
(2) SBI will be allowed to issue bonus shares or
preference shares.

Valuation and view
SBI is likely to achieve the highest core operating profit
growth among state-owned banks in FY11, with (1)
margin expansion of ~45bp, (2) loan and fee income
growth of 20%+, and (3) high operating leverage.
We retain SBI as our top bet in the sector to play the
strong growth in earnings and improvement in RoE.
We maintain Buy.

Sector view
In FY10, loans and deposits grew 17%. We expect loan
growth of 20% in FY11 with an upward bias. Deposit
growth will be calibrated with loan growth.
We factor in a 15-20bp improvement in blended
margins, led by improving yield on assets and higher
CASA ratio.
Our concern over asset quality is diminishing with the
improvement in economic activity.
We prefer banks with a strong core deposit franchise,
higher tier-I capital and high provision coverage ratio.
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Financials and Valuation
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Financials and Valuation
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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. Motilal Oswal
Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely
for your information and should not be reproduced or redistributed to any other person in any form.

The report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon such. MOSt 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. MOSt 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.

MOSt and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities mentioned in this report. To enhance transparency,
MOSt has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement State Bank of India
1. Analyst ownership of the stock No
2. Group/Directors ownership of the stock Yes
3. Broking relationship with company covered Yes
4. Investment Banking relationship with company covered No

This information is subject to change without any prior notice. MOSt reserves the right to make modifications and alternations to this statement as may be required
from time to time. Nevertheless, MOSt is committed to providing independent and transparent recommendations to its clients, and would be happy to provide
information in response to specific client queries.

For more copies or other information, contact
Institutional: Navin Agarwal.   Retail: Manish Shah

Phone: (91-22) 39825500 Fax: (91-22) 22885038. E-mail: reports@motilaloswal.com

Motilal Oswal Securities Ltd,  3rd Floor,  Hoechst House,  Nariman Point,  Mumbai 400 021
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