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Incrementally better placed for recovery Rs919

Despite the covid impact, SBI Cards (SBIC) managed to clock flattish revenues in FY21
with improvement in spend / card market share from 17.9% / 18.3% in FY20 to 19.5/19%
in FY21 (up to Feb’21, expected to improve in Mar’21). Considering the unique impact
of lockdowns and consequent payment moratoriums in FY21, the elevated credit cost
(11% in FY21) is expected to decline hereon. While the card addition, yield, spend and
receivable mix remains impacted due to the pandemic, SBIC is now better prepared to
make a calibrated journey post the experience in FY21. We remain positive on SBIC’s
long-term fundamentals (PPOP / PBT grew 38% / 23% between FY17-FY21). Maintain
BUY with target price of Rs1205 (unchanged) based on 40x FY23 EPS of Rs30.1.

» Moderation in spend is not a big concern in an uncertain environment. Total spend
in Q4FY21 (relatively unaffected by covid) was less than expectations on account of lower
card addition (0.3mn in Q4FY21 vs 0.48mn in Q3FY21) as well as overall lower than
expected spend per card (Rs123,000 in Q4FY21 vs Rs134,000 in Q3FY21). This could be
driven essentially by business caution in new issuances considering the environment and
the continued delay in spend in select categories like travel, entertainment, restaurants,
etc. Due to similar reasons, spend-based fees declined (Rs5.1 bn in Q4FY21 vs Rs5.7bn
in Q3FY21) and the 30-day active spend rate fell to 49.2% in Q4FY21 from 50.6% in
Q3FY21 and 53.5% in Q4FY21.

» NIM has been supported by lower cost of debt, but lower yield was driven by lower
revolver mix and RBI RE book with 15-16% interest rate. This should improve as new
card additions mature along with improvement in mix and gradual extinguishment of RBI
RE book. FY21 NIM (15.9%) was supported by lower cost of funds (6.1% in FY21 vs 7.8%
in FY20) but lower income yields (20.1% in FY21 vs 21.7% in FY20) driven by lower
revolver mix (28% in Mar'21 vs 40% as on Mar'20). Q4FY21 NIM came in at 13.2% down
346bps YoY led by drop in Interest income yield which came in at 17.1%, down 507bps
YoY while cost of funds improved from 7.4% in Q4FY20 to 5.5% in Q4FY21.

» Incremental credit cost in Q4 was largely in-line. GNPA remained at 5% for Q4FY21
vs 4.51% in Q3FY21 while the write-off beyond the standstill book of Rs7.8bn remained at
Rs4bn for Q4FY21. Considering the entire stress pool of RBI RE book of Rs19bn, EPP
book of Rs3bn and reported GNPA of Rs12.5bn, the provision coverage ratio is ~60% as
of FY21. Credit cost should improve hereon despite covid second wave given that SBIC
is better prepared in terms of monitoring additions and collections through online means.
Additionally, the RBI RE book recovery can continue to reduce (Rs3.8bn reduction in
Q3FY21 and Rs4.4bn in Q4FY21).

» We remain positive on SBIC (IC note link); Due to characteristics like high growth, entry
barriers and near-oligopoly, we remain constructive on the Indian credit card business
opportunity, and SBIC is one of the best placed pure play operators in this space. Rising
digitisation, affluence and increasing consumer credit penetration provide sound business
triggers. Already existing business and distribution share (SBIC has ~20% share of card /
spend per card / POS as on Feb’21) provide strong business moats.

SBI Cards and Payment Services

Market Cap Rs865bn/US$11.6bn  Year to Mar FY20 FY21P FY22E FY23E
Bloomberg SBICARD IN NIl (Rs bn) 35404 38,228 50,492 59,562
Shares Outstanding (mn) 940.5  Net Profit (Rs bn) 12,448 9,845 19,667 28,225
52-week Range (Rs) 1110/499  EPS (Rs) 13.3 10.5 20.9 30.1
Free Float (%) 30.6 % Change YoY 28.7 -21.0 99.8 435
FIl (%) 9.1 PIE(x) 68.8 87.1 43.6 30.4
Daily Volume (US$'000) 30,747  P/BV (x) 16.0 13.6 12.6 11.4
Absolute Return 3m (%) (10.0)  Credit cost 9.53 11.40 8.80 7.54
Absolute Return 12m (%) 65.1  GNPA (%) 21 5.3 3.5 3.8
Sensex Return 3m (%) 0.2 RoA (%) 5.5% 3.8% 6.2% 7.3%
Sensex Return 12m (%) 56.1  RoE (%) 27.9% 17.1% 28.7% 35.1%

Please refer to important disclosures at the end of this report
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Table 1: Q4FY21 result review

(Rs mn)

Q4FY21 Q4FY20 % YoY Q3FY21 % QoQ
Interest Income 10,721 13,482 -20.5 11,681 -8.2
Income from membership fees 11,138 9,594 16.1 11,068 0.6
Service Charges 350 354 -1.1 437 -20.0
Business development incentive income 852 869 -1.9 825 3.4
Insurance commission income 25 33 -25.5 22 15.1
Net gain on fair value changes 1 - -
Total Revenue 23,087 24,332 -5.1 24,032 -3.9
Other Income 1,595 772 106.7 1,366 16.8
Finance Costs 3,051 3,344 -8.8 2,609 16.9
Employee costs 1,262 1,334 -5.4 1,312 -3.8
Depreciation 341 287 19.0 312 9.4
Operating and other expense 11,015 10,466 5.2 11,848 -7.0
CSR 237 166 43.1 5
Impairment losses and bad debts 6,432 8,382 -23.3 6,483 -0.8
Net loss on fair value changes
Total Expense 22,337 23,983 -6.9 22,569 -1.0
PBT 2,344 1,120 109.2 2,829 -17.1
Tax 590 285 106.6 732 -19.4
PAT 1,754 835 110.1 2,097 -16.3

Source: Company data, I-Sec research

Table 2: Q4FY21 key highlights

Q4FY21 Q4FY20 YoY Q3FY21 QoQ
ROAA 2.6% 1.3% 130 3.3% -70
GNPA 5.0% 2.0% 298 1.6% 338
NNPA 1.2% 0.7% 45 0.6% 59
CAR 24.8% 22.4% 240 23.7% 110
T-1 20.9% 17.7% 320 19.8% 110
NIM 13% 17% -340 15% -130
Cost of funds 5.5% 7.4% -198 6.1% -60
Gross credit cost 11% 14% -260 10% 70
Net credit cost 9% 13% -360 8% 50
Cost to Income ratio 58% 56% 150 59% -130
Spends (Rs bn) 359 324 10.8 378 -4.9
Gross receivables (Rs bn) 251 241 4.0 257 -25
Revolver 28% 32% -400 29% -100
EMI 29% 40% -1,100 29% 0
Transactor 35% 27% 800 33% 200
RBI Re 8% 0% 800 9% -100
Borrowing (Rs bn) 180.68 173.65 4.0 181.48 -0.4
Number of Cards SBI (mn) 11.82 10.55 121 11.49 2.9
Spend per avg card ( Rs 000) 123 126 -2.4 134 -8.2

Source: Company data, I-Sec research
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Financial summary

Table 3: Income Statement

Rs mn FY17 FY18 FY19 FY20 FY21P FY22E FY23E
Interest income 18,882 27,600 35,757 48,413 49,277 65,050 80,738
Interest expense 5,284 7,115 10,172 13,009 11,049 14,558 21,176
Net interest income 13,597 20,485 25,585 35,404 38,228 50,492 59,562
NIM % of gross loan 171 16.0 17.4 16.8 17.9 17.0
Non-Interest income 15,829 26,102 37,110 49,110 47,859 68,647 81,385
Total Income 29,426 46,587 62,695 84,514 86,087 1,19,139 1,40,948
Operating expenses 18,390 29,393 37,903 47,815 46,465 68,002 76,742
PPOP 11,036 17,194 24,792 36,699 39,623 51,137 64,206
Provision 5,320 8,001 11,477 19,402 26,386 24,855 26,471
PBT 5,716 9,193 13,315 17,296 13,237 26,282 37,735
Tax 1,988 3,182 4,689 4,848 3,392 6,615 9,509
PAT 3,729 6,011 8,626 12,448 9,845 19,667 28,225
Source: Company data, I-Sec research
Table 4: Balance sheet
Rs mn FY17 FY18 FY19 FY20 FY21P FY22E FY23E
Liabilities
Share capital 7,850 7,850 8,372 9,390 9,405 9,405 9,405
Reserves and surplus 6,638 15,681 27,506 44,023 53,615 58,532 65,588
Net worth 14,488 23,531 35,878 53,412 63,020 67,937 74,993
Borrowings 86,758 1,25,901 1,562,817 1,87,655 1,95,310 2,77,191 3,12,101
Other Liabilities 6,404 7,429 12,767 11,961 11,798 20,300 24,382
Total Liabilities 1,07,650 1,56,860 2,01,462 2,53,028 2,70,129 3,65,428 4,11,477
Assets
Net block 238 2,768 2,164 3,346 3,182 3,467 3,667
Loans 99,829 1,40,455 1,79,087 2,28,116 2,34,220 3,30,382 3,71,689
Other assets 9,933 21,788 29,915 34,106 44,183 47,963 55,304
1,07,650 1,56,860 2,01,462 2,53,028 2,70,129 3,65,428 4,11,477
Source: Company data, I-Sec research
Table 5: ROE DuPont analysis
FY18 FY19 FY20 FY21P FY22E FY23E
Total Assets 1,56,860 2,01,462 2,53,028 2,70,129 3,65,428 4,11,477
Interest income
Interest expense 20.9% 20.0% 21.3% 18.8% 20.5% 20.8%
NI 5.4% 5.7% 5.7% 4.2% 4.6% 5.5%
- 15% 14% 16% 15% 16% 15%
Total Income
Opex 41% 41% 43% 37% 42% 42%
PPOP 22% 21% 21% 18% 21% 20%
- 18% 20% 22% 19% 21% 22%
Provisions
PBT 6% 6% 8.5% 10% 8% 7%
PAT 12% 13% 13% 9% 13% 15%
Leverage (x) 4.5% 4.8% 5.5% 3.8% 6.2% 7.3%
ROE 7.0 6.0 5.1 4.6 4.6 4.8

Source: Company data, I-Sec research
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Table 6: Key ratios

FY17 FY18 FY19 FY20 FY21P FY22E FY23E
EPS — Diluted (Rs) 4.7 7.7 10.3 13.3 10.5 20.9 30.1
% Growth 61.2 34.6 28.7 -21.0 99.8 43.5
DPS (Rs) - - 10.0 5.3 4.2 15.7 225
Book Value per share (BVPS) (Rs) 18.5 30.0 42.9 56.9 67.0 72.2 79.7
% Growth 62.4 43.0 32.7 17.8 7.8 104
Valuations
P/E 192.0 1191 88.5 68.8 87.1 43.6 30.4
P/B 494 304 21.3 16.0 13.6 12.6 11.4
Asset Quality
Gross NPA (Rs mn) 2,409 4,125 4,529 4,844 12,532 11,588 14,067
Gross NPA (%) 24 2.9 2.5 2.1 5.3 3.5 3.8
Credit Cost (%) 6.7 7.2 9.5 11.4 8.8 7.5
NNPA 0.77 0.96 0.85 0.70 1.06 0.70 0.76
Business ratios
ROA 4.5% 4.8% 5.5% 3.8% 6.2% 7.3%
ROE 31.6% 29.0% 27.9% 17.1% 28.7% 35.1%
CIF growth 27.8 37.0 31.7 27.1 12.1 17.6 16.9
Spend growth 49.5 75.6 34.8 26.1 -6.5 50.7 20.1
Spend per card growth 25.3 30.9 2.7 -4.1 -21.2 31.1 2.5
Loan outstanding growth 40.7 27.5 27.4 2.7 411 12.5
Earnings ratios
Yield on advances 23.0 224 23.8 215 23.0 23.0
Cost of funds 7.2 8.2 8.4 5.9 6.4 7.5
NIM 15.7 14.2 15.4 15.6 16.7 15.5
Capital Adequacy ratio
Tier | Capital 11,516 18,279 27,542 42,236 63,020 67,937 74,993
Tier Il Capital 4,503 8,637 9,823 11,272 - - -
Tier | Capital 11% 12% 15% 18% 24.3% 19.8% 19.2%
Tier Il Capital 4% 6% 5% 5% 5% 6% 6%
Total CRAR 16% 18% 20% 22% 29% 26% 25%
RWA 102 147 187 239 259 344 391
RWA / Total Assets 95 94 93 94 96 94 95
Operating parameters
Cards in force (mn) 4.6 6.3 8.3 10.5 11.8 13.9 16.3
Card Additions (mn) 1.70 2.00 2.25 1.27 2.08 2.35
Total Spends (Rs mn) 439 770 1,038 1,309 1,224 1,845 2,217
Growth 76% 35% 26% -6% 51% 20%
Spend per card (Rs’000 ) 108 141 145 139 109 143 147
Growth 31% 3% -4% -21% 31% 2%

Source: Company data, I-Sec research
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