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Q3FY10 Results Update

State Bank of Travancore

BUY MEDIUM RISK PRICE Rs.598 TARGET Rs.1260

Muted YoY Performance due to High Base; Excellent Performance Sequentially

e State Bank of Travancore (SBT) reported a 37% YoY decline in PAT due to a high
base effect and higher provision on account of wage revision, but the business
seems to have improved on a sequential basis. Advances growth was decent at 16%
YoY whereas deposits grew by 20%. NII declined by 4% YoY, but sequentially NII
improved sharply by 19% led by QoQ margin improvement. NIM improved
sequentially by 8 bps to 2.8%. Non-interest income fell by 14% YoY owing to a fall
in treasury income. Profit Prior to Provisioning fell by 14% YoY, owing to lower NII
and muted treasury income. The Bank made a onetime provision for wage revision
of Rs. 666 mn, which has resulted in sharp 42% decline in PBT and 37% YoY decline
in PAT. Sequentially, PAT improved by 35% over Q2FY10.

e Bank is well capitalized with CAR of 13.6% and Tier I of 9% under Basel II. Its
Gross NPA percentage increased to 2% (from 1.8%in Q2FY10) while Net NPA’s
increased marginally to 0.9%. Its Coverage ratio (without considering write offs) is
at 54%. We expect Banks PAT growth to be decent at 26% YoY in Q4FY10, resulting
in FY10E Net profit growth of 16%.

e The Bank's Deposit franchise includes a niche NRI customer base that contributes
+20% of deposits (one of the highest in industry), which gives it a strong cost
advantage over peers. Hence, about 32% CASA share and 26% NRI deposit, results
in very high share of low cost deposits (+40% excluding the overlaps). This will
help the bank in maintaining its low funding cost, going forward.

SBT, established in 1945, is one of the six associate banks of State bank of India (SBI). SBI
holds 75% stake in the Bank. The Bank has strong presence in Rural and semi-urban
areas of the Southern states with a network of 735 branches and 623 ATMs as on
Q3FY10. Out of this, about 585 branches and 400 ATMs are in Kerala (largest ATM
network in the state). SBT’s cost-efficiency, profitability, strong local network and high
technology make it an attractive standalone franchise. Also, SBT enjoys the strong
franchise of SBI along with other operational benefit like treasury operations and IT
initiatives. SBT has a total business size of about Rs. 840 bn as on Q3FY10. The Bank
maintains a premier position in Kerala with a market share in business of 22.3% as on
Dec’08 with 14.6% of the total branch network in the state.

In the past 9 years, SBT’s Business grew at about 20% CAGR and Net Profit by +25%
CAGR. Bank has been able to maintain its ROE at +25%. Gross and Net NPA decreased
drastically from 6.7% and 3.1% in FY03 to 1.65% and 0.6% in FY09 respectively. We
expect its business to grow at 18-20% in FY10-11. We expect Net Interest Income and
Net Profit to grow at 16% CAGR over FY10-11E.

OUTLOOK & VALUATION

At current market Price, Stock is available at 0.9x FY11E ABV and PE of 3.7x FY11E,
which is very attractive given its strong ROE of +25% and ROA of 1.3%. Maintain
Buy rating with price target of Rs. 1260 (at 1.8x of its FY11E ABV). Strong business
growth, well-capitalized with Tier I of +9% under Basel II, good Margins, high CASA
share of +30% with very high NRI deposit, high sustainable ROE of +25%, strong
regional presence and very high franchise value, coupled with +2.3% dividend yield
are the key positive factors.

KEY FINANCIALS

Y/E EPS EPS ROE NIM NET NPA CASA P/ABV PER P/PPP Div
Mar. (Rs) (%Chg) (%) (%) (%) %% ) (x) (x)  Yield (%)
FYo9 122 574 306 3.0 0.6 324 15 49 2.8 2.1
FY10E 141 16.4 276 28 0.7 32.0 1.2 4.2 2.6 2.3
FY11E 163 15.5 253 28 0.6 31.6 0.9 3.7 21 2.6
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Q3FY10 Q3FY09 Q2FY10 (0]0]0]
growth
Interest earned 11,162 11,076 0.8 10,620 51
- on Advances / Bills 8,539 8,561 (0.3) 8,223 3.8
- Income on investments 2,439 2,260 7.9 2,316 5.3
- On bal with RBI 28 59 (52.8) 25 9.6
- Others 157 196 (20.0) 56 181.3
Interest Expended 7,435 7,209 3.1 7,490 (0.7)
Net Interest Income 3,727 3,867 (3.6) 3,130 19.1
Other income 1,430 1,659 (13.8) 1,089 31.3
Operating income 5,157 5,526 6.7) 4,220 222
Total Operating expenses 2,179 2,060 5.8 1,983 99
- Employee expenses 1,296 1,237 4.7 1,412 8.2)
- Other expenses 883 823 73 571 54.6
Operating profit 2,978 3,466 (14.1) 2,236 33.2
Provisions & contingencies 761 (344) (321.0) 433 75,3
PBT 2,217 3,810 (41.8) 1,803 23.0
Provision for Tax 568 1,202 (52.8) 578 (1.7)
PAT 1,650 2,609 (36.8) 1,225 34.7
EPS 33 52 (36.8) 24 34.7
Advances 356,880 308,820 15.6 349,250 2.2
Deposits 481,960 402,200 19.8 455,340 5.8
Gross NPAs 7,072 6,244 13.3 6,473 9.3
Net NPAs 3,287 3,543 7.2 2,997 9.7
Ratio (%) Q3FY09
Gross NPAs (%) 2.0 2.0 (4.0) 1.8 13.0
Net NPAs (%) 0.9 1.2 (23.0) 0.9 6.0
Coverage ratio 53.5 43.3 1,026.1 53.7 (17.6)
ROA Annualised 12 1.2 (2.0) 1.2 2.0
C/I Ratio 42.3 37.3 497.8 47.0 (475.3)
BASELII - CAR 13.6 14.4 (75.0) 13.8 (20.0)
BASEL II - Tier I 8.9 8.6 30.0 8.9 5.0
Cost of Deposits 6.1 6.4 (33.0) 6.2 (14.0)
NIM 2.81 - NA 2.7 8.0
OUTLOOK & VALUATION

At current market Price, Stock is available at 0.9x FY11E ABV and PE of 3.7x FY11E,
which is very attractive given its strong ROE of +25% and ROA of 1.3%. Maintain Buy
rating with price target of Rs. 1260 (at 1.8x of its FY11E ABV and 1.5x FY12E ABV).
Strong business growth, well-capitalized with Tier I of +9% under Basel II, good
Margins, high CASA share of +30% with very high NRI deposit, high sustainable ROE
of +25%, strong regional presence and very high franchise value, coupled with +2.3%
dividend yield are the key positive factors.
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PROFIT & LOSS STATEMENT (Rs.bn)
Y/E March FY08 FY09 FY10E FY11E
Interest income 34.3 41.2 44.5 52.7
Interest expense 24.8 28.4 30.2 35.6
Net interest income 9.6 12.8 14.4 17.2
Growth % (3.5) 34.0 12.2 19.3
Other income 44 5.7 5.6 6.3
Total income 14.0 18.6 20.0 234
Operating expenses 6.9 8.0 8.4 9.1
Pre-provision Profit 71 10.6 11.6 14.3
Total Provision 1.8 25 1.7 2.5
- Provision for NPL 14 22 15 2.2
PBT 5.3 8.0 9.8 11.8
Provision for Tax 1.4 1.9 2.8 3.7
PAT 3.9 6.1 71 8.2
Growth % 4.1) 36.8 17.3 247
PPP (Excl. Treasury) 6.7 9.1 10.7 13.3
Growth % (4.1) 36.8 17.3 24.7
BALANCE SHEET STATEMENT (Rs.bn)
As on 31t March FY08 FY09 FY10E FY11E
Cash balance 37 25 29 42
Advances 281 327 386 463
Investments 114 132 165 187
- Government Securities 106 117 146 168
Fixed assets 2 2 2 2
Current assets 8 9 9 10
Total Assets 441 495 591 704
Equity Capital 0.5 0.5 0.5 0.5
Reserves & Surplus 17 22 28 35
Shareholders' funds 17 22 29 36
Deposits 354 420 502 598
- Demand deposits 104 136 161 189
- Term deposits 250 284 341 409
Borrowings 28 8 9 10
Subordinated debt 17 17 23 27
Current liabilities 25 26 29 33
Total Liabilities 441 495 591 704

Source: Company, Sushil Finance Research Estimates
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FINANCIAL RATIO STATEMENT

Y/E March FY08 FY09 FY10E FY11E
PROFITABILITY RATIO

EPS (Rs) 77.2 121.6 1415 163.4
Earnings growth (%) 18.3 57.4 16.4 15.5
CEPS (Rs) 86.9 129.8 150.4 173.0
PPP / Share (Rs) 141.8 211.3 2313 286.6
ROAA (%) 0.9 1.3 1.3 1.3
ROAE (%) 23.3 30.6 27.6 25.3
Dividend per share (Rs) 10.0 13.0 14.3 16.0
Dividend Payout (%) 15.2 12.5 11.8 11.4
EFFICIENCY RATIO (%)

Cost-Income ratio (Excl Tr.) 50.8 46.7 44.0 40.5
Salary / Non Interest cost 60.5 61.0 60.9 60.9
Other Inc (Excl tr.) / Net Total Inc (Excl Tr.) 29.3 25.0 247 23.4
Cost Asset Ratio 1.7 1.7 1.5 1.4
CASA 29.3 324 32.0 31.6
ASSET QUALITY RATIO (%)

Gross NPLs 2.0 1.6 1.9 2.0
Net NPLs 1.0 0.6 0.7 0.6
Coverage 53.1 65.4 63.3 70.6
Provision/ Loans 0.5 0.7 0.4 0.5
ASSET-LIABILITY PROFILE (%)

Capital Adequacy Ratio 12.7 121 12.7 123
- Tier I CAR 6.9 74 7.8 7.6
Adyv. / Deposit Ratio 79.6 77.8 77.0 77.4
Equity / Assets 3.9 4.5 4.9 51
Equity / Loans 6.1 6.9 74 7.8
Loan Growth 14.2 16.3 18.0 20.0
Deposit Growth 14.1 18.9 19.3 19.3
Balance Sheet Growth 15.9 121 19.5 19.1
SPREADS ANALYSIS (%)

Yield on Advances 9.8 10.4 9.6 9.5
Yield on Investments 7.3 7.0 6.6 6.7
Cost of funds 7.0 7.0 6.4 6.4
NIM (Calculated) 2.6 3.0 2.8 2.8
VALUATION

Dividend Yield (%) 1.6 21 2.3 2.6
BVPS (Excl. Revaluation Res) 343.6 450.0 574.7 719.5
Adjusted BVPS 290.1 4123 521.7 663.3
P/E (x) 7.7 49 42 3.7
P/PPP (x) 4.2 2.8 2.6 21
P/ABV (x) 2.06 1.45 1.15 0.90

Source : Company, Sushil Finance Research Estimates
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Rating Scale

This is a guide to the rating system used by our Equity Research Team. Our rating
system comprises of six rating categories, with a corresponding risk rating.

Risk Rating
Risk Description Predictability of Earnings / Dividends; Price Volatility
Low Risk High predictability / Low volatility
Medium Risk Moderate predictability / volatility
High Risk Low predictability / High volatility

Total Expected Return Matrix

Vedium Rik | High Ris

Buy Over 15 % Over 20% Over 25%
Accumulate 10 % to 15 % 15% to 20% 20% to 25%
Hold 0% to 10 % 0% to 15% 0% to 20%

Sell Negative Returns Negative Returns Negative Returns

Neutral Not Applicable Not Applicable Not Applicable

Not Rated Not Applicable Not Applicable Not Applicable
Please Note

® Recommendations with “Neutral” Rating imply reversal of our earlier opinion (i.e. Book Profits / Losses).

® **Indicates that the stock is illiquid With a view to combat the higher acquisition cost for illiquid
stocks, we have enhanced our return criteria for such stocks by five percentage points.

“Desk Research Call” is based on the publicly available information on the companies we find interesting
and are quoting at attractive valuations. While we do not claim that we have compiled information based
on our meeting with the management, we have taken enough care to ensure that the content of the report is
reliable. Although we have christened the report as “Desk Research Calls” (DRC), we intend to release
regular updates on the company as is done in our other rated calls.

Additional information with respect to any securities referred to herein will be available upon request.

This report is prepared for the exclusive use of Sushil Group clients only and should not be reproduced, re-
circulated, published in any media, website or otherwise, in any form or manner, in part or as a whole, without the
express consent in writing of Sushil Financial Services Private Limited. Any unauthorized use, disclosure or public
dissemination of information contained herein is prohibited. This report is to be used only by the original recipient to
whom it is sent.

This is for private circulation only and the said document does not constitute an offer to buy or sell any securities
mentioned herein. While utmost care has been taken in preparing the above, we claim no responsibility for its
accuracy. We shall not be liable for any direct or indirect losses arising from the use thereof and the investors are
requested to use the information contained herein at their own risk.

This report has been prepared for information purposes only and is not a solicitation, or an offer, to buy or sell any
security. It does not purport to be a complete description of the securities, markets or developments referred to in the
material. The information, on which the report is based, has been obtained from sources, which we believe to be
reliable, but we have not independently verified such information and we do not guarantee that it is accurate or
complete. All expressions of opinion are subject to change without notice.

Sushil Financial Services Private Limited and its connected companies, and their respective directors, officers and
employees (to be collectively known as SFSPL), may, from time to time, have a long or short position in the
securities mentioned and may sell or buy such securities. SFSPL may act upon or make use of information contained
herein prior to the publication thereof.



