
SBI retail bond issue provides an opportunity to invest in bonds of 
India’s largest public sector bank with 12,496 domestic branches and 
142 branches outside India. Based on its robust fundamentals and 
business operations, the bank is well positioned to discharge its debt 
obligations. Currently, the AAA rated bond with tenor of 5yrs and 
10yrs are trading at an YTM of 8.50% and 8.75% respectively. While 
the SBI retail bond provides an YTC of 9.25% to 9.50%, providing a 
straightway benefit of 50bps to 75bps. Since the YTC is higher than 
that of comparable bonds, the bond is likely to give a listing gain of 
1% to 2%. Given the longer duration of the bond, the liquidity is 
expected to be high and can be exited before the maturity. So, we 
advice the investors to invest in the bond. 
 

Investment Rationale 
 
Higher than Market Returns…. 
 

Tenors 
G-Sec 
Yield 

AAA 
Spread 

AAA 
Yield 

YTC 
Series I 

YTC 
Series II 

5 Year (% p.a.) 8.00 0.49 8.49 9.25 - 

10 Year (% p.a.) 8.25 0.51 8.76 - 9.50 
 
A comparison between YTC of the issue and YTM on similar bonds reveals 
that the issue is providing returns higher by 50bps to 75bps.  
 
…..Leading to Listing Gains 
With the higher YTC of the issue than YTM of comparable bonds trading in 
secondary market, the issue is expected to give listing gain of 1% to 2%.   
 
Liquidity Expected to High 
As the tenor of the bond is high, post issue liquidity of the bond in 
secondary market is expected to high. Therefore, the investment can be 
exited anytime before the maturity through secondary market.   

  
Issue Features 
  
Lower Tier II Bonds  Series 1 Series 2  
Interest frequency Annual Annual 
Issue Price (Rs./ Bond) 10,000 10,000 
Minimum Application (Rs) 10,000 10,000 
In Multiples of (Rs) 10,000 10,000 
Coupon (% p.a.) 9.25%  9.50% 
Tenor (Years) 10 15 
Call Option (Year) 5th 10th 
Yield to Call (% p.a.) 9.25% 9.50% 
Yield to Maturity (% p.a.) 9.45% 9.60% 
Step-up, if bond not called 0.5%  0.5% 

Interest on Application Money 

Allotment (% p.a.) 9.25%  9.50% 
Refund to Allottees (% p.a.) 6% 6% 
Refund to Non-Allottees (%p.a.) 4% 4% 

 
Objective of The Issue 
 

 To improve the Bank’s Capital Adequacy Ratio (CAR) 
 To augment the long-term resources for increasing the business 
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Recommendations: Invest 
 
Key Investment Arguments 

 YTC of 9.25% to 9.50% as against YTM 
of 8.50% to 8.75% in comparable bonds. 

 
 Given, the YTC of the bond is greater 

than YTM of the comparable bonds; we 
expect a listing gain of 1% to 2%.  

 
 Given the longer tenor of the bond, the 

liquidity is expected to be high. 
 
Issuer:  
State Bank of India 
                                                                                    
Open Date: October 18, 2010 
Close Date: October 25, 2010 
 
Face Value: Rs 10,000 
Redemption Value: Rs 10,000 
 
Issue Size:  
Rs. 500 Cr  
Greenshoe option of Rs 500 Cr 
 
Issue Allocation: 

Investor Type 
Investment 

Limit 
% of Issue 

Size 
Retail Portion  < Rs 5 lacs 50%  
HNI Portion  > Rs 5 lacs 25%  

NII/Corp./QIBs NA 25%   
 
 
Registrar to the Issue: 
Datamatics Financial Services Limited 
 
Listing: NSE 
 
Credit Rating:  
“AAA” by CARE 
“AAA/Stable” by CRISIL 
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Petroleum, 
11%

Paper, 1%

Textile, 11%

Food, 7%
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Iron & steel, 
11%

Other Ind., 
21%

Gems & Jwell., 
3%

Construction, 
3%

Infrastructure, 
18%

Business Analysis 
 

Higher than Statutory Required CAR 
The Bank‘s capital position, as measured by its Basel II and Basel I capital 
adequacy ratios of 13.39% and 12%, respectively, as of March 31, 2010 
(higher than mandatory levels of 9%), allows it to take advantage of 
significant growth opportunities in the market. 
 
Maintained Lower levels of NPAs 
The bank has maintained lower levels of NPAs with gross NPAs at 3.05% 
and net NPAs at 1.72%, mainly driven by higher provision coverage ratio of 
59.23% backed by farmers debt relief waiver scheme stipulated by 
Government of India. Furthermore, overall gross NPAs stands lower 
among other PSU banks like Bank of Baroda, Punjab National Bank.  
 
Increased CASA ratio to improved profitability 
CASA deposits grew much faster by 26.8% YoY leading to 741 bps 
improvement in CASA ratio to 46.7%. 
 
Increased Net Interest Income 
The bank has been able to witness steady growth in net interest income on 
advances and investments. This improvement can be explained by traction 
in low cost deposits especially in saving deposits and re-pricing of high 
cost bulk deposits. 
 
Further Geographical penetration 
The Bank is on continous expansion mode adding further 1048 domestic 
branches to 12,496 branches during FY2010. It intends to increase 
revenues generated from its banking business by expanding its distribution 
network, growing its customer base and diversifying its banking product 
mix. In addition, the Bank is expanding into the more rural areas of India 
where growth potential is significant. 
 
Well Diversified Loan Book  
The Bank’s loan book has picked up to Rs 641,480 Cr as on 31st March 
2010. The market share of the bank is increases to 16.28% during FY10. 
The loan growth was supported by growth in auto loan, education loan and 
home loan segment.  
Following is the loan book across segments 
 
 
 
 
 
 
 
 
 
 
 
 
 
Following is the loan book across industries: 
 
 
 
 
 
 
 
 
 
 

 
 
 

Capital Adequacy Ratio 

13.54
12.97

12.00

12.64

14.25

13.39

FY08 FY09 FY10

Basel I Basel II

 
 
NPAs 
 

3.04 2.86 3.05

1.78 1.79 1.72

FY08 FY09 FY10

Gross NPA (%) Net NPA (%)

 
CASA Ratio 

43.00

39.26

46.67

FY08 FY09 FY10

CASA Ratio (%)

 
 
Net Interest Income 

170.21

208.73
236.71

FY08 FY09 FY10

NII (Rs. Cr)

 
 
Branches 

10186.00
11448.00

12496.00

FY08 FY09 Y10F

No. of Branches
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For Further Details/Clarifications please contact 
 
RR Information & Investment Research Pvt. Ltd. 
47, MM Road Jhandewalan New Delhi-110055 (INDIA) 
Tel: 011-23636362/63 
research@rrfcl.com 
www.rrfinance.com 
www.rrfcl.com 
 
RR Research Products and Services 
 
Online Equity Calls during Market Hours (9:00 AM to 3:30 PM) 
 
Online Commodity Calls during Market Hours (10:00 AM to 11:30 PM) 
 
Daily Morning Pack 

 Equity Fundamental - Daily  
 Equity Technical Analysis - Daily 
 Derivative – Daily  
 Debt - Daily 
 Commodity - Daily  
 Currency – Daily  

 
Daily Market Review 
 
Weekly Pack 

 Equity Fundamental - Weekly  
 Equity Technical Analysis - Weekly  
 Derivative – Weekly  
 Debt - Weekly  
 Commodity - Weekly  
 Currency – Weekly  
 Mutual Fund Watch 

 
Fundamental Research 

 Economic Analysis 
 Industry Analysis 
 Company Research & Valuations 
 Result Updates 
 News Updates 

 
IPO Analysis 
 
Mutual Fund Analysis 
 
Fixed Deposit Analysis 
 
Money Market Instruments Analysis 
 
Investment Monitor – The complete monthly magazine design for Indian investors 
 
Share Views with Zee Business.  
 
And many more… 
 
RR Research can also be viewed and downloaded from following websites: 
www.moneycontrol.com 
www.valuenotes.com 
www.reportjunction.com 
www.capitalmarket.com 
www.myiris.com 
 
 
 

mailto:research@rrfcl.com
http://www.rrfinance.com/
http://www.rrfcl.com/
http://www.moneycontrol.com/
http://www.valuenotes.com/
http://www.reportjunction.com/
http://www.capitalmarket.com/
http://www.myiris.com/
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Disclaimer 
Kindly read the Risk Disclosure Documents carefully before investing in Equity Shares, Derivatives or 
other instruments traded on the Stock Exchanges.  RR would include RR Financial Consultants Ltd. and 
its subsidiaries, group companies, employees including makers of this report and affiliates. The 
information contained herein is strictly confidential and meant solely for the selected recipient and may 
not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person 
or to the media or reproduced in any form, without prior written consent of RR. The information 
contained herein is obtained from public sources and sources believed to be reliable, but independent 
verification has not been made nor is its accuracy or completeness guaranteed. RR or their employees 
including makers of this report may have or may not have an outstanding buy or sell position or holding 
or interest in the products mentioned herein. The contents and the information herein is solely for 
informational purpose and may not be used or considered as an offer document or solicitation of offer to 
buy or sell or subscribe for securities or other financial and insurance products and instruments. Nothing 
in this report constitutes investment, legal, accounting and/or tax advice or a representation that any 
investment or strategy is suitable or appropriate to recipients specific circumstances. The securities and 
products discussed and opinions expressed in this report may not be suitable for all investors, who must 
make their own investment decisions, based on their own investment objectives, financial positions and 
needs. Please note that fixed deposits, bonds, debentures are loans/lending instruments and the 
investor must satisfy himself/herself on the financial health of the company/bank/institution before 
making any investment. RR and/or its affiliates take no guarantee of soundness of any company or 
scheme. RR has/will make available all required information to the prospective investor if asked for in 
respect of any scheme/fixed deposit/bond/loan/debenture. RR is only acting as a broker/distributor and 
is not representing any company in any manner except to distribute its schemes. Mutual Fund 
Investments are subject to market risks, read the offer document carefully before investing. Any 
recipient herein may not take the content in substitution for the exercise of independent judgment. The 
recipient should independently evaluate the investment risks of any scheme of a mutual fund. RR, 
employees including makers of this report and its affiliates accept no liability for any loss or damage of 
any kind arising out of the use of any information contained herein. Past performance is not necessarily 
a guide to future performance. Actual results may differ materially from those set forth in projections. RR 
may have issued other reports that are inconsistent with and reach different conclusion from the 
information presented in this report. The information herein is not directed or intended for distribution to, 
or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or 
other jurisdiction, where such distribution, publication, availability or use would be contrary to law, 
regulation or which would subject RR and its affiliates to any registration or licensing requirement within 
such jurisdiction. The securities and products described herein may or may not be eligible for sale in all 
jurisdictions or to certain category of investors. Persons in whose possession this document may come 
are required to inform them of and to observe such restriction(s). The display, description or references 
to any products, services, publications or links herein shall not constitute an endorsement by RR. 
Insurance is a subject matter of solicitation. Kindly also note all the risk disclosure documents carefully 
before investing in Equity Shares, IPO’s, Mutual Fund Schemes, Insurance Schemes, Fixed Deposit 
schemes, Debt offers, Hybrid Instruments,   or other instruments traded on Stock Exchanges or 
otherwise. Prospective investors can get all details and information from the sites of SEBI, IRDA, AMFI 
or respective Mutual Fund Companies, Insurance Companies, Rating Agencies, Stock Exchanges and 
individual corporate websites. Prospective investors are advised to fully satisfy themselves before 
making any investment decision. 
 
NSE - INB 231219636, INF 231219636  
BSE - INB 011219632 
 
Red Herring prospectus can be downloaded from the following link: 
 
www.sebi.gov.in/dp/coaldrhp.pdf 
 
 

 

http://www.sebi.gov.in/dp/coaldrhp.pdf

	Disclaimer

