SBI Cards & Payment Services Ltd — FY 2024 Annual Report Analysis

Annual Report Analysis (Consolidated)

Investor Snapshot

# Analytical point Sentiment
SBI Cards maintains a dominant market position as a pure-play credit card leader, leveraging a Positive
massive distribution moat via SBI’'s YONO platform to drive a 13% growth in Cards-in-Force.

Revenue from operations demonstrated robust momentum, growing 24.16% YoY to [16,968.42 Cr, Positive
Sitiv
fueled by a strategic shift toward high-margin interchange and fee-based income.
Operating margins are under significant pressure as finance costs surged 57.5% YoY, causing the Negative
Interest Coverage Ratio to deteriorate sharply from 3.44x to 2.24x. g
Bottom-line growth lagged significantly at 6.6% as PAT was cannibalized by a 52.26% spike in Negative
iv
impairment costs, which at 3,287 Cr now represent 1.36x of total PAT. 9
The balance sheet reflects high systemic dependency, with 55.49% of borrowings sourced from the Negati
egative
parent (SBI) and Related Party Transactions (RPTs) reaching a staggering 104% of revenue. g
Cash flow generation is a primary concern, with the CFO deficit widening to - 5,451.54 Cr, indicating Negative
that growth and dividends are being funded entirely through debt. g
Capital expenditure is increasingly focused on digital infrastructure, with 81% of new accounts now Neutral
u
onboarded via the "SPRINT" platform to optimize long-term acquisition costs.
Earnings quality is compromised by a high-risk asset mix, where 99.46% of the 50,845.59 Cr loan Negative
book is unsecured, making the company highly vulnerable to credit cycle volatility. 4
Governance is marred by regulatory friction, specifically an auditor-flagged non-compliance with RBI Negative
Master Directions on Digital Payment Security and a 2% PAT royalty leakage to the parent. g
Asset quality risks are intensifying as the impairment-to-gross-loans ratio has climbed to 7.18%, Negative
iV
significantly outpacing the rate of top-line expansion. :
The outlook depends on the successful premiumization of the portfolio through partnerships like Reliance Neutral
Retail and Titan to defend NIMs against rising cost of funds.
Investment View: Watch; stance remains cautious until impairment growth converges below 25% and Neutral
u

regulatory gaps regarding digital security are fully remediated.

1. Business overview (In Bullet Points)

» Business Segments: Primary focus on the credit card business, operating as a "pure-play" credit card issuer
in India, leveraging the State Bank of India (SBI) ecosystem.

* Revenue Drivers: Driven by Interest Income (46.72% of revenue) and Fees and Commission income
(48.12%), specifically high-margin Interchange income and fee-based services.

* Cost Drivers: Major costs include Finance Costs (interest on borrowings), Impairment on financial
instruments (credit costs), and Operating Expenses (card acquisition and marketing).

« Industry Position: Maintains a dominant position as a leading credit card issuer, recently achieving a 25-
year milestone and "Superbrand" status.



» Expansion Plans: Strategic pivot toward "lifestyle-integrated" products (SBI Card MILES, partnerships with
Reliance Retail and Titan) to capture high-spend customers and Tier Il/lll penetration via UPI-on-Credit-Card.

» Acquisitions & Partnerships: Recent high-profile partnerships with Reliance Retail and Titan to challenge
private sector incumbents in premium segments.

 Capacity Additions: Significant digital capacity expansion through the SPRINT (instant onboarding) and
Blaze (credit engine) platforms.

» Segment Performance: Added 43.6 lakh new accounts (13% CIF growth) in FY24; monthly average UPI
spend reached [12,500 per active account.

» Geographical Presence: Deepening penetration in Tier Il and Tier Ill cities, utilizing UPI integration to solve
merchant acceptance hurdles.

2. Management commentary & outlook

* Management is shifting the "SBI Moat" from simple branch sourcing to "embedded digital sourcing” via the
YONO app and internet banking.

« Strategy is pivoting from generic utility cards (SimplySAVE) toward premium, lifestyle-integrated products to
combat MDR compression and target high-net-worth spenders.

» The company is aggressively reducing "Time-to-Market" for cards using the Blaze engine and Account
Aggregator (AA) for digital surrogate documentation.

» Management highlights India's trajectory toward becoming the 3rd largest consumer market by 2026 as a
primary growth tailwind.

 There is a heavy emphasis on "Operational Excellence" and "Workforce Optimization," signaling a strategic
focus on cost control as credit costs rise.

» The UPI-RuPay integration is being used as a volume play to penetrate smaller towns, though the impact on
blended MDR remains a monitorable.

* Management is prioritizing "proactive fraud alert curing" and "vendor risk management" to protect the existing
book in a worsening credit environment.

« The transition to Integrated Reporting highlights a focus on ESG, with 81% of welcome kits now digitized to
save costs and reduce environmental impact.

* Management Tone: The overall tone is one of "Measured Optimism" masking "Asset Quality Stress."
While celebratory of growth milestones and digital efficiency, the language has become noticeably process-
heavy regarding risk management, suggesting that the focus has shifted from easy expansion to defending
margins and protecting the unsecured loan book against a tightening credit cycle.

3. Financial analysis

3.1 Financial statements
3.2 Financial analysis summary

* Revenue from Operations grew by 24.16% to [16,968.42 Cr, primarily driven by a 48.12% contribution from
Fees and Commission income ([8,164.69 Cr) and 46.72% from Interest Income ([¥,927.12 Cr), which
correlates with the 24.86% expansion in the Gross Loan book to [50,845.59 Cr.

* Finance Cost surged by 57.51% to [2,595.22 Cr, significantly outpacing revenue growth and causing the

Interest Coverage Ratio to deteriorate from 3.44 to 2.24, driven by interest on borrowings nearly doubling due
to a higher interest rate environment and increased leverage.



* Impairment on financial instruments rose sharply by 52.26% to [B,287.42 Cr, more than double the rate of
revenue growth, indicating a significant compression in PAT margins from 16.53% to 14.19%, underscored by
the fact that 99.46% of the Gross Loan book is unsecured.

* Net Cash from Operating Activities (CFO) reported a massive deficit of -[5,451.54 Cr, widening from -
[B,485.62 Cr, reflecting the cash-intensive nature of growing an NBFC loan book where the [10,123.97 Cr
increase in Gross Loans acts as a major operating outflow.

» Working Capital is under pressure as Payable to Network Partners spiked by 195.5% to [2,069.15 Cr, while
Unamortised Card acquisition costs of [1,090.96 Cr represent 48% of non-financial assets, indicating a
balance sheet heavy on deferred expenses.

« Total Debt composition shows high short-term risk, with 52.2% of Debt securities ([(B,130.41 Cr) due within
12 months and 55.49% of other borrowings ((17,753.30 Cr) sourced directly from the parent, State Bank of
India.

» Operating Expenses ([5,960.48 Cr) and Employee benefits expenses ([569.69 Cr) remained controlled, but
profitability remains sensitive to customer retention assumptions used to amortize Capex-like card acquisition
costs.

 Other Assets & Liabilities Insight: The [1,090.96 Cr in Unamortised Card acquisition costs acts as a "soft"
asset that could require massive write-downs if churn spikes; meanwhile, the [2,069.15 Cr Payable to
Network Partners indicates a buildup of dues to Visa/Mastercard that impacts short-term liquidity.

 Overall Synthesis: The dominant financial theme of the year is "Growth at the Cost of Asset Quality and
Liquidity," where robust Revenue and Gross Loan expansion are being overshadowed by a disproportionate

surge in Impairment and Finance Costs, leading to a widening CFO deficit and extreme reliance on parent-
linked Total Debt.

3.3 Contingent liabilities & commitments

« Litigation & Tax Disputes: The company faces various tax-related disputes; however, specific quantified
amounts for pending litigations were not provided in the primary financial notes.

* Capital Commitments: Significant commitments toward digital infrastructure and IT security upgrades (PCI-
DSS 4.0).

» Guarantees: The company operates primarily on unsecured credit; no major third-party guarantees were
flagged.

* Restructured Loans: Total restructured loans stand at [8.71 Cr with a provision of [5.65 Cr, classified as
Stage 3 assets.



3.9 Earnings quality & forensic checks



# Check

1
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PAT vs CFO trend

Receivables &
channel-stuffing
signal

Revenue timing

Revenue from
related parties %

Inventory vs revenue
growth

Inventory valuation
method change

Exceptional items in
operating profit

Depreciation rate vs
useful life policy

Provision reversals
boosting PAT

Tax rate consistency

CWIP age and
stalling projects

Deferred tax asset
recognition
adequacy

RPT quantum and
trend

Dividend paid vs
FCF adequacy

Auditor KAM: ECL
Management
Overlays

Digital Security Non-
Compliance

Impact

Profit { — earnings overstate cash;
[5,451.54 Cr CFO outflow driven by loan
book expansion.

Revenue 11 — credit risk rising;
receivables grew 71% vs revenue growth
of 24.2%.

Neutral — conservative recognition;
membership fees deferred over 12 months
prevents front-loading.

Revenue 1 — high concentration; business
model relies on parent bank's ecosystem
for customer sourcing.

Neutral — not applicable; as a financial
services entity, the company holds no
physical inventory.

Neutral — no impact; company does not
carry inventory, so no valuation policy
exists.

Profit 1 — non-operational boost; bad debt
recovery of [4#91.18 Cr supports the bottom
line.

Profit | — expense acceleration;
depreciation increased 20% following
growth in infrastructure and IT assets.

Profit ¢+ — credit quality stress; impairment
charges grew 52.2%, significantly
outpacing revenue growth.

Neutral — stable tax profile; effective tax
rate of 25.5% aligns with statutory
corporate rates.

Neutral — low materiality; focus is on
unamortized card acquisition costs rather
than physical CWIP.

Profit 1 — timing differences; DTA supports
PAT by accounting for temporary
differences in provisions.

Profit 1 — funding dependency; 55.5% of
non-debt borrowings are sourced directly
from parent SBI.

Profit | — liquidity pressure; negative FCF
due to loan growth requires debt to fund
dividends.

Profit 11 — Subjectivity in impairment;
significant management judgment in
"management overlays" and ML models.

Status

Notes detail

[CFO vs PAT Divergence]: Typical for
NBFC growth but indicates heavy reliance
on external debt financing.

: [09.91 Cr outstanding < 6 months; [(2.00
Cr flagged for significant credit risk
increase.

: Membership fees recognized over 12
months; unamortized portions held as
liabilities.

: Strong parental support from SBI but

creates significant ecosystem
concentration risk.

Financial services sector profile; revenue
driven by interest and fee-based income.

Accounting policies focus on financial
instruments and ECL models.

: Recurring but non-operational stream
that mitigates impact of high impairment
costs.

: Depreciation and amortization reflect
standard useful life policies for IT and
office equipment.

: Disproportionate rise in credit costs
suggests deteriorating asset quality in the
unsecured book.

[Tax Rate Stability]: No unusual deferred
tax maneuvers or significant tax-related
adjustments noted.

: Unamortized card acquisition costs
(C1,090.96 Cr) are the primary deferred
asset.

: Actuarial valuations for reward points
and ECL provisions drive DTA
components.

: High dependence on parent for liquidity;
working capital loans secured by charge
on assets.

[CFO vs PAT]: Widening gap indicates
dividends and operations are funded via
increased leverage.

Auditor flagged reliance on ML models
and economic scenarios for credit risk.

Potential for RBI penalties or restrictions
on new card sourcing.



# Check Impact Status  Notes detail

Neutral — Regulatory risk; non-compliance
with RBI Master Directions on Digital
Payment Security.

L Revenue 11 — Estimation risk; Business -
Revenue Estimation : Complexity in network partner

Uncertainty Development Incentives based on o arrangements (Visa/Mastercard)
management estimates of future volumes. '

4. Management & governance

A. Auditor Report & Key Audit Matters * Audit Opinion: Unqualified. * KAM 1: Impairment of Financial Assets
(ECL): Auditor flagged significant management judgment in "management overlays" for economic scenarios and
the use of ML models for credit risk. Management uses a 191-day DPD threshold for Stage 3. * KAM 2:
Revenue Recognition (Ind AS 115): Complexity in network partner (Visa/Mastercard) arrangements.
Management estimates future transaction volumes for incentive income, creating estimation uncertainty. * KAM
3: IT Systems Integrity: Auditors confirmed accounting transactions are processed through IT systems with no
significant manual intervention. * Digital Payment Security Non-Compliance: Auditor noted the company is
NOT fully compliant with RBI Master Directions on Digital Payment Security Controls. Paragraph 23 (Escrow for
third-party apps) is "in progress" and Paragraph 24 (Security testing) has pending reports for H2 FY24.

B. Related Party Transactions | Party | Relationship | Nature | Amount (CICr) | Concern | | i=-- | === | === | i==- | == |
| State Bank of India | Parent/Promoter | Working capital loans (O/S) | 17,753.30 Cr | High dependency | | State
Bank of India | Parent/Promoter | Proposed RPT FY25 (Borrowing/Limit) | 28,000.00 Cr | 160.15% of Turnover | |
State Bank of India | Parent/Promoter | Royalty Payment | 2% of PAT (min.) | Profit leakage | | SBI Capital
Markets | Fellow Subsidiary | Proposed RPT FY25 | 2,050.00 Cr | Materiality | | State Bank of India | Parent/
Promoter | Equity Holding | 652.63 Cr | Capital support |

* RPT Risk Checks: % of Revenue is 104.62% (based on SBI O/S Loans). Operations are entirely funded by
parent-linked debt as CFO is negative.

* Royalty Structure: Payment at 0.20% of Total Income or 2% of PAT (whichever is higher) ensures the parent
extracts value even if margins compress.

C. Shareholding * Promoter & Promoter Group (SBI): 68.63% * Public | Others: 31.37% * Pledged shares:
0.00%

D. Board Composition + KMP Compensation * Total Directors: 9 | Independent %: 55.56% | Women
Directors: 1 (Anuradha Nadkarni). * KMP Compensation: Aggregate employee remuneration rose to [5647.02
Cr. MD & CEO Abhijit Chakravorty (ex-SBI DMD) reinforces the "SBI-first" culture. * YoY Analysis: Aggregate
employee benefits grew only 1.39% despite a 24% revenue jump, suggesting high operating leverage and tight
cost control. ESOP costs decreased to [10.70 Cr.

F. Capital Allocation & Capex | Action | FY current (OCr) | FY prior (OCr) | % of CFO | Signal | | :--- | == | == | :---
| :--- | | Dividends | 236.52 Cr | 235.79 Cr | N/M | — | | Impairments / Write-offs | 3,287.42 Cr | 2,159.05 Cr | N/M |
— | | Net Debt Change | 8,981.27 Cr | 8,942.31 Cr | N/M | — | | Capex (Intangibles) | 39.65 Cr | 16.63 Cr | N/M |
—I
« CAPEX Analytical Notes:
o CFO Coverage of Capex: Negative. CFO (-[5,451.54 Cr) cannot fund the [89.65 Cr capex; gap bridged
by a 38% increase in bank borrowings.

> Nature of Capex: Primarily digital infrastructure (SPRINT platform, UPI integration) and security
upgrades.



- Deployment Efficiency: Capex is highly efficient; a [89.65 Cr investment supports a [B30,000 Cr spend
volume.

- Key Takeaways: Unamortized card acquisition costs ([(1,090.96 Cr) represent 48% of non-financial
assets, acting as a "soft" asset.

H. Risks * Unsecured Exposure: 99.46% of the [50,845.59 Cr loan book is unsecured. A 1% spike in defaults
wipes out 21% of PAT. (Severity: High) * Digital Security: Non-compliance with RBI Master Directions on digital
controls. Potential RBI penalties or restrictions on new card sourcing. (Severity: High) * Interest Rate: Finance
costs rose 57.51% YoY. 100bps rate hike significantly compresses NIM. (Severity: Medium) * Liquidity: 52.2%
of NCDs ([38,130.41 Cr) mature within 12 months. High refinancing risk. (Severity: Medium)

5. Scorecard & verdict

Part a: scorecard

Dimension Key evidence One-line rationale
. ) 24% Revenue growth; 13% CIF Strong distribution moat via SBI but high
Business quality 4 - )
growth unsecured concentration.
. . D/E rising; CFO -[5,451 Cr,; Heavy reliance on parent debt and
Financial health 2 1 :
Interest Coverage 2.24x negative cash flows.
. ) Impairment (CB.2k Cr) > PAT Profitability is vulnerable to credit cycles
Earnings quality 2 ! . .
(C2.4k Cr); 99% unsecured and high write-offs.
Management & 3 . RBI Non-compliance; 2% PAT Strong parentage but regulatory gaps
governance Royalty and profit leakage to SBI.
Capital allocation & 3 ROCE > WACC (implied); Capex Efficient digital spend but value
earnings visibility - in digital destroyed by credit impairments.

Business positives (for this company this year) * Robust Top-line Growth: Revenue from operations grew
24.16% to [16,968.42 Cr. * Digital Sourcing Efficiency: Added 43.6 lakh new accounts with 81% of welcome
kits digitized, reducing logistics costs. * Strong Distribution Moat: Access to SBI's YONO and internet banking
drove 13% growth in Cards-in-Force (CIF). * High-Margin Fee Income: Interchange and fee-based income
reached [7,034.42 Cr, signaling a shift toward service-oriented earnings. * Strategic Partnerships: New co-
branded launches with Reliance Retail and Titan provide access to high-spending customer segments.

Business negatives | concerns (for this company this year) * Deteriorating Asset Quality: Impairment
costs surged 52.26% to [B,287.42 Cr, significantly outpacing revenue growth. * Extreme Unsecured Risk:
99.46% of the [50,845.59 Cr loan book is unsecured, making PAT highly sensitive to default spikes. * Negative
Cash Flow: CFO deficit widened to -[5,451.54 Cr, necessitating heavy debt financing for operations and
dividends. * Regulatory Non-Compliance: Auditor flagged non-compliance with RBI Master Directions on
Digital Payment Security Controls. * Funding Dependency: 55.49% of borrowings are sourced directly from
SBI, creating a structural "too-big-to-fail" reliance. * Profit Leakage: Royalty payments to the parent at 2% of
PAT extract value regardless of margin compression.

Overall scorecard summary SBI Cards is currently in a high-growth but high-stress phase, where its financial
strength is entirely dependent on the liquidity umbilical cord of its parent, SBI. While top-line metrics and digital
adoption are exemplary, the earnings quality is weakening due to a disproportionate rise in credit costs and a
massive divergence between PAT and CFO. Governance is generally stable but marred by specific RBI
compliance gaps and structural profit leakage via royalties. The business is on a stable but cautious trajectory,
as it trades off high ROE against rising impairments in an unsecured-heavy portfolio.



Part b: governance check matrix

# Check Status
1 Audit opinion clean? —
2 Promoter pledge = 0? —
3 KMP pay < 5% of PAT? —
4 RPT quantum < 5% of revenue? —
5 Board > 50% independent? —
6 At least 1 woman director? —
7 No statutory dues outstanding? —
8 No fraud reported? —
9 Audit trail enabled? —
10 Frequent Auditor change =

Final line: "Total: 9/10 — Governance Rating: 3"
Part c: investor verdict

Thesis: A dominant pure-play credit card leader leveraging a massive parental distribution moat, currently
navigating a cyclical downturn in unsecured credit quality. Overall stance: Watch Rationale: Robust revenue
growth is being neutralized by surging finance costs and credit impairments, while regulatory non-compliance
adds a layer of tail risk. Re-evaluate when: Impairment/Gross Loans ratio falls below 6% (currently 7.18%) or
CFO turns positive. BULL CASE: Successful premiumization via Titan/Reliance partnerships leads to a 200bps
expansion in NIM and stabilization of credit costs. BEAR CASE: RBI imposes restrictions on new card sourcing
due to digital security non-compliance, coupled with a 100bps spike in GNPA. Key monitorable: Impairment
Cost Growth vs Revenue Growth: 52.2% - Watch for convergence below 25%.



7. Year-over-year analysis

7.1 Changes

Metric /

Summary a status
theme

Bad debt write-offs at

Asset Qualit
Q y [1,888.85 Cr (83.6% of

Stress
PAT).
. Interest Coverage at
Margin
. 2.84x; PAT growth of
Trajectory
39.7%.
. Net receivables fell 15.6%
Working .
. while gross loans grew
Capital
30.2%.
High-growth focus with
Management .
emphasis on record
Tone -
customer acquisition.
Requlator No material non-
u
. g y compliance reported by
Risk .
auditors.
. Capex of [16.63 Cr
Capital -
. focused on digital
Allocation

infrastructure.

7.2 Persistent patterns

Summary b status

Impairment surged 52.26% to
[B,287.42 Cr (136% of PAT).

Interest Coverage dropped to
2.24x; PAT growth slowed to
6.6%.

Receivables grew 71%,
significantly outpacing revenue
growth of 24.2%.

"Measured Optimism" masking
"Asset Quality Stress" with a
pivot to risk management.

Flagged for non-compliance with
RBI Digital Payment Security
Directions.

Capex increased to [B89.65 Cr,
including security upgrades.

Forensic takeaway

Credit costs have transitioned from a high-
cost line item to a primary destroyer of
equity value.

Rising finance costs and credit impairments
are aggressively compressing the net profit
margin.

The sharp divergence between receivable
growth and revenue suggests a buildup of
uncollected dues or aggressive credit
extension.

Management has shifted to a defensive
posture, prioritizing book protection over
simple volume expansion.

Emerging regulatory friction regarding digital
controls introduces significant tail risk for
new card sourcing.

Increased digital spending is now a
defensive necessity to address regulatory
gaps rather than just a growth lever.

» Extreme Unsecured Exposure: The loan book remains 99%+ unsecured, making the company's bottom
line perpetually sensitive to minor fluctuations in the credit cycle.

« Structural Funding Dependency: The company maintains a heavy reliance on the parent (SBI), with over
50% of borrowings and massive RPT limits sourced from a single entity.

» Aggressive Expense Deferral: Management consistently capitalizes card acquisition costs (exceeding
(1,000 Cr), which inflates current-year PAT by deferring marketing expenses into future periods.

* Negative Cash Flow Profile: Operating cash flow (CFO) remains consistently negative and significantly lags
PAT due to the cash-intensive nature of funding loan book growth via debt.

 Parental Value Extraction: A 2% PAT royalty payment to SBI remains a permanent structural leakage of
profit that favors the promoter over minority shareholders.

- Digital Sourcing Dominance: The "SBI Moat" continues to be successfully leveraged through digital-first
sourcing (SPRINT/YONO), maintaining high operational efficiency in customer acquisition.

* High Capital Adequacy: The company consistently maintains a CRAR well above 20%, providing a
necessary regulatory buffer against its high-risk lending profile. No material persistent pattern identified.
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