SBI Cards & Payment Services Ltd — FY 2023 Annual Report Analysis

Annual Report Analysis (Consolidated)

Investor Snapshot

# Analytical point Sentiment

SBI Cards maintains a dominant 19.7% market share in the credit card industry, leveraging its
parentage to drive a 46% YoY surge in new account acquisitions.

Revenue grew by 25.3% to [13,375.87 Cr, supported by a scalable digital-first sourcing model where
97% of new cards are issued via the SBI Card SPRINT platform.

Operating leverage is under pressure as finance costs surged 60.38%, significantly outpacing
revenue growth and testing margin stability in a high-interest-rate environment.

PAT increased 39.7% to [2,258.47 Cr, delivering a robust ROE of 25.69%, which remains well above
the company's cost of debt.

The balance sheet reflects high leverage with a D/E ratio of 3.16x and a heavy concentration risk, as
48.35% of total borrowings are sourced from SBI.

Cash conversion improved significantly with a CFO/PAT ratio of 1.00x, up from 0.66x, indicating that
earnings are backed by actual cash inflows.

Capital adequacy remains a core strength with a CRAR of 23.08%, providing an 800+ bps buffer over
regulatory requirements to fund a (45,000 Cr borrowing expansion.

Earnings quality is diluted by aggressive accounting, evidenced by a 106.6% surge in contract assets
and a 39.3% rise in unamortised acquisition costs, deferring current expenses.

Governance is rated high at 9/10 due to a 62.5% independent board and clean audit history, though
related-party transaction dependency on the parent remains extreme.

Asset quality is a primary headwind, with bad debt write-offs of 1,888.85 Cr consuming a staggering
83.6% of the year's total profit after tax.

The outlook focuses on "calculated aggression," targeting the RuPay-UPI ecosystem to drive a 30%+
CAGR in spends and offset rising cost-to-income ratios.

Investment View: ACCUMULATE; monitor for convergence of contract asset growth with revenue and
ensure interest coverage remains above the 2.0x threshold.

1. Business overview (In Bullet Points)

» Business Segments & Industry Position: SBI Card is India’s only listed pure-play credit card issuer and the
second-largest player in the industry with a 19.7% market share in Cards in Force (CIF) and 18.2% in
spends.

* Revenue Drivers: Income is primarily driven by Interest on loans (45.23% of total), Interchange income
(26.60%), and Fee-based income (15.52%).

« Cost Drivers: Major costs include Finance Costs (driven by borrowing volumes and rates), Sales
Promotion, Reward points redemption, and Impairment on financial instruments.

» Expansion & Capacity: Achieved record-breaking acquisition of 52.02 lakh new accounts in FY23 (46% YoY
increase), bringing total CIF to 1.68 Cr.



» Geographical Presence: Strategic shift toward Tier 2 and 3 cities where credit penetration is lowest
(currently ~5%).

« Digital Strategy: 57% of spends are online; the SBI Card SPRINT platform enables end-to-end digital
sourcing, with 97% of new cards sourced digitally.

* Acquisitions & Partnerships: Deepening integration with the SBI YONO app and strategic co-branding with
Aditya Birla Finance and Punjab & Sind Bank.

» Segment Performance: Corporate spends grew 40% YoY to (56,034 Cr, indicating strong traction in high-
value lending.

2. Management commentary & outlook

- Strategic Pivot: Management is transitioning from a traditional "push" model to a digital "pull" model,
focusing on "Platform" over "Plastic."

* RuPay-UPI Opportunity: Management views RuPay-UPI linking as a "feeder" mechanism to bring low-ticket,
high-frequency spenders into the credit ecosystem for future migration to high-yield products.

» Growth Guidance: Emphasis is on "sustainability of growth" over "growth at any cost," targeting under-
penetrated Tier 2/3 markets.

» Margin Environment: Acknowledgment of a "rising interest rate scenario” pressuring the cost of funds;
seeking to enhance borrowing limits to (45,000 Cr to fund receivables expansion.

» Competitive Intensity: Management believes regulatory changes (like the PPI ban) “clear the field" of
smaller fintech players, favoring licensed incumbents.

* Risk Vigilance: Utilizing Al-based "Photo Match" and alternate data sources to sharpen credit decisioning as
the portfolio expands.

 Leadership Transition: Incoming CEO Abhijit Chakravorty is expected to focus on technological fortification
and commercial credit.

* Long-term Vision: Confidence that India’s low credit card penetration (5/100) provides a decade-long
runway for CIF dominance.

* Management Tone: Management is successfully pivoting from a defensive post-pandemic stance to an
offensive "market-capture” mode. They are not just reacting to regulatory changes but are positioning these
as competitive advantages. The tone regarding the SBI parentage is one of "leveraging the legacy" while the
tone regarding technology is "start-up-like agility." There is a firm confidence that short-term margin volatility
is a secondary concern to long-term market dominance.

3. Financial analysis

3.1 Financial statements

3.2 Financial analysis summary

» The 25.27% growth in Revenue to [13,375.87 Cr is primarily driven by Interest on loans and Interchange
income, supported by a 30.18% expansion in the gross Loans book to [40,721.62 Cr on the Balance Sheet.

* Revenue quality is under scrutiny as Contract Assets (representing revenue recognized but not yet billed
from network partners) surged 106.57% to [B88.12 Cr, significantly outpacing top-line growth.

* Finance Cost surged by 60.38% to [1,647.63 Cr on the P&L, significantly outpacing top-line growth due to a
40.34% increase in Total Debt to [81,109.61 Cr, which includes [15,040.78 Cr in short-term loans sourced
from the parent, State Bank of India.



» CFO improved substantially to [2,251.10 Cr, achieving a 1.00x CFO / PAT conversion ratio, although cash
generation was partially offset by a [296.61 Cr net addition to capitalized contract costs and a 24.95%
increase in Trade Payables to [1,395.42 Cr.

» Other Expenses are dominated by Sales Promotion and Reward points redemption, which together cost
[B,085.14 Cr or 23.06% of Revenue, highlighting intense competitive pressure and high retention costs.

« While Impairment on financial instruments decreased slightly to [2,159.05 Cr, actual Bad debt written-off
remains high at [1,888.85 Cr, representing 83.6% of PAT, signaling that earnings remain highly sensitive to
the credit quality of the [86,309.03 Cr in short-term customer dues.

* ROE strengthened to 25.69% from 23.82%, benefiting from improved PAT margins of 15.81% and a leverage-
heavy capital structure where Total Debt is 3.16x Net Worth, though Interest Coverage moderated to 2.84x.

* CFl reflected an increased outflow of [B48.81 Cr, primarily directed toward digital infrastructure and Intangible
assets under development of [16.63 Cr, while Depreciation of [163.81 Cr was linked to a 39.35% rise in
lease liabilities for critical computer servers.

» The company maintains a strong Capital Adequacy Ratio (CRAR) of 23.08%, well above the 15%
regulatory requirement, providing a buffer for the 30.18% growth in Loans and the [1,360.64 Cr Impairment
Loss Allowance.

» Other Assets are impacted by Unamortised Card Acquisition Costs of [1,051.31 Cr (39.3% growth); this
deferred expense boosts current PAT but poses a risk if customer churn increases, requiring a sharp write-
down.

« Other Liabilities include Unamortised Membership Fees of [531.44 Cr, which serves as a positive deferred
revenue pipeline providing visibility for the next fiscal year.

» SBI Cards delivered a high-growth fiscal year with PAT rising 39.7%, yet the quality of performance is
tempered by a heavy reliance on short-term parent-linked Total Debt, aggressive deferral of acquisition costs,
and a high-cost operating model where marketing and rewards consume nearly a quarter of Revenue.

3.3 Contingent liabilities & commitments

 Capital Commitments: [16.63 Cr (FY23) vs [13.75 Cr (FY22), primarily related to software and digital
infrastructure (Intangible Assets).

« Litigation & Tax Disputes: The company follows a policy of disclosing contingent liabilities when there is a
possible obligation that "probably will not" require an outflow; no specific material litigation amounts were
disclosed as outstanding debts.

» Guarantees: None disclosed in the Annual Report.



3.9 Earnings quality & forensic checks



# Check

1 PAT vs CFO trend

Receivables &
2 channel-stuffing
signal

Revenue timing
3 (unbilled / contract
assets)

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

10 Tax rate consistency

1 CWIP age and
stalling projects

12 Deferred tax asset
recognition adequacy
RPT quantum and

13
trend

14 Dividend paid vs FCF
adequacy
Auditor KAM: ECL

15

Management Overlay

16

Impact

Profit | — earnings overstate cash; high
bad debt write-offs of [1,888.85 Cr
consume operating cash flow.

Revenue 11 — credit risk managed; net
receivables fell 15.6% while gross loans
grew 30.2% YoY.

Revenue 1 — aggressive recognition;
contract assets grew 106.6% vs 25.3%
revenue growth, pulling forward income.

Neutral — revenue is diversified; primary
related party transactions involve funding
and incentives.

Neutral — not applicable; as a financial
services firm, the company does not carry
physical inventory.

Neutral — not applicable; no physical
inventory held by the credit card issuer.

Neutral — clean operating profit; no
material exceptional or extraordinary items
reported in the P&L.

Profit 1 — capitalization risk; card
acquisition costs amortized over
"behavioral life" rather than immediate
expense.

Profit 1+ — non-cash boost; reduction in

total impairment driven by [(266.51 Cr lower

provision for stages.

Neutral — tax alignment; effective tax rate
of 25.48% matches the statutory corporate
tax rate.

Neutral — digital focus; capital
commitments are small and directed
toward intangible assets under
development.

Neutral — standard recognition; DTA/DTL
balances are managed within normal
operational parameters.

Neutral — high dependency; 48.35% of
borrowings sourced from parent SBI,
ensuring liquidity but concentration.

Profit | — high retention; dividend payout
is balanced against the need to fund a 30%
loan growth.

Profit 11 — Management uses significant
judgment in "management overlay" over
the base ECL model.

Status

Notes detail

Note 30 & 35: High write-offs relative to
PAT indicate earnings are highly sensitive
to credit quality.

Note 7: 87.01% of receivables are
unbilled or not due, indicating healthy
ageing.

Note 36: Represents revenue recognized
but not yet billed, primarily from network
partners.

Note 4.1.4 & 36: Incentives from network
partners involve estimation risk but are
not parent-dependent revenue.

Financial statements show no inventory
line item.

Accounting policies contain no inventory
valuation policy.

Statement of Profit and Loss for FY 2023.

Note 4.16: Behavioral life estimation is a
key audit matter; changes impact
profitability significantly.

Note 30: Total impairment decreased
despite higher loan book, aided by
provision reversals.

Note 34: Tax rate is consistent with
Indian statutory requirements.

Note 13.2: Commitments relate primarily
to software and digital infrastructure.

Note 34: Deferred tax movements align
with timing differences in provisions and
depreciation.

Note 18: Heavy reliance on parent for
funding; all derivatives also entered with
SBI.

Note 37: Capital adequacy provides a
buffer for growth despite high borrowing
costs.

Note 4.16: High-risk area for potential
earnings smoothing via qualitative
overlays.



# Check Impact Status Notes detail

Business Revenue 1+ — Sharp 65.39% increase in Note 4.1.4: Subjectivity in estimating
Development incentive income based on "future future transaction volumes with network
Incentive Estimation estimation" of volumes. partners.

4. Management & governance

A. Auditor Report & Key Audit Matters * Audit Opinion: Unqualified. * KAM 1: Impairment of Financial Assets
(ECL): Auditor noted significant judgment in "management overlay" for economic scenarios. Management uses
ML models and 90-day past due (DPD) thresholds, supplemented by qualitative "unlikeliness to pay" criteria. *
KAM 2: Revenue Recoghnition (Ind AS 115): Flagged complexity in arrangements with network partners
regarding transaction prices and performance obligations. Management uses estimates of future transaction
volumes for incentive income. * KAM 3: Card Life Estimation: Behavioral life of a card impacts the amortization
of [1,051.32 Cr in Card Acquisition Costs. Management estimates this based on historical churn and usage
trends. * Internal Controls: Reported as effective; no material weaknesses noted. Oversight provided by the
Comptroller and Auditor General of India (CAG).

B. Related Party Transactions | Party | Relationship | Nature | Amount (CJCr) | Concern | | | |

| | | | State Bank of India | Parent/Promoter | Working Capital Loans (O/S) | 15,040.78
Cr | High dependency | | State Bank of India | Parent/Promoter | Royalty Payment | 45.17 Cr (calc.) | Potential
leakage (2% of PAT) | | State Bank of India | Parent/Promoter | Cash Credit Facility (O/S) | 68.94 Cr | Liquidity
support | | State Bank of India | Parent/Promoter | Derivative Instruments | 1.10 Cr | Risk mitigation | | SBI Capital
Markets Ltd | Fellow Subsidiary | Proposed Transactions FY24 | 2,050.00 Cr | Materiality |

» Dependency: Structural dependency on SBI for liquidity (48.35% of total borrowings) and customer sourcing
(42% of cards in force).

* RPT Verdict: Monitor — While transactions are at arm's length, the scale of intra-group borrowing creates
concentration risk tied to the parent's regulatory caps.

C. Shareholding * Promoter & Promoter Group: 68.98% * Public: 31.02% * Pledged shares: 0.00%

D. Board Composition + KMP Compensation * Board: 8 Directors; 62.50% Independent; 1 Woman Director
(Anuradha Nadkarni). * KMP Compensation: MD & CEO Abhijit Chakravorty (Appointed Aug-23) remuneration
is [0.43 Cr (0.01% of Operating Profit). * Trend: Share-based payments (ESOPSs) decreased to [14.11 Cr from
[22.79 Cr. No family relations disclosed within the Board or Senior Management.

F. Capital Allocation & Capex | Action | FY current (OCr) | FY prior (OCr) | Signal | | | |
| | | Dividends | 236.52 Cr | 235.79 Cr | — | | Capex (Intangibles) | 16.63 Cr | 13.75 Cr | — | |
Net Debt Change | 8,942.31 Cr | — | — | | Impairments / Write-offs | 1,888.85 Cr | — | — |

« CAPEX Analytical Notes:
- Nature: Primarily digital infrastructure; [16.63 Cr in "Intangible assets under development.”

- Efficiency: Capex is minimal compared to 30% growth in receivables, suggesting a highly scalable digital
model.

- Takeaway: Capital allocation is skewed toward lending (working capital) rather than fixed assets. Debt
increased by ~[8,942 Cr to fund the loan book growth.

H. Risks * Credit Risk: [1,888.85 Cr in bad debts written off; directly reduces PAT. (Severity: High) * Interest
Rate Risk: 100 bps increase in rates reduces profit by [44.24 Cr. (Severity: Medium) * Cybersecurity:
Potential for massive litigation and reputational loss from data theft. (Severity: High) * Regulatory Risk: Closure
of 3 million cards industry-wide due to RBI inactivity mandates. (Severity: Medium) * Liquidity Risk: Heavy
reliance on short-term bank borrowings (64.25% of total debt). (Severity: Medium)



5. Scorecard & verdict

Part a: scorecard

Dimension Key evidence One-line rationale

. . 19.7% CIF share; 46% YoY new  Strong moat via SBI parentage and digital
Business quality 4 -

account growth scale, though cyclical.
. . D/E 3.16x; Interest Coverage High leverage and rising finance costs

Financial health 3 !

2.84x pressure the balance sheet.

. . CFO/PAT 1.0x; Contract Assets ~ Good cash conversion offset by aggressive

Earnings quality 3 - .

1106% cost deferrals and unbilled revenue.
Management & 4 Zero pledge; 62.5% Transparent disclosures and strong
governance - Independent Board parentage, despite high RPT dependency.
Capital allocation & 4 ROE 25.7% > Cost of Debt; High returns on equity and clear revenue
earnings visibility - [631 Cr deferred revenue pipeline from membership fees.

Business positives (for this company this year) * Record Customer Acquisition: Sourced 52.02 lakh new
accounts (46% YoY growth), demonstrating strong market demand. * Strong Cash Conversion: Achieved a
CFO | PAT ratio of 1.00x, a significant improvement from 0.66x in the prior year. * High Return Profile:
Delivered a robust ROE of 25.69%, benefiting from operating leverage and high-yield revolving credit. * Digital
Efficiency: 97% of new cards sourced digitally via SBI Card SPRINT, structurally optimizing the cost of
acquisition. * Capital Adequacy: Maintained a CRAR of 23.08%, providing a substantial buffer (800+ bps) over
regulatory requirements.

Business negatives | concerns (for this company this year) * High Credit Costs: Bad debts written off
reached [1,888.85 Cr, consuming 83.6% of the year's PAT. * Aggressive Revenue Recognition: Contract
Assets surged 106.57% to [B88.12 Cr, indicating revenue is being recognized well ahead of billing. * Rising
Finance Costs: Interest expenses grew 60.38%, significantly outpacing the 25.27% revenue growth. * Expense
Deferral: Unamortised Card Acquisition Costs grew 39.3% to [1,051.31 Cr, effectively pushing current
marketing costs into future years. * Concentration Risk: 48.35% of total borrowings are sourced from a single
entity (SBI), creating extreme liquidity dependency.

Overall scorecard summary SBI Cards remains a high-growth, high-return business with a formidable
competitive moat derived from its parentage and digital infrastructure. While financial strength is adequate, the
company is operating with high leverage (3.16x D/E) and faces significant headwinds from rising interest rates
and elevated credit write-offs. Earnings quality is moderate; while cash flow has improved, the aggressive
capitalization of acquisition costs and unbilled revenue warrants close monitoring. Overall, the business is on a
stable trajectory, where market share gains are being balanced against the costs of aggressive expansion.



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: 4"
Part c: investor verdict

Thesis: SBI Card is a high-ROE play on India's credit under-penetration, leveraging the country's largest
banking distribution network to drive digital-first growth. Overall stance: ACCUMULATE Rationale: Strong
market position and high return ratios offset the temporary margin pressure from rising interest rates and credit
costs. Re-evaluate when: Bad debt write-offs exceed 100% of PAT or Interest Coverage falls below 2.0x.
BULL CASE: RuPay-UPI integration drives a 30%+ CAGR in spends with a reversal in the interest rate cycle
boosting NIMs. BEAR CASE: RBI caps credit card MDR or interest rates, or a sharp spike in Tier 2/3 defaults
leads to massive impairment. Key monitorable: Contract Assets growth vs Revenue growth: 106.6% —
watch for convergence below 30%.
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