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Federal Bank Ltd.

Focus on high-yielding segment to improve NIM

Federal Bank Ltd’s (FBL) loan book stood at ~Rs. 2.0 Trn, which grew by 20% on
YoY and 5% on a QoQ basis during the quarter, with the retail loan book
growing ahead of the overall loan book at 22% on a YoY and 7% on a QoQ
basis. The wholesale segment grew by 17% on a YoY and 3% on a QoQ basis.
Deposits rallied by 23% and 5% on a YoY and QoQ basis, respectively. NII
reached Rs. 21 Bn, with ~17% growth on a YoY and 7% on a QoQ basis,
registering a NIM of 3.2%. The management expects better NIM in H2 FY24
compared to H1 FY24. The Bank’s asset quality is continuously improving, with
the lowest GNPAs in 34 quarters. FBL’s ROE and ROA have jumped from 14.4%
to 15.7% and 1.2% to 1.4%, respectively, from Q2 FY23 to Q2 FY24. PAT surged
by 36% on a YoY and 13% on a QoQ basis in Q2 FY24.

Strong growth in loan book

FBL registered a 20% YoY growth and a 5% QoQ growth to close the loan book at
Rs. 1,960 Bn in Q2 FY24. While the retail and wholesale mix was at 55:45 in Q2
FY24 compared to 54:46 in Q1 FY24, segments like auto (30% YoY, 9% QoQ),
personal (76% YoY, 9% QoQ), and CV/CE (67% YoY, 11% QoQ) exceeded the loan
book growth. The management has guided that the loan book will grow at 18-
20% in FY24.

Return ratios uptick

As guided by the management, the Bank’s ROE and ROA are on improving trend
on a QoQ basis. The ROE had remained at 15.7% because of QIP and Incremental
Cash Reserve Ratio (ICRR), while ROA enhanced from 1.3% in Q1FY24 to ~1.4% in
Q2FY24. The improvement in return ratios is led by 7% QoQ growth in NIl and a
65% degrowth in provisions. This led to a strong 13% surge in PAT during Q2
FY24. The Bank expects return ratios to improve further based on improvement
in operating leverage and focus on high-yielding segments.

Improvement in asset quality

In Q2FY24, lower slippages and healthy upgrades led to a decline in GNPA and
NNPA. GNPA improved by 12 bps on a QoQ and 20 bps on a YoY basis. The
increase in PCR ratio from 67.4% in Q2FY23 to 71.0% in Q2FY24 led to an
improvement in NNPA by 14 bps on a YoY basis. Credit cost declined by 28 bps
on a QoQ basis to 13 bps; however, management highlighted that it would
normalise at ~25 bps for FY24.

View & Valuation

We have revised our estimates and maintained our view on Federal Bank Ltd
with a BUY rating and a target price of Rs. 171 (1.5x FY24E Adj. book value). We
expect that the Bank will be able to achieve 18-20% growth in the loan book and
revert to 3.25% NIM in H2FY24, which will lead to an improvement in ROA by 5-
10 basis points.
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Q2 FY24 Result Update

Result Highlight (Rs. Mn)

Particulars Q2FY24  Q2FY23 c'(';’.':g;% QiFv24 C;’gzg_z)% H1FY24  H1FY23 C'(';'_';g_'i)%

Net Interest Income 22,471 19,099 18% 20,953 7% 43,424 36,492 19% 78,365
Other Income 7,569 6,277 21% 7,413 2% 14,982 11,027 36% 24,362
Net Income 30,041 25,375 18% 28,366 6% 58,406 47,520 23% 1,02,728
Operating Expense 16,038 12,564 28% 14,694 9% 30,732 24,322 26% 52,112
Pre-provision Operating Profit 14,003 12,812 9% 13,671 2% 27,674 23,198 19% 50,616
Provisions 576 2,845 -80% 1,647 -65% 2,223 4,597 -52% 7,986
PBT 13,427 9,966 35% 12,024 12% 25,452 18,600 37% 42,629
Tax 3,426 2,557 34% 3,107 10% 6,533 4,761 37% 10,872
Minority Interest 126 116 8% 138 -9% 264 227 16% 451
Share of Associate 65 41 61% 22 204% 87 63 37% 341
PAT 9,941 7,333 36% 8,801 13% 18,742 13,676 37% 31,647
EPS 4.29 3.45 24% 4.1 4% 8.40 6.4 30% 14.8

Source: Company, Keynote Capitals Ltd.

Loan Book mix

Particulars Q2FY23 Q3FY23 Q4FY23 Q1FY24 Q2FY24 Growth Y-0-Y (%)  Growth Q-0-Q (%)
Retail Advances 54% 54% 54% 54% 55% 22% 7%
Retail 32% 32% 32% 31% 32% 18% 6%
Housing 15% 15% 15% 14% 13% 6% 4%
Gold 3% 3% 2% 2% 2% -14% 4%
LAP 6% 6% 6% 6% 6% 19% 5%
Others 4% 4% 4% 5% 4% 30% -13%
Auto 3% 3% 3% 3% 3% 30% 9%
Personal 1% 1% 1% 2% 2% 76% 15%
Credit Card 1%

Agri 13% 13% 13% 13% 13% 19% 0%
Business Banking 8% 8% 8% 8% 8% 17% 6%
CV/CE 1% 1% 1% 1% 1% 67% 11%
MFI 1%

Wholesale Advances 46% 46% 46% 46% 45% 17% 3%
Commercial 10% 10% 10% 10% 10% 21% 7%
CIB 36% 36% 36% 36% 35% 15% 1%

Total Funded Assets (Rs. Bn)

Source: Company, Keynote Capitals Ltd.

Deposits mix

Particulars Q2FY23 Q3FY23 Q4FY23 Q1FY24 Q2FY24 Growth Y-0-Y (%) Growth Q-0-Q (%)
CASA Ratio 36% 34% 33% 32% 31% 5% 2%
NRE Deposit 36% 34% 33% 32% 31% 5% 1%
Term Deposit 28% 32% 34% 36% 38% 69% 10%
Total Deposits (Rs. Bn) 1,891 2,014 2,134 2,225 2,329 23% 5%

Source: Company, Keynote Capitals Ltd. 2
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Strong growth in NIl and NIM is improving PPOP and PAT increased by 28% and 36% on

a YoY basis respectively
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Q2 FY24 Conference Call Takeaways

* This quarter stands out as one of the Bank's most successful quarters,
with all its strategic efforts converging and delivering consistent
growth across the board.

* The Bank is focusing more on the high-yielding segment, and its
contribution to the loan book is increasing, leading to NIM
improvement. Management guided H2FY24 NIM to be better than
H1FY24.

* The fee-to-total average assets for the quarter stood at 1%, and
management foresees an enhancement to the range of 1.1-1.2%.

* The rise in operating costs can be attributed to collaborations with
fintech partners, branch expansion, increased business volume, and
heightened marketing expenses. This cost trend is expected to persist
if there is a comparable surge in credit growth in H2FY24. The bank
has set its sights on achieving a cost-to-income ratio of 50% by FY25.

* Key strategies for enhancing ROA are increasing fee income as a % of
assets, decreasing the cost of deposits, and increasing the proportion
of higher-yielding assets. The goal is to achieve a ROA expansion of 10
bps, targeting ~1.4% by FY25.

* Management expects the loan book to grow at 18-20% in FY24.
Additionally, the guidance for credit costs in FY24 is in the range of 25-
30 bps.




Federal Bank Ltd. | Quarterly Update

KEYNOTE

Financial Statement Analysis

Profit & Loss

Y/E Mar, Rs. Mn FY22 FY23 FY24E FY25E FY26E
Net Interest Income 64,222 78,365 81,526 98,904 1,17,222
Other Income 21,209 24,362 30,980 30,660 36,339
Net Income 85,431 1,02,728 1,12,505 1,29,564 1,53,560
Operating Expenses 45,922 52,112 57,378 64,782 75,245
::2;;"“”5“" Operating 39,509 50,616 55,128 64,782 78,316
Provisions 13,047 7,986 5,977 5,955 7,080
Profit Before Tax 26,463 42,629 49,150 58,828 71,235
Tax 6,809 10,872 12,288 14,707 17,809
Profit After Tax 19,654 31,758 36,863 44,121 53,426
Balance Sheet

Y/E Mar, Rs. Mn FY22 FY23 FY24E FY25E FY26E
Share Capital 4,205 4,232 4,703 4,703 4,703
Reserves & Surplus 1,91,403 2,20,511 2,49,531 2,84,827 3,27,568

Total Equity 1,95,608 2,24,744 2,54,234 2,89,530 3,32,272
Deposits 18,16,775 21,29,885 25,77,721 30,56,873 36,07,111
Borrowings 195874 258,620 2,18,853 127,962 47,877
Other Liabilties & 54,153 66,792 93500 99,800 99,800

Provisions

Total Liabilities 22,62,410 26,80,041 31,44,308 35,74,176 40,87,059

ASSETS

Cash and Balance 2,11,361 1,78,039 2,13,787 1,57,546 1,42,486

Investments 3,90,652 4,87,022 5,45,081 5,96,000 6,35,000

Advances 14,99,515 18,19,568 21,65,285 25,98,342 30,66,044

Fixed Assets & Others 1,60,883 1,95,401 2,20,150 2,22,280 2,43,530

Total Assets 22,62,410 26,80,041 31,44,308 35,74,176 40,87,059

Ratios

FY22 FY23 FY24E FY25E FY26E
Growth YoY (%)
Advance Growth (%) 13.7% 21.3% 19.0% 20.0% 18.0%
Deposit Growth (%) 5.2% 17.2% 21.0% 18.6% 18.0%
NIl Growth (%) 16.1% 22.0% 4.0% 21.3% 18.5%
PPOP Growth (%) 4.0% 28.1% 8.9% 17.5% 20.9%
Ratios
NIM (%) 3.2% 3.4% 3.0% 3.2% 3.3%
Cost to Income Ratio 53.8% 50.7% 51.0% 50.0% 49.0%
C/D Ratio 82.5% 85.4% 84.0% 85.0% 85.0%
CASA Ratio (%) 37.1% 32.7% 31.7% 32.0% 32.5%
ROE (%) 10.0% 14.1% 14.5% 15.2% 16.1%
ROA (%) 0.9% 1.2% 1.2% 1.2% 1.3%
Asset Quality
GNPA 2.9% 2.4% 2.2% 2.0% 2.0%
NNPA 1.0% 0.7% 0.6% 0.5% 0.5%
PCR (%) 63.9% 68.9% 72.7% 75.0% 75.0%
Credit Cost (%) 0.9% 0.6% 0.3% 0.3% 0.3%
Valuation
P/BV (x) 1.4 1.2 1.2 1.1 0.9
Price-ABV (x) 1.5 13 13 11 1.0

Source: Company, Keynote Capitals Ltd.

KEYNOTE Rating History

Market Price at

Recommendation Upside/Downside
17t Apr 2023 BUY 131.3 +24.9%
8t May 2023 BUY 128.6 +32.2%
14t July 2023 BUY 130.0 +30.0%
16t Oct 2023 BUY 148.5 +15.3%
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Rating Methodology

BUY Expected positive return of > 10% over 1-year horizon
NEUTRAL Expected positive return of > 0% to < 10% over 1-year horizon
REDUCE Expected return of < 0% to -10% over 1-year horizon

SELL Expected to fall by >10% over 1-year horizon

NOT RATED (NR)/UNDER REVIEW (UR)/COVERAGE SUSPENDED (CS) Not covered by Keynote Capitals Ltd/Rating & Fair value under

Review/Keynote Capitals Ltd has suspended coverage

Disclosures and Disclaimers

The following Disclosures are being made in compliance with the SEBI Research Analyst Regulations 2014 (herein after referred to as the
Regulations).

Keynote Capitals Ltd. (KCL) is a SEBI Registered Research Analyst having registration no. INHO00007997. KCL, the Research Entity (RE) as defined in
the Regulations, is engaged in the business of providing Stock broking services, Depository participant services & distribution of various financial
products. Details of associate entities of Keynote Capitals Limited are available on the website at https://www.keynotecapitals.com/associate-

entities/
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in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein. (b) be engaged in any other transaction
involving such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the company(ies)
discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any other potential conflict of interests with respect to
any recommendation and other related information and opinions.; however the same shall have no bearing whatsoever on the specific
recommendations made by the analyst(s), as the recommendations made by the analyst(s) are completely independent of the views of the
associates of KCL even though there might exist an inherent conflict of interest in some of the stocks mentioned in the research report.

KCL and / or its affiliates do and seek to do business including investment banking with companies covered in its research reports. As a result, the
recipients of this report should be aware that KCL may have a potential conflict of interest that may affect the objectivity of this report.
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distribution, publication, availability or use would be contrary to law, regulation or which would subject KCL & its group companies to registration or
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The associates of KCL may have:

- financial interest in the subject company

-actual/beneficial ownership of 1% or more securities in the subject company

-received compensation/other benefits from the subject company in the past 12 months

-other potential conflict of interests with respect to any recommendation and other related information and opinions.; however, the same shall
have no bearing whatsoever on the specific recommendations made by the analyst(s), as the recommendations made by the analyst(s) are
completely independent of the views of the associates of KCL even though there might exist an inherent conflict of interest in some of the stocks
mentioned in the research report.

-acted as a manager or co-manager of public offering of securities of the subject company in past 12 months

-be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial
instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies)

-received compensation from the subject company in the past 12 months for investment banking / merchant banking / brokerage services or from
other than said services.

The associates of KCL has not received any compensation or other benefits from third party in connection with the research report.

Above disclosures includes beneficial holdings lying in demat account of KCL which are opened for proprietary investments only. While calculating
beneficial holdings, it does not consider demat accounts which are opened in name of KCL for other purposes (i.e. holding client securities,
collaterals, error trades etc.). KCL also earns DP income from clients which are not considered in above disclosures.

Analyst Certification

The views expressed in this research report accurately reflect the personal views of the analyst(s) about the subject securities or issues, and no part
of the compensation of the research analyst(s) was, is, or will be directly or indirectly related to the specific recommendations and views expressed
by research analyst(s) in this report.
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The securities 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 themselves of and to observe such restriction. Neither the Firm, not its directors, employees, agents
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