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One-off expenses impacted profitability and return ratios

Federal Bank Ltd’s (FBL) loan book stood at ~Rs. 2.1 Trn, which grew by 21% on
YoY and ~4% on a QoQ basis during the quarter, with the retail loan book
growing ahead of the overall loan book at 25% on a YoY and 5% on a QoQ
basis. The wholesale segment grew by 17% on a YoY and 3% on a QoQ basis.
Deposits grew by 18% and 5% on a YoY and QoQ basis, respectively. NII
reached Rs. ~22 Bn, with 15% growth on a YoY and 3% on a QoQ basis,
registering a NIM of 3.2%. During the quarter, the Bank’s cost-to-income ratio
increased significantly from ~52% in Q3FY24 to ~62% in Q4FY24, led by a one-
time effect related to pension costs of Rs. 1.6 Bn which impacted its
profitability and return ratios. The Bank’s asset quality improved on a QoQ
basis, with the GNPAs at 2.1% in Q4FY24 compared to 2.3% in Q3FY24.

Strong growth in loan book

FBL registered a growth of 21% on a YoY and 4% on a QoQ basis to close the loan
book at Rs. 2,146 Bn in Q4 FY24. The retail and wholesale mix was at 56:44 in Q4
FY24, with segments like auto (34% YoY, 8% QoQ), personal (61% YoY, 5% QoQ),
CV/CE (57% YoY, 13% QoQ), credit card (106% YoY, 10% QoQ), and MFI (141%
YoY, 25% QoQ) exceeded the loan book growth. The management has guided to
achieve higher loan book growth in FY25 compared to FY24.

Cost-to-income ratio impacted due to a one-off expense

Cost-income ratio was high at ~62% in Q4FY24. Operating expenses for the bank
grew 38%/ 17% on a YoY and QoQ basis. The Bank has made a provision of Rs.
1.6 Bn for pension-related expenses pertaining to the current employee-related
costs. This is unlikely to repeat in FY25. The Bank has also made higher
provisions for IT-related and branch expansion costs, which tend to be a bit
more seasonal in nature, with Q4 being on the higher side. Going forward, the
management is guiding the cost-to-income ratio to be ~50% in FY25.

Improvement in asset quality

During the quarter, the GNPA ratio improved by 16 bps on a QoQ basis to 2.1%,
while the NNPA ratio was stable at 0.6% on a QoQ basis. The slippages ratio
declined by 28 bps on a QoQ basis, driven by strong recovery and upgrades.
Going forward, management is guiding to normalize the credit costs from 1 bps
in Q4FY24 to 30 bps in FY25.

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. 192.9 (1.5x FY25E Adj. book value).
We expect that the Bank will be able to achieve 20% growth in the loan book
and maintain an NIM of 3.2%. We expect the trend of improvement in asset
quality to continue.
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Q4 FY24 Result Update

Result Highlight (Rs. Mn)

Particulars Q4FY24  Q4FY23 C'(’;’_'Zi)% Q3FY24 C;’g_';g_g)% FY23 C’;ﬁ_’:ﬂi)%
Net Interest Income 24,029 20,747 16% 23,255 3% 90,708 78,365 16%
Other Income 8,099 7,684 5% 9,084 -11% 32,165 24,362 32%
Net Income 32,128 28,431 13% 32,339 -1% 1,22,873 1,02,728 20%
Operating Expense 19,933 14,492 38% 17,002 17% 67,667 52,112 30%
Pre-provision Operating Profit 12,195 13,940 -13% 15,337 -20% 55,206 50,616 9%
Provisions -765 1,253 -161% 1,139 -167% 2,596 7,986 -67%
PBT 12,960 12,687 2% 14,198 -9% 52,610 42,629 23%
Tax 3,237 3,292 -2% 3,566 -9% 13,335 10,872 23%
Minority Interest 254 96 163% 319 -20% 836 451 85%
Share of Associate 238 240 -1% 40 490% 365 341 7%
PAT 9,708 9,539 2% 10,354 -6% 38,804 31,647 23%
EPS 3.9 4.5 4.2 16.6 14.9

Source: Company, Keynote Capitals Ltd.

Loan Book mix

Particulars Q4FY23 Q1FY24 Q2FY24 Q3FY24 Q4FY24 Growth Y-0-Y (%)  Growth Q-0-Q (%)
Retail Advances 54% 54% 55% 55% 56% 25% 5%
Retail 32% 31% 32% 31% 31% 20% 4%
Housing 15% 14% 13% 13% 13% 4% 3%
Gold 2% 2% 2% 2% 2% 6% 1%
LAP 6% 6% 6% 5% 5% 18% 4%
Others 4% 5% 4% 4% 4% 28% 2%
Auto 3% 3% 3% 3% 3% 34% 8%
Personal 1% 2% 2% 2% 2% 61% 5%
Credit Card 1% 1% 1% 106% 10%
Agri 13% 13% 13% 13% 13% 20% 5%
Business Banking 8% 8% 8% 8% 8% 20% 2%
CV/CE 1% 1% 1% 1% 2% 57% 13%
MFI 1% 1% 2% 141% 25%
Wholesale Advances 46% 46% 45% 45% 44% 17% 3%
Commercial 10% 10% 10% 10% 10% 24% 3%
CIB 36% 36% 35% 35% 34% 14% 2%
Total Funded Assets (Rs. Bn) 1,774 1,866 1,960 2,069 2,146 21% 4%

Source: Company, Keynote Capitals Ltd.

Deposits mix

Particulars Q4FY23 Q1FY24 Q2FY24 Q3FY24 Q4FY24 Growth Y-0-Y (%) Growth Q-0-Q (%)
CASA Ratio 33% 32% 31% 31% 29% 6% 1%
NRE Deposit 33% 32% 31% 30% 30% 8% 5%
Term Deposit 34% 36% 38% 39% 41% 40% 9%

Total Deposits (Rs. Bn) 2,225 2,329 2,396

Source: Company, Keynote Capitals Ltd.
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Stable NIl and NIM

PPOP and PAT (Rs. Mn)
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Q4 FY24 Conference Call Takeaways

General highlights

* In Q4FY24, the Bank reported a one-time effect related to pension
costs of Rs. 1.6 Bn, which impacted its profitability and return ratios.

* During the quarter, slippages were lower than recovery and upgrades.

* Recovery and upgrades had no one-off or lumpy accounts. It was
completely granular.

* The RBI has instructed the Bank to halt the distribution of co-branded
credit cards. The Bank is currently reviewing the details related to the
credit card issue and is implementing necessary corrective measures
where needed.

* For succession planning, the board has already set up the search panel.
The Bank will submit candidate names to the RBI over the next 2-3
weeks.

* The payback period for branches is getting faster at ~18 months. In
FY23, the Bank opened 75 branches, of which ~55%, or 40 branches,
have already become profitable.

* The board has decided to recommend a 60% dividend payout.
Management guidance

* The Bank has guided to grow its ROA by 3-4 bps every year.

* The Bank has guided to grow its core fee income by 20-25% in FY25.
* The Bank has guided to open 100 new branches in FY25.

* The Bank is expecting its credit cost to be at 30 bps in FY25.

* The Bank expects the cost-to-income ratio to be ~50% in FY25. This
quarter included a one-time item, and the Bank expects this ratio to
normalize subsequently.
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Financial Statement Analysis

Profit & Loss

Y/E Mar, Rs. Mn FY22 FY23 FY24 FY25E FY26E
Net Interest Income 64,222 78,365 90,708 96,078 1,11,826
Other Income 21,209 24,362 32,165 29,784 34,666
Net Income 85,431 1,02,728 1,22,873 1,25,862 1,46,492
Operating Expenses 45,922 52,112 67,667 62,931 71,781
::2;;"“”5“" Operating 39,509 50,616 55206 62,931 74,711
Provisions 13,047 7,986 2,596 7,198 7,198
Profit Before Tax 26,463 42,629 52,610 55,733 67,513
Tax 6,809 10,872 13,335 13,933 16,878
Profit After Tax 19,654 31,758 39,275 41,800 50,635
Balance Sheet

Y/E Mar, Rs. Mn FY22 FY23 FY24 FY25E FY26E
Share Capital 4,205 4,232 4,871 4,871 4,871
Reserves & Surplus 1,91,403 2,20,511 3,04,388 3,21,108 3,41,362

Total Equity 1,95,608 2,24,744 3,09,258 3,25,978 3,46,232
Deposits 18,16,775 21,29,885 25,24,550 30,79,204 37,39,033
Borrowings 1,95,874 2,58,620 2,51,596 2,45,775 1,04,144

Other Liabilities &

. 54,153
Provisions

66,792 92,985 99,800 99,800

Total Liabilities 22,62,410 26,80,041 31,78,390 37,50,767 42,89,210

ASSETS

Cash and Balance 2,11,361 1,78,039 191,938 2,86,946 2,62,666

Investments 3,90,652 4,87,022 6,10,431 5,96,000 6,35,000

Advances 14,99,515 18,19,568 21,81,103 26,17,323 31,40,788

Fixed Assets & Others 1,60,883 1,95401 1,94,917 2,50,490 2,50,760

Total Assets 22,62,410 26,80,041 31,78,390 37,50,767 42,89,210

Ratios

FY22 FY23 FY24 FY25E FY26E
Growth YoY (%)
Advance Growth (%) 13.7% 21.3% 19.9% 20.0% 20.0%
Deposit Growth (%) 5.2% 17.2% 18.5% 22.0% 21.4%
NIl Growth (%) 16.1% 22.0% 15.8% 5.9% 16.4%
PPOP Growth (%) 4.0% 28.1% 9.1% 14.0% 18.7%
Ratios
NIM (%) 3.2% 3.4% 3.3% 3.0% 3.0%
Cost to Income Ratio 53.8% 50.7% 55.1% 50.0% 49.0%
C/D Ratio 82.5% 85.4% 86.4% 85.0% 84.0%
CASA Ratio (%) 37.1% 32.7% 29.4% 30.0% 31.0%
ROE (%) 10.0% 14.1% 12.7% 12.8% 14.6%
ROA (%) 0.9% 1.2% 1.2% 1.1% 1.2%
Asset Quality
GNPA 2.9% 2.4% 2.1% 2.0% 2.0%
NNPA 1.0% 0.7% 0.6% 0.5% 0.5%
PCR (%) 63.9% 68.9% 71.8% 75.0% 75.0%
Credit Cost (%) 0.9% 0.6% 0.2% 0.3% 0.3%
Valuation
P/BV (x) 1.4 1.2 1.3 1.2 1.2
Price-ABV (x) 1.5 13 1.4 13 1.2

Source: Company, Keynote Capitals Ltd.

KEYNOTE Rating History

Market Price at

Recommendation CpSles Beaiiie
17t Apr 2023 BUY 131.3 +24.9%
8t May 2023 BUY 128.6 +32.2%
14th July 2023 BUY 130.0 +30.0%
16t Oct 2023 BUY 148.5 +15.3%
17t Jan 2024 BUY 146.0 +15.4%
34 May 2024 BUY 166.0 +16.2%
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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/

KCL and its associate company(ies), their directors and Research Analyst and their relatives may; (a) from time to time, have a long or short position
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.
Compensation of Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

Details of pending Enquiry Proceedings of KCL are available on the website at https://www.keynotecapitals.com/pending-enquiry-proceedings/

A graph of daily closing prices of securities is available at www.nseindia.com, www.bseindia.com. Research Analyst views on Subject Company may
vary based on Fundamental research and Technical Research. Proprietary trading desk of KCL or its associates maintains arm'’s length distance with
Research Team as all the activities are segregated from KCL research activity and therefore it can have an independent view with regards to Subject
Company for which Research Team have expressed their views.

Regional Disclosures (outside India)

This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such
distribution, publication, availability or use would be contrary to law, regulation or which would subject KCL & its group companies to registration or
licensing requirements within such jurisdictions. 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.

Specific Disclosure of Interest statement for subjected Scrip in this document:

Financial Interest of Research Entity [KCL] and its associates; Research Analyst and its Relatives NO

Any other material conflict of interest at the time of publishing the research report by Research Entity [KCL] and its associates; | NO
Research Analyst and its Relatives
Receipt of compensation by KCL or its Associate Companies from the subject company covered for in the last twelve months; | NO
Managing/co-managing public offering of securities in the last twelve months; Receipt of compensation towards Investment
banking/merchant banking/brokerage services in the last twelve months; Products or services other than those above in connection
with research report in the last twelve months; Compensation or other benefits from the subject company or third party in
connection with the research report in the last twelve months.

Whether covering analyst has served as an officer, director or employee of the subject company covered NO

Whether the KCL and its associates has been engaged in market making activity of the Subject Company NO

Whether the Research Entity [KCL] and its associates; Research Analyst and its Relatives, have actual/beneficial ownership of 1% or | NO
more securities of the subject company, at the end of the month immediately preceding the date of publication of the research
report or date of the public appearance.
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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.

Terms & Conditions:
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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
or representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential including lost revenue or lost
profits that may arise from or in connection with the use of the information. The person accessing this information specifically agrees to exempt KCL
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