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Mixed bag results I!!

Federal Bank reported Q2FY24 numbers - PAT came in at INR 9.5
bn, up by 35.5% yoy and 11.7% qgoq. NIl growth was slightly on
lower end at 16.7% yoy due to higher interest outgo. Asset
growth was healthy at 19.6% yoy and 5% qoq. While on liabilities
side, core deposits growth (excluding bulk deposits) was lower
at 9.6% and also, share of CASA deposits has come down by 520
bps yoy to 31.2% levels. While margins were maintained on qoq
basis at 3.16% levels (down by 15 bps yoy). Asset quality
performance of the bank was stable. Management retierated that
ROA of 1.4% by FY25 period. In our view, we do not see any
meaningful upside in the stock going forward. Maintain
Accumulate rating with TP of INR 166, upside of 12% from the
current levels.

Outlook
Margins in FY24 is expected to be at 3.25% levels vs. 3.16%
levels seen in Q2FY24
Credit cost for the full year FY24 is expected to be at 35-40
bps vs. 11 bps seen in H1FY24.
Cost/Income is expected to come down to 50% levels by
FY25 vs. 52.5% as in Q2FY24.
Management aims for ROA of 1.4% levels by FY25 vs. >1.3%
levels seen in H1FY24.
Current run-rate of fee income growth will continue.
Credit growth in high-teens in FY24 (in-line with our
estimate of 19%).

Valuations

Going forward, we expect PAT growth to slow down to 12.6%
CAGR over the next 2 years i.e. FY23-25e mainly due to higher
cost ratios and muted margins. At current CMP, it is trading at
1.3x/1.2x FY24e/FY25e ABV on ROE/ROA of ~13-14%/1.2%.
Given slower trajectory of profitability, we assign ACCUMULATE
rating to the stock with TP of INR 166, upside of 12% from
current levels and discounting its FY25e ABV by 1.35x. Although
we have ACCUMULATE rating on the stock; it is not one of our
top picks.

Financial Summary

Y/E Mar (Rs Bn) FY20 FY21 FY22 FY23E FY24E FY25SE
NII 46.5 553 596 723 829 942
Net profit 15.7 158 189 30.1 343 382
Networth 145 161 188 215 276 310
Adj BVPS 65 73 83 94 110 123
EPS (Rs) 20 7.9 9.0 142 146 162
P/ABV (x) 23 20 1.8 1.6 1.3 1.2
P/E (x) 740 187 165 104 102 9.1

Source: Dalal & Broacha Research, Company

Please refer to our disclaimer given at the last page.
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Rating TP (Rs) Up/Dn (%)
ACCUMULATE 166 12
Market data
Current price Rs 149
Market Cap (Rs.Bn) (Rs Bn) 349
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Bloomberg FB.IN
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Key Financial Highlights

PAT reported healthy growth of 35.5% yoy and 11.7% qoq to INR 9.5 bn. During the quarter, interest
expenses growth was higher at 50% vs. interest income growth of 35.7% that led by moderated NIl
growth of 16.7% yoy to INR 2 bn

Asset growth was healthy - Credit growth was strong at 19.6% yoy (5.1% qoq) to INR 1928 bn. Loan
growth was good across segments - retail loans (31.6% share) showed 18.2% yoy growth, agri loans
(12.8% share) 23.6% yoy, corporate loans (10.1% share) 23.8% yoy and commercial banking (34.7%
share) grew by 14.9% yoy basis.

Within retail loans, growth in the unsecured loans was much higher than secured loans. Credit cards
reported growth of 183% yoy and personal loans 76.4% yoy; while share of both these segments has
grown to 9% vs. 5% a year ago. Home loans (43% share) grew by 13.9% yoy and LAP (17.6% share)
18.7% share.

MFI business of the bank crossed INR 23.3 bn which is growing by 206% yoy and currently forms 1.2%
share in total loans

CASA growth muted; bulk TDs drive deposit growth - CASA showed a muted growth of 4% yoy to
INR 696 bn; this resulted in fall in the CASA ratio from 36.4% year ago to 31.2% currently. While the
growth was relatively better in retail term deposits at 9.6% yoy. Bulk TDs (19% share in total deposits)
grew by ~>1.5x over the last one year time to INR 442 bn. This resulted in bulk deposits share in total
deposits increasing to 19% in Q2 from 9% in Q1FY23. This drive the overall deposits growth to 23%
yoy levels to INR 2328.7 bn

Margins came were stable on qoq basis - Reported margins were stable at 3.16% levels on qoq
basis while it was down by 15 bps on yoy basis. There was impact of 3-4 bps due to ICRR (Incremental
Cash Reserve Ratio) and the same was set off against capital raising that bank had done in Q2. Going
forward, the bank expects FY24 margins would be maintained at 3.25% levels. Lower CASA growth
and higher growth in bulk deposits (INR >2 cr) is one of the reasons that is resulting in ~120 bps
increase in the cost of deposits on yoy basis.

Core fee income growth was healthy at 22% yoy and 23% qoq to INR 6.6 bn led by good loan
processing fees, cards & para banking fees. While there was profit on sale on investments income
was lower at INR 18 crin Q2 vs. INR 33 crin Q1 last quarter.

Credit cost (calculated) was much lower at 2.3 bps (INR 0.4 bn) vs. 9 bps in Q1FY24 (INR 1.6 bn).
Cumulative credit cost for the H1FY24 was at 11 bps. Incremental slippages for the quarter were at
INR 3.7 bn vs. INR 5 bn in Q1FY24 which was largely led by lower slippages from retail portfolio.
GNPA/NNPA ratio stood at 2.26%/0.64% in Q2FY24 vs. 2.38%/0.69% in Q1FY24

Cost to income ratio was on higher end at 52.5% in Q2FY24 vs. 50.9% in Q1FY24 (Opex growth was
on higher end at 26.2%). Management expects cost ratios to stabilise to 50% levels by FY25 as it is
currently investing in the new businesses like personal loans, credit cards, MFI businesses which are
likely to generate higher revenues in times to come. Also, there is higher opex is incurred due to
branch expansion and increase in marketing spends
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Margins in FY24 is expected to be at 3.25% levels vs. 3.16% levels seen in Q2FY24

Credit cost for the full year FY24 is expected to be at 35-40 bps vs. 11 bps seen in H1FY24.

Cost/Income is expected to come down to 50% levels vs. 52.5% as in Q2FY24.

Management aims for ROA of 1.4% levels by FY25 vs. >1.3% levels seen in H1FY24

Current run-rate of fee income growth will continue

Credit growth in high-teens in FY24 (in-line with our estimate of 19%)

Valuations

Going forward, we expect PAT growth to slow down to 12.6% CAGR over the next 2 years i.e. FY23-25e
mainly due to higher cost ratios and muted margins. At current CMP, it is trading at 1.3x/1.2x
FY24e/FY25e ABV on ROE/ROA of ~13-14%/1.2%. Given slower trajectory of profitability, we assign
ACCUMULATE rating to the stock with TP of INR 166, upside of 12% from current levels and
discounting its FY25e ABV by 1.35x. Although we have ACCUMULATE rating on the stock; it is not one of

our top picks.

Quarterly Financials (Q4FY23)

(incr)
Interest earned
Interest expenses

Net Interest Income (NII)

Other Income

Total income
Operating expenses
Operating profit

Provision for contigencies

PBT

Provision for taxes
Net profit

Equity

EPS

Ratios (%)

Int. exp/Int earned (%)
Cost/Income ratio (%)
Gross NPAs (Rs)

Net NPAs (Rs)

Gross NPAs (%)

Net NPAs (%)

ROA (%)

CAR (%)

Balance Sheet (Rs.cr)
Deposits

Advances

Source: Company, Dalal & Broacha Research

Q2FY24
5455.3
3398.9
2056.4

730.4
2786.8
1462.4
1324.5

43.9
1280.6

326.7

953.8

470.3

4.17

62.3
52.5
4436.1
1229.8
2.26
0.64
0.3
15.5

2,32,868
1,92,817

Q2FY23
4020.8
2259.0
1761.8

609.5
2371.4
1159.1
1212.2

267.9

944.4

240.7

703.7

421.9

3.34

56.2
48.9
4031.1
1262.4
2.46
0.8

0.3
13.8

1,89,146
1,61,240

YoY (%)
35.7
50.5
16.7
19.8
17.5
26.2

9.3
-83.6
35.6
35.8
35.5
11.5
24.9

23.1
19.6

QiFY24 QoQ (%)

5024.5
3105.9
1918.6
732.4
2651.0
1348.7
1302.4
155.6
1146.8
293.0
853.7
423.6
4.03

61.8
50.9
4434.8
1274.6
2.38
0.69
0.3
14.3

2,22,496
1,83,487
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8.6
9.4
7.2
-0.3
5.1
8.4
1.7
-71.8
11.7
11.5
117
11.0
3.5

4.7
5.1

H2FY24
10479.8
6504.8
3975.0
1462.8
5437.8
2811.0
2626.8
199.5
2427.3
619.8
1807.6
470.3
38.43

62.1
51.7
4436.1
1229.8
2.3
0.6
1.5
15.5

2,32,868
1,92,817

H2FY23
7649.6
4283.3
3366.3
1062.1
4428.5
2242.9
2185.6

434.5
1751.1
446.7
1304.4
421.9
30.92

56.0
50.6
4031.1
1262.4
2.5

0.8

1.5
13.8

1,89,146
1,61,240

YoY (%)
37.0
51.9
18.1
37.7
22.8
25.3
20.2

-54.1
38.6
387
38.6
11.5
24.3

23.1
19.6
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Financials
P&L (Rs Bn) FY20 FY21 FY22 FY23E FY24E FY25E
Interest income 132.1 137.6 136.6 168.0 202.6 242.6
Interest expense 85.6 82.2 77.0 95.7 119.7 148.3
NIl 46.5 55.3 59.6 72.3 82.9 94.2
Non-interest income 19.6 194 209 23.3 26.8 31.4
Net revenues 66.1 74.8 80.5 95.6 109.7 125.6
Operating expenses 33.8 36.9 429 47.7 55.0 63.0
PPOP 32.3 37.9 37.6 48.0 54.7 62.6
Provisions 11.7 16.6 12.2 7.5 8.6 11.3
PBT 20.6 21.2 25.4 40.5 46.1 51.3
Tax 49 5.5 6.5 10.3 11.8 13.1
PAT 15.7 15.8 18.9 30.1 34.3 38.2
Growth (y-o-y) 0.6 19.8 59.4 13.9 11.3
Balance sheet (Rs.bn FY20 FY21 FY22 FY23E FY24E FY25E
Share capital 3.99 3.99 421 423 4.71 4.71
Reserves & surplus 141 157 184 211 271 305
Net worth 145 161 188 215 276 310
Deposits 1,523 1,726 1,817 2,134 2,496 2,895
Borrowings 104 91 154 193 228 269
Other liability 35 35 51 61 71 82
Total liabilities 1,806 2,014 2,209 2,603 3,071 3,556
Fixed assets 4.8 4.9 6.3 9.3 9.7 10.0
Investments 359 372 392 490 571 662
Loans 1,223 1,319 1,449 1,744 2,076 2,450
Cash 126 196 210 177 228 244
Other assets 94 122 152 183 187 190
Total assets 1,806 2,014 2,209 2,603 3,071 3,556
Ratios FY20 FY21 FY22 FY23e FY24e FY25e
Growth (%)
NIl 11.3 19.0 7.7 21.3 14.7 13.6
PPOP 14.2 17.3 -0.8 27.6 14.0 14.5
PAT 19.8 0.6 19.8 59.4 13.9 11.3
Advances 10.9 7.9 9.9 20.0 19.0 18.0
Deposits 12.8 13.4 5.2 17.4 17.0 16.0
Spread (%)
Yield on Funds 8.2 7.7 6.9 7.5 7.7 7.8
Cost of Funds 5.6 4.8 4.1 4.5 4.7 5.0
Spread 2.6 2.9 2.9 3.1 2.9 2.7
NIM 2.9 3.1 3.0 3.24 3.14 3.03
Asset quality (%)
Gross NPAs 2.8 3.4 2.8 2.4 2.3 2.3
Net NPAs 1.3 1.2 1.0 0.9 0.9 0.8
Provisions 53 66 66 65 63 63
Return ratios (%)
RoE 11.3 10.3 10.8 14.9 14.0 13.0
RoOA 0.9 0.8 0.9 1.3 1.2 1.2
Per share (Rs)
EPS 2 8 9 14 15 16
BV 73 81 89 102 117 132
ABV 65 73 83 94 110 123
Valuation (x)
P/E 75.0 19.0 16.7 10.5 10.3 .
P/BV 2.1 1.9 1.7 1.5 1.3 1.1
P/ABV 2.3 2.1 1.8 1.6 1.4
Other Ratios (%)
Cost/Income 51.1 49.4 53.3 49.9 50.2 50.2
CD ratio 80.3 76.4 79.8 81.8 83.2 84.6
CASA ratio 30.7 34.0 37.1 32.7 29.8 27.4
CAR 14.3 14.6 15.8 15.0 16.1 15.4

Source: Dalal & Broacha Research, Company
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Disclaimer

Dalal & Broacha Stock Broking Pvt Ltd, hereinafter referred to as D&B
(CINU67120MH1997PTC111186) was established in 1997 and is an integrated financial services player
offering an extensive range of financial solutions and services to a wide spectrum of customers with
varied needs ranging from equities to mutual funds to depository services.

D&B is a corporate trading member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of
India Limited (NSE). D&B along with its affiliates offers the most comprehensive avenues for investments
and is engaged in the securities businesses including stock broking (Institutional and retail), depository
participant, portfolio management and services rendered in connection with distribution of primary
market issues and financial products like mutual funds, fixed deposits. Details of associates are available
on our website i.e. www.dalal-broacha.com

D&B is registered as Research Analyst with SEBI bearing registration Number INHO00001246 as per SEBI
(Research Analysts) Regulations, 2014.

D&B hereby declares that it has not defaulted with any stock exchange nor its activities were suspended
by any stock exchange with whom it is registered in any time in the past. It has not been debarred from
doing business by any Stock Exchange / SEBI or any other authorities; nor has its certificate of registration
been cancelled by SEBI at any point of time.

SEBI and Stock Exchanges have conducted the routine inspection and based on their observations have
issued advice letters or levied minor penalty on D&B for certain operational deviations in routine course
of business.

D&B offers research services to clients as well as prospects. The analyst for this report certifies that all
of the views expressed in this report accurately reflect his or her personal views about the subject
company or companies and its or their securities, and no part of his or her compensation was, is or will
be, directly or indirectly related to specific recommendations or views expressed in this report.

Other disclosures by D&B (Research Entity) and its Research Analyst under SEBI (Research Analyst)
Regulations, 2014 with reference to the subject company(s) covered in this report-:

D&B or its associates may have financial interest in the subject company.
D&B or its associates do not have any material conflict of interest in the subject company.

The Research Analyst or Research Entity (D&B) has not been engaged in market making activity for the
subject company.

D&B or its associates may have actual/beneficial ownership of 1% or more securities of the subject
company at the end of the month immediately preceding the date of publication of Research Report.

Disclosures in respect of Research Analyst:

Whether Research Analyst or his/her relatives have actual/beneficial ownership | No
of 1% or more securities of the subject company at the end of the month
immediately preceding the date of publication of Research Report:

Whether the Research Analyst or his/her relative’s financial interest in the | No
subject company.
Whether the research Analyst has served as officer, director or employee of the | No
subject company
Whether the Research Analyst has received any compensation from the subject | No
company in the past twelve months
Whether the Research Analyst has managed or co-managed public offering of | No
securities for the subject company in the past twelve months
Whether the Research Analyst has received any compensation for investment | No
banking or merchant banking or brokerage services from the subject company
in the past twelve months

Whether the Research Analyst has received any compensation for products or | No
services other than investment banking or merchant banking or brokerage
services from the subject company in the past twelve months

Whether the Research Analyst has received any compensation or other benefits | No
from the subject company or third party in connection with the research report
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D&B and/or its affiliates may seek investment banking or other business from the company or companies
that are the subject of this material. Our salespeople, traders, and other professionals may provide oral
or written market commentary or trading strategies to our clients that reflect opinions that are contrary
to the opinions expressed herein, and our proprietary trading and investing businesses may make
investment decisions that may be inconsistent with the recommendations expressed herein.

In reviewing these materials, you should be aware that any or all of the foregoing, among other things,
may give rise to real or potential conflicts of interest including but not limited to those stated herein.
Additionally, other important information regarding our relationships with the company or companies
that are the subject of this material is provided herein. This report is not directed to, 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 or regulation or which would subject D&B or its group companies to any registration or
licensing requirement within such jurisdiction. Specifically, this document does not constitute an offer to
or solicitation to any U.S. person for the purchase or sale of any financial instrument or as an official
confirmation of any transaction to any U.S. person. Unless otherwise stated, this message should not be
construed as official confirmation of any transaction. No part of this document may be distributed in
Canada or used by private customers in United Kingdom. All material presented in this report, unless
specifically indicated otherwise, is under copyright to D&B. None of the material, nor its content, nor any

copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without
the prior express written permission of D&B. All trademarks, service marks and logos used in this report
are trademarks or registered trademarks of D&B or its Group Companies. The information contained
herein is not intended for publication or distribution or circulation in any manner whatsoever and any
unauthorized reading, dissemination, distribution or copying of this communication is prohibited unless
otherwise expressly authorized. Please ensure that you have read “Risk Disclosure Document for Capital
Market and Derivatives Segments” as prescribed by Securities and Exchange Board of India before
investing in Indian Securities Market. In so far as this report includes current or historic information, it is
believed to be reliable, although its accuracy and completeness cannot be guaranteed.

Address: - 508, Maker Chambers V, 221 Nariman Point, Mumbai 400 021.
Tel: 91-22- 2282 2992 | E-mail: equity.research@dalal-broacha.com
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