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Lower provisions spur profit...
Federal Bank reported a steady set of Q1FY21 numbers wherein lower
provisioning led to healthy PAT growth. Moratorium witnessed a reduction ﬁgpwégé&kgﬁu\§

with asset quality remaining steady, as estimated.

As on July 12, net moratorium book (excluding gold loans/loans against
liquid securities) of the bank was at 24% vs. 35% on May 25 led by a fall in
retail moratorium book. Total provisioning for the quarter slumped to ¥ 395

. . . L Particulars Amount
gore (~3_2 bps of_ advances),_ II_"|C|l_JdIng Covid-19 provisioning of ¥ 93 crore. Market Capitalisation 2 10521 crore
utstanding contingent provisioning was at< 186 crore. GNPA (Q1FY21) % 3656 crore
On asset quality front, overall slippages were at ¥ 184 crore, primarily due to NNPA (Q1FY21) <1477 crore
recognition of a large corporate turning NPA. Total exposure to the aforesaid NIM (Q1FY21) 3.07%
. 52 week H/L 109 /36
corporate account was at ¥ 174 crore while the bank has completely N
. _ . et Worth % 14518 Crore
provided for the NPA corporate account in Q1FY21. GNPA inched up 12 bps Face value 22
QoQ to 2.96%. On the back of standstill asset classification norms, NNPA DIl Holding (%) 37.1
came in a tad lower at 1.22% vs. 1.31% in Q4FY20, 1.49% in Q1FY20. Fll Holding (%) 33.3
NIl came in at ¥ 1296 crore, up ~12.3% YoY, largely due to steady margins Kev Hiahliaht
and stable credit growth. In terms of operational performance, lower opex 2y RIggns
was offset by a decline in fee income, which made the overall operational ®  Total 24% of borrowers by value have
performance remain steady. Accordingly, operating profit was at ¥ 932 opted for moratorium
crore, up 19% YoY. Margins improved 3 bps QoQ to 3.07%, due to a steep _ S
decline in CoF. On the back of lower provisioning, the bank reported a profit ®  Outstanding provisions is X 186 crore,
of ¥ 400 crore, up 4.3% YoY. which is ~25 bps of advances
On the back of the Covid led lockdown, advances growth decelerated to ® Maintain HOLD with revised target
8.5% YoY to % 123437 crore with corporate book falling 1.5% QoQ to ¥ 49375 price of ¥ 55

crore. Deposit growth was healthy at ~16.9% YoY to ¥ 154938 crore, led by
growth in term deposit. CASA ratio improved 58 bps YoY to 32.02%. NRE
deposits for the quarter was resilient at ¥ 60274 crore, up 18.6% YoY.

Lower provision buffer warrants caution for delinquency shocks

The bank reported that moratorium has declined from 35% in April 2020 to
24% (including gold loans and loans against liquid securities) as of July 12,
2020. However, ~12% of these customers have not paid even a single EMI, esearch Analyst

increasing probability of slippage into NPA post the end of moratorium. Kajal Gandhi

Though the management said that exposure to vulnerable sectors remains kajal.gandhi@icicisecurities.com
insignificant, relatively lower provisions buffer at ~25 bps of advances Vishal Narmolia

makes a case for higher volatility in earnings post end of moratorium. vishal.namolia@icicisecurities.com
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Valuation & Outlook Yash Batra
| . . . yash.batra@icicisecurities.com
With gradual unlocking of the economy, business growth is seen to be

subdued in FY21E, post which pace should improve. With the management
ruling out capital raising in near term, risk of dilution is taken care of. The
bank intends to scale up provisions, going forward, which would take a toll
on profitability. Accordingly, we expect PAT to dip 18% YoY to ¥ 1260 crore
in FY21E but recover to T 1755 crore in FY22E. We maintain HOLD and value
the stock at 0.8x FY22E ABV with a revised target price of ¥ 55. The ambiguity
on extension of term of the current MD remains a near term overhang.

Key Financial Summary

< crore FY18 FY19 FY20E FY21E FY22E CAGR (FY19-22E)
NIl 3,583 4,176 4,649 4,850 5,136 1%
PPP 2,291 2,763 3,205 3,420 3,761 1%
PAT 879 1,244 1,543 1,260 1,755 12%
ABV R) 54.0 58.6 64.8 66.7 72.5
P/E 9.4 6.7 5.4 6.6 4.8
P/ABV 0.8 0.7 0.6 0.6 0.6
RoE (%) 8.2 9.8 1.1 8.4 10.8
RoA (%) 0.8 0.8 0.9 0.7 0.9

Source: Company, ICICI Direct Research
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Exhibit 1: Variance Analysis

Q1FY21 Q1FY21E Q1FY20 YoY (%) QA4FY20 QoQ (%) Comments

NII 1,296 1,201 1,154 12.3 1,216 6.6 NIl up 12.3% YoY due to steady margins & stable credit growth

NIM (%) 3.07 3.01 3.15 -8 bps 3.04 3 bps NIMs increase sequentially due to drop in CoF

Other Income 488 692 392 20,7 711 31.3 pther income growth muted due to degrowth of forex & fee
income

Net Total Income 1,785 1,893 1,546 15.5 1,927 -1.4

Staff cost 496 524 398 24.6 519 -4.5

Other Operating 357 449 365 2.3 449 205

Expenses

PPP 932 919 783 19.1 959 -2.8

Provision 395 492 192 105.5 568 305 Banlf has provided ¥ 93 crore for Covid-19. Additional credit
provisions at ¥ 186 crore

PBT 538 427 591 -9.0 392 37.2

Tax Outgo 137 107 207 -33.7 91 51.2

PAT 401 320 384 43 301 33.0 Steady operational performance and lower provisions aid PAT
growth

Key Metrics

GNPA 3,656 3548 3,395 77 3531 35 Overall.s.hppages came in at T 184 (?rore, primarily due to
recognition of a large corporate turning NPA

NNPA 1,477 1,615 1,673 -11.7 1,607 -8.1

Total Restructured 604 649 1,064  -43.2 599 0.8

assets

. Advances growth witnessed deceleration with corporate book
Credit 120,861 122,268 95,515 26.5 110,223 9.7 o
redt declining 1.5% QoQ to T 49375 crore
101 0,
Deposit 144,592 152,290 111,242 30.0 134,954 71 CASA ratio improved 58 bps YoY to 32.02%. NRE healthy at ¥

60274 crore, up 18.6% YoY

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

FY21E FY22E
(X Crore) Oid New % Change Oid New % Change
Net Interest Income 4,247 4,850 14 4,268 5,136 20
Pre Provision Profit 2,744 3,420 25 2,815 3,761 34
NIM(%) (calculated) 3 3" 26bps 2 3" 36bps
PAT 1,220 1,260 3 1,398 1,755 25
ABV per share (%) 69 67 -4 74 73 -1

Source: Company, ICICI Direct Research

Exhibit 3: Assumption

Current Earlier

FY19 FY20 FY21E FY22E FY21E  FY22E
Credit growth (%) 19.9 10.9 5.5 10.0 4.0 10.0
Deposit Growth (%) 20.5 12.8 7.9 15.0 7.9 15.1
CASA ratio (%) 32.4 30.7 30.7 32.0 31.7 33.0
NIM Calculated (%) 3.1 3.0 2.8 2.8 2.6 2.4
Cost to income ratio (%) 50.0 51.3 49.4 48.0 55.5 55.8
GNPA  crore) 3,260.7 3,530.8 14,3045 5,297.4 4,611.7 5,590.8
NNPA ( crore) 1,626.2 1,607.2 2,226.1 2,438.9 1,691.1 1,900.9
Slippage ratio (%) 1.8 1.7 1.5 0.9 1.0 0.9
Credit cost (%) 0.7 0.2 0.8 0.7 0.9 0.7

Source: Company, ICICI Direct Research
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Story in Charts

Exhibit 4: Credit growth seen at ~8% CAGR in FY20-22E Exhibit 5: Casa to remain broadly at 31% level
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Exhibit 6: Fall in yields offsets dip in CoF Exhibit 7: Asset quality seen deteriorating
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Exhibit 8: Return ratios to moderate, going ahead

FY16  FY17 FY18 FY19 FY20 FY21E FY22E

Net interest income/ avg total assets 3.0 3.6 3.2 2.8 2.7 2.6 2.5
Non-interest income/ avg total assets 1.0 1.3 1.0 0.9 1.1 1.0 1.0
Net total income/ avg total assets 4.0 4.9 4.2 3.7 3.9 3.6 3.5
Operating expenses/ avg total assets 2.3 2.6 2.2 1.9 2.0 1.8 1.7
Operating profit/ avg total assets 1.7 2.3 2.1 1.9 1.9 1.8 1.8
Provisions/ avg total assets 0.6 0.4 0.8 0.6 0.7 0.9 0.7
Return on avg assets 0.7 1.2 0.8 0.8 0.9 0.7 0.9
Leverage (avg assets/ avg equity) (x) 10.3 9.5 104 11.7 12.2 12.4 12.7
Return on equity 1.6 11.5 8.2 9.8 1.1 8.4 10.8

Source: Company, ICICI Direct Research
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Exhibit 9: Shareholding Pattern

(in %) Mar-19 Jun-19 Sep-19 Dec-19 Mar-20
Promoter 0.0 0.0 0.0 0.0 0.0
Fll 37.2 37.5 35.0 345 33.3
]| 29.7 30.5 35.4 36.0 371
Others 33.1 32.0 29.6 29.5 29.6

Source: Company, ICICI Direct Research

Exhibit 10: Price Chart
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Financial summary

Exhibit 11: Profit and loss statement < crore

(Year-end March) FY19 FY20 FY21E FY22E
Interest Earned 11,419.0 13,210.8 13,876.0 15,028.8
Interest Expended 7242.7 8561.8 9026.2 9892.6
Net Interest Income 4,176.3 4,648.9 4,849.8 5,136.2
growth (%) 16.6 11.3 4.3 5.9
Non Interest Income 1351.0 1931.4 19121 2103.3
Fees and advisory 801.0 989.5 1088.4 1219.0
Trading Gains 228.4 607.8 486.3 527.6
Other income 321.6 334.1 337.4 356.6
Net Income 5527.4 6580.3 6761.9 7239.5
Staff cost 1377.8 1772.4 1719.2 1736.4
Other operating Expense 1386.5 1603.3 1622.5 1741.8
Operating Profit 2763.1 3204.7 3420.2 3761.3
Provisions 855.9 1172.3 1740.5 1421.6
PBT 1907.3 2032.4 1679.7 2339.7
Taxes 663.4 489.6 419.9 584.9
Net Profit 1,243.9 1,542.8 1,259.8 1,754.8
growth (%) 41.5 24.0 -18.3 39.3
EPS () 6.3 1.1 6.3 8.8
Source: Company, ICICI Direct Research

Exhibit 13: Balance sheet < crore
(Year-end March) FY19 FY20 FY21E FY22E
Sources of Funds

Capital 397 399 399 399
Reserves and Surplus 12876 14119 15114 16501
Networth 13273 14518 15513 16899
Deposits 134954 152290 164336 189008
Borrowings 7181 10372 8867 7823
Other Liabilities & Provisions 3331 3458 4352 5208
Total 159340 180638 193068 218938
Application of Funds

Fixed Assets 472 480 505 565
Investments 31824 35893 40842 46521
Advances 110223 122268 128949 141844
Other Assets 6754 9423 9134 15179
Cash with RBI & call money 10067 12575 13639 14829
Total 159340 180638 193068 218938

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research
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Exhibit 12: Key Ratios

(Year-end March) FY19 FY20 FY21E FY22E
Valuation
No. of Equity Shares 198.5 199.3 199.3 199.3
EPS () 6.3 1.7 6.3 8.8
BV R) 66.8 72.8 71.8 84.8
ABV (%) 58.6 64.8 66.7 72.5
P/E 8.3 6.7 8.2 5.9
P/BV 0.8 0.7 0.7 0.6
P/ABV 0.9 0.8 0.8 0.7
Yields & Margins (%)
Net Interest Margins 3.1 3.0 2.8 2.8
Yield on assets 8.4 8.5 8.1 8.1
Avg. cost on funds 5.2 5.4 5.5 5.4
Yield on average advances 9.0 9.2 8.9 8.9
Avg. Cost of Deposits 5.5 5.6 5.4 5.3
Quality and Efficiency (%)
Cost to income ratio 50.0 51.3 49.4 48.0
Credit/Deposit ratio 81.7 80.3 78.5 75.0
GNPA 3.0 2.9 3.3 3.7
NNPA 1.5 1.3 1.7 1.7
RoE 9.8 11.1 8.4 10.8
‘RoA 0.8 0.9 0.7 0.9
Source: Company, ICICI Direct Research
Exhibit 14: Key ratios (%)
(Year-end March) FY19E FY20E FY21E FY22E
Total assets 15.2 13.4 6.9 13.4
Advances 19.9 10.9 5.5 10.0
Deposit 20.5 12.8 7.9 15.0
Total Income 17.0 18.6 4.3 8.5
Net interest income 16.6 11.3 4.3 5.9
Operating expenses 12.8 22.1 -1.0 41
Operating profit 20.6 16.0 6.7 10.0
Net profit 4.5 24.0 -18.3 39.3
Net worth 8.7 9.4 6.9 8.9
Source: Company, ICICI Direct Research
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Exhibit 15: ICICI Direct coverage universe (BFSI)

Sector / Company CMP M Cap EPS R) P/E (x) P/ABV (x) RoA (%) RoE (%)

R) TPR) Rating Cr) FY20 FY2IE FY22E FY20 FY21E FY22E FY20 FY21E FY22E FY20 FY21E FY22E FY20 FY21E FY22E
Bank of Baroda (BANBAR) 48 58 Hold 21,9940 12 23 69 NA NA NA Q6 05 05 00 01 03 08 15 40
State Bank of India (STABAN) 184 215 Hold 164078 162 108 213 123 184 93 1.0 11 10 04 03 05 68 48 91
Indian Bank (INDIBA) 61 50 Hold 6832 124 142 228 53 46 29 02 02 02 03 03 04 36 38 59
Axis Bank (UTIBAN) 421 500 Buy 120444 58 174 229 7187 261 163 18 17 15 02 05 07 22 56 85
City Union Bank (CITUNI) 121 m Buy 891 65 100 14 213 137 121 22 19 15 10 14 14 94 130 129
Development Credit Bank (DCB) 80 59 Hold 2474 130 135 150 66 63 57 08 08 07 11 1.0 1.0 133 122 120
Federal Bank (FEDBAN) 52 5 Hold 1051 77 63 88 67 82 59 08 08 07 09 07 09 11 84 108
HDFC Bank (HDFBAN) 1,052 1,100 Buy 577691 4.9 511 696 235 197 162 37 34 28 19 1.9 20 164 171 184
Indusind Bank (INDBA) 504 400 Hold 34921 637 615 687 87 91 81 12 1.0 08 15 14 14 135 1T M7
Jammu & Kashmir Bank (JAMKAS) 17 12 Sell 1220 127 01 61 16 NA NA 03 03 04 07 00 -03 -100 01 49
Kotak Mahindra Bank (KOTMAH) 1,290 1,600 Buy 255,315 311 304 349 440 450 392 52 42 38 1.8 15 15 129 107 104
Bandhan Bank (BANBAN) 350 400 Hold 56303 181 177 262 193 197 139 37 34 28 39 29 34 21 118 27
IDFC First (IDFBAN) % 30 Buy 14294 46 -11 12 NA NA 238 09 10 10 13 04 04 131 38 39

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
S 1 ‘ \\
‘ﬁlCICIu';/r-('[ com| | ‘ d | |
’M”l""‘“/o/::'m Fingertips | BH{JF{ ER \ :
ICICI Securities Ltd. 75 sTARMINE §
E—’;‘a'yst Award 2012 A:
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

I/We, Kajal Gandhi, CA, Vishal Narnolia, MBA and Yash Batra MBA, Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our
views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. It is also confirmed that above
mentioned Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in
the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products. ICICI Securities Limited is a Sebi registered
Research Analyst with SEBI Registration Number — INH000000990. ICICI Securities Limited Sebi Registration is INZ000183631 for stock broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank
and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are available on
www.icicibank.com

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationship
with a significant percentage of companies covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons reporting to analysts and their relatives from maintaining a financial interest in the
securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as

Our proprietary trading and investment busil may make i decisions that are inconsi with the recomr i p d herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may
not match or may be contrary with the views, estimates, rating, target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for the selected
recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would
endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herein
is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who
must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient.
The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks
associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of managing or co-
managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any compensation or other
benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of
interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of
the research report.

Since associates of ICICI Securities are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject company/companies mentioned in this
report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

This report is not directed 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, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. 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.
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