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Asset Quality Strengthens; Maintain BUY

The key highlight of Federal Bank’s Q2FY22 performance was lower gross slippages, improved
recoveries, the decline in SMA book (~4%), and manageable restructuring, indicating an
improved credit cost outlook for the bank in the coming quarters. NIl growth of 7.2%/4.3%
YoY/QoQ was led by loan growth of 9.4%/3.6% YoY/QoQ and stable NIM at ~3.2%. While the
bank’s overall non-interest income declined following the accounting norms prescribed by the
RBI, its core fee income improved by 26% YoY. Subsequently, Provisions also declined by
53.9%/54.9% YoY/QoQ. This resulted in earnings growth of 49.6%/25.3% YoY/QoQ to Rs 4.6
Bn.

Within the bank’s restructured book, ~60% is retail, which comprises mostly Housing Loans and
LAP. On the credit growth front, the management indicated double-digit credit growth and
manageable credit costs (~70bps) in FY22. Notably, in Q2FY22, the bank was among the 5
large banks to go live on the account aggregator system and remains on track on utilising its
fintech partnerships.

The bank has managed Covid-19 related stress quite well, similar to frontline banks. It is on
track to improve its ROE profile through higher-yielding retail/CV/credit cards in its portfolio mix.
We maintain a BUY rating on the stock with a revised target price of Rs 125 (1.3x FY23EABV).

Result Highlights

® NIl was up 7.2%/4.3% YoY/QoQ to Rs 14.7 Bn, led by loan growth (10% YoY) and stable
NIM. NIM stood at 3.2%, up ~7bps/5bps YoY/QoQ.

® Non-interest income was down 1.1%/19.5% YoY/QoQ to Rs 4.4 Bn owing to accounting
policy changes. Core Fee income improved to Rs 3.2 bn, (up 26/50.9% YoY/QoQ).

® Opex increased by 20%/13.5% YoY/QoQ led by higher other Opex (up 23.2%/20.2%
YOY/QoQ). C-l increased to 55% from 47% QoQ/ 48.3% YoY. PPOP was down 8.6/16.6%
YoY/QoQ to Rs 8.7 Bn.

® Provisions were down 53.9/54.9% YoY/QoQ to Rs 2.5 Bn.

® Asset quality improved with G/INNPA down 26/11bps to 3.24%/1.12% from 3.50%/1.23%
Qo0Q. Fresh slippages came down to Rs 3.2 Bn (~1.1% annualised.) from ~Rs 6.4 Bn
(~2.1% annualised). Recoveries and Upgrades were higher during the quarter at Rs 4.2
Bn. PCR remains within guided levels of ~66%. Covid-specific restructuring stood at Rs
34.2 Bn (~2.5% of the book) w/w Retail is Rs 20.7 Bn. 80% of the restructured book has
>75% security coverage.

® PAT was up 49.6/25.3% YoY/QoQ to Rs 4.6 Bn.

Key Concall Takeaways

Asset quality
® Slippages of Rs 3.2 Bn (Rs 6.4 Bn QoQ) were incrementally spread across Agri, SME, and
Retail. Corporate slippages were Nil. Recoveries were higher than slippages at Rs 4.2 Bn.
As the business environment improves, the bank expects recovery and upgrades to remain
in the range of ~Rs 3-3.5 Bn in H2FY22. The management indicated FY22 slippages to be
in the range of ~Rs 18 Bn -20 Bn (~1.4% of loans). This compared to ~0.8% slippages in
H1FY22 indicated lower slippages in H2FY22.
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CMP (Rs) 104

Upside /Downside (%) 20%

High/Low (Rs) 105.6/49.8

Market cap (Cr) 21,856

Avg. daily vol. (6m) Shrs. 64,27,065

No. of shares (Cr) 210.2
Shareholding (%)
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Promoter 0.0 0.0 0.0
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MFs / UTI 33.2 33.0 30.2

Banks / Fls 9.4 10.9 11.8

Others 315 32.1 33.5
Financial & Valuations

Y/E Mar (Rs Mn) 2021 2022E 2023E
NIl 55,337 61,978 71,274
PPOP 37,869 42,353 48,766
Net Profit 15,903 19,745 23,817
EPS (Rs.) 7.97 9.89 11.93
ABV 73.8 82.9 94.0
P/ABV 1.4 1.3 1.1
ROAA 0.8 0.9 1.0
NNPA (%) 1.2 1.1 1.0
Change in Estimates (%)

Y/E Mar FY22E FY23E
NIl 1.8 3.6
PPOP 6.5 7.9
PAT 11.8 4.7
Axis vs Consensus

EPS e 2022E  2023E

Axis 9.9 11.9

Consensus 9.2 11.8

Mean Consensus TP (12M) 105.0

ESG disclosure Score**

Environmental Disclosure Score 4.5
Social Disclosure Score 40.0
Governance Disclosure Score 48.2
Total ESG Disclosure Score 24.6

Source: Bloomberg, Scale: 0.1-100

**Note: This score measures the amount of ESG data a company reports publicly
and does not measure the company's performance on any data point. All scores

are based on 2020 disclosures

Relative performance
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(Rs Mn) FY20 FY21 FY22E FY23E
NIl 46,489 55,337 61,978 71,274
PPOP 32,047 37,869 42,353 48,766
Net Profit 15,427 15,903 19,745 23,817
EPS (Rs) 7.8 8.0 9.9 11.9
ABV 64.9 73.8 82.9 94.0
P/ABV 1.6 14 1.3 11
ROAA 0.9 0.8 0.9 1.0
NNPA (%) 1.3 12 11 1.0

Source: Company, Axis Research
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Key Concall Takeaways (Cont...)

® ~Rs 34.2 Bn is outstanding on Covid-specific restructuring, out of which ~60% is from the retail. Within retail, Rs 10.7 Bn is
housing loans and Rs 8.3 Bn is LAP. 80% of the restructured book has >75% security coverage. 73% of this has >100%
security cover. The management indicated that a 25-30% slippage from the restructured book is manageable with adequate

PCR of 65%. Credit costs are expected to remain lower at ~70bps in FY22.

Loan Book

® Retail: Wholesale loan mix stands at 54:46. Retail/Corporate book grew ~2% QoQ while Agri, Business banking, and

Commercial banking grew more than 5% QoQ. The management believes FY22 credit growth to remain in double digits.

NIMs

® NIM improved 5bps QoQ to 3.20% vs 3.15% in Q1FY22, led by a 12bps QoQ improvement in the cost of borrowing. The

management expects a margin profile of 3.20-3.25% in the near term. We expect that strong growth in high-yielding books like

gold loans, business banking, commercial banking, CV, credit card, and MFI will drive NIM expansion in the coming quarters.

Non-interest income

® As per the RBI guidelines on Aug 31, FB has changed its accounting policy wherein recoveries from written-off assets will be

netted off against provisions compared to the earlier practice of reporting under ‘Other Income’. Also, provision/depreciation

for standard investments, which was earlier accounted under provisions, will now be netted against other income.

® Core fee income growth was primarily led by healthy card-related fees (largely through debit cards) and para-banking

activities.

Digital initiatives/Fintech

® Digital transactions have seen a 34% YoY growth. Digital share stands at 87.5% for Sep '21.
® B was among the 5 major banks to go live on the Account Aggregator Ecosystem. Under this, data is aggregated by

Financial institutions and insurance companies, among others which can be used for digital consumption entirely based on

valid customer consent.

Change in Estimates (Rs Mn)

FY22E
NI 61,978
PPOP 42,353
PAT 19,745
EPS 9.9

Source: Company, Axis Securities

Revised

FY23E
71,274
48,766
23,817
11.9

FY22E
60,871
39,778
17,662
8.9

Old

FY23E
68,784
45,200
22,745
11.4

FY22E
1.8
6.5

11.8
111

%Change

FY23E
3.6
7.9
4.7
4.7




Valuation & Outlook

FB has been taking a cautious approach in building the loan mix toward high-rated corporates and retail loans. The bank’s liability
franchise remains strong with CASA plus Retail TD of ~90% and one of the highest LCR amongst banks. FB has managed asset quality
well despite the pandemic-induced challenges and disruptions. Key positives are a) Improved business mix, b) Adequate CAR, c) Liability
franchise, and d) Incremental lending to better-rated borrowers. New focus segments such as the MFI, CV portfolio, and Credit Cards will
gradually aid in margin improvement, though the management intends to take a calibrated approach in growing these segments. We have
revised NIM estimates upwards and built-in lower credit costs over FY22-FY23E. We maintain BUY with a revised TP of Rs 125 (1.3x
FY23E ABV).

Result Update (Standalone) (Rs Mn)
Y/E March Q2FY22 Q2FY21 % YoY Q1FY22 % QoQ
Net Interest Income 14,794 13,799 7.2 14,184 4.3
Non-Interest Income 4,444 4,494 -1.1 5,518 -19.5
Operating expenses 10,590 8,827 20.0 9,334 185
Staff Cost 5,719 4,875 17.3 5,283 8.3
Pre provision profits 8,648 9,466 -8.6 10,368 -16.6
Provisions and contingencies 2,453 5,321 -53.9 5,435 -54.9
PBT 6,195 4,145 49.5 4,934 25.6
Provision for Tax 1,592 1,069 49.0 1,261 26.3
PAT 4,603 3,076 49.6 3,673 25,8
Deposits (Rs Bn) 1,720 1,567 9.7 1,675 2.7
Advances (Rs Bn) 1,344 1,229 9.4 1,298 3.6
CD ratio (%) 78.1 78.4 77.5
NIM (%) 0.0 3.1 3.2
Cost-Income ratio (%) 55.0 48.3 47.4
Gross NPAs (%) 3.2 2.8 35
Net NPAs (%) 1.1 1.0 1.2
Coverage ratio (%) 66.2 65.7 65.7

Source: Company, Axis Securities




Financials (Standalone)

Profit & Loss
Y/E March
Net Interest Income
Other Income
Total Income
Total Operating Exp
PPOP
Provisions & Contingencies
PBT
Provision for Tax
PAT

Source: Company, Axis Securities

Balance Sheet
Y/E March
SOURCES OF FUNDS
Share Capital
Reserves
Shareholder's Funds
Total Deposits
Borrowings
Other Liabilities & Provisions

Total Liabilities

APPLICATION OF FUNDS
Cash & Bank Balance
Investments

Advances

Fixed Assets & Other Assets
Total Assets

Source: Company, Axis Securities

FY20
46,489
19,314
65,803
33,756
32,047
11,722
20,325
4,898
15,427

FY20

3,985
1,41,191
1,45,176
15,22,901
1,03,724
34,579
18,06,380

1,25,746
3,58,927
12,22,679
99,028
18,06,380

FY21
55,337
19,449
74,786
36,917
37,869
16,496
21,813

5,470
15,903

FY21

3,992
1,57,244
1,61,236
17,26,445
90,685
35,308
20,13,674

1,95,914
3,71,862
13,18,786
1,27,112
20,13,674

FY22E
61,978
21,394
83,372
41,019
42,353
15,671
26,682
6,937
19,745

FY22E

3,992
1,75,489
1,79,481

19,16,354
73,522
35,661

22,05,018

1,86,803
4,14,301
14,70,446
1,33,467
22,05,018

(Rs Mn)
FY23E
71,274
23,106
94,380
45,614
48,766
16,580
32,186
8,368
23,817

(Rs Mn)
FY23E

3,992
1,97,606
2,01,598

21,07,989
84,183
36,018

24,29,788

1,41,665
4,44,301
16,83,661
1,60,161
24,29,788




Ratio Analysis

Y/E March

VALUATION RATIOS

EPS

Earnings Growth (%)

DPS

BVPS

Adj. BVPS

ROAA (%)

ROAE (%)

P/E (X)

P/ABV (X)
Dividend Yield (%)

PROFITABILITY
NIM (%)
Cost-Income Ratio

BALANCE SHEET STRUCTURE RATIOS

Loan Growth (%)
Deposit Growth (%)
C/D Ratio (%)

CAR

CAR Tier |

ASSET QUALITY
Gross NPLs (%)
Net NPLs (%)
Coverage Ratio (%)

ROAA TREE
Net Interest Income
Non Interest Income
Operating Cost
Provisions
Tax
ROAA
Leverage (x)
ROAE

Source: Company, Axis Securities

FY20

7.8
23.8
1.0
72.8
64.9
0.9
11.2
13.3
1.6
1.0

2.9
BiIw3

10.9
12.8
80.3
14.3
13.3

2.8
13
53.2

2.7
11
2.0
0.7
0.3
0.9
12.2
111

FY21

8.0
2.1
0.7
80.8
73.8
0.8
10.4
13.1
1.4
0.7

3.2
49.4

7.9
13.4
76.4
14.2
13.2

3.4
1.2
65.0

2.9
1.0
1.9
0.9
0.3
0.8
12.5
10.4

FY22E

9.9
24.2
1.0
88.9
82.9
0.9
111
10.5
1.3
1.0

K3
49.2

115
11.0
76.7
141
13.2

3.2
11
65.6

2.9
1.0
1.9
0.5
0.3
0.9
10.0
111

FY23E

11.9
20.6
1.0
100.0
94.0
1.0
12,5
8.7
1.1
1.0

3.4
48.3

14.5
10.0
79.9
14.1
13.3

2.9
1.0
65.5

3.1
1.0
1.8
0.5
0.4
1.0
12.5
12.5

(%)




Federal Bank Price Chart and Recommendation History

~——pPrictc @ Buy @ Sell @ Hold
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Date ’ Reco ’ TP Research
01-Jan-21 BUY 81 Top Picks
21-Jan-21 BUY 93 Result Update
03-Feb-21 BUY 93 Top Picks
01-Mar-21 BUY 93 Top Picks
01-Apr-21 BUY 93 Top Picks
03-May-21 BUY 93 Top Picks
19-May-21 BUY 95 Result Update
01-Jun-21 BUY 100 Top Picks
14-Jun-21 BUY 100 Pick of the week
01-Jul-21 BUY 100 Top Picks
05-Jul-21 BUY 100 Company Update
23-Jul-21 BUY 100 Result Update
02-Aug-21 BUY 100 Top Picks
22-Sep-21 BUY 100 AAA
01-Oct-21 BUY 100 Top Picks
04-Oct-21 BUY 100 Company Update
25-Oct-21 BUY 125 Result Update

Source: Axis Securities
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