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Shareholding Pattern (%)

Mar-2019 Dec-2018 Sep-2018
Promoters 0 0 0
66.97 67.28 66.15

33.85

Institutions

Non-institutions 33.03 32.72
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Federal bank is an Indian commercial bank in the private sector.
Headquartered at Aluva in Kerala, the bank has 1252 branches spread
across different states in India. The bank was incorporated as

Travancore Federal Bank Ltd.

Key Highlights

e There has been a significant decrease in the slippages in spite of
floods in Kerala. The total slippages for the quarter stood at INR1620
Cr. There has been significant improvement in the recoveries as well

which stood at INR963 Cr.

e The agri portfolio has faced some slowdown due to floods in Kerala.
The Bank has a one time hit by providing for all the bad loans in that

portfolio.

e CASA ratio still remains low for the Bank, which provides significant
growth opportunities as the interest expense can come down, which

would boost NII.

e The Cost to Income Ratio stood at 50%. The continuous fall has been
due to increasing digital presence & the long term levels as guided
by the management stands at 48%.

e Feeincome from retail vertical has posted growth of 27%.

Net Interest Income 3,053
Growth (%) 21%
Total Income 9,759
Growth (%) 14%
Provision & Write Off 1,094
Profit After Tax 831
EPS 4.83
BVPS 45.16
P/E (x) 20.5
P/B (x) 2.2
ROE (%) 9.9%
ROA (%) 0.8%

Financial Performance at a glance (Standalone)

3,583
17%

10,912

12%
1,412
879
4.62
61.67
214
1.6

8.4%

0.8%

4,177 4,984 5,980
17% 19% 20%
12,770 15,127 17,143
17% 18% 13%
1,518 1,638 2,104
1,246 1,425 1,900
6.29 7.20 9.60
67.04 73.04 81.57
15.7 138 10.3
15 14 12
9.4% 9.9% 11.8%
0.8% 0.8% 0.9%

Source: Company Data, SMIFS Research
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Financial Performance Quarterly - Statement of Profit & Loss

N
Interestincome 3032 2548 19% 2954 3% 11419 9753  17%

Interest Expense 1936 1615 20% 1877 3% 1242 6170 17%
Net Interest Income 1096 933 17% 1077 2% 4177 3583 17%
Other Income 412 314 31% 346 19% 1351 1159 17%
Total Income 3444 2862 20% 3300 4% 12770 10912 17%
—--------
Operating Profit 28% 708 6% 2764 2291 21%
Total Provisions 373 444 -16% 374 0% 1518 1412 1%
Net Profit 381 144 165% 334 14% 1246 879 42%
NIM (%) 3.2 3.1 3.2 3.15 3.2

CIR (%) 50.0 52.8 50.3 50.0 51.7

EPS 1.92 0.7 1.7 6.3 4.6

Actual Vs. Estimates(Standalone)

SMIES % Deviation
Particulars(INR Cr.) Actual . from SMIFS Comments
Estimate .
Estimates

Interest Income 3032.0 3636.0 -16.6% The NIl estimates have been in line with numbers,
Interest Expense 1936.0 2539.0 -23.7% however the interest income & expense was on the
Net Interest Income 1096.0 1097.0 -0.1% higher side due to higher loan growth & borrowing.
Total Provisions 373.0 259.0 44.0% The NPAs have come down & so have the

Net Profit 381.0 251.0 51.8% provisions, which have further led to profit growth.
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Q4FY19 Concall Highlights:

Slippages were around INR250 Cr whereas recoveries were around INR350. Recoveries were granular
in nature which just one account which involves INR50 Cr.

ROA is expected to improve by 10-12 bps every year for the next 2 years. Target for ROA should be
1.25% in FY21. Improvement in credit cost, operating leverage & fee income would drive growth.

Margin expansion is not expected further. Another 250 bps improvement in CIR is expected in the
next 2 years.

There is no direct exposure to NBFCs & media companies. Small exposure to Reliance Home Finance.

Greenfield projects, Infra & other stressed sectors are seeing a scale down. Going forward wholesale
& retail would contribute equally to the loan book.

NIMs are expected to improve from 3.17% to 3.20%. Higher yield products will increase their share in
the product mix.

Interest income in the Amber segment in IL&FS has been booked as the interest has been received &
the account is fully secured. Agri loans have taken a hit due to floods in Kerala & it has been provided
for.

On recoveries focus is given to bilateral relationship as recovery becomes easier due to one time
settlement rather than consortium lending which takes time.

Written off book is around INR1500 Cr. An amount of INR44 Cr has been recovered in this segment.
Home loan segment is growing well. Average ticket size in Mumbai is INR80 Lakh & other areas at

INR40 Lakh. The bank has become principal lender in many projects & tie up with developers have
also increased.
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Change in Estimates - Statement of Profit & Loss

Previous Estimates

: . Year Ended
Particulars (in INR Cr)
( FY17A FY18A FY19E FY20E FY21E

Other Income 1082 1159 1180 1217 1269
Total 9759 10912 13203 15852 19177
Interest expended 5625 6170 7845 9470 11535
Operating Expenses 2210 2451 2839 3295 3949
Preprovisioning Pretaxprofit 1925 2201 2519 3086 3693
Provisions & Contingencies 1094 1412 1405 1688 1979
(including tax)

PAT 831 879 1114 1398 1714
EPS (Face Value INR2) 5 5 6 7 9

Year Ended

rarioars (nRRED
InterestEaed 8677 9753 11419 13754 15544

Other Income 1082 1159 1351 1373 1598
Total 9759 10912 12770 15127 17143
Interest expended 5625 6170 7242 8770 9564
Operating Expenses 2210 2451 2764 3295 3575
PreprovisioningPretaxprofit 1925 2201 2764 3063 4003
P.rowsu_)ns & Contingencies 1094 1412 1518 1638 2104
(including tax)

PAT 831 879 1246 1425 1900
EPS (Face Value INR2) 4.8 4.6 6.3 7.2 9.6

We have revised our loan book & deposit growth, which has led to a reduction in the Net Interest
Income, which looks sustainable for the future. There has been improvement in the NPA ratios, which
has led to a reduction in the provision estimates for the future. Growing digital presence & focus on
retail portfolio, will lead to higher other income, which will be maintaining profitability.

I S
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Change in Estimates - Balance S
Previous Estimates

Particulars (in INR Cr) Year Ended
FY17A FY18A FY19E FY20E FY21E

Capital 345 394 394 394 394
Reserves & Surplus 8,598 11,816 12,720 13,908 15,412
Deposits 97,665 1,11,992 1,35,003 1,64,526 2,02,118
Borrowings 5,897 11,533 13,256 15,249 17,556
Other Liabilities & Provision 2,473 2,578 2,690 2,919 3,092

Cash & Balances with RBI 4,577 5,133 5,683 6,268 6,914
Balances with banks & money 2,876 4,071 4,663 5,130 6,066
at call & short notice

Investments 28,196 30,781 33,032 35,992 39,876
Advances 73,336 91,057 1,14,947 1,43,684 1,79,604
Fixed Assets 489 457 457 445 362

Other Assets 5,503

5,915 5,280 5,477

5,751

Revised Estimates

Particulars (in INR Cr) Year Ended
FY17A FY18A FY19A FY20E FY21E
394 397 394

Capital 345 394
Reserves & Surplus 8,598 11,816 12,876 14,067 15,756
Deposits 97,665 1,11,992 1,34,954 1,51,994 1,72,638
Borrowings 5,897 11,533 7,782 14,428 15,733
Other Liabilities & Provision 2,473 2,578 3,331 3,017 3,092

Cash & Balances with RBI 4,577 5,133 6,419 6,481 7,231
Balances with banks & money 2.876 4,071 3,648 5,180 5,759
at call & short notice

Investments 28,196 30,781 31,824 36,262 39,409
Advances 73,336 91,957 1,10,223 1,29,890 1,48,724
Fixed Assets 489 457 472 589 591
Other Assets 5,503 5,915 6,754 5,499 5,901

-

The Federal Bank Ltd
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The bank recognised huge NPA in FY18 and also faced

troubles in FY19 due to floods in Kerala. Expanding it's
120.00 - - 140000000 reach beyond the state of Kerala, will give the bank the
11000 | " 120000000  Much needed growth and diversification. Currently, the
bank has 1252 branches out of which 600 are in Kerala.
The bank is expanding it's presence outside Kerala and
has achieved significant growth in Corporate lending. The
growth in CASA deposits have helped the bank to
maintain their NIMs.
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mm Volume  =—Federal Bank

Considering clean books, ROE improvement
diversification benefits, focus on various verticals, we
assign a multiple of 1.5(x) on the FY21 Book Value, to
arrive at a target price of INR123.

For our previous reports, please refer below:

Date : 22-01-2019 CMP : 89 Target Price : 121

Stewart & Mackertich Research—Federal Bank—Q3FYF19 Result Analysis
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Analyst Certification:

I, Sudip Dugar, Research Analyst of Stewart & Mackertich Wealth Management Limited (in short “Stewart & Mackertich/ the
Company”), authors and the names subscribed to this Research Report, hereby certify that all of the views expressed in this Research
Report accurately reflect my views about the subject issuer(s) or securities. | also certify that no part of my compensation was, is, or
will be directly or indirectly related to the specific recommendation(s) or view(s) in this Research Report. It is also confirmed that |, the
above mentioned Research Analyst of this Research Report has not received any compensation from the subject companies mentioned
in the Research Report in the preceding twelve months and do not serve as an officer, director or employee of the subject companies
mentioned in the Research Report.

Terms & Conditions and Other Disclosures:

Stewart & Mackertich Wealth Management Ltd is engaged in the business of Stock Broking, Depository Services, Portfolio Management
and Distribution of Financial Products. Stewart & Mackertich Wealth Management Ltd Limited is a registered as Research Analyst Entity
with Security & Exchange Board of India (SEBI) with Registration Number — INH300001474.

Stewart & Mackertich and our associates might have investment banking and other business relationship with a significant percentage
of companies covered by our Investment Research Department. Stewart & Mackertich 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.

The information and opinions in this Research Report have been prepared by Stewart & Mackertich and are subject to change without
any notice. The Research 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 Stewart & Mackertich Wealth Management Ltd. While we would endeavor to
update the information herein on a reasonable basis, Stewart & Mackertich is under no obligation to update or keep the information
current. Also, there may be regulatory, compliance or other reasons that may prevent Stewart & Mackertich 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 policies of Stewart & Mackertich Wealth, in circumstances where Stewart & Mackertich might be acting
in an advisory capacity to this company, or in certain other circumstances.

This Research 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 Research 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
Research Report at the same time. Stewart & Mackertich will not treat recipients as customers by virtue of their receiving this Research
Report.
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Nothing in this Research 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 Research
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. Stewart & Mackertich accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this Research 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.

Since associates of Stewart & Mackertich 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 Research Report.

Stewart & Mackertich 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 Research Report as of the last day of the month preceding the publication of the Research
Report.

Stewart & Mackertich encourages independence in Research Report preparation and strives to minimize conflict in preparation of
Research Report. Accordingly, neither Stewart & Mackertich and their Associates nor the Research Analysts and their relatives have
any material conflict of interest at the time of publication of this Research Report or at the time of the Public Appearance, if any.

Stewart & Mackertich 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.

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

from the subject company.

Stewart & Mackertich or its associates might have received any compensation for products or services other than investment banking
or brokerage services from the subject companies mentioned in the Research Report in the past twelve months.

Stewart & Mackertich or its associates or its Research Analysts did not receive any compensation or other benefits whatsoever from
the subject companies mentioned in the Research Report or third party in connection with preparation of the Research Report.

Compensation of Research Analysts is not based on any specific Investment Banking or Brokerage Service Transactions.
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The Research Analysts might have served as an officer, director or employee of the subject company.

Neither the Research Analysts nor Stewart & Mackertich have been engaged in market making activity for the companies mentioned in

the Research Report.

Stewart & Mackertich may have issued other Research Reports that are inconsistent with and reach different conclusion from the in-

formation presented in this Research Report.

Stewart & Mackertich submit’ s that no material disciplinary action has been taken on the Company by any Regulatory Authority im-

pacting Equity Research Analysis activities.

This Research 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 Stewart & Mackertich and affiliates to any registration or licensing requirement within such ju-
risdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Per-
sons in whose possession this document may come are required to inform themselves of and to observe such restriction.

For queries related to compliance of the report, please contact: -
Sudipto Datta, Compliance Officer

Stewart & Mackertich Wealth Management Ltd.

Vaibhav, 4 Lee Road, Kolkata 700020, West Bengal, India.
Contact No.: +91 33 4011 5414 /91 33 6634 5414

Email Id.: compliance@smifs.com / sudipta@smifs.com

Website: www.smifs.com
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