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Federal Bank                                    Recommendation: Buy 

 

 

Federal Bank is an old age Private Sector Bank with a history that 

dates back to the pre-independence era. The bank has a dominant 

presence in Southern India especially in Kerala. Mr. Shyam 

Srinivasan, with experience of over 20 years with MNC banks, 

Took charge as the MD&CEO of the bank in 2010. Under his 

leadership the bank is increasing the presence and visibility at the 

national level. Federal Bank has 1,252 branches and 1,655 ATMs 

across the country. 

                                            

Results 

  Federal Bank’s (FB) 1QFY18 PAT declined 18% QoQ (+26% 
YoY) to INR2.1b (14% miss), despite in-line PPoP (+2%/31% 
QoQ/YoY), due to the twin impact on NII and provisions  
 From a spike in corporate slippages, with a restructured 
account slipping into NPA. 

 NII growth came in at -5%/16% QoQ/YoY (7% miss) owing to 
interest reversals of ~INR160m, adjusted for which, calculated 
NIM would stand at 3.11% instead of 3.05%. Capital raise 
benefit (+15bp) will help near-term NIMs. Other income grew 
17%/39% QoQ/YoY due to a lumpy contribution of INR2b of 
treasury income. CI ratio improved 60bp QoQ to 50.6%. 

 Loan growth of 4%/29% QoQ/YoY was broad-based, with 
strong growth across segments. Corporate growth was the 
strongest at 6%/39% QoQ/YoY. Retail & agri loans grew by 
3%/27% QoQ/YoY, and SME loans by 3%/17% QoQ/YoY. 

  Asset quality deteriorated, with one bulky restructured account of 
INR1.05b (62% of corporate slippages) slipping into NPA; 
GNPA/NNPA increased to 2.42%/1.39% (+9bp/+11bp QoQ), 
with slippage ratio shooting up to 2.88% v/s 1.68% in 4QFY17. 
Recoveries and upgrades declined 34% QoQ. During the 
quarter, the bank sold ~INR480m from existing accounts to 
ARCs. 

 Other highlights: a) CASA increased 33% YoY led by 28% CA growth. b) Growth picking up 
outside Kerala with 20%/25% growth in loans/SA, while overall loans/SA growth was 14%/19% 

 

 

Stock Info 

BSE Code 500469 

NSE Code FEDERALBNK 

CMP 112 

Face Value 2 

Market Cap(Cr.) 21676.06 

Beta 1.78 

Book Value 46.27 

EPS 4.49 

PE Ratio 24.54 

52 Week High 122.40 

52 Week Low 61.50 

Share Holding Pattern (%) 

Category No. of shares Percentag
e 

Foreign 
Institutions 

529652923 30.72 

General 
Public 

398040499 23.09 

Financial 
Institutions 

75016686 4.35 

Others 242300189 14.05 

NBFC and 
Mutual Funds 

447829246 2598 

Central 
Government 

10 0.00 

Share price (%) 1m 3m 12m 

Absolute 
performance 

(0.5) 21.9 73.2 

Relative to 
Nifty 

(5.1) 14.2 57.2 

Peer Comparison  

Name Cmp Market Cap Sales Turnover Net Profit 

IndusInd Bank 1,676 80166.76 16424.64 3330.09 

Yes Bank 1,787 80166.76 16424.64 3330.09 

RBL Bank 545 21850.64 3713.16 446.05 

Federal Bank 112 21,588 8677.9 830.79 

ING Vysya Bank 1,027.00 19719.13 5205.22 657.85 
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Investment Rationale  

 FB’s cautious approach to loan growth over the past few years is now beginning to manifest itself 

in a calibrated loan mix towards highly-rated corporate assets and retail loans, resulting in 

upward-trending risk-adjusted NIMs (likely to settle upwards of 3% over the next 12 months).  

 On the back of a consistently stable deposit franchise (highest proportion of retail sub-INR10m 

deposits amongst its peers) and rising confidence in its Conscious asset-side strategy, FB’s loan 

growth (29% YoY in 1QFY18) engine is perfectly poised to fire. The structural process 

improvements in its corporate underwriting procedures, which will drive the quality of FB’s 

incremental loan growth (25% CAGR over FY17-FY20). 

 Given the enormous credit challenges that other corporate lenders are facing, FB’s relative 

competitive positioning within the sector continues to improve. FB to capitalize on this relative 

competitive position by acquiring new-to bank (NTB) relationships with highly-rated corporates 

and generate SME / retail leads from such accounts. 

 While FB boasts of a very strong mix of savers (continually rising granularity of deposits), the bank 

now needs to convert a higher proportion of its savers to begin transacting through its own 

platforms. In this context, build in 20% CAGR in non-employee expenses as we believe that FB’s 

digital investments are absolutely essential. 

 Federal Bank has witnessed a sharp decline in SMA-2 balance, which clearly suggests fresh 

slippage during 1QFY18 was more of a one-off event. Hence, expectations substantial 

improvement in the Bank’s performance in remaining quarters of FY18. Notably, the Bank is 

gradually coming out of the scenario marked with higher provisioning and continued stress on 

asset quality for last few quarters. The healthy traction in earnings to continue, going forward 

owing to robust growth in loan book, moderate credit cost and healthy margins. 

 

Outlook & valuation 

Federal Bank has witnessed a sharp decline in SMA-2 balance, which clearly suggests fresh slippage 

during 1QFY18 was more of a one-off event. Hence, we expect substantial improvement in the Bank’s 

performance in remaining quarters of FY18.  

Notably, the Bank is gradually coming out of the scenario marked with higher provisioning and 

continued stress on asset quality for last few quarters. We expect the healthy traction in earnings to 

continue, going forward owing to robust growth in loan book, moderate credit cost and healthy 

margins. We retain our valuation of 2x FY19E adjusted Book value and upgrade to BUY with a target 

price of 130. 

 

Key Financials (Rs mn) FY16 FY17 FY18E FY19E 

NII 25,042 30,526 36,217 43,716 

PAT 4,757 8,308 10,217 13,982 

EPS(Rs) 2.8 4.8 5.3 7.2 

P/E (x) 41.4 23.8 21.7 15.9 

Adj. BV (Rs) 37.3 42.1 54.1 59.7 

P/Adj. BV (x) 3.1 2.7 2.1 1.9 

Gross NPA (%) 2.9 2.4 2.3 2.1 

Net NPA (%) 1.6 1.3 1.1 0.9 

Avg. ROA (%) 0.5 0.8 0.8 0.9 

Avg. ROE (%) 5.9 9.3 8.4 10.5 
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Technical Aspect 

 

 

 
Federal Bank is having major support below 104 and resistance above 113.  
 
On Daily chart, Federal Bank is showing breakout point above 113.Break and sustain above 113 will 
see nonstop rally in Federal Bank till 130++ in weeks to come. Federal Bank trading above 21 and below 
55 days exponential moving average which is at 109 and 113 respectively.  
 
MACD too has given the positive crossover (Buy signal) which indicates that upper side seems certain 
in it.  
 
Daily 14 period RSI has turned up from near levels. As per the bullish high low theory of 40-70 levels, 
the daily RSI is expected to move up to 70- 75 levels from the current reading of 52. This could mean 
Continuation of upside momentum in the stock price ahead possibly a breakout also this time. 
 
Traders don’t go for aggressive or positional selling at all because trend looks positive and we expect 
rally to remain continue from 130+++mark in coming weeks. For positional trade, stop loss seeing 
below 104 on closing basis which is unlikely to breach in near terms. 
 
 

 

 

 

 

 

Recommendation:  

Buy Federal Bank above 113 for the initial target of 130 with Stop loss of 104 on closing 

basis. 
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Disclaimer 

 

The report contains the opinions of the author that are not to be construed as investment advice. The author, 

directors and other employees of IMV, and its affiliates, cannot be held responsible for the accuracy of the 

information presented herein or for the results of the positions taken based on the opinions expressed above. 

The above-mentioned opinions are based on the information which is believed to be accurate and no assurance 

can be given for the accuracy of this information. There is risk of loss in trading in derivatives. The author, 

directors and other employees of IMV and its affiliates cannot be held responsible for any losses in trading. 

Commodity derivatives trading involve substantial risk. The valuation of the underlying may fluctuate, and as a 

result, clients may lose their entire original investment. In no event should the content of this research report be 

construed as an express or an implied promise, guarantee or implication by, or from, IMV that you will profit or 

that losses can, or will be, limited in any manner whatsoever. Past results are no indication of future performance. 

The information provided in this report is intended solely for informative purposes and is obtained from sources 

believed to be reliable. Information is in no way guaranteed. No guarantee of any kind is implied or possible 

where projections of future conditions are attempted. The reports are only for information purposes and not to 

be construed as investment advice.  
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