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Federal Bank

3QFY11 Results Update
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Federal Bank's 3QFY11 PAT grew 30% YoY to Rs1.43b (in line with our estimates) due to 17% YoY growth in NII (5%

higher than expectations), supported by higher margins (up 26bp YoY) despite muted loan growth. While PBT declined

5% YoY to Rs2.1b, the normal tax rate (33% against 51% in 3QFY10), led to PAT growth of 30% YoY (in line with our

estimates). Slippages disappointed with 9MFY11 annualized slippage ratio of ~4.5%. Key highlights:

 Loans grew 8% YoY and 2% QoQ to Rs282b and deposits grew 7% YoY and 2% QoQ to Rs369b. CD ratio was

sequentially stable at 76.5%.

 Core retail deposits grew 11.4% YoY and 7.5% QoQ (forming ~80% deposits) and bulk deposits declined ~7% YoY

(up 2.4% QoQ). The proportion of bulk deposits in overall deposits declined to 19.4% against 22.3% a year earlier.

CASA deposits grew 22% YoY and 3% QoQ. CASA ratio remained stable sequentially at 29.6%.

 3QFY11 margins contracted 13bp QoQ led by an increase in cost of deposits and decline in yield on loans. In the

9MFY11, the bank reported NIM of 4.28% against 3.69% a year earlier.

 The bank reported its second pension-related liability of Rs1.59b of which it provided Rs85m in 3QFY11 and Rs245m

in 9MFY11. The bank plans to amortize the liability over five years.

 GNPAs in absolute terms increased 5% QoQ to Rs12b and NNPA increased 22% QoQ to Rs2.3b. Calculated PCR

fell to 79% from 83% a quarter earlier and 81.4% a year earlier. Continued higher slippages of Rs3.2b in 3QFY11 (up

from Rs2.6b in 2QFY11) and annualized slippage ratio of 4.8% for 3QFY11 and 4.5% for 9MFY11 is a concern.

Valuation and view: The bank's RoA will be strong at over 1.2% and RoE is likely to be in mid-teens as growth

moderates. The stock trades at FY12E P/BV of 1.1x and P/BV of 1x FY13. Maintain Buy with a target price of Rs475

(1.3x FY13E BV of Rs364).
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Other highlights

 3QFY11 fee income grew 10% YoY and declined 3% QoQ to Rs283m. Moderation in
loan growth is leading to pressure on fees. In the 9MFY11, fees grew just 5% YoY to
Rs850m.

 The bank reported recoveries from written off accounts of Rs393m from Rs252m a
year earlier and Rs468m a quarter earlier. Trading profits declined to Rs82m against
Rs1.7b a year earlier and Rs1.4b a quarter earlier.

Valuation and view

 The key focus of the bank will be to improve the back-end processes to improve asset
quality. Retail and SME are likely to be key growth drivers for the bank. It plans to
scale up its branches to 1,000 branches in two years from 737 branches as on 3QFY11,
which may result in some cost pressure.

 With a large balance sheet, capabilities and distribution strength in place, key focus
will be on improving risk management systems and processes (to tackle NPA issues
and ensure quality growth). In the near term, the management does not mind
compromising growth for improved quality.
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 While the bank's RoA will stay strong at over 1.2%, RoE is likely to remain in mid-
teens as growth moderates. We estimate EPS of Rs33 in FY11, Rs38 in FY12 and
Rs44 in FY13, EPS CAGR of 17% over FY10-13. BV is expected to be Rs299 in
FY11, Rs329 in FY12 and Rs364 in FY13. The stock trades at FY12E P/BV of 1.1x
and P/BV of 1x FY13E. Maintain Buy with a target price of Rs475 (1.3x FY13E BV
of Rs364).
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Trend in CASA

Source: Company/MOSL
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Recoveries (Rs m)

Fee income growth (%)

Source: Company/MOSL
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Comparative valuations
Federal Bank SIB J&K

P/E (x) FY11E 10.6 8.4 5.4

FY12E 9.2 7.0 4.6

P/BV (x) FY11E 1.2 1.4 1.0

FY12E 1.1 1.2 0.8

RoE (%) FY11E 11.5 17.4 19.5

FY12E 12.1 18.2 19.9

RoA (%) FY11E 1.2 1.0 1.4

FY12E 1.2 0.9 1.4

Shareholding pattern (%)
Sep-10 Jun-10 Sep-09

Promoter 0.0 0.0 0.0

Domestic Inst 23.7 23.3 25.3

Foreign 43.8 43.2 43.3

Others 32.6 33.5 31.5

Federal Bank: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s consensus (Rs)
MOSL Consensus Variation

Forecast Forecast (%)

FY11 33.1 34.0 -2.5

FY12 38.0 44.4 -14.5

Target Price and Recommendation
Current Target  Upside Reco.

Price (Rs) Price (Rs)  (%)

350 475 35.7 Buy

Company description

Federal Bank is a mid-sized Kerala-based bank, with a
balance sheet size of ~Rs461b. The bank, which has 737
branches and more than 760 ATMs, caters to a large
number of NRIs, whose deposits constitute ~26% of its
retail deposits. The bank's operations were confined to
Kerala until 1972, after which it expanded operations to all
metropolitan centers.

Key investment arguments

 A strong share of low cost deposits (29% CASA and
NRI deposits) and a high share of high yielding retail
and SME loans will keep margins strong at ~4%.

 With a large balance sheet, capabilities and distribution
in place, the bank's key focus is to improve risk
management systems and processes to tackle NPA
issues and have quality growth. Lower slippages and
higher upgrades and recovery could deliver a positive
surprise in FY12.

 CAR above ~16% is comfortable and with higher
leverage in coming years RoE could expand substantially.

Key investment risk

 Increasing competition in Kerala with HDFC Bank
acquiring CBoP and South Indian Bank becoming
aggressive could lead to contraction in margins and a
slow down in fee based income.

Recent developments

 The bank will infuse Rs250m fresh capital in its wholly
owned subsidiary, Fedbank Financial Services Ltd.

 Federal Bank received RBI's approval to open 108 new
branches in India.

Valuation and view

 We estimate EPS of Rs38 in FY12 and Rs44 in FY13,
amounting to EPS CAGR of 17% over FY10-13. BV
is expected to be Rs329 in FY12 and Rs364 in FY13.

 The stock trades at FY12E P/BV of 1.1x and P/BV of
1x FY13. Maintain Buy with a target price of Rs475
(1.3x FY13E BV of Rs364).

Sector view

 Loan growth is strong but rising inflation and increasing
interest rates are near-term headwinds for the sector.

 Our economist expects the current tightness in liquidity
to begin to ease in 4QFY11, allaying pressure of a
significant NIM compression.

 We believe margins will compress gradually. With strong
loan growth and a high CD ratio, banks have strong
pricing power.

 Banks with high CASA deposits and a lower proportion
of bulk deposits will be preferred bets.
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Financials and valuation



Federal Bank

29 January 2011  8

Financials and valuation



Federal Bank

29 January 2011  9

N O T E S
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This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. Motilal Oswal
Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely
for your information and should not be reproduced or redistributed to any other person in any form.

The report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon such. MOSt or
any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the
information contained in this report. MOSt or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding
any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.

MOSt and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities mentioned in this report. To enhance transparency,
MOSt has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement Federal Bank
1. Analyst ownership of the stock No
2. Group/Directors ownership of the stock No
3. Broking relationship with company covered No
4. Investment Banking relationship with company covered No

This information is subject to change without any prior notice. MOSt reserves the right to make modifications and alternations to this statement as may be required
from time to time. Nevertheless, MOSt is committed to providing independent and transparent recommendations to its clients, and would be happy to provide
information in response to specific client queries.
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