[- HDFC securities

INSTITUTIONAL RESEARCH

INDUSTRY BANKS
CMP (as on 20 Sep 2013) Rs 305
Target Price Rs 409
Nifty 6,012
Sensex 20,264
KEY STOCK DATA

Bloomberg/Reuters FB IN/FED.BO
No. of Shares (mn) 171
MCap (Rs bn) / (S mn) 52 /838
6m avg traded value (Rs mn) 225
STOCK PERFORMANCE (%)

52 Week high / low Rs 571/ 221

3M 6M  12M
Absolute (%) (26.6) (36.7) (31.6)
Relative (%) (34.6) (44.9) (39.7)

SHAREHOLDING PATTERN (%)
Promoters -

Fls & Local MFs 20.80
Flls 44.42
Public & Others 34.78
Source : BSE

Darpin Shah

darpin.shah@hdfcsec.com
+91-22-6171-7328

Vishal Modi
vishal.modi@hdfcsec.com
+91-22-6171-7324

Sameer Narang
sameer.narang@hdfcsec.com
4+91-22-6171-7327

Concerns persist, priced in

Federal Bank (FB) corrected 28% in the last 3 months
on increasingly tough macro environment. We met
Shyam Srinivasan, MD & CEO, recently. Key
takeaways are (a) Large corp assets of Rs 3-4bn
remain under stress, while slippages in retail and
SME segment are under check. Restructured assets
additions can be ~Rs 2bn in 2QFY14 (b) Loan growth
in retail and SME is strong (c) NIMs guidance for FY14
was kept at 3.20-3.25% (d) MTM losses of Rs 200-
400mn foreseeable in 2QFY14. Our earnings
estimates fall by ~11/9% for FY14/15E given
marginal NIM compression, lower growth and higher
slippages, credit cost. Maintain BUY with a revised
TP of Rs 409 (1x FY15E ABV) vs. Rs 506 (1.2x FY15E
ABV) earlier.

= Stress in corp segment : FB maintained that its
corporate book contains stressed assets of Rs 3-4bn (in
7-8 accounts). On a positive note, management guided
for controlled slippages in the retail and SME
segments. We have revised our slippages estimates to
2.2% for FY14/15E vs. 2%. Restructuring is expected at
Rs 2bn, during 2QFY14. As at Jun-13, restructured book
stood at Rs 19.6bn (SEB and Al : ~“Rs 10bn).

» Retail, SME segments drive loan growth : FB
continues to witness strong growth of ~22-25% in the
retail and SME segments. Large corp segment is
expected to report muted QoQ growth. FB expects
CASA to touch 30%+ in 2QFY14 (vs. 29% in 1QFY14),
with strong growth in SB (especially NR). Retail
deposits are expected to improve to ~93% of total
deposits (vs. 89% in 1QFY14).

COMPANY UPDATE | 23 SEP 2013

Federal Bank

BUY

= NIMs to be stable : Management maintained its NIM
guidance of 3.20-3.25% for FY14 with better traction in
retail business, CASA improvement and lower interest
reversals. For 2QFY14, management maintained NIMs
guidance at 8-10bps improvement to 3.2%+. We have
factored in NIMs of 3.1% (3.2% earlier) for FY14/15E.

=  MTM hit on investment book : FB expects MTM hit
of Rs 200-400mn for 2QFY14. FB’s AFS book stood at Rs
30bn with duration of ~2years. It is insulated upto
yields of 7.70%.

= Other highlights : Fee income growth target was
maintained at ~20% for FY14. Wage provisions of Rs
100mn (vs. Rs 80-100mn in 1QFY14) expected in
2QFY14. C/I ratio to stabilize at 42-44%. Target RoA by
FY15:1.3%.

= Despite the slips on asset quality, FB’s calibrated
growth approach, high CRAR, superior PCR of ~83%
and attractive valuations make us positive on the
stock. At CMP, FB trades at 0.75x FY15E ABV.
Maintain BUY.

FINANCIAL SUMMARY

YE Mar (Rs mn) FY12 FY13 FY14E FY15E
Net interest income 19,534 19,747 22,063 25,195
PPP 15,065 14,596 15,988 17,725
PAT 7,768 8,382 7,164 8,961
EPS 45.4 49.0 41.9 52.4
EPS growth (%) 32.3 7.9 (14.5) 25.1
ROAE (%) 14.4 13.9 10.8 12.3
RoAA 1.39 1.27 0.94 1.03
Adj BV 321.3 346.2 373.1 409.1
P/E (x) 6.7 6.2 7.3 5.8
P / Adj BV 0.95 0.88 0.82 0.75

Source: Company, HDFC sec Inst Research
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CHANGE IN ESTIMATES

FY14E FY15E
(Rs mn)
oid New Change oid New Change
NIl 23,012 22,063 -4.1% 26,276 25,195 -4.1%
PPOP 16,855 15,988 -5.1% 18,397 17,725 -3.6%
PAT 8,027 7,164 -10.7% 9,859 8,961 -9.1%
Adj. BVPS (Rs) 381 373.1 -2.0% 422.2 409.1 -3.1%

Source : HDFC sec Inst Research
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INCOME STATEMENT

(Rs mn) FY11 FY12 FY13 FY14E FY15E
Interest Earned 40,520 55,584 61,676 71,490 81,156
Interest Expended 23,054 36,050 41,929 49,427 55,960
Net Interest Income 17,466 19,534 19,747 22,063 25,195
Other Income 5,168 5,323 6,644 7,387 7,755
Fee Income (CEB) 1,144 2,516 3,047 3,550 4,177
Treasury Income 458 821 2,058 2,000 1,450
Total Income 22,634 24,857 26,391 29,450 32,951
Total Operating Exp 8,361 9,793 11,795 13,462 15,225
Employee Expense 4,804 5,439 6,265 7,227 8,361
PPOP 14,273 15,065 14,596 15,988 17,725
Provisions & Contingencies 5,254 3,370 2,658 5,753 4,924
Prov. for NPAs (incl. std prov.) 5,032 2,582 2,386 4,774 5,127
PBT 9,018 11,695 11,938 10,234 12,801
Provision for Tax 3,147 3,927 3,556 3,070 3,840
PAT 5,871 7,768 8,382 7,164 8,961

Source: Bank, HDFC sec Inst Research

BALANCE SHEET

(Rs mn) FY11 FY12 FY13 FY14E FY15E
SOURCES OF FUNDS

Share Capital 1,710 1,710 1,711 1,711 1,711
Reserves 49,376 55,353 61,936 67,556 74,588
Shareholder's Funds 51,087 57,063 63,647 69,267 76,299
Savings 91,483 109,299 127,432 149,731 172,189
Current 24,058 25,459 29,089 32,580 35,838
Term Deposit 314,607 354,613 419,627 482,571 559,783
Total Deposits 430,148 489,371 576,149 664,882 767,810
Borrowings 18,884 42,410 51,870 58,735 66,569
Other Liabilities & Provisions 14,446 17,423 18,831 19,692 20,594
Total Liabilities 514,564 606,268 710,496 812,576 931,271
APPLICATION OF FUNDS

Cash & Bank Balance 37,483 35,326 37,200 37,968 44,150
Investments 145,377 174,025 211,546 245,998 276,660
G-Secs 99,645 115,312 145,751 176,194 201,550
Advances 319,532 377,560 440,967 507,112 588,250
Fixed Assets 2,898 3,261 3,975 4,139 4,279
Other Assets 9,273 16,096 16,808 17,359 17,932
Total Assets 514,564 606,268 710,496 812,576 931,271

Source: Bank, HDFC sec Inst Research
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KEY RATIOS

FY11 FY12 FY13 FY14E FY15E
Valuation Ratios
EPS 34.3 45.4 49.0 41.9 52.4
Earnings Growth (%) 26.4 32.3 7.9 (14.5) 25.1
BVPS (ex reval.) 298.3 3333 371.8 404.6 445.7
Adj. BVPS (ex reval. & 100% cover) 286.9 321.3 346.2 373.1 409.1
ROAA (%) 1.2 1.4 13 0.94 1.03
ROAE (%) 12.0 14.4 13.9 10.8 12.3
ROAE (%) (ex revaluations) 12.0 14.4 13.9 10.8 12.3
P/E (x) 8.9 6.7 6.2 7.3 5.8
P/ABV (x) 1.1 0.95 0.88 0.82 0.75
P/PPOP (x) 3.7 3.5 3.6 33 2.9
Dividend Yield (%) 2.8 3.0 3.0 2.6 33
Profitability
Yield on Advances (%) 10.8 12.0 11.3 11.3 11.1
Yield on Investment (%) 6.3 8.2 7.6 7.6 7.6
Cost of Funds (%) 5.6 7.4 7.2 7.3 7.2
Cost of Deposits (%) 5.5 7.2 7.2 7.3 7.2
Core Spread (%) 5.2 4.7 41 4.0 3.9
NIM (%) 4.0 3.8 3.2 3.1 3.1
Operating Efficiency
Cost/Avg. Asset Ratio (%) 1.8 1.7 1.8 1.8 1.7
Cost-Income Ratio (Excl Treasury) 37.7 40.7 48.5 49.0 48.3
Balance Sheet Structure Ratios
Loan Growth (%) 18.6 18.2 16.8 15.0 16.0
Deposit Growth (%) 19.3 13.8 17.7 15.4 155
C/D Ratio (%) 74.3 77.2 76.5 76.3 76.6
Equity/Assets (%) 9.9 9.4 9.0 8.5 8.2
Equity/Loans (%) 16.0 15.1 14.4 13.7 13.0
CASA (%) 26.9 27.5 27.2 27.4 27.1
Total Capital Adequacy Ratio (CAR) 16.8 16.6 14.7 14.5 13.9
Tier | CAR 15.6 15.9 141 13.8 13.3

FY11 FY12 FY13 FY14E FY15E
Asset Quality
Gross NPLs (Rsm) 11,483 13,008 15,540 18,110 20,638
Net NPLs (Rsm) 1,907 1,990 4,319 5,333 6,212
Gross NPLs (%) 3.5 34 3.4 3.6 3.5
Net NPLs (%) 0.6 0.5 1.0 1.1 1.1
Coverage Ratio (%) 83.4 84.7 72.2 70.6 69.9
Provision/Avg. Loans (%) 1.7 0.64 0.46 0.96 0.88
RoAA Tree
Net Interest Income 3.67% 3.49% 3.00% 2.90% 2.89%
Non Interest Income 1.09% 0.95% 1.01% 0.97% 0.89%
Treasury Income 0.10% 0.15% 0.31% 0.26% 0.17%
Operating Cost 1.76% 1.75% 1.79% 1.77% 1.75%
Provisions 1.10% 0.60% 0.40% 0.76% 0.56%
Provisions for NPAs 1.03% 0.40% 0.29% 0.60% 0.56%
Tax 0.66% 0.70% 0.54% 0.40% 0.44%
ROAA 1.23% 1.39% 1.27% 0.94% 1.03%
Leverage (x) 10.07 10.62 11.16 11.73 12.21
ROAE 12.43% 14.73% 14.21% 11.04% 12.54%

Source: Bank, HDFC sec Inst Research
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Rating Definitions

BUY : Where the stock is expected to deliver more than 10% returns over the next 12 month period
NEUTRAL : Where the stock is expected to deliver (-)10% to 10% returns over the next 12 month period
SELL . Where the stock is expected to deliver less than (-)10% returns over the next 12 month period

Disclaimer: This report has been prepared by HDFC Securities Ltd and is meant for sole use by the recipient and not for circulation. The information and opinions contained herein have been compiled or arrived
at, based upon information obtained in good faith from sources believed to be reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is
made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. This document is for information purposes only. Descriptions of any company or
companies or their securities mentioned herein are not intended to be complete and this document is not, and should not be construed as an offer or solicitation of an offer, to buy or sell any securities or other
financial instruments.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is a citizen or resident or located in any locality, state, country
or other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject HDFC Securities Ltd or its affiliates to any registration or
licensing requirement within such jurisdiction.

If this report is inadvertently send or has reached any individual in such country, especially, USA, the same may be ignored and brought to the attention of the sender. This document may not be reproduced,
distributed or published for any purposes with out prior written approval of HDFC Securities Ltd .

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their value or price, or the income derived from them. In
addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies effectively assume currency risk.

It should not be considered to be taken as an offer to sell or a solicitation to buy any security. HDFC Securities Ltd may from time to time solicit from, or perform broking, or other services for, any company
mentioned in this mail and/or its attachments.

HDFC Securities and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of the company(ies) mentioned herein or
(b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the company(ies) discussed herein or act as an
advisor or lender/borrower to such company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions.

HDFC Securities Ltd, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of
this report, including but not restricted to, fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc.

HDFC Securities Ltd and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in the report, or may make sell or
purchase or other deals in these securities from time to time or may deal in other securities of the companies / organisations described in this report.
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