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Federal Bank

Rating BUY

Target Rs 454

Total business of the Bank reached Rs.79948.53 Crore in the quarter ended on

31%*December 2011, showing an increase of 22.71 % on a year on year basis.
Total deposits increased by 26.63 % from Rs 36913.53 Crore as on previous
year third quarter to Rs.46742.46 Crore as on 31.12.2011. NRI deposits reported
an increase of 35.41% from December 2010, to reach Rs10546.26 Crore. Retail
deposits grew by 27.25% to touch Rs.38678.16 Crore. CASA deposits grew by
21.97% to reach Rs13186.04 Crore.

The net profit has increased 41% to Rs 201.87 crore in the third quarter of the

current fiscal as compared to the same period last year. The net profit increased
to Rs 539.19 crore for the nine month period ending December 31, 2011,
registering a 29.81%. The operating profit touched Rs 418.72 crore for the third
quarter, which represents a 17.39 % rise over the third quarter of the previous
year. We expect Federal bank to continue its growth momentum in the coming

quarter also.

The total income for the third quarter went up by 40.33 % on a y-o-y basis to

1604.76 Cr from 1143.57 Cr reported for corresponding period of the previous
fiscal. The interest income increased by 43.54 % on a y-o-y basis to 1466.83

Crore from 1021.88 Crore.

Federal Bank hiked its interest rate on non-resident term deposits for a period

of one year to 9.5%. This rate hike may create some pressure on Net Interest
Margin but it is expected to attract more funds from NRI’s in the long run.

Estimates
Rs (mn) 2009 2010 2011 2012E 2013E
Net Interest income 13154.52 14108.33 17465.79 20867.78 24685.26
Net Income 5004.94 464545 5870.83 7089.11 8141.38
EPS 29.26 27.16 34.32 41.45 47.60
EPS Change -9.75%  -7.18% 26.36% 20.76% 14.84%
Net Interest Margin 4.13% 3.86% 4.09% 4.17% 4.20%
Non-Interest Income to Net Revenues 13.46% 12.63% 11.31% 9.58% 8.38%
FE 4.65 9.83 12.18 10.95 9.54

For analyst certification and other
important disclosures, refer to the
Disclosure Section located at the end of
this report.
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Federal Bank Ltd

Key Income Statement Data (Mar)

Rs(mn) 2009 2010 2011 2012E 2013E
INCOME
Interest earned 33153.76  36732.36  40520.28 48848.34 55802.41
Other income 5157.75  5309.08 516814 5173.34  5106.78
Total 38311.52  42041.44 45688.42 54021.69 60909.19
EXPENDITURE
Interest expended 19999.24  22624.03 23054.50 27980.57 31117.15
Operating expenses 571456  6768.94  8361.39 10114.08 12363.16
Provisions & contingencies 7592.78 8003.02 8401.71 8837.93 9287.50
Total 33306.58 3739599 39817.59 46932.58 52767.81
PROFIT 5004.94 464545  5870.83  7089.11  8141.38
Key Balance Sheet Data
Rs(mn) 2009 2010 2011 2012E 2013E
CAPITALAND LIABILITIES
Capital 1710.33 1710.33 1710.47 1710.47  1710.47
Reserves & Surplus 41548.43 4519416 49376.15 54431.68 60232.13
Deposits 321981.92 360579.51 430147.81 498553.24 586228.32
Borrowings 7489.35 15467.56 18883.63 29985.13 41749.19
Other Liabilities & Provisions 15778.62 13804.49 1444559 14777.22 15289.00
% Total 388508.65 436756.05 514563.64 599457.75 705209.11
ASSETS
Cash & Balances with R B | 22143.95 23188.77 29350.53 34358.46 41764.72
M Balances with banks,money
at call and short notice 12226.99  4045.12  8132.50 9904.60 15498.50
% Investments 121189.66 130546.48 145376.75 159224.41 175845.76
Advances 223918.75 269501.11 319532.34 381704.25 454265.97
8 Fixed assets 2807.80  2897.70  2898.17  2944.44  2979.87
Other assets 6221.49  6576.88  9273.35 11321.60 14854.29
Total 388508.65 436756.05 514563.64 599457.75 705209.11
Uy
O Key Metrics
0] 2009 2010 2011 2012E 2013E
D CASA 24.50% 26.19% 26.86%  28.21%  29.46%
© Net Interest Margin 4.28% 3.82% 4.22% 4.17% 4.20%
- BASEL | CAR 20.14% 17.27% 15.39% 14.68%  14.13%
@) BASEL Il CAR 20.22% 18.36% 16.79% 15.30%  15.10%
O Net NPA 0.30% 0.48% 0.60% 0.79% 0.85%
% Net Interest Margin(%) EPS 29.26 27.16 34.32 41.45 47.60
©

4.28%

Federal Bank is one of the oldest private sector banks
in the country Incorporated in the year 1931. It is
predominantly a regional bank having substantial
exposure to the state of Kerala . Within Kerala, the bank
has strong presence in semi-urban and rural parts.
future growth would be more diversified further reducing
state concentration. Towards this, the bank has been
adding incrementally higher number of branches
outside Kerala during the year. The bank targets to gain
substantial foothold in these five states Tamil Nadu,
Karnataka, Punjab, Gujarat and Maharashtra.

For analyst certification and other important
2009 2010 2011 2012E 2013E disclosures, refer to the Disclosure Section
located at the end of this report.
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Q3 Analysis

Rs (Cr) 2011Q3 2012Q2 2012Q3 QonQ YonY
Interest Earned 1021.88 1367.83 1466.83 7.24% 43.54%
Interest/discount on advances/bills 794.76 1,050.05 1084.23 3.26% 36.42%
Income on investments 221.4 310.24 367.44 18.44% 65.96%
Interest on balances RBI& other Banks 4.38 5.69 10.18  78.91% 132.42%
Others 1.34 1.85 498 169.19% 272%
Other Income 121.69 116.96 137.93 17.93% 13.35%
TOTAL INCOME 1143.57 1484.79 1604.76 8.08% 40.33%
Interest Expended 574.63 893.42 938.8 5.08% 63.37%
Operating Expenses 212.23 2301 247.24 7.45% 16.50%
Payments to employees 119.84 128.25 138.45 7.95% 15.53%
Other operating expenses 92.39 101.85 108.79 6.81% 17.75%
TOTAL EXPENDITURE 786.86 1123.52 1186.04 5.56% 50.73%
OPERATING PROFIT 356.71 361.27 418.72 15.90% 17.38%
Provisions (o thn Tx ) and Contigence 142.38 72.19 115.25 59.65% -19.05%
P&L ordinary activities before tax 214.33 289.08 303.47 4.98% 41.59%
Tax Expense 71.23 97.92 101.6 3.76% 42.64%
Net profit 143.1 191.16 201.87 5.60% 41.07%

Last Quarter reported a year on year net advances growth of 17.59% to Rs.33206.07Crore
from Rs28240.02Crore on last year same quarter. This growth was contributed by SME,
corporate advances and retail segments. The retail advances of the Bank forms 28.77 % of
the gross advances while SME contributes 28.75 %. The advance to priority sector was at
12229.58 Cr as on 31st December 2011. Lending to Agriculture sector was at 4172.76
Crore as on 31.12.2011, growing at 16.17%.
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For analyst certification and other important disclosures, refer to the
Disclosure Section located at the end of this report.
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Movement of NPL forecast

Rs(Cr) 2009 2010 2011 2012E 2013E
Net NPAs to Net Advances 0.30% 0.48% 0.60% 0.79% 0.85%
(ii) Movement of NPAs (Gross)

(a) Opening balance 468.59 589.54 820.97 1148.33 1626.47
(b) Additions during the year 574.95 747.39 875.84 1080.99 1242.05
(c) Reductions during the year 454.00 515.96 548.48 602.86 651.65
(d) Closing balance 589.54 820.97 1148.33 1626.47 2216.87
(iii) Movement of Net NPAs

(a) Opening balance 43.20 68.12 128.79 190.69 300.47
(b) Additions during the year 210.53 327.56 352.54 438.93 483.10
(c) Reductions during the year 185.61 266.89 290.64 329.15 395.53
(d) Closing balance 68.12 128.79 190.69 300.47 388.05
(iv) Movement of provisions for NPAs

(a) Opening balance 422.57 514.93 684.43 942.34 1302.50
(b) Additions during the year 347.34 413.11 488.85 579.94 687.14
(c) Reductions during the year 254.98 243.61 230.94 219.78 196.89
(d) Closing balance 514.93 684.43 942.34 1302.50 1792.75

The Bank’s Gross NPA's and Net NPA ‘sstands at 3.97 % and 0.74 % respectively as against 3.95 %
and 0.81 % as at the end of December 2010. The total provisions held against non performing
advances, expressed as a percentage of gross NPAs amounted to 80.54% at the end of the third
quarter of FY 2011-12. Because of its good asset quality, bank provisioned only less as compared to
the same quarter previous year. Since taking charge of Federal bank, Mr Srinivasan’s (CEO) key focus
has been to improve back-end processes, risk management systems and processes to tackle asset

quality issues.

——DNIFTY ——Fedaral Bank
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The Earning per Share and Return on average Equity for the quarter ended 31.12.2011 stood at
47.21 and 14.56% respectively as against 33.47 and 11.37% respectively at December 31,
2010.Loans and deposits increased 18% and 27% respectively on year on year basis,. CASA
deposits grew 6% Quarter on Quarter and 22% Year on Year to Rs 13186.04 Crore. CASA ratio
improved to 28.2% v/s 26.4% a quarter ago. Our entire analysis on this company makes us to put
a “BUY” rating with a target of Rs.454 which gives an appreciation of 16 percent from the current
level.

For analyst certification and other important disclosures,
refer to the Disclosure Section located at the end of this
report.
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I Shajan K S, hereby certify that the views expressed in this research report accurately reflect
my personal views about the subject securities and issuers. | also certify that no part of my
compensation was, is or will be, directly or indirectly, related to the specific recommendations

or view expressed in this research report.

This research report provides general information only. Recommendations, opinions or
suggestions are given with the understanding that readers acting on this information assume
all risks involved. The information provided herein is not, and should not be construed as an
offer to buy or sell any securities or other financial instrument or any derivative related to such
securities or instruments. This report is not intended to provide personal investment advice
and it does not take into account the specific investment objectives, financial situation and
the particular needs of any specific person. Investors should seek financial advice regarding
the appropriateness of investing in financial instruments and implementing investment strategies
discussed or recommended in this report and should understand that statements regarding
future prospects may not be realized. Any decision to purchase or subscribe for securities in
any offering must be based solely on existing public information on such security or the
information in the prospectus or other offering document issued in connection with such
offering, and not on this report.

We have reviewed the report, and in so far as it includes current or historical information, it is
believed to be reliable though its accuracy or completeness cannot be guaranteed. All such
information and opinions are subject to change without notice. This document has been
produced independently of any company or companies mentioned herein, and forward looking
statements; opinions and expectations contained herein are subject to change without notice.
Price and value of the investments referred to in this material may go up or down. Past
performance is not a guide for future performance. Certain transactions -including those involving
futures, options and other derivatives as well as non-investment grade securities - involve
substantial risk and are not suitable for all investors. Reports based on technical analysis
centers on studying charts of a stock’s price movement and trading volume, as opposed to
focusing on a company’s fundamentals and as such, may not match with a report on a company’s
fundamentals. Opinions expressed are our current opinions as of the date appearing on this
material only. While we endeavor to update on a reasonable basis the information discussed
in this material, there may be regulatory, compliance, or other reasons that prevent us from
doing so.

Doha Brokerage and Financial Services Limited (DBFS), its associate and group companies
its directors or employees do not take any responsibility or liability, financial or otherwise, of
the losses or the damages sustained due to the investments made or any action taken on
basis of this document, including but not restricted to, fluctuation in the prices of the shares
and bonds, reduction in the dividend or income, etc. This document 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 would subject DBFS or its associates or group companies to any
registration or licensing requirement within such jurisdiction. If this document is inadvertently
sent or has reached any individual in such country, the same may be ignored and brought to
the attention of the sender. This document may not be reproduced, distributed or published for
any purpose without prior written approval of DBFS. Before acting on any advice or
recommendation in this document, a customer should consider whether it is suitable given the
customer’s particular circumstances and, if necessary, seek professional advice. Certain
transactions, including those involving futures, options, and high yield securities, give rise to
substantial risk and are not suitable for all investors.
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Federal Bank Ltd

DBFS, its associates or group companies do not represent or endorse the accuracy or
reliability of any of the information or content of the document and reliance upon it is at your
own risk. DBFS, its associates or group companies, expressly disclaims any and all warranties,
express or implied, including without limitation warranties of merchantability and fithess for a
particular purpose with respect to the document and any information in it. DBFS, its associates
or group companies, shall not be liable for any direct, indirect, incidental, punitive or consequential
damages of any kind with respect to the document. No part of this publication may be
reproduced, stored in a retrieval system, or transmitted, on any form or by any means, electronic,
mechanical, photocopying, recording, or otherwise, without the prior written permission of DBFS.

Special Disclosure

In accordance with the SEBI (Foreign Institutional Investors) Regulations and with
guidelines issued by the Securities and Exchange Board of India (SEBI), foreign investors
(individuals as well as institutional) that wish to transact securities in Indian bourses must have
applied to, and have been approved by SEBI and the Reserve Bank of India (RBI). Each investor
who transacts securities in Indian bourses will be required to certify approval as a foreign
institutional investor or as a sub-account of a foreign institutional investor by SEBI and RBI.

General Investment Related Disclosure

Our proprietary trading and investment businesses may make investment decisions that
are inconsistent with the recommendations expressed herein. DBFS is also a Portfolio Manager.
Portfolio Management Team (PMS) takes its investment decisions independent of the Equity
research and accordingly PMS may have positions contrary to the client group research
recommendation.



