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March 2, 2023 

CMP: | 134     Target: | 165  (23%)  Target Period: 12 months  

Federal Bank (FEDBANK) 

 BUY 

  

Next growth phase to be led by digital & high yield product 

About the stock: Federal Bank is an old private sector bank based out of Kerala with 

1333 branches and 1896 ATM across various states.  

 Market share in advances and deposits was at 1.26% and 1.12%, 

respectively, as of December 2022  

 Balanced loan mix with retail: wholesale mix of 54:46 

Key Highlights:  

 We recently attended Federal Bank’s Analyst Day wherein management 

outlined strategy to double business in next 3 years with emphasize on 

digitization and high yield segments. 

 The bank delivered successfully on majority of the parameters articulated in 

Dec’19, thus demonstrating superior business growth, improving efficiency 

and prudent asset quality. 

 Strategy for improvement in RoA includes; 1) consistent business growth, 

2) increasing proportion of high yielding segments, 3) higher fee income 

including PSL, 4) focus on improving efficiency through branch light and 

heavy distribution, 5) healthy provision coverage. 

 Data analytics has enabled to improve all facets of business – 95% of saving 

accounts serviced digitally, ~100% growth in credit card & personal loans. 

Bank plans to add 100 branches every year with continued focus on 

distribution mix of DSA, RMs and fintech partnership. 

 Share of unsecured loans increased from 3% to 7% of retail assets, despite 

Covid. Going ahead, high yielding new segments (credit cards, personal 

loans, MFI, gold loans, CV) to grow at a faster rate. 

What should investors do? Federal Bank’s share price has increased ~43% in the 

past year. Successful delivery of planned strategy with healthy growth, improved 

efficiency & consistent provision coverage coupled with effective capital 

consumption bodes confidence. 

 Thus, we maintain our BUY rating  

Target Price and Valuation: We continue to value Federal Bank at ~1.4x FY25E ABV 

and maintain our target price at | 165 per share.  

Key triggers for future price performance: 

 Incorporating focus on growth, expect advances to grow at 16-18% CAGR, 

with consequent earnings trajectory at 25% CAGR and RoA at 1.2-1.25%. 

Alternate Stock Idea: Apart from Federal Bank, we like IndusInd Bank. 

 IndusInd Bank is a Hinduja group promoted newer age private sector bank 

with a strong pan-India presence of 5939 branches 

 BUY with a target price of | 1450 

 

  

| crore FY20 FY21 FY22
3 Year CAGR

(FY19-FY22)

FY23E FY24E FY25E
3 Year CAGR   

(FY22-25E)

NII            4,649          5,534          5,962 13%          7,121          8,241          9,674 18%

PPP            3,205          3,787          3,758 11%          4,683          5,395          6,319 19%

PAT            1,543          1,590          1,890 15%          2,808          3,177          3,730 25%

ABV (|) 64.8 72.9 82.7 91.2 103.1 117.1

P/E 17.3 16.8 14.9 10.0 8.9 7.6

P/ABV 2.1 1.8 1.6 1.5 1.3 1.1

RoE (%) 11.1 10.4 10.8 14.1 14.3 14.9

RoA (%) 0.9              0.8            0.9            1.2            1.2            1.2            
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Shareholding pattern 

   

Price Chart 

 

Recent event & key risks 
  

 Federal Bank outlined strategy 

to double business by FY26 

 Key Risk: 1) Margin pressure 

given traction in corporate 

book; 2) Asset quality 

pressure amid increase in 

unsecured loans  
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Particulars Amount

Market Capitalisation  | 28421 crore 

52 week H/L  143 /82 

Net Worth  |20456 

Face value  | 2 

(in % ) Mar-22 Jun-22 Sep-22 Dec-22

Promoter 0.0 0.0 0.0 0.0

FII 26.0 26.0 26.4 27.7

DII 43.3 42.1 44.2 42.3

Others 30.7 31.7 29.4 29.9
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Key Financial Summary 

 

 

 

Source: Company, ICICI Direct Research 
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Company Update | Federal Bank 

Other key highlights from Analyst Meet  

Exhibit 1: Delivered successfully on major parameters  

 

Source: Company, ICICI Direct Research 

 

Exhibit 2: Key levers for RoA expansion 

 

Source: Company, ICICI Direct Research 

 

Exhibit 3: Primarily focusing on high yielding book 

 

Source: Company, ICICI Direct Research 

 

 

Key takeaways:  

 Federal bank is on track to achieve ₹5 lakh crore 

mark balance sheet in the next two years and aiming 

to be in top 5 private sector banks in India. Despite the 

pandemic, the bank has delivered as guided during 

analyst meet in Dec’19. 

 

 There has been a steady improvement in overall 

market share at 1.3%. Focus on high yield products has 

shown steady improvement in margins. Federal Bank 

would be PSLC positive in FY23. With strong business 

& operational growth bank would continue to deliver 

superior return ratios. 

 

 The retail business has made meaningful progress 

as share of retail and wholesale book has increased 

from 47:53 in Dec’19 vs 54:46 in Dec’22. Since Dec’19, 

retail advances grew at 13.85% CAGR.  

 

 The bank is focusing more on higher yielding 

products (MFI, credit cards, CV, personal loans, gold, 

MSME). The share of unsecured loans has increased 

to ~7% of retail assets vs ~3% (before covid). In 

corporate segment, ATS has meaningfully come down 

from around ₹64 crore to ₹55 crore. 

 

 Home loan segment: The bank has ~0.92% market 

share in overall home loan market and ~5.5% market 

share in PVBs. Bank’s strategy is to enter into 

affordable housing through co-lending partnerships. 

 

 Car loan segment: The bank has ~0.97% market 

share (FY22) and among PVBs the market share has 

increased from 1.5% to 2.75% since Mar’19 onwards. 

Focus is mainly on pre-owned vehicles and two 

wheeler loans. 

 

 Personal loan segment: The bank is looking to 

double its personal loan book in next two years. ~35% 

of loans are disbursed via fintechs. 

 

 Credit card: Bank aim to be in top 7 credit card 

players by 2024. They have tie-up with ‘One Card’ and 

its card spend market share is at 0.7%. ~75% of credit 

cards are issued through fintech partners. 

 

 MFI loans: 90% of total book is PSLC with double 

digit yield. Bank is aiming for 3x growth in customer 

base by FY26 to 45 lakhs.  
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Company Update | Federal Bank 

Exhibit 4: Enhancing branch distribution network along with partnerships 

 

Source: Company, ICICI Direct Research 

 

Exhibit 5: Digital channels gaining traction in on boarding customers… 

 

Source: Company, ICICI Direct Research 

 

Exhibit 6: Fintech landscape remains core strength  

 

Source: Company, ICICI Direct Research 

 

 Gold loans: The portfolio has increased by 2.2x in 

the past three years. The bank has a tie-up with 

Rupeek for gold loans. 

 

 MSME loans: ~80% of the loans are PSL compliant. 

The ATS is ₹75 lakhs. The bank is targeting to double 

the balance sheet in three years. 

 

 CV financing: ~80% of loans are PSL compliant and 

ATS is around ₹25 lakhs. Management aim to double 

this book in next 2 years and ~85% of total branches 

looking to cover this business segment in the next two 

years. 

 

 Federal Bank is targeting to add 100 branches every 

year. However, the strategy is not limited to branch 

expansion. The bank would also focus on inclusive 

expansion with more on tie-ups / partnerships with 

fintech, BCs etc.  

 

 

 In past few years, bank has been investing in digital 

infrastructure resulting in ~95% of saving accounts 

serviced digitally and ~100% growth in credit card & 

personal loans. 

 

 

The bank has partnership with 75+ Fintechs 

primarily targeting new to bank and existing to credit 

customers via fintechs. There are 10+ major fintech 

partnerships are in pipeline. 

 

 

In wholesale segment, bank is focusing at supply-

chain finance, capital markets, fintech and start-ups.  

 

 

 Through Fedserv, the bank manages its operations 

like collection management, sales management, IT 

support, etc. 
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Company Update | Federal Bank 

Exhibit 7: …with more partnerships in pipeline 

 

Source: Company, ICICI Direct Research 
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Company Update | Federal Bank 

Financial Summary 

Exhibit 8: Profit and loss statement                                   | crore 

 

Source: Company, ICICI Direct Research 

Exhibit 9: Key Ratios                                                  

 

Source: Company, ICICI Direct Research 

 

 

Exhibit 10: Balance Sheet                                                      | crore 

 

Source: Company, ICICI Direct Research 

 

Exhibit 11: Growth                                                                   (%) 

 

Source: Company, ICICI Direct Research 

 

 

 

 

 

 

 

 

(Year-end March) FY22 FY23E FY24E FY25E

Interest Earned 13,660.8   16,391.6   18,698.1   21,722.8   

Interest Expended 7698.8 9270.6 10457.0 12049.1

Net Interest Income 5,962.0     7,121.0     8,241.1     9,673.7     

growth (%) 7.7 19.4 15.7 17.4

Non Interest Income 2089.1 2199.8 2391.3 2566.6

Net Income 8051.0 9320.9 10632.3 12240.3

Staff cost 2320.6 2385.5 2606.3 2847.2

Other operating Expense 1972.6 2252.0 2631.4 3074.3

Operating Profit 3757.9 4683.4 5394.6 6318.9

Provisions 1221.8 915.4 1130.9 1313.5

PBT 2536.1 3768.0 4263.7 5005.4

Taxes 646.3 960.2 1086.5 1275.5

Net Profit 1,889.8     2,807.8     3,177.2     3,729.9     

growth (%) 18.8 48.6 13.2 17.4

EPS (|) 9.0           13.4         15.1         17.7         

(Year-end March) FY22 FY23E FY24E FY25E

Valuation

No. of Equity Shares (Crores) 210.3 210.3 210.3 210.3

EPS (|) 9.0 13.4 15.1 17.7

BV (|) 89.4 99.9 111.8 125.9

ABV (|) 82.7 91.2 103.1 117.1

P/E 14.9 10.0 8.9 7.6

P/BV 1.5 1.3 1.2 1.1

P/ABV 1.6 1.5 1.3 1.1

Yields & Margins (%)

Net Interest Margins 3.2 3.4 3.4 3.4

Yield on assets 7.3 7.8 7.7 7.7

Avg. cost on funds 3.9 4.4 4.4 4.4

Yield on average advances 7.8 8.5 8.3 8.3

Avg. Cost of Deposits 4.1 4.4 4.4 4.5

Quality and Efficiency (%)

Cost to income ratio 53.3 49.8 49.3 48.4

Credit/Deposit ratio 79.8 81.6 82.9 85.3

GNPA 2.9 2.5 2.3 2.1

NNPA 1.0 1.1 0.9 0.8

RoE 10.8 14.1 14.3 14.9

RoA 0.9           1.2           1.2           1.2           

(Year-end March) FY22 FY23E FY24E FY25E

Sources of Funds

Capital 421 421 421 421

Reserves and Surplus 18373 20591 23101 26048

Networth 18794 21012 23522 26469

Deposits 181701 207540 237309 271385

Borrowings 15393 17032 18719 20558

Other Liabilities & Provisions 5059 6543 7686 9073

Total 220946 252127 287236 327485

Application of Funds

Fixed Assets 634 787 860 956

Investments 39179 44608 50838 57988

Advances 144928 169366 196798 231413

Other Assets 15194 15238 15633 12959

Cash  with RBI & call money 21010 22128 23107 24170

Total 220946 252127 287236 327485

(Year-end March) FY22E FY23E FY24E FY25E

Total assets 9.7 14.1 13.9 14.0

Advances 9.9 16.9 16.2 17.6

Deposit 5.2 14.2 14.3 14.4

Total Income 0.3 18.0 13.4 15.2

Net interest income 7.7 19.4 15.7 17.4

Operating expenses 16.3 8.0 12.9 13.1

Operating profit -0.8 24.6 15.2 17.1

Net profit 18.8 48.6 13.2 17.4

Net worth 16.6         11.8         11.9         12.5         
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RATING RATIONALE 

ICICI Direct endeavours to provide objective opinions and recommendations. ICICI Direct assigns ratings to its 

stocks according -to their notional target price vs. current market price and then categorizes them as Buy, Hold, 

Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined 

as the analysts' valuation for a stock 

 

Buy: >15%  

Hold: -5% to 15%; 

Reduce: -15% to -5%; 

Sell: <-15% 

 

 

 

Pankaj Pandey Head – Research pankaj.pandey@icicisecurities.com 

 
 

ICICI Direct Research Desk, 

ICICI Securities Limited, 

1st Floor, Akruti Trade Centre, 

Road No 7, MIDC, 

Andheri (East) 

Mumbai – 400 093 

 

 
research@icicidirect.com 
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ANALYST CERTIFICATION 

 

I/We, Kajal Gandhi, CA, Vishal Narnolia, MBA and Pravin Mule, MBA, M.com, Research Analysts Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research 

report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. 

It is also confirmed that above mentioned Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee 

of the companies mentioned in the report. 

 

Terms & conditions and other disclosures:  

 

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products. 

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI) 

as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number – INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock 

broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture 

capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com.  

 

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationship 

with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons reporting to analysts and their relatives are generally prohibited from maintaining a financial 

interest in the securities or derivatives of any companies that the analysts cover. 

 

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as 

such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical Research Reports. 

 

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.  

 

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may 

not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research. 

 

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The 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 ICICI Securities. While we would 

endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI 

Securities 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 ICICI Securities policies, in 

circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.  

 

This 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 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 report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this 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 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. ICICI Securities accepts no liabilities 

whatsoever for any loss or damage of any kind arising out of the use of this 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.  

 

ICICI Securities 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.  

 

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of managing or co-

managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction.  

 

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies mentioned in the report in the past 

twelve months. 

 

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any compensation or other 

benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of 

interest at the time of publication of this report.  

 

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.  

 

ICICI Securities 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 report as of the last day of the month preceding the publication of 

the research report.  

 

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/beneficial ownership of one percent or more or other material conflict 

of interest various companies including the subject company/companies mentioned in this report.  

 

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.  

 

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.  

 

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.  

 

This 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 ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in 

all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction. 

 


