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Focused on fixing the right gaps; execution remains key 

Federal Bank (FB) hosted an analyst meet to spotlight the bank’s key priorities 

over the medium term to better monetise its balance sheet strengths: a) better 

CASA mobilisation (especially CA balances) reflecting in lower cost of funds; 

b) scaling its medium-yield businesses driving stronger risk-adjusted returns; 

and c) higher fee income traction by building capabilities in areas of trade/FX 

income, wealth management, and CMS. Under the new MD, FB is embarking 

on a journey to address its deposit mix and the pricing power handicap on both 

sides of the balance sheet (highlighted in our Sep-24 update). While the 

strategic focus on profitability is a welcome move, the franchise is likely to go 

through an extended investment phase, which is likely to push the operating 

leverage benefits more towards FY27. With a rejig in priorities, we believe FB 

is well-placed to capitalise on its current balance sheet strengths (quality 

deposit franchise and superior underwriting standards) with clear catalysts for 

earnings reflation, compared to larger peers that are nearly-fully optimised. We 

tweak our estimates to factor in elevated opex intensity in FY26E, while 

building in operating efficiencies in FY27E. We maintain BUY with a revised 

TP of INR210 (1.3x Sep-26 ABVPS). 

▪ Priority 1 - fixing the deposit mix: The management has reoriented its focus 

to improving its zero-cost CA mix (6%), significantly lower than larger peers 

(12%-15%), by improving its capabilities in wholesale banking and capital 

markets and focusing on non-resident deposits beyond the Kerala and GCC 

corridors. The management has guided towards improving its CASA mix to 

36% by FY28 (FY25E: ~30%), especially focused on building a higher mix of 

CA balances (+400 bps), resulting in lower cost of funds. 
▪ Priority 2 - addressing the pricing power handicap: FB has guided on re-

balancing its loan mix towards medium-yield secured portfolios for a more 

favourable risk-reward trade-off, coupled with better risk-based pricing on its 

existing loans. We believe this is a relatively easier fix for the bank, likely to 

reflect in tangible near-term gains, especially given the higher provisioning 

buffer (better margin of safety). Meanwhile, we expect FB to stay cautious 

with its unsecured portfolio mix until the environment is more conducive. 

▪ Priority 3 - higher fee income traction: Given its quality customer franchise 

(higher mix of NR and MSME customers), FB is keen on building capabilities 

to address adjacencies (trade, FX, and capital market offerings), translating 

into stronger fee traction (FY25: 1.1% of assets), another gap that needs fixing. 

▪ Strategies in place; execution is key: Given a formidable deposit franchise, 

shock-proof balance sheet, and high margin of safety as starting points, we 

believe the reorientation towards monetising its balance sheet strengths is 

likely to help FB become more comparable to its larger peers. We reiterate FB 

as our preferred pick amongst mid-sized banks with a revised TP of INR210. 

Financial Summary 
(INR bn) FY22 FY23 FY24 FY25E FY26E FY27E 

NII 59.6  72.3  82.9  95.8  114.4  139.4  

PPOP 37.6  47.9  51.7  62.6  76.6  93.2  

PAT 18.9  30.1  37.2  40.4  46.7  56.3  

EPS (INR) 9.0  14.2  15.3  16.6  19.2  23.1  

ROAE (%)  10.8  14.9  14.7  13.0  13.3  14.1  

ROAA (%) 0.9  1.3  1.3  1.2  1.2  1.3  

ABVPS (INR) 82.8  95.9  114.3  130.1  147.2  168.0  

P/ABV (x) 2.2  1.9  1.6  1.4  1.2  1.1  

P/E (x) 20.0  12.6  11.7  10.8  9.4  7.8  

Source: Company, HSIE Research 
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Annual Report Dashboard 

 FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21 FY22 FY23 FY24 

Concentration metrics 

% Share of Top 20 advances 16.6% 14.1% 19.8% 12.9% 13.5% 12.1% 12.7% 13.7% 12.2% 10.5% 10.6% 

% Share of Top 20 exposures 11.2% 10.1% 16.9% 11.1% 10.5% 10.0% 10.3% 10.4% 9.4% 8.1% 7.4% 

% Share of Top 20 depositors 3.6% 4.5% 2.9% 5.0% 4.3% 3.9% 6.0% 4.8% 3.3% 5.2% 7.0% 

% Share of Top 20 NPA a/cs        23.0% 16.1% 14.6% 14.4% 

Sector-wise GNPAs (% of sector-wise net advances) 

Priority Sector 3.7% 2.8% 3.6% 4.5% 5.1% 5.7% 6.5% 4.1% 4.2% 3.8% 3.1% 

Industrial credit 2.8% 2.5% 7.2% 7.7% 5.7% 5.6% 7.5% 2.3% 3.5% 4.8% 4.3% 

Credit for services 4.2% 4.3% 4.2% 5.4% 6.3% 7.2% 7.4% 1.1% 2.0% 2.2% 2.0% 

Agricultural credit 3.6% 2.0% 1.7% 2.9% 3.6% 4.9% 5.9% 5.4% 5.2% 3.8% 2.9% 

Personal loans 3.8% 2.9% 4.7% 5.3% 6.7% 6.0% 5.5% 7.0% 6.7% 7.0% 7.5% 

Non-Priority Sector 1.8% 1.7% 2.5% 1.5% 2.2% 1.8% 1.7% 3.1% 2.2% 1.7% 1.6% 

Industrial credit 3.5% 3.7% 6.3% 4.3% 6.8% 4.7% 1.7% 4.6% 2.0% 0.9% 0.7% 

Credit for services 1.5% 1.1% 2.2% 1.1% 0.7% 0.7% 1.4% 3.3% 2.3% 2.1% 1.8% 

Agricultural credit NA NA NA NA 0.0% 0.0% NA NA NA NA NA 

Personal loans 0.6% 0.6% 0.8% 0.7% 1.2% 1.2% 1.9% 2.2% 2.3% 1.7% 2.0% 

GNPA Mix % 

Sub standard 44.3% 46.2% 44.4% 35.8% 44.4% 30.1% 33.5% 38.4% 27.8% 24.3% 25.3% 

Doubtful 1 14.8% 26.2% 23.8% 28.5% 23.8% 26.7% 25.5% 18.3% 22.2% 23.1% 17.0% 

Doubtful 2 24.3% 17.0% 18.8% 23.5% 18.8% 28.1% 22.8% 24.0% 23.2% 24.6% 23.2% 

Doubtful 3 5.0% 2.1% 5.6% 3.6% 5.6% 7.0% 10.2% 10.8% 15.1% 17.4% 23.0% 

Loss 11.6% 8.4% 7.4% 8.5% 7.4% 8.1% 8.1% 8.4% 11.8% 10.6% 11.4% 

 

Bancassurance - % of Total Fee 4.1% 4.3% 5.7% 5.3% 4.6% 5.7% 5.7% 6.1% 6.4% 6.4% 7.2% 

PSLC Bought (% of prior year loans) NA NA NA 0.5% 0.0% 4.1% 0.0% 9.8% 12.3% 3.3% 0.9% 

PSLC Sold (% of prior year loans) NA NA NA 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 1.7% 3.1% 

Operational Risk 

Frauds reported (#) NA NA NA NA 44 96 589 344 413 1,298 12,420 

Amt. involved in frauds (INR mn) NA NA NA NA 53 1,756 1,967 7,240 3,479 1,815 1,278 

Provision for fraud (INR mn) NA NA NA NA 36 358 252 1,831 353 504 432 

Provision for fraud (% of PPOP) NA NA NA NA 0.2% 1.3% 0.8% 4.8% 0.9% 1.1% 0.8% 

Real Estate Exposure (% of Real Estate Exposure) 

Secured by residential mortgage 76% 66% 62% 56% 54% 59% 60% 64% 65% 65% 68% 

Individual housing loans 43% 31% 25% 16% 12% 14% 11% 11% 9% 7% 5% 

Secured by commercial mortgage 15% 13% 14% 22% 24% 20% 18% 16% 15% 18% 21% 

Exposure to NHBs and HFCs 7% 21% 25% 22% 22% 21% 21% 20% 20% 17% 11% 

LCR Disclosures 

LCR % NA NA NA NA NA 156% 185% 242% 180% 122% 128% 

RSBD (% of total deposits) NA NA NA NA NA 83% 82% 83% 86% 76% 69% 

Source: Company, HSIE Research 
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Formidable deposit franchise but mix needs attention 

▪ Addressing the low-cost deposit mix handicap: Although FB continues to boast 

best-in-class deposit granularity (proportion of retail deposits to total deposits), the 

bank has not been able to translate this into a superior cost of funds. This has been 

largely on account of low CASA ratio (especially low CA mix). The bank intends to 

address the issue via improving its wholesale banking capabilities, making inroads 

into capital market-based relationships, diversifying its NR deposits beyond the 

gulf and Kerala corridor and improving its branch productivity (via centralization 

and automation). The banks guide for improving its CASA ratio from ~30% 

currently to 36% by FY28, largely driven by the CA mix. While the initial signs of 

improvement in low-cost deposits was visible in Q3FY25 (contrary industry 

trends), we need to closely monitor this metric, going forward. We currently built 

in a CASA uptick of ~175 bps (31.7% by Mar-27) over FY25-FY27E awaiting further 

evidence of consistent improvement in this same.         

Exhibit 1: CASA (% of deposits)   Exhibit 2: CA and SA as a % of deposits  

 

 

 

Source: Company, HSIE Research   Source: Company, HSIE Research 

 

Exhibit 3: Cost of funds (derived) - FB suffers from a 

handicap 

 Exhibit 4: RSBD (% of total deposits) - best-in-class 

granularity 

 

 

 

Source: Company, HSIE Research   Source: Company, HSIE Research 
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▪ Reducing dependence on Kerala and gulf corridor: FB has historically been a 

dominant player in the NR customer segment, especially NRE deposits (core bread-

and-butter business) with a ~19% inward remittance market share. However, this 

has only translated into a sub-optimal 9.4% NRE deposit market share, indicating 

relatively lower stickiness (low conversion of remittance to deposits) of remittances 

in the deposit account. This is largely on account of the declining contribution of 

GCC in overall inward remittances at 18% during 2023 (FY17: 50%), a dominant 

corridor for inward remittances into FB’s home state (Kerala). This has been 

reflected in Kerala’s contribution to overall remittances dropping to ~10% in the 

recent past from ~20% a few years ago. Addressing the same, FB intends to widen 

its coverage of cross-border corridors, and its bouquet of offerings coupled with 

wealth management services to up its value proposition for NR customers while 

further improve its remittance retention ratio (proportion of remittances that stay 

with the bank as deposits and further as low-cost deposits). 

Exhibit 5: NRE deposits   Exhibit 6: Remittance market share  

 

 

 

Source: Company, HSIE Research, RBI   Source: Company, HSIE Research 

 

▪ Shift to a P&L mindset: Traditionally, FB has been more focused on balance sheet 

productivity, visible in business related employee metrics, which the current 

management intends to shift towards P&L productivity (which has lagged its larger 

peers). The management guided to achieve the same by realigning its incentive 

structure, centralising its operational activities at branch level, and improving 

digitisation. This might lead to higher attrition rates for the bank in the near term, 

which is significantly low vis a vis larger peers. We believe a large part of this 

attrition would be healthy and beneficial for the bank, going forward. 

Exhibit 7: Business/Employee (INR mn)  Exhibit 8: Employee turnover rate - Mar-24 

 

 

 

Source: Company, HSIE Research   Source: Company, HSIE Research 
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▪ Centralisation of branch operations: While FB has witnessed gradual 

improvement in branch productivity over the past few years, the wedge between 

FB and its larger peers has not narrowed. The management intends to centralise its 

operational activities at the branch level in order to drive incremental focus on 

generating business, especially liabilities. Investments to improve digitisation at 

branch level and realigning its incentive structure are also key measures taken to 

address branch productivity. Cross-sell is another area where the bank is lacking 

its peers, which shall be addressed by mix of building capabilities of higher in-

house sourcing of credit cards, better quality of fintech partnerships in PL and 

higher focus towards wealth and insurance distribution. We believe FB’s quality 

fintech partnerships hold a key to improving cross-sell across customer cohorts to 

enhance potential profitability and attract more high-potential alliance partners. 

Exhibit 9: SA/branch (INR mn)  Exhibit 10: Banca income per branch (INR mn) 

 

 

 

Source: Company, HSIE Research   Source: Company, HSIE Research 

 

▪ Investment phase to delay operating leverage benefits: We believe that FB is 

entering an investment phase, in the areas of distribution, people, technology, and 

compliance, which is likely to keep opex intensity elevated through FY26E. The 

management guided for expanding its distribution by 400-450 branches by FY28E, 

largely concentrated in metros, especially in western and southern geographies. We 

believe these investments are critical to the franchise - as a result, operating leverage 

benefits are likely to be protracted. Our forecasts build in a cumulative addition of 

320 branches over FY25-27E. 

Exhibit 11: Opex intensity  Exhibit 12: Branch additions 

 

 

 

Source: Company, HSIE Research   Source: Company, HSIE Research 
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Shift towards scaling medium-yield assets 

▪ Change in mix catalyst to yield reflation: The bank has guided for scaling its 

secured medium yielding assets in order to drive yield reflation. It intends to scale 

up its LAP, CV/CE/auto (especially used), mid-market corporate business 

alongside foraying into product offering like micro-LAP, tractor finance, affordable 

housing. The bank has categorically mentioned about not scaling its unsecured 

business until there is a conducive environment for the same. We believe scaling 

up its secured medium yielding assets augurs well for the franchise, especially with 

its super underwriting and higher provisioning buffer. However, we caution that 

venturing into new product segments simultaneously and too early can prove to be 

counter intuitive. The change in mix shall shield the margins to drop owing to the 

rate cut cycle and reflect in yields in FY27. We built in a gradual yield reflation of 

+10 bps from FY25 to FY27E. 

Exhibit 13: Loan mix - Gradually shift towards medium-yielding segments 

 

Source: Company, HSIE Research 

 

Exhibit 14: Management guidance on loan mix   Exhibit 15: Yield on advances  

 

 

 

Source: Company, Feb-25 analyst day presentation  Source: Company, HSIE Research 

 

  



 

Page | 7 
 

 Federal Bank: Company Update 
 

▪ Visible improvement in pricing power: Basis disclosures by banks on interest rates 

contracting across asset classes during Q2FY25, we observe that on average, FB has 

demonstrated its pricing power in HL, LAP, and PL portfolios better than its larger 

peers. However, it is also evident that across asset classes, FB’s floor pricing is lower 

than peers, which indicates a loss-leader pricing strategy across categories. While 

the rationale for loss-leader pricing strategy in B2B businesses (wholesale book) is 

evident on account of the potential for demand elasticity (higher share of business 

from highly-rated clients), we see limited merit in FB pursuing this strategy 

disproportionately in B2C lending (retail loans).  

Exhibit 16: Interest rate range of loans contracted during Q2FY25   

  Home loan  LAP  PL  Auto loans 

Banks 
Min 

ROI 

Max 

ROI 

Mean 

Rate 
 Min 

ROI 

Max 

ROI 

Mean 

Rate 
 Min 

ROI 

Max 

ROI 

Mean 

Rate 
 Min 

ROI 

Max 

ROI 

Mean 

Rate 

ICICIBC 8.60% 13.25% 8.92%  8.65% 15.65% 9.42%  10.85% 16.25% 12.81%  8.95% 12.00% 9.56% 

AXSB 8.30% 11.00% 8.89%  8.60% 13.25% 9.77%  10.49% 22.50% 13.08%  NA NA NA 

KMB 8.40% 11.00% 8.76%  8.80% 18.00% 9.72%  NA NA NA  NA NA NA 

FB 8.30% 12.50% 9.04%  9.25% 12.80% 10.40%  9.50% 19.90% 14.40%  8.45% 16.30% 9.12% 
 

Note: ROI - Rate of interest, Mean rate - Sum of rate of interest of all loan a/cs divided by number of all loan a/cs 

Source: Company, HSIE Research 

 

▪ Enhancement of fee income pool: FB has lacked its larger peers when it comes to 

traction in core fee income. The bank guides to scale its fee income pool by 

strengthening its wealth management offerings, tapping into forex and trading 

income of its NR customer base, building its cash management services and shifting 

focus towards higher cross-selling of wealth/insurance products. The bank intends 

to increase its in house sourcing in credit cards from 30% currently to 45% by FY28 

and diversify sourcing in PL via fintech partnerships (from 40% now to 50% by 

FY28). We believe this the journey towards fee income reflation shall be gradual 

one and build in ~5 bps reflation in fee income to avg. assets over FY25-FY27E.         

 

Exhibit 17: Fee income mix   Exhibit 18: Core Fee income as a % of avg advances 

 

 

 

Source: Company, HSIE Research   Source: Company, HSIE Research 
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▪ Best-in-class underwriting: Having completely overhauled its underwriting 

architecture during the early part of the last decade, FB has consistently prioritised 

superior credit underwriting practices, reflecting in outstanding asset quality 

despite multiple systemic shocks during the same period. The same is evident from 

gross slippages trending lower, largely driven by lower corporate and SME 

slippages. The gross slippages continue to be lower vis-a-vis larger peers, partly 

benefiting from a lower unsecured mix. We believe the underwriting standards 

shall continue to be best in class as the management intends to scale its medium 

yielding secured businesses rather than its unsecured book, stress in which 

continues to be elevated across industry.  

 

Exhibit 19: Gross slippages consistently lower than 

peers 

 Exhibit 20: Slippage mix - agri slippages remain volatile 

 

 

 

Source: Company, HSIE Research   Source: Company, HSIE Research 

 

▪ Shoring up provisioning buffers: Given its change in loan mix towards medium-

yield segments, the bank built in additional buffers taking its PCR up from 73% in 

Q2FY25 to 75% in Q3FY25. The bank is now operating at a higher margin of safety 

closer v/s its historical levels. We built in credit cost of 40-45bps over FY25-FY27E 

factoring in higher provisioning.  

 

Exhibit 21: Credit costs converged with larger peers  Exhibit 22: Margin of safety (Excess PCR – Mandated 

PCR) 

 

 

 

Source: Company, HSIE Research   Source: Company, HSIE Research, Assumed highest rate of mandated 

provisioning acorss sub-standard, doubful and loss buckets  
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Formidable balance sheet strength across cycles 

During the tenure (FY11-FY24) of Mr. Shyam Srinivasan, ex MD & CEO, FB managed 

to build reasonable market share gains and improved its credit quality by leaps and 

bounds, while navigating industry headwinds across cycles. As a result, FB has 

emerged as one of the few franchises that delivered shock-proof, consistent, 

predictable, and sustainable earnings. However, the one area where investors found 

the franchise wanting was in its ability to capitalise on its formidable balance sheet 

strengths and translate them into strong P&L outcomes (in terms of better market 

share gains and return ratios) across cycles. With the rejig in strategy under the new 

MD Mr. KVS Manian, the bank has laid out a roadmap towards monetizing its 

balance sheet strengths. Execution of the same shall be critical to earnings reflation. 

   Exhibit 23: Federal Bank - A cross-cycle journey 

Federal Bank Units FY11-13 FY13-17 FY17-20 FY20-22 FY22-24 

Business             

Net advances CAGR % 17% 14% 19% 9% 20% 

Deposits CAGR % 16% 14% 16% 9% 18% 

CASA CAGR % 16% 20% 13% 20% 5% 

Net advances mkt. share % 0.7% 0.7% 1.1% 1.2% 1.2% 

Deposits mkt. share % 0.8% 0.8% 1.1% 1.1% 1.2% 

CASA Market share % 0.6% 0.7% 0.8% 0.9% 0.9% 

Average CASA % % 27% 31% 32% 34% 33% 

Retail mix % 30% 28% 31% 41% 45% 

Margins            

Yield on advances % 11.4% 10.9% 9.3% 8.5% 8.5% 

Cost of funds % 6.7% 6.9% 5.6% 4.8% 4.7% 

NIM  % 3.7% 3.3% 3.1% 3.1% 3.3% 

Operating ratios            

Opex to assets % 1.8% 2.0% 2.0% 2.0% 2.1% 

C/I ratio % 40% 50% 52% 51% 53% 

Branches No. 360  149  11  19  222  

Asset Quality            

Gross slippages % % 2.4% 2.1% 1.9% 1.5% 1.1% 

Net slippages % % 1.4% 1.3% 1.1% 0.8% 0.3% 

Credit costs % % 0.9% 0.6% 0.8% 0.8% 0.3% 

RoA Tree (%)             

Interest Income % 9.3% 9.1% 7.9% 7.1% 7.1% 

Interest Expenses % 5.9% 6.1% 5.1% 4.3% 4.2% 

NII % 3.4% 3.0% 2.8% 2.8% 2.9% 

Other income % 1.0% 1.0% 1.0% 1.0% 1.0% 

Total Income % 4.4% 4.0% 3.8% 3.9% 3.9% 

Opex % 1.8% 2.0% 2.0% 2.0% 2.1% 

PPOP % 2.6% 2.0% 1.9% 1.9% 1.9% 

Provisions % 0.7% 0.5% 0.7% 0.7% 0.3% 

PBT % 1.9% 1.5% 1.2% 1.2% 1.5% 

RoA % 1.3% 1.0% 0.8% 0.9% 1.2% 

Leverage % 10 11 12 12 12 

RoE % 13.4% 11.5% 9.7% 10.8% 13.5% 

Source: Company, HSIE Research, Average of ratios taken across cycles 
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▪ Graduating to the big league: With its loan book at INR2.2trn and its deposit base 

at INR2.7trn, FB has broken out from the league of mid-sized banks and is now 

closer to larger banks in terms of scale. FB stands tall vis-à-vis peers in terms of the 

quality of its deposit franchise (liabilities side) and credit underwriting (asset side). 

We remain watchful of FB’s efforts on addressing its pricing power on both sides 

of the balance sheet while also improving traction in other income. Opex shall 

remain elevated for the bank in the near term as the bank enters the investment 

phase with operating leverage kicking in later in the cycle. 

  Exhibit 24: Q3FY25 Comparative Dashboard 

Q3FY25 Units SBIN ICICIBC AXSB KMB IIB FB 

Net advances  INR trn 40.0 13.1 10.1 4.1 3.7 2.3 

Deposits  INR trn 52.3 15.2 11.0 4.7 4.1 2.7 

% QoQ        

Net advances % 1.2% 2.9% 1.5% 3.6% 2.7% 0.0% 

Deposits % 2.2% 1.5% 0.8% 2.6% -0.7% -1.0% 

CASA % 0.0% 1.1% -1.9% -0.4% -3.5% -0.7% 

% YoY        

Net advances % 14% 14% 9% 15% 12% 16% 

Deposits % 10% 14% 9% 16% 11% 11% 

CASA % 3% 17% 2% 3% 1% 9% 

Liabilities        

Cost of funds  % NA 5.1% 5.5% 5.1% 5.7% 6.0% 

CASA ratio % 37.6% 40.5% 39.5% 42.3% 34.9% 30.2% 

C/D ratio % 77% 86% 93% 87% 90% 86% 

LCR % 136% 123% 119% 132% 118% 118% 

RSBDA/Total deposits % 67% 56% 55% 57% 44% 72% 

SA/Branch INR 739 631 507 607 317 414 

% of loan book        

Retail  % 36% 78% 60% 69% 54% 20% 

Mortgages % 19% 32% 23% 29% 3% 26% 

PL + CC % 8% 14% 12% 8% 5% 3% 

Operating ratios        

NIM (reported) % 3.1% 4.3% 3.9% 4.9% 3.9% 3.1% 

C/I ratio % 55% 38% 46% 47% 53% 53% 

Asset Quality        

Gross slippages % % 0.4% 1.9% 2.2% 1.6% 2.4% 0.9% 

Net slippages % % 0.3% 0.8% 1.4% 0.9% 2.1% 0.3% 

Credit cost% % 0.2% 0.4% 0.8% 0.7% 1.9% 0.6% 

RoA Tree (%) - Avg Assets Q3FY25       

Interest Income % 7.2% 8.3% 8.2% 8.5% 9.4% 8.1% 

Interest Expenses % 4.7% 4.2% 4.6% 4.0% 5.5% 5.2% 

NII % 2.6% 4.1% 3.6% 4.6% 3.8% 2.9% 

Other income % 0.7% 1.4% 1.6% 1.7% 1.7% 1.1% 

Total Income % 3.2% 5.5% 5.2% 6.2% 5.6% 4.0% 

Opex % 1.8% 2.1% 2.4% 2.9% 2.9% 2.1% 

PPOP % 1.5% 3.4% 2.8% 3.3% 2.6% 1.9% 

Provisions % 0.1% 0.2% 0.6% 0.5% 1.3% 0.3% 

PBT % 1.4% 3.1% 2.2% 2.8% 1.4% 1.5% 

RoA % 1.0% 2.4% 1.7% 2.1% 1.0% 1.1% 

Leverage x 15.6 7.5 9.0 5.6 8.2 10.6 

RoE % 16.3% 17.8% 14.9% 13.9% 8.4% 12.0% 

   Source: Company, HSIE research 
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Priorities in place, execution remains the key 

▪ Well placed to take a leap closer to its larger peers:  With its loan book at INR2.2trn 

and its deposit base at INR2.7trn, FB has broken out from the league of mid-sized 

banks and is now closer to larger banks in terms of scale. With its traditional moats 

of a granular deposit franchise and superior underwriting capabilities the bank 

always carried a superior baseline. With a rejig in the strategy of monetising its 

balance sheets strengths to P&L, the bank is well placed to leap closer to its larger 

peers. We believe that FB is entering an investment phase which shall keep the 

return ratios which shall push the operating leverage benefits to FY27. We argue 

that FB provides a one-of-its-kind credible alternative to the larger private sector 

banking peers with most of them already operating at maximum efficiency.   

Exhibit 25: Change in estimates 

(INR bn) 
FY25E FY26E FY27E 

New Old Δ New Old Δ New Old Δ 

Net advances 2,439  2,439  0.0% 2,891  2,891  0.0% 3,435  3,436  0.0% 

NIM (%) 3.2  3.2  0 bps 3.3  3.3  2 bps 3.4  3.4  4 bps 

NII 95.8  95.8  0.0% 114.4  113.9  0.4% 139.4  137.8  1.2% 

PPOP 62.6  62.5  0.1% 76.6  78.0  -1.9% 93.2  97.3  -4.2% 

PAT 40.4  40.4  0.1% 46.7  47.9  -2.7% 56.3  59.6  -5.5% 

Adj. BVPS (INR)  130.1  130.1  0.0% 147.2  147.6  -0.3% 168.0  169.5  -0.9% 

Source: Company, HSIE Research 
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Financials 
Income Statement 

 (INR mn)  FY22 FY23 FY24 FY25E FY26E FY27E 

 Interest Income            136,607           168,036           221,883           267,760           312,118           368,846  

 Interest Expenses             76,988             95,715           138,948           171,912           197,683           229,420  

 Net Interest Income             59,619             72,322             82,935             95,847           114,435           139,426  

 Non-Interest income             20,890             23,300             30,793             37,848             44,858             52,601  

 Total income             80,509             95,622           113,728           133,695           159,294           192,027  

 Operating Expenses             42,928             47,678             61,983             71,102             82,737             98,798  

 Operating Profit             37,581             47,944             51,745             62,593             76,556             93,228  

 Provisions             12,217                7,499                1,961                8,374             13,932             17,611  

 PBT             25,364             40,445             49,784             54,219             62,625             75,617  

 Tax                6,463             10,339             12,578             13,826             15,969             19,282  

 PAT             18,901             30,106             37,206             40,393             46,655             56,335  

Source: Company, HSIE Research 

 

Balance Sheet 

 (INR mn)  FY22 FY23 FY24 FY25E FY26E FY27E 

 Share capital  4,205  4,232  4,871  4,871  4,871  4,871  

 Reserves  183,732  210,830  286,073  323,544  367,277  420,690  

 Net worth  187,937  215,062  290,944  328,415  372,148  425,560  

 Deposits 1,817,005  2,133,860  2,525,340  2,842,380  3,303,476  3,922,700  

 Borrowings  153,931  193,193  180,264  276,713  281,633  296,777  

 Other liabilities & provisions  50,587  61,303  86,570  94,757  112,563  134,280  

 Total Liabilities & Equity  2,209,460  2,603,418  3,083,118  3,542,265  4,069,819  4,779,317  

 Cash balance  210,103  176,887  189,629  244,828  244,913  250,308  

 Investments 391,795  489,834  608,595  688,552  734,280  858,695  

 Advances 1,449,282  1,744,469  2,094,033  2,438,520  2,890,746  3,435,009  

 Fixed assets  6,339  9,340  10,201  14,281  14,852  15,446  

 Other assets  151,942  182,889  180,660  156,084  185,027  219,859  

 Total Assets  2,209,460  2,603,418  3,083,118  3,542,265  4,069,819  4,779,317  

Source: Company, HSIE Research 

 

Key Ratios 

  FY22 FY23 FY24 FY25E FY26E FY27E 

VALUATION RATIOS       

 EPS (INR)                    9.0                  14.2                  15.3                  16.6                  19.2                  23.1  

 Earnings Growth (%)  19% 59% 24% 9% 16% 21% 

 BVPS                      89                   102                   119                   135                   153                   175  

 Adj. BVPS                  82.8                  95.9                114.3                130.1                147.2                168.0  

 ROAA (%)  0.9% 1.3% 1.3% 1.2% 1.2% 1.3% 

 ROAE (%)  10.8% 14.9% 14.7% 13.0% 13.3% 14.1% 

 P/E (x)                  20.0                  12.6                  11.7                  10.8                    9.4                    7.8  

 P/ABV (x)                    2.2                    1.9                    1.6                    1.4                    1.2                    1.1  

 P/PPOP (x)                  11.6                    9.1                    8.4                    7.0                    5.7                    4.7  

PROFITABILITY (%)        

 Yield on loans  7.8% 8.4% 9.2% 9.4% 9.5% 9.5% 

 Cost of Funds  4.1% 4.5% 5.5% 5.9% 5.9% 5.9% 

 Cost of Deposits 4.1% 4.4% 5.5% 5.6% 5.5% 5.5% 

 Spread  3.7% 4.1% 3.7% 3.8% 3.9% 4.0% 

 NIM  3.2% 3.4% 3.3% 3.2% 3.3% 3.4% 
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 FY22 FY23 FY24 FY25E FY26E FY27E 

OPERATING EFFICIENCY        

 Cost to average assets  2.0% 2.0% 2.2% 2.1% 2.2% 2.2% 

 Cost-income  53.3% 49.9% 54.5% 53.2% 51.9% 51.5% 

BALANCE SHEET STRUCTURE RATIOS       

 Loan Growth (%) 9.9% 20.4% 20.0% 16.5% 18.5% 18.8% 

 Deposits Growth (%) 5.2% 17.4% 18.3% 12.6% 16.2% 18.7% 

 C/D ratio  79.8% 81.8% 82.9% 85.8% 87.5% 87.6% 

 Equity/Assets (%) 8.5% 8.3% 9.4% 9.3% 9.1% 8.9% 

 Equity/Loans (%) 13.0% 12.3% 13.9% 13.5% 12.9% 12.4% 

 CASA % 37.1% 32.9% 29.6% 29.9% 30.6% 31.7% 

 CRAR (%) 15.8% 14.8% 16.1% 16.4% 16.1% 15.6% 

 Tier I (%) 14.4% 13.0% 14.6% 15.1% 14.9% 14.6% 

ASSET QUALITY        

 Gross NPA 41,367  41,837  45,288  46,932  55,775  66,250  

 Net NPA 13,926  12,050  12,553  11,504  13,638  16,319  

 PCR 66.3% 71.2% 72.3% 75.5% 75.5% 75.4% 

 GNPA % 2.9% 2.4% 2.2% 1.9% 1.9% 1.9% 

 NNPA % 1.0% 0.7% 0.6% 0.5% 0.5% 0.5% 

 Slippages 1.4% 1.1% 0.9% 0.8% 0.9% 0.9% 

 Credit costs 0.4% 0.4% 0.2% 0.4% 0.4% 0.4% 

ROAA Tree        

 Net Interest Income  2.8% 3.0% 2.9% 2.9% 3.0% 3.2% 

 Non-Interest Income  1.0% 1.0% 1.1% 1.1% 1.2% 1.2% 

 Operating Cost  2.0% 2.0% 2.2% 2.1% 2.2% 2.2% 

 Provisions  0.6% 0.3% 0.1% 0.3% 0.4% 0.4% 

 Tax  0.3% 0.4% 0.4% 0.4% 0.4% 0.4% 

 ROAA  0.9% 1.3% 1.3% 1.2% 1.2% 1.3% 

 Leverage (x)                  12.1                  11.9                  11.2                  10.7                  10.9                  11.1  

 ROAE  10.8% 14.9% 14.7% 13.0% 13.3% 14.1% 

Source: Company, HSIE Research 
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Rating Criteria   

BUY: >+15% return potential 

ADD: +5% to +15% return potential 

REDUCE:  -10% to +5% return potential 

SELL:   > 10% Downside return potential 

 

 
 

1 Yr Price history 
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