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Strong quarter; Valuation captures near term positives
9.4 ] et P FEDERAL BANK
About the stock: Federal Bank is an old private sector bank based out of Kerala YOUR PERFECT BANKING PARTNER

with 1,662 branches and 2,145 ATM across various states.

e Strong liability franchise with ~85% of total deposit being retail amid
healthy market share in remittance market at 19.7%

X i X X i i Particulars Crore

e Balanced loan mix with retail: wholesale mix of 50:50. FedBank Financial
Services (NBFC) is a subsidiary with 60.7% stake Market Capitalisation X 84,953
Q2FY27 performance: Federal Bank delivered healthy Q2FY27 performance, 52 week H/L X351/185
supported by robust business growth, fee traction and benign credit cost. Advances Networth 342,754
grew ~21% YoY (7.3% QoQ) to X3.02 lakh crore, led by commercial banking, gold Face value 2

loans, LAP and cards, while deposits increased ~19% YoY (7% QoQ) to X3.43 lakh
crore, with CASA ratio at 32.04% (-19 bps QoQ). NIl grew 26.4% YoY (7% QoQ) to DIl holding 49%
X3,153 crore, while NIM remained stable at 3.32% (-1 bp QoQ), as lower funding FIl Holding
cost were offset by FCNR-linked lending. Other income rose 38% YoY (42% QoQ),
aided by healthy fee growth and treasury gains. Despite higher staff and operating

29%

expenses, cost-to-income ratio improved 42 bps QoQ to 52.08%, driving PPoP (in %) Dec-25 Mar-26 Jun-26 Sep-26
growth of 35% YoY (17% QoQ). Credit cost moderated to 31 bps, supporting PAT

growth of 45% YoY (18% QoQ) to 1,386 crore. Asset quality improved, with ~ Promoter 0 0 0 0
GNPA/NNPA at 1.32%/0.17%, PCR at 86.8% and RoA expanding 10 bps QoQ to Fil 249 260 277 285
1.32%. DIl 51.1 504 493 493
Investment Rationale: Others 240 236 230 222

Growth momentum strengthens; asset mix transformation gaining traction: _

Advances accelerated ~21% YoY, with commercial banking (+25% YoY), gold loans

(+37% YoY), LAP (+32% YoY) and cards (+28% YoY) driving incremental growth. 400 T 30000
Management maintained its mid-teen loan growth guidance, with share of retail, | 54000
gold and SME advances increasing to ~61.2% (vs ~60% in Q1FY27), reflecting 300 4

continued progress towards a granular, higher-yielding portfolio. On the liabilities 200 - T 1e000
front, CASA mobilisation remained healthy (+23% YoY), with average CASA 1 17000
crossing X1 lakh crore and NR deposits increasing ~27% YoY. Further, mobilisation 100 - -
of 14,922 crore under the special FCNR(B) window strengthens funding

diversification, although management remains selective on deployment economics. 0 a

Asset repricing and benign credit cost to support earnings: With most deposit
repricing benefits already realised, incremental margin improvement will
increasingly depend on asset mix and lending yields, which management indicated
have broadly bottomed. The recent 25 bps repo rate hike should provide near-term
support, given ~45% of advances are externally benchmarked, while management
retained its aspiration of ~5-6 bps average quarterly NIM improvement. Fee income
reached an all-time high of 1.11% of average assets, providing an additional
profitability lever, although treasury gains of X238 crore may not recur. Credit cost
moderated to 31 bps, with slippages at 59 bps, while GNPA/NNPA improved to *  Unfavourable M&A or acquisition
1.32%/0.17%. Management retained its guidance of ~3-4 bps average quarterly can dilute return profile

RoA improvement, though continued technology and distribution investments
could limit incremental operating leverage.

Oct-23

Aypr-24 4
Oct-24 1
Apr=25 1
Oct-25 1
Apr- 26 1
Oct-26 A

— Federal Bank [LHS]
— Nifty Index

e  Higher than expected growth

ICICI Securities — Retail Equity Research

Rating and Target Price Vishal Narnolia

Despite improving operating fundamentals, healthy asset quality and better vishal.narolia@icicisecurities.com
earnings visibility, we believe the stock’s elevated valuation already captures much
of the near-term improvement, leaving limited scope for further re-rating. Any
inorganic expansion remains monitorable. Accordingly, we continue to value the
bank at ~1.75x FY28E BV, implying a target price of X340 (earlier X332), and
maintain our HOLD rating.

Parth Chintkindi
parth.chintkindi@icicisecurities.com

% crore FY24 FY25 FY26 fgfﬂ_g’?f;; FY27E FY28E z(g:;‘z’;_czAsg‘
N 8,293 9468 10657 14% 12,653 15,070 19%
PPP 5,174 6,101 7,206 15% 8,456 10,287 19%
PAT 3,721 4,052 4,117 11% 5,366 6,436 25%
ABV R) 114 132 155 164 182
P/ABV 3.1 26 23 21 19
RoA 13 13 12 13 14

Source: Company, ICICI Direct Research
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Q2FY27 Earnings Conference Call Highlights

Performance and growth outlook

Margins

Gross advances grew ~21% YoY (~7% QoQ), led by commercial
banking, gold loans, LAP, cards and CV/CE. Management retained
its mid-teen loan growth guidance, despite the strong quarterly
momentum, with continued emphasis on risk-adjusted returns
and portfolio granularity.

Commercial banking: The portfolio grew ~25% YoY (~7% QoQ),
supported by continued traction in mid-yielding segments.
Corporate banking: CIB advances grew ~17% YoY (~5% QoQ).
Management reiterated its selective approach towards corporate
lending, with incremental deployment dependent on attractive
spreads and counterparty quality rather than pursuing growth at
the expense of yields.

Business banking: Growth improved to ~7.5% QoQ (~12% YoY),
reflecting the initial benefits of earlier portfolio clean-up and
underwriting recalibration. Management expects traction to
improve as initiatives undertaken over previous quarters translate
into disbursement.

LAP and personal loans: LAP grew ~32% YoY (~11% QoQ), with
management highlighting improving execution over the past two
to three quarters. Personal loans have also gained momentum,
supporting the strategy of increasing the share of mid-yielding
assets.

Gold loans: The portfolio grew ~37% YoY (~7% QoQ), supported
by higher tonnage and selective pricing actions. LTV increased to
~61%, while yields stood at ~10.4%. Management expects regular
repricing of predominantly one-year loans and the newly
launched income-generating gold-loan product to support yields.
Credit cards: The portfolio grew ~28% YoY (~7% QoQ).
Management remains focused on scaling the franchise, with
improving organic traction and the proposed Standard Chartered
portfolio acquisition providing additional growth opportunities.
Asset mix: The share of retail, gold and SME advances increased
to ~61.2% (vs ~60% in Q1FY27). Management continues to
prioritise mid-yielding assets, with higher-yielding portfolios
expected to contribute to incremental margins without materially
altering its risk appetite.

Deposit franchise: Deposits grew ~19% YoY (~7% QoQ), while
CASA increased ~23% YoY (~6% QoQ), with average CASA
crossing X1 lakh crore for the first time. Management highlighted
sustained traction over the past six quarters and reiterated its
focus on improving the granular liability franchise.

NRI deposits and FCNR: NR deposits increased ~27% YoY (~13%
QoQ) to X1.19 lakh crore, including 14,922 crore mobilised
through the special FCNR(B) window.

Inorganic growth: Management reiterated its preference for
financially accretive, capability-led acquisitions over large
transformational transactions, favouring a string-of-pearls
strategy. No specific acquisition proposal was confirmed amid
market speculation surrounding an MFI transaction.

NIM remained broadly stable at 3.32% (down 1 bp QoQ), despite
the dilutive impact of leveraged FCNR-linked lending.
Management retained its guidance of an average 5-6 bps
quarterly NIM improvement, while reiterating that the trajectory
may not be linear.

Cost of deposits declined just ~3 bps QoQ against ~22 bps in
Q1FY27, indicating that most benefits from the earlier deposit
repricing cycle have materialised. Incremental margin
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improvement is expected to be driven primarily by CASA
accretion, favourable asset mix and lending yields.

e Management indicated that underlying lending yields have
broadly bottomed, after adjusting for FCNR-linked lending, with
selective pricing actions and faster growth in mid-yielding
segments expected to support incremental portfolio yields.

e Following the 25 bps repo rate hike to 5.5%, the ~45% EBLR
advances portfolio is expected to reprice ahead of deposits,
providing near-term margin support. However, intensifying
deposit competition and eventual liability repricing could partly
offset the benefit.

e The advances portfolio comprises ~45% EBLR, ~33% fixed-rate
loans and ~8% MCLR-linked loans, with the balance under other
benchmarks. Management considers the mix conducive to
managing margins across interest rate cycles.

¢ Risk-adjusted NIM improved to 3.09%, with management
highlighting consistent improvement over the past several
quarters. The bank remains focused on incremental spreads after
accounting for credit risk rather than pursuing higher headline
yields alone.

e Average LCR stood at ~119.8%, within management’s preferred
operating range of 110-120%.

Asset quality & Opex

e Credit cost moderated to 31 bps (vs 41 bps in Q1FY27), supported
by controlled slippages and benign portfolio stress. Management
indicated no material deterioration in asset quality despite
inflationary  pressures, while remaining watchful of
macroeconomic and geopolitical risks.

e Asset quality continued to improve:

o GNPA declined to 1.32% (down 20 bps QoQ).

o NNPA moderated to 0.17% (down 1 bp QoQ).

o PCR excluding technical write-offs stood at 86.78%,
while coverage including technical write-offs remained at
~94.4%.

o Annuadlised slippage ratio moderated to 59 bps (vs 61
bps in Q1FY27).

e Management reiterated its cautious stance towards agriculture
and microfinance, having deliberately avoided aggressive
expansion in these segments.

e Under the proposed ECL framework, management retained its
earlier estimate of a less than 2% impact on net worth from credit-
loss provisioning. The estimate excludes any separate impact
arising from investment valuation or changes in government
security yields.

e Operating expenses: Cost-to-income ratio improved to ~52.1%,
though absolute expenditure remained elevated due to branch
expansion, additional employees, new sales channels and
technology investments. Management reiterated that investors
should not factor in significant cost-efficiency gains as a near-
term RoA driver.

e ESOP accounting: Transition to fair-value accounting for all
employee ESOPs resulted in a one-time incremental staff cost of
X32.7 crore, with a PAT impact of 24.5 crore. Employee expenses
were also affected by actuarial movements, some of which could
reverse over subsequent quarters.

¢ Management expects cost-to-income to remain broadly around
52-54% as investments in distribution and technology continue,
with revenue growth, rather than cost rationalisation, remaining
the principal driver of operating leverage.

Other updates
e Feeincome increased ~32% YoY (~22% QoQ) to 1,168 crore,

with fee income to average assets reaching an all-time high of
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1.11%. Management highlighted broad-based traction across
processing fees, service charges, insurance distribution and
forex-related income, with FCNR-related fees contributing only
marginally.

e Treasury income: The quarter included X238 crore of treasury
gains, supported by IPO-related gains and monetisation of select
investments. Management cautioned that the current-quarter
contribution may not recur, although the previous two quarters
had been unusually subdued.

¢ RoA guidance: RoA improved to 1.32% (up 10 bps QoQ), while
RoE increased to 13.57%. Management maintained its guidance
of an average 3-4 bps quarterly improvement in RoA, driven by
asset mix, liability mobilisation and fee growth, without
committing to a timeline for achieving 1.5% RoA.

e Insurance distribution: Management acknowledged potential
implications of proposed regulatory changes on bancassurance
fees but indicated that quantification remains premature.
Product-mix adjustments and higher volumes could partly
mitigate the impact, with greater clarity expected over the next
quarter.

e Standard Chartered acquisition: The proposed credit-card
portfolio acquisition remains a strategic avenue to accelerate
scale in the cards business.

e Capital position: CRAR stood at 16.8%, with Tier-I capital at
15.7%, providing headroom for organic business growth.
Management attributed the sequential improvement in RoE
partly to progressive deployment of capital raised earlier.

YoY QoQ
2FY27 2FY26 1FY27 Comments
. . w @ (%)
Growth driven by healthy advances traction,
NIl 3,153.4 2,495.2 26.4 2,945.9 7.0 lower funding cost, partly offset by FCNR-
linked lending dilution
26 -1 Improving asset mix and lower deposit cost
0,
NIM (%) 3.32 3.06 bps 3.33 bps offset FCNR-related margin dilution
Other Income 14904 10822 377 10484 422 lighertreasury gainsfrom IPOS coupled
with broad-based fee income growth
Net Total Income 4,643.8 3,577.4 29.8 3,994.3 16.3

Branch expansion, incremental hiring,
Staff cost 1,049.1 803.4 30.6 921.7 13.8 actuarial adjustments and a one-time X32.7
crore ESOP accounting impact

Increased owing to technology investments,

Other Operating Expenses 1,369.4 1,129.8 21.2 1,175.3 16.5 distribution expansion and additional sales
channels

PPP 2,2254 1,644.2 35.3 1,897.3 17.3

Provision 342.2 363.1 -5.8 317.7 7.7 Credit cost at ~31 bps (vs 41 bps in Q1FY27)

PBT 1,883.2 1,281.1 47.0 1,579.6 19.2

Tax Outgo 497.1 325.8 52.6 402.7 234

PAT 13861 9553 451 11769 178 Comningsgrowthsupported by stronger core
income, treasury gains and lower credit cost

Key Metrics

GNPA 3,989.6 45320 -12.0 14,2823 -6.8 GNPA improved 20 bps to 1.32%

NNPA 492.2 1,165.2 -57.8 506.1 -2.7

Gross advances 300875 250857 199 278466 80 L-odPygoldloans, corporates and alongside
FCNR-linked lending

Deposit 342,694 288,920 186 320,118 7.1 CASA accretion of 23% YoY

Source: Company, ICICI Direct Research
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Financial summary

(Year-end March) FY25 FY26  FY27E  FY28E (Year-end March) FY25 FY26 FY27E FY28E
Interest Earned 26365 27,695 31,248 36265  Yaluation
No. of Equity Shares (Crs) 2456 2464  273.7 2737
Interest Expended 16,897 17,038 18595 21,195
mierest =xpence EPS [®) 165 167 196 235
NI 9468 10657 12,653 15070 BV ®) 136.1 1570 1682 186.8
Growth (%) 14.2 12.6 18.7 19.1 ABV ) 1318 1549 1644 1823
Other income 3,801 4,440 5,096 5,830 P/E 208 206 175 146
Total Income 13269 15098 17,749 20,900 PBY 25 22 20 18
Employee cost 3088 3225 4084 4407  TIABV 26 22 21 19
Other operating Exp. 4,080 4,666 5,209 6,206
PPP 6101 7206 8456 10287  Leidsé&Margins (%)
' ' ' ’ Net Interest Margins 3.2 3.2 33 35
Provisions 733 1837 1350 1762 Vield on assets 89 84 83 84
PBT 1,316 1252 1741 2,089 Avg. cost on funds 60 54 5.3 43
Taxes 41052 4,117 5,366 6,436 Yield on average advances 9.5 8.7 8.8 9.0
. i 6.1 5.6 5.3 5.3
Net Profit 8.9 16 303 200  Avg:Costof Deposits
Growth (%) 165 16.7 19.6 235 Quality and Efficiency (%)
EPS 26,365 27,695 31248 36,265 Cost to income ratio 540 523 524 508
Source: Company, ICICI Direct Research Credit/Deposit ratio 93.0 84.3 87.0 87.4
GNPA 1.9 16 1.4 13
NNPA 04 02 0.3 0.3
RoE 130 114 127 132
RoA 13 12 13 1.4

Source: Company, ICICI Direct Research

(Year-end March) FY25 FY26 FY27E  FY28E (Year-end March) FY25 FY26 FY27E  FY28E
Sources of Funds Total assets 13 24.1 135 13.2
Capital 491 493 547 547 Advances 12.1 12.7 16.9 14.0
Reserves and Surplus 32,929 38,206 45,494 50,587 Deposit 0.0 24.3 133 134
Networth 33,421 38,699 46,042 51,134 Total Income 16.7 138 176 17.8
Deposits 252,534 313,909 355,799 403,490 Net interest income 14.2 12.6 18.7 19.1
Borrowings 18,027 21,159 20,499 22,391 Operating expenses 17.3 12.6 10.4 16.1
(F?::\t/eil;il:t;?llltles & 8210 13748 17480 20,819 Operating profit 17.9 18.1 17.3 216

Net profit 8.9 16 30.3 20.0
Total 312,192 387,515 439,820 497,834

Net worth 14.9 158 19.0 111

Applications of Funds Source: Company, ICICI Direct Research

Fixed Assets 1,478 1478 1441 1535
Investments 66246 76,676 85515 95477
Advances 234836 264,594 309,375 352,756
Other Assets 21,228 19,039 22,146 25374
i%iZyWith RBI & call 30,859 25728 21,343 22,693
Total 312,192 387,515 439,820 497,834

Source: Company, ICICI Direct Research
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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,
Third Floor, Brillanto House,
Road No 13, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

|/We, Vishal Narnolia, MBA, Parth Parmeshwar Chintkindi, Chartered Accountant, 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
—INHO000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. Registered Office Address: ICICI Venture House, Appasaheb Marathe Marg, Prabhadevi, Mumbai
- 400 025. CIN: L67120MH1995PLC086241, Tel: (91 22) 6807 7100. 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.

Investments in securities market are subject to market risks. Read all the related documents carefully before
investing.

Registration granted by Sebi and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors. None of the research
recommendations promise or guarantee any assured, minimum or risk-free return to the investors.

Name of the Compliance officer (Research Analyst): Mr. Atul Agrawal
Contact number: 022-40701000 E-mail Address: complianceofficer@icicisecurities.com
For any queries or grievances: Mr. Jeetu Jawrani Email address: headservicequality@icicidirect.com Contact Number: 18601231122

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. ICIC| 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.

ICICI Securities Limited has not used any Atrtificial Intelligence tools for preparation of this Research Report

SEBI Guidelines for Research Analyst (RA) requires all RAs to disclose terms and conditions pertaining to Research Services to all clients. Please go through the “Mandatory terms and conditions”
and “Most Important Terms and Conditions”.
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