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Rural Electrification Corp's (RECL) 2QFY13 PAT grew 52.8% YoY and 8.8% QoQ (14% above est), led by strong NII

growth (9% above est). This was on the back of 23bp QoQ NIMs improvement, higher-than-expected fee-based

income and nil provisions made during the quarter. Key highlights:

 Loans grew by 24% YoY and 5% QoQ to INR1.12t, led by both generation and T&D segment which grew by ~6%

QoQ each and contributed almost equally to the incremental loans.

 NII grew by 35% YoY and 10% QoQ to INR12.8b led by healthy loan growth coupled with a 23bp QoQ

improvement in margins to 4.76% (highest in past 22 quarters) - a positive surprise. Yield on loans improved

by ~50bp in 1HFY13 led by higher short term loans disbursed during the period (16% of total disbursements)

at an average yield of ~13%, thereby boosting margins.

 Sanctions' growth picked up 147% YoY and 22% QoQ, mainly driven by multi-fold growth (+243% YoY and 105%

QoQ) in disbursements in the T&D segment.

 Asset quality was stable QoQ, with GNPAs and NNPAs remaining flat at 0.44% and 0.38% at end-2QFY13. No

provisions were made during the quarter.

Valuation and view: We expect return ratios to remain healthy, with RoAs of 3%+ and RoEs at ~22% over FY12-14E.

However, asset quality remains a key factor to watch. Stock trades at 1.3x FY13E and 1.1x FY14E BV. Maintain Buy.

Investors are advised to refer through disclosures made at the end of the Research Report.
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Quarterly performance v/s our estimates and reasons for deviation (INR m)

Y/E March 2QFY13A 2QFY13E Var (%) Comments

Net Income 12,802 11,711 9 Higher short term loan disbursals in 1HFY13 resulted into higher

than expected margins

Other Operating Inc. 514 250 106 Debt syndication fees of ~INR300m booked

Total Net Income 13,394 12,161 10

Operating Expenses 585 560 4

Operating Profit 12,809 11,601 10

Other Provisions 0 250 -100 Stable asset quality led to NIL provisions

Profit before Tax 12,809 11,351 13

Tax Provisions 3,270 2,951 11

Net Profit 9,539 8,400 14 Higher NII, other income and NIL provisions led to higher than

expected bottomline

Source: Company/MOSL

Loan growth remains healthy; Loans to private sector increase sharply
Loans during the quarter grew at a healthy pace by 24% YoY and 5% QoQ to INR1.12t.

After a sharp increase in the previous quarter, short term loans declined by 12% QoQ.

As a result, the share of short term loans declined from 7.4% to 6.2%, while the share

of generation and the T&D segment increased marginally QoQ. Loans to both these

segments grew by 6% QoQ each.

Based on borrower wise classification, RECL's exposure to private sector increased to

12% from 10.7% in 1QFY13 as it grew sharply by 33% YoY and 17% QoQ. Besides, state

entities remained the largest borrowers constituting ~83% of RECL's exposure.

Borrowings grew 26% YoY and 6% QoQ. Share of bank borrowings continued to decline

as it stood at 5.7% v/s 7% in 1QFY13 and ~9% in FY12, as wholesale rates have declined

substantially and remain relatively lower compared to bank lending rates.

Sanctions grow 22% QoQ led by strong growth in the T&D segment
Sanctions grew by 147% YoY and 22% QoQ to INR265b led by a multifold increase in

the sanctions to the T&D segment (+243% YoY and 105% QoQ) contributing ~82% of

the incremental sanctions during the quarter. Sanctions for short term loans were

negligible during the quarter at INR2.5b as against INR20.9b in 1QFY13. Sanctions in

the generation segment grew by 58% YoY, but declined 49% QoQ.

Disbursements grew by 25% YoY and 11% QoQ to INR76.3b. Disbursements to both

the generation and the T&D segment grew by 40%+ QoQ and contributed largely

equally to the incremental disbursements during the quarter. Disbursements in the

form of short term loans contracted by 37%YoY and 79% QoQ to INR4b.
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Reported margins improve 23bp QoQ to 4.76% - a positive surprise
Reported margins for the quarter improved by 23bp QoQ to 4.76% (highest in past 22

quarters), which surprised us positively. This coupled with healthy loan growth

resulted into healthy NII growth (+35% YoY and 10% QoQ). Sequential improvement

in margins could be attributed to a 34bp QoQ increase in yield on loans. Higher short

term loans disbursed during 1HFY13 (16% of total disbursements) at an average yield

of ~13% has resulted into ~50bp improvement in yields in 1HFY13.

The incremental cost of borrowings increased sharply to 8.67% from 7.71% in 1QFY13

due to (1) 17% of incremental borrowings done in the form of CPs at 9.2% and (2) the

cost of foreign currency borrowings (11% of incremental borrowings) rose sharply to

7.3% (on a fully hedged basis) v/s 2.5% in previous quarter.

Asset quality remains stable
Asset quality remained stable QoQ with GNPA and NNPA at 0.44% and 0.38%

respectively. As a result, provisioning expense was NIL during the quarter, thereby

boosting the bottomline. Low provision cover (13% as on 2QFY13) and no standard

asset provisioning increases the risk quotient for RECL.

Valuation and view
Loan growth continues to remain strong and with sanctions gaining momentum, we

expect RECL to continue deliver healthy loan CAGR over FY12-14. However, in current

macroeconomic environment, asset quality is a bigger concern than slowdown in

growth.

While the MoP has announced the Financial Restructuring Plan for SEBs, we believe

execution will be the key for success of this plan and cash flows of SEBs will depend

on its effective implementation.  Moreover, RECL's exposure in the private sector

generation segment is driving up the risk quotient. However, government's continued

thrust on power sector reforms, and recent tariff hikes by various SEBs provide

comfort.

RECL has been able to maintain a tight leash on its cost of funds and which has helped

it to maintain its superior margin performance. We expect return ratios to remain

healthy with RoA's of 3%+ and RoE's at ~22% over FY12-14. However, asset quality

remains a key monitorable. The stock trades at 1.3x FY13E BV of INR175 and 1.1x FY14E

BV of INR204. Maintain Buy with a target price of INR245 (1.2x FY14E BV).
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We upgrade our estimates for FY13 to factor in strong performance (INR b)
Old Est. New Est. % Change

FY13 FY14 FY13 FY14 FY13 FY14

NII 47.6 57.4 49.8 57.8 4.6 0.6

Other Income 2.2 2.1 2.3 2.1 3.7 1.5

Total Income 49.8 59.6 52.1 59.9 4.6 0.6

Operating Expenses 2.5 2.9 2.5 2.9 0.0 0.0

Operating Profits 47.3 56.7 49.6 57.1 4.8 0.7

Provisions 0.8 1.0 0.7 1.0 -6.7 0.0

PBT 46.6 55.7 48.9 56.1 5.0 0.7

Tax 12.1 14.5 12.7 14.6 5.0 0.7

PAT 34.5 41.2 36.2 41.5 5.0 0.7

Margins (%) 4.3 4.3 4.5 4.4

RoA (%) 3.1 3.1 3.2 3.1

RoE (%) 21.6 22.2 22.6 22.1

Source: MOSL

RECL: One year forward P/E (x) RECL: One year forward P/BV (x)
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Quarterly trends

Loan growth remains healthy

Proportion of FC Borr. & CPs increase QoQ (%)

Discipline-wise loan mix remains largely stable (%)

 Strong disbursements growth translated into healthy

loan growth (+5% QoQ)

 Share of generation and T&D loans increased marginally

QoQ on the back of strong disbursement growth growth

in those segments

Disbursement growth remains strong

 Disbursement growth was strong led by 40%+ QoQ growth

in both generation and the T&D segment

Borrower-wise loan mix remains largely stable (%)

Reported margins improve 23bp QoQ (%)

 Healthy improvement in yields (due to higher short term

disbursals) led to improvement in margins

 Loans to private sector grew strongly by 33% YoY and 17%

QoQ leading to some increase in its share in overall

loan mix

 Share of FC borrowings and CP increased QoQ as RECL

made ~17% of incremental borrowings in the form of CPs
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Quarterly Snapshot

FY12 FY13 Variation (%) Cumulative Numbers

1Q 2Q 3Q 4Q 1Q 2Q QoQ YoY 1HFY12 1HFY13   YoY Gr (%)

Profit and Loss (INR m)

Net Interest Income 9,497 10,052 10,207 11,654 12,802 10 35 18,594 24,456 32

Other operating income 288 136 595 717 514 -28 79 680 1,231 81

Net operating Income 9,784 10,188 10,803 12,372 13,316 8 36 19,274 25,687 33

Other income -988 1,221 145 -133 79 -159 -108 -852 -54 N.A.

Net total income 8,796 11,408 10,948 12,239 13,394 9 52 18,422 25,633 39

Operating Expenses 436 779 671 456 585 28 34 855 1,040 22

      Employee 281 680 397 354 436 23 55 612 790 29

      Others 155 99 274 101 149 47 -4 243 250 3

Operating Profits 8,360 10,629 10,277 11,784 12,809 9 53 17,567 24,593 40

Provisions 0 241 32 0 0 NA NA 250 0 NA

PBT 8,360 10,389 10,245 11,784 12,809 9 53 17,317 24,593 42

Taxes 2,118 2,693 2,618 3,016 3,270 8 54 4,455 6,286 41

PAT 6,243 7,695 7,627 8,767 9,539 9 53 12,862 18,306 42

Asset Quality

GNPA 2,700 4,930 4,900 4,900 4,900 0 81

NNPA 2,270 4,260 4,260 4,260 4,260 0 88

Gross NPAs (%) 0.30 0.52 0.48 0.46 0.44

Net NPAs (%) 0.25 0.45 0.42 0.40 0.38

PCR (%) 15.9 13.6 13.1 13.1 13.1

Ratios (%)

Cost to Income 5.0 6.8 6.1 3.7 4.4

Provision to operating profit 0.0 2.3 0.3 0.0 0.0

Tax Rate 25.3 25.9 25.6 25.6 25.5

Margins Reported (%)

Yield on earning assets 11.4 11.4 11.4 11.5 11.9 34 44 11.2 11.7 47

Cost of Funds 8.3 8.4 8.1 8.1 8.4 30 7 8.0 8.1 9

Spreads 3.1 3.0 3.2 3.4 3.5 4 37 3.2 3.6 38

NIMs 4.5 4.3 4.3 4.5 4.8 23 29 4.4 4.7 23

Business Details (INR b)

Sanctions 108 88 101 218 265 22 147 320 483 51

Disbursements 61 63 99 69 76 11 25 116 145 25

Loans 904 950 1,014 1,067 1,120 5 24 904 1,120 24

Borrowings 757 811 900 896 951 6 26 757 951 26

Sanctions discipline wise (%)

Generation 27 46 10 42 17

Trans & Dist 59 42 81 49 82

Short term loans 14 12 9 10 1

Disbursements discipline wise (%)

Generation 49 43 37 34 44

Trans & Dist 41 39 49 38 51

Short term loans & Others 10 18 14 28 5

Loans discipline wise (%)

Generation 44 45 45 44 45

Trans & Dist 50 49 49 48 49

Short term loans and others 6 6 6 7 6

Loans discipline wise (%)

State 82 82 84 84 83

Central PSUs 7 6 6 5 5

Private 11 12 11 11 12

Borrowing mix (%)

Capital gains bonds 16 16 19 19 19

Taxable Bonds 64 66 61 61 62

Banks and Fis 8 7 9 7 6

Foreign 12 12 12 13 13

For %age change QoQ and YoY is bp Source: Company, MOSL
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EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

FY13 36.6 33.2 10.4

FY14 42.0 37.9 10.8

Shareholding pattern (%)

Sep-12 Jun-12 Sep-11

Promoter 66.8 66.8 66.8

Domestic Inst 6.1 6.1 6.6

Foreign 20.7 20.2 18.6

Others 6.3 7.0 8.0

1-year Sensex rebased
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Financials and Valuation
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Financials and Valuation
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