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®  Sancti bust in H1EY13: Whil ions in th . h Ishank Kumar
anctions robust in : ile sanctions in the generation segment have 191 22 6766 3467

remained muted in the past five quarters as project announcements have come ishank.kumar@religare.com

down, sanctions in the T&D space have picked up since Q4FY12 (Fig 4). Out of total L )
X . ) Vamsi Krishna Duvvuri

sanctions of Rs 483bn in H1FY13, Rs 322bn was towards T&D projects. Loan book 191 22 6766 3474

was healthy at 23% YoY. Generation/T&D projects constitute 45%/49% of the total vamsi.duvvuri@religare.com

loan book. The share of private projects has risen to 12% (from 6.6% in Q2FY10).

®» Interest spreads improved further: Interest spreads have improved further to 3.5% PRICE CLOSE (02 Nov 12)

as access to cheap foreign currency borrowings and tax-free bonds have kept INR 220.35
borrowings costs low at ~8.4% (incremental cost at ~8.7%). Yield on advances has MARKET CAP
also improved by ~34bps QoQ to 11.86%. INR 217,587 min
USD 4,044 min
®» Asset quality stable: GNPLs/NNPLs stood stable at Rs 4.9bn/Rs 4.3bn. But we are SHARES 0/S
concerned on asset quality given REC’s highly leveraged balance sheet of large 987.5 min
corporates, and worries on fuel availability and increasing exposure to private
developers. FREE FLOAT
33.2%
®» Maintain SELL: REC has performed well YTD due to expectations of reforms in the 3M AVG DAILY VOLUME./VALUE
power sector. At current valuation of 1.15x FY14E BV and 5x FY14E EPS, the stock 2.4 min/ USD 9.6 min
trades at a significant premium to PSU banks despite the single product nature of
the business. Maintain SELL with a revised September’13 TP of Rs 210. >2 WiCHIGH >2 WLOW
INR 248.65 INR 147.60
Financial Highlights
Y/E 31 Mar FY11A FY12A FY13E FY14E FY15E
Net interest income (INR min) 33,723 39,249 48,734 57,459 64,230 (%) Stock Price Index Price
Net revenues (INR min) 36,443 41,315 51,229 60,187 67,269
Pre-provision profits (INR min) 34,801 38,988 48,944 57,478 64,061
Adj. PAT (INR min) 25,732 28,708 35,014 41,120 45,830
Adj. EPS (INR) 26.1 29.1 35.5 41.6 46.4
ROE (%) 21.6 20.7 22.7 23.4 22.8
ROA (%) 3.4 3.0 3.0 3.0 2.8 ® @ '\g '\\‘ :\m‘
Gross NPA (%) 0.0 0.5 0.5 0.5 0.5 SR N
CAR (%) 19.1 17.0 15.1 14.7 14.3
P/BV (X) 2.0 1.4 1.3 1.2 1.0
P/IE (X) 9.7 7.1 6.2 5.3 47

Source: Company, Bloomberg, RCML Research
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Fig 1 - Actual vs. estimates

Actual Estimate % Variance
NIl 12,802 12,427 3.0
PBT 12,954 12,477 3.8
PAT 9,544 9,381 1.7
Source: Company, RCML Research
Fig 2 - Quarterly performance
(Rs mn) Q2FY13  Q2FY12 % %‘3 Q1FY13 %g"g
Interest Income 32,405 25,145 28.9 29,970 8.1
Interest expenses 19,603 15,649 25.3 18,310 7.1
NII 12,802 9,497 34.8 11,660 9.8
Other operating income 514 176 191.9 710 (27.6)
Other income 219 379 (42.4) 240 (8.9)
Net revenues 13,534 10,052 34.6 12,610 7.3
Operating costs 580 456 27.3 460 26.1
PPOP 12,954 9,596 35.0 12,150 6.6
Provisions - -
PBT 12,954 9,596 35.0 12,150 6.6
MTM profit / (loss) (140) (1,256) (88.8) (370) (62.2)
PBT after extraordinaries 12,814 8,341 53.6 11,780 8.8
Tax 3,270 2,112 54.8 3,000 9.0
- Current tax 3,270 2,135 53.2 3,000 9.0
- Deferred tax - (23)
PAT 9,544 6,229 53.2 8,780 8.7
Tax rate (%) 25.2 22.0 24.7
Cost/income (%) 4.3 4.5 3.6
NIMs (calc) 4.73 4.38 4.45
Disbursements 76,290 61,210 24.6 68,640 11.1
Loan book 1,119,000 903,330 23.9 1,066,320 4.9
Gross NPA 4,900 2,700 4,900 -
Gross NPA (%) 0.44 0.30 0.46
Net NPA 4,260 2,270 4,260 -
Net NPA (%) 0.38 0.25 0.40
Provision coverage ratio (%) 13.1 15.9 13.1
Source: Company, RCML Research
Fig 3 - Disbursements growth healthy
(Rs bn) FY10 FY11 FY12 FY13
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2
Generation 20 20 18 25 32 28 22 36 30 30 27 36 24 34
T&D 12 22 23 32 12 20 25 39 19 25 25 49 26 39
Shortterm 4 12 19 3 2 8 13 8 6 6 12 14 19 4
RGGVY 0 1 - - - - - - - - - - - -
Total 36 55 60 60 46 55 60 83 55 61 63 99 69 76

Source: Company, RCML Research
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Fig 4 - Sanctions driven by strong traction in the T&D segment

(Rs bn) FY10 FY11 FY12 FY13
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2
Generation 112 79 43 6 112 48 63 181 152 29 41 10 91 46
T&D 34 68 47 24 112 45 33 35 50 63 37 81 106 217
f)';‘r’]rst term 6 17 16 3 5 11 10 10 1 15 11 10 21 3
Total 151 163 106 33 229 104 106 226 212 108 88 101 218 265
Source: Company, RCML Research
Fig 5 - Outstanding loan composition based on ownership of entity — share of private developers increasing
(Rs bn) FY10 FY11 FY12 FY13
Q1 Q2 Q3 Q4 01 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2
State 453 486 529 556 595 627 633 681 707 743 776 850 896 930
Central PSUs 49 55 58 61 51 54 55 59 59 59 59 57 56 55
Private 34 38 41 43 46 48 69 78 92 101 114 107 115 135
Total 535 579 628 660 692 729 757 817 858 904 950 1,014 1,067 1,120
Source: Company, RCML Research
Fig 6 - Outstanding loan composition based on the product category
(Rs bn) FY10 FY11 FY12 FY13
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2
Generation 190 219 224 240 285 307 315 346 373 400 428 452 472 502
T&D 308 317 345 367 353 373 392 418 431 451 467 499 516 548
Others 37 43 59 53 53 50 51 53 54 54 55 63 79 70
Total 535 579 628 660 692 729 757 817 858 904 950 1,014 1,067 1,120
Z’Z;{ growth 33 32 30 30 29 26 21 24 24 24 25 24 24 24
Source: Company, RCML Research
Fig 7 - NIMs continue to improve due to access to low-cost borrowings
FY10 FY11 FY12 FY13
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2
Yield on asset 11.1 11.0 11.0 11.2 11.1 11.2 112 11.0 11.0 115 11.4 11.4 115 11.9
Cost of funds 7.6 7.7 7.7 7.8 7.8 8.0 7.8 7.8 7.9 8.3 8.4 8.1 8.1 8.4
NIMs (R) 4.4 4.3 4.2 4.5 4.6 4.4 4.6 4.3 4.3 4.5 4.3 43 45 4.8
Source: Company, RCML Research
Fig 8 - NPA trends
FY10 FY11l FY12 FY13
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2
Gross NPA 320 210 200 200 200 200 200 200 2700 2700 4930 4900 4900 4900
Net NPA 20 20 20 20 20 20 20 20; 2270 2270 4260 4260 4260 4260
Provisions 300 190 180 180 180 180 180 180 430 430 670 640 640 640
g;?]isoﬁfsﬁaizii;’/" of 006 004 003 003 003 003 003 003 031 030 052 048 046 0.4
et WP as a dj/;;f 000 000 000 000 000 000 000 000 026 025 045 042 040  0.38

Source: Company, RCML Research
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Disbursements

Y/E 31 Mar (INR min) FY11A FY12A FY13E FY14E FY15E
Disbursements 245,190 278,323 308,968 322,408 372,897
Growth (%) 19.3 13.5 11.0 4.3 15.7
AUM/Sanctions 821,321 1,005,483 1,223,768 1,435,239 1,677,642
Growth (%) 23.6 22.4 21.7 17.3 16.9

Per Share Data

Y/E 31 Mar (INR) FY11A FY12A FY13E FY14E FY15E
Reported EPS 26.0 28.5 35.5 41.6 46.4
Adjusted EPS 26.1 29.1 355 41.6 46.4
DPS 7.5 8.6 10.6 125 13.9
Book value 129.5 145.8 166.1 190.0 216.7
Adjusted book value 0.0 0.0 0.0 0.0 0.0

Valuation Ratios

Y/E 31 Mar (x) FY11A FY12A FY13E FY14E FY15E
P/E 9.7 7.1 6.2 5.3 4.7
P/BV 2.0 14 1.3 1.2 1.0
P/ABV n.a. n.a. n.a. n.a. n.a.

Financial Ratios

Y/E 31 Mar (%) FY11A FY12A FY13E FY14E FY15E
Spread Analysis

Interest spreads 3.6 3.2 3.2 3.2 3.0
Yield on advances 10.9 11.1 11.3 11.3 11.3
Yield on assets 11.0 10.9 11.0 10.9 10.7
Cost of funds 7.4 7.6 7.8 7.7 7.7
NIMs 4.5 4.2 4.2 4.1 3.9
Operating Ratios

Operating cost to income 4.5 5.6 4.5 4.5 4.8
Operating expenses / Avg assets 0.2 0.2 0.2 0.2 0.2
Asset Quality and Capital

Gross NPA 0.0 0.5 0.5 0.5 0.5
Net NPA 0.0 0.4 0.4 0.3 0.3
CAR 19.1 17.0 15.1 14.7 14.3
Growth Ratios

Net interest income 28.4 16.4 24.2 17.9 11.8
Non-interest income 59.5 (24.0) 20.7 9.3 11.4
Pre-provisioning profit 31.3 12.0 255 17.4 11.5
Net profit 10.6 11.6 22.0 17.4 11.5
Assets 25.1 22.1 21.2 18.8 18.8
Advances 23.6 224 21.7 17.3 16.9
Book value 15.4 12.6 13.9 14.4 14.1
EPS 10.6 11.6 22.0 17.4 11.5

DuPont Analysis

Y/E 31 Mar (%) FY11A FY12A FY13E FY14E FY15E
Net interest income / Assets 4.5 4.2 4.2 4.1 3.9
Non-interest income / Assets 0.4 0.2 0.2 0.2 0.2
Operating expenses / Assets 0.2 0.2 0.2 0.2 0.2
Provisions / Assets 0.0 0.1 0.1 0.1 0.1
Taxes / Assets 1.2 1.0 1.1 11 1.0
ROA 3.4 3.0 3.0 3.0 2.8
Equity / Assets 15.9 14.5 13.3 12.6 12.1
ROAE 21.6 20.7 22.7 23.4 22.8
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Income Statement

Y/E 31 Mar (INR min) FY11A FY12A FY13E FY14E FY15E
Interest income 82,233 101,569 127,205 151,508 177,200
Interest expense (48,510) (62,320) (78,471) (94,049) (112,970)
Net interest income 33,723 39,249 48,734 57,459 64,230
Non-interest income 2,719 2,066 2,495 2,728 3,039
Net revenue 36,443 41,315 51,229 60,187 67,269
Operating expenses (1,642) (2,327) (2,285) (2,708) (3,208)
Pre-provisioning profits 34,801 38,988 48,944 57,478 64,061
Provisions & contingencies 2) (520) (979) (1,150) (1,281)
PBT 34,799 38,468 47,965 56,329 62,780
Extraordinaries (32) (530) 0 0 0
Income tax (9,067) (9,760) (12,950) (15,209) (16,951)
Reported PAT 25,699 28,178 35,014 41,120 45,830
Adj. net profit 25,732 28,708 35,014 41,120 45,830

Balance Sheet

Y/E 31 Mar (INR min) FY11A FY12A FY13E FY14E FY15E
Advances 821,321 1,005,483 1,223,768 1,435,239 1,677,642
Investments 8,124 7,307 6,607 6,607 6,607
Current assets 61,445 75,626 88,890 125,833 178,735
Net block (inc CWIP) 881 733 811 887 960
Goodwill 0 0 0 0 0
Other assets 0 0 0 0 0
Total Assets 891,771 1,089,149 1,320,076 1,568,565 1,863,944
Share capital 9,875 9,875 9,875 9,875 9,875
Options/warrants/others 0 0 0 0 0
Reserves & surplus 118,012 134,122 154,140 177,696 204,117
Net worth 127,886 143,996 164,015 187,570 213,991
Total borrowings 700,038 902,056 1,106,988 1,325,813 1,588,714
Current liabilities 31,310 2,289 2,747 3,297 3,956
Provisions 32,664 40,807 46,326 51,886 57,283
Deferred tax liabilities (128) 0 0 0 0
Other liabilities 0 0 0 0 0
Total Equity & Liabilities 891,771 1,089,149 1,320,076 1,568,565 1,863,944
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Important Disclosures

This report was prepared, approved, published and distributed solely by a Religare Capital Markets
(“RCM”) group company located outside of the United States (a “non-US Group Company”), which
excludes Religare Capital Markets Inc. (‘RCM Inc.”) and Religare Capital Markets (USA) LLC (‘RCM
USA”). This report has not been reviewed or approved by RCM Inc. or RCM USA. This report may
only be distributed in the U.S. to major U.S. institutional investors (as defined in Rule 15a-6 under the
U.S. Securities Exchange Act of 1934 (the “Exchange Act”)) pursuant to the exemption in Rule 15a-6
and any transaction effected by a U.S. customer in the securities described in this report must be
effected through RCM Inc. Neither the report nor any analyst who prepared or approved the report is
subject to U.S. legal requirements or FINRA or other regulatory requirements pertaining to research
reports or research analysts. No non-US Group Company is registered as a broker-dealer under the
Exchange Act or is a member of the Financial Industry Regulatory Authority, Inc. or any other U.S.
self-regulatory organization.

Subject to any applicable laws and regulations at any given time, non-US Group Companies, their
affiliates or companies or individuals connected with RCM (together, “Connected Companies”) may
make investment decisions that are inconsistent with the recommendations or views expressed in this
report and may have long or short positions in, may from time to time purchase or sell (as principal or
agent) or have a material interest in any of the securities mentioned or related securities or may have
or have had a business or financial relationship with, or may provide or have provided investment
banking, capital markets and/or other services to, the entities referred to herein, their advisors and/or
any other connected parties. Any particular arrangements or relationships are disclosed below. As a
result, recipients of this report should be aware that Connected Companies may have a conflict of
interest that could affect the objectivity of this report.

See “Special Disclosures” for certain additional disclosure statements, if applicable.

This report is only for distribution to investment professionals and institutional investors.

Analyst Certification

Each of the analysts identified in this report certifies, with respect to the companies or securities that
the individual analyses, that (1) the views expressed in this report reflect his or her personal views
about all of the subject companies and securities and (2) no part of his or her compensation was, is
or will be directly or indirectly dependent on the specific recommendations or views expressed in this
report.

Analysts and strategists are paid in part by reference to the profitability of RCM which includes
investment banking revenues.

Stock Ratings are defined as follows
Recommendation Interpretation (Recommendation structure changed with effect from March 1, 2009)

Recommendation  Expected absolute returns (%) over 12 months

Buy More than 15%
Hold Between 15% and -5%
Sell Less than -5%

Expected absolute returns are based on the share price at market close unless otherwise stated.
Stock recommendations are based on absolute upside (downside) and have a 12-month horizon. Our
target price represents the fair value of the stock based upon the analyst's discretion. We note that
future price fluctuations could lead to a temporary mismatch between upside/downside for a stock
and our recommendation.

Stock Ratings Distribution

As of 1 November 2012, out of 242 rated stocks in the RCM coverage universe, 136 have BUY
ratings (including 7 that have been investment banking clients in the last 12 months), 68 are rated
HOLD and 38 are rated SELL.

Research Conflict Management Policy

RCM research has been published in accordance with our conflict management policy, which is
available at http://www.religarecm.com/

Disclaimers

This report is not directed to, 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 or regulation or which would
subject RCM to any registration or licensing requirement within such jurisdiction(s). This report is
strictly confidential and is being furnished to you solely for your information. All material presented in
this report, unless specifically indicated otherwise, is under copyright to RCM. None of the material,
its content, or any copy of such material or content, may be altered in any way, transmitted, copied or
reproduced (in whole or in part) or redistributed in any form to any other party, without the prior
express written permission of RCM. All trademarks, service marks and logos used in this report are
trademarks or service marks or registered trademarks or service marks of RCM or its affiliates, unless
specifically mentioned otherwise.

The information, tools and material presented in this report are provided to you for information
purposes only and are not to be used or considered as an offer or the solicitation of an offer to sell or
to buy or subscribe for securities or other financial instruments. RCM has not taken any steps to
ensure that the securities referred to in this report are suitable for any particular investor. RCM will
not treat recipients as its customers by virtue of their receiving the report. The investments or
services contained or referred to in this report may not be suitable for you and it is recommended that
you consult an independent investment advisor if you are in doubt about such investments or
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investment services. In addition, nothing in this report constitutes investment, legal, accounting or tax
advice or a representation that any investment or strategy is suitable or appropriate to your individual
circumstances or otherwise constitutes a personal recommendation to you.

Information and opinions presented in this report were obtained or derived from sources that RCM
believes to be reliable, but RCM makes no representations or warranty, express or implied, as to their
accuracy or completeness or correctness. RCM accepts no liability for loss arising from the use of the
material presented in this report, except that this exclusion of liability does not apply to the extent that
liability arises under specific statutes or regulations applicable to RCM. This report is not to be relied
upon in substitution for the exercise of independent judgment. RCM may have issued, and may in the
future issue, a trading call regarding this security. Trading calls are short term trading opportunities
based on market events and catalysts, while stock ratings reflect investment recommendations based
on expected absolute return over a 12-month period as defined in the disclosure section. Because
trading calls and stock ratings reflect different assumptions and analytical methods, trading calls may
differ directionally from the stock rating.

Past performance should not be taken as an indication or guarantee of future performance, and no
representation or warranty, express or implied, is made regarding future performance. Information,
opinions and estimates contained in this report reflect a judgment of its original date of publication by
RCM and are subject to change without notice. The price, value of and income from any of the
securities or financial instruments mentioned in this report can fall as well as rise. The value of
securities and financial instruments is subject to exchange rate fluctuation that may have a positive or
adverse effect on the price or income of such securities or financial instruments. Investors in
securities such as ADR’s, the values of which are influenced by currency volatility, effectively assume
this risk.

This report is distributed in India by Religare Capital Markets Limited, which is a registered
intermediary regulated by the Securities and Exchange Board of India. Where this report is
distributed by Religare Capital Markets (Europe) Limited (“RCM Europe”) or Religare Capital Markets
(EMEA) Ltd, those entities are authorised and regulated by the Financial Services Authority in the
United Kingdom. In Dubai, it is being distributed by Religare Capital Markets (Europe) Limited (Dubai
Branch) which is licensed and regulated by the Dubai Financial Services Authority. In Singapore, it is
being distributed (i) by Religare Capital Markets (Singapore) Pte. Limited (‘RCMS”) (Co. Reg. No.
200902065N) which is a holder of a capital markets services licence and an exempt financial adviser
in Singapore and (ii) solely to persons who qualify as “institutional investors” or “accredited investors”
as defined in section 4A(1) of the Securities and Futures Act, Chapter 289 of Singapore (the “SFA”).
Pursuant to regulations 33, 34, 35 and 36 of the Financial Advisers Regulations (the “FAR"), sections
25, 27 and 36 of the Financial Advisers Act, Chapter 110 of Singapore shall not apply to RCMS when
providing any financial advisory service to an accredited investor;-or “overseas investor” (as defined
in regulation 36 of the FAR). Persons in Singapore should contact RCMS in respect of any matters
arising from, or in connection with this publication/communication. In Hong Kong, it is being
distributed by Religare Capital Markets (Hong Kong) Limited (RCM HK”), which is licensed and
regulated by the Securities and Futures Commission, Hong Kong. In Australia, it is being distributed
by RCMHK or by RCM Europe, both of which are approved under ASIC Class Orders. In South
Africa, this report is distributed through Religare Capital Markets (Pty) Ltd and Religare Noah Capital
Markets (Pty) Ltd. Religare Capital Markets (Pty) Ltd is a licensed financial services provider (FSP
No. 31530). Religare Noah Capital Markets (Pty) Ltd is a licensed financial services provider (FSP
No. 7655) and a member of the JSE Limited. In Sri Lanka, it is being distributed by Bartleet Mallory
Stockbrokers, which is licensed under Securities and Exchange Commission of Sri Lanka. If you
wish to enter into a transaction please contact the RCM entity in your home jurisdiction unless
governing law provides otherwise. In jurisdictions where RCM is not registered or licensed to trade in
securities, transactions will only be effected in accordance with applicable securities legislation which
may vary from one jurisdiction to another and may require that the trade be made in accordance with
applicable exemptions from registration or licensing requirements.

Religare Capital Markets does and seeks to do business with companies covered in our research
report. As a result, investors should be aware that the firm may have a conflict of interest that could
affect the objectivity of research produced by Religare Capital Markets. Investors should consider
our research as only a single factor in making their investment decision.

Any reference to a third party research material or any other report contained in this report represents
the respective research organization's estimates and views and does not represent the views of RCM
and RCM, its officers, employees do not accept any liability or responsibility whatsoever with respect
to its accuracy or correctness and RCM has included such reports or made reference to such reports
in good faith. This report may provide the addresses of, or contain hyperlinks to websites. Except to
the extent to which the report refers to material on RCM’s own website, RCM takes no responsibility
whatsoever for the contents therein. Such addresses or hyperlinks (including addresses or
hyperlinks to RCM’s own website material) is provided solely for your convenience and information
and the content of the linked site does not in any way form part of this report. Accessing such
website or following such link through this report or RCM'’s website shall be at your own risk.

Special Disclosures (if applicable

Not Applicable

4 November 2012

Page 6 of 6


http://www.religarecm.com/

