Rural Electrification Corporation

RURL.NS RECL IN

FINANCIALS

Robust 2Q: flat NPLs, huge sanctions growth
Quick Note

Earnings vs estimates

Rural Electrification Corp (REC) reported a robust 18% PAT beat
(INR9.54bn for 2QFY13 vs. our estimate of INR8.1bn) on better NIMs
which expanded 23bps g-g. Loan book growth came in at a strong 6%
a/q (24.5% yly) while loan sanctions increased 22% g-q. REC didn’t add
any fresh NPLs during the quarter.

Key highlights:

e Interest spreads improved marginally to 3.46% for 2QFY13, compared
to 3.42% in 1QFY13 as a 30bps increase in cost of funds was more
than offset by 34bps sequential increase in loan yields which continue
to see the benefit of upward repricing of 3-yr reset loans. In addition to
higher spreads, NIMs benefited from the full impact of improved
leverage (proportion of loans to borrowings). The company has guided
towards maintaining its FY12 spreads of 3.3-3.4% for FY13.

e The company did not make any provisions during the quarter as REC
didn’t add anything to its NPLs during the quarter vs our expectation of
INR4bn loan slipping in the quarter. GNPLs remained flat at INR4.9bn
while GNPL ratio was 44bps.

e Q2FY13 sanctions were INR256bn (increase of 22% g-q and 147% y-
y) driven by huge addition in T&D related sanctions which clocked
INR217bn compared to INR106bn in the previous quarter. H1
sanctions put together amounted to 74% of the full year sanction
guidance of INR650bn given in the previous quarter.

e Dishursals continued to be strong with 43% and 49% qg-q increase in
generation and T&D related disbursals.

e Encouragingly, short term loans declined by 11% g-q to constitute just
6% of overall loan book as of Q2FY13.

e Loan growth came in better than expected clocking a 6% sequential
growth (24.5% yly). The mix of private sector exposure in overall loan
book increased 120bps to 12% for Q2FY13.

e Forex impact - forex translation assets (FCMITD account) declined to
INR2.7bn (from INR4.8bn in Q1) amounting to 1.6% of their net worth.

We had increased our FY13 earnings estimates by 17% in our note
published on Oct 19, 2012, “Gap estimate of “problem” SEBs".

Valuation: REC trades at 1.3x our avg FY13-14F ABV and 5.9x our
avg FY13-14F EPS estimates. At our TP of INR255, REC would trade
at 1.5x our avg FY13-14F ABV of INR172.4 and 6.9x EPS of INR37.1,
for FY13F ROA of 3.1% and ROE of 23.4%.
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Fig. 1: Sanctions & disbursals trend
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Fig. 4: Earnings summary
Earnings summary (INRmn) 2QFY13 1QFY13 2QFY12 %yly %q/q 2QFY13F %Variance
Interest Income 32,404.5 29,968.2 25,145.2 28.9 8.1 30,649.7 5.7
Interest expended 19,603.0 18,313.8 15,648.7 25.3 7.0 18,955.7 3.4
Net Interest Income 12,801.5 11,654.4 9,496.5 34.8 9.8 11,694.0 9.5
Non-interest income 592.5 584.6 (700.3) NM 1.4 310.4 90.9
Total Net Income 13,394.0 12,239.0 8,796.2 52.3 9.4 12,004.3 11.6
Total Operating expenses 584.8 455.5 455.6 28.4 28.4 561.3 4.2
Employee expenses 435.8 354.2 302.4 44.1 23.0 417.3 4.4
Other Operating expenses 149.0 101.3 153.2 2.7) 47.1 144.0 35
Operating Profit 12,809.2 11,783.5 8,340.6 53.6 8.7 11,443.0 11.9
Provisions - - - - - 399.0 -
PBT 12,809.2 11,783.5 8,340.6 53.6 8.7 11,044.0 16.0
Tax 3,270.2 3,016.2 2,111.9 54.8 8.4 2,981.9 9.7
Net Profit 9,539.0 8,767.3 6,228.7 53.1 8.8 8,062.2 18.3
Extra-ordinary income/(expense) - - - - - -
Adjusted net profit 9,539.0 8,767.3 6,228.7 53.1 8.8 8,062.2 18.3
EPS 9.7 8.9 6.3 53.1 8.8 8.2 18.3

Source: Company data, Nomura estimates
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Fig. 5: Key Ratios

Key Ratios 2QFY13 1QFY13 2QFY12 yly bps g/q bps

Yield on funds, % 11.86 11.52 11.42 44 34 bps
Cost of funds, % 8.40 8.10 8.33 7 30 bps
Reported spread, % 3.46 3.42 3.09 37 4 bps
NIMs, % 4.76 4.53 4.47 29 23 bps
Cost to income ratio, % 4.37 3.72 5.18 (81) 64 bps
Source: Company data, Nomura research

Fig. 6: Asset Quality

Asset Quality (INRmn) 2QFY13 1QFY13 2QFY12 %yly %q/q

Gross NPL 4,900 4,900 2,700 81.5 -

Net NPL 4,260 4,260 2,270 87.7 -

Gross NPL, % 0.44 0.46 0.30 14.1 (2.2) bps
Net NPL, % 0.38 0.40 0.25 131 (1.9) bps
Source: Company data, Nomura research

Fig. 7. Loans & Borrowings

Loans & Borrowings (INRmn) 2QFY13 1QFY13 2QFY12 %yly %q/q
Advances 1,119,650 1,066,320 909,363 23.1 5.0
Total Borrowings 950,920 895,810 756,810 25.6 6.2
Sanctions 265,490 217,890 107,680 146.6 21.8
Generation 46,310 91,300 29,260 58.3 (49.3)
T&D 216,680 105,690 63,120 243.3 105.0
Short-term loan 2,500 20,900 15,300 (83.7) (88.0)
Disbursements 76,290 68,640 61,210 24.6 111
Generation 33,750 23,640 29,920 12.8 42.8
T&D 38,540 25,900 24,990 54.2 48.8
Short-term loan 4,000 19,100 6,300 (36.5) (79.1)

Source: Company data, Nomura research
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Analyst Certification

We, Abhishek Bhattacharya, Vijay Sarathi and Amit Nanavati, hereby certify (1) that the views expressed in this Research report
accurately reflect our personal views about any or all of the subject securities or issuers referred to in this Research report, (2)
no part of our compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in
this Research report and (3) no part of our compensation is tied to any specific investment banking transactions performed by
Nomura Securities International, Inc., Nomura International plc or any other Nomura Group company.

Issuer Specific Regulatory Disclosures

The term "Nomura Group Company" used herein refers to Nomura Holdings, Inc. or any affiliate or subsidiary of Nomura Holdings, Inc. Nomura
Group Companies involved in the production of Research are detailed in the disclaimer below.

Issuer name Ticker Price Price date  Stock rating Sector rating  Disclosures
Rural Electrification Corporation RECL IN INR 220 02-Nov-2012 Buy Not rated A6,A7,A13

A6 A Nomura Group Company expects to receive or intends to seek compensation for investment banking services from the issuer in the next
three months.

A7 A Nomura Group Company has managed or co-managed a publicly announced or 144A offering of the issuer's securities or related
derivatives in the past 12 months.

A13 A Nomura Group Company has a significant financial interest (non-equity) in the issuer.

Previous Rating

Issuer name Previous Rating Date of change
Rural Electrification Corporation Not Rated 12-Mar-2012

Rural Electrification Corporation (RECL IN) INR 220 (02-Nov-2012) Buy (Sector rating: Not rated)
Rating and target price chart (three year history)

Rural Electrification Corporation Date Rating Target price  Closing price

As of 29-0ct-2012 19.Oct-12 255.00 217.10
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Source: ThomsonReuters,Nomura research
For explanation of ratings refer to the stock rating keys located after chart(s)

Valuation Methodology We have arrived at our target price of INR255 using a three-stage residual-income valuation method
using following assumptions: 1)18.8% CAGR in interest earning asset for FY12-FY15F, 2) 22.8% avg RoE for FY12-FY15F,3)
discount rate of 14.5% for FY12 to FY15F, 12.5% for FY15F to FY20F and terminal discount rate of 10%. At our TP of INR255,
REC would trade at 1.5x our avg FY13-14F ABV of INR172.4 and 6.9x EPS of INR37.1, for FY13F ROA of 3.1% and ROE of
23.4%.

Risks that may impede the achievement of the target price Sharp deterioration in asset quality of private sector developers
and non adherence to the trajectory recommended in the FRP by SEBs could impact the earnings outlook.
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coverage. Industry Specialists do not contribute in any manner to the content of research reports in which their names appear. Marketing
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research reports in which their names appear and publish research on their sector.

Distribution of ratings (Global)

The distribution of all ratings published by Nomura Global Equity Research is as follows:
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As at 30 September 2012. *The Nomura Group as defined in the Disclaimer section at the end of this report.
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The rating system is a relative system indicating expected performance against a specific benchmark identified for each individual stock.
Analysts may also indicate absolute upside to target price defined as (fair value - current price)/current price, subject to limited management
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valuation methodology such as discounted cash flow or multiple analysis, etc.

STOCKS
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indicates that the analyst expects the stock to perform in line with the Benchmark over the next 12 months. A rating of 'Reduce’, indicates that
the analyst expects the stock to underperform the Benchmark over the next 12 months. A rating of 'Suspended’, indicates that the rating, target
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which can be accessed at: http://go.nomuranow.com/research/globalresearchportal/pages/disclosures/disclosures.aspx; Global Emerging
Markets (ex-Asia): MSCI Emerging Markets ex-Asia, unless otherwise stated in the valuation methodology.

SECTORS

A '‘Bullish' stance, indicates that the analyst expects the sector to outperform the Benchmark during the next 12 months. A 'Neutral' stance,
indicates that the analyst expects the sector to perform in line with the Benchmark during the next 12 months. A ‘Bearish' stance, indicates that
the analyst expects the sector to underperform the Benchmark during the next 12 months. Benchmarks are as follows: United States: S&P 500;
Europe: Dow Jones STOXX 600; Global Emerging Markets (ex-Asia): MSCI Emerging Markets ex-Asia.
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STOCKS

Stock recommendations are based on absolute valuation upside (downside), which is defined as (Target Price - Current Price) / Current Price,
subject to limited management discretion. In most cases, the Target Price will equal the analyst's 12-month intrinsic valuation of the stock,
based on an appropriate valuation methodology such as discounted cash flow, multiple analysis, etc. A '‘Buy' recommendation indicates that
potential upside is 15% or more. A 'Neutral' recommendation indicates that potential upside is less than 15% or downside is less than 5%. A
'Reduce' recommendation indicates that potential downside is 5% or more. A rating of 'Suspended' indicates that the rating and target price
have been suspended temporarily to comply with applicable regulations and/or firm policies in certain circumstances including when Nomura is
acting in an advisory capacity in a merger or strategic transaction involving the subject company. Securities and/or companies that are labelled
as 'Not rated' or shown as 'No rating' are not in regular research coverage of the Nomura entity identified in the top banner. Investors should
not expect continuing or additional information from Nomura relating to such securities and/or companies.

SECTORS

A 'Bullish' rating means most stocks in the sector have (or the weighted average recommendation of the stocks under coverage is) a positive
absolute recommendation. A 'Neutral' rating means most stocks in the sector have (or the weighted average recommendation of the stocks
under coverage is) a neutral absolute recommendation. A '‘Bearish' rating means most stocks in the sector have (or the weighted average
recommendation of the stocks under coverage is) a negative absolute recommendation.

Target Price

A Target Price, if discussed, reflect in part the analyst's estimates for the company's earnings. The achievement of any target price may be
impeded by general market and macroeconomic trends, and by other risks related to the company or the market, and may not occur if the
company's earnings differ from estimates.


http://www.nomuranow.com/research�
http://go.nomuranow.com/research/globalresearchportal/pages/disclosures/disclosures.aspx�
http://go.nomuranow.com/research/globalresearchportal/pages/disclosures/disclosures.aspx�

Nomura | Rural Electrification Corporation November 2, 2012

Disclaimers

This document contains material that has been prepared by the Nomura entity identified at the top or bottom of page 1 herein, if any, and/or, with the sole or joint
contributions of one or more Nomura entities whose employees and their respective affiliations are specified on page 1 herein or identified elsewhere in the
document. Affiliates and subsidiaries of Nomura Holdings, Inc. (collectively, the 'Nomura Group'), include: Nomura Securities Co., Ltd. (NSC') Tokyo, Japan;
Nomura International plc (‘Nlplc’), UK; Nomura Securities International, Inc. (NSI'), New York, US; Nomura International (Hong Kong) Ltd. (‘NIHK’), Hong Kong;
Nomura Financial Investment (Korea) Co., Ltd. (‘NFIK’), Korea (Information on Nomura analysts registered with the Korea Financial Investment Association
('KOFIA") can be found on the KOFIA Intranet at http:/dis.kofia.or.kr); Nomura Singapore Ltd. (‘NSL’), Singapore (Registration number 197201440E, regulated by
the Monetary Authority of Singapore); Nomura Australia Ltd. (‘NAL’), Australia (ABN 48 003 032 513), regulated by the Australian Securities and Investment
Commission ('ASIC") and holder of an Australian financial services licence number 246412; P.T. Nomura Indonesia (‘PTNI’), Indonesia; Nomura Securities Malaysia
Sdn. Bhd. (‘NSM’), Malaysia; Nomura International (Hong Kong) Ltd., Taipei Branch (‘NITB’), Taiwan; Nomura Financial Advisory and Securities (India) Private
Limited (‘NFASL’), Mumbai, India (Registered Address: Ceejay House, Level 11, Plot F, Shivsagar Estate, Dr. Annie Besant Road, Worli, Mumbai- 400 018, India;
Tel: +91 22 4037 4037, Fax: +91 22 4037 4111; SEBI Registration No: BSE INB011299030, NSE INB231299034, INF231299034, INE 231299034, MCX:
INE261299034); Nlplc, Madrid Branch (‘Nlplc, Madrid’) and Nlplc, Italian Branch (‘Nlplc, Italy’). ‘CNS Thailand’ next to an analyst's name on the front page of a
research report indicates that the analyst is employed by Capital Nomura Securities Public Company Limited (‘CNS’) to provide research assistance services to NSL
under a Research Assistance Agreement. CNS is not a Nomura entity.

THIS MATERIAL IS: (I) FOR YOUR PRIVATE INFORMATION, AND WE ARE NOT SOLICITING ANY ACTION BASED UPON IT; (Il) NOT TO BE CONSTRUED
AS AN OFFER TO SELL OR A SOLICITATION OF AN OFFER TO BUY ANY SECURITY IN ANY JURISDICTION WHERE SUCH OFFER OR SOLICITATION
WOULD BE ILLEGAL; AND (lIl) BASED UPON INFORMATION FROM SOURCES THAT WE CONSIDER RELIABLE, BUT HAS NOT BEEN INDEPENDENTLY
VERIFIED BY NOMURA GROUP.

Nomura Group does not warrant or represent that the document is accurate, complete, reliable, fit for any particular purpose or merchantable and does not accept
liability for any act (or decision not to act) resulting from use of this document and related data. To the maximum extent permissible all warranties and other
assurances by Nomura group are hereby excluded and Nomura Group shall have no liability for the use, misuse, or distribution of this information.

Opinions or estimates expressed are current opinions as of the original publication date appearing on this material and the information, including the opinions and
estimates contained herein, are subject to change without notice. Nomura Group is under no duty to update this document. Any comments or statements made
herein are those of the author(s) and may differ from views held by other parties within Nomura Group. Clients should consider whether any advice or
recommendation in this report is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. Nomura Group does
not provide tax advice.

Nomura Group, and/or its officers, directors and employees, may, to the extent permitted by applicable law and/or regulation, deal as principal, agent, or otherwise,
or have long or short positions in, or buy or sell, the securities, commaodities or instruments, or options or other derivative instruments based thereon, of issuers or
securities mentioned herein. Nomura Group companies may also act as market maker or liquidity provider (as defined within Financial Services Authority (‘FSA’)
rules in the UK) in the financial instruments of the issuer. Where the activity of market maker is carried out in accordance with the definition given to it by specific
laws and regulations of the US or other jurisdictions, this will be separately disclosed within the specific issuer disclosures.

This document may contain information obtained from third parties, including ratings from credit ratings agencies such as Standard & Poor’s. Reproduction and
distribution of third party content in any form is prohibited except with the prior written permission of the related third party. Third party content providers do not
guarantee the accuracy, completeness, timeliness or availability of any information, including ratings, and are not responsible for any errors or omissions (negligent
or otherwise), regardless of the cause, or for the results obtained from the use of such content. Third party content providers give no express or implied warranties,
including, but not limited to, any warranties of merchantability or fithess for a particular purpose or use. Third party content providers shall not be liable for any direct,
indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including lost income or profits and
opportunity costs) in connection with any use of their content, including ratings. Credit ratings are statements of opinions and are not statements of fact or
recommendations to purchase hold or sell securities. They do not address the suitability of securities or the suitability of securities for investment purposes, and
should not be relied on as investment advice.

Any MSCI sourced information in this document is the exclusive property of MSCI Inc. (‘MSCI'’). Without prior written permission of MSCI, this information and any
other MSClI intellectual property may not be reproduced, re-disseminated or used to create any financial products, including any indices. This information is provided
on an “"as is" basis. The user assumes the entire risk of any use made of this information. MSCI, its affiliates and any third party involved in, or related to, computing
or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fithess for a particular purpose with
respect to any of this information. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third party involved in, or related to,
computing or compiling the information have any liability for any damages of any kind. MSCI and the MSCI indexes are services marks of MSCI and its affiliates.
Investors should consider this document as only a single factor in making their investment decision and, as such, the report should not be viewed as identifying or
suggesting all risks, direct or indirect, that may be associated with any investment decision. Nomura Group produces a number of different types of research product
including, among others, fundamental analysis, quantitative analysis and short term trading ideas; recommendations contained in one type of research product may
differ from recommendations contained in other types of research product, whether as a result of differing time horizons, methodologies or otherwise. Nomura Group
publishes research product in a number of different ways including the posting of product on Nomura Group portals and/or distribution directly to clients. Different
groups of clients may receive different products and services from the research department depending on their individual requirements. Clients outside of the US
may access the Nomura Research Trading Ideas platform (Retina) at http://go.nomuranow.com/equities/tradingideas/retina/

Figures presented herein may refer to past performance or simulations based on past performance which are not reliable indicators of future performance. Where
the information contains an indication of future performance, such forecasts may not be a reliable indicator of future performance. Moreover, simulations are based
on models and simplifying assumptions which may oversimplify and not reflect the future distribution of returns.

Certain securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or price of, or income derived from, the investment.
The securities described herein may not have been registered under the US Securities Act of 1933 (the ‘1933 Act’), and, in such case, may not be offered or sold in
the US or to US persons unless they have been registered under the 1933 Act, or except in compliance with an exemption from the registration requirements of the
1933 Act. Unless governing law permits otherwise, any transaction should be executed via a Nomura entity in your home jurisdiction.

This document has been approved for distribution in the UK and European Economic Area as investment research by Nlplc, which is authorized and regulated by
the FSA and is a member of the London Stock Exchange. It does not constitute a personal recommendation, as defined by the FSA, or take into account the
particular investment objectives, financial situations, or needs of individual investors. It is intended only for investors who are 'eligible counterparties' or 'professional
clients' as defined by the FSA, and may not, therefore, be redistributed to retail clients as defined by the FSA. This document has been approved by NIHK, which is
regulated by the Hong Kong Securities and Futures Commission, for distribution in Hong Kong by NIHK. This document has been approved for distribution in
Australia by NAL, which is authorized and regulated in Australia by the ASIC. This document has also been approved for distribution in Malaysia by NSM. In
Singapore, this document has been distributed by NSL. NSL accepts legal responsibility for the content of this document, where it concerns securities, futures and
foreign exchange, issued by their foreign affiliates in respect of recipients who are not accredited, expert or institutional investors as defined by the Securities and
Futures Act (Chapter 289). Recipients of this document in Singapore should contact NSL in respect of matters arising from, or in connection with, this document.
Unless prohibited by the provisions of Regulation S of the 1933 Act, this material is distributed in the US, by NSI, a US-registered broker-dealer, which accepts
responsibility for its contents in accordance with the provisions of Rule 15a-6, under the US Securities Exchange Act of 1934.

This document has not been approved for distribution in the Kingdom of Saudi Arabia (‘Saudi Arabia’) or to clients other than 'professional clients' in the United Arab
Emirates (‘UAE’) by Nomura Saudi Arabia, NlIplc or any other member of Nomura Group, as the case may be. Neither this document nor any copy thereof may be
taken or transmitted or distributed, directly or indirectly, by any person other than those authorised to do so into Saudi Arabia or in the UAE or to any person located
in Saudi Arabia or to clients other than "professional clients' in the UAE. By accepting to receive this document, you represent that you are not located in Saudi
Arabia or that you are a 'professional client' in the UAE and agree to comply with these restrictions. Any failure to comply with these restrictions may constitute a
violation of the laws of the UAE or Saudi Arabia.

NO PART OF THIS MATERIAL MAY BE (I) COPIED, PHOTOCOPIED, OR DUPLICATED IN ANY FORM, BY ANY MEANS; OR (Il) REDISTRIBUTED WITHOUT
THE PRIOR WRITTEN CONSENT OF A MEMBER OF NOMURA GROUP. If this document has been distributed by electronic transmission, such as e-mail, then
such transmission cannot be guaranteed to be secure or error-free as information could be intercepted, corrupted, lost, destroyed, arrive late or incomplete, or
contain viruses. The sender therefore does not accept liability for any errors or omissions in the contents of this document, which may arise as a result of electronic
transmission. If verification is required, please request a hard-copy version.

Nomura Group manages conflicts with respect to the production of research through its compliance policies and procedures (including, but not limited to, Conflicts of
Interest, Chinese Wall and Confidentiality policies) as well as through the maintenance of Chinese walls and employee training.

Additional information is available upon request and disclosure information is available at the Nomura Disclosure web

page: http://go.nomuranow.com/research/globalresearchportal/pages/disclosures/disclosures.aspx

Copyright © 2012 Nomura International (Hong Kong) Ltd. All rights reserved.



http://dis.kofia.or.kr/�
http://go.nomuranow.com/equities/tradingideas/retina/�
http://go.nomuranow.com/research/globalresearchportal/pages/disclosures/disclosures.aspx�

