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Good Company - - Priced In

REC Q2FY10 is better than our expectation where in for the quarter PAT has grown up by 60% YoY &|Sensex 16052
5% QoQ, on account of robust loan book growth of 32% YoY, with stable interest spread of 3.35% as| Nifty 4750
compare to 3.36% in Q2FY09. Assets quality remained healthy with gross NPA at 0.04%. Stock Data
BSE Code 532955
Particular (Rsmn) Q2FY10 Q2FY09 Q1FY10 YoY% QoQ% NSE Code RECLTD
Interest Earned 15,836 11,180 14,609  42% 8% Bloomberg RECLIN
Reuters RURL.BO
Interest Expended 9,413 6,692 8,735 41% 8% Shares Issued (mn) 858.66
Market Cap (Rs mn) 1,69,413
NII 6,423 4,488 5,874 43% 9% 52 WK H/L (Rs) 225/54
Face Value (Rs 10
Other Income 393 556 480 -29% -18% ] (Rs)
Avg. daily vol. (12m) 3,81,041
Total Income 6,816 5,043 6,354 35% 7% Absolute Return (%)
1m 3m 12m
Operating Expenses 351 393 300 -11% 17% Absolute @) 5 202
PPP 6,466 4,651 6,054  39% 7% Rel.toSensex 3 ___(1) 125
Provisions &
Contingencies 1 - 1 -31%
Provision for Taxes 1,521 1,563 1,335 -3% 14%

Net Profit 4,944 3,088 4,718 60% 5%




Result Highlights

Outstanding Sanction of 0.8trn provide strong visibility on loan growth: Loan
disbursal for the quarter grew YoY by 16% at Rs 55bn, however sanction for the
quarter grew by 8% YoY at Rs 163bn out of which transmission & distribution
activity led the race with a sanction of Rs 67bn .We remain status quo on our loan
growth estimate of 27% CAGR for FY09-11E as compare to aggressive credit
growth guidance by the management

Margin still above 3%: Reported Yield on assets reduces marginally by 12bps QoQ
to 11% incremental loan at lower rate. Due to replacement of low rate capital
bond with high cost fund led to an increase in cost of fund by 5bps QoQ. Which in
total resulted to a reduction of 17 bps QoQ in interest spread to 3.35%. We
expect that the NIM to remain above 3% in FY10E-11E due to pricing & reprising of
loan book at a higher rate.

Asset Quality: Gross NPA in quarter at Rs 210mn as compare to Rs 320mn in
Q1FY10 resulted to a GNPA of 0.04% & Net NPA still stood at Zero of loan
outstanding. We expect that with the majority of lending is to the government
backed projects so the NPL level to remain below 1%.

Government approves capital raising plan: REC got a nod from GOI to raise fresh
equity to the tune of 15% of current equity and government will divest 5%. We
have factor equity issuance at a price of Rs195/- in our calculation. Management
indicate that REC will rollout FPO in Q4FY10E
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Valuation: At CMP of Rs.199 REC is currently trading at 1.9x & 1.6x of its ABV of
FY10E & 11E respectively. With the thrust of government for rural electrification
& there plan on it led funding requirement for transmission & distribution around
Rs 3.5tn, which we expect give ample visibility for REC to grow, still the current
sanction limit gives robust visibility. We maintain our RONW of REC in range of
16-18% and ROAA estimate of 2.2-2.6%. With a robust visibility & thrust on power
sector we had expected the rerating in power & Infrastructure finance companies
but as the Stock has rallied by 150% from our recommended price of Rs 80 (Jan09)

in eight month so we have downgraded the stock to Sell. With approval from 0.40
government for a FPO we expect some speculation in price as a possibility 8388338833333 233383
SSSS8S8SSJ 8888888888
. . . : S355r323986335588
Concern: We expect that current price is factoring the FPO pricing to be in range \ SIS s gy A S g‘

of Rs180-200, any upward pricing will only give visibility for further upside from

current levels. w
Global.



Financials

Income Statement (Rs mn)

Year ended

Interest income
Interest expenses
Net Interest Income
Non Interest income
Operating income
Operating expenses
Pre-provisions profit
Provisions &
Contingencies

Tax

Net Profit

EPS

FYO8

33,610

20,624

12,986

1,768

14,754

1,628

13,126

452

12,673

10

FYO09

46,650

28,970

17,680

2,680

20,360

1,127

19,233

24

6,488

12,721

15

FY10E

55,631

33,089

22,542

2,254

24,796

1,179

23,617

183

6,093

17,341

18

FY11E

69,834

42,857

26,977

2,698

29,675

1,233

28,442

994

8,234

19,213

19

Balance Sheet (Rs mn)

Year ended
Owned Fund
Borrowed Fund
Total equity &
liabilities

YOY Growth %
Cash & Bank Balance
Investment
Advances

Fixed Assets
Other Net Assets

Total assets

Abvps

FYO08

53,678

342,820

396,498

12,530

11,474

393,165

772

(21,444)

396,497

60

FYO09

62,179

448,512

510,691

29%

16,763

10,074

513,810

785

(30,741)

510,691

72

FY10E

102,383

569,610

671,994

32%

28,481

10,175

637,124

903

(4,689)

671,994

104

FY11E

121,597

729,101

850,698

27%

36,455

10,276

828,262

1,038

(25,333)

850,698

121
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Ratios

Profitability Ratio FY08 FY09 FY10E FY1l1E Du Pond Analysis FY08 FY09 FY10E FY11E

NII/Avg.total assets 3.0% 3.2% 3.7% 3.5%
NIM Computed 3.1% 3.3%  3.3%  3.1% J ' ' ' '
Operating Exp/Net Non-Interest Income/

Avg.total assets 0.4% 0.5% 0.4% 0.3%
Income 12.5%  6.4%  5.2%  4.6% g : : : :

Operating
RONW 16.0% 20.5% 16.9% 15.8% expenses/Avg.total assets 0.4% 0.2% 0.2% 0.2%

Provisions/Avg.total assets 0.0% 0.0% 0.0% 0.1%
ROAA 2.0% 2.3% 2.6% 2.2%

Tax/Avg.total assets 1.1% 1.2% 1.0% 1.1%
Equity/ Total Assets 12.5% 11.1% 15.1% 13.9% Avg Asset / Avg Eq 8.0 9.0 6.0 6.4
Growth FY08 FY09 FY10E FY11E Asset Quality FYO8 FYO9 FY10E FY11E
Credit 23.9% 31.0% 24.0% 30.0%  Gross NPA Absolute (Rs in mn) 3220.0 690.0 828.3 3313.0
Borrowing 13.2% 31.0% 27.0% 28.0%  Net NPA Absolute (Rs in mn) 2400.0 210.0 165.7 1656.5
Balance Sheet 0.0% 30.1% 21.2% 29.5%  Gross NPA % 0.8% 0.1% 0.1% 0.4%
Net Profit 0.0% 47.9% 36.3% 10.8%  Net NPA % 0.6% 0.0% 0.0% 0.2%
Book value 0.0% 15.8% 43.2% 18.8%  Provision Coverage 25.5% 69.6% 80.0%  50.0%
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Disclaimer

Disclosures and Disclaimers

MF Global Sify Securities India Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equities Derivatives and Private Client Group. This report has been prepared
by Private Client Group. The views and opinions expressed in this document may or may not match or may be contrary at times with the views, estimates, rating, target price of the other equity
research groups of MF Global Sify Securities India Pvt. Ltd.

This report is issued by MF Global Sify Securities India Pvt. Limited which is regulated by SEBI. MF Global Sify Securities India Pvt. Ltd. is a subsidiary of MF Global Overseas Ltd. References to
"MFGSSIPL" or “Firm” in this report shall mean MF Global Sify Securities India Pvt. Limited unless otherwise stated. This report is prepared and distributed by MFGSSIPL for information purposes only
and neither the information contained herein nor any opinion expressed should be construed or deemed to be construed as solicitation or as offering advice for the purposes of the purchase or sale of
any security, investment or derivatives. The information and opinions contained in the Report were considered by MFGSSIPL to be valid when published. The report also contains information provided to
MFGSSIPL by third parties. The source of such information will usually be disclosed in the report. Whilst MFGSSIPL has taken all reasonable steps to ensure that this information is correct, MFGSSIPL
does not offer any warranty as to the accuracy or completeness of such information. Any person placing reliance on the report to undertake trading does so entirely at his or her own risk and MFGSSIPL
does not accept any liability as a result. Securities and Derivatives markets may be subject to rapid and unexpected price movements and past performance is not necessarily a guide to future
performance.

This report does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who may receive this report. Investors must undertake
independent analysis with their own legal, tax and financial advisors and reach their own regarding the appropriateness of investing in any securities or investment strategies discussed or recommended
in this report and should understand that statements regarding future prospects may not be realized. In no circumstances it be used or considered as an offer to sell or a solicitation of any offer to buy
or sell the Securities mentioned in it. The information contained in the research reports may have been taken from trade and statistical services and other sources, which we believe are reliable. MF
Global Sify Securities India Pvt. Ltd. or any of its group companies do not guarantee that such information is accurate or complete and it should not be relied upon as such. Any opinions expressed
reflect judgments at this date and are subject to change without notice

Important These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research report is subject to all aspects of these
disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is available on request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the research analyst’s personal views
about all of the subject issuers and/or securities, that the analyst have no known conflict of interest and no part of the research analyst’s compensation was, is or will be, directly or indirectly, related
to the specific views or recommendations contained in this research report. The Research Analyst certifies that he /she or his / her family members does not own the stock(s) covered in this research
report.

Independence: MF Global Sify Securities India P. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment banking services from, the subject
issuers in the past twelve (12) months, and the Firm does not anticipate receiving or intend to seek compensation for investment banking services from the subject issuers in the next three (3) months.
The Firm is not a market maker in the securities mentioned in this research report, although it or its affiliates may hold either long or short positions in such securities. The Firm does not hold more
than 1% of the shares of the company(ies) covered in this report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or particular requirements of any individual
recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors. Each investor must make its own determination as to the appropriateness of any
securities referred to in this research report based upon the legal, tax and accounting considerations applicable to such investor and its own investment objectives or strategy, its financial situation and
its investing experience. The value of any security may be positively or adversely affected by changes in foreign exchange or interest rates, as well as by other financial, economic or political factors.
Past performance is not necessarily indicative of future performance or results.

Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that the Firm and the research analyst believe to be reliable, but neither the Firm nor the
research analyst represents or guarantees that the information contained herein is accurate or complete and it should not be relied upon as such. Opinions expressed herein are current opinions as of
the date appearing on this material and are subject to change without notice.

Furthermore, the Firm is under no obligation to update or keep the information current.

Copyright: The copyright in this research report belongs exclusively to the Firm. All rights are reserved. Any unauthorized use or disclosure is prohibited. No reprinting or reproduction, in whole or in
part, is permitted without the Firm’s prior consent, except that a recipient may reprint it for internal circulation only and only if it is reprinted in its entirety.

Caution: Risk of loss in trading in can be substantial. You should carefully consider whether trading is appropriate for you in light of your experience, objectives, financial resources and other relevant

circumstances. M
MF Global Sify Securities India Pvt. Limited.

2nd Floor, C-Block, Modern Centre, Mahalaxmi, Mumbai-400 011 GIObaI .



