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Power Finance Corporation Maintain BUY
LARGE Car

Share Data Price: Rs 368 BSE Index: 20,876 10 November 2010
Reuters code PFGBO  2QFY11 Result — Strong growth across all segments
Bloomberg code POWF IN . . .

* Power Finance Corporation (PFC) delivered a net profit growth of 9.8% YoY to Rs 7.0 bn,
Market cap. (US$ mn) 9,716

marginally below estimates, due to lower other income and higher tax provisions. NII

6Mavg daily turnover (US§ mn) 3.9 grew by 24.4% YoY to Rs 9.0 b,

Issued shares (mn) 1,148 . . .
* Robust disbursements growth of 40.4% YoY to Rs 63.4 bn was mainly driven by T&D
Target price (Rs) 416

segment and disbursements in the R-APDRP (Part B) scheme. State sector accounted for

Perf %) 1M M 12M . . . .
erformance (%) 3 2 77.1% of disbursements while private sector accounted for 10.8% of disbursements

Absolute 3 16 70 during the quarter.

Relative 0 1 33

* Sanctions increased by 83.7% to Rs 296.9 bn driven by higher sanctions in the generation

Valuation Ratios and R-APDRP segments, taking the total outstanding sanctions to Rs 1.64 trn.

Yr to 31 Mar FY11E FY12E o
* Spreads improved by 24 bps YoY to 2.7% mainly driven by lower cost of funds at 8.45%
EPS (R 24.5 30.0 . . . . .
Rs) in 2QFY11 against 8.83% in 2QFY10. Sequentially, spreads saw a dip of 5 bps due to
- (0
/- () 194 224 upfront fees paid for capital raised during the quarter.
ABV (Rg) 130.0 156.9
Outlook
+/- (%) 20.1 20.7
PER (x) 15.0 19.3 PFC is well-set to deliver strong disbursements growth of 25%+ over FY11-12E on the back
PABV (x) 938 93 of a robust sanctions pipeline of Rs 1.6 trn. Private sector is expected to be the key growth
Dividend/Yield (%) 14 L6 driver. IFC status will help expand resource base and improve the borrowing profile (ECB,

infra bonds, etc.). Moreover with 73% of the loan assets with a 3 year reset clause, we expect

Major shareholders (%
] ) spreads to sustain at 2.5%+. With CAR at 17.4% (mandatory CAR of 15% for IFCs), PFC is

Promoters %0 likely to raise equity capital by 4QFY11, though room for raising tier II capital remains. Other
Fils * income is likely to remain strong as nodal agency fees for R-APDRP and UMPP accrue.
MEs 2 Furthermore, PFC s likely to set up a consortium lending subsidiary, which is expected to
BEST's ! generate fee income (fee income of ~Rs 400 mn in FY11E). We maintain Buy with a revised
Public & Others 5 target price of Rs 416 (2.6x FY12E ABV).

Financial highlights

(Rs mn) 2QFY10  2QFY1l  YoY (%) FY10 FYIIE  YoY(%)  FYI2E  YoY (%)
Interest Earned 19,350 24,470 26.5 78,523 100,711 28.3 127,714 26.8
Interest Expended 12,150 15,510 27.7 49,180 65,323 32.8 84,173 28.9
Net Interest Income 7,200 8,960 24.4 29,343 35,388 20.6 43,542 23.0
Other Income 810 380 (53.1) 2,246 3,822 70.1 4,294 12.4
Total Income 20,160 24,850 23.3 80,769 104,532 29.4 132,009 26.3
Total Net Income 8,010 9,340 16.6 31,589 39,210 24.1 47,836 22.0
Staff’ Expenses 147 210 42.3 676 742 9.6 881 18.8
Other operating expenses 93 160 71.6 796 882 10.8 936 6.1
Operating Profit/Profitbefore tax 7,769 8,970 15.5 30,117 37,586 24.8 46,020 22.4
Provisions and contingencies (10) 2 (118.0) (17) 9 (152.4) 12 39.9
Provision for tax 1,266 2,620 107.0 6,562 9,434 43.8 11,552 22.4
Adjusted Profit 6,514 6,348 (2.5) 23,573 28,143 19.4 34,456 22.4
Extraordinary items (130) 660 (607.7) - - NA - NA

Reported Profit 6,384 7,008 9.8 23,573 28,143 19.4 34,456 22.4
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Key highlights
Strong business momentum continues...
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Strong disbursements growth driven by T&D and R-APRDP segment ~ Private sector share increasing
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Spreads improve with decline in cost of funds
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IncomeStatement Key Ratios
Yr end 31 Mar (Rs mn) FY09 FY10 FY11E FYI12E Yr end 31 Mar FY09 FY10 FY11E FYI12E
Interest income 63,388 78,523 100,711 127,714 Operational & financial ratios (Rs)
Interest expense 40,893 49,180 65,323 84,173 EPS 17.9 905 945 30.0
Net Interest Income 22,495 29,343 35,388 43,542
Book Value 94.0 108.2 130.0 157.0
Growth (%) 32.2 30.4 20.6 23.0
Other Income 2,4-4-8 2,24-6 3,822 4_’294_ AdJu%th Book Value 94.0 108.2 130.0 156.9
Total netincome 24,943 31,589 39,210 47,836 DPS 4.0 4.5 5.0 6.0
Growth (%) 26.3 26.6 24.1 22.0 Profitability ratios (%)
Staff expenses 424 676 742 881 i
Yield on advances 10.9 10.9 11.2 11.3
Other expenses 4,575 796 882 936
Operating Profitt 19,944 30,117 37,586 46,020 | | Cost of Funds 8.6 8.1 8.5 8.7
Growth (%) 11.6 51.0 24.8 22.4| | Spread 2.3 2.7 2.7 2.6
Provisions and contingencies 39 (17) 9 12 NIM 3.9 4.1 3.9 3.9
Prior period adjustement 0 1 0 0 Performance ratios (%)
Profit before tax & 19,905 30,135 37,577 46,008
. . RoAA 3.2 3.1 3.0 2.9
extraordinary items
Growth (%) 10.4 51.4 24.7 22.4 RoAE 18.9 19.0 19.4 19.8
Tax (current+deferred) 205 6,562 9,434 11,552 Core RoAA 3.2 3.1 3.0 2.9
o - -
Tax rate (%) 10 218 25.1 25111 Core RoAE 18.9 19.0 19.4 19.8
Net profit after tax & 19,700 23,573 28,143 34,456
. . 10
before extraordinary Items Asset quality ratios (%)
Growth (%) 61.2 19.7 19.4 22.4 Gross NPLs 0.0 0.0 0.0 0.0
Reported net pI‘Oﬁt 19,700 23,573 28,143 34,456 Net NPLs 0.0 0.0 0.0 0.0
Growth (% 63. 19.7 19.4 4
rowih (%) ? 22 Net NPLs/Net worth 0.1 0.0 0.0 0.0
Capitalisation ratios (%
Balance Sheet P (%)
Equity/Total assets 16.9 15.6 15.0 14.4
Yrend 31 Mar (Rsmn) FYO09 FY10 FY11E FYI12E
Loans/Assets 94.5 94.2 95.1 95.8
Loans & Advances 644,290 798,558 1,003,064 1,257,368
Efficiency ratios (%)
Investments 359 314 361 416
Current Assets, Loans and 36,692 48,155 50,580 53,524 | | Cost/Income 20.0 47 4.1 3.8
advances Cost/Assets 0.8 0.2 0.2 0.2
Fixed assets (Net block) 752 745 797 837 Productivity ratios (Rs mn)
Total t 682,092 847,772 1,054,811 1,312,145
otalassets ? ’ e e Staff cost per employee 1.4 2.0 2.2 2.5
Assets per employee 2,200 2,569 3,196 3,749
Loans 530,691 677,719 860,964 1,081,554
Current Liabilitis & prov. 35,768 36,975 35,365 40,732 | | OPtgrevenue peremployee 80 96 119 137
Deferred Tax Liability & 555 470 446 424 | | Optg expense per employee  16.1 +.5 +.9 5.2
int subsidy Adjusted net profit per employee 64 71 85 98
Total liabilities 567,013 715,164 896,774 1,122,710 . .
Valuation ratios (x)
) PER 21.4 17.9 15.0 12.3
Share capital 11,478 11,478 11,478 11,478
Reserves & surplus 103,601 121,130 146,559 177,957 | | Price/ Book value 3.9 3.4 2.8 2.3
Networth 115,078 132,608 158,036 189,435 | | Price/Adjusted book 3.9 3.4 2.8 2.3
Total equity & liabilities 682,092 847,772 1,054,811 1,312,145 Yield (%) 1.1 1.2 1.4 1.6
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Analyst Declaration: We, Vishal Sheth & Sachit Motwani, hereby certify that the views expressed in this report accurately reflect our personal views about

the subject securities and issuers. We also certify that no part of our compensation was, is, or will be, directly or indirectly, related to the specific
recommendation or view expressed in this report.
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B&K Universe Profile
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B&K Securities is the trading name of Batlivala & Karani Securities India Pvt. Ltd.

B&K Investment Ratings:

1. BUY: Potential upside of > +25% (absolute returns)
2. OUTPERFORMER: 0 to +25%

3. UNDERPERFORMER: 0 to -25%
4

SELL: Potential downside of < -25% (absolute returns)

All rights reserved. No part of this publication may be reproduced, stored in a retrieval system, or transmitted, in any form or by any means, clectronic,
mechanical, print, publishing, photocopying, recording or otherwise without the permission of Batlivala & Karani Securities India Pvt. Ltd. Any unauthorized
act in relation to all or any part of the material in this publication may call for appropriate statutory proceedings.

The information contained herein is confidential and is intended solely for the addressee(s). Any unauthorized access, use, reproduction, disclosure or
dissemination is prohibited. This information does not constitute or form part of and should not be construed as, any offer for sale or subscription of or any
invitation to offer to buy or subscribe for any securities. The information and opinions on which this communication is based have been complied or arrived
at from sources believed to be reliable and in good faith, but no representation or warranty, express or implied, is made as to their accuracy, correctness and
are subject to change without notice. Batlivala & Karani Securities India P Ltd and/ or its clients may have positions in or options on the securities mentioned
in this report or any related investments, may effect transactions or may buy, sell or offer to buy or sell such securities or any related investments. Recipient/s
should consider this report only for secondary market investments and as only a single factor in making their investment decision. The information enclosed
in the report has not been vetted by the compliance department due to the time sensitivity of the information/document. Some investments discussed in this
report have a high level of volatility. High volatility investments may experience sudden and large falls in their value causing losses when the investment is
realized. Those losses may equal your original investment. Some investments may not be readily realizable and it may be difficult to sell or realize those
investments, similarly it may prove difficult for you to obtain reliable information about the value, risks to which such an investment is exposed. Neither B&K
Securities nor any of its affiliates shall assume any legal liability or responsibility for any incorrect, misleading or altered information contained herein.
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