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Power Finance Corporation
CMP: INR210 TP: INR260 Buy

Financials & Valuation (INR b)
Y/E March 2013E 2014E 2015E

NII 63.0 72.7 85.7

PPP 60.2 69.8 82.6

Adj. PAT 44.7 50.8 60.1

Adj. EPS (INR) 33.8 38.5 45.5

EPS Gr. (%) 41.6 13.8 18.2

BV/Sh. (INR) 180.8 207.3 238.8

Adj. RoAA (%) 3.1 3.0 3.0

RoE (%) 20.0 19.8 20.4

Payout (%) 29.0 29.0 29.0

Valuation

P/E (x) 6.2 5.5 4.6

P/BV (x) 1.2 1.0 0.9

Div. Yield (%) 3.9 4.5 5.3

BSE Sensex S&P CNX
19,895 6,035

Bloomberg POWF IN

Equity Shares (m) 1319.9

M.Cap. (INR b)/(USD b) 277.2/5.2

52-Week Range (INR) 224/139

1,6,12 Rel.Perf.(%) 0/1/8

31 January 2013

3QFY13 Results Update | Sector: Financials

Power Finance Corp's (POWF) 3QFY13 adjusted PAT (for forex) grew 46% YoY and

10% QoQ to INR11.5b (v/s est of INR9.7b). NII grew 53% YoY and 14% QoQ to

INR16.8b (v/s est of INR15.2b). Operating profit grew 6% YoY and 12% QoQ to

INR16b (11% above our est of INR14.5b).

 Loan growth remained healthy at 26% YoY (+6% QoQ) led by disbursement

growth of 20% YoY and 24% QoQ to INR127b.

 Margins improved sharply by +76bp YoY and +33bp QoQ to 4.6%. Better yields

(+16bp QoQ and +86bp YoY) on loans and contained cost of funds (declined

19bp QoQ and 8bp YoY) led to improvement in margins. GNPAs were stable

QoQ at 92bp (v/s 97bp in 2QFY13).

 Significantly higher disbursements under financial restructuring plan of SEBs

and increasing contribution of private sector in overall disbursement is

leading to positive surprises on margins and growth.

 Though the outstanding sanctions pipeline is strong at INR1.1t (75% of o/s

loans), the disbursement/loan growth momentum could moderate given

issues in the sector. If the transitional finance and R-APDRP finance given to

SEBs are excluded, disbursement growth remains moderate.

Valuation & view: Earnings are likely to remain healthy as (a) spreads will remain

stable\improve in a falling rate cycle, (b) growth rates will be healthy and (c)

asset quality expected to be stable. The stock trades at valuations of 1x/0.9x

FY14E/15E BV of INR207/239. Maintain Buy.
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Excluding transitional finance and R-APDRP disbursements, 9MFY13
disbursements declined 4% YoY
In 3QFY13, disbursements grew 20% YoY and 24% QoQ to INR127b and in 9MFY13

disbursement growth stood at 22% YoY to INR311b. In 9MFY13, of the overall

disbursement loans given to SEBs under FRP, they contributed 30% (v/s 10% a year

ago). In 9MFY13, excluding disbursements under R-APDRP and SEB loans under FRP,

overall disbursements declined 4% YoY to INR204b.

Sanctions remained volatile and post a sharp increase in 2QFY13, it grew 6% YoY (down

40% QoQ) to INR181b. In 9MFY13, sanctions grew 23% YoY to INR608b driven by those

made to discoms in the form of transitional finance to fill their funding gaps (~35% of

incremental sanctions v/s 10% a year ago) and sanctions to transmission (+4.3x YoY,

forming 12% of incremental v/s 3% a year ago).

While discoms have not yet accepted the Financial Restructuring Plan (FRP), sanctions

have been made based on some of the stringent conditions mentioned in the FRP.

Transitional finance is given to SEBs under the financial restructuring plan of GOI.

Under this plan, SEBs which adhere to various conditions set by financiers (tariff

increase, reduction in T&D losses) will get the financing. These loans are for 10 years

wherein the SEB will have to service only interest in first 3 years and repayment will

start from the fourth year.

Quarterly performance v/s estimates and reasons for deviation (INR m)

Y/E March 3QFY13E 3QFY13A Vs Est. Comments

Net Interest Income 15,252 16,780 10 NIM up 33bp QoQ a positive surprise

YoY Gr % 39.0 53.0

Other Op. Inc. 200 90 -55

Net Op. Inc. 15,452 16,870 9

YoY Gr % 38 50

Exch. Gain/(Loss) -600 -460 -23 Currency appreciation led to lower forex loss

Total Net Income 14,852 16,410 10

YoY Gr % -3.7 6.4

Operating Expenses 390 389 0 Operating expenses remain under control

YoY Gr % 34.5 34.0

% to Income 2.6 2.4

Operating Profit 14,462 16,022 11

YoY Gr % -4.4 5.9

PPP adj for forex 15,062 16,482 9

YoY Gr % 38 51

Provisions 1,250 900 -28 POWF started making std asset provisions

PBT 13,212 15,122 14

Tax 3,501 3,940 13

Tax Rate % 26.5 26.1

PAT 9,710 11,182 15

YoY Gr % -12.4 0.9

Adjusted PAT 10,151 11,522 13 Strong topline growth and lower provisions

YoY Gr % 28.3 45.6 led to higher than est. bottomline growth

Source: Company, MOSL
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Loan growth remains healthy; transitional finance contributed 19% of
incremental loans and its share increased to 7% v/s 4% a year ago
Loans given to SEBs under FRP formed 19% of incremental loans on a TTM basis and its

share has increased to 7% v/s 3.9% a year ago. Outstanding loans in the generation

segment grew 22% YoY (+3% QoQ) to INR1.2t and T&D segment grew 17% YoY and 3%

QoQ to INR166b. Share of generation in overall loans declined to 82% v/s 84% a year

ago and T&D segment to 11.2% v/s 12% a year ago. Loans to private sector grew much

faster (+55% YoY and +5% QoQ). Thus, the share of loans to private sector increased to

12.1% from 9.8% a year ago.

Margins surprised positively; higher incremental loan contribution from
private sector and transitional finance drive margins
Yield on loans improved 86bp YoY and 16bp QoQ to 12.14%. In a falling/stable interest

rate environment, POWF reported an improvement in yield on loans over the past 3

quarters on the back of a) reduced competitive intensity; thus, providing pricing power,

b) higher share of transitional finance to SEBs and c) increased disbursements to

private sector space.

Cost of funds declined 8bp QoQ and 19bp YoY to 9.1%. On a TTM basis, 94% of the

incremental borrowing was through bonds (+85%) and forex loans (+8%), which are

relatively lower cost compared to bank term loans, thus providing benefit on cost of

funds. The share of bank term loans in overall borrowing declined to 17.5% v/s 20.4%

a year ago. Borrowings grew by 25% YoY and 6% QoQ to INR1.25t. Hence, incremental

loans and borrowings for the quarter stood at INR79b and INR65b respectively, which

too aided margin expansion.

Other highlights
POWF had submitted a roadmap to the Ministry of Finance for adhering to prudential

NBFC norms and thereby start making standard asset provisions (25bp) spread over a

period of three years, starting FY14. However, the management started making

provisions from FY13 itself. While it had not made any provisions in 1HFY13, it provided

proportionate of 9M provision of INR900m in 3QFY13 itself. From 4QFY13, it will provide

INR300m on a quarterly basis for the next 9 quarters.

Led by a higher share of loan disbursement to state government guaranteed loans,

CAR improved to 18.1% v/s 16.3% as in FY12, despite a sequential loan growth of ~6%

and YTD growth of 13%. Forex losses during the quarter stood at INR460m v/s INR240m

in 2QFY13 and a gain of INR4.2b in 3QFY12.

Valuation and view
Earnings are likely to remain healthy as (a) spreads will remain stable\improve in a

falling rate cycle, (b) growth rates will be healthy and (c) asset quality expected to be

stable. We raise the earnings estimates by ~6% for FY13E-15E to factor better margins.

The stock trades at valuations of 1x/0.8x FY14E/15E BV of INR207/239. Maintain Buy

(1.1x FY15E BV).
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POWF: One year forward P/E POWF: One year forward P/BV

We revise our estimates upwards for FY13-15 (INR b)
Old Revised Change (%)

FY13 FY14 FY15 FY13 FY14 FY15 FY13 FY14 FY15

NII 59.9 69.7 82.3 63.0 72.7 85.7 5.2 4.4 4.1

Other Income 0.7 0.8 0.9 0.5 0.5 0.6 -29.6 -28.9 -27.6

Total Income 60.6 70.4 83.2 63.5 73.3 86.3 4.8 4.0 3.8

Forex gain/(loss) -2.2 -2.2 -2.2 -1.8 -1.8 -1.8 -18.2 -18.2 -18.2

Total inc (post forex) 58.4 68.2 81.0 61.7 71.5 84.5 5.7 4.8 4.4

Operating Exps 1.5 1.7 2.0 1.4 1.7 1.9 -2.4 -2.9 -4.3

Operating Profits 56.9 66.5 79.0 60.2 69.8 82.6 5.9 5.0 4.6

Provisions 2.2 3.3 4.3 1.2 2.5 2.7 -43.8 -25.0 -37.0

PBT 54.7 63.2 74.7 59.0 67.3 79.9 7.9 6.5 7.0

Tax 14.5 16.8 19.8 15.6 17.8 21.2 7.9 6.5 7.0

Adj. PAT 41.8 48.1 56.5 44.7 50.8 60.1 6.9 5.7 6.3

Adj. RoA 2.9 2.9 2.9 3.1 3.0 3.0

Adj. RoE 18.8 19.0 19.6 20.0 19.8 20.4

Source: MOSL

Dupont Analysis: Return ratios to remain healthy (%)

Y/E March FY08 FY09 FY10 FY11 FY12 FY13E FY14E FY15E

Net Interest Income 3.3 3.6 3.8 3.6 3.5 4.4 4.3 4.3

Other Operating Income 0.5 0.4 0.2 0.4 0.4 0.0 0.0 0.0

Other Income 0.0 -0.4 0.2 0.0 -0.1 -0.1 -0.1 -0.1

Total Income 3.8 3.6 4.3 4.0 3.8 4.3 4.2 4.3

Operating expenses 0.2 0.2 0.2 0.1 0.1 0.1 0.1 0.1

Operating profits 3.7 3.4 4.1 3.9 3.7 4.2 4.1 4.2

Provisions 0.0 0.0 0.0 0.0 0.1 0.1 0.1 0.1

PBT 3.7 3.4 4.1 3.9 3.5 4.1 4.0 4.0

Taxation 1.2 0.9 0.9 1.0 0.9 1.1 1.1 1.1

RoA 2.5 2.5 3.2 2.9 2.6 3.0 2.9 3.0

Extra-ordinary 0.0 0.8 0.0 0.0 0.0 0.0 0.0 0.0

RoA post extra-ordinary 2.5 3.4 3.2 2.9 2.6 3.0 2.9 3.0

RoA (Adj. for Forex) 2.5 2.9 3.1 2.9 2.7 3.1 3.0 3.0

Leverage (x) 4.8 5.3 5.9 6.4 6.5 6.4 6.6 6.7

RoE (post extra-ordinary) 11.8 17.8 19.0 18.3 16.8 19.4 19.3 20.0

RoE (Adj. for Forex) 12.0 15.1 18.3 18.5 17.5 20.0 19.8 20.4



Power Finance Corporation

31 January 2013  5

Quarterly trends

Sanctions and disbursals pick up led by Transitional Finance

Loan Mix: Share of transitional finance increased sharply (%)

Share of term borrowings has declined, though gradually (%)

 In 9MFY13, sanctions grew 23% YoY to INR608b driven by

sanctions made to discoms in form of Transitional Finance

to fill their funding gaps.

 Loans given to SEBs under FRP formed 19% of incremental

loans on a TTM basis resulting in increased share to 7% vs

3.9% a year ago.

Loan growth remains strong

 Loans in generation segment grew 22% YoY (+3% QoQ) to

INR1.2t and T&D segment grew 17% YoY and 3% QoQ and to

INR166b.

Loan Mix: Share of private sector loans continues to rise (%)

 Share of private sector loans continues to increase as it

grows much faster than overall loans (up 55% YoY and 5%

QoQ).

Sharp improvement in margins QoQ (%)

 Better yields (+16bp QoQ and +86bp YoY) on loans and

contained cost of funds (-19bp QoQ and -8bp YoY) led to

improvement in margins.

 Proportion of bonds declines QoQ; while that of short term

loans increased, but remains volatile.
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Quarterly Snapshot

FY12 FY13 Variation (%) Cumulative Numbers

1Q 2Q 3Q 4Q 1Q 2Q 3Q QoQ YoY 9MFY12 9MFY13 YoY Gr (%)

Profit and Loss (INR m)

Net Interest Income 9,900 10,800 10,970 12,290 13,940 14,750 16,780 14 53 31,670 45,470 44

Other Income (Incl fees) 350 80 240 530 90 160 90 -44 -63 670 340 -49

Exchange gain / loss -750 -5,040 4,210 200 -770 -240 -460 92 -111 -1,580 -1,470 -7

Net total income 9,500 5,840 15,420 13,020 13,260 14,670 16,410 12 6 30,760 44,340 44

Operating Expenses 270 330 290 409 286 351 389 11 34 890 1,025 15

      Employee 194 175 176 175 189 193 193 0 10 546 575 5

      Others 76 155 114 234 97 157 196 24 72 344 449 30

Operating Profits 9,230 5,510 15,130 12,611 12,974 14,320 16,022 12 6 29,870 43,315 45

Provisions 70 0 390 960 20 -30 900 NM NM 460 890 93

PBT 9,160 5,510 14,740 11,651 12,954 14,350 15,122 5 3 29,410 42,425 44

Taxes 2,298 1,320 3,660 3,455 3,240 3,978 3,940 -1 8 7,278 11,158 53

PAT 6,862 4,190 11,080 8,196 9,714 10,372 11,182 8 1 22,132 31,268 41

Extra-orinary/ Other adjustment420 3,910 -3,170 -185 571 470 1,249 166 -139 1,160 2,290 97

Adj. PAT 7,282 8,100 7,910 8,011 10,285 10,842 12,431 15 57 23,292 33,557 44

Asset Quality

GNPA 2,380 2,380 6,330 13,580 13,750 13,620 13,630 0 115

NNPA 2,060 2,060 5,620 12,150 12,300 12,170 12,190 0 117

Gross NPAs (%) 0.23 0.22 0.54 1.04 1.02 0.97 0.92

Net NPAs (%) 0.20 0.19 0.48 0.93 0.91 0.86 0.82

PCR (%) 13.4 13.4 11.2 10.5 10.5 10.6 10.6

Ratios (%)

Cost to Income 2.8 5.7 1.9 3.1 2.2 2.4 2.4 2.9 2.3

Provision to operating profit 0.8 0.0 2.6 7.6 0.2 -0.2 5.6 1.5 2.1

Tax Rate 25.1 24.0 24.8 29.7 25.0 27.7 26.1 24.7 26.3

Total CAR 18.9 18.2 17.9 16.3 18.6 17.7 18.1 18.2 17.7

Margins Reported - Quarterly (%)

Yield on Loans 11.1 11.3 11.3 11.3 11.7 12.0 12.1 16 86

Cost of Funds 8.8 9.1 9.1 9.0 9.1 9.2 9.1 -19 -8

Spreads 2.3 2.2 2.2 2.3 2.6 2.7 3.1 35 94

NIMs 3.9 4.0 3.9 3.9 4.2 4.3 4.6 33 76

Margins Reported - Cumulative (%)

Yield on Loans 11.1 11.2 11.2 11.3 11.7 11.8 12.0 11 73

Cost of Funds 8.8 8.9 9.0 9.0 9.1 9.2 9.1 -4 13

Spreads 2.3 2.3 2.2 2.3 2.6 2.7 2.8 15 60

NIMs 3.9 3.9 3.9 3.9 4.2 4.2 4.4 13 47

Balance Sheet Data (INR b)

Shareholders Funds 193 197 208 207 217 227 229 1 10

Borrowings 865 911 999 1,101 1,140 1,180 1,245 6 25

DTL 1 1 1 1 1 3 3 -10 297

Interest subsidy funds 4 4 4 4 4 4 3 -3 -11

R APDRP Fund from GOI 0 0 0 0 0 0 0 NM NM

Current Liability and Provisions 36 34 36 43 45 47 49 5 36

Total Liabilities 1,099 1,147 1,248 1,356 1,406 1,460 1,529 5 23

Loans (Incl Int accrued) 1,041 1,104 1,180 1,301 1,347 1,408 1,483 5 26

Investments 1 1 1 1 1 1 1 3 4

Fixed Assets 1 1 1 1 1 1 1 2 2

Current Assets 57 41 58 49 46 43 39 -11 -34

Total Assets 1,099 1,147 1,248 1,356 1,406 1,460 1,529 5 23

For %age change QoQ and YoY is bp Source: Company, MOSL
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Quarterly Snapshot

                  FY11                  FY12                  FY13            Var. (%)

1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q QoQ YoY

Business Details (INR b)

Sanctions 144 297 178 158 169 152 172 195 112 315 181 -42 6

Disbursements 81 63 78 119 62 87 106 159 81 102 127 24 20

Loans 856 879 920 996 1,041 1,104 1,180 1,302 1,344 1,404 1,483 6 26

Borrowings 716 736 764 856 865 911 999 1,101 1,140 1,180 1,245 6 25

Sanctions discipline wise 144 297 178 158 169 152 172 195 112 315 181 -42 6

Generation 58 230 125 127 110 102 69 140 83 66 125 89 81

Transmission 31 3 3 7 12 1 4 9 11 30 34 14 NM

Distribution 1 1 0 1 0 44 18 6 9 1 0 -100 -100

R APDRP 22 58 43 13 37 0 47 12 0 9 22 145 -53

Others 32 5 7 9 11 4 34 27 8 208 0 -100 -100

Disburs. discipline wise 81 63 78 119 62 87 106 159 81 102 127 24 20

Generation 47 41 56 80 48 60 74 96 72 60 50 -16 -32

Transmission 4 6 9 6 5 7 8 12 3 4 6 38 -22

Distribution 3 4 4 8 4 3 4 6 3 3 2 -29 -45

R APDRP 2 6 2 13 1 5 7 3 3 5 1 -83 -87

Others 25 6 8 12 4 12 13 43 1 29 68 NM 414

Disburs. borrower wise 81 63 78 119 62 87 106 159 81 102 127 24 20

State 43 49 54 80 40 52 60 97 57 72 107 49 80

Central PSUs 17 5 13 25 5 8 15 26 2 4 2 -62 -89

Joint Sector 4 3 4 7 4 4 4 4 9 4 3 -38 -41

Private 17 7 7 6 13 23 27 32 14 22 16 -28 -41

 Loans discipline wise 856 879 920 996 1,041 1,104 1,180 1,302 1,344 1,404 1,481 6 26

Generation 706 733 778 843 880 929 992 1,074 1,136 1,182 1,212 3 22

Transmission 65 64 71 76 79 83 89 99 100 102 106 4 19

Distribution 36 38 41 47 49 50 53 57 58 59 60 0 13

Others 50 44 30 30 32 42 46 72 50 60 104 73 124

Loans borrower wise 856 879 920 996 1,041 1,104 1,180 1,302 1,344 1,404 1,481 6 26

State 565 580 601 645 672 709 749 815 841 884 954 8 27

Central PSUs 166 168 179 203 206 212 225 247 245 244 242 -1 8

Joint Sector 69 71 74 80 84 86 90 93 101 104 105 1 17

Private 57 60 66 68 79 97 116 147 157 171 180 5 55

Borrowing mix 716 736 764 856 865 911 999 1,101 1,140 1,180 1,245 6 25

Domestic Bonds 522 534 555 561 609 695 753 848 920 913 964 6 28

Foreign Bonds 8 8 8 8 8 0 0 0 0 0 0 NM NM

Term Loans 182 191 192 224 211 200 203 212 209 219 219 0 8

(Incl Rupee and foreign)

Short term loans 3 2 10 63 36 15 43 41 10 47 62 32 44

% change are in bp Source: Company, MOSL
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EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

FY13 32.8 30.1 9.0

FY14 37.5 34.1 10.0

Shareholding pattern (%)
Dec-12 Sep-12 Dec-11

Promoter 73.7 73.7 73.7

Domestic Inst 8.8 9.4 9.3

Foreign 11.1 10.3 7.8

Others 6.4 6.6 9.2

1-year Sensex rebased

Stock Info
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