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> BUY Rural Electrification Corp(RECL)
Company Update Rise in NPL an aberration, Concerns overdone
Analyst Investors have been selling the RECL stock for the past 6 months due to
Xaassaa:tt@gi?rl\yjng.co.in its high exposure to central and state power projects. In recent times,
(022) 66232611 gov’'t power utilities have been going thru liquidity pressure. Thus,
despite assurances, doubts persist on their repayment capacity. RECL
Price Rs175 clarified that though a small NPL had appeared on its book for the first
Target Rs274 time in Q1, all of its funded projects including the big loan given to Tamil
BSE Index 17,065 Nadu state utility are safe. Y-T-D the RECL stock is down 44%, which
reduces its P/BV to 1.2x vs. avg of 1.8x since its listing in 2008. We like
Historical Chart Graph RECL due to cheap P/BV multiple and attractive ROE of 22%. BUY
(%)
28 Healthy loan growth of 24% for Q1, Maintain FY12F target of 20%
_zg RECL continues to lend to gov’t projects, which form 89% of total
-40 loans with several projects having achieved fuel linkage and land
-60 4 ' ' acquisitions and have strong viability. To reduce skew towards gov’t
e ™™ power projects RECL doubled loans to private corporates during Q1.
— P - Q1 NIM unchanged due to loan re-pricing, low cost of funds
pbsolute (%) 13.0 213 30.2 For Q1 RECL maintained NIM of 4.3% because its yield on loans to gov’t
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Relative (%)  -10.5 -12.9 -22.7 utilities increased 50bp and that from private companies was up 100bp.
RECL’s avg borrowing cost of 8% (+21bp) is still cheap due to low-cost
sources such as tax-free bonds (58% of total) and foreign borrowings

Stock Information (11% of total).

Ticker code RECL

New borrowings of Rs225bn from local debt, Rs75bn from overseas debt
RECL is aggressively increasing its foreign borrowings to keep overall cost

INDIA

Market cap (USSbn) 3.8

52-week high (Rs) 410 of debt at 8%. Recently it mobilized US$S300m from an overseas bond

52-week low (Rs) 163  issue and another US$250m thru another bond issue this month. It is also

Shares issued (m) 988  planning a USS1bn, convertible bond at a coupon of 2% soon.

6m avg d.vol (USSm) 13.9

Free float (%) 35 stock is oversold at 52 week low, Our TP of Rs274 based on P/BV of 1.8x

Major shareholders (%) . . . .

Gov't of India ccg We believe, the negative perception of many more defaults in power

FIls 19.0 utility sector is exaggerated because state gov’t have guaranteed
payment for their utilities. An increase in electricity tariff by many utilities

Statutory Auditor is likely to avert a crisis in the near term.

EaG“ZZ'nf‘aE?& o Year End March 31 FY09 FY10 FY11l FY12F FY13F
Revenue (Rs bn) 20.5 28.5 36.8 44.1 50.5
Recurring Net Profit (Rs bn) 12.7 20.2 25.8 30.7 35.1
Recurring EPS(Rs) 14.8 21.9 26.2 31.1 35.5

Key Indicators (FY12F) Growth (%) 41.0 47.7 19.5 18.8 14.1

ROE (%) 22.1 ROE (%) 22.0 23.4 21.6 22.1 21.6

m m 2; Gross NPL (%) 0.1 0.0 0.0 0.1 0.1

Loan Growth (%) 200 _PER(X) 11.8 8.0 6.7 5.6 4.9
P/BV (x) 2.4 1.5 1.3 1.2 1.0

SEE APPENDIX | FOR IMPORTANT DISCLOSURES AND ANALYST CERTIFICATIONS
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Sudden rise in NPL is not an
indicator of more in pipeline

Exposure to Tamil Nadu
utility at 8% of total loans is
safe

Exposure to a weakened gas
power project in AP is small

FY12F - Gross NPL to be contained at 0.1% of loans

Recently, due to the increased losses of state power utilities and high
prices of coal, the asset quality of power sector financiers has come under
scanner. We believe, RECL is well placed to protect its asset quality from
any major deterioration.

RECL’s gross NPL moved up to 0.31% for Q1FY12 from nil last year due to
default by Maheswar Hydel power project in the state of Madhya Pradesh
(MP). RECL has an exposure of Rs2.5bn, in this project. RECL made a
provision of Rs0.25bn in Q1 due to this. It is hopeful of this project
starting production in FY13 because 1) it is already 85% complete, 2) its
promoters are trying to bring in additional equity of Rsllbn and 3) the
project is guaranteed by the MP gov’t.

RECL’s exposure to power utilities in the state of Tamil Nadu is Rs70bn.
RECL clarified that the possibility of default is unlikely because 1) the
state utility came out with a bond issue of Rs50bn with guarantee from
Government of Tamil Nadu, 2) after Oct, the tariff would be increased
and 3) state gov't is clearing pending subsidy payment to the utilities.

RECL stated that there was a delay in payment for one or two quarters in
case of a gas-based power project in the state of Andhra Pradesh. Its
exposure of Rs2.2bn is 0.3% of total loans. However, there is no default
so far in case of this project.

Asset quality (Rs bn)

Particulars Q1FY11 Q2FY11 Q3FY11l Q4FY11l Q1FY12
Gross NPL 0.2 0.2 0.2 0.2 2.7
Net NPL 0.02 0.02 0.02 0.02 2.3
Provisions 0.2 0.2 0.2 0.2 04

Source: Company data
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QUARTERLY FINANCIALS (Yr to Mar)
Company description: PROFIT & LOSS (Rs bn) Q1FY11 Q2FY11l Q3FY1l Q4FY1l QIFY12
RECL promoted by gov't of India Interest income 18.8 19.9 20.9 216 23.1
(which holds 66.8%) is engaged Interest expenses 11.0 12.1 12.4 13.0 14.0
in the financing and promotion Net interest income 7.8 7.8 8.5 8.5 9.1
of rural electrification projects. Non interest income 0.5 0.9 0.9 1.5 0.6
They provide assistance to Operating Income 8.3 8.7 9.4 10.0 9.7
state, central and private sector Operating expenses 0.3 0.4 0.4 0.6 0.5
power utilities. Pre provision profits 7.9 8.4 9.0 9.5 9.2
Provisions - 0.0 - 0.0 0.3
Investment thesis: Profit before tax 7.9 8.4 9.0 9.5 9.0
We forecast strong ROE of 22.1% Tax ] 2.1 2.2 24 2.5 2.3
and ROA of 3.2% for FY12F due to Net profit >-9 6.2 6.6 7.0 6.6
AUM growth of 20% and stable EPS (Rs) 5.9 6.3 6.7 71 6.7
NIM of 4.3% Fully diluted shares (m) 987.5 9875 9875 9875  987.5
Ratios (%) Q1FY11l Q2FY11l Q3FY11l Q4FY1l QIFY12
Gross NPL 0.03 0.03 0.03 0.02 0.31
Net NPL 0.00 0.00 0.00 0.00 0.26
Cost-income ratio 4.1 4.4 4.1 5.6 5.1
Effective Tax rate 26.0 26.0 26.3 26.0 26.1
Loan loss coverage 90.0 90.0 90.0 90.0 15.9

Source: Company data
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CONSOLIDATED YEARLY FINANCIALS (Yr to Mar)

PROFIT & LOSS (Rsm) FY09 FY10 FY11 FY12F FY13F
Interest income 47,946 65,383 82,583 103,541 126,052
Interest expenses 28,874 38,961 48,510 62,616 79,255
Net interest income 19,073 26,423 34,073 40,925 46,797
Processing fees 134 425 530 636 769
Other income 1,285 1,667 2,209 2,532 2,957
Operating Income 20,492 28,515 36,812 44,093 50,524
Operating expenses 1,238 1,704 1,818 2,155 2,597
Pre provision profits 19,254 26,811 34,994 41,938 47,927
Provisions 34 2 2 365 473
Operating profits 19,220 26,809 34,991 41,573 47,454
Non-operating items - - - - -
Profit before tax 19,220 26,809 34,991 41,573 47,454
Income tax 6,488 6,585 9,143 10,862 12,399
Prior period items 4 1 - - -
Net profit 12,735 20,225 25,849 30,711 35,055
EPS (Rs) 14.8 219 26.2 31.1 35.5
EPS, diluted (Rs) 14.8 21.9 26.2 31.1 355
Key Assumptions FY09 FY10 FY11 FY12F FY13F
AUM (Rs bn) 507 660 817 984 1,189
Generation (Rs bn) 175 240 346 415 503
% growth 73 37 44 20 21
Transmission and distribution (Rs bn) 293 367 418 505 612
% growth 20 25 14 21 21
AUM growth (%) 31 30 24 20 21
NIM (bps) 403 434 443 429 397
Provision (% of average loans) 0.0 0.0 0.0 0.0 0.0
Non interest income growth (%) 496.3 47.4 30.9 15.7 17.6
RATIOS (%) FY09 FY10 FY11 FY12F FY13F
Profitability indicators
ROA 2.6 3.3 33 3.2 2.9
ROE 22.0 23.4 21.6 22.1 21.6
Net profit growth 41.0 47.7 19.5 18.8 14.1
PPOP growth 42.0 39.2 30.5 19.8 14.3
Core earnings growth (NIl + fees) 30.9 39.8 28.9 20.1 145
Non-interest income / total income (%) 6.9 7.3 7.4 7.2 7.4
Cost / income (%) 6.0 6.0 49 4.9 5.1
Interest margins
Net interest Spread (%) 3.9 4.3 4.4 45 4.4
Gross yield (%) 10.3 10.9 10.9 11.2 11.3
Funding cost (%) 6.4 6.6 6.5 6.8 6.9
Borrowing cost(%) 7.3 7.7 7.7 8.0 8.1
Balance sheet
Borrowings growth (%) 311 245 251 25.0 25.0
Net loans / borrowings (%) 114.3 118.8 117.3 112.9 109.6
Borrowings / liabs (%) 92.3 95.7 95.0 95.2 95.5
Total CAR (%) 13.4 16.1 19.1 17.2 16.2
Tier 1 CAR (%) 13.4 16.1 19.1 17.2 16.2
Asset-to-equity gearing 8.9 6.3 6.7 7.1 7.5
Asset quality
Gross NPLs (Rs bn) 0.7 0.2 0.2 0.7 1.4
Net NPLs (Rs bn) 0.2 0.0 0.0 0.1 0.3
Gross NPL / loans (%) 0.1 0.0 0.0 0.1 0.1
LLR / NPL (%) 69.5 90.0 90.0 78.5 75.2
Others
Effective tax rate 33.8 24.6 26.1 26.1 26.1
BALANCE SHEET (Rsm) FY09 FY10 FY11 FY12F FY13F
Bank balances 18,883 13,942 28,668 61,930 100,190
Investments (net) 10,048 9,098 8,123 9,748 11,698
Loans 514,293 664,706 821,501 988,737 1,199,308
Loan loss reserves 479 180 180 545 1,018
Loans (net) 513,814 664,526 821,321 988,193 1,198,290
Fixed and other current assets 5,980 8,206 7,238 8,623 10,347
Total assets 548,725 695,772 865,350 1,068,493 1,320,525
Secured loans 376,137 462,447 462,674 578,343 722,929
Unsecured loans 73,223 97,035 237,364 296,705 370,881
Total borrowings 449,360 559,482 700,038 875,048 1,093,810
Current liabilities and provisions 37,434 25,247 37,037 43,707 51,747
Total Liabilities 486,793 584,730 737,076 918,755 1,145,557
Shareholders' equity 61,932 111,043 128,274 149,738 174,968
BVPS 72 120 130 152 177
ABVPS 72 120 130 152 177

Source: Company data, KESI estimates
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following expected price
performance within 12 months:

+15% and above: BUY
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APPENDIX I: TERMS FOR PROVISION OF REPORT, DISCLOSURES
AND
DISCLAIMERS

This report, and any electronic access to it, is restricted to and intended only for clients of Kim Eng Research Pte. Ltd. ("KER") or a
related entity to KER (as the case may be) who are institutional investors (for the purposes of both the Singapore Securities and
Futures Act (“SFA”) and the Singapore Financial Advisers Act (“FAA”)) and who are allowed access thereto (each an "Authorised
Person") and is subject to the terms and disclaimers below.

IF YOU ARE NOT AN AUTHORISED PERSON OR DO NOT AGREE TO BE BOUND BY THE TERMS AND DISCLAIMERS SET OUT BELOW,
YOU SHOULD DISREGARD THIS REPORT IN ITS ENTIRETY AND LET KER OR ITS RELATED ENTITY (AS RELEVANT) KNOW THAT YOU NO
LONGER WISH TO RECEIVE SUCH REPORTS.

This report provides information and opinions as reference resource only. This report is not intended to be and does not constitute
financial advice, investment advice, trading advice or any other advice. It is not to be construed as a solicitation or an offer to buy
or sell any securities or related financial products. The information and commentaries are also not meant to be endorsements or
offerings of any securities, options, stocks or other investment vehicles.

The report has been prepared without regard to the individual financial circumstances, needs or objectives of persons who receive
it. The securities discussed in this report may not be suitable for all investors. Readers should not rely on any of the information
herein as authoritative or substitute for the exercise of their own skill and judgment in making any investment or other decision.
Readers should independently evaluate particular investments and strategies, and are encouraged to seek the advice of a financial
adviser before making any investment or entering into any transaction in relation to the securities mentioned in this report. The
appropriateness of any particular investment or strategy whether opined on or referred to in this report or otherwise will depend
on an investor’s individual circumstances and objectives and should be confirmed by such investor with his advisers independently
before adoption or implementation (either as is or varied). You agree that any and all use of this report which you make, is solely at
your own risk and without any recourse whatsoever to KER, its related and affiliate companies and/or their employees. You
understand that you are using this report AT YOUR OWN RISK.

This report is being disseminated to or allowed access by Authorised Persons in their respective jurisdictions by the Kim Eng
affiliated entity/entities operating and carrying on business as a securities dealer or financial adviser in that jurisdiction (collectively
or individually, as the context requires, "Kim Eng") which has, vis-a-vis a relevant Authorised Person, approved of, and is solely
responsible in that jurisdiction for, the contents of this publication in that jurisdiction.

Kim Eng, its related and affiliate companies and/or their employees may have investments in securities or derivatives of securities
of companies mentioned in this report, and may trade them in ways different from those discussed in this report. Derivatives may
be issued by Kim Eng its related companies or associated/affiliated persons.

Kim Eng and its related and affiliated companies are involved in many businesses that may relate to companies mentioned in this
report. These businesses include market making and specialised trading, risk arbitrage and other proprietary trading, fund
management, investment services and corporate finance.

Except with respect the disclosures of interest made above, this report is based on public information. Kim Eng makes reasonable
effort to use reliable, comprehensive information, but we make no representation that it is accurate or complete. The reader
should also note that unless otherwise stated, none of Kim Eng or any third-party data providers make ANY warranties or
representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have
liability for any damages of any kind relating to such data.

Proprietary Rights to Content. The reader acknowledges and agrees that this report contains information, photographs, graphics,
text, images, logos, icons, typefaces, and/or other material (collectively “Content”) protected by copyrights, trademarks, or other
proprietary rights, and that these rights are valid and protected in all forms, media, and technologies existing now or hereinafter
developed. The Content is the property of Kim Eng or that of third party providers of content or licensors. The compilation
(meaning the collection, arrangement, and assembly) of all content on this report is the exclusive property of Kim Eng and is
protected by Singapore and international copyright laws. The reader may not copy, modify, remove, delete, augment, add to,
publish, transmit, participate in the transfer, license or sale of, create derivative works from, or in any way exploit any of the
Content, in whole or in part, except as specifically permitted herein. If no specific restrictions are stated, the reader may make one
copy of select portions of the Content, provided that the copy is made only for personal, information, and non-commercial use and
that the reader does not alter or modify the Content in any way, and maintain any notices contained in the Content, such as all
copyright notices, trademark legends, or other proprietary rights notices. Except as provided in the preceding sentence or as
permitted by the fair dealing privilege under copyright laws, the reader may not reproduce, or distribute in any way any Content
without oRsaining permission of the owner of the copyright, trademark or other proprietary right. Any authorised/permitted
distribution is restricted to such distribution not being in violation of the copyright of Kim Eng only and does not in any way
represent an endorsement of the contents permitted or authorised to be distributed to third parties.
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Additional information on mentioned securities is available on request.
Jurisdiction Specific Additional Disclaimers:

THIS RESEARCH REPORT IS STRICTLY CONFIDENTIAL TO THE RECIPIENT, MAY NOT BE DISTRIBUTED TO THE PRESS OR OTHER MEDIA,
AND MAY NOT BE REPRODUCED IN ANY FORM AND MAY NOT BE TAKEN OR TRANSMITTED INTO THE REPUBLIC OF KOREA, OR
PROVIDED OR TRANSMITTED TO ANY KOREAN PERSON. FAILURE TO COMPLY WITH THIS RESTRICTION MAY CONSTITUTE A
VIOLATION OF SECURITIES LAWS IN THE REPUBLIC OF KOREA. BY ACCEPTING THIS REPORT, YOU AGREE TO BE BOUND BY THE
FOREGOING LIMITATIONS.

THIS RESEARCH REPORT IS STRICTLY CONFIDENTIAL TO THE RECIPIENT, MAY NOT BE DISTRIBUTED TO THE PRESS OR OTHER MEDIA,
AND MAY NOT BE REPRODUCED IN ANY FORM AND MAY NOT BE TAKEN OR TRANSMITTED INTO MALAYSIA OR PROVIDED OR
TRANSMITTED TO ANY MALAYSIAN PERSON. FAILURE TO COMPLY WITH THIS RESTRICTION MAY CONSTITUTE A VIOLATION OF
SECURITIES LAWS IN MALAYSIA. BY ACCEPTING THIS REPORT, YOU AGREE TO BE BOUND BY THE FOREGOING LIMITATIONS.

Without prejudice to the foregoing, the reader is to note that additional disclaimers, warnings or qualifications may apply if the
reader is receiving or accessing this report in or from other than Singapore.

As of 8 September 2011, Kim Eng Research Pte. Ltd. and the covering analyst do not have any interest in Y Rural Electrification
Corp(RECL).

Analyst Certification:

The views expressed in this research report accurately reflect the analyst's personal views about any and all of the subject
securities or issuers; and no part of the research analyst's compensation was, is, or will be, directly or indirectly, related to the
specific recommendations or views expressed in the report.

© 2011 Kim Eng Research Pte Ltd. All rights reserved. Except as specifically permitted, no part of this presentation may be
reproduced or distributed in any manner without the prior written permission of Kim Eng Research Pte. Ltd. Kim Eng Research Pte.
Ltd. accepts no liability whatsoever for the actions of third parties in this respect.
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