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Rural Electrification Corp. 

Stable growth, higher NIM; Buy 

Key takeaways 
Robust loan growth, higher disbursements. Rural Electrification Corp.’s 
(REC) loan book grew 25% yoy (6.0% qoq), to `1,187bn, led by healthy 
disbursements growth of 64% yoy (37% qoq) to `104bn. Sanctions pipeline 
in the quarter improved 46% yoy to `128bn, driven by higher sanctions in 
the transmission and distribution space. Share of state governments in 
overall loan book has increased 80bps yoy to 82.6%.  

Higher NIM on better yields, productivity up. Reported NIM grew 
26bps qoq, led by 24bps rise in yield on earning assets to 12.14%, further 
aided by 4bps qoq fall in cost of funds to 8.36%. A dynamic borrowing mix, 
coupled with easing liquidity, could further benefit NIM. Productivity 
further improved with cost-income at 3.5% against 6.8% a year ago. 

Asset quality stable; medium-term risks persist. REC’s asset quality 
remained stable, with no addition to delinquencies in the quarter. While 
NPA coverage increased to 18%, it remains lower than other NBFCs. The 
SEB restructuring package augurs well for the company’s financial health. 
However, increasing incremental share of private sector projects may pose 
asset quality concerns in the medium term. As a result, we have built higher 
provision of 22bps over FY13-15 against 6bps in FY12. 

Our take. We increase our PAT estimates 3.4% and 5.6% for FY14 and 
FY15, respectively, on higher NIM assumptions. We raise our target price to 
`289 from `270 and value the NBFC at 1.4x FY14e BV on higher RoEs 
(earlier 1.3x FY14). With strong niche expertise and domain knowledge, we 
believe risk-reward favors REC at current valuations of 1.2x FY14 BV. We 
re-iterate Buy. At our Mar’14 target, the stock would trade at PABV of 1.4x 
FY14e and 1.2x FY15. Our target is based on two-stage DDM (CoE: 14.6%; 
beta: 0.9; Rf: 8%). Risks. Slowdown in the power sector, regulatory hurdles.  

Rating: Buy 
Target Price: `289 
Share Price: `249

Key data RECL IN / RURL.BO 
52-week high / low `268/`142
Sensex / Nifty 19660/5957
3-m average volume  US$7.8m
Market cap  `240bn/US$4.6bn
Shares outstanding  987.5m

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

Promoters 66.8 66.8 66.8
 - of which, Pledged - - -
Free Float 33.2 33.2 33.2
 - Foreign Institutions 21.2 20.7 20.1
 - Domestic Institutions 6.0 6.1 6.1
 - Public  5.9 6.4 7.0

Quarterly results (YE: Mar) 3QFY12 3QFY13 % yoy 9MFY12 9MFY13 % yoy

Net interest income (`m)          10,052          14,084             40.1         28,645         38,539            34.5 
Non-interest income *(`m)           1,357              508            (62.6)          1,256          1,685               34 
Operating expenses (`m)              779              507            (34.9)          1,704          1,547              (9.2)
Cost-to-income (%)               6.8 3.5 (335)bps 5.7 3.8 (185)bps
Pre-provisioning profit (`m)          10,629          14,085             32.5         28,197         38,677            37.2 
Provisions (`m)              241              250               3.8             491             250            (49.1)
PBT (`m)          10,389          13,835             33.2         27,706          38,427            38.7 
Tax (`m)           2,693           3,568             32.5          7,149          9,855            37.9 
PAT(`m)           7,695          10,267             33.4         20,558         28,572            39.0 
EPS (`)               7.8             10.4             33.4            19.3            28.9            49.6 
Source: Company, Anand Rathi Research  *Includes forex gain and loss 

Financials (YE: Mar) FY13e FY14e

Net interest income (`m)    52,560    61,327 
Net profit (`m)    38,364    42,909 
EPS (`)       38.9       43.5 
Growth (%)       36.2       11.8 
PE (x)         5.7         5.1 
PABV (x)         1.2         1.0 
RoE (%)       23.6       22.0 
RoA (%)         3.2         3.0 
Dividend yield (%)         3.2         3.4 
Net NPA (%)         0.5         0.2 
Source: Anand Rathi Research  

 

Change in Estimates  Target  Reco  

Estimates revision (%) FY13e FY14e FY15e

NII 6.9 3.2 4.8
PAT 11.4 3.4 5.6
ROE (bps) 216 20 53
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Quick Glance – Financials and Valuations 
Fig 1 – Income statement (`m) 

Year-end: Mar FY11 FY12 FY13e FY14e FY15e

Net interest income  34,059 39,588 52,560 61,327 71,612
NII growth (%)  34.4 16.2 32.8 16.7 16.8
Non-interest inc  2,384 1,715 2,200 1,925 2,342
Total income  36,443 41,303 54,760 63,252 73,954
Total Inc growth (%)  29.6 13.3 32.6 15.5 16.9
Op. expenses  1,645 2,326 2,478 2,883 3,354
Operating profit  34,797 38,977 52,282 60,370 70,600
Op profit growth (%)  31.3 12.0 34.1 15.5 16.9
Provisions  2 1,048 1,130 3,158 3,297
PBT  34,795 37,929 51,152 57,212 67,303
Tax  9,096 9,758 12,788 14,303 18,172
PAT  25,699 28,170 38,364 42,909 49,131
PAT growth (%)  28.4 9.6 36.2 11.8 14.5
FDEPS (`/share)  26.0 28.5 38.9 43.5 49.8
DPS (`/share)  6.5 6.5 7.0 7.5 8.5
Source: Company, Anand Rathi Research  

 
Fig 2 – Balance sheet (`m) 
Year-end: Mar FY11 FY12 FY13e FY14e FY15e

Share capital  9,875 9,875 9,875 9,875 9,875
Reserves & surplus  118,012 137,575 167,851 202,095 241,406
Borrowings  700,397 900,565 1,072,386 1,323,554 1,582,581
Current liab. & prov.  36,844 39,272 47,126 56,551 68,427
Minority Interest (128) (101) (101) (101) 573
Total liabilities  864,999 1,087,185 1,297,137 1,591,974 1,902,861
    
Advances  817,360 1,014,029 1,246,960 1,498,928 1,798,388
Investments  8,368 7,576 8,333 9,167 10,175
Cash & bank bal  28,319 53,115 33,528 74,218 83,475
Fixed & other assets  10,952 12,465 8,316 9,661 10,824
Total assets  864,999 1,087,185 1,297,137 1,591,974 1,902,861
No. of shares (m)  987 987 987 987 987
Borrowings growth (%) 25.2 28.6 19.1 23.4 19.6
Advances growth (%)  23.0 24.1 23.0 20.2 20.0
Source: Company, Anand Rathi Research  

 
Fig 3 – Key ratios  
Year-end: Mar FY11 FY12 FY13e FY14e FY15e

NIM (%)  4.5 4.1 4.5 4.3 4.1
Other inc / total inc (%)  6.5 4.2 4.0 3.0 3.2
Cost-income (%)  4.5 5.6 4.5 4.6 4.5
Provision coverage (%)  90.0 13.5 23.8 64.8 107.6
Dividend payout (%)  33.5 30.6 21.1 20.2 20.0
Credit-deposit (%)  85.7 88.8 86.0 88.3 88.0
Investment-deposit (%)  - - - - -
Gross NPA (%)  0.0 0.5 0.6 0.5 0.4
Net NPA (%)  0.0 0.4 0.5 0.2 (0.0)
BV (`)  129.4 149.2 179.9 214.6 255.1
Adj BV (`)  123.3 137.0 165.1 201.7 244.0
CAR (%)  19.1 17.0 16.5 16.2 15.6
RoE (%)  21.5 20.5 23.6 22.0 21.2
RoA (%)  3.3 2.9 3.2 3.0 2.8
Dividend yield (%)  2.6 2.6 2.8 3.0 3.4
Source: Company, Anand Rathi Research  

Fig 4 – PE band 
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Fig 5 – Price-to-book band 
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Fig 6 – REC vs. Sensex 
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  Result highlights 
Fig 7 – 3QFY13 results 
(`m) 3QFY13 3QFY12 % Chg 9MFY13 9MFY12 % Chg

Net interest income 14,084 10,052 40.1 38,539 28,645 34.5

Non-interest income 508 1,357 (62.6) 1,685 1,256 34.1

Operating costs (%) 507 779 (34.9) 1,547 1,704 (9.2)

Pre-provisioning profits 14,085 10,629 32.5 38,677 28,197 37.2

PAT 10,267 7,695 33.4 28,572 20,558 39.0

  3QFY13 3QFY12 YoY 2QFY13 QoQ  

Loan book 1,186,900 949,580 25.0 1,119,650 6.0  

Borrowings 1,017,490 810,530 25.5 954,520 6.6  

Borrowings-Loans (%) 85.7 85.4 37bps 85.3 48bps

Sanctions 128,660 88,120 46.0 265,490 (51.5)

Disbursements 104,250 63,420 64.4 76,290 36.6

Gross NPA 4,900 4,930 (0.6) 4,900 -  

Gross NPA 4,010 4,260 (5.9) 4,260 (5.9)  

Gross NPA % 0.4 0.5 (11)bps 0.4 (3)bps  

Net NPA % 0.3 0.4 (11)bps 0.4 (4)bps  

NPA coverage  % 18.2 13.6 457bps 13.1 510bps

Source: Company,   

Robust loan growth, stable disbursements 

Loan book grew 25% yoy (6.0% qoq), to `1,187bn, led by healthy 
disbursements growth of 64% yoy (37% qoq) to `104bn. Sanctions 
pipeline in the quarter improved 46% yoy to `128bn, driven by higher 
sanctions in the transmission and distribution space. Share of state 
governments in overall loan book has increased 80bps yoy to 82.6%.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Fig 8 – Sanctions stable 
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Fig 9 – Disbursements pick up 
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Higher NIM on better yields; better productivity 

Reported NIM improved 26bps qoq led by 24bps increase in yield on 
earning assets to 12.14%, further aided by 4bps qoq fall in cost of funds to 
8.36%. REC plans to further diversify its borrowing mix by issuing 
additional lower cost tax free bonds in the fourth quarter by issue of ECBs 
and a large Medium Term Notes issue in foreign currency. This, combined 
with easing liquidity conditions, provides further impetus for NIM 
expansion. A dynamic borrowing mix, coupled with easing liquidity, could 
benefit NIM positively. Productivity further improved with cost-income at 
3.5% compared with 6.8% a year ago. 

Fig 12 – Trend in yields and costs  
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Source : Company 

Asset quality stable; medium-term risks persist 

Asset quality remained stable, with no addition to delinquencies this 
quarter. While, NPA coverage rose to 18%, it remains lower than other 
NBFCs. The SEB restructuring package augurs well for REC’s financial 
health. Management expects one account to turn standard in 4QFY13. 
Further, with likely improvement in cash flows for SEBs, financial stress 
on related private sector entities could reduce. However, we believe the 
increasing incremental share of private sector projects will continue to 
pose asset quality concerns in the medium term. The management has 
decided to proactively build an 8bps standard asset provisioning over 
FY13-15. We have built higher provision of 22bps in FY13-15. 

Fig 10 – T&D drives sanctions in the quarter 
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Fig 11 –T&D drives distribution 
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Fig 13 – Stable asset quality, but NPA coverage below peers 
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  Valuations  
We increase our PAT estimates 3.4% and 5.6% for FY14 and FY15, 
respectively, on higher NIM assumptions. We raise our target price to 
`289 from `270 and value the NBFC at 1.4x FY14 on higher RoEs (earlier 
1.3x FY14). With strong niche expertise and domain knowledge, we 
believe risk-reward favors REC at current valuations of 1.2x FY14 BV. We 
re-iterate Buy. At our Mar’14 target, the stock would trade at PABV of 
1.4x FY14e and 1.2x FY15. Our target is based on two-stage DDM (CoE: 
14.6%; beta: 0.9; Rf: 8%). Risks. Slowdown in the power sector, 
regulatory hurdles.  

Fig 14 – Past one-year-forward P/BV   
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Source: Bloomberg, Anand Rathi Research 

Risks  

 Slowdown in power sector could hit loan growth  

 Regulatory hurdles could slow earnings growth.  
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  Financials 
We expect 21.0% CAGR in REC’s loan book over FY12-15, with a 
20.4% CAGR in net profit.  

Fig 15 – Income Statement  
Year-end: March (`m) FY11 FY12 FY13e FY14e FY15e

Interest income         82,569       103,376       131,164        156,637    185,610 

Interest expended         48,510         63,788         78,604          95,310    113,998 

Net interest income         34,059         39,588         52,560          61,327      71,612 

Growth (%)            34.4            16.2            32.8             16.7         16.8 

Non-interest income          2,384          1,715          2,200           1,925       2,342 

Total income         36,443         41,303         54,760          63,252      73,954 

Non-interest income / total income (%)              6.5              4.2               4.0               3.0           3.2 

Operating expenses          1,645          2,326          2,478           2,883        3,354 

Employee expenses          1,275          1,710          1,795           2,082       2,416 

Other expenses             371             616             683              800          939 

Pre-provisioning profit         34,797         38,977         52,282          60,370      70,600 

Growth (%)            31.3            12.0            34.1             15.5         16.9 

Provisions                2          1,048          1,130           3,158       3,297 

Profit before tax         34,795         37,929         51,152          57,212      67,303 

Taxes          9,096          9,758         12,788          14,303      18,172 

Tax rate (%)            26.1            25.7            25.0             25.0         27.0 

Profit after tax         25,699         28,170          38,364          42,909      49,131 

Growth (%)            28.4              9.6            36.2             11.8         14.5 

Number of shares             987             987             987              987          987 

Earnings per share            26.0            28.5            38.9             43.5         49.8 

Source : Company, Anand Rathi Research 

Fig 16 – Balance Sheet   
Year-end: March (`m) FY11 FY12 FY13e FY14e FY15e

Share capital          9,875          9,875          9,875           9,875       9,875 

Reserves and surpluses       118,012       137,575        167,851        202,095    241,406 

Net worth       127,886       147,449       177,726        211,970    251,280 

Borrowings       700,397       900,565    1,072,386     1,323,554 1,582,581 

Minority Interest             (128)             (101)             (101)             (101)          573 

Total loans         36,844         39,272         47,126          56,551      68,427 

Total liabilities       864,999    1,087,185    1,297,137     1,591,974 1,902,861 

   

Advances       817,360    1,014,029    1,246,960     1,498,928 1,798,388 

Investments          8,368          7,576          8,333           9,167      10,175 

Cash & bank balances          28,319         53,115         33,528          74,218      83,475 

Fixed & other assets          7,310          8,167          8,316           9,661      10,824 

Total assets       861,357    1,082,887    1,297,137     1,591,974 1,902,861 

Source : Company, Anand Rathi Research 
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 Date Rating 
TP  
(`) 

Share 
Price (`) 

1 24-Aug-10 Buy 425 327 
2 26-May-11 Buy 350 197 
3 11-Oct-11 Buy 270 160 
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revenues. 

Anand Rathi Ratings Definitions 

Analysts’ ratings and the corresponding expected returns take into account our definitions of Large Caps (>US$1bn) and Mid/Small Caps (<US$1bn) as described 
in the Ratings Table below:  

Ratings Guide 
    Buy   Hold   Sell 
Large Caps (>US$1bn)   >15%   5-15%   <5% 
Mid/Small Caps (<US$1bn)  >25%   5-25%   <5% 
 

Anand Rathi Research Ratings Distribution (as of 29 Oct 2012) 
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Anand Rathi Research stock coverage (155) 65%   25%   10% 
% who are investment banking clients 5%   3%   0% 
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functioning and governance. The investors should note that ARSSBL is one of the companies comprising within ANAND RATHI group, and ANAND RATHI as a 
group consists of various companies which may include (but is not limited to) its subsidiaries, its affiliates, its group companies who may hold positions, views, 
stakes and may service the companies covered in this report independent of ARSSBL. Investors are cautioned to be aware that there could arise a potential 
conflict of interest in the views held by ARSSBL and other companies of Anand Rathi who maybe affiliated, connected or catering to the companies mentioned in 
the Research Report; even though, ARSSBL and Anand Rathi are fully complaint with all procedural and operational regulatory requirements. Thus, investors 
should not use this as a sole basis for making their investment decision and should consider the recommendations mentioned in the Research Report bearing in 
mind the aforementioned.  

Further, the information herein has been obtained from various sources which we believe is reliable, and we do not guarantee its accuracy or completeness. 
Neither the information nor any opinion expressed herein constitutes an offer, or an invitation to make an offer, to buy or sell any securities or any options, futures 
or other derivatives related to such securities (hereinafter referred to as “Related Investments”). ARSSBL and/or Anand Rathi may trade for their own accounts as 
market maker / jobber and/or arbitrageur in any securities of the companies mentioned in the Research Report or in related investments, and may be on taking a 
different position from the ones which haven been taken by the public orders. ARSSBL and/or Anand Rathi and its affiliates, directors, officers, and employees may 
have a long or short position in any securities of the companies mentioned in the Research Report or in Related Investments. ARSSBL and/or Anand Rathi, may 
from time to time, perform investment banking, investment management, financial advisory or any other services not explicitly mentioned herein, or solicit 
investment banking or other business from, any entity and/or company mentioned in this Research Report; however, the same shall have no bearing whatsoever 
on the specific recommendations made by the analyst(s), as the recommendations made by the analyst(s) are completely independent of the views of the other 
companies of Anand Rathi, even though there might exist an inherent conflict of interest.  

Furthermore, this Research Report is prepared for private circulation and use only. It does not have regard to the specific investment objectives, financial situation 
and the specific financial needs or objectives of any specific person who may receive this Research Report. Investors should seek financial advice regarding the 
appropriateness of investing in any securities or investment strategies discussed or recommended in this Research Report, and, should understand that 
statements regarding future prospects may or may not be realized, and we can not guarantee the same as analysis and valuation is a tool to enable investors to 
make investment decisions but, is not an exact and/or a precise science. Investors should note that income from such securities, if any, may fluctuate and that 
each security's price or value may rise or fall. Past performance is not necessarily a guide to future performance. Foreign currency rates of exchange may 
adversely affect the value, price or income of any security or related investments mentioned in this report.  

 



 
 
 

 

 
 
 
 
 
 
 
 
 
 

Other Disclosures pertaining to distribution of research in the United States of America  

This material was produced by ARSSBL, solely for information purposes and for the use of the recipient. It is not to be reproduced under any circumstances and is 
not to be copied or made available to any person other than the recipient. It is distributed in the United States of America by Enclave Capital LLC (19 West 44th 
Street, Suite 1700, New York, NY 10036) and elsewhere in the world by ARSSBL or an authorized affiliate of ARSSBL (such entities and any other entity, directly 
or indirectly, controlled by ARSSBL, the “Affiliates”). This document does not constitute an offer of, or an invitation by or on behalf of ARSSBL or its Affiliates or any 
other company to any person, to buy or sell any security. The information contained herein has been obtained from published information and other sources, which 
ARSSBL or its Affiliates consider to be reliable. None of ARSSBL or its Affiliates accepts any liability or responsibility whatsoever for the accuracy or completeness 
of any such information. All estimates, expressions of opinion and other subjective judgments contained herein are made as of the date of this document. Emerging 
securities markets may be subject to risks significantly higher than more established markets. In particular, the political and economic environment, company 
practices and market prices and volumes may be subject to significant variations. The ability to assess such risks may also be limited due to significantly lower 
information quantity and quality. By accepting this document, you agree to be bound by all the foregoing provisions. 

1. ARSSBL or its Affiliates may or may not have been beneficial owners of the securities mentioned in this report. 

2. ARSSBL or its affiliates may have or not managed or co-managed a public offering of the securities mentioned in the report in the past 12 months. 

3. ARSSBL or its affiliates may have or not received compensation for investment banking services from the issuer of these securities in the past 12 months and do 
not expect to receive compensation for investment banking services from the issuer of these securities within the next three months. 

4. However, one or more of ARSSBL or its Affiliates may, from time to time, have a long or short position in any of the securities mentioned herein and may buy or 
sell those securities or options thereon, either on their own account or on behalf of their clients. 

5. As of the publication of this report, ARSSBL does not make a market in the subject securities. 

6. ARSSBL or its Affiliates may or may not, to the extent permitted by law, act upon or use the above material or the conclusions stated above, or the research or 
analysis on which they are based before the material is published to recipients and from time to time, provide investment banking, investment management or other 
services for or solicit to seek to obtain investment banking, or other securities business from, any entity referred to in this report. 

Enclave Capital LLC is distributing this document in the United States of America. ARSSBL accepts responsibility for its contents. Any US customer wishing to 
effect transactions in any securities referred to herein or options thereon should do so only by contacting a representative of Enclave Capital LLC. 

© 2013 Anand Rathi Shares and Stock Brokers Limited. All rights reserved. This report or any portion thereof may not be reprinted, sold or redistributed without the 
prior written consent of Anand Rathi Shares and Stock Brokers Limited.  

Additional information on recommended securities/instruments is available on request. 

 




