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]
CMP: 157.80

e Rural Electrification Corporation Limited (REC), a listed NAVRATNA Public Sector

Enterprise under the purview of the Ministry of Power, Government of India, was

Nift 8,963.5
Sensyex 29.048.4 incorporated on July 25, 1969 and currently is one of the leading public Infrastructure
Nifey PE 2327 Finance Company in India with a network of 18 project offices including 5 Zonal and 3 sub
y ; . .
Sensex PE 2210 offices along with 1 Training centre.
REC’s business model spans across the value chain of power infrastructure financing along
with consultancy and advisory for power distribution and transmission projects catering
Stock Data to large and marquee state run power generation and transmission-distribution companies.
Sector NBEC In 9MFY2017 the company’s topline was flat Rs. 17,557 cr (Rs. 17,574 cr), whereas the
BSE Code 532955 EBITDA grew by 3.1% to Rs. 17,329 cr (Rs. 16,807 cr) and PAT surged by 10.3% to Rs.
4,927 cr (Rs. 4,468 cr). In FY2016 REC posted consistent results with topline growing
NSE Code RECLTD 17.4% to Rs. 24,130 cr (Rs. 20,550 cr), EBITDA surging by 15.7% to Rs. 22,449 cr (Rs.
FV 10 19,400 cr) and PAT grew by 6.5% to Rs. 5,691 cr (Rs. 5,344 cr).
Market Cap (Rs. Cr) 31,164
REC rewarded its shareholders with a very liberal interim dividend of 70% (Rs. 7 per
Market Cap (USS mn) 4.668.8 share) in February 2017, the company also declared a bonus of 1:1 in the month of
Equity Share Cap. 1,974.92 September, 2016. In FY2016 the company bestowed its shareholders with an attractive
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dividend of 171% (Rs. 17.10 per share).

REC has a large equity base of Rs. 1974.92 cr but it is well placed in strong hands, with
60.64% held by the Government of India, 32.45% by Mutual Funds, Financial
Institutions, Banks, Insurance Companies and FPI, leaving only 6.91% in the hands of the
Retail Public Shareholders.

At CMP of Rs.157.80, the stock is trading at a meagre P/E of 5.08x on FY17E EPS of Rs 31
per share. At such reasonable valuation, the stock is currently available at a huge discount
to other NBFC companies like Bajaj Finance (FY17E PE-44x), Shriram City Union
Finance ( FY17E PE-18x), L&T Financial Holdings ( FY17E PE-24x), M&M Fin. Serv(
FY17E PE-20x) and the likes. The company looks attractive even when we compare it with
S&P BSE Sensex (PE - 22x), S&P BSE 100 (PE - 24x) , S&P BSE 500 (PE - 26x) and Nifty
Bankex (PE - 30x).

The company has performed very well consistently and now the power sector reforms
being given a full fledged push by the BJP government, the company is in an inflection
point. REC consistently rewards its shareholders with healthy dividend, showing that

the company is investor friendly with rising profits year after year. We believe that
current valuations leaves a huge scope for a rise.

140 Financial Performance
120 MWKJW Particulars IMFY17 IMFY16 YoY (%) FY 2016 FY 2015 | YoY (%)
100 (Rs./ Cr)
0 Revenue 17,557 17,574 -0.10% 24,130 20,550 17.42%
EBITDA 17,329 16,807 3.11% 22,449 19,400 15.71%
60 PAT 4,927 4,468 10.27% 5,691 5,344 6.50%
40 EPS 24.95 22.62 57.64 54.12
20
eteme —RECTD Equity Capital 1,974.92 987.46 987.46 987.46
Reserves 27,906 24,085
EBITDA 98% 96% 93% 94%
6th March, 2017 Margins(%)
PAT 28% 25% 24% 26%
Margins(%)
BVPS 293 254
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I. FINANCIAL PERFORMANCE AT A GLANCE

Particulars (Rs./ Cr) FY 2011 FY 2012 FY 2013 FY 2014 FY 2015 FY 2016
Total Revenue 8,532 10,554 13,637 17,229 20,550 24,130
EBITDA 8,283 10,208 13,196 16,657 19,400 22,449
PAT 2,585 2,839 3,833 4,741 5,344 5,691
EPS 26.18 28.75 38.81 48.01 54.12 57.64
Equity Capital 987.46 987.46 987.46 987.46 987.46 987.46
Reserves 11,840 13,818 16,542 19,816 24,085 27,906
Networth 12,827 14,805 17,529 20,803 25,072 28,893
Dividend 7.5 7.5 8.3 9.5 10.7 17.1
RATIOS
EBITDAMargins(%) 97% 97% 97% 97% 94% 93%
PAT Margins(%) 30% 27% 28% 28% 26% 24%
BVPS 130 150 178 211 254 293
Dividend Yield(%) 3% 3.7% 4% 4.2% 6.4% 11.2%
Debt /Equity 5.5 53 53 5.4 53 5
ROA (%) 3.1% 2.6% 2.9% 3.1% 2.9% 2.8%
ROE(%) 20.2% 19.2% 21.9% 22.8% 21.3% 19.7%
NIM (%) 4.2% 4.3% 4.8% 4.9% 5% 4.8%
GNPA (%) 0.48% 0.38% 0.33% 0.74% 2.11%
NNPA (%) 0.42% 0.31% 0.24% 0.54% 1.60%
CAR (%) 19.1% 16% 17.7% 19.4% 19.6% 20.4%
P/ BV 2 1.4 1.2 1.1 0.7 0.5
P/ E 9.7 7.2 5.4 4.8 3 2.7
Exhibit 1- Net Sales Exhibit 2- EBITDA
30,000 25,000 22 445
- 24,130 15,400
25,000 20,550 20,000 16,657 ,
20,000 . 17,229 15,000 0208 13,196
15,000 _ 10551 -0 10,000 g283
inooe | 5332
Z,000
5,000
FT11 FYiz  Friz v F¥-5 FYie Fy1l Fy12 Fy13 Fy14 FY15 FY16
Exhibit 3- PAT Exhibit 4- EPS
&.000 5,291 70.00
5344
5,000 4741 60.00 57.64
£ 000 3,833 50.00
- 0r 2 ses 1839 40.00
30.00
2,000
20.00
1.00C
10.00
Frit Friz Friz Sri4 ks Fris Fri1 FT12 FT13 FYi4 FY15 FY16




NVS Wealth Managers
e

Critical Analysis

»The company’s topline grew at a CAGR of 23.11% from Rs. 8,532 cr in FY2011 to Rs. 24,130 cr in
FY2016, EBITDA surging at a CAGR of 15.71% from Rs. 8,283 cr in FY2011 to Rs. 22,449 cr in FY2016
and PAT grew at a CAGR of 17.10% from Rs. 2,585 in FY2011 cr to Rs.5,691 cr in FY2016.

»In 9MFY17 Sanctions grew by a whopping 37% YoY to Rs. 67,391 cr (Rs. 49,262 cr) led by Power
Generation Projects. Loan disbursement grew by 10.1% to Rs. 37,467 cr (Rs. 34,031 cr). REC has healthy
Net Interest Margin of 4.54%. In 9IMFY17, Asset quality has seen a healthy improvement of 13 bps with
Net NPA at 1.68% (H1FY17- 1.81%). The capital adequacy too has improved for Q3FY 2017 by 28 bps
from 21.02% for H1FY2017 to 21.30% for 9MFY2017. REC gives utmost priority to the timely
realization of its dues towards principal and interest.

Valuation

> We believe the company is on a fast trajectory of growth as it derives its thrust on uninterrupted supply
of electricity which is the main agenda of the present BJP Government led by the honourable Prime
Minister of India Shri Narendra Modi. Continued ownership and support by the Government by way of
entending favourable policy regime and asset quality would further provide comfort on the stock.

»In Union Budget 2017-18, GOI increased the allocation of Rs. 4,814 cr under DDUGJY with an aim of
achieving 100% rural electrification by 1* May 2018 to strengthen the distribution system, availability of
power supply and improve reach, thereby boosting the farm sector output and economic activity in rural
areas.

»The government has taken many proactive steps and initiatives in the last two years viz., allocation of coal
mines through a transparent auction route, domestic supply of gas to the gas-based stranded projects,
efforts to takeover sick units under operation of State utilities, steps for augmenting indigenous coal
production, facilitating developers for getting speedy clearances and fuel linkages, augmenting existing
indigenous manufacturing capacity and encouraging latest technology interventions. These initiatives have
had a positive effect on growth and asset quality of REC.

»The company has a comfortable capital adequacy with healthy capitalization levels, diversified resource
profile and stable profitablility. Also the implementation of the UDAY scheme will provide strong
support to the asset quality.

» At CMP of Rs.157.80, the stock is trading at a meagre P/E of 5.08x on FY17E EPS of Rs 31 per share. At
such reasonable valuation, the stock is currently available at a huge discount to other NBFC companies
like Bajaj Finance (FY17E PE-44x), Shriram City Union Finance ( FY17E PE-18x), L&T Financial
Holdings ( FY17E PE-24x), M&M Fin. Serv( FY17E PE-17x) and the likes. Also when we compare with
S&P BSE Sensex (PE - 22x), S&P BSE 100 (PE - 24x) , S&P BSE 500 (PE - 26x) and Nifty Bankex (PE -

30x). We believe that current valuations leaves a huge scope for a rise and the fears
seem to have been discounted.

Source:

»REC Ltd. Annual Report 2015-16
»REC LTD. Performance Highlights Q3 and 9M FY2017

»www.recindia.nic.in
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Disclosures and Disclaimers:

This report has been prepared and issued by NVS Wealth Managers Pvt. Ltd. "SEBI registered Investment Advisers".

NVS Wealth Managers (NVS) is a subsidiary of NVS Brokerage Pvt. Ltd. (Stock Broking member of BSE & NSE,
registered with SEBI). This report is prepared and distributed by NVS 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 NVS to be valid when published. The report also contains
information provided to NVS by third parties. The source of such information will usually be disclosed in the report.
Whilst NVS has taken all reasonable steps to ensure that this information is correct, NVS does not offer any warranty as
to the accuracy or completeness of such information. The ownership of any investment decision(s) shall exclusively vest
with the investor after analyzing all possible risk factors and by exercise of his/her its independent discretion & NVS
shall not be liable or held liable for any consequences thereof. . Prices are subject to market risks which may result in
appreciation or depreciation of investments. Past performance is not necessarily indicative of future results.

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 conclusion 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. The reports issued from NVS are non-discretionary and non-participation basis. In no
circumstances it is to 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 reports may have been taken from trade and statistical services and
other sources, which we believe are reliable. NVS or any of its group/associate/affiliate 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 report of which it forms part. Receipt
and use of the report is subject to all aspects of these disclosures and disclaimers. Additional information about the
issuers and securities discussed in this report is available on request.

Certifications: The analyst(s) who prepared this report hereby certifies that the views expressed in this report accurately
reflect the analyst’s personal views about all of the subject issuers and/or securities, that the analyst/entity/associate
have no known material conflict of interest, no financial interest and no part of the analyst’s compensation was, is or
will be, directly or indirectly, related to the specific views or recommendations contained in this report. The analyst has
not served as an officer, director or employee of the subject company. The analyst and related parties have not dealt in
shares of the subject company before 30 days of the report being made public and will not deal for the next 5 days, as
per SEBI (Research Analyst) Regulations, 2014.

Independence: N'VS has established information barriers between Research & other business groups. As a result NVS
does not disclose certain client relationships with or compensation received from, subject issuers in these reports. NVS
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 NVS does not anticipate receiving or intend to
seek compensation for investment banking services from the subject issuers in the next three (3) months. The analyst/
entity or its associates have not received any compensation for products or services other than investment banking or
merchant banking or brokerage services from the subject company in the past twelve months. The analyst/ entity has not
managed or co-managed public offering of securities for the subject company in the past twelve months.
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The analyst or its associates have not received any compensation or other benefits from the Subject Company or third
party in connection with the report. The subject company is not and was not a client during twelve months preceding the
date of distribution of the report.

The analyst or NVS is not a market maker in the securities mentioned in this report, although it or its affiliates may hold
either long or short positions in such securities. NVS or the analysts do not hold more than 1% of the shares of the
company (ies) covered in this report at any time immediately preceding the date of publication of the report. However,
NVS, associate companies and their clients might be holding this stock in their personal capacities.

Suitability and Risks: This 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. . It is therefore important carefully/personally
review your entire investment portfolio to ensure that it meets your investment goals and is well within your risk
tolerance, including your objectives for asset and issuer diversification.

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 NVS
and the analyst believe to be reliable, but neither NVS nor the 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, NVS is under
no obligation to update or keep the information current.

Copyright: The copyright in this report belongs exclusively to NVS. All rights are reserved. Any unauthorized use or
disclosure is prohibited. No reprinting or reproduction, in whole or in part, is permitted without NVS’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 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.

Method: We have not rated the stock.

Rating Scale: This is a guide to the rating system used by our team. Our rating system comprises six rating categories,
with a corresponding risk rating.

* WE HAVE BOUGHT SHARES OF SAIL FOR US AND OUR CLIENTS AT RS. 49-51 LEVELS BEFORE 31ST DECEMBER, 2016 AND AS
PER THE REGULATORY REQUIREMENTS WE ARE PUBLISHING THIS REPORT AFTER A GAP OF 30 DAYS.
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