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Company Background

. Power Finance Corporation Ltd. (PFC) was incorporated in 1986 - a Schedule-A Navratna CPSE
INDUSTRY Fmance_Term (Central Public Sector Enterprises) and is a leading Non-Banking Financial Corporation in the
Lending Country. It is a specialized public financial institution in power sector and is the largest
No. of Shares (Crore) 264.01 infrastructure finance company in the country by net worth. It is incorporated to finance,
Face value (Rs) 10.00 facilitate, invest and promote India’s integrated development of the power and associated sectors.
: PFC’s product portfolio comprises of financial products and services mainly to power projects
Mkt. Cap (Rs. Crore) 35865.75 like project term loans, short term loans, equipment lease financing, discounting of bills and
Price (27/06/2019) 135.85 consultancy services. It has also initiated financing of projects based on renewable energy
Book Value (Rs) 152.27 sources. It acts as vehicle for development in generation, transmission and distribution as well as
for renovation and modernization of power projects.
P/BV 0.89 Investment Rationale
BSE Code 532810 » For the period of FY13-18, both its topline and bottomline grew at a CAGR of ~9% and ~6%
NSE Code PFC respectively. In Q4FY19 PFC’s standalone income grew by 23% to Rs. 7,701 crore, its operating
Bloomberg POWF IN profit was higher by ~48% to Rs. 7,896 crore and net profit has risen more than double to Rs.
Reuters PWFC.BO 2,118 crore, YoY basis, mainly due to higher revenues. PFC has been consistently paying
Dividend since many years.

Avg. Monthly Volume 92,35,380 > PEC fi . . . - )
inances power sector projects and its main source of revenue is interest income on loans.
52W H/L (RS) 138.15 / 67.50 For the whole year FY18-19 PFC’s standalone net profit grew by 59% to Rs. 6,953 crore and on

consolidated basis posted profit of Rs. 12,596 crore up by 44%, YoY basis.

Shareholding Pattern % > Despite the liquidity challenges in the market, PFC managed to deliver excellent business
Indian Promoters 59.05 growth by leveraging its strong credit rating profile and long established reputation. As of
: March 2019, the company’s loan asset book crossed Rs. 3 trillion and grew at a rate of 13%.

Foreign Promoters 0.00 . L
» During the fourth quarter ended March, PFC had completed the acquisition of state-run REC
DIls 18.70 Ltd. (formerly Rural Electrification Corporation Ltd.) by acquiring 52.63% share at a cost of
FPIs 16.63 about Rs. 14,500 crore. The acquisition would enable increased efficiencies in lending
Body Corporate 0.80 processes and policies across both the institutions and would create public value by offering
S better loan products to the power sector. REC has targeted to achieve Rs. 28,000 crore revenue

Non-Institutions 4.83 from operations in current fiscal in view of excellent performance scenario.
Total 100 > Considering the significant increase in size and profitability, PFC became the largest financial
(As on March 31, 2019) player in power sector. PFC will be the second-largest government-owned financial player in
the country based on the current market capital after State Bank of India (SBI). Besides, PFC

will be third-highest profit making financial player in India based on profit data of 2017-18
after IOCL and ONGC.

» In June 2019, PFC has raised USD 1 billion (around Rs. 6,940 crore) through issuance of bonds
in the international market.

» In March quarter, GVK Ratle, where PFC had an exposure of Rs. 800 crore, has been upgraded
as a Standard Asset from non performing asset (NPA) category. The company had lent Rs.
29,000 crore worth of its loan book to 29 stressed power projects of which 15 projects are in
National Company Law Tribunal (NCLT) and the remaining they are trying to resolve outside
NCLT.

Recommendation - The convergence between PFC and REC would help the company reap
benefits from a decentralized outreach and a professional project finance expertise. Further, the
ensuing diversification of assets of the group, as well as portfolio risk would help in resolution of
stressed power sector assets in a better and coordinated manner. All these initiatives are likely to
turnaround power sector and benefit PFC. At the CMP of Rs. 135.85, the stock trades at ~2.5
times FY21 EPS of Rs. 54. Hence, we recommend a BUY on the stock with a Target Price of Rs.
162 with an upside potential of ~19% from the current level with an investment horizon of
9-12 months.

H2FY19* H2FY18* FY19*

Var% | FY18*

Net Sales 7701.12 6254.47 23.13 15063.41 12143.98 | 24.04 | 53886.44 | 48336.33
Operating Profit 7897.86 5338.99 47.93 15450.08 12302.25 | 25.59 | 52454.23 | 42061.60
Profit After Tax 2117.56 796.35 165.91 4193.40 2540.03 65.09 | 12596.02 8775.34
PBIDTM% 102.55 85.36 20.14 102.57 99.56 3.02 96.93 86.50
PATM 27.50 12.73 115.96 27.84 20.56 35.43 23.28 18.05
EPS (Rs.) 8.02 3.02 165.91 15.88 9.62 65.09 37.58 25.34

ANumbers are Standalone & *Numbers are Consolidated Source: Company, Ace Equity, AUM Research
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https://www.business-standard.com/topic/power-sector
https://www.business-standard.com/topic/pfc
https://www.business-standard.com/search?type=news&q=loan+book
https://www.business-standard.com/topic/power-sector
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Asset Quality

Asset Quality Snapshot — Total Portfolio

Loan Book of Rs.3,14,667 cr. as on 31.03.2019

Mo Stress —
Regular in
Government Sector Servicing
83% -~
Rs. 2,617,055 cr.
Rs.24 072 cr.
MNo Stress — X
Regular in . F’rlvaj]:?c‘?ector
. o
Servicing Rs.53,612 cr.
Stressed
Rs. 29,540 cr.

91% of Loan Assets are regular in servicing & no stress is envisaged

Provisioning Snapshot — Total Portfolio
{Rs.'crore}
Status as on 31.03.2019
Stage | Stage Il (NPA) as
& Stage Il % of Total Loan Total

Stage Il Assets
QOutstanding Loan Assets
Govemment Sector 261,055 - Nil 2,61,055
Private Sector 24 072 29 540 9.39% 53,612
Total Outstanding Amount 285127 29,540 9.39% 3,14,667
Total Provisioning Amount 1,160 15,208 - 16,368
Net Assets 2,83,967 14,332 4.55% 2,98,299

51% provisioning against Stage Ill Assets (NPA) of Pvt. sector

Resolution Status — Stage |l Assets

‘ Resolution status of Rs.29,540 cr. of loan assets in Stage 3

NCLT Resolution Outside NCLT Resolution
T 17,647 cr. 1 X 11,893 cr.
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Reserves Includes Stage | Provision + Reserve for Bad & doubtful debts + Sec 45 IC Reserve

Source: Company, Ace Equity, AUM Research
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PFC at a Glance

Power Finance Corporation

SUBSIDIARIES

100% 100%

EESL — Energy Efficiency Service Lid.

[
i

8.06% stake in EESL is consolidated sftake of PFC (36.36%) & REC (21.70%:)

Financials

Particulars Q4FY19 Q4FY18 H2FY18

Net Sales 7701.12 6254.47 23.13 15063.41 12143.98 24.04
Total Expenditure -195.22 915.97 -121.31 -383.55 395.02 -197.10
PBIDT (Excl OI) 7896.34 5338.50 4791 15446.96 11962.13 29.13
Other Income 1.52 0.49 210.20 3.12 340.12 -99.08
Operating Profit 7897.86 5338.99 47.93 15450.08 12302.25 25.59
Interest 4979.93 4268.55 16.67 9770.00 8740.48 11.78
PBDT 2917.93 1070.44 172.59 5680.08 3561.77 59.47
Depreciation 1.93 1.96 -1.53 3.58 3.83 -6.53
PBT 2916.00 1068.48 17291 5676.50 3557.94 59.54
Tax 798.44 272.13 193.40 1483.10 1017.91 45.70
Profit After Tax 2117.56 796.35 165.91 4193.40 2540.03 65.09
EPS (Rs.) 8.02 3.02 165.91 15.88 9.62 65.09

Consolidated Income Statement (Value in Rs. Crs)

Particulars

Net Sales 21608.37 24990.33 27771.16 27481.16 48336.33 53886.44
Total Expenditure 787.88 1182.88 2055.46 5557.83 6583.82 1702.60
PBIDT (Excl OI) 20820.49 23807.45 25715.70 21923.33 42040.01 52411.34
Other Income 28.36 101.99 116.86 176.09 21.59 42.89
Operating Profit 20848.85 23909.44 25832.56 22099.42 42061.60 52454.23
Interest 13219.20 15455.65 16645.38 1679491 30288.83 34620.96
PBDT 7629.65 8453.79 9187.18 5304.51 11772.77 17833.27
Depreciation 5.23 7.92 20.08 40.82 14.68 15.49
PBT 7624.42 8445.87 9167.10 5263.69 11758.09 17817.78
Tax 2162.58 2441.47 2983.10 3027.59 2982.75 5221.76
Profit After Tax 5461.84 6004.40 6184.00 2236.10 8775.34 12596.02
EPS (Rs.) 20.69 22.74 23.42 8.47 25.34 37.58

Source: Company, Ace Equity, AUM Research
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Particulars FY13 FY14 FY15
EQUITY AND LIABILITIES
Share Capital 1320.02 1320.04 1320.04 1320.04 2640.08 2640.08
Total Reserves 22359.70 26202.23 31091.31 34708.27 34204.83 37561.66
Shareholder's Funds 23679.72 27522.27 32411.35 36028.31 36844.91 40201.74
Secured Loans 6636.67 22776.66 20786.66 19869.75 20106.17 13691.52
Unsecured Loans 114514.19 119714.91 144208.75 152744.82 154997.19 178362.96
Deferred Tax Assets / Liabilities 218.63 273.00 188.27 301.96 247.55 296.16
Other Long Term Liabilities 539.81 347.62 333.81 548.85 6143.07 5931.40
Long Term Provisions 162.35 473.19 963.97 1230.59 2667.16 2252.45
Total Non-Current Liabilities 122071.65 143585.38 166481.46 174695.97 184161.14 | 200534.49
Current Liabilities
Trade Payables 2.69 2.54 17.04 69.65 120.55 389.29
Other Current Liabilities 14679.83 21655.32 25407.96 28038.86 33938.85 39182.10
Short Term Borrowings 8709.97 1314.73 4064.41 7571.57 254348 7126.10
Short Term Provisions 195.50 239.47 529.43 815.39 1928.55 741.31
Total Current Liabilities 23587.99 23212.06 30018.84 36495.47 38531.43 47438.80
Total Liabilities 169339.36 194319.71 228911.65 247219.75 259537.48 | 288175.03
ASSETS
Non-Current Assets
LOANS 142524.17 168816.19 197930.34 200380.71 200938.25 235461.67
Gross Block 110.29 111.80 150.99 265.10 402.65 541.51
Less: Accumulated Depreciation 35.34 40.20 49.49 66.62 106.27 171.33
Net Block 74.95 71.60 101.50 198.48 296.38 370.18
Capital Work in Progress - 0.66 - - -
Intangible assets under development - - 2.42 46.63 105.44 411.88
Non Current Investments 23.03 23.60 23.80 1819.23 1819.50 876.04
Long Term Loans & Advances 368.13 198.72 210.31 298.12 543.39 714.07
Other Non Current Assets 31.52 39.26 108.60 77.39 5183.82 5298.35
Total Non-Current Assets 143021.80 169150.03 198376.97 202820.56 208886.78 | 243132.19
Currents Investments 3.83 3.83 504.04 410.74 1325.67 1070.78
Sundry Debtors 6.37 7.04 28.59 111.21 279.56 385.30
Cash and Bank 4957.48 459.49 5367.36 301.55 3792.83 780.54
Other Current Assets 3305.36 4372.23 4978.81 5661.97 529297 4589.60
Short Term Loans and Advances 18044.52 20327.09 19655.88 37913.72 39959.67 38216.62
Total Current Assets 26317.56 25169.68 30534.68 44399.19 50650.70 45042.84
Net Current Assets (Including Current Investments) 2729.57 1957.62 515.84 7903.72 12119.27 -2395.96
Total Current Assets Excluding Current Investments 26313.73 25165.85 30030.64 43988.45 49325.03 43972.06
Total Assets 169339.36 194319.71 228911.65 247219.75 259537.48 | 288175.03
Contingent Liabilities 4680.49 2599.27 1080.64 718.20 1961.07 2046.97
Total Debt (Long Term Plus Short Term) 13947291 159215.30 187795.10 200660.14 202992.74 230310.42
Adjusted Book Value 89.69 104.25 122.77 136.47 139.56 152.27

Source: Company, Ace Equity, AUM Research
——— =
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Disclosure & Disclaimer

This document is solely for the personal information of the recipient and must not be singularly used as the basis of
any investment decision. Nothing in this document should be construed as investment or financial advice. Each
recipient of this document should make such investigations as they deem necessary to arrive at an independent
evaluation of an investment in the securities of the companies referred to in this document (including the merits and
risks involved) and should consult their own advisors to determine the merits and risks of such an investment.

Reports based on technical and derivative analysis center on studying charts of a stock's price movement, outstanding
positions and trading volume, as opposed to focusing on a company's fundamentals and as such, may not match with a
report on a company's fundamentals.

The information in this document has been printed on the basis of publicly available information, internal data and
other reliable sources believed to be true but we do not represent that it is accurate or complete and it should not be
relied on as such, as this document is for general guidance only. AUM Capital Market Private Limited (hereinafter
referred to as “AUM Cap”) or any of its affiliates/group companies shall not be in any way responsible for any loss or
damage that may arise to any person from any inadvertent error in the information contained in this report. AUM Cap
has not independently verified all the information contained within this document. Accordingly, we cannot testify nor
make any representation or warranty, express or implied, to the accuracy, contents or data contained within this
document.

While, AUM Cap endeavors to update on a reasonable basis the information discussed in this material, there may be
regulatory compliance or other reasons that prevent us from doing so.

This document is being supplied to you solely for your information and its contents, information or data may not be
reproduced, redistributed or passed on, directly or indirectly. Neither, AUM Cap nor its directors, employees or
affiliates shall be liable for any loss or damage that may arise from or in connection with the use of this information.

AUM Cap is registered under SEBI (Research Analysts) Regulations, 2014. Further, AUM Cap hereby declares that -

+ AUM Cap/its associates/research analysts do not have any financial interest/beneficial interest of more than one
percent/material conflict of interest in the subject company.

+ AUM Cap/its associates/research analysts have not received any compensation from the subject company(s) during
the past twelve months.

¢ AUM Cap/its research analysts has not served as an officer, director or employee of company covered by analysts
and has not been engaged in market making activity of the company covered by analysts.

AUM Capital Market Private Limited

Registered Office: 5, Lower Rawdon Street, Akashdeep building 1st Floor, Kolkata - 700020;
Phone: +91(33) 24861040/43; Fax: +91(33) 24760191

Website: www.aumcap.com; Email: aumresearch@aumcap.com
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