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Structural growth intact despite near-term recalibration

We interacted with Power Finance Corporation (PFC) to understand the company’s

revised growth outlook, evolving sector dynamics and asset quality trends. Here are the

key takeaways:
Stock info B PFC has recalibrated its growth guidance to ~10-11% for FY26, reflecting a
Bloomberg POWF IN more cautious yet sensible approach to financing in India's evolving power
Equity Shares (m) 3300 sector. This calibration in loan growth guidance from the previous higher
M.Cap.(INRb)/(USDb) 1362.6 /15.8 th eati i< orimarily dri by sienificant technological t it
52-Week Range (INR) 580/ 357 growth expectations is primarily driven by significant technological transitions
1, 6, 12 Rel. Per (%) 0/-15/-21 in energy generation and changes in the landscape of government support
12M Avg Val (INR M) 4708 schemes. This strategic moderation in loan growth aims to ensure growth
Free float (%) 44.0 o . . . .

without incurring excessive balance sheet risks.
\F(I/nEa;\‘/lclalisnapShc:v(zlsNR:\)(255 T m The company highlighted that energy transition from coal to renewables is
arc
NIl 193 206 232 fundamentally altering the nature of power-sector lending, with solar PV now
PPP 216 233 262 gaining wide acceptance. Further, battery storage is emerging as a key enabler
PAT 174 181 201 for integrating renewables into the grid, with government mandates now
EPS (INR) 526 547 609 requiring two-hour storage across all new tenders.
EPS Gr. (%) 21 4 11 o2 i
BV/Sh. (INR) 276 314 356 M PFChighlighted that government schemes, like LPS, LIS, and RDSS, have been
ABV/Sh. (INR) 232 270 313 major growth drivers in recent years. However, the landscape is shifting as LPS
RoAA (%) 32 30 30 and LIS have concluded, and the RDSS scheme is also set to end by the end of
ROAE (%) 204 18.6 18.2 FY26. i T t el “led o il d
DivPayout (%) 300 301  30.0 , impacting the momentum of scheme-led growth going forward.
Valuations B PFC has significantly reduced its stressed asset portfolio, with Stage 3 assets
P/E (x) 7.9 7.6 6.8 declining from ~INR300-310b (at the peak) to ~INR110b over the last seven
E/BV é’;)E( | ;g ;: 15 years. This improvement has been driven by the resolution of legacy thermal
ore X . . .

Core P/BV (x) 12 10 0.9 power projects and growing interest from strategic acquirers. Management
Div. YId (%) 3.8 4.0 4.4 shared that three key accounts, TRN Energy, Shiga Energy, and Sinnar Thermal,
Shareholding pattern (%) are in the advanced stages of resolution, either through one-time settlements
As On Mar-25 Dec-24 Mar-24 or the NCLT process.
Ezlomotef i:g igg i:g m  We expect a CAGR of ~12%/8% in AUM/PAT over FY25-27E, with RoA/RoE of
il 18'8 18'0 17'2 3%/18% in FY27E. Our BUY rating on the stock is predicated primarily on
Others 9.0 8.8 8.6 undemanding valuations of 0.9x FY27E standalone P/BV, with favorable risk-
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reward. Our SoTP (Mar’27E)-based TP stands at INR485 (based on 1.1x target
multiple for the PFC standalone business and INR193/share for PFC’s stake in
REC after hold-co discount of 20%).

Evolving energy technologies from coal to renewables

The power sector's investment landscape is being fundamentally reshaped by

technological advancements, particularly the shift from traditional coal-based

generation to renewables.

B From coal to solar PV: For a century, India's power sector relied predominantly
on coal technology, with only minor efficiency improvements. However, solar
PV, introduced in India around 2016, has rapidly gained acceptance. India has
already achieved >200GW of non-fossil fuel capacity, with solar PV forming the
largest component.
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Challenges of intermittency and the rise of battery storage: Solar PV is an
intermittent power source, dependent on sunlight and not controllable like
conventional power plants. This intermittency poses a challenge for maintaining
base load and grid stability, a problem observed globally. To address this, there
is a global shift toward integrating renewables with energy storage solutions.
Battery storage as the new frontier: Battery storage is increasingly preferred
over pumped storage projects (PSP) due to its greater flexibility, as PSPs require
specific geographical locations and water reservoirs. Government guidelines
now mandate the inclusion of around two hours of battery storage in every
new renewable tender, signifying a new phase for renewables where every new
capacity addition is expected to incorporate storage.

Maturity curve of battery storage: Despite reduction in tariffs and support from
schemes like viability gap funding (VGF), the overall ecosystem for battery
storage requires time to mature, and large volumes of battery storage projects
are still in the evaluation stage, which limits immediate financing opportunities.

Government schemes in the distribution sector nearing completion

Government schemes have been key growth drivers in the distribution sector in
recent years. However, major initiatives like the late payment surcharge (LPS)
and liquidity infusion scheme (LIS), which previously supported momentum,
have largely concluded.

Revamped distribution sector scheme (RDSS): The ongoing RDSS focuses on
milestones such as smart metering and substation upgrades. However, the
tendering process for RDSS projects is time consuming, and the release of
government grants is contingent upon awarded tenders, leading to a slower
momentum. The scheme has a sunset date of 31st Mar’26, and its future
beyond this date is uncertain without an explicit extension from the
government.

No new formalized support packages: While there is an ongoing focus on
supporting DISCOMs, no new formalized financial packages have been
announced beyond existing initiatives like RDSS and RBPF.

Broader power sector dynamics and future outlook intact

Mixed investment drivers: Unlike periods driven by a single dominant segment,
the current power financing landscape is a mixed bag of opportunities.
Renewables, especially with integrated storage, are expected to be a major
contributor, alongside conventional generation and distribution.

Conventional generation plans: The government has announced an 80GW plan
for an additional conventional (coal) capacity to ensure reliable power during
the integration of renewables with storage. While a significant portion is being
undertaken by NTPC (25-30GW), the remaining part is in the planning stage and
open for financing by other lenders offering a medium-term opportunity.
Transmission sector: The transmission sector is not a major growth driver for
PFC, primarily because Power Grid Corporation of India (PGCIL) has a strong
balance sheet and can raise funds independently at competitive rates.
Temporary demand weakness: The current weakness in electricity demand is
considered temporary, driven by unusual weather patterns, unseasonal rainfall
in some regions, and an imbalance where projected peak demand did not
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materialize, leading to excess supply. However, long-term electricity demand
growth remains strong at 6-7%, supported by structural growth drivers.

Future growth potential: PFC’s FY26 loan growth guidance of ~10-11% reflects a
transitory phase. If battery storage matures or fresh DISCOM schemes are
launched, loan growth could accelerate. The long-term power sector outlook
remains structurally robust.

Declining policy rate environment to weigh on margins

With a ~100bp repo rate cut, PFC may face a minor compression in spread and
NIM, as assets could reprice faster than liabilities. However, the company aims
to keep the spreads/margins largely steady. About 70% of borrowings are linked
to a fixed rate, while only ~¥30% are linked to a floating rate, which will benefit
from rate cuts.

The company shared that a one-third of the loan book resets annually on both
the asset and liability sides. The company has guided for spreads of 2.5% (vs.
~2.6% currently) and expects a minor compression.

Asset quality continues to improve driven by stressed asset resolution

PFC has made strong strides in improving asset quality, particularly through the
resolution of legacy stressed thermal assets. Stage 3 assets have significantly
declined from INR300b-310b (at its peak) to “INR110b, driven by a supportive
demand cycle and renewed interest in thermal assets from strategic buyers.
TRN Energy and Shiga Energy: These two projects are in the advanced stages of
resolution. An in-principle approval for their restructuring plan has been
obtained, and documentation is currently underway. While negotiations are
ongoing, the focus is on achieving a one-time settlement with the promoter
rather than merely extending the tenor. Barring unforeseen delays, there is a
strong likelihood of resolution of TRN Energy within the next 3-6 months.
Sinnar Thermal: This project is currently in the NCLT, where the bidding process
is ongoing. One part of the bidding has concluded, and evaluation is in progress.
Liquidation and provisioning: About 20% of the NPA portfolio is under
liquidation. For these assets, PFC has already made 100% provisioning, meaning
there is nothing further to be provided for, and any future recovery from the
liquidation process would be an upside.

There are specific cases, like BlueSmart (e-mobility), which are ‘isolated events’
and not indicative of a broader industry-wide risk or problem with the
underlying technology or model. In Gensol, PFC had encashed FDs held as
security in Apr’25, leading to some recoveries. For the remaining exposure,
100% provisioning has been done on Gensol.

Valuation and view

For PFC, we expect a CAGR of ~12%/8% in AUM/PAT over FY25-FY27E, with
RoA/RoE of 3%/18% in FY27E. There are some upside risks to our estimates
based on the quantum of write-backs from the resolution of stressed assets.
Trading at a FY27E P/BV (standalone) of just 0.9x, PFC is significantly cheaper
than its power sector peers, despite having ROE potential of ~18-19% over FY26-
27E. The company’s strategic focus on high-yielding loans to DISCOMs and other
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Exhibit 1: PFC: SOTP - Mar’27

Power Finance Corporation

state-backed initiatives ensures stable profitability, even as it continues to scale
up its RE financing.

m  Our BUY rating on the stock is predicated primarily on undemanding valuations
of 0.9x FY27E standalone P/BV, with favorable risk-reward. Our SoTP (Mar’27E)-
based TP stands at INR485 (based on 1.1x target multiple for the PFC standalone
business and INR193/share for PFC’s stake in REC after hold-co discount of 20%).

Stake  Target Multiple  Value (INR B) INR per share % To Total  Rationale
PFC Standalone 100 11 1,093 330 68 < 1.1x Mar'27 PBV
REC Stake (Pre-holdCo) 53 1.2 637 193 < 1.2x Mar'27 PBV
Hold Co Discount (20%) 127
REC Stake (Post Hold-CO) 510 155 32
Target Value 1,603 485 100
Exhibit 2: Valuation matrix of PFC and its peer
val Rating CMP TP MCap Upside EPS (INR) BV (INR) RoA (%) RoE (%) P/E (x) P/BV (x)
summary (INR) (INR) (INRb) (%) FY26E FY27E FY26E FY27E FY26E FY27E FY26E FY27E FY26E FY27E FY26E FY27E
PFC Buy 413 485 1365 17 547 609 314 356 3.0 3.0 186 182 76 68 13 1.2
REC Buy 399 460 1,050 15 66.4 736 343 397 27 26 208 199 6.0 54 1.2 1.0
IREDA**  Notrated 172 NA 482 NA 7.3 8.8 45 54 2.0 1.9 169 17.1 233 19.2 3.8 3.1

Note: **Bloomberg Consensus
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Exhibit 3: Expect ~12% AUM CAGR over FY25-27E

Exhibit 4: Disbursement CAGR of ~10% over FY25-27E
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Exhibit 5: Expect spreads of ~2.9%/2.8% in FY26E/FY27E

Exhibit 6: NIMs to stabilize at ~3.6/3.7 in FY26E/FY27E
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Exhibit 7: Loan mix for PFC (%)

Exhibit 8: Asset quality continues to improve
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Exhibit 9: Expect ~8% PAT CAGR over FY24-27E

Exhibit 10: Expect healthy ~18-19% ROE over FY26-27E
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Exhibit 11: Generation loan book grew ~10% YoY as of FY25  Exhibit 12: Transmission AUM grew ~8% YoY as of FY25
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PFC Transmission loan book (INR b) =O=—Growth YoY (%)
10.3

06 3.9 2.0 12.9

7.5

292
(86.9)

2,271 2,294 2,314 2,321 2,301 2,539

293 305 311 351

378

FY20 Fy21 FY22 FY23 FY24 FY25 FY20

Fy21 FY22 FY23 FY24 FY25

Source: Company, MOFSL Source: Company, MOFSL
Exhibit 13: Distribution loan book grew ~14% YoY as of FY25 Exhibit 14: RE loan book grew ~34% YoY as of FY25
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Exhibit 15: Trend in P/B ratio (one-year forward)

Exhibit 16: Trend in P/E ratio (one-year forward)
e P /B (X) Avg (x) Max (x) e P /E (X) Avg (x) Max (x)
Min (x) — — — +1SD - — = 15D 120 Min (x) = == +1SD === -1SD
2.6 )
10.4
1.9 9.0
. 60 ————————————-——-—--—-—-—--
1] mm e e e e e —— S 39
0.7 M
04 >0 W
1.8
-0.4 0.0
wn Vo] ~ [e)] o i o~ < n wn Vo] ~ [e)} o i o~ < n
i = iy < N N N “.‘ o - = - < N N N A o
Source: Company, MOFSL Source: Company, MOFSL
25 June 2025




motilal
oswal

Financial Services

Story in charts: Industry overview

Power Finance Corporation

Exhibit 17: Exhibit 18:
India total installed capacity (GW) Total generation including RE (BU) =—O=—Growth YoY (%)
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Exhibit 19: Total installed capacity grew ~7.5% YoY as of FY25
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Exhibit 20: India’s RE installed capacity in 2027 and 2032 (GW)
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Exhibit 21: India’s RE installed capacity in 2027 and 2032 (GW)
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Exhibit 22: DuPont analysis

Y/E March FY20 FY21 FY22 FY23 FY24 FY25E FY26E FY27E
Interest Income 9.0 9.6 9.3 9.0 9.2 9.2 8.8 8.8
Interest Expended 6.2 6.2 5.8 5.5 5.9 5.6 5.4 53
Net Interest Income 29 3.4 3.6 3.4 3.3 3.6 3.4 3.5
Other Operating Income 0.6 0.3 0.5 0.5 0.5 0.6 0.6 0.6
Other Income -0.7 0.0 -0.2 -0.5 0.0 -0.1 0.0 0.0
Net Income 2.7 3.8 3.8 3.5 3.8 4.1 4.0 4.1
Operating Expenses 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Operating Income 2.6 3.6 3.7 3.3 3.7 4.0 3.9 4.0
Provisions/write offs 0.3 0.9 0.6 -0.1 0.0 0.1 0.2 0.3
PBT 23 2.7 3.1 34 3.7 3.9 3.7 3.7
Tax 0.7 0.5 0.6 0.6 0.7 0.7 0.7 0.7
Reported PAT 1.6 2.2 2.5 2.8 3.0 3.2 3.0 3.0
Leverage 8.0 7.7 7.0 6.6 6.4 6.4 6.2 6.0
RoE 12.8 17.3 17.9 18.2 19.5 20.4 18.6 18.2

Source: MOFSL, Company
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Financials and valuations

Income Statement (INR b)
Y/E March FY19 FY20 FY21 FY22 FY23 FY24 FY25 FY26E FY27E
Interest on loans 284 320 361 367 376 436 499 530 580
Interest exp & other charges 190 219 232 227 233 280 305 324 348
Net Interest Income 94 101 130 140 144 156 193 206 232
Change (%) 7.8 6.9 28.3 8.3 2.4 8.8 23.7 6.3 13.0
Other operating income 4 21 11 19 21 23 35 38 41
Exchg Gain/(loss) on Forex loans -5 -26 2 -9 -20 2 -5 -2 -2
Other Income 0 0 0 0 0 0 0 0 1
Net Income 93 96 142 150 145 181 224 242 271
Change (%) -9.5 2.6 48.4 5.7 -3.6 25.2 23.5 7.9 12.3
Employee Cost 2 2 2 2 2 2 3 3 3
Administrative Exp 2 2 3 3 4 4 5 5 6
Depreciation 0 0 0 0 0 0 0 0 0
Operating Income 89 92 137 144 139 175 216 233 262
Change (%) -10.2 2.7 49.2 5.4 -4.0 25.8 23.9 7.8 12.4
Total Provisions -9 10 35 22 -3 -2 5 12 17
% to operating income -9.7 10.8 25.5 15.4 -2.1 -1.0 2.1 5.3 6.3
PBT 98 82 102 122 142 176 212 221 246
Prior period Adjustments 0 0 0 0 0 0 0 0 0
PBT (post prior period adj) 98 82 102 122 142 176.3 211.7 221 246
Tax (Incl Deferred tax) 29 25 18 22 26 33 38 40 a4
Tax Rate (%) 29.2 31.0 17.3 18.0 18.1 18.5 18.0 18.2 18.1
PAT 70 57 84 100 116 144 174 181 201
Change (%) 4.2 -18.7 49.3 18.7 15.8 23.8 20.8 4.1 11.4
Extraordinary item 0 0 0 0 0 0 0 0 0
Reported PAT 70 57 84 100 116 144 174 181 201
Adjusted PAT (Excluding REC

Dividend) 73 53 82 98 113 139 168 175 195
Change (%) 12.4 -28.2 56.7 18.7 15.4 23.5 20.6 3.9 11.6
Proposed Dividend (Incl Tax) 0 25 26 32 35 45 52 54 60
Balance Sheet (INR b)
Y/E March FY19 FY20 Fy21 FY22 FY23 FY24 FY25 FY26E FY27E
Capital 26 26 26 26 26 33 33 33 33
Reserves & Surplus 406 425 498 567 656 759 876 1,003 1,143
Net Worth 433 452 524 594 682 792 909 1,036 1,176
Deferred Tax Liability 0 0 0 0 0 0 0 0 0
Networth (incl DTL) 433 452 524 594 682 792 909 1,036 1,176
Interest subsidy from Gol 0 0 0 0 0 0 0 0 0
Borrowings 2,952 3,103 3,330 3,274 3,704 4,164 4,755 5,068 5,645
Change (%) 24.7 5.1 7.3 -1.7 13.1 12.4 14.2 6.6 11.4
Total Liabilities 3,447 3,618 3,921 3,944 4,448 5,056 5,782 6,234 6,965
Investments 166 165 160 161 173 202 207 218 228
Change (%) 558.2 -0.7 -3.0 0.7 7.6 16.9 2.5 5.0 5.0
Loans 3,032 3,341 3,601 3,609 4,108 4,699 5,328 5,882 6,599
Change (%) 14.0 10.2 7.8 0.2 13.8 14.4 13.4 10.4 12.2
Forex monetary reserves 0 0 0 0 0 0 0 0 0
Net Fixed Assets 0 1 1 1 1 1 1 1 1
Net Current Assets 142 2 48 40 16 2 68 17 16
Total Assets 3,447 3,618 3,921 3,944 4,448 5,056 5,782 6,234 6,965

E: MOSL Estimates
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Loans and Disbursements FY19 FY20 FY21 FY22 FY23 FY24 FY25 FY26E FY27E
Gross Loans (INR b) 3,147 3,449 3,708 3,731 4,225 4,815 5,431 6,033 6,760
YoY Growth (%) 13 10 7 1 13 14 13 11 12
Disbursements (INR b) 677 680 883 512 858 1,277 1,683 1,851 2,055
YoY Growth (%) 5 0 30 -42 67 49 32 10 11
Ratios

Y/E March FY19 FY20 FY21 FY22 FY23 FY24 FY25 FY26E FY27E
Spreads Analysis (%)

Avg. Yields 10.0 10.0 10.4 10.2 9.8 9.9 9.9 9.5 9.3
Avg Cost of funds 7.1 7.2 7.2 6.9 6.7 7.1 6.8 6.6 6.5
Interest Spread 2.9 2.8 3.2 3.3 3.1 2.79 3.10 2.85 2.80
NIM 3.1 2.3 3.8 3.6 3.2 3.6 3.8 3.6 3.7

Profitability Ratios (%)
RoE 17.3 12.8 17.3 17.9 18.2 19.5 20.4 18.6 18.18
RoA 2.2 1.6 2.2 2.5 2.8 3.0 3.2 3.0 3.0

Efficiency Ratios (%)

Int. Expended/Int.Earned 66.8 68.4 64.2 61.8 61.8 64.2 61.2 61.2 60.0
Other operating Inc./Net Inc. 4.3 22.0 7.6 12.3 14.3 12.5 15.6 15.6 15.0
Other Income/Net Income 0.2 0.1 0.2 0.3 0.1 0.1 0.1 0.2 0.2
Op. Exps./Net Income 4.3 4.2 3.6 3.8 4.2 3.7 3.4 3.4 3.4
Empl. Cost/Op. Exps. 43.5 48.5 37.9 37.1 36.3 36.3 35.8 35.2 34.4

Asset-Liability Profile (%)

Loans/Borrowings Ratio (x) 103 108 108 110 111 113 112 116 117
Assets/Networth (x) 8.0 8.0 7.5 6.6 6.5 6.4 6.4 6.0 5.9
Debt/Equity (x) 6.8 6.9 6.4 5.5 5.4 5.3 5.2 4.9 4.8

Asset Quality (%)

Gross Stage 3 9.4 8.1 5.7 5.6 3.9 3.3 1.9 1.5 1.2
Net Stage 3 4.6 3.8 2.1 1.8 1.1 0.9 0.4 0.3 0.2
PCR 51.5 47.1 63.4 68.6 72.7 74.4 80.1 82.0 84.0
Credit costs -0.31 0.31 1.01 0.62 -0.08 -0.04 0.09 0.22 0.26
Valuations

Book Value (INR) 164 171 198 225 258 240 276 314 356
BV Growth (%) 17.1 4.3 16.0 13.3 14.9 -7.1 14.8 13.9 13.6
Price-BV (x) 2.5 2.4 2.1 1.8 1.6 1.7 1.5 1.3 1.2
Adjusted Book Value (INR) 150 116 144 170 203 196 232 270 313
ABV Growth (%) 24.8 -22.8 23.6 18.4 19.7 -3.6 18.1 16.5 15.8
Price-ABV (x) 1.9 2.4 1.9 1.6 1.4 1.4 1.2 1.0 0.9
EPS (INR) 26.3 21.4 32.0 38.0 44.0 43.5 52.6 54.7 60.9
EPS Growth (%) 4.2 -18.7 49.3 18.7 15.8 -1.0 20.8 4.1 11.4
Price-Earnings (x) 15.7 19.3 12.9 10.9 9.4 9.5 7.9 7.5 6.8
Core EPS (INR) 27.7 19.9 31.2 37.0 42.8 42.3 50.9 53.0 59.1
Adj Core EPS Growth (%) 12.4 -28.2 56.7 18.7 15.4 1.2 20.6 3.9 11.6
Adj. Price-Core EPS (x) 10.1 14.0 8.9 7.5 6.5 6.6 5.5 5.3 4.7
DPS 0.0 9.5 10.0 12.0 13.3 13.5 15.8 16.5 18.3
Dividend Yield (%) 0.0 2.3 24 2.9 3.2 3.3 3.8 4.0 4.4

E: MOSL Estimates

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.
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Explanation of Investment Rating
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