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Credit update

On February 1, 2026, Honorable finance Minister, Smt. Nirmala Sitharaman announced during the Union Budget
of FY2026-27 that Power Finance Corporation Limited (PFC; rated CARE AAA; Stable / CARE Al1+) and REC Limited
(REC; rated CARE AAA; Stable / CARE A1+) will be restructured. Subsequently, the Board of Directors of PFC and
REC in their respective meetings held on February 6, 2026, accorded in-principle approval for the restructuring in
the form of a merger of PFC and REC, while ensuring that the merged entity continues to remain as a “Government
Company” under the Companies Act, 2013 and other applicable laws. The merged entity shall be the largest power
sector financing entity in India and would benefit from a strong balance sheet, operational synergies and better
capital efficiency to support incremental funding across the power sector value chain.

CARE Ratings Limited (CareEdge Ratings) notes that the merger structure is under deliberation and appropriate
agencies including consultants, valuation experts and legal advisors will be appointed to ensure execution of the
merger, subject to applicable regulatory approvals.

At present, both PFC and REC comply with the Reserve Bank of India’s credit concentration norms applicable to
single and group borrower exposures, which are linked to Tier I capital. Currently, both entities operate well within
the prescribed exposure limits. Post-merger, these limits will apply to the consolidated Tier I capital of the merged
entity. Given the strong net worth of both entities, any breach with respect to borrower exposure norms is not
foreseen. The merged entity is expected to maintain comfortable capital levels to support future lending growth.

On funding side as well, the combined exposure for lending banks, under RBI’s Large Exposure Framework, is
currently capped at the group limit of 25% of respective banks’ Tier I capital, which will reduce to 20% post the
merger for the merged entity. Considering the aggregate Tier 1 Capital of top banks and multiple funding avenues
available with PFC and REC, the merged entity is expected to manage the transition smoothly without any material
constraints.

CareEdge Ratings notes that both the entities would be operating separately until the merger process is
consummated post receipt of requisite approvals. CareEdge Ratings will continue to monitor the progress of the
merger and will take appropriate action as may be required.

Consolidated Financials (Power Finance Corporation Limited):
Brief Financials (X crore) March 31, 2024 (A) March 31, 2025 (A) 9MFY26 (UA)

Total income 91,139 1,06,564 86,645
Profit after tax (PAT) 26,461 30,514 25,028
Assets under management (AUM) 9,90,824 11,09,996 11,51,407
On-book gearing (x) 6.72 6.53 6.18
AUM / tangible net-worth (TNW) (x) 7.73 7.45 7.29
Gross non-performing assets (NPA) / gross 3.02 1.64 1.26
stage 3 (%)

Return on managed assets (ROMA) (%) 2.75 2.77 NA
Capital adequacy ratio (CAR) (%) NA NA NA

A: Audited UA: Unaudited; Note: these are latest available financial results

Standalone Financials (REC Limited):
Brief Financials (X crore)

March 31, 2024 (A) March 31, 2025 (A) 9MFY26 (UA)

Total income 47,023 55,758 44,781
Profit after tax (PAT) 14,019 15,713 12,920
Assets under management (AUM) 5,09,371 5,66,883 5,81,787
On-book gearing (x) 6.72 6.64 NA
AUM / tangible net-worth (TNW) (x) 7.68 7.59 NA
Gross non-performing assets (NPA) / gross 271 1.35 0.88
stage 3(%)

Return on managed assets (ROMA) (%) 2.79 2.72 NA
Capital adequacy ratio (CAR) (%) 25.82 25.99 NA

A: Audited UA: Unaudited; Note: these are latest available financial results; All ratios as per CareEdge Ratings’ calculations
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About us:

Established in 1993, CARE Ratings is one of the leading credit rating agencies in India. Registered under the
Securities and Exchange Board of India, it has been acknowledged as an External Credit Assessment Institution by
the Reserve Bank of India. With an equitable position in the Indian capital market, CARE Ratings provides a wide
array of credit rating services that help corporates raise capital and enable investors to make informed decisions.
With an established track record of rating companies over almost three decades, CARE Ratings follows a robust
and transparent rating process that leverages its domain and analytical expertise, backed by the methodologies
congruent with the international best practices. CARE Ratings has played a pivotal role in developing bank debt
and capital market instruments, including commercial papers, corporate bonds and debentures, and structured
credit. For more information: www.careratings.com

Disclaimer:

This disclaimer pertains to the ratings issued and content published by CARE Ratings Limited (“CareEdge Ratings”). Ratings are opinions on the
likelihood of timely payment of the obligations under the rated instrument and are not recommendations to sanction, renew, disburse, or recall the
concerned bank facilities or to buy, sell, or hold any security. Any opinions expressed herein are in good faith and are subject to change without
notice. The rating reflects the opinions as on the date of the rating. A rating does not convey suitability or price for the investor. The rating agency
does not conduct an audit on the rated entity or an independent verification of any information it receives and/or relies on for the rating exercise.
CareEdge Ratings has based its ratings/outlook on the information obtained from reliable and credible sources. CareEdge Ratings does not, however,
guarantee the accuracy, adequacy, or completeness of any information and is not responsible for any errors or omissions and the results obtained
from the use of such information. The users of the rating should rely on their own judgment and may take professional advice while using the
rating in any way. CareEdge Ratings shall not be liable for any losses that user may incur or any financial liability whatsoever to the user of the
rating. The use or access of the rating does not create a client relationship between CARE and the user.

CAREEDGE RATINGS DISCLAIMS WARRANTY OF ANY KIND, EXPRESS, IMPLIED OR OTHER WARRANTIES OR CONDITIONS, TO THE EXTENT
PERMITTED BY APPLICABLE LAWS, INCLUDING WARRANTIES OF MERCHANTABILITY, ACCURACY, COMPLETENESS, ERROR-FREE, NON-
INFRINGEMENT, NON-INTERRUPTION, SATISFACTORY QUALITY, FITNESS FOR A PARTICULAR PURPOSE OR INTENDED USAGE.

Most entities whose bank facilities/instruments are rated by CareEdge Ratings have paid a credit rating fee, based on the amount and type of bank
facilities/instruments. CareEdge Ratings or its subsidiaries/associates may also be involved with other commercial transactions with the entity.
CareEdge Ratings does not act as a fiduciary by providing the rating. The ratings are intended for use only within the jurisdiction of India. The
ratings of CareEdge Ratings do not factor in any rating-related trigger clauses as per the terms of the facilities/instruments, which may involve
acceleration of payments in case of rating downgrades. However, if any such clauses are introduced and triggered, the ratings may see volatility
and sharp downgrades. CareEdge Ratings has established policies and procedures as required under applicable laws and regulations which are
available on its website.
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Privacy Policy applies. For Privacy Policy please refer to https://www.careratings.com/privacy policy

© 2025, CARE Ratings Limited. All Rights Reserved.
This content is being published for the purpose of dissemination of information. Any use or reference to the contents herein on an “as-is” basis is
permitted with due acknowledgement to CARE Ratings. Reproduction or retransmission in whole or in part is prohibited except with prior written

consent from CARE Ratings.

For detailed Rationale Report and subscription information,
please visit www.carerating.com
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