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Update on material event 
On December 6, 2018, the Cabinet Committee on Economic Affairs gave its ‘In Principle’ approval for strategic sale of the 
Government of India’s (GoI) existing 52.63% of total paid up equity shareholding in Rural Electrification Corporation (REC) 
to Power Finance Corporation (PFC) along with transfer of management control. As per release on PIB, the acquisition 
intends to achieve integration across the Power Chain, obtain better synergies, create economies of scale and have 
enhanced capability to support energy access and energy efficiency by improved capability to finance power sector.  It 
may also allow for cheaper fund raising with increase in bargaining power for the combined entity. Subsequent to the 
transaction, REC will become a subsidiary of PFC. While the transaction is not expected to impact financial profile of REC, 
but given that majority ownership of REC will transfer from GoI to PFC, REC’s credit profile will also have linkages with 
credit profile of PFC. During H1, FY19, REC reported profit after tax (PAT) of Rs.3,233 crore and its Gross and Net NPAs 
were 7.92% and 4.28% as on September 30, 2018.REC’s CAR and Tier 1 capital was 16.14% and 13.89% respectively as on 
September 30, 2018. 
 
The transaction will impact capitalization profile of PFC with its CAR and Tier 1 capital expected to drop from current 
levels. PFC’s CAR and Tier 1 capital were 17.91% and 14.91% respectively as on September 30, 2018 as against regulatory 
minimum requirement of 15% and 10% respectively. The modalities of the transaction along with the purchase 
consideration to be paid to GoI are yet to be finalized. Furthermore, the transaction will require various approvals 
including regulatory approvals. PFC management is also assessing the funding & transaction structure and consequent 
impact on PFC’s capitalization ratios. Also, PFC is majority owned by GoI (65.64% as on September 30, 2018) and is 
expected to maintain comfortable capital structure and financial profile backed by expectation of strong support from GoI 
given PFC’s majority sovereign ownership and its strategic importance in development and providing funding to the 
power sector. During H1, FY19, PFC reported PAT of Rs.2,728 crore and its Gross and Net NPAs were 9.67% and 4.66% as 
on September 30, 2018. 
 
Ratings assigned to borrowing programmes of PFC and REC factor in majority sovereign ownership and expectation of 
continued strong support from GoI given their strategic importance for GoI. CARE will closely monitor the developments 
in this regard and continue to assess any impact on credit & financial profile of PFC & REC. 
 
The previous press release is available on the following link: Click here 
 
Analyst Contact: 
Name: Puneet Maheshwari 
Tel: 011-4533 3251 
Mobile: 9871799127 
Email: p.maheshwari@careratings.com 
 

**For detailed Rationale Report and subscription information, please contact us at www.careratings.com 
 
About CARE Ratings: 
CARE Ratings commenced operations in April 1993 and over two decades, it has established itself as one of the leading 
credit rating agencies in India. CARE is registered with the Securities and Exchange Board of India (SEBI) and also 
recognized as an External Credit Assessment Institution (ECAI) by the Reserve Bank of India (RBI). CARE Ratings is proud of 
its rightful place in the Indian capital market built around investor confidence. CARE Ratings provides the entire spectrum 
of credit rating that helps the corporates to raise capital for their various requirements and assists the investors to form 
an informed investment decision based on the credit risk and their own risk-return expectations. Our rating and grading 
service offerings leverage our domain and analytical expertise backed by the methodologies congruent with the 
international best practices.   
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Disclaimer 
CARE’s ratings are opinions on credit quality and are not recommendations to sanction, renew, disburse or recall the 
concerned bank facilities or to buy, sell or hold any security. CARE has based its ratings/outlooks on information obtained 
from sources believed by it to be accurate and reliable. CARE does not, however, guarantee the accuracy, adequacy or 
completeness of any information and is not responsible for any errors or omissions or for the results obtained from the 
use of such information. Most entities whose bank facilities/instruments are rated by CARE have paid a credit rating fee, 
based on the amount and type of bank facilities/instruments.  
In case of partnership/proprietary concerns, the rating /outlook assigned by CARE is based on the capital deployed by the 
partners/proprietor and the financial strength of the firm at present. The rating/outlook may undergo change in case of 
withdrawal of capital or the unsecured loans brought in by the partners/proprietor in addition to the financial 
performance and other relevant factors. 
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