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Investment fundamentals

Year end 31 Mar 2009A 2010E 2011E 2012E
Total revenue bn 1,492.6 1,641.3 2,147.4 2,288.8
EBITDA bn 2343 351.0 403.0 4421
EBITDA growth % 13 49.8 14.8 O
EBIT bn 183.3 268.2 316.3 351.7
EBIT Growth % 1.0 46.4 17.9 11.2

Reported profit bn 152.2 232.8 282.8 331.6
Adjusted profit bn 1555 232.8 2828 3316

EPS rep Rs 92,65 141.70 172.18 201.84
EPS adj Rs 94.65 141.70 172.18 201.84
EPS adj growth % 0.7 49.7 215 17.2
PE adj X 20.2 13.5 11.1 9.5
Total DPS Rs 1260 19.28 2342 27.46
Total div yield % 0.7 1.0 1.2 1.4
ROE % 14.6 17.9 19.6 19.4
EV/EBITDA X 15.4 10.3 9.0 8.2
Net debt/equity % 36.5 33.0 15.8 -1.2
Price/book X 25 24 2.0 1.7
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Rellance Industries

Surprising again

Event

= We are upgrading our target price for Reliance Industries (RIL) by 9% to
Rs2,220 and reiterate our Outperform recommendation. RIL is restarting
selling transportation fuels in domestic markets, which we believe will be more
profitable than exports. RIL's SEZ refinery ramp-up is also ahead of forecast.

Impact

» Rs1.5/ margins make fuel retailing profitable. Our scenario analysis
suggests that it will be value-accretive for a new player to set up a retail outlet at
a margin of Rs1.5/litre on petrol and diesel (Fig 4). We view RIL’s decision to re-
enter the fuel retailing business positively, especially in the current low crude
price environment. We value the auto fuel retailing business at Rs88/share.

= RIL shall enjoy high throughputs and margins. Initially, RIL will be
focusing on the high-margin markets, primarily Gujarat, where it enjoys
tax benefits and freight advantage. In the past, RIL had earned Rs1/litre
margins premium and 2x throughput of public sector oil marketing
companies (OMC) on an all-India basis. In addition, freight-cost saving of
US$3/bbl (for example to Europe) is expected to further add Rs 0.8/1 retail
margin. On aggregate, we estimate an incremental margin of Rs3.5-4.5/|
from auto fuel retailing and throughput of 200-350tonnes/month for RIL.

= Focus on profitability and not on market share. After entering this
business in 2004, RIL had gained a 13% market share from incumbents
in two years. This time RIL will be operating only in profitable markets. We
have assumed RIL will be operating only 50—-60% of its retail outlets.

= New SEZ refinery ramp-up ahead of expectations. RIL commissioned one
of its two CDUs last quarter and achieved 100% utilisation turning the refinery
profitable within the first quarter of start-up. Full start-up is scheduled in the
current quarter, including start-up of FCCU converting bottom-of-barrel
distillates into high-value propylene and PP. Euro V diesel production has also
just started, kicking off its first high-margin product. We are upgrading the
valuation of the new refinery by Rs48/share to factor in a faster ramp-up.

= Higher market price driven valuation upgrades. We value RIL's other E&P
blocks, primarily NEC-25, CBM Sohagpur and KG-D9, based on EV/reserve
multiples for its Indian peer, ONGC. The multiple has increased sharply in the
last two months due to a rally of ~38% in ONGC stock. We have upgraded the
value of these blocks by Rs29/share on the back of this. We have also factored
in RIL’s current market price to value its treasury stocks higher by Rs20/share.

Earnings and target price revision
= We are upgrading FY3/10E and FY3/11E PAT by 2.1% and 3.8%,

respectively, to factor in profits from auto fuel retailing and a faster ramp-up of
the new refinery. We are raising our TP to Rs2,220 from Rs2,035.

Price catalyst

= 12-month price target: Rs2,220.00 based on a Sum of Parts methodology.
= Catalyst: New oil & gas finds and enhanced clarity on organised retail.
Action and recommendation

= RIL is our top sector pick. We forecast that RIL's PAT will rise 50% YoY in
FY3/10, purely from volume growth despite an assumed cyclical downturn.

Please refer to the important disclosures and analyst certification on inside back cover of
this document. or on our website www.macauarie.com.au/research/disclosures.
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Fig 1 Stocks mentioned in this report

Company Name Bloomberg Code Current Target Upside/Downside Recommendation Analyst
Price Price

(Rs/share) (Rs/share)
ONGC ONGC IN 891 778 -13% Underperform Jal Irani
Reliance Industries RIL IN 1916 2200 16% Outperform Jal Irani
Source: Macquarie Research, May 2009
Fig 2 Reliance’s auto fuel retail margin estimates
(Rs m) 2010 2011 2012 2013
Existing mothballed retail outlets (no.) 1,432 1,432 1,432 1,432
Assumed re-opened outlets (no.) 750 750 800 860
Throughput/outlet per month (MT) 200 300 350 350
Motor spirit (Gasoline) 50 75 88 88
High speed diesel (HSD) 150 225 263 263
Total throughput (m MT) 1.8 2.7 3.4 3.6
Motor spirit (Gasoline) 0.5 0.7 0.8 0.9
High speed diesel (HSD) 1.4 2.0 25 2.7
Total throughput (mn kilolitres) 2.2 3.3 4.1 4.4
Motor spirit (Gasoline) 0.6 0.9 11 1.2
High speed diesel (HSD) 1.6 2.4 3.0 3.2
Retail margins (Rs/kl)
Motor spirit (Gasoline) 3,500 4,000 4,500 4,500
High speed diesel (HSD) 3,500 4,000 4,500 4,500
Weighted average (Gasoline + HSD) 3,500 4,000 4,500 4,500
Auto fuel retail margin (Rs m) 7,760 13,303 18,624 20,021
Motor spirit (Gasoline) 2,128 3,648 5,107 5,490
High speed diesel (HSD) 5,632 9,655 13,517 14,531

Source: Macquarie Research, May 2009

Fig 3 Snapshot valuations of RIL’s auto fuel retailing business

2008 2009 2010 2011 2012 2013
Cash profit 7,630 13,166 18,480 19,870
Less: Tax 1,154 3,707 5,850 6,934
Cash from operations 6,476 9,460 12,630 12,936
Working Capital Investment -1,194 -95 -385 208
Capex 286 286 286 286
Cash Flows 4,996 9,078 11,959 12,858
PV of Cash Flows 4,501 7,370 8,748 8,474
WACC calculation (%)
Risk-free rate (%) 7.0
Market risk premium (%) 7.0
Beta (x) 1.10
Cost of equity (%) 14.7
Gross cost of debt (%) 11.0
Tax rate (%) 33.9
Net cost of debt (%) 7.3
Debt/capital ratio (%) 50.0
WACC (%) 11.0%
Terminal Growth rate 4%
DCF calculation
PV of FCF to FY13E (Rs mn) 37,492
PV of terminal FCF (Rs mn) 125,043
Total PV (Rs mn) 162,534
Less Net Debt (Rs mn) 23,766
NPV per RIL share (Rs) 88

Source: Macquarie Research, May 2009
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Breakeven margin is Rs1.5/litre for both petrol and diesel

Our analysis suggests that a Rs1.5/litre margin for petrol and diesel sales would make setting up a
retail outlet viable for a new player. We estimate that, if free pricing were to be allowed, a sustainable
margin for incumbents would be Rs1.5/litre. Our key assumptions here are a cost of setting up a
retail outlet of Rs15m, gross monthly throughput of 250t and cost of capital of 12.1%.

Fig 4 Rs1.50/litre margin for petrol and diesel makes new retail outlets viable

Key assumptions Amount
Cost of setting up the retail outlet Rs m 15
Gross throughput per outlet per month MT 250
Retail margin on Petrol Rsllitre 15
Retail margin on Diesel Rs/litre 15
Operating expense Rs m 1
Cost of equity % 15
Cost of debt % 14
Post-tax cost of debt % 9
Debt/Capital Financing % 50
WACC % 121
Project IRR % 12.1

Source: Macquarie Research, May 2009

Fig5 Changein market share due to RIL's foray into auto fuel retail

Market share (%) Market share change (bps)
Apr-04 Apr-05 Apr-06  Over 2-years Over 1-year
10C 49.3% 45.6% 41.7% -760 -370
HPCL 22.4% 22.4% 20.3% -210 0
BPCL 28.1% 25.6% 24.5% -360 -250
RIL 0.0% 5.1% 12.9% 1,290 510

Source: Industry data, Macquarie Research, May 2009

Fig 6 RIL had gained 14% share of diesel market... Fig 7 ...and 7% of petrol markets within two years
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Fig 8 Reliance Industries: Segment-wise sum-of-the-parts valuation

Contribution to value of RIL Contribution to value of RIL

Basis for valuation

(Rs m) (Rs/share)
Core current business
Refining and Petrochemicals business (existing) 1,474,730 898 DCF based valuation
Auto-fuel retailing 138,768 88 DCF based valuation
Reliance Petroleum refinery & petrochemicals 462,431 282 DCF based valuation
E&P business (KG basin gas) 346,958 211 DCF based valuation
E&P business (KG basin oil) 123,465 75 DCF based valuation
Contribution from main business segments 2,546,353 1,554
Other assets and investments
Treasury stock (13% of equity capital) 424,818 259 Valuation at market price
Contribution from assets and investments 424,818 259
Option value: Projects in gestation period
CBM-Sohagpur and NEC 25 Gas 318,140 194 EV/ boe of reserves as benchmark
Other E&P (D9, D3 and GS-01) 167,400 102 EV/ boe of reserves as benchmark
Organised retail venture 44,660 27 DCF based valuation
2mtpa Ethylene Cracker 139,311 85 DCF based valuation
Total value per share 3,640,682 2,220

Source: Macquarie Research, May 2009

Fig 9 Key factors impacting changes in our target price

Assets Value Reason
Old Target Price 2,035

Auto Fuel Retailing Business valuation 88 Re-starting this business
SEZ Refinery 48 Faster than expected ramp-up
Other E&P Assets - D9, NEC-25, CBM 29 Increase in market value of peers
Treasury shares 20 Increase in market value
New Target Price 2,220

Source: Macquarie Research, May 2009
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Reliance Industries (RIL IN, Outperform, Target price: Rs2,220.00)

Profit & Loss 2005A 2006A 2007A 2008A Profit & Loss 2009A 2010E 2011E 2012E
Revenue m 665,977 830,248 1,137,700 1,371,467 Revenue m 1,492,606 1,641,311 2,147,447 2,288,789
Gross Profit m 168,638 221,503 298,901 335,792 Gross Profit m 345,101 430,072 491,805 533,264
Cost of Goods Sold m 497,339 608,745 838,800 1,035,674 Cost of Goods Sold m 1,147,506 1,211,239 1,655,642 1,755,525
EBITDA m 127,966 143,487 201,270 231,446 EBITDA m 234,347 350,979 402,969 442,101
Depreciation m 37,274 34,949 48,995 50,042 Depreciation m 51,069 82,732 86,654 90,402
Amortisation of Goodwill m 0 0 0 0 Amortisation of Goodwill m 0 0 0 0
Other Amortisation m 0 0 0 0 Other Amortisation m 0 0 0 0
EBIT m 90,692 108,537 152,276 181,404 EBIT m 183,278 268,247 316,315 351,699
Net Interest Income m -11,048 -4,426 -12,320 -10,865 Net Interest Income m -17,878 -34,086 -26,023 -13,311
Associates m 0 4,747 0 0 Associates m 0 0 0 0
Exceptionals m 306 -995 0 47,335 Exceptionals m -3,280 0 0 0
Forex Gains / Losses m 0 0 0 0 Forex Gains / Losses m 0 0 0 0
Other Pre-Tax Income m 11,305 2,380 6,540 12,235 Other Pre-Tax Income m 20,775 22,822 24,218 25,668
Pre-Tax Profit m 91,255 110,243 146,496 230,108 Pre-Tax Profit m 182,896 256,983 314,510 364,056
Tax Expense m -14,972 -16,295 -25,723 -34,876 Tax Expense m -30,700 -24,218 -31,686 -32,501
Net Profit m 76,282 93,948 120,773 195,232 Net Profit m 152,196 232,765 282,823 331,555
Minority Interests m 0 0 0 -19 Minority Interests m 0 0 0 0
Reported Earnings m 76,282 93,948 120,773 195,214 Reported Earnings m 152,196 232,765 282,823 331,555
Adjusted Earnings m 75,976 94,943 120,773 147,879 Adjusted Earnings m 155,476 232,765 282,823 331,555
EPS (rep) 54.72 67.44 83.10 127.73 EPS (rep) 92.65 141.70 172.18 201.84
EPS (ad)) 54.50 68.15 83.10 96.80 EPS (adj) 94.65 141.70 172.18 201.84
EPS Growth (adj) % 47.17 25.05 21.94 16.5 EPS Growth (adj) % 0.7 49.7 215 17.2
PE (rep) X 48.29 39.18 31.79 8.9 PE (rep) X 20.7 135 11.1 9.5
PE (adj) X 48.48 38.77 31.79 11.7 PE (adj) X 20.2 135 11.1 9.5
Total DPS 8.59 11.42 14.85 10.57 Total DPS 12.60 19.28 23.42 27.46
Total Div Yield % 0.3 0.4 0.6 0.9 Total Div Yield % 0.7 1.0 1.2 14
Weighted Average Shares m 1394 1393 1453 1,528 Weighted Average Shares m 1,643 1,643 1,643 1,643
Period End Shares m 1393 1393 1453 1,573 Period End Shares m 1,643 1,643 1,643 1,643
Profit and Loss Ratios 2009A 2010E 2011E 2012E Cashflow Analysis 2009A 2010E 2011E 2012E
Revenue Growth % 8.8 10.0 30.8 6.6 EBITDA m 234,347 350,979 402,969 442,101
EBITDA Growth % 1.3 49.8 14.8 9.7 Tax Paid m -30,700 -24,218 -31,686 -32,501
EBIT Growth % 1.0 46.4 17.9 11.2 Chgs in Working Cap m 82,253 6,606 -37,496 -9,231
Gross Profit Margin % 23.1 26.2 229 23.3 Net Interest Paid m -17,878 -34,086 -26,023 -13,311
EBITDA Margin % 15.7 21.4 18.8 19.3 Other m 6,462 7,977 9,875 9,406
EBIT Margin % 12.3 16.3 14.7 15.4 Operating Cashflow m 274,484 307,258 317,639 396,464
Net Profit Margin % 10.2 14.2 13.2 145 Acquisitions m -156,574 0 0 0
Payout Ratio % 13.3 13.6 13.6 13.6 Capex m -363,487 -81,229 -77,996 -73,420
EV/EBITDA X 15.4 10.3 9.0 8.2 Asset Sales m 0 0 0 0
EV/EBIT X 19.7 135 11.4 10.3 Other m 20,775 22,822 24,218 25,668
Investing Cashflow m -499,286 -58,407 -53,778 -47,751
Balance Sheet Ratios Dividend (Ordinary) m -20,699 -31,662 -38,471 -45,100
ROE % 14.6 17.9 19.6 194 Equity Raised m 692 0 0 0
ROA % 9.5 124 13.9 15.0 Debt Movements m 20,782 46,208 -161,194 -298,594
ROIC % 11.2 14.0 16.2 17.7 Other m 246,008 -153,648 -720 0
Net Debt/Equity % 36.5 33.0 15.8 -1.2 Financing Cashflow m 246,784 -139,102 -200,385 -343,694
Interest Cover X 10.3 7.9 12.2 26.4
Price/Book X 25 2.4 2.0 1.7 Net Chg in Cash/Debt m 21,982 109,749 63,476 5,019
Book Value per Share 775.7 804.6 952.9 1,127.3
Balance Sheet 2009A 2010E 2011E 2012E
Cash m 62,890 137,639 166,115 136,134
Receivables m 77,131 80,009 102,311 108,083
Inventories m 123,203 113,575 151,274 154,945
Investments m 255,636 290,636 325,636 360,636
Fixed Assets m 1,451,870 1,450,368 1,441,709 1,424,726
Intangibles m 0 0 0 0
Other Assets m 155,246 128,184 162,639 166,478
Total Assets m 2,125,977 2,200,411 2,349,684 2,351,002
Payables m 196,782 171,485 226,253 230,290
Short Term Debt m 87,000 87,000 87,000 37,000
Long Term Debt m 440,743 486,951 325,757 77,162
Provisions m 29,926 29,926 29,926 29,926
Other Liabilities m 97,370 103,438 115,505 124,925
Total Liabilities m 851,821 878,801 784,441 499,304
Shareholders' Funds m 1,274,156 1,321,611 1,565,243 1,851,698
Minority Interests m 0 0 0 0
Other m 0 0 0 0
Total S/H Equity m 1,274,156 1,321,611 1,565,243 1,851,698
Total Liab & S/H Funds m 2,125,977 2,200,411 2,349,684 2,351,002
All figures in INR unless noted.
Source: Company data, Macquarie Research, May 2009
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Important disclosures:

Recommendation definitions

Macquarie - Australia/New Zealand

Outperform — return >5% in excess of benchmark return
Neutral — return within 5% of benchmark return
Underperform — return >5% below benchmark return

Macquarie — Asia/Europe

Outperform — expected return >+10%

Neutral — expected return from -10% to +10%
Underperform — expected return <-10%

Macquarie First South - South Africa
Outperform — expected return >+10%

Neutral — expected return from -10% to +10%
Underperform — expected return <-10%

Macquarie - Canada

Outperform — return >5% in excess of benchmark return
Neutral — return within 5% of benchmark return
Underperform — return >5% below benchmark return

Macquarie - USA

Outperform (Buy) — return >5% in excess of benchmark
return (Russell 3000)

Neutral (Hold) — return within 5% of benchmark return
(Russell 3000)

Underperform (Sell)— return >5% below benchmark
return (Russell 3000)

Recommendations — 12 months

Note: Quant recommendations may differ from
Fundamental Analyst recommendations

Volatility index definition*

This is calculated from the volatility of historical
price movements.

Very high—highest risk — Stock should be
expected to move up or down 60—-100% in a year —
investors should be aware this stock is highly
speculative.

High — stock should be expected to move up or
down at least 40-60% in a year — investors should
be aware this stock could be speculative.

Medium — stock should be expected to move up or
down at least 30—40% in a year.

Low—medium — stock should be expected to move
up or down at least 25-30% in a year.

Low — stock should be expected to move up or
down at least 15-25% in a year.
* Applicable to Australian/NZ/Canada stocks only

Recommendation proportions — For quarter ending 31 March 2009

AUINZ Asia RSA
Outperform 40.44% 49.55% 44.83%
Neutral 38.60% 15.57%  39.66%
Underperform 20.96% 34.88%  15.52%

38.49%
46.43%
15.08%

USA CA EUR
67.19%  43.84%
28.12%  39.04%
4.69% 17.12%

Financial definitions

All "Adjusted" data items have had the following
adjustments made:

Added back: goodwill amortisation, provision for
catastrophe reserves, IFRS derivatives & hedging,
IFRS impairments & IFRS interest expense
Excluded: non recurring items, asset revals, property
revals, appraisal value uplift, preference dividends &
minority interests

EPS = adjusted net profit / efpowa*

ROA = adjusted ebit / average total assets

ROA Banks/Insurance = adjusted net profit /average
total assets

ROE = adjusted net profit / average shareholders funds
Gross cashflow = adjusted net profit + depreciation
*equivalent fully paid ordinary weighted average
number of shares

All Reported numbers for Australian/NZ listed stocks
are modelled under IFRS (International Financial
Reporting Standards).
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