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Stock data 

No. of shares : 1,394mn 
Market cap  : Rs 1,837bn 
52 week high/low : Rs 1,445/ Rs 712 
Avg. daily vol. (6mth) : 4.0mn shares 
Bloomberg code : RIL IN 
Reuters code : RELI.BO 
 
Shareholding (%) Dec-06 QoQ chg 

Promoters : 50.6 0.7  
FIIs : 19.9 (0.4) 
MFs / UTI : 2.4 (0.2) 
Banks / FIs : 5.8 0.3  
Others : 21.3 (0.4) 
 

 

 CREATION OF A MAMMOTH! 
Reliance Industries (RIL) has announced the amalgamation of Indian 
Petrochemicals Corporation Limited (IPCL) with it. The amalgamation 
scheme envisages entitlement of 1 share of RIL for every 5 shares of 
IPCL held. Since RIL’s associate companies would also be entitled for 
RIL’s shares, merger would enhance “treasury stock” to 14.2% from 
present 12.2%. Although its ownership structure remains 
unclear, treasury stock gives RIL an option to offer it to a 
strategic investor. 

Pay back of <3 years… 
RIL has valued IPCL at an EV of ~Rs73 bn or ~USD 720/MT of 
blended capacity (polymers and polyester). Based on our FY07E 
EBIDTA of Rs25bn for IPCL, swap ratio implies a payback of ~3 years. 
Through the merger, RIL targets to benefit from – (1) manpower 
rationalization (2) relocation of production facilities - economies of 
scale (3) product rationalization – reduction in overheads and (4) 
benefits in sales tax (which although remains a pass through). These 
benefits as of now remain non-quantifiable; however can 
potentially shorten the payback. 

Combined entity a mammoth! 
Post merger, the combined entity would have – (1) capacity of ~10 m 
MT (2) estimated networth of ~Rs490bn (USD 11 bn), and (3) annual 
cash flows of ~USD 4 bn. Stronger cash flows and relatively 
unleveraged balance sheet further strengthen RILs’ ability to explore 
the inorganic growth opportunities. 

Maintain sector OP, retain price target 
As the merger is proposed to be with retrospective effect (April 1st

2007) we have estimated FY07E EPS of ~Rs87 that factors in equity 
dilution of 4.3% (pre warrant conversion). Maintain sector 
Outperformer rating and retain price target of Rs 1,700. 

Financial summary 
 
Y/E Mar 

Sales 
(Rs mn) 

PAT 
(Rs mn) 

EPS 
(Rs)

Change
YoY (%)

P/E 
(x)

RoE 
(%)

RoCE 
(%) 

EV/EBITDA 
(x)

BV 
(Rs)

2005  667,863  76,672 55.0 45 9.9 19.6 17.9 7.0 306

2006  831,172  93,982 67.5 23 11.8 25.0 19.6 9.1 231

2007E  1,253,402  126,138 86.8 29 15.2 30.0 24.1 10.6 353

Source: Company, ENAM estimates   

Analyst: Harshavardhan Dole 
Email: harsh@enam.com 
Tel: 9122 6754 7677 
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Source: Company, ENAM Research 

Pro-forma P&L of the combined entity 
 (Rs bn) RIL IPCL RIL+IPCL
Sales 1,172 119 1,252
EBIDTA 174 25 198
PAT 109 15 126
Equity shares (bn)  1.39 0.30 1.45 
EPS (Rs/shr) 78 50 87
Networth 414 73 499
Book Value (Rs/shr) 307 254 353
RoCE 23% 28% 24%
Source: ENAM Research 

Post merger, share of petchem in EBIDTA to increase 
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Source: ENAM Research 

IPCL primarily manufacturers polymers and competes with other players like- GAIL, Haldia. IPCL accounts
for 35% of the installed ethylene capacity in India, next being RIL. Further IPCL is second largest domestic
manufacturer of propylene with share of 19%, only next to RIL having market share of 55%. In a way
IPCL’s product slate complements that of RIL (IPCL strong in PE while RIL strong in PP). This makes the
combined entity the undisputed leaders in the domestic market with a combined market share
of 63% and 75% in ethylene and propylene respectively.

 Gains at EBIDTA to be 
more (as explained 
earlier)   

 

 Tax rate crucial. Assumed 

present tax rate of RIL 
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This document is provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Nothing in this document 
should be construed as investment or financial advice, and nothing in this document should be construed as an advice to buy or sell or solicitation to buy or sell the 
securities of companies referred to in this document. The intent of this document is not in recommendary nature 

Each recipient of this document should make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of 
companies referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and risks of such an 
investment. The investment discussed or views expressed may not be suitable for all investors 

Enam Securities Private Limited has not independently verified all the information given in this document. Accordingly, no representation or warranty, express or implied, 
is made as to the accuracy, completeness or fairness of the information and opinions contained in this document 

The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement of the views 
expressed in the report. This information is subject to change without any prior notice. The Company reserves the right to make modifications and alternations to this 
statement as may be required from time to time without any prior approval 

Enam securities Private Limited, its affiliates, their directors and the employees may from time to time, effect or have effected an own account transaction in, or deal as 
principal or agent in or for the securities mentioned in this document. They may perform or seek to perform investment banking or other services for, or solicit investment 
banking or other business from, any company referred to in this report. Each of these entities functions as a separate, distinct and independent of each other. The recipient 
should take this into account before interpreting the document 

This report has been prepared on the basis of information, which is already available in publicly accessible media or developed through analysis of ENAM Securities 
Private Limited. The views expressed are those of analyst and the Company may or may not subscribe to all the views expressed therein 

This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other person or 
published, copied, in whole or in part, for any purpose. Neither this document nor any copy of it may be taken or transmitted into the United State (to U.S.Persons), 
Canada, or Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. The distribution of 
this document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should inform themselves about, and observe, any 
such restrictions 

Neither the Firm, not its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential 
including lost revenue or lost profits that may arise from or in connection with the use of the information. 

Copyright in this document vests exclusively with ENAM Securities Private Limited. 


