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COMPANY UPDATE 
Reliance Power (RPOL.BO) 

Sell 

RPWR-RNRL merger to make GSMA more expensive to RPWR; Sell

What's changed 

Reliance Power (RPWR) has announced the scheme of merger with 

Reliance Natural resources (RNRL) in an all stock deal, subject to necessary 

approvals. The share swap ratio is 1:4 (1 RPWR share for every 4 shares of 

RNRL) and RPWR will have to issue 17% of their shares outstanding (pre- 

merger) as part of the deal. 

Implications 

With RNRL as the signatory to the gas sales master agreement (GSMA), we 

believe a merger with RPWR will provide more clarity to the government for 

allocation of gas to RPWR’s proposed gas based projects. The implied value of 

RNRL (using TP of RPWR of Rs119/share) is about US$1.08bn and when 

valued asset wise, we believe RNRL effectively derives most of its value from 

GSMA as 85% of its FY09 gross block is composed of goodwill and its CBM 

and oil blocks are still in the exploratory stage.    

Our calculations value GSMA at US$760mn which implies a marketing margin 

of gas supplied under GSMA to RPWR power plants is US$0.4/mmBtu versus 

US$0.13/mmBtu earned by Reliance Industries (RIL) for its KG basin gas. With 

implied marketing margins being 3x the margins charged by RIL to other gas 

consumers, we believe the high cost will negatively impact the IRR’s of 

RPWR’s gas based projects.  

The deal is 5% EPS dilutive for RPWR on FY10 numbers and with RNRL having 

no material operating assets, we believe RNRL’s net profit will continue to be 

driven by income from financial investments. 

Valuation 

We re-iterate Sell on Reliance Power with 12-m SOTP TP of Rs119/share 

implying potential downside of 32%. We await for more clarity on the deal 

before making changes to our target price and earnings estimates. 

Key risks 

Completion of the projects ahead of estimated timelines.  
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Reliance Power (RPOL.BO)

Asia Pacific Utilities Peer Group Average

Key data Current

Price (Rs) 175.15

12 month price target (Rs) 119.00

Market cap (Rs mn / US$ mn) 420,295.4 / 8,987.4

Foreign ownership (%) 4.8

3/10 3/11E 3/12E 3/13E

EPS (Rs) 2.85 1.90 2.52 2.09

EPS growth (%) 179.4 (33.3) 32.3 (16.9)

EPS (diluted) (Rs) 2.85 1.90 2.52 2.09

EPS (basic pre-ex) (Rs) 2.85 1.90 2.52 2.09

P/E (X) 61.5 92.1 69.6 83.8

P/B (X) 2.9 2.8 2.7 2.7

EV/EBITDA (X) NM 134.1 83.8 59.6

Dividend yield (%) -- -- 0.2 0.2

ROE (%) 4.8 3.1 4.0 3.2

CROCI (%) (0.9) 1.6 2.0 2.4
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Absolute 15.2 12.9 1.4
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Source: Company data, Goldman Sachs Research estimates, FactSet. Price as of 7/02/2010 close.
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Profit model (Rs mn) 3/10 3/11E 3/12E 3/13E Balance sheet (Rs mn) 3/10 3/11E 3/12E 3/13E

Total revenue 207.2 9,964.4 18,503.2 33,093.3 Cash & equivalents 107,656.6 75,032.6 40,929.6 8,069.1

Cost of goods sold (221.0) (4,383.3) (7,330.4) (13,632.7) Accounts receivable 410.6 2,071.0 3,821.0 6,131.2

SG&A (1,059.5) (680.6) (1,068.4) (2,817.9) Inventory 50.8 636.9 1,063.2 1,956.6

R&D -- -- -- -- Other current assets 1,124.2 1,179.0 852.9 511.9

Other operating profit/(expense) 0.0 0.0 0.0 0.0 Total current assets 109,242.3 78,919.6 46,666.6 16,668.9

EBITDA (1,073.2) 4,900.5 10,104.4 16,642.6 Net PP&E 178,647.1 383,800.5 576,316.7 723,251.1

Depreciation & amortization (57.1) (833.5) (3,734.4) (5,189.0) Net intangibles 0.0 0.0 0.0 0.0

EBIT (1,130.3) 4,067.0 6,370.0 11,453.6 Total investments 0.0 0.0 0.0 0.0

Interest income 8,226.6 3,089.4 3,530.3 1,460.0 Other long-term assets 0.0 0.0 0.0 0.0

Interest expense (70.2) (2,097.6) (3,277.2) (7,252.3) Total assets 287,889.4 462,720.1 622,983.3 739,920.0

Income/(loss) from uncons. subs. 0.0 0.0 0.0 0.0 Accounts payable 0.0 0.0 0.0 0.0

Others 0.0 0.0 0.0 0.0 Short-term loans 0.0 0.0 0.0 0.0

Pretax profits 7,026.0 5,058.8 6,623.0 5,661.3 Other current liabilities 512.2 1,012.8 839.9 822.5

Income tax (186.8) (494.3) (524.0) (269.7) Total current liabilities 512.2 1,012.8 839.9 822.5

Minorities 0.0 0.0 (61.1) (374.5) Long-term debt 142,730.1 311,700.7 466,956.2 579,516.5

Other long-term liabilities 0.0 0.0 0.0 0.0

Net income pre-preferred 6,839.2 4,564.5 6,037.9 5,017.1 Total long-term liabilities 142,730.1 311,700.7 466,956.2 579,516.5

Preferred dividends 0.0 0.0 0.0 0.0 Total liabilities 143,242.3 312,713.5 467,796.0 580,339.0

Net income (pre-exceptionals) 6,839.2 4,564.5 6,037.9 5,017.1

Post tax exceptionals 0.0 0.0 0.0 0.0 Preferred shares 0.0 0.0 0.0 0.0

Net income 6,839.2 4,564.5 6,037.9 5,017.1 Total common equity 144,647.1 149,211.6 154,331.1 158,350.3

Minority interest 0.0 795.0 856.2 1,230.7

EPS (basic, pre-except) (Rs) 2.85 1.90 2.52 2.09 Total liabilities & equity 287,889.4 462,720.1 622,983.3 739,920.0

EPS (basic, post-except) (Rs) 2.85 1.90 2.52 2.09

EPS (diluted, post-except) (Rs) 2.85 1.90 2.52 2.09 BVPS (Rs) 60.28 62.18 64.31 65.99

DPS (Rs) 0.00 0.00 0.33 0.36

Dividend payout ratio (%) 0.0 0.0 13.0 17.0 Ratios 3/10 3/11E 3/12E 3/13E

Free cash flow yield (%) (31.7) (47.9) (44.8) (35.7) CROCI (%) (0.9) 1.6 2.0 2.4

ROE (%) 4.8 3.1 4.0 3.2

Growth & margins (%) 3/10 3/11E 3/12E 3/13E ROA (%) 3.1 1.2 1.1 0.7

Sales growth -- NM 85.7 78.9 Inventory days 42.0 28.6 42.3 40.4

EBITDA growth (4.1) 556.6 106.2 64.7 Receivables days 361.6 45.5 58.1 54.9

EBIT growth (9.4) 459.8 56.6 79.8 Payable days NM NM NM NM

Net income growth 179.7 (33.3) 32.3 (16.9) Net debt/equity (%) 24.2 157.8 274.5 358.1

EPS growth 179.4 (33.3) 32.3 (16.9) Interest cover - EBIT (X) 0.1 NM NM 2.0

Gross margin (6.6) 56.0 60.4 58.8

EBITDA margin (517.9) 49.2 54.6 50.3 Valuation 3/10 3/11E 3/12E 3/13E

EBIT margin (545.4) 40.8 34.4 34.6 P/E basic (X) 61.5 92.1 69.6 83.8

P/B (X) 2.9 2.8 2.7 2.7

Cash flow statement (Rs mn) 3/10 3/11E 3/12E 3/13E EV/EBITDA (X) NM 134.1 83.8 59.6

Net income pre-preferred dividends 6,839.2 4,564.5 6,037.9 5,017.1 EV/GCI (X) 2.2 1.7 1.4 1.3

D&A add-back 57.1 833.5 3,734.4 5,189.0 Dividend yield (%) -- -- 0.2 0.2

Minorities interests add-back 0.0 0.0 61.1 374.5 Additional metrics 3/10 3/11E 3/12E 3/13E

Net (inc)/dec working capital (3,016.9) (1,788.5) (2,023.0) (2,880.0) Unit coal costs (Rs/kWh) -- -- -- --

Other operating cash flow 0.0 0.0 0.0 0.0 Wtd-avg tariffs-total (Rs/kWh) 2.46 2.52 2.92 2.28

Cash flow from operations 3,879.4 3,609.5 7,810.5 7,700.5 Wtd-avg tariffs -coal (Rs/kWh) -- -- -- --

Wtd-avg tariffs-wind (Rs/kWh) -- -- -- --

Capital expenditures (129,045.4) (205,986.9) (196,250.6) (152,123.4) Utilization rate-total (%) 85.0 85.0 84.7 82.8

Acquisitions 0.0 0.0 0.0 0.0 Utilization rate-coal (%) -- -- -- --

Divestitures 0.0 0.0 0.0 0.0 Utilization rate-wind (%) -- -- -- --

Others 0.0 0.0 0.0 0.0 Utilization rate-nuclear (%) -- -- -- --

Cash flow from investments (129,045.4) (205,986.9) (196,250.6) (152,123.4) Attributable capacity-total (MW) 300 600 1,500 3,480

Attributable capacity-coal (MW) -- -- -- --

Dividends paid (common & pref) 0.0 0.0 (918.4) (997.9) Attributable capacity-wind (MW) -- -- -- --

Inc/(dec) in debt 129,405.2 168,970.6 155,255.5 112,560.3 Attributable capacity-nuclear (MW) -- -- -- --

Common stock issuance (repurchase) 28.3 0.0 0.0 0.0 Power generation-total (kWh) 355 4,278 6,839 15,611

Other financing cash flows 0.0 795.0 0.0 0.0 Power generation-coal (kWh) -- -- -- --

Cash flow from financing 129,433.5 169,765.6 154,337.1 111,562.4 Power generation-wind (kWh) -- -- -- --

Total cash flow 4,267.5 (32,611.7) (34,103.0) (32,860.5) Power generation-nuclear (kWh) -- -- -- --

Note: Last actual year may include reported and estimated data.

Source: Company data, Goldman Sachs Research estimates.
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Deal is 17% dilutive for RPWR; GSMA to dominate the valuation of 

RNRL, in our view 

Exhibit 1: The merger is 17% dilutive to Reliance Power.  

Details of the scheme of merger between RPWR- RNRL 

 

Source: Company data, Goldman Sachs Research estimates 

Exhibit 2: We valued GSMA at US$760mn which implies a marketing margin of 

US$0.4/mmBtu which 3x the margin charged by RIL to its gas consumers 
Details of implied valuations of RNRL and the marketing margins implied by valuation of 

GSMA 

 

Source: Company data, Goldman Sachs Research estimates 

Particulars

Oustanding shares of RNRL  (mn) 1,633        

Swap ratio 4:1

Fresh issue of RPWR shares pursuant to merger scheme (mn) 408         

Valuation of the merger based on current market price (US$ mn) 1,589      

Valuation of the merger based on our current TP of RPWR at Rs119/share (US$ mn) 1,080      

Impact on Reliance Power

Oustanding shares of RPWR (mn) 2,397      

% dilution for RPWR 17%

Particulars
Implied 

valuations/margins using 

current TP of RPWR

Implied 

valuations/margins using 

current market price of 

RPWR

Target price/Current market price of RPWR (Rs/share) 119 175.2

Implied value of RNRL (US$ mn) 1,080 1,589

Net cash and receivables as of FY09 (US$ mn) 322 322

Value of GSMA (US$ mn) 758 1,267

Implied marketing margins (US$/mmBtu) 0.40 0.66

Assumptions for calculating the implied marketing margins

Gas Quantity (mmscmd) 28

Validity of GSMA (years) 17

WACC 13%

Year of commissioning of RPWR gas based plants FY14

Value of other businesses of RNRL 0
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Exhibit 3: With CBM and oil blocks still at exploratory stage and no substantial cash 

investments appeared to have been made in these businesses, we believe the value of 

additional equity of Reliance Power primarily represents the value of the GSMA  
Details of the businesses of Reliance Natural resources 

 

Source: Goldman Sachs Research estimates 

 

Exhibit 4: The promoter stake in RPWR would decrease to 80.4% from 84.8% before the 

merger and the free float would increase to 19.6% 
Shareholding pattern before and after merger 

 

Source: Company data, Goldman Sachs Research 

We also adjust our 03/2010 numbers for the year end. The change to our previously 

published forecasts was mainly due to a substantial increase in other income of the 

company which is primarily composed of income on its investments in liquid instruments. 

 

Asset Status

CBM Blocks

* Awarded 4 CBM blocks over an acreage of 3,251 sq kms  in CBM round III 

* PEL obtained for 3 out of 4 blocks

* Exploration surveys and studies completed

* Core hole drilling and testing was expected to commence in 1QFY10

Oil & Gas

* Awarded a block in Mizoram under NELP VI round

* PEL obtained

* Major pre‐seismic surveys completed

* Aero‐Magnetic survey to commence followed by 2D seismic data acq.

Natural Gas Pipeline & Distribution

* Reliance Fuel Resources Limited (RFRL), wholly owned subsidiary, submitted an 

application to MoP&NG and PNGRB for grant of authorization for laying pipeline 

from Kakinada to Dadri

* RFRL also submitted applications for grant of authorization for City Gas 

Distribution in Delhi, Mumbai and NCR

Coal Supply

* Entered into a freight contract for transportation of coal from Korba to Dahanu 

TPS

* Supplied 5  lakh MT of imported coal to Dahanu TPS

% Number of shares (mn) % Number of shares (mn)

Promoters

   ADAG group 39.8 954 42.0 1,178

  Reliance Infrastructure 45.0 1,078 38.4 1,078

Others 15.2 365 19.6 549

Total 100.0 2,397 100.0 2,805

Before merger After merger

Particulars
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Exhibit 5: Profit and loss account of RNRL for FY08-FY10 
 

 

Source: Company data 

 

FY08 FY09 FY10

Income from operations 2,028                2,700              2,984             

Other Income 6                        ‐                 

Net Revenue 2,034                2,700              2,984             

Cost of operations 1,800                2,201              2,624             

Employee costs 24                      48                   56                   

Depreciation 69                      1                      1                     

Other exp 141                    254                 210                 

Total expenditure 2,034                2,503              2,891             

Profit from operation before other income and Int (0)                       197                 92                   

Other Income 1,639                1,489              1,868             

Profit before interest 1,639                1,687              1,961             

Interest and finance charges 782                    951                 889                 

PBT 857                    736                 1,072             

Provision for taxes

‐current tax 169                    17                   162                 

‐FBT 1                        1                     

‐deferred taxes 1                        2                      3                     

Net profit 686                    715                 908                 

Share in profit/loss minority interest (0.01)              

Net profit after Minority Interest 686                    715                 907                 
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Reg AC 
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companies and its or their securities. I also certify that no part of my compensation was, is or will be, directly or indirectly, related to the specific 

recommendations or views expressed in this report. 

Investment Profile 

The Goldman Sachs Investment Profile provides investment context for a security by comparing key attributes of that security to its peer group and 

market. The four key attributes depicted are: growth, returns, multiple and volatility. Growth, returns and multiple are indexed based on composites 

of several methodologies to determine the stocks percentile ranking within the region's coverage universe. 

The precise calculation of each metric may vary depending on the fiscal year, industry and region but the standard approach is as follows: 

Growth is a composite of next year's estimate over current year's estimate, e.g. EPS, EBITDA, Revenue. Return is a year one prospective aggregate 
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Quantum 
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Disclosures 

Coverage group(s) of stocks by primary analyst(s) 
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Price target and rating history chart(s) 
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Return potential represents the price differential between the current share price and the price target expected during the time horizon associated 

with the price target.  Price targets are required for all covered stocks. The return potential, price target and associated time horizon are stated in 

each report adding or reiterating an Investment List membership.  

Coverage groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at 

http://www.gs.com/research/hedge.html. The analyst assigns one of the following coverage views which represents the analyst's investment 

outlook on the coverage group relative to the group's historical fundamentals and/or valuation. Attractive (A). The investment outlook over the 

following 12 months is favorable relative to the coverage group's historical fundamentals and/or valuation. Neutral (N). The investment outlook 

over the following 12 months is neutral relative to the coverage group's historical fundamentals and/or valuation. Cautious (C). The investment 

outlook over the following 12 months is unfavorable relative to the coverage group's historical fundamentals and/or valuation.  

Not Rated (NR). The investment rating and target price have been removed pursuant to Goldman Sachs policy when Goldman Sachs is acting in 

an advisory capacity in a merger or strategic transaction involving this company and in certain other circumstances. Rating Suspended (RS). 
Goldman Sachs Research has suspended the investment rating and price target for this stock, because there is not a sufficient fundamental basis 

for determining an investment rating or target. The previous investment rating and price target, if any, are no longer in effect for this stock and 

should not be relied upon. Coverage Suspended (CS). Goldman Sachs has suspended coverage of this company. Not Covered (NC). Goldman 

Sachs does not cover this company. Not Available or Not Applicable (NA). The information is not available for display or is not applicable. Not 
Meaningful (NM). The information is not meaningful and is therefore excluded.  

Global product; distributing entities 

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs, and 

pursuant to certain contractual arrangements, on a global basis. Analysts based in Goldman Sachs offices around the world produce equity 

research on industries and companies, and research on macroeconomics, currencies, commodities and portfolio strategy. This research is 

disseminated in Australia by Goldman Sachs JBWere Pty Ltd (ABN 21 006 797 897) on behalf of Goldman Sachs; in Canada by Goldman Sachs & 

Co. regarding Canadian equities and by Goldman Sachs & Co. (all other research); in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by 

Goldman Sachs (India) Securities Private Ltd.; in Japan by Goldman Sachs Japan Co., Ltd.; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., 

Seoul Branch; in New Zealand by Goldman Sachs JBWere (NZ) Limited on behalf of Goldman Sachs; in Russia by OOO Goldman Sachs; in 

Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); and in the United States of America by Goldman Sachs & Co. 

Goldman Sachs International has approved this research in connection with its distribution in the United Kingdom and European Union.  

European Union: Goldman Sachs International, authorized and regulated by the Financial Services Authority, has approved this research in 

connection with its distribution in the European Union and United Kingdom; Goldman Sachs & Co. oHG, regulated by the Bundesanstalt für 

Finanzdienstleistungsaufsicht, may also distribute research in Germany. 

General disclosures 

This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we 

consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to update our research as 

appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis, the large 

majority of reports are published at irregular intervals as appropriate in the analyst's judgment. 

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have 

investment banking and other business relationships with a substantial percentage of the companies covered by our Global Investment Research 

Division. Goldman Sachs & Co., the United States broker dealer, is a member of SIPC (http://www.sipc.org). 

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and our 

proprietary trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, our 

proprietary trading desks and investing businesses may make investment decisions that are inconsistent with the recommendations or views 

expressed in this research. 

We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, 

act as principal in, and buy or sell, the securities or derivatives, if any, referred to in this research.  

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be 

illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of 

individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, 

if appropriate, seek professional advice, including tax advice. The price and value of investments referred to in this research and the income from 

them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may 

occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments. 

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all 

investors. Investors should review current options disclosure documents which are available from Goldman Sachs sales representatives or at 

http://www.theocc.com/publications/risks/riskchap1.jsp. Transactions cost may be significant in option strategies calling for multiple purchase and 

sales of options such as spreads. Supporting documentation will be supplied upon request.  

All research reports are disseminated and available to all clients simultaneously through electronic publication to our internal client websites.  Not 

all research content is redistributed to our clients or available to third-party aggregators, nor is Goldman Sachs responsible for the redistribution of 

our research by third party aggregators. For all research available on a particular stock, please contact your sales representative or go to 

http://360.gs.com. 

Disclosure information is also available at http://www.gs.com/research/hedge.html or from Research Compliance, 200 West Street, New York, NY 

10282. 
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