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Reliance Petroleum (RPET.BO) 
 Downgrade to Sell; All in the Price 
  

 Valuations leave no room for upside — We downgrade RPL to Sell/Low Risk 
from Hold/Low Risk notwithstanding the positive view on the refining cycle. Our 
revised target price of Rs220 is based on a rich 12-month forward target 
EV/EBITDA of 7.5x as on Sep-08. 

 Asset valuations also appear rich — At the current stock price, RPL is trading 
at EV per complexity bbl of US$3,500, well in excess of peers and replacement 
cost of US$2,000-2,200. Even adjusting for RPL’s material tax breaks (NPV of 
US$3.3bn), the EV/complexity bbl at US$3,100/bbl is even higher than its 
parent RIL’s (which also enjoys tax benefits) US$3,000 at target multiples.  

 Upgrading refining margins to US$17.0-17.5/bbl — Our new GRM 
assumptions are US$17.0-17.5/bbl for FY09-11E (earlier at US$15.0-
15.5/bbl). This includes roughly US$1.0/bbl savings from KG gas and is at 
US$10.5/bbl premium to Singapore complex and US$3.2-3.4/bbl higher than 
RIL’s assumptions. 

 Chevron’s stance unclear — RIL’s partial stake sale in RPL raises question 
marks on Chevron’s intentions; we think any move by Chevron to sell their 5% 
stake back to RIL could pave the way for RPL’s eventual merger with RIL. 
Upside risks to our target price could come from: i) any move to increase RPL’s 
capacity further, and ii) increased differential of clean fuels (50/10ppm 
sulphur). 

 
 

Statistical Abstract 

Year to Net Profit Diluted EPS EPS growth P/E P/B ROE Yield
31 Mar (RsM) (Rs) (%) (x) (x) (%) (%)
2009E 62,660 13.9 na 15.7 5.2 na 0.5
2010E 113,427 25.2 81.0 8.7 3.4 47.3 1.4
2011E 114,356 25.4 0.8 8.6 2.6 34.3 2.0
2012E 109,315 24.3 -4.4 9.0 2.1 26.0 2.4
2013E 104,803 23.3 -4.1 9.4 1.8 20.9 2.3

Source: Powered by dataCentral 

 
  

Sell/Low Risk 3L
from Hold/Low Risk   

Price (17 Jan 08) Rs219.30
Target price Rs220.00

from Rs170.00   
Expected share price return 0.3%
Expected dividend yield 0.0%
Expected total return 0.3%
Market Cap Rs986,850M
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Fiscal year end 31-Mar 2009E 2010E 2011E 2012E 2013E

Valuation Ratios
P/E adjusted (x) 15.9 8.8 8.7 9.1 9.5
EV/EBITDA adjusted (x) 16.1 8.0 7.4 7.1 6.8
P/BV (x) 5.2 3.5 2.6 2.2 1.8
Dividend yield (%) 0.6 1.7 2.3 2.7 2.6
Per Share Data (Rs)
EPS adjusted 13.92 25.21 25.41 24.29 23.29
EPS reported 13.92 25.21 25.41 24.29 23.29
BVPS 42.53 63.96 84.29 102.51 119.97
DPS 1.39 3.78 5.08 6.07 5.82

Profit & Loss (RsM)
Net sales 406,389 764,191 762,326 753,751 746,951
Operating expenses -340,168 -647,380 -647,536 -647,692 -647,900
EBIT 66,221 116,810 114,789 106,059 99,050
Net interest expense -3,561 -4,775 -4,918 -4,371 -5,579
Non-operating/exceptionals 0 2,098 6,764 11,504 17,091
Pre-tax profit 62,660 114,134 116,636 113,192 110,562
Tax 0 -707 -2,280 -3,877 -5,760
Extraord./Min.Int./Pref.div. 0 0 0 0 0
Reported net income 62,660 113,427 114,356 109,315 104,803
Adjusted earnings 62,660 113,427 114,356 109,315 104,803
Adjusted EBITDA 66,221 130,460 128,595 120,021 113,220
Growth Rates (%)
Sales na 88.0 -0.2 -1.1 -0.9
EBIT adjusted na 76.4 -1.7 -7.6 -6.6
EBITDA adjusted na 97.0 -1.4 -6.7 -5.7
EPS adjusted na 81.0 0.8 -4.4 -4.1

Cash Flow (RsM)
Operating cash flow 62,660 81,497 126,035 120,104 113,772
Depreciation/amortization 0 13,650 13,806 13,962 14,170
Net working capital 0 -44,872 153 705 559
Investing cash flow -90,000 -2,000 -3,000 -3,000 -4,000
Capital expenditure -90,000 -2,000 -3,000 -3,000 -4,000
Acquisitions/disposals 0 0 0 0 0
Financing cash flow 27,340 3,734 -22,618 -34,080 21,024
Borrowings 27,340 10,000 -5,604 -11,209 48,353
Dividends paid 0 -6,266 -17,014 -22,871 -27,329
Change in cash 0 83,231 100,417 83,025 130,796

Balance Sheet (RsM)
Total assets 266,119 432,719 524,457 599,693 725,520
Cash & cash equivalent 0 83,938 186,635 273,537 410,093
Accounts receivable 0 56,296 56,142 55,438 54,879
Net fixed assets 226,201 214,552 203,746 192,785 182,615
Total liabilities 74,726 144,913 145,166 138,415 185,640
Accounts payable 0 44,440 44,440 44,440 44,440
Total Debt 68,460 78,460 72,855 61,647 110,000
Shareholders' funds 191,394 287,806 379,291 461,278 539,880

Profitability/Solvency Ratios (%)
EBITDA margin adjusted 16.3 17.1 16.9 15.9 15.2
ROE adjusted 32.7 47.3 34.3 26.0 20.9
ROIC adjusted 24.9 41.1 38.3 36.2 34.4
Net debt to equity 35.8 -1.9 -30.0 -45.9 -55.6
Total debt to capital 26.3 21.4 16.1 11.8 16.9

For further data queries on Citigroup's full coverage 
universe please contact CIR Data Services Asia Pacific at 
CitiResearchDataServices@citigroup.com 
or +852-2501-2791
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Valuations pricing in bullish GRMs 

Our new target is based on 7.5x 12-months forward EBITDA (as on Sep-08). 
The higher target price of Rs220 (previously Rs170) is based on a material 
upgrade in GRM assumptions (by about US$2.0/bbl) and includes the NPV 
value of tax benefits. The tables below enumerate the valuation target, GRM 
and earnings changes. Please note that the new GRM assumptions of 
US$17.0-17.5/bbl over FY09-11E is US$3.2-3.4/bbl in excess of RIL, which we 
believe is more than reasonable for the difference in their complexity levels.  

Figure 1. RPL – Refining Margin Revisions 

US$/bbl FY09E FY10E FY11E
RPL – old 15.5 15.2 15.2
RPL – new 17.5 17.3 17.0
RIL  14.3 13.9 na
Differential over RIL 3.2 3.3 na
Singapore Complex 7.0 6.5 6.0
Differential over Singapore 10.5 10.8 11.0

Source: Citi Investment Research estimates 

 

Figure 2. RPL – Refining Margin Assumptions 
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Figure 3. RPL - Earnings Revision 

Year to Net Profit (Rs m) Diluted EPS (Rs) Dividend Per Share (Rs)
31-Mar Old New Old New % Chg Old New 
2009E 53,859 62,660 11.97 13.92 16.3% 1.2 1.4 
2010E 89,604 113,427 19.91 25.21 26.6% 3.0 3.8 
2011E 97,638 114,356 21.70 25.41 17.1% 4.3 5.1 
2012E 95,268 109,315 21.17 24.29 14.7% 5.3 6.1 

Source: Citi Investment Research estimates 
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Figure 4. RPL – Valuation Framework 

EV/EBITDA (x) 7.0x 7.5x 8.0x 
EBITDA - 12m fwd as on Sep'08 - Rs m 131,451 131,451 131,451 
EV (as on Sep-08) - US$bn 23.0 24.6 26.3 
Debt (as on Sep-08) - US$bn 3.3 3.3 3.3 
Equity value (as on Sep-08) - US$bn 19.7 21.4 23.0 
Value per share 175 190 205 
Value of tax benefits 30 30 30 
Target price 205 220 235 

Source: Citi Investment Research estimates 

 

Figure 5. Asset Valuation Comparables 

 RIC Share EV Throughput Nelson's EV/ EV/complexity
Company Code Price (US$m) (kbpd) Complexity bbl (US$) bbl (US$) 
RPL  RPET.BO 221 28,535 580 14.0 49,199 3,514 
RIL (EV/EBITDA of 7.5x) RELI.BO 3,098 22,326 660 11.3 33,827 2,994 
Chennai Petroleum CHPC.BO 376 1,846 210 7.0 8,790 1,256 
Mangalore Refinery MRPL.BO 128 6,298 250 9.0 25,190 2,799 
Bongaigaon Refinery BNGR.BO 89 477 48 6.0 9,928 1,655 
S-Oil 010950.KS 63,400 5,438 580 7.0 9,376 1,339 
SK Energy 096770.KS 146,500 6,850 1,115 4.5 6,143 1,365 
Thai Oil TOP.BK 74 3,566 275 8.4 12,966 1,544 
Sunoco SUN.N 58 8,939 900 8.5 9,933 1,169 
Tesoro TSO.N 36 5,882 658 9.5 8,939 941 
Valero VLO.N 54 36,226 3260 11.2 11,112 992 

Source: Citi Investment Research  

 
 
 

Reliance Petroleum 
 

Company description 

RPL is presently 75% owned by Reliance Industries (RIL) and is setting up a 
super-size greenfield refinery (580,000bpd) and polypropylene plant in 
Jamnagar in the State of Gujarat. The project cost is estimated at Rs270bn 
(US$6bn), of which 50% has been raised as equity through the promoter 
contribution and Initial Public Offering in early FY07. The project is scheduled 
to commission in mid-2008. 
 

Investment strategy 

We rate Reliance Petroleum (RPL) Sell/Low Risk (3L) rating with a target price 
of Rs220. RPL is constructing a super-sized refinery (580kbpd) targeted at 
export markets. Key competitive advantages that we expect to aid sustenance 
of superior margins include a heavier crude mix, product flexibility, and 
superior fuel specs. A tried-and-tested location and parent RIL's strong 
execution track record imparts RPL a head start over competing projects. We 
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also expect tightening fuel specs, especially in the US and Europe, will 
continue to drive demand for high-quality, differentiated products. However, 
the stock has undergone a sharp re-rating over the last six months on the back 
of favorable global environment, rising replacement costs and demonstrated 
strong execution. This leaves no upside to our target price. 
 

Valuation 

Our valuation methodology uses a traditional EV/EBITDA multiple as on 
September-08 applied on 12-mnth forward EBITDA i.e. 2HFY09E plus 
1HFY10E. In addition, we value the tax benefits separately which is added to 
the core value to arrive at the target price. We believe EV/EBITDA is an 
appropriate valuation metric as it eliminates variations due to capital structure 
and taxation, thus facilitating peer comparison. 

We believe that RPL, with its level of complexity (which we believe accords 
sustainability to margins) warrants a valuation at the higher end of peers i.e., a 
12-month forward EV/EBITDA of 7.5x. We have upgraded the multiple from 
7.0x earlier due to RIL’s ability to source challenged crude grades and sustain 
the differential over Singapore Complex even during periods of soft crack 
spreads. Based on our GRM assumptions and the highly remunerative tax 
regime, we value the tax benefits to be worth NPV of US$3.3bn (Rs30/share). 
This together with core value based on 12-mnth forward EV/EBITDA multiple 
(Rs190/share) is the basis of our new target of Rs220/share. 
 

Risks 

Our quantitative risk rating system suggests a Low Risk rating to RPL. Any of 
the following risk factors could result in upside to our target price: 1) Further 
strengthening of refining margins; 2) re-investment of free cash flows in 
capacity additions which could be value accretive in addition to sustaining the 
tax breaks beyond the first 10 years; 3) sustained increase in differential 
enjoyed by cleaner fuels (10ppm/50ppm sulphur); and 4) higher than 
anticipated cost savings from the KG basin gas. 
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hereby certifies that, with respect to each issuer or security or any identified portion of the report with respect to an issuer or security that the research analyst, 
strategist or research associate covers in this research report, all of the views expressed by that research analyst, strategist or research associate in this research 
report accurately reflect their personal views about those issuer(s) or securities.  Each research analyst(s), strategist(s) or research associate(s) also certify that 
no part of their compensation was, is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) expressed by that research analyst, 
strategist or research associate in this research report. 
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Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as investment banking client(s): Reliance Petroleum. 

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates ("the 
Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability, which includes revenues from, among other business units, the 
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Citi Investment Research Ratings Distribution    
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Citi Investment Research Global Fundamental Coverage (3421) 50% 37% 12%

% of companies in each rating category that are investment banking clients 52% 53% 40%
Guide to Fundamental Research Investment Ratings: 
Citi Investment Research's stock recommendations include a risk rating and an investment rating. 
Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S). 
Investment ratings are a function of Citi Investment Research's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and 
risk rating. 
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Low-Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-Risk stocks, 
10% or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks). 
Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in target 
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Citi Investment Research's corporate bond research issuer publications include a fundamental credit opinion of Improving, Stable or Deteriorating and a complementary 
risk rating of Low (L), Medium (M), High (H) or Speculative (S) regarding the credit risk of the company featured in the report.  The fundamental credit opinion reflects the 
CIR analyst's opinion of the direction of credit fundamentals of the issuer without respect to securities market vagaries.  The fundamental credit opinion is not geared to, 
but should be viewed in the context of debt ratings issued by major public debt ratings companies such as Moody's Investors Service, Standard and Poor's, and Fitch 
Ratings.  CBR risk ratings are approximately equivalent to the following matrix: Low Risk    Triple A to Low Double A; Low to Medium Risk    High Single A through High Triple 
B; Medium to High Risk    Mid Triple B through High Double B; High to Speculative Risk    Mid Double B and Below.  The risk rating element illustrates the analyst's opinion 
of the relative likelihood of loss of principal when a fixed income security issued by a company is held to maturity, based upon both fundamental and market risk factors. 
Certain reports published by Citi Investment Research will also include investment ratings on specific issues of companies under coverage which have been assigned 
fundamental credit opinions and risk ratings. Investment ratings are a function of Citi Investment Research's expectations for total return, relative return (to publicly 
available Citigroup bond indices performance), and risk rating. These investment ratings are: Buy/Overweight    the bond is expected to outperform the relevant Citigroup 
bond market sector index (Broad Investment Grade, High Yield Market or Emerging Market), performances of which are updated monthly and can be viewed at 
http://sd.ny.ssmb.com/ using the "Indexes" tab; Hold/Neutral Weight    the bond is expected to perform in line with the relevant Citigroup bond market sector index; or 
Sell/Underweight    the bond is expected to underperform the relevant sector of the Citigroup indexes. 
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companies discussed in this Product, information obtained in such role is not used in the preparation of the Product.  Although Citi Investment Research does not set a 
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citi Investment Research to provide research coverage of 
the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The Product is for 
informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in the 
Product must take into account existing public information on such security or any registered prospectus. 

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting 
requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign companies are generally not 
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a foreign stock and its corresponding dividend payment for U.S. investors. Net dividends to ADR investors are estimated, using withholding tax rates conventions, deemed 
accurate, but investors are urged to consult their tax advisor for exact dividend computations. Investors who have received the Product from the Firm may be prohibited in 
certain states or other jurisdictions from purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details.  
Citigroup Global Markets Inc. takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product 
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