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• RPL to amalgamate with RIL: RIL announced that it will hold a 
meeting of its Board on 2nd March to consider amalgamation of RPL 
with RIL. This is similar to the RIL-old RPL amalgamation in 2002, 
however the timing (pre-commercial production) has come as a surprise.  

• More efficient use of RPL’s cash flows: Though the amalgamation 
does not impact operations the deal helps: (1) simplify holding of the 
group’s refining business – RIL’s refining capacity will be 1.2mnbl/day; 
(2) will ensure efficient use of RPL’s operating cash flows (US$1.5bn 
p.a) and tax exemptions (SEZ benefits are for a unit and not RPL entity). 

• Share swap ratio: The swap ratio would be announced on March 2nd. 
Likely swap ratio could range from 16.6x (1 share of RIL: 16.6 shares of 
RPL) considering current price, 15.2x considering last 3 months avg. 
closing price and 17.0x considering our fair valuation for RIL and RPL. 
The 2002 RIL RPL merger at a share swap ratio of 11x was inline with 
ratio of last mnt average closing price. Considering current share price 
and valuations share swap of 16x or lower would favor RPL 
shareholders and 18x or greater would favour RIL shareholders. 

• EPS accretive: We believe the deal would be EPS accretive for RIL due 
to higher current and fair valuation multiple for RIL (on account of 
diversified earnings profile). We expect management to extinguish 
treasury shares that are direct holdings and creating treasury stock would 
be EPS dilutive. With extinguished treasury shares, equity would expand 
by 4% and the deal would be 3-5% EPS accretive. 

• Stock implications: We believe the deal would be positive for RIL and 
potentially negative for RPL (N).  The merger would have marginal 
impact on consolidated earnings, but treatment of minorities will be 
closely watched. 
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Figure 1: Share swap ratios 

 RIL  RPL  Ratio 
Current Price 1266 76 16.6 
1 mnt average price 1,313 83 15.8 
3 mnt average price 1,248 82 15.2 
6 mnt average price 1,419 99 14.3 
FY08  EPS 105 N/A N/A 
FY09E EPS 98 N/A N/A 
FY11E EPS 159 14 11.5 
FY08 Book 588 30 19.6 
FY09E Book 732 30 24.4 
FY11E Book  956 52 18.5 
    
RIL- Old RPL merger at 11:1    
1 mnt average price 311 29 10.5 
3 mnt average price 312 30 10.5 
6 mnt average price 291 31 9.6 
Source: Company, Bloomberg, J.P.Morgan estimates 

 

Figure 2: P&L of RIL+RPL 
Profit and Loss statement         

Rs in millions, year-end Mar FY08 FY09E FY10E FY11E 
     
Revenues 1,334,430 1,533,142 1,582,292 1,960,765 

% change Y/Y 19% 15% 3% 24% 
     
EBITDA 223,191 234,343 321,815 390,804 

% change Y/Y 10% 5% 37% 21% 
EBITDA Margin (%) 17% 15% 20% 20% 

EBIT                174,719             186,268        245,552       309,387 
% change Y/Y 13% 7% 32% 26% 
EBIT Margin (%) 13% 12% 16% 16% 

Net financial income 55,383 (4,890) (15,528) (11,381) 
Earnings before tax               230,102             181,379        230,025       298,006 

% change Y/Y 58% -21% 27% 30% 
Tax  (35,519) (27,566) (26,783) (28,575) 
Net Income (Rs mn)                 152,613             153,813        203,242       269,430 
Source: J.P.Morgan estimates 

 

Figure 3: EPS accretive considering treasury shares to be extinguished 
 FY09E FY10E FY11E 

RIL current EPS estimates 97.6 118.5 159.2 
    
RIL profit post amalgamation           153,813         203,242    269,430 
    
Shares (including treasury) 1839 1839 1839 
EPS (including treasury stock) 83.7 110.5 146.5 
% earnings dilutive -14% -7% -8% 
    
Shares (extinguishing treasury) 1639 1639 1639 
EPS (extinguishing treasury stock) 93.8 124.0 164.4 
% earnings accretive -3.8% 4.6% 3.3% 
Source: J.P.Morgan estimates 

 

 

Swap ratio based on current 
price could be 16.6x, 14-16x 
considering 6 month trading 
history and 17.0x considering 
our fair valuation for RIL and 
RPL. 

 

2002 RIL-RPL amalgamation at 
11:1 share sway ratio was inline 
with 6 month trading history.   

We estimate Ebitda to grow at a 
29% CAGR over FY09-11E and 
net profit to grow 32% CAGR 
over FY09-11E for the merged 
entity. 

3-5% EPS accretive if treasury 
shares extinguished.  
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Figure 4: Equity change in RIL 
 Shares (mn) Shares (%) 

Current  RPL shareholding   
RIL 3167 70% 
Chevron  225 5% 
Others 1108 25% 
Total 4500 100% 
   
RPL Shareholding: Post Chevron Sale   
RIL 3392 75% 
Chevron  0 0% 
Others 1108 25% 
Total 4500 100% 
   
Assumed Merger Ratio 17  
   
New RIL shares to be issued   
To RIL (Treasury) 200  
To Others 65  
Total 265  
   
Current RIL Shareholding    
Promoters 667 42% 
Treasury shares 197 13% 
Others 709 45% 
Total 1574 100% 
   
Shareholding: Post Amalgamation (with Treasury shares) 
Promoters 667 36% 
Treasury shares 397 22% 
Others 775 42% 
Total 1839 100% 
(increase in equity base %) 16.8%  
   
Shareholding: Post Amalgamation (if Treasury shares are extinguished) 
Promoters 667 41% 
Treasury shares 197 12% 
Others 775 47% 
Total 1639 100% 
(Increase in equity base %) 4.1%  
Source: NSE, J.P.Morgan estimates 

 

 

 

 

Chevron would sell its 5% stake 
in RPL to RIL. 

 

 

Assuming a merger ratio of 17:1, 
265mn shares RIL shares will 
have to be issued 

 

 

With treasury shares the equity 
base would increase by 17% and 
assuming treasury shares to be 
extinguished equity base would 
increase by 4%. 

 

 

Promoters stake would decrease 
from 42% to 41%.  
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Other Companies Recommended in This Report (all prices in this report as of market close on 27 February 2009) 
Reliance Petroleum Ltd (RPET.BO/Rs76.20/Neutral) 

Analyst Certification:   
The research analyst(s) denoted by an “AC” on the cover of this report certifies (or, where multiple research analysts are primarily 
responsible for this report, the research analyst denoted by an “AC” on the cover or within the document individually certifies, with 
respect to each security or issuer that the research analyst covers in this research) that: (1) all of the views expressed in this report 
accurately reflect his or her personal views about any and all of the subject securities or issuers; and (2) no part of any of the research 
analyst’s compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the 
research analyst(s) in this report.  

Important Disclosures  
 

• Analyst Position: The following analysts (and/or their associates or household members) own a long position in the shares of 
Reliance Industries Ltd: Pradeep Mirchandani, Adarsh Parasrampuria. The following analysts (and/or their associates or household 
members) own a long position in the shares of Reliance Petroleum Ltd: Pradeep Mirchandani, Adarsh Parasrampuria.  

• Client of the Firm: Reliance Industries Ltd is or was in the past 12 months a client of JPMSI; during the past 12 months, JPMSI 
provided to the company non-investment banking securities-related service and non-securities-related services. Reliance Petroleum 
Ltd is or was in the past 12 months a client of JPMSI; during the past 12 months, JPMSI provided to the company non-securities-
related services.  

• Non-Investment Banking Compensation: JPMSI has received compensation in the past 12 months for products or services other 
than investment banking from Reliance Industries Ltd. An affiliate of JPMSI has received compensation in the past 12 months for 
products or services other than investment banking from Reliance Industries Ltd.  
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Source: Reuters and J.P. Morgan; price data adjusted for stock splits and dividends.
Break in coverage Apr 28, 2004 - May 20, 2004, and Oct 13, 2005 - Oct 11, 2007. This chart shows J.P. Morgan's
continuing coverage of this stock; the current analyst may or may not have covered it over the entire period.
J.P. Morgan ratings: OW = Overweight, N = Neutral, UW = Underweight.

 

Date Rating Share Price 
(Rs) 

Price Target 
(Rs) 

11-Oct-07 OW 2617.35 2875.00 
15-May-08 OW 2529.95 2910.00 
24-Oct-08 OW 1215.25 1750.00 
18-Feb-09 OW 1267.60 1600.00 
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Date Rating Share Price 
(Rs) 

Price Target 
(Rs) 

11-Oct-07 UW 172.85 156.00 
28-Apr-08 UW 193.95 193.00 
24-Oct-08 N 89.75 103.00 
18-Feb-09 N 81.90 94.00 

 

Explanation of Equity Research Ratings and Analyst(s) Coverage Universe:   
J.P. Morgan uses the following rating system:  Overweight [Over the next six to twelve months, we expect this stock will outperform the 
average total return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.]  Neutral [Over the next six to twelve 
months, we expect this stock will perform in line with the average total return of the stocks in the analyst’s (or the analyst’s team’s) 
coverage universe.]  Underweight [Over the next six to twelve months, we expect this stock will underperform the average total return of 
the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] The analyst or analyst’s team’s coverage universe is the sector 
and/or country shown on the cover of each publication.  See below for the specific stocks in the certifying analyst(s) coverage universe.  
  

  

Coverage Universe: Pradeep Mirchandani, CFA: Bharat Petroleum Corporation (BPCL) (BPCL.BO), Cairn India Limited 
(CAIL.BO), Gas Authority of India Limited (GAIL.BO), Gujarat Gas Ltd (GGAS.BO), Gujarat State Petronet Ltd. 
(GSPT.BO), Hindustan Petroleum Corporation (HPCL) (HPCL.BO), Indian Oil Corporation (IOC.BO), Indraprastha Gas 
(IGAS.BO), Oil and Natural Gas Corporation (ONGC.BO), Petronet LNG Ltd. (PLNG.BO), Reliance Industries Ltd 
(RELI.BO), Reliance Petroleum Ltd (RPET.BO) 
  

J.P. Morgan Equity Research Ratings Distribution, as of December 31, 2008 

 Overweight 
(buy) 

Neutral 
(hold) 

Underweight 
(sell) 

JPM Global Equity Research Coverage 38% 44% 18% 
    IB clients* 54% 52% 43% 
JPMSI Equity Research Coverage 37% 49% 14% 
    IB clients* 76% 71% 62% 

*Percentage of investment banking clients in each rating category. 
For purposes only of NASD/NYSE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold 
rating category; and our Underweight rating falls into a sell rating category. 
 

Valuation and Risks:  Please see the most recent company-specific research report for an analysis of valuation methodology and risks on 
any securities recommended herein. Research is available at http://www.morganmarkets.com , or you can contact the analyst named on 
the front of this note or your J.P. Morgan representative.  

Analysts’ Compensation:  The equity research analysts responsible for the preparation of this report receive compensation based upon 
various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues, which 
include revenues from, among other business units, Institutional Equities and Investment Banking.  

http://www.morganmarkets.com/
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Registration of non-US Analysts: Unless otherwise noted, the non-US analysts listed on the front of this report are employees of non-US 
affiliates of JPMSI, are not registered/qualified as research analysts under NASD/NYSE rules, may not be associated persons of JPMSI, 
and may not be subject to NASD Rule 2711 and NYSE Rule 472 restrictions on communications with covered companies, public 
appearances, and trading securities held by a research analyst account.  

Other Disclosures 
 

J.P. Morgan is the global brand name for J.P. Morgan Securities Inc. (JPMSI) and its non-US affiliates worldwide.  
  

Options related research: If the information contained herein regards options related research, such information is available only to persons who 
have received the proper option risk disclosure documents. For a copy of the Option Clearing Corporation’s Characteristics and Risks of 
Standardized Options, please contact your J.P. Morgan Representative or visit the OCC’s website at 
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