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Reliance Industries Ltd
BP deal validates E&P value - Reiterate OW

e BP to take 30% stake in E& P assets: RIL announced that BP would
take a 30% stake in 23 qil & gas fields, including KG-D6, for a total
consideration of $7.2B. Further payments of up to $1.8B would be made
if exploratory successes lead to commercia production. After regul atory
approval, RIL will receive staggered payments over FY 12.

» JV for sourcing and marketing: RIL and BP will form a 50:50 JV for
the sourcing, receiving and marketing of natural gas in India. The JV
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will build infrastructure to receive and distribute gas, we expect this

would involve the creation of LNG assets and potential involvement in P Morgan india Private Limited

CGD business. Price Performance

e Deal validates value of E&P business: The deal values RIL's E&P 1250
business at US$24-30B — this validates our estimate value for RIL's . o~ .
quantified east coast assets (US$19B) and also builds value for the 3 # ”\W"\K‘\w
unquantified discoveries off the east coast. 850 T T T T

» What BP brings to the table: RIL isarelatively young player in E&P, Feb'w_ :EyuwBo :h:: ri’:zl-(l:s o
and through this dea would be able to leverage BP's expertise in BSE30 (rebased)
deepwater exploration and production. BP's involvement will also YID  im  3m  12m
validate development spending and internationalize the gas pricing issue. Abs ‘ 94% -31% -40% -2.2%

« Cash overhang to remain: The deal will boost RIL’s already large cash Rel 09% -01%  19% -15.8%
balance (~US$7.1B). Uncertainty on the use of this cash will remain an
overhang on the stock, in our view.

e Reiterate OW: We take a positive view of the deal, as it validates the
value of RIL's E&P portfolio and should be a catalyst for stock
performance. The partnership with BP will address concerns on potential
production ramp-up/reservoir quality issues. We reiterate our Overweight
rating on the stock, and maintain our Dec-11 price target of Rsl,240
(based on 12.5x adjusted earnings, dightly higher than the historical
average due to improving earnings mix).

Reliance Industries Ltd (Reuters: RELI.BO, Bloomberg: RIL IN)

Rs in mn, year-end Mar FYO9A  FYI0A  FY1IE  FY12E  FY13E

Revenue 1,512,245 2,037,400 2,491,283 2,559,133 2,681,169 | Shares O/S (mn) 3,273
Net Profit 152,492.6 158,180.0 207,197.2 243,852.9 313,301.5 | Market cap (Rs mn) 3,130,185
EPS (Rs) 48.46 48.14 63.06 7422 95.36 | Market cap ($ mn) 69,237
DPS (Rs) 6.03 7.00 10.00 10.00 11.00 | Price (Rs) 956.35
Revenue growth (%) 13.3% 34.7% 22.3% 2.7% 4.8% | Date Of Price 21 Feb 11
EPS growth (%) -1.7% -0.6% 31.0% 17.7% 28.5% | Free float (%) 50.2%
ROCE 13.3% 11.3% 13.4% 14.7% 16.7% | 3mth Avg daily volume 5,699,396.00
ROE 18.9% 14.6% 16.2% 16.6% 18.4% | 3M - Average daily Value (Rs mn) 5,639.42
P/E (x) 19.7 19.9 152 129 10.0 | Average 3m Daily Turnover ($ mn) 124.74
P/BV (x) 31 2.6 23 2.0 BSE30 18,438
EV/EBITDA (x) 135 10.8 8.4 6.8 5.4 | Exchange Rate 4521
Dividend Yield 0.6% 0.7% 1.0% 1.0% 1.2% | Fiscal Year End Mar

Source: Company data, Bloomberg, J.P. Morgan estimates.

See page 6 for analyst certification and important disclosures, including non-US analyst disclosures.
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investment decision.
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Company Description P&L sensitivity metrics (FY12) EBITDA EPS
impact (%) impact (%)

RIL is a conglomerate with interests in GRM assumption

refining, petrochemical, E&P, retail and Impact of each USS$1/bbl 45% 6.3%

infrastructure development. RIL is

India’s largest company by market cap, Petchem margins

and is a dominant player in the Impact of 10% lower Petchem Ebitda -2.2% -3.0%
domestic petrochemical market. It Gas Volume

recently merged RPL with itself. Over Impact of 10% lower gas volumes -2.8% -3.6%
FY10-13 we estimate RIL's EPS CAGR Rupee depriciation

at 25%. Stable gas earnings should Impact due to 5% rupee depriciation 3.2% 4.4%

contribute ~37% of FY12E EBITDA. i .
Source: J.P. Morgan estimates

Price target and valuation analysis
Our Dec-11 PT is Rsl,240 based on 12.5x FY 12E EPS (adjusted for

RIL: Ebitda Breakdown (Rs MM) treasury shares, multiple marginally higher than the long-term average).
We estimate a 25% earnings CAGR for RIL over FY 10-13 with
SO0,000 - <= mm e e e improving refining and petchem performance combined with aramping
EE4P B Petchern B Refining up of gas revenues from KG. Thiswould also reduce cyclicality in
400,000 - RIL's earnings.
500,000 -
200,000 —+
100,000 FY12 EPS (adjusted) 82
- FY12 Ebitda 445,663
2007 2004 20M1E Current Price 956
FY12E PIE (adj). 116
FY12E EV/Ebitda 6.8

Source: J.P. Morgan estimates
Source: Company, J.P.Morgan estimates
We expect gas revenues, along with improving refining and petchem

EPS: J.P. Morgan vs consensus margins, to be the primary drivers for earnings growth over FY 10-13.
(Rs) Also RIL's earnings are positively linked to rupee depreciation. A key
J. P. Morgan Consensus upside risk is better-than-expected petchem and refining margins. Key
downside risks include a prolonged global slowdown leading to lower
FY11E 63.1 64.1 refining and petchem earnings, and a slower-than-expected gas
FY12E 74.2 743 production ramp-up.

Source: Bloomberg, J.P.Morgan.
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Figure 1: Blocks part of the deal
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Source: Company reports.
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JPM Q-Profile
Reliance Industries Ltd. (INDIA / Energy)
As Of: 11-Feb-2011

Local Share Price Current: 897.50
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Summary
Reliance Industries Ltd. As Of: 11-Feb-11]
INDIA SEDOL 6099626 Local Price: 897.50
Energy EPS: 73.42
Latest Min Max Median Average 2S.D.+ 2S.D.- %to Min  %toMax %toMed % toAvg
12mth Forward PE 12.22x 5.09 27.67 11.59 12.23 20.63 3.82 -58% 126% -5% 0%
P/BV (Trailing) 1.90x 0.86 5.89 2.20 2.30 4.29 0.32 -55% 210% 16% 21%
Dividend Yield (Trailing) 0.76 0.38 3.25 125 1.38 2.80 -0.04 -50% 327% 64% 81%
ROE (Trailing) 18.69 13.68 25.40 18.32 17.89 24.48 11.30 -27% 36% -2% -4%
Implied Value of Growth 37.9% -0.44 0.72 0.35 0.30 0.75 -0.15 -216% 90% -8% -21%
Source: Bloomberg, Reuters Global Fundamentals, IBES CONSENSUS, J.P. Morgan Calcs

4

* Implied Value Of Growth = (1 - EY/Cost of equity) where cost of equity =Bond Yield + 5.0% (ERP)
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Reliance Industries Ltd: Summary of Financials

Income Statement

Cash flow statement

Rs in millions, year end Mar FYO08 FY09 FY10 FY11E  FY12E Rsinmillions, year end Mar FYo8 FY09 FY10 FY11E FY12E
Revenues 1,334,430 1,512,245 2,037,400 2,491,283 2,559,133 EBIT 174,719 181,123 199,480 258,141 309,710
% change Y/Y 195%  133%  34.7%  22.3% 2.7% Depr. & amortization 48,471 56,510 109,460 123,941 135,953
Gross Margin 278%  27.3%  241% 57.8%  59.0% Change in working capital -43,206 4,257 -120,665 21,634 249
EBITDA 223,191 237,633 308,940 382,082 445,663 Taxes -26520 -12740 -31250 -43375 -50319
% change Y/Y 10.1% 65%  30.0% 237%  16.6% Others - - - - -
EBITDA Margin 16.7%  157%  152%  153%  17.4% Cash flow from operations 199,849 209,980 233,035 352,772 380,055
EBIT 174,719 181,123 199,480 258,141 309,710
% change Y/Y 13.1% 37% 101%  29.4%  20.0% Capex -183,317 -324,498 -219,210 -172,800 -172,100
EBIT Margin 13.1%  12.0% 9.8%  10.4%  12.1% Disposal/(purchase) - - - - -
Net Interest 55,383 2,720 87,320  -3,797 -11,163 Free cash flow 16,532 -114,518 13,825 179,972 207,955
Earnings before tax 272,072 175,123 372,860 254,344 298,547
% change Y/Y 87.4% -35.6% 112.9% -31.8%  17.4% Equity raised/(repaid) 16,643 151,499 0 0 0
Tax -35,518 -29,190 -42,560 -47,147 -54,694 Debt raised/(repaid) 86,513 374,524 -108,095 38,963 -47,454
as % of EBT 131%  16.7%  114%  185%  18.3% Other - - - - -
Net income (reported) 152,613 152,493 158,180 207,197 243,853 Dividends paid -19,085 -22,194 -26,794 -38,277 -38,277
% change Y/Y 27.8% -0.1% 37%  31.0%  17.7% Beginning cash - - - - -
Shares outstanding 2,907 3,147 3,286 3,286 3,286 Ending cash - - - - -
EPS (reported) 52.50 48.46 48.14 63.06 74.22 DPS 5.61 6.03 7.00 1000 10.00
% change Y/Y 225%  (7.7%) (0.6%) 31.0%  17.7%
Balance sheet Ratio Analysis
Rs in millions, year end Mar FYO08 FY09 FY10 FY11E  FY12E Rsinmillions, year end Mar FYo8 FY09 FY10 FY11E FY12E
Cash and cash equivalents 42,800 230,815 134,626 112,896 202,621 EBITDA margin 16.7% 157% 152% 153% 17.4%
Accounts receivable 62,276 45,714 116,602 87,250 90,509 Operating margin 13.1% 12.0% 9.8% 104% 12.1%
Inventories 142,475 148,367 269,816 233,198 233,490 Netmargin 114% 101% 7.8% 83%  9.5%
Others 120,922 85929 73,386 74,835 76,314
Current assets 655,999 818,915 906,534 993,782 1,121,037
Sales per share growth 145%  47% 29.0% 223% @ 2.7%
LT investments - - - - - Sales growth 19.5% 13.3% 34.7% 223% @ 2.7%
Net fixed assets 667,363 1,385,395 1,495,145 1,544,004 1,580,151 Net profit growth 278% -01% 37% 31.0% 17.7%
Total Assets 1,323,362 2,204,310 2,401,679 2,537,787 2,701,188 EPS growth 225% (7.7%) (0.6%) 31.0% 17.7%
Liabilities Interest coverage (x) - 8736 - 100.62  39.92
Short-term loans 85,225 62,270 10,000 10,000 10,000 Net debt to total capital 39% 147% 104% 3.7% -47%
Payables - - - - - Net debt to equity 53% 205% 154% 52% -6.3%
Others 319,106 454,282 513,411 470,525 475,804 Sales/assets 1.16 0.86 0.88 1.01 0.98
Total current liabilities 404,331 516,552 523,411 480,525 485,804 Assets/equity 2.07 1.84 1.67 153 143
Long-term debt 278,818 676,775 620,949 659,912 612,458 ROE 28.1% 18.9% 14.6% 16.2% 16.6%
Other liabilities 34,063 62,951 34,063 34,063 ROCE 202% 13.3% 11.3% 134% 14.7%

Total Liabilities
Shareholders' equity
BVPS

683,149 1,227,390 1,207,312 1,174,499 1,132,325
640,212 976,921 1,194,367 1,363,287 1,568,863

220.25 31042  363.52

414.93

481.39

Source: Company reports and J.P. Morgan estimates.
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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 coversin 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

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

e Non-Investment Banking Compensation: JPM S has received compensation in the past 12 months for products or services other
than investment banking from Reliance Industries Ltd. An affiliate of JPM S has received compensation in the past 12 months for
products or services other than investment banking from Reliance Industries Ltd.

Reliance Industries Ltd (RELI.BO) Price Chart
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Source: Bloomberg and J.P. Morgan; price data adjusted for stock splits and dividends.
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Explanation of Equity Resear ch Ratings and Analyst(s) Coverage Univer se:

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 stocksin the analyst’s (or the analyst’' steam’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 stocksin the analyst’s (or the analyst’ steam’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.] J.P. Morgan Cazenove' s UK Small/Mid-Cap dedicated research
analysts use the same rating categories; however, each stock’s expected total return is compared to the expected total return of the FTSE
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J.P. Morgan Equity Research Ratings Distribution, as of December 31, 2010
Overweight Neutral  Underweight

(buy) (hold)  (sell)

J.P. Morgan Global Equity Research Coverage 46% 42% 12%

IB clients* 53% 50% 38%
JPMS Equity Research Coverage 43% 49% 8%

IB clients* 71% 63% 59%

* Percentage of investment banking clientsin each rating category.
For purposes only of FINRA/NY SE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating fallsinto a hold
rating category; and our Underweight rating fallsinto 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.

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 JPMS, are not registered/qualified as research analysts under FINRA/NY SE rules, may not be associated persons of JPM S,
and may not be subject to FINRA Rule 2711 and NY SE Rule 472 restrictions on communications with covered companies, public
appearances, and trading securities held by a research analyst account.

Other Disclosures

J.P. Morgan ("JPM") is the global brand name for J.P. Morgan Securities LLC ("JPMS") and its affiliates worldwide. J.P. Morgan Cazenoveisa
marketing name for the U.K. investment banking businesses and EMEA cash equities and equity research businesses of JPMorgan Chase & Co.
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