Reliance Energy

Regulatory Uncertainty Hit
FYO7 But Recovery Ahead

B FYO07: Regulatory hit of FYO7 is set to reverse

Reliance Energy’s (REL) FY07 Rec. PAT at Rs7.5bn (+2.7%YoY) was 5% below
MLe, mainly on Rs2.6bn write-off taken to accommodate disallowed expenses for
previous years, as per the MERC order. We maintain our Buy as the stock offers
potential growth on privatization of the power sector & value — cash of
Rs286/share (55% of share price) & 12.8x FYO8E EPS. However, the stock may
move sideways till it concludes gas supply agreement with Reliance Industries.

Regulatory business likely to get its acts together in FYO8E
REL wrote off Rs2.64bn of past expenses disallowed by MERC. However, REL'’s
petition against the MERC order disallowing expenses has now been upheld by
Appellate Tribunal of Electricity (ATE) on April 4, 2007. With this MERC has now
allowed recovery of Rs2.64bn written off in FY07 over FY08-10. With this, REL
would recover Rs880mn in FYO8E as per MERC. This should not only improve
profitability of the operations but also help secure future profitability.

Revenue Up 42% YoY Led By E&C Business

REL registered 42.4%YoY sales growth in FYO7, primarily driven by 147.8%YoY
rise in sales of EPC business (37% of sales) — to reach Rs20.8bn. Power
business revenues were up 14.3%YoY led by 8.4%YoY volume growth to 8.8bu.

Operating profits dip by 32.6%YoY due to prior-period items
Write-off of past claims disallowed by MERC, deferring Rs2.6bn and fall in EPC
EBIT margins by 819bps to 5.9% led to EBITDA decline of 32.6%Y0Y to Rs4.8bn.
Further, despite a higher effective tax rate of 14% (vs 6.5% in FY06), REL
registered Rec. PAT growth of 2.7%YoY, primarily led by +45%YoY growth in
other income earned on the ~Rs80bn of cash pile.

Key potential triggers ahead, in our view, are
m  REL/Reliance Natural Resources concluding gas purchase contract with RIL

m  Start rapid construction of now up-rated 5600 MW Dadri (UP) & other coal/
Hydro power projects & expand generation/acquire distribution franchise.

= Improve visibility on infra SPVs like Metro rail (Rs22bn) and roads (Rs28bn).

We maintain our Buy rating on REL based on:

Expansion in its distribution franchise & generation outside Mumbai and reduction
in T&D losses at its Delhi JVs — BSES Rajdhani (29.9%); BSES Yamuna (39.1%).
Our 12-month PO of Rs730 is based on its sum-of-parts valuation. At Rs730, the
stock implies a P/E of 17.7x and an EV/EBITDA of 13.6x (FYQO9E).
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Table 1: Reliance Energy - 4QFY07 and FY07 Results Review

(Rs mn)
Sales Volume (MU)

Net Sale of Electrical Energy
Income from EPC
Total Income

Cost of Purchases

% of electricity sales
Cost of Fuel

% of electricity sales
Materials & Direct expenses
% of EPC Income
Surcharge on Generation
% of electricity sales

Staff Cost

% of total sales

Other Expenses

% of total sales

Total Expenditure
EBITDA

% margin

Interest

Depreciation

Other Income

PBT

Provision for Taxation
Provision for deferred Tax
Fringe Benefit Tax
Recurring PAT
Recurring PAT margin
Exceptional

Reported PAT

Source: Company

Price Objective Basis & Risk

4QFY06
2,007

7,749
2,671
10,421

2,521
32.6%
2,096
27.0%
2,116
79%
273
3.5%
428
41%
1,041
10.0%
8,480
1,940
18.6%
(477)
(891)
1,824
2,396
(106)
218
@
2,500
24.0%
(806)
1,695

4QFY07
2,129

8,849
7,294
16,143

4,285
48.4%
2,480
28.0%
6,471
89%
295
3.3%
967
6.0%
1,046
6.5%
15,545
598
3.7%
(823)
(535)
2,754
1,994
(146)
9

(10)
1,848
11.4%
527
2,374

% YoY
6.1%

14.2%

173.1%

54.9%

69.6%

18.4%

205.9%

8.3%

125.6%

0.5%

83.3%
-69.2%

72.4%
-40.0%

51.0%
-16.7%

-26.1%

40.1%

FY06
8,087

31,582
8,400
39,982

10,876
34.4%
8,121
25.7%
6,086
72%
1,140
3.6%
2,366
5.9%
421
10.7%
32,859
7,123
17.8%
(1,919)
(3,486)
6,097
7,815
(856)
393
43)
7,309
18.3%
(805)
6,504

FYO07
8,766

36,110
20,820
56,930

15,324
42.4%
9,213
25.5%
18,406
88%
1,246
3.5%
3135
5.5%
4,800
8.4%
52,125
4,805
8.4%
(2,503)
(2,401)
8,823
8,724
(902)
(272)
(48)
7,503
13.29%
512
8,015

% YoY
8.4%

14.3%

147.8%

42.4%

40.9%

13.4%

202.4%

9.3%

32.5%

12.4%

58.6%
-32.6%

30.5%
-31.1%

44.7%
11.6%

2.7%

23.2%

Our 12-month PO of Rs730 is based on its sum-of-parts valuation. At Rs730, the
stock implies a P/E of 17.7x and an EV/EBITDA of 13.6x (FY0O9E). Risks: Ability
to source quality power/viable gas supply and discontinuity/delay of power sector

reforms.

Analyst Certification

I, Bharat Parekh, hereby certify that the views expressed in this research report
accurately reflect my personal views about the subject securities and issuers. |
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Special Disclosures

In accordance with the SEBI (Foreign Institutional Investors) Regulations and with
guidelines issued by the Securities and Exchange Board of India (SEBI), foreign
investors (individuals as well as institutional) that wish to transact the common
stock of Indian companies must have applied to, and have been approved by
SEBI and the Reserve Bank of India (RBI). Each investor who transacts common
stock of Indian companies will be required to certify approval as a foreign
institutional investor or as a sub-account of a foreign institutional investor by SEBI
and RBI. Certain other entities are also entitled to transact common stock of
Indian companies under the Indian laws relating to investment by foreigners.
Merrill Lynch reserves the right to refuse copy of research on common stock of
Indian companies to a person not resident in India. American Depositary Receipts
(ADR) representing such common stock are not subject to these Indian law
restrictions and may be transacted by investors in accordance with the applicable
laws of the relevant jurisdiction. Global Depository Receipts (GDR) and the
Global Depository Shares of Indian companies, Indian limited liability
corporations, have not been registered under the U.S. Securities Act of 1933, as
amended, and may only be transacted by persons in the United States who are
Qualified Institutional Buyers (QIBs) within the meaning of Rule 144A under the
Securities Act. Accordingly, no copy of any research report on Indian companies'
GDRs will be made available to persons who are not QIBs.
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RCTDF Price Chart
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B :Buy, N:Neutral, S:Sell, PO : Price objective, NA : No longer valid

The Investment Opinion System is contained at the end of the report under the heading "Fundamental Equity Opinion Key". Dark Grey shading indicates the security is restricted with the opinion suspended. Light Grey shading indicates the security
is under review with the opinion withdrawn. Chart current as of March 31, 2007 or such later date as indicated.

RELFF Price Chart
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The Investment Opinion System is contained at the end of the report under the heading "Fundamental Equity Opinion Key". Dark Grey shading indicates the security is restricted with the opinion suspended. Light Grey shading indicates the security
is under review with the opinion withdrawn. Chart current as of March 31, 2007 or such later date as indicated.

Investment Rating Distribution: Utilities Group (as of 31 Mar 2007)

Coverage Universe Count Percent Inv. Banking Relationships* Count Percent
Buy 62 37.35% Buy 19 37.25%
Neutral 89 53.61% Neutral 39 51.32%
Sell 15 9.04% Sell 2 14.29%
Investment Rating Distribution: Global Group (as of 31 Mar 2007)

Coverage Universe Count Percent Inv. Banking Relationships* Count Percent
Buy 1562 45.16% Buy 415 30.09%
Neutral 1615 46.69% Neutral 446 30.65%
Sell 282 8.15% Sell 49 19.76%

* Companies in respect of which MLPF&S or an affiliate has received compensation for investment banking services within the past 12 months.

FUNDAMENTAL EQUITY OPINION KEY: Opinions include a Volatility Risk Rating, an Investment Rating and an Income Rating. VOLATILITY RISK
RATINGS, indicators of potential price fluctuation, are: A - Low, B - Medium, and C - High. INVESTMENT RATINGS, indicators of expected total return
(price appreciation plus yield) within the 12-month period from the date of the initial rating, are: 1 - Buy (10% or more for Low and Medium Volatility Risk
Securities - 20% or more for High Volatility Risk securities); 2 - Neutral (0-10% for Low and Medium Volatility Risk securities - 0-20% for High Volatility
Risk securities); 3 - Sell (negative return); and 6 - No Rating. INCOME RATINGS, indicators of potential cash dividends, are: 7 - same/higher (dividend
considered to be secure); 8 - same/lower (dividend not considered to be secure); and 9 - pays no cash dividend.

The company is or was, within the last 12 months, an investment banking client of MLPF&S and/or one or more of its affiliates: Reliance Energy.
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MLPF&S or an affiliate has received compensation from the company for non-investment banking services or products within the past 12 months: Reliance
Energy.

The company is or was, within the last 12 months, a non-securities business client of MLPF&S and/or one or more of its affiliates: Reliance Energy.

In the US, retail sales and/or distribution of this report may be made only in states where these securities are exempt from registration or have been qualified for
sale: Reliance Energy.

MLPF&S or an affiliate has received compensation for investment banking services from this company within the past 12 months: Reliance Energy.

MLPF&S or an affiliate expects to receive or intends to seek compensation for investment banking services from this company within the next three months:
Reliance Energy.

MLPF&S together with its affiliates beneficially owns one percent or more of the common stock of this company. If this report was issued on or after the 10th day
of the month, it reflects the ownership position on the last day of the previous month. Reports issued before the 10th day of a month reflect the ownership position at
the end of the second month preceding the date of the report: Reliance Energy.

The country in which this company is organized has certain laws or regulations that limit or restrict ownership of the company's shares by nationals of other
countries: Reliance Energy.

The company is or was, within the last 12 months, a securities business client (non-investment banking) of MLPF&S and/or one or more of its affiliates: Reliance
Energy.

The analyst(s) responsible for covering the securities in this report receive compensation based upon, among other factors, the overall profitability of Merrill
Lynch, including profits derived from investment banking revenues.
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Other Important Disclosures

UK readers: MLPF&S or an affiliate is a liquidity provider for the securities discussed in this report.

Information relating to Non-U.S. affiliates of Merrill Lynch, Pierce, Fenner & Smith Incorporated (MLPF&S):

MLPF&S distributes research reports of the following non-US affiliates in the US (short name: legal name): Merrill Lynch (France): Merrill Lynch Capital Markets
(France) SAS; Merrill Lynch (Frankfurt): Merrill Lynch International Bank Ltd, Frankfurt Branch; Merrill Lynch (South Africa): Merrill Lynch South Africa (Pty) Ltd;
Merrill Lynch (Milan): Merrill Lynch International Bank Limited; MLPF&S (UK): Merrill Lynch, Pierce, Fenner & Smith Limited; Merrill Lynch (Australia): Merrill Lynch
Equities (Australia) Limited; Merrill Lynch (Hong Kong): Merrill Lynch (Asia Pacific) Limited; Merrill Lynch (Singapore): Merrill Lynch (Singapore) Pte Ltd; Merrill
Lynch (Canada): Merrill Lynch Canada Inc; Merrill Lynch (Mexico): Merrill Lynch Mexico, SA de CV, Casa de Bolsa; Merrill Lynch (Argentina): Merrill Lynch
Argentina SA; Merrill Lynch (Japan): Merrill Lynch Japan Securities Co, Ltd; Merrill Lynch (Seoul): Merrill Lynch International Incorporated (Seoul Branch); Merrill
Lynch (Taiwan): Merrill Lynch Global (Taiwan) Limited; DSP Merrill Lynch (India): DSP Merrill Lynch Limited; PT Merrill Lynch (Indonesia): PT Merrill Lynch
Indonesia; Merrill Lynch (KL) Sdn. Bhd.: Merrill Lynch (Malaysia); Merrill Lynch (Israel): Merrill Lynch Israel Limited; Merrill Lynch (Russia): Merrill Lynch CIS Limited,
Moscow.

This research report has been prepared and issued by MLPF&S and/or one or more of its non-U.S. affiliates. MLPF&S is the distributor of this research report in
the U.S. and accepts full responsibility for research reports of its non-U.S. affiliates distributed in the U.S. Any U.S. person receiving this research report and wishing
to effect any transaction in any security discussed in the report should do so through MLPF&S and not such foreign affiliates.

This research report has been approved for publication in the United Kingdom by Merrill Lynch, Pierce, Fenner & Smith Limited, which is authorized and
regulated by the Financial Services Authority; has been considered and distributed in Japan by Merrill Lynch Japan Securities Co, Ltd, a registered securities dealer
under the Securities and Exchange Law in Japan; is distributed in Hong Kong by Merrill Lynch (Asia Pacific) Limited, which is regulated by the Hong Kong SFC; is
issued and distributed in Taiwan by Merrill Lynch Global (Taiwan) Ltd or Merrill Lynch, Pierce, Fenner & Smith Limited (Taiwan Branch); is issued and distributed in
Malaysia by Merrill Lynch (KL) Sdn. Bhd., a licensed investment adviser regulated by the Malaysian Securities Commission; and is issued and distributed in
Singapore by Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte Ltd (Company Registration No.'s F 06872E and
198602883D respectively). Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte Ltd. are regulated by the Monetary Authority
of Singapore. Merrill Lynch Equities (Australia) Limited, (ABN 65 006 276 795), AFS License 235132, provides this report in Australia. No approval is required for
publication or distribution of this report in Brazil.

Merrill Lynch (Frankfurt) distributes this report in Germany. Merrill Lynch (Frankfurt) is regulated by BaFin.

Copyright, User Agreement and other general information related to this report:

Copyright 2007 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. This research report is prepared for the use of Merrill Lynch clients and
may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of Merrill Lynch. Merrill Lynch
research reports are distributed simultaneously to internal and client websites eligible to receive such research prior to any public dissemination by Merrill Lynch of
the research report or information or opinion contained therein. Any unauthorized use or disclosure is prohibited. Receipt and review of this research report
constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or information contained in this report (including
any investment recommendations, estimates or price targets) prior to Merrill Lynch's public disclosure of such information. The information herein (other than
disclosure information relating to Merrill Lynch and its affiliates) was obtained from various sources and we do not guarantee its accuracy. Merrill Lynch makes no
representations or warranties whatsoever as to the data and information provided in any third party referenced website and shall have no liability or responsibility
arising out of or in connection with any such referenced website.

This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an invitation to make an offer,
to buy or sell any securities or other investment or any options, futures or derivatives related to such securities or investments. It is not intended to provide personal
investment advice and it does not take into account the specific investment objectives, financial situation and the particular needs of any specific person who may
receive this report. Investors should seek financial advice regarding the appropriateness of investing in any securities, other investment or investment strategies
discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. Investors should note that income
from such securities or other investments, if any, may fluctuate and that price or value of such securities and investments may rise or fall. Accordingly, investors may
receive back less than originally invested. Past performance is not necessarily a guide to future performance. Any information relating to the tax status of financial
instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice. Investors are urged to seek tax advice based on
their particular circumstances from an independent tax professional.

Foreign currency rates of exchange may adversely affect the value, price or income of any security or related investment mentioned in this report. In addition,
investors in securities such as ADRs, whose values are influenced by the currency of the underlying security, effectively assume currency risk.

Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related
investments.

Merrill Lynch Research policies relating to conflicts of interest are described at http://www.ml.com/media/43347.pdf.

Fundamental equity reports are produced on a regular basis as necessary to keep the investment recommendation current.
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