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Higher naphtha prices drag margins 
Event 
 Reliance announced December 2006 petrochemical prices. Our analysis 

suggests that Reliance’s integrated cracker margin, as well as the polyester 
margin, declined MoM due to an increase in cost of its key input, naphtha. 
GAIL’s cracker margin was unchanged MoM on back of stable input costs.  

Impact 
 Reliance’s polymer/cracker (integrated) margin declined by 7% MoM, but 

rose 21% YoY (see figure 1). Polymer prices were flat MoM, weighed down 
by new capacities that came on stream in South Korea, in addition to the 
crackers that restarted operation after maintenance shutdowns. On the other 
hand, the cost of primary input, naphtha, increased by ~11% on back of a 
rebound in crude prices and a rise in demand from South Korea (figure 2). 

 Polyester margin declined for third consecutive month. Polyester 
(integrated) margin declined by 17% MoM and 9% YoY (figure 1), on back of 
marginal decline in product prices and an increase in the naphtha prices. The 
price of cotton, a substitute product, was flat, impacting polyester chain prices 
and margins (figure 5). Reliance has shut down one of the paraxylene units at 
Jamnagar for planned maintenance, which is expected to re-start by the third 
week of January 2007.  

 GAIL’s polymer/cracker margin unchanged MoM, but YoY margin 
improved 13%, as product price hikes exceeded the 23% hike in the price of 
GAIL’s primary input, gas, during April 2006 to $4.75/mmbtu, after which it 
remained fixed (figures 6 and 7). 

 We forecast a mixed petrochemical outlook. We expect global capacity 
increases (primarily in Iran) to lower polymer utilisation rates and margins 
(figure 3). On the other hand, we believe cotton prices will rise as inventories 
decline, enhancing polyester margins in the longer term (figure 5). 

Outlook 
 Reliance Industries is our top oil and gas sector pick. A staggering 

US$19bn capex and oil finds that are potentially as large as ONGC’s reserves 
should triple earnings over the next five years. This should also result in a 
consistent rise in ROE, on rising contributions from high-return businesses.  

Please refer to our initiation report, “The world is not enough,” 10 July 2006. 

 We maintain our Underperform recommendation on GAIL. The lack of 
incremental sources of gas limits growth in GAIL’s primary-gas transmission 
business. We expect profit to decline at a 4% CAGR over the next three 
years. GAIL has a strong balance sheet with a rising net cash balance, though 
this is also weighing down RoE. 

Please refer to our initiation report, “Gassed!” 25 September 2006. 

 

Please refer to the important disclosures on inside back cover of this document, or on 
our website www.macquarie.com.au/research/disclosures. 
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Reliance’s petrochemical margins decline MoM, GAIL’s margin flat  
 

Fig 1 Change in integrated cracker/ polymer and polyester margins 
 RIL GAIL 
 Cracker/ polymer Polyester Cracker/ HDPE

Month-on-month change -6.9% -17.4% 0.0%
Year-on-year change 21.1% -8.8% 12.8%
Notes: Margin is the difference between the monthly spot product price and the cost of raw materials. Integrated margin 
is calculated for a particular integrated stream of products. 
Source: RIL, Bloomberg, Macquarie Research, December 2006 

Fig 2 Reliance's key product and feedstock prices 
 PTA MEG PSF POY HDPE PVC PP PET LAB Naptha 

(Input)

Dec-05 43800 44700 65300 64070 55420 38000 57000 65425 69300 24594
Nov-06 45500 41800 67500 67210 65650 47500 64300 70000 77300 25474
Dec-06 44600 42800 67500 67210 65650 41500 64300 70000 77300 28183
     
M-o-M change -2.0% 2.4% 0.0% 0.0% 0.0% -12.6% 0.0% 0.0% 0.0% 10.6%
Y-o-Y change 1.8% -4.3% 3.4% 4.9% 18.5% 9.2% 12.8% 7.0% 11.5% 14.6%
Source: RIL, Macquarie Research, December 2006 

 

Reliance’s polymer (integrated) margins fall by 7% MoM, rise 21% YoY 
 

Fig 3 RIL's polymer/cracker stream integrated* margin 
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Fig 4 Lower cracker utilisation rates likely to lower polymer margin 
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Polyester margin declined 17% MoM; higher cotton prices to lift margin 
 

Fig 5 RIL's polyester chain margin and Cotlook A index 
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GAIL’s polymer margin flat MoM, but grows YoY 
 

Fig 6 GAIL’s HDPE (product) and gas (input) prices 
 

Fig 7 Margins affected by hike in input gas prices 
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Global polyester outlook – Paraxylene forecast to remain strong, PTA fall 
 

Fig 8 World Paraxylene demand and operating rate 
 

Fig 9 World PTA demand and operating rate 
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Fig 10 Global oil & gas industry peer group valuation matrix 
Company Country Market 

Cap 
(US$mn)
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EV/ 

EBIDTA 
(x)

Current 
PER (x)

1 yr fwd 
PER (x)

2 yr fwd 
PER (x) 

P/BV (x) RoCE (%) RoE (%)

Integrated    1 year historic 
Hess  Corp USA  14,142 20.2 (1.3) 13.7 5.9 8.1 8.7 8.4 1.8 14.0 20.1
BG group plc UK  11,666  20.7 2.1 46.9 9.0 12.8 13.6 12.3 3.8 24.0 28.4
BP Plc UK  56,262 (13.2) 1.4 15.5 6.2 10.2 10.2 9.9 2.7 23.0 28.5
China Petroleum China 84,020 89.9 13.5 12.7 8.6 16.8 15.3 13.1 3.1 11.9 19.6
Exxon Mobil USA 450,268 30.7 (2.2) 15.1 7.2 11.9 12.1 12.4 3.9 31.5 33.9
Petrobras Brazil 98,227 27.1 11.3 34.3 5.0 6.9 6.2 5.6 2.1 24.3 33.6
Petrochina * China 229,868 61.0 2.1 44.3 5.9 10.6 10.2 10.2 2.9 25.9 27.4
Reliance Industries* India 39,358 95.2 16.3 17.3 13.5 18.5 16.5 13.7 3.8 14.2 20.6
Royal Dutch Shell Holland 86,490 -2.3 (2.0) 16.1 4.9 9.3 9.0 9.6 2.2 25.7 28.8
Total SA France 95,765 (2.7) 4.4 20.6 4.7 10.2 9.4 9.4 2.9 24.9 34.0
Average  120,495 31.8 4.0 22.9 7.0      11.3      10.9      10.4        2.9     21.9    27.4 
     
Exploration & 
Production 

    

Anadarko Petroleum USA 22,482 4.6 0.5 77.7 8.8 7.5 8.5 7.5 1.6 18.7 24.5
Apache Corp USA 22,911 2.0 (0.9) 75.3 8.5 8.4 9.1 8.5 1.8 22.9 28.2
CNOOC * China 37,741 26.5 (4.7) 56.9 5.0 8.7 9.3 9.6 2.7 29.7 30.6
Gazprom Russia 10,576 NA 16.9 41.8 13.8 16.8 14.8 12.3 2.5 10.6 13.3 
ONGC* India 41,100 24.3 9.5 41.8 5.3 7.8 6.6 6.5 2.2 26.4 28.7
Average  26,962 14.4 4.3 58.7 8.3       9.8       9.7        8.9        2.2     21.7     25.1 
     
Refining & 
Marketing 

    

Bharat Petroleum* India 2,752 (22.6) 115.1 1.9 11.8 32.7 13.1 7.1 1.3 5.8 3.9
Formosa 
Petrochemical* 

Taiwan 19,236 18.7 6.5 14.9 9.4 11.6 11.0 10.2 2.8 15.1 24.2

Hindustan 
Petroleum* 

India 2,226 (12.3) 120.4 1.5 13.4 28.6 11.0 5.9 0.9 4.3 3.3

Indian Oil Corp India 11,782 (16.8) 6.6 5.6 8.4 10.7 10.7 9.4 1.7 10.7 17.0
SK Corp* S Korea 9,350 25.5 0.8 7.6 8.3 6.9 6.9 6.8 1.0 11.0 14.9
S-Oil Corp* S Korea 8,375 (8.6) (12.2) 9.3 6.1 10.8 12.5 14.0 2.7 19.9 25.4
Sunoco Inc USA 8,493 (16.7) (10.2) 6.6 5.1 7.9 8.9 9.8 4.0 26.3 53.3
Tesoro Petroleum USA 4,811 22.3 (13.3) 5.7 4.0 6.8 6.7 9.1 2.0 23.2 31.6
Average  11,199 (0.1) 22.6 6.4 8.1 13.6       9.8        8.9        2.0     15.5    22.8 
     
Petrochemicals     
Formosa Chemical & 
Fibre* 

Taiwan  9,121 6.0 16.0 10.8 16.3 9.6 8.5 7.1 1.5 11.9 15.9

Formosa Plastics * Taiwan 9,568 13.2 5.2 10.9 20.4 11.9 12.7 10.8 1.7 10.8 14.6
Honam 
Petrochemical * 

S Korea 2,301 28.6 (10.4) 14.3 5.6 7.1 8.0 8.8 0.9 13.0 12.7

IPCL India  1,890 23.0 (14.9) 18.6 4.4 7.0 6.9 9.6 1.4 22.3 29.3
LG Chemicals* S Korea  2,987 (18.7) 25.8 8.9 5.6 14.4 10.2 9.1 1.2 7.2 8.5
LG Petrochemical * S Korea  1,148 (15.1) (2.4) 10.9 4.2 8.7 8.3 9.1 1.2 14.4 14.4
Sinopec Shanghai 
Petrochem 

China  4,667 54.2 5.8 9.1 10.2 21.8 34.5 19.5 2.2 8.5 9.9

Average  4,152 17.7 3.6 10.4 9.5      11.5      12.7      10.6         1.5      9.8     11.8 
     
Gas Distribution     
GAIL* India 5,081 (0.6) (2.6) 25.6 5.3 9.1 9.1 9.6 2.2 21.3 24.3
Gujarat Gas India 346 (9.9) 7.8 19.9 9.3 15.7 16.5 13.5 4.1 27.7 29.2
Hong Kong & China 
Gas* 

HK 12,162 3.1 (21.7) 121.8 11.6 14.0 24.6 22.8 3.8 28.0 27.2

Indraprastha Gas India  367 (11.6) 20.2 41.1 7.4 15.4 13.2 10.7 4.3 29.2 30.7
Korea Gas * S Korea 3,524 22.6 4.7 7.8 10.9 15.5 15.2 14.2 1.0 5.0 6.1
Panva Gas HK  481 2.2 36.1 22.8 10.4 24.0 60.0 12.9 NA 7.8 9.8
Petronas Gas Myanmar 4,963 0.0 2.2 59.9 10.4 17.4 16.7 16.7 2.5 12.8 14.1
Tokyo Gas Japan 13,974 15.3 15.2 NA NA 22.4 17.5 16.9 2.4 5.8 9.1
Transcanada Corp Canada  16,624 6.6 2.6 50.1 10.6 20.3 20.9 19.3 2.5 9.5 17.6
Xinao Gas China  1,152 56.9 22.5 30.1 19.2 26.3 22.7 18.7 3.3 8.9 14.3
Average  5,867 8.4 8.7 42.1 10.6 18.0 21.6 15.5 2.9 15.6 18.3 
     
Cumulative average  38,440 15.1 9.1 25.4 8.6     13.3      13.4       11.1        2.4     16.8     21.1 
Source: Macquarie Research, December 2006 
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Volatility index definition* 
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