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 RIL and Cairn the hardest hit in the recent correction — The sharp fall in crude 
prices, concerns about refining and fears of a windfall tax/export tax have led a 
sharp sell-off in both stocks. We take a look at what we think is factored in at 
current levels, the risk-reward equation and any further potential downside risks.  

 Cairn offers absolute return — Cairn (trading at Rs197) seems to be factoring in 
LT Brent of US$65/bbl and a 10% price discount, with no reserve upside. Even 
assuming a price discount of 15%, as reported in the press (high compared to 
WTI-Maya diff. of 10% in last 3 months), the imputed LT crude price is 
US$70/bbl. While continued weakness in crude prices would weigh on the stock, 
we think the risk-reward is quite favorable at current levels.  

 RIL: Risk reward turning favorable — Based on i) a mid-cycle EV/EBITDA of 5.5x 
FY10E on petchem/refining, ii) refining margins which are US$1.5-2.0/bbl lower 
and iii) no exploration upside from E&P, our SOTP works out to Rs1,750. While a 
case can be made for even lower GRM in FY10E, it could be offset by weaker 
rupee and/or slightly less pessimistic view on reserve accretion, from D6 and 
beyond. Timelines for resolution of gas dispute & gas production (though unlikely 
to impact the NAV) and fears of export tax and removal of EOU status for the 
refinery remain imponderables for the stock.  
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Figure 1. Cairn India: Sensitivity of Target Price to LT Brent and  % Price Discount to Cairn’s Crude 

Discount to crude /  
LT Brent (US$/bbl)  

7% 8% 9% 10% 11% 12% 13%

90 278 275 272 269 265 262 259
80 246 243 240 238 235 232 229
75 230 227 225 222 219 217 214
70 214 211 209 207 204 202 199
65 198 195 193 191 189 187 185
60 182 180 178 176 174 172 170

Source: Citi Investment Research estimates 

 

Figure 2. RIL Bare-bone SOTP Valuation 

 Rs m Rs/share Comments 
FY10E EBITDA forecast 202,806   
EV of Petrochem & Refining (Rs m) 1,115,435 767 @ EV/E of 5.5x Mar-10E  
Net Debt (Rs m) 306,972 211 Estimated as of Mar-09E for standalone RIL 
    
Key investments    
Reliance Petroleum 418,545 288 Based on EV/E of 5.5x FY10E i.e. at RPL price of Rs131/share 
E&P Assets 890,674 613 Based on NAVs of D6, NEC-25 and CBM 
Organised Retail 80,000 55 Based on book value of investments till date 
Total value of investments & other assets 1,389,219 955  
EV of businesses 1,115,435 767  
Net Debt adjusted for key investments (1,082,247) (744)  
Value of Treasury stock 346,187 238 At target price  
Value for Equity holders (Rs m) 2,543,868 1,750  

Source: Citi Investment Research estimates 

 

Figure 3. RIL Refining — Key Parameters 

Year to 31-Mar Units FY07 FY08 FY09E FY10E FY11E
Singapore Complex Margin US$/bbl 6.1 7.7 6.5 5.7 5.7
Gross refining & mktg margin   
 - new US$/bbl 10.9 15.0 14.0 12.6 12.1
 - old US$/bbl 10.9 15.0 14.5 14.3 13.9
RIL clean GRMs US$/bbl 11.7 15.2 14.3 12.7 12.2
Differential to Singapore US$/bbl 5.6 7.5 7.8 7.0 6.5
Crude throughput MMT 31.7 31.8 32.5 33.0 33.0
Exchange rate year average Rs/US$ 44.3 40.3 43.0 42.0 41.0

Source: Company Reports and Citi Investment Research estimates 
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Figure 4. RIL Base-case SOTP Target 

 Rs m Rs/share Comments 
    
FY09E EBITDA forecast 222,014   
FY10E EBITDA forecast 202,806   
EV of Petrochem & Refining (Rs m) 1,380,666 950 @ EV/E of 6.5x Sep-09E 
Net Debt (Rs m) 297,917 205 Estimated as on mid-FY09 for standalone RIL 
    
Key investments    
-Reliance Petroleum 490,901 338 Based on EV/E of 6.5x FY10E i.e. at RPL target price of Rs155 
-E&P Assets 1,416,180 974 Based on 12x steady state FCF (incl. KG oil and gas upside in FY11E) 
- Organised Retail 80,000 55 Based on BV of investments so far 
Total value of investments & other assets 1,987,081 1,367  
EV of businesses 1,380,666 950  
Net Debt adjusted for key investments (1,689,164) (1,162)  
Value of Treasury stock 483,860 333 At target price  
Value for Equity holders (Rs m) 3,553,690 2,445  
No. of shares (m.) 1,453  

Source: Citi Investment Research estimates 

 

Cairn India (CAIL.BO; Rs201.10; 1M) 

Valuation: Our target price of Rs355 is based on estimated NAVs of under-
development and producing assets and incorporating recovery & exploration 
upside. We prefer NAV to value Cairn's assets as it has long-term visible cash 
flows from its existing resource base, the value of which cannot be captured 
using traditional near-term earnings multiples. Key assumptions for our NAV 
analysis are: long-term crude price (Brent) of US$100/bbl; first oil from 
Rajasthan in 2H09; crude realization at a 7% discount to Brent; cess at 
Rs918/MT; plateau production at 175kbpd; development capex of US$2.75bn; 
and inclusion of pipeline capex. Our target price is more leveraged to crude 
prices and less sensitive to operating parameters and/or reserve upside. The 
traditional valuation multiples (EV/DACF) will become more relevant as 
Rajasthan approaches first oil, but contingent on the extent of exploration 
success. 

Risks: Despite Cairn being in the project stage due to tangible oil reserves 
which can be monetized, we have faith in the parent's strong track record, and 
favorable demand-supply for domestic crude. We therefore ascribe a Medium 
Risk rating to Cairn India. Key risks include: 1) Delays and cost overruns; 
though cost- recoverable, these could impact NAVs; 2) Unfavorable ruling on 
the cess liability being higher than our base case of Rs918/tonne; and 3) 
Potential conflict of interest arising out of Cairn PLC's majority ownership in 
Cairn India, especially in the context of new exploration assets in India. These 
risks could impede the stock from reaching our target price. 

Reliance Industries (RELI.BO; Rs1,873.00; 1L) 

Valuation: Our target price of Rs2,450 is based on a sum-of-the-parts value: 1) 
We value RIL's core petrochem and downstream oil business on an EV/EBITDA 
of 6.5x mid-FY10E, in line with regional chemicals and refining peers; this also 
captures the impact of a global downturn in refining and petchem; 2) We value 
total E&P assets including oil & gas prospects and other blocks at Rs974/share 
based on 12x steady state (FY11E) FCF; 3) We value investment in RPL at 6.5x 
FY10E EV/EBITDA (in line with RIL); 4) We value organized retail business at 



India Oil & Gas 
16 September 2008 

 

Citigroup Global Markets  Equity Research 4 
 

Rs55/share, based on book value of investments so far; and 5) We value 
treasury stock at target price. 

Risks: We rate RIL Low Risk, as opposed to the Medium Risk suggested by our 
quantitative risk-rating system, which tracks 260-day historical share-price 
volatility. Diversified earnings and significant value contribution from the 
emerging E&P business and investment in listed subsidiaries have led to 
qualitative changes in the value constituents of the stock. Risks that could 
impede the stock from reaching our target price are: RIL's margins are exposed 
to the global petrochemical and refining cycles; the group could be asked to 
offer larger discounts on products sold to oil public sector units; delays in the 
key KG-D6 gas development and RPL refinery project; delays in the drilling 
programme for the new blocks (D9, D3, MN-D4); and the organized retail 
business would call for significant investment in non-core areas. 
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Citigroup Global Markets Inc. or its affiliates beneficially owns 1% or more of any class of common equity securities of Reliance Industries. This position reflects 
information available as of the prior business day. 

Within the past 12 months, Citigroup Global Markets Inc. or its affiliates has acted as manager or co-manager of an offering of securities of Cairn India. 

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from Cairn India. 

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Cairn India and Reliance 
Industries in the past 12 months. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as investment banking client(s): Cairn India and Reliance 
Industries. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were 
non-investment-banking, securities-related: Cairn India and Reliance Industries. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were 
non-investment-banking, non-securities-related: Cairn India and Reliance Industries. 
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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 
Private Client Division, Institutional Sales and Trading, and Investment Banking. 

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research product ("the Product"), 
please contact Citi Investment Research, 388 Greenwich Street, 29th Floor, New York, NY, 10013, Attention: Legal/Compliance. In addition, the same important disclosures, 
with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure website at www.citigroupgeo.com. Private 
Client Division clients should refer to www.smithbarney.com/research.  Valuation and Risk assessments can be found in the text of the most recent research note/report 
regarding the subject company.  Historical disclosures (for up to the past three years) will be provided upon request. 

Citi Investment Research Ratings Distribution    
Data current as of 30 June 2008 Buy Hold Sell
Citi Investment Research Global Fundamental Coverage (3096) 50% 36% 14%

% of companies in each rating category that are investment banking clients 53% 52% 42%
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. 
For securities in emerging markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings are: Buy (1) (expected total return of 15% or 
more for Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for 
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 
price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price movements and/or 
other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to review by Research Management. 
Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after evaluating the stock's expected 
performance and risk. 
 

Guide to Corporate Bond Research Credit Opinions and Investment Ratings:  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 (relative to the performance of relevant Citi bond indices), 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); 
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 Citigroup bond market sector index.  Performance data for Citi bond indices are updated monthly, are available upon request and can also be 
viewed at http://sd.ny.ssmb.com/ using the "Indexes" tab. 

OTHER DISCLOSURES 
Citigroup Global Markets Inc. and/or its affiliates has a significant financial interest in relation to Cairn India and Reliance Industries. (For an explanation of the 
determination of significant financial interest, please refer to the policy for managing conflicts of interest which can be found at www.citigroupgeo.com.) 

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and may act as 
principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been recommended in the 
Product. The Firm regularly trades in the securities of the subject company(ies) discussed in the Product. The Firm may engage in securities transactions in a manner 
inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal basis. 

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any 
insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. Although 
information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may be incomplete and 
condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures made in the Important Disclosures 
section of the Product. The Firm's research department has received assistance from the subject company(ies) referred to in this Product including, but not limited to, 
discussions with management of the subject company(ies). Firm policy prohibits research analysts from sending draft research to subject companies.  However, it should 
be presumed that the author of the Product has had discussions with the subject company to ensure factual accuracy prior to publication.  All opinions, projections and 
estimates constitute the judgment of the author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without 
notice. Prices and availability of financial instruments also are subject to change without notice.  Notwithstanding other departments within the Firm advising the 
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. 
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