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Price Performance

RLCP.BO share price (Rs)
NIFTY (rebased)

Muted insurance volumes, delay in Nippon Life deal and weak investor
sentiment has led to ~20% underperformance over the last 20 days. With 
current market cap of Rs100bn at less than the insurance valuation from 
the Nippon life deal, concerns are more than factored in. Consummation 
of Nippon Life, removal of assured returns on pensions and improving 
insurance volumes in 2H would be strong catalysts.

 Nippon Life deal a big positive catalyst: Management has indicated 
that the Nippon life deal should be concluded in the next 2-3 months. 
This would not only validate the insurance business valuation (JPMe 
insurance valuations at ~40% discount to deal valuation of Rs110bn) but 
also address balance sheet concerns on leverage/liquidity as it would 
provide ~Rs27bn of cash and increase net worth by >20%. 

 Muted 1Q12, some positive though: 1Q12 performance was muted
with market share loss in life insurance, margin pressure for the lending 
business and flat AUMs in the AMC business but there were some 
medium term positives like (1) cost efficiency improvement in the life 
insurance business with 37% y/y contraction in opex and (2) Continuing 
strong asset quality in the lending business with <50bps of credit costs. 

 2H could be relatively better: We believe operationally 2H could be 
relatively better with (1) growth in insurance volumes expected to pick 
up given favorable base in 2H and increase in volumes from pension 
business and (2) margin improvement in the lending business given 
~150bps hike taken recently across product categories. Also, capital 
market buoyancy could provide upside in AMC and other subsidiaries.

 Maintain Overweight: Our revised Mar-12 PT of Rs650/share (Rs740 
earlier) is based on conservative valuations and reflects fundamental 
value of the various businesses though discounts may persist in the near 
term due to weak sentiment. We believe improving fundamentals and 
consummation of the Nippon life deal would address investor concerns 
and see current depressed valuations as an attractive entry opportunity.

Figure 1: Reliance capital Financials
Year end Mar FY09 FY10 FY11 FY12E FY13E
Consolidated PAT 10,157 4,345 1,112 6,005 7,756
PAT growth (%) -6.4% -57.2% -74.4% 440.1% 29.2%
EPS (Rs/share) 41.3 17.7 4.5 24.4 31.5
BPS (Rs/share) 306 312 316 396 407 
P/E 10.0 23.3 91.0 16.8 13.0 
P/B 1.3 1.3 1.3 1.0 1.0
P/E (Ex-insurance) 5.3 12.4 48.4 9.0 6.9
Dividend Yield 1.6% 1.6% 1.2% 1.9% 2.1%

Source: Company, J.P.Morgan estimates.FY12 PAT is adjusted for profit from Nippon Life deal. Share price data as at 16 August 2011.
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Company Description SOP Sensitivity
Business 
Valuation SOP

Impact (%)
Impact 

(%)
Reliance capital is part of the Reliance group 
(Anil Ambani) with interests in Insurance (life 
and general), Asset management, consumer 
loans, private Equity and brokerage. In the 
insurance space, Reliance Life is among the 
largest private insurance companies. 
Reliance Mutual fund is the largest AMC in 
the country with >US$20bn under 
management.

NBAP Margins (base case is 13.3%)
     Impact of each 100bps 3.8% 1.1%
AMC Profitability (base case is ~20bps)
  2 bps profitability (% of AUM) 10.0% 2.4%
Insurance Growth (base case is ~15% growth)
   Impact every 3% growth 8.4% 2.5%
Source: J.P.Morgan estimates

Price target and valuation analysis
Our Price Target of Rs650/share is based on SOP value with insurance valued 
at 13.7x FY13 NBAP+ EV, AMC valued at 4.0% of AUM and loan book valued 
at 1.25x FY13 book. 

SOP contribution

Rs mn Rs/share
Life Insurance (13.7x FY13 NBAP) 47,341 192
Lending book (1.25x average FY13 book) 36,900 150
Asset Management (4.0% of AUM) 37,795 154
General Insurance (0.75x FY12 book) 5,567 23
Reliance Money (8x average FY13 profit) 2,877 12
Profit from Nippon Life Deal 17,550 71
Excess Capital 10,380 42
Total 158,410 644

Source: J.P.Morgan estimates Our valuation implies 11x FY13 profit for reliance capital ex-insurance business. 
Key risk to our Overweight recommendation is group related issues and high 
dependence on capital markets with high proportion of SOP valuation linked to 
market flows. Approval for the Nippon life deal would be a big positive catalyst.

EPS:  J.P. Morgan vs consensus

J. P. Morgan Consensus

FY12E 95.7 26.3
FY13E 31.5 29.9
Source:  Bloomberg, J.P.Morgan estimates

30%

24%
23%
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Valuation undemanding, maintain Overweight:

We revise our PT lower by 12% reflecting sluggish volumes across most businesses. 
Our revised Mar-12 PT of Rs650/share (Rs740 earlier) is based on conservative 
valuations and reflects fundamental value of the various businesses though discounts 
may persist in the near term due to weak sentiment. Our insurance valuation is at a 
~40% discount to NBAP valuations implied by the Nippon life deal. At our target 
price, the valuation for other businesses is 11x FY13 profits which we believe is 
conservative. 

Likely catalysts over the next 3-6mnths are (1) consummation of the Nippon Life 
deal -expected over the next 2-3 mnts (2) improving insurance volumes in 2H and (3) 
removal of assured returns on pension policies.

Figure 2: Reliance capital SOP valuation of Rs650/share 
Value Per Share Comments/Basis

Life Insurance 47,341 192 74% stake, 13.7x FY13 NBAP + EV - 40% discount to Nippon Deal
Lending book 36,900 150 1.25x FY-13 book
Asset Management 37,795 154 4.0% of AUM
General Insurance 5,567 23 0.75x FY12 book
Reliance Money 2,877 12 bx FY13 profit
Profit from Nippon Life Deal 17,550 71 Profit post 10% tax
Excess Capital 10,380 42 Equity in excess of investments in Subsidiary
Total 158,410 644

Source: J.P. Morgan estimates

1Q12 Business update 

Lending business:  Asset quality robust 

 Growth continues to remain robust with ~28% y/y growth in AUM with 
strong growth across categories including mortgages and SME. With 
moderation in overall growth, management expects loan growth to moderate 
<20% in FY12.

 Margins have contracted by ~70bps to ~4.3% over the last 2 qtrs but 
margins are expected to inch back to ~5.0% as Reliance capital has taken 
~150bps hike in lending rates across categories.

 Asset quality remains robust with credit costs remaining <50bps in 1Q12.  
Management does not see any significant asset quality challenges in the 
near term but high share of SME funding could lead to spike in credit costs 
over the medium term.
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Figure 3: Reliance commercial finance: Margins contract but asset quality robust
Rs mn 1Q11 4Q11 1Q12 y/y q/q

Total Loans 91,000 123,000 130,000 43% 6%
Auto 4,550 6,150 7,800 71% 27%
CV/CE 13,650 19,680 22,100 62% 12%
SME 30,940 44,280 41,600 34% -6%
Mortgages 37,310 51,660 57,200 53% 11%
Personal loans 4,550 1,230 1,300 -71% 6%
Securitization 21,000 15,000 13,000 -38% -13%
Total AUM 112,000 138,000 143,000 28% 4%
Disbursements 12,746 32,115 20,100 58% -37%
P&L
Interest income 2731 3299 3888 42% 18%
Interest expense 1473 2106 2673 81% 27%
NII 1258 1193 1215 -3% 2%
Expenses 684 619 789 15% 27%
Other income 303 458 290 -4% -37%
Provisions 514 103 133 -74% 29%
Profit before tax 363 928 583 61% -37%

Source: Company, J.P.Morgan

Life Insurance business:

 WRP volumes was down 59% YTD with reliance Life losing ~350bps 
market share.  75% of the incremental volumes in 1Q12 have come from 
traditional policies, though management believes future split would be 
50:50 between traditional and ULIPs.  Management maintained its guidance 
of flat to positive growth for FY12 given a favorable base from 2H and 
increase in volumes from pension business.

 Management has guided to ~15% NBAP margins for FY12 inline with our 
expectations. We assume 13% long term NBAP margins factoring in higher 
tax rate. 

 Management’s focus on cost efficiencies is reflected in the operating costs 
coming off by ~37% y/y. Reliance capital has been churning less productive 
agency force with total agency strength now at 178K (11% contraction y/y).

 On the Nippon life deal, management expects approval to come in over the 
next 2-3 mnts. We believe this would be a strong stock catalyst as it will not 
only validate valuation for the insurance business but also address liquidity 
concerns. Reliance capital (parent) would get Rs27bn of capital from the 
transaction with rest of the consideration going to subsidiaries. 

Figure 4: Insurance business performance
1Q11 4Q11 1Q12 y/y q/q

Reliance Life Insurance
APE (Rs mn) 5,671 7,103 2,348 -59% -67%
Renewal premium (Rs mn) 5,956 13,045 8,161 37% -37%
AUM (Rs bn) 141 179 177 26% -1%
Agents (000s) 200 189 178 -11% -6%
Reliance General Insurance
Gross Written Premium (Mn) 4,293 4,373 5,248 22% 20%
No. of policies issued (000) 730 739 685 -6% -7%
Profit before tax -386 -2187 -301 -22% -86%

Source: Company, J.P.Morgan
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Reliance AMC:

 AUMs was flat sequentially given weak capital markets but share of equity 
AUMs inched up to 35% from 33% in 4Q11. Given weak capital market 
trend, we believe AUM growth would be muted in FY12.

 In terms of profitability, 1Q12 is a seasonally muted qtr as most part of the 
dividend income is booked in second half of the yr.

Figure 5: Reliance AMC financials
1Q11 4Q11 1Q12 y/y q/q

Reliance AMC
AUM (Rs bn) 1013 1016 1013 0% 0%
Revenues 1642 2058 1674 2% -19%
PBT 577 752 709 23% -6%
PBT/AUM (%) 0.22% 0.30% 0.28% 28% -5%

Source: Company, J.P.Morgan
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Reliance Capital: Summary of Financials 

Source: Company, J.P.Morgan estimates. FY09-011 consolidated PAT is reported PAT and FY12-13E is estimated from profits of Lending, AMC, General insurance and Money. 
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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 
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Important Disclosures
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company(ies) as clients, and the services provided were non-investment-banking, securities-related: Reliance Capital.

  Investment Banking (next 3 months): J.P. Morgan expect to receive, or intend to seek, compensation for investment banking 
services in the next three months from Reliance Capital.

  Non-Investment Banking Compensation:J.P. Morgan has received compensation in the past 12 months for products or services 
other than investment banking from Reliance Capital.

Date Rating Share Price 
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Price Target 
(Rs)
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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: Sen, Seshadri K: Axis Bank Ltd (AXBK.BO), HDFC (Housing Development Finance Corporation) (HDFC.BO), 
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J.P. Morgan Equity Research Ratings Distribution, as of June 30, 2011

Overweight
(buy)

Neutral
(hold)

Underweight
(sell)
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