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Subdued AGM with no acquisition-related announcements 

RIL did not make any acquisition-related announcement at its AGM contrary to Street expectations 
of announcement of or intent of a global acquisition. The key announcements were—(1) peak gas 
production from KG D-6 block to be achieved by 2HFY10, (2) oil production from KG block at 
~8,000 b/d with peak production to be achieved by end-FY2010E, (3) renewed focus on a new 2 
mtpa petrochemical complex at Jamnagar, announced in an AGM two years back and  
(4) commencement of exploratory drilling in Block 18 in Oman. 

No change in earnings estimates; significant earnings downgrades possible 

We maintain our FY2010E and FY2011E EPS estimates of Rs97 and Rs138. However, we believe 
that fundamentals need to improve significantly to achieve our below-consensus estimate of Rs97 
for FY2010E. We see downside to our earnings estimates since current chemical and refining 
margins are well below our 2HFY10E assumptions. We foresee a sharp downgrade to consensus 
earnings estimates of Rs116. We believe our FY2011E estimate of Rs138 (consensus is at Rs156) 
looks equally challenging without a very steep recovery in refining and chemical margins; 
fundamentals appear very grim over the next 12-18 months. 

Retain SELL with 12-month target price of Rs1,750  

We retain our 12-month SOTP-based fair valuation of Rs1,750 and SELL rating. Key upside risks 
stem from (1) steep global economic recovery and (2) higher-than-expected E&P reserves. We see 
downside risks to our fair valuation from (1) weaker-than-expected chemical and refining margins 
and (2) further unfavorable developments in the ongoing RIL-RNRL legal dispute (Rs135/share). We 
note US$1/bbl decline in refining margins impacts RIL’s FY2010E EPS by 9.7% and FY2011E EPS by 
7.1% and a US$50/ton decline in chemical margins impacts RIL’s FY2010E EPS by 7.6% and 
FY2011E EPS by 5.2%. We continue to find RIL stock expensive in light of the above-mentioned 
risks and note that the current stock price is already factoring in about 45tcf of new E&P 
discoveries.  
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No surprises in AGM. There were no surprises or acquisition-related announcements 
at RIL’s annual general meeting (AGM). We maintain our earnings estimates and see 
significant downside risks to FY2010E and FY2011E consensus earnings estimates due 
to (1) current very weak refining margins and (2) recent sharp correction in chemical 
margins. In our view, RIL stock is a SELL at current levels without any favorable 
developments on acquisitions or E&P.   
 

Reliance Industries
Stock data Forecasts/Valuations 2009 2010E 2011E

52-week range (Rs) (high,low) EPS (Rs) 101.2 96.6 137.5
Market Cap. (Rs bn) 3,106.8 EPS growth (%) (3.7) (4.5) 42.4

Shareholding pattern (%) P/E (X) 21.1 22.1 15.5
Promoters 40.9 Sales  (Rs bn) 1,418.5 1,737.3 1,900.6
FIIs 19.8 Net profits (Rs bn) 153.1 158.7 225.9
MFs 2.7 EBITDA (Rs bn) 236.7 301.4 394.4

Price performance (%) 1M 3M 12M EV/EBITDA (X) 14.9 11.5 8.3
Absolute (4.2) 9.8 87.1 ROE (%) 13.6 10.9 13.8
Rel. to BSE-30 (2.5) (4.7) 1.9 Div. Yield (%) 0.5 0.5 0.7

Company data and valuation summary
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Reliance Industries: Profit model, balance sheet, cash model, March fiscal year-ends, 2006-12E (Rs mn) 
 

2006 2007 2008 2009 2010E 2011E 2012E
Profit model (Rs mn)
Net sales 809,113 1,114,927 1,334,430 1,418,475 1,737,271 1,900,615 1,955,552
EBITDA 139,991 198,462 233,056 233,139 297,817 390,796 423,469
Other income 6,829 4,783 8,953 20,599 28,093 23,414 20,906
Interest (8,770) (11,889) (10,774) (17,452) (26,454) (25,299) (5,458)
Depreciation & depletion (34,009) (48,152) (48,471) (51,953) (96,541) (110,860) (115,616)
Pretax profits 104,041 143,205 182,764 184,332 202,913 278,051 323,301
Extraordinary items 3,000 2,000 47,335 — — — —
Tax (9,307) (16,574) (26,520) (12,634) (28,537) (63,152) (74,408)
Deferred taxation (7,040) (9,196) (8,999) (18,605) (15,700) 11,004 14,922
Net profits 90,693 119,434 194,580 153,093 158,676 225,902 263,815
Adjusted net profits 88,152 117,789 152,605 153,093 158,676 225,902 263,815
Earnings per share (Rs) 63              81              105            101 97 138 161

Balance sheet (Rs mn)
Total equity 430,543 673,037 847,853 1,263,730 1,432,093 1,627,275 1,853,543
Deferred taxation liability 49,708 69,820 78,725 97,263 112,963 101,960 87,038
Minority interest — 33,622 33,622 — — — —
Total borrowings 218,656 332,927 493,072 739,045 623,376 382,410 117,736
Currrent liabilities 164,545 192,305 251,427 357,019 319,539 332,151 340,235
Total liabilities and equity 863,452 1,301,712 1,704,700 2,457,057 2,487,971 2,443,796 2,398,551
Cash 21,461 18,449 42,822 221,765 164,183 128,187 114,027
Current assets 224,283 286,566 402,721 325,358 386,953 400,667 404,188
Total fixed assets 626,745 899,403 1,081,638 1,693,869 1,720,769 1,698,876 1,664,271
Investments (9,038) 97,294 177,519 216,065 216,065 216,065 216,065
Deferred expenditure — — — — — — —
Total assets 863,452 1,301,712 1,704,700 2,457,057 2,487,970 2,443,795 2,398,551

Free cash flow (Rs mn)
Operating cash flow, excl. working capital 119,520 164,285 180,718 174,508 222,282 292,099 330,757
Working capital (32,188) (13,075) (31,071) (37,983) (99,076) (1,101) 4,563
Capital expenditure (94,273) (247,274) (239,691) (247,128) (165,675) (73,025) (71,990)
Investments (32,364) (105,760) (78,953) (10,392) — — —
Other income 5,159 4,143 6,132 16,195 28,093 23,414 20,906
Free cash flow (34,146) (197,681) (162,865) (104,800) (14,376) 241,387 284,235

Ratios (%)
Debt/equity 45.5            44.8            53.2            54.3           40.3           22.1            6.1              
Net debt/equity 41.1            42.3            48.6            38.0           29.7           14.7            0.2              
RoAE 19.9            20.3            18.9            13.6           11.3           14.3            14.8            
RoACE 13.8           13.9           12.7           11.2           9.5             11.2           12.5            

Source: Company, Kotak Institutional Equities estimates 
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"I,Sanjeev Prasad, hereby certify that all of the views expressed in this report accurately reflect 
my personal views about the subject company or companies and its or their securities. I also 
certify that no part of my compensation was, is or will be, directly or indirectly, related to the 
specific recommendations or views expressed in this report." 
 
 
 
 
Kotak Institutional Equities Research coverage universe
Distribution of ratings/investment banking relationships

Source: Kotak Institutional Equities As of September 30, 2009

* The above categories are defined as follows: Buy = We expect 
this stock to outperform the BSE Sensex by 10% over the next 12 
months; Add = We expect this stock to outperform the BSE 
Sensex by 0-10% over the next 12 months; Reduce = We expect 
this stock to underperform the BSE Sensex by 0-10% over the 
next 12 months; Sell = We expect this stock to underperform the 
BSE Sensex by more then 10% over the next 12 months. These 
ratings are used illustratively to comply with applicable 
regulations. As of 30/9/2009 Kotak Institutional Equities 
Investment Research had investment ratings on 143 equity 
securities.

Percentage of companies covered by Kotak Institutional Equities, 
within the specified category.

Percentage of companies within each category for which Kotak 
Institutional Equities and or its affiliates  has provided investment 
banking services within the previous 12 months.
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Ratings and other definitions/identifiers 

Definitions of ratings 

 

BUY. We expect this stock to outperform the BSE Sensex by 10% over the next 12 months. 

ADD. We expect this stock to outperform the BSE Sensex by 0-10% over the next 12 months. 

REDUCE. We expect this stock to underperform the BSE Sensex by 0-10% over the next 12 months. 

SELL. We expect this stock to underperform the BSE Sensex by more than 10% over the next 12 months. 

Our target price are also on 12-month horizon basis. 
 
Other definitions 

Coverage view. The coverage view represents each analyst’s overall fundamental outlook on the Sector. The coverage 
view will consist of one of the following designations: Attractive, Neutral, Cautious. 
 
Other ratings/identifiers 

NR = Not Rated. The investment rating and target price, if any, have been suspended temporarily. Such suspension is in 
compliance with applicable regulation(s) and/or Kotak Securities policies in circumstances when Kotak Securities or its 
affiliates is acting in an advisory capacity in a merger or strategic transaction involving this company and in certain other 
circumstances.  

CS = Coverage Suspended. Kotak Securities has suspended coverage of this company.  

NC = Not Covered. Kotak Securities does not cover this company.  

RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and price target, if any, for this 
stock, because there is not a sufficient fundamental basis for determining an investment rating or target. The previous 
investment rating and price target, if any, are no longer in effect for this stock and should not be relied upon.  

NA = Not Available or Not Applicable. The information is not available for display or is not applicable.  

NM = Not Meaningful. The information is not meaningful and is therefore excluded. 
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Kotak Securities Limited and its affiliates are a full-service, integrated investment banking, investment management, brokerage and financing group. We along with 
our affiliates are leading underwriter of securities and participants in virtually all securities trading markets in India. We and our affiliates have investment banking 
and other business relationships with a significant percentage of the companies covered by our Investment Research Department. Our research professionals 
provide important input into our investment banking and other business selection processes. Investors should assume that Kotak Securities Limited and/or its 
affiliates are seeking or will seek investment banking or other business from the company or companies that are the subject of this material and that the research 
professionals who were involved in preparing this material may participate in the solicitation of such business. Our research professionals are paid in part based on 
the profitability of Kotak Securities Limited, which include earnings from investment banking and other business. Kotak Securities Limited generally prohibits its 
analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of any companies that 
the analysts cover. Additionally, Kotak Securities Limited generally prohibits its analysts and persons reporting to analysts from serving as an officer, director, or 
advisory board member of any companies that the analysts cover. Our salespeople, traders, and other professionals may provide oral or written market commentary 
or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein, and our proprietary trading and investing businesses may 
make investment decisions that are inconsistent with the recommendations expressed herein. In reviewing these materials, you should be aware that any or all of 
the foregoing, among other things, may give rise to real or potential conflicts of interest. Additionally, other important information regarding our relationships with 
the company or companies that are the subject of this material is provided herein. 

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would 
be illegal. We are not soliciting any action based on this material. It is for the general information of clients of Kotak Securities Limited. It does not constitute a 
personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice 
or recommendation in this material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice. The 
price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any 
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. Kotak Securities 
Limited does not provide tax advise to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment. 

Certain transactions -including those involving futures, options, and other derivatives as well as non-investment-grade securities - give rise to substantial risk and are 
not suitable for all investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should 
not be relied on as such. Opinions expressed are our current opinions as of the date appearing on this material only. We endeavor to update on a reasonable basis 
the information discussed in this material, but regulatory, compliance, or other reasons may prevent us from doing so. We and our affiliates, officers, directors, and 
employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or “short” positions in, act as principal in, 
and buy or sell the securities or derivatives thereof of companies mentioned herein. For the purpose of calculating whether Kotak Securities Limited and its affiliates 
holds beneficially owns or controls, including the right to vote for directors, 1% of more of the equity shares of the subject issuer of a research report, the holdings 
does not include accounts managed by Kotak Mahindra Mutual Fund.Kotak Securities Limited and its non US affiliates may, to the extent permissible under 
applicable laws, have acted on or used this research to the extent that it relates to non US issuers, prior to or immediately following its publication. Foreign currency 
denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or price of or income derived from the 
investment. In addition , investors in securities such as ADRs, the value of which are influenced by foreign currencies affectively assume currency risk. In addition 
options involve risks and are not suitable for all investors. Please ensure that you have read and understood the current derivatives risk disclosure document before 
entering into any derivative transactions. 

This report has not been prepared by Kotak Mahindra Inc. (KMInc). However KMInc has reviewed the report and, in so far as it includes current or historical 
information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed. Any reference to Kotak Securities Limited shall also be 
deemed to mean and include Kotak Mahindra Inc. 


