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Pot of gold at the end of the 
rainbow 

   
 
 

 Initiating with a Neutral rating; prefer Reliance Industries 
Reliance Petroleum (RPL), a subsidiary of Reliance Industries (RIL), is 
constructing a 0.58m bpd refinery. It is scheduled to start in H2 FY09. We 
estimate its profit at Rs45bn (EPS Rs10) in FY10. Our fair value range for RPL is 
Rs54-69 (current price: Rs61). Our valuation is constrained by the fact that its 
operations will not start for 30 months. We are positive on its prospects as refining 
margin may remain stronger for longer as several refinery additions assumed may 
be delayed or may never come up. We believe the best way to gain exposure to it 
now is through RIL, which holds a 75% stake. Initiating coverage as Neutral. 

Fair valuation range of Rs54-69 
Our DCF value of RPL is Rs49/share based on long-term Singapore margin of 
US$5.5/bbl from FY11E. DCF value should be higher at Rs64-72 given the upside 
risk to LT margins of US$1-1.5/bbl. PE and EV/EBITDA valuations at average 
Asian refiners’ multiples work out to Rs63 and Rs49, respectively. The upper end 
of valuation is Rs59-76 given our view that RPL deserves a premium valuation of 
20% due to superior assets and management. The average base case valuation 
under the three measures is Rs54 while that of high end is Rs69. 

Replicating the Reliance Industries success story in refining
RIL’s refining foray in FY01 (project cost of US$3.4bn) has been a success with 
cumulative profit at US$3.4bn and cash profit at US$5.2bn as of FY06. RPL plans
to replicate RIL’s success in refining. RPL’s refinery will be one of the most 
complex in the world. This we believe will enable it to post refining margins, which 
are at US$2.4-3.1/bbl premium to the benchmark Singapore margin. We expect 
cumulative cash profit and net profit to exceed project cost of US$6bn in 5 and 7 
years, respectively. Refining cycle risk, construction risk and Indian market risk 
are the main concerns. 

 
 Estimates (Mar) 

 (Rs) 2007 2008 2009E 2010E 2011E
 Net Income (Adjusted - mn) NA NA 7,341 45,140 37,603
 EPS NA NA 3.26 10.03 8.36
 EPS Change (YoY) NA NA NA 207.4% -16.7%
 Dividend / Share NA NA 0.326 2.51 2.09
 Free Cash Flow / Share NA NA (105.51) 9.66 9.79 

Valuation (Mar) 
  2007 2008 2009E 2010E 2011E
 P/E NA NA 18.77x 6.11x 7.33x
 Dividend Yield NA NA 0.533% 4.09% 3.41%
 EV / EBITDA* NA NA 33.85x 5.94x 6.97x
 Free Cash Flow Yield* NA NA -86.13% 15.77% 15.98%

* For full definitions of iQmethod SM measures, see page 20.       
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 Price Rs60.10
 Investment Opinion C-2-7
 Volatility Risk HIGH
 52-Week Range Rs58.70-Rs101.95
 Mrkt Val / Shares Out (mn) US$5,947 / 4,500.0
 Average Daily Volume 1,355,633
 ML Symbol / Exchange RPLUF / BSE
 Bloomberg / Reuters RPET IN / RPET.BO
 ROE (2009E) 10.4%
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 iQprofile SM Reliance Petroleum Ltd. 
 Key Income Statement Data (Mar) 2007 2008 2009E 2010E 2011E
 (Rs Millions)    
 Sales NA NA 70,968 440,205 450,368
 Gross Profit NA NA 11,356 64,708 55,113
 Sell General & Admin Expense NA NA NA NA NA
 Operating Profit NA NA 8,712 51,116 41,256
 Net Interest & Other Income NA NA (1,059) (4,241) (2,080)
 Associates NA NA NA NA NA
 Pretax Income NA NA 7,652 46,874 39,176
 Tax (expense) / Benefit NA NA (311) (1,734) (1,573)
 Net Income (Adjusted) NA NA 7,341 45,140 37,603
 Average Fully Diluted Shares Outstanding NA NA 2,250 4,500 4,500
 Key Cash Flow Statement Data   
 Net Income (Reported) NA NA 7,341 45,140 37,603
 Depreciation & Amortization NA NA 2,644 13,592 13,857
 Change in Working Capital NA NA 1,762 (10,012) (3,977)
 Deferred Taxation Charge NA NA NA NA NA
 Other Adjustments, Net NA NA 311 1,734 1,573
 Cash Flow from Operations NA NA 12,058 50,455 49,056
 Capital Expenditure NA NA (249,460) (7,000) (5,000)
 (Acquisition) / Disposal of Investments NA NA NA NA NA
 Other Cash Inflow / (Outflow) NA NA NA NA NA
 Cash Flow from Investing NA NA (249,460) (7,000) (5,000)
 Shares Issue / (Repurchase) NA NA 135,000 0 0
 Cost of Dividends Paid NA NA (828) (12,724) (10,599)
 Cash Flow from Financing NA NA 248,632 (46,724) (44,599)
 Free Cash Flow NA NA (237,402) 43,455 44,056
 Net Debt NA NA 108,730 79,499 46,042
 Change in Net Debt NA NA 103,230 (30,731) (33,457)
 Key Balance Sheet Data   
 Property, Plant & Equipment NA NA 246,816 240,223 231,366
 Other Non-Current Assets NA NA NA NA NA
 Trade Receivables NA NA 5,833 36,181 37,017
 Cash & Equivalents NA NA 11,230 7,961 7,418
 Other Current Assets NA NA 10,000 15,000 15,300
 Total Assets NA NA 276,160 313,812 306,307
 Long-Term Debt NA NA 114,460 80,460 46,460
 Other Non-Current Liabilities NA NA NA NA NA
 Short-Term Debt NA NA 5,500 7,000 7,000
 Other Current Liabilities NA NA 9,828 21,724 19,599
 Total Liabilities NA NA 134,646 139,882 105,374
 Total Equity NA NA 141,514 173,930 200,934
 Total Equity & Liabilities NA NA 276,160 313,812 306,307
 iQmethod SM - Bus Performance*      
 Return On Capital Employed NA NA NA 18.1% 14.9%
 Return On Equity NA NA 10.4% 28.6% 20.1%
 Operating Margin NA NA 12.3% 11.6% 9.2%
 EBITDA Margin NA NA 16.0% 14.7% 12.2%
 iQmethod SM - Quality of Earnings*      
 Cash Realization Ratio NA NA 1.6x 1.1x 1.3x
 Asset Replacement Ratio NA NA NM 0.5x 0.4x
 Tax Rate (Reported) NA NA 4.1% 3.7% 4.0%
 Net Debt-to-Equity Ratio NA NA 76.8% 45.7% 22.9%
 Interest Cover NA NA 5.6x 7.6x 9.0x
 Key Metrics   

* For full definitions of iQmethod SM measures, see page 20. 
    

  Company Description 
 Reliance Petroleum, a 75%-owned subsidiary of Reliance 

Industries, is building a 0.58mn bpd refinery & 0.9mtpa 
polypropylene plant in the Jamnagar, Gujarat, Special 
Economic Zone. (Total cost is about US$6bn.) Scheduled 
to start operations in December 2008, the refinery will 
have a Nelson complexity index of 14 & will process 
crudes with an avg API gravity of 24. Diesel & gasoline 
will make up 75% of its output, which will be largely 
exported.  
       

 Stock Data 
 Price to Book Value 1.9x 
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Replicating a success story 
Reliance Industries (RIL) (XRELF/RLNIY, C17, Rs1065) made its foray into 
refining in April 2000 by commissioning a very complex 27mmtpa (540,000 bpd) 
refinery at a cost of Rs140bn (US$3.4bn). Over the last six years RIL’s refinery 
has done well on all parameters including capacity utilization, refining margins 
(vis-à-vis benchmark refining margin) and profitability. We estimate RIL’s net 
profit from refining during FY01-06 at Rs152bn (US$3.4bn) and cash profit at 
Rs232bn (US$5.2bn). Thus the entire cost of the project has been paid back in 
six years. 

US$6bn new refinery project 
Implementation by Reliance Petroleum (RIL’s subsidiary) 
RIL has conceived a new export oriented refinery. This project is being 
implemented by Reliance Petroleum (RPL). RPL is a subsidiary of RIL with RIL 
holding a 75% equity stake (3.38bn shares).  
 
580,000 b/d complex refinery 
RPL’s proposed refinery will have a capacity of 580,000 b/d (29mmtpa). It would 
be more complex than RIL’s existing refinery with a Nelson Complexity Index of 
14.0 as against 11.3 for RIL’s refinery. The higher complexity of RPL’s refinery 
would enable it to process crude at an average API gravity of 24 as against 28 for 
RIL’s existing refinery. RPL’s refinery is expected to have a hydro cracker, which 
would boost gasoline production. RIL’s existing refinery does not have a hydro 
cracker.  

0.9mmtpa polypropylene capacity part of project 
RPL’s refinery project is expected to include 0.9mmtpa of polypropylene (PP) 
capacity. The refinery product slate includes propylene, which would be the 
feedstock for PP production. Unlike RIL’s existing refinery, RPL’s project does not 
include any aromatics production. RPL plans to maximize gasoline production at 
the expense of the other two light distillates – naphtha and LPG. 

Refinery to be located in Jamnagar SEZ; to get several benefits 
RPL’s new refinery will be located close to RIL’s existing refinery in Jamnagar 
and would be situated in a Special Economic Zone (SEZ). Being located in a SEZ 
would entitle the refinery to the following benefits: 

 Entire export profits exempt from income tax for the first five years of 
operation 

 50% of export profits exempt from income tax for the next five years (years 6-
10) 

 50% of export profits exempt from income tax for the next five years (years 
11-15) subject to some reinvestment criteria 

 No Minimum Alternative Tax (MAT), which is the minimum income tax 
companies have to pay if they have no profit for income tax purposes but 
have book profits (usually the difference in depreciation for income and book 
purposes cause this) 

 No service tax on any services RPL may avail of during the construction of 
the refinery or even after it starts operations. This would help reduce project 
cost and expenses after operations start 

Table 1: RPL's comparison with RIL's existing 
refinery 
 RPL RIL 
Original capacity (m bpd) 0.58 0.54 
Original Nelson complexity index 14.0 9.9 
Original cost (US$m) 5,450 3,400 
Cost (US$/bpd) 9,397 6,296 
Cost (US$/complex bpd) 671 636 
   
Current/proposed capacity (m bpd) 0.58 0.66 
Current/proposed Nelson complexity index 14.0 11.3 
Process crude with average API gravity  24 28 
Proportion of auto fuels in output 86% 55% 
Proportion of LPG and kerosene 0% 12% 
Proportion of petrochemical feedstock 3% 23% 
Petrochemical capacity (m tpa) 0.9 2.8 
Source: Company data 
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 No import duty on project imports as well as on imports after operations start. 
Thus RPL would not have to pay any import duty on crude oil imports 

 
To be entitled to these benefits under the SEZ Act, 2005 RPL would have to be a 
net foreign exchange earner in a block of five years. After every block of five 
years the SEZ license has to be renewed. 

Income tax mainly on other income 
Most of RPL’s profit from operations is expected to be exempt from income tax in 
the first five years. This is because most of its production under the SEZ rules 
would be exported (export profits are exempt) except that of sulphur and 
petroleum coke, which would be sold in the domestic market. These products 
would account for just 2% (Table 2) of revenue (10% of volumes) and even less 
of profits. Other income would be subject to income tax unless it is not exempt for 
other reasons like dividend being tax-free and so also long-term capital gains. 

Cost of the project would be US$6bn funded equally by debt and equity  
The cost of the refinery project including the PP capacity is US$6bn (Rs270bn). 
While the cost of the refinery will be Rs245bn (US$5.45bn), the PP project is 
estimated by RPL at Rs25bn (US$550m). The entire cost of the project has been 
tied up. Debt has also been tied up. RIL has brought in its equity contribution 
while balance equity has been raised by way of an IPO/pre-IPO placement. 
Rs135bn (US$3bn) of equity has been raised and thus 50% of the project cost 
will be funded by equity (see Table 3). 

IPO partly funded the project; Chevron has taken 5% equity stake 
RPL listed and did a pre-IPO placement in April 2006 to partly fund the equity of 
the project. 450m shares were issued in the initial public offering (IPO) while 
another 450m shares were placed in a pre-IPO placement. International oil major 
Chevron has taken 5% equity stake (225m shares) in RPL. RIL held 2.7bn shares 
in RPL before the IPO (priced at Rs10/share and raising Rs27bn). RIL also 
subscribed to another 675m shares in RPL immediately prior to the IPO. 1.8bn 
shares including those in IPO, pre-IPO placement, bought by Chevron and 
invested by RIL immediately before the IPO were priced at Rs60/share. Thus 
Rs108bn of equity was raised. Post-IPO the number of outstanding shares is up 
to 4.5bn. The equity raised is Rs135bn (US$3bn) including Rs27bn earlier 
contributed to equity by RIL. 

US$3.5bn of debt has been tied-up 
Rs158bn (US$3.5bn) of debt has been tied up to fund the refinery project. 
US$2.5-3.0bn of the debt is foreign-currency denominated while the balance is 
denominated in rupees. Thus US$6.5bn of funds has been raised/tied up. RIL has 
indicated that excess funds raised will be used as working capital and 
contingency for the project. 

Cost of project comparable to RIL refinery and at lower end of norms 
RPL’s 580,000 bpd refinery is expected to be built at a cost of US$5,450m, which 
means the cost of the refinery is US$9,397/bpd. Its cost is US$671/complex bpd 
based on the Nelson Complexity Index of 14. RPL’s cost/complex bpd is 
comparable to that of RIL’s existing refinery. The original 540,000 bpd refinery 
was built at a cost of US$3,400m, or US$6,296/bpd (33% lower than RPL). 
However cost at US$636/complex bpd (cost/bpd divided by Nelson Complexity 
Index of 9.9) is similar to RPL’s proposed refinery. The capex norm generally for 
new refineries is US$1,600/complex bpd while that for brownfield projects is 
US$600-1,200/complex bpd. Thus RPL’s proposed refinery cost is at the lower 
end of the norm for brownfield projects. 

Table 2: RPL's exports and domestic sales mix 
in FY10E 
 Sales volumes Revenue 
 (mmt) (Rs-bn) 
Exports 23.3 431 
Domestic sales 2.6 9 
 25.9 440 
   
Exports 90% 98% 
Domestic sales 10% 2% 
 100% 100% 
Source: Company data 

Table 3: Cost breakup of RPL project 
 (Rs-bn) (US$mn) 
Project cost   
Refinery 245 5,450 
Petrochemical plant (Polypropylene) 25 550 
 270 6,000 
   
Project funding   
Debt 135 3,000 
Equity 135 3,000 
 270 6,000 
   
Debt 50% 50% 
Equity 50% 50% 
 100% 100% 
Source: Company data 

Chart 1: RPL’s shareholding pattern 
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Source: Company data 



   Rel iance Pet ro leum L td .   
 17 Ju ly  2006     

 5

A highly complex refinery 
RPL has proposed a very complex refinery with the following configuration: 
 
Table 4: RPL’s proposed refinery configuration (‘000bpd) 
Refining unit Capacity Refining unit Capacity
Crude distillation units 580 Delayed coker 160
Vacuum distillation units 305 Hydrocrackers 110
Catalytic feed hydrotreaters 220 Platformer 85
Fluidised catalytic cracker 200 Alkylation 85
Catalytic product hydrotreaters 360 Isomerisation 42
Source: Company data 

Such a combination equates to a Nelson Complexity Index of 14.0 or a 
complexity factor of 86% and makes it one of the highest among listed refineries 
in Asia Pacific. This complexity should enable RPL to take a heavy grade of crude 
with an average API of around 24° and produce superior gasoline and diesel of 
10ppm (i.e. Euro IV). The proposed refinery would be highly complex based on 
the following industry measures: 

Cracking-to-refining (C-R) Ratio (aka upgrading ratio): While the upgrading 
ratio tells us the amount of upgrading capacity available in a refinery, a more 
important function is that it reveals the extent of residual oil being converted into 
middle distillates. The higher the conversion ratio, the higher the effective refining 
margins. As can be seen from the chart below, RPL is at the high end of the 
upgrading-to-refining ratio spectrum. 

Hydrotreating-to-Refining Ratio (aka desulphurization ratio): The hydro-to-
refining ratio depicts the desulphurization capability of a refinery. The higher the 
level of desulphurization, the lower the sulfur content in the final products. Since 
reducing the sulfur content is a major component in the new fuel specifications, 
the need to increase desulphurization capability becomes imperative for Asian 
refiners. 
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As can be seen from the charts, RPL’s proposed refinery could be the most 
complex in the region as measured by the upgrading ratio and the 
desulphurization ratio.  

 
Chart 2: Upgrading (cracking-to-refining) ratio 
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Chart 3: Desulphurization (hydrotreating-to-refining) ratio 

0% 20% 40% 60% 80% 100% 120%

IOCL
Zhenhai

Caltex  Au
Shell Msia

HPCL
BPCL

Shell Au
Sunoco

SK
Inchon

SPC
Ex x on Au

Valero
Shell Sg

LG Caltex
Ex x on Sg

BP Au
Shell Thai

S-Oil
Tesoro

Formosa Pet
Show a Shell

Frontier
RIL

Ray ong
Nippon Oil

Neste
Thai Oil

RPL

Source: Company data, Oil & Gas Journal 2005, Merrill Lynch Research 



   Rel iance Pet ro leum L td .   
 17 Ju ly  2006     

 7

Refining margin outlook 
In our view, the most important factor that will determine RPL’s prospects is the 
refining margin outlook.  

Asia-Pacific demand and supply forecasts 
Table 5 gives our Asia-Pacific and Middle East demand and supply forecasts 
from 2006-2010. 

Table 5: Asia-Pacific & Middle East demand and supply model ('000bpd) 
 2004 2005 2006E 2007E 2007E 2009E 2010E
DEMAND           
Asia-Pacific demand 23,586 23,957 24,409 24,897 25,395 25,903 26,421
  - Annual increase 1,227 371 451 488 498 508 518
  - Annual increase 5.50% 1.60% 1.90% 2.00% 2.00% 2.00% 2.00%
        
Middle East demand 5,492 5,739 6,067 6,309 6,499 6,693 6,894
  - Annual increase 255 246 328 243 189 195 201
  - Annual increase 4.90% 4.50% 5.70% 4.00% 3.00% 3.00% 3.00%
        
Total Asia-Pacific/Mideast demand 29,079 29,696 30,475 31,206 31,893 32,596 33,315
  - Annual increase 1,482 617 779 731 687 703 719
  - Annual increase 5.40% 2.10% 2.60% 2.40% 2.20% 2.20% 2.20%
        
REFINING CAPACITY           
Asia-Pacific capacity 22,403 22,694 23,167 23,984 24,923 26,490 28,375
  - Annual increase 837 291 473 817 939 1,568 1,885
  - Annual increase 3.90% 1.30% 2.10% 3.50% 3.90% 6.30% 7.10%
        
Middle East capacity 7,109 7,179 7,179 7,237 7,295 7,435 7,959
  - Annual increase 165 70 0 58 58 140 524
  - Annual increase 2.40% 1.00% 0.00% 0.80% 0.80% 1.90% 7.00%
        
Total Asia-Pacific/Mideast capacity 29,512 29,873 30,346 31,221 32,218 33,925 36,334
  - Annual increase 1,002 361 473 875 997 1,708 2,409
  - Annual increase 3.50% 1.20% 1.60% 2.90% 3.20% 5.30% 7.10%
        
UTILISATION RATES           
Asia-Pacific 105% 106% 105% 104% 102% 98% 93%
Asia-Pacific & Middle East 99% 99% 100% 100% 99% 96% 92%
Source: Merrill Lynch estimates 

 

Demand assumptions 
For Asia, we have estimated conservative oil-to-GDP growth multiples of 0.4x and 
0.5x for 2006 and 2007 given our belief that the high prevailing oil prices will 
affect Asian demand this year. For 2008 and thereafter, we’re assuming a 0.6x 
multiple as we expect the region’s oil growth to normalize as the market recovers 
from the price shock and becomes used to higher prices. This results in oil 
demand growth of 2.4% for Asia in 2006 versus an IEA projection of 3.0%. 

For the Middle East, we have also erred on the side of caution with an oil-to-GDP 
growth multiple of 0.6x based on a GDP growth rate of 4% in 2006 and 2007. 
This results in oil demand growth of 2.4% for 2006 versus IEA projection of 5.3%. 

In our view the demand side of the equation is getting increasingly difficult to 
forecast. However, we firmly believe that we would need to see significant 
demand destruction to provide any real relief-valve to the refining system. This all 
ties back to the underlying secular story of industry under-investment, i.e. the 
supply of refining capacity.  
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Chart 4: Asia-Pacific/Mideast demand growth vs. refining capacity additions 
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Supply side assumptions 
In our view, Chart 4 presents the worst case scenario, which assumes that all the 
planned capacity will come on stream and as a result, refining capacity growth 
accelerates sharply into 2010. However, we point out that most, if not all, of the 
capacity increases slated for 2009 and 2010 have not received approvals yet. 

At the core of the problem is that since the Asian financial crisis of 1997, global 
refining capacity has been added at a rate that has met only two-thirds of 
incremental oil demand. Refining utilization rates have risen steadily, from their 
nadir of 72% in 1982 to 87% in 2004. 

Although there is a structural deficit for refined products in the Asia-Pacific/Middle 
East regions that is expected to last until 2009, this assumes that the refining 
capacity comes on stream as planned. With the rising cost of greenfield plants as 
well as growth capex increasingly being diverted to clean fuels investments, some 
of this planned capacity may be deferred. 

Asian refining margin outlook 
Buoyancy in Singapore margins continues in FY07 
Singapore complex refining margins based on Dubai crude have risen from just 
US$2/bbl in FY02 to US$4.3/bbl in FY05 and then to over US$8/bbl in FY06. 
FY07 has begun on very strong note with Singapore margins y-t-d at 
US$12.6/bbl. Singapore margins are 40% y-o-y higher y-t-d in FY07.  

Gradual decline in Singapore margins from US$9.0/bbl in FY07 
Our Singapore complex refining margin forecast for FY07 is US$9.0/bbl. We 
expect Asia-Pacific (AP) and Middle East (ME) demand addition to exceed supply 
in FY07 (i.e. 2006). This would be the fifth consecutive year when AP/ME 
demand addition will exceed AP/ME capacity addition. The improvement in Asian 
refining capacity utilization should keep refining margins buoyant in FY07. From 
FY08 (i.e. 2007) we expect AP/ME capacity additions to start exceeding AP/ME 

Chart 5: Singapore complex refining margin 
trend 
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demand addition. Capacity additions are likely to significantly exceed demand 
addition in FY10 and FY11 (i.e. 2009 and 2010).  

Long term Singapore complex refining margin of US$5.5/bbl from FY11E 
Given the base case forecast of capacity additions exceeding demand addition 
we expect Singapore refining margins to gradually decline from FY07 levels of 
US$9.0/bbl to our long term refining margin forecast of US$5.5/bbl by FY11. Our 
long term Singapore complex refining margin forecast of US$5.5/bbl is based on 
refining margins required to justify new investments. Our calculations suggest that 
US$5.9-7.9/bbl of margin is required to justify new investments. Our long term 
forecast is at a 20% discount to the mid-point of this range of US$6.9/bbl and thus 
is very conservative. 

Upside risk to long term forecast of US$1-1.5/bbl over base case  
There may be upside risk to our refining margin forecast for the following reasons: 

 Capacity additions assumed by us are the worst case scenario. All projects 
planned or even considered have been included by us. 20-30% of the 
refinery capacity addition projects assumed by us may get deferred given the 
kind of bottlenecks affecting building of new refineries. Another 20% of the 
capacity additions considered by us may never be built. 

 Potential capacity closures in China have not been considered by us. In 
March 2006 China’s National Development and Reform Commission stated 
that it is planning to shut 0.4m bpd of inefficient and uneconomic size refining 
capacity during 2006-2010. The past poor track record on deliverability on 
such closures is the reason we have not considered these closures in our 
capacity supply forecast. 

  All refinery capacity additions considered by us will not solely cater to 
demand in AP/ME. For example the new refinery project being implemented 
by RPL will mainly target the US and European markets. 

Thus there is a possibility that Singapore refining margins may be higher than our 
forecast. There is a reasonable possibility also that Singapore refining margins 
may remain higher than our long term forecast of US$5.5/bbl for longer than 
forecast by us. Long term Singapore refining margin could thus be higher at 
US$6.5-7.0/bbl. 
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RPL’s refining margin outlook 
In determining RPL’s refining margins we have focused on the following three key 
factors: 

 Singapore (Asian) refining margin outlook 

 Average premium of RIL’s refining margins to Singapore refining margins 

 Likely premium of RPL’s refining margin to RIL’s refining margin given its 
ability to process heavier crude oil and superior product slate 

Singapore refining margin forecast 
Our forecast for Singapore complex refining margins is US$7.31/bbl in FY09. RPL 
is scheduled to start commercial operations in December 2008. We expect it to 
operate for 3-4 months in FY09. In FY10, RPL’s first full year of production, our 
Singapore refining margin forecast is US$6.56/bbl. From FY11 onwards our 
refining margin forecast is US$5.5/bbl, which is our long term forecast. 

Premium of RIL’s refining margin to Singapore margins 
RIL’s refining margin at premium of US$0.9/bbl to Singapore margins 
We estimate that on an average over the last six years the premium of RIL’s 
refining margins after making suitable adjustments to make it comparable to RPL 
was USD0.9/bbl (see Table 6). The adjusted premium has varied from US$0.4-
3.4/bbl. The premium is the highest in FY06. RIL boosted its refinery complexity 
in FY06. That appears to have helped. In addition, factors like light-heavy crude 
spread, which boost refining margins of complex refiners, were higher than the 
long term historical average. 
 

Table 6: Premium of adjusted refining margin of RIL to Singapore refining margin 

US$/bbl FY01 FY02 FY03 FY04 FY05 FY06 Average
Reported refining margin 5.8 5.4 5.1 6.1 8.8 10.3 6.9
        
Less: adjustments for        
Sales tax 1.1 0.9 1.2 1.3 0.8 0.6 1.0
Inventory gain/(loss) -0.1 0.0 0.3 0.3 1.2 1.0 0.4
Discounts to marketing companies 0.0 0.0 0.0 0.0 0.0 -0.8 -0.1
Import duty gain/hit 1.3 0.8 0.9 1.0 0.7 -0.1 0.8
 2.3 1.7 2.4 2.6 2.7 0.8 2.1
        
Refining margin comparable to RPL 3.5 3.7 2.7 3.5 6.1 9.6 4.8
        
Singapore complex refining margin  3.0 1.8 2.3 3.8 6.7 6.2 4.0
        
Premium/discount to Singapore margin 0.5 1.9 0.4 -0.3 -0.6 3.4 0.9
Source: Company, Merrill Lynch 

Adjustments made to make RIL margins comparable to RPL 
RIL’s reported refining margins differ from refining margins RPL will achieve on 
several counts. We have made the following adjustments to make RIL’s refining 
margins more comparable to RPL:  

 Exclusion of sales tax benefit RIL has which is not available to RPL. Sales 
tax boosted RIL’s refining margin by US$0.61-1.3/bbl during FY01-FY06.   

 Import tariff protection also boosted RIL’s refining margins at least in the past 
while RPL will not have any import duty protection. RIL’s domestic sales 

Chart 6: Singapore complex refining margin 
forecast 
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were high until FY04, which meant it gained by US$0.8-1.3/bbl from import 
tariff protection. Its domestic sales have gradually declined from FY04, which 
has seen benefit from duty protection declining. Import duty on products has 
been cut more steeply than duty on products from FY05. Our calculations 
suggest that RIL was a net loser from duty protection (i.e. hit from duty on 
crude oil was higher than gain from duty on products). This is because it 
largely exports its auto fuel production and there is no import duty protection 
on LPG and kerosene, which it sells in the domestic market. Most of the 
balance of production (except petroleum coke) is captively consumed as 
petrochemical feedstock, on which there was some protection. We estimate 
that it imports almost half of its crude oil also free of duty as an export 
benefit. But still it was a net loser although the hit was modest. 

 RIL had to give discounts to oil marketing companies on LPG and kerosene 
sales in FY06, which RPL will not have to give. Discounts hit its refining 
margin by US$0.75/bbl in FY06. RPL will not produce any LPG and 
kerosene.  

 RIL’s refining margin has benefited from inventory gains in a rising oil price 
environment whereas no inventory gain forecast can be made for RPL. RIL’s 
average gain from inventory gains during FY01-FY06 was US$0.4/bbl. 

Premium of RIL’s margin to Singapore margins assumed at US$1/bbl 
The average premium of RIL’s adjusted refining margin to Singapore margin is 
US$0.9/bbl. The premium is far higher in FY06. Adjusting for inventory gains is 
not entirely fair as RPL could also have similar gains. We have assumed premium 
of RIL’s margin to Singapore margin to be US$1/bbl. 

Premium of RPL’s refining margin to RIL’s refining margin 
Premium of US$0.5/bbl due to RPL’s ability to process heavier crudes  
RPL is expected to process crudes with an average API gravity of 24 as against 
28 for RIL. This ability to process heavier crudes should enable RPL to achieve 
refining margins, which are at least a US$0.5/bbl premium to RIL’s margins. 

RPL’s superior product slate to boost refining margins by US$1.5/bbl 
We calculated RIL’s and RPL’s refining margin based on product prices in FY05 
and FY06. Calculations reveal that refining margins based on RPL’s product slate 
would be higher by US$1.5/bbl on an average (see Table 7 ) than those for RIL’s 
product slate. We have assumed the use of Dubai crude for the purpose of these 
calculations in both cases. We thus believe that RPL’s superior product slate 
would enable it achieve US$1.5/bbl higher refining margin than RIL. 
 
Table 7: RPL's gain from superior product slate vis-à-vis RIL 
(US$/bbl) FY05 FY06 Average
Refining margin based on     
RPL's product slate 10.3 8.0 9.2 
RIL's product slate 9.0 6.3 7.7 
Premium of RPL margin to RIL margins 1.3 1.7 1.5 
Source: Merrill Lynch 

More transportation fuels in RPL’s product slate; no subsidized fuels 
As discussed, RPL’s proposed refinery is expected to be more complex than 
RIL’s existing refinery, with its Nelson Complexity Index being 14.0, as against 
11.1 for RIL. RPL’s higher complexity would mean it would be able to achieve a 
superior product slate than RIL. We believe that RPL’s product slate is superior to 
that of RIL due to the following factors: 



   Rel iance Pet ro leum L td .   
 17 Ju ly  2006    

 

 12 

 Auto fuels gasoline and diesel would account for 74% of RPL’s product slate 
as against 50% of RIL’s product slate. This rise is mainly due to gasoline’s 
share in RPL’s product slate being 30% as against just 11% in RIL’s product 
slate. 

 RPL would produce alkylates, which would account for 8% of its product 
slate. RIL does not produce alkylates. Alkylates are being used as octane 
boosters for gasoline in the US in place of MTBE (being phased out). 
Alkylates are lucrative products, which on average have traded at US$5-6/bbl 
premium to gasoline in the last two years.   

 RPL will not produce any subsidized fuels (LPG and kerosene). These fuels 
account for 12% of RIL’s product slate. RIL was hurt in FY06 by the fact that 
it had to sell LPG and kerosene at a discount to import parity price to oil 
marketing companies. This translated into a hit of US$0.75/bbl to refining 
margin and Rs7.5bn to its pre-tax profit.  

 Petrochemical feedstock would account for just 3% of RPL’s product slate as 
against 23% on RIL’s product slate, as RPL is not setting up significant 
petrochemical capacity and RIL is not enhancing its capacity. 

Chart 7: Comparison of RIL and RPL’s product slate 
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Maximizing gasoline output at the cost of LPG and naphtha  
As can be seen from Chart 7, transportation fuels (gasoline, diesel and ATF) and 
alkylates would account for 86% of RPL’s product slate as against just 55% in 
RIL’s product slate. However, petrochemical feedstock and subsidized fuel 
account for 35% of RIL’s product slate as against just 3% in the case of RPL. 
Thus, among the light distillates, RPL is maximizing gasoline production while 
reducing/eliminating naphtha/naphtha derivatives and LPG production. This 
change in product slate would enable RPL to earn higher refining margins than 
RIL. This is corroborated by the fact that the price of gasoline has been at a 
considerable premium to the price of LPG (at least in the last three years) and 
naphtha/naphtha derivatives. 
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RPL’s refining margin forecast at US$9.4/bbl in FY10E 
Table 8 gives our forecast for RPL’s refining margins during FY09-11, based on:  

 Our forecast of Singapore complex refining margins  

 Premium which we expect RPL to achieve vis-à-vis Singapore margins and 
RIL due to its higher complexity and superior product slate 

We estimate RPL’s refining margin in FY10, its first full year of production, will be 
US$9.4/bbl. Our Singapore complex refining margin forecast is US$6.56/bbl in 
FY10. 

Premium to Singapore margin to shrink or widen with the margin itself 
We expect RPL’s refining margin to be at a premium of US$2.4-3.1/bbl to 
Singapore refining margins during FY09-11. Our refining margin forecast for RPL 
is thus US$7.9-10.4/bbl for FY09-FY11 (see Table 8). The margin premium is 
taken at US$3.1/bbl in FY09 when the Singapore margin forecast is US$7.3/bbl. 
We have assumed that the premium will shrink or widen in line with the Singapore 
refining margin itself. This is because the same factors like light-heavy spread 
and product-crude spread, which influence Singapore refining margins also 
influence the premium of a more complex refinery to the benchmark. Thus in 
FY08, when Singapore refining margin is assumed to decline to US$6.56/bbl 
even the premium is assumed to shrink to US$2.8/bbl from US$3.1/bbl. 
 
Table 8: RPL's refining margins and EBITDA calculation 
(US$/bbl) FY09E FY10E FY11E
Merrill Lynch Singapore refining margins forecast 7.3 6.6 5.5
Premium due to RIL's high complexity  1.1 1.0 0.8
Premium vis-à-vis RIL due to ability to process even heavier crude 0.5 0.5 0.4
Premium due to superior product slate vis-à-vis RIL 1.5 1.4 1.2
RPL's refining margin 10.4 9.4 7.9
Less: Refinery operating cost 2.6 2.5 2.5
Refining EBITDA 7.8 6.9 5.4
FY09E operation only for three months as Refinery starts commercial operation in December 2008 
    
Source:  Merrill Lynch estimates 

RPL’s refining EBITDA 
Refining EBITDA to be US$5.4-7.8/bbl in FY09E-FY11E 
We expect RPL’s refinery operating cost (pre-EBITDA costs) to be US$2.5-
2.6/bbl in FY09-11 (see Table 8). RIL’s refinery operating cost was US$2.15/bbl 
in the first two years of its operations in FY01 and FY02. We thus expect RPL’s 
refinery operating cost to be 15-21% higher than RIL’s refinery operating cost. 
RIL’s refinery operating cost has gradually declined to US$1.7-1.8/bbl as its 
refining capacity has been debottlenecked to be enhanced by 22%. RPL’s 
refinery operating cost could also decline if its capacity can be enhanced by 
debottlenecking. Refinery operating cost mainly consists of the cost of utilities like 
water, power, storage and port facilities. These services would be provided by 
separate companies – Reliance Ports and Terminals Ltd and Reliance Utilities & 
Power Ltd, which also provide these services to RIL’s existing refinery.  

 

Chart 8: Premium/discount of gasoline to 
naphtha and LPG 
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Earnings outlook 
Earnings at Rs10/share in FY10E; 16% decline in FY11E   
We expect RPL’s net profit to be Rs7.3bn in FY09. In the first full year of 
operations (FY10) we expect RPL’s net profit to be Rs5bn. In FY11 we expect net 
profit to decline by 17% y-o-y to Rs37.6bn hit by our assumption of a 16% y-o-y 
decline in refining margins to US$7.9/bbl. 

Throughput and capacity utilization  
We expect RPL to attain a high level of capacity utilization soon after 
commissioning. RIL’s existing refinery attained 95% capacity utilization in the first 
year of operations and 107% utilization in the second year (FY02). We have 
assumed that RPL would also attain 95% utilization in its first full year of 
operations, i.e. FY10. We have assumed 60% utilization in FY09, when it would 
operate for just three months after starting commercial operations in December 
2008. We have assumed 100% capacity utilization in FY11. 

Sensitivity of profit to refining margins 
RPL’s earnings would be highly sensitive to changes in refining margins. Table 10 
gives sensitivity of RPL’s FY10 EPS to changes in Singapore refining margin 
forecast. For every US$1/bbl change in Singapore refining margin forecast, we 
find RPL’s FY10 refining margin would change by US$1.4/bbl and EPS by Rs2.7.  
 
Table 10: FY10E earnings and RPL's refining margin sensitivity to Singapore refining 
margins 
Singapore refining margin RPL's refining margin EPS
US$/bbl US$/bbl Rs/share
5.5 7.9 7.1
6.0 8.6 8.5
6.6 (base case) 9.4 10.0
7.0 10.0 11.2
7.5 10.8 12.6
8.0 11.5 14.0
8.5 12.2 15.4
9.0 12.9 16.7
9.5 13.6 18.1
10.0 14.3 19.5
Source: Merrill Lynch estimates 

Table 11 gives sensitivity of RPL’s FY11E EPS to changes in Singapore refining 
margin forecast. We find the impact of every US$1/bbl change in Singapore 
margin forecast would change RPL’s FY11 EPS by Rs2.9. 
 
Table 11: FY11E earnings and RPL's refining margin sensitivity to Singapore refining 
margins 
Singapore refining margin RPL's refining margin EPS
US$/bbl US$/bbl Rs/share
5.5 7.9 8.4
6.0 8.6 9.8
6.6 9.4 11.4
7.0 10.0 12.7
7.5 10.8 14.1
8.0 11.5 15.6
Source: Merrill Lynch estimates 

 

Table 9: RPL's earnings forecast and key 
variables 
(Rs mn) FY09E FY10E FY11E 
Net profit 7,341 45,140 37,603 
EPS (Rs/share) 1.6 10.0 8.4 
YoY change  515% -17% 
    
Assumptions    
Crude throughput (mmt) 4.4 27.6 29.0 
YoY change  533% 5% 
    
Capacity utilization 60% 95% 100% 
    
Refining margin (US$/bbl) 10.4 9.4 7.9 
  -9% -16% 
Source: Merrill Lynch estimates 
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Valuation 
Fair valuation range of Rs54-69/share 
We have valued RPL on DCF, P/E and EV/EBITDA bases. The average of the 
top end of the valuation range on the three parameters is Rs69/share and the 
average of the bottom end of the valuation is Rs54/share. 
 
Table 12: Summary of fair values under various valuation measures 
Rs/share Valuation range 
RPL's fair value based on Top end Floor
DCF 72 49
P/E 76 63
EV/EBITDA 59 49
Average 69 54
Source: Merrill Lynch estimates 

DCF based valuation range at Rs49-72 
DCF based valuation of RPL based on our assumption of Singapore refining 
margins works out to Rs49/share. We have used a WACC of 11.2%. The cost of 
equity is taken as 12.5% (risk free rate of 7.5%, equity risk premium of 5.0% and 
beta of 1.0x) and cost of debt is taken at 7.5%.  
 
Table 13: DCF valuation range of Reliance Petroleum 
 DCF value 
RPL's DCF at LT Singapore  refining margin (US$/bbl) Rs bn US$bn Rs/share
5.5 220 4.9 49
6.0 255 5.7 57
6.5 289 6.4 64
7.0 324 7.2 72
Source:  Merrill Lynch estimates 

Our DCF valuation is based on assumption of long term Singapore refining 
margin of US$5.5/bbl from FY11, RPL’s second full year of operations. Our report 
dated June 30 on Asian refining margin outlook titled “Raising the bar” indicates 
that there is an upside risk that long term refining margins may be higher at 
US$6.5-7.0/bbl vis-à-vis base case of US$5.5/bbl. For every US$1/bbl rise in long 
term oil price forecast RPL’s DCF value rises by Rs15/share. Thus if long term 
refining margin were US$6.5-7.0/bbl, RPL’s DCF value will be Rs15-23/share 
higher than base case DCF at Rs64-72/share. 

P/E based fair value range is Rs63-76 
Fair value Rs63 at average Asia pacific refiners’ P/E multiple of 9.0x  
The average estimated P/E multiple of Asian refiners operating in deregulated 
markets is 8.9x for 2006 and 9.1x 2007. At an average multiple of 9.0x FY10, 
RPL’s fair value three years from now will be Rs90/share on its EPS of Rs10. 
Discounting Rs90/share at the cost of equity of 12.5% we get current P/E based 
fair value of Rs63/share. 

RPL deserves at least 20% premium to average Asian refiners’ multiple 
We believe that RPL given its superior assets and management deserves at least 
a 20% premium to average multiple of Asia pacific refiners. Caltex Australia, 
which is a very complex refinery (see Chart 2), for example trades at a premium 
of 60% to average Asian refiners’ multiples. 

 

Table 14: Asia-Pacific deregulated refiners' P/E 
multiple (x) 
 2006E 2007E 
SK Corp 5.5 5.3 
S-Oil Corp 9.2 10.8 
Caltex Aust 16.0 12.8 
NZ Refining 12.3 15.4 
Thai Oil 7.0 7.3 
Average of all refiners we cover 8.9 9.1 
Source: Merrill Lynch estimates 
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EV/EBITDA based fair value range is Rs49-73  
Fair value Rs49 at average Asia pacific refiners’ EV/EBITDA of 6.2x  
The average estimated P/E multiple of Asian refiners operating in deregulated 
markets is 6.1x for 2006 and 6.3x 2007. At an average multiple of 6.2x FY10E, 
RPL’s fair value three years from now is Rs70/share. Discounting Rs70/share at 
the cost of equity of 12.5% we get current EV/EBITDA based fair value of 
Rs49/share. 

RPL deserves premium; at 20% premium fair value is Rs59 
As discussed we believe RPL deserves a valuation premium to the sector 
average. Caltex Australia has a 38% premium to sector average. At a 20% 
premium to the sector average, we find RPL’s fair value will work out to 
Rs59/share. 

Initiate coverage with a Neutral rating 
We are positive on RPL’s prospects given that refining margin may remain 
stronger for longer as several refinery additions assumed may be delayed or may 
never come up. RPL’s refinery will be one of the most complex in the world. This 
we believe will enable it to achieve refining margins, which are at US$2.4-3.1/bbl 
premium to the benchmark Singapore margin. We expect its cumulative cash 
profit and net profit to exceed project cost of US$6bn in 5 and 7 years, 
respectively. 

Our fair valuation range for RPL is Rs54-69 vis-à-vis the current price of Rs61. 
Our valuation is constrained by the fact that its operations will start only after 30 
months.  We therefore believe that the best way to gain exposure to the longer 
term upside in RPL now is through RIL, which holds a 75% stake in it. We initiate 
coverage on RPL stock with a Neutral rating. 

Risks 
 Refining margins 

 Construction/development risk  

 Indian market risk 

RPL will be exposed to standard industry risks of currency and operational risk. 
Other risks include procurement of debt financing, political/sovereign risk and 
majority shareholder control. 

Table 15: Asia-Pacific deregulated refiners' 
EV/EBITDA (x) 
 06E 07E Avg 
SK Corp 7.6 7.0 7.3 
S-Oil Corp 5.1 5.9 5.5 
Caltex Aust 9.3 7.9 8.6 
NZ Refining 6.7 8.1 7.4 
Thai Oil 5.2 5.5 5.4 
Average of all refiners 6.1 6.3 6.2 
Source: Merrill Lynch estimates 
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Reliance group’s foray into refining 
RIL’s foray into refining in April 2000 
RIL, which was a petrochemical company until the late-1990s, made its foray into 
refining by setting up a 540,000 b/d (27mmtpa) refinery at Jamnagar in Gujarat on 
the west coast of India. The refinery started commercial operations in April 2000 
and was built at a cost of US$3.4bn (Rs140bn). RIL’s existing refinery also 
includes 1.05mmtpa of polypropylene and an aromatics complex producing 
1.7mmtpa of paraxylene and 0.4mmtpa of orthoxylene. Petrochemical feedstock 
like propylene and reformate for these units comes from RIL’s refinery. 

Complex refineries; capacity gradually debottlenecked by 22% 
RIL’s refinery is one of the most complex refineries (Nelson Complexity Index of 
9.9 initially, further enhanced to 11.3) in the world. It can therefore process crude 
with an average API gravity of 28. It refines a high proportion (80%) of heavy 
crudes, which are cheaper than lighter crudes, thereby boosting refining margins. 
RIL’s refining capacity has been gradually debottlenecked by 22% from 540,000 
b/d to 660,000 b/d (33mmtpa) at a cost of US$500m.  

Excellent operating performance 
RIL’s operating performance has been strong with its refinery attaining 95% 
capacity utilization in the first year of operations (FY01) and thereafter, in the 
range of 94-107%. RIL’s existing refinery has also consistently recorded higher 
refining margins than Asian complex refining margins based on Dubai crude.  

RIL’s refinery has several fiscal benefits 
RIL’s refinery also has fiscal benefits like a 7-year income tax holiday and 16-year 
sales tax deferral/exemption benefit subject to a ceiling of about Rs120bn. As a 
part of this benefit RIL could either opt for exemption from sales tax or collect 
sales tax from the consumer but defer the payment thereof to government 
authorities after 16 years from commencement of operations in six equal annual 
installments (FY2016-21). The exemption from sales tax would boost profits while 
deferral boosts cash flows (deferred sales tax is like an interest free loan). We 
estimate that RIL has until FY06, availed of a sales tax deferral/exemption benefit 
of Rs70bn. The sales tax deferral helped improve profitability and cash flows in 
the initial years when refining margins were relatively low. Sales tax exemption is 
set to boost profits (for sales Gujarat) as RIL’s domestic auto fuel sales increase. 

Project cost payback in less than six years 
We estimate that cash flows from RIL’s existing refinery have more than paid 
back the US$3.4bn cost of the refinery project. RIL’s existing refinery reported net 
profit of Rs28.5bn and cash profit of Rs46bn in FY01-FY02. RIL has achieved net 
profit of Rs257bn and cash profit of Rs388bn during FY03-06. These profits 
include profit from refining, chemicals and E&P. We estimate that almost half of 
RIL’s net and cash profits come from refining. We thus estimate refinery net profit 
during FY01-06 at Rs152bn (US$3.4bn) and cash profit at Rs232bn (US$5.2bn). 

Chart 9: RIL’s refinery utilization and refining 
margin 
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Financial statements  
Table 16: RPL Profit & Loss Statement 
(Rs mn) YE Mar FY09E FY10E FY11E FY12E FY13E
Revenue 70,968 440,205 450,368 453,692 500,369 
      
Total expenditure (59,612) (375,497) (395,255) (398,550) (438,087)
      
EBITDA 11,356 64,708 55,113 55,142 62,282 
Depreciation (2,644) (13,592) (13,857) (14,122) (14,864)
Interest (1,559) (6,741) (4,580) (2,370) (860)
Other income 500 2,500 2,500 2,500 2,500 
Extra-ordinary/prior period items 0 0 0 0 0 
PBT 7,652 46,874 39,176 41,150 49,057 
Tax (311) (1,734) (1,573) (1,614) (1,780)
Net profit 7,341 45,140 37,603 39,536 47,277 
      
Outstanding shares (mn) 4,500 4,500 4,500 4,500 4,500 
      
EPS (Rs/share) 1.6 10.0 8.4 8.8 10.5
YoY change 16% 515% -17% 5% 20%
Source: Merrill Lynch estimates 

 

 

 

 
 
Table 17: RPL Cash Flow Statement 
(Rs mn) YE Mar FY09E FY10E FY11E FY12E FY13E
Net profit 7,341 45,140 37,603 39,536 47,277
Add: deferred tax 0 0 0 0 0
Add: depreciation 2,644 13,592 13,857 14,122 14,864
 9,986 58,732 51,461 53,658 62,142
Less: change in working capital 3,428 9,778 2,404 -97 346
Less: dividend 828 12,724 10,599 11,144 13,326
 5,730 36,231 38,457 42,611 48,469
Less change in investment 0 0 0 0 0
Less: capex 136,920 7,000 5,000 5,000 14,000
 -131,190 29,231 33,457 37,611 34,469
Add: change in equity 0 0 0 0 0
Less: repayment of debt -119,960 32,500 34,000 34,000 12,460
Change in cash balance -11,230 -3,269 -543 3,611 22,009
Source:  Merrill Lynch estimates 
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Table 18: RPL Balance Sheet 
(Rs mn) YE Mar FY09E FY10E FY11E FY12E FY13E
Assets      
Gross fixed assets 249,460 256,460 261,460 266,460 280,460
Less: accumulated depreciation 2,644 16,237 30,094 44,216 59,081
Net fixed assets 246,816 240,223 231,366 222,244 221,379
Capital work in progress 0 0 0 0 0
Net fixed assets and CWIP 246,816 240,223 231,366 222,244 221,379
      
Cash and bank balance 11,230 7,961 7,418 11,029 33,038
      
Current Assets       
Inventories 2,281 14,446 15,207 15,338 16,958
Sundry debtors 5,833 36,181 37,017 37,290 41,126
Other current assets 10,000 15,000 15,300 15,606 15,918
 18,114 65,628 67,523 68,234 74,002
      
Less: Current liabilities       
Sundry creditors 4,859 30,698 32,314 32,576 35,817
Dividend provision 828 12,724 10,599 11,144 13,326
Other liabilities 9,000 9,000 9,000 9,000 9,000
 14,686 52,422 51,914 52,720 58,143
      
Net current assets 3,428 13,205 15,610 15,513 15,859
      
Total assets 261,474 261,390 254,394 248,785 270,276
      
Liabilities      
Borrowings 119,960 87,460 53,460 19,460 7,000
      
Deferred tax liability 0 0 0 0 0
      
Equity share capital 45,000 45,000 45,000 45,000 45,000
Reserves and surplus 96,514 128,930 155,934 184,325 218,276
Net worth 141,514 173,930 200,934 229,325 263,276
      
Total liabilities 261,474 261,390 254,394 248,785 270,276
Source:  Merrill Lynch estimates 

 
 
Table 19: RPL Valuation and Ratio Analysis 
(Rs) FY09E FY10E FY11E FY12E FY13E
Share price 62 62 62 62 62 
Recurring EPS 1.6 10.0 8.4 8.8 10.5
P/E (x) 37.7 6.1 7.4 7.0 5.9
DPS 0.2 2.5 2.1 2.2 2.6 
Yield 0.3% 4.1% 3.4% 3.6% 4.3%
Book Value 31 39 45 51 59 
P/BV (x) 1.96 1.59 1.38 1.21 1.05
EV/EBITDA (x) 33.9 5.5 5.9 5.2 4.0
ROCE 19.8% 18.1% 14.9% 15.2% 17.0%
ROE 10.4% 28.6% 20.1% 18.4% 19.2%
Net debt equity ratio 77% 46% 23% 4% -10%
Source: Merrill Lynch estimates 
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Analyst Certification 
I, Vidyadhar Ginde, hereby certify that the views expressed in this research report 
accurately reflect my personal views about the subject securities and issuers.  I 
also certify that no part of my compensation was, is, or will be, directly or 
indirectly, related to the specific recommendations or view expressed in this 
research report. 
  
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. 
  

iQmethod SM Measures Definitions 
Business Performance Numerator Denominator 
Return On Capital Employed NOPAT = (EBIT + Interest Income) * (1 - Tax Rate) + Goodwill 

Amortization 
Total Assets – Current Liabilities + ST Debt + Accumulated Goodwill 
Amortization 

Return On Equity Net Income Shareholders’ Equity 
Operating Margin Operating Profit Sales 
Earnings Growth Expected 5-Year CAGR From Latest Actual N/A 
Free Cash Flow Cash Flow From Operations – Total Capex N/A 
Quality of Earnings   
Cash Realization Ratio Cash Flow From Operations Net Income 
Asset Replacement Ratio Capex Depreciation 
Tax Rate Tax Charge Pre-Tax Income 
Net Debt-To-Equity Ratio Net Debt = Total Debt, Less Cash & Equivalents Total Equity 
Interest Cover EBIT Interest Expense 
Valuation Toolkit   
Price / Earnings Ratio Current Share Price Diluted Earnings Per Share (Basis As Specified) 
Price / Book Value Current Share Price Shareholders’ Equity / Current Basic Shares 
Dividend Yield Annualised Declared Cash Dividend Current Share Price 
Free Cash Flow Yield Cash Flow From Operations – Total Capex Market Cap. = Current Share Price * Current Basic Shares 
Enterprise Value / Sales EV = Current Share Price * Current Shares + Minority Equity + Net Debt + 

Other LT Liabilities 
Sales 

EV / EBITDA Enterprise Value Basic EBIT + Depreciation + Amortization  
iQmethod SM is the set of Merrill Lynch standard measures that serve to maintain global consistency under three broad headings: Business Performance, Quality of Earnings, and validations. The key features of iQmethod are: A consistently 
structured, detailed, and transparent methodology. Guidelines to maximize the effectiveness of the comparative valuation process, and to identify some common pitfalls. 
iQdatabase SM is our real-time global research database that is sourced directly from our equity analysts’ earnings models and includes forecasted as well as historical data for income statements, balance sheets, and cash flow statements for 
companies covered by Merrill Lynch. 
iQprofile SM, iQmethod SM, iQdatabase SM are service marks of Merrill Lynch & Co., Inc.   
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Important Disclosures   
 
Investment Rating Distribution: Energy Group (as of 30 Jun 2006) 
Coverage Universe Count Percent  Inv. Banking Relationships* Count Percent
Buy 80 47.06%  Buy 32 40.00%
Neutral 82 48.24%  Neutral 24 29.27%
Sell 8 4.71%  Sell 0 0.00% 
Investment Rating Distribution: Global Group (as of 30 Jun 2006) 
Coverage Universe Count Percent  Inv. Banking Relationships* Count Percent
Buy 1264 44.12%  Buy 430 34.02%
Neutral 1398 48.80%  Neutral 404 28.90%
Sell 203 7.09%  Sell 45 22.17%
* 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.  
 

MLPF&S or an affiliate was a manager of a public offering of securities of this company within the last 12 months: RPL. 
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: RPL. 
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: RPL. 
MLPF&S or an affiliate has received compensation for investment banking services from this company within the past 12 months: RPL. 
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: 

RPL. 
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: RPL. 
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 Dublin (Frankfurt Branch): Merrill Lynch CMB Ltd, Dublin, Frankfurt Branch; Merrill Lynch (South Africa): Merrill Lynch South Africa (Pty) 
Ltd; Merrill Lynch (Milan): Merrill Lynch Capital Markets 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 (Brazil): Banco Merrill Lynch de Investimentos SA; Merrill Lynch (Japan): Merrill Lynch Japan Securities Co, Ltd; Merrill Lynch (Seoul): 
Merrill Lynch International Incorporated (Seoul Branch); Merrill Lynch (Taiwan): Merrill Lynch 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 (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. 198602883D). Merrill 
Lynch International Bank Limited 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 Dublin is regulated by BaFin. 
Copyright, User Agreement and other general information related to this report: 
Copyright 2006 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. 

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. 
iQanalytics, iQcustom, iQdatabase, iQmethod, iQmethod 2.0, iQprofile, iQtoolkit, iQworks are service marks of Merrill Lynch & Co., Inc. 
Fundamental equity reports are produced on a regular basis as necessary to keep the investment recommendation current.   


