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Summary 

Reliance Industries (RIL) Q2FY19 result was completely in line with expectation. Strong 

petrochemical performance was weakened partially by lower refinery profits. Further, higher 

rupee depreciation and lower treasury profits took a toll on interest expenses and other income. 

The company’s total capex remained higher at Rs390 bn in Q2FY19, out of which Rs160 bn was 

invested for Jio and Rs130 bn for RIL standalone. The company also announced a strategic 

investment of Rs52.3 bn to acquire 66.5% and 51% stake in Den Network and Hathway Cable 

through preferential issue to accelerate JioGigaFiber business. We keep our estimates largely in 

line and TP unchanged to Rs1,200. We would wait for stabilization of capex at lower level and 

growth trajectory of Jio before assigning it a higher valuation. We downgrade the stock to HOLD. 

Key Highlights and Investment Rationale 

 Robust polyester chain lifted profits; GRM made 14 quarters low 

Higher polyester chain margin (Px margin at 6-yr high) was partially offset by slightly weaker 

polymer margin owing to start-up of 3mmtpa of new capacity in US and higher propylene 

prices. Consequently, Petchem EBITDA increased 3% YoY to Rs95 bn. RIL reported lowest GRM 

in last 14 quarters to US$9.5/bbl (IDBI est US$10.1/bbl) due to shutdown of FCCU for 15 days 

and narrowing L-H differential. Jio reported a strong net subscriber addition of 37mn (28.7mn 

QoQ) with ARPU of Rs131.7 lower from Rs134.5 QoQ. Jio and Retail Revenue/EBITDA 

increased 14%/14% and 25%/15%, respectively on a QoQ basis.   

 Capex remained at an elevated levels;  Growth trajectory of Jio to be next trigger 

The company’s total capex remained higher at Rs390 bn in Q2FY19 (Rs420 bn in Q1FY19). Out 

of which Rs160 bn was invested for Jio and Rs130 bn for RIL standalone. As a result, RIL’s net 

debt increased by Rs200 bn QoQ to Rs1.8 tr. We expect significant monetization of GigaFiber 

business may take longer than expected time due to last mile connectivity issues.  Though 

strategic investment in Hathway and Den would help speed up the work. Though, pricing 

pressure in Mobility business may keep ARPU at a lower level in near term. 

 Keep TP unchanged at Rs1,200; Downgrade to HOLD  

We keep our SOTP-based TP to Rs1,200 where we give enterprise value to its core business at 

Rs1,048, upstream at Rs52, Retail at Rs95 and Jio at Rs366. We are downgrading the stock to 

HOLD from ACCUMULATE. 

 EPS (Rs) FY19E FY20E 

 IDBI Capital 66.4   76.9 

 Consensus 71.5   85.2 

 % difference (7.1)  (9.8) 

 

 

 Relative to Sensex (%) 

Financial snapshot (Rs mn) 

Year FY2016 FY2017 FY2018 FY2019E FY2020E 

Revenue 2,765,440 3,053,820 3,916,770 5,714,075 6,190,962 

EBITDA 442,570 461,940 641,760 848,296 991,035 

EBITDA (%)  16.0   15.1   16.4   14.8   16.0  

Adj. PAT 272,070 298,290 348,700 393,108 455,580 

EPS (Rs)  46.9   50.4   60.7   66.4   76.9  

EPS Growth (%) 17.0   7.6  20.5   9.3  15.9  

PE (x)  22.7   21.1   17.5   16.0   13.8  

Dividend Yield (%)  0.5   0.6   0.5   0.6   0.7  

EV/EBITDA (x)  11.4   10.9   7.8   5.9   5.1  

RoE (%)  11.8   11.8   12.5   12.6   13.1  

RoCE (%)  7.7   7.7   8.9   9.4   9.3  

Source: Company; IDBI Capital Research 
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 Absolute (8.3)  6.8   31.3 
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Key highlights of Analyst-Meet 

Refinery 

 Lower GRM was due to shut down of its FCCU unit for few days in August which has got stabilized now. Also, half of 

the impact was due to narrowing L-H differential owing to lower output from Venezuela. 

 Oil demand growth is expected to be 1.3mbpd while new refinery capacity addition is estimated to be 0.8mbpd in 

2018 and 1.5mbpd in 2019. 

 New IMO specification from 1st Jan 2020 is likely to create an additional demand for ultra-low sulfur gasoil (0.5% 

from 3.5%) to the tune of 800kbpd-1.5mbpd. Widening spread between diesel and fuel oil would have a positive 

impact on GRMs. 

 Started 20 petro retail outlets during Q2FY19 reaching a total of 1,345 outlets. Bulk market share of HSD increased 

to 7.8% form 7.5% in Q1FY19, saw a volume growth of 13%. 

Petrochemicals 

 Refinery Off-Gas Cracker (ROGC) was optimally utilized in Q2FY19 which boosted overall volume during the quarter. 

Further de-bottlenecking may boost volume further. 

 All 10 gasifier of Petcoke Gasification Plant would commence at one go by end of FY19. Earlier it was planned to 

start in phases.  

 3mmtpa of new gas-based polymer capacity had started in US in Q2FY19 which impacted the overall polymer 

margins. Two more cracker of 1.5mmtpa each is expected to start in coming quarter which would have a negative 

impact on polymer margin in near term. Also, Chinese polymer demand started to moderate due to trade war with 

US. However, India’s demand remained very strong which grew at 7% during Q2FY19. 

Reliance Jio 

 The company achieved gross addition of 41.7mn and net addition of 37mn in Q2FY19 vs 30.5 mn gross and 28.7mn 

net subscriber addition in Q1FY19, reaching to a total subscriber base of 252.3 mn. Out of the total 37mn net 

addition, 21-22 mn was due to Jio phone and rest on smartphones. 

 7.7GB data consumption during Q2FY19 against 6.4bn GB in Q1FY19 translates to ~11GB/user/month from 

10.6GB/user/month in last quarter, which accounts for 72% of total industry 4G data traffic. 
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Acquisition of 66.5% stake in Den Network and 51% in Hathaway Cable; Open Offer to follow 

 RIL invested Rs20.45 bn through a preferential issue and secondary purchase of Rs2.45 bn to acquire 66.5% stake in 

Den Network. Also, it has invested Rs29.4 bn though preferential issue to acquire 51% stake in Hathway Cable and 

Datacom Ltd. As per SEBI rule, the company would give a open offer to minority shareholders of both the company 

as well to two of Hathway’s subsidiary. Preferential issue price of both the company comes at Rs72.66 and Rs32.35 

per share for Den Network and Hathway respectively, which is 5% discount and 10% premium to last closing price, 

respectively. 

 Both the company has total 24mn consumers with 27,000+ LCOs. Jio has an aggressive plan to roll out JioGigaFiber 

connection to 50mn household. Taking controlling stake in both the companies would speed-up its last mile 

connectivity. However, upgradations of existing network along with negotiation will LCOs are likely to be a big 

challenging task for RIL.     

Others 

 The company’s total capex remained higher at Rs390 bn in Q2FY19 while invested Rs160 bn for Jio and Rs130 bn for 

RIL standalone.  

 Gross Debt reached to Rs2.59 tr at the end of Q2FY19, while net debt rose by Rs200 bn sequentially to Rs1.82 tr.  

 The company has done a cumulative investment of Rs2.55 tr in Jio. Out of which Rs1.05 tr was funded by equity, 

Rs840 bn of debt, Rs590 bn by creditors and rest by others. 

Exhibit 1: Actual vs. estimates 

Year to March Actual Estimated Variance (%) 

Net sales 1,433,230 1,366,136 4.9 

EBITDA 211,080 210,557 0.2 

EBITDA margin (%) 14.7 15.4 (69bps) 

Adj net income 95,160 95,418 (0.3) 

FDEPS (Rs) 16.1 16.1 (0.3) 

Source: Company; IDBI Capital Research 
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Exhibit 2: Quarterly performance: Standalone (Rs mn) 

Year-end: March Q2FY19 Q2FY18 % Chg YoY Q1FY19 % ChgQoQ 

Net sales 961,670 685,320 40.3  911,590 5.5  

Expenditure  812,750 555,490 46.3  760,050 6.9  

EBITDA 148,920 129,830 14.7  151,540 (1.7) 

EBITDA margin (%) 15.5 18.9 (346bps) 16.6 (114bps) 

Other income 20,120 20,570 (2.2) 20,680 (2.7) 

Interest   24,170 13,140 83.9  21,380 13.0  

Depreciation 27,450 22,680 21.0  27,620 (0.6) 

PBT  117,420 114,580 2.5  123,220 (4.7) 

Tax 28,830 31,930 (9.7) 35,020 (17.7) 

PAT 88,590 82,650 7.2  88,200 0.4  

EPS (Rs)  14.0 13.1 7.2  13.9 0.4  

Source: Company; IDBI Capital Research 

Exhibit 3: Quarterly performance: Consolidated (Rs mn) 

Year-end: March Q2FY19 Q2FY18 % Chg YoY Q1FY19 % ChgQoQ 

Net sales 1,433,230 914,810 56.7  1,287,560 11.3  

Expenditure  1,222,150 759,160 61.0  1,080,950 13.1  

EBITDA 211,080 155,650 35.6  206,610 2.2  

EBITDA margin (%) 14.7 17.0 (229bps) 16.0 (132bps) 

Other income 12,500 23,170 (46.1) 17,780 (29.7) 

Interest   39,320 22,720 73.1  35,500 10.8  

Depreciation 52,290 42,870 22.0  51,730 1.1  

PBT  131,970 113,230 16.6  137,160 (3.8) 

Tax 29,170 24,530 18.9  30,070 (3.0) 

Share of associates 10 140 (92.9) 100 (90.0) 

Minority shares 330 -120 (375.0) 260 26.9  

Reported PAT 95,160 81,090 17.4  94,590 0.6  

Reported EPS (Rs)  16.1 13.7 17.3  16.0 0.6  

Source: Company; IDBI Capital Research 
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Exhibit 4: Segmental performance - Consolidated   (Rs mn) 

Year-end: March Q2FY19 Q2FY18 % Chg YoY Q1FY19 % ChgQoQ 

Gross turnover 1,927,420 1,235,860 56.0 1,758,760 9.6 

Petrochemicals 437,450 279,990 56.2 402,870 8.6 

Refining 987,600 697,660 41.6 956,460 3.3 

Oil & gas 13,220 15,030 (12.0) 14,320 (7.7) 

Organised Retail 324,360 146,460 121.5 258,900 25.3 

Digital Services (Jio) 109,420 72,130 51.7 96,530 13.4 

Others 55,370 24,590 125.2 29,680 86.6 

A   
     

EBIT 165,620 120,460 37.5 159,050 4.1 

Petrochemicals 81,200 49,600 63.7 78,570 3.3 

Refining 53,220 66,210 (19.6) 53,150 0.1 

Oil & gas (4,800) (2,720) 76.5 (4,470) 7.4 

Organised Retail 12,440 3,340 272.5 10,690 16.4 

Digital Services (Jio) 20,420 2,610 - 17,150 19.1 

Others 3,140 1,420 121.1 3,960 (20.7) 

A  
     

EBIT margin (%) 8.6 9.7 (115bps) 9.0 (45bps) 

Petrochemicals 18.6 17.7 85bps 19.5 (94bps) 

Refining 5.4 9.5 (410bps) 5.6 (17bps) 

Oil & gas (36.3) (18.1) - (31.2) - 

Organised Retail 3.8 2.3 155bps 4.1 (29bps) 

Digital Services (Jio) 18.7 3.6 1,504bps 17.8 90bps 

Others 5.7 5.8 (10bps) 13.3 (767bps) 

Source: Company; IDBI Capital Research 
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Financial Summary 

 

  

Profit & Loss Account                                      (Rs mn) 

Year-end: March FY17 FY18 FY19E FY20E 

Revenue  3,053,820  3,916,770  5,714,075  6,190,962  

Growth (%) 10.4   28.3   45.9  8.3  

EBITDA  461,940   641,760  848,296   991,035  

Growth (%) 4.4   38.9   32.2  16.8  

Depreciation & Amortisation 116,460   167,060   214,958  249,773  

EBIT 345,480  474,700  633,338  741,261  

Growth (%) 10.2   37.4   33.4  17.0  

Interest  38,490   80,520   158,523   189,856  

Other income  94,430   88,620  76,701   80,536  

EBT  401,420  493,670  551,515  631,941  

Income taxes 102,010   133,460   156,980   174,733  

Effective tax rate (%)  25.4   27.0   28.5   27.7  

Extra-ordinary items  -  10,870   -   -  

Min int / inc from assoc  1,120   640  1,428  1,628  

Reported net income 298,290  359,570   393,108  455,580  

Adjustments  -  10,870   -   -  

Adjusted net income 298,290  348,700   393,108  455,580  

Growth (%) 9.6  16.9  12.7  15.9  

Shares outstanding (mn)  5,918.0  5,922.0  5,922.0  5,922.0  

Reported EPS (Rs) 50.4  60.7  66.4  76.9  

Growth (%) 7.6   20.5  9.3  15.9  

DPS (Rs) 6.5  6.0  7.0  8.0  

 

 

Cash Flow Statement   (Rs mn) 

Year-end: March FY17 FY18 FY19E FY20E 

Net income + 

Depreciation  
 414,750  526,630  608,066  705,353  

Non-cash adjustments   (188,530)  (150,800) (441) 19,756  

Changes in working capital   154,630   185,380  449,808  120,621  

Cashflow from operations  380,850  561,210  1,057,432  845,730  

Capital expenditure  (766,270) (729,540)  (1,471,870) (800,000) 

Change in investments  92,010   35,530   -   -  

Other investing cashflow (3,210) (12,200)  -   -  

Cashflow from investing  (677,470)  (706,210)  (1,471,870) (800,000) 

Issue of equity 8,150  4,210   -   -  

Issue/repay debt  131,860  171,570  1,151,280  101,408  

Dividends paid   75,420  (19,420)  (34,972)  (40,029) 

Other financing cashflow  (60)  320   -   -  

Change in cash & cash eq (81,250)  11,680  701,871  107,109  

Closing cash & cash eq  30,230   42,550   744,421   851,530  
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  Balance Sheet (Rs mn) 

Year-end: March FY17 FY18 FY19E FY20E 

Cash and cash eq  30,230   42,550  744,421  851,530  

Accounts receivable  81,770  175,550  255,610   276,852  

Inventories   489,530  608,190   887,273  961,323  

Others current assets   403,890   548,570  730,014   812,519  

Investments   828,990   828,620   828,620   828,620  

Gross fixed assets   2,828,270   4,396,630  5,196,630   6,496,630  

Net fixed assets  1,704,830   3,160,310   3,745,352   4,795,578  

CWIP   3,248,370  1,870,400   2,500,000   2,000,000  

Intangible assets  280,430   878,540  920,810  920,810  

Deferred tax assets, net   (211,980)  (245,430)  (280,753) (315,805) 

Other assets  -   -   -   -  

Total assets  6,856,060  7,867,300  10,331,346   11,131,427  

Accounts payable  765,950   1,068,610  1,444,686  1,565,257  

Other current liabilities  1,344,500  1,539,030  2,130,970  2,308,817  

Provisions  41,220  41,380  41,883   42,396  

Debt funds  1,836,760   1,816,040   2,967,320   3,068,728  

Other liabilities   230,540  467,180   465,752  464,124  

Equity capital  59,180   59,220   59,220   59,220  

Reserves & surplus  2,577,910   2,875,840   3,221,514   3,622,884  

Shareholder's funds   2,637,090   2,935,060   3,280,734  3,682,104  

Total liabilities  6,856,060  7,867,300  10,331,346   11,131,427  

BVPS (Rs)  445.6  495.6  554.0   621.8  

Source: Company; IDBI Capital Research 

 

 

Financial Ratios 

Year-end: March FY17 FY18 FY19E FY20E 

Profitability & Return ratios (%) 
    

EBITDA margin 15.1   16.4   14.8   16.0  

EBIT margin   11.3  12.1   11.1   12.0  

Net profit margin   9.8   8.9   6.9   7.4  

ROE  11.8   12.5   12.6  13.1  

ROCE   7.7   8.9   9.4   9.3  

Working Capital & Liquidity Ratios         

Receivables (days)  8   12   14   16  

Inventory (days)  82  75  68  79  

Payables (days)   118  125   114  128  

Current ratio (x)   0.5   0.5   0.7   0.7  

Quick ratio (x)  0.1  0.1   0.3   0.3  

Turnover & Leverage ratios (x)         

Gross asset turnover  1.0   1.1  1.2   1.1  

Total asset turnover   0.5   0.5   0.6   0.6  

Interest coverage ratio   9.0   5.9   4.0   3.9  

Adjusted debt/equity   0.4   0.4   0.6   0.6  

Valuation ratios (x)         

EV/Sales  1.6  1.3   0.9   0.8  

EV/EBITDA   10.9   7.8   5.9  5.1  

P/E  21.1   17.5   16.0   13.8  

P/BV   2.4  2.1  1.9  1.7  
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Notes 
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