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Reliance Infrastructure’s (Rel Infra) rapid transformation into an infrastructure developer would lead to sustained long
term cash flow generation, while offering strong near term growth potential from robust traffic growth and
commissioning of 2 new road projects with expected completion of both metro rail project would act as upside trigger
for the stock. Meanwhile the distribution business, with its assured returns, continues to generate stable cash flows at
the parent level. A strong balance sheet not only provides comfort on funding needs but also likely ensures eligibility for
mega infrastructure projects, which potentially offer higher IRRs by restricting competition. We maintain our
Outperformer rating with an SOTP-based price target of Rs1,486.

Foraying itself into infrastructure developer with strong near term growth potential

Rel Infra is rapidly transforming itself from being a power distribution utility with regulated returns into an
infrastructure conglomerate with asset ownership across key verticals — roads, power generation, power transmission,
metro rail and real estate. With Rs1.6trillion of assets under development Rel Infra is likely to emerge as one of the
largest infrastructure companies in India. These assets offer potential for strong growth in the near term and steady
cashflow generation in the long term.

Adequate funds to benefit from growth opportunities

Rel Infra, with a net worth of Rs15,176 ct, is among the leading infrastructure developers in the country in terms of size.
This, along with its experience of executing large infrastructure projects, makes it a serious contender for the
government’s proposed large infrastructure projects in the roads and the transmission segments. These projects are
likely to have stringent qualification criteria, which could restrict competition and thus potentially offer higher IRRs.

Distribution business to provide steady cash flow

We expect Rel Infra regulated return-based power distribution businesses in Mumbai (guaranteed 16% post-tax RoE)
and Delhi (ROCE-based tariff computation with guaranteed 14% post-tax RoE) to continue generating steady cash
flows. The Mumbeai distribution area had an approved equity base of Rs1,200cr as of FY10 while for Delhi we estimate
the same at Rs1,800cr. Based on this, we estimate annual assured ROE from Rel Infra’s distribution business at Rs420
cr at the present level of investment. In the Delhi distribution circle, reduction in AT&C losses is likely to provide
significant upside to earnings with the company earning an incentive of Rs140cr in FY10 for exceeding its loss reduction
target.

Valuation

We value Rel Infra on a sum-of-parts basis, valuing each separate business on the basis of the nature of revenues and
earnings. We value the EPC business on an EV/EBITDA basis and the infrastructure development businesses,
including power distribution and generation (Rel Power), on a discounted cash flow to equity basis. Accordingly, we
have an SOTP based price target of Rs1,486 for Rel Infra.
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Infrastructure business — Improving portfolio

Road

Rel Infra is one of the largest private sector road developers in the country with a portfolio of eleven BOT projects
totalling 970km with a total project cost of Rs11880cr. Two of these projects recently commenced operations and 2
more are likely to be operational by Q3FY11. The company has also achieved financial closure for the Jaipur- Reengus
road project, which is scheduled to complete by Q4FY12. All the project routes are part of important inter-state and
intra-state national highways.

Projects Cost Funding Length  ~/cession COD
(cr) (Debt:Grant:Equity) (km) period (yr)
Namakkal- Karur 350 80:07:13 44 20 Operational
Dindigul- Samyanallore 420 80:07:13 53 20 Operational
Trichy -Karur 730 60:20:20 80 30 QIFY12
Trichy- Dindigul 540 61:20:20 88 30 Q3FY11
Salem- Ulenderpet 1060 62:20:20 136 25 Q3FY11
Gurgaon- faridabad 780 75:00:25 66 17 Q1FY12
Jaipur- Reengus 530 70:20:10 52 18 Q4FY12
Pune -Satara 2000 70:00:30 140 24 Q3FY13
Kandla- Mundta 1540 70:00:30 71 25 Q4FY13
Hosur - Krishnagir 930 - 60 24 -
Delhi -Agra 2960 - 180 26 -
Total 11880 970
Metro

Rel Infra is developing two metro rail projects in Mumbai and one in Delhi — India’s two largest cities — at a total project
cost of Rs 16200cr. Two of these projects, the Mumbai Metro I and the Delhi Airport Metro Express, are scheduled to
be operational over the next 6 months and recently the company also signed the concession agreement for the 32km
Mumbai Metro line 2, in which it has a 48% stake. Rel Infra has also been shortlisted for the Rs5800 cr Bangalore Metro
rail project.

Project Cost Funding Length Concession COD
Co (Debt:Grant:Equity) (krm) period(yr)
Mumbai Metro - I 2500 51:27:22 11 35 Q4FY11
Delhi Airport link 2450 70:00:30 23 30 Q2FY11
Mumbai Metro - 11 11000 - 32 35 -
Cement

Rel Infra plans to invest Rs10,000 cr over the next five years to set up a cement manufacturing capacity of 25MT per
annum. As a part of this plan, it is setting up a SMT integrated cement plant in Yavatmal with a grinding unit in Butibori
at an investment of Rs2250 cr. Rel Infra also plans to set up a 5SMT integrated cement plant in the Satna district in
Madhya Pradesh. The key rationale for the company’s venture into the cement business is to leverage its control on the
three key ingredients for manufacturing cement — coal, fly ash and power. As the company is still in the early stages of
planning this venture.

Airports & Real Estate

Reliance Infra has acquired, on a 95-year lease basis, the development and operating rights for five regional brownfield
airports in Maharashtra located at Nanded, Latur, Yavatmal, Baramati and Osmanabad

Rel Infra currently has two real estate projects under development — an IT SEZ in Navi Mumbai and a mixed-use
property in Hyderabad. The company has acquired a clear title and possession of the lands, with the land in Hyderabad
acquired from and being developed in a JV with the Andhra Pradesh Industrial Investment Corporation (APIIC) and
the Navi Mumbai land acquired on lease from Reliance Communications, a group company. We believe the location of
the projects and the development mix will drive realizations and earnings for Rel Infra’s real estate business.
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Power business — steady cash flow

Power Generation

Rel Power (45%-owned by Rel Infra) is building a diversified portfolio of power projects with an aggregate capacity of
35,000MW, making it the largest private sector power generation company in India. The company has captive coal
blocks in India, with estimated resetves of 1.8bn tonnes and domestic fuel linkages allocated by the government as well
as its own coal mines in Indonesia (~2bn tonne reserves). These not only secure fuel supply but also give the company
control over mining. Rel Powert’s cash balance of Rs8851 cr (March 2010) provides comfort on the company’s ability to
meet its near-term funding needs.

Power Transmission

Rel Infra is developing 3 large transmission projects, the Western Region Strengthening Scheme (WRSS), Parbati
Koldam Transmission project and Mumbai strengthening at a total cost of Rs4250 cr. Construction of the WRSS
project is currently underway and the project is likely to be commissioned by Q3FY11. Parbati Koldam is scheduled to
commence operations by Q1FY13. Mumbai strengthening has acquired all technical and commercial clearances and
expected to be operational by FY12. Besides this, the company has recently emerged as the winner for 2 Ultra Mega
Power transmission porjects, North Karanpura (Rs1550cr) and Talcher II (Rs820cr) from Rural Electrification
Corporation (REC), which have to be completed in 30-42 months. As per company expectations total Rs 55600 cr of
future opprtunity in pipeline. With a strong portfolio of five transmission projects worth Rs6600cr, Rel Infra is the
largest private sector transmission developer in the country.

Power Distribution

Rel Infra supplies power to its Mumbai distribution circle to over 2.7 mn customer (peak demand of 1,520MW) by
procuring 500MW power from its Dahanu plant, another 500MW from Tata Power Company (IPC) and the balance
from the open market. But Rel Infra is looking to tie up power on a contractual basis to bridge the gap. It has received
approval from MERC for procuring 1,200MW power on a medium-term basis (up to March 2014) and 1,500MW power
on a long-term basis (25 years from April 2014). Rel Infra is currently evaluating the bids that it has received for
supplying power on a medium-term basis. This would considerably lower Rel Infra’s dependence on open market
purchases and in turn stabilize its cost base.

The DERC has approved a multi-year tariff order for BSES Rajdhani Power Limited (BRPL) for FY08-11, setting a
target to reduce AT&C losses to 17% by FY11. BRPL reduced its losses from 51% in FY09 to 19% in FY10 (Earned
the incentive of Rs 140 cr.). While BRPL earns revenues on an ROCE basis (with post-tax ROE fixed at 14%). At BSES
Yamuna Power Limited (BYPL), Rel Infra reduced AT&C losses to 63% in FY09 to 23% in FY10. The DERC has set
an FY11 target of 22% by FY11. Like BRPL, BYPL also has an ROCE-based tariff structure (with post-tax ROE fixed
at 14%), though lower AT&C losses are expected to drive growth in earnings.

Rel Infra has regulated equity base of Rs2300cr as of March 2009, it translates into guaranteed post-tax earnings of
~Rs350 ct. Further upside from incentives for beating loss reduction targets and Assured return model to ensure
current earnings base is sustained.

EPC - Strong order book

Rel Infra has rapidly scaled up its EPC business and the order backlog stood at Rs19200cr Of this, orders worth
Rs15600cr are captive orders (power generation, transmission and road projects) while the balance Rs3600cr have been
awarded by external entities. Recently, the EPC division was awarded the construction order for the Gurgaon-Faridabad
toll road project, which is being developed by Rel Infra. The current order backlog represents a book-to-bill ratio of 5.7x
FY10E revenues, which lends significant visibility to future earnings.

Revenue

In the near future, we expect Rel Infra to be awarded the EPC
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Execution Risk

Rel Infra is relatively a new player in the infrastructure segments and the pioneer one to undertake development of
metro projects in the private sector. Inexperience in executing such projects can lead to delay in commissioning of the
projects thereby impacting our forecasted revenue stream and cash flows. However, since the company has partnered
with qualified foreign players in executing these projects the risk is minimized.

Financial outlook & Valuation

We expect a growth of 17% CAGR in topline for Rel Infra’s standalone business over FY10-13. Company’s Strong
scale-up in the EPC business and cash flow from Road & metro projects will be the key driver. Rel Infra (standalone
financials) as on March 31, 2010 had surplus cash and cash equivalents of Rs8850 cr with gross debt at Rs4100 cr.
(implying a debt/equity of 0.27x on a net worth of Rs15176c¢t). It continues to be well funded for an equity
commitment of ~Rs2800 cr over FY10-12 towards its under-development road, metro rail and transmission assets.

Opver the next two years, we forecast that the top line and the bottom line will grow at a CAGR of 17% . The ROCE for
CFY11E and FY12E ate expected to be 17.3 and 17.0%, while the ROE for FY11E and FY12E should be 16.4% and

14.9% respectively.

At CMP of Rs 1140, the stock is trading at 9.9x and 9.7x its estimated PE for FY11E & FY12E. We recommend a BUY
on the stock with a Price Objective (PO) of Rs. 1486.0 (intrinsic value) representing a potential upside of ~30% over a
period of 6 months.
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Profit & loss account (standalone) Key ratio
[ e e
FY09 | FY10 FYll | FYI2E (Rs.incr) FY09 | FY10E | FYIIE | FY12E
Net Sales 9869 9807 11291 13939 Performance Ratios
9 15 23
Toxth > ! EBIDTA % 44 9.2 175 203
Operating Exp 9310 8908 9315 11106 EBIT % 148 165 304 66
EBITDA 430 900 1975 2833
Yy s b 0 4 Net Profit % 11.7 11.7 25.0 20.6
_ ROE % 9.6 7.6 16.4 14.9
Other income 1338 1009 1848 1268
ROCE % 9.2 9.9 17.3 17.0
Interest 331 292 392 392 Valuation Raci
depreciation 245 320 21 445 aluation Ratlos
PRT 1193 1207 11 3264 EPS 50.4 51.0 115.4 117.3
Deferred tax 55 15 15 15 Book value 4616 619.2 703.1 784.5
Current tax 0 130 370 377 P/E 12.9 22.4 9.9 9.7
PAT 1139 1152 2825 2872 P/BV 1.6 1.8 1.6 1.5
YoY% 15 7 145 17 EV/ EBIDTA 78 12.1 6.1 5.6
Balance Sheet (Standalone) Cash Flow Statement
Y/E Mazt. (Rs. in
) FY09 | FY10E| FYIIE FY12E Y/E Match
Sources of Funds: (Rs.in cr) FY09 | FY10E | FYI11E | FY12E
Equity Capital (FV-5) 226 245 245 245 Profit Before Tax 1193 1297 3211 3264
Share Warrants 783 765 765 765 .
Adjustment 9 1036 1677 1322
Reserves 10898 | 14167 16207 18204 h I worki
Shareholder’s Capical 8 1M 1256 3777 1550
Equity 11907 15177 17216 19214 apita . : -
Total Debt 7332 4100 4900 4900 Total tax paid 182 -145 2385 392
Deferred Tax Operating cash flow 893 3445 725 2644
Liability 0 0 0 0 Cash flow From
Total Liabilities 19434 19277 22117 24114 Investing -992 1 -3521 492 -1000
Application of Cash flow from
Funds: Financing 263 403 -286 -286
Net BlOCk 3340 3719 2782 3229 Net cash inﬂow 163 327 932 1359
Tnvestment 12147 13432 13432 13432 Opening cash 88 251 >78 1510
current asset 9253 8029 12516 15331 Closing Cash 251 578 1510 2868
current Liabilities 5871 5903 6613 7878
Net current asset 3382 2126 5903 7452
Total Assets 19434 19277 22117 24114
Book Value 462 619 703 785
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Head Office Registered Office

3td Floor, Krishna Bhuvan, Arihant House

67 Nehru Road, Vile Patle (East), E-5 Ratlam Kothi
Mumbai-400057. Indore-452003, (M.P.)
Tel: (91-22) 42254800 Tel: (91-731) 3016100
Fax: (91-22) 42254880 Fax: (91-731) 3016199
Stock Rating Scale

Absolute Return

BUY : >20%
ACCUMULATE 1 12-20%
HOLD : 5-12%
REDUCE : <5%

Disclaimer: Arihant capital markets limited is not soliciting any action based upon it. This document has been prepared and issued on the
basis of publicly available information, internally developed data and other sources believed to be reliable. However we do not represent that
it is accurate or complete and it should not be relied upon such. Whilst meticulous care has been taken to ensure that the facts stated are
accurate and opinions given are fair and reasonable, neither the analyst nor any employee of Arihant is in any way responsible for its contents.
The firm or its employees may trade in investments, which are the subject of this document or in related investments and may have acted upon
or used the information contained in this document or the research or the analysis on which it is based. Before its publication the firm, its
owners or its employees may have a position or be otherwise interested in the investment referred to in this document. This is just a suggestion
and the firm or its employees will not be responsible for any profit or loss arising out of the decision taken by the reader of this document. No
matter contained in this document may be reproduced or copied without the consent of the firm.
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