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Reliance Industries’ first rights issue in nearly three decades has opened on May 20, 
2020 where it will be raising `53,125 Cr. Considering the potential of its rising 
businesses and the attractive price point of `1,257 per share (for Rights Issue), we 
recommend long term investors to exercise their right and SUBSCRIBE to the issue. In 
an event where you are unable to subscribe to the issue, we recommend that you 
renounce your entitlement away on the secondary market platform before May 29, 2020 
for value of `263.5 based on our assumptions. An additional tactical alternative is 
available whereby you can still hold the existing number of shares while protecting your 
value. We have addressed some potential queries in the FAQ section which should 
assist you with this issue. 

Rights issue and available options for shareholders 

Rights issue is private placement of shares where existing shareholders get a right to 
subscribe to the shares and are not obliged to do so. Rights issues is a mean to raise 
additional capital by the company which is deployed mostly towards funding the growth 
and/or reducing the debt burden. Upon announcement of rights issue, the existing 
shareholders of a company are often stuck in a dilemma of whether to subscribe to the 
issue or not. More importantly, it is important that you trade away this entitlement in case 
you are unable to subscribe to this issue as Rights issue result in equity dilution. This note 
is aimed at guiding long term investors to make informed decision that is best suited to 
them. Two important elements that should be considered while taking such decisions are 
expected performance of the company and current price. The latter will enable you to get 
a fair idea of what to expect in case you choose to renounce your right for a price. 

Background 

Reliance Industries is the largest company in India by market capitalization and is an Oil 
to Chemical (O2C) giant with rapidly growing telecom and retail businesses. It has made 
significant investments to scale its telecom business in a relatively shorter period which 
has changed the industry dynamics. This was done largely through its cash generated from 
O2C business and leveraging the balance sheet. Its net debt stands at `1.6 Lk Cr (FY20).  

Deleveraging Drive 

A high net debt (in absolute terms and not compared to equity) on the balance sheet has 
been negatively perceived by the markets and Reliance has set a target to be net debt free 
by CY20 end. For this it had announced roping in various investors (across businesses) in 
the past year. Although its talks with Aramco have not fructified yet, the company has 
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clarified that the deal is still in the works and that it is carving out of the O2C business in 
to a separate company. This would pave the way for adding an investor in its core 
business. Despite the current meltdown, Reliance has been able to turn in decent 
performance in O2C business aided by vast integrated operations and higher complexity.  

As for Jio, it has been able to sign off on three deals in current conditions with aggregate 
value of `61,000 Cr and is in process of getting other investors as well. Additionally, its 
tower InvIT deal with Brookfield which has been stuck for a while is expected to be closed 
shortly, thus mobilizing some more funds for the company. 

Finally, the rights issue announced on April 30, 2020 is for `53,125 Cr (42.3 Cr shares) at 
price of `1,257 per share. However, investors that are subscribing to the issue will need to 
pay `314.25 per rights Equity Share (25%) initially and the balance (75%) will be payable 
on one or more subsequent calls as per discretion of the board. The table below shows 
basic details pertaining to the issue. 

Particulars Details 
Size of the Rights issue `53,125 Cr 
Price of the Rights `1,257 per share 
Number of rights shares issued 42.26 Cr shares 
Issue opens May 20, 2020 
Last date for market renunciation May 29, 2020 
Issue closes June 3, 2020 
Credited to Demat June 11, 2020 
Date of listing June 12, 2020 
Source: Company  

Recommendation 

As mentioned earlier, the decision to subscribe to the issue is contingent on the prospects 
of the company and the current price. We believe that its telecom/technology business 
will be the main growth driver for the overall business and the ability to attract investors in 
midst of global liquidity crunch and at rich valuations provides can point towards solid 
long term prospects of the business. Its retail business which although is expected to be 
impacted in current environment can also leverage on Jio’s platform to scale up its 
operations in the long run. The promoter’s (own 50.1%) confirmation regarding 
subscribing to full extent and intentions to apply for unsubscribed portion of the issue also 
lends comfort. Hence considering  our SOTP based target of `1,673, we recommend to 
Subscribe to the issue.  
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Tactical Option 

Apart from the traditional approach, there is a tactical alternative that is available to 
current investors. This is done by buying the Rights Entitlement (RE) and simultaneously 
selling the equivalent number of currently held shares in cash. This is due to 25% of 
remaining call being due in May 2021 and the balance 50% being due in November 2021. 
Based on our assumptions as seen in the table below, the current shareholders would have 
~`916 for every share that is sold in cash and simultaneously bought after paying the RE. 
This can earn interest income of ~`76 per share. 

Particulars ` 
(A) CMP 1,437 
(B) CMP of RE 202 
Right issue price 1,257 
(C) Amount blocked @25% (May 2020) 314.25 
(D = B + C) Total cash deployed 516.25 
(E) Dividend Lost (FY21E) @ 65% of FV 4.88 
(A – D –E) Balance left after selling in cash 916 
Interest income ( ~6% during period) 76 

Source: IIFL Research 

We have tried to derive the RE price based on the Black Scholes option pricing model. 
Considering the complex nature of the Rights issue, we have made certain assumptions 
to derive the expected price. As the long-dated options depend mainly on the vega factors, 
we have assumed a 30% implied volatility for deriving the option price based on the 
historical volatility and expected future volatility calculus. As the RE is partly paid, the 
remaining tranches are expected to be called in May 2021 and Nov 2021, hence we have 
taken the derivative expiry date of both the months to derive the expected values. 

Option Calculation Particulars 
Spot Price (`) 1,437 
Strike price (`) 1,257 
Expiry 1 May 27, 2021 
Expiry 2 Nov 25, 2021 
Interest Rate 6.00% 
Volatility 30% 
CE rate May (`) 318 
CE rate Nov (`) 368 
Net Premium (`) 263.5 
Blocked amount (`) 314.25 
Expected Price (`) 577.75 

Source: IIFL Research 
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Based on the Black-Scholes calculation from the above table, we have derived two 
different option value for both the expiry dates and we have weighted both the values by 
the prescribed schedule of rights payment. As 25% will be called in May 2021 and 50% in 
Nov 2021, we have multiplied the weights to its respective option premium to derive the 
net expected premium of the option.  We expect the RE should be valued around `263.5 
based on the above estimates and hence, we expected a rise in the RE price which is 
currently quoting around `202 in the coming days, assuming the equal or more difference 
(i.e `180) between the current underlying price of `1,437 and the right price of `1,257. 

Inability to subscribe 

In continuation to our earlier point of equity dilution, Investors who do not subscribe to the 
issue face the risk of fall in value of their holdings. This is because of drop in share price 
once the value of the right is stripped away from the share. In order to recoup this, the 
investors have an ability to trade their right entitlement away both over secondary market 
platform or off market for price on or before May 29, 2020. The NSE symbol for trading 
the right away is “RIL-RE” and the navigation for the same on IIFL Web Portal is Reports 
> Holdings > RIL-RE > Square off. Based on our above assumptions, the potential price 
at which the existing investor can sell their RE and protect their value is ~`263.5 per RE. 

 

Frequently Asked Questions 

What is the amount to be paid at the time of submitting the Application Form?  

Only 25% of `1,257 or `314.25 per Rights Equity Share is payable at the time of the 
application.  

When is the remaining balance to be paid? 

This remaining amount which termed as “Call Money” will be payable in one or more 
tranches. The announced schedule of payment for the balance amount (`942.75) is as 
follows: 

(i) `314.25 i.e. 25% in May 2021; and 

(ii) `628.50 i.e. the balance 50% in November 2021 

How would you be able to distinguish the partly paid share from fully paid share? 

These Rights Equity Shares are partly paid up shares and will be allocated a separate 
ISIN and will trade separately from the fully paid up shares. 



  
    

 
FP 360° Exclusive 

Will they trade separately from here on? 

No, once the entire “Call Money” is raised, the such partly paid shares will get converted 
to fully paid shares and will be listed under the existing ISIN for fully paid-up shares. 

What if I am unable to pay-in at the time of Call Money, will I lose my existing amount 
which I have subscribed to? 

You can exit the partly paid share, which will be listed separately, before the cutoff date. 

Process to Apply 

The most common way of applying for Rights Issue has been via physical applications at 
branch or through online applications in net banking offered by most Banks where the 
amount is blocked (ASBA). However, the easiest way in current lockdown to apply for the 
issue would be via registrar web based application (R-WAP) platform at 
https://rights.kfintech.com/. Below are the images that will help you navigate to the R-
WAP portal. 

The portal can be accessed through https://rights.kfintech.com/. Click on “R-WAP Apply 
for Rights Issue”. 

 

https://rights.kfintech.com/
https://rights.kfintech.com/
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On the ensuing screen, after reading through the Letter of Offer and details, Check the 
boxes and click on “Proceed” 

 

Fill out your DP ID details and check the applicable boxes. The DP details are available 
in your CAS statement. Click submit upon completing the necessary steps. 
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Complete the Verification related details and submit the OTP 

 

 

Select the no. of shares you wish to apply for and the mode of payment 

 

Finally, complete the payment via UPI  
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Recommendation Parameters for Fundamental/Technical Reports: 
 
Buy – Absolute return of over +10% 
Accumulate – Absolute return between 0% to +10% 
Reduce – Absolute return between 0% to -10% 
Sell – Absolute return below -10% 
 
IIFL Group | IIFL Securities Ltd (CIN No.: L99999MH1996PLC132983) Office No 1, Gr Floor, Hubtown Solaris, NS Phadke 
Marg, Andheri, Vijay Nagar, Mumbai - 400069. Tel.: (91-22) 2580 6650 Customer Service: 40071000 Stock Broker SEBI 
Regn: INZ000164132 NSE: 10975 BSE: 0179 MCX:55995 NCDEX:378 Depository: INDP185 2016 MF Distributor ARN: 
47791, PMS SEBI Regn.: INP000002213, Investment Adviser SEBI Regn. : INA000000623, Research Analyst SEBI Regn:- 
INH000000248 | Kindly refer to www.indiainfoline.com for detailed disclaimer and risk factors. 
 
For Research related queries, write at research@iifl.com 
 
For Sales and Account related information, write to customer care: cs@iifl.com or call on 91-22 4007 1000 
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