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Zee Telefilms (ZEE.BO)

Buy: Ad Revenue Slowdown a One-off; Results In Line

4Q FYO7 results in line — Net profits grew 3% yoy, driven by operating leverage on
an improving pay revenue profile.

Ad revenue slowdown a one-off — Ad revenue declined 5.5% yoy in 4Q, impacted
by a high base last year, as well as lower yields due to Cricket World Cup and KBC.
However, Zee’s ratings continue to improve, and we expect ad-revenue growth to
bounce back in the coming quarters.

Pay revenues improving — Zee's pay revenue growth is accelerating, a trend that
should further intensify as DTH and set-top-box penetration pick up. 4Q FYO7 pay
revenues grew 5% yoy, driving an EBITDA margin expansion of 555 bps.

Our best play on Indian broadcasting — Zee, in our view, is the best play on
structural changes driven by increasing digitization of TV broadcasting and
improving addressability. Its pay revenue and margin profiles look set to improve
dramatically, driving a 38%EPS CAGR over FYO7-09E. We maintain our Buy/Low
Risk (1L) rating.

Figure 1. Statistical Abstract

Year to Net Profit FD EPS EPS Growth P/E DPS Yield RoE
31-Mar (Rs Mils.) (Rs) (%) (x) (Rs) (%) (%)
2005 3,123.2 16 6.2 35.2 1.1 04 262
2006 1,962.6 48 (36.2) 55.2 0.7 03 17.0
2007E 2,604.6 6.1 25.7 439 0.6 02 233
2008E 3,971.3 9.2 51.9 28.9 39 1.4 295
2009E 4,977.5 11.6 25.2 23.1 6.0 23 318

Source: Company Reports and Citigroup Investment Research estimates
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Fiscal year end 31-Mar 2005 2006 2007E 2008E 2009E
Valuation Ratios
P/E adjusted (x) 34.7 55.2 439 28.9 23.1
EV/EBITDA adjusted (x) 27.2 47.9 36.7 22.5 16.7
P/BV (x) 8.3 10.8 9.3 7.9 6.9
Dividend yield (%) 0.4 0.3 0.2 1.4 2.3
Per Share Data (Rs)
EPS adjusted 7.69 483 6.08 9.23 11.55
EPS reported 7.69 483 6.08 9.23 11.55
BVPS 32.16 24.64 28.71 33.78 38.77
DPS 1.14 0.71 0.63 3.86 6.04
Profit & Loss (RsM)
Net sales 13,079 10,511 13,802 17,121 19,756
Operating expenses -9,057 -8,309 -10,926 -12,369 -13,484
EBIT 4,022 2,202 2,876 4,752 6,272
Net interest expense -207 -222 -155 -109 -76
Non-operating/exceptionals 521 457 500 500 500
Pre-tax profit 4,336 2,437 3,221 5,143 6,696
Tax -1,023 -460 -580 -1,131 -1,674
Extraord./Min.Int./Pref.div. -140 19 0 0 0
Reported net income 3,173 1,996 2,641 4,012 5,022
Adjusted earnings 3,173 1,996 2,641 4,012 5,022
Adjusted EBITDA 4,351 2,412 3,126 5,032 6,592
Growth Rates (%)
Sales -45 -19.6 31.3 24.0 15.4
EBIT adjusted 0.8 -45.3 30.6 65.2 32.0
EBITDA adjusted 1.0 -44.6 29.6 60.9 31.0
EPS adjusted 1.3 -37.2 25.7 51.9 25.2
Cash Flow (RsM)
Operating cash flow 3,855 -1,519 -16 5,137 5,084
Depreciation/amortization 329 210 250 280 320
Net working capital 1,733 2,058 -2,485 1,052 -180
Investing cash flow -3,461 3,944 -2,508 -250 -350
Capital expenditure -45 -400 0 -250 -250
Acquisitions/disposals 0 3,734 0 0 0
Financing cash flow 51 -1,330 243 -1,736 -2,131
Borrowings 555 -868 114 -150 0
Dividends paid -529 -332 -294 -1,793 -2,809
Change in cash 445 1,094 -2,282 3,151 2,003
Balance Sheet (RsM)
Total assets 23,388 18,477 21,583 26,163 30,549
Cash & cash equivalent 1,571 2,665 416 3,576 5,590
Accounts receivable 5,344 3,987 4872 5,622 6,622
Net fixed assets 4,101 1,626 1,376 1,346 1,276
Total liabilities 9,727 7,866 8,592 10,943 13,106

For further data queries on Citigroup's full coverage Accounts payable 3'206 2'575 3’099 3'543 4'140

universe please contact CIR Data Services Asia Pacific at Total Debt 5304 4,436 4,950 4,400 4,400

CitiResearchDataServices@citigroup.com Shareholders' funds 13,661 10,611 12,991 15,219 17,443

or +852-2501-2791 Profitability/Solvency Ratios (%)
EBITDA margin adjusted 33.3 22.9 22.7 29.4 33.4
ROE adjusted 26.2 17.0 23.3 29.5 31.8

capowmd - ROIC adjusted 20.6 15.2 22.2 33.1 44.0
Net debt to equity 21.3 16.7 31.8 5.4 -6.8

dataCentral Total debt to capital 28.0 29.5 25.9 22.4 20.1
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4Q FYO7 Results
Figure 2. Zee — 4Q FY07 Results Summary

4Q FY06 4Q FY07 % Change
Advertising Revenues 1,956.0 1,848.9 -5.5
Subscription Revenues 1,757.0 1,848.6 5.2
Other Sales and Services 253.4 146.4 -42.2
Total Revenues 3,966.4 3,843.9 -3.1
Operating Expenses -3,204.9 -2,892.5 -9.7
EBITDA 761.5 951.4 24.9
EBITDA Margin (%) 192 24.8 555 bps
Other Income 125.4 176.6 40.8
Interest -20.5 -8.4 -59.0
Depreciation -101.6 -55.8 -45.1
PBT 764.8 1,063.8 39.1
Tax -88.5 -364.6 312.0
Tax Rate (%) 116 .3 2270 bps
Exceptional Item 0.0 0.0 Nm
Profit After Tax 676.3 699.2 34
Less: Minority Interest -1.7 95.4 nm
Profit After Tax and Minority Interest 668.6 794.6 18.8
Source: Company and Citigroup Investment Research
Figure 3. Zee — 4Q FY07 Cost Details

4Q FY06 4Q FYo7 % Change
Net Sales 3,966.4 3,843.9 -3.1
Programming & Operating Cost 2,098.5 1,631.5 -22.3
% of sales 52.9 424 -1046 bps
Staff Cost 259.1 291.9 12.7
% of sales 6.5 /7.6 106 bps
Selling & Other Expenses 847.3 969.1 14.4
% of sales 214 252 385 bps

Source: Company and Citigroup Investment Research
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Figure 4. Zee — 4Q FY07 Segmental Results

Revenues 4Q FY06 4Q FYo7 % Change
Content & Broadcasting 3,456.3 3,747.5 8.4
Access 618.1 0.0 -100.0
Education 69.6 96.4 38.5
Total Revenues 4,144.0 3,843.9 -1.2
Less: Inter-segment Revenues 177.6 0.0 nm
Net Revenues 3,966.4 3,843.9 -3.1
Segmental EBIT

Content & Broadcasting 604.3 888.1 47.0
Access 46.4 0.0 -100.0
Education 9.2 1.5 -18.5
Total EBIT 659.9 895.6 35.7
Segmental EBIT (%)

Content & Broadcasting 17.5 23.7 621 bps
Access 1.5 nm nm
Education 13.2 7.8 -544 bps
Total EBIT 15.9 233 738 bps

Source: Company and Citigroup Investment Research

Zee Telefilms
Company description

Zee Telefilms Limited (Zee) is India's largest vertically integrated media and
entertainment company. It has an integrated range of businesses,
encompassing the content-to-consumer value chain of media and entertainment
business. Zee has been investing heavily in new businesses, including new
channels and content.

Investment thesis

We rate Zee as Buy/Low Risk (1L). We view the recent restructuring
announcement by Zee's management in which the company is looking to split
its business into four entities as positive because this should add focus to the
business and unlock value. The restructuring allays our concerns related to
Zee's investment in DTH, which we believe would have strained Zee's balance
sheet and diverted the focus away from the core broadcasting business. In
addition, hiving off of the DTH business would increase transparency pertaining
to Zee's funding of ASC enterprises, which is the private holding entity of the
DTH business. By separating the broadcasting business from the distribution
business, Zee will likely emerge as a more focused entity, in our view.

Valuation

We are valuing Zee on a P/E multiple. We believe that P/E is the appropriate
valuation methodology, given Zee's stable earnings stream and low capital
intensity of the business. We use a 30x P/E multiple which returns a value of
Rs277 per share. Our 30x target multiple is at the higher end of the historical
trading average, which we believe is warranted given that fundamentals are
looking up as channel ratings are improving. Our target multiple of 30x factors
in: a) an improving EPS growth profile due to a pickup in advertising and pay
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revenues; b) higher ROE and free cash flow profile of Zee on account of de-

merger of distribution businesses; and ¢) maintaining a relative premium to the
Sensex.

Risks

We believe that with the restructuring, the business will become more
transparent and that the execution risk on DTH will be mitigated. As such, our
Low Risk rating is consistent with our quantitative risk-rating system, which
tracks 260-day historical share price volatility. The following factors could
negatively affect earnings and investor sentiment: inability to execute the
proposed restructuring (could be on account of regulatory issues); an economic
slowdown, which could result in a decline in advertising growth rates; the loss of
channel ratings; and an increase in competitive activity resulting in higher costs
and margin contraction. Any of these risks could impede the stock from
reaching our target price.
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Analyst Certification

|, Princy Singh, research analyst and the author of this report, hereby certify that all of the views expressed in this research report
accurately reflect my personal views about any and all of the subject issuer(s) or securities. | also certify that no part of my compensation
was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report.

Zee Telefilms (ZEE.BO)
Ratings and Target Price History - Fundamental Research Target Closing
Analyst: Princy Singh (covered since November 24 2004) INR #  Date Rating Price Price
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------- Not covered

Citigroup Global Markets Inc. or its affiliates beneficially owns 1% or more of any class of common equity securities of Zee Telefilms. This position reflects information
available as of the prior business day.

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Zee Telefilms in the past 12
months.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were
non-investment-banking, non-securities-related: Zee Telefilms.

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates ("the
Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability, which includes revenues from, among other business units, the
Private Client Division, Institutional Sales and Trading, and Investment Banking.

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citigroup Investment Research product ("the
Product"), please contact Citigroup Investment Research, 388 Greenwich Street, 29th Floor, New York, NY, 10013, Attention: Legal/Compliance. In addition, the same
important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure website at
www.citigroupgeo.com. Private Client Division clients should refer to www.smithbarney.com/research. Valuation and Risk assessments can be found in the text of the most
recent research note/report regarding the subject company. Historical disclosures (for up to the past three years) will be provided upon request.

Citigroup Investment Research Ratings Distribution

Data current as of 31 March 2007 Buy Hold Sell
Citigroup Investment Research Global Fundamental Coverage (3215) 45% 40% 15%
% of companies in each rating category that are investment banking clients 45% 42% 32%
India -- Asia Pacific (130) 58% 14% 28%
% of companies in each rating category that are investment banking clients 42% 50% 42%

Guide to Fundamental Research Investment Ratings:

Citigroup Investment Research's stock recommendations include a risk rating and an investment rating.

Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S).

Investment ratings are a function of Citigroup Investment Research's expectation of total return (forecast price appreciation and dividend yield within the next 12 months)
and risk rating.

For securities in emerging markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings are: Buy (1) (expected total return of 15% or
more for Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for
Low-Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-Risk stocks,
10% or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks).

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in target
price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price movements and/or
other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to review by Research Management.
Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after evaluating the stock's expected
performance and risk.
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Guide to Corporate Bond Research Credit Opinions and Investment Ratings:
Citigroup Investment Research's corporate bond research issuer publications include a fundamental credit opinion of Improving, Stable or Deteriorating and a
complementary risk rating of Low (L), Medium (M), High (H) or Speculative (S) regarding the credit risk of the company featured in the report. The fundamental credit
opinion reflects the CIR analyst's opinion of the direction of credit fundamentals of the issuer without respect to securities market vagaries. The fundamental credit opinion
is not geared to, but should be viewed in the context of debt ratings issued by major public debt ratings companies such as Moody's Investors Service, Standard and Poor's,
and Fitch Ratings.

CBR risk ratings are approximately equivalent to the following matrix:

Low Risk -- Triple A to Low Double A

Low to Medium Risk -- High Single A through High Triple B
Medium to High Risk -- Mid Triple B through High Double B
High to Speculative Risk -- Mid Double B and Below

The risk rating element illustrates the analyst's opinion of the relative likelihood of loss of principal when a fixed-income security issued by a company is held to maturity,
based upon both fundamental and market risk factors. Certain reports published by Citigroup Investment Research will also include investment ratings on specific issues
of companies under coverage which have been assigned fundamental credit opinions and risk ratings. Investment ratings are a function of Citigroup Investment
Research's expectations for total return, relative return (to publicly available Citigroup bond indices performance), and risk rating. These investment ratings are:
Buy/Overweight -- the bond is expected to outperform the relevant Citigroup bond market sector index (Broad Investment Grade, High Yield Market or Emerging Market),
performances of which are updated monthly and can be viewed at http://www.sd.ny.ssmb.com/ using the "Indexes" tab; Hold/Neutral Weight -- the bond is expected to
perform in line with the relevant Citigroup bond market sector index; or Sell/Underweight -- the bond is expected to underperform the relevant sector of the Citigroup
indexes.

OTHER DISCLOSURES

The subject company's share price set out on the front page of this Product is quoted as at 20 April 2007 04:00 PM on the issuer's primary market.

Within the past 5 years, Citigroup Global Markets Inc. or its affiliates has acted as manager or co manager of an offering of equity securities of Zee Telefilms.

Citigroup Global Markets Inc. or its affiliates beneficially owns 5% or more of any class of common equity securities of Zee Telefilms.

Citigroup Global Markets Inc. or its affiliates holds a long position in any class of common equity securities of Zee Telefilms.

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and may act as
principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been recommended in the
Product. The Firm regularly trades in the securities of the subject company(ies) discussed in the Product. The Firm may engage in securities transactions in a manner
inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal basis.

This Product has been modified by the author following a discussion with one or more of the named companies.

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any
insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. Although
information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may be incomplete and
condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures made in the Important Disclosures
section of the Product. The Firm's research department has received assistance from the subject company(ies) referred to in this Product including, but not limited to,
discussions with management of the subject company(ies). Firm policy prohibits research analysts from sending draft research to subject companies. However, it should
be presumed that the author of the Product has had discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and
estimates constitute the judgment of the author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without
notice. Prices and availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the
companies discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citigroup Investment Research does not set
a predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citigroup Investment Research to provide research coverage
of the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The Product is for
informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in the
Product must take into account existing public information on such security or any registered prospectus.

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting
requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign companies are generally not
subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of some foreign companies may be less liquid and
their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate movements may have an adverse effect on the value of an investment in
a foreign stock and its corresponding dividend payment for U.S. investors. Net dividends to ADR investors are estimated, using withholding tax rates conventions, deemed
accurate, but investors are urged to consult their tax advisor for exact dividend computations. Investors who have received the Product from the Firm may be prohibited in
certain states or other jurisdictions from purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details.
Citigroup Global Markets Inc. takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product
may be placed only through Citigroup Global Markets Inc.

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed by. The Product is made
available in Australia to wholesale clients through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992) and to retail clients through
Citigroup Wealth Advisors Pty Ltd. (ABN 19 009 145 555 and AFSL No. 240813), Participants of the ASX Group and regulated by the Australian Securities & Investments
Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 2000. The Product is made available in Australia to Private Banking wholesale clients through Citigroup Pty
Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Pty Limited provides all financial product advice to Australian Private Banking wholesale clients through
bankers and relationship managers. If there is any doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the
Citigroup Private Bank in Australia. Citigroup companies may compensate affiliates and their representatives for providing products and services to clients. If the Product
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is being made available in certain provinces of Canada by Citigroup Global Markets (Canada) Inc. (“CGM Canada”), CGM Canada has approved the Product. Citigroup
Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J 2M3. The Product may not be distributed to private clients in Germany. The Product is distributed in Germany
by Citigroup Global Markets Deutschland AG & Co. KGaA, which is regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin). Frankfurt am Main, Reuterweg
16, 60323 Frankfurt am Main. If the Product is made available in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Ltd., it is attributable to Citigroup Global
Markets Asia Ltd., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong. Citigroup Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures
Commission. If the Product is made available in Hong Kong by The Citigroup Private Bank to its clients, it is attributable to Citibank N.A., Citibank Tower, Citibank Plaza, 3
Garden Road, Hong Kong. The Citigroup Private Bank and Citibank N.A. is regulated by the Hong Kong Monetary Authority. The Product is made available in India by
Citigroup Global Markets India Private Limited, which is regulated by Securities and Exchange Board of India. Bakhtawar, Nariman Point, Mumbai 400-021. If the Product
was prepared by Citigroup Investment Research and distributed in Japan by Nikko Citigroup Ltd., it is being so distributed under license. Nikko Citigroup Limited is
regulated by Financial Services Agency, Securities and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka
Securities Exchange. Akasaka Park Building, 2-20, Akasaka 5-chome, Minato-ku, Tokyo 107-6122. The Product is made available in Korea by Citigroup Global Markets
Korea Securities Ltd., which is regulated by Financial Supervisory Commission and the Financial Supervisory Service. Hungkuk Life Insurance Building, 226 Shinmunno
1-GA, Jongno-Gu, Seoul, 110-061. The Product is made available in Malaysia by Citigroup Global Markets Malaysia Sdn Bhd, which is regulated by Malaysia Securities
Commission. Menara Citibank, 165 Jalan Ampang, Kuala Lumpur, 50450. The Product is made available in Mexico by Acciones y Valores Banamex, S.A. De C. V., Casa de
Bolsa, which is regulated by Comision Nacional Bancaria y de Valores. Reforma 398, Col. Juarez, 06600 Mexico, D.F. In New Zealand the Product is made available through
Citigroup Global Markets New Zealand Ltd., a Participant of the New Zealand Exchange Limited and regulated by the New Zealand Securities Commission. Level 19, Mobile
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Russian Federation through ZAQ Citibank, which is licensed to carry out banking activities in the Russian Federation in accordance with the general banking license issued
by the Central Bank of the Russian Federation and brokerage activities in accordance with the license issued by the Federal Service for Financial Markets. Neither the
Product nor any information contained in the Product shall be considered as advertising the securities mentioned in this report within the territory of the Russian Federation
or outside the Russian Federation. The Product does not constitute an appraisal within the meaning of the Federal Law of the Russian Federation of 29 July 1998 No.
135-FZ (as amended) On Appraisal Activities in the Russian Federation. 8-10 Gasheka Street, 125047 Moscow. The Product is made available in Singapore through
Citigroup Global Markets Singapore Pte. Ltd., a Capital Markets Services Licence holder, and regulated by Monetary Authority of Singapore. 1 Temasek Avenue, #39-02
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