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Mahindra & Mahindra (MAHM.BO)
Buy: Sep Sales — UV Growth Moderates; Tractor Sales Still Weak

Sep sales +11% Y/Y — UV sales rose 12% Y/Y offsetting the weak tractor sales

(-11% Y/Y). Scorpio sales rose a modest 6% Y/Y; excluding Scorpio, UV sales
grew by 14% Y/Y.

Tractor sales declined 11% Y/Y — Domestic sales declined significantly by
10% Y/Y primarily due to poor sales in the western region (forms ~30% of
MM's total sales). Management stated industry degrew 20% over the month
due to tightening of credit by banks and high interest rates (~10-10.5%).
Management expects flat tractor sales growth in FYO8 and forecasts sales will
revive in 3QFY08, driven by good monsoons and easing of credit to farmers.

Initiatives at Punjab Tractors —Management stated that Rsl.4bn has been

recovered from the >Rsbbn outstanding amount from debtors. The entire
amount is expected to be recovered from debtors over the next 2 years.

Margins to improve at Systech — Press reports suggest that (source: ET)

Systech is looking at acquisitions in the US and Europe to reach its $1 billion
target by FY09. Management expects margins to improve by 200 bps in the
next 3 years driven by cost reduction initiatives.

Maintain Buy (1L) — Key downside risks: hardening interest rates, input cost
pressures, and decline in the market value of principal subsidiaries (on which
our sum-of-parts target price is derived).

Buy/Low Risk

Price (01 Oct 07)

Target price

Expected share price return
Expected dividend yield
Expected total return

Market Cap

1L
Rs759.20
Rs945.00
24.5%
1.4%
25.9%
Rs186,406M
US$4,700M
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Figure 1. M&M- September 2007 Sales

Sep-07 % change % change FY08 YTD % chg

Nos yoy over Aug Nos yoy

Uvs 12,246 11.7 6.5 66,478 21.6

LCVs 930 25.3 11.8 5,473 39.6

3-wheelers 3,208 1.5 12.2 16,453 6.4

Exports (Auto sector) 1,302 23.4 56.7 5,196 21.0
Logan 2,185 12,494

Auto division 19,871 24.8 8.8 106,094 35.8

Tractors (Dom + Exp) 8,668 (10.9) 31.9 49,518 (2.8)

Total 28,539 1.3 14.9 155,612 20.6

Source: Company
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Mahindra & Mahindra

Company description

Mahindra and Mahindra manufactures utility vehicles, light commercial
vehicles and tractors. It has recently entered the three-wheeler segment. M&M
is the market leader in both the utility vehicle and tractor segments.

Investment strategy

We rate M&M shares Buy / Low Risk (1L) with a target price of Rs945. Tractor
sales are benefiting from relatively low penetration levels and the government’s
emphasis on increasing credit to the agriculture sector. Apart from dominance
of the lower end of the market, where competition has been limited, M&M’s
utility vehicle business is also benefiting from product initiatives, particularly
the launch of the Scorpio and Bolero models and variants of these, which have
enabled M&M to tap into the urban markets for passenger vehicles. Moreover,
we also recognize management's efforts to retain market share within segments
like three-wheelers, given the stiff competition in this segment. We remain
positive on management’s efforts to de-risk from the local market by pursuing
sales in select international markets. The target is to raise international sales
from around 10% at present to 20% over the next three years. Their efforts
have met with substantial success particularly in the tractor segment, wherein
they are currently ranked No. 4 (in terms of unit sales) globally. The substantial
value of the company’s real estate and investment holdings (particularly in the
information technology business through Tech Mahindra and in the financial
services business through M&M Financial Services) should

provide downside support (especially with increasing dividends from key
subsidiaries). Given recent initiatives to unlock value in subsidiaries - MMFSL
and Tech Mahindra being the primary examples — we incorporate the value of
key subsidiaries within our sum-of-parts valuation.

Valuation

Our target price of Rs945 is based on a sum-of-parts methodology. We value
M&M's core business at Rs468 (9x FYOQE core CEPS). We also incorporate
value for M&M's listed subsidiaries (Rs378/share), its auto component
business (Rsb57/share) and M&M's investments in other subsidiaries (including
Mahindra Holidays at Rs41/share). Our core multiple of 9x, is supported by an
11% CAGR in core cash earnings (excluding dividends from group companies)
for M&M over FYO7E-O9E. We value the key subsidiaries / associates / auto
component initiatives at Rs477/share. At our core target price (of Rs468) the
stock would trade at around 10.2x FYOS8E core EPS (excluding dividends from
subsidiaries) and should be supported by 11% CAGR in earnings over FYO7E-
09E. We have chosen to use P/CEPS as our primary valuation metric to ensure
proper comparison with historical trading bands — the company is undertaking
a significant product development and capital expenditure program, and also
undertook a restructuring of the balance sheet in FYO2. We believe valuations
will also be supported by: a) management’s continued efforts to unleash value
from investments in group concerns (we believe that the listing of the group's
hotel / resorts venture is next on the anvil); and b) new initiatives announced in
the passenger cars, commercial vehicles and auto

components segments, which should fructify over the next 2-3 years.
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Risks

We rate M&M shares Low Risk, in-line with our quantitative model which tracks
260-day historical share price volatility. Key Risk factors to our investment
thesis which could prevent the shares from reaching our target price include:
Any substantial rise in interest rates that could curb demand for farm
equipment and utility vehicles. Given M&M’s strong dependence on the rural
economy (a substantial part of the demand for their products emanates
herein), any weak trend in the prices of agricultural commodities could also
impact demand and sales. Escalating competition within the UV segment,
which might lead to an increase in discounts and result in margin pressure.
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Analyst Certification

Each research analyst(s), strategist(s) or research associate(s) responsible for the preparation and content of this research report hereby certifies that, with
respect to each issuer or security that the research analyst, strategist or research associate covers in this research report, all of the views expressed in this
research report accurately reflect their personal views about those issuer(s) or securities. Each research analyst(s) strategist(s) or research associate(s) also
certify that no part of their compensation was, is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) expressed by that research
analyst, strategist or research associate in this research report.
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Mahindra & Mahindra (MAHM.BO)

Ratings and Target Price History - Fundamental Research Target Closing

Analyst: Jamshed Dadabhoy (covered since March 1 2006) INR #  Date Rating Price Price

: : : 1:28 Jul 05 *1IL  *371.00 NA

2: 4Jun 06 1L  *702.00 604.10
3:18 Feb 07 1L  *1,032.00 892.70
4: 5 Jul 07 1L *945.00 769.20

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

Within the past 12 months, Citigroup Global Markets Inc. or its affiliates has acted as manager or co-manager of an offering of securities of Mahindra & Mahindra.

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from Mahindra & Mahindra.

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

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as investment banking client(s): Mahindra & Mahindra.

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, securities-related: Mahindra & Mahindra.

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: Mahindra & Mahindra.

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 Citi Investment Research product (“the Product"),
please contact Citi 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.

Citi Investment Research Ratings Distribution

Data current as of 30 September 2007 Buy Hold Sell
Citi Investment Research Global Fundamental Coverage (3358) 50% 38% 12%
% of companies in each rating category that are investment banking clients 53% 55% 42%

Guide to Fundamental Research Investment Ratings:
Citi 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).
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Investment ratings are a function of Citi 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.

Guide to Corporate Bond Research Credit Opinions and Investment Ratings:

Citi 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 Citi 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 Citi 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://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 01 October 2007 04:00 PM on the issuer's primary market.

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.

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 Citi Investment Research does not set a
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citi 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 Citi
Smith Barney 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. The Product is made available
in Brazil by Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comissao de Valores Mobiliarios, BACEN - Brazilian Central Bank,
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