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Jun-07 Quarter Results Preview

m Sensex ex-oil profit growth expected at 25% — Jun-07 quarter will mark the first
quarter where significant INR appreciation, higher interest rates and credit Ratnesh Kumar!

moderation will show up in corporate results. Despite those challenges, we still +91‘22‘5631‘988.8.
expect overall margins to hold and a solid quarter with Sensex ex-oil profits ~ ratnesh.kumar@citi.com
expected to rise 25% yoy (Citi ex oil expected up 23.7%). Tirthankar Patnaik!

tirthankar.patnaik@citi.com
m INR appreciation and some top-line growth moderation — INR appreciated by

6.4% vs. US$ in Jun-07 quarter, which will weigh on margins of exporters. On the
flipside, companies with forex debt will have significant gains. Base effect, higher
interest rates and slowing credit will result in slightly slower sales growth.

m Expected sector leader and laggards — Profit growth leaders will be Telecoms
(+100% yoy), Cement (+38%), Media (+32%) and Capital Goods (+31%). Key
Banks and IT services sectors will also do well despite multiple challenges and
should deliver the market average 25% profit growth. Key laggard sectors are likely
to be Autos, Sugar, Metals and Textiles.

m Result season likely to be neutral or positive for earnings forecasts — We currently
expect 15-16% ex-oil earnings growth for India in FYO8 and FY09. A solid result
season and near the end of rate hikes will either help keep those growth forecasts
or help them higher. We do not see a risk of overall downward revisions.

Figure 1. Sectoral Jun-07 Quarter Profit Growth (Percent YoY)

10p 7100 3
38
g 3232 3L 3L 28 25 24 12 16 15 12 5
- -7
i » 7} 1< 2 -77
Wie 858225 E 82 88828 8
U‘VEwwc"-"-‘)'—u_ E = B 5 I
gamgﬁwgfx2>£m5§<m
2 5 © 3= s = g%ué s =
= a @ = 5 =
< 2 D
o S =
8 s
@
a

Source: Citigroup Investment Research

See Appendix A-1 for Analyst Certification and important disclosures.

Citigroup Research is a division of Citigroup Global Markets Inc. (the "Firm"), which does and seeks to do business with companies covered in its research reports. As a result,
investors should be aware that the Firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in
making their investment decision. Non-US research analysts who have prepared this report are not registered/qualified as research analysts with the NYSE and/or NASD. Such
research analysts may not be associated persons of the member organization and therefore may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on
communications with a subject company, public appearances and trading securities held by a research analyst account.

ICitigroup Global Markets India Private Limited

Citigroup Global Markets | Equity Research




India Equity Strategy
2 July 2007

Jun-07 Quarter Results Preview

Jun-07 quarter will be the first full quarter to feel the impact of a significant
currency appreciation and higher interest rates. Notwithstanding these
challenges and others (like wage inflation), we expect overall margins to hold
and a solid 25% yoy rise in Jun-07 quarter profits for Sensex ex-oil.

Sensex ex-oil profit growth expected at 25% yoy

The soon to start Jun-2007 quarter results are expected to be solid per Citi
analyst estimates. We expect Sensex ex-oil profits to rise 25% yoy. Growth
expectations for the larger Citi India universe ex-oil are similar. Please refer to
Figure-2 below.

Figure 2. India Quarterly Profit Growth by Sector (Percent YoY)

FY06 FY07 FY08
Year to 31 March 1Q 2Q 3Q 4Q 1Q 2Q 3Q 40  1QE
Sensex 303 221 127 114 291 264 A17 304 214
Sensex - ex-0il 27.0 22.0 13.1 253 305 345 480 365 25.0
Citigroup Universe (142 companies) 85 135 47 426 244 519 55.0 119 247
Citigroup Universe - ex-0il 233 183 21.7 31.0 324 441 A58 328 237
Autos 294 294 313 307 49.0 340 245 141 -7.2
Banks/Fin 1.5 133 242 174 -22 178 208 213 248
Brokerages 436.2 398.7 2329 1748 859 387 36.0 533 833
Capital Goods 852 37.1 107.9 941 1224 1183 59.8 337 313
Cement 23.2 43 24 76.0 1043 1523 2519 61.1 379
Consumer/FMCG 21.0 181 278 235 242 354 178 245 173
Hotels NA NA 197 553 63.2 678 740 835 282
IT Services 188 241 279 474 472 482 442 438 245
Media 6.3 -385 -77.6 -30.7 -27.8 -21.6 4596 35 318
Metals 325 149 317 604 621 727 520 223 5.9
0il & Gas -32.6 1.5 -393 745 -16.2 746 103.0 -31.2 321
Petrochem/chemicals 70.4 350 -20.3 -146 -2.8 9.9 556 148 147
Pharma 11.3 -16.6 9.8 515 388 916 726 1162 307
Power 247 115 114 179 192 205 211 177 157
Sugar 3189 683 159 85,3 39.1 1184 -43.1 -83.6 -77.2
Telecom 224 272 347 432 2379 171.8 138.0 953 1005
Textiles 3059 100.8 117.2 374 104 937 162 -135 115

Source: Citigroup Investment Research

Profit growth leading sectors during the quarter are likely to be Telecoms,
Cement, Media and Capital Goods. Banks and IT services will also do well
despite multiple challenges and both should deliver market-average 25% profit
growth. Qil sector’s profit growth will be as usual contingent on receipt/accrual
of oil bonds.

Lagging behind this quarter will be Sugar, Autos and Metals.
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Figure 3. India Quarterly Sales Growth by Sector (Percent YoY)

FY06 FYo07 FYo08
Sales 1Q 2Q 3Q 4Q 1Q 2Q 3Q 40 1QE
Sensex 232 225 160 243 306 294 346 21.1 172
Sensex - ex-0il 262 252 182 284 301 322 360 231 189
Citigroup Universe 162 21.6 244 312 346 400 289 17.7 10.6
Citigroup Universe - ex-0il 229 284 312 350 365 397 337 259 197
Autos 144 191 205 307 366 371 260 13.9 3.1
Banks/Fin 27.8 159 165 143 202 262 266 29.2 21.0
Brokerages 527.5 304.0 194.8 1446 102.6 56.7 740 99.2 787
Capital Goods -123 272 796 57.0 773 939 39.0 413 335
Cement 39.8 298 333 478 282 304 492 38.0 277
Consumer/FMCG 16.8  49.0 604 522 591 315 240 341 188
Hotels NA NA 193 108 27.2 238 257 344 242
IT Services 40.1 375 46.0 486 450 474 408 396 28.1
Media 82 -35 114 23 119 381 10.6 na Na
Metals 11.7 128 364 50.0 736 57.0 342 211 138
Oil & Gas 9.2 145 171 267 324 403 231 7.5 -03
Petrochem/chemicals 259 299 40 193 209 343 430 55 107
Pharma 23.2 78 182 260 215 509 385 541 29.0
Power 11.6 151 192 112 181 156 187 209 203
Sugar 1324 486 487 1345 463 624 8.7 239 217
Telecom 209 226 254 226 407 309 413 319 335
Textiles 253 340 57.0 377 269 348 156 18.0 243

Source: Citigroup Investment Research

We expect slight moderation in sales growth as base effect, higher interest rates,
slower credit and INR appreciation kick in. Overall net sales growth will still be
healthy around 18-19%.

Margin surprises can be one of the most significant drivers of profit surprises.
Despite the headwinds of currency appreciation, slightly slower top-line growth
and cost inflation (notably wages), we expect margins to hold overall.

Figure 4. Forecast 1QFYO8E EBITDA Margin Changes (bps)
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Source: Citigroup Investment Research
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Sectors likely to see significant margin expansions yoy are Media, Cement,
Telecom and Hotels. Those with big margin declines are likely to be Sugar,
Metals and Textiles.

Earnings Revision Index for India took a significant dip down in 1Q and 2Q 2007
due to tightening liquidity, rate hikes and currency appreciation. We do believe
the current 15-16% profit growth for FYO8 and FYQ9 do already build in those
factors and the upcoming quarterly results season’s impact on longer-term
earnings forecast will be neutral to positive.

Figure 5. India 3-month Earnings Revision Index
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Source: IBES Note: Earnings Revisions Index = (Number of companies with earnings being revised up -
Number of companies being revised down)/Total number of companies being revised

Select Sector Notes

Autos -- Expected to be one of the worst hit sectors from top-line deceleration due
to base effect, higher interest rates and tighter liquidity. CV volumes have declined
yoy, while car volume growth is also expected to be a moderate 5%. Motorcycles
and LCVs steadier at around 10-11%. Despite INR appreciation, auto ancillary
exporters expected to do well due to exposure to non-USD markets like Europe.

Banks — Loan growth slowed, but should still be healthy for the quarter at around
27%. Lending rate hikes will help keep margins steady. Low base effect will help
profit growth of larger state-owned banks. Higher bond yields may throw some
mark-to-market surprises.

Capital Goods — Continued strong order flow and order execution momentum to
keep earnings growth robust here. Construction companies will be accounting
for adverse 80-IA tax change and some of them may chose to restate earlier
year’s numbers as well for better comparisons.

Cement — Despite government intervention in pricing, average prices should still
be up 10-11% yoy, driving better margins and strong profits.

Consumer — Steady top-line growth. Easing of margin pressure in food &
beverages as agri input prices cooled off. Continued margin pressure in home
and personal care segment due to higher palm oil and chemical prices.
Cigarrette volumes could see significant tapering off due to VAT imposition by
various state governments. Retailing profit growth expected to remain robust on
volume expansion, although some cost pressures are building up in wages and
property rentals.
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IT Services — Currency appreciation of 6.4% during the quarter and wage hikes
for many companies will weigh on margins. Visa costs will also come in during
the quarter. Strong volume growth (7-9% qogq for large companies) will be the
prime driver of 25% profit growth for the sector.

Metals — Aluminum saw lower domestic prices yoy due to currency appreciation.
Steel profitability better this quarter due to 10-11% higher prices.

0il & Gas/ Chemicals — We have assumed no accrual of oil bonds during the
quarter, as was the case last year. Secular growth stories —i.e., upstream
services and gas distributors — to do well. Refining margins bounced back
significantly, to US$9/bbl during the quarter (vs. US$6.8/bbl in Mar-07 quarter).

Pharma - Sector to see positive impact of acquisitions and low base. Also, with
many companies sitting with US$ debt/convertibles, pharma will be one of the
few sectors to be a positive beneficiary of currency appreciation.

Telecom — Strong momentum on subscriber addition sustained at 6.1m/month.
Margins will expand a bit further on scale economies and operating leverage.
Another sector with significant foreign exchange gain on INR appreciation due
to forex debt with companies.
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Appendix A-1

Analyst Certification

|, Ratnesh Kumar, 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.

IMPORTANT DISCLOSURES

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 30 June 2007 Buy Hold Sell
Citigroup Investment Research Global Fundamental Coverage (3328) 46% 39% 15%
% of companies in each rating category that are investment banking clients 71% 70% 69%

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 developed markets (US, UK, Europe, Japan, and Australia/New Zealand), investment ratings are: Buy (1) (expected total return of 10% or more for Low-Risk
stocks, 15% or more for Medium-Risk stocks, 20% or more for High-Risk stocks, and 35% or more for Speculative stocks); Hold (2) (0%-10% for Low-Risk stocks, 0%-15%
for Medium-Risk stocks, 0%-20% for High-Risk stocks, and 0%-35% for Speculative stocks); and Sell (3) (negative total return).

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:

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

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,
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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
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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
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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
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