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Sell: Too Many Unanswered Questions

Still a Sell — Ibulls' stock price has corrected almost 90% from its peak and
current valuations are at historic lows (0.6x P/BV, 4x P/E). However, we believe
the stock is likely to continue to underperform in the current environment,
given: a) Asset quality concerns; b) Funding is wholesale, availability and cost
challenges; c¢) Increasing dependence on investment gains; d) Sharp drop in
fees recently.

Reducing Earnings, Target Price; Maintain Sell — We reduce earnings 28-37%
over FY09-11E to factor in lower asset growth and fee incomes. We cut target
price to Rs87 (Rs230), valuing the stock at 0.6x 1yr fwd P/BV (1.5x P/BV).

Asset Quality: Little Comfort — Ibulls' loan mix is weighed towards higher risk
segments — real estate (60%), margin finance (15%), SMEs (10%) and CVs
(8%) — suggesting its better than peers' asset quality could be under pressure.

Wholesale Funded: Non-Bank model facing challenges — Ibulls' leverage is
relatively low (2.4x), but its funding is fully wholesale. Increasing redemption
pressures for MFs (20%+ of borrowings), availability and costs will be tighter.

Investment Gains: Too high to be sustainable — 64% of Ibulls pre-tax income
(17% of total revenues) in 2Q09 came from realised investment gains, despite
unrealized losses of about Rs1.4bn in March08 on the investment portfolio. We
believe these levels are unsustainable and represent downside earnings risk.

Fees: Sharp drop in 2Q is a concern— Ibulls' fee incomes dropped in 2Q (-87%
goq), reflecting drop in distribution and processing fees - an area of concern.
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Statistical Abstract

Year to Net Profit Diluted EPS  EPS growth P/E P/B ROE Yield
31 Mar (RsM) (Rs) (%) (x) (x) (%) (%)
2007A 3,806 19.81 293 4.8 1.2 26.8 3.2
2008A 5,637 24.23 223 4.0 0.7 23.7 8.9
2009E 5318 20.69 -14.6 4.6 0.7 15.7 8.9
2010E 6,207 24.15 16.7 4.0 0.6 16.7 8.9
2011E 7,247 28.20 16.8 3.4 0.6 17.4 8.9

Source: Powered by dataCentral
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Fiscal year end 31-Mar 2007 2008 2009E 2010E 2011E
Valuation Ratios
P/E adjusted (x) 4.8 4.0 4.6 4.0 34
P/E reported (x) 4.8 4.0 4.6 4.0 34
P/BV (x) 1.2 0.7 0.7 0.6 0.6
P/Adjusted BV diluted (x) 1.3 0.8 0.7 0.6 0.6
Dividend yield (%) 3.2 8.9 8.9 8.9 8.9
Per Share Data (Rs)
EPS adjusted 19.81 24.23 20.69 24.15 28.20
EPS reported 19.81 24.23 20.69 24.15 28.20
BVPS 82.56 128.20 139.62 154.55 173.59
Tangible BVPS 82.56 128.20 139.62 154.55 173.59
Adjusted BVPS diluted 72.62 126.40 137.67 152.39 171.15
DPS 3.02 8.50 8.50 8.50 8.50
Profit & Loss (RsM)
Net interest income 6,449 8,377 11,116 13,334 15,828
Fees and commissions 2,333 0 0 0 0
Other operating Income 2,379 4,599 3,861 4,782 5,741
Total operating income 11,161 12,976 14,977 18,116 21,569
Total operating expenses -3,809 -3,627 -5,743 -7,099 -8,533
Oper. profit hef. provisions 1,352 9,349 9,234 11,017 13,036
Bad debt provisions -722 -1,039 -1,085 -1,527 -1,977
Non-operating/exceptionals 0 0 0 0 0
Pre-tax profit 6,631 8,310 8,149 9,490 11,059
Tax -2,197 -2,504 -2,746 -3,198 -3,727
Extraord./Min. Int./Pref. Div. -628 -169 -85 -85 -85
Attributable profit 3,806 5,637 5,318 6,207 1,241
Adjusted earnings 3,806 5,637 5,318 6,207 7,247
Growth Rates (%)
EPS adjusted 29.3 22.3 -14.6 16.7 16.8
Oper. profit bef. prov. 90.8 27.2 -1.2 19.3 18.3
Balance Sheet (RsM)
Total assets 40,611 161,771 126,063 145,058 181,764
Avg interest earning assets 30,870 99,017 142,206 133,317 163,406
Customer loans 23,872 83,039 94,347 117,276 152,238
Gross NPLs 0 0 0 0 0
Liah. & shar. funds 40,611 161,771 126,063 145,058 181,764
Total customer deposits 0 0 0 0 0
Reserve for loan losses 0 0 0 0 0
Shareholders' equity 15,131 32,489 35,384 39,167 43,991
Profitability/Solvency Ratios (%)
ROE adjusted 26.8 23.7 15.7 16.7 17.4
For further data queries on Citi's full coverage universe Net interest margin 20.89 8.46 7.82 10.00 9.69
lease contact CIR Data Services Asia Pacific at . :
E)Ig[iataServicesAsiaPacific@citi.com or +852-2501- ggzth/lggst[?aevzzge assets ﬁé zgg 328 Sgg 32(15
NPLs/customer loans 0.0 0.0 0.0 0.0 0.0
Reserve for loan losses/NPLs na na na na na
‘ Bad debt prov./avg. cust. loans 4.0 1.9 1.2 14 1.5
@ Powered by: Loans/deposit ratio na na na na na
dataCentral Tier 1 capital ratio na na na na na
Total capital ratio na na na na na




Indiabulls (IBUL.BO)
6 December 2008

Multiple Concerns — Reducing Earnings, Target Price

We are reducing our earnings estimates for Indiabulls 28-37% over FY0O9-11E
to reflect slower asset growth (though at over 30% for FYO9E still high relative
to the industry), increasing provisioning charges and drop in fee incomes. This
is, however, partly offset by high realised gains on the investment portfolio.

Figure 1. Earnings Revision Summary

Net Profit (RsM) EPS DPS
0ld New % change 0ld New % change 0ld New
FYO9E 7,437 5,318 -28.5 28.9 20.7 -28.5 9.0 8.5
FY10E 9,431 6,207 -34.2 36.7 24.1 -34.2 9.5 8.5
FYL1E 11,478.8 7,247 -36.9 44.7 28.2 -36.9 10.0 8.5

Source: Citi Investment Research

Figure 2. Composition of Loan Portfolio (%)
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Fundamentally, we believe Indiabulls' business continues to face multiple
challenges over the near to medium term — a) Asset quality — its loan is
predominantly skewed towards relatively higher risk segments; b) Funding —
wholesale funded, non-banking platforms are globally (and in the domestic
context) facing significant challenges in terms of availability and cost of
incremental funding; c¢) Dependence on investment gains — over 60% of pre-
tax income in the previous quarter was on account of realised investment
gains, which in our view is unsustainably high; and d) Fee incomes — sharp
slowdown evidenced in 2Q09; while we are currently treating it as an
aberration, it is another area of concern for now.

We reduce our target price to Rs87 per share, valuing the company at 0.6x 1 yr
Fwd P/BV to reflect the challenges it faces in the current environment. Also we
continue to avoid valuing its proposed new ventures (commodity exchange, life
insurance and asset management) as they are yet to start operations.
Moreover, they are likely to draw on the parent's capital for funding (which can
be continuous as in the case of life insurance), increasing effective leverage for
the parent.

Loan Composition provides little comfort on quality

Indiabulls' loan mix, in our view, is skewed towards relatively higher risk
segments — real estate loans (60%), margin finance (15%), SMEs (10%) and
commercial vehicles (8%). So far, Indiabulls' asset quality performance has
been significantly above industry levels - even for the small ticket personal loan
segment which has seen close to double digit NPLs for some of the larger
institutions in the country. However, we believe, Indiabulls' loan book is also
not yet fully seasoned due to relatively strong historical growth (still over 100%
yoy despite the sharp deceleration in the last couple of quarters). We therefore
remain cautious of asset quality performance and expect incremental
pressures to rise, leading to an increase in provisioning levels.

We are also lowering our loan growth estimates to 31% for FYO9E and 27%p.a.
for FY09-11E (54% for FYO9E and 40% p.a. in FY09-11E). However, these still
remain fairly high relative to the economic and industry growth environment
and could have further downsides.
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Figure 3. Indiabulls — Total Loans (LHS, Rsm) and Loan Growth (RHS, %) Figure 4. Indiabulls — NPLs (LHS, Rsm) and NPL Ratio (RHS, %)
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Funding — Wholesale, Availability and Cost Challenges

Indiabulls operates on a finance company platform with no access to retail
deposits and is therefore fully dependent on wholesale finance. While interest
rates recently have started coming off (likely to decline some more), we believe
that liquidity in the domestic system is likely to remain tight and cost of funding
will also remain relatively high.

About 20% of Indiabulls' borrowings are from Mutual Funds / Commercial
Paper (usually MFs have been large investors in CPs). Over the last few months
— MFs have not been rolling over a large portion of their loans due to significant
redemption pressures on them. As these are also relatively short term loans,
this will put pressure on Indiabulls due to the availability and the cost of
refinancing of these borrowings. In addition, Indiabulls was recently shifting to
more longer term loan from the banks, which could possibly lock them in for a
longer duration at the peak of the interest rate cycle.

Investment Gains — Increasing Earnings Risk

Indiabulls' realised investment gains (surprisingly) increased to Rs1.1bn in
2Q09 and formed 17% of total revenues and 64% of pre-tax earnings. This is
particularly surprising as the company had reported unrealized losses of about
Rs1.4bn in the investment portfolio as at March 2008 (the broader market has
declined 41% during this period). Investment gains as a proportion of pre-tax
earnings have increased sharply over the last few quarters (20% in FY08, 64%
currently) and we believe is unsustainable at current levels. While we have
increased our estimates for investment gains for 2H09, in our view, continued
volatility and persistent equity market weakness could result in a significant
earnings risk for the company going forward.
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Figure 5. Realised Investment Gains as Proportion of Revenues and Profit Before Tax (Rsm, %)
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Sharp drop in fees; Is it an aberration?

Indiabulls' fee incomes dropped 87% qoqg in 2Q09 — while this may be an
aberration (and we are currently treating it as such) — it does raise concerns on
the sustainability of future revenues. Ibulls' fee revenues have been coming
from third party distribution of financial products (insurance and mutual funds)
and loan processing fees. A combination of weaker capital markets and sharp
decline in fresh loan disbursals has led to a steep decline in fees. We do not
expect a quick recovery in either of these and therefore it remains an overhang
on Ibulls' earnings profile.

Figure 6. Fees have dipped sharply (Rsm, %)
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Indiabulls

Company description

Sameer Gehlaut (CEO), Rajiv Rattan (CFO) and Saurabh Mittal (Director),
founded Indiabulls (IBFSL) in 2000. The company and its subsidiaries are
engaged in lending activities, offering personal loans, mortgages, commercial
credit and loans against securities. It also undertakes third-party insurance
product sales and distribution. Indiabulls is seeking to diversify into commodity
exchanges, asset management and life insurance manufacturing. IBFSL listed
on the Indian stock exchanges in Sep 2004.

Investment strategy

We rate Indiabulls shares as Sell/High Risk (3H). Indiabulls has aggressively
entered new business areas: mid-market consumer financing, SME loans, IPO
financing and loans against property. Growth in the consumer finance
businesses has been strong. Potentially high-return, high-risk ventures, these
businesses are in the stage of building up aggressively. However, we see
potential pressures in these businesses due to a) higher interest rates and tight
liquidity environment, b) lower economic growth, and c) increased
environmental risks to asset quality. Indiabulls operates off a wholesale funding
platform which suffers in a rising interest rate environment due to higher costs
and availability. Indiabulls has been growing its asset portfolio very aggressively
and a significant proportion of its loans are from SME, commercial vehicle
loans and loan against shares and property. Growth in this portfolio is highly
leveraged to strong growth in the domestic economy and capital markets —
current deceleration in growth would likely result in a sharp decline in its
growth rates. Also, in a rising rate environment, there are significant risks to
asset quality, especially in the SME, commercial vehicles and loans against
property segments, which is another source of risk for Indiabulls.

Valuation

Our target price on Indiabulls is Rs87. Our target price is based on 0.6x 1yr
Fwd PBYV for the financing businesses. Our target multiple is at a significant
discount to other private sector banks (HDBK, Axis, Yes Bank) and best of
breed non-banking finance companies (IDFC) due to its fully wholesale funded
model, aggressive growth rates (raising asset quality risks), relatively higher
yields and significant SME, real estate and capital markets exposure.

Risks

We rate Indiabulls High Risk in-line with our quantitative risk-rating system,
which tracks 260-day historical share price volatility. The rating is also due to
the demerger of its securities business (reduces revenue diversification), its
dependence on wholesale funding (current rising interest rates are likely to
raise funding costs, reduce availability) and increasing leverage. Moreover,
Ibull's asset quality is also fundamentally under pressure due to a higher
interest rate environment. Specific upside risks to our target price include a)
decline in interest rates or easy liquidity environment, b) reversal in the asset
quality environment, c¢) higher than expected margins on the lending portfolio,
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and d) faster than expected scale up / value accretion in announced new
business ventures (life insurance, commodity exchange, asset management).
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Citibank Tower, Bapindo Plaza, JI. Jend. Sudirman Kav. 54-55, Jakarta 12190. Neither this Product nor any copy hereof may be distributed in Indonesia or to any Indonesian
citizens wherever they are domiciled or to Indonesian residents except in compliance with applicable capital market laws and regulations. This Product is not an offer of
securities in Indonesia. The securities referred to in this Product have not been registered with the Capital Market and Financial Institutions Supervisory Agency (BAPEPAM-
LK) pursuant to relevant capital market laws and regulations, and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian citizens
through a public offering or in circumstances which constitute an offer within the meaning of the Indonesian capital market laws and regulations. The Product is made
available in Italy by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. Foro Buonaparte 16, Milan, 20121, ltaly. If the
Product was prepared by Citi Investment Research and distributed in Japan by Nikko Citigroup Limited ("NCL"), it is being so distributed under license. If the Product was
prepared by NCL and distributed by Nikko Cordial Securities Inc. or Citigroup Global Markets Inc. it is being so distributed under license. NCL is regulated by Financial
Services Agency, Securities and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange. Shin-
Marunouchi Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. In the event that an error is found in an NCL research report, a revised version will be posted
on Citi Investment Research's Global Equities Online (GEQ) website. If you have questions regarding GEO, please call (81 3) 6270-3019 for help. 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, Integrante del Grupo Financiero Banamex ("Accival") which is a wholly owned subsidiary of Citigroup
Inc. and 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. (Company Number 604457), a Participant of the New Zealand Exchange Limited and regulated by the New Zealand Securities
Commission. Level 19, Mobile on the Park, 157 Lambton Quay, Wellington. The Product is made available in Pakistan by Citibank N.A. Pakistan branch, which is regulated
by the State Bank of Pakistan and Securities Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundrigar Road, P.0. Box 4889, Karachi-74200. The Product is made
available in Poland by Dom Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which is regulated by Komisja Nadzoru Finansowego. Bank Handlowy w
Warszawie S.A. ul. Senatorska 16, 00-923 Warszawa. The Product is made available in the Russian Federation through ZAO 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 Millenia Tower, Singapore 039192. The Product is made available by The Citigroup
Private Bank in Singapore through Citibank, N.A., Singapore branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore. Citigroup Global
Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company registration number 2000/025866/07) and its registered office is at 145 West Street, Sandton,
2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is regulated by JSE Securities Exchange South Africa, South African Reserve Bank and the Financial Services

Board. The investments and services contained herein are not available to private customers in South Africa. The Product is made available in Spain by Citigroup Global
Markets Limited, which is authorised and regulated by Financial Services Authority. 29 Jose Ortega Y Gassef, 4th Floor, Madrid, 28006, Spain. The Product is made
available in Taiwan through Citigroup Global Markets Taiwan Securities Company Ltd., which is regulated by Securities & Futures Bureau. No portion of the report may be
reproduced or quoted in Taiwan by the press or any other person. No. 8 Manhattan Building, Hsin Yi Road, Section 5, Taipei 100, Taiwan. The Product is made available in
Thailand through Citicorp Securities (Thailand) Ltd., which is regulated by the Securities and Exchange Commission of Thailand. 18/F, 22/F and 29/F, 82 North Sathorn
Road, Silom, Bangrak, Bangkok 10500, Thailand. The Product is made available in Turkey through Citibank AS which is regulated by Capital Markets Board. Tekfen Tower,
Eski Buyukdere Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey. The Product is made available in U.A.E. by Citigroup Global Markets Limited, which is authorised
and regulated by the Dubai Financial Services Authority. DIFC, Bldg 2, Level 7, PO Box 506560, Dubai, UAE. The Product is made available in United Kingdom by Citigroup
Global Markets Limited, which is authorised and regulated by Financial Services Authority. This material may relate to investments or services of a person outside of the UK
or to other matters which are not regulated by the FSA and further details as to where this may be the case are available upon request in respect of this material. Citigroup
Centre, Canada Square, Canary Wharf, London, E14 5LB. The Product is made available in United States by Citigroup Global Markets Inc, which is regulated by NASD, NYSE
and the US Securities and Exchange Commission. 388 Greenwich Street, New York, NY 10013. Unless specified to the contrary, within EU Member States, the Product is
made available by Citigroup Global Markets Limited, which is regulated by Financial Services Authority. Many European regulators require that a firm must establish,
implement and make available a policy for managing conflicts of interest arising as a result of publication or distribution of investment research. The policy applicable to
Citi Investment Research's Products can be found at www.citigroupgeo.com. Compensation of equity research analysts is determined by equity research management and
Citigroup's senior management and is not linked to specific transactions or recommendations. The Product may have been distributed simultaneously, in multiple formats,
to the Firm's worldwide institutional and retail customers. The Product is not to be construed as providing investment services in any jurisdiction where the provision of
such services would not be permitted. Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price and/or value
and investors may get back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or exceed
the amount invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject to
change. If in doubt, investors should seek advice from a tax adviser. The Product does not purport to identify the nature of the specific market or other risks associated
with a particular transaction. Advice in the Product is general and should not be construed as personal advice given it has been prepared without taking account of the
objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice, consider the appropriateness of the advice,
having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the client's responsibility to obtain the relevant offer
document for the product and consider it before making a decision as to whether to purchase the product.

© 2008 Citigroup Global Markets Inc. (© Nikko Citigroup Limited, if this Product was prepared by it). Citi Investment Research is a division and service mark of Citigroup
Global Markets Inc. and its affiliates and is used and registered throughout the world. Citi and Citi with Arc Design are trademarks and service marks of Citigroup Inc and
its affiliates and are used and registered throughout the world. Nikko is a registered trademark of Nikko Cordial Corporation. All rights reserved. Any unauthorized use,
duplication, redistribution or disclosure is prohibited by law and will result in prosecution. Where included in this report, MSCI sourced information is the exclusive property
of Morgan Stanley Capital International Inc. (MSCI). Without prior written permission of MSCI, this information and any other MSCI intellectual property may not be
reproduced, redisseminated or used to create any financial products, including any indices. This information is provided on an "as is" basis. The user assumes the entire
risk of any use made of this information. MSCI, its affiliates and any third party involved in, or related to, computing or compiling the information hereby expressly disclaim
all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of this information. Without limiting any of the
foregoing, in no event shall MSCI, any of its affiliates or any third party involved in, or related to, computing or compiling the information have any liability for any damages
of any kind. MSCI, Morgan Stanley Capital International and the MSCI indexes are services marks of MSCI and its affiliates. The information contained in the Product is
intended solely for the recipient and may not be further distributed by the recipient. The Firm accepts no liability whatsoever for the actions of third parties. The Product
may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the Product refers to website material of the Firm, the Firm has not reviewed
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the linked site. Equally, except to the extent to which the Product refers to website material of the Firm, the Firm takes no responsibility for, and makes no representations
or warranties whatsoever as to, the data and information contained therein. Such address or hyperlink (including addresses or hyperlinks to website material of the Firm) is
provided solely for your convenience and information and the content of the linked site does not in anyway form part of this document. Accessing such website or following
such link through the Product or the website of the Firm shall be at your own risk and the Firm shall have no liability arising out of, or in connection with, any such
referenced website.
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