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Earnings Growth: Is It Really 20%7?

Downgrades, mood and market; Yet its 20%! — It's that nagging question: How
after a half year of earnings downgrades, sharply falling growth outlook, and a
ravaged market, consensus says India’s FYO9 Sensex earnings growth will
remain 20%7? It's a circuitous story. The answer remains yes (for now), but
there are caveats, and the mathematics has skews. We explore these.

Counting the downgrades, missing the ups, and a few technicalities — Citi’s
FYO9E earnings growth has shifted down a modest 0.4% since Jan 08, even
though there have been 27 downward revisions (for 30 cos). That should call
for a sharper fall. It seems upgrades don't count for much when the market
falls like a knife (down 37% ytd) — there have been 24 upgrades. And some
mathematical support — a few dilutions (Hindalco) and acquisitions (HDBK)
bolster market earnings, but not company ones.

And it's the skew: 5 sectors account for 81% of profit growth — Profits are
concentrated — Energy, Banks, IT Services, Telecom, and Capital Goods
contribute 76% of overall FYO9E profits. These sectors have largely held their
own on earnings, barring Cap goods (-5.3%), and therefore so has Sensex
earnings growth. Key sector we see at risk from here is Banks, with rising yields
likely to hurt earnings in 1Q.

Let's slice and dice: only a little difference — We a) equal weight sectors in the
Sensex; 16.6% growth; b) broaden sample set (CIR universe of 155 stocks);
23.5% growth; c) equal weight CIR universe (14 sectors); 22.5% growth. We do
see risks — macro, demand, likely lingering analyst optimism — but for now, it is
20%. It has also been (in a lighter vein) the Indian analysts’ "magical number"
where earnings and demand growth usually starts, but ends elsewhere.

Figure 1. Sensex and CIR Universe Profit Growth Estimates

Year 2008E 2009E 2010E
Sensex

Profit Growth 35.0% 20.6% 13.4%
Median Growth 24.3% 20.9% 17.6%
Equally-weighted 32.1% 16.6% 14.0%
CIR

Profit Growth 27.1% 23.8% 18.4%
Median Growth 25.6% 24.1% 18.9%
Equally-weighted 37.0% 22.2% 17.4%

Source: Citi Investment Research

Aditya Narain, CFA?
+91-22-6631-9879
aditya.narain@citi.com

Tirthankar Patnaik!
+91-22-6631-9887
tirthankar.patnaik@citi.com

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

Citi Investment 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.

Customers of the Firm in the United States can receive independent third-party research on the company or companies covered in this report, at no cost to them, where such
research is available. Customers can access this independent research at http://www.smithbarney.com (for retail clients) or http://www.citigroupgeo.com (for institutional

clients) or can call (866) 836-9542 to request a copy of this research.
ICitigroup Global Markets India Private Limited




India Equity Strategy

4 July 2008 India Equity Strategy

Earnings Growth: Is it really 20%?

Appears fair consistency in earnings
across sectors. Telecom and IT services
take the lead and Building materials and

Figure 2. Sensex Earnings Growth by Sector

Autos are the lags. If one removes the Sector 2008 2009E 2010E
earnings concentration by equal weighting Autos, Anci,Transportation 3.3% -1.1% 20.9%
the sectors, earnings growth does indeed Enge, Power, Construction 20.6% 21.2% 13.3%
. ’ Metals, Mining 45.7% 27.2% 15.9%
dip to 16.6%. Building Materials 72.5% -10.0% -16.3%
Consumer, Retail 12.9% 20.9% 12.8%

Pharmaceuticals, Healthcare 20.1% 10.0% 17.6%

IT Services 18.6% 23.4% 16.1%

Telecom 65.9% 28.6% 20.6%

Real Estate 306.3% 20.2% 22.2%

0il & Gas, Chemicals 24.3% 21.7% 3.8%

Banks, Financial Services 37.2% 20.6% 21.0%

Sensex 35.0% 20.6% 13.4%

Equally weighted Growth 571.0% 16.6% 14.0%

Median Growth 24.3% 20.9% 17.6%

Source: Citi Investment Research

Earnings are concentrated. Oil & gas

accounts for 30% of profits, and the

. . Figure 3. Contribution to Sensex Profits by Sector
Banks, IT, Telecom and engineering

account for the next 46%. The sectors Sector 2007 2008E 2009E 2010E
with the maximum number of downgrades Autos, Anci, Transp ) 4.6% 3.6% 3.0% 3.2%
contribute only modestly. Engg, Power, Construction 12.7% 11.8% 12.0% 12.8%
Metals, Mining 1.3% 5.6% 6.2% 6.5%
Building Materials 2.8% 3.7% 2.8% 2.4%
Consumer, Retail 4.9% 4.1% 4.0% 4.3%
Pharmaceuticals, Healthcare 1.3% 1.2% 1.1% 1.2%
IT Services 13.1% 11.9% 11.5% 11.1%
Telecom 7.9% 9.9% 10.7% 11.3%
Real Estate 2.1% 6.4% 6.4% 6.9%
0il & Gas, Chemicals 31.9% 30.0% 30.5% 27.8%
Banks, Financial Services 11.3% 11.7% 11.8% 12.6%
Total (Sensex) 100% 100% 100% 100%

Source: Citi Investment Research
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And from an incremental profit
perspective, the skew is even more
towards the heavy weights. Capital goods
is the only one within this to have hurt on
earnings. The banks, with an inverted and
rising yield curve, could well be the next
one to hurt.

We detail earnings CIR’s earnings
changes between 1t Jan 2008 and 30t
June 2008 for the BSE Sensex, and
where we stand now on these stocks.

Figure 4. Contribution to Incremental Sensex Profits by Sector

Sector

Autos, Anci, Transp

Engg, Power, Construction
Metals, Mining

Building Materials
Consumer, Retail
Pharmaceuticals, Healthcare
IT Services

Telecom

Real Estate

0il & Gas, Chemicals
Banks, Financial Services
Sensex

Source: Citi Investment Research

2008E
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2009E
-0.2%
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Figure 5. Sensex Profit Revision Analysis

RIC Company PAT PAT Adj. PAT  Profit Share Profit Share Share in Sensex FYO9E  FY09E Earnings FYO9E Earnings Growth
Upgrades Downgrades  Revision Jan Now PAT Growth Growth Now (31Dec2007)
ACC.BO ACC 0 1 -4.3% 0.8% 0.7% -0.03% -12.30% -18.50%
BHEL.BO BHEL 0 3 -22.1% 2.9% 2.3% -0.64% 26.06% 32.84%
JAIA.BO Jaiprakash Assoc 0 0 -41.4% 1.0% 0.6% -0.41% 62.03% 62.03%
BRTI.BO Bharti Airtel 0 1 -5.1% 5.8% 5.6% -0.30% 25.00% 29.58%
CIPL.BO Cipla 2 0 8.7% 0.4% 0.5% 0.04% 3.52% 8.26%
ABUJ.BO Ambuja Cem. 0 1 -1.0% 0.9% 0.8% -0.06% -10.30% -11.76%
GRAS.BO Grasim Inds. 0 0 0.0% 1.2% 1.2% 0.00% -8.36% -8.36%
HALC.BO Hindalco Inds. 2 0 84.5% 1.2% 2.2% 1.01% 45.49% -19.12%
HDBK.BO HDFC Bank 1 0 7.6% 1.4% 1.5% 0.11% 44.62% 30.54%
HLL.BO Hind. Unilever 2 0 18.1% 1.4% 1.7% 0.26% na 16.95%
MAHM.BOM & M 0 0 0.0% 0.7% 0.7% 0.00% 10.18% 10.18%
ICBK.BO ICICI Bank 0 1 -16.4% 3.8% 3.2% -0.63% 17.73% 34.47%
INFY.BO Infosys Tech. 4 2 7.4% 3.6% 3.9% 0.26% 25.71% 18.54%
ITC.BO ITC 0 2 -8.5% 2.7% 2.4% -0.23% 18.86% 21.97%
LART.BO Larsen & Toubro 1 1 -6.4% 1.9% 1.8% -0.12% 35.67% 40.06%
MRTI.BO Maruti Suzuki 1 1 -5.0% 1.3% 1.2% -0.07% 8.12% 14.44%
NTPC.BO NTPC 0 0 0.0% 5.9% 5.9% 0.00% 11.47% 11.47%
ONGC.BOONGC 0 0 0.0% 16.4% 16.5% 0.00% 13.24% 13.24%
RANB.BO Ranbaxy Labs. 1 0 2.6% 0.6% 0.6% 0.02% 15.54% 10.62%
DLF.BO DLF Ltd 0 1 -4.7% 6.5% 6.2% -0.31% 20.24% 42.83%
RELI.BO Reliance Inds. 1 0 4.1% 12.5% 13.1% 0.52% 34.30% 31.95%
RLCM.BO Reliance Communi 1 0 1.3% 4.4% 4.8% 0.32% 33.00% 25.35%
RLIN.BO Reliance Energy 1 0 15.9% 0.8% 0.9% 0.12% 34.83% 13.82%
SATY.BO Satyam Computer 2 2 8.7% 1.3% 1.5% 0.12% 31.39% 20.73%
SBI.BO St Bk of India 2 1 15.6% 4.2% 4.9% 0.65% 9.51% 18.07%
TAMO.BO Tata Motors 0 2 -44.7% 1.7% 0.9% -0.75% -17.25% 12.83%
TCS.BO TCS 1 3 -2.5% 3.9% 3.9% -0.10% 16.71% 16.44%
TISC.BO Tata Steel 0 3 -5.3% 6.4% 6.1% -0.34% 28.50% Na
WIPR.BO Wipro 2 2 -1.1% 2.7% 2.7% -0.03% 26.08% 23.90%
Sensex 24 21 -0.38% 100.0% 100.0% -0.38%

Source: Citi Investment Research

Figure 6. Sensex Valuation Summary @13094

Year to 31 March FY05 FY06 FYo? FYOSE FY09E FY10E
EPS growth (%) 36.5% 17.9% 37.1% 35.0% 20.6% 13.2%
P/E (x) 333 28.3 20.6 15.3 12.7 11.2
Div. yield (%) 1.0% 1.1% 1.3% 1.6% 2.0% 2.2%
P/B (x) 6.5 5.6 4.4 3.4 2.8 24
ROAE (%) 24.6% 23.9% 25.6% 25.4% 23.8% 22.5%
EV/EBITDA* (x) 18.9 17.1 12.7 10.1 8.2 0.0
Net Debt/Equity* (%) 9.9% 12.9% 9.1% 9.3% 2.1% -2.6%
EPS growth ex-oil (%) 31.4% 21.9% 43.4% 37.4% 22.2% 17.0%
P/E ex-oil 40.3 33.0 23.0 16.8 13.7 11.7
P/B ex-oil 7.0 6.1 4.6 3.6 2.9 2.5
BVPS ex-oil 1,872.2 2,162.7 2,819.3 3,624.0 4,481.2 5,276.9

Source: Citi Investment Research
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Figure 7. Current Rating and Prices for Sensex Stocks

Company Name RIC Rating Price (3-Jul-08)
Mahindra & Mahindra MAHM.BO 1L 468
Maruti Udyog MRTI.BO 2L 549
Tata Motors TAMO0.BO M 390
BHEL BHEL.BO 2L 1,397
Jaiprakash JAIA.BO 1L 139
Larsen & Toubro LART.BO 1L 2,234
NTPC NTPC.BO 1L 153
Reliance Infrastructure RLIN.BO 1L 122
Hindalco HALC.BO M 136
Tata Steel TISC.BO M 657
ACC ACC.BO M 472
Grasim Industries GRAS.BO 3M 1,678
Gujarat Ambuja ABUJ.BO 3M 72
Hindustan Lever HLL.BO 1L 196
ITC ITC.BO 1L 169
Cipla CIPL.BO 3L 212
Ranbaxy RANB.BO M 514
Infosys Technologies INFY.BO M 1,748
Satyam Computers SATY.BO M 451
Tata Consultancy TCS.BO M 855
Wipro WIPR.BO M 430
Bharti BRTI.BO 1L 709
Reliance Comm RLCM.BO 1L 390
DLF Limited DLF.BO M 382
0il & Natural Gas Corp ONGC.BO 1L 859
Reliance Industries RELI.BO 1L 2,071
HDFC Bank HDBK.BO 1L 984
ICICI Bank ICBK.BO 1L 574
State Bank of India SBI.BO 1L 1,102

Source: Citi Investment Research
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in France by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. 1-5 Rue Paul Cézanne, 8eme, Paris, France. 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. The Product is made available in Indonesia through PT Citigroup Securities Indonesia. 5/F,
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, Italy. 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, 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. (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.O0.
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 Papierow Wartosciowych i Gield. 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 Inc. (Taipei Branch), 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 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
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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
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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