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Indian Hotels (IHTL.BO)
Buy: 2Q Results: Strong EBITDA, but Higher Taxes Dampen Growth

Strong operating performance, in-line — Standalone revenues grew 16% YoY
with EBITDA up a strong 35%, in-line with expectation; however higher interest
costs and taxes dampened earnings growth to 15% YoY. EBITDA expansion of
420bps to 29% was healthy, despite an appreciating rupee — largely driven by
ARR growth of 18% YoY, ahead of peers and higher occupancies 68%.

We expect a stronger 2H — 1) Company has moved to rupee based tariff w.e.f

from Sep’07 and increased rates by ~15-18% in peak season starting Oct’07;
2) Rooms under refurbishment in 1HFY08 expected to get operational; and 3)
higher business and tourist traffic are expected to drive up occupancies.

What's new? — 1) Nine Ginger hotels operational, adding 6 more by Mar'08,

taken steep hike in tariffs; 2) Other hotel and air-catering subs doing well; and
3) raising ~Rs23bn through Rights, NCDs and a warrant issue for expansion.

Growth overseas remains a focus — Existing properties doing well, with
occupancies of average 70%-plus and healthy ARRs across locations,
particularly London. Expects to invest $80m (vs. $35m earlier) in 'The Pierre’,
New York on room refurbishments, starting Jan'08. Increased stake of 11% in
Orient Express is in-line with strategy to grow overseas; however company was
silent on way forward, post Orient's denial for entering into any alliance.

Maintain Buy (1L) — The stock has underperformed, but with earnings growth
visibility intact, valuations of 15x FYO9QE PE at par with sector appear attractive.
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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) (%) (%)
2006A 2,487 4.26 66.8 333 44 15.5 0.9
2007A 3,703 6.14 442 23.1 41 18.6 11
2008E 4,954 8.22 338 173 34 216 11
2009E 5,672 9.41 145 15.1 29 208 11
2010E 6,100 10.12 75 140 2.5 19.0 11

Source: Powered by dataCentral
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Figure 1. 10FY08 and 2HFY08 Standalone Earnings Summary

Rs in Millions 2QFY07 20QFY08 YoY 2HFYO07 2HFY08 YoY
Net Sales 2,667 3,414 16% 5,843 6,879 18%
EBITDA 730 989 35% 1,613 2,085 29%
Margin 24.8% 29.0% 23.5% 30.3%

Interest 156 257 64% 334 484 45%
Other Income 263 252 -5% 367 431 17%
Depreciation 219 207 -5% 438 420 -4%
PBT 618 777 26% 1,208 1,613 33%
PAT 459 532 16% 847 1,080 27%

Source: Company Reports, Citi Investment Research

Indian Hotels

Company description

Indian Hotels (IHC) is the largest hotel operator in India with a presence in the
luxury, business and leisure hotel segments. It owns the 'Taj' brand and
operates 81 hotels (9,901 rooms) across India and international locations. It is
looking to enter the budget hotel segment through its new brand 'Ginger', and
make a foray into the adventure holiday business with wildlife lodges. It already
operates eight budget hotels, and plans to expand these to 30 in the next 2-3
years with an investment of Rs4bn. The company is also looking to expand
overseas through acquisitions/management contracts. Other new revenue
streams being explored include serviced apartments, spas and F&B outlets.
IHC is the hotel-sector flagship company of Tata Group, which holds a 29%
stake.

Investment strategy

IHC is our top pick in India's growing hospitality sector with target of Rs187
based on 21x Sept '08 P/E, a premium to the sector average (15x). Our target
multiple factors in risk of increased room supply starting in FYO9E. Favorable
macro environment to increase business and leisure travel traffic to India
should trigger strong demand for hotel rooms, increase occupancies and
average room rates. Leveraging its large room inventories across key growth
cities, premium brand positioning with 'Taj' and leadership in domestic
markets, we believe IHC is well positioned for growth. Initiatives to de-risk the
company's business model and further aid growth and profitability include: 1)
Forays into budget hotels; 2) Expansion of service offering to spas, serviced
apartments and F&B outlets; 3) Growth through management contracts; and 4)
increased presence in overseas markets.

Valuation

Our target price of Rs187 is based on 21x Sept 'O8E P/E, a premium to average
sector valuations of 15x. The stock's three-year historical range is15-22x P/E,
largely on a par with domestic peers, unwarranted given: 1) IHC's market
leadership and advantage of large room inventory; 2) Its premium brand
positioning with 'Taj'; and 3) strong business model with reasonable and
growing presence in international markets. Factoring this and our expectations
of strong 34% earnings growth in FYO8E, we expect a re-rating of current stock
valuations.
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Risks

Our risk rating system, which tracks historical 260-day share price volatility
rates India Hotels Medium Risk. However, we assign a Low Risk rating due to:
1) Sustained growth outlook for the hotel industry given the conducive macro
environment; 2) Its leadership position in domestic markets, advantage of scale
and strong business model; and 3) Its strong brand positioning and pan-India
presence. The main risks to our investment thesis and target price are: 1) Bird-
flu hitting India, which would be bad for sentiment; 2) Any delay in the rollout
of 'Ginger' hotels and planned room increases; 3) Overpaying for hotel
acquisitions in international markets given management's push to expand its
brand franchise in global markets; and 4) Any slowdown in economic activity,
which could lead to lower hotel room demand.
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Appendix A-1
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.

Indian Hotels (IHTL.BO)
Ratings and Target Price History - Fundamental Research Target Closing
Analyst: Ashish Jagnani (covered since June 23 2006) INR #  Date Rating Price Price
: : : 1: 1 Apr 05 3L 54.80 63.39
ol 2:23 Jun 06 *1M *141.00 112.06
3| 3:27 Sep 06 *1L *168.00 137.34
5| 4:27 Sep 06 1L 168.00 137.34
5. 8 Jan 07 1L *187.00 152.00

*Indicates change.
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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.

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from Indian Hotels and Orient
Express Hotels Ltd.

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Indian Hotels and Orient Express
Hotels Ltd. 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): Indian Hotels and Orient Express
Hotels Ltd.

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: Indian Hotels.

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: Indian Hotels and Orient Express Hotels Ltd.

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.

The Firm is a market maker in the publicly traded equity securities of Orient Express Hotels Ltd.

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%
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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).

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 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:

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 26 October 2007 03:52 PM on the issuer's primary market.
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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
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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.
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