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Hotel Leela Venture (HTLE.BO)

Buy: Strong Operational Performance

Good results — Hotel Leela reported 3QFYO8 revenues of Rs1,430m and net
profit of Rs550m. Results are not comparable on a YoY basis because of
merger of Kovalam Hotels, a subsidiary, during the quarter. Net profit for the
quarter was augmented by high other income which includes gains of Rs69m
on forex debt.

Healthy EBITDA margin — The company recorded a healthy EBITDA margin of
51.7% for the quarter on the back of 8% YoY ARR growth, led by 27% growth
in Mumbai ARR while Bangalore ARR declined 12%, and high occupancy of
76% which was boosted by higher business and tourist traffic.

Capex in progress — Properties on the anvil include hotels at Gurgaon
(management contract), Udaipur, Chennai, Delhi, Hyderabad and Pune to be
operational over next 2-3 years. However, factoring in some execution delays,
we believe most of the growth from these properties will kick in after FY10E.

Key limitations — 1) High dependence on the Bangalore (46% of FYO7
revenues) where growth is peaking - any pushback in supply should augur well
for the company’s earnings; 2) Limited room inventory of ~1,086 rooms; 3)
Lack of presence in growth markets for the next two years.

Maintain Buy (1M) — We find valuations attractive with the stock trading 13.4x
FYO9 P/E compared to sector valuations of 16.9x.

Results o
Buy/Medium Risk M
Price (01 Feb 08) Rs48.70
Target price Rs62.00
Expected share price return 27.3%
Expected dividend yield 0.8%
Expected total return 28.1%
Market Cap Rs18,400M

US$468M
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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 724 1.96 72.9 24.8 2.3 9.8 0.8
2007A 837 1.9 14 24.5 17 8.4 0.9
2008E 1,378 3.28 64.7 14.8 1.5 10.8 0.8
2009E 1,531 3.64 11.1 134 14 10.9 0.8
2010E 1,584 3.77 3.5 12.9 1.3 10.3 0.8

Source: Powered by dataCentral

Ashish Jagnanit!
+91-22-6631-9861
ashish.jagnani@citi.com

Karishma Solanki®
karishma.solanki@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.

ICitigroup Global Markets India Private Limited




Hotel Leela Venture (HTLE.BO)
1 February 2008

Figure 1. Hotel Leela 3Q and 9-months Earnings Summary

Rs in Millions 3QFY07 3QFY08 YoY ImFY07 9ImFY08 YoY
Net Sales 990 1,430 4% 2,565 3,599 40%
EBITDA 504 739 47% 1,274 1,733 36%
EDITDA Mgn (%) 50.9% 51.7% 49.7% 48.1%

Interest 67 83 24% 229 267 17%
Other Income 25 84 236% 136 268 98%
Depreciation 84 100 20% 249 295 19%
PBT 378 640 69% 933 1,439 54%
PAT 357 550 54% 799 1,206 51%

Source: Company Reports, Citi Investment Research

Hotel Leela Venture

Company description

Hotel Leela Venture is a well-known hotel chain in India catering primarily to
the premium segment. The company operates four hotels (estimated 1,000
rooms) under the 'The Leela' brand across India. The company has a
marketing alliance with Kempinski for properties in India. Its luxury properties
cater to both business and leisure travelers. With rapid growth in room
demand, the company plans to expand its presence in the growth cities of
Hyderabad, Chennai, Pune and New Delhi through management contracts. It is
the flagship company of Leela Group, which holds a 49% stake in Hotel Leela
Venture.

Investment strategy

We rate Leela Buy/Medium Risk (1M), with a target price of Rs62 based on 18x
Sept 08 P/E. Our positive view on the stock is premised on: 1) Leela's solid
65% earnings growth, vs. 38% for the sector, in FYO8E, leveraging on
additional rooms operational in Mumbai and Bangalore (ahead of expected
supply in mid-2008); and 2) the stock's laggard performance (it has
underperformed the Sensex by 22% over the last three months).

Leela's high dependence on the Bangalore market (where ARR growth is
peaking) and lack of a presence in key growth markets - are growth limitations.
However, with Mumbai refurbishments (133 rooms) complete and Bangalore
room expansion (101 rooms) starting in 4QFYO7, we see additional rooms and
sustained high ARRs driving Leela's outperformance with earnings growth of
65% vs. sector growth of 38% in FYO8E. With growth momentum strong due to
room additions and the stock currently trading at 15x Sept O8E P/E, at a 6%,
discount to sector P/E of 16x and at the lower end of the stock's two-year
historical P/E band of 16-25x, we see upside potential from here.

Valuation

Our target price of Rs62 is based on 18x Sept O8E P/E. Our target multiple
places the stock at a premium to sector valuations of 16x. We assign this
premium due to Leela's earnings outperformance vs. the sector.
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We use P/E as our primary valuation tool, as we think this captures the
company's rapid earnings growth potential. While risk of high dependence on
Bangalore and lack of scale remain, with the stock's 23% underperformance
over past three months and valuations currently at 15x Sept O8E P/E (at a
discount to the sector and at the lower end of the stock's two-year historical
P/E band of 16-25x), we see upside potential from here.

Risks

We rate Leela Medium Risk based on our quantitative risk-rating system, which
tracks 260-day stock volatility. Company-specific downside risks include: 1)
Any further plans to raise equity for funding some of the company's capex
requirements could be detrimental to our target price; 2) Significant supply of
rooms in Bangalore ahead of expectations would likely adversely impact our
ARR growth and occupancy assumptions; and 3) Any delay in execution of its
new hotels in Chennai, Pune, and Hyderabad, which would push back growth
assumptions and dampen sentiment on the stock.
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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 all or any identified portion of this research report
hereby certifies that, with respect to each issuer or security or any identified portion of the report with respect to an issuer or security that the research analyst,
strategist or research associate covers in this research report, all of the views expressed by that research analyst, strategist or research associate 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.

Hotel Leela Venture (HTLE.BO)
Ratings and Target Price History - Fundamental Research Target Closing
Analyst: Ashish Jagnani (covered since September 28 2006) INR #  Date Rating Price Price
: : : 1: 27 Sep 06 3M 54.00 66.70
2:27 Sep 06 3M 54.00 66.70
3: 8 Jan 07 3M *67.00 62.80
4:24 Jul 07 *1M *62.00 50.65

*Indicates change.
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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 31 December 2007 Buy Hold Sell
Citi Investment Research Global Fundamental Coverage (3421) 50% 37% 12%
% of companies in each rating category that are investment banking clients 52% 53% 40%

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 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
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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 (relative to the performance of relevant Citi bond indices), 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);
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 Citigroup bond market sector index. Performance data for Citi bond indices are updated monthly, are available upon request and can also be
viewed at http://sd.ny.ssmb.com/ using the "Indexes" tab.

OTHER DISCLOSURES

The subject company's share price set out on the front page of this Product is quoted as at 01 February 2008 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
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