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m Economic growth momentum to sustain — We see sustained economic growth

momentum of 8%-plus GDP, generally stable interest rates, a robust external Ratnesh Kumar!

account, and an appreciating rupee. +91-22-6631-9888
ratnesh.kumar@citigroup.com

m Potential positive drivers — Expect capex upturn to gather further momentum, Saurabh Handal

urban consumption to get a lift from wage inflation, FDI inflows to see a scale saurabh.handa@citigroup.com
change, healthy earnings growth of 15-20% (albeit slower than the 25% average
for the past 5 years).

m Potential headwinds — Credit growth moderation, talent shortage and wage
inflation hitting margins, Uttar Pradesh state elections, and global risk appetite.

m Market view — After 4 years of spectacular performance, we expect 2007 to be
a steady year due to valuation hurdles. Introducing Dec-07 Sensex target of
14,700-16,000, a 10-20% premium to fundamental fair values on our valuation
models. Widespread belief of a long-term structural growth story in India and
robust flows can sustain such premium over fair value, although we do not see it
heading toward previous bubble levels of 100-200%.

m Investment strategy: Staying defensive — We retain our preference for a
defensive India portfolio of large-cap, visible growth stories, although the recent
underperformance has made us more constructive on mid- and small-caps.

BSE- Sensex 12-Month Forward PE Band Chart
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There is upside risk to our GDP
growth forecast of 8.3% for FYO7 and
8.0% for FYO8

Key trends we see in 2007
Robust economic growth momentum sustainable

Economic growth momentum remains very robust in India, as indicated by the
above-forecast 9.2% GDP growth recently reported for 2Q FYQ7, despite very
subdued growth in the agriculture sector. Our economist, Rohini Malkani, has
noted that there is upside risk to our GDP growth forecasts of 8.3% for FYQ7 and
8.0% for FYO8, currently being held back to ascertain the impact of evolving El
Nifio conditions on agriculture growth. The important thing is that the key
services and manufacturing sectors are now growing in double-digits, which are
healthy signs indeed for macroeconomic growth momentum in India, and we
expect that to continue through 2007.

With regard to other economic parameters, we expect one more 25bp hike in the
reverse repo rate this fiscal year and stability in rates after that. The external
account is expected to stay in good shape, and we expect an appreciation of the
rupee (from Rs44.7/US$1 currently to Rs43.2 by end-2007).

Figure 1. Annual and Quarterly — Trends and Components in GDP (% YoY)
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Wis. FY07 FY06 Full Year Estimates
Q1 Q2 1H Q2 IH FY06 FYO7E FYO8E
25.3 3.4 1.7 2.6 4.0 3.7 3.9 3.0 3.0
25.4 9.7 10.3 10.0 1.8 9.0 8.7 9.2 9.2
14.7 11.3 11.9 11.6 8.1 9.4 9.0 9.1 9.2
2.3 3.4 3.1 3.2 -2.6 0.3 0.9 3.0 4.5
2.5 5.4 1.7 6.5 2.6 5.0 5.3 5.0 4.5
5.9 9.5 9.8 9.7 12.3 12.4 12.1 12.5 12.0
49.2 10.6 10.9 10.7 10.0 9.9 10.0 9.8 9.2
21.6 13.2 13.9 13.5 11.0 11.4 11.5 12.0 11.0
13.0 8.9 9.5 9.2 10.5 9.6 9.7 9.6 9.0
14.7 1.4 6.9 7.2 8.0 7.6 7.8 6.0 6.0
100.0 8.9 9.2 9.1 8.4 8.5 8.4 8.3 8.0
74.7 10.3 10.7 10.5 9.3 9.6 9.6 9.6 9.2

Strong economic conditions, all-time-
high business confidence levels,
robust profitability and infrastructure
needs are all set to take capex to even
higher levels

I

Capex upturn to gather further momentum and remain a big story

Even though it was way back in 2003 that we first spoke about the coming capex
upturn in India (/ndia Strategy: Capex Turnaround — Positive Early Signs, 31
March 2003), we think it is still at the very early stages and has many years to
g0. Strong economic conditions, all-time-high business confidence levels and
robust profitability are all set to take corporate capex to higher levels.
Investment needs in infrastructure sectors keep rising with high economic
growth and willingness of the government to open more infrastructure areas for
private investments. Overall, we think India is at the very early stages of a multi-
year surge in capex and 2007 will be just another step forward.

Scale change in FDI flows is just round the corner

While foreign portfolio inflows into India have seen a scale change in the past
three years (going from US$2bn-3bn per year to around US$10bn per year), FDI
flow improvements have been still very low (averaging around US$5bn per year).
We see that changing soon, driven by positive economic growth momentum in
India, the country’s relatively lesser leverage to slowdown elsewhere (i.e., US
housing), a very robust MNC sentiment toward India, widening outsourcing
horizons, further regulatory relaxations, and opening up of various sectors (i.e.,
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The impact of a scale change in FDI
inflows can be significant for the
external account

Rapid growth and new business areas
have kept up the demand for
experienced manpower

manufacturing, real estate, infrastructure, property). In all, we expect the
annual run rate of FDI flows to cross US$10bn per year, some time in 2007.

All-time-high business confidence, strong corporate cash flows and balance
sheets, search for niche front-ends, and the quest for scale and diversification
have driven increased acquisition activities from Indian companies in recent
years. We expect the trend to continue in 2007, and outward FDI will also keep
rising in coming years. The impact of a scale change in FDI inflows can be
significant for the external account and will further strengthen India’s ability to
withstand oil price spikes and volatility in portfolio flows.

Figure 2. FDI — Inflows and Outflows (US$bn)
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Talent shortage & wage inflation will be more to the fore, a double-edged sword

Wage inflation and talent shortage are beginning to be felt across the board in
India, as rapid growth and new business areas have kept up the demand for
experienced manpower. Local media have been full of stories about mid-year
wage adjustments and general 20-25% wage increases being seen. We see wage
inflation as a significant threat to corporate profitability in 2007, especially in
sectors and companies where either top-line growth is rolling over or pricing
power is non-existent due to competitive pressures. Service sectors will be more
vulnerable, as wages are more of a key cost item for them. The figures below
highlight sectors’ and companies’ vulnerability to unplanned wage hikes.
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Figure 3. Sectoral Staff Costs as a % of Profit Before Tax Figure 4. Sectoral Staff Costs as a % of Sales
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Figure 5. Selected Companies with High Staff Costs

Company Staff Cost/ PBT FYO8E Company Staff Cost/PBT FYOSE
MTNL 373% Infosys Technologies 187%
Jet Airways 362% JCT 153%
Patni Computer 361% Hindustan Construction 133%
HCL Technologies 340% Apollo Hospitals 126%
Wipro 296% State Bank of India 126%
Satyam Computers 293% Abhishek Industries 110%
Gokaldas Exports 290% CESC 110%
I-Flex Solutions 274% Bank of Baroda 105%
Tata Consultancy 221% Punjab National Bank 95%
Arvind Mills 196% Shoppers' Stop 90%

Source: Citigroup Investment Research estimates

We see the shortage of experienced A more fundamental question that arises is whether India’s competitiveness is
manpower as a temporary one, which being seriously undermined long-term by the talent shortage and wage inflation.
can be resolved in 2-3 years We think not. We see the current shortage of experienced manpower as a

temporary one, which can be resolved in 2-3 years. There is abundant supply of
graduates and technical staff at the beginner level. The problem has arisen
because since the mid-1990s most sectors in India (with the exception of
leaders in IT services) hardly invested in training infrastructure and bench
strength. The persistent strength of growth in recent years surprised most
companies, as did the entry of new players in new business opportunities (i.e.,
financial services, retailing, telecom, etc). We already see signs of companies
investing in training infrastructure and bench strength, which should bear fruit
in a couple of years.

Higher incomes will keep consumption growth strong

The flipside of higher wage inflation being felt around the economy is that
consumption (most notably urban consumption, as urban areas are the ones
seeing all the job creation, not rural) is likely to stay strong throughout 2007.
Already, we have seen a trend of higher growth in highest income categories
(see Figure 6); we see that trend accelerating further in 2007.
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Figure 6. Income Distribution of Households (Million Households)

FY96 FY02 FY10E
<US$2000 131 135 114
US$2000-US$10,000 33 50 98
>US$10,000 1 3 10
Total no. of households 165 188 222
Source: NCAER, Citigroup
Moderation in credit growth
We view the evidence of credit growth After over two years of 30-35% bank credit growth (fueled greatly by the boom in
moderation as a positive macro mortgages and consumer credit, and a revival in corporate credit demand), we

development have been making a case for eventual moderation in credit growth since the

past few months. We have argued in the past that moderation of credit growth to
20-25% would be great news from the point of view of avoiding further
tightening in the banking system, avoiding further interest-rate hikes that can
damage key growth drivers (i.e., capex and consumption), and lowering the risk
of future bad loans. On that basis, we consider the evidence of credit growth
moderation a positive macro development.

Latest banking data suggest that the moderation in credit growth has already
begun in the past few weeks (see Figure 8 below). We see that trend continuing
through the early parts of 2007 and see loan growth of 20-25% more
sustainable going forward.

While the macro and long-term benefits of credit moderation are there, what is
also a fact is that slower credit will moderate growth rates in certain sectors (i.e.,
housing, banks in general, and autos), which is something that can present
risks to earnings forecasts in those sectors.

Figure 7. Indian Banks — Credit and Deposit Growth Figure 8. Credit Growth Has Moderated
0 %YoY, 3mma m % yoy
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Figure 9. Trends in Investment and Credit Deposit Ratios
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Earnings growth to stay robust, albeit moderate from recent past
It looks like FYO7 will end up as the With a strong 2Q performance and subsequent upgrades, it now looks like FYQ7
fifth consecutive year of around 25% will end up as the fifth consecutive year of around 25% earnings growth in
earnings growth India. We do see earnings growth moderation in FYO8 and beyond to around 15-

20%, driven by (1) the lack of operating leverage now, (2) the lack of significant
positive product price deltas in the commodity sectors, and (3) the impact of
slower credit expansion and higher interest rates.

Figure 10. India — Earnings Trend

Sector 2005 2006 2007E 2008E
Sensex 36.5% 19.8% 24.9% 14.8%
Sensex ex-oil 31.4% 21.4% 28.9% 17.3%
Citigroup India universe 20.7% 16.6% 26.3% 13.9%
Citigroup India universe ex-oil 26.6% 24.3% 26.8% 20.2%
Autos, Transportation 40.4% 14.1% 10.2% 14.0%
Engg., Power, Constr 24.1% 29.5% 31.3% 16.4%
Consumer, Retail 21.3% 14.0% 23.9% 19.4%
Sugar 118.5% 113.0% 32.7% 20.2%
Hotels 245.9% 112.9% 52.8% 22.5%
Media 7.6% -24.8% 52.9% 66.7%
Textiles 18.6% 52.0% 30.5% 38.4%
Pharma, Healthcare -9.8% 43.1% 43.6% 24.7%
IT Services 36.9% 31.4% 42.5% 22.5%
Telecom 32.8% 45.2% 113.7% 41.7%
0il & Gas, Chemicals 17.8% 6.1% 21.5% -2.0%
Banks, Fls 11.8% 16.1% 6.1% 27.6%

Source: Citigroup Investment Research estimates
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Being the largest state in terms of
population and the number of MPs in
Parliament, UP is the most politically
significant state in India

Politics: Uttar Pradesh state election in 2Q key to watch

The key event in the 2007 political calendar is the local government election in
the state of Uttar Pradesh (UP), scheduled for 2Q07. Being the largest state in
terms of population and the number of MPs in Parliament, UP is the most
politically significant state in India. Results of the UP state election, even
though it is only for the local government, will shape political thinking at the
central level.

Currently, the UP state government is of a regional party. The Congress party
has lost significant ground in the state in the last couple of decades. For the
Congress to improve its numbers at the Parliament level, it does need to make a
comeback to relevance in UP (and another eastern state Bihar).

If the Congress does extremely well in the UP state election, it would strengthen
its position with the ruling coalition at the central level and may even encourage
it to call an early Parliamentary election to take advantage of the trend. Any mid-
term election will have a negative impact on the market, albeit very short term.

Whatever the result of the UP elections, one thing for certain is that any tough
and potentially unpopular policy initiatives will be on hold until then.

Introducing 2007 target
Recapping our Indian market valuation methodology

For multiple reasons, we have been advocating an India-specific valuation
approach for the Indian market, rather than relative valuations vis-a-vis the
region or other countries or emerging markets as a whole.

To recap, the rationale for our India standalone valuation approach has been:

m The Indian market has two distinct fundamental features currently — high
earnings growth (an average of 25% over the past 5 years and is expected to
remain at 15-20% in coming years) and high ROEs (around 25%). A simple
comparison of P/E vs. earnings growth or P/B vs. ROE across markets ends
up ignoring one of those features, not to mention that it does not account for
differences in interest rates across economies. Our PBV-implied ROE model
for India captures growth, interest rates, as well as ROE, and hence we have
been using this to compute earnings-based fair value for the Indian market.

m Embedded asset values — In a note earlier (/ndia Strategy: Back From the
Bubble Zone,; Looking for Consolidation, 5 July 2006), we highlighted the
rising significance of balance sheet assets over the past year for valuing
Indian companies. At this stage of India’s economic boom, multiple different
business opportunities have been springing up and many leading Indian
companies have been setting up new businesses, mostly through
subsidiaries. Those new businesses are not contributing to earnings today
(even after consolidation accounting) and may not do so for another couple of
years, but those assets do have certain value that needs to be captured.
Examples are the insurance businesses of Bajaj Auto, ICICI Bank, and HDFC;
and gas and other new businesses of Reliance Industries — another reason
why an India standalone valuation methodology is more relevant. We have
been computing these embedded values on a bottom-up basis and adding
them to earnings-based fair values derived from our PBV-implied ROE model.
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Figure 11. India PBV-Implied ROE Chart
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Source: Citigroup Investment Research

Currently, the India PBV-implied ROE model suggests a Sensex fair value of
9,900 for June 2007, 11,600 for Dec 2007, and 13,700 for Dec 2008. For
reference, about four months back, June 2007 fair value on this model was
9,400. The 5% up move in that fair value has been mainly due to earnings
being upgraded post strong 2Q FYO7 results in October.

Our earlier bottom-up computation of embedded asset value for Sensex was
around 1,300 points ('/ndia Strategy: Back From the Bubble Zone,; Looking for
Consolidation, 5 July 2006). Updating for new stock prices and asset values, the
embedded value now works out to 1,700 points on the Sensex.

Hence, for Dec 2007, we arrive at a Sensex fair value of 13,300 (ROE model fair
value of 11,600 + embedded asset value 1,700).

Cross-check with our bottom-up stock targets: Adding up our bottom-up target
prices for various stocks in the Sensex, we get a Sensex fair value of 13,700,
which is within 5% of the top-down value we derived above.

Figure 12. BSE Sensex Valuation Summary @ 13,938

Year to 31 March FYo4 FY05 FY06 FYO7E FYO8E
EPS growth (%) 23.0% 36.5% 19.8% 24.9% 14.8%
P/E (x) 40.8 29.9 25.0 20.0 17.4
Div. yield (%) 0.8% 1.0% 1.2% 1.4% 1.5%
P/B (x) 7.8 6.5 5.6 47 4.0
ROAE (%) 21.3% 24.4% 24.2% 25.3% 24.7%
EV/EBITDA* (x) 19.7 18.1 15.0 12.8 11.5
Net Debt/Equity* (%) 20.7% 12.5% 12.9% 12.3% 6.4%

Source: Citigroup Investment Research estimates *Ex-financials
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Introducing Dec 2007 Sensex target
of 14,700-16,000, which works out to
10-20% premium over fundamental
fair value

Global risk appetite will have the
biggest influence on the ability of the
market sustaining valuations at
premiums to fair values

Setting a market target: At fundamental fair value or beyond?

India is in the fourth year of a market rally that started in 2Q03. A bull market
has clearly taken hold. As the PBV-implied ROE model suggests (see Figure
11), in an all-out ‘bubble type’ bull market, markets have even hit levels 100-
200% higher than fair value (e.g., 1999-2000 and 1994-95).

Due to various reasons — dominance of institutions in the market, closer
linkage of India to global risk appetite (hence its inability to create a standalone
bubble), strong market systems and surveillance — we argue that the possibility
of India being able to create a stock market bubble of such proportions this time
around is very unlikely (/ndia Strategy: Safety First; End-2006 Sensex Target of
8500, 14 Dec 2005).

At the same time, what is indeed very much possible is for the market to
continue trading at a small premium to fair value (or ahead of the fair value by a
year or two) due to widespread belief of a long-term structural economic growth
story, high global risk appetite, and new sources of fund flows for the market.
Our valuation work suggests that precisely such a thing has happened over the
last couple of years.

In setting our Dec 2007 market target, we take the above into account for the
first time (i.e. a small premium to fundamental fair value) and set a Sensex
target of 14,700-16,000, which works out to a 10-20% premium over the fair
value of 13,300 as computed earlier in the note.

Vulnerability to global risk appetite

One of the key determinants of how long and how much above the fair values
the markets can trade is the risk appetite. Given the scale of flows of Flls vs.
local flows, it is the global risk appetite that matters more. As we have
highlighted in earlier reports, in the past couple of years there has been a
significant increase in the correlation of foreign flows into India and global risk
appetite, especially during turning points. In fact, the last two significant
corrections in the Indian market (May 2006 and Oct 2005) were both major
global risk appetite events, when for a brief duration there was a marked change
in global risk appetite due to monetary or currency moves elsewhere. More than
any fundamental factors, global risk appetite will have the biggest influence on
the ability of the market sustaining valuations at premiums to fair values.
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We continue to recommend a
cautious, defensive approach in India
portfolios

Figure 13. EMBI Spreads vs. India FIl Flows
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Investment strategy: Large-caps, visible growth remain at the core

Given the strong performance of the market and valuation overshoot, we
continue to recommend a cautious, defensive approach in India portfolios. We
continue our 2006 preference for large cap and visible growth stories in sectors
benefiting from long-term mega trends that we see in the Indian economy —
early stages of a capex upturn, urban consumption growth, and outsourcing.
While maintaining the bulk of India investments in large caps, we are now
beginning to get more constructive on small / mid caps, explained more in
depth in the following section.

Our key Overweight sectors are Capital Goods, Cement, Consumer, IT Services,
Telecoms and Utilities. We are Neutral on Energy. Underweight sectors are
Automobiles, Banks, Materials and Pharmaceuticals.

More constructive on mid- and small-caps

The Indian market’s (Sensex) 56% rise from its May 2006 lows has been swift
and impressive, but not very broad-based. The rally, driven by a surge in FlI
inflows, has been very focused on large-cap blue chips. To that extent, our
choice of preferring large-cap, visible growth stories for India investing in 2006
has played out quite well so far (even with the market exceeding our

expectations), through the turbulent May crash and the subsequent sharp
turnaround.
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Figure 14. Relative Performance of BSE Indices Figure 15. Trailing PE Comparison of BSE Indices
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Local funds have been mostly watching from the sidelines during this period, as
net inflows into local equity funds has been virtually nil through May-Oct 2006.
Part of the reason for significant mid-cap and small-cap underperformance has
been a lack of local flows into the market; the other reason has of course been
fresh memories of the hard hits smaller stocks took in the May 2006 crash.

Even as we continue to prefer a safety first strategy for the Indian market and
think large-cap visible growth sectors should be destinations for the majority of
new money invested in the market, we think it is certainly time to get more
constructive on small and mid-caps. Rather than buying small/mid-caps as a
segment, we believe the strategy here must be stock-specific, based on
valuation arbitrage and business positioning. In certain sectors, where large-
caps have a structurally superior business positioning and growth prospects

(e.g., IT services, telecoms), it will be a value trap chasing laggard smaller
companies.

We already have some mid-caps in our India model portfolio through the year
(Asian Paints, United Phosphorus). As part of getting more constructive on the

segment, we are adding Federal Bank, Jaiprakash, and United Spirits to our
India model portfolio.
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India Model Portfolio

2006E
EPS
6-Dec-06 YTD Perf RIC  Analyst's MSCI Portfolio OW/UW Rel. PE  Growth PB ROE
(Rs) (%) Code Rating  Weight (%)  Weight (%) to MSCI (bps) (x) (%) (x) (%)
Automobiles and Components 7.6 4.0 -358
Tata Motors 880.6 349  TAMO.BO 1L 4.0 oW 206 237 52 28.0
Banks & Diversified Financials 20.6 14.0 -658
HDFC Bank 1,088.5 53.9  HDBK.BO 2L 4.0 oW 310 351 56 19.7
HDFG 1,589.5 31.9  HDFC.BO - - MW - - - -
ICICI Bank 870.9 48.9 ICBK.BO 1L 4.0 Uw 265 18.1 3.2 13.1
Federal Bank 2285 36.7 FED.BO M 2.0 o 73 186 14 204
Capital Goods 6.4 12.0 559
BHEL 2,621.4 89.1  BHEL.BO 1L 5.0 oW 293 458 73 277
L&T 1,462.9 58.6  LART.BO 1L 5.0 oW 353 335 89 273
Jaiprakash 683.4 75.8 JAIA.BO 1L 2.0 ow 451 30.8 6.2 14.9
Energy 15.3 15.0 -26
Reliance Industries 1,280.1 90.0 RELI.BO 2L 12.0 M/W 18.0 13.9 5.1 29.8
ONGC 864.9 104  ONGC.BO M 3.0 MW 102 125 29 305
Food Beverage and Tobacco, Household & Personal Products 6.8 12.0 524
Asian Paints 718.9 245  ASPN.BO 1L 3.0 ow 271 38.7 9.7 38.6
Hindustan Lever 238.6 21.0 HLL.BO 1L 6.0 oW 313 194 230 733
United Spirits 871.3 75.4  UNSP.BO 1L 3.0 /W 428 155.5 6.9 17.8
Materials 6.9 3.0 -389
Grasim 2,745.7 97.4  GRAS.BO NR - 0/ - - - -
Pharmaceuticals, Biotechnology, Agrochem 5.1 3.0 -209
United Phosphorus 323.3 34.7  UNPO.BO 1L 3.0 oW 226 305 43 20.8
Software & Services 21.9 27.0 509
1Cs 1,195.8 40.5 7CS.80 1L 6.0 oW 313 379 143 558
Wipro 589.9 273 WIPR.BO 1L 6.0 ow 323 36.0 95 321
Infosys 2.244.8 49.8 INFY.BO 1L 15.0 oW 369 467 132 420
Telecom Services/Media 6.0 6.0 0
Bharti Tele 646.8 87.1 BRTI.BO 1L 6.0 oW 356 65.3 10.4 33.9
Utilities 2.4 4.0 162
NTPC 148.1 32.1  NIPC.BO 1L 2.0 oW 185 210 25 143
GAIL 268.6 1.1 GAIL.BO 1L 2.0 ow 101 1.1 21 219
Others* 1.1 - -113
Cash - 0
Total 100.0 100.0 0 261 266 65 262

Source: Citigroup Investment Research estimates. *Others — Hotels, tech hardware, transportation. Note: This table provides a guideline for the types of stocks that would
fit our investment strategy. Some of the stocks listed are not rated [NR]. They are shown for illustration purposes as the types of companies in their respective sector that
would follow a broad-based thematic approach. CIR does not cover these stocks and has no investment opinion or recommendation for them.
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Analyst Certification Appendix A-1

I, 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

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.

A director of Reliance Industries serves as a director on Citigroup's International Advisory Board.

Citigroup Global Markets Inc. or its affiliates beneficially owns 1% or more of any class of common equity securities of Bharat Heavy Electricals, Bharti Airtel Limited,
Federal Bank Ltd, Hindustan Lever Ltd., ICICI Bank, Infosys Technologies Ltd, Jaiprakash Associates Ltd, Larsen & Toubro, Reliance Industries, Tata Consultancy Services
Ltd, Tata Motors, United Phosphorus Ltd and United Sprits. This position reflects information available as of the prior business day.

Within the past 12 months, Citigroup Global Markets Inc. or its affiliates has acted as manager or co-manager of an offering of securities of Federal Bank Ltd, ICICI Bank,
Larsen & Toubro, Reliance Industries and Tata Motors.

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from Bharat Heavy
Electricals, Federal Bank Ltd, GAIL, ICICI Bank, Larsen & Toubro, National Thermal Power Corporation, ONGC, Reliance Industries, Tata Consultancy Services Ltd and Tata
Motors.

Citigroup Global Markets Inc. or its affiliates expects to receive or intends to seek, within the next three months, compensation for investment banking services from
Hindustan Lever Ltd.

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Asian Paints (India) Limited,
Bharat Heavy Electricals, Bharti Airtel Limited, Federal Bank Ltd, GAIL, HDFC Bank, Hindustan Lever Ltd., ICICI Bank, Infosys Technologies Ltd, Larsen & Toubro, National
Thermal Power Corporation, ONGC, Reliance Industries, Tata Consultancy Services Ltd, Tata Motors, United Phosphorus Ltd and Wipro 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): Bharat Heavy Electricals,
Federal Bank Ltd, GAIL, Hindustan Lever Ltd., ICICI Bank, Larsen & Toubro, National Thermal Power Corporation, ONGC, Reliance Industries, Tata Consultancy Services Ltd,
Tata Motors and United Sprits.

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: Asian Paints (India) Limited, Bharat Heavy Electricals, Bharti Airtel Limited, Federal Bank Ltd, GAIL, HDFC Bank, Hindustan
Lever Ltd., ICICI Bank, Infosys Technologies Ltd, Larsen & Toubro, National Thermal Power Corporation, ONGC, Reliance Industries, Tata Consultancy Services Ltd, Tata
Motors and Wipro 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, non-securities-related: Asian Paints (India) Limited, Bharat Heavy Electricals, Bharti Airtel Limited, Federal Bank Ltd, GAIL, Hindustan Lever Ltd.,
ICICI Bank, Larsen & Toubro, National Thermal Power Corporation, ONGC, Reliance Industries, Tata Consultancy Services Ltd, Tata Motors, United Phosphorus Ltd and Wipro
Ltd.

Citigroup Global Markets Inc. or an affiliate received compensation in the past 12 months from United Sprits.

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 ICICI Bank, Infosys Technologies Ltd and Wipro Ltd.

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 September 2006 Buy Hold Sell
Citigroup Investment Research Global Fundamental Coverage (2914) 46% 40% 14%
% of companies in each rating category that are investment banking clients 44% 43% 32%
India -- Asia Pacific (105) 59% 16% 25%
% of companies in each rating category that are investment banking clients 52% 65% 38%

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 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).
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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.

OTHER DISCLOSURES

Within the past 5 years, Citigroup Global Markets Inc. or its affiliates has acted as manager or co manager of an offering of equity securities of Federal Bank Ltd, Infosys
Technologies Ltd, Larsen & Toubro, Reliance Industries and Tata Motors.

Within the past 5 years, Citigroup Global Markets Inc. or its affiliates has acted as manager or co manager of an offering of fixed income securities of HDFC Bank, ICICI
Bank, Larsen & Toubro and Reliance Industries.

Citigroup Global Markets Inc. and/or its affiliates has a significant financial interest in relation to Bharti Airtel Limited, HDFC Bank, Hindustan Lever Ltd., ICICI Bank,
Larsen & Toubro, National Thermal Power Corporation, Reliance Industries and Wipro Ltd. (For an explanation of the determination of significant financial interest, please
refer to the policy for managing conflicts of interest which can be found at www.citigroupgeo.com.)

Citigroup Global Markets Inc. or its affiliates beneficially owns 2% or more of any class of common equity securities of Hindustan Lever Ltd.

Citigroup Global Markets Inc. or its affiliates beneficially owns 5% or more of any class of common equity securities of Bharat Heavy Electricals, Bharti Airtel Limited,
Federal Bank Ltd, Infosys Technologies Ltd, Jaiprakash Associates Ltd, Larsen & Toubro, Reliance Industries, Tata Consultancy Services Ltd, Tata Motors, United Phosphorus
Ltd and United Sprits.

Citigroup Global Markets Inc. or its affiliates holds a long position in any class of common equity securities of Asian Paints (India) Limited, Bharat Heavy Electricals, Bharti
Airtel Limited, Federal Bank Ltd, HDFC Bank, Hindustan Lever Ltd., ICICI Bank, Infosys Technologies Ltd, Jaiprakash Associates Ltd, National Thermal Power Corporation,
ONGC, Reliance Industries, Tata Consultancy Services Ltd, Tata Motors, United Sprits and Wipro Ltd.

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 Citigroup Investment Research does not set
a predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citigroup 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
may be placed only through Citigroup Global Markets Inc.

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed by. The Product is made
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
Citigroup Wealth Advisors Pty Ltd. (ABN 19 009 145 555 and AFSL No. 240813), Participants of the ASX Group and regulated by the Australian Securities & Investments
Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 2000. The Product is made available in Australia to Private Banking wholesale clients through Citigroup Pty
Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Pty Limited provides all financial product advice to Australian Private Banking wholesale clients through
bankers and relationship managers. If there is any doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the
Citigroup Private Bank in Australia. Citigroup companies may compensate affiliates and their representatives for providing products and services to clients. If the Product
is being made available in certain provinces of Canada by Citigroup Global Markets (Canada) Inc. (“CGM Canada”), CGM Canada has approved the Product. Citigroup
Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J) 2M3. 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. If the Product
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was prepared by Citigroup Investment Research and distributed in Japan by Nikko Citigroup Ltd., it is being so distributed under license. Nikko Citigroup Limited is
regulated by Financial Services Agency, Securities and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka
Securities Exchange. Akasaka Park Building, 2-20, Akasaka 5-chome, Minato-ku, Tokyo 107-6122. 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., 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 Poland by Dom Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which
is regulated by Komisja Papieréw 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 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 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 Citigroup
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 be illegal. 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. Advice in the Product 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.

© 2006 Citigroup Global Markets Inc. Citigroup Investment Research is a division and service mark of Citigroup Global Markets Inc. and its affiliates and is used and
registered throughout the world. Citigroup and the Umbrella Device are trademarks and service marks of Citigroup or 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. 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.

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST
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