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GlaxoSmithline Consumer (GLSM.BO)
3Q06 Beat Expectations; Attractively Valued at 12.4x P/E; BUY

Attractively Valued, Buy/Low Risk — At 12.4x07E P/E and a O7E expected dividend
yield of 4.5%, GSK Consumer is among the most attractively valued stocks in our
Indian Consumer universe. The company has a free cash flow yield of over 7%,
which should provide downside support to the stock price.

3Q results beat expectations — 3Q06 net profits grew 20% yoy, slightly ahead of
our expectations. Sales growth of 16.5% surprises us positively, although EBITDA
margin decline of 327bps was below expectations. Underlying margins would have
been stronger but for change in accounting norms for manufacturing income for
GSK’s sister company, which resulted in lower reported operating profit margins.

Growth to remain robust, margins under slight pressure — While sales growth
remains strong, higher agri-commodity prices have pressured margins. This has
been mitigated to some extent by excise savings and price hikes, further price
hikes will be needed to sustain margins. Management has guided at high single
digit sales growth and stable margins for 2006. We believe that GSK is on course to
beat sales growth guidance given by the management.

Saolid cash flows — Besides a solid free cash flow yield of ~7%, GSK Consumer also
has almost Rs60 per share cash on its books. While we would like to see this being
paid out to the shareholders (given that major capex is over), management has said
that it is eying acquisitions. We do not see many brands available that complement
GSK’s portfolio; to us, share buyback looks to be the likely scenario. Historical
buybacks carried out by GSK have been EPS accretive.
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Figure 1. Statistical Abstract

Year to Net Profit FD EPS EPS Growth P/E DPS Yield RoE
31-Dec (Rs Mils.) (Rs) (%) (x) (Rs) (%) (%)
2004 732 16.1 -4.2 31.6 7.0 14 14.3
2005 1,071 25.5 58.0 20.0 13.7 2.7 22.0
2006E 1,483 353 38.4 145 19.3 3.8 31.2
2007E 1,731 41.1 16.7 12.4 22.8 45 322
2008E 1,998 47.5 15.4 10.7 26.4 5.2 32.8

Source: Company Reports and Citigroup Investment Research
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GlaxoSmithkline Consumer: 3Q06 Results Summary

Figure 2. GSK Consumer — 3Q06 Results Summary (Rupees in Million, Percent)

3Q05 3Q06 % YoY

Net Sales 2,586.5 3,014.5 16.5
Total Expenses -2,048.6 -2,486.2 21.4
EBITDA 537.9 528.3 -1.8
EBITDA margin (%) 208 175 -327 bps

Interest -12.2 -10.4 -14.8

Depreciation -96.2 -97.4 1.2

Amortization -11.5 -11.5 0.0
Other Income 47.0 138.5 194.7
PBT 465.0 5415 17.7
Tax -162.4 -185.2 14.0
Tax rate (%) 34.9 33.8 -110 bps

Net Profit 302.6 362.3 19.7

Net margin (%) 117 2.0 32 bps

Cost Details 3Q05 3006 % YoY
Raw Materials -939.3 -1,124.3 19.7
As % of Sales 36.3 37.3 98 bps
Staff costs -279.4 -328.2 17.5
As % of Sales 108 109 9 bps
Advertising and Promotions -284.2 -365.8 28.7
As % of Sales 110 221 115 bps
Other expenses -545.7 -667.9 22.4
As % of Sales 21.1 222 106 bps

Source: Company Reports

GlaxoSmithline Consumer

Company Description

GSK Consumer is the leading player in the white and brown beverage segments.
The parent company, GlaxoSmithKline, has a 40% stake in the domestic
subsidiary. Horlicks and Boost are GSK's key brands, which enjoy a strong
franchise among consumers in India. The company dominates the white powder
market with more than an 80% share. GSK has commissioned a plant in Baddi,
which is likely to save excise of around Rs300m per annum.

Investment Thesis

We rate GSK Consumer as Buy/Low Risk (1L) with a target price of Rs725. We
believe the stock is a re-rating candidate because we see the re-launch of
flagship brand Horlicks putting the company back on the growth path. After five
quarters of negative volume growth, business fundamentals have started
improving from 3Q03, with management guiding to significant improvement in
sales and profits in 2005. We believe volume growth will likely intensify. The re-
launch of flagship brand Horlicks and the introduction of innovative variants
have met with good responses from consumers, and management has indicated
that it hopes this will convert to secondary sales over time. With the new
Horlicks facility operating below optimum levels, there are gains to be made
from operating efficiencies as volumes pick up. We believe the worst is past and
expect better performance from GSK. The company is investing in long-term
growth through product innovations, the widening of its distribution network and
growing sales through new delivery mechanisms.
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Valuation

GSK Consumer is likely to have steady growth in earnings despite some minor
hiccups in the past 24 months, and we believe P/E is best suited to value the
company. Our target price of Rs725, based on 20x one-year forward P/E, puts
the stock at a 35% premium to Sensex valuations but still at a discount to our
consumer-sector universe. We believe that the stock should trade at a premium
to the Sensex given its relatively better earnings profile and higher capital-
efficiency ratios. At Rs725 the stock would be trading at an implied EV/EBITDA
of 11.5x one-year forward EV/EBITDA. This is at the lower end of its historical
trading range. We believe our target multiple is conservative because we
benchmark it against the lower end of the historical trading range, and hence
provides downside support to our price target. A higher dividend payout is likely
to help stock valuations and should provide downside support.

Risks

We rate GSK as Low Risk because the company operates in a branded segment
in which earnings visibility is high and earnings follow a secular trend. The key
downside risks to our target price include: (1) the re-launch of Horlicks could
confuse users and lead to brand switches; (2) a rural recovery may not fully
manifest into additional sales for GSK; and (3) competition.
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Analyst Certification Appendix A-1

|, Princy Singh, 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.

Glaxo SmithKline Consumer (GLSM.BO)
Ratings and Target Price History - Fundamental Research Target Closing
Analyst: Princy Singh (covered since October 6 2004) INR #  Date Rating Price Price
: : : 1:28 Oct 03 1L  *360.00 304.20
2: 3May 04 1L 360.00 250.90
3 2May05 1L  *395.00 341.35
4:25 Jul 05 1L  *500.00 434.80
5:21 Oct 05 1L  *540.00 478.35
6:31 Jan 06 1L *725.00 607.75

*Indicates change.
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Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Glaxo SmithKline
Consumer in the past 12 months.

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: Glaxo SmithKline Consumer.

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 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

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. In producing Products, members of the Firm's research department may have received assistance from the subject
company(ies) referred to in the Product. Any such assistance may have included access to sites owned, leased or otherwise operated or controlled by the issuers
and meetings with management, employees or other parties associated with 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. 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 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.
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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
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