Company Focus

5 November 2007 | 13 pages

Polska Grupa Farmaceutyczna SA (MDIC.WA) T iate changs o
Limited Upside; Rather a Defensive Play — We Keep HOLD Rating

I . . . . . Hold/Low Risk L

m New acquisitions — PGF has invested in the Lithuanian market, acquiring Price (02 Nov 07) 7197.85

stakes in Limedika (third-largest wholesaler) and Gintarine Vastine (pharmacy Target price 71101.00
chain with €25m of revenues). The company is also in the process of acquiring from 7185.00

Polish wholesaler Aptekarz. Given PGF’s good acquisition track record, we Expected share price return 39%

believe these investments should be value-accretive for PGF shareholders. Expected dividend yield 31%

m Profitable properties — PGF has accelerated the disposal of its non-core Expected total return 6.3%

business properties. It is hard to estimate a precise value for these assets; Market Cap Z11,214M

however, given the substantial increase in property values in Poland and US$483M

considering only the value of PGF properties already listed for sale, we assume
that the company will be able to report some ZI 10m profit a year in 2007-09E.

m Changes to law — The old parliament voted for changes to pharmaceutical law  Price Performance (RIC: MDIC.WA, BB: PGF PW)

that could be problematic to interpret. This could result in short-term market PLN
turbulence, but we believe that the situation should be resolved soon. ﬁg
m Forecast revisions — We are raising our EPS numbers for 2007E-09E by 9%, lgg
16% and 16%, respectively, mostly after accounting for profit on property sales 80
and including the impact of newly acquired companies. ng
m Valuation Update — We lift our target price to ZI 101 from ZI 85. Our revised o o o Szegp

valuation includes the impact of acquisitions, extra value from the property
bank (ZI 6 per share) and the roll-forward of our valuation base to end-2008E.

Polska Grupa Farmaceutyczna SA (PLN) Arkadiusz Chojnacki, CFA!

Year to 31 Dec 20054 2006A 2007E 2008E 2009 +48-22-690-3563
Sales (ZIM) 3,890.7 4,007.6 4,434.6 5,297.0 5586.7  arkadiusz.chojnacki@citi.com
Net Income (ZIM) 52.6 62.5 73.3 87.7 98.4
Diluted EPS (Z)) 4.26 5.03 5.83 6.97 7.82
Diluted EPS (0ld) (Z1) 4.26 5.04 5.33 6.02 6.75
PE (x) 23.0 19.5 16.8 14.0 12.5
EV/EBITDA (x) 16.9 14.2 14.2 11.7 10.7
DPS (Z1) 2.18 2.37 2.40 3.00 3.00
Net Div Yield (%) 2.2 2.4 2.5 3.1 3.1
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Fiscal year end 31-Dec 2005 2006 2007E 2008E 2009E
Valuation Ratios
P/E adjusted (x) 23.0 19.5 16.8 14.0 12.5
EV/EBITDA adjusted (x) 16.9 14.2 14.2 11.7 10.7
P/BV (x) 5.7 5.0 4.2 36 3.1
Dividend yield (%) 2.2 2.4 2.5 3.1 3.1
Per Share Data (ZI)
EPS adjusted 4.26 5.03 5.83 6.97 7.82
EPS reported 4.26 5.03 5.83 6.97 1.82
BVPS 17.15 19.61 23.04 27.00 31.83
DPS 2.18 2.37 240 3.00 3.00
Profit & Loss (ZIM)
Net sales 3,891 4,008 4,435 5,297 5,587
Operating expenses -3,815 -3,921 -4,334 -5,173 -5,451
EBIT 15 87 100 124 135
Net interest expense -6 -6 -11 -9 -8
Non-operating/exceptionals 3 0 4 5 6
Pre-tax profit 12 81 93 121 133
Tax -18 -18 -18 -23 -25
Extraord./Min.Int./Pref.div. -2 0 -2 -10 -9
Reported net income 53 63 13 88 98
Adjusted earnings 53 63 13 88 98
Adjusted EBITDA 92 108 108 132 144
Growth Rates (%)
Sales 6.9 3.0 10.7 19.4 55
EBIT adjusted 13.4 15.5 15.0 23.9 9.0
EBITDA adjusted 15.8 17.3 -0.7 22.1 8.9
EPS adjusted 11.0 18.1 15.9 19.6 12.3
Gash Flow (ZIM)
Operating cash flow 58 105 36 16 104
Depreciation/amortization 17 21 7 8 9
Net working capital -9 35 -37 -25 -4
Investing cash flow -517 20 -168 -3 -57
Capital expenditure -31 -30 -57 -18 -58
Acquisitions/disposals -26 53 -111 15 1
Financing cash flow -6 - 125 -64 -44
Borrowings 27 -76 155 -26 -6
Dividends paid -27 -30 -30 -38 -38
Change in cash -5 14 -8 9 3
Balance Sheet (ZIM)
Total assets 1,445 1,490 1,793 2,010 2,138
Cash & cash equivalent 39 52 44 53 55
Accounts receivable 432 467 532 628 654
Net fixed assets 217 148 199 209 259
Total liabilities 1,188 1,199 1,457 1,615 1,673
For further data queries on Citigroup's full coverage Accounts payable 37 826 922 1,091 L151
universe please contact CIR Data Services Europe at g%t:rle%ztl):lers' funds %% 23(1] ggg ggg ﬁgg
CitiResearchDataServices@citigroup.com
or +44-207-986-4050 Profitability/Solvency Ratios (%)
EBITDA margin adjusted 2.4 2.7 2.4 2.5 2.6
ROE adjusted 26.3 27.2 27.3 27.9 26.6
capowered by ROIC adjusted 10.0 11.9 134 14.9 15.1
Net debt to equity 129.6 85.1 122.2 95.1 78.9
datacentral Total debt to capital 59.1 50.7 57.5 52.0 47.6
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Forecast & Valuation Revision

New Acquisitions and Result on Property Sale
Are the Major Reasons for Forecast Change

The acquisitions of Lithuanian operations (both retail and wholesale), the
purchase of a Polish tier 2 wholesaler (Aptekarz) and expected additional
profits from property sales are the major reasons behind the increase to our
earnings estimates. We have also raised our forecast for 2007 pharmaceutical
market growth to 7% (vs. our previous estimate of 6%).

We expect PGF’s incremental expansion in the retail segment in 1HO7 to drive
improved sales and margins. The merger with Hurtownia Aptekarz will deliver
an additional ZI 300 million of revenue from 2008E, but should be neutral for
margins, on our estimates. We assume that PGF’s Lithuanian acquisitions will
be consolidated from November 2007. This should impact the company’s
earnings profile, as 8% of sales will derive from the Baltic region from 2008E,
bringing higher margins and a slightly lower tax rate. We conservatively
estimate the overall impact of new acquisitions at around ZI 8 million a year in
2008-09E with no impact in 2007E. The upward revisions to our 2008-09E net
profit forecasts are much higher, however, reflecting expected profits from the
sale of land/properties, which is included in the other operating income line.
PGF has decided to set up a developer company (AB7), which will be able to
use PGF land as its own investment to create a JV partnership with a
development company. It is hard to estimate the total value of profits that PGF
may achieve from selling its properties (or from a potential JV with a
developer). However, given the substantial increase in property values in
Poland over the last two years and considering only the value of PGF properties
already listed for sale (i.e. above ZI 70 million), we assume that the company
will be able to report some ZI 10m profit a year in 2007-09E.

Figure 1. PGF — Forecast Revision Summary, 2007-09E (Zloty in Millions)

Revenues
Gross Profit
SG&A

Other operating income/costs
Operating profit

Pretax
Net Profit

EPS (Z1)
Source: CIR/DM BH estimates

2007 old 2007 new Chg 2008 old 2008 new Chg 2009 old 2009 new Chg
New/0ld New/0ld New/0ld

4169.7  4,434.6 6.4% 4,340.2  5,297.0 22.0% 4517.6  5,586.7 23.7%
446.8 474.4 6.2% 466.4 577.2 23.8% 487.5 609.1 24.9%
343.4 379.8 10.6% 351.8 455.7 29.5% 361.7 475.9 31.6%
0.9 13.0 >1000% 0.9 10.6 >1000% 0.9 10.6 >1000%

86.0 100.2 16.5% 95.7 124.1 29.7% 105.8 1353 27.9%
83.7 93.5 11.6% 94.5 120.6 27.6% 106.0 133.0 25.4%
67.1 73.3 9.3% 75.7 87.7 15.8% 85.0 98.4 15.9%
5.33 5.83 9.3% 6.02 6.97 15.8% 6.75 7.82 15.9%
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Valuation Update

Following the updates to our forecasts and valuation model, we have increased
our target price for the company to ZI 101 from ZI 85. At the same time, we
reiterate our Hold/Low Risk recommendation. The valuation has benefited
from:

m Revisions to our forecasts to include the impact of new acquisitions

m Roll-forward of our DCF valuation date by one year (from end-2007E to end-
2008E)

m Accounting for properties that are slated for sale, which we conservatively
value at ZI 75m (or ZI 6 per PGF share)

In considering valuation multiples for PGF, too, we now focus on 2008E (vs.
2007-08E previously). We consider 15-18x forward P/E (excluding one-offs)
plus the value of properties for sale (ZI 6/share, on our estimates) an
appropriate trading band for PGF. The implied valuation range of ZI 100-119
supports our new target price.

Some Details on New Acquisitions and
Business Developments

Poland

PGF has spent more than ZI 35m on acquisitions of small pharmacy chains,
adding them to its retail operations as well as to the DoZ partnership scheme of
more than 1,600 visually identical pharmacies. We believe that PGF’s
expansion in proprietary pharmacies should improve operating margins after
the reorganization of group’s capital structure; however, in the medium term, it
could have negative impact on the cost base.

The Polish pharmaceutical wholesale segment is a latecomer to the M&A party.
PGF is an active player that aims to maintain its leadership position. Its latest
acquisition (Hurtownia Aptekarz) will strengthen the company’s presence in
Eastern Matopolska, where its market share was previously relatively low
(11.1%). Moreover, through Hurtownia Aptekarz PGF will get access to unique
clients (i.e. those it has hitherto not served); on this basis, we project its
market share in the region to increase to c. 35%. The acquisition will also bring
PGF three warehouses and c. ZI 300 million of annual revenues.

Restructuring of group’s structure and operations has resulted in the creation
of AB7. This subsidiary is intended to act as a real estate holding &
development company, and will manage all PGF’s land holdings that are not
involved in its operating activities. While dormant for the time being, this start-
up should be able to capitalize on PGF’s land bank and contribute to PGF’s
results in future, either by selling land or using it for construction purposes.
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Lithuania

As the initial steps in its plan to become one of the major players in the
Lithuanian pharmaceutical market, PGF has acquired Limedika and Gintarine
Vastine. These acquisitions make PGF the third player in wholesale market,
challenging Finnish group Tamro and Euroapteka. The Lithuanian
pharmaceutical market was worth c. ZI 1,500 million in 2006 (+10% yoy) and
is expected to grow annually by 7.2% until 2010E. Moreover, PGF will be able
to benefit from certain characteristics of Lithuanian market:

m A far more ‘free market’ approach to pharmaceutical regulations by the
Lithuanian legislative authorities (lack of anti-concentration restrictions or
statutory margins) compared with Poland.

m The Lithuanian market structure, whereby Lithuanian pharmaceutical
distributors typically consist of a wholesaler and a chain of pharmacies, with
these chains controlling 80% of the market

Limedika's net margin of 4.6% is more than twice as high as PGF’s and the
Polish pharmaceutical market average. We expect Gintarine Vastine — the retail
part of the Lithuanian investment — to be profitable from 2007E and to
contribute positively to PGF’s financials in 2008E, with an expected net margin
of 2%. Due to this expansion, PGF can expect to add ZI 430 million of
Lithuanian revenues and c. ZI 8-9 million of net profit in 2008E and 2009E.

Developments in the Lithuanian market —i.e. competition between five major
wholesale players — may drive a reduction of wholesale margins in future.
However, this may be offset by the retail part of the business, where we expect
a fall in the number of individual pharmacies in favour of chains. Furthermore,
we think PGF can expect to see synergies from this acquisition in terms of
product selection, greater bargaining power and new distribution channels.
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Figure 2. PGF — Breakdown of Sales, 2007E-09E
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Source: CIR/DM BH estimates

The UK

PGF’s announced plans to open pharmacies in the UK (two by the year-end)
suggest to us that the company is focusing increasingly on opportunities for
expansion beyond Poland’s borders. While an interesting indication of the
company’s strategy, the UK investments are not of a material size, in our view.

Legal Environment — Hopefully, It Should
Crystallize Soon

The introduction of legal changes (amendments to the pharmaceutical bill
voted in September 2007), which restrict the stimulation of sales via anti-
discount measures, aims at unifying wholesale prices for reimbursed drugs.
This could result in an inability on the part of wholesalers to offer discounts
subject to turnover, which could lead to reduced competition (and potential
client-switching away from companies that were previously able to offer higher
discounts).

In order to avoid this, wholesalers may offer lower prices to all clients in order
to keep their existing client bases — and that could result in lower margins.
Another potential negative impact of this legal change relates to the
introduction of controls to ensure compliance with the new law — as market
leader, PGF will have to allocate some time to provide inspectors with the
required information.
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However, due to a certain semantic ambiguity and lack of coherency,
interpretation of the new law will be far from straightforward — hence, it is very
difficult to estimate its impact on the industry. Moreover, there remains doubt
as to whether the new law impedes companies’ freedom to draw up contracts -
a potential basis for revoking the law. We think the negative financial impact of
the new law is avoidable via a shift in discounts policy more towards OTC
products.

It should be noted that the new pharmaceutical bill was intended to:
m introduce fixed margins;
m limit pharmacies’ domestic market share to 1%; and

m force companies to separate their wholesale and retail operations (giving
them five years to sell either part of the business) — however, this was
postponed due to dissolution of parliament.

In our view, the composition of the newly elected parliament, with its pro-free
market approach, is likely to result in amendments to or rejection of this bill.
We would also expect the new government/parliament to be able to provide
reasonable interpretation of the amendments that were voted in September.

Financials

Figure 3. PGF — Profit and Loss Account, 2003-09E (Zloty in Millions)

2003 2004 2005 2006 2007E 2008E 2009E
Consolidated Revenues 3,566.1 3,639.4 3,890.7 4,007.6 4,434.6 5,297.0 5,586.7
Cost of Revenue -3,213.7 -3,281.6 -3,518.1 -3,587.1 -3,960.1 -4,719.8 -4,977.6
Gross Profit 352.4 351.8 372.6 420.5 474.4 577.2 609.1
SG&A -219.2 -273.7 -292.9 -325.1 -379.8 -455.7 -475.9
Other operating Income/(Cost) -42.9 1.6 12.6 13.1 13.0 10.6 10.6
EBITDA 90.3 79.8 92.4 108.4 107.6 132.1 143.9
Depreciation -16.5 -13.2 -17.0 -21.3 -1.5 -8.0 -8.6
Operating Profit 73.8 66.5 75.4 87.1 100.2 124.1 135.3
Financial Income/(Cost) -8.6 -3.3 -3.3 -5.7 -6.7 -3.5 -2.3
Amortisation of Goodwill -0.1 0.0 0.0 0.0 0.0 0.0 0.0
Extraordinary Items 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Income Before Taxes 65.2 63.2 72.1 81.4 93.5 120.6 133.0
Income Tax -21.3 -16.6 -18.0 -18.3 -18.2 -23.1 -25.5
Share in (profit) loss of companies subject to acquisition 0.0 0.1 0.1 -0.1 -0.1 -0.1 -0.1
accounting
Minority (Profits)/Losses -1.4 0.3 -1.6 -0.5 -1.8 -9.7 -9.0
Net Income 36.6 47.0 52.6 62.5 73.3 87.7 98.4
INCOME STATEMENT MARGINS 2003 2004 2005 2006 2007E 2008E 2009E
Gross Margin 9.9% 9.7% 9.6% 10.5% 10.7% 10.9% 10.9%
EBITDA Margin 2.5% 2.2% 2.4% 2.1% 2.4% 2.5% 2.6%
Operating Margin 2.1% 1.8% 1.9% 2.2% 2.3% 2.3% 2.4%
Pre -Tax margin 1.8% 1.7% 1.9% 2.0% 2.1% 2.3% 2.4%
Net Margin 1.0% 1.3% 1.4% 1.6% 1.7% 1.7% 1.8%

Source: Company reports and CIR/DM BH estimates
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Figure 4. PGF — Balance Sheet, 2003-09E (Zloty in Millions)

2003 2004 2005 2006 2007E 2008E 2009E
Current Assets:
Cash and Equivalents 349 43.6 38.6 52.2 44.0 52.5 55.4
Other Marketable Current Assets 15.9 41.6 65.7 63.5 66.7 70.0 73.6
Receivables 595.6 423.9 4315 467.3 532.1 627.7 653.6
Inventory 408.9 484.3 502.4 549.1 620.8 725.7 765.4
Total Current Assets 1,055.4 993.5 1,038.2 1,132.2 1,263.7 1,476.0 1,548.0
Fixed Assets:
Tangible Assets 178.8 221.9 217.3 148.3 199.2 209.1 258.8
Existing Intangibles 5.6 21.9 25.8 28.9 28.0 28.0 28.0
Consolidation Goodwill 1.1 114.4 115.9 155.6 155.6 155.6 155.6
Investments 13.4 14.4 39.3 13.2 133.5 125.7 130.8
Other Assets (Long -Term Receivables) 0.2 0.1 0.6 0.6 0.7 0.8 0.8
Total Fixed Assets 199.2 372.8 398.9 346.6 516.8 519.1 574.0
Prepayments 5.0 5.9 8.3 11.6 12.9 154 16.2
TOTAL ASSETS 1,259.6 1,372.1 1,445.4 1,490.4 1,793.4 2,010.4 2,138.3
Liabilities:
Accounts Payable 801.5 718.5 737.2 826.1 922.4 1,091.2 1,150.9
Other Current Liabilities 37.4 36.0 36.1 32.7 36.1 43.2 45.5
Short -Term Debt 66.7 51.3 86.6 167.6 254.0 239.5 236.1
Long -Term Debt 117.8 294.2 285.5 132.4 200.8 189.3 186.6
Other Long - Term liabilities 12.5 12.5 7.1 4.1 3.6 3.3 3.0
Deferred Income 7.1 5.1 9.6 9.1 10.1 12.1 12.7
Provisions 16.3 25.4 26.0 21.2 30.1 36.0 37.9
Other (Reserves) 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Minority Interest 38.0 42.7 44.0 44.5 46.4 56.1 65.1
Total Stockholders® Equity 162.3 186.3 213.3 246.7 289.9 339.8 400.5
TOTAL LIABILITIES & EQUITY 1,259.6 1,372.1 1,445.4 1,490.4 1,793.4 2,010.4 2,138.3
BALANCE SHEET RATIOS 2003 2004 2005 2006 2007E 2008E 2009E
Current Ratio 1.2 1.2 1.2 1.1 1.0 1.1 1.1
Quick Ratio 0.7 0.6 0.6 0.6 0.5 0.5 0.5
Total Debt/Equity 652.7% 613.5% 556.9% 486.0% 502.7% 475.2% 417.7%
Bank Debt/Equity 113.7% 185.4% 174.4% 121.6% 156.9% 126.2% 105.5%
ROE 22.5% 25.2% 24.7% 25.34% 25.3% 25.8% 24.6%
ROA 2.9% 3.4% 3.6% 4.2% 4.1% 4.4% 4.6%

Source: Company reports and CIR/DM BH estimates
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Figure 5. PGF — Cash Flow Account, 2003-09E (Zloty in Millions)

2003 2004 2005 2006 2007E 2008E 2009E
Net Income from Operations 36.6 47.0 52.6 62.5 73.3 87.7 98.4
Depreciation and Amortisation 16.7 13.3 17.0 21.3 1.5 8.0 8.6
Net Working Capital Change 75.2 3.2 -1.9 -10.7 -28.6 -33.1 -6.5
Other 40.7 -3.7 7.1 45.4 7.0 36.4 28.2
Cash Flows from Operating Activities: 169.2 59.8 74.8 118.6 59.2 98.9 128.8
Acquisitions, net of Cash Acquired -2.5 -68.7 -1.2 1.8 -120.3 7.9 -5.2
Capital Expenditures, Net -30.4 -56.1 -31.2 -30.2 -57.3 -18.0 -58.4
Investments and Marketable Securities -1.7 -43.7 -48.5 -37.5 -3.2 -3.3 -3.5
Other 22.7 10.7 29.9 89.4 12.5 10.0 10.0
Cash Flows from Investing Activities: -11.9 -157.8 -51.0 23.5 -168.3 -3.5 -57.1
Debt Short -Term -206.7 -15.4 35.3 76.9 86.5 -14.5 -3.5
Debt Long -Term 109.8 168.3 -8.5 -153.0 68.3 -11.4 -2.7
Dividends Paid -12.2 -24.5 -27.1 -29.9 -30.2 -31.7 -31.7
Issuance of Shares 2.0 1.2 0.3 0.0 0.0 0.0 0.0
Interest paid -14.7 -17.9 -23.1 -17.5 -23.7 -23.3 -25.0
Other -23.3 -3.5 -5.8 -5.0 0.0 0.0 0.0
Cash Flows from Financing Activities -145.2 108.3 -28.8 -128.5 100.9 -86.9 -68.9
Beginning Cash 22.8 33.2 43.6 38.6 52.2 44.0 52.5
Increase/(Decrease) in Cash 12.1 10.4 -5.0 13.6 -8.2 8.6 2.9
Ending Cash 34.9 43.6 38.6 52.2 44.0 52.5 55.4

Source: Company reports and CIR/DM BH estimates
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Polska Grupa Farmaceutyczna SA

Company description

PGF is the leading pharmaceutical distributor in Poland, with an estimated
market share of 17-20%. The profitability of the business depends on
government regulation (wholesale gross margin on sales is currently at about
8.5-9.7%). The key growth driver is development of the domestic
pharmaceutical market. Long-term prospects for the Polish pharmaceutical
market are good, in our view - we forecast the pharmaceutical market to grow
at a long-term CAGR of around 6%.

Investment strategy

We rate shares of PGF Hold/ Low Risk (2L), with a target price of ZI 101 and a
2007E DPS of ZI 3. In our view, the key growth driver for the company will be
development of the domestic pharmaceutical market, although expected
expansion in the Lithuanian market will also be an important factor for value
creation in the future. We like the company's fundamentals and believe that its
earnings expansion will on average surpass GDP growth. However, we tend to
believe that, at current share price levels, the upside potential is rather limited.

Valuation

Our primary valuation method for PGF shares is DCF, assuming a weighted
average cost of capital (WACC) of 9.1% between 2008 and 2015 and a nominal
terminal growth rate of 3% (real 0%). We forecast a CAGR for PGF revenues of
6.8% and an average operating margin of 2.55%. Our target price is ZI 101 per
share, which reflects our DCF valuation. To cross-check our findings, we run a
2008E P/E analysis, excluding one-off gains but adding the value of properties
for sale (ZI 6 per share). This approach yields an estimated valuation range of
Z1 100-119. We assume that the stock should trade between 15x and 18x
forward P/E, which we find appropriate for industrial mid-cap Warsaw-listed
stocks.

Risks

We rate PGF Low Risk. The rationale behind our risk rating is higher-than-
average quality of management and PGF's leading position in the domestic
marketplace. On the other hand, profitability of the business depends to some
extent on government regulation. Other risks that may prevent achievement of
our target price are: 1) the drug reimbursement level affects the total value of
the pharmaceutical market; and 2) the financial situation of major clients -
Hospitals and Pharmacies - affects the level of bad receivables.
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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%

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.
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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 02 November 2007 04:30 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
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 Citi
Smith Barney 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. The Product is made available
in Brazil by Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comissao de Valores Mobiliarios, BACEN - Brazilian Central Bank,

APIMEC - Associacdo Assaciagao dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID - Assaciagdo Nacional dos Bancos de Investimento. Av.
Paulista, 1111 - 11° andar - CEP. 01311920 - Sao Paulo - SP. 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
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Exchange Board of India. Bakhtawar, Nariman Point, Mumbai 400-021. The Product is made available in Indonesia through PT Citigroup Securities Indonesia. 5/F,
Citibank Tower, Bapindo Plaza, JI. Jend. Sudirman Kav. 54-55, Jakarta 12190. Neither this Product nor any copy hereof may be distributed in Indonesia or to any Indonesian
citizens wherever they are domiciled or to Indonesian residents except in compliance with applicable capital market laws and regulations. This Product is not an offer of
securities in Indonesia. The securities referred to in this Product have not been registered with the Capital Market and Financial Institutions Supervisory Agency
(BAPEPAM-LK) pursuant to relevant capital market laws and regulations, and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian
citizens through a public offering or in circumstances which constitute an offer within the meaning of the Indonesian capital market laws and regulations. If the Product
was prepared by Citi Investment Research and distributed in Japan by Nikko Citigroup Limited ("NCL"), it is being so distributed under license. If the Product was prepared
by NCL and distributed by Nikko Cordial Securities Inc. or Citigroup Global Markets Inc. it is being so distributed under license. NCL is regulated by Financial Services
Agency, Securities and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange. Shin-Marunouchi
Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. In the event that an error is found in an NCL research report, a revised version will be posted on Citi
Investment Research's Global Equities Online (GEO) website. If you have questions regarding GEO, please call (81 3) 6270-3019 for help. The Product is made available in
Korea by Citigroup Global Markets Korea Securities Ltd., which is regulated by Financial Supervisory Commission and the Financial Supervisory Service. Hungkuk Life
Insurance Building, 226 Shinmunno 1-GA, Jongno-Gu, Seoul, 110-061. The Product is made available in Malaysia by Citigroup Global Markets Malaysia Sdn Bhd, which is
regulated by Malaysia Securities Commission. Menara Citibank, 165 Jalan Ampang, Kuala Lumpur, 50450. The Product is made available in Mexico by Acciones y Valores
Banamex, S.A. De C. V., Casa de Bolsa, which is regulated by Comision Nacional Bancaria y de Valores. Reforma 398, Col. Juarez, 06600 Mexico, D.F. In New Zealand the
Product is made available through Citigroup Global Markets New Zealand Ltd., 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 Papierow Wartosciowych i Gield. Bank Handlowy w Warszawie S.A. ul. Senatorska 16, 00-923 Warszawa.
The Product is made available in the Russian Federation through ZAO Citibank, which is licensed to carry out banking activities in the Russian Federation in accordance
with the general banking license issued by the Central Bank of the Russian Federation and brokerage activities in accordance with the license issued by the Federal Service
for Financial Markets. Neither the Product nor any information contained in the Product shall be considered as advertising the securities mentioned in this report within the
territory of the Russian Federation or outside the Russian Federation. The Product does not constitute an appraisal within the meaning of the Federal Law of the Russian
Federation of 29 July 1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation. 8-10 Gasheka Street, 125047 Moscow. The Product is made
available in Singapore through Citigroup Global Markets Singapore Pte. Ltd., a Capital Markets Services Licence holder, and regulated by Monetary Authority of Singapore.

1 Temasek Avenue, #39-02 Millenia Tower, Singapore 039192. The Product is made available by The Citigroup Private Bank in Singapore through Citibank, N.A., Singapore
branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore. Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South
Africa (company registration number 2000/025866/07) and its registered office is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is
regulated by JSE Securities Exchange South Africa, South African Reserve Bank and the Financial Services Board. The investments and services contained herein are not
available to private customers in South Africa. The Product is made available in 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 Citi Investment Research's Products can be found at www.citigroupgeo.com. Compensation of equity research analysts is determined by equity
research management and Citigroup's senior management and is not linked to specific transactions or recommendations. The Product may have been distributed
simultaneously, in multiple formats, to the Firm's worldwide institutional and retail customers. The Product is not to be construed as providing investment services in any
jurisdiction where the provision of such services would not be permitted. Subject to the nature and contents of the Product, the investments described therein are subject to
fluctuations in price and/or value and investors may get back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in
value that could equal or exceed the amount invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and
basis of taxation may be subject to change. If in doubt, investors should seek advice from a tax adviser. The Product does not purport to identify the nature of the specific
market or other risks associated with a particular transaction. Advice in the Product is general and should not be construed as personal advice given it has been prepared
without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice, consider the
appropriateness of the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the client's responsibility to
obtain the relevant offer document for the product and consider it before making a decision as to whether to purchase the product.

Dom Maklerski Banku Handlowego S.A. is an indirect subsidiary of Citigroup Inc.

© 2007 Citigroup Global Markets Inc. (© Nikko Citigroup Limited, if this Product was prepared by it). Citi Investment Research is a division and service mark of Citigroup
Global Markets Inc. and its affiliates and is used and registered throughout the world. 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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