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Investment Philosophy and Objectives

Philosophy

o We see stock prices as a function of valuation, earnings surprise and country risk
— Valuation succeeds as stock prices tend towards equilibrium over time
— Surprise results in re-evaluation of consensus forecasts
— Country risk determines discount rates

o We believe that consistent performance can be achieved by applying disciplined and repeatable
investment processes, supported by in-depth proprietary research.

Objectives

e The investment team aims for a target excess return of 4% per annum versus the MSCI EMF Index over a market cycle,
subject to a maximum tracking error target of approximately 8%

t
These investment objectives should not be relied upon as an indication of future results, and there is no guarantee that they will be met. Please see endnotes for additional information. CI Ig rou p"J
2 This is confidential and proprietary information and may not be used other than by the intended user. asset management
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Sources of Alpha Generation

Alpha Objectives Realised Alpha
(3-Yr as of Mar-2004)
Target = 4.00% p.a. Realised = 4.87% p.a.
100% 100% -
40% 53%
/SN Country 80% - ELIIY
Selection Selection
60% - 60% -
40% - % -
AJ 60% 40% 47%
Stock Stock
U Selection IRl Selection
0% - 0% -

Please see endnotes for additional information.

This is confidential and proprietary information and may not be used other than by the intended user.

Proprietary Sources of Alpha

Country Selection

Resources: 2 dedicated country strategists
Inputs: Country Risk Premium Estimates

Short-Term Macro Signals (TD Matrix)
Top-Down Ratings (1-5)

Stock Selection

Resources: 15 dedicated EME Analysts

Inputs: In-Depth Company Research
Fundamental Fair-Value Assessment (DDM)
Near-Term Earnings Signals
Sector Based Ratings (1-5)

citigroupl
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Disciplined Investment Process

Country Strategists Fundamental Equity Analysts

Country Risk Premium Definition In-Depth Company Analysis
Country Analysis and Ranking Ratings and Valuation

Portfolio Managers

Validation and Input
Decision and Accountability

Final Portfolio

AT,
Please see endnotes for additional information. C It I q rou p"l

4 This is confidential and proprietary information and may not be used other than by the intended user. asset management



Integration of Top-Down and Bottom-Up Inputs

Dividend Discount Model (DDM) Valuation Integrates
Company Cashflow Fundamentals with Respective Risk Level

Equity Analyst Inputs
(EPS, DPS, g, ROE)

>

Security Currency:

Waluation Date: |03r 22004

Citigroup Asset Management Standard Model - Dividend Discount Model ¥8.2 Console
Company: |TELE MORTE LESTE PART-PREF Market Type: I EMERGING MARKET ﬂ
Bloomberg Ticker: |TNLF'4 BZ Equity Country: I BRAZIL ﬂ
Staternent Currency: Inflation Adjustment: Bond Type: I UMITED STATES (+ IMFLATION DIFFERENTISL) ﬂ

Figcal Year 1 End: | 1273172004

— Time Structure — Calculation Mode
Years of Explicit Forecast: I 5 ,l 378% % Norminal {INPLIT) ™~ Real
1.46%
Years of Constant Forecast:
B —
Years of Transition: — DDM Results
g DDM Fair Yalue:
— Constant Stage (Nominal) AVERAGE
Constant Stage EPS Growti: | o, BELOW AVERAGE FTAR LA 40.01
ANVERAGE Return to DDM Fair Value: 23.84%
Constant Stage Payout Ratio: |
onsta R 1o 35.00% 0.33% Internal Rate of Return: 14 38%
Implied Constant Stage ROE: 13.33% 13.04% Implied Constant Growth: 2.02%
— Explicit Estimates (Link Inputs) — DDM Inputs
Ml EPS DPS BY ROE aerd] EPS DOPS BY ROE
Year 0 057 546 18.40| -270% Yaar 0 057 546 1840 -270% Calculated| Autmatic |
Yoar ¥ 308 154 21E5| 15.39% Yaar 1 308 154 MBS 14.76% - .
DB Inputs
Year 2 270 324 21.59| 1247% Year 2 270 324 21.59| 12.33% i i
Yoar 3 374 449 ME2| ATIT% Yoar 3 374 449 M52 17TA0% Terminal Conditions |
Year 4 4.43 533 21.43| 2087% Year 4 448 538 21.43| 2048%
0K |
Year 5 5.25 £.29 21.33| 24.54% Year 5 525 5.29 21.33| 24.01%
Yaar 6 5.39 546 21.22|| 25.33% Yagr 6 539 546 21.22|  24.76%
Year 7 Yagr 7 B |
Yoar § Yoar & Print |
Year 9 Year 9
Year 100 Year 10

For illustrative purposes only. This information does not constitute and should not be construed as investment advice or recommendations with respect to the
countries listed above. Please see endnotes for additional information.
5 This is confidential and proprietary information and may not be used other than by the intended user.

Country Strategist Inputs
(Country Risk Premium)

citigroupl

asset management



IV. Investment Process and Portfolio Construction
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Investment Process Summary

Step 1: Set Country Risk Premium
(CRP)

Step 2: Alpha Ranking

Step 3: Establish Sector/Country and
Critical Cells

Step 4:
Populate Cells and Generate Portfolio

Step 5: Enhanced Risk Management

Step 6: Structure Final Portfolio

Please see endnotes for additional information.

Incorporate top-down views through country risk
premium as part of company level DDM valuation

Based on screened universe, using proprietary analyst inputs

o Establish sector/country cells in the benchmark
o |dentify key sectors within each country as critical cells

» Populate sector/country cells based on alpha ranking
o Model Portfolio incorporates high conviction levels of analysts’ stock views

Process ensures that high conviction levels translate into active weights

o Ensure adherence to risk control parameters
o Monitor tracking error and factor weights

Challenge analyst and country strategist assumptions

o Determine final portfolio based on client-specific guidelines

citigroupl

This is confidential and proprietary information and may not be used other than by the intended user. asset management



Role 1: Define Country Risk Premium
Country Strategists Estimate Country Risk Premium

o Estimate country risk premium for individual markets based on proprietary estimates of statistically significant factors

Factor Sensitivities

External Debt —5.5

sudgetaance. |
0P Growin | -

Political Risk —5.5
I I

0 5 10 15 20 25
Absolute Adjustment in Model Spread (bps) for 1 Unit Change in Data

Source: Citigroup Asset Management Research. For illustrative purposes only. Please see endnotes for additional information. The above represents a set of factors that serve as input into a

model to calculate Country Risk Premium. Factor sensitivities as of Feb-2004. These factors affect the Country Risk Spread in direct proportion as shown. :
Definitions of factors: External Debt: Country's External Debt as % of GDP; Budget Balance: Country's Budget Balance as % of GDP; GDP Growth: Country's % Annual GDP Growth;

Political Risk: an increase in the Political Risk Index means an improvement in the political situation. Cltlg rou p\J

This is confidential and proprietary information and may not be used other than by the intended user. asset management
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Step 1: Define Country Risk Premium

Different Risk Levels in Emerging Markets Are Systematically Recognised
e Country Risk Premium for all key emerging markets are determined and incorporated in Company Level DDM Valuation

Country Debt/ GDP BB/ GDP GDP Growth Political Risk CRP
China 12 -3.0 8.0 70 500
India 18 9.0 6.5 57 550
Indonesia 56 -0.8 4.0 49 650
Korea 32 14 5.0 71 450
Malaysia 46 -4.8 3.5 67 550
Philippines 70 -9.2 4.0 64 700
Taiwan 12 -3.0 5.5 79 450
Thailand 41 04 5.5 70 500
Czech Rep. 32 -8.1 3.8 80 500
Hungary 60 -4.4 2.5 82 500
Israel 65 -4.0 2.0 62 600
Poland 41 5.5 4.5 78 500
Russia 37 -1.4 1.5 61 600
South Africa 20 2.3 2.8 62 550
Turkey 50 -11.5 5.0 63 700
Argentina 90 -0.1 4.0 61 850
| Brazil 47 -4.1 2.7 64 700
Chile 34 0.5 3.9 71 500
Mexico 27 -1.9 3.2 66 550

Source: Citigroup Asset Management Research. For illustrative purposes only. Please see endnotes for additional information. The above represents a set of factors that serve as input into a
model to calculate Country Risk Premium. Factor sensitivities as of Feb-2004. Definitions for factors illustrated: Debt/GDP: Debt: Country's External Debt to GDP Ratio; BB/GDP: Country's
Budget Balance as % of GDP; GDP Growth: Country's % Annual GDP Growth; Political Risk: Political Risk Index. This information does not constitute and should not be construed as

investment advice or recommendations with respect to the countries listed above.

This is confidential and proprietary information and may not be used other than by the intended user.
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Step 1: Define Country Risk Premium

Example: Country Strategists Estimate Country Risk Premium for Company Level DDM Valuation

Citigroup Asset Managemenk Stal

Company:

Bloomberg Ticker:

TELE MORTE LESTE FART-FREF

THLF4 BZ Equity
Statement Currency: gRL

Security Currency: gRL

Time Structure
Years of Explicit Forecast:
Years of Constant Forecast: q

Years of Transition: 5

Constant Stage (Hominal)
Constant Stage EPS Growth: B.O0%
Constant Stage Payout Ratio: 55 00%

Implied Constant Stage ROE: 13.33%

Explicit Estimates (Link Inputs)
Reset EPS DPS BY ROE
Year 057 546 1840 -270%
veart [ [ xes 1539%
vaar2 [ [ s 1247%
vard [ [ s 17amw
veard [ [ 243 mamw
vears [ [ na 254%
vars [ [ nz: maw
Yoar 7 ,— ,—
Yoar & ,— ,—
Year 9 l—
Yaar 10 l— l—

Inflation Adjustment: pqming|

Load
Year 0
Year 1
Year 2
Year 3
Year 4
Year 5
Year 6
Year 7
Year &
Year 9
Year 10

DDM Inputs

Market Type: | EMERGING MARKET ~|
Country: | BRazL ~|
Bond Type: | LiTED STATES (+ INFLATION DIFFERENTIAL)

=~

Valuation Date: 0322004 Fiscal Year 1 End: {231 2004
Calculation Mode
% “ Mominal (IKPUTY 7 Real
DDM Results
SVERAGE |_ DDM Fair Value: 49.15
|— Price (03M2/:2004): 4001
|— Return to DOM Fair Value: I3 84%
Internal Rate of Return: 14.38%
Implied Constant Growth: 202%

EPS DPS BY ROE

-0.57 546 15.40 -2.70%

3.05 1.54 21 65 14 7T6%

2570 324 2158 1233%
m m M52 A7A0% Terminal Conditions

4.45 5.38 21 43 20.45%

5.25 5.29 21533 2401% oK

£.39 545 122 2478% . |

Prirt

T

Portfolio managers may use some or all of the investment techniques described in this document.

For illustrative purposes only. Please see endnotes for additional information.

This is confidential and proprietary information and may not be used other than by the intended user.

Country Strategist Inputs
(Country Risk Premium)

citigroupl
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Brazil in 2002: A Case in Point

Country Risk Premium Drivers

Previous

Revised

Change in Factor Spread
Estimates Estimates Estimates Sensitivities®  Impact in bps
External Dett Lewel -45 0% -4 0% 20% 4 27
Budiet Balance -52% -EE% 2.3% 22 73
GOF Growth 20% 1.2% 0.E% & &
Political Risk B L & & 4n
Currency aluation** 92 77 15 2 20
Country Risk Factor Change 174
140 MSCI Brazil in US$
120 — * Raised CRP from 700 to 850bp3 *BR Companies very attractive
* BR companies less attractive » Higher CRP incorporated
S 100 - * Neutralised Brazilian position « Aggressively O/W Brazilian position
S 080 +
«®
3
(m]
0.60 -
040
0.20
o oy oy hay oy oy oy oy oy N N N N N N N N [s0] [a0] [sp] [sp] [sp]
2L 2 @ 2 < Y2 < SRR =
82 2 852 828822533588 &8 8¢ & 853

* Factors sensitivities are dynamic in nature and may change to reflect current market conditions.

** Currency Valuation Factor dropped in Dec-03 due to decline in statistical significance. Country Risk Premium Drivers and Factors shown as of June-2002.
Source: Citigroup Asset Management Research, MSCI. For illustrative purf)1
This is confidential and proprietary information and may not be used other than by the intended user.

"

oses only. Please see endnotes for additional information.

Aug-03
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Step 2: Stock Ranking

Leveraging Proprietary Research

1-Rated stocks

Best Ideas

Top third of ranked stocks, excluding best ideas
— Typically 2-rated stocks
Score = 70% Sector Rating

+ 30% DDM Valuation

Good Ideas

Remaining stocks, excluding bad ideas
— Typically 3-rated stocks

Diversifiers

4 or 5-Rated stocks

Bad Ideas

AT,
Please see endnotes for additional information. C It I g rou p"l

12 This is confidential and proprietary information and may not be used other than by the intended user. asset management



Performance of Covered Emerging Markets Stocks by Rating

Compounded Mean US$ Return of Covered Emerging Markets Stocks by Rating
(31-Mar-1999 to 31-Mar-2004)

35
Ratings y
a 238%
3.0 1
— 0,
3 188%
2.5
2.0 |
0,
A 68%
1.5 4
0
38%
2
1.0
05 T T T r— 17 r7— 71771177 171717/ T T T"T T T T T T T T T T"1T T T T " T'T T T T T T T T T T T T T T T T T T T T T T T T°7T
o2} o2} o o e e = e = ¢ N N ™ ™
BB BB IR IR RSES SIS SIS SSSESESSE5555555555538538yEoTE 8888383 S88S88IIT Y
e SN S OQA 0O OO SsE SC S OO0 O C QS SSC TS OOQ0>OCQ S SSSCTOOQAOSIOCOQSS SCTSTOOQA0 > O SO =
T OSSO PRI BTSSR0 PP/ TS SONODPBOPTITSSSORODPDBIX/TSSSOROOTDOS
S<=25 7 INOCZOSU SIS INOCZ0HU=SI25 RO 20 S SIS I OZa =<2 5 7 I NOZ20 5w =

* Compounded excess returns relative to the average return of the Global Universe of stocks covered by Citigroup Asset Management Fundamental Research Team.
Stocks are rated 1 to 5, where 1 represents an expected top-quintile performer and 5 represents an expected bottom-quintile performer. The information on this page is
for illustrative purposes only and does not anticipate future performance. Source: Citigroup Asset Management, Bloomberg.

This is confidential and proprietary information and may not be used other than by the intended user.
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Step 3: Establish Sector/Country Cells and Identify Critical Cells

Consumer Consumer Health Info. Telecom

Discret. Staples Energy Financials Care Industrials Tech. Materials Services Utilities | Total
EMEA
Hungary 0.2% 0.4% 0.2% 0.2% 1.1%
Israel 0.6% 1.7% 0.7% 3.5%
FPaoland 0.3% 0.4% 0.2% 0.3% 1.3%
Fussia 3.7% 0.5% 0.5% 4.9%
South Africa 0.A% 0.6% 1.0% 2.9% 0.7% 7.2% 0.6% 13.7%
Turkey 0.2% 0.7% 1.4%

Emerging Asia/Pacific

China 0.6% 1.5% 1.4% 0.3% 0.4% 2.1% 0.6% 7.1%
India 0.5% 0.7 % 0.9% 0.9% 0.5% 0.3% 0.9% 0.3% 5.1%
Indanesia 0.2% 0.3% 0.2% 0.5% 1.4%
Malaysia 0.9% 0.6 % 1.3% 1.0% 0.5% 0.5% 4.9%
Philippines 0.3% 0.5%
Karea 2.6% 0.6% 3.1% 1.2% 8.2% 1.6% 1.6% 0.6% 19.6%
Thailand 0.2% 0.5% 0.5 % 0.5% 0.3% 2.5%
Talwan 0.6% 0.2% 2.4% 0.6% 7.0 1.7% 0.3% 13.5%

Latin America

Argentina 0.3% 0.5%
Brazil 0.9% 2.0% 1.1% 0.3% 1.9% 1.2% 0.6% 8.1%
Chile 0.2% 0.2% 0.4% 0.3% 0.3% 0.4% 1.9%
Mexico 0.9% 1.5% 0.5% 0.3% 0.8% 2.9% 6.8%
“enezuela 0.2% 0.2%
TOTAL 7.3% 6.1% 10.8% 16.6% 2.6% 6.4% 18.1% 16.5% 12.0% 3.7% 100.0%

Critical Cells: MSCI EMF Sector/Country Cells > 1%

A,

Source: Citigroup Asset Management Research. As of 10-Nov-2003. This information does not constitute and should not be construed as CI tlg rou pJ
investment advice or recommendations with respect to the sectors/countries listed above. Please see endnotes for additional information.

14 This is confidential and proprietary information and may not be used other than by the intended user. asset management



Step 4: Populate Cells

Populate Sector/Country Cells Based on Alpha Ranking

Best Idea? Yes
(1 Rated) (Overweight by 250 bps)

Buy Best Idea

Good Idea? Buy Good Idea
(23 Rated, Attractive DDM)

Yes (Overweight by 100 bps)

Buy Diversifier (3 Rated)

Yes

(Neutral Weight)

No Purchase

citigroupl
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Step 4: Generate Model Portfolio

Model Portfolio Incorporates Best and Good Ideas

Consumer Consumer Health Info. Telecom
Discret.  Staples Energy Financials Care Industrials Tech. Materials Services Utilities | Total

EMEA,

Hungary 1.2% 1.0% 1.5% 3.6%
Israel 1.4% 3.2% 4.6%
Poland 1.0% 0.6% 1.0% 2.7%
Russia 3.9% 3.9%
South Africa 1.7% 3.6% 6.2% 1.3% 12.8%
Turkey 0.5% 0.5%

Emerging Asia/Pacific

China 1.0% 0.5% 1.1% 1.2% 3.7%
India 1.0% 1.2% 1.0% 25% 1.6% 7.3%
Indonesia 0.8% 0.8% 1.6%
Malaysia 0.3% 0.3%
Fhilippines 0.0%
Korea 2.4% 0.8% 3.7% 0.3% F.5% 3.1% 2.8% 21% 22.8%
Thailand 1.0% 1.1% 2.1%
Talwan 1.4% 6.7 "% 0.7% 1.0% 9.7%

Latin America

Argentina 0.4% 0.4%
Erazil 2.4% 3.3% 1.7% 0.9% 2.0% 1.4% 11.6%
Chile 0.3% 0.6% 1.0%
Mexico 0.5% 3.0% 1.3% 3.0% ¥.8%
“enezuela 0.0%
TOTAL 3.9% 8.9% 11.4% 17.6% 5.2% 1.3% 16.7% 11.0% 16.9% 5.0% 98.0%
Critical cells: MSCI EMF Sector/Country Cells > 1%
A,

Source: Citigroup Asset Management Research. As of 10-Nov-2003. This information does not constitute and should not be construed as

invgstmenltlgdvlijcpe or recommgndations with respect to the se\étors/coun;riés listed Iabove. Please see: gndnotes fo?additional informuation. CI tlg rou p‘-J

16 This is confidential and proprietary information and may not be used other than by the intended user. asset management
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Step 4: Generate Model Portfolio

Process Seeks to Ensure High Conviction Levels Translate into Active Weights in Model Portfolio

Model Portfolic  Benchmark Active
Security Country Sector Vifeight %) Vieight (%)  Weight (%)
1. Shinhan Financial Group Korea Financials 2.7% 0.4% 2.3%
2. ABSA Group Lid South Africa Firancials 21% 21%
%, Fomento Econorica Mexicana Mexico Consumer Staples 24% 0.3% 2.1%
4. KT Corp Kores Telecom 2.3% 0.7% 21%
&, Posco Kores hiterials 31% 1.2% 2.0%
6. Infosystems Technologies Lid iz Info. Tech. 2 5% 0 6% 1.9%
7. Companhia de Behidas (Amben) Brazil Consumer Staples 24% 0B 1.7%
%, Mahangar Telephone Migam Indfia Telecom 1.6% 0.1% 16%
4. Korea Electric Power Corp Korea filties 21% 0EM 1.5%
10. Tewa Pharmaceutical srael Health Care 3.2% 1.7% 15%
11, Mataw Hungary Telecom 15% 0.2% 1.2%
1Z2. Petrolen Brasileiro Erazil Enerdgy 22%% 2.0% 1.2%
1%, Impala Platinum Holdings L South Afica hiterials 1.7% 0.7% 1.0%
14, Vale Do Rio Doce Brazil Materials 0.3% 1.2% -1.0%G
15, Kia Motors Corporation Kores Consumer Discr., 1.1% 0.2% 1.0%
16, Shanghai Incustrial Holdings Lid China Industrials 1.1% 0.1% 1.0%
17. Shinsegae Department Store Kores Consumer Discr., 1.2% 0.E% 1.0%
1%, Telefonos de Mexico Mexico Telecom 2 5% 1 5% 0.9%
14, Yukos Fussia Energy 1.7% 0% 0.9%
20, Housing Development Finance Corp Incliz Financials 1.2% 0.3% 0.9%
21. Kasikornbank Plc Thailan Firancials 1.1% 0.2% 0.3%
22 17TC Inciia Consumer Staples 1.0% 0.2% 0.5%
2%. China Resources Enterprizes China Jnsumer Discretional 1.0% 0.1% 0.3%
| Top Quartile (23 largestactive positions) 43.7% 14.1% 31.5%|

Source: Citigroup Asset Management Research. As of 10-Nov-2003. This information does not constitute and should not be construed as
investment advice or recommendations with respect to the sectors/countries listed above. Please see endnotes for additional information.

This is confidential and proprietary information and may not be used other than by the intended user.
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Step 5: Risk Management

Comprehensive Risk Management Processes

o Capital preservation and value protection’
—  Country risk actively monitored
— In-depth fundamental research applied to identify potential negative earnings surprises
— Disciplined application of DDM valuation model applied to avoid overvalued securities

e Seeks consistency of returns relative to benchmark
— Critical Cell Concept and Cell Population Methodology
—  Further risk constraints?
— Active Countries: £5.0%
— Active Sectors: £8.0%
— Active Cells: £2.0%
— Individual Stocks: Maximum holding of +2.5% of benchmark weight
— Proprietary web-enabled Barra-based Risk Desk

AT,
" There is no guarantee these objectives will be met. CItlg rou pJ
2 Subject to change. Please see endnotes for additional information.
18 This is confidential and proprietary information and may not be used other than by the intended user. asset management



Step 6: Final Portfolio
Portfolio Managers Add Value Through Continuous Validation and Market Expertise

e Validation of inputs
— Challenge analyst assumptions
— Question country strategists

o Final decision making
— Reconciliation of views first attempted at the model input level
— Overrides limited with differences in views fully explained

Portfolio Managers are fully accountable for performance

t
Please see endnotes for additional information. CI Ig rou p‘J

19 This is confidential and proprietary information and may not be used other than by the intended user. asset management
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