
ROE below average in 2011
India’s ROE seems to have completed its cyclical 
correction over the past 12 months. Margins are still 
falling, but asset turn appears to be recovering, although 
the balance has tilted in favor of a lower ROA. India’s 
ROE is better than that of its peer group, but the gap is 
at an all-time low.  

Relative ROE should rise in the coming months
We believe that with margins likely to find a floor in the 
coming 12 months, it is possible that India’s ROE gap 
with emerging markets resumes an uptrend after falling 
for the past five years. The tailwind for ROE comes from 
the fact that capex is at six-year lows and that interest 
rates may have peaked. Indeed, asset turn has picked 
up to a three-year high, even as interest expense to 
revenues rose to a 10-year high.  

Rising financial leverage
The bad news on the ROE front is that Indian companies 
have levered up relative to their EM brethren and the 
relative debt-equity ratios are now at 15-year highs. The
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absolute debt-equity for the MSCI companies is at a 
three-year high (44%), although not at really worrying 
levels. 

Our measure of earnings quality at 10-year high
The good news is that earnings quality (operating cash 
flow to net profit) and free cash flow have both show 
improvement and are at multi-year highs. 

ROEs of cyclicals way below average
The ROE fell YoY for six out of ten sectors – the 
exceptions being energy, financials, industrials and 
telecoms. At the sector level, cyclicals hold the key to 
ROE improvement, but the key takeaway is that ROEs 
for these sectors are well below average, so a mean 
reversion is likely scenario. 

Identifying ROE winners
We use our proprietary regression approach to identify 
stocks where the coming ROE improvement is not priced 
in.  The stocks that appeal to us include Maruti, Coal, 
Cairn, Oberoi, Jubiliant, IRB, HDFC Bank, Tata Steel 
among others (see page 7)
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Excess ROE Over Long Bond Yield: 8-year Low
The excess ROE level of the 2004-08 period may not return

ROE Takes a Cyclical Knock
Absolute ROE coming off lows

ROE Bouncing Off Lows Post Steep Cyclical Correction

Source: FactSet, MSCI, Bloomberg, Morgan Stanley Research
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India’s ROE Relative to EM Off 15-year Low 
Indeed, the ROE gap almost close to zero
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Source: FactSet, MSCI, Worlsdcope, Morgan Stanley Research
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India’s Asset Utilization Picks Up in 2011
At a 3-year high

India’s Leverage Above the EM Average
Gap widens to 15-year high

India Still has a better ROE
However, the ROE gap is at a new low

India’s Net Margins Fall 
At a 3-year low
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Free Cash Flows Recover in 2011
At a 4-year high

India’s ROA Trend in Sync With RoW
India’s poorer ROA reflects challenging margin environment

India’s Earnings Quality Improves at the Margin
However, below RoW

India Enjoys the Highest Financial Leverage Effect
If rates fall, ROEs can surprise

Source: FactSet, MSCI, Worlsdcope, Morgan Stanley Research
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At a 6-year low

India’s Tax Rates Rise Above Region and EM 
Gap with ACWI widens

Source: FactSet, MSCI, Worlsdcope, Morgan Stanley Research
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Drivers of ROE Gap 
with India 2006 2007 2008 2009 2010 2011
EM
Asset Turn 2.8% -1.4% -1.8% -0.6% -1.8% -1.0%
Financial leverage effect 1.3% 1.1% 0.8% 1.0% 0.7% 0.7%
Net margin 2.3% 4.2% 3.6% 3.5% 3.2% 2.1%
Total ROE gap 6.4% 4.0% 2.6% 3.9% 2.0% 1.8%
World
Asset Turn 2.7% -1.5% -1.8% -0.8% -2.1% -1.1%
Financial leverage effect 1.3% 1.2% 0.9% 1.3% 0.6% 0.5%
Net margin 3.5% 6.7% 5.3% 5.9% 4.5% 2.9%
Total ROE gap 7.6% 6.4% 4.5% 6.4% 3.0% 2.3%
BRIC
Asset Turn 5.6% 1.9% 0.4% 2.2% 1.2% 1.1%
Financial leverage effect 1.1% 1.2% 0.7% 1.1% 0.9% 0.8%
Net margin -2.1% -0.6% -0.2% 0.5% 0.1% -0.7%
Total ROE gap 4.6% 2.5% 0.8% 3.8% 2.2% 1.2%
APXJ
Asset Turn 3.1% -0.2% -1.7% -1.4% -2.9% -1.8%
Financial leverage effect 1.2% 1.2% 1.3% 1.2% 0.4% 0.8%
Net margin 2.7% 4.2% 4.9% 5.4% 4.1% 3.3%
Total ROE gap 7.1% 5.2% 4.5% 5.2% 1.5% 2.2%
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India’s ROE: Asset Turn Helps ROE 
The compression in margins was a drag

India: ROE Gap with EM At Record Lows
EVA Falls to multi-year lows with higher WACC and lower returns

India Vs. AXJ: Depreciation Expense Gap Closing 
Improving ROE quality as depreciation expense gap closes

Drivers of India’s ROE Gap with EM
Falling relative margins offset by rise in relative financial leverage

Source: FactSet, MSCI, Worlsdcope, Morgan Stanley Research
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Stocks Sector
MS 

Rating

Price 
Sep 12, 

2012

Current 
P/B 

Relative 
to 

Sensex

Current 
ROE

12M 
Forward 

ROE

Fair Level of 
Relative P/B 
based on 

regression 
model

Under 
Valued

Pantaloon Retail Consumer Disc OW 151          0.3           1.8% 1.7% 1.1                -73%

Cox & Kings Consumer Disc OW 129          0.5           -1.0% 20.0% 0.7                -26%

Jubiliant Foodw orks Consumer Disc OW 1,225       8.0           38.2% 40.6% 9.4                -15%

Maruti Suzuki Consumer Disc OW 1,219       0.9           11.2% 11.7% 0.9                -9%

Coal India Energy OW 376          2.4           43.5% 46.2% 2.6                -9%

Cairn India Energy OW 343          0.5           16.4% 17.4% 0.5                -6%

IBREL Financials OW 47            0.1           1.3% 1.7% 0.4                -66%

Oberoi Realty Financials OW 234          0.8           13.3% 16.7% 1.0                -13%

Yes bank Financials OW 337          0.8           20.9% 16.1% 0.9                -11%

HDFC Bank Financials OW 599          1.6           17.3% 19.2% 1.7                -2%

Cipla Healthcare OW 379          1.5           15.8% 17.3% 1.7                -14%

NCC Industrials OW 33            0.2           1.4% 2.7% 0.3                -53%

IRB Infra Industrials OW 124          0.5           17.4% 17.1% 0.9                -45%

Adani Enterprises Industrials OW 176          0.2           8.0% 14.3% 0.4                -45%

IVRCL Infra Industrials OW 40            0.3           2.5% 3.6% 0.4                -39%

Adani Port Industrials OW 111          1.5           22.2% 22.9% 2.1                -29%

Jaiprakash Asso Industrials OW 69            0.6           8.3% 8.7% 0.8                -25%

Aditya Birla Nuvo Industrials OW 770          0.4           12.7% 14.0% 0.5                -13%

IL&FS Transportation Industrials OW 159          0.5           18.0% 19.1% 0.5                -7%

Tata Steel Materials OW 387          0.3           5.5% 13.2% 0.6                -51%

NMDC Ltd Materials OW 189          0.8           31.8% 26.5% 0.8                -6%

Wipro Technology OW 384          1.2           19.5% 19.4% 2.2                -47%

HCL Technologies Technology OW 582          1.3           22.9% 22.8% 1.7                -20%

OnMobile Global Telecom OW 39            0.2           10.6% 8.6% 0.9                -77%

Pow er Grid Utilities OW 121          1.0           13.2% 14.2% 1.0                -1%

Please note that all important disclosures including personal holding disclosures and Morgan Stanley disclosures for stocks under coverage appear on the Morgan Stanley public 
website at www.morganstanley.com/researchdisclosures. Source: FactSet, MSCI, Worlsdcope, Morgan Stanley Research

Best ‘OW’ and Best ‘UW’ Ideas, Based on Analyst Rating and Valuation Results

Stocks Sector
MS 

Rating

Price 
Sep 12, 

2012

Current 
P/B 

Relative 
to 

Sensex

Current 
ROE

12M 
Forward 

ROE

Fair Level of 
Relative P/B 
based on 

regression 
model

Over 
Valued

Educomp Solutions Consumer Disc UW 151        0.3         5.3% 5.9% 0.04                   630%

Titan Industries Consumer Disc UW 238        4.2         42.4% 39.1% 3.50                   20%

Hero Moto Corp Consumer Disc UW 1,786     2.5         55.4% 45.8% 2.37                   6%

GAIL Energy UW 367        0.8         17.5% 15.3% 0.75                   10%

Kotak Mahindra Bank Financials UW 583        1.2         14.2% 13.0% 1.05                   17%

Tata Pow er Utilities UW 96          0.8         10.4% 7.2% 0.66                   19%

• We have regressed the relative P/B to the BSE Sensex for each stock 
under our coverage with the difference in ROE between the company 
and the Sensex aggregate. Using the historical regression-based 
relationship, we compute the fair level of the stock’s relative P/B using 
the 12-month forward ROE difference that our analysts expect for the 
company vs. the Sensex. By comparing the computed relative P/B with 
the current 12-forward relative P/B, we can gauge how over- or under- 
valued a stock may be. 

• It is pertinent to note the three assumptions implicit in this exercise. 
First, ROE is only the metric providing a basis for our valuation call, 
which is obviously a limited way of approaching valuation. For example, 
this method ignores growth in earnings as a possible driver of valuation. 
That said, we think that the change in relative ROE should still reflect 
the delta in fundamentals. Second, the results are a function of historical 
relationships and assume that historical relationships will remain intact 
in the future. Third, the ROE forecasts are Morgan Stanley analyst 
forecasts and may not reflect the consensus view. Hence, the results 
are dependent on the accuracy of our analysts’ forecasts. Despite these 
underlying assumptions, we think this analysis is useful to highlight 
stocks that may be over-or under-valued and especially as a filter or 
potential starting point for portfolio construction.

The Regression Approach

http://www.morganstanley.com/researchdisclosures
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Sectoral Drivers for India’s Relative ROE Fall
Longer term, healthcare, materials, industrials and utilities the culprits for India’s loss of ROE 
premium

At the Sector Level, Industrials is the Key to the Recent Relative ROE fall

Source: FactSet, MSCI, Morgan Stanley Research

• Over the past 12 months, 
consumer discretionary and 
technology ROEs have 
improved the most relative to 
their respective EM sectors. 
Over five years, consumer 
discretionary and financials 
have gained relative to their EM 
sectors. 

• Over the longer term, the most 
compression in ROE gap is in 
the healthcare followed by 
materials and industrials. In the 
past 12 months, industrials  
have contributed the most to 
India’s ROE underperformance. 

Widespread loses at the 
Sector Level

Sector

Current 
MSCI India 

ROE

MSCI India 
ROE 12M 

back

Current 
MSCI India 

ROE Rel 
EM

MSCI India 
ROE Rel 
EM 12M 

back

12M  in 
MSCI India 

ROE

12M  in 
MSCI India 
ROE Rel to 

EM

5-yr  in 
MSCI India 

ROE

5-yr  in 
MSCI India 
ROE Rel to 

EM

Consumer Discretionary 36.1% 29.3% 18.4% 12.3% 6.8% 6.1% 15.1% 9.5%

Consumer Staples 31.7% 33.2% 16.5% 16.8% -1.6% -0.3% -2.7% -1.8%

Energy 11.7% 15.2% -2.4% -0.4% -3.5% -2.0% -11.0% -4.3%

Financials 16.2% 13.8% 1.8% 0.2% 2.5% 1.6% 4.8% 4.5%

Health Care 13.0% 14.9% -0.1% 0.8% -1.9% -0.8% -13.2% -10.4%

Industrials 15.0% 25.7% 5.5% 11.7% -10.7% -6.3% -10.8% -6.8%

Information Technology 27.8% 27.6% 16.0% 11.2% 0.2% 4.8% -4.5% -2.0%

Materials 11.7% 17.6% -0.7% 0.9% -6.0% -1.6% -14.7% -6.9%

Telecoms 5.2% 3.1% -11.1% -13.3% 2.1% 2.2% -5.4% -3.1%

Utilities 10.1% 10.4% 2.9% 2.7% -0.3% 0.2% -5.7% -5.2%

MSCI India 16.2% 17.1% 1.6% 1.8% -0.8% -0.2% -3.4% -2.0%
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Consumer Staples 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Net Margin 8% 8% 10% 11% 12% 14% 13% 14% 16% 14% 15% 15% 18% 13% 14% 15% 15%

Asset Turn 138% 158% 142% 145% 139% 129% 126% 110% 104% 104% 114% 99% 88% 96% 98% 101% 102%

ROA 21.4% 23.2% 23% 24% 26% 26% 24% 24% 24% 22% 24% 21% 24% 19% 22% 23% 23%

Leverage 2.4          2.4          2.4          2.2          2.0          1.9          2.0          1.9          2.2          2.0          1.9          2.1          2.2          2.2          2.1          2.1          2.1          

ROE 27% 30% 34% 33% 33% 34% 32% 30% 35% 30% 32% 30% 35% 27% 30% 34% 33%

OCF/Net Profit 118% 118% 116% 117% 116% 115% 120% 119% 117% 119% 115% 115% 112% 117% 115% 113% 112%

Consumer Disc 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Net Margin 8% 8% 6% 6% 5% 3% 4% 6% 8% 8% 9% 8% 7% 1% 7% 9% 8%

Asset Turn 104% 91% 81% 72% 88% 71% 75% 84% 114% 119% 111% 109% 101% 97% 113% 119% 121%

ROA 14.6% 12.9% 10% 9% 9% 7% 8% 11% 15% 16% 16% 15% 13% 5% 12% 15% 13%

Leverage 2.3          2.2          2.3          2.3          2.1          1.9          2.4          2.4          2.4          2.5          2.5          2.6          2.9          4.2          3.9          3.4          3.2          

ROE 18% 16% 11% 9% 9% 4% 6% 12% 22% 25% 25% 24% 22% 6% 30% 36% 31%

OCF/Net Profit 137% 141% 176% 171% 189% 246% 237% 167% 148% 136% 134% 129% 136% 325% 149% 134% 140%

Energy 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Net Margin 19% 8% 8% 7% 5% 4% 4% 5% 6% 10% 10% 9% 12% 8% 11% 9% 9%

Asset Turn 43% 89% 85% 85% 105% 183% 178% 144% 138% 120% 118% 109% 87% 79% 77% 85% 96%

ROA 9.7% 10.1% 11% 9% 8% 12% 11% 12% 13% 18% 18% 14% 15% 10% 12% 12% 13%

Leverage 1.9          2.3          2.1          2.6          2.4          2.3          2.4          2.5          2.3          2.0          1.9          2.2          1.9          2.1          1.9          2.1          1.9          

ROE 15% 16% 15% 15% 14% 17% 18% 17% 19% 23% 23% 22% 20% 13% 16% 17% 17%

OCF/Net Profit 133% 143% 152% 150% 155% 179% 161% 160% 152% 151% 147% 155% 150% 165% 167% 170% 144%

Healthcare 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Net Margin 14% 13% 9% 14% 14% 15% 17% 19% 18% 15% 13% 16% 19% 3% 11% 19% 7%

Asset Turn 83% 70% 139% 73% 76% 85% 100% 99% 91% 76% 64% 70% 66% 65% 65% 52% 55%

ROA 18.9% 14.8% 21% 15% 15% 15% 18% 20% 21% 15% 11% 15% 16% 3% 11% 13% 7%

Leverage 1.9          1.6          1.7          1.5          1.5          1.5          1.5          1.6          1.6          1.9          2.2          2.1          1.8          1.9          1.7          1.7          1.8          

ROE 22% 15% 21% 15% 16% 19% 26% 29% 27% 22% 19% 23% 23% 4% 13% 16% 8%

OCF/Net Profit 120% 120% 124% 122% 123% 122% 119% 115% 117% 120% 127% 125% 123% 230% 141% 126% 157%

Industrials 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Net Margin 10% 9% 7% 7% 6% 6% 5% 5% 8% 8% 9% 10% 10% 7% 8% 8% 8%

Asset Turn 73% 72% 69% 71% 69% 65% 73% 75% 81% 89% 87% 77% 63% 59% 54% 44% 41%

ROA 11.3% 11.0% 8% 9% 8% 7% 8% 7% 10% 11% 12% 12% 10% 8% 8% 7% 7%

Leverage 2.1          2.1          2.3          2.4          2.4          2.6          2.9          2.8          2.9          3.0          3.0          3.2          3.6          4.0          4.0          4.0          4.6          

ROE 15% 14% 11% 12% 10% 10% 11% 11% 17% 21% 22% 26% 22% 17% 18% 14% 15%

OCF/Net Profit 138% 139% 159% 149% 163% 159% 173% 169% 128% 123% 133% 124% 124% 132% 133% 140% 144%

Source: FactSet, MSCI, Worlsdcope, Morgan Stanley Research

ROE Rises for Telecoms & Industrials in 2011
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Materials 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Net Margin 14% 10% 9% 6% 6% 11% 8% 9% 13% 13% 14% 16% 11% 7% 9% 10% 7%

Asset Turn 50% 47% 46% 45% 50% 59% 62% 67% 72% 82% 84% 66% 88% 88% 69% 66% 71%

ROA 12.0% 10.0% 9% 7% 8% 12% 10% 11% 15% 18% 17% 17% 16% 11% 11% 11% 10%

Leverage 2.3          2.3          2.4          2.3          2.3          2.0          2.4          2.7          2.5          2.5          2.3          2.6          3.0          2.8          2.6          2.4          2.5          

ROE 16% 11% 10% 6% 7% 13% 12% 17% 23% 28% 26% 28% 28% 18% 15% 17% 13%

OCF/Net Profit 136% 168% 179% 243% 226% 161% 173% 165% 146% 141% 141% 128% 133% 151% 152% 140% 157%

Telecom 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Net Margin 23% 25% 26% 24% 27% 21% 16% 17% 18% 18% 12% 19% 21% 17% 6% 5%

Asset Turn 27% 30% 37% 34% 34% 47% 39% 33% 30% 30% 30% 26% 25% 28% 23% 40%

ROA 11.1% 11% 14% 9% 10% 14% 10% 8% 8% 8% 5% 8% 7% 7% 3% 5%

Leverage 4.2          3.0          2.2          2.1          2.0          1.9          1.8          1.8          1.8          1.8          2.3          2.5          2.6          2.1          2.3          2.8          

ROE 26% 22% 21% 17% 19% 19% 11% 10% 10% 10% 8% 13% 13% 10% 3% 6%

OCF/Net Profit 155% 151% 151% 157% 149% 135% 160% 145% 152% 152% 215% 175% 174% 203% 583% 438%

Information tech 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Net Margin 23% 20% 27% 19% 16% 21% 22% 22% 22% 22% 19% 20% 19% 19%

Asset Turn 86% 126% 76% 72% 77% 88% 110% 107% 108% 104% 105% 91% 96% 99%

ROA 25% 30% 24% 14% 16% 22% 28% 27% 27% 26% 24% 22% 24% 25%

Leverage 1.5          1.5          1.3          1.4          1.4          1.4          1.4          1.4          1.4          1.4          1.5          1.6          1.4          1.4          

ROE 31% 37% 26% 18% 17% 26% 33% 33% 33% 33% 31% 29% 27% 27%

OCF/Net Profit 134% 128% 119% 136% 139% 121% 117% 117% 115% 113% 114% 115% 113% 113%

Utilities 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Net Margin 15% 10% 13% 15% 15% 12% 10% 6% 14% 14% 15% 14% 16% 13% 14% 15% 11%

Asset Turn 50% 52% 48% 40% 46% 46% 48% 61% 63% 61% 60% 54% 42% 44% 41% 35% 37%

ROA 11.8% 10.1% 11% 11% 12% 9% 10% 9% 16% 13% 13% 10% 10% 9% 9% 9% 8%

Leverage 2.0          1.9          1.9          1.9          1.9          1.9          2.2          2.1          2.2          2.3          1.9          2.1          2.0          2.2          2.3          2.4          2.6          

ROE 15% 10% 12% 11% 13% 11% 10% 8% 20% 20% 17% 15% 13% 13% 13% 12% 11%

OCF/Net Profit 137% 167% 159% 161% 153% 161% 191% 229% 147% 157% 134% 133% 131% 133% 136% 136% 150%

Source: FactSet, MSCI, Worlsdcope, Morgan Stanley Research

ROE Rises for Telecoms & Industrials in 2011
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ROE Trends 
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Consumer Discretionary

ROE Gap: India vs. EM at the Sector Level
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Disclosures Section

Morgan Stanley ModelWare is a proprietary analytic framework that helps clients uncover value, adjusting for distortions 
and ambiguities created by local accounting regulations. For example, ModelWare EPS adjusts for one-time events, capitalizes 
operating leases (where their use is significant), and converts inventory from LIFO costing to a FIFO basis. ModelWare also 
emphasizes the separation of operating performance of a company from its financing for a more complete view of how a company 
generates earnings.

The information and opinions in Morgan Stanley Research were prepared or are disseminated by Morgan Stanley Asia Limited (which accepts the responsibility for its 
contents) and/or Morgan Stanley Asia (Singapore) Pte. (Registration number 199206298Z) and/or Morgan Stanley Asia (Singapore) Securities Pte Ltd (Registration 
number 200008434H), regulated by the Monetary Authority of Singapore (which accepts legal responsibility for its contents and should be contacted with respect to any 
matters arising from, or in connection with, Morgan Stanley Research), and/or Morgan Stanley Taiwan Limited and/or Morgan Stanley & Co International plc, Seoul 
Branch, and/or Morgan Stanley Australia Limited (A.B.N. 67 003 734 576, holder of Australian financial services license No. 233742, which accepts responsibility for its 
contents), and/or Morgan Stanley Smith Barney Australia Pty Ltd (A.B.N. 19 009 145 555, holder of Australian financial services license No. 240813, which accepts 
responsibility for its contents), and/or Morgan Stanley India Company Private Limited, and/or PT Morgan Stanley Asia Indonesia and their affiliates (collectively, "Morgan 
Stanley").
For important disclosures, stock price charts and equity rating histories regarding companies that are the subject of this report, please see the Morgan Stanley Research 
Disclosure Website at www.morganstanley.com/researchdisclosures, or contact your investment representative or Morgan Stanley Research at 1585 Broadway, 
(Attention: Research Management), New York, NY, 10036 USA.
For valuation methodology and risks associated with any price targets referenced in this research report, please email morganstanley.research@morganstanley.com 
with a request for valuation methodology and risks on a particular stock or contact your investment representative or Morgan Stanley Research at 1585 Broadway, 
(Attention: Research Management), New York, NY 10036 USA.
Analyst Certification
The following analysts hereby certify that their views about the companies and their securities discussed in this report are accurately expressed and that they have not 
received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this report: Ridham Desai
Unless otherwise stated, the individuals listed on the cover page of this report are research analysts.
Global Research Conflict Management Policy
Morgan Stanley Research has been published in accordance with our conflict management policy, which is available at 
www.morganstanley.com/institutional/research/conflictpolicies.
Important US Regulatory Disclosures on Subject Companies
The equity research analysts or strategists principally responsible for the preparation of Morgan Stanley Research have received compensation based upon various 
factors, including quality of research, investor client feedback, stock picking, competitive factors, firm revenues and overall investment banking revenues.
Morgan Stanley and its affiliates do business that relates to companies/instruments covered in Morgan Stanley Research, including market making, providing liquidity 
and specialized trading, risk arbitrage and other proprietary trading, fund management, commercial banking, extension of credit, investment services and investment 
banking. Morgan Stanley sells to and buys from customers the securities/instruments of companies covered in Morgan Stanley Research on a principal basis. Morgan 
Stanley may have a position in the debt of the Company or instruments discussed in this report.
Certain disclosures listed above are also for compliance with applicable regulations in non-US jurisdictions.
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Disclosure section (cont.)
STOCK RATINGS
Morgan Stanley uses a relative rating system using terms such as Overweight, Equal-weight, Not-Rated or Underweight (see definitions below). Morgan Stanley does 
not assign ratings of Buy, Hold or Sell to the stocks we cover. Overweight, Equal-weight, Not-Rated and Underweight are not the equivalent of buy, hold and sell.  
Investors should carefully read the definitions of all ratings used in Morgan Stanley Research. In addition, since Morgan Stanley Research contains more complete 
information concerning the analyst's views, investors should carefully read Morgan Stanley Research, in its entirety, and not infer the contents from the rating alone.  In 
any case, ratings (or research) should not be used or relied upon as investment advice.  An investor's decision to buy or sell a stock should depend on individual 
circumstances (such as the investor's existing holdings) and other considerations.
Global Stock Ratings Distribution
(as of August 31, 2012)
For disclosure purposes only (in accordance with NASD and NYSE requirements), we include the category headings of Buy, Hold, and Sell alongside our ratings of 
Overweight, Equal-weight, Not-Rated and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover. Overweight, Equal-weight, 
Not-Rated and Underweight are not the equivalent of buy, hold, and sell but represent recommended relative weightings (see definitions below). To satisfy regulatory 
requirements, we correspond Overweight, our most positive stock rating, with a buy recommendation; we correspond Equal-weight and Not-Rated to hold and 
Underweight to sell recommendations, respectively.

Data include common stock and ADRs currently assigned ratings. An investor's decision to buy or sell a stock should depend on individual circumstances (such as the 
investor's existing holdings) and other considerations. Investment Banking Clients are companies from whom Morgan Stanley received investment banking 
compensation in the last 12 months.

Analyst Stock Ratings
Overweight (O or Over) - The stock's total return is expected to exceed the total return of the relevant country MSCI Index, on a risk-adjusted basis over the next 12-18 
months.
Equal-weight (E or Equal) - The stock's total return is expected to be in line with the total return of the relevant country MSCI Index, on a risk-adjusted basis over the 
next 12-18 months.
Not-Rated (NR) - Currently the analyst does not have adequate conviction about the stock's total return relative to the relevant country MSCI Index on a risk-adjusted 
basis, over the next 12-18 months.
Underweight (U or Under) - The stock's total return is expected to be below the total return of the relevant country MSCI Index, on a risk-adjusted basis, over the next 
12-18 months.
Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months.

Coverage Universe Investment Banking Clients (IBC)

Stock Rating Category Count % of Total Count
% of               

Total IBC
% of Rating               

Category
Overweight/Buy 1108 37% 445 41% 40%
Equal-weight/Hold 1283 43% 499 46% 39%
Not-Rated/Hold 109 4% 34 3% 31%
Underweight/Sell 469 16% 115 11% 25%
Total 2,969 1093
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Disclosure section (cont.)
Analyst Industry Views
Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the relevant broad market 
benchmark, as indicated below.
In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant broad market 
benchmark, as indicated below.
Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant broad market 
benchmark, as indicated below.
Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index; Europe - MSCI 
Europe; Japan - TOPIX; Asia - relevant MSCI country index.

Important Disclosures for Morgan Stanley Smith Barney LLC Customers
Citi Investment Research & Analysis (CIRA) research reports may be available about the companies or topics that are the subject of Morgan Stanley Research.  Ask your Financial 
Advisor or use Research Center to view any available CIRA research reports in addition to Morgan Stanley research reports.
Important disclosures regarding the relationship between the companies that are the subject of Morgan Stanley Research and Morgan Stanley Smith Barney LLC, Morgan Stanley and 
Citigroup Global Markets Inc. or any of their affiliates, are available on the Morgan Stanley Smith Barney disclosure website at www.morganstanleysmithbarney.com/researchdisclosures.
For Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to www.morganstanley.com/researchdisclosures and 
https://www.citigroupgeo.com/geopublic/Disclosures/index_a.html.
Each Morgan Stanley Equity Research report is reviewed and approved on behalf of Morgan Stanley Smith Barney LLC.  This review and approval is conducted by the same person who 
reviews the Equity Research report on behalf of Morgan Stanley. This could create a conflict of interest.

Other Important Disclosures
Morgan Stanley is not acting as a municipal advisor and the opinions or views contained herein are not intended to be, and do not constitute, advice within the meaning of Section 975 of 
the Dodd-Frank Wall Street Reform and Consumer Protection Act.
Morgan Stanley produces an equity research product called a "Tactical Idea." Views contained in a "Tactical Idea" on a particular stock may be contrary to the recommendations or views 
expressed in research on the same stock. This may be the result of differing time horizons, methodologies, market events, or other factors. For all research available on a particular stock, 
please contact your sales representative or go to Client Link at www.morganstanley.com.
Morgan Stanley Research does not provide individually tailored investment advice. Morgan Stanley Research has been prepared without regard to the circumstances and objectives of 
those who receive it. Morgan Stanley recommends that investors independently evaluate particular investments and strategies, and encourages investors to seek the advice of a financial 
adviser. The appropriateness of an investment or strategy will depend on an investor's circumstances and objectives. The securities, instruments, or strategies discussed in Morgan 
Stanley Research may not be suitable for all investors, and certain investors may not be eligible to purchase or participate in some or all of them. Morgan Stanley Research is not an offer 
to buy or sell any security/instrument or to participate in any trading strategy. The value of and income from your investments may vary because of changes in interest rates, foreign 
exchange rates, default rates, prepayment rates, securities/instruments prices, market indexes, operational or financial conditions of companies or other factors. There may be time 
limitations on the exercise of options or other rights in securities/instruments transactions. Past performance is not necessarily a guide to future performance. Estimates of future 
performance are based on assumptions that may not be realized. If provided, and unless otherwise stated, the closing price on the cover page is that of the primary exchange for the 
subject company's securities/instruments.
The fixed income research analysts, strategists or economists principally responsible for the preparation of Morgan Stanley Research have received compensation based upon various 
factors, including quality, accuracy and value of research, firm profitability or revenues (which include fixed income trading and capital markets profitability or revenues), client feedback 
and competitive factors. Fixed Income Research analysts', strategists' or economists' compensation is not linked to investment banking or capital markets transactions performed by 
Morgan Stanley or the profitability or revenues of particular trading desks.
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Disclosure section (cont.)
Morgan Stanley Research is not an offer to buy or sell or the solicitation of an offer to buy or sell any security/instrument or to participate in any particular trading strategy.  The "Important 
US Regulatory Disclosures on Subject Companies" section in Morgan Stanley Research lists all companies mentioned where Morgan Stanley owns 1% or more of a class of common 
equity securities of the companies.  For all other companies mentioned in Morgan Stanley Research, Morgan Stanley may have an investment of less than 1% in securities/instruments or 
derivatives of securities/instruments of companies and may trade them in ways different from those discussed in Morgan Stanley Research. Employees of Morgan Stanley not involved in 
the preparation of Morgan Stanley Research may have investments in securities/instruments or derivatives of securities/instruments of companies mentioned and may trade them in ways 
different from those discussed in Morgan Stanley Research. Derivatives may be issued by Morgan Stanley or associated persons.
With the exception of information regarding Morgan Stanley, Morgan Stanley Research is based on public information. Morgan Stanley makes every effort to use reliable, comprehensive 
information, but we make no representation that it is accurate or complete.  We have no obligation to tell you when opinions or information in Morgan Stanley Research change apart from 
when we intend to discontinue equity research coverage of a subject company. Facts and views presented in Morgan Stanley Research have not been reviewed by, and may not reflect 
information known to, professionals in other Morgan Stanley business areas, including investment banking personnel.
Morgan Stanley Research personnel may participate in company events such as site visits and are generally prohibited from accepting payment by the company of associated expenses 
unless pre-approved by authorized members of Research management.
Morgan Stanley may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.
To our readers in Taiwan:  Information on securities/instruments that trade in Taiwan is distributed by Morgan Stanley Taiwan Limited ("MSTL"). Such information is for your reference 
only. Information on any securities/instruments issued by a company owned by the government of or incorporated in the PRC and listed in on the Stock Exchange of Hong Kong ("SEHK"), 
namely the H-shares, including the component company stocks of the Stock Exchange of Hong Kong ("SEHK")'s Hang Seng China Enterprise Index is distributed only to Taiwan 
Securities Investment Trust Enterprises ("SITE"). The reader should independently evaluate the investment risks and is solely responsible for their investment decisions. Morgan Stanley 
Research may not be distributed to the public media or quoted or used by the public media without the express written consent of Morgan Stanley. To our readers in Hong Kong: 
Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Asia Limited as part of its regulated activities in Hong Kong. If you have any queries 
concerning Morgan Stanley Research, please contact our Hong Kong sales representatives. Information on securities/instruments that do not trade in Taiwan is for informational purposes 
only and is not to be construed as a recommendation or a solicitation to trade in such securities/instruments. MSTL may not execute transactions for clients in these securities/instruments.
Certain information in Morgan Stanley Research was sourced by employees of the Shanghai Representative Office of Morgan Stanley Asia Limited for the use of Morgan Stanley Asia 
Limited.
Morgan Stanley is not incorporated under PRC law and the research in relation to this report is conducted outside the PRC.  Morgan Stanley Research does not constitute an offer to sell 
or the solicitation of an offer to buy any securities in the PRC.  PRC investors shall have the relevant qualifications to invest in such securities and shall be responsible for obtaining all 
relevant approvals, licenses, verifications and/or registrations from the relevant governmental authorities themselves.
Morgan Stanley Research is disseminated in Brazil by Morgan Stanley C.T.V.M. S.A.; in Japan by Morgan Stanley MUFG Securities Co., Ltd. and, for Commodities related research 
reports only, Morgan Stanley Capital Group Japan Co., Ltd; in Hong Kong by Morgan Stanley Asia Limited (which accepts responsibility for its contents); in Singapore by Morgan Stanley 
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