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Industrial production

lIP growth at 3.7%; policy rates may remain unchanged

Following a sharp dip, the manufacturing sector growth improved 3.3% in Jan
2011 on the back of a stronger sequential rise of 3.3%. Overall IIP growth,
inclusive of manufacturing, mining and electricity at 3.7% YoY was backed by
stronger support from electricity generation which grew 10.5% with mining at
1.6% and manufacturing at 3.3%. While capital goods sector contracted 18.6%
YoY in Jan 2011 it was more than compensated by stronger performance from
consumer goods at 11.3%. Metal products, machinery, transport equipment and
other manufacturing segments grew at -3.4%. The small rise from Dec 2010 lows in
IIP growth is in line with our view that the worst over, but it is unlikely to be
substantially better going forward. We believe the less than long term average
growth and recent easing of food inflation will prompt RBI to keep policy rates
unchanged in its March 2011 monetary policy announcement.

O Manufacturing growth picks up to 3.3% from the Dec low of 2%: Following the sharp dip
manufacturing sector growth improved 3.3% in Jan 2011 on the back of a stronger
sequential rise of 3.3% than long term average. The 17 sector disaggregation however
shows considerable dispersion: Steep contractions of 34.4% YoY in metal products & parts
(ex machinery), 22.2% in wood & wood products and 6.8% YoY in machinery & equipments
and steep 772.6% YoY bounce in jute & other vegetable fibers, 39% in other manufacturing
industries and 27% in leather products.

QO Overall IIP growth, inclusive of manufacturing, mining and electricity at 3.7% YoY was
backed by stronger support from electricity generation which grew by 10.5% compared to
mining at 1.6% and manufacturing at 3.3%. Critical thing however is the fact that coal
production for the month has been weak at -1.2% and has remained subdued at 0.8% for
FY11 YTD. Since a major part of electricity generation comes from thermal sources weak coal
production and high electricity generation are inconsistent.

O User based classification shows that while capital goods sector contracted 18.6% YoY in Jan
2011 it was more than compensated by stronger performance from consumer goods at
11.3%. We finally see strong recovery in consumer non-durables at 6.9% even as durables
continued with robust growth of 23.3%. Basic and intermediate goods at 7.6% and 7.9%
respectively showed steady growth.

O Big Four contracted 3.4% YoY: A break-up of the manufacturing sector shows that the
“Big four” sectors comprising metal products, machinery, transport equipment and other
manufacturing, weighing 24% in the manufacturing index, grew at -3.4%. Large volatility in
these components was behind the volatility in the IIP growth numbers for FY11. The “other”
sectors weighing 76% in manufacturing index have shown continued improvement with a
growth of 7.3% in Jan 2011.

O Outlook -Dec was possibly the worst, but growth to remain sub-par: The small rise from
Dec 2010 lows in IIP growth is in line with our view that the worst print is possibly behind us,
but is unlikely to be substantially better, going forward. The key issue is that manufacturing
sector inflation has continued to fall to 3.7% (Jan 2011) while inflation for raw material
components has remained high (20-25%), thereby causing severe margin pressure. The
combination of rising costs, implications from high oil prices and rising rates are the risk

factors for future growth.
Dhananjay Sinha

dhananjay.sinha@centrum.co.in O Monetary policy - Expect no rate hike in the forthcoming policy announcement: We

+91224215 9619 believe the combination of less than long term average growth and recent easing of food
inflation will prompt RBI to keep policy rates unchanged in the March 2011 monetary policy
announcement.

Please refer to important disclosures/disclaimers in Appendix A
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Exhibit 1: IIP growth summary Exhibit 2: IIP growth improves on the back of rebound in
electricity generation
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Exhibit 3: IIP & core sector growth Exhibit 4: Abnormal inverse trend in credit and lIP growth
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Exhibit 5: Manufacturing: Big 4s contracted by 3.4% YoY in Jan 2011 after abnormal growth, rest others weighing 76%

picked up at 7.3%
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Big 4s (24% weigh in manufacturing) include Metal products, Machinery, Transport & parts & Other manufacturing; Rest others include the balance 13 sectors
(weigh 76%)

Source: CSO, Centrum Research
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Exhibit 6: Consumer durables Exhibit 7: Non-durables growth picks up finally

(YoY %) Consumer durable: 23.3% of IIP (YoY %) Consumer non-durable: 6.9% of IIP
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Exhibit 8: Intermediate goods Exhibit 9: Capital goods: Growth contraction at 18%
(YoY %) Intermediate goods: 7.9% of IIP (% YoY)
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Exhibit 10: Basic goods Exhibit 11: Machinery equipment and capital goods
(YoY %) Basic goods: 7.6 % of IIP (% YoY)
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Exhibit 12: Transport equipment

Exhibit 13: IIP growth remains below LT average of 7%
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Exhibit 14: Sectors’ IIP growth (YoY %)- 2 digit classification

YoY % YTD (YoY %)

Sector and user based performance Weight (%) Jan-10 Jan-11 FY10 FY11
Manufacturing products
Food 9.1 (3.4) 7.9 (6.3) 11.6
Beverages, Tobacco etc 24 1.4 0.2 (0.8) (2.8)
Cotton Textiles 55 9.8 10.9 4.6 10.3
Wool, Silk and man-made fibre textiles 2.3 49 5.1 11.1 (0.0)
Jute and other vegetable fibre Textiles 0.6 (89.3) 772.6 (21.8) 21.5
Textile Products 25 6.8 114 10.2 4.5
Wood/wood products; Furniture etc 2.7 14.2 (22.2) 9.1 (14.5)
Paper & paper products and publishing & allied 2.7 8.8 12.1 2.8 8.4
Leather and leather products 1.1 (2.8) 27.0 0.7 129
Basic chemicals & chemical (ex petroleum & coal) 14.0 23 4.6 10.3 2.2
Rubber, plastic, petroleum and coal 5.7 259 11.2 15.6 11.0
Non-metallic mineral 44 17.4 3.2 2.0 6.1
Basic metal and alloys 7.5 12.0 125 54 8.8
Metal products/parts (ex machinery & equipment) 2.8 35.2 (34.4) 44 13.1
Machinery & equipment (ex transport) 9.6 40.2 (6.8) 18.3 10.2
Transport equipment & parts 4.0 74.6 1.9 235 21.6
Other manufacturing 2.6 10.4 39.0 6.8 23.7
Manufacturing 79.4 17.9 33 9.9 8.6
Mining 10.5 153 1.6 9.5 7.1
Electricity 10.2 5.6 10.5 5.7 53
General 100.0 18.0 1.6 9.5 8.3
User Based
Basic goods 355 1.5 7.6 6.6 6.5
Capital goods 9.7 57.9 (18.6) 16.1 123
Intermediate goods 26.4 22.2 7.9 134 9.1
Consumer goods 284 0.4 1.3 5.9 7.1

Durables 5.1 28.2 233 23.2 21.6

Non-durables 23.2 (7.0) 6.9 0.4 14

Source: CSO, Centrum Research
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Appendix A

Disclaimer

Centrum Broking Pvt. Ltd. (“Centrum”) is a full-service, Stock Broking Company and a member of The Stock Exchange, Mumbai (BSE) and National Stock Exchange of India Ltd. (NSE). Our holding
company, Centrum Capital Ltd, is an investment banker and an underwriter of securities. As a group Centrum has Investment Banking, Advisory and other business relationships with a significant
percentage of the companies covered by our Research Group. Our research professionals provide important inputs into the Group's Investment Banking and other business selection processes.

Recipients of this report should assume that our Group is seeking or may seek or will seek Investment Banking, advisory, project finance or other businesses and may receive commission,
brokerage, fees or other compensation from the company or companies that are the subject of this material/report. Our Company and Group companies and their officers, directors and
employees, including the analysts and others involved in the preparation or issuance of this material and their dependants, may on the date of this report or from, time to time have "long" or
"short" positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein. Centrum or its affiliates do not own 1% or more in the equity of this
company Our sales people, dealers, traders and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary to
the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations expressed herein. We may
have earlier issued or may issue in future reports on the companies covered herein with recommendations/ information inconsistent or different those made in this report. In reviewing this
document, you should be aware that any or all of the foregoing, among other things, may give rise to or potential conflicts of interest. We and our Group may rely on information barriers, such as
"Chinese Walls" to control the flow of information contained in one or more areas within us, or other areas, units, groups or affiliates of Centrum. Centrum or its affiliates do not make a market in
the security of the company for which this report or any report was written. Further, Centrum or its affiliates did not make a market in the subject company'’s securities at the time that the
research report was published.

This report is for information purposes only and this document/material should not be construed as an offer to sell or the solicitation of an offer to buy, purchase or subscribe to any securities,
and neither this document nor anything contained herein shall form the basis of or be relied upon in connection with any contract or commitment whatsoever. This document does not solicit
any action based on the material contained herein. It is for the general information of the clients of Centrum. Though disseminated to clients simultaneously, not all clients may receive this report
at the same time. Centrum will not treat recipients as clients by virtue of their receiving this report. It does not constitute a personal recommendation or take into account the particular
investment objectives, financial situations, or needs of individual clients. Similarly, this document does not have regard to the specific investment objectives, financial situation/circumstances
and the particular needs of any specific person who may receive this document. The securities discussed in this report may not be suitable for all investors. The securities described herein may
not be eligible for sale in all jurisdictions or to all categories of investors. The countries in which the companies mentioned in this report are organized may have restrictions on investments,
voting rights or dealings in securities by nationals of other countries. The appropriateness of a particular investment or strategy will depend on an investor's individual circumstances and
objectives. Persons who may receive this document should consider and independently evaluate whether it is suitable for his/ her/their particular circumstances and, if necessary, seek
professional/financial advice. Any such person shall be responsible for conducting his/her/their own investigation and analysis of the information contained or referred to in this document and
of evaluating the merits and risks involved in the securities forming the subject matter of this document.

The projections and forecasts described in this report were based upon a number of estimates and assumptions and are inherently subject to significant uncertainties and contingencies.
Projections and forecasts are necessarily speculative in nature, and it can be expected that one or more of the estimates on which the projections and forecasts were based will not materialize or
will vary significantly from actual results, and such variances will likely increase over time. All projections and forecasts described in this report have been prepared solely by the authors of this
report independently of the Company. These projections and forecasts were not prepared with a view toward compliance with published guidelines or generally accented accounting principles.
No independent accountants have expressed an opinion or any other form of assurance on these projections or forecasts. You should not regard the inclusion of the projections and forecasts
described herein as a representation or warranty by or on behalf of the Company, Centrum, the authors of this report or any other person that these projections or forecasts or their underlying
assumptions will be achieved. For these reasons, you should only consider the projections and forecasts described in this report after carefully evaluating all of the information in this report,
including the assumptions underlying such projections and forecasts.

The price and value of the investments referred to in this document/material and the income from them may go down as well as up, and investors may realize losses on any investments. Past
performance is not a guide for future performance. Future returns are not guaranteed and a loss of original capital may occur. Actual results may differ materially from those set forth in
projections. Forward-looking statements are not predictions and may be subject to change without notice. Centrum does not provide tax advice to its clients, and all investors are strongly
advised to consult regarding any potential investment. Centrum and its affiliates accept no liabilities for any loss or damage of any kind arising out of the use of this report. Foreign currencies
denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or price of or income derived from the investment. In addition, investors in
securities such as ADRs, the value of which are influenced by foreign currencies effectively assume currency risk. Certain transactions including those involving futures, options, and other
derivatives as well as non-investment-grade securities give rise to substantial risk and are not suitable for all investors. Please ensure that you have read and understood the current risk
disclosure documents before entering into any derivative transactions.

This report/document has been prepared by Centrum, based upon information available to the public and sources, believed to be reliable. No representation or warranty, express or implied is
made that it is accurate or complete. Centrum has reviewed the report and, in so far as it includes current or historical information, it is believed to be reliable, although its accuracy and
completeness cannot be guaranteed. The opinions expressed in this document/material are subject to change without notice and have no obligation to tell you when opinions or information in
this report change.

This report or recommendations or information contained herein do/does not constitute or purport to constitute investment advice in publicly accessible media and should not be reproduced,
transmitted or published by the recipient. The report is for the use and consumption of the recipient only. This publication may not be distributed to the public used by the public media without
the express written consent of Centrum. This report or any portion hereof may not be printed, sold or distributed without the written consent of Centrum.

This report has not been prepared by Centrum Securities LLC. However, Centrum Securities LLC has reviewed the report and, in so far as it includes current or historical information, it is believed
to be reliable, although its accuracy and completeness cannot be guaranteed.

The distribution of this document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should inform themselves about, and observe, any
such restrictions. Neither Centrum nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential including
lost revenue or lost profits that may arise from or in connection with the use of the information.

This document does not constitute an offer or invitation to subscribe for or purchase or deal in any securities and neither this document nor anything contained herein shall form the basis of any
contract or commitment whatsoever. This document is strictly confidential and is being furnished to you solely for your information, may not be distributed to the press or other media and may
not be reproduced or redistributed to any other person. The distribution of this report in other jurisdictions may be restricted by law and persons into whose possession this report comes should
inform themselves about, and observe any such restrictions. By accepting this report, you agree to be bound by the fore going limitations. No representation is made that this report is accurate
or complete.

The opinions and projections expressed herein are entirely those of the author and are given as part of the normal research activity of Centrum Broking and are given as of this date and are
subject to change without notice. Any opinion estimate or projection herein constitutes a view as of the date of this report and there can be no assurance that future results or events will be
consistent with any such opinions, estimate or projection.

This document has not been prepared by or in conjunction with or on behalf of or at the instigation of, or by arrangement with the company or any of its directors or any other person.
Information in this document must not be relied upon as having been authorized or approved by the company or its directors or any other person. Any opinions and projections contained
herein are entirely those of the authors. None of the company or its directors or any other person accepts any liability whatsoever for any loss arising from any use of this document or its
contents or otherwise arising in connection therewith.

Centrum and its affiliates have not managed or co-managed a public offering for the subject company in the preceding twelve months. Centrum and affiliates have not received compensation
from the companies mentioned in the report during the period preceding twelve months from the date of this report for service in respect of public offerings, corporate finance, debt
restructuring, investment banking or other advisory services in a merger/acquisition or some other sort of specific transaction.

As per the declaration given by him Mr Dhananjay Sinha analyst and the author of this report and/or any of his/her family members do not serve as an officer, director or are any way connected
to the company/companies mentioned in this report. Further, as declared by them, they have not received any compensation from the above companies in the preceding twelve months. Our
entire research professionals are our employees and are paid a salary. They do not have any other material conflict of interest of the research analyst or member of which the research analyst
knows of has reason to know at the time of publication of the research report or at the time of the public appearance.

While we would endeavor to update the information herein on a reasonable basis, Centrum, its associated companies, their directors and employees are under no obligation to update or keep
the information current. Also, there may be regulatory, compliance or other reasons that may prevent Centrum from doing so.

Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or Centrum policies, in
circumstances where Centrum is acting in an advisory capacity to this company, or any certain other circumstances

Key to Centrum Investment Rankings

Buy: Expected outperform Nifty by>15%, Accumulate: Expected to outperform Nifty by +5 to 15%, Hold: Expected to outperform Nifty by -5% to +5%, Reduce: Expected to underperform Nifty by
5 to 15%, Sell: Expected to underperform Nifty by>15%
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