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Positive earnings momentum continues
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B M SCI India 12-month fwd consensus ear nings grew by 4.4%
Consensus earnings for MSCI India grew by 4.7% in the last 3 months vs. 5.4% in
the previous 3 months. In this note, we have looked at earnings momentum (EM)
for Sensex, MSCI India and specific stocks under our coverage. While Sensex EPS
estimates have been revised down marginally due to 1QFY11 numbers, it is Suresh A Mahadevan, CFA
interesting to note that 12-month forward earnings momentum continues to Analyst
improve. This may explain why markets in India are still resilient without a suresh.mahadevan@ubs.com

meaningful correction. +91-22-6.155 6066
Varun Ahuja, CFA

B Consumer staplesstock valuations may be stretched, in our view Associate Analyst
Our earnings momentum analysis shows that consumer staples sector valuations varun.ahuja@ubs.com
are quite rich relative to the market as well as the sector's history. Industrials, 1T +91-22-6155 6064
and utilities showed improvement in earnings momentum. Telecoms, materials,

consumer discretionary and financials saw declines in earnings momentum. Based

on our stock-screen anaysis, the following companies with good earnings

momentum look inexpensive relative to historical averages: Tata Motors, Adani

Power, ABNL, DB Realty and Hathway.

www.ubs.com/investmentresearch

B Remain positive on Indian stocks, Mar 2011 BSE Sensex target at 21,000

We believe that the combination of severa positive factors such as a good
monsoon, government policies, a better fiscal situation, lower inflation outlook,
and earnings growth may provide the impetus for markets to move closer to our
target. Our Sensex target is based on a 12-month forward PE of 16.7x and FY 12E
EPS of 1,240. Our key O/W sectors are infrastructure, power, rea estate and oil &
gas. Our preferred stocks are Bharti, DLF, GAIL, Indusind Bank, Lanco, Phoenix
Mills and Tata Chemicals.

Table 1: Current UBS model portfolio sector weightings

Overweight Neutral Underweight
Agrochemicals Auto Consumer staples
Cement Banks IT Services
Infrastructure Metals Petrochemicals
Oil and Gas Telecom Pharmaceuticals
Power

Real Estate

Source: UBS estimates

This report has been prepared by UBS Securities India Private Ltd

ANALYST CERTIFICATION AND REQUIRED DISCLOSURES BEGIN ON PAGE 16.

UBS does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm may
have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making
their investment decision.
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MSCI India earnings momentum
MSCI India's earnings in the last three months (15 Jun-15 Sept) continue to

improve as the forward 12-month earnings grew by 4.7% during the last three
months as compared to 5.4% in the previous three months (15 Mar-15 Jun).

However, the last three months saw alot of volatility during the earnings season
as 1QFY 11 earnings growth came in much below the expectations. Please see
our note, Margin pressure = Disappointing 1QFY11 dated 20 August 2010, for
more details. The earnings estimates did pick up post earnings season from

2 September 2010 onwards.
Chart 1: MSCI India 12-month Fwd earnings in the last 3 months
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At the underlying level, CY 10E and CY 11E estimates for MSCI Indiaimproved
marginally towards the end of the earnings season.

Chart 2: CY2010E and 2011E MSCI India’s earnings in the last three months
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Chart 3 shows one month (1M) earnings momentum over the last 12 months. As
can be seen, the one-month momentum as on 15 September improved to 1.9% as
compared to 1.1% in August 2010 and 1.6% in July 2010 (on a one-month basis).
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The drop in August momentum was mainly inline due to poor earnings growth
during the 1QFY 11 quarter.

Chart 3: MSCI India one month earnings momentum - 12-month Fwd earnings in the
last 12 months
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Sensex’s FY11lE and FY12E earnings

Chart 4 shows the earnings progression of FY11lE and FY12E consensus
earnings during the last three months. FY 11E and FY 12E earnings declined by
50bps and 90bps during this period factoring in poor earnings growth in
1QFY11.

FY11E and FY 12E consensus EPS estimates have grown steadily over the last
12 months (chart 5). However, the estimates have declined by ~100bps from
their peak on 14 July 2010. The current consensus for FY11E EPS is 1,060
down from its peak of 1,070 while the current consensus for FY12E EPS is
1,271 down from the peak of 1,283.

Based on UBS estimates, consensus seemsto be aggressive on FY 11E & FY 12E
EPS estimates. Our bottom-up Sensex earnings shows FY 11E EPS of 1,038 vs.

consensus of 1,060 while FY 12E EPS UBS estimate is 1,240 vs. consensus of
1,271.
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Chart 4: Sensex FY11E & FY12E EPS in the last 3 months Chart 5: Sensex FY10E, FY11E & FY12E EPS
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Table 2: Sector wise Sensex FY11E and FY12E earnings estimates
Earnings (UBS-e) Earnings (IBES-e) UBS-e (YoY, %) IBES-¢ (YoY, %)
FY11E FY12E FY11E FY12E FY11E FY12E FY11E FY12E
Autos 81,925 94,285 79,217 93,585 41.6% 15.1% 36.9% 18.1%
Financials 167,748 209,120 174,248 215,688 28.5% 24.7% 14.2% 23.8%
Cement 7,863 9,160 7,185 7,572 -8.4% 16.5% -16.3% 5.4%
Consumers 45,014 51,801 44,451 51,370 13.7% 15.1% 12.2% 15.6%
Infrastructure 69,256 89,531 64,702 80,480 21.2% 29.3% 13.2% 24.4%
IT Services 94,676 107,841 93,837 109,659 14.5% 13.9% 13.5% 16.9%
Metals 101,011 148,801 104,732 130,383 94.0% 47.3% 101.2% 24.5%
0il & Gas 42,841 47,363 49,156 54,660 10.4% 10.6% 26.7% 11.2%
Petrochem 119,138 118,856 120,513 144,475 -11.6% -0.2% -10.6% 19.9%
Pharmaceuticals 7,575 8,660 7,611 8,788 18.0% 14.3% 18.6% 15.5%
Power 38,935 44,369 42,018 48,549 13.5% 14.0% 22.5% 15.5%
Real Estate 5,150 6,418 5,814 7,983 13.4% 24.6% 28.0% 37.3%
Telecom 28,934 31,552 33,834 38,914 -39.9% 9.1% -29.7% 15.0%
Sensex 810,064 967,759 827,317 992,106 16.5% 19.5% 15.3% 19.9%
Sensex EPS 1,038 1,240 1,060 1,271 16.5% 19.5% 15.3% 19.9%

Source: UBS estimates, IBES (DataStream)

Chart 6: Sectors contribution to FY12E earnings growth (UBS- Chart 7: Sectors contribution to FY12E earnings growth (IBES-
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MSCI India sector indices earnings momentum

In terms of sectors, industrials,

IT and utilities showed the maximum

improvement in earnings estimates over the last three months, while earnings

momentum declined significantly for telecom, materials, consumer discretionary
and financials. The earnings momentum for energy sector declined marginally in

the last three months, mainly due to downward revisions in Reliance Industries
earnings estimates after disappointing 1QFY 11 performance.

Chart 8: Three month (current vs. previous) earnings momentum — 12 month forward earnings
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Table 3: Earnings and price momentum — MSCI India sectors

Earnings change

Price Performance

Long Term Fwd PE

Sector (3M) (3M) Current Fwd PE 5y)
Cons Disc 3.5% 6.5% 14.6x 14.4x
Cons Staples 2.6% 13.8% 25.4x 21.0x
Energy 2.5% 1.6% 12.3x 13.1x
Financials 4.4% 20.1% 19.5x 17.4x
Health Care 5.7% 3.0% 20.1x 19.9x
Industrials 21.2% 13.6% 17.2x 19.6x
IT 6.3% 9.4% 19.8x 19.1x
Materials 1.9% 15.3% 10.0x 9.9x
Telco -21.6% 2.7% 14.9x 15.8x
Utilities 2.7% 0.3% 16.3x 15.1x
MSCI India 4.7% 11.1% 16.1x 15.9x

Source: IBES (DataStream)

Below Charts 9, 10 and 11 shows the various trends of MSCI sector indices

relative to market (MSCI India) or to their own respective sector parameters.

Consumer staples stands out as expensive sector both relative to market and its

long-term average.
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Chart 9: Relative earnings momentum trend — current vs. previous
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Chart 10: Relative earnings trend compared to current fwd PE (relative to market)
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Chart 11: Relative earnings trend compared to current fwd PE (relative to respective sector’s 5 year average PE)
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Stock Screen

We have looked at inexpensive and expensive stock in the UBS coverage
universe and MSCI based on earnings momentum. For inexpensive stocks, we
have looked at stocks with positive earnings (relative to market) and price
momentum and cheaper than their historical long-term average. For expensive
stocks, we have looked at stocks with negative earnings momentum (relative to
market), positive price momentum and expensive than their historical long-term
average.

Table 4: MSCI India earnings momentum stock screen (Top 5)

Company Name 3M-EM 3M-PM PE - Current PE - Long Term

Inexpensive Stocks (relative to own history) - Positive earnings momentum, good price momentum

Aditya Birla Nuvo 108.4% 11.3% 18.0x 37.9x
Tata Motors 71.4% 31.6% 9.6x 23.0x
Cairn 23.9% 7.4% 9.9x 46.9x
Ranbaxy 21.8% 16.6% 20.6x 23.9x
Kotak Bank 14.2% 24.2% 20.4x 20.8x

Expensive Stocks (relative to own history) - Negative earnings momentum, good price momentum

Reliance Capital -16.3% 8.6% 29.5x 24.1x
Maruti Suzuki India -10.5% 0.4% 15.3x 14.1x
DLF -5.6% 22.7% 21.0x 16.6x
Unitech -5.5% 22.3% 18.4x 16.3x
JSW Steel -2.8% 16.4% 11.3x 7.0x

Source: IBES (DataStream)

Table 5: UBS India coverage universe earnings momentum stock screen (Top 5)

Company Name 3M-EM  3M-PM PE-Current  PE-Long Term

Inexpensive Stocks (relative to own history) - Positive earnings momentum, good price momentum

Aditya Birla Nuvo 108.4% 11.3% 18.0x 37.9x
D B Realty 104.9% 12.9% 11.3x 19.6x
Tata Motors 71.4% 31.6% 9.6x 23.0x
Adani Power 66.8% 14.5% 15.4x 26.9x
Hathway Cable & Datacom 38.3% 18.0% 42.8x 46.3x

Expensive Stocks (relative to own history) - Negative earnings momentum, good price momentum

Maruti Suzuki India -10.5% 0.4% 15.3x 14.1x
Grasim Industries -1.3% 22.5% 8.7x 8.4x
DLF -5.6% 22.7% 21.0x 16.6x
Unitech -5.5% 22.3% 18.4x 16.3x
JSW Steel -2.8% 16.4% 11.3x 7.0x

Source: IBES (DataStream)
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BSE Sensex target derivation

We use atwo-stage forward PE target multiple model to derive our BSE Sensex
target. The first stage is the growth phase where we expect earnings to grow
11.8%, ROE of 17.0% and COE of 12.1%. The growth phase is 20 years. The
second stage is the terminal stage where we assume a long-term earnings growth

rate of 5.0%, ROE of 11.0% and COE of 9.5%.

The contribution of the growth phase to our total target PE multiple is 5.4x. Our
two-stage forward PE target multiple for the BSE Sensex is 16.7x (compared to
our estimated long-term average forward PE multiple of 15x). Using our EPS
forecast of Rs1,241 for FY12, we arrive at our FY11l BSE Sensex target of

21,000 (rounded).

Table 6: UBS India BSE Sensex FY11E target derivation

Long term and growth period assumptions

BSE Sensex FY11E target price derivation

Stage 1. Growth period assumptions

BSE Sensex target P/E multiple

Return on equity (ROE,) 17.0%  Contribution of growth period on target P/E 5.4x
Growth period real GDP growth rate 7.0% Contribution of terminal period on target P/E 11.4x
+ Growth period inflation forecast 4.5%
= Assumed growth period earnings growth rate (Gg) 11.8% = BSE Sensex target P/E multiple 16.7x
Growth period inflation forecast 4.5%
+ Growth period real risk free rate forecast 2.6% UBS estimate of FY12E EPS (Rs) 1,241
= Growth period nominal risk free rate (RF,) 7.1%
+ Growth period equity risk premium 5.0%
= Assumed growth period cost of equity (K,) 12.1% |BSE Sensex FY11E Target Price (rounded) 21,000|
Duration of growth period (years) 20.0
Stage 2: Terminal period assumptions
Return on equity (ROE,) 11.0%
Terminal period real GDP growth rate 2.9%
+ Terminal period inflation forecast 2.0%
= Assumed terminal period earnings growth rate (G,) 5.0%
Terminal period inflation forecast 2.0%
+ Terminal period real risk free rate forecast 2.5%
= Terminal period nominal risk free rate (RF,) 4.5%
+ Terminal period equity risk premium 5.0%
= Assumed terminal period cost of equity (K, 9.5%

Source: UBS estimates

Table 7: FY11E Sensex target sensitivity to growth phase assumptions

Growth phase earnings growth rate (%)

Sensitivity to growth phase

earnings growth and ROE 11.3% 11.5% 11.8% 12.0% 12.3%
16.0% 19,053 19,445 19,853 20,277 20,717
16.5% 19,491 19,903 20,330 20,775 21,236
Growth phase ROE (%) 17.0% 19,904 20,334 20,780 21,244 21,725
17.5% 20,293 20,740 21,204 21,686 22,186
18.0% 20,661 21,124 21,604 22,104 22622

Source: UBS estimates
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Table 8: FY11E Sensex target sensitivity to terminal phase assumptions

Sensitivity to terminal phase

Terminal phase earnings growth rate (%)

earnings growth and ROE 20,780 4.5% 4.7% 5.0% 5.2% 5.5%
10.0% 19,514 19,573 19,639 19712 19,794
10.5% 19,999 20,111 20,236 20376 20,532
Terminal phase ROE (%) 11.0% 20,440 20,601 20,780 20,980 21,204
11.5% 20,842 21,048 21,277 21531 21817
12.0% 21,211 21,458 21,732 22,037 22,380

Source: UBS estimates
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UBS India Model portfolio

Chart 12: UBS India portfolio, BSE Sensex, Nifty and MSCI (India) performance since launch
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Table 9: Model Portfolio valuation

Model Portfolio stock UBS Rating Model Portfolio Mkt Cap Price Price Target ~ Potential ROE P/BV(x) PE(x)

Weight  (US$ mn) (Rs) (Rs) Upside FY11E  FY11E FY11IE FY12E
Bank of Baroda Buy 6.0% 6,831 869 900 3.6% 204% 1.9 8.6 74
Bharti Airtel Buy 4.1% 29,199 356 400 123%  12.5% 2.7 21.9 20.5
DLF Buy 3.1% 12,538 341 400 174%  7.9% 2.2 28.1 225
GAIL Buy 7.8% 13,235 483 550 138%  18.8% 31 174 14.6
Grasim Buy 3.0% 4,352 2,199 2,300 46% 15.1% 12 8.1 7.8
GVK Buy 3.9% 1,659 49 55 13.1% 7.2% 18 24.8 18.4
Hindalco Buy 3.2% 7,828 190 200 55% 17.0% 16 9.1 7.0
HLL Buy 4.9% 13,065 277 320 154%  89.2% 22.0 247 217
ICICI Bank Buy 10.5% 26,442 1,099 1,100 0.1% 9.1% 2.2 24.6 18.5
Indusind Buy 2.9% 2,134 241 250 37% 13.3% 31 22.3 16.4
Infosys Technologies Neutral 7.4% 37,698 3,050 2,960 -3.0% 24.9% 6.2 25.0 214
Lanco Buy 4.5% 3,535 68 105 544%  22.1% 35 15.7 11.0
Larsen & Toubro Buy 7.8% 24,903 1,916 2,150 122%  24.2% 6.1 25%) 19.0
Mahindra & Mahindra Buy 3.6% 8,447 676 750 109%  23.3% 35 15.2 12.9
Phoenix Mills Buy 2.0% 784 251 330 3L7%  5.4% 2.2 40.7 30.9
PNB Buy 5.9% 8,672 1,274 1,300 20% 21.8% 20 8.8 7.2
Reliance Infrastructure Buy 4.0% 5,637 1,066 1,325 24.3% 8.0% 13 16.7 16.1
Sesa Goa Buy 1.9% 5,794 323 410 27.0%  33.6% 2.2 6.6 6.1
Sterlite Buy 2.6% 12,606 174 225 295%  9.2% 0.9 10.0 7.6
Tata Chemicals Buy 3.0% 2,123 420 500 19.0%  17.0% 19 115 105
Tata Motors Buy 2.9% 12,605 1,024 1,200 172%  47.3% 45 9.4 8.4
TCS Neutral 5.0% 38,603 914 900 -15%  312% 6.8 218 20.0

Note: Shares prices as of 15 September 2010; Source: UBS estimates
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Appendix
Table 10: MSCI India three months earnings momentum — constituent stocks
Company Name 3M-EM 3M-PM PE - Current PE - Long Term
ABNL 108.4% 11.3% 18.0x 37.9x
Tata Motors 71.4% 31.6% 9.6x 23.0x
Cairn 23.9% 7.4% 9.9x 46.9x
REC 23.2% 22.1% 12.5x 8.8x
Ranbaxy 21.8% 16.6% 20.6x 23.9x
Bajaj Auto 19.3% 28.5% 16.8x 13.0x
Kotak Bank 14.2% 24.2% 20.4x 20.8x
Hindalco 13.8% 30.9% 10.8x 8.7x
HDFC 11.5% 17.0% 25.4x 17.9x
Adani Enter 11.5% 27.6% 17.6x 18.9x
L&T 10.8% 11.5% 23.9x 15.3x
ONGC 10.6% 21.3% 11.7x 7.8x
GAIL 10.4% 4.3% 15.4x 9.0x
BPCL 8.6% 43.5% 13.7x 7.6x
Ambuja 7.9% 18.1% 15.3x 13.0x
Tata Steel 7.8% 24.3% 8.6x 7.5x
TCS 7.8% 18.4% 21.1x 18.7x
Axis 7.7% 20.5% 17.1x 13.1x
Wipro 7.1% 4.1% 18.3x 37.3x
BHEL 7.1% 3.7% 19.7x 14.9x
Infosys 6.9% 10.2% 22.8x 29.3x
HCL 6.7% 10.4% 16.0x 18.3x
United Phos 6.6% 2.2% 11.2x 12.3x
Sun Pharma 6.5% 5.9% 22.1x 17.6x
ITC 6.3% 14.9% 24.8x 17.3x
Zee 6.2% -1.7% 21.1x 30.5x
Tata Power 6.0% 1.0% 14.5x 13.4x
DR Reddy 5.9% 3.7% 20.8x 22.0x
Siemens 5.8% 5.1% 28.0x 20.0x
M&M 5.7% 7.3% 13.5x 10.7x
SBI 5.2% 29.6% 13.2x 7.3x
ICICI 5.0% 25.2% 21.3x 14.2x
RINFRA 5.0% -9.4% 15.7x 15.5x
United Spirits 4.7% 28.2% 31.5x 26.9x
HDIL 4.7% 10.5% 10.0x 10.1x
HDFC Bk 4.2% 20.5% 25.0x 19.6x
IDFC 3.9% 22.9% 19.7x 17.3x
Sesa 3.4% -8.8% 6.2x 7.3x
Piramal 3.4% 6.1% 18.1x 13.7x
ACC 3.3% 11.2% 13.2x 13.7x
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Company Name 3M-EM 3M-PM PE - Current PE - Long Term
Jindal Steel & power 2.5% 8.6% 13.4x 9.8x
Cipla 2.3% -71.9% 19.5x 21.7x
SAIL 1.7% 3.1% 10.6x 8.1x
NTPC 1.7% 3.1% 16.9x 17.1x
Hero Honda 0.9% -13.5% 13.8x 12.9x
RIL 0.6% -4.4% 13.5x 10.6x
Sterlite -1.2% 0.8% 9.5x 7.3x
HUL -1.2% 8.5% 25.1x 24.8x
Indiabulls -1.9% 19.9% 27.1x 29.6x
JSW Steel -2.8% 16.4% 11.3x 7.0x
Unitech -5.5% 22.3% 18.4x 16.3x
DLF -5.6% 22.7% 21.0x 16.6x
GMR -1.4% 6.0% 68.2x 76.9x
Maruti -10.5% 0.4% 15.3x 14.1x
Reliance Capital -16.3% 8.6% 29.5x 24.1x
JaiPrakash -24.5% -1.5% 20.3x 21.1x
RCOM -28.0% -13.4% 14.8x 16.0x
Suzlon -76.6% -9.8% 69.8x 21.9x

Source: IBES (DataStream)

UBS 12



India Market Strategy 16 September 2010

Table 11: UBS India coverage universe three months earnings momentum

Company Name 3M-EM 3M-PM PE - Current PE-Long Term
Aditya Birla Nuvo 108.4% 11.3% 18.0x 37.9x
D B Realty 104.9% 12.9% 11.3x 19.6x
Tata Motors 71.4% 31.6% 9.6x 23.0x
Adani Power 66.8% 14.5% 15.4x 26.9x
Hathway Cable & Datacom 38.3% 18.0% 42.8x 46.3x
Dish Tv India 29.8% 36.4%

Indian Oil 27.2% 31.2% 11.1x 7.5x
Indusind Bank 24.6% 27.0% 18.7x 13.9x
Cairn India 23.9% 7.4% 9.9x 46.9x
Hindustan Petroleum 21.8% 58.8% 11.4x 7.3x
Ranbaxy Labs. 21.8% 16.6% 20.6x 23.9x
Bank Of India 20.6% 50.6% 8.3x 5.3x
Bajaj Auto 19.3% 28.5% 16.8x 13.0x
Asian Paints 18.5% 23.6% 27.5x 18.4x
Essar Oil 17.7% 2.1% 27.7x 28.7x
Bank Of Baroda 14.4% 19.6% 8.3x 5.2x
Hindalco Industries 13.8% 30.9% 10.8x 8.7x
Sun Tv Network 13.7% 22.3% 25.6x 25.8x
Jain Irrigation Systems 11.5% 11.0% 24.5x 18.2x
Housing Development Fin. 11.5% 17.0% 25.4x 17.9x
Adani Enterprises 11.5% 27.6% 17.6x 18.9x
Mundra Port And Sez. 11.2% 14.4% 29.3x 33.1x
NMDC 11.0% -0.6% 13.8x 35.5x
Larsen & Toubro 10.8% 11.5% 23.9x 15.3x
Oil & Natural Gas 10.6% 21.3% 11.7x 7.8x
Gail (India) 10.4% 4.3% 15.4x 9.0x
Tata Chemicals 9.9% 33.7% 12.5x 8.4x
Punjab National Bank 9.0% 22.3% 8.2x 6.8x
Union Bank Of India 9.0% 20.1% 7.0x 5.6x
Bharat Petroleum 8.6% 43.5% 13.7x 7.6x
Nagarjuna Con. 8.1% -13.9% 14.8x 15.8x
Ambuja Cements 7.9% 18.1% 15.3x 13.0x
Tata Steel 7.8% 24.3% 8.6x 7.5x
Tata Consultancy Svs. 7.8% 18.4% 21.1x 18.7x
Axis Bank 7.7% 20.5% 17.1x 13.1x
Nestle India 7.6% 7.6% 32.1x 24.0x
Wipro 7.1% 4.1% 18.3x 37.3x
Bharat Heavy Els. 7.1% 3.7% 19.7x 14.9x
Lupin 7.1% -1.3% 17.8x 14.7x
Infosys Technologies 6.9% 10.2% 22.8x 29.3x
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Company Name 3M-EM 3M-PM PE - Current PE -Long Term
Dabur India 6.8% 14.8% 28.6x 20.3x
Reliance Power 6.8% -9.9% 55.6x 66.6x
HCL Technologies 6.7% 10.4% 16.0x 18.3x
United Phosphorus 6.6% 2.2% 11.2x 12.3x
Sun Pharmaceuticals 6.5% 5.9% 22.1x 17.6x
Phoenix Mills 6.5% 16.0% 29.2x 19.1x
ITC 6.3% 14.9% 24.8x 17.3x
Zee Entertainment Ents. 6.2% -1.7% 21.1x 30.5x
Tata Power 6.0% 1.0% 14.5x 13.4x
Dr Reddys Laboratories 5.9% 3.7% 20.8x 22.0x
Idea Cellular 5.8% 36.3% 34.0x 23.8x
Mahindra & Mahindra 5.7% 7.3% 13.5x 10.7x
IRB Infr.Developers 5.5% 0.4% 18.4x 15.1x
State Bank Of India 5.2% 29.6% 13.2x 7.3x
ICICI Bank 5.0% 25.2% 21.3x 14.2x
Reliance Infrastructure 5.0% -9.4% 15.7x 15.5x
National Aluminium 4.7% -5.7% 19.6x 10.6x
United Spirits 4.7% 28.2% 31.5x 26.9x
HDIL 4.7% 10.5% 10.0x 10.1x
Glenmark Pharmaceuticals 4.6% 6.5% 15.4x 14.1x
HDFC Bank 4.2% 20.5% 25.0x 19.6x
IDFC 3.9% 22.9% 19.7x 0.0x
IVRCL Ift.& Prjs. 3.5% -13.0% 13.9x 16.7x
Sesa Goa 3.4% -8.8% 6.2x 7.3x
Piramal Healthcare 3.4% 6.1% 18.1x 13.7x
ACC 3.3% 11.2% 13.2x 13.7x
Power Grid Corp.Of India 2.6% 4.1% 19.2x 20.1x
Cipla 2.3% -7.9% 19.5x 21.7x
ABB 2.1% -7.2% 28.9x 22.0x
Steel Authority Of India 1.7% 3.1% 10.6x 8.1x
NTPC 1.7% 3.1% 16.9x 17.1x
Pantaloon Ret.(India) 1.4% 15.2% 32.3x 34.3x
Great Eastern Shipping 1.2% 4.0% 5.6x 4.3x
Godrej Properties 1.0% 37.9% 30.1x 24.8x
Hero Honda Motors 0.9% -13.5% 13.8x 12.9x
Reliance Industries 0.6% -4.4% 13.5x 10.6x
Lanco Infratech -0.6% -1.6% 14.8x 12.5x
Sterlite Inds.(India) -1.2% 0.8% 9.5x 7.3x
Hindustan Unilever -1.2% 8.5% 25.1x 24.8x
Indiabulls Real Estate -1.9% 19.9% 27.1x 29.6x
Educomp Solutions -2.8% 9.3% 15.1x 31.4x
Jsw Steel -2.8% 16.4% 11.3x 7.0x

UBS 14



India Market Strategy 16 September 2010

Company Name 3M-EM 3M-PM PE - Current PE -Long Term
GVK Power & Infr. -3.4% 12.4% 28.1x 28.3x
Bharti Airtel -4.6% 33.8% 16.6x 25.0x
Unitech -5.5% 22.3% 18.4x 16.3x
DLF -5.6% 22.7% 21.0x 16.6x
Grasim Industries -1.3% 22.5% 8.7x 8.4x
Gmr Infrastructure -1.4% 6.0% 68.2x 76.9x
Maruti Suzuki India -10.5% 0.4% 15.3x 14.1x
India Cements -16.8% 2.7% 14.8x 8.8x
Aban Offshore -25.7% 16.7% 5.5x 11.4x
Reliance Communications -28.0% -13.4% 14.8x 16.0x
Punj Lloyd -37.4% -8.2% 13.3x 16.5x
Suzlon Energy -76.6% -9.8% 69.8x 21.9x

Source: IBES (DataStream)

The indicated performance returns of our model portfolio are based on capital
appreciation, excluding dividends and transaction costs such as commissions,
fees, margin interest, and other charges. Actual transactions adjusted for such
transaction costs will result in reduced total returns. Prices of stocks in the
performance calculations reflect closing prices. Snce its inception on 26 March
2009, the UBS India model portfolio has contained 72 stocks, 62 of which have
advanced while on the list while 10 have declined. A complete record of all the
recommendations upon which this report is based is available from UBS
Securities India Private Ltd. upon written request. Past performance is not an

indication of future results.
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m Statement of Risk

We believe the risks to our long-term estimates (for example, for corporate
earnings) and macroeconomic variables (such as GDP growth rates and
inflation) arise from any economic slowdown, weakening currency, global
economic events, and government policy changes.

m Analyst Certification

Each research analyst primarily responsible for the content of this research
report, in whole or in part, certifies that with respect to each security or issuer
that the analyst covered in this report: (1) al of the views expressed accurately
reflect his or her personal views about those securities or issuers; and (2) no part
of his or her compensation was, is, or will be, directly or indirectly, related to
the specific recommendations or views expressed by that research analyst in the
research report.
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Required Disclosures

This report has been prepared by UBS Securities India Private Ltd, an affiliate of UBS AG. UBS AG, its subsidiaries,
branches and affiliates are referred to herein as UBS.

For information on the ways in which UBS manages conflicts and maintains independence of its research product;
historical performance information; and certain additional disclosures concerning UBS research recommendations,
please visit www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is
not areliable indicator of future results. Additional information will be made available upon request.

UBS Investment Research: Global Equity Rating Allocations

UBS 12-Month Rating Rating Category Coverage® IB Services?
Buy Buy 54% 41%
Neutral Hold/Neutral 37% 32%
Sell Sell 9% 24%
UBS Short-Term Rating Rating Category Coverage3 IB Services*
Buy Buy less than 1% 22%
Sell Sell less than 1% 0%

1:Percentage of companies under coverage globally within the 12-month rating category.

2:Percentage of companies within the 12-month rating category for which investment banking (IB) services were provided within
the past 12 months.

3:Percentage of companies under coverage globally within the Short-Term rating category.

4:Percentage of companies within the Short-Term rating category for which investment banking (IB) services were provided
within the past 12 months.

Source: UBS. Rating allocations are as of 30 June 2010.
UBS Investment Research: Global Equity Rating Definitions

UBS 12-Month Rating Definition

Buy FSR is > 6% above the MRA.

Neutral FSR is between -6% and 6% of the MRA.
Sell FSR is > 6% below the MRA.

UBS Short-Term Rating Definition

Buy: Stock price expected to rise within three months from the time the rating was assigned
because of a specific catalyst or event.

Sell: Stock price expected to fall within three months from the time the rating was assigned
because of a specific catalyst or event.

Buy

Sell
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KEY DEFINITIONS

Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend yield over the next 12
months.

Market Return Assumption (MRA) is defined as the one-year local market interest rate plus 5% (a proxy for, and not a
forecast of, the equity risk premium).

Under Review (UR) Stocks may be flagged as UR by the analyst, indicating that the stock's price target and/or rating are
subject to possible change in the near term, usually in response to an event that may affect the investment case or valuation.
Short-Term Ratings reflect the expected near-term (up to three months) performance of the stock and do not reflect any
change in the fundamental view or investment case.

Equity Price Targets have an investment horizon of 12 months.

EXCEPTIONS AND SPECIAL CASES

UK and European Investment Fund ratings and definitions are: Buy: Positive on factors such as structure, management,
performance record, discount; Neutral: Neutral on factors such as structure, management, performance record, discount; Sell:
Negative on factors such as structure, management, performance record, discount.

Core Banding Exceptions (CBE): Exceptions to the standard +/-6% bands may be granted by the Investment Review
Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the respective company's
debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands as they relate to the rating.
When such exceptions apply, they will be identified in the Company Disclosures table in the relevant research piece.

Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not
registered/qualified as research analysts with the NASD and NYSE and therefore are not subject to the restrictions contained in
the NASD and NYSE rules on communications with a subject company, public appearances, and trading securities held by a
research analyst account. The name of each affiliate and analyst employed by that affiliate contributing to this report, if any,
follows.

UBS Securities India Private Ltd: Suresh A Mahadevan, CFA; Varun Ahuja, CFA.
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Company Disclosures

Company Name Reuters  12-mo rating Short-term rating Price Price date
Adani Power* ADAN.BO Buy N/A Rs140.65 15 Sep 2010
Aditya Birla Nuvo ABRL.BO Buy N/A Rs860.75 15 Sep 2010
Bank of Baroda BOB.BO Buy N/A Rs868.60 15 Sep 2010
Bharti Airtel Ltd. BRTI.BO Buy N/A Rs356.15 15 Sep 2010
DB Realty DBRL.BO Buy N/A Rs442.25 15 Sep 2010
DLF Limited DLF.BO Buy N/A Rs340.65 15 Sep 2010
GAIL (India) Ltd. GAIL.BO Buy N/A Rs483.30 15 Sep 2010
Grasim Industries GRAS.BO Buy N/A Rs2,198.90 15 Sep 2010
GVK Power and Infrastructure GVKP.BO Buy N/A Rs48.65 15 Sep 2010
Hathway Cable & Datacom®*® HAWY.BO Buy N/A Rs217.75 15 Sep 2010
Hindalco Industries® *?° HALC.BO Buy (CBE) N/A Rs189.50 15 Sep 2010
Hindustan Unilever HLL.BO Buy N/A Rs277.40 15 Sep 2010
ICICI Bank'® ICBK.BO Buy N/A Rs1,098.80 15 Sep 2010
Indusind Bank'®*® INBK.BO Buy N/A Rs241.10 15 Sep 2010
Infosys Technologies Ltd.** INFY.BO Neutral N/A Rs3,050.15 15 Sep 2010
L&T LART.BO Buy N/A Rs1,916.15 15 Sep 2010
Lanco Infratech? LAIN.BO Buy N/A Rs68.00 15 Sep 2010
Mahindra & Mahindra MAHM.BO Buy N/A Rs676.40 15 Sep 2010
Phoenix Mills PHOE.BO Buy N/A Rs250.60 15 Sep 2010
Punjab National Bank PNBK.BO Buy N/A Rs1,274.05 15 Sep 2010
Reliance Infrastructure RLIN.BO Buy N/A Rs1,066.30 15 Sep 2010
Sesa Goa SESA.BO Buy N/A Rs322.95 15 Sep 2010
Sterlite Industries™ * 62 STRL.BO Buy (CBE) N/A Rs173.70 15 Sep 2010
Tata Chemicals® TTCH.BO Buy (CBE) N/A Rs420.20 15 Sep 2010
Tata Consultancy Services Ltd. TCS.BO Neutral N/A Rs913.60 15 Sep 2010
Tata Motors Ltd." TAMO.BO Buy N/A Rs1,024.30 15 Sep 2010

Source: UBS. All prices as of local market close.
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock pricing

date

la.

1b.

16.
18.

20.

UBS AG is acting as manager/co-manager, underwriter, placement or sales agent in regard to an offering of securities of
this company/entity or one of its affiliates.

UBS Securities (India) Pvt. Ltd. is acting as manager/co-manager, underwriter, placement or sales agent in regard to an
offering of securities of this company/entity or one of its affiliates.

UBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or placement of securities of
this company/entity or one of its affiliates within the past 12 months.

Within the past 12 months, UBS AG, its affiliates or subsidiaries has received compensation for investment banking
services from this company/entity.

UBS AG, its affiliates or subsidiaries expect to receive or intend to seek compensation for investment banking services
from this company/entity within the next three months.

UBS Securities LLC makes a market in the securities and/or ADRs of this company.

The U.S. equity strategist, a member of his team, or one of their household members has a long position in the ADRs of
Infosys Technologies Ltd.

Because UBS believes this security presents significantly higher-than-normal risk, its rating is deemed Buy if the FSR
exceeds the MRA by 10% (compared with 6% under the normal rating system).

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report.
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For a complete set of disclosure statements associated with the companies discussed in this report, including information on
valuation and risk, please contact UBS Securities LLC, 1285 Avenue of Americas, New York, NY 10019, USA, Attention:
Publishing Administration.
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Global Disclaimer

This report has been prepared by UBS Securities India Private Ltd, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS. In certain countries,
UBS AG is referred to as UBS SA.

This report is for distribution only under such circumstances as may be permitted by applicable law. Nothing in this report constitutes a representation that any investment strategy or
recommendation contained herein is suitable or appropriate to a recipient’s individual circumstances or otherwise constitutes a personal recommendation. It is published solely for information
purposes, it does not constitute an advertisement and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments in any jurisdiction. No
representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the information contained herein, except with respect to information
concerning UBS AG, its subsidiaries and affiliates, nor is it intended to be a complete statement or summary of the securities, markets or developments referred to in the report. UBS does not
undertake that investors will obtain profits, nor will it share with investors any investment profits nor accept any liability for any investment losses. Investments involve risks and investors should
exercise prudence in making their investment decisions. The report should not be regarded by recipients as a substitute for the exercise of their own judgement. Past performance is not
necessarily a guide to future performance. The value of any investment or income may go down as well as up and you may not get back the full amount invested. Any opinions expressed in this
report are subject to change without notice and may differ or be contrary to opinions expressed by other business areas or groups of UBS as a result of using different assumptions and criteria.
Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained herein is based on numerous assumptions.
Different assumptions could result in materially different results. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales personnel and other
constituencies for the purpose of gathering, synthesizing and interpreting market information. UBS is under no obligation to update or keep current the information contained herein. UBS relies
on information barriers to control the flow of information contained in one or more areas within UBS, into other areas, units, groups or affiliates of UBS. The compensation of the analyst who
prepared this report is determined exclusively by research management and senior management (not including investment banking). Analyst compensation is not based on investment banking
revenues, however, compensation may relate to the revenues of UBS Investment Bank as a whole, of which investment banking, sales and trading are a part.

The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Options, derivative products and futures are not suitable for all investors, and
trading in these instruments is considered risky. Mortgage and asset-backed securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates
and other market conditions. Past performance is not necessarily indicative of future results. Foreign currency rates of exchange may adversely affect the value, price or income of any security
or related instrument mentioned in this report. For investment advice, trade execution or other enquiries, clients should contact their local sales representative. Neither UBS nor any of its
affiliates, nor any of UBS' or any of its affiliates, directors, employees or agents accepts any liability for any loss or damage arising out of the use of all or any part of this report. For financial
instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC and/or UBS Capital Markets LP) acts as a market maker or
liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of liquidity provider is carried out in
accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in this research report. UBS and its affiliates and
employees may have long or short positions, trade as principal and buy and sell in instruments or derivatives identified herein.

Any prices stated in this report are for information purposes only and do not represent valuations for individual securities or other instruments. There is no representation that any transaction
can or could have been effected at those prices and any prices do not necessarily reflect UBS's internal books and records or theoretical model-based valuations and may be based on certain
assumptions. Different assumptions, by UBS or any other source, may yield substantially different results.

United Kingdom and the rest of Europe: Except as otherwise specified herein, this material is communicated by UBS Limited, a subsidiary of UBS AG, to persons who are eligible
counterparties or professional clients and is only available to such persons. The information contained herein does not apply to, and should not be relied upon by, retail clients. UBS Limited is
authorised and regulated by the Financial Services Authority (FSA). UBS research complies with all the FSA requirements and laws concerning disclosures and these are indicated on the
research where applicable. France: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities France SA. UBS Securities France S.A. is regulated by the Autorité des
Marchés Financiers (AMF). Where an analyst of UBS Securities France S.A. has contributed to this report, the report is also deemed to have been prepared by UBS Securities France S.A.
Germany: Prepared by UBS Limited and distributed by UBS Limited and UBS Deutschland AG. UBS Deutschland AG is regulated by the Bundesanstalt fur Finanzdienstleistungsaufsicht
(BaFin). Spain: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities Espafia SV, SA. UBS Securities Espafia SV, SA is regulated by the Comisién Nacional del
Mercado de Valores (CNMV). Turkey: Prepared by UBS Menkul Degerler AS on behalf of and distributed by UBS Limited. Russia: Prepared and distributed by UBS Securities CJSC.
Switzerland: Distributed by UBS AG to persons who are institutional investors only. Italy: Prepared by UBS Limited and distributed by UBS Limited and UBS ltalia Sim S.p.A.. UBS ltalia Sim
S.p.A. is regulated by the Bank of Italy and by the Commissione Nazionale per le Societa e la Borsa (CONSOB). Where an analyst of UBS ltalia Sim S.p.A. has contributed to this report, the
report is also deemed to have been prepared by UBS ltalia Sim S.p.A.. South Africa: UBS South Africa (Pty) Limited (Registration No. 1995/011140/07) is a member of the JSE Limited, the
South African Futures Exchange and the Bond Exchange of South Africa. UBS South Africa (Pty) Limited is an authorised Financial Services Provider. Details of its postal and physical address
and a list of its directors are available on request or may be accessed at http:www.ubs.co.za. United States: Distributed to US persons by either UBS Securities LLC or by UBS Financial
Services Inc., subsidiaries of UBS AG; or by a group, subsidiary or affiliate of UBS AG that is not registered as a US broker-dealer (a 'non-US affiliate'), to major US institutional investors only.
UBS Securities LLC or UBS Financial Services Inc. accepts responsibility for the content of a report prepared by another non-US affiliate when distributed to US persons by UBS Securities LLC
or UBS Financial Services Inc. All transactions by a US person in the securities mentioned in this report must be effected through UBS Securities LLC or UBS Financial Services Inc., and not
through a non-US affiliate. Canada: Distributed by UBS Securities Canada Inc., a subsidiary of UBS AG and a member of the principal Canadian stock exchanges & CIPF. A statement of its
financial condition and a list of its directors and senior officers will be provided upon request. Hong Kong: Distributed by UBS Securities Asia Limited. Singapore: Distributed by UBS Securities
Pte. Ltd [mica (p) 039/11/2009 and Co. Reg. No.: 198500648C] or UBS AG, Singapore Branch. Please contact UBS Securities Pte Ltd, an exempt financial advisor under the Singapore
Financial Advisers Act (Cap. 110); or UBS AG Singapore branch, an exempt financial adviser under the Singapore Financial Advisers Act (Cap. 110) and a wholesale bank licensed under the
Singapore Banking Act (Cap. 19) regulated by the Monetary Authority of Singapore, in respect of any matters arising from, or in connection with, the analysis or report. The recipient of this
report represent and warrant that they are accredited and institutional investors as defined in the Securities and Futures Act (Cap. 289). Japan: Distributed by UBS Securities Japan Ltd to
institutional investors only. Where this report has been prepared by UBS Securities Japan Ltd, UBS Securities Japan Ltd is the author, publisher and distributor of the report. Australia:
Distributed by UBS AG (Holder of Australian Financial Services License No. 231087) and UBS Securities Australia Ltd (Holder of Australian Financial Services License No. 231098) only to
‘Wholesale' clients as defined by s761G of the Corporations Act 2001. New Zealand: Distributed by UBS New Zealand Ltd. An investment adviser and investment broker disclosure statement
is available on request and free of charge by writing to PO Box 45, Auckland, NZ. Dubai: The research prepared and distributed by UBS AG Dubai Branch, is intended for Professional Clients
only and is not for further distribution within the United Arab Emirates. Korea: Distributed in Korea by UBS Securities Pte. Ltd., Seoul Branch. This report may have been edited or contributed
to from time to time by affiliates of UBS Securities Pte. Ltd., Seoul Branch. Malaysia: This material is authorized to be distributed in Malaysia by UBS Securities Malaysia Sdn. Bhd (253825-x).

The disclosures contained in research reports produced by UBS Limited shall be governed by and construed in accordance with English law.

UBS specifically prohibits the redistribution of this material in whole or in part without the written permission of UBS and UBS accepts no liability whatsoever for the actions of third parties in this
respect. Images may depict objects or elements which are protected by third party copyright, trademarks and other intellectual property rights. © UBS 2010. The key symbol and UBS are
among the registered and unregistered trademarks of UBS. All rights reserved.
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