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Stay defensively positioned for a volatile quarter

Highlights

Markets commenced 2010 on a strong note, but entered into
a correction mode towards mid-January, as a reversal of
monetary policy in Asia and proposals for stringent banking
sector regulation led to a return of risk aversion. The Sensex
has seen an 8% correction from its peak of 17500. MSCI
Asia and MSCI World have also witnessed a similar 8%-10%
pullback (Figure 1). Post the sharp rally of 2009, we view a
correction of this magnitude as quite healthy for the sustain-
ability of the positive trend in equity markets.

As indicated in our “India Strategy: 2010 to be volatile, but
positive for Indian equities,” we expect the Indian equity market
to remain choppy in Q1, with the domestic exit of monetary
and fiscal stimulus coupled with intermittent concens on li-
quidity-driven global asset bubbles to weigh on investor senti-
ment. The CRR hike of 75 bp by the RBl is the first step in the
reversal of the monetary easing cycle in India. We expect do-
mestic macro events to dominate the market’s psyche over the
next few months — the Union Budget in February, increasing
inflation risks and rate hikes in March or April onwards, are
events which would keep markets volatile. In addition, a strong
pipeline of large primary market issuances would suck away
liquidity, restricting secondary market gains. Bouts of global
risk aversion, and thereby fund flow volatility, is the other key
risk that equity investors have to contend with. We therefore
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® Macro events — withdrawal of stimulus
measures, reversal of interest rate cycle
and budget — to dominate Q1 2010.

® Exit strategies, financial regulation and a
reversal of economic recovery in some
countries could lead to periods of global risk
aversion.

® However, the government’s determination
to execute various reform measures can
attract significant capital into the country.

® We continue to advise keeping a low beta
in portfolios to ride out the volatile quarter.
A bottom-up approach to stock selection
during corrections will be key to generate
positive returns in 2010.

Top investment ideas

We recommend a bottom-up approach to stock selection, with a
focus on growth visibility at reasonable valuations.

Blue Star Ltd (industrial air-conditioning)
Guijarat Industries Power Company (utilities)
Infosys Technologies Ltd (IT)

ING Vyasa Bank Ltd (financials)

ITC Ltd (diversified)

Maruti Suzuki Ltd (automobiles)

Nestle India Ltd (consumers)

Power Finance Corporation Ltd (financials)

Tata Chemicals Ltd (fertilizer & chemicals)

Please note that trading facilities for these securities may
be limited.

Important disclosures are found in the Disclosure appendix
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Bank lending showing signs of a pick-up Accelerating GDP growth
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advise investors to maintain a low beta in their portfolios to ride
out the volatile quarter.

Macro factors to drive market direction and fund flows

Sustainable long-term factors driving the direction of the mar-
ket in India in 2010 would be a) continuing economic and
earnings growth momentum and b) the government'’s ability to
drive major reform and take firm steps towards fiscal consoli-
dation. Early indications of all these parameters are encourag-
ing.

Economic growth momentum is picking up: Economic data
has surprised positively for the past few months. Bank credit
growth, which had decelerated to a low of 10%, is showing
signs of bottoming out (Figure 2). The RBI has revised up-
wards its GDP growth forecast for 2009 (FY ending March
2010) from 6% to 7.5%. In its forecast, the RBI has assumed
near zero growth in agricultural production and a continued
recovery in industrial and service sector activity. Our macro
team estimates India GDP growth at 7.2% for 2009 and
8.2% for 2010 (Figure 3).

No significant negative surprise in Q3 earnings season: Q3
earnings have been mixed. A few large capital goods and ce-
ment players reported numbers below expectations. On the
other hand, results of automobile, IT, telecom and consumer
companies exceeded expectations. We do not see any risk to
our below consensus estimate of 20% YoY Sensex earnings
growth in FY 2010 (ending March 2011). Even so, the period
of sharp earnings upgrades is now almost over (Figure 4), with
margin pressures to rise going forward as commodity costs
move higher.

Divestment and privatization agenda on track: The gov-
emnment has drawn up plans to divest over 95 unlisted profit-
able public sector enterprises (PSEs) and has also proposed to
raise the minimum public shareholding in listed entities to
10%, which would mean additional divestment in a few listed
PSEs. It has also drawn up a list of loss-making PSEs with
sizeable real estate assets which could be monetized. NHPC
and Qil India issues have been concluded, NTPC and REC
follow-on issues are slated for February and another 4-5 new
or follow-on issues are in the pipeline over the coming months.

This clearly shows the government’s serious intention to pro-
ceed with its disinvestment agenda.

Roadmap to fiscal consolidation awaited in the budget: Fi-
nancial investors now keenly await to see how the government
approaches its most challenging task of bringing down the
ballooning fiscal situation. The current high level of fiscal deficit
is clearly unsustainable and it is crucial that some of the transi-
tory fiscal easing undertaken during the crisis period be re-
versed. We expect the government to selectively withdraw the
significant excise reductions provided to industry and outline an
indicative plan to achieve the targeted 1%-1.5% p.a. deficit
reduction. While reversal measures would have a short-term
negative impact on the market, we would see these steps as a
directionally positive move in improving India’s longer-term
fiscal position and are likely to be appreciated by the global
investment community. Oil deregulation, telecom 3G auctions,
financial sector reform and the introduction of a common
goods and service tax would be other key macro events to be
watched for in 2010.

Inflation will be the dominating worry near term

Food price inflation is at a multi-year high and has been a ma-
jor concern. With improving growth momentum and the re-
bound in global commodity prices, capacity constraints would
reinforce supply side inflationary pressures. The RBI has in-
creased its inflation projection sharply from 6.5% to 8.5% by
March 2010. The-higher-than expected CRR hike of 756 bp
announced by the RBI is an endeavor to maintain price stability
and anchor inflation expectations. We expect a gradual tight-
ening of monetary policy with 125 bp of repo rate hikes in
2010 starting from March/April. However, if inflation goes
beyond the RBI's comfort level, the risk of a more aggressive
tightening stance would increase.

Global markets to face bouts of risk aversion

Fears of liquidity withdrawal are likely to keep financial markets
jittery as investors keep close watch over exit strategies in
various countries and their impact on the recovery. Signs of
faltering growth in any region, increasing trade protectionism
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Earnings upgrade momentum flattening out
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and stringent financial sector regulations are some of the
events which would cause risk aversion and high volatility. The
recent correction in global markets was triggered by similar
concerns — reversal of the monetary stance in key Asian na-
tions such as China and India, curtailment of lending activities
to restrict asset bubbles, and the US indicating stringent regu-
lation of large banks which would limit high risk taking and
increase capital requirements. Given the extent of equity mar-
ket gains across countries, moderate corrections on profit tak-
ing are likely to occur periodically through the year. We would
not be overly concerned about these, unless we see a reversal
of the economic revival or emergence of a new crisis.

Corrections to provide entry opportunities

To summarize, we expect domestic macro and global liquidity
worries to dominate investor sentiment in Q1. Despite the
short-term concerns, the government’s determination to exe-
cute various reform measures could attract significant capital
into the country and drive India’s growth trajectory. We believe
that market corrections, such as the current one, provide an
attractive entry opportunity for investors to build long-term
exposure to the Indian equity market.

We continue to advocate a low beta strategy in core port-
folios for Q1 2010 to ride through the volatile period. A bot-
tom-up approach to stock selection with a focus on quality of

management and balance sheet strength is important. We
favor defensive stocks in the IT, pharmaceuticals, consumers
and utilities sectors in the current environment. We are also
positive on the outlook for selected capital goods companies,
as we expect their performance to improve as industrial recov-
ery gains momentum. We would use corrections to gradually
add exposure to select cyclicals (financials, automobiles, met-
als and cement) at reasonable valuations. A bottom-up ap-
proach to stock selection is likely to be key to generating posi-
tive equity returns in 2010.

Table 1: Valuation snapshot (Note that trading facilities for these securities may be limited)

Stocks Bloomberg Currency Mkt. cap Rating Closing price Target P/E 2009E P/E 2010E
(in INR bn.) 29/01/2010
Blue Star Ltd BLSTR IN INR 34 BUY B8 425 15.56 12.9
Gujarat Industries Power Co. GIPIN INR 16 BUY 108 141 16.1 9.3
Infosys Technologies Ltd INFO IN INR 1,420 BUY 2,475 2,855 29.7 19.7
ING Vyasa Bank Ltd VYSB In INR 30 BUY 246 331 13.7 1.4
ITC Ltd ITCIN INR 944 BUY 248 300 24.8 21.4
Maruti Suzuki Ltd MSIL IN INR 402 BUY 1,391 1,720 16.9 14.4
Nestle India Ltd NEST IN INR 244 BUY 2,633 2,956 345 27.7
Power Finance Corp Ltd POWF IN INR 278 BUY 242 283 13.9 11.9
Tata Chemicals Ltd TTCH IN INR 71 BUY 297 360 11.6 9.6

Source: Credit Suisse
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Abbreviations frequently used in reports

Abb.  Description Abb. Description Abb. Description

CAGR  Compound annual growth rate EPS Earnings per share P/B Price-to-book value

CFO Cash from operations EV Enterprise value P/E Price-earnings ratio

CFROI  Cash flow return on investment FCF Free cash flow PEG P/E ratio divided by growth in EPS

DCF Discounted cash flow FFO Funds from operations ROE Return on equity

EBITDA Eamnings before interest, taxes, depreciation and amortization IBD Interest-bearing debt ROIC Return on invested capital

Disclosure appendix E’&YYFEEFS TPNOAV’\\/‘;EN)CORPORATION BUY since 29/10/2009
BUY since 20/07/2009

Analyst certification TATA CHEMICALS LIMITED (TTCH IN)  BUY since 11/08/2009

The analysts identified in this report hereby certify that views about the companies SELL since 20/03/2009

and their securities discussed in this report accurately reflect their personal views
about all of the subject companies and securities. The analysts also certify that no
part of their compensation was, is, or will be directly or indirectly related to the spe-
cific recommendation(s) or view(s) in this report.

Important disclosures

Credit Suisse policy is to publish research reports, as it deems appropriate, based on
developments with the subject company, the sector or the market that may have a
material impact on the research views or opinions stated herein. Credit Suisse policy
is only to publish investment research that is impartial, independent, clear, fair and
not misleading.

The Credit Suisse Code of Conduct to which all employees are obliged to adhere, is
accessible via the website at:
https://www.credit-suisse.com/governance/doc/code_of conduct_en.pdf

For more detail, please refer to the information on independence of financial re-
search, which can be found at:
https://www.credit-suisse.com/legal/pb_research/independence_en.pdf

The analyst(s) responsible for preparing this research report received compensation
that is based upon various factors including Credit Suisse’s total revenues, a portion
of which is generated by Credit Suisse Investment Banking business.

Equity rating history as of 01/02/2010

Company Rating Date

BLUE STAR LIMITED (BLSTR IN) BUY since 30/07/2009
HOLD since 13/07/2009
BUY since 19/05/2009
BUY since 02/02/2009
BUY since 01/10/2008

GUJARAT INDUSTRIES POWER BUY since 02/19/2009

COMPANY LIMITED (GIP IN)
INFOSYS TECHNOLOGIES LIMITED BUY

since 12/01/2010

Fundamental and/or long-term research reports are not regularly produced for (GU-
JARAT INDUSTRIES POWER COMPANY LIMITED). The Global Research depart-
ment reserves the right to terminate coverage at short notice. Please contact your
Relationship Manager for the specific risks of investing in securities of these compa-
nies.

For the following disclosures, references to Credit Suisse include all of the subsidiar-
ies and affiliates of Credit Suisse AG, the Swiss bank, operating under its Investment
Banking division.

The subject issuer (INFOSYS TECHNOLOGIES LIMITED, NESTLE INDIA LIMITED,
ING VYSYA BANK LIMITED) currently is, or was during the 12-month period pre-
ceding the date of distribution of this report, a client of Credit Suisse.

Credit Suisse provided investment banking services to the subject company (INFO-
SYS TECHNOLOGIES LIMITED, NESTLE INDIA LIMITED) within the past 12
months.

Credit Suisse provided non-investment banking services, which may include Sales
and Trading services, to the subject issuer (ING VYSYA BANK LIMITED) within the
past 12 months.

Credit Suisse has managed or co-managed a public offering of securities for the
subject issuer (NESTLE INDIA LIMITED) within the past three years.

Credit Suisse has managed or co-managed a public offering of securities for the
subject issuer (NESTLE INDIA LIMITED) within the past 12 months.

Credit Suisse has received investment banking related compensation from the sub-
ject issuer (NESTLE INDIA LIMITED) within the past 12 months.

Credit Suisse has received compensation for products and services other than in-
vestment banking services from the subject issuer (ING VYSYA BANK LIMITED)
within the past 12 months.

Credit Suisse expects to receive or intends to seek investment banking related com-
pensation from the subject issuer (INFOSYS TECHNOLOGIES LIMITED, NESTLE
INDIA LIMITED) within the next three months.

As at the date of this report, Credit Suisse acts as a market maker or liquidity pro-
vider in the securities of the subject issuer INFOSYS TECHNOLOGIES LIMITED).
Credit Suisse holds a trading position in the subject issuer (INFOSYS TECHNOLO-
GIES LIMITED, POWER FINANCE CORPORATION LIMITED, BLUE STAR LIM-
ITED, NESTLE INDIA LIMITED, GUJARAT INDUSTRIES POWER COMPANY
LIMITED, ING VYSYA BANK LIMITED, ITC LTD, TATA CHEMICALS LIMITED,
MARUTI SUZUKI INDIA LTD).

Additional disclosures for the following jurisdictions

Hong Kong: Other than any interests held by the analyst and/or associates as
disclosed in this report, Credit Suisse Hong Kong Branch does not hold any disclos-
able interests. United Kingdom: For fixed income disclosure information for clients
of Credit Suisse (UK) Limited and Credit Suisse Securities (Europe) Limited, please
call +41 44 333 33 99.

For further information, including disclosures with respect to any other issuers, please
refer to the Credit Suisse Global Research Disclosure site at:
http://www.credit-suisse.com/research/disclaimer

Guide to analysis

(INFO IN) BUY since 22/09/2009
HOLD since 13/07/2009
HOLD since 19/01/2009
ING VYSYA BANK LIMITED (VYSB IN) BUY since 28/10/2009
ITC LTD (ITC IN) BUY since 26/10/2009
HOLD since 27/05/2009
BUY since 22/01/2009
MARUTI SUZUKI INDIA LTD (MSIL IN) BUY since 28/01/2010
BUY since 29/10/2009
BUY since 23/07/2009
BUY since 07/07/2009
HOLD since 27/05/2009
BUY since 28/04/2009
HOLD since 19/02/2009
BUY since 26/11/2008
NESTLE INDIA LIMITED (NEST IN) BUY since 03/11/2009
BUY since 03/08/2009
BUY since 08/07/2009
BUY since 05/05/2009
BUY since 12/03/2009
BUY since 03/11/2008

Equity rating allocation as of 01/02/2010

Overall Investment banking interests only
BUY 46.62% 46.89%
HOLD 47.68% 47.20%
SELL 4.64% 4.81%
RESTRICTED 1.06% 1.09%
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Relative stock performance

At the stock level, the selection takes into account the relative attractiveness of
individual shares versus the sector, market position, growth prospects, balance-sheet
structure and valuation. The sector and country recommendations are “overweight,”
“neutral”, and “underweight” and are assigned according to relative performance
against the respective regional and global benchmark indices.

Absolute stock performance

The stock recommendations are BUY, HOLD and SELL and are dependent on the
expected absolute performance of the individual stocks, generally on a 6-12 months
horizon based on the following criteria:

BUY: 10% or greater increase in absolute share price

HOLD: variation between -10% and +10% in absolute share price

SELL: 10% or more decrease in absolute share price

RESTRICTED: In certain circumstances, internal and external regulations ex-
clude certain types of communications, including e.g. an invest-
ment recommendation during the course of Credit Suisse en-
gagement in an investment banking transaction.

TERMINATED: Research coverage has been concluded.

Absolute bond recommendations
The bond recommendations are based fundamentally on forecasts for total returns
versus the respective benchmark on a 3-6 month horizon and are defined as follows:

BUY: Expectation that the bond issue will outperform its specified
benchmark
HOLD: Expectation that the bond issue will perform in line with the

specified benchmark

SELL: Expectation that the bond issue will underperform its specified
benchmark
RESTRICTED: In certain circumstances, internal and external regulations ex-

clude certain types of communications, including e.g. an invest-
ment recommendation during the course of Credit Suisse en-
gagement in an investment banking transaction.

Credit Suisse HOLT

With respect to the analysis in this report based on the HOLT(tm) methodology,
Credit Suisse certifies that (1) the views expressed in this report accurately reflect
the HOLT methodology and (2) no part of the Firm's compensation was, is, or will be
directly related to the specific views disclosed in this report. The Credit Suisse HOLT
methodology does not assign ratings to a security. It is an analytical tool that involves
use of a set of proprietary quantitative algorithms and warranted value calculations,
collectively called the Credit Suisse HOLT valuation model, that are consistently
applied to all the companies included in its database. Third-party data (including
consensus earnings estimates) are systematically translated into a number of default
variables and incorporated into the algorithms available in the Credit Suisse HOLT
valuation model. The source financial statement, pricing, and earnings data provided
by outside data vendors are subject to quality control and may also be adjusted to
more closely measure the underlying economics of firm performance. These adjust-
ments provide consistency when analyzing a single company across time, or analyz-
ing multiple companies across industries or national borders. The default scenario
that is produced by the Credit Suisse HOLT valuation model establishes the baseline
valuation for a security, and a user then may adjust the default variables to produce
alternative scenarios, any of which could occur. The Credit Suisse HOLT methodol-
ogy does not assign a price target to a security. The default scenario that is produced
by the Credit Suisse HOLT valuation model establishes a warranted price for a secu-
rity, and as the third-party data are updated, the warranted price may also change.
The default variables may also be adjusted to produce alternative warranted prices,
any of which could occur. Additional information about the Credit Suisse HOLT
methodology is available on request.

CFROI(r), CFROE, HOLT, HOLTfolio, HOLTSelect, HS60, HS40, ValueSearch,
AggreGator, Signal Flag and "Powered by HOLT" are trademarks or registered
trademarks of Credit Suisse or its affiliates in the United States and other countries.
HOLT is a corporate performance and valuation advisory service of Credit Suisse.

For technical research

Where recommendation tables are mentioned in the report, “Close” is the latest
closing price quoted on the exchange. “MT” denotes the rating for the medium-term
trend (3 — 6 months outlook). “ST” denotes the short-term trend (3 — 6 weeks out-
look). The ratings are “+" for a positive outlook (price likely to rise), “0”" for neutral (no
big price changes expected) and “-“ for a negative outlook (price likely to fall). Out-
perform in the column “Rel perf” denotes the expected performance of the stocks
relative to the benchmark. The “Comment” column includes the latest advice from the
analyst. In the column “Recom” the date is listed when the stock was recommended
for purchase (opening purchase). “P&L" gives the profit or loss that has accrued
since the purchase recommendation was given.
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For a short introduction to technical analysis, please refer to Technical Analysis
Explained at:
https://www.credit-suisse.com/legal/pb_research/technical_tutorial_en.pdf

Global disclaimer / important information

References in this report to Credit Suisse include subsidiaries and affiliates. For more
information on our structure, please use the following link:
http://www.credit-suisse.com/who_we_are/en/

The information and opinions expressed in this report were produced by the Global
Research department of the Private Banking division at Credit Suisse as of the date
of writing and are subject to change without notice. Views expressed in respect of a
particular stock in this report may be different from, or inconsistent with, the observa-
tions and views of the Credit Suisse Research department of Division Investment
Banking due to the differences in evaluation criteria. The report is published solely for
information purposes and does not constitute an offer or an invitation by, or on behalf
of, Credit Suisse to buy or sell any securities or related financial instruments or to
participate in any particular trading strategy in any jurisdiction. It has been prepared
without taking account of the objectives, financial situation or needs of any particular
investor. Although the information has been obtained from and is based upon
sources that Credit Suisse believes to be reliable, no representation is made that the
information is accurate or complete. Credit Suisse does not accept liability for any
loss arising from the use of this report. The price and value of investments mentioned
and any income that might accrue may fluctuate and may rise or fall. Nothing in this
report constitutes investment, legal, accounting or tax advice, or a representation that
any investment or strategy is suitable or appropriate to individual circumstances, or
otherwise constitutes a personal recommendation to any specific investor. Any refer-
ence to past performance is not necessarily indicative of future results. Foreign
currency rates of exchange may adversely affect the value, price or income of any
products mentioned in this document. Alternative investments, derivative or struc-
tured products are complex instruments, typically involve a high degree of risk and
are intended for sale only to investors who are capable of understanding and assum-
ing all the risks involved. Investments in emerging markets are speculative and con-
siderably more volatile than investments in established markets. Risks include but are
not necessarily limited to: political risks; economic risks; credit risks; currency risks;
and market risks. In jurisdictions where Credit Suisse is not already registered or
licensed to trade in securities, transactions will only be effected in accordance with
applicable securities legislation, which will vary from jurisdiction to jurisdiction and
may require that the trade be made in accordance with applicable exemptions from
registration or licensing requirements. Before entering into any transaction, investors
should consider the suitability of the transaction to individual circumstances and
objectives. Credit Suisse recommends that investors independently assess, with a
professional financial advisor, the specific financial risks as well as legal, regulatory,
credit, tax and accounting consequences. A Credit Suisse company may, to the
extent permitted by law, participate or invest in other financing transactions with the
issuer of the securities referred to herein, perform services or solicit business from
such issuers, and/or have a position or effect transactions in the securities or options
thereof.

Distribution of research reports

Except as otherwise specified herein, this report is distributed by Credit Suisse AG, a
Swiss bank, authorized and regulated by the Swiss Financial Market Supervisory
Authority. Australia: This report is distributed in Australia by Credit Suisse AG,
Sydney Branch (CSSB) (ABN 17 061 700 712 AFSL 226896) only to "Wholesale"
clients as defined by s761G of the Corporations Act 2001. CSSB does not guaran-
tee the performance of, nor makes any assurances with respect to the performance
of any financial product referred herein. Bahamas: This report was prepared by
Credit Suisse AG, the Swiss bank, and is distributed on behalf of Credit Suisse AG,
Nassau Branch, a branch of the Swiss bank, registered as a broker-dealer by the
Securities Commission of the Bahamas. Bahrain: This report is distributed by Credit
Suisse AG, Bahrain Branch, authorized and regulated by the Central Bank of Bahrain
(CBB) as an Investment Firm Category 2. Dubai: This information is distributed by
Credit Suisse AG Dubai Branch, duly licensed and regulated by the Dubai Financial
Services Authority (DFSA). Related financial products or services are only available to
wholesale customers with liquid assets of over USD 1 million who have sufficient
financial experience and understanding to participate in financial markets in a whole-
sale jurisdiction and satisfy the regulatory criteria to be a client. France: This report is
distributed by Credit Suisse (France), authorized by the Comité des Etablissements
de Crédit et des Entreprises d'Investissements (CECEI) as an investment service
provider. Credit Suisse (France) is supervised and regulated by the Commission
Bancaire and the Autorité des Marchés Financiers. Germany: Credit Suisse
(Deutschland) AG, authorized and regulated by the Bundesanstalt fuer Finanzdienst-
leistungsaufsicht (BaFin), disseminates research to its clients that has been prepared
by one of its affiliates. Gibraltar: This report is distributed by Credit Suisse (Gibraltar)
Limited. Credit Suisse (Gibraltar) Limited is an independent legal entity wholly owned
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