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India Consumer Insights
Rural Consumption : The Tipping Point
Our recent visits to four key grain producing states of Punjab, Haryana, India

Uttar Pradesh and Tamil Nadu reaffirmed the robust growth trends seen
in rural regions, particularly with benign monsoons this year. In this
report we share our observations regarding changing consumer attitudes
and itslikely influence on spending patterns.
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» Information age is impacting rural consumption. Rising awareness India Equity Strategy

levels driven by increased media penetration and higher distribution
reach by national companies is leading to a more demanding and
discerning rural consumer. Quality and brand perception is becoming an
important parameter for purchase decision; ‘premiumisation’ across
segments is underway. Discretionary spends particularly on durables,
housing, automobiles and private education are rising

» Societal changes are spurring new consumption trends and issues.
Nuclearisation of families bodes well for demand for new homes,
durables, automobiles etc. Also increasing emphasis on education will
create opportunity/inputs for a growing service economy. Saving levels
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are trending down and bank credit is gaining wider acceptance

particularly for increased discretionary purchases. Higher land prices Figure 1: Share of Rural Consumption

have further amplified the ‘wealth’ effect visible in rural consumption. %
Rising labor shortage is raising cost of farming, though it is aso 100 -
pushing the pace of farm mechanization. % |
e Opportunity for growth is large, but fight for share of wallet will 60 |
become increasingly expensive. Rising income levelsin rura areas will 0 |
definitely brighten revenue growth prospects for FMCG companies. 2 |

However increasing fragmentation of consumer-spends, imply that
competitive costs (marketing/distribution) for players will rise as fight
for share intensifies as consumer pull becomes stronger than retailer
push. Distribution advantage of market leaders (like HUL) is receding as
other companies are gaining ground. Best rural consumption plays in our
coverage universe are ITC (OW), United Spirits (OW), Nestle India (N)
and Mahindra & Mahindra (OW).

Figure 2: India FMCG Growth - Rural and Urban
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Quotes from discussions with FMCG
distributor/retailers — 1) While Rel
shampoo sachet dominates the sales mix,
the Rs3 Dove shampoo sachet has started
to sell well in past year or so (now about
10-15% of shampoo sachet for this
distributor), 2) Sales of Tide Naturals
have been weak (compared to regular
Tide) as consumers are wary of quality at
lower price, 3) | did not keep Surf Excel in
the shop till 3 yrs back but now
consumer’s demand for this brand has
led them to stock it.

A paints distributor noted that he has
started keeping water-proof paints (priced
50% higher) which now account for close
to 10% of its product sales in villages.

Takeaways from discussions with auto
dealers - Number of two wheelers per
household are rising with youth
demanding separate vehicles (than those
used by their fathers). Better roads have
further facilitated the use of two wheelers.

A tractor dealer noted that rules for
granting loans for tractor purchases have
eased with limit for land holding to get a
loan decreasing (e.g. Canara bank and
SBI have landholding requirement of 6
acres while OBC and PNB have lowered
this requirement to 2.5 acres in this
village)

Cost of labor for farming has risen
anywhere between 25-50%over past two
years in the villages that we visited.

Our field trip to a sugar cane farm
employing micro irrigation facilities
revealed that yields have improved 25-
30% due to micro irrigation.

While Rs1100 worth Samsung Guru
mobile phone sells the most, premium
Nokia N Series phone also found some
shelf space in arural telecom shop. Idea
Cellular is popular in this village as it
provides arecharge option for as low as
Rs10 versus Vodafone/Airtel which
offered recharge options starting Rs30.

A FMCG distributor in a small town in
Haryana (deriving 60% sales from nearby
villages and 40% from town) noted that
about 1-2 new stores open every 2-3
months in nearby villages (over past 2 yrs
or so).
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Executive Summary

Rural India presents alarge and resilient target consumption market for corporate
India. There are significant mindset/lifestyle shiftstaking place in rural India over the
last 3-4 years driven by rising household incomes, growing awareness levels,
increasing media penetration and farmer friendly government policies which are
influencing buying decisions. We highlight below key trends we noticed during our
recent visit to rural regionsin four states of India.

Income Trends

Government’ s focus on the rural economy viaits support and development schemes
and substantial increases in minimum support prices of agri commodities have aided
rural prosperity and improved farmer’s financial health. Over past few years there
has been a steady shift of rural workforce towards non-agricultural sector (services,
own enterprises, etc) which has further supplemented rural household income. Land
sales (to govt. in most cases) have resulted in higher capital flows for farmers too.

Social Trends

Rural India (particularly the youth) is gradually moving from ‘savings' to
‘consumption’ mindset. Confidence levels have risen amongst farming community as
perception of income earning capabilities has gone up. Higher land prices have
further amplified the ‘wealth effect’ which is fueling discretionary spends and rising
acceptance of cheap bank credit is also facilitating this trend.

Growing media penetration (rising TV and DTH penetration) in rural areas has been
akey influencer on lifestyle and consumption patterns. Nuclear families are fast
replacing joint families and thisis|eading to higher demand for homes, durables, two
wheelers etc. Also increasing emphasis on education will create opportunity/inputs
for agrowing service economy.

A key challenge being faced is short supply of labor on account of rising affluence
and government schemes like NRGEA. A positive offshoot, however, of thisis
growing demand for farm mechanization.

Consumption Trends

Consumer pull is now greater than retailer push. Rural consumer is now aware of
more choices and is becoming more demanding and brand conscious, thanks to
growing media penetration and increasing distribution reach of FMCG companies. In
order to adhere to the purchasing preferences of various consumer segments, new
packaging sizes and price points are being introduced. Premiumisation across
categoriesis underway in rural areas. Distribution gap between HUL and other
playersis narrowing as other companies are gaining ground in a substantial manner.

Rural consumer spends are increasingly turning discretionary given higher household
income, rising aspirational levels and increasing urbanization. This should benefit
sales for consumer durables, autos and tractor companies.

Our preferred stocks to play the rural consumption story in FMCG spaceare | TC
(OW), United spirits (OW) and Nestle India (N) which will benefit at the expense
of local/unorganised brands. Asian Paints (NR) is beneficiary of rising housing
demand (led by increasing nuclearisation of families) and uptrading to value-
added products. Dish TV (NR) isa play on rising acceptance of DTH platform in
rural areas. Mahindra & Mahindra* (OW) and Escorts (NR) are key beneficiaries
of strong momentum in tractor purchases.

* - Mahindra & Mahindrais covered by AdityaMakhariaat J.P. Morgan
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Table 1: India Consumer Valuations

J.PMorgan

Company Price MCAP P/E EV/EBITDA P/Sales
Rs Us$mn FY10 FY11E FY12E FY10E FY11E FY12E FY10E FY11E FY12E

HUL 265 12,568 28.1 26.4 22.8 19.9 193 16.5 33 3.0 2.7
ITC 326 27,059 30.7 26.0 22.1 18.6 15.9 134 6.9 6.0 5.2
Colgate-Palmolive 825 2,439 28.0 255 21.8 224 19.7 171 5.7 5.0 44
Godrej Consumer 371 2,500 338 249 20.4 27.8 19.7 15.7 5.6 3.2 2.6
Dabur 209 3,936 35.9 30.1 245 29.3 24.6 20.6 5.4 4.6 4.0
Nestle India 3050 6,393 42.2 35.0 28.8 28.1 23.7 19.8 5.7 49 42
United Spirits 1432 3,804 33.0 34.0 24.9 18.2 16.8 13.8 2.8 26 2.3
Zee Entertainment 287 2,986 274 224 18.9 22.2 16.0 13.1 6.4 49 43
Dish TV* 51 1,158 NM NM NM 57.7 27.9 14.6 5.0 38 30
Jain Irrigation 1245 2,078 39.0 35.1 26.5 17.2 14.1 11.7 28 23 19
Mahindra & Mahindra 627 7,654 18.3 14.7 131 13.0 11.8 10.5 19 17 15

Source: Company reports and J.P. Morgan estimates. *- Consensus estimates for Dish TV, all prices as of 31 Aug.
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Figure 3: Minimum Support Price (MSP) for Paddy and Wheat
Rs/quintal
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Income trends

Government initiatives have spurred farm income
Government’s focus on the rural economy viaits support and development schemes
(Bharat Nirman, NREGS, etc.) and substantial increases in minimum support prices
of agri commaodities have aided rura prosperity and improved farmer’s financial
health. Over past 3-4 years minimum support prices (M SP) for various crops have
been raised considerably by the government (refer Fig 3 below). Most of the farmers
we met expect MSPs to keep rising, though the quantum of increase would be
moderate. With rising awareness levels farmers with large land holdings are also
opting for crop diversification to enhance their overall farm income.

Higher emphasis on infrastructure development in rural regions by the government
has also attracted the workforce — especially under National Rural Employment
Guarantee Act (NREGA) which ensures hundred days of wage-employment in ayear
to arura household whose adult members volunteer to do unskilled manual work.

Figure 4: Government allocation for NREGA
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Dependence on non-farm income sources is rising

Over past few years there has been a steady shift of rural workforce towards non-
agricultural sector (services, own enterprises, etc) which has supplemented rura
household income. With more awareness and increasing education levels, family
members are now more keen to have their children move out to service jobs which
provide higher income. There are a so instances where educated farmers have moved
out to nearby towns to take up jobs while handing back day-to-day operational
supervision of farmsto their employees, but still keeping a close eye on the farm
management. With more mechanisation available on farmlands now, need for family
members for farming has also reduced. In states like Punjab, NRI inflows have
enhanced the income for several rural households.

Land acquisitions have aided capital flows

Farmersin some states have also benefited from land acquisitions by the state
governments as well as from rising land values around the larger cities /towns. State
governments have been acquiring farm land for road construction/industrial
development, which has resulted in significant capital flows to these farmers.
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Social trends

Information age impacts rural India

Media penetration has been akey influencer on consumption patterns. TV
penetration is quite high at 70-80% in nearly al the villages we visited. Increasingly
DTH platforms are gaining acceptance in households which further facilitate
penetration in cable dark areas. Besides TV medium, we also noticed more out-of -
home advertising (billboards etc) and Point of Purchase advertising to increase brand
awareness. Rising media exposure is accel erating the pace of urbanization in rura
regions and influencing purchasing decisions across product segments.

For planned purchases like durables and jewelry, farmers are now looking for more
choices and are now going to nearby towns (facilitated by better road
infrastructure/connectivity) to purchase these products from big branded shops
bypassing the local jeweler/el ectronic shop.

Key playson rising media penetration include broadcasterslike Zee TV (N) and
Sun TV (NR) who benefit from growing regional advertisement spends and Dish
TV (NR), country’sleading DTH service provider with 35% share.

Figure 5: DTH is gaining traction at a fast pace in Figure 6: Companies are stepping up marketing
rural markets spends

Source: J.P. Morgan

Source: J.P. Morgan

Higher land prices have amplified the ‘wealth effect’

It was interesting to note how higher land prices have been able to create a feeling of
being wealthy for the farmer. This has actually translated into increased spending
levels. More important to note is that earlier farmer was always very keen to add
more land (to push up his farm income) and now with land prices going up, heis
unable to buy additional land and hence prefers to spend hisincome on improving
hisliving status. In many instances, we also found that farmer is al'so now ableto
rent farmland (as some farmers move to towns and are open to give their land on
rent), and hence his capital investments are not necessarily high.
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One cement dealer noted that
his monthly sales of 500 bags
about 3-4 years back has now
risen to around 2000 bags. Most
of the demand is coming from
new home construction
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Saving rates are trending down, bank loans are big
facilitators now

Farmers (particularly the youth) are gradually moving from ‘ savings' mindset to
‘consumption’ mindset. Confidence levels have risen amongst farming community as
perception of income earning capabilities has gone up.

With bank credit becoming available at easier rates (5-7% with Kisan Credit Card
scheme being a key one), farmers are opting for these and are increasingly using this
money for non-farm use (like buying durables, automobiles, housing, weddings etc).
However some farmers did point out the procedural delaysin getting bank loans and
they find it more comfortable to take loans from local commission agents with whom
farmers have relationships that are built over decades. The commission agents charge
an interest rate of 12 - 18% from the farmers, depending on their individua profiles.

A tractor dealer noted that rulesfor granting loans for tractor purchases have
eased with limit for land holding to get a loan decreasing (e.g. Canara bank and
SBI have landholding requirement of 6 acres while OBC and PNB have lowered
thisrequirement to 2.5 acres) in hisvillage.

Table 2: SBI - Growing reach in rural regions

Mar'08 Mar'09 June'09 Mar'10 Jun-10

Coverage of unbanked villages 12515 53000 58000 104000 107000
Rural & Semi Urban branches :
No. of branches 6956 7697 7834 8390 8442
Average business per branch (Rs mn) 353.9 416.3 418.3 451.7 4315

Source: Company reports.

The rise of nuclear family

Nuclearisation of familiesisfast catching up in rural areas and increasingly joint
families are making way for smaller households. This change is having major
influence on consumer behavior and is leading to higher demand for homes,
durables, two wheelers etc.

Our discussions with cement dealersindicated that their key source for demand is
coming from new housing as nuclear families are fast replacing joint families and
creating demand for new homes. Additionally renovation of homes has picked up
pace with rising incomes and thisis aiding demand for cement, sanitary ware,
paints etc.

Asnuclear families are replacing large families, there is also more focus on family
planning aspect. With fewer children per household (and thanks to more awareness
levels and affluence) parents are now more keen to provide best facilities to their
children and good education is clearly on top of the focuslist for them. They now
want good education for their children and see it as a meansto get good employment.
Rich farmers staying closer to towns/cities are getting their children enrolled at city
schools and have arranged for private taxis for commute.

In one of the villages we visited, three new private schools have been set up in past
one year which are affiliated to boards like CBSE.
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Figure 7: Literacy rate (per 1000) in different NSS rounds
900

200
700 38th (1923)
&S00 m43rd (1987 - 88)

SOth (1993 - 94)
W 55th (1999 - 00}
m 61zt (2004 - 05)
= 62nd (2003-06)

m 64¢h (2007-2008)

500
400
300
200
100

0

literacy rate (per 1000)

rural male rural female urban niale urban female

Source: Gol

Figure 9: Many private schools have been established in rural areas,

Figure 8: A recently built school in a Punjab village
; we were surprised by extent of modern facilities being offered he_:_[‘ew

Source: J.P. Morgan Source: J.P. Morgan
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Figure 10: Micro Irrigation is fast gaining acceptance for

plantation/horticulture
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Short supply of labor is fueling demand for mechanisation
A common grievance which we came across during most of our meetings with the
farmers was labor shortage. Labor costs have been rising at a consistent pace and
government schemes like NREGA seem to have amplified thisissue. The aternative
employment option has reduced the availability of labor for farming, particularly
during the harvesting season. Migration of laborers from relatively poorer states like
Bihar and UP to Punjab and Haryana has reduced, further aggravating the problem of
labor shortage.

Cost of labor for farming has risen anywhere between 25-50% over past two years
in the villages that we visited.

Further with rising income levels and social status, increasingly younger generation
is avoiding getting involved in farming. And this has led to meaningful shift towards
mechanisation and modern farming options like micro irrigation in some regions.
Also smaller farmers who are unable to make large investments in installing modern
farm equipment are open to rent these facilities from larger farmers. Crop yields have
benefited significantly from these investments.

Our field trip to a sugar cane farm employing microirrigation facilities revealed
that yields have improved 25-30% due to micro irrigation.

Tractor sales have been buoyant thisyear and key plays on high demand
potential for tractorsare Mahindra & Mahindra (OW) and Escorts (NR). Jain
Irrigation* (UW) isa beneficiary of growing acceptance of microirrigation in
certain partsof the country.

Source: J.P. Morgan
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Low unit packs (LUP) are finding
favor across more product
segments and with more
consumer companies. These
small packs are playing an
important role in switch towards
national brands
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Consumption trends

Consumer pull is greater than retailer push

Rural consumers are now kept well informed about the product offerings by various
companies (thanks to availability of cable/DTH in most of the homes) and it’ s the
customer who now dictates what he wants to purchase rather than the retailer pushing
the product sales. Of course consumer is now surrounded by many choices (with
most of the FMCG companies having spread their distribution reach) and thisis
resulting in increased fragmentation of FMCG spendsin rural markets.

Takeaways from arural retailer: There are now higher purchasesfor refined ail
(shift away from desi ghee as health awareness increases). Some rural consumers
are (surprisingly) now also moving towards branded atta (wheat flour).

While higher consumption of FMCG products in rural markets does act as a strong
growth driver for consumer companies’ sales, at the same time it will become
increasingly expensive to get these customers on board as marketing spendsrise to
woo the well informed consumer. Clearly distribution advantage for market leader
like HUL isreceding as other companies are gaining ground.

We believe the best way to play the rural consumption story in FMCG isITC
(OW), UNSP (OW), and Nestle (N). These companies dominate their respective
product segmentswith limited competitive risks and ar e benefiting from
increasing penetration of their brandsin rural markets (at expense of
unorganized/local players).

We expect Hindustan Unilever (UW) which has highest rural reach amongst the
FM CG companiesto face higher competitive challenges as other playersscale
up their product portfolio and distribution reach in rural areas.

Figure 12: National brands are fast gaining acceptance amidst local

products

Source: J.P. Morgan
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Its not all about value

While price remains an important parameter for any purchase decision, we find that
rural consumers are cognizant of quality and brand image of the product.
Premiumisation in categories like soaps, shampoos and laundry is setting in.
Packaged foods (noodles, jam, ketch ups, branded atta etc) are finding acceptance at
afast pacein these markets.

A FMCG digtributor in small town noted that over last two years hissalesfor ‘Fair
& Lovely' skin cream have been morein rural areas than in the urban town area.
I n shampoos while Rel sachet dominates the sales mix, the Rs3 Dove shampoo
sachet has started to sell well in past year or so (now about 10-15% of shampoo
sachet sales for this distributor). And these premium products are finding demand
via media advertisements and not necessarily by distributor push.

A cement dealer noted that he has to now keep different brands at his shop as
farmers are now aware about cement brands and they even ask for a specific brand
at their shops.

The consumer purchase basket Figure 13: Share of premium products in personal products offerings is inching up. Notice the
at a mom and pop FMCG store premium skin and hair care brands at a rural distributor’s centre

has expanded significantly as
more products are being made
available at affordable price
points. Also consumer uptrading
to higher price products is
underway. A shopkeeper noted
that on an average if his
customer was spending Rs500
worth of FMCG purchases about
3-4 years back, this amount has
increased to Rs2000 now (of
course inflation also has some
role to play here).

N@tice premium
brandslike Ponds,
Dove, Pears

The recently introduced men'’s
fairness cream ‘Fair & Lovely
Max fairness’ has already
reached villages in sachet form.

A retailer stated that sales of
Tide Naturals have been weak
(compared to regular Tide) as
consumers are wary of quality at
lower price. He mentioned that
till three years back he did not
keep Surf Excel in his shop but
now consumer’s demand for this
brand has led them to stock it.

. Source: J.P. Morgan
Source: J.P. Morgan 9

10
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Figure 16: While Rs1100 worth Samsung Guru pack is selling fast, Figure : While new phones are coming at affordable prices, market for
higher priced Nokia N Series phone also found some shelf space ina used mobiles is also thriving well. From the same shop which carried
telecom shop in a village in Punjab new Samsung and Nokia N series

Source: J.P. Morgan Source: J.P. Morgan

Rural consumer spends are increasingly turning
discretionary

Farmers are now spending on building bigger and better homes, private school
education for children, automobiles, consumer durables and premium personal
products. Fast food joints are cropping up now in villages and consumption of
carbonated drinksis aso rising.

Table 3: Share of spends on non-food products is rising in rural India
%

% per capita consumption  (1993-94) (1999-00) (2004-05) (2005-06) (2006-07) (2007-08)

Cereals 23.80 22.16 17.38 17.05 16.51 16.06
Gram 0.17 0.13 0.13 0.15 0.17 0.15
Cereal Substitutes 0.10 0.07 0.07 0.07 0.07 0.06
Pulses and their Products 3.74 381 2.97 321 3.26 3.07
Milk and Milk products 9.33 8.75 8.17 8.17 8.09 7.79
Edible Oil 437 3.74 4.44 4.08 3.92 431
Egg fish and Meat 3.29 3.32 321 3.90 350 341
Vegetables 5.94 6.17 5.88 6.07 6.19 6.28
Fruits and Nuts 171 1.72 1.80 1.88 1.79 1.76
Sugar 3.01 2.38 2.29 2.38 2.02 1.60
Salt & Spices 2.59 2.96 2.40 211 2.34 2.31
Beverages etc. 4.09 419 4.38 4.19 441 5.55
Food Total 62.15 59.41 53.11 53.27 52.28 52.35
Pan,Tobacco & Intoxicants 311 2.87 2.60 2.54 2.55 2.45
Fuel & light 7.24 7.52 9.81 9.69 9.50 9.72
Clothing 741 6.85 6.74 6.29 6.10 6.34
Footwear 0.98 1.10 1.01 1.00 0.94 0.95
Misc goods & services 16.81 19.63 2297 23.69 24.86 24.60
Durable Goods 2.31 2.62 3.75 352 377 3.59
Non Food Total 37.85 40.59 46.89 46.73 47.72 47.65
Total Expenditure 100.00 100.00 100.00 100.00 100.00 100.00
Source: Gol

11
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Penetration levels remain low in
most of discretionary product
categories indicating significant
headroom for growth which
Corporate India is trying to
leverage on.

Number of two wheelers per
household are rising with youth
demanding separate vehicles
(than those used by their
fathers) and this has been an
important factor for motorcycle
sales rising at a faster pace.
Better roads have further
facilitated the use of two
wheelers.

Source: J.P. Morgan
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Table 4: Penetration levels in Rural India

J.PMorgan

2000 2005 2008
Packaged Edible Oil 8.7 13.7 17.7
Packaged biscuits 39.1 54.2 64.0
Chocolates 20 2.7 31
Shampoo 133 319 442
Skin/face cream 16.1 17.8 20.2
Utensil Cleaners 10.4 14.6 15.6
Toothpaste/powder 61.3 65.7 715
Colour TV 3.7 11.1 18.1
Refrigerator 3.2 4.2 5.1
Motorcycle 3.0 5.3 7.4

Source: Marketing Whitebook

Figure 17: The automobile showrooms were

Figure 18: Over the past 2-3 years road

buzzing with customers in most of the places we infrastructure has improved considerably
visited

Source: J.P. Morgan

Source: J.P. Morgan

Source: J.P. Morgan

Figure 19: While small size TVs & Refrigerators dominate shelf space.. Figure 20: ...one could also find local water

purifiers alongside

facilitating higher usage of 2-wheelers

A paints distributor noted that he has started keeping the water-proof paints
(priced 50% higher than regular distempers) which now account for close to 10%

of its product salesin villages. He also stated that sales growth for him has been

very good in past 2-3 years (20%+), something which was not noticed in last 10-12
years. Most of the demand has come from housing segment.
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Not only have product options

changed, the retail structure is

also witnessing some changes,
albeit at slow pace.

The consumer offers provided in
a Haryali Kisaan Bazaar in a UP
village mirrors marketing offers
seen in urban markets by
organized retailers.
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Distribution networks are growing

Number of retail shopsin rural areasisincreasing inline with growing demand for
FMCG products. Companies like HUL are also deploying direct selling route via
new initiatives like Shaktimaan to access the distant villages.

Increasing distribution reach (and more importantly direct reach) remains a key focus
areafor nearly al the FMCG companies. HUL has for example stated its intention to
tripleitsrural reach thisyear. Similar isthe story for other players who now intend to
expand their revenue base beyond saturated urban markets.

A FMCG distributor in a small town in Haryana (deriving 60% sales from nearby
villages and 40% from town) noted that about 1-2 new stores open every 2-3
monthsin nearby villages (over past 2 yrsor so).

Figure 21: Consumer offers in a Haryali Kisaan Bazaar — Modern Retail outlets in villages
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ITC Limited

Company description

ITC Limited (ITC) isthe largest cigarette manufacturer in Indiawith over
75% volume market share, and is the biggest FMCG player in the country in
terms of market capitalization. It has diversified into other areas such as
hotels, paperboards, agri-business, packaged foods, branded apparel, and
other FMCG products.

Volume growth —It’sonly a matter of time: Despite tough government
stance towards the cigarette industry (in view of harsh tax hikes), the
industry has displayed commendable resilience. We expect volumes to pick
up in subsequent quarters and are confident that cigarette division will be
able to register marginal positive volume growth in FY 11. While government
taxation policies will continue to influence cigarette consumption, longer
term ITC' s volume growth prospects remain intact. We expect fundamental
drivers of rising income levels, higher aspirations and increased awareness
levelsto lead to gradual shift towards cigarettes (particularly in rural areas)
from other forms (such as bidis)

A play on pricing power: While cigarette volume offtake is likely to remain
subdued in the near term, ITC's medium-term investment case will depend
on pricing power, which drives earnings much more than volumes.

Non-cigar ette businesses continue to show significant improvement and
we expect them to deliver EBIT growth of 32% over FY 10-12 and their
EBIT contribution to increase from 17% in FY 10 to 21% in FY 12. We
expect increased focus on businesses such as hotels, paper and foods to drive
long-term earnings and value for the company. Personal care businessis
ramping up well in mass and mid segment led by improved distribution.

Valuation and risks: Our Mar’11 sum-of-parts-based PT is Rs315. Our
target EV/EBITDA multiple for cigarette division is 13x, in line with the
benchmark to global tobacco multiples adjusted for growth. Our PT implies
one-year forward P/E and EV/EBITDA multiples of 21x and 12.5x,
respectively, which arein line with company’s last five-year averages. Key
risks— (1) Substantial declinein cigarette volumes and any legidative
changes that impact cigarette demand, (2) Any business diversification that is
substantially dilutive of earnings

Reuters: ITC.BO, Bloomberg: ITC IN
Rs in millions, year-end March

FY09 FY10 FY11E FY12E
Net sales 156,119 181,532 210,122 243,203
Net profit 32,636 40,610 47,957 56,300
EPS (Rs) 43 53 6.3 74
DPS (Rs) 19 5.0 3.0 35
Net sales growth (%) 12% 16% 16% 16%
Net profit growth (%) 5% 24% 18% 17%
EPS growth (%) 5% 23% 18% 17%
ROE (%) 24% 29% 33% 32%
ROCE (%) 37% 43% 49% 52%
PIE (x) 36.8 30.0 254 21.6
EV/EBITDA (x) 23.0 18.1 15.2 12.8
Dividend yield 1.2% 3.1% 1.9% 2.2%

Source: Bloomberg, Company reports and J.P. Morgan estimates.
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Performance
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Absolute (%) 3%  18% 45%
Relative (%) 4%  12% 30%
Source: Bloomberg.
Company data
52-wk range (Rs) 109-166
Mkt cap. (Rs MM) 1224,360
Mkt cap. (US$ MM) 26,050
Avg. daily volume (MM) 8.6
Average daily value (US$ 24.5
MM)
Shares O/S (MM) 7659
Index (BSE Sensex) 17,993
Exchange rate 47

Source: Bloomberg.
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ITC: Summary Financials

Rs mn, year end Mar

Profit and Loss statement Cash flow statement

FY09 FY10 FY11E FY12E FY09 FY10 FY11E FY12E

Net sales 156,119 181,532 210,122 243203 EBIT 46,792 58,948 70,696 82,926

% change Y/Y 12% 16% 16% 16%  Depreciation & -5,494 -6,087 -6,479 -7,491
amortisation

EBITDA 52,286 65,035 77,175 90,417  Change in working -3,264 2,912 -13,355 -4,560
capital

% change Y/Y 10% 24% 19% 17%  Taxes -14,402 -19,898 -22,568 -26,494

EBITDA Margin (%) 33% 36% 37% 37% Interest -183 -534 -534 -534

EBIT 46,792 58,948 70,696 82,926  Others 8,968 10,965 13,320 15,385

% change Y/Y 8% 26% 20% 17%  Cash flow from 32,417 46,307 41,081 59,232
operations

EBIT Margin (%) 30% 32% 34% 34%

Interest expense -183 -534 -534 -534  Capex -16,997 -10,945 -13,081 -14,829

Other income/expense 1,649 1,739 362 403

Earnings before tax 48,257 60,153 70,525 82,795  Free cash flow 15,420 35,362 28,000 44,403

% change Y/Y 6% 25% 17% 17%  Equity raised/ (repaid) 0 0 0 0

Tax (15,622) (19,543) (22,568) (26,494)  Debt raised/ (repaid) -66 -82 0 0

as % of EBT -32% -32% -32% -32%  Other 1,008 3,884 969 1,002

Net Income (Adjusted) 32,636 40,610 47,957 56,300  Dividends paid -13,190 -13,965 -43,991 -26,394

% change Y/Y 5% 24% 18% 17%  Change in cash 3,172 25,199 -15,022 19,010

Shares Outstanding 3776 3825 3825 3825  Beginning cash 26,592 29,765 54,963 39,941

EPS (Adjusted) 8.6 10.6 12.5 14.7  Ending cash 29,765 54,963 39,941 58,951

% change Y/Y 5% 23% 18% 17% DPS 37 10.0 6.0 7.0

Balance sheet Ratio Analysis

FY09 FY10 FY11E FY12E % FY09 FY10 FY11E FY12E

Cash and cash equivalents 29,765 54,963 39,941 58,951  EBITDA margin 33% 36% 37% 37%

Accounts receivable 6,687 8,588 9,306 10,592  EBIT margin 30% 32% 34% 34%

Inventories 45,997 45,491 61,756 70,291  Net profit margin 21% 22% 23% 23%

Others 18,603 15,929 16,870 17,872 SG&Asales 19% 17% 15% 15%

Current assets 101,052 124,971 127,873 157,707

Investments 8,923 13,569 13,569 13,569  Sales growth 12% 16% 16% 16%

Net fixed assets 84,860 91,514 98,115 105,453  Net profit growth 5% 24% 18% 17%

Total assets 194,835 230,053 239,557 276,728  EPS growth 5% 23% 18% 17%

Liabilities Interest coverage (x) NM NM NM NM
Net debt to total capital Net Cash Net Cash Net Cash Net Cash

Payables 29,237 34,441 38,069 43,330  Net debt to equity Net Cash Net Cash Net Cash Net Cash

Others 17,799 46,042 47,951 49,955  Sales/assets 0.8 0.8 0.9 0.9

Total current liabilities 47,036 80,482 86,020 93,286  Assets/equity 34 2.6 25 2.7

Total Loans 1,776 1,077 1,077 1,077 ROE 24% 29% 33% 32%

Other liabilities 8,672 7,850 7,850 7,850 ROCE 37% 43% 49% 52%

Total liabilities 57,484 89,410 94,947 102,212

Shareholders' equity 137,351 140,644 144,610 174,516

BVPS 36.3 37.2 38.2 46.1

Source: Company reports and J.P. Morgan estimates.
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United Spirits

Company description

United Spiritsis aleading spirits company in Indiawith over 55% market
share. It strengthened its hold over the industry with the acquisition of Shaw
Wallace' s spirits business. Whisky accounts for over 60% of its sales
volume. Other products include rum, brandy, vodka and wine. In 2007 it
acquired bulk scotch manufacturer Whyte & Mackay based in Scotland.

Structural growth driversin place. We are bullish on UNSP’ s long-term
prospects asit is an attractive proxy to the steadily growing domestic spirits
market with high entry barriers, with adominant market share of 60%.
Fundamental factors such as changing lifestyle, affordability, low per-capita
consumption and progressive distribution structure reforms remain intact.

Domestic business still on a high. We see faster growth for domestic profits
led by steady volume growth, price hikes, mix improvement and sharp gross
margin expansion (driven by soft ENA cost environment). We estimate 30%
EBITDA CAGR over FY 10-12 for domestic business. ENA cost/case during
1HFY 11l islikely to decline 5% yl/y, with further drop anticipated as cane
crushing season beginsin 2HFY 11. Price/mix growth of 5% seen in Q1FY 11
islikely to sustain for full year and further support margin growth.

Branded shift to hurt W& M’s near-term earnings. UNSP' s decision to
exit the bulk scotch business and focus on scaling up the branded scotch
sales (with 3x higher margins vs. bulk) has led to lowering of FY 11 EBITDA
guidance to GBP33mn As per the changed strategy W&M's EBITDA will
likely improve gradually and reach GBP60mn over five years.

Valuation and risks. We have sum-of-parts based TP of Rs1475. We use
EV/EBITDA target multiple of 14x for the domestic business which is at
20% premium to global spirits companies and use 10x EV/EBITDA target
multiple for Whyte & Mackay business which is at 10% discount to global
spirits valuations. Key risks to our TP and rating are: 1) sharp hikein ENA
pricesif sugar cane crop next year comes in significantly lower, 2)
significant slow down in domestic liquor consumption, and 3) high group
leverage and promoter’ s pledged stake in UNSP.

Reuters: UNSP.BO, Bloomberg: UNSP IN
Rs in millions, year-end March
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Performance
1M 3M 12M
Absolute (%) 1%  14% 46%
Relative (%) 0% 8% 31%
Company data
52-wk range (Rs) 845-1514
Mkt cap. (Rs MM) 170,444
Mkt cap. (US$ MM) 3,626
Avg. daily volume (MM) 0.6
Average daily value (US$ 15.9
MM)
Shares O/S (MM) 122.2
Index (BSE Sensex) 17,993
Exchange rate 47

Source: Bloomberg.

FY09 FY10E FY11E FY12E FY13E
Revenue 54,681 63,283 67,081 77,535 89,747
Net profit 1,872 3,865 5,139 7,015 8,887
EPS (Rs) 21.0 316 42.1 57.4 72.7
DPS (Rs) 24 14 42 5.7 73
Net sales growth (%) 18% 16% 6% 16% 16%
Net profit growth (%) 14% 107% 33% 37% 27%
EPS growth (%) 12% 51% 33% 37% 27%
ROE (%) 8% 10% 10% 12% 14%
ROCE (%) 11% 12% 13% 14% 16%
P/E (x) 66.5 4.1 332 24.3 19.2
EV/EBITDA (X) adjusted 19.6 17.9 16.5 135 114
Dividend yield (%) 0.2% 0.1% 0.3% 0.4% 0.5%

Source: Company reports and J.P. Morgan estimates.
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United Spirits - Summary Financials

Rs mn, yr end Mar

J.PMorgan

Profit and Loss statement Cash flow statement

FY09 FY10E FY11E FY12E FY09 FY10E FY11E  FYI12E
Revenue 54,681 63,283 67,081 77535  EBIT 9,966 12,117 13,280 16,071
% change Y/Y 18% 16% 6% 16% Depreciation & amortisation 926 1,246 1,396 1,596
EBITDA 10,892 13,363 14,676 17,667 Change in working capital -4,753 -4,100 -6,371 -2,838
% change Y/Y 1% 23% 10% 20% Taxes 2,314 -2,082 -2,648 -3,615
EBITDA Margin (%) 20% 21% 22% 23% Interest 7,176 6,168 5,491 5,439
EBIT 9,966 12,117 13,280 16,071  Others -8,646 -6,168 -5,491 -5,439
% change Y/Y -1% 22% 10% 21% Cash flow from operations 2,354 7,181 5,656 11,214
EBIT Margin (%) 18% 19% 20% 21%
Interest expense (Net) 7,176 6,168 5,491 5,439 Capex -952 -2,000 -3,000 -4,000
Earnings before tax 2,790 5,949 7,788 10,631 Free cash flow 1,402 5,181 2,656 7,214
% change Y/Y -39% 113% 31% 37% Equity raised/ (repaid) 50 25,109 0 0
Tax 916 2,082 2,648 3,615 Debt raised/ (repaid) 2,294 -22,163 2,000 0
Associates/Minority interest -3 -2 2 -2 Other 37 -8,760 -5,491 -5,438
Net Income (Adjusted) 1,872 3,865 5,139 7,015 Dividends paid -143 -177 -514 -702
% change Y/Y 14% 107% 33% 37% Change in cash -948 -809 -1,349 1,074
Shares Outstanding 89 122 122 122 Beginning cash 5,437 4,489 3,681 2,332
EPS (Adjusted) 21.0 316 42.1 57.4 Ending cash 4,489 3,681 2,332 3,406
% change Y/Y 12% 51% 33% 37% DPS 24 14 42 5.7
Balance sheet Ratio Analysis

FY09 FY10E FY11E FY12E % FY09 FY10E FY11E  FY12E
Cash and cash equivalents 4,490 3,681 2,332 3,406 EBITDA margin 20% 21% 22% 23%
Accounts receivable 8,880 10,403 13,784 14,870 EBIT margin 18% 19% 20% 21%
Inventories 17,458 20,805 22,054 25,066  Net profit margin 3% 6% 8% 9%
Others 9,544 10,499 13,176 14,494
Current assets 40,372 45,387 51,346 57,836
Goodwill 44,738 44,738 44,738 44,738 Sales growth 18% 16% 6% 16%
Investments 9,501 9,501 9,501 9,501 Net profit growth 14% 107% 33% 37%
Net fixed assets 16,558 17,312 18,916 21,320  EPSgrowth 12% 51% 33% 37%
Others 7,249 7,249 7,249 7,249
Total assets 118,418 124,188 131,751 140,645

Interest coverage (x) 14 2.0 24 3.0

Liabilities Net debt to total capital 0.7 0.6 0.5 0.5
Payables 13,879 15,604 16,541 19,118  Net debt to equity 2.9 16 0.9 0.9
Others 2,584 2,584 2,584 2,584 Sales/assets 0.5 0.6 0.6 0.7
Total current liabilities 16,463 18,188 19,125 21,703  Assets/equity 4.6 2.8 2.1 2.0
Total Loans 73,605 51,442 53,442 53,442  ROE 8% 10% 10% 12%
Other liabilities 4,494 4,004 4,005 4,007 ROCE 11% 12% 13% 14%
Total liabilities 94,562 73,634 76,573 79,152
Shareholders' equity 23,856 50,554 55,179 61,492
BVPS 267.4 4138 451.6 503.3

Source: Company reports and J.P. Morgan estimates.
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Hindustan Unilever Limited

Company description

Hindustan Unilever (HUL) isIndia s largest consumer products company.
Unilever owns 51% of the company. It has presence across key FMCG
categories, such as detergents, soaps, shampoos, oral care, skin care,
beverages, and foods. HUL's extensive distribution network, coupled with its
strong brand equity and high quality management, provide the company an
edge over its competitors.

Multiple headwindsin near term. HUL's strategy in the near term will be
to focus entirely on volume growth and achieve market share gains across
product categoriesit operatesin. The company has adopted various measures
like improving competitiveness of mass laundry driven by sharp pricing
actions, re-launching the entire soap portfolio and enhancing brand
investments across the portfolio to achieve share gains. We believe HUL's
attempts to revive volume growth will entail additional marketing and trade
promotion investments which along with firm commodity prices and
increased royalty payouts may limit margin expansion expectationsin FY 11.

Distribution advantage for HUL isreceding as other players are gaining
ground particularly in rural markets, which has been a stronghold for the
company. HUL remains focused on increasing its direct store reach, looking
to triple the reach in rural areasin near term to grow share.

Stepping up the pace of innovation. HUL is now more focused on driving
proactive innovation particularly in high-growth personal care and foods
categories. Besides new variant launches/re-launches in existing categories,

it intends to build scale in future growth categories such as hair and fabric
conditioners, men’'s skin care, water and instant noodles. However most of
these categories are not big enough to make any significant differencein near
term, in our view.

Valuation and risks: Our Mar’ 11 target price is Rs235, based on 20x one
year forward earnings. Our target multipleis at 15% discount to its average 3
year trading multiple which we believe isjustified considering stiff
competitive environment leading to poor earnings growth visibility in near
term. Key risksto our PT are benign input cost environment, sharp recovery
in volumes and lower competitive intensity than expected.

Reuters: HLL.BO, Bloomberg: HUVR IN
Rs in millions, year-end March
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Performance
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Absolute (%) 4%  12% 4%
Relative (%) 4% 5% -12%
Source: Bloomberg.
Company data
52-wk range (Rs) 218-296
Mkt cap. (Rs MM) 57,5150
Mkt cap. (US$ MM) 12,237
Avg. daily volume (MM) 2.8
Average daily value (US$ 15.1
MM)
Shares O/S (MM) 2182
Index (BSE Sensex) 17,993
Exchange rate 47

FY09 (15mnth Mar'09) FY2010 FY2011E FY2012E
Net sales 202,393 175,238 191,040 212,315
Net profit 24,522 20,587 21,939 25,413
EPS (Rs) 11.3 9.4 10.0 11.6
DPS (Rs) 75 6.5 75 85
Net sales growth (%) NM NM 9% 11%
Net profit growth (%) NM NM % 16%
EPS growth (%) NM NM % 16%
ROE (%) 112.1 100.0 79.5 80.4
ROCE (%) 121.7 121.7 103.4 104.5
PIE (x) 29.3 28.0 26.3 22.7
EV/EBITDA (%) 215 18.8 18.2 15.6
Dividend yield (%) 2.8 2.5 2.8 3.2

Source: Bloomberg.

Source: Company reports and J.P. Morgan estimates.
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Hindustan Unilever: Summary financials

Rs mn, yr end Mar

J.PMorgan

Profit and Loss statement Cash flow
statement
FYO09 (15mnth) FY10 FY11E FY12E FYO09 (15mnth) FY10 FY11E FY12E
Revenues 202,393 175,238 191,040 212,315  EBIT 30,505 27,141 28,542 33,034
% change Y/Y NM NM 9% 11% Depreciation 1,284 1,449 1,910 2,000
- ) .
Gross Margin (%) a7% 49% 49% 49% f;;{‘;fe in working 1,167 (13035) 1609  (3503)
EBITDA 32,458 28,981 30,452 35034  Taxes (5,729) (6,484) (6,553) (7,591)
% change Y/Y NM NM 5% 15% Others
in (%
EBITDA Margin (%) 16% 17% 16% 179  Coshflow from 27,226 9071 25508 23,939
operations
EBIT 30,505 27,141 28,542 33,034 Capex (4,991) (5,021) (1,500) (1,500)
% change Y/Y NM NM 5% 16% Disposal/ (purchase) (23) 99 0 0
EBIT Margin (%) 15% 15% 15% 16% Net Interest (253) (70) (50) (30)
Net Interest 253 70 50 30 Free cash flow 21,959 4,079 23,958 22,409
Earnings before tax 30,251 27,071 28,492 33,004
. -
% change Y/Y NM NM 5% 16% Equny raised/ 0 9 0 0
(repaid)
Tax 5,729 6,484 6,553 7,591 Debt raised/ (repaid) 0 0 0 0
as % of EBT 19% 24% 23% 23% Other 1,048 4,864 0 0
Net Income (Adjusted) 24,522 20,587 21,939 25,413  Dividends paid (14,360) (15,231)  (18,427)  (20,884)
% change Y/Y NM NM 7% 16% Beginning cash 15,351 19,526 30,573 32,886
Shares Outstanding 2178 2184 2184 2184 Ending cash 19,526 30,573 32,886 41,418
EPS (Adjusted) 113 9.4 10.0 11.6 DPS 75 6.5 75 85
% change Y/Y NM NM % 16%
Balance sheet Ratio Analysis
FYO09 (15mnth) FY10 FY11E FY12E % FYO09 (15mnth) FY10 FY11E FY12E
Cash and cash equivalents 20,011 30,573 32,886 41,418  Operating Margin 15.0% 15.7% 15.0% 15.6%
Accounts receivable 10,127 8,660 9,441 10,492  EBITDA margin 16.0% 16.5% 15.9% 16.5%
Inventories 25,289 21,799 27,589 30,705 EBIT margin 15.1% 15.5% 14.9% 15.6%
Others 5,369 6,784 6,281 6,980 Net profit margin 12.1% 11.7% 11.5% 12.0%
Current assets 60,796 67,817 76,196 89,596 SG&A/sales 15.3% 14.7% 14.7% 14.0%
Investments 1,088 990 990 990
Net fixed assets 20,789 24,361 23,951 23,451 Sales growth NM NM 9% 11%
Total assets 82,673 93,167 101,137 114,036 Net profit growth NM NM % 16%
EPS growth NM NM % 16%
Liabilities
Interest coverage (x) NM NM NM NM
Payables 42558 52017 56074 62,695 cN;rgigjbt (o total NM M NM M
Others 15,280 14,416 15,715 17,466 Net debt to equity NM NM NM NM
Total current liabilities 57,838 67,332 71,790 80,160 Sales/assets 20 1.9 1.9 1.9
Total Loans 4,219 Assets/equity 4.0 36 34 34
Other liabilities _ _ N . ROE 112% 100% 80% 80%
Total liabilities 62,057 67,332 71,790 80,60 ROCE 122% 122% 103% 104%
Shareholders' equity 20,615 25,835 29,347 33,876
BVPS 95 11.8 13.4 155

Source: Company reports and J.P. Morgan estimates.
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Companies Recommended in ThisReport (all pricesin thisreport as of market close on 30 August 2010)
Colgate-Pamalive (India) Limited (COLG.BO/Rs795.20/Neutral), Hindustan Unilever Limited
(HLL.BO/Rs263.65/Underweight), ITC Holdings (ITC/$58.01/Overweight), Jain Irrigation Systems Ltd
(JAIR.BO/RsL1,246.80/Underweight), Mahindra & Mahindra (MAHM.BO/Rs609.35/Overweight), Nestlé India Limited
(NEST.BO/Rs3,106.80/Neutral), United Spirits Limited (UNSP.BO/Rs1,395.60/Overweight)

Analyst Certification:

The research analyst(s) denoted by an “AC” on the cover of this report certifies (or, where multiple research analysts are primarily
responsible for this report, the research analyst denoted by an “AC” on the cover or within the document individually certifies, with
respect to each security or issuer that the research analyst coversin this research) that: (1) all of the views expressed in this report
accurately reflect his or her personal views about any and all of the subject securities or issuers; and (2) no part of any of the research
analyst’s compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the
research analyst(s) in this report.
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JPM SI provided to the company non-investment banking securities-related services and non-securities-related services. Hindustan
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during the past 12 months, JPM S| provided to the company investment banking services and non-securities-related services.
Mahindra& Mahindrais or wasin the past 12 months aclient of JPMSI. Nestlé India Limited is or wasin the past 12 months a client
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average total return of the stocks in the analyst’s (or the analyst’ steam’s) coverage universe.] Neutral [Over the next six to twelve
months, we expect this stock will perform in line with the average total return of the stocksin the analyst’s (or the analyst’steam’s)
coverage universe.] Underweight [Over the next six to twelve months, we expect this stock will underperform the average total return of
the stocks in the analyst’s (or the analyst’ s team’ s) coverage universe.] J.P. Morgan Cazenove' s UK Small/Mid-Cap dedicated research
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J.P. Morgan Equity Research Ratings Distribution, as of June 30, 2010
Overweight Neutral  Underweight

(buy) (hold) (sel)

JPM Global Equity Research Coverage 46% 2% 12%

IB clients* 49% 46% 31%
JPMSI Equity Research Coverage 44% 48% 9%

IB clients* 68% 61% 53%

*Percentage of investment banking clientsin each rating category.
For purposes only of NASD/NY SE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating fallsinto a hold
rating category; and our Underweight rating fallsinto a sell rating category.

Valuation and Risks: Please see the most recent company-specific research report for an analysis of valuation methodology and risks on
any securities recommended herein. Research is available at http://www.morganmarkets.com , or you can contact the analyst named on
the front of this note or your J.P. Morgan representative.

Analysts Compensation: The equity research analysts responsible for the preparation of this report receive compensation based upon
various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues, which
include revenues from, among other business units, Institutional Equities and Investment Banking.

Registration of non-US Analysts. Unless otherwise noted, the non-US analysts listed on the front of this report are employees of non-US
affiliates of JPMSI, are not registered/qualified as research analysts under NASD/NY SE rules, may not be associated persons of JIPMSI,
and may not be subject to NASD Rule 2711 and NY SE Rule 472 restrictions on communications with covered companies, public
appearances, and trading securities held by a research analyst account.

Other Disclosures

J.P. Morgan is the global brand name for J.P. Morgan Securities Inc. (JPMSI) and its non-US affiliates worldwide. J.P. Morgan Cazenoveisa
brand name for equity research produced by J.P. Morgan Securities Ltd.; J.P. Morgan Equities Limited; JPMorgan Chase Bank, N.A., Dubai
Branch; and J.P. Morgan Bank International LLC.

Optionsrelated resear ch: If the information contained herein regards options related research, such information is available only to persons who
have received the proper option risk disclosure documents. For a copy of the Option Clearing Corporation’s Characteristics and Risks of
Standardized Options, please contact your J.P. Morgan Representative or visit the OCC’s website at

http://www.optionscl earing.com/publications/ri sks/ri skstoc.pdf.

L egal Entities Disclosures

U.S.: PM S| isamember of NY SE, FINRA and SIPC. J.P. Morgan Futures Inc. isamember of the NFA. JPMorgan Chase Bank, N.A. isa
member of FDIC and is authorized and regulated in the UK by the Financial Services Authority. U.K.: J.P. Morgan Securities Ltd. (JIPMSL) isa
member of the London Stock Exchange and is authorised and regulated by the Financial Services Authority. Registered in England & Wales No.
2711006. Registered Office 125 London Wall, London EC2Y 5AJ. South Africa: J.P. Morgan Equities Limited is a member of the Johannesburg
Securities Exchange and is regulated by the FSB. Hong Kong: J.P. Morgan Securities (Asia Pacific) Limited (CE number AAJ321) isregulated
by the Hong Kong Monetary Authority and the Securities and Futures Commission in Hong Kong. K orea: J.P. Morgan Securities (Far East) Ltd,
Seoul Branch, is regulated by the Korea Financial Supervisory Service. Australia: J.P. Morgan Australia Limited (ABN 52 002 888 011/AFS
Licence No: 238188) is regulated by ASIC and J.P. Morgan Securities Australia Limited (ABN 61 003 245 234/AFS Licence No: 238066) isa
Market Participant with the ASX and regulated by ASIC. Taiwan: J.P.Morgan Securities (Taiwan) Limited is a participant of the Taiwan Stock
Exchange (company-type) and regulated by the Taiwan Securities and Futures Bureau. India: J.P. Morgan India Private Limited is a member of
the National Stock Exchange of India Limited and Bombay Stock Exchange Limited and is regulated by the Securities and Exchange Board of
India. Thailand: JPMorgan Securities (Thailand) Limited is amember of the Stock Exchange of Thailand and is regulated by the Ministry of
Finance and the Securities and Exchange Commission. Indonesia: PT J.P. Morgan Securities Indonesiais a member of the Indonesia Stock
Exchange and is regulated by the BAPEPAM LK. Philippines: J.P. Morgan Securities Philippines Inc. is amember of the Philippine Stock
Exchange and is regulated by the Securities and Exchange Commission. Brazil: Banco J.P. Morgan S.A. isregulated by the Comissao de Valores
Mobiliarios (CVM) and by the Central Bank of Brazil. Mexico: J.P. Morgan Casade Bolsa, S.A. de C.V., J.P. Morgan Grupo Financieroisa
member of the Mexican Stock Exchange and authorized to act as a broker dealer by the National Banking and Securities Exchange Commission.
Singapore: Thismaterial isissued and distributed in Singapore by J.P. Morgan Securities Singapore Private Limited (JPMSS) [MICA (P)
020/01/2010 and Co. Reg. No.: 199405335R] which is a member of the Singapore Exchange Securities Trading Limited and is regulated by the
Monetary Authority of Singapore (MAS) and/or JPMorgan Chase Bank, N.A., Singapore branch (JPMCB Singapore) which is regulated by the
MAS. Malaysia: Thismateria isissued and distributed in Maaysia by JPMorgan Securities (Malaysia) Sdn Bhd (18146-X) whichisa
Participating Organization of Bursa Malaysia Berhad and a holder of Capital Markets Services License issued by the Securities Commission in
Malaysia. Pakistan: J. P. Morgan Pakistan Broking (Pvt.) Ltd isamember of the Karachi Stock Exchange and regulated by the Securities and
Exchange Commission of Pakistan. Saudi Arabia: J.P. Morgan Saudi ArabiaLtd. is authorised by the Capital Market Authority of the Kingdom
of Saudi Arabia (CMA) to carry out dealing as an agent, arranging, advising and custody, with respect to securities business under licence number
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35-07079 and its registered address is at 8th Floor, Al-Faisaliyah Tower, King Fahad Road, P.O. Box 51907, Riyadh 11553, Kingdom of Saudi
Arabia. Dubai: JPMorgan Chase Bank, N.A., Dubai Branch is regulated by the Dubai Financial Services Authority (DFSA) and its registered
addressis Dubai International Financial Centre - Building 3, Level 7, PO Box 506551, Dubai, UAE.

Country and Region Specific Disclosures

U.K. and European Economic Area (EEA): Unless specified to the contrary, issued and approved for distribution in the U.K. and the EEA by
JPMSL. Investment research issued by JPMSL has been prepared in accordance with JPM SL's policies for managing conflicts of interest arising
asaresult of publication and distribution of investment research. Many European regulators require that afirm to establish, implement and
maintain such a policy. This report has been issued in the U.K. only to persons of akind described in Article 19 (5), 38, 47 and 49 of the Financial
Services and Markets Act 2000 (Financial Promotion) Order 2005 (all such persons being referred to as "relevant persons'). This document must
not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this document relatesis only
available to relevant persons and will be engaged in only with relevant persons. In other EEA countries, the report has been issued to persons
regarded as professional investors (or equivalent) in their home jurisdiction. Australia: This material isissued and distributed by JPMSAL in
Australiato “wholesale clients” only. JPMSAL does not issue or distribute this material to “retail clients.” The recipient of this material must not
distribute it to any third party or outside Australia without the prior written consent of JPMSAL. For the purposes of this paragraph the terms
“wholesale client” and “retail client” have the meanings given to them in section 761G of the Corporations Act 2001. Germany: This material is
distributed in Germany by J.P. Morgan Securities Ltd., Frankfurt Branch and J.P.Morgan Chase Bank, N.A., Frankfurt Branch which are
regulated by the Bundesanstalt fir Finanzdienstleistungsaufsicht. Hong Kong: The 1% ownership disclosure as of the previous month end
satisfies the requirements under Paragraph 16.5(a) of the Hong Kong Code of Conduct for Persons Licensed by or Registered with the Securities
and Futures Commission. (For research published within the first ten days of the month, the disclosure may be based on the month end data from
two months' prior.) J.P. Morgan Broking (Hong Kong) Limited is the liquidity provider for derivative warrants issued by J.P. Morgan Structured
Products B.V. and listed on the Stock Exchange of Hong Kong Limited. An updated list can be found on HKEx website:
http://lwww.hkex.com.hk/prod/dw/L p.htm. Japan: Thereisarisk that aloss may occur due to a change in the price of the sharesin the case of
share trading, and that aloss may occur due to the exchange rate in the case of foreign share trading. In the case of share trading, JPMorgan
Securities Japan Co., Ltd., will be receiving a brokerage fee and consumption tax (shouhizei) calculated by multiplying the executed price by the
commission rate which was individually agreed between JPMorgan Securities Japan Co., Ltd., and the customer in advance. Financia Instruments
Firms: JPMorgan Securities Japan Co., Ltd., Kanto Local Finance Bureau (kinsho) No. 82 Participating Association / Japan Securities Dealers
Association, The Financial Futures Association of Japan. Korea: Thisreport may have been edited or contributed to from time to time by
affiliates of J.P. Morgan Securities (Far East) Ltd, Seoul Branch. Singapore: JPMSS and/or its affiliates may have a holding in any of the
securities discussed in this report; for securities where the holding is 1% or greater, the specific holding is disclosed in the Important Disclosures
section above. India: For private circulation only, not for sale. Pakistan: For private circulation only, not for sale. New Zealand: This
material isissued and distributed by JPMSAL in New Zealand only to persons whose principa business is the investment of money or who, in the
course of and for the purposes of their business, habitually invest money. JPMSAL does not issue or distribute this material to members of "the
public" as determined in accordance with section 3 of the Securities Act 1978. The recipient of this material must not distribute it to any third
party or outside New Zealand without the prior written consent of JPMSAL. Canada: The information contained herein is not, and under no
circumstances is to be construed as, a prospectus, an advertisement, a public offering, an offer to sell securities described herein, or solicitation of
an offer to buy securities described herein, in Canada or any province or territory thereof. Any offer or sale of the securities described herein in
Canadawill be made only under an exemption from the requirements to file a prospectus with the relevant Canadian securities regulators and only
by a dealer properly registered under applicable securities laws or, aternatively, pursuant to an exemption from the dealer registration requirement
in the relevant province or territory of Canada in which such offer or sale is made. The information contained herein is under no circumstances to
be construed as investment advice in any province or territory of Canada and is not tailored to the needs of the recipient. To the extent that the
information contained herein references securities of an issuer incorporated, formed or created under the laws of Canada or a province or territory
of Canada, any trades in such securities must be conducted through a dealer registered in Canada. No securities commission or similar regulatory
authority in Canada has reviewed or in any way passed judgment upon these materials, the information contained herein or the merits of the
securities described herein, and any representation to the contrary is an offence. Dubai: This report has been issued to persons regarded as
professional clients as defined under the DFSA rules.

General: Additional information is available upon request. Information has been obtained from sources believed to be reliable but JPMorgan
Chase & Co. or its affiliates and/or subsidiaries (collectively J.P. Morgan) do not warrant its completeness or accuracy except with respect to any
disclosures relative to JPM S| and/or its affiliates and the analyst’ s involvement with the issuer that is the subject of the research. All pricing is as
of the close of market for the securities discussed, unless otherwise stated. Opinions and estimates constitute our judgment as of the date of this
material and are subject to change without notice. Past performance is not indicative of future results. This material is not intended as an offer or
solicitation for the purchase or sale of any financial instrument. The opinions and recommendations herein do not take into account individual
client circumstances, objectives, or needs and are not intended as recommendations of particular securities, financial instruments or strategies to
particular clients. The recipient of this report must make its own independent decisions regarding any securities or financial instruments
mentioned herein. JPM S| distributes in the U.S. research published by non-U.S. affiliates and accepts responsibility for its contents. Periodic
updates may be provided on companies/industries based on company specific developments or announcements, market conditions or any other
publicly available information. Clients should contact analysts and execute transactions through a J.P. Morgan subsidiary or &ffiliate in their home
jurisdiction unless governing law permits otherwise.

“Other Disclosures’ last revised March 1, 2010.

Copyright 2010 JPMorgan Chase & Co. All rightsreserved. Thisreport or any portion hereof may not be reprinted, sold or
redistributed without the written consent of J.P. Morgan.
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