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Investment Ideas

In August 2010, Malaysia's investment holding arm Khazanah
issued one of the largest Islamic bonds (Sukuk) in history. The
Sukuk with a nominal value of USD 1.1 billion drew a demand
of four times book size. This strong interest reflects the grow-
ing demand in Islamic Finance.

In fact, Islamic Finance is one of the fastest-growing busi-
ness segments in the world. Its compound growth rate of 26%
from 2004 to 2009 attracts investors on a global scale. Still,
there is little knowledge about this rising branch that seeks to
combine modern finance and religion-based moral standards.
But as the Islamic Finance market rapidly grows (see Figure
1), more investors are asking for background information and
investment ideas to benefit from this new development.

Islamic Finance says no to interest, speculation and
immoral business branches

Islamic Finance is the reconciliation of financial needs with the
Islamic legal practice of the Sharia. Based on a permanent
exchange between some of the reputable banking experts and
renowned Islamic scholars, four basic concepts of prohibition
have been defined throughout the past two decades: Islamic
Investors are not allowed to deal in interest-bearing, specula-

Figure 1
Islamic Finance assets expected to triple within the next six
years
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Highlights

® Unlike many other religions, Islam does
not differentiate between a spiritual and a
secular sphere of everyday life.

® Consequentially, Islamic investors integrate
Islamic values into their investment deci-
sions.

® |slamic Finance excludes interest, specula-
tion, and immoral business branches from
its investment approach.

® The Islamic Finance industry has developed
many new investment opportunities over
the last few years. Islamic investors are
now able to benefit from a broad invest-
ment universe.

Top investment ideas

Sharia-compliant investing has considerable potential: one
in five people around the world are Muslims, but only one

US dollar out of every fifty is invested according to Islamic
principles.

Equities

BUY Microsoft

The company’s solid business model is showing
significant leverage as the economy recovers.

BUY Novartis
A diversified healthcare company with good underlying
growth, attractive dividend yield (4%).

BUY Samsung Electronics
One of the leading consumer and industrial electronic
equipment, attractive P/E valuation.

Important disclosures are found in the Disclosure appendix
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Figure 2
Islamic Finance's four concepts of prohibition
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tive, or gambling-like transactions, or business branches that
are considered to be immoral under Islam (see Figure 2).

The ban on interest (Riba) stands at the very center of all
Sharia-compliant investment strategies. All interest is defined
as usury. Trade, on the other hand, is explicitly promoted by
the religious legal sources of Islam. But, as Islamic scholars
stress, trade must be beneficial to the community. This link
between economic action and social responsibility is empha-
sized by the Islamic financial market's prohibition of specula-
tion (Gharar) and gambling-like transactions (Maisir/Qimar).

In addition to the prohibition of interest, speculation, and
gambling-like transactions, Islamic Finance focuses on the
exclusion of immoral business branches. Sharia-compliant
portfolios must be free from adult entertainment, alcohol and
pork production, and the defense industry.

To guarantee Sharia compliance, financial institutions and
clients rely on the expertise of a group of Islamic scholars who
check investments or transactions from a religious perspective.
The process of this “Islamic auditing” is comparable to a con-
ventional auditing process and is done by renowned Sharia
scholars.

How to invest the Islamic way

Since the emergence of the first Islamic financial institutions in
the 1970s, various ways and techniques have been developed
to combine finance with Islamic moral standards. Currently,
there is already a broad range of investments than can be un-
dertaken according to the Sharia (see Table 3).

Equities

Basically, there is nothing “un-Islamic” about holding and trad-
ing equities. As long as the Islamic exclusion criteria are met,
Islamic investors are free to participate in stock markets. Also,
dividend payments can be received by Islamic investors, since
they are not representing an interest payment, but a share of
profits.

There are different indexes that help Islamic Finance inves-
tors to decide which stocks are in line with the Islamic eco-
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nomic rules (see Table 1). Most prominently, there are the
Dow Jones Islamic Market Indexes that were founded in Bah-
rain in the late 1990s. The Dow Jones Islamic Market Indexes
evaluate different business sectors based on industry screens
and financial ratio screens. The industry screens are designed
to exclude stocks linked to alcohol, pork-related products,
conventional financial services, adult entertainment, tobacco,
and weapons and defense. The financial ratio screens select
all firms that comply with the Islamic Finance’s restrictive con-
cept of risk exposure. To fit the risk exposure accepted by the
Dow Jones Islamic Market Indexes, firms must meet the fol-
lowing three conditions:

First, total debt divided by trailing 24-month average mar-
ket capitalization must be less than 33%. Second, the sum of
a company's cash and interest-bearing securities divided by
trailing 24-month average market capitalization must be less
than 33%. Third, accounts receivables divided by trailing 24-
month average market capitalization must be less than 33%.
In addition to the four concepts of prohibition, these financial
ratio screens have proved to be very efficient in positioning
Islamic Finance as a risk-adverse, defensive investment strat-
egy.

There are also a number of Sharia-compliant equity funds.
These funds are designed to represent a selection of equities
that are compatible to Islam. They are normally supervised and
approved by at least three Sharia scholars that are known to
the Muslim community.

Due to its exclusion process, Islamic equity trading is more
restricted than conventional investing. However, looking at the

Table 1: Most important Islamic Finance equities indexes and
exclusion criteria

Dow Jones Islamic Indices

. No alcohol . No weapons and defense
. No pork-related products . No highly indebted com-
. No conventional financial panies

services . No companies with high

. No entertainment interest-based returns

. No tobacco

FTSE Shariah Global Index Series

. No alcohol . No pornography

. No tobacco . No highly indebted com-
. No gaming and gambling panies

. No weapons and defense . No companies involved in
. No pork interest-bearing invest-

. No conventional banking ments, FX transactions,

and insurance and derivatives

Standard & Poor’s Shariah Indices

. No pork . No pornography
. No alcohol . No tobacco
. No gambling . No gold and silver trading
. No financials . No highly indebted com-
3 No advertising and media panies
(newspaper allowed)
MSCI Global Islamic Indices:
. No alcohol . No hotels
3 No tobacco . No cinema
. No pork related products . No adult entertainment
. No financial services . No highly indebted
. No gambling companies
. No music

Source: Dow Jones, FTSE, Standard & Poor’s, MSCI, Credit Suisse
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Figure 3

Figure 4

Dow Jones Islamic Market Index has outperformed MSCI
World Index

Sukuk issuances have multiplied tenfold since 2002
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performance chart in Figure 3, the Dow Jones Islamic Market
Index has outperformed the MSCI World Index since its im-
plementation. This makes Islamic equity screening attractive
not only in terms of faith-based values, but also with regard to
financial returns.

Sukuk (Islamic bonds)

Since conventional bonds are contracts to repay borrowed
money with interest at fixed intervals, they are prohibited in
Islamic Finance. Sukuk, on the other hand, represent partial
ownership in a project, an asset, or an investment. Instead of
receiving coupon payments, Sukuk investors normally benefit
from earnings derived from the partially owned project, asset
or investment. Sukuk — the Arabic plural of Sakk, which
means “check” — represent the Islamic version of bonds.

The partial ownership that underlies an Islamic bond can be
structured in many different ways. The structure that is called
Sukuk al-ljara is among the most popular ones. In the case of
Sukuk al-ljara, the Islamic bond is based on a Sharia-
compliant leasing contract (ljara) between an investor and a
representative of a project that seeks to be financed. A promi-
nent example of this type is the Dubai Airport Sukuk, which
was issued in 2004 for USD 1 billion.

Within the last decade, there have been some very impres-
sive Sukuk issuances in the Islamic, as well as the non-Islamic
world. In the key Islamic Finance markets of Saudi Arabia,
Malaysia, and the UAE, a growing number of entrepreneurs
are starting to prefer Sukuk-structures to finance their pro-
jects. Even though the volume that has been invested in Su-

Table 2: Terminology of most prominent Sukuk structures

Sukuk al-Murabaha Islamic bond based on mark-up sale

Sukuk al-ljara Islamic bond based on Sharia-compliant leasing contract

Sukuk al-Salam Islamic bond based on direct payment with deferred

delivery terms

Sukuk al-Mudaraba Islamic bond based on partnership

Sukuk al-Musharaka  Islamic bond based on partnership

Source: AAOIFI, Credit Suisse

kuk has suffered from the economic crisis, the number of new
issues has continued to rise (see Figure 4).

Sukuk can be attractive for investors, since they are pre-
dominantly issued in developing markets with riskier environ-
ments and high-yield character. However, it must be noted
that Sukuk do not have the same legal basis as conventional
bonds. Since no Islamic bonds have been tested by a real de-
fault yet, they are linked to a higher risk exposure.

Sharia-compliant structured products

Within the last few years, leading Islamic Finance specialists
have put considerable effort into creating Sharia-compliant
structured products. Owing to their innovative approaches,
they have created a promising mode of imitating conventional
derivatives. Instead of using interest-bearing instruments, Is-
lamic structured products work with an underlying Murabaha, a
transaction with a mark-up. While the traded good must com-
ply with the Sharia, the mark-up itself does not have to corre-
spond to Islamic law. This legal twist gives Islamic financial
engineers the opportunity to link the mark-up to benchmark
rates such as LIBOR (London Interbank Offered Rate) and
create a derivative that is technically Sharia-compliant.

While these Islamic structured products are a promising
opportunity for investors to benefit from the growing Islamic
financial market, the “Islamic character” of these structured
products is being challenged by some of the prominent Sharia
scholars. A change of paradigm at the level of Sharia legal
practice could eventually reduce the demand for Islamic struc-
tured products.

Commodities

Due to the Islamic guidelines, regular trading of commodities is
not allowed. First, commodity trading is normally linked to a
futures contract that involves interest. Second, there is a
Sharia rule that forbids the trading of goods that the investor is
not in possession of.
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However, there are ways to trade commodities in Islamic
Finance. Applying a Murabaha-transaction, the bank buys a
commodity (or a certificate for the commodity) in favor of a
client and sells it to him with an added prefixed mark-up. Us-
ing Murabaha, commodities can be transferred to an Islamic
client without involving interest. At a later stage, the investor
can sell the commodity in the same way he purchased it.

This procedure is accepted for nearly all commodities, ex-
cept for gold, silver, wheat, barley, dates, and salt. Since
these six commodities have all been payment instruments in
the ancient Middle East, they are treated as currencies with no
intrinsic value (see below for treatment of these six “currency-
like commodities”).

Foreign exchange trading

Conventional foreign exchange (FX) trading is normally based
on futures contracts. But owing to the Sharia, currencies can
only be exchanged at spot (on the same day). As a conse-
quence, Islamic investors cannot be active in conventional
foreign exchange trading. Additionally, they also are not al-
lowed to benefit from conventional yield linked to FX trading,
since this yield is based on interest rates.

However, Sharia-compliant structures aimed at benefiting
from changing FX rates do exist. There are two kinds of Is-
lamic FX swaps: the first one is based on a Tawarruq struc-
ture, one of the most challenged structures in Islamic Finance.
It represents a combination of three contracts that are sepa-
rately all Sharia-compliant. On the other hand, the combination
of the contracts precisely imitates the function of a conven-
tional currency swap with future contracts involved.

The second structure is based on a Wa'd, which literally
means a promise in Arabic. After an exchange made at spot,
the parties involved promise to make a second transaction on
the spot exchange at a certain time for a certain price in fu-
ture. In some Islamic countries, a Wa'd has the legal status of
a written contract.
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Moreover, a number of FX brokers are offering special in-
terest and swap free FX accounts to Islamic investors. The
providers of these Islamic FX accounts are obliged to ex-
change currencies on the spot and calculate fixed service fees
for the account holders. Based on this approach, the FX bro-
kers are able to meet the conditions of Islamic law.

Real estate

Real estate is one of the most preferred investment objects in
Islamic Finance. This affiliation has two reasons: first, many
Islamic cities faced a major building boom in the last decade.
Investing in real estate has therefore been an interesting op-
portunity to financially benefit from the structural growth of
Islamic Finance hubs, such as Singapore, Riyadh, Dubai, or
Doha (Qatar).

Second, for many Islamic investors, the real estate market
fits the spirit of Islamic Finance perfectly. The construction of a
house can be understood and observed by everyone, so it is
fully transparent. Moreover, real estate is an investment bene-
ficial to the community, since everybody needs a place to live.

However, Islamic Finance clients are also bound to restric-
tions in their real estate investments. With regard to direct
investments, they must avoid investments that are linked to
immoral business activities (for example real estate used for a
nightclub, casino, or a bar). With indirect investments, the
supported company must meet all Islamic exclusion criteria,
especially the financial ratio restrictions (see Table 1).

Hedge funds

A crucial element of a hedge fund strategy is short-selling,
which is not allowed in Islam. However, since hedging mecha-
nisms have become a highly important and lucrative instrument
in wealth management in past years, Islamic Finance experts
have worked on the establishment of Sharia-compliant hedge
funds. Today, there are a number of Islamic hedge funds that

Table 3: Islamic investment opportunities and credibility in terms of Sharia compliance

Asset class Sharia- o IS Islamic alternative Sharia credibility
compliant
el | @
Q Q Q
- <
g >3 |28 |8
o S o o ©
N o9 @ >
2| 5° |8 | %
L | O T
Exclusion of interest, speculation, gambling,
Equities Yes pork, alcohol, adult entertainment, defense X
industry
Bonds No Sukuk X
Structured products No Islamic structured products X
Commodities No Commodities trading based on Murabaha structure X
FXs No FX trading based on Tawarruq or Wa’d structure X
Direct investments: Real estate must not be
involved in gambling (casino), alcohol (bar),
Real estate Yes adglt en.tertalnment (night clul?). x
Indirect investments: Companies must meet
Islamic exclusion criteria, especially the finan-
cial ratio restrictions.
Hedge funds No Islamic hedge funds X

Source: AAOIFI, Islamic Figh Academy, Credit Suisse
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Figure 5
One in five people are Muslims, but only one US dollar out of
every fifty is invested according to Islamic law

%
100
90
80
70
60
50
40
30
20
10
0

2%

Global Assets

Population

B |slamic ¥ Non-Islamic

Source: Cap Gemini & Merrill Lynch World Wealth report, The Banker, CIA World Fact
book, Credit Suisse

are accepted by most Islamic investors. But the debate be-
tween scholars, bankers, and investors on the “Islamic nature”
of hedge fund is still ongoing. Since the Islamic prophet Mu-
hammad once said that people should not sell what they do
not possess, some Islamic experts are critical about all struc-
tures that imitate conventional short selling.

Generally speaking, many new Sharia-compliant products
have been developed over the past few years. This develop-
ment has simplified Islamic investing dramatically. Today, Is-
lamic investors can do almost everything that conventional

Zurich, 8 November 2010

investors do without violating the Sharia. However, in some
cases, this alternative structuring requires additional working
steps and creates fees that are not familiar to conventional
investors. For this reason, Islamic investors should always con-
sider the final costs involved before launching an investment.

Sharia-compliant investing gains popularity within the
fast-growing Muslim population

Unlike many other religions, Islam does not differentiate be-
tween a spiritual und a secular sphere of everyday life. There-
fore, most Muslim people try to shape their daily routine in
accordance with the Sharia, the Islamic law. Even though the
Quran, the holy book of Islam, contains an entire collection of
business ethics, Muslim people have not had the possibility to
reconcile economic behavior and Islamic values at an institu-
tional level for a long time.

However, this is now starting to change. Based on strong
demand from the rapidly growing Muslim community and the
additional Sharia-compliant investments available today, Is-
lamic financial services are provided by an increasing number
of institutions.

High demand and increasing market penetration indi-
cate ongoing Islamic Finance growth

Currently, every fifth person in the world is a Muslim, but only
one US dollar in fifty is invested according to Islamic law (see
Figure 5). Assuming that, in future, at least a part of the up-
coming young Muslim entrepreneurs choose to invest accord-

Figure 6

Countries are taking pro-active steps to attract Islamic Finance investments
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ing to their religious background, Islamic Finance could be the
next big market segment to emerge.

Additionally, we have seen that Islamic financial services
are not only used as a new method of investment, but also as
an alternative to conventional ways of investing. Hence, even
within established markets, Islamic Finance will probably gain
ground by representing a promising alternative to Muslim, as
well as non-Muslim investors.

From a grass roots movement to a unique selling point

Analyzing the history of Islamic Finance, it becomes clear that
this market segment is a typical grass roots movement. In the
beginning, many governments, even of traditional Islamic
countries, tried to avoid any entanglement with Islamic Fi-
nance. The reason was that they were scared to harm the
country’s economic development by going a different way to
developed markets. As a consequence, most governments
refused to accept the upcoming Sharia-compliant investment
opportunities. However, due to strong demand from Muslim
clients, Islamic Finance continued to emerge.

As history has shown, the fear of an Islamic way of doing
business has proved to be unfounded. On the contrary: over
the past few years, many countries have started to rethink
their attitudes toward Islamic Finance. Hence, many govern-
ments have created friendlier policies toward Islamic Finance
or even introduced special Islamic banking licenses to fit the
new Sharia-compliant banking activities. In fact, Islamic Fi-
nance has become a unique selling point for many countries in
the Islamic and non-Islamic world (see Figure 6).

Zurich, 8 November 2010

Saudi Arabia, Malaysia, and the United Arab Emirates
are key markets for Islamic Finance

Three out of four US dollars invested in accordance with Islam
are currently coming from Iran, Saudi Arabia, Malaysia or the
United Arab Emirates (see Table 4). For global investors,
Saudi Arabia, Malaysia and the United Arab Emirates are
highly attractive and politically stable countries. All three coun-

Table 4: Top 10 Islamic Finance markets

Islamic assets in USD m Market share

Iran 293,165.8 36%
Saudi Arabia 127,896.1 16%
Malaysia 86,488.2 11%
United Arab Emirates 84,036.5 10%
Kuwait 67,630.2 8%
Bahrain 46,159.4 6%
Qatar 27,5615.4 3%
UK 19,410.5 2%
Turkey 17,827.5 2%
Bangladesh 7,453.3 1%

Source: The Banker, Credit Suisse

tries’ markets are explicitly organized to support Islamic Fi-
nance investments.

Saudi Arabia

Backed by a quarter of the worldwide petroleum reserves,
Saudi Arabia’s economy is the major driving force behind the
GCC countries. The combination of oil-based wealth and the
country’s strict interpretation of the Sharia is a clear advantage
for Islamic Finance in the Saudi kingdom.

Saudi Arabia is also interesting in terms of its demographic
development. The United Nations estimates that Saudi Arabia
will have more than 30 million residents by 2020. With an
average age of 24.6 years, this demographic development
makes the Saudi kingdom an impressive market for consum-
ers and private investors in the future.

Moreover, as the geographical host of Mecca and Medina,
the two holy cities of Islam, Saudi Arabia is perceived to be the
hub of Islam. This element is of significant symbolic power and
makes Saudi Arabia one of the most promising key markets
for Islamic Finance.

Figure 7

Figure 8

Islamic regions are experiencing superior economic growth

Strong GDP growth expected in key markets for Islamic
Finance
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Malaysia

Malaysia is known to be one of the most efficient countries in
promoting Islamic Finance. Since the early 1980s, Bank Ne-
gara, Malaysia's central bank, has supported Islamic Finance
by developing tailor-made regulations for Sharia-compliant
banking institutes. Malaysia understood the importance of Isla-
mic legal transparency at a very early stage. Therefore, the
government collaborated with the country’s most prominent
legal scholars and developed national financial Sharia stan-
dards. As a result of this process, Malaysia is one of the most
transparent Islamic Finance market worldwide.

Furthermore, Malaysia is geographically very well posi-
tioned, providing Islamic financial services not only in Malaysia,
but also to its neighboring country Indonesia, the largest Mus-
lim country on the globe (about 180 million Muslims).

United Arab Emirates

Since the early 1970s, the United Arab Emirates, especially
Dubai and Abu Dhabi, have developed impressively. However,
not many analysts are aware of the fact that the growing fi-
nancial local economies at the Persian Gulf have not only been
driven by oil reserves, but also by the early development of

Zurich, 8 November 2010

Islamic Finance. Sharia-compliant financial institutions such as
the Dubai Islamic Bank or the Abu Dhabi Islamic Bank have
existed for almost four decades. Currently, they strongly bene-
fit from their long-term efforts in developing Sharia-compliant
banking services.

After the recent Dubai crisis, all emirates are recovering
surprisingly fast. The agreement of the restructuring of Dubai
World's debt has been a strong signal to investors, and ex-
perts are already forecasting an increase in GDP for 2010.
Most likely, the United Arab Emirates will be able to continue
their unparalleled pre-crisis path soon again (see Figure 8).

The United Arab Emirates have played a crucial role in cre-
ating and shaping Islamic financial services. Due to this pio-
neering role, many highly important Islamic financial institu-
tions, think tanks and religious experts are located in the emir-
ates. The United Arab Emirates is expected to expand its role
of key Islamic Finance market in future.

Conclusion

Islamic Finance has come a long way from a small grass roots
movement to a highly promising market. Islamic values, for-
merly understood as a restriction, have become a resource to
many investors — serving as a moral compass within the global

Table 5: Sharia-compliant investment opportunities

Equities CCYy ISIN Market cap (in USD bn) P/E 2010E P/E P/B Dividend yield (%) Rec.
2011E 2010E
(largest companies listed in the Dow Jones Islamic market index, sorted by market capitalization)
MICROSOFT usD US5949181045 226 12.4 11.0 4.9 2.32 BUY
WAL-MART usD US9311421039 201 13.6 12.4 2.6 2.20 BUY
GOOGLE usD US38259P5089 194 21.7 18.8 17.7 0.00 BUY
CHEVRON usD US1667641005 171 9.6 8.7 1.8 Bt BUY
NOVARTIS CHF CH0012005267 149 11.4 1.1 1.9 4.14 BUY
ORACLE usD US68389X1054 144 17.0 14.8 4.7 0.70 BUY
COCA-COLA usD Us1912161007 143 17.6 156.8 5.2 2.87 BUY
PFIZER usD US7170811035 141 8.0 7.7 FS 4.12 BUY
CISCO SYSTEMS usD US17275R1023 137 14.5 13.7 4.2 0.00 BUY
ROCHE CHF CH0012032048 124 10.7 9.7 9.8 4.91 BUY
MERCK usD US58933Y1055 115 10.9 9.7 41 2.16 BUY
INTEL usD US4581401001 111 10.2 10.3 2.7 3.39 BUY
SIEMENS EUR DEO007236101 104 16.1 12.3 2.7 1.94 BUY
HEWLETT-PACKARD usD US4282361033 100 9.3 8.6 265 0.84 BUY
SAMSUNG ELECTRONICS KRW KR7005930003 99 9.2 9.4 1.5 1.31 BUY
ABBOTT LABORATORIES usD Us0028241000 81 12.6 11.3 3.2 3.32 BUY
QUALCOMM usD US7475251036 72 18.7 17.9 6.9 1.59 BUY
NTT DOCOMO JPY JP3165650007 71 1.1 10.9 1.2 4.03 BUY
BG GROUP GBP GB0008762899 70 15.7 13.6 3.2 1.09 BUY
UNITED PARCEL SERVICE usD US9113121068 69 18.3 156.4 4.7 2.71 BUY
Sukuk (Islamic bonds)' CCY ISIN Coupon Maturity date Price Yield to maturity Rating
REPUBLIC OF INDONESIA usD USY68617AA05 8.8 23.04.2014 120.6 2.55 HOLD
CENTRAL BANK BAHRAIN usD XS0434228127 6.247 17.06.2014 113.6 2.33 HOLD
Commodities’ [e{03 4 Price Forecast end-Q4 2011
PALLADIUM usD 645.560 600.00 (LOW) 650.00 (HIGH)

1 The listed Sukuk and commodities are not recommended investments. They are listed in order to give a complete picture of the Sharia-compliant investment opportunities available at

Credit Suisse

Source: Dow Jones Islamic Market Index, Bloomberg, Credit Suisse
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financial market. Recent developments indicate that Islamic
Finance is increasingly accepted as a serious investment strat-
egy not only in an Islamic, but also in a non-Islamic environ-
ment. The regulatory amendments of the United Kingdom or
France, for example, symbolize the future potential of Sharia-
compliant investments.

In sum, Islamic Finance stands out due to two elements:
First, it is a faith-based investment. This means that religious
values are integrated into economic behavior. Second, even
though limited by restrictions and reconciled with faith-based
values, Islamic Finance is still attractive in terms of perform-
ance. As shown, Islamic equity indices have been able to out-
perform conventional indices, even after excluding interest,
high risk, gambling, and immoral business branches.

Zurich, 8 November 2010
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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
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Important disclosures HEWLETT-PACKARD (HPQ US) BUY since 16/09/2010
Credit Suisse policy is to publish research reports, as it deems appropriate, based on BUY since 03/09/2010
developments with the subject company, the sector or the market that may have a BUY since 20/08/2010
material impact on the research views or opinions stated herein. Credit Suisse policy BUY since 10/08/2010
is only to publish investment research that is impartial, independent, clear, fair and -
not misleading. BUY since 09/08/2010
BUY since 19/05/2010
The Credit Suisse Code of Conduct to which all employees are obliged to adhere, is BUY since 29/04/2010
accessible via the website at: .
BUY 18/02/2010
https://www.credit-suisse.com/governance/doc/code_of conduct_en.pdf v since 18/027
BUY since 24/11/2009
For more detail, please refer to the information on independence of financial re- HOLD since 24/11/2009
search, which can be found at: HOLD since 12/11/2009
https://www.credit-suisse.com/legal/pb_research/independence_en.pdf HOLD since 97,/08/2009
The analyst(s) responsible for preparing this research report received compensation INTEL (INTC US) BUY since 16/10/2010
that is based upon various factors including Credit Suisse’s total revenues, a portion BUY since 13/10/2010
of which is generated by Credit Suisse Investment Banking business. BUY since 30/08/2010
o e T BUY since 24/08/2010
cq”'ty e ey G s o y BUY since 20/08/2010
A(B)é“(;l'a'l'nIYABORATORIES (ABT US) BZ‘;ng 'a eQQ/1 072010 oY snce 19/07/2919
Uy snee 56/07/5010 BUY since 14/07/2010
Uy sinee 55/05/2010 BUY since 16/04/2010
Uy snee 27015010 BUY since 14/04/2010
Uy sinee /10/9000 BUY since 11/02/2010
56 GROUP 86/ 1) Uy snee 2115010 BUY since 10/02/2010
Uy sinee 25/07/2010 BUY since 19/01/2010
Uy snee 50/04/5010 BUY since 15/01/2010
Uy sinee o5/02/2010 BUY since 15/10/2009
Uy snee 25/ 10/5005 MERCK & CO (MRK US) BUY since 01/11/2010
CHEVRON (CVX US) BUY ance 01/11/2010 S since 05/06/2010
Uy snee /075010 BUY since 06/06/2010
Uy sinee ~0/04/2010 BUY since 16/02/2010
snee BUY since 04/11/2009
:Bi sinee 8; ?12; ig;g MICROSOFT (MSFT US) BUY since 29/10/2010
CISCO SYSTEMS (CSCO US) BUY ance 06/09/2010 BuY since 25/07/2010
Uy sinee /082010 BUY since 26/04/2010
Uy snee 5/08/2010 BUY since 23/04/2010
Uy sinee 24/00/2010 BUY since 01/02/2010
Uy snee o5/11/2000 BUY since 29/01/2010
COCA-COLA (KO US) BUY ance 19/10/2010 oY snce 26/19/2909
Uy snee 5107/5010 NOVARTIS (NOVN VX) BUY since 21/10/2010
oL sinee 50/04/2010 BUY since 23/09/2010
LD snee 56/00/5010 BUY since 22/09/2010
Uy sinee ot /00/2010 BUY since 16/07/2010
since BUY since 14/06/2010
BUY since 09/02/2010

Research Flash 9



CREDIT SUISSE\

Zurich, 8 November 2010

BUY since 27/04/2010 BUY since 28/04/2010
BUY since 20/04/2010 BUY since 15/04/2010
BUY since 26/01/2010 HOLD since 16/02/2010
BUY since 06/01/2010 HOLD since 03/02/2010
BUY since 04/01/2010 HOLD since 15/01/2010
BUY since 23/10/2009 HOLD since 29/10/2009
NTT DOCOMO (9437 JP) BUY since 02/11/2010 WAL-MART (WMT US) BUY since 07/09/2010
BUY since 04/10/2010 BUY since 17/08/2010
BUY since 29/06/2010 BUY since 18/05/2010
BUY since 01/02/2010 BUY since 18/02/2010
BUY since 05/11/2009 BUY since 12/11/2009
ORACLE (ORCL US) BUY since 17/09/2010 BUY since 13/08/2009
BUY since 30/06/2010
BUY since 95/06/2010 As at the end of the precedi.ng month,. Credit Suisse beneficially owned 1% or more
- of a class of common equity securities of (MERCK & CO, NOVARTIS, ROCHE
207 e AY(Ce/AYIY (GENUSSSCHEINE), SIEMENS).
BUY since 26/03/2010 For the following disclosures, references to Credit Suisse include all of the subsidiar-
BUY since 21/12/2009 ies and affiliates of Credit Suisse AG, the Swiss bank, operating under its Investment
. Banking division.
BUY since 18/12/2009 The subject issuer (ABBOTT LABORATORIES, BG GROUP, CHEVRON, CISCO
00 since 18/09/2009 SYSTEMS, COCA-COLA, GOOGLE, HEWLETT-PACKARD, INTEL, MERCK &
PFIZER (PFE US) BUY since 03/11/2010 CO, MICROSOFT, NOVARTIS, NTT DOCOMO, ORACLE, PFIZER, QUALCOMM,
BUY since 03/08/2010 ROCHE (GENUSSSCHEINE), SAMSUNG ELECTRONICS, SIEMENS, UNITED
: PARCEL SERVICE, WAL-MART) currently is, or was during the 12-month period
alOCD) s!nce 11/06/2010 preceding the date of distribution of this report, a client of Credit Suisse.
HOLD since 03/02/2010 Credit Suisse provided investment banking services to the subject company (AB-
HOLD since 21/10/2009 BOTT LABORATORIES, BG GROUP, CHEVRON, CISCO SYSTEMS, COCA-
QUALCOMM (QCOM US) BUY since 04/11/2010 COLA, GOOGLE, HEWLETT-PACKARD, INTEL, MERCK & CO, MICROSOFT,
BUY ince 92/07/2010 NOVARTIS, NTT DOCOMO, ORACLE, PFIZER, ROCHE (GENUSSSCHEINE),
since SAMSUNG ELECTRONICS, SIEMENS, WAL-MART) within the past 12 months.
BUY since 23/04/2010 Credit Suisse provided non-investment banking services, which may include Sales
BUY since 22/04/2010 and Trading services, to the subject issuer (ABBOTT LABORATORIES, CISCO
BUY since 95/03/2010 SYSTEMS, COCA-COLA, HEWLETT-PACKARD, INTEL, MICROSOFT, NOVAR-
- TIS, PFIZER, QUALCOMM, ROCHE (GENUSSSCHEINE), SIEMENS, UNITED
BUY since 03/02/2010 PARCEL SERVICE, WAL-MART) within the past 12 months.
BUY since 28/01/2010 Credit Suisse has managed or co-managed a public offering of securities for the
BUY since 05/11/2009 subject issuer (CISCO SYSTEMS, HEWLETT-PACKARD, INTEL, MERCK & CO,
. MICROSOFT, NOVARTIS, ORACLE, PFIZER, ROCHE (GENUSSSCHEINE),
ROCHE (GENUSSSCHEINE) (ROG VX)  BUY 15/10/2010
¢ A ) Bl since 15/10/ UNITED PARCEL SERVICE, WAL-MART) within the past three years.
BUY since 14/10/2010 Credit Suisse has managed or co-managed a public offering of securities for the
BUY since 23/07/2010 subject issuer (CISCO SYSTEMS, MERCK & CO, NOVARTIS, ORACLE, WAL-
BUY since 92/07/2010 MART) within the past 12 months.
. Credit Suisse has received investment banking related compensation from the sub-
207 sinee SR ject issuer (CHEVRON, CISCO SYSTEMS, COCA-COLA, GOOGLE, HEWLETT-
BUY since 18/06/2010 PACKARD, INTEL, MERCK & CO, MICROSOFT, NOVARTIS, NTT DOCOMO,
BUY since 16/04/2010 ORACLE, PFIZER, ROCHE (GENUSSSCHEINE), SIEMENS, WAL-MART) within
BUY since 15/04/2010 the past 12 months.
BUY ince 03/02/2010 Credit Suisse has received compensation for products and services other than in-
since vestment banking services from the subject issuer (CISCO SYSTEMS, COCA-
BUY since 11/01/2010 COLA, HEWLETT-PACKARD, INTEL, MICROSOFT, NOVARTIS, PFIZER, ROCHE
BUY since 21/10/2009 (GENUSSSCHEINE), SIEMENS, UNITED PARCEL SERVICE, WAL-MART) within
SAMSUNG ELECTRONICS (005930 KS) BUY since 15/10/2010 the past 12 months.
- Credit Suisse expects to receive or intends to seek investment banking related com-
BUY since 08/07/2010 pensation from the subject issuer (ABBOTT LABORATORIES, BG GROUP, CHEV-
BUY since 03/05/2010 RON, CISCO SYSTEMS, COCA-COLA, GOOGLE, HEWLETT-PACKARD, INTEL,
BUY since 14/01/2010 MERCK & CO, MICROSOFT, NOVARTIS, NTT DOCOMO, ORACLE, PFIZER,
. QUALCOMM, ROCHE (GENUSSSCHEINE), SAMSUNG ELECTRONICS, SIE-
S SEEG BUY sinee 07/10/2009 MENS, UNITED PARCEL SERVICE, WAL-MART) within the next three months.
IEMENS (SIE GY) BUY since 29/09/2010 As at the date of this report, Credit Suisse acts as a market maker or liquidity pro-
BUY since 29/07/2010 vider in the securities of the subject issuer (CISCO SYSTEMS, GOOGLE, INTEL,
BUY since 30/04/2010 MICROSOFT, ORACLE, QUALCOMM).
. Credit Suisse holds a trading position in the subject issuer (ABBOTT LABORATO-
BUY since 29/04/2010 RES, BG GROUP, CHEVRON, CISCO SYSTEMS, COCA-COLA, GOOGLE,
BUY since 27/01/2010 HEWLETT-PACKARD, INTEL, MERCK & CO, MICROSOFT, NOVARTIS, NTT
BUY since 26/01/2010 DOCOMO, ORACLE, PFIZER, QUALCOMM, ROCHE (GENUSSSCHEINE), SAM-
BUY since 04/12/9009 SUNG ELECTRONICS, SIEMENS, UNITED PARCEL SERVICE, WAL-MART).
00 since 03/12/2009 Additional disclosures for the following jurisdictions
BUY since 13/10/2009
UNITED PARCEL SERVICE (UPSUS)  BUY since 22/10/2010 Hong Kong: Other than any interests held by the analyst and/or associates as
BUY since 21/10/2010 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
207 sliiea 212010 of Credit Suisse (UK) Limited and Credit Suisse Securities (Europe) Limited, please
BUY since 22/07/2010 call +41 44 333 33 99.
BUY since 29/04/2010
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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

Equity rating allocation as of 08/11/2010

Overall Investment banking interests only
BUY 46.39% 47.03%
HOLD 48.75% 48.43%
SELL 2.80% 2.45%
RESTRICTED 2.06% 2.10%

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.

Zurich, 8 November 2010

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 (36 months outlook). “ST” denotes the short-term trend (3-6 weeks outlook).
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). Outper-
form in the column “Rel perf” denotes the expected performance of the stocks rela-
tive 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.

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,
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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
by Credit Suisse and is regulated by the Gibraltar Financial Services Commission.
Guernsey: This report is distributed by Credit Suisse (Guernsey) Limited, an inde-
pendent legal entity registered in Guernsey under 15197, with its registered address
at Helvetia Court, Les Echelons, South Esplanade, St Peter Port, Guernsey. Credit
Suisse (Guernsey) Limited is wholly owned by Credit Suisse and is regulated by the
Guemnsey Financial Services Commission. Hong Kong: This report is issued in Hong
Kong by Credit Suisse Hong Kong branch, an Authorized Institution regulated by the
Hong Kong Monetary Authority and a Registered Institution regulated by the Securi-
ties and Futures Ordinance (Chapter 571 of the Laws of Hong Kong). India: This
report is distributed by Credit Suisse Securities (India) Private Limited ("Credit Suisse
India"), regulated by the Securities and Exchange Board of India (SEBI). Italy: This
report is distributed in Italy by Credit Suisse (ltaly) S.p.A., a bank incorporated and
registered under Italian law subject to the supervision and control of Banca d’ltalia
and CONSOB. Luxembourg: This report is distributed by Credit Suisse (Luxem-
bourg) S.A., a Luxembourg bank, authorized and regulated by the Commission de
Surveillance du Secteur Financier (CSSF). Mexico: The information contained herein
does not constitute a public offer of securities as defined in the Mexican Securities
Law. This report will not be advertised in any mass media in Mexico. This report does
not contain any advertisement regarding intermediation or providing of banking or
investment advisory services in Mexico or to Mexican citizens. Qatar: This informa-
tion has been distributed by Credit Suisse Financial Services (Qatar) L.L.C, which
has been authorized and is regulated by the Qatar Financial Centre Regulatory Au-
thority (QFCRA) under QFC No. 00005. Al related financial products or services will
only be available to Business Customers or Market Counterparties (as defined by the
Qatar Financial Centre Regulatory Authority (QFCRA)), including individuals, who
have opted to be classified as a Business Customer, with liquid assets in excess of
USD 1 million, and who have sufficient financial knowledge, experience and under-
standing to participate in such products and/or services. Russia: The research
contained in this report does not constitute any sort of advertisement or promotion for
specific securities, or related financial instruments. This research report does not
represent a valuation in the meaning of the Federal Law On Valuation Activities in the
Russian Federation and is produced using Credit Suisse valuation models and meth-
odology. Singapore: Distributed by Credit Suisse AG Singapore Branch, regulated
by the Monetary Authority of Singapore. Spain: This report is distributed in Spain by
Credit Suisse AG, Sucursal en Espafia, authorized under number 1460 in the Regis-
ter by the Banco de Espafia. Thailand: This report is distributed by Credit Suisse
Securities (Thailand) Limited, regulated by the Office of the Securities and Exchange
Commission, Thailand, with its registered address at 990 Abdulrahim Place Building,
27/F, Rama IV Road, Silom, Bangrak, Bangkok Tel. 0-2614-6000. United King-
dom: This report is issued by Credit Suisse (UK) Limited and Credit Suisse Securi-
ties (Europe) Limited. Credit Suisse Securities (Europe) Limited and Credit Suisse
(UK) Limited, both authorized and regulated by the Financial Services Authority, are
associated but independent legal entities within Credit Suisse. The protections made
available by the Financial Services Authority for retail clients do not apply to invest-
ments or services provided by a person outside the UK, nor will the Financial Ser-
vices Compensation Scheme be available if the issuer of the investment fails to meet
its obligations.

UNITED STATES: NEITHER THIS REPORT NOR ANY COPY THEREOF MAY BE
SENT, TAKEN INTO OR DISTRIBUTED IN THE UNITED STATES OR TO ANY US
PERSON.

JAPAN: NEITHER THIS REPORT NOR ANY COPY THEREOF MAY BE SENT
TAKEN INTO OR DISTRIBUTED IN JAPAN.

Local law or regulation may restrict the distribution of research reports into certain
jurisdictions.

This report may not be reproduced either in whole or in part, without the written
permission of Credit Suisse. Copyright © 2010 Credit Suisse Group AG and/or its
affiliates. All rights reserved.

Zurich, 8 November 2010
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