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EY's attractiveness surveys

EY's attractiveness surveys are widely recognized by our
clients, the media and major public stakeholders as a
key source of insight on foreign direct investment (FDI).
Examining the attractiveness of a particular region or
country as an investment destination, the surveys are
designed to help businesses make investment decisions
and governments remove barriers to future growth. A
two-step methodology analyzes both the reality and
perception of FDI in the respective country or region.
Findings are based on the views of representative
panels of international and local opinion leaders and
decision-makers.
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Emerging Markets Center

The Emerging Markets Center is an EY Center of Excellence

that quickly and effectively connects you to the world's
fastest-growing economies. Our continuous investment in them
allows us to share the breadth of our knowledge through a

wide range of initiatives, tools and applications, thus offering
businesses in both mature and emerging markets an in-depth
and cross-border approach, supported by our leading and highly
integrated global structure.

For more information, please visit:
» emergingmarkets.ey.com

Follow us on Twitter:
» @EY_EmergingMkts
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Ready, set, grow

Our recurring India attractiveness survey gives us the chance to
take a close look at global investor interest in a country that is
poised to become the world's fastest-growing major economy this
year. Indeed, at a time when most mature markets are expecting
a rebound in growth and emerging markets are slowing down,
India’s developing economy is set to buck the trend.

In what we see as a strong endorsement of India’s potential, the
majority of respondents to our survey ranked India as the most
attractive destination in the world.

The country’s vast domestic market and its low-cost, skilled
labor market continue to be its most attractive features. But
as the survey bears out, the palpable positive shift in investor
perceptions, compared with the last edition of the survey
released in early 2014, is really an outcome of the new Indian
Government's proactive approach to growth, including several
measures to make doing business easier, though challenges
continue to be there.

Prime Minister Narendra Modi has visited about 30 countries
since May 2014, including India’s primary sources of FDI: the
US, Japan, Germany, China, Korea and Australia. Furthermore,
the improvement of India’s macroeconomic indicators — in part,
helped by declining oil prices — and ongoing efforts to revitalize
growth with various new initiatives — such as Make in India,
Digital India and 100 Smart Cities — have also offered new hope.

We've seen a sharp turnaround in FDI in 2014. After declining for
two successive years, investment in India has bounced back with
a 32% growth to US$25b - significantly ahead of the 7% growth
in FDI seen globally. Further, with FDI capital inflows of US$30.8b
during the first half of calendar year 2015, India has emerged as
the number one FDI destination in the world.

Several of our survey's findings are particularly interesting. First,
international corporations with a presence in India are far more
optimistic about the country’s prospects than those who are not
yet established in the country. Second, respondents representing
bigger organizations with annual revenues exceeding USS2b are
more upbeat about India than smaller organizations (with annual
revenue less than US$2b).



We've also seen manufacturing gaining momentum. Not only
has the manufacturing sector led FDI inflows during 2014 and
enhanced its share in total FDI investments, it also features
prominently in investors’ plans for the future. The Government's
Make in India program has garnered considerable attention in its
first six months. Three out of five investors considering entering
or expanding their presence in India over the next year say

they are looking at manufacturing for either the Indian or the
global market.

While traditional FDI hot spots, such as Mumbai, Delhi, Bangalore,
Chennai and Pune, continue to lead investment flows, new
destinations are also emerging in tier-two locations. Cities such as
Ahmedabad, Jaipur and Vadodra, are also seeing rapid growth.

To accelerate investments, our panel of more than

500 respondents highlights India’s chief priorities as improving
infrastructure, enhancing the ease of doing business, introducing
a uniform goods and services tax, improving labor laws,

initiating investor-friendly FDI policies and strengthening
dispute-resolution processes.

With the Government embarking on reform in its very first year
and India's macroeconomic indicators fundamentally strong,
investors have not been so upbeat in a long time. While the speed
of economic reforms may vary, particularly given the challenges
of India's multi-party democracy and legacy systems, the direction
is firmly set toward higher growth.

We would like to thank all the business executives, as well as
government leaders and EY professionals, who generously shared

their time and thoughts to help us with this study.

As always, we look forward to receiving your feedback.
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While the speed of
India’s economic
reforms may vary,
the direction is
firmly set toward
higher growth.
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Amitabh Kant

Secretary, Department of Industrial
Policy & Promotion (DIPP),

Ministry of Commerce and Industry,
Government of India

There is a new vibrancy in India, a new energy. We have opened
up all the major sectors to FDI and are the world's most open
economy. Every sector, except for multibrand retailing, is now
open. This has contributed to a 48% upsurge in FDI this year in
dollar terms.* | expect this to double next year.

The Government is determined to make India an extremely

easy and simple place to do business. Our first priority is to do
away with the many procedures, rules, reqgulations and red tape
built up over the last 60 years. Secondly, we need to introduce
consistency, predictability, transparency and clarity in all our
policies. This is especially urgent for taxation matters — although,
in cases where the tax department has been aggressive,

the judiciary has set things right. On several occasions, the
Government has emphasized the need for furthering a non-
adversarial tax regime. A special memorandum has also been
issued by the Central Board of Direct Taxation in this regard.
Today, | find the tax department far more receptive and positive.
Thirdly, India needs to develop world-class infrastructure.

1 "48% growth in FDI equity inflows after Make in India,”" The Department of Industrial Policy &
Promotion, Government of India website, dipp.nic.in/English, 15 July 2015.
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Determined
to enhance
India’s appeal

In terms of growth areas, infrastructure is a sector with immense
potential. Others include defense and aerospace manufacturing.
There are also huge opportunities in automotive design, assembly
and components, pharmaceuticals and food processing. We also
need to focus on labor-intensive sectors such as textiles, leather,
gems and jewelry.

Our Make in India initiative sets out to help India become a hub
for design, innovation and manufacturing. We have identified

25 sectors where India has core competencies to become a global
champion. We are driving one- and three-year action plans
across ministries so that we all work as a team to make India a
manufacturing destination.

Aided by measures taken in this year's budget, we will see India
become a nation of young innovators. | believe that India will see
a huge number of start-ups in both digital and manufacturing

in the years ahead, and that India will become a nation of job
creators rather than job seekers.

India has been a reluctant “urbanizer” but, over the next three
decades, 350 million Indians are likely to move into cities. The
Government, with its 100 Smart Cities Program, has a unique
plan to create 100 planned, sustainable and innovative smart
cities, driving growth and India’s ability to become a technology
leader. This will facilitate growth in both manufacturing and
services in urban areas.

Simultaneously, India needs a second green revolution in
agriculture, achievable by adopting global best practices. Only by
developing the services, manufacturing and agriculture sectors
will India be able to achieve the 9%-10% growth it is preparing for.
In my view, this will bring terrific opportunities for foreign
investors across the board.



A bright spot
among global
economies

In an environment where global growth has been modest, India
today stands as a bright spot among the global economies. The
impact of global developments on the Indian stock market has
been “transient and temporary,” and the fundamentals of the
Indian economy remain strong. The International Monetary Fund
(IMF) has projected a growth of 7.3% for India in 2015.

The results of the EY’s 2015 India attractiveness survey are a
strong endorsement of the Indian growth story and the policy
initiatives of the Government.

Administrative reforms, a simplification of approval processes
including online project approval and easier environmental
clearance procedures have already contributed to improved
business sentiment in India and an increase in the ease of
doing business.

The manufacturing sector is showing signs of revival, aided by the
Government's Make in India initiative, which was launched globally
on 25 September 2014. Policy initiatives towards unlocking coal

Dr. S. Jaishankar
Foreign Secretary, Ministry of External Affairs,
Government of India

and other mining activity, and the liberalization of FDI limits in

the railways, insurance and defense sectors have improved India's
medium-term growth prospects. FDI flows for fiscal year 2014-15
have already topped USS$44b.

The Ministry of External Affairs, through its 183 Indian
Embassies, High Commissions and Consulates, has been at

the forefront of promoting India as a business and investment
destination. Our diplomatic missions and posts are engaging

with potential investors and will continue to proactively assist the
investor community through briefings and seminars on the Indian
economy, provide updates on government policies and initiatives
aimed at increasing the ease of doing business.

We hope that readers will find the results of the EY’s 2015 India
attractiveness survey useful in making their assessment of India
and in firming up their investment decisions. The results of the
survey clearly underline both the strong economic fundamentals
of the Indian economy and India’s position as the most attractive
investment destination in the world.
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Number 1 FDI destination

India has emerged as the number one FDI
destination in the world during the first half of
2015. With FDI capital inflows of US$30.8b,
India has outpaced all other economies,
moving up to the premier position from being
in the fifth spot during the corresponding

India at the top

A leading 32% of the investors ranked India as the most
attractive market this year, while 60% placed the country
among the top three investment destinations.

Rank the three most attractive markets for investment in the
next three years (three possible answers)

India 60* period of the previous year.
China 47
Southeast Asia 38" 2014 Highlights 1H15
Brazil 27
; % % 680 &
NLortt.h 2mer{ca 82%1 FDI ri35e in +135%
atin America [ EXEENN projects projects FDI capital
Middle East 17% e ieeeerieeeerneeesnneenaeeand
Western Europe 12% Us$25b 32% L!S$91m
Northern Africa 11% FDI rise in hll_gDr;eCsatp(ietvaelr
Central Eastern Europe 10% investment  investment per project
Sub-Saharan Africa TE Ot L e
’ | 145,000 39" t221%
Japan 9% J FDI capital
total jobs additional

increase in
manufacturing

Russia 6"
Commonwealth of | % ) )
Independent States (CIS) First mention

Can't say J] 2* Total mentions [l

Source: EY's 2015 India attractiveness survey (total respondents: 505). p 41

created by FDI jobs

Source: fDi Markets, May 2015 and September 2015.

p.13, 39

Manufacturing leads

investment plans
Manufacturing has regained its share in
FDI capital flows in 2014, amounting to
approximately 46%. Investors are most
optimistic about the sector, with 62% of
those interested to expand or enter India
over the next year, saying that they plan
manufacturing activities.

Investors highlight improvements

Business leaders find India’s macroeconomic and political stability,
FDI policy and ease of doing business more attractive in 2015,
compared with EY’s 2014 India attractiveness survey.

Please rate the following parameters for investment in India
as very, fairly, little or not at all attractive. (Percentage of
respondents who rated the parameter as “very attractive” or
“fairly attractive™)

Labor costs Domestic market Macroeconomic
stability FDI capital (share)
2.6 2.8 )
ﬁ m-- = Strategic
82% 81% 76" 45.5 M Retail
I o e o o0
T Manufacturing

Labor skills Stable politicaland Research and M

social environment development W Services

2014 2013
Source: fDi Markets, May 2015.

i if)

76% % %
§ I 72 What is the nature of the business activity
I c: I o you are planning in India?
(Open-ended question — multiple responses)
FDI policy Ease of doing
business 16
% o= % - e -
i o o b E
2014 W Sales and
68% 67% Manufacturing  Services marketing

. .- e

Sources: EY's 2015 India attractiveness survey (total respondents: 505);
EY's 2014 India attractiveness survey (total respondents: 502). p 42

Source: EY's 2015 India attractiveness survey
(total respondents: 265 with overseas expansion plans,
who are considering entering or increasing existing
operations in India over the next year).

p.15, 49
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Make in India program: positive for
manufacturing

India in 2020: a promising outlook

Investors see India speeding up pace toward becoming one of the
world's top destinations for manufacturing, as well as a regional hub
for operations.

Within six months of its announcement, 55% of our survey's
respondents were aware of the Make in India program and 69%
of those who are aware of the initiative are likely to invest in

- 5
manufacturing in the next five years. How do you see India in 20207

: 2015 2014
. Among the top
. three growing 376 . 2%
% : economies in
7 1 . the world
55% awareness N | ,
Total among established : Among the world's '
awareness respondents . leading three -
'/j Y . destinations for
/ ) (1} . o
: 69 among those who are aware of : B CIEE :
of the program are likely to invest in : ; |
manufacturing in the next five years . A regional and 9%
. global hub for 2 -
Source: EY’s 2015 India attractiveness survey (total respondents: 234, : operations
established in India: 173). .
Note: The question on awareness of the Make in India program . ) )
was asked to respondents from manufacturing-related sectors, ¢ Source:EY's 2015 India attractiveness survey
with overseas expansion plans. p.16 . (respondents: 250, asked to half of the sample). p.53

Reforms expected to drive growth

A number of recent government reforms are well received by investors, who expect them to increase India’s FDI attractiveness
significantly.

What impact do you think the following recent reforms by the Indian Government will have in attracting FDI?
(Percentage of respondents who rated the reform as “very significant” or “somewhat significant™)

Investment and administrative reforms

Investment in infrastructure projects and 100 Smart Cities 89*
Schemes on financial inclusion and Digital India D 83
Legislation for land acquisition D 75
Reforms to permit FDI in insurance and defense D 1

Tax-related reforms

Corporate tax rate reduction from 30% to 25% in next four years || NN NN 83
Implementation of Goods and Service Tax (GST) by 2016 D 81

Favorable tax regime for real estate investment I 78"

trusts and alternate investment funds

Reduction in tax for royalty and fees for technical services (FTS) | NN U ' 7
Deferment of General Anti-Avoidance Rules D 65

Source: EY's 2015 India attractiveness survey (total respondents: 505). p_5]_

Priorities for action: infrastructure is key

More than two-thirds of In your opinion, what should be the three priority measures for improving India’s investment climate?
international investors
highlight the need for
India to improve its

infrastructure, making

66" 47" 44" 31% 31

it the highest priority . Improve Enrjance ease Strean}llne Simplify Impl.ement

. . - infrastructure of doing business taxation labor laws economic reforms
for improving India’s and transparency
investment environment. Source: EY's 2015 India attractiveness survey (total respondents: 505). p.56
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Economic outlook

Improving fundamentals

Global growth is showing mixed trends. Advanced
economies are picking up and emerging economies
are somewhat slowing. India, however, is poised to
become the world's fastest-growing major economy in
2015, overtaking China. Stabilizing fundamentals and
improved sentiments have enhanced India’s prospects,

even as growth in China has slowed. India also has a
demographic advantage, with 18% of its population
in the 15 to 24 age group. In the next 30 to 40
years, these young people will provide a dynamic and
productive workforce, enabling faster growth.

India at a glance GDP growth (%)
10.0 Forecast
GDP (2014) USs$2.0t ¥
8.0
——— India*
Population (2014) 1.26b 6.0 o
World average B china
40 GDP growth rate 3.5%
GDP growth average ¢ TN T @oie . M us
(2011-16) .
2.0 ———— M Eurozone
IS
0.0 ¥ Japan
-2.0 B Brazil
FDI capital 2014) USS$25b
4.0 B Russia
2011 2012 2013 2014 2015 2016

*For India, data corresponds to the financial year, starting in April and ending in March. Growth rates for FY13 onward are at new base year
of FY12 (methodology for India’s GDP calculation has been revised to market prices as per international standards).

Sources: International Monetary Fund (IMF), World Economic Outlook, October 2015.

India’'s economic fundamentals have improved

Inflation comes under control ...
Inflation (%)

11.3% o
0 .
10.9% g gy 10-8% 5% — WPI

a.1% 5:3% 5.1%

... triggering monetary policy easing

Repurchase rate (Repo rate) (%)
8.0 8.0 8.0 8.0 8.0 8.0

In 2015, repo rate has
been lowered three times.

0.3% N\
1.8% 2.4%

1Q13 2Q13 3Q13 4Q13 1Q14 2Q14 3Q14 4Q14 1Q15 2Q15

The current account deficit (CAD) is contained ...

CAD (% of GDP)
4.6

™ () ™M ™ < < < < n L
~— — — — — — — — — n
o (e} o (¢} o (s} s} S (¢} =
— \ () < — [\ (72) < — 8

Source: Reserve Bank of India (data as on 22 July 2015).
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Jul 14
Aug 14
Sep 14
Oct 14
Nov 14
Dec 14
Jan 15
Feb 15
Mar 15
Apr 15
May 15
Jun 15

... and foreign exchange reserves are rising*

USShb
355
341

293 oo 206 304
276

1013 2013 3013 4Q13 1Q14 2Q14 3014 4Q14 1Q15 2Q15

*Foreign exchange reserves as on quarter ending date.



Encouraging foreign investment

The Indian Government'’s reforms are designed to benefit foreign investors in two ways:

ey.com/attractiveness

Remove the need to obtain government approval for investments (called the automatic investment route)

Increase the size of stakes that foreign investors are allowed to buy

«t

Construction
— 100%

FDI permitted

under an automatic

route in construction
development

» Minimum floor area reduced

from 50,000sgm to

20,000sqgm

» Minimum capital
requirement reduced from

USS$10m to USS5m

» Relaxed exit rules, wherein
the Government has
removed the three-year
lock-in period restriction

» Boost liquidity in

Defense

N

__ Upto49%
stake allowed,
subject to
government
approval
(up from 26%)

> Indian single ownership of
controlling 51% no longer
required

> Lock-in period of three years
on equity transfer removed

» Equity holding greater than
49% permitted for
‘state-of-the-art technology’
on Cabinet Committee on
Security (CCS) approval

v

> Facilitate technology

Insurance

Foreign ownership
ceiling raised to

// =/ — 49%, from 26%
o

» Automatic trigger of higher
FDI limit in the pension
sector, as the clause under
the Pension Fund Regulatory
and Development Authority
Act (PFRDA) stipulates a
similar foreign investment
limit for the pension sector
as for the insurance sector

> Access to funds for

Railways

DR

100%
ownership
allowed under
an automatic
investment
regime for:

» Construction, operation and
maintenance of suburban
corridor projects —
public-private partnership (PPP)

» High-speed train projects and
dedicated freight lines

» Rolling stock, locomotive or
coaches manufacturing and
maintenance

» Electrification and
signaling systems

» Mass rapid transport systems

v

> Help modernize and

ions

cash-strained
insurance firms from
overseas partners

transfer and reduce
heavy burden of
imports

debt-laden sector expand railway projects

t

» Boost infrastructure and
job creation

» Encourage PPPs

> Attract funds in
affordable housing sector

Potential
lica

imp

Sources: DIPP, Government of India.

A buoyant today and tomorrow

Today Tomorrow

&
do

(S

GDP growth: 2.5 times
in the past 15 years

29

L 4

90 0

m

Youngest
country in the
world by 2020,
with median

age of 29

100 million new
manufacturing jobs
through the Make in India
program by 2022

GDP per head growth: 3.3 times
in the past 15 years

65 million new g

Foreign exchange reserves
growth: 7 times in the past 15 years

houses by 2022 "
Indian e-commerce market
toreach US$43b in the middle-class

next five years Indians by 2030 »*"

@,___.-“" -

475 million

Third-largest economy
in the world

by purchasing-power parity
after the US and China

Sources: Oxford Economics Database; United Nations Conference on Trade and Development; World Bank; IMF;
EY Rapid Growth Markets Forecast, EY, July 2014; Nomura's India Internet Report.
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Economic outlook

Reforming the business environment

India’s new, pro-reform Government has launched a slew of initiatives designed to encourage investment, including FDI. Prime Minister
Narendra Modi aims to transform India’s ranking in the World Bank's Ease of doing business ranking from 142 out of 183 economies
to 50th place within three years. The Government also aims to reduce the time taken to register a business to 1 day - from

27 days today.’

Reforms bequn Reforms to come

E-auction over discretionary allocations J

» The Government has moved to e-auction natural resources rather than
discretionary allocations, which will lead to the efficient utilization of
resources and better price discovery.

Doing business made easier «

» The Government has taken several steps to ease doing business
for companies, including the removal of minimum paid-up capital
requirements, the elimination of filing declaration of commencement
and single-step incorporation of companies.

Expediting regulatory consents J

» The Government launched an “e-biz" portal that integrates
14 reqgulatory permissions in one place to facilitate easy approvals.

Controlling insolvency and bankruptcy J

v

To address the problem of insolvency and bring stability to India's
banking system, the Government has amended The Payment and
Settlement Systems (Amendment) Bill, 2014.

Stamping out tax avoidance J

» The Government has set up a law to slash back black money and
toughened the rules for undisclosed foreign income and assets
parked abroad.

Increasing investment in real estate and infrastructure J

» The Government has created two trusts: real estate investment trusts
(REITs) and infrastructure investment trusts (INViTs), which will facilitate
pooling of investments, tax pass-through and easy exit options.

New framework to revamp public sector banks J

» The Government launched the Indradhanush program to improve
the state of public sector banks. It includes seven elements —
appointments, board of bureau, capitalization, de-stressing,
empowerment, framework of accountability and governance reforms.?

Revisiting the environmental laws /

» A four-member committee has been formed to modernize laws related
to the protection of the environment, forests, wildlife, water and air.

Key reforms > Action

Introduce GST

» To simplify the tax structure, the Government is
aiming to launch GST in the beginning of April 2016.
The new code will create a single tax for all goods and
services across the country.

Rationalize corporate taxes

» The Government plans to reduce the corporate tax
rate over four years (beginning in FY17) from
30% to 25%, with the phase-out of industry-specific
exemptions. The rate reduction is likely to be
accompanied by the withdrawal of tax exemptions.

» The Government will amend the Income Tax Act to
ensure that Minimum Alternate Tax (MAT) provisions
are not applicable to a foreign company that does
not have a permanent establishment in India and is a
resident of a country having a double taxation
avoidance agreement (DTAA) with India. The act will
be amended with effect from 1 April 2001. If the
company is the resident of a country that does not
have DTAA with India, MAT will not be applicable if
the company is not required to seek registration
under certain sections of the Companies Act 2013.

Financial inclusion

» The Government plans to implement “Jan Dhan,
Aadhaar and Mobile" (JAM Trinity) to enhance the
efficiency of direct transfer schemes and provide
support to poor households.

Facilitate land purchases via a new law

» To make transparent and easy land acquisition,
the Government introduced a land acquisition bill in
Lok Sabha on 24 February 2015, which was passed
by Lok Sabha on 10 March 2015. However, it was
not ratified by the upper house. The bill is now
pending before a parliamentary standing committee.

Reform labor laws

» The Government is keen on merging 44 labor laws
into 4, to simplify rigid labor laws. In this regard, a
few states, including Rajasthan, Madhya Pradesh and
Maharashtra, have already initiated some steps.

a
“Govt launches mission ‘Indradhanush’ to revamp PSU banks" Business Standard website, 14 August 2015, business-standard.com, accessed 13 September 2015.
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“Govt sets deadline of six months for rolling out Direct Tax Code and GST," India in Business, Government of India website, 22 October 2014, indiainbusiness.nic.in, accessed 3 September 2015.
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Think about what
India might add to
your global business
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How has India evolved as an attractive
investment destination and what

do you notice when talking to

global investors about India as an
emerging market?

There's no doubt that interest in India has increased.
In part, this is due to challenges in some of the other
BRICs and high-growth markets. More significantly,
investors increasingly see the potential and
understand the fundamentals. The new Government
has both generated interest and improved the
investment climate.

What do you believe are India's key
strengths that drive investment?

Many commentators focus on the size of the
population. This is clearly a great asset, but

it does not reflect the true potential. The people

I meet in India are well educated, ambitious and
entrepreneurial. Yes, there is a rapidly growing
middle-class, but it is the quality of the people that is
even more impressive than the quantity. In addition
to the talent pool and size of the consumer market,
India's many world-class businesses that are adept
at creating markets and innovating industries greatly
contribute to its appeal.

What should be the focus areas for
India to become a top manufacturing
hub in the coming years?

| would suggest investment in infrastructure is a
key priority. Alongside this would be accessing
technology through acquisitions and partnerships.

What would you advise foreign
companies about succeeding in India?

It is important to have a good advisor; somebody
who really understands the market, including the
legal and reqgulatory environment. Spend time in
India, absorb the energy and the culture. Think
about your business in the Indian market as well as
what India might add to your global business.

EY's attractiveness survey India 2015 Ready, set, grow 11



680

FDI projects in 2014,
creating 145,000 jobs

USS$S25b

of foreign investment
pledged in 2014

62%

rise in FDI capital into manufacturing

22%

of FDI capital from US-based firms

On a
growth
trajectory

13
FDI in India: V-shaped
recovery

15

Make in India gains
momentum

20

Manufacturing on the rise

24

Services maintain
uptrend

31
India’s top FDI

destinations

34

India's emerging locations

37

New investors jostle

39

1H15 update: India
emerged as the top
FDI destination



ey.com/attractiveness

FDI in India: V-shaped recovery

Number of FDI projects

975

2009 2010 2011 2012 2013 2014
Source: fDi Markets, May 2015.

A two-year decline in FDI projects and
inflows to India reversed in 2014. Though
still far below the 2011 peak, the number
of FDI projects rose 37% in 2014, with

a proportional increase in jobs created

by FDI. The upturn marks a significant
change from 2012 and 2013, when slow
economic growth, regulatory hurdles, lack
of transparency and policy paralysis had
deterred investors.

Investor confidence in India has been
strengthened by improving economic
growth and investor-friendly moves by
the new Government. But investors have
generally been cautious. In 2014, the
average project involved an investment
of US$37m, compared with US$40m
in 2012 and US$53m in 2010.
Investors are positive but wary and
keen to see real improvements in the
business environment.

The uptick in FDI projects into India
contrasts with a 3% slide in the number of
FDI projects worldwide, while it outpaced

the 17% rise across the Asia-Pacific region.

FDI capital
(USSb)

Jobs created by FDI

254 ‘

(thousands)

52.8

2009 2010 2011 2012 2013 2014

2009

2010 2011 2012 2013 2014

FDI growth in the world
FDI growth (2014 vs. 2013)in %

Latin America

and the Caribbean

[ Capital M Projects
Source: fDi Markets, May 2015.
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How are global investors responding to
the Make in India program?

The program, designed to make India a global
manufacturing leader, has stirred interest among
global investors, witnessing agreements with China,
the US, Germany and other countries during the
Prime Minister’s visits. But success will stem from a
comprehensive manufacturing strategy that focuses
on import substitution and exports, as well as on
meeting domestic consumption.

Which sectors are best placed
to benefit?

All manufacturing-led sectors, including automotive,
technology, pharmaceuticals, telecommunications
and defense, can expect to benefit. But the broader
aim is to drive the economy to the next level of
growth, so extractive industries and services

should also flourish in the years ahead, driven by
manufacturing demand. Infrastructure and financial
services will need to develop in tandem, making
these sectors ones global investors should watch
out for.

EY's attractiveness survey India 2015 Ready, set, grow

Make in India set to be
a game changer

What reforms should the Government
consider to strengthen Make in India?

The Government has announced several measures
to facilitate manufacturing. Cutting corporate tax
rates and deferring the General Anti-Avoidance
Rules (GAAR) are helpful, and enhanced fiscal
incentives for building big modern plants will make
manufacturing in India competitive. Reducing
logistics time and cost through port modernization,
building dedicated freight corridors, introducing
business-friendly labor policies, and providing land
and power at competitive prices will enhance India’s
competitiveness. Steps taken toward a stable,
non-adversarial tax regime can also help attract and
retain businesses in India.

Success can only be achieved if execution is
tightly monitored. Due importance also needs to
be given to the role of the private sector. Fostering
entrepreneurship and backing investment in
technology and innovation with a business-friendly
regime would help ensure sustained

long-term success.

The introduction of GST will make Indian
manufacturing more competitive. What
should the Government keep in mind
when designing it?

Reducing the cascading effect of taxes by providing
seamless credit for input taxes is essential to cut

product costs and enhance India's manufacturing
competitiveness.
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Make in India gains momentum

FDI in India by activity

FDI projects (share) FDI capital (share)

6.6 6.0 4.2 2.7 2.8 2.6
ey = B
28.2 ‘~
24.3 23.8

45.5
37.0

2012

2013 2014
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45.5

2014

Jobs created by FDI (share)
3.1 3.5 2.1

B

B
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Strategic

44.3 M Retail
Manufacturing

W Services

2012 2013 2014

Retail includes retail, construction, recycling and extraction. Strategic functions include headquarters, education and training centers, and R&D centers.

Source: fDi Markets, May 2015.

After a steep fall in 2013, FDI in manufacturing grew at its fastest
in seven years. In 2014, investors announced plans to invest

a total of USS11.4b in 192 FDI projects, creating more than
67,000 jobs. Manufacturing contributed the highest share of

FDI capital and jobs created. Investors from the US, Japan and
Germany have increased their pace of investment.

The upsurge coincided with the launch of the Make in India
program to promote manufacturing in the country. It has also
enhanced transparency by auctioning coal and power licenses,
and has relaxed constraints on FDI in key sectors. Meanwhile,
several states are moving ahead with labor law reform. In its
latest Union Budget, the Government also allocated significantly
more funds to infrastructure, a move it hopes will also lift
manufacturing-related investments.

FDI inflows in manufacturing
grows the fastest

Growth in FDI capital (%) 62%
31%
26%
e e
-14%
-19%
48 25th
-50% -51%
2012 2013 2014

M Strategic functions
M Retail

Manufacturing
M services

Source: fDi Markets, May 2015.
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Reality On a growth trajectory

Make in India: a doorway to business opportunities

Make in India is the Indian
Government's flagship program,
intended to help turn India into
a global manufacturing hub. It
aims to:

actions, including those outlined below.

» Promote the manufacturing
of low-cost, eco-friendly and
zero-defect products 3

Foster innovation

v

v

Enhance skill development 4

v

Protect intellectual property

Build best-in-class
manufacturing infrastructure

v

In support of the Make in India initiative, the Government has embarked on a series of

1 A new trade policy: export and import taxes on small volumes of goods have
been abolished, and incentives have been introduced for export-oriented
units (EOUs) and export processing zones (EPZs).

2 New labor laws: these include a “single-window" labor compliance process
for companies, simpler Provident Fund (compulsory employee insurance and
pension) procedures and a new inspection scheme.

Simplification of requlatory compliance: to make doing businesses easier,
companies can now obtain environmental approvals and licenses online.

Improvement of its resource management program: India has ample
reserves of natural resources, including bauxite, coal and iron ore, that can
fuel its manufacturing ambitions. The Government is taking steps to ensure
they are used more efficiently. It concluded several coal block auctions in
early 2015, enabling companies to access these resources. The Government

is also encouraging solar and wind renewable power generation projects.

5 Focus on skill development: to ensure workers have the right skills, the
Government launched its Skill India initiative to help the development of
manufacturing. The initiative will train over 500 million young people by

2020 to make them more employable.

Source: Make in India website, makeinindia.com, accessed 22 June 2015.

Make in India strikes a chord with existing investors,
but needs to increase awareness among those not

present in India.
Yes
a @ H No
55% 71* 76*

Established Revenue greater
than US$2b

Are you aware of the
Indian Government's
Make in India program?

Total

Those aware are more upbeat about expansion plans

Likely

69"/ QO Unlikely

Respondents who are
aware of the Make in India
program (n= 129)

How likely are you to
expand or relocate
your manufacturing
facilities to India in
the next five years?*

54

Companies related to
manufacturing sectors, with
overseas expansion plans (n= 234)

Source: EY’'s 2015 India attractiveness survey.

Note: the question on awareness of the Make in India program was asked to respondents from companies
related to manufacturing sectors, with overseas expansion plans; 234 respondents, established: 173,
non-established: 61; Companies with revenue greater than US$2b: 102.

*Remaining responded “Can't say.”
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Within six months of its announcement,
55% of our survey's respondents were
aware of the Make in India program.
However, there is a need to create visibility
for the campaign among non-established
players, as only 10% of those without a
presence in India were aware of it.

Prime Minister Modi has sought to promote
the Make in India program overseas and
has visited more than 25 countries,
including the US, Japan, Germany, China,
Korea and Australia (by July 2015),
securing significant commitments.

Overall, 70% of respondents from
companies with revenue above US$2b
said they plan to expand or relocate
manufacturing facilities to India in the next
five years.



ey.com/attractiveness

Key commitments

Australia

> Five agreements in place, including a civil nuclear deal to sell
uranium to India

Making it in India

Canada

» US$1.4b committed by Canadian and Indian companies

» 16 commercial agreements signed in defense, energy, mining
and infrastructure

- China

*> Plans to invest over US$20b in India's infrastructure over
the next five years

BB rance

» Commitment for over US$2.2b to help in building three smart cities,
including Puducherry and Nagpur

B Gcrmany

» Specialized mechanism for German companies to do business
in India

| @ ] Japan

> US$35b in Indian infrastructure projects
> US$4.5b in Delhi Mumbai Industrial Corridor

South Korea

> Plans to invest US$10b in India for infrastructure-related projects

= uAE

> Plans to elevate relationship to a comprehensive strategic
partnership in major areas such as trade, investment, defense,
security, maritime security and intelligence sharing

> Propose to invest US$75b in India

> Bilateral trade of US$100b expected from bilateral
investment treaty

> US$42b over the next two to three years

Source: Government of India website, accessed 3 September 2015.
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Taking a long-term
view is vital

The BMW Group has always looked towards India with a
long-term perspective, and our strategy is based on an
inclusive approach. If you want to benefit from the dynamics
of the Indian market, you need to act today.

According to our “Production follows the Market"” approach,
we took a bold step in our Asia strategy. We established

the BMW India headquarters in Gurgaon, the BMW plant in
Chennai, a training center in Gurgaon and a parts warehouse
in Mumbai. We have continued to build our operations in
India in a systematic way. To date, the BMW Group has
invested over INR4.9b (US$82m) in BMW India.

BMW Group India has constantly increased the number of

its locally produced car models. Presently, the plant locally
produces eight car models and has an annual capacity of
14,000 units. BMW India has a network of 39 sales outlets in
the Indian market, and this will be increased to 50 outlets.

The BMW Group has further strengthened its commitment
to the Indian market by participating in the Make in India
initiative. The level of localization at the BMW plant in
Chennai has been increased to as much as 50%. Strong
localization benefits BMW in terms of cost optimization and
value addition. At the same time, it creates business and
profitability for our suppliers, resulting in a win-win situation.
Additionally, the International Purchasing Office (IPO) in
Gurgaon identifies and assesses potential suppliers in India
for sourcing production material (components) as well as IT
and engineering services to the BMW Group International
Production Network.

In my experience, India can compete with the best global
players when it comes to quality and cost efficiency.

The Make in India initiative is a very positive step by the
Government toward encouraging business in India. India is
a growth market and presents huge opportunities both in
terms of demand and supply. The initiative has created a

18 EY's attractiveness survey India 2015 Ready, set, grow

certain positive vibe in the business environment. Businesses
are ready to take this forward and now need to be supported
with on-ground facilitation. The availability of the right
resources, manpower and skills is present. We believe

that policies promoting ease of doing business will further
enhance India’s viability as a global business destination

and will attract new investors toward setting up operations
here. At the same time, existing investors will rethink before
shifting and outsourcing operations to other countries.

A stable, consistent and transparent tax regime and

policy framework helps businesses to create and
implement a long-term strategy leading to sustainable and
profitable growth.

The Indian market has witnessed tremendous growth in

the last decade. Though the Indian luxury market is still

at a nascent stage, it has immense potential with rising
purchasing power, growing aspiration for luxury brands and
evolving lifestyles. Considering that India has a population of
over one billion, there is more potential for growth.



All phones sold

In India to be
made in India

India is a thriving country with a large population that is
still very young and adopting smartphones at a fast pace,
which leads to amazing opportunities for innovation in
mobile internet. IDC predicts that, by 2017, India will
overtake the US to become the second-largest smartphone
market globally. The start-up scene is also growing rapidly,
and venture capitalists are starting to take note of the
immense potential in the country. Xiaomi wants to be

an important player in this process as a hardware and
software technology vendor, an internet services provider,
an e-commerce business and a major investor in the local
start-up ecosystem.

Digital India makes doing business in India much more

convenient and opens up a whole new world of possibilities.

India is an extremely important market for us, and
manufacturing is just one of the ways of showing our
commitment. We plan to have a whole suite of Mi services
available to fans in India, and have already started to
invest time and manpower to make this happen. India is
the first global market outside of China to enjoy our Visual
IVR feature on the Mi user interface, saving time for users
when navigating interactive voice response systems during
customer service calls. Xiaomi launched Mi 4i, which was
customized for Indian consumers, and also announced
features on our MIUI software that specifically cater to
local needs.

Viewpoint

The Make in India program has played a critical role in
kick-starting local manufacturing. It has given rise to
initiatives that are designed to facilitate investment,
foster innovation, enhance skill development, protect
intellectual property and build best-in-class manufacturing
infrastructure. This means that the various government
departments respond even faster, making the process
of kick-starting local manufacturing much easier. This
has helped to motivate companies like ours to invest in
India with local R&D and local manufacturing, among
other efforts.

By responding to the Make in India program and
manufacturing in India, we will reap the benefits of
streamlining our supply chain, resulting in working capital
savings. It also means that we are woven into the fabric of
India and can come closer to consumers in India.

We are already assembling handsets locally in Andhra
Pradesh, with components being imported as the mobile
component manufacturing ecosystem does not currently
exist in India. We do believe that this will change over
time as the mobile handset component manufacturing
ecosystem here evolves. When that happens, Xiaomi will
certainly be open to sourcing components locally. It is our
long-term plan to have all phones sold in India to be made
in India.
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Reality On a growth trajectory

Manufacturing on the rise

The year 2014 witnessed a spike in FDI capital in the manufacturing sector, particularly in automotive,
aerospace and cleantech. Infrastructure investments declined, on the other hand, as high debt and interest
rates concerned investors. Services remained robust, particularly looking at financial services, which
accounted for the highest FDI capital share in 2014, witnessing 120% YQY increase in FDI capital.

Manufacturing

| 13%
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RN
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Source: fDi Markets, May 2015.
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Industrials

Includes machinery, tools, textiles, rubber, wood products,
printing and packaging

The Government's top priority efforts on infrastructure provision
are expected to drive industrial machinery demand, particularly
from mining and metals, underpinning the growth of industrials.
The Government's target of building 30 kilometers (km) of road
every day (from 11km today) for the next two years will lift
demand for heavy infrastructure, construction equipment and
materials.’ Power for all, aimed at ensuring 100 gigawatts (gw) of
clean energy by 2022 (making India one of the largest solar power
producers in the world),* and the country’s rapid emergence as

a leading consumer of materials such as paper and rubber, can
further reinforce the pace of industrial growth.

Looking ahead, manufacturers will need to focus on containing
costs and managing risk, while concerns about power shortages,
the cost of power and the availability of skilled labor will need to
be addressed to maintain the momentum.

2014 vs. 2013 2014
40% 91
in FDI projects FDI projects
| 3% 15,680 jobs
in FDI capital created by FDI
- 41% Share of US$1.5b
in jobs FDI capital ~ FDI capital
Top sources (2014) Top destinations (2014)
s 3
1 US (CN 1 Bengaluru /
28.5% \—/ 17.6% -
yo
2 Japan @ 2 Chennai

16.7% '/

‘/ FDI capital (share)  Arrows depict increase or decrease (2014 vs. 2013).
Source: fDi Markets, May 2015.

OBO Bettermann opens its maiden
manufacturing facility in 2014

OBO Bettermann, a Germany-based electrical cable
management systems and products company, plans to
increase its investment to USS32m in India by 2017. The
company has its presence in 60 countries, with an annual
turnover of USS550m. The company has made India its
manufacturing base owing to its geographical proximity
with Sri Lanka, Bangladesh and the Middle East, which

make exports easy. In India, it has already established a
state-of-the-art manufacturing facility near Chennai and has
further plans to open a testing and development center.

Source: “OBO Bettermann opens its maiden manufacturing facility,” Auto
components India website, 1 December 2014, autocomponentsindia.com,
accessed 3 September 2015; “OBO Bettermann plans more investments in
India," The Business Standard website, 9 October 2014, business-standard.com,
accessed 10 July 2015.

3 "Roads and Highways," Ministry of External Affairs, Government of India website, 20 June 2015,
mea.gov.in, accessed 3 September 2015.

4 "US may help Narendra Modi Government achieve target of 100 gigawatt of solar power,”
The Economic Times website, 23 January 2015, economictimes.indiatimes.com,
accessed 14 April 2015.
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Consumer products

Consumer preferences are changing in India and awareness

of international brands is strengthening. Government moves

to facilitate investment inflows into this sector (relaxation of

FDI limits in retail) and the proposed unified GST are expected

to amplify investor interest. Other recent policy changes also
help, including a lower customs duty on 22 components used in
premium consumer electronic products and the removal of import
quantity caps.’

Nonetheless, consumer product companies planning to enter
India must consider that consumer dynamics, distribution and
supply chains are often very different to those elsewhere.

2014 vs. 2013 2014
42% 74
in FDI projects FDI projects
B 23% 23,563 jobs
in FDI capital created by FDI
- 46% Share of US$3.6b
in jobs FDI capital  FDIcapital
Top sources (2014) Top destinations (2014)
o .
1 UAE (C 1 Hyderabad (@
40.2% > 10.8%
2 US @) 2 Mumbai

(W ((H))
23.5% \—/ 7.4% \ifj,//

‘J/ FDI capital (share) Arrows depict increase or decrease (2014 vs. 2013).
Source: fDi Markets, May 2015.

Mondelez investing US$ 190m to create
largest plant in Asia-Pac

Mondelez India is part of US-based Mondelez International.
Its presence in India was formed as Kraft Foods acquired
Cadbury India in 2010, and then changed its name to
Mondelez India in 2014, as part of a transition process
initiated in 2012. Cadbury, now Mondelez India, has been a
chocolate category leader in India for over six decades and
has diversified into beverages, biscuits, 