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European Portfolio Strategist
Welcome to Planet QE = Align With Liquidity

Doves drive done deal — Citi economists continue to expect QE to be announced
on 22™ January by the ECB. This should include a programme to purchase
sovereign debt. Size likely around €600bn. Welcome to planet QE, Europe.

Doing nothing is not an option — The ECB needs to arrest the drop in inflation
expectations. As ECB President Draghi noted in his December press conference,
“not pursuing its price stability mandate would be illegal”.

What will QE do — Our economists expect QE to help stabilise/improve inflation
expectations and to have a positive impact on financial conditions and hence GDP
in coming quarters. QE, to us, is therefore akin to a nominal GDP (and EPS) put.

Previously on Planet QE — In the 3m ahead of previous QE announcements, risk
assets = negative returns vs +30% average equity returns post-announcement.
Financials should do better after than before vs Defensives the other way round.

QE strategies — We see 4: 1) extending search for “reasonable and secure” yield
= equity asset class, eg European DY above BBB and most 10-year government
bond yields for first time in 50 years & UK equities never cheaper vs US gilts in 100
years & = Insurance, Telecoms, Banks, Autos, 2) spread squasher, eg High Yield
credit, 3) nominal GDP put beneficiaries = operating leverage, Cyclicals/Financials
over Defensives, pick-up in de-equitisation and 4) stocks with FX kickers.

Big debate/spread squasher — European sectors are trading with the widest
valuation spread (on price/book) in the last 30 years, apart from 1999-2000. Value
spreads usually normalise, but few investors are willing or able to be contrarian and
value opportunities (Financials, Commodities, Utilities) carry various visible risk. We
back ECB over OPEC to deliver a supportive macro environment and so continue to
prefer Financials to Commodity sectors. But, at some point this year it is not
impossible that QE is delivering improving macro (real or expected) and commodity
prices are stabilising. Then, it could get interesting...

Align with liquidity via barbell strategy — In a QE world/region, investors should
align with liquidity. This is why we are running a barbell strategy. Both ends of the
barbell attempt to combine attractive fundamentals with liquidity support/optionality
from ECB QE (top-down liquidity) or from corporate re-leveraging (bottom-up QE).
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Welcome to Planet QE = Align With Liquidity

An oil price collapse. A shock move from the SNB driving one of the world's largest
equity markets down c15% in 2 trading sessions (CHF). Negative yields for 5-year
German/Japanese and 10-year Swiss government bond yields.

It has been a highly-charged start to 2015, and all of this ahead of likely ECB QE
announcements next week. This report focuses on what ECB QE means for
investors amongst the pick-up in volatility more broadly across financial markets.

Previous QE episodes have been positive for risk assets, with equity returns
averaging 30% in the 7 QE programmes since the 2008-09 financial crisis. We
expect ECB QE also to be supportive for risk assets. Additionally, we continue to
expect QE to extend the search for “reasonable and secure” yield in European
equities. If ECB QE is an effective nominal GDP put, as we expect, then the
investment case for operating leverage, Cyclicals/Financials over Defensives and
de-equitisers is enhanced, in our view.

But, investors should also ask themselves whether ECB QE could help to narrow
extreme intra-market valuation spreads. It has historically paid equity investors to
raise exposure to cheap sectors when spreads have been wide. This would now
suggest owning Financials, Commodity sectors & Utilities. Few investors are
positioned this way at the moment.

Overall, we think that in a QE world/region, investors should align with liquidity. This
is why we are running a barbell strategy. Both ends of the barbell attempt to
combine attractive fundamentals with liquidity support/optionality from ECB QE (top-
down liquidity) or from corporate re-leveraging (bottom-up QE).

Don't fight the Fed BekE Bed ECB

Citi's European Economics team expects QE to be announced on 22" January.
This will include a programme to purchase sovereign debt. The continued drop in
medium-term inflation expectations (Figure 1, Figure 2) and the need for the
Eurosystem to increase its balance sheet size (Figure 3) restrict the number of
credible alternative policy options, according to our economists.

Figure 1. Euro 1-year Inflation Swaps, spot and forwards Figure 2. SPF: Aggregate probability distribution: 5Y HICP
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Our colleagues have €600bn as their baseline for ECB QEL, but they also suggest
that this will not be the last QE programme that the ECB announces in the next
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couple of years. Please see ECB QE: Done Deal, But Details Uncertain for the
latest report from Citi economists on likely events next week.

Figure 3. Eurosystem — Eligible Market Assets, €bn, 2Q-14

. Other Marketable

Asset-Backed___
Securities
5%

Corporate_————
Bonds
10%

Covered Bank ’

Bonds \
10% N
Uncovered_~ )
Bank Bonds
16%

Source: ECB, Citi Research

Assets

9%

Figure 4. Euro-system Total Assets Including Projections (€ bn)

Total 3,500 €N
outstanding =
€14,053bn
3,000
Central
______,._Govern_rr_lent 2.500
Securities
47%

2,000

= \ith EUR500bn of TLTRO and EUR400bn of
ABS/covered purchases

1,500 -
- Regional == == ojncluding additional EUR600bn of asset
Government purchases from December 2014
Securities 1,000 ‘ ‘ ‘ ‘ ‘ ‘
3% 2010 2011 2012 2013 2014 2015 2016

Source: ECB, Citi Research

ECB'’s primary objective is to help the ECB deliver on their (inflation) mandate. Not
doing anything “would be illegal”, according to ECB President Mario Draghi,
reflecting comments he made during the December press conference.

Our economists expect the ECB’s efforts to help to stabilise/improve inflation
expectations over the next few quarters and to also have a positive impact on
financial conditions, especially through normalising NFC corporate loan spreads
across the Eurozone, inflation expectations and asset prices (eg house prices).

Figure 5. Citi Euro Area Nominal GDP Growth, 2014-16E

Figure 6. Dollar/Euro and WTI Brent
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The positive correlation between financial conditions and GDP growth suggest that
ECB QE amounts to an effective nominal GDP growth put, in our view. Indeed, our
economists think that 2014 marks the low point for nominal GDP growth in the Euro
Area and from a modestly higher 1.5% this year (1.2% GDP growth, 0.3% CPI)
nominal GDP growth is likely to rise above 3% in 2016. This would clearly support
the growth in EPS, expected by analysts.
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This pick-up in nominal GDP has 3 big supports: 1) QE’s positive impact on
financial conditions and a c1% net gain to nominal GDP over 2-years as modeled
by our economists, 2) euro depreciation, especially vs US$; our colleagues in the
Asset Allocation team expect euro/US$ parity in 1H16 which implies significant
further weakness from current levels, and 3) sharply lower oil prices, which while
disinflationary in the near-term should help support consumption through the
coming quarters; additionally, GDP growth tends to rise more sharply in years with a
fall in CPI, according to recent analysis by our economists, which suggests that low
CPI in 2014-15E should help higher GDP growth both this year and next.

Previously on Planet QE

Next, we consider what has previously occurred during QE programmes in the post-
financial crisis era. This analysis is restricted by only 7, soon to be 8, data points.

Figure 7. Asset Returns During QE - Equities Figure 8. Asset Returns During QE - Fixed Income
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The clear conclusion from previous QE programmes in the US, UK and Japan is
that risk assets have performed well post QE announcement, but not before.
Figure 9. Asset Returns During 3 Months Before QE — Equities Figure 10. Asset Returns During 3 Months Before QE - Fixed Income
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The average equity return post QE announcement in the previous QE periods is
over 30%, with credit also performing well. By contrast equity returns averaged -3%
returns in the 3 months ahead of QE announcements. Credit also registered
negative returns in this period with government bond yields the best performing of
these three asset classes.

Figure 11. Average Sector Returns During 7 Previous QE Periods

Figure 12. Average Sector Returns During 3 Months Before QE Periods
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We extend this analysis to a sector level to show which sectors delivered the best
average relative returns post-QE announcement and in the 3-months ahead of
announcement. The broad conclusion here is that Financials (including Autos)
delivered average outperformance, with mixed average relative returns from
Defensives and Commodity sectors. In the prior period, Financials underperformed
while Defensives outperformed and Commodity sectors did neither. This suggests,
with the caveat of still only 7 periods to analyse, that the biggest turnaround in pre-
and post-QE announcement has been between Financials and Defensives.

Investment implications

So, what should investors focus on ahead of next week’s likely QE announcement
from the ECB? We see 4 key investment implications: 1) extend search for
“reasonable and secure” yield, 2) QE as a spread squasher, 3) nominal GDP put
beneficiaries and 4) FX kickers.

#1 — Yield Trade

The search for yield has been a dominant force in financial markets over the past
few years. This powerful investment theme has been underpinned by central bank
liquidity since the 2008-09 financial crisis, with additional support from the rise of
multi-asset investors and the continued success of income investors within equities.

High yield on its own has not been enough. Investors have regularly placed security
of coupon ahead of coupon size, eg negative government bond yields. But,
high/reasonable yields, which are deemed secure have provided the strongest
returns to investors, eg most peripheral government bonds since mid-2012.

The search for yield has driven European bond yields to historic lows. Now, equities
yield (DY) more than both BBB-rated corporate bond yields and the majority of
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European 10-year bond yields. This is the first time that this has happened in over
50+ years. Equities have quickly become the default yield/income asset class.

If this yield/coupon is secure then it is likely that the “reasonable and secure” yield
offered by equities presents the highest return opportunities to investors over the
coming 1-2 years. This is why ECB QE is so important. If QE genuinely provides a
nominal GDP and earnings put, then it is more likely that European companies will
honour their dividend commitments and also deliver reasonable growth on top of
that. It is hard to see equities underperforming in this scenario and this remains our
base case and why we target 15-20% returns this year.

Figure 13. European DY Higher Than BBB and Most EU 10-Year BYs Figure 14. Country DY & BY Spread = Historically Wide
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To sell equities, one of the following scenarios is needed: 1) earnings recession, 2)
widespread dividend cuts, 3) European/global deflation/recession, and 4) systemic
shock. We continue to find these scenarios unlikely.

Figure 15. Long-Term DYR Hits 100 Year Highs Figure 16. % FTSE 100 Stocks Yielding More Than Gilts
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Recent market moves have taken UK relative valuations to record post-1920 wides.
UK dividend yields have never been so high relative to UK gilt yields. That is worth
repeating: on this basis UK equities have never been this cheap relative to UK gilts
in the last 100 years. Over 80% of FTSE 100 stocks yield more than 10-year UK gilt
yields. Equity markets provide a deep pool of yield pick-up candidates.

7 citivelocity.com



European Portfolio Strategist
16 January 2015

Citi Research

Figure 17. High DY & Surplus Free Cash Flow

Figure 18. High DY*G & High Dividend Cover
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Rather than buying the highest yielding stocks and sectors in European equity
markets, we have previously suggested that investors follow look for the
combination of “reasonable and secure” yield.

We have suggested 4 strategies which are exposed to this theme: 1) high DY and
strong balance sheets, 2) high DY and surplus FCF, 3) high DY*G and decent
dividend cover and 4) surplus FCF and strong balance sheets. Here, we highlight 2)
and 3) at a sector level.

Three sectors — Telecoms, Insurance, Basic Resources — have higher-than-
market DY and also surplus FCF, which we calculate as average 2014-16E FCFY
less DY. Sectors such as Media, Construction and Personal & Household Goods, as
well as several other sectors, have reasonable yields and also surplus FCF too.

Basic Resources qualifies due to a high 2016E FCF yield estimate, which some
investors may be wary of. But, our sector teams see positive support in both
Telecoms and Insurance.

Citi's Telecoms team, Simon Weeden et al, published a report this week highlighting
their expectations for continuing underlying improvement European mobile revenue
trends, helped by an FX tailwind.

Citi’s Insurance team, Farooq Hanif et al, have also published a report this week
highlighting positive dynamics in their sector with strong free cash generation at its
core and with the sector “now entering a period of delivery, with stronger dividends
and more proactive capital management”.

European sectors with a high DY*G score (current DY x 2-year dividend CAGR) and
decent dividend cover include Banks, Basic Resources, Travel & Leisure and Autos,
with Insurance, Industrials and Financial Services not too far away. Greater
confidence in the growth outlook should benefit those sectors which are not
currently being rewarded for future growth expectations, eg Banks. ECB QE is likely
to help here via broader buy-in to its effective role as a nominal GDP put.

#2 — Spread Squasher

Various QE programmes have been successful at reducing various risk premia
across financial markets, ie squashing spreads. Within Europe, the best example of
this is the sharp reduction in core-peripheral government bond spreads since
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Draghi’s “whatever it takes” bumble bee speech in mid-2012. Credit spreads have
also tightened significantly compared with the 2009 and mid-2012 wides, but our
credit strategists still see better value in Euro HY than in Euro investment grade.

Figure 19. European Sectors — Price/Book Standard Deviation Figure 20. Sectors - P/Book Absolute Range, 30Years
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Within the equity market, there is some contradictory evidence on valuation
spreads. For example, the spread between sector P/E or DY spreads is not
particularly wide, but the spread using price/book has only been wider during the
late 1990s TMT boom (same at a country level).

The price/book spread should interest value investors and mean reverters. The
previous two valuation spread peaks (December 1986, February 2000) were good
times to be buying the cheapest sectors in Europe and selling the most expensive.
Running this as a long/short strategy, the four cheapest/expensive sectors would
have made 20% and 50% returns respectively in the two periods.

To implement this strategy now means buying or Overweighting a mix of Financials
and Commaodity sectors, with Utilities in the reserve slot. This feels like an
uncomfortable mix of sectors for many investors right now.

There are two main challenges to this group of sectors: 1) fundamentals, 2)
marginal buyers.

On fundamentals, earnings momentum for these four sectors (or five with Utilities) is
very weak in absolute and relative terms. Commaodity price weakness is a key part
of this with earnings momentum being stronger generally in Banks. These sectors
all present a case for offering reasonable yields, but there are broader concerns
over the security of these yields both in Commodity sectors (oil price) and Banks
(deflation, regulation).

With plenty of macro risks in circulation and investor sentiment still fragile,
stocks/sectors who do not offer “delivery”, ie attractive fundamentals, continue to
struggle to perform. Being cheap has not been enough to attract investor capital
and net buyers.

This brings us to the second challenge — marginal buyers. This group is made up
of the following groups: 1) mutli-asset, 2) income, 3) low risk/quant, 4) bond market
(credit, corporates), 5) central banks and 6) sovereign wealth. These groups tend to
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seek risk-adjusted returns or real returns rather than be a slave to an equity
benchmark. They are less incentivised to be contrarian or to buy deep value and out
of favour stocks and sectors than benchmarked investors would be.

One way of thinking about this is consider how the bond market buys equity. Credit
investors increasingly are looking to equity as a way of owning liquid reasonable
coupons. Elsewhere, corporates are using generous terms on debt funding to retire
relatively expensive equity funding. Both bond-sponsored purchases of equity are
more likely to be risk-adjusted and skewed towards attractive and visible (surplus)
FCF than towards the hope of recovery in years X-Y.

We therefore conclude that valuation alone is not enough. Cheap sectors need to
show improvements or delivery (Figure 21) to attract more net buyers. We see the
following scenario as providing that outcome across Financial and Commaodity
sectors: 1) ECB QE succeeding initially in delivering a pick-up in nominal GDP
through 2015-16E, 2) stabilising commodity prices or rising commaodity prices post
supply adjustments or clear and viable commitments by big Oil to defend their
dividends via reduced costs/capex and balance sheet use.

Figure 21. P/E Relative of Cheapest 4 P/Book Sectors
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Figure 22. Price & Earnings Relative of Cheapest 4 P/Book Sectors
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It is not inconceivable that these two scenarios co-exist at some point this year.
Combined with negative net positioning and cheap valuations means that this could
lead to some aggressive share re-pricing.

Figure 23 and Figure 24 show one part of this group — UK Mining. Although not
directly impacted by ECB QE, we note that when the P/E relative has been below
current levels or the DY relative has been above current levels in the last 50 years
then the 12-month forward return has been positive with a “win ratio” of 98% and
100% respectively.
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Figure 23. UK Mining P/E Relative vs 12m Forward Total Return (50y)
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Figure 24. UK Mining DY Relative vs 12m Forward Total Return (50y)
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Last, we note, with interest, analysis from our colleagues in Citi's Asset Allocation
team, Jeremy Hale et al, who show that on a weekly RSI, “Brent oil is more
probably oversold than any asset class in history bar AUD/USD in 1976”. Catching a
falling knife is always a high-risk pastime, but at some point the oil price is likely to
stop falling...isn’t it?

#3 — Nominal GDP

Our third ECB QE theme is to look at the beneficiaries of the nominal GDP put
which we think that QE represents. Here, we see three key beneficiaries: 1)
operating leverage, 2) Cyclicals (including Financials) vs Defensives and 3) de-
equitisers. We have already highlighted high DY*G sectors which should also
benefit as the market places greater weight on this nominal GDP put.

Figure 25. Sectors - CAGR (End14-16E)

Figure 26. Op. Leverage - Sectors ex Financials (EPS/Sales CAGR)
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Source: Citi Research

Figure 25 and Figure 26 show the operating leverage of European sectors, simply
comparing 2014-16E earnings and sales CAGRs. Unsurprisingly, Cyclical sectors

have greater operating leverage than Defensive sectors. Our Telecoms team would
argue that this underplays the emerging operating leverage in many of their stocks.
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Figure 27. Euro Area PMI & Defensives vs Cyclicals/Financials Rel.

Figure 28. European BBB & Earnings Yield Gap = De-equitisation
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This is consistent with Figure 27 which shows the relationship between Euro Area
PMIs and Defensive relative to Cyclicals’ (including Financials) total relative returns
over the past 5 years. The relationship is reasonable. It suggests that Cyclicals
should outperform if ECB QE turns out to be a nominal GDP put and also underpins
PMiIs in the region. This is our base case and why we skew our sector strategy
towards Cyclicals, mainly via a Financial bias which we believe is more directly
benefitted by prospective ECB actions.

ECB QE should also underpin the rationale and increase the incentive for
companies to de-equitise. This remains a long-running theme of ours (since 2003)
and manifests itself in share shrinkers and corporate M&A. We expect a pick-up in
both areas in a QE world. Figure 28 shows the debt/equity funding arbitrage in
Europe is now at its widest.

This suggests that CEOs/CFOs should seriously consider what the bond market,
and indirectly what ECB President Draghi, can do for them. Greater conviction in
domestic growth, which we think that QE brings, is likely to see more corporates
use their de-equitisation option, as we have seen in the US over the last few years.

One way of getting exposure to this theme, we believe, is to own stocks/sectors
which have strong balance sheets and surplus FCF. These qualities are often
present in rolling share shrinkers, eg Next. And, with a mix of modest growth and
attractive funding opportunities, we think that the recent pick-up in M&A continues in
2015-16 and this strategy also provides a form of hedge to this since predator
companies are likely to be looking for someone else’s unlevered surplus FCF.
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Figure 29. Surplus Free Cash Flow & Strong Balance Sheet
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European sectors with surplus FCF and strong balance sheet are not hard to find.
Technology, Personal & Household Goods and Health Care stand out.

Figure 30. Surplus Free Cash Flow & Strong Balance Sheet Screen

>€10bn >200bps <1

RIC Stock Market FCFY (Avg DY (Avg 14E- Surplus FCF (Avg NetDebt/EBITD
Cap  14E-16E) 16E) 14E-16E) A 14E

SAPG.DE  SAP 54761 5.42 1.63 379 0.1
RB.L Reckitt Benckiser 45354 4.66 251 2.15 05
CFR.VX Richemont N 39596 457 1.84 272 1.7
ABBN.VX  ABB 38990 6.40 3.80 2.59 0.0
LVMH.PA  LVMH 36137 494 2.65 2.29 0.8
ASML.AS ~ ASML Hidg 33350 297 091 2.06 -1.4
ERICb.ST  Ericsson B 31237 5.26 312 2.14 17
PHG.AS Philips Electronics 22524 6.06 3.40 2.66 0.5
CONG.DE  Continental 19775 6.09 235 3.74 0.6
HNKG_p.DE Henkel Pref. 16746 11.97 1.53 10.43 0.1
ASSAb.ST  Assa Abloy B 15058 3.98 171 2.27 05
MICP.PA Michelin 14333 7.55 3.90 3.65 0.3
NXT.L Next 13891 5.47 2.59 2.88 0.6
RYA.l Ryanair Holdings 13639 412 0.00 412 0.3
AHLN.AS  Ahold Kon. 12920 6.71 3.17 3.54 0.6
SKYB.L BSKyB 12131 6.77 3.62 315 0.0
RWEG.DE RWE 10995 14.06 4.39 9.67 0.9
LEGD.PA  Legrand 10982 5.54 2.89 2.65 0.9
MRCG.DE  Merck KGAA 10865 5.44 1.26 4.19 0.3
ITV.L TV 10667 5.61 1.87 373 0.1
ADEN.VX  AdeccoR 10371 6.78 3.00 378 0.9
KGF.L Kingfisher 10104 5.49 345 2.04 0.4

Source: Citi Research
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Figure 31. Surplus Free Cash Flow & Strong Balance Sheet Screen
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Source: Citi Research

>€5bn >200bps
Market FCFY (Avg DY (Avg 14E- Surplus FCF (Avg
Cap  14E-16E) 16E) 14E-16E)
9513 492 2.40 2.53
9406 5.77 2.19 3.58
8437 5.46 2.40 3.07
8155 6.25 1.86 4.38
8051 2.08 0.04 2.04
8042 5.90 2.66 324
7685 5.57 2.88 2.69
7668 3.67 1.06 2.61
6980 3.84 1.07 2.77
6935 3.67 1.62 2.05
6720 7.26 2.62 4.64
6705 3.75 0.97 2.78
6554 3.83 1.80 2.04
6432 4.45 2.39 2.06
6427 6.09 2.85 324
6399 8.40 3.25 5.14
5347 7.60 551 2.09
5147 455 2.10 245
5080 6.51 2.13 4.38
5080 6.48 1.24 5.24
5003 5.28 3.18 2.10

<1

NetDebt/EBITD
A 14E

0.7
0.8
0.3
0.1
0.2
0.8
0.2
0.3
-2.8
0.7
0.2
-1.0
0.4
-1.5
0.8
-1.4
0.2
2.1
0.8
0.5
0.8

Some investors may want to add a DY hurdle to these stocks screens to look for

companies with reasonable DY, surplus FCF and strong balance sheets.

#4 — FX Kicker

Our 4™ ECB QE strategy is to position in line with Citi's view that €/US$ is heading
towards parity in 1H16. This is a still significant move in addition to the weakness
over the last six months. We, therefore, look for companies with attractive
fundamentals — surplus FCF, operating leverage, decent earnings CAGR — which
also have a strong balance sheet and then more than 20% sales exposure to the
US, which may present an FX kicker. This strategy could also be attractive for US$
investors unable to hedge but looking for exposure in the region.
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Figure 32. Exploiting Expected EUR/USD Weakness — Three Ways

>€5bn >20 >200bps <1

RIC Stock Market Cap  Sales Exposureto ~ Surplus FCF (Avg ~ NetDebt/EBITDA
N.Am. (%) 14E-16E) 14E

AHLN.AS  Ahold Kon. 12920 61 3.54 0.6
ALUA.PA  Alcatel-Lucent 8051 55 2.04 0.2
CAPP.PA  Cap Gemini 9406 21 3.58 0.8
CONG.DE Continental 19775 22 3.74 0.6
DAST.PA  Dassault Systemes 6705 29 2.78 -1.0
DELB.BR Delhaize Group 6720 64 4.64 0.2
EXHO.PA  Sodexo 8042 39 3.24 0.8
LVMH.PA  LVMH 36137 23 2.29 0.8
MICP.PA  Michelin 14333 34 3.65 0.3
MRCG.DE Merck KGAA 10865 32 4.19 0.3
PHG.AS  Philips Electronics 22524 32 2.66 0.5
RAND.AS  Randstad Holding 5003 23 2.10 0.8
SAPG.DE SAP 54761 39 379 0.1
>€5bn >20 >2 <1

RIC Stock Market Cap  Sales Exposure to Operating Leverage ~ NetDebt/EBITDA
N.Am. (%) (End14-16) 14E

ADSGn.DE Adidas 11779 22 291 0.1
CAPP.PA  Cap Gemini 9406 21 2.16 -0.8
EXHO.PA  Sodexo 8042 39 2.23 0.8
LUX.MI Luxottica 8848 57 2.17 0.8
MICP.PA  Michelin 14333 34 2.25 0.3
PHG.AS  Philips Electronics 22524 32 3.85 0.5
RAND.AS Randstad Holding 5003 23 2.11 0.8
SOLB.BR  Solvay 6438 20 2.86 05
>€5bn >20 >8% <1

RIC Stock Market Cap  Sales Exposureto  Earnings Growth NetDebt/EBITDA
N.Am. (%) (End14-16) 14E

ALUAPA  Alcatel-Lucent 8051 55 neg to pos 0.2
DAST.PA  Dassault Systemes 6705 29 8.39% -1.0
EXHO.PA  Sodexo 8042 39 9.78% 0.8
LUX.MI Luxottica 8848 57 10.66% 0.8
PHG.AS  Philips Electronics 22524 32 10.19% 0.5
RAND.AS Randstad Holding 5003 23 9.12% 0.8

Source: Citi Research

Strategy outlook

We expect a significant ECB announcement, including prospective bond purchases,
on 22™ January regarding QE. We see QE as an effective nominal GDP put and
likely to also drive a further depreciation of the euro, especially against the US$. We
see 4 main themes for investors to get align with ECB actions. Yield strategies
suggest equities offer exceptional relative value. Within equities “reasonable and
secure” yields could be offered by Insurance, Telecoms, Banks, Autos, according to
our analysis and rationale. QE is also a spread squasher. There is a big spread
within European sectors at the sector level. This raises a dilemma for investors who
generally are not over-positioned in the cheap Commodity and Financial sectors.
Here, a combination of QE and stable commodity prices could see both groups
performing at the same time. It is likely at some point this year, perhaps even in the
near-term. Should this happen, then it is not impossible to see some kind of repeat
of March-April last year in terms of market rotation. Investors should at least
consider this risk. If QE is an effective nominal GDP put then buying operating
leverage, Cyclicals/Financials over Defensives and de-equitisers looks sensible.
Finally, QE is likely to drive the euro still lower so own companies with decent
fundamentals, strong balance sheets and an FX kicker.

15 citivelocity.com



European Portfolio Strategist

16 January 2015

Citi Research

Figure 33. Stocks Mentioned in the Report

RIC Stock Price Rating
ABBN.VX ABB 17.30 1
ADEN.VX Adecco R 60.15 3
ADSGn.DE Adidas 55.89 2
AGGK.L Aggreko 15.22 2
AHLN.AS Ahold Kon. 15.78 1
ALUA.PA Alcatel-Lucent 2.73 1
ASML.AS ASML Hlidg 87.72 1
ASSAb.ST Assa Abloy B 431.60 3
ATOS.PA Atos 64.21 1
BEIG.DE Beiersdorf 74.40 1
BRBY.L Burberry Group 16.61 2
CAPP.PA Cap Gemini 60.24 1
CFR.VX Richemont N 70.15 1
CONG.DE Continental 186.25 1
DAST.PA Dassault Systemes 50.86 2
DELB.BR Delhaize Group 67.19 1
ERICb.ST Ericsson B 97.20 2
EXHO.PA Sodexo 82.95 1
G1AG.DE GEA Group 36.42 1
HNKG_p.DE Henkel Pref. 94.97 2
ICAG.L IAG 4.87 1
ITV.L TV 2.20 2
KGF.L Kingfisher 3.14 2
KNIN.VX Kuehne+Nagel 119.40 1
LEGD.PA Legrand 42.31 2
LUX.MI Luxottica 48.47 2
LVMH.PA LVMH 133.45 1
MICP.PA Michelin 76.83 1
MRCG.DE Merck KGAA 84.67 2
NXT.L Next 68.33 1
NZYMb.CO Novozymes 267.80 2
PHG.AS Philips Electronics 23.86 1
PNDORA.CO Pandora 461.50 1
RAND.AS Randstad Holding 41.39 2
RB.L Reckitt Benckiser 54.25 1
RWEG.DE RWE 23.78 3
RYA.I Ryanair Holdings 9.52 1
SAPG.DE SAP 57.28 1
SCHN.S Schindler P 125.60 2
SGE.L Sage Group 4.65 1
SKYB.L BSKyB 9.20 1
SOLB.BR Solvay 111.25 2
SOON.VX Sonova N 121.20 3
TW.L Taylor Wimpey 1.24 1
VLOF.PA Valeo 114.15 1
YAR.OL Yara International 387.50 2

Source: Citi Research. Prices as of 15t January 2015.

Currency
CHF
CHF
EUR
GBP
EUR
EUR
EUR
SEK
EUR
EUR
GBP
EUR
CHF
EUR
EUR
EUR
SEK
EUR
EUR
EUR
GBP
GBP
GBP
CHF
EUR
EUR
EUR
EUR
EUR
GBP
DKK
EUR
DKK
EUR
GBP
EUR
EUR
EUR
CHF
GBP
GBP
EUR
CHF
GBP
EUR
NOK

16

citivelocity.com



European Portfolio Strategist .
16 January 2015 Citi Research

Valuation Tables

17 citivelocity.com



European Portfolio Strategist

16 January 2015

Citi Research

Figure 34. Pan-European Sector Weightings & Returns

As at Close 13 Jan 15 MktCap  %of  Return Relative to Stoxx Absolute Return
Sector (No of Stocks) (Euros m)  Stoxx im 3m 12m  Yid im 3m 12m  Yd
OlgGas(2s) _ 453862 _ 63 _1_ 18 21 -4 _3 12 6 _4
Chemicals (25) 360,721 5.0 1 5 2 2 5 13 10 3
Basic Resources (19)_ _ _ _ _ 01444 28 0 4 M4 5 7 _4_ 3
Construction & Materials (20) 168,217 2.3 3 8 0 2 8 16 7 3
Industrial G&S (108) 752,660 10.5 1 3 -6 0 6 11 1 1
Automobiles & Parts (14) 224,343 3.1 2 14 1 3 7 22 8 3
Food & Beverage (25) 522,276 7.3 1 3 9 1 5 10 17 2
Personal & H'hold Goods (31) 522,323 7.3 2 5 10 1 6 13 18 2
Health Care (36) 919,643 12.8 1 2 17 4 6 9 25 5
Retail (28) 223,370 31 5 10 -6 2 10 18 1 3
Meda(28)  _ _ _ _ _ _ _ o775 27 2 9 5. 1 _ 7 17 18 2
Travel & Leisure (22) 124200 17 3 1 11 1 8 25 19 1
Telecommunicaons(22) 33318 46 0 8 5 1 4 16 13 2
Utlites (26) 305,093 4.2 -4 -6 8 -3 0 1 16 -3
Banks (49) 947,895 132 -6 -10 -15 -4 -2 -4 -9 -3
Insurance (39) 452,116 6.3 0 3 6 0 5 10 14 1
Real Estate (27) 126,041 1.8 4 8 18 3 8 16 26 4
Financial Services (30) 121,760 1.7 2 9 4 6 18 12 0
Technology (24) 245318 34 1 6 3 -1 5 15 10 0O
Stoxx - Pan Europe (600) _ _ 7202184 1000 — _ —_ — _— _ 4__8 _ 7 _ 1
Pan Euro - Large Cap 5,759,550 80.0 0 -1 0 0 4 7 7 1
Pan Euro - Mid Cap 984,693 137 1 4 1 0 5 12 8 1
Pan Euro - Small Cap 457,941 6.4 2 5 -3 1 6 13 4 2
Stoxx ex UK (413) 4,895,228 68.0 — — — — 3 8 7 1
EuroStoxx - Eurozone (294) 3,287,106 45.6 — — — — 3 7 3 0
Source: Citi Research & DataStream
Figure 35. Pan-European Sector Relative Ratings
As at Close 13 Jan 15 P/E Relative to Stoxx Yield Relative to Stoxx
Sector 2013 2014E 2015E 2016E 2013 2014E 2015E 2016E
QOil & Gas 63 66 108 99 168 166 159 151
Chemicals 108 112 112 111 7 7 7 7
Basic Resources 82 85 85 75 119 117 129 132
Construction & Materials 118 118 111 107 89 89 85 85
Industrial Goods & Service 111 105 100 103 8 8 8 8
Automobiles & Parts 93 66 65 65 80 87 89 88
Food & Beverage 132 139 136 140 75 74 74 72
Personal & H'hold Goods 119 121 120 123 86 87 86 84
Health Care 115 119 122 126 86 84 81 78
Rewl T T 103~ 18 120 122 e 8 71 18
Media 119 131 125 130 95 91 85 83
Travel & Leisure 146 13 109 102 54 57 69 170
Telecommunications 100 123 139 139 136 116 110 106
Utlites 79 92 100 113 155 144 135 128
Banks 91 ~ 84 68 65 100 115 129 144
Insurance 76 71 73 7 122 132 130 127
Real Estate 149 149 152 163 98 100 98 94
Financial Services 71 86 87 110 97 100 100 97
Technology _ _ _ _ _ _ 193_ _ M3 _ 132 _ 125 _ _ 48 _ 60 _ _ 49 _ _ 49
Stoxx - Pan Europe 100 100 100 100 100 100 100 100
Pan Euro - Large Cap 95 97 99 99 104 103 103 103
Pan Euro - Mid Cap 138 116 105 104 85 86 88 87
Pan Euro - Small Cap 111 116 107 105 84 86 87 88
Stoxx ex UK 105 103 99 100 97 97 94 95
EuroStoxx - Eurozone 104 101 96 95 99 99 95 96

Source: Citi Research & DataStream
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Figure 36. Pan-European Sector Growth

As at Close 13 Jan 15

Earnings Growth %

Net Dividend Growth %

Sector 2014E 2015E 2016E 2014E 2015E 2016E
Oil & Gas -1.8 -32.9 22.5 3.9 5.9 2.8
Chemicals 0.8 9.6 13.8 51 10.6 8.4
Basic Resources -0.1 9.7 28.0 3.4 21.2 11.7
Construction & Materials 4.0 17.1 16.6 5.1 5.3 8.7
Industrial Goods & Service 10.2 13.6 10.7 6.0 10.9 8.3
Automobiles & Parts 459 125 12.6 13.9 12.4 7.3
Food & Beverage -1.0 12.4 9.3 45 9.6 6.6
Personal & H'hold Goods 1.8 10.9 9.8 7.0 9.1 6.4
Health Care 0.2 7.5 8.2 2.5 6.8 5.1
Retail -8.8 7.8 10.0 -11.2 3.2 10.0
Media -4.9 14.4 7.9 0.9 25 6.8
Travel & Leisure 12.6 36.2 19.5 10.6 331 10.2
Telecommunications -15.9 -2.5 12.3 -10.0 3.9 5.0
Utilites -10.3 0.9 -0.8 -2.4 3.2 2.8
Banks 117 35.6 17.8 11.9 22.7 21.3
Insurance 11.6 6.6 73 144 8.1 59
Real Estate 4.4 7.4 4.7 7.5 7.4 4.5
Financial Services -13.4 7.9 -11.3 8.7 9.3 6.2
Technology ¢ 409 181 190 322 ‘105 78
Stoxx - Pan Europe 41 96 123 52 100 87
Pan Euro - Large Cap 21 7.4 12.2 4.9 9.6 8.8
Pan Euro - Mid Cap 24.0 214 125 6.2 12.4 7.5
Pan Euro - Small Cap -0.8 19.3 13.9 7.8 11.3 9.5
Stoxx ex UK 5.8 13.8 11.8 5.0 7.2 9.6
EuroStoxx - Eurozone 7.7 14.8 134 49 6.2 9.5
Source: Citi Research & DataStream
Figure 37. Pan-European Sector Ratings
As at Close 13 Jan 15 Price/Earnings Net Dividend Yield
Sector 2013 2014E 2015E 2016E 2013 2014E 2015E 2016E
Oil & Gas 10.4 10.6 15.8 12.9 5.30 5.51 5.84 6.00
Chemicals 181 179 163 144 244 256 284 307
Basic Resources 13.7 13.7 12.5 9.7 3.75 3.88 4.71 5.26
Construction & Materials 19.7 19.0 16.2 139 2.81 2.96 311 3.39
Industrial Goods & Service 18.5 16.8 14.8 13.3 2.66 2.82 3.13 3.39
Automobiles & Parts 155 10.6 9.4 8.4 2.54 2.89 3.25 3.49
Food & Beverage 221 22.3 19.8 18.1 2.36 247 2.70 2.88
Personal & H'hold Goods 19.8 19.4 17.5 16.0 2.71 2.89 3.16 3.36
HeahCare  ~ ~ ~ T 190 191 178 164 271 278 297 312
Retail 17.2 18.9 175 159 3.09 2.74 2.83 3.11
Media 19.9 20.9 18.3 16.9 2.99 3.02 3.09 3.30
Travel & Leisure 24.3 21.6 15.8 13.3 171 1.90 2.52 2.78
Telecommunications 16.6 19.7 20.2 18.0 4.30 3.87 4.02 4.22
utites — ~— — T~ T T T 132 147 146 147 490 478 494 507
Banks 15.1 135 10.0 8.5 3.43 3.84 4.71 5.72
Insurance 12.7 114 10.7 10.0 3.85 441 4.76 5.04
Real Estate 24.8 23.8 222 21.2 3.11 3.34 3.59 3.75
Financial Services 11.9 13.7 12.7 14.3 3.07 3.34 3.65 3.88
Technology 32.2 22.8 19.3 16.2 1.52 2.00 1.79 1.93
Stoxx - Pan Europe 16.7 16.0 14.6 13.0 3.16 3.33 3.66 3.98
PanEuro- Large Cap 158 1565 144 129 328 344 377 410
Pan Euro - Mid Cap 23.0 185 15.3 136 2.70 2.87 3.22 3.47
PenEuro-SmalCap 185 _ 186 156 _ 137 _ 266 _ 286 _ 319 349
Stoxx ex UK 175 16.5 145 13.0 3.07 3.22 3.45 3.79
EuroStoxx - Eurozone 17.4 16.1 14.1 12.4 3.14 3.29 3.49 3.83

Source: Citi Research & DataStream
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Figure 38. Pan-European Country Weightings & Returns

Mkt Cap % of Relative Return to Stoxx* Absolute Return*
(Euros m)  Stoxx im 3m 12m YTD im 3m 12m YTD
Austria 20,718 0.3 -6 -7 -30 -3 -4 -1 -26 -4
Belgium 132,053 1.8 3 6 16 2 6 13 22 1
Denmark 168,171 23 0 2 14 4 3 8 20 3
Finland 105,020 15 -1 1 8 0 2 7 13 -1
France 1,054,285 14.7 1 -1 -2 0 3 5 3 -1
Germany 958,400 133 0 5 -2 1 3 12 3 0
Greece 12,343 0.2 0 19 39 4 3 -14 -36 3
Ireland 57,707 0.8 -2 7 0 -1 1 13 5 -2
ltaly 256,250 3.6 -4 -10 -8 -3 -1 -5 -3 -3
Netherlands 313,078 4.4 0 4 3 0 3 10 8 0
Norway 74,683 1.0 3 -17 -16 1 6 -12 -11 0
Portugal 16,564 0.2 -2 16 -34 2 0 -11 -31 2
Spain 360,687 5.0 -6 -9 -6 -4 -4 -3 -1 -5
Sweden 326,695 45 -3 1 -1 -1 0 7 -2
Switzerland 1,032,717 14.4 1 5 10 3 3 11 16 2
UK 2,306,955 32.1 1 -3 0 -2 4 3 5 -3
Stoxx - Pan Europe 7,196,328 100
Source: Citi Research & DataStream. *Note: Country returns use MSCI indices.
Figure 39. Pan-European Country Relative Ratings
As at Close 13 Jan 15 Price/Earnings Net Dividend Yield
Country 2013 2014E 2015E 2016E 2013 2014E 2015E 2016E
Austria 101 11481 76 71 84 74 129 128
Belgium 145 126 120 127 74 87 76 87
Denmark 153 133 117 112 51 58 60 68
Finland 219 123 123 125 92 130 97 93
France 101 105 97 96 106 102 104 102
Germany 88 87 89 90 84 87 86 86
Greece 29 359 97 70 28 72 103 111
Ireland 151 125 115 110 46 47 46 45
ltaly 151 105 92 87 102 105 114 120
Netherlands 118 108 101 98 66 67 83 86
Norway 68 71 81 82 174 165 121 122
Portugal 1273 114 99 94 128 123 115 110
Spain 104 101 104 98 166 151 105 107
Sweden 92 96 99 109 114 113 109 110
Switzerland 110 113 109 112 86 86 89 89
UK 91 94 102 101 106 107 112 110
EuroStoxx - Eurozone 104 101 96 95 99 99 95 96
Stoxx ex UK - Europe ex UK 105 103 99 100 97 97 94 95
Stoxx - Pan Europe 100 100 100 100 100 100 100 100

Source: Citi Research & DataStream

20 citivelocity.com



European Portfolio Strategist
16 January 2015

Citi Research

Figure 40. Pan-European Country Growth

As at Close 13 Jan 15 Earnings Growth % Dividend Growth %

Country 2014E 2015E 2016E 2014E 2015E 2016E
Austria -99.1 16,465.7 19.9 -7.0 91.7 7.7
Belgium 19.6 149 6.5 23.6 -3.7 25.0
Denmark 20.1 245 17.4 20.5 135 22.9
Finland 85.8 9.2 10.8 48.8 -18.0 4.3
France -0.1 19.2 129 1.2 119 6.6
Germany 5.8 7.3 10.3 8.8 8.3 8.9
Greece -91.6 3035 56.4 1741 57.0 174
Ireland 253 19.7 17.7 7.9 6.6 6.1
ltaly 50.0 25.6 18.2 8.8 195 14.2
Netherlands 13.8 175 16.1 6.1 36.8 133
Norway 0.0 -4.5 115 -0.6 -19.5 10.0
Portugal 1,064.7 26.4 17.9 1.6 2.8 3.7
Spain 6.9 6.5 18.8 -4.8 -23.0 10.7
Sweden -0.8 6.3 2.2 4.7 5.7 9.3
Switzerland 14 141 8.7 53 14.6 8.7
UK 0.8 15 13.6 55 15.4 7.1
EuroStoxx_- Eurozone 7.7 14.8 13.4 4.9 6.2 9.5
Stoxx ex UK - Europe ex UK 5.8 13.8 11.8 5.0 7.2 9.6
Stoxx - Pan Europe 4.1 9.6 12.3 52 10.0 8.7

Source: Citi Research & DataStream. *Note: Country returns use MSCI index

Figure 41. Pan-European Country Ratings

As at Close 13 Jan 15 Price/Earnings Net Dividend Yield

Country 2013  2014E  2015E  2016E 2013  2014E  2015E  2016E
Austria 16.8  1837.8 111 9.3 2.64 2.46 4.71 5.08
Belgium 24.2 20.2 17.6 16.5 2.33 2.88 2.77 3.47
Denmark 25.5 213 171 14.6 1.61 1.94 2.20 2.71
Finland 36.5 19.6 18.0 16.2 2.92 434 3.56 3.71
France 16.9 16.9 14.2 125 3.35 3.39 3.79 4.04
Germany 14.7 13.9 12.9 11.7 2.67 2.90 3.15 3.43
Greece 4.8 57.4 14.2 9.1 0.87 2.39 3.76 4.41
Ireland 25.2 20.1 16.8 143 1.45 157 1.67 1.77
ltaly 25.2 16.8 134 11.3 3.22 3.50 4.18 4.78
Netherlands 19.7 17.3 14.7 12.7 2.09 2.22 3.04 3.44
Norway 11.3 11.3 11.8 10.6 5.51 5.48 4.41 4.85
Portugal 212.0 18.2 14.4 12.2 4.04 411 4.22 4.38
Spain 17.3 16.2 15.2 12.8 5.26 5.01 3.86 4.27
Sweden 153 15.4 145 14.2 3.61 3.78 3.99 4.36
Switzerland 18.4 18.1 15.9 14.6 2.71 2.85 3.27 3.55
UK. 152 151 _ 148 131 _336__ 355 _ 410 _ 439
EuroStoxx - Eurozone 17.4 16.1 141 124 3.14 3.29 3.49 3.83
Stoxx ex UK - Europe ex UK 175 16.5 145 13.0 3.07 3.22 3.45 3.79
Stoxx - Pan Europe 16.7 16.0 14.6 13.0 3.16 3.33 3.66 3.98

Source: Citi Research & DataStream
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Figure 42. UK Sector Weightings & Relative Returns

Mkt % of % of Relative return
As at Close 13 Jan 2015 Cap £m AllShare Group Im 3m 12m Qtd Y
OIL & GAS (21) 249,343 12.2 -1 13 16 4 -4
Oil & Gas Producers (14) 241,468 11.8 97 -1 13 15 4 -4
Oil Equip, Serv and Distrib (7) 7,875 04 3 8 31 31 -10 10
BASIC MATERIALS (29) 142,993 7.0 112 9 3 -3
Chemicals (7) 15,183 0.7 11 4 22 8 3 3
Forestry & Paper (1) 3,970 0.2 3 1 7 9 3 3
Industrial Metals (2) 832 0.0 1 7 8 8 -4 -4
Mining (19) 123,008 6.0 86 2 <16 -1 -4 -4
INDUSTRIALS (114) 201,032 9.8 1 3 6 0 0
Construction & Materials (13) 16,495 0.8 8 2 12 7 0 0
Aerospace (9) 43,419 21 22 3 -1 9 0 0
General Industrials (6) 13,299 0.6 7 2 2 -1 2 2
Electronic & Electrical Equip (12) 10,023 0.5 5 3 15 10 0 0
Industrial Engineering (14) 16,960 0.8 8 0 6 -14 2 -2
Industrial Transportation (8) 5,705 0.3 3 0 3 14 -1 -1
Support Services (52) 95,129 4.6 47 0 4 1 0 0
‘CONSUMERGOODS (40) 189 147 14 13 2 2
Automobiles & Parts (1) 5,811 0.3 2 6 18 7 4 4
Beverages (6) 83,669 41 28 2 1 0 1 1
Food Producers (10) 17,634 0.9 6 0 17 16 1 1
Household Gds & Home Cons (13) 56,437 2.8 19 1 6 15 -1 -1
Leisure Goods (2) 406 0.0 0 -4 1 -10 -1 -1
Personal Goods (6) 41,970 21 14 1 4 6 3 3
Tobacco (2) 95,362 4.7 R 2 3 27 3 3
HEALTH CARE (20) 180,169 8.8 0 0 17 3 3
Health Care Equip & Services (9) 14,749 0.7 8 5 13 35 -1 -1
Pharmaceuticals & Biotech (11) 165,420 8.1 92 0 1 16 4 4
CONSUMER SERVICES (96) 234,795 115 3 13 1 2 2
Food & Drug Retailers (7) 30,006 15 13 15 17 -2 8 8
General Retailers (30) 48,655 2.4 21 1 13 6 0 0
Media (24) 70,658 35 30 1 8 5 2 2
Travel & Leisure (35) 85,476 4.2 36 2 16 10 1 1
TELECOMMUNICATIONS (8) 10138 50 11 0 2 2
Fixed-Line Telecoms (6) 37,074 18 37 2 5 4 0 0
Mobile Telecoms (2) 64,324 31 63 2 15 0 3 3
umumEs® 8045 39 2 1 1 14 4
Electricity (3) 16,745 0.8 21 11 8 5 -7 -7
Gas, Water & Mult-Utlities (5) 63,680 31 79 1 2 17 1 1
TECHNOLOGY (22) 31,194 15 1 15 4 1 1
Software & Computer Serv (14) 12,795 0.6 41 1 13 6 1 1
Technology Hardware & Equip (8) 18,399 0.9 59 2 16 4 0 0
TOTAL NON-FINANCIAL (358) 1,522,638 74.4 0 0 0 0 0
FINANCIALS (283) 524,560 256 -1 0 0 0 0
Banks (7) 221,658 10.8 42 -4 -7 12 2 2
Non-Life Insurance (12) 23,818 12 5 5 5 13 4 4
Life Insurance (12) 97,986 4.8 19 -1 4 9 0 0
Real Estate Investment Svs (25) 13,503 0.7 3 1 5 2 2 2
REITS (20) 42,405 21 8 2 11 24 3 3
Financial Services (29) 49,852 24 10 2 13 10 0 0
FISEALSHARE G4) 20w 1000 i )
FTSE 100 (100) 1,662,557 81.2 0 -1 0 0 0
Mid 250 (250) 315,320 15.4 1 6 1 0 0
Small Cap (291) 69,321 34 0 2 -1 1 1

Source: Citi Research & DataStream
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Figure 43. UK Relative Ratings

P/E Relative Yield Relative
As at Close 13 Jan 2015 2013  2014E  2015E  2016E 2013  2014E  2015E  2016E
OIL & GAS 71 69 106 99 143 141 137 133
Oil & Gas Producers 71 70 109 101 143 141 138 133
Oil Equip, Serv andDistilb 57 58 55 58 13 137 13 131
BASIC MATERIALS 7 89 89 78 112 110 113 116
Chemicals 139 133 121 127 57 62 60 62
Forestry & Paper 104 94 84 91 73 82 83 86
Industrial Metals -71 64 41 40 41 88 167 156
Mining 72 85 87 74 121 117 121 123
INDUSTRIALS 113 111 99 102 79 7 73 73
Construction & Materials 152 148 117 107 104 92 81 79
Aerospace 90 94 88 9 88 87 81 81
General Industrials 98 93 86 92 108 98 91 89
Electronic & Electrical Equip 124 125 112 118 59 63 60 61
Industrial Engineering 114 107 98 106 74 5 71 70
Industrial Transportation 108 98 79 78 s 108 116 120
SupportServices 124 119 105 107 69 66 64 66
CONSUMER GOODS 127 126 115 119 84 87 84 83
Automobiles & Parts 89 90 82 87 62 65 64 65
Beverages 141 143 132 137 66 67 62 62
Food Producers 128 141 130 131 50 53 52 55
Household Gds & Home Cons 132 117 99 102 75 86 89 81
Personal Goods 146 147 137 144 85 86 78 79
Tobacco 111 113 105 111 113 114 109 110
HEALTH CARE 111 119 114 120 102 99 92 88
Health Care Equip & Services 164 150 131 133 54 43 43 45
Pharmaceuticals & Biotech 108 117 113 119 106 104 96 91
CONSUMER SERVICES 107 113 104 108 79 71 69 71
Food & Drug Retailers 54 97 111 115 178 83 60 63
General Retailers 123 114 103 108 66 73 68 71
Media 117 114 103 111 79 81 75 76
Tavelgleswe _ _ _ 14 _ W18 104 % _ % _ 8 6
TELECOMMUNICATIONS 134 152 148 139 112 116 109 109
Fixed-Line Telecoms 112 101 91 95 79 87 88 94
Mobhile Telecoms 152 215 231 190 131 132 121 118
UTILITES 106 110 104 115 136 137 126 122
Electricity 86 89 89 100 159 154 143 139
Gas, Water & Multi-Uftilities 113 118 109 119 131 133 122 117
TECHNOLOGY 192 174 145 146 37 41 43 47
Software & Computer Serv 141 133 116 119 57 63 63 67
Technology Hardware & Equip 251 219 174 172 28 26 30 34
TOTAL NON-FINANCIAL 101 104 108 107 101 100 96 95
FINANCIALS 9% 88 80 81 97 101 114 117
Banks 79 74 68 67 102 105 134 141
Non-Life Insurance 124 83 85 91 135 134 113 110
Life Insurance 102 95 85 88 90 99 99 101
Real Estate Investment Svs 192 168 151 154 37 55 53 53
REITS 217 201 179 191 80 82 76 75
Financial Services 111 105 92 94 90 97 95 94
FTSEALLSHARE 100 100 10 100 100 100 10 _ 100
FTSE 100 98 98 100 100 104 103 104 104
Mid 250 118 114 101 104 78 81 79 79
Small Cap 88 89 86 85 69 7 5 81

Source: Citi Research & DataStream
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Figure 44. UK Earnings Growth

Source: Citi Research & DataStream

Earnings Growth %

Net Dividend Growth %

As at Close 13 Jan 2015 2014 2015E 2016E 2014 2015E 2016E
OIL & GAS 0.1 -35.8 21.9 0.5 9.2 32
Oil & Gas Producers 0.3 374 22.9 0.3 9.2 32
Oil Equip, Serv and Distrib -4.5 5.0 7.3 5.5 10.2 4.0
BASIC MATERIALS -14.2 2.3 30.2 0.1 15.3 9.2
Chemicals 3.2 7.1 8.7 10.7 9.4 9.6
Forestry & Paper 7.7 10.0 5.3 15.3 14.0 10.1
Industrial Metals 210.2 53.5 16.0 119.3 112.3 0.0
Ming_ L 39 ®_ A1 B2 92
INDUSTRIALS 0.1 9.6 10.0 0.5 6.3 7.9
Construction & Materials 0.9 24.2 236 -10.1 0.6 4.0
Aerospace 6.4 4.6 6.5 1.6 4.1 6.9
General Industrials 2.7 6.2 6.1 -8.3 49 43
Electronic & Electriical Equip 2.2 8.9 8.3 9.1 7.2 7.3
Industrial Engineering 5.0 6.4 5.3 3.4 5.7 5.4
Industrial Transportation 8.3 20.7 15.4 45.9 19.9 11.4
Support Services 2.5 11.0 11.1 2.2 8.3 10.1
CONSUMER GOODS 1.1 75 9.3 5.2 7.7 5.7
Automobiles & Parts 2.5 6.7 75 6.3 10.0 10.0
Beverages -3.3 5.7 10.0 2.6 4.0 7.2
Food Producers -11.1 5.6 12.8 6.7 10.8 11.9
Household Gds & Home Cons 10.8 15.6 10.2 16.5 16.0 -2.8
Personal Goods 3.1 5.1 8.7 21 2.6 7.6
Tobacco 32 51 79 29 12 17
HEALTH CARE -8.6 25 7.5 0.7 4.0 18
Health Care Equip & Services 7.0 12.2 11.8 -17.9 11.3 12.2
Pharmaceuticals & Biotech 9.5 19 7.2 0.0 3.8 14
CONSUMER SERVICES 6.4 6.3 9.2 -85 9.0 9.3
Food & Drug Retailers -45.3 -14.0 10.0 -52.6 -18.3 12.1
General Retailers 6.0 8.2 8.8 12.4 45 12.3
Media 0.6 9.2 54 4.9 4.2 7.7
_Trav_el gLe_isuE ______ 1_2.9_ _ _11_.2 o _12£ o 120_ o ’3&.8_ _ 8_.5
TELECOMMUNICATIONS -13.7 0.9 21.0 55 55 7.3
Fixed-Line Telecoms 8.2 8.7 9.4 12.0 13.5 14.1
Mobile Telecoms -30.9 -8.6 37.9 3.2 2.5 45
UTILITIES 5.7 3.6 34 25 31 34
Electricity 5.0 2.6 15 -1.0 4.3 3.9
Gas, Water & Mult-Utlities 5.9 5.8 4.1 3.6 2.7 33
TECHNOLOGY 80 175 131 138 180 178
Software & Computer Serv 42 12.5 10.8 12.7 11.7 14.1
Technology Hardware & Equip 12.4 229 15.4 15.6 282 22.8
TOTAL NON-FINANCIAL -4.6 5.2 14.0 0.6 8.0 5.7
FINANCIALS 6.7 7.0 12.7 7.0 25.7 10.6
Banks 5.0 6.2 15.0 4.7 424 13.3
Non-Life Insurance 46.3 -3.6 5.4 1.0 5.3 4.4
Life Insurance 4.8 9.6 10.3 12.3 11.7 8.8
Real Estate Investment Svs 12.2 8.9 11.2 53.4 6.9 8.2
REITS 6.2 9.8 6.8 4.5 5.0 51
Financial Services 3.9 11.6 10.9 10.4 10.1 5.2
FTSE ALL SHARE -1.9 2.0 13.7 2.0 12.1 7.0
FTSE 100 2.4 3.7 14.0 13 12.6 6.8
Mid 250 15 10.0 11.3 6.3 8.1 7.9
Small Cap 2.5 12 15.1 13.6 9.1 16.3
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Figure 45. UK Sector Ratings

Price/Earnings Net Dividend Yield
As at Close 13 Jan 2015 2013  2014E  2015E  2016E 2013 2014 2015E  2016E
OIL & GAS 10.0 10.0 15.6 12.8 5.10 512 5.59 5.78
Oil & Gas Producers 10.1 10.1 16.1 131 511 5.13 5.60 5.78
Oil Equip, Serv andDistib 80 84 80 75 471 497 547 569
BASIC MATERIALS 11.0 12.8 13.1 10.0 4.00 4.01 4.62 5.04
Chemicals 19.7 19.1 17.9 16.4 2.03 2.25 2.46 270
Forestry & Paper 147 13.6 12.4 11.7 2.59 2.98 3.40 3.74
Industrial Metals -10.1 9.2 6.0 52 1.46 321 6.81 6.81
Mining 10.2 12.3 12.8 9.6 4.31 4.26 4.91 5.36
INDUSTRIALS 16.0 16.0 14.6 13.2 2.80 2.79 297 3.20
Construction & Materials 215 21.3 17.2 139 3.70 333 331 3.44
Aerospace 12.7 135 13.0 12.2 312 3.17 3.30 3.53
General Industrials 13.8 13.4 12.7 11.9 3.86 354 3.72 3.88
Electronic & Electrical Equip 17.6 18.0 16.5 15.2 211 2.30 2.46 2.64
Industrial Engineering 16.2 15.4 14.5 13.7 2.64 2.73 2.88 3.04
Industrial Transportation 15.3 141 11.7 10.1 2.69 3.92 4.70 5.24
SupportServices 175 171 154 139 247 241 261 288
CONSUMER GOODS 18.0 18.2 16.9 15.5 3.01 3.16 341 3.60
Automobiles & Parts 12.6 12.9 12.1 11.3 2.21 2.35 2.59 2.85
Beverages 19.9 20.6 19.5 17.7 2.37 2.43 2.53 271
Food Producers 18.0 20.3 19.2 17.0 1.80 1.92 2.12 2.38
Household Gds & Home Cons 18.6 16.8 145 13.2 2.67 31 3.61 351
Personal Goods 20.6 213 20.2 18.6 3.04 311 319 343
Iobiccg _______ 1_5.8_ _ l§.3_ _ 125_ _14_.3 _ _4.0_2 _ _41£ _ _441 _ i78_
HEALTH CARE 15.7 17.2 16.8 15.6 3.64 3.61 3.76 3.82
Health Care Equip & Services 23.2 217 19.3 17.3 1.92 157 175 1.97
Pharmaceuticals & Biotech 15.3 16.9 16.6 15.5 3.78 3.78 3.93 3.98
CONSUMER SERVICES 15.2 16.2 15.3 14.0 2.83 2.59 2.82 3.08
Food & Drug Retailers 7.7 14.0 16.3 14.8 6.34 3.01 2.46 2.75
General Retailers 17.5 16.5 15.2 14.0 2.36 2.65 2.77 3.11
Media 16.6 16.5 15.1 143 2.81 2.95 3.07 331
Travel & Leisure 19.0 16.8 15.1 13.4 1.87 2.09 2.76 2.99
TELECOMMUNICATIONS 19.0 22.0 21.8 18.0 3.99 4.21 4.44 471
Fixed-Line Telecoms 15.8 14.6 134 12.3 2.83 3.17 3.60 4.10
Mobile Telecoms 215 311 34.0 24.7 4.66 481 493 5.15
UTILITIES 15.0 15.9 154 14.9 4.86 4.98 5.14 5.31
Electricity 12.1 12.8 131 12.9 5.65 5.59 5.83 6.06
Gas, Water & Multi-Ufliies 16.0 17.0 16.1 15.5 4.66 4.82 4.95 5.12
TECHNOLOGY 271 251 214 18.9 1.30 1.48 1.75 2.06
Software & Computer Serv 20.0 19.2 17.1 15.4 2.03 2.29 2.55 2.92
Technology Hardware & Equip 355 315 25.6 22.2 0.82 0.95 121 1.49
TOTALNONFINANCIAL _ _ 143 150 159 139 360 _ 362 _ 391 _ 413
FINANCIALS 135 12.7 11.8 10.5 3.44 3.68 4.62 511
Banks 11.2 10.6 10.0 8.7 3.65 3.82 5.44 6.16
Non-Life Insurance 17.6 12.0 125 11.8 4.81 4.86 4.60 4.81
Life Insurance 14.4 13.8 12.6 11.4 322 3.61 4.03 4.39
Real Estate Investment Svs 27.1 24.2 22.2 20.0 131 2.01 2.15 2.33
REITS 30.8 29.0 26.4 24.7 2.84 2.96 311 3.27
Financial Services 15.7 15.1 13.6 12.2 3.20 3.53 3.88 4.09
FTSE ALL SHARE 14.1 14.4 14.7 13.0 3.56 3.63 4.07 4.35
FTSE 100 13.9 14.2 14.7 12.9 371 3.76 4.23 4.51
Mid 250 16.7 16.4 14.9 134 2.78 2.96 320 3.45
Small Cap 12.5 12.8 12.7 11.0 2.45 2.78 3.03 3.53

Source: Citi Research & DataStream
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Citi Research stock recommendations include an investment rating and an optional risk rating to highlight high risk stocks.

Risk rating takes into account both price volatility and fundamental criteria. Stocks will either have no risk rating or a High risk rating assigned.

Investment Ratings: Citi Research investment ratings are Buy, Neutral and Sell. Our ratings are a function of analyst expectations of expected total return
("ETR") and risk. ETR is the sum of the forecast price appreciation (or depreciation) plus the dividend yield for a stock within the next 12 months. The
Investment rating definitions are: Buy (1) ETR of 15% or more or 25% or more for High risk stocks; and Sell (3) for negative ETR. Any covered stock not
assigned a Buy or a Sell is a Neutral (2). For stocks rated Neutral (2), if an analyst believes that there are insufficient valuation drivers and/or investment
catalysts to derive a positive or negative investment view, they may elect with the approval of Citi Research management not to assign a target price and,
thus, not derive an ETR. Analysts may place covered stocks "Under Review" in response to exceptional circumstances (e.g. lack of information critical to the
analyst's thesis) affecting the company and / or trading in the company's securities (e.g. trading suspension). As soon as practically possible, the analyst will
publish a note re-establishing a rating and investment thesis. To satisfy regulatory requirements, we correspond Under Review and Neutral to Hold in our
ratings distribution table for our 12-month fundamental rating system. However, we reiterate that we do not consider Under Review to be a recommendation.

Prior to May 1, 2014 Citi Research may have also assigned a three-month relative call (or rating) to a stock to highlight expected out-performance (most
preferred) or under-performance (least preferred) versus the geographic and industry sector over a 3 month period. The relative call may have highlighted a
specific near-term catalyst or event impacting the company or the market that was anticipated to have a short-term price impact on the equity securities of
the company. Absent any specific catalyst the analyst(s) may have indicated the most and least preferred stocks in the universe of stocks under
consideration, explaining the basis for this short-term view. This three-month view may have been different from and did not affect a stock's fundamental
equity rating, which reflected a longer-term total absolute return expectation. For purposes of NASD/NYSE ratings-distribution-disclosure rules, most
preferred calls corresponded to a buy recommendation and least preferred calls corresponded to a sell recommendation. Any stock not assigned to a most
preferred or least preferred call was considered non-relative-rated (NRR). For purposes of NASD/NYSE ratings-distribution-disclosure rules we
corresponded NRR to Hold in our ratings distribution table for our 3-month relative rating system. However, we reiterate that we did not consider NRR to be
a recommendation.

Prior to October 8, 2011, the firm's stock recommendation system included a risk rating and an investment rating. Risk ratings, which took into account both
price volatility and fundamental criteria, were: Low (L), Medium (M), High (H), and Speculative (S). Investment Ratings of Buy, Hold and Sell were a
function of the Citi Research expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and risk rating. Additionally,
analysts could have placed covered stocks "Under Review" in response to exceptional circumstances (e.g. lack of information critical to the analyst's thesis)
affecting the company and/or trading in the company's securities (e.g. trading suspension). Stocks placed "Under Review" were monitored daily by
management and as practically possible, the analyst published a note re-establishing a rating and investment thesis. For securities in developed markets
(US, UK, Europe, Japan, and Australia/New Zealand), investment ratings were:Buy (1) (expected total return of 10% or more for Low-Risk stocks, 15% or
more for Medium-Risk stocks, 20% or more for High-Risk stocks, and 35% or more for Speculative stocks); Hold (2) (0%-10% for Low-Risk stocks, 0%-15%
for Medium-Risk stocks, 0%-20% for High-Risk stocks, and 0%-35% for Speculative stocks); and Sell (3) (negative total return). For securities in emerging
markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings were:Buy (1) (expected total return of 15% or more for
Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for
Low-Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-
Risk stocks, 10% or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks).

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change
in target price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price
movements and/or other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to
review by Research Management. Your decision to buy or sell a security should be based upon your personal investment objectives and should be made
only after evaluating the stock's expected performance and risk.

NON-US RESEARCH ANALYST DISCLOSURES

Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global
Markets Inc.) are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member
organization and therefore may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject company, public
appearances and trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below:

Citigroup Global Markets Ltd Jonathan Stubbs; Ayush Tambi; Natalia Mamaeva; Marc Van'T Sant; Richard Edwards;
Pradeep Pratti; Amit B Harchandani; Toby McCullagh; Thomas Chauvet; Philip Watkins;
James Ainley; Andrew Light; Catherine T O'Neill; Assad M Malic; Roger Elliott; Mauro
Baragiola; Andrew S Baum; Andrew Benson; Christine Jensen; Sofia Savvantidou; James
Wheatcroft; Thomas A Singlehurst, CFA; Marcus Diebel; Justin Morris; Aynsley Lammin

Citigroup Global Markets India Private Limited Nikhil N Jadhav
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Citigroup Global Markets Inc Ehud Gelblum, Ph.D.; Walter H Pritchard, CFA

OTHER DISCLOSURES

Citigroup Global Markets Inc. and/or its affiliates has a significant financial interest in relation to Alcatel-Lucent, LVMH, Luxottica Group SpA, Sodexo, Yara
International, Valeo SA, Assa Abloy, Solvay SA, RWE AG, Henkel, Continental AG, Merck KGaA, Philips, GEA Group, adidas Group, Novozymes, ATOS,
Adecco. (For an explanation of the determination of significant financial interest, please refer to the policy for managing conflicts of interest which can be
found at www.citiVelocity.com.)

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and
may act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been
recommended in the Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities
transactions in a manner inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal
basis.

Citigroup Global Markets Inc. or its affiliates acts as a corporate broker to Sage Group PLC, Aggreko PLC, Ryanair.

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other
obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal
amount invested. Although information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its
accuracy and it may be incomplete and condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and
completeness of the disclosures made in the Important Disclosures section of the Product. The Firm's research department has received assistance from
the subject company(ies) referred to in this Product including, but not limited to, discussions with management of the subject company(ies). Firm policy
prohibits research analysts from sending draft research to subject companies. However, it should be presumed that the author of the Product has had
discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and estimates constitute the judgment of the
author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without notice. Prices and
availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the companies
discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Research does not set a
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citi Research to provide research coverage of
the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The
Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase
securities mentioned in the Product must take into account existing public information on such security or any registered prospectus.

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the
reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign
companies are generally not subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of
some foreign companies may be less liquid and their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate
movements may have an adverse effect on the value of an investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net
dividends to ADR investors are estimated, using withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for
exact dividend computations. Investors who have received the Product from the Firm may be prohibited in certain states or other jurisdictions from
purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details. Citigroup Global Markets Inc.
takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product may be placed
only through Citigroup Global Markets Inc.

Important Disclosures for Bell Potter Customers: Bell Potter is making this Product available to its clients pursuant to an agreement with Citigroup Global
Markets Australia Pty Limited. Neither Citigroup Global Markets Australia Pty Limited nor any of its affiliates has made any determination as to the suitability
of the information provided herein and clients should consult with their Bell Potter financial advisor before making any investment decision.

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed
by. The Product is made available in Australia through Citigroup Global Markets Australia Pty Limited. (ABN 64 003 114 832 and AFSL No. 240992),
participant of the ASX Group and regulated by the Australian Securities & Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW

2000. The Product is made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 004 325 080 and AFSL
238098). Citigroup Pty Limited provides all financial product advice to Australian Private Banking wholesale clients through bankers and relationship
managers. If there is any doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the Citigroup Private
Bank in Australia. Citigroup companies may compensate affiliates and their representatives for providing products and services to clients. The Product is
made available in Brazil by Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comisséo de Valores Mobiliarios, BACEN - Brazilian
Central Bank, APIMEC - Associacdo dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID - Associagéo Nacional dos Bancos
de Investimento. Av. Paulista, 1111 - 11° andar - CEP. 01311920 - S&o Paulo - SP. If the Product is being made available in certain provinces of Canada by
Citigroup Global Markets (Canada) Inc. ("CGM Canada"), CGM Canada has approved the Product. Citigroup Place, 123 Front Street West, Suite 1100,
Toronto, Ontario M5J 2M3. This product is available in Chile through Banchile Corredores de Bolsa S.A., an indirect subsidiary of Citigroup Inc., which is
regulated by the Superintendencia de Valores y Seguros. Agustinas 975, piso 2, Santiago, Chile. The Product is distributed in Germany by Citigroup
Global Markets Deutschland AG ("CGMD"), which is regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin). CGMD, Reuterweg 16, 60323
Frankfurt am Main. Research which relates to "securities" (as defined in the Securities and Futures Ordinance (Cap. 571 of the Laws of Hong Kong)) is
issued in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Limited which takes full responsibility for its content. Citigroup Global Markets Asia
Ltd. is regulated by Hong Kong Securities and Futures Commission. If the Research is made available through Citibank, N.A., Hong Kong Branch, for its
clients in Citi Private Bank, it is made available by Citibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong. Citibank N.A. is regulated by
the Hong Kong Monetary Authority. Please contact your Private Banker in Citibank N.A., Hong Kong, Branch if you have any queries on or any matters
arising from or in connection with this document. The Product is made available in India by Citigroup Global Markets India Private Limited, which is
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regulated by Securities and Exchange Board of India. 1202, 12th Floor, FIFC, G Block, Bandra Kurla Complex, Bandra East, Mumbai - 400051 Corporate
Identity Number: U99999MH2000PTC126657 Tel:+9102261759999 Fax:+9102261759961. The Product is made available in Indonesia through PT
Citigroup Securities Indonesia. 5/F, Citibank Tower, Bapindo Plaza, JI. Jend. Sudirman Kav. 54-55, Jakarta 12190. Neither this Product nor any copy hereof
may be distributed in Indonesia or to any Indonesian citizens wherever they are domiciled or to Indonesian residents except in compliance with applicable
capital market laws and regulations. This Product is not an offer of securities in Indonesia. The securities referred to in this Product have not been registered
with the Capital Market and Financial Institutions Supervisory Agency (BAPEPAM-LK) pursuant to relevant capital market laws and regulations, and may not
be offered or sold within the territory of the Republic of Indonesia or to Indonesian citizens through a public offering or in circumstances which constitute an
offer within the meaning of the Indonesian capital market laws and regulations. The Product is made available in Israel through Citibank NA, regulated by
the Bank of Israel and the Israeli Securities Authority. Citibank, N.A, Platinum Building, 21 Ha'arba'ah St, Tel Aviv, Israel. The Product is made available in
Italy by Citigroup Global Markets Limited, which is authorised by the PRA and regulated by the FCA and the PRA. Via dei Mercanti, 12, Milan, 20121,

Italy. The Product is made available in Japan by Citigroup Global Markets Japan Inc. ("CGMJ"), which is regulated by Financial Services Agency, Securities
and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange. Shin-Marunouchi
Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. If the Product was distributed by SMBC Nikko Securities Inc. it is being so distributed under
license. In the event that an error is found in an CGMJ research report, a revised version will be posted on the Firm's Citi Velocity website. If you have
questions regarding Citi Velocity, please call (81 3) 6270-3019 for help. The Product is made available in Korea by Citigroup Global Markets Korea
Securities Ltd., which is regulated by the Financial Services Commission, the Financial Supervisory Service and the Korea Financial Investment Association
(KOFIA). Citibank Building, 39 Da-dong, Jung-gu, Seoul 100-180, Korea. KOFIA makes available registration information of research analysts on its
website. Please visit the following website if you wish to find KOFIA registration information on research analysts of Citigroup Global Markets Korea
Securities

Ltd. http://dis.kofia.or.kriwebsquare/index.jsp?w2xPath=/wqg/fundMgr/DISFundMgrAnalystList.xml&divisionld=MDIS03002002000000&serviceld=SDIS03002
002000. The Product is made available in Korea by Citibank Korea Inc., which is regulated by the Financial Services Commission and the Financial
Supervisory Service. Address is Citibank Building, 39 Da-dong, Jung-gu, Seoul 100-180, Korea. The Product is made available in Malaysia by Citigroup
Global Markets Malaysia Sdn Bhd (Company No. 460819-D) (“CGMM”) to its clients and CGMM takes responsibility for its contents. CGMM is regulated by
the Securities Commission of Malaysia. Please contact CGMM at Level 43 Menara Citibank, 165 Jalan Ampang, 50450 Kuala Lumpur, Malaysia in respect
of any matters arising from, or in connection with, the Product. The Product is made available in Mexico by Acciones y Valores Banamex, S.A. De C. V.,
Casa de Bolsa, Integrante del Grupo Financiero Banamex (“Accival’) which is a wholly owned subsidiary of Citigroup Inc. and is regulated by Comision
Nacional Bancaria y de Valores. Reforma 398, Col. Juarez, 06600 Mexico, D.F. In New Zealand the Product is made available to ‘wholesale clients’ only as
defined by s5C(1) of the Financial Advisers Act 2008 (‘FAA)) through Citigroup Global Markets Australia Pty Ltd (ABN 64 003 114 832 and AFSL No.
240992), an overseas financial adviser as defined by the FAA, participant of the ASX Group and regulated by the Australian Securities & Investments
Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 2000. The Product is made available in Pakistan by Citibank N.A. Pakistan branch, which is
regulated by the State Bank of Pakistan and Securities Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundrigar Road, P.O. Box 4889, Karachi-
74200. The Product is made available in the Philippines through Citicorp Financial Services and Insurance Brokerage Philippines, Inc., which is regulated
by the Philippines Securities and Exchange Commission. 20th Floor Citibank Square Bldg. The Product is made available in the Philippines through Citibank
NA Philippines branch, Citibank Tower, 8741 Paseo De Roxas, Makati City, Manila. Citibank NA Philippines NA is regulated by The Bangko Sentral ng
Pilipinas. The Product is made available in Poland by Dom Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which is regulated by
Komisja Nadzoru Finansowego. Dom Maklerski Banku Handlowego S.A. ul.Senatorska 16, 00-923 Warszawa. The Product is made available in the
Russian Federation through ZAO Citibank, which is licensed to carry out banking activities in the Russian Federation in accordance with the general
banking license issued by the Central Bank of the Russian Federation and brokerage activities in accordance with the license issued by the Federal Service
for Financial Markets. Neither the Product nor any information contained in the Product shall be considered as advertising the securities mentioned in this
report within the territory of the Russian Federation or outside the Russian Federation. The Product does not constitute an appraisal within the meaning of
the Federal Law of the Russian Federation of 29 July 1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation. 8-10 Gasheka
Street, 125047 Moscow. The Product is made available in Singapore through Citigroup Global Markets Singapore Pte. Ltd. (“CGMSPL"), a capital markets
services license holder, and regulated by Monetary Authority of Singapore. Please contact CGMSPL at 8 Marina View, 21st Floor Asia Square Tower 1,
Singapore 018960, in respect of any matters arising from, or in connection with, the analysis of this document. This report is intended for recipients who are
accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap. 289). The Product is made available by The Citigroup
Private Bank in Singapore through Citibank, N.A., Singapore Branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore.
Please contact your Private Banker in Citibank N.A., Singapore Branch if you have any queries on or any matters arising from or in connection with this
document. This report is intended for recipients who are accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap.
289). This report is distributed in Singapore by Citibank Singapore Ltd ("CSL") to selected Citigold/Citigold Private Clients. CSL provides no independent
research or analysis of the substance or in preparation of this report. Please contact your Citigold//Citigold Private Client Relationship Manager in CSL if you
have any queries on or any matters arising from or in connection with this report. This report is intended for recipients who are accredited investors as
defined under the Securities and Futures Act (Cap. 289). Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company
registration number 2000/025866/07) and its registered office is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is
regulated by JSE Securities Exchange South Africa, South African Reserve Bank and the Financial Services Board. The investments and services
contained herein are not available to private customers in South Africa. The Product is made available in the Republic of China through Citigroup Global
Markets Taiwan Securities Company Ltd. ("CGMTS"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan and/or through Citibank Securities (Taiwan)
Company Limited ("CSTL"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan, subject to the respective license scope of each entity and the applicable
laws and regulations in the Republic of China. CGMTS and CSTL are both regulated by the Securities and Futures Bureau of the Financial Supervisory
Commission of Taiwan, the Republic of China. No portion of the Product may be reproduced or quoted in the Republic of China by the press or any third
parties [without the written authorization of CGMTS and CSTL]. If the Product covers securities which are not allowed to be offered or traded in the Republic
of China, neither the Product nor any information contained in the Product shall be considered as advertising the securities or making recommendation of
the securities in the Republic of China. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale
of a security or financial products. Any decision to purchase securities or financial products mentioned in the Product must take into account existing public
information on such security or the financial products or any registered prospectus. The Product is made available in Thailand through Citicorp Securities
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(Thailand) Ltd., which is regulated by the Securities and Exchange Commission of Thailand. 399 Interchange 21 Building, 18th Floor, Sukhumvit Road,
Klongtoey Nua, Wattana ,Bangkok 10110, Thailand. The Product is made available in Turkey through Citibank AS which is regulated by Capital Markets
Board. Tekfen Tower, Eski Buyukdere Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey. In the U.A.E, these materials (the "Materials") are
communicated by Citigroup Global Markets Limited, DIFC branch ("CGML"), an entity registered in the Dubai International Financial Center ("DIFC") and
licensed and regulated by the Dubai Financial Services Authority ("DFSA") to Professional Clients and Market Counterparties only and should not be relied
upon or distributed to Retail Clients. A distribution of the different Citi Research ratings distribution, in percentage terms for Investments in each sector
covered is made available on request. Financial products and/or services to which the Materials relate will only be made available to Professional Clients
and Market Counterparties. The Product is made available in United Kingdom by Citigroup Global Markets Limited, which is authorised by the Prudential
Regulation Authority (“PRA”) and regulated by the Financial Conduct Authority (“FCA”) and the PRA. This material may relate to investments or services of
a person outside of the UK or to other matters which are not authorised by the PRA nor regulated by the FCA and the PRA and further details as to where
this may be the case are available upon request in respect of this material. Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB. The
Product is made available in United States by Citigroup Global Markets Inc, which is a member of FINRA and registered with the US Securities and
Exchange Commission. 388 Greenwich Street, New York, NY 10013. Unless specified to the contrary, within EU Member States, the Product is made
available by Citigroup Global Markets Limited, which is authorised by the PRA and regulated by the FCA and the PRA.

Pursuant to Comiss&o de Valores Mobiliarios Rule 483, Citi is required to disclose whether a Citi related company or business has a commercial relationship
with the subject company. Considering that Citi operates multiple businesses in more than 100 countries around the world, it is likely that Citi has a
commercial relationship with the subject company.

Many European regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as a result of
publication or distribution of investment research. The policy applicable to Citi Research's Products can be found

at https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures.

Compensation of equity research analysts is determined by equity research management and Citigroup's senior management and is not linked to specific
transactions or recommendations.

The Product is not to be construed as providing investment services in any jurisdiction where the provision of such services would not be permitted.
Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price and/or value and investors may get
back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or exceed the amount
invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject
to change. If in doubt, investors should seek advice from a tax adviser. The Product does not purport to identify the nature of the specific market or other
risks associated with a particular transaction. Advice in the Product is general and should not be construed as personal advice given it has been prepared
without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice,
consider the appropriateness of the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the
client's responsibility to obtain the relevant offer document for the product and consider it before making a decision as to whether to purchase the product.
Citi Research generally disseminates its research to the Firm'’s global institutional and retail clients via both proprietary (e.g., Citi Velocity and Citi Personal
Wealth Management) and non-proprietary electronic distribution platforms. Certain research may be disseminated only via Citi's proprietary distribution
platforms; however such research will not contain changes to earnings forecasts, target price, investment or risk rating or investment thesis or be otherwise
inconsistent with the author’s previously published research. Certain research is made available only to institutional investors to satisfy regulatory
requirements. Individual Citi Research analysts may also opt to circulate published research to one or more clients by email; such email distribution is
discretionary and is done only after the research has been disseminated.

The level and types of services provided by Citi Research analysts to clients may vary depending on various factors such as the client’s individual
preferences as to the frequency and manner of receiving communications from analysts, the client’s risk profile and investment focus and perspective (e.g.
market-wide, sector specific, long term, short-term etc.), the size and scope of the overall client relationship with Citi and legal and regulatory constraints.
Citi Research product may source data from dataCentral. dataCentral is a Citi Research proprietary database, which includes Citi estimates, data from
company reports and feeds from Thomson Reuters. The printed and printable version of the research report may not include all the information (e.g., certain
financial summary information and comparable company data) that is linked to the online version available on Citi's proprietary electronic distribution
platforms.

© 2015 Citigroup Global Markets Inc. Citi Research is a division of Citigroup Global Markets Inc. Citi and Citi with Arc Design are trademarks and service
marks of Citigroup Inc. and its affiliates and are used and registered throughout the world. All rights reserved. Any unauthorized use, duplication,
redistribution or disclosure of this report (the “Product”), including, but not limited to, redistribution of the Product by electronic mail, posting of the Product on
a website or page, and/or providing to a third party a link to the Product, is prohibited by law and will result in prosecution. The information contained in the
Product is intended solely for the recipient and may not be further distributed by the recipient to any third party. Where included in this report, MSCI sourced
information is the exclusive property of Morgan Stanley Capital International Inc. (MSCI). Without prior written permission of MSCI, this information and any
other MSCl intellectual property may not be reproduced, redisseminated or used to create any financial products, including any indices. This information is
provided on an "as is" basis. The user assumes the entire risk of any use made of this information. MSCI, its affiliates and any third party involved in, or
related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness
for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third
party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. MSCI, Morgan Stanley Capital
International and the MSCI indexes are services marks of MSCI and its affiliates. The Firm accepts no liability whatsoever for the actions of third parties. The
Product may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the Product refers to website material of the Firm,
the Firm has not reviewed the linked site. Equally, except to the extent to which the Product refers to website material of the Firm, the Firm takes no
responsibility for, and makes no representations or warranties whatsoever as to, the data and information contained therein. Such address or hyperlink
(including addresses or hyperlinks to website material of the Firm) is provided solely for your convenience and information and the content of the linked site
does not in anyway form part of this document. Accessing such website or following such link through the Product or the website of the Firm shall be at your
own risk and the Firm shall have no liability arising out of, or in connection with, any such referenced website.

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST
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