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Investment Strategy Themes

Tactically Bullish - the “Base Effect’ rally

1) ample liquidity, 2) steep yield curves, 3) cheap valuations,

4) depressed equity sentiment, 5) a trough in profits revisions and
economic data.

Significant high risk/ pain trade is starting to hurt investors as
financial markets rally. Investors starting to capitulate and buy into
an economic recovery.

Strategically Bearish - absence of top-line profits growth

1) output gaps are negative, 2) sales growth/ revisions are being
downgraded, 3) the good news on cost control now changing
direction (FX, input prices, BY, re-stocking starting to rise).

Equities are expected to outperform bonds near-term, Non-US
Equities to rise more slowly than before. As high risk appetite wanes.

Small Caps to continue outperforming Large Caps, Value to
outperform Growth and a shallow profits recovery to lead to a bull
market in High Quality stocks .
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Depressed Sentiment

UK Company Directors’ BUY to SELL Ratio
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Cheap Equity Valuations

European Bond to Equity Yield Ratio
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Europe's EPS Revision Ratio

Massive Rise in Risk Appetite

Performance of High vs. Low Risk Stocks and Europe’s EPS Revision Ratio
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BAS-ML ‘Investment Clock’
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A < Falling Inflation o > _
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5 Recovery: the
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BAS-ML ‘Investment Clock’

Value Stocks Commodities
Municipals

Overseas Equities

Early Cycle Sectors Late Cycle Sectors

Recover Boom
Small Cap Y TIPS

High Yield Bonds Large Cap

Corporate Bonds Short-Term Treasuries

Recession Slowdown

Rate Sensitive Sectors Defensive Sectors

High Quality Growth Stocks

Long-Term Treasuries

"

BankofAmerica %7
Merrill Lynch

Refer to important disclosures on Page 21  Source : Bank of America Securities - Merrill Lynch European Quantitative Strategy




European ‘Style Cycle’

‘Style Cycle marries phases of the economic cycle with Investment Style Price Returns

Neutral Value vs.

Growth. Overweight Overweight Growth vs.
Rising Momentum, High Value, Rising Momentum,
Risk and Small Caps VS. High Quality, Low Risk &
Large Caps. Large Caps vs. Small Caps.
Positive Economic Growth 1 1 2
\ Boom Slowdown /

\ Y
Negative Economic Growth l Recession Recovery

Recession Recovery 3 4
3 4

Overweight Value vs.

Growth, High Quality _

and Low Risk. Overweight Value vs.

Neutral Large Caps Growth, Momentum,
vs. Small Caps. Low Quality, High Risk
& Small Caps vs. Large

Caps.

Phase 1 - Rising & Accelerating; Phase 2 - Rising & Decelerating; Phase 3 - Falling & Decelerating; Phase 4 - Falling & Accelerating.
*Economic Cycle based on the ML Composite Macro Indicator
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European ‘Style Cycle’

Back-testing the European ‘Style Cycle’ — rolling price returns from one phase to next

e BAS-ML Style Cycle Long (rolling price returns)
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European ‘Style Cycle’

Table 1: Summary Europe’s Macro Signals

1 Monthly Changes in Europe's Macro Index

—Europe's Composite Macro Index Inputs of ML Composite Macro Index Direction
too- -20 Pan European Cons. GDP Forecasts FLAT
12mth Change in Pan EU Bond Yield RISING
e Producer Price Inflation FALLING
 OECDEU Leading Indicator FALLING
" German IFO Indicator RISING
Global Sell-Side EPS Revision Ratio RISING
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European ‘Style Cycle’

Table 3: Investment Styles — Relative Returns (%) — Prices as of 31/05/09

1M 3aM 6M 12M  YTD 3YR 5YR
Value 481 5376  25.62 11.05  [32.44 -11.73 -9.26
Growth 462 702 979 1143\ 9.65 14.13 31.25
Momentum 277  -2443  -1653 -16.76  -13.85 17.22 51.94
Quality 314 -9.70 0.60 11.84 1.04 28.35 31.84
|} Risk 1.71 @J@ 19.27 809  28.56 2.73 2.10

Source: Bank of America-Merrill Lynch European Quantitative Strategy, FactSet.
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Strong conviction for Value Stocks

Global Growth vs. Value - Prospective P/E Relative

2.8

Growth premium = 90%
Average premium =71%
Minimum premium = 36%

Maximum premium = 165%

2.6 -

2.4

2.2

2.0 oo N b

1.8 -

1.6 -

PE of Growth vs PE of Value

1 A V

1.2 l I I I I I I I I I I I I I
95 96 97 98 9 00 01 02 03 o4 05 06 07 08 09

Bankof America %% _ ~
Merrill Lynch FACTSET “Prgees

Refer to important disclosures on Page 21 Source : Bank of America Securities - Merrill Lynch European Quantitative Strategy




Strong conviction for Small Caps

Changes in Global Liquidity Growth & Small vs. Large Cap Performance
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Seeking Pricing Power

BAS-ML Profit Mix Screen — Quadrant Analysis based EPS & Sales Revisions
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STARS vs. DOGS

BAS-ML Profit Mix Screen — Quadrant Analysis based EPS & Sales Revisions
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Excess Return vs. MSCI Euro

STARS vs. DOGS

BAS-ML Profit Mix Screen — Quadrant Analysis based EPS & Sales Revisions
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Europe’s EPS Revision Ratio

Pan European Earnings Revision Ratio — 1 month & 3 month ratios
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Sell in May, Buy in October

Average Seasonal Changes in Pan European 3M EPS Revisions & Price Perform
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Q2 is seasonally the best for Energy

Average Seasonal Changes in Energy sector, 3Mth EPS Revisions & Price Perform
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The outlook for WTI & Energy Stocks

Crude Qil Price — WTI & 12mth Forecast of WTI from Consensus Economics
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Where is the Oil Price heading?

Spread between Actual & Forecast WTI Qil Price Index & WTI Price Crude Oil Prices
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Most expensive sector
P/E relative in 10 years!

European Materials

Materials vs. Europe — Price & Prospective EPS Relative
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European Telecoms

Least expensive sector
P/E relative in 10 years!

Telecom vs. Europe — Price & Prospective EPS Relative
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77! Investment Strategy Themes

e Investors are concerned about the upside risk to inflation. Bond yields
are rising and yield curves are steep. But it is ‘bear-steepening’ rather
than ‘bull-steepening’.

o Profits growth likely to remain anaemic. 1) USD falling, Euro/ GBP
rising, 2) Input costs rising, 3) Good news on de-stocking unlikely to
continue in H2-09, 4) Absence of top-line sales growth.

e Investors finally capitulating and sentiment no longer depressed.

e Many cyclical indicators like Energy prices and EPS revisions are
highly seasonal.

e Equities expected to outperform bonds near-term, Non-US Equities to
rise more slowly than before and eventually under-perform US stocks
as high risk appetite wanes.

Small Caps to continue outperforming Large Caps, Value to
outperform Growth and High Quality to outperform Low Quality stocks.
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Copyright, User Agreement and other general information related to this report: Copyright 2005 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. This research report is
prepared for the use of Merrill Lynch clients and may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of
Merrill Lynch. Merrill Lynch research reports are distributed simultaneously to internal and client websites eligible to receive such research prior to any public dissemination by Merrill Lynch of
the research report or information or opinion contained therein. Any unauthorized use or disclosure is prohibited. Receipt and review of this research report constitutes your agreement not to
redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or information contained in this report (including any investment recommendations, estimates or price targets)
prior to Merrill Lynch’s public disclosure of such information. The information herein (other than disclosure information relating to Merrill Lynch and its affiliates) was obtained from various
sources and we do not guarantee its accuracy.

Officers of MLPF&S or one of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related investments.

This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer, or an invitation to make an offer, to buy or sell any securities or
other investment or any options, futures or derivatives related to securities or investments. It is not intended to provide personal investment advice and it does not take into account the
specific investment objectives, financial situation and the particular needs of any specific person who may receive this report. Investors should seek financial advice regarding the
appropriateness of investing in any securities, other investment or investment strategies discussed or recommended in this report and should understand that statements regarding future
prospects may not be realized. Investors should note that income from such securities or other investments, if any, may fluctuate and that price or value such securities and investments may
rise or fall. Accordingly, investors may receive back less than originally invested. Past performance is not necessarily a guide to future performance.

Foreign currency rates of exchange may adversely affect the value, price or income of any security or related investment mentioned in this report. In addition, investors in securities such as
ADRs, whose values are influenced by the currency of the underlying security, effectively assume currency risk.

UK readers: MLPFS or an affiliate is a liquidity provider for the securities discussed in this report. Merrill Lynch Research policies relating to conflicts of interest are described at
http://www.ml.com/media/43347.pdf.

Information relating to Non-US affiliates of Merrill Lynch, Pierce, Fenner & Smith Incorporated (MLPF&S): MLPF&S distributes research reports of the following non-US affiliates in the US (short
name: legal name): Merrill Lynch (France): Merrill Lynch Capital Markets (France) SAS; Merrill Lynch Dublin (Frankfurt Branch): Merrill Lynch CMB Ltd, Dublin, Frankfurt Branch; Merrill Lynch
(South Africa): Merrill Lynch South Africa (Pty) Ltd; Merrill Lynch (Milan): Merrill Lynch Capital Markets Bank Limited; MLPF&S (UK): Merrill Lynch, Pierce, Fenner & Smith Limited; Merrill Lynch
(Australia): Merrill Lynch Equities (Australia) Limited; Merrill Lynch (Hong Kong): Merrill Lynch (Asia Pacific) Limited; Merrill Lynch (Singapore): Merrill Lynch (Singapore) Pte Ltd; Merrill Lynch
(Canada): Merrill Lynch Canada Inc; Merrill Lynch (Mexico): Merrill Lynch Mexico, SA de CV, Casa de Bolsa; Merrill Lynch (Argentina): Merrill Lynch Argentina SA; Merrill Lynch (Brazil): Banco
Merrill Lynch de Investimentos SA; Merrill Lynch (Japan): Merrill Lynch Japan Securities Co, Ltd; Merrill Lynch (Seoul): Merrill Lynch International Incorporated (Seoul Branch); Merrill Lynch
(Taiwan): Merrill Lynch Taiwan Limited; DSP Merrill Lynch (India): DSP Merrill Lynch Limited; PT Merrill Lynch (Indonesia): PT Merrill Lynch Indonesia; Merrill Lynch (Israel): Merrill Lynch Israel
Limited.

This research report has been prepared and issued by MLPF&S and/or one or more of its non-US affiliates. MLPF&S is the distributor of this research report in the US and accepts full
esponsibility for research reports of its non-US affiliates distributed in the US. Any US person receiving this research report and wishing to effect any transaction in any security discussed in the
port should do so through MLPF&S and not such foreign affiliates. This research report has been approved for publication in the United Kingdom by Merrill Lynch, Pierce, Fenner & Smith

ited, which is authorized and regulated by the Financial Services Authority; has been considered and distributed in Australia by Merrill Lynch Equities (Australia) Limited (ABN 65 006 276

), licensed under the Australian Corporations Act, AFSL No 235132; has been considered and distributed in Japan by Merrill Lynch Japan Securities Co, Ltd, a registered securities dealer under
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