Performance %ch y/y and

Trade Booster
1 April 2014
Equities: dividends and deep-value attractive, high beta at risk

G) boost

Free-thinking ETPs

Summary

e Low bond yields in DM sustain the valuation case for equities. According to Boost’s Market
Model, (see Appendix) equities trade close to fair value relative to bonds

¢ Dividend and deep discounted equity themes are favored amidst a low appetite for risk. UK
equities offer competitive dividend yields. Italian equities are cheap relative to peers.

e Expensive high beta markets are at risk. Tech stocks look vulnerable in an environment where
EM growth may succumb to more weakness amid QE stimulus withdrawals

e Investors who share this sentiment may consider the following Boost ETPs

(www.boostetp.com/products):

Long equities:

1. Boost FTSE MIB 3x Leverage Daily ETP (3ITL)
2. Boost FTSE 100 3x Leverage Daily ETP (3UKL)

Short equities:
1. Boost NASDAQ 100 3x Short Daily ETP
(QQQS)

over/unervaluation

Chart 1: Boost's Market Model suggests equities trade close to fair value with bonds
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Sentiment in risk assets is subdued. However,
helping the valuation case for equities are low
bond yields in DM. Boost’s Market Model (see
Appendix) indicates that, with equities trading
close to fair value relative to bonds, the cautious
stance of investors may favour selective equity
market segments. UK’s high dividend yield and
Italy’s deep discounted equity market stand out as
markets around which investors can position
defensively. With a more hawkish sounding US
Fed as it winds down QE, the potential pressures
on EM may dampen the outlook for growth stocks.

High beta and expensive segments of the equity
market are at risk to correct lower. Investors who
share this sentiment may consider the following
positions

Long equities:
1. Boost FTSE MIB 3x Leverage Daily ETP (3ITL)
2. Boost FTSE 100 3x Leverage Daily ETP (3UKL)

Short equities
1. Boost NASDAQ 100 3x Short Daily ETP (QQQS)
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Despite lower dividend expectations, UK large cap
equities still compare favorably to peers

The performance of FTSE 100 has fallen behind other
equity market peers this year. Amidst UK bank stocks
struggling  under  tighter  regulation, deeper
restructuring and more litigation charges, UK
insurance stocks have recently been battered following
a new pension reform to end the requirement to buy an
annuity for DC retirement schemes. As a result,
financials have been one of the worst performing
sectors in the UK, falling almost 6% this year. Adding
to the drag on the FTSE 100 is Vodafone. As the third
largest member in the index, the negative sentiment
surrounding Vodafone’s stake sales and strategic
repositioning has caused its shares to fall by 26% this
year. The telecom sector is down 9% for the year so
far.

The net effect is that FTSE 100 dividend growth for
2014 is expected to fall and that it should regain
strength only in 2015 and 2016. However, even when
taking into account potentially lower dividends for
2014, the 3.8% estimated dividend vyield for this year
by consensus still leaves the FTSE 100 as the highest
dividend vyielding equity market across major
continental European and US equity markets. This too
partly thanks to UK equities’ lacklustre performance for
several years. The risks of potentially more tightening
by the BoE as UK economic growth accelerates may
compell investors seeking income into UK large cap
equities that not only offer a better hedge against
higher interest rates, but also offer a forward dividend
yield that is more than 100 bps higher than the current
yields on long dated governemnt bonds.

Significant bank restructuring boosts Italian
equities’ re-rating potential

Italian banks are taking the much needed restructuring
head on. Leading the charge is Intesa Sanpaolo
(Italy’s largest by market capitalisation) which,
following large goodwill writedowns posted a EUR
5.2bn loss for the 4™ quarter of 2013, is creating a bad
bank where all its non-performing loans will be housed.
This will not only provide transparency to investors in
terms of which parts of the banks are healthy and
which are not, but crucially will enable the bank to
raise capital quickly. Unicredit (ltaly’s 2 largest bank
by market capitalisation, but largest by assets), posted
a EUR 15bn loss as it increased loan loss provisions
and wrote down goodwill from acquisitions. Together
with plans to cut the workforce by 6% to restore
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profitability, Unicredit, like Intesa is readying itself for
cleaning up its balance sheet ahead of the ECB stress
test. Hence, in spite of the large losses, investors’
reaction was anything but bearish. Moth to date Intesa
Sanpaolo is up 7%, while Unicredit is up 13%. Given
the strong home presence of both banks, their
turnaround is likely to instill renewed confidence in
Italy’s morbund economy as well. Aside from the
restructuring efforts of banks, the corporate sector is
showing signs of life as well. While ltaly’s PMI
manufacturing for February is in soft expansion mode
for the 8" consecutive month, this is largely due to the
ongoing contraction of credit for businesses. But
indiations are that for at least the large-cap stocks in
Italy efforts are made to bypass the banks. Fiat SpA
has recently applied for a bank license, replicating the
model of several of Germany’s large multinationals to
obtain access the ECB’s cheap borrowing facilities.
Nevertheless, despite being up by 13% this year,
Italian’s equity market continues to trade at deep
discounts relative to other equity markets. With price to
book valuations of 2.6x, the FTSE MIB trades at a
discount of 55% to the S&P 500, 52% to the EURO
STOXX and 22% to the FTSE 100. This thanks in part
of financial’s disproportionate weighing of close to 1/3"
of the Italian equity market.

Tech stocks’ high valuations may be driven by too
elevated growth expectation

The upbeat Q$ 2013 GDP numbers of the US, revised
up slighty to 2.6% (from 2.4%) comes as an important
counterforce to weakening growth in China. The
weakening RMB and slumping copper prices are
stress signals that may portent to more weaknesses
ahead for the world’s second largest economy. This,
together with the Fed growing more hawkish as it
readies plans for policy rate hikes once the last batch
of QE stimulus is withdrawn by summer is why risks to
growth expectations being paired back may impact
high beta equity markets whose valuations may look
increasingly stretched. The NASDAQ 100’s forward
P/E multiple, at 18.8x is the highest since 2010. While
the taper talk last year intitally helped sentiment in the
low (if not negative) financially levered companies that
are insensitive to the interest rate cycle, the likes of
Apple and Facebook may find their growth
environment more challenging as EM succumb to the
effects of US QE stimulus withdrawals as their
borrowing cost rise and home currencies devalue.
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Current valuation of equities is modest and
compares favourably to previous market cycles

Our Market Model suggests that equities remain good
value relative to bonds. As shown in chart 1 (previous
page), which showcases the Market Model’s results for
the US, equities currently are slightly undervalued
relative to the current yields of investment grade
corporate bonds. This close to fair value reading
compares favourably to the substantial overvaluation
seen in the previous two stock market cycles. During
the dotcom bubble in 1999-2000 and the the subprime
credit splurge in 2007-2008, equities were overvalued
to the tune of 20% and more. At the height of the bull
run in both episodes, the extent of overvaluation in
equity markets was anywhere between 30 to 40%
before this triggered a sell-off . As also shown in the
chart, the Market Model worked reasonably well in
signalling that when the dislocation between rising
equity valuations (i.e. higher P/E ratios) and falling
bond valuations (i.e. higher vyields) reaches such
extremes, a marked correction in equities usually
followed (see red shaded areas in chart 1).

A ‘what-if analysis may help provide context to the
potential risks for equities. To that end, a ‘Scenario
Matrix (see the chart on the next page) has been
developed.

Explaining the Scenario Matrix

The Scenario Matrix shows two matrices that describe
scenarios of adjustments needed in order to restore
fair value (i.e. equities are neither over nor
undervalued relative to bonds) for different levels of
bond yields and P/E ratios. The upper matrix describes
these adjustments by the required revisions needed in
corporate earnings, while the lower matrix describes
these adjustments by the required changes in equity
market prices.

Shown vertically on the left of each matrix are different
levels of bond vyields (i.e. of US Investment grade
corporate bonds) in incremental 25 bps spreads from
current levels. The current level is shown in the centre
(as indicated by “current BY (%)”), which is close to
5% (i.e. 4.68%). Rising bond vyield scenarios are
shown above, falling bond yield scenarios are shown
below it.

Shown horizontally and running along the top of the
matrices are different levels of P/E ratios which, for the
corresponding levels of bond vyields, describe
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scenarios where equities are fairly valued relative to
bonds. The diagonals running from top left to bottom
right indicate this with values of 0% (i.e. no over or
undervaluation). For example, with current bond yields
at less than 4.7% (4.68% to be exact), equities should
trade at a trailing P/E ratio of 17.8X in order not to be
over or undervalued relative to bonds. This scenario is
shown at the centre of the upper and bottom matrix
and is also indicated by the intersection of the
horizontal and vertically rectangles. Anywhere outside
the centre and the diagonals describe scenarios of
equities as being either over or undervalued. To
restore fair value for given levels of bond vyields, a
change in earnings or equity prices or a combination of
each needs in required.

If earnings growth remains resilient, equities could
potentially absorb more yield increases

If current bond yields (at 4.68%) require a P/E ratio of
17.8X in order for equities to be fairly valued relative to
bonds, then given the actual P/E ratio of 17.1X (which
is somewhat lower than the required P/E), equities are
currently modestly undervalued. The upper matrix
shows that for a P/E of 16.9X (very close to 17.1X), the
earnings of the equity market need to fall by about 5%
(5.1% to be exact) in order to justify the slightly lower
valuation, provided that bond vyields of 4.68% do not
change. If earnings expectations are assumed to stay
flat, then, without growth in earnings, equity prices
need to rise by approximately 5% (5.3% to be exact) to
restore fair value with bonds, as shown in the bottom
matrix. Consensus estimates show relative upbeat
earnings growth expectations of close to 10% this year
for US equities. In this context, a -5% growth
assumption may look overly pessimistic.

However, more so than earnings, the bond market
itself may be the biggest threat to equities.
Overhanging it is the end of cheap money, instigated
by the Fed’s less dovish monetary policy stance as it
looks to progressively wind down QE over the course
of 2014. The question is if equity markets can absorb a
further rise in bond yields. According to the Market
Model and as shown in the Scenario Matrix, if bond
yields rise by another 25 bps, then the current P/E
ratio of 17.1X for US equities can still be justified.
However, increases in bond yields beyond 25 bps, say
50 bps or higher may put equities under significant
pressure as earnings would need to grow 10% or
higher. In the near term, it is unlikely that the climb of
bond yields will be that large, not least because most
of the tapering may already have been priced in into
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equity prices. Evidence for this was the rather muted
reaction on the bond market in December last year
when the Fed announced its first tapering of USD
10bn. Because bond yields barely moved then, a slow
and controlled unwinding is unlikely to surprise equity
markets to the downside in a significant way.

Against a backdrop where modest increases in interest
rates will not meaningfully hurt risk sentiment near
term, the outlook for equities may still be bullish.
Defensive positioning is likely to drive equity
allocations, potentially helping high dividend income
and deep discounted equity markets, even while it may
hurt high beta equity sectors.
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Scenario Matrix

FairEYR: 0.83 We are here:
CurrentP/E12MTrl:  17.1
EPS revision needed to sustain fair value
Fair P/E 1) At a current actual P/E of 17.1x,
14.1 14.7 15.4 16.1 16.9 17.8 18.8 20.0 24.3| Us equities require a EPS
+125bps 593 0.0%  44%  92% 145% 20.3%| 26.7%| 339% 41.9% correction of less than 5% from
+100bps  5.68 42%  00%  46%  97% 152%| 21.4%| 282% 35.9%
+75bps  5.43 84%  -44%  0.0%  48% 10.1%| 16.0%| 22.6% current trailing EPS levels to
+50bps  5.18 -12.6%  -8.8%  -4.6% 0.0% 5.1% 16.9% sustain fair value with bonds. That
+25bps  4.93 -16.9% -13.2%  -9.2%  -4.8% 0% 3% y J is, if current yields of investment
CurrentBY (%):[ 4.68 21.1% -17.6% -13.8%  -9.7% ( -5.1 5.6% ! 19.1%  27.2%  36.4% e
Sbps 443 | -25.3% 22.0% -184% -145% SI0Te  53%  00%  60% 127% 204%  29.2%| 8rade bondsof “4.7% do not
-S0bps  4.18 295% -264% -23.0% -193% -152% -10.7% -~ -5.6%  0.0%  64% 13.6%  21.9%] change..
75bps  3.93 27.6% -24.1% -203% -160% -113% -60%  0.0%  6.8% 14.6%
-100bps  3.68 -29.0% 214% -16.9% -12.0%  -6.4%  0.0%  7.3% 2)...absent of this modest earnings
-125bps  3.43 26.7% -22.6% -17.9% -12.7%  -6.8%  0.0%
slowdown, US equities may rise by
approximately 5%
Price change needed to sustainfair value
Fair P/E
14.1 14.7 15.4 16.1 16.9 17.8 18.8 2431 3) Tho biggest threat to equities
+125bps  5.93 0.0% -42%  -8.4% -12.6% -16.9%| -21.1% )
+100bps  5.68 4.4%  0.0% -44% -88% -13.2%| -17.6% is the bond market: a moderate
+75bps  5.43 9.2% 4.6% 0.0% -46%  -9.2%| -13.8%| -184% -23.0% increase of 25 bps in bond yields
+50bps  5.18 14.5% 9.7% 4.8% 0.0%  -4.8%| -9.26 -14.5% -19.3% : could still be absorbed by the
+25bps  4.93 203% 152% 10.1%  5.1% 1% -10.1% -15.2% -20.3% ' ) ) -
Current BY (%):[ _4.68 26.7%  214%  160% 10.7% \53% 00%| -5.3% -107% -160% -214% -267% Y'Y market without requiring
-25bps 443 339% 282% 22.6% 169% 113%  56%  00% -5.6% -113% -16.9% -22.6%; stronger earnings. Yield increases
-50bps  4.18 419% 359% 29.9% 23.9% 17.9% 12.0%  6.0%  00% -60% -120% -17.9%: beyond 50 bps however may be
75bps  3.93 509% 445% 382% 318% 254% 191% 127%  64%  00% -64% 127% 110 nich and could spark a sell-
-100bps  3.68 543% 47.6% 40.8% 34.0% 27.2% 20.4% 13.6%  68%  0.0% -6.8% ) N
-125bps  3.43 h SL0%  437%  364%  292%  219%  14.6%  7.3%  00% O N equities
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Disclaimer

This communication has been provided by Boost ETP LLP which is an
appointed representative of Mirabella Financial Services LLP which is
authorised and regulated by the Financial Conduct Authority.

“The Market Model is proprietary and has been prepared by Boost based
on assumptions and parameters determined by it in good faith. The Model
is not an investment recommendation and no investment decision should
be made on the outcomes of the Market Model, nor should reliance be
placed on the accuracy or outcomes of the Model. The assumptions and
parameters used are not the only ones that might reasonably have been
selected and therefore no guarantee is given as to the accuracy,
completeness or reasonableness of any such quotations, disclosure or
analyses. A variety of other or additional assumptions or parameters, or
other market factors and other considerations, could result in different
contemporaneous good faith analyses”

The products discussed in this document are issued by Boost Issuer PLC
(the “Issuer”) under a Prospectus approved by the Central Bank of Ireland
as having been drawn up in accordance with the Directive 2003/71/EC.
The Prospectus has been passported from Ireland into the United
Kingdom and is available on the websites of the Central Bank of Ireland
and the Issuer. Please read the Prospectus before you invest in any
Exchange Traded Products (“ETPs”). Neither the Issuer nor Boost ETP
LLP is acting for you in any way in relation to the investment to which this
communication relates, or providing investment advice to you. The
information is not an offer to buy or sell or solicitation of an offer to buy or
sell any security or investment. You are advised to seek your own
independent legal, investment and tax or other advice as you see fit.

The value of an investment in ETPs may go down as well as up and past
performance is not a reliable indicator of future performance. An
investment in ETPs is dependent on the performance of the underlying
index, less costs, but it is not expected to match that performance
precisely. ETPs involve numerous risks including among others, general
market risks relating to the relevant underlying index, credit risks on the
provider of index swaps utilised in the ETP, exchange rate risks, interest
rate risks, inflationary risks, liquidity risks and legal and regulatory risks.

ETPs offering daily leveraged or daily short exposures (‘Leveraged
ETPs”) are products which feature specific risks that prospective
investors should understand before investing in them. Higher volatility of
the underlying indices and holding periods longer than a day may have an
adverse impact on the performance of Leveraged ETPs. As such,
Leveraged ETPs are intended for professional clients (defined in the
glossary of the FCA Handbook) who wish to take a short term view on the
underlying indices. As a consequence, Boost ETP LLP is not promoting
or marketing Boost ETPs to Retail Clients. Investors should refer to the
section entitled "Risk Factors" and “Economic Overview of the ETP
Securities” in the Prospectus for further details of these and other risks
associated with an investment in Leveraged ETPs and consult their
financial advisors as needed.

This marketing information is derived from information generally available
to the public from sources believed to be reliable although Boost ETP LLP
does not warrant the accuracy or completeness of such information. All
registered trademarks referred to herein have been licensed for use.
None of the products discussed above are sponsored, endorsed, sold or
promoted by any registered trademark owner and such owners make no
representation or warranty regarding the advisability on dealing in any of
the ETPs.
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