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Why earnings are likely to surprise to the upside in 2010 

We remain positive on the market and revise up our DJ 

Stoxx net income (pre-exceptionals) forecasts to a 19% fall in 

2009, and a 34% rise in 2010 (-24% and 28% ex Financials, 

respectively). Better Financial earnings, enhanced 

operational leverage and stronger EM growth are key factors. 

Raising our earnings estimates 

We have been bullish on the markets since April, when our preconditions 

for a sustained recovery were met. Fears about a ‘profitless’ recovery are 

overdone, in our view, despite a sluggish economy; we upgrade our 

forecasts for DJ Stoxx 600 net income (pre-exceptionals) to -19% for 2009 

(from -38% previously) and +34% for 2010 (from +19%). In terms of net 

income ex Financials, we expect -24% for 2009 and +28% for 2010. Current 

bottom-up I/B/E/S consensus is -21% for 2009 and +24% for 2010 for the 

total market, making us well above consensus for next year. Our end-year 

target of 235 for DJ Stoxx remains unchanged, as we expected investors to 

‘pre-pay’ for a large part of the early recovery that we are now seeing more 

evidence of in earnings; we expect a 20% return over the next 12 months. 

Improved Financials, operational leverage and stronger EM are key

Three key factors account for our earnings revisions: (1) Better Financials 

results than we previously expected: our banks analysts expect banks’ pre-

provision earnings to rise 13.7% in ‘09 and 65.3% in ‘10 (they previously 

expected -8% in ‘09 and +53% in ‘10); (2) increased operational leverage as 

corporate costs have been cut dramatically; and (3) stronger forecasts for 

emerging markets, to which Europe is increasingly exposed; Euroland 

exports to EM now account for 48% of total non-euro area exports. 

Europe top-down profit growth forecasts for 2009 and 2010 (%) 

2008 2009E 2010E
Actual/ Model results (all pre excep.):
Sales 6.3 -5.6 7.5
EBIT 1.5 -17.8 22.5
 Net income ex financials -6 -24 28
Net income financials pre-exception. -77.2 13.7 65.3

Weight of financials pre-except. 37% 13% 18%
Net income pre-exceptionals DJ STOXX -33 -19 34

Growth rates (%)

Source: Datastream, Goldman Sachs Global ECS Research. 
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Not a ‘profitless’ recovery 

The correction in markets from June 11 followed a sharp rise from the lows in March, and 

was attributed to many factors. Poor US labour market data for June raised concerns 

about the lack of future growth in an environment of ongoing deleveraging and higher 

unemployment. Fears over central bank exit strategies were also a focus. But, above all, in 

our view it reflected a natural transition from what we described as a ‘trust me’ phase to a 

‘show me’ phase (see Strategy Matters, 2H outlook – an upward trend but with increased 

alpha, July 9, 2009). Investors who were prepared to accept, on faith, the survey data 

indicating that the global economy was no longer deteriorating, were less convinced about 

the justification of further rises in risky assets without more tangible evidence of a 

sustainable recovery. In addition, we believe this skepticism reflected a concern that there 

would be a profitless recovery. 

Interestingly, the consensus, in aggregate, was surprisingly slow to accept that conditions 

were really very bad in the first place. As Exhibit 1 shows, outside the Financials group, 

earnings estimates for this year and next did not start to fall until October last year – at 

pretty much the same time that reported earnings themselves started to weaken.  

Exhibit 1: 2009 estimates have been revised down…  Exhibit 2: …as have 2010E, although to a lesser degree  
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2010 Estimate changes since July 2008
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Source: Worldscope, I/B/E/S, Goldman Sachs Global ECS Research. 
 

Source: Worldscope, I/B/E/S, Goldman Sachs Global ECS Research. 

As Exhibit 3 shows, the peak in earnings for Financials was in 3Q2007, a full year before 

the peak in non-Financials’ earnings. For many months the problems in the corporate 

sector were assumed to be a function of the financial sector’s woes alone. Companies 

outside this sector were generally reporting robust growth and strong order books until 

the autumn of 2008. The collapse of Lehman marked a watershed; only subsequently did 

estimates start to fall more broadly.  
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Exhibit 3: Financials’ earnings peaked a year before those of the rest of the market 

LTM* earnings for Stoxx 600 companies using current constituents (€ bn) 
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Source: Worldscope, I/B/E/S, Goldman Sachs Global ECS Research. 

It is not unusual for analysts to cut numbers slowly in a downturn and to be too optimistic. 

Indeed, the typical pattern is that estimates start the year too high and gradually come 

down through the year. Exhibit 4 shows the pattern of how estimates in Europe have 

changed for each year back to 1988. Each line shows the initial EPS forecast (rebased to 

100) and each estimate revision up to the release of actual results. The rise in expectations 

from 2005 through to 2007 was remarkable by historical standards, but estimate 

downgrades in 2009 now match those in 2002 and the early 90s.  

Exhibit 4: 2009 EPS estimate downgrades now match those in 2003 and the early 90s 
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Source: Datastream, I/B/E/S, Goldman Sachs Global ECS Research. 

The actual falls in profits have also been remarkable. Exhibit 5 shows the level of profits in 

Europe relative to their trend, in real terms, since 1980. Having peaked at 32% above this 

trend, overall reported EPS has now fallen 22% below the long-run trend.  
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Exhibit 5: Real EPS trend has now fallen 22% below the long-run trend … 
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Source: Datastream, Goldman Sachs Global ECS Research. 

Of course, much of this can be explained by the Financials – which experienced a 

particularly severe profit decline (in common with post-bubble sectors in previous cycles 

such as technology post-2000 and Japanese banks post-1989). When we look at the market 

ex Financials, earnings have now receded to below the long-run trend, but only 

moderately so. We would, of course, expect further falls this year (on a net income (pre-

exceptionals) basis we expect a total fall of 19%).  

Exhibit 6: … but this is mostly explained by the Financials…  
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Source: Datastream, Goldman Sachs Global ECS Research. 
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Raising our estimates 

We have been bullish on the markets and have recommended an increase in cyclical 

exposure since April. Initially, this reflected the satisfaction of a number of the key 

conditions that we thought would be required for a sustained recovery in the markets: 

cheap valuations, signs of improvements in the second derivative of growth, a sharp 

narrowing of credit spreads, and the ability of investors to shrug off negative earnings 

revisions. More recently, however, we have been arguing that profits may actually rise 

more quickly than many people expect. 

There are three key reasons for this: 

(1) Financials pre-provision earnings have been stronger than expected. 

(2) Increased operational leverage as a result of sharp cost cutting. 

(3) Improved EM growth prospects. 

US upgrades 

Indeed, such considerations have prompted our US colleagues to revise their forecasts for 

S&P earnings earlier this week (see Macro to Micro shift part II: 2H 2009 update, July 20, 

2009). They raised their 2009 and 2010 operating earnings estimates for the S&P 500 to $52 

(from $40) and to $75 (from $63), reflecting their expectation of yoy growth of 5% and 45%, 

respectively. The $12 per share increase in their profit forecast for each of the next two 

years stems primarily from a lower estimate of provisions and writedowns in the 

Financials sector. They now assume provisions and writedowns total $17 per share in 2009 

and $6 in 2010 (compared to previous assumptions of $23 and $8, respectively). Measured 

on a pre-provision and pre-writedown basis, our US colleagues’ estimates are $69 in 2009 

and $81 in 2010, equivalent to a yoy fall of 15% followed by a yoy rise of 17%, respectively. 

The S&P 500 currently trades at 965, or 12.9x our 2010 operating EPS estimate, or 11.9x 

our pre-provision and pre-writedown EPS estimate. 

Our new forecasts for Europe 

We have made meaningful changes to our Europe forecasts – particularly for 2010, 

where we are above consensus. Our new forecasts point to a 19% fall in net income (pre-

exceptionals) this year and 34% rise in 2010. This compares to our previous forecasts of a 

38% decline for 2009 and a 19% rise for 2010. Current bottom-up I/B/E/S consensus is -21% 

for this year and +24% for 2010 – making our forecasts for next year significantly higher 

than consensus. For net income ex Financials we forecast a fall of 24% for 2009 and a rise 

of 28% for 2010. 
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Exhibit 7:  We expect profits to recover strongly in 2010 

2008 figures are a combination of published results and Goldman Sachs Research analysts’ estimates 

2008 2009E 2010E
Actual/ Model results (all pre excep.):
Sales 6.3 -5.6 7.5
EBIT 1.5 -17.8 22.5
 Net income ex financials -6 -24 28
Net income financials pre-exception. -77.2 13.7 65.3

Weight of financials pre-except. 37% 13% 18%
Net income pre-exceptionals DJ STOXX -33 -19 34

Level of EPS for the DJSTOXX 19.4 15.7 21.1

Key assumptions:
Volumes - -2.4 2.2

Selling prices - -3.1 4.5
Raw materials - -4.9 4.2

Labour costs - -0.2 0.2
Cost of debt (%) - 9.0 8.5

Growth rates (%)

 

Source: Datastream, Goldman Sachs Global ECS Research. 

These profit increases for 2010 appear to be very strong but it is worth noting that this is 

not unusual in the first year of a recovery (see Exhibits 8 and 9). Profit rises of 20%-30% are 

not uncommon in the early stages of a recovery; and looking at the market ex Financials, 

the first year of profit recovery in the early 1990s and early 2000s showed 33% and 34% 

increases in profits, respectively. 

Exhibit 8:  Ex-financials, we expect 2009 profits to be 

among the worst in the last twenty years 

Historical data based on DJ STOXX 600 ex Financials (all 

data is pre-exceptionals and pre-GW writedowns) 

 Exhibit 9: Including financials, 2009 and 2010 earnings 

figures are higher 

Historical data based on DJ STOXX 600 (all data is pre-

exceptionals and pre-GW writedowns) 

25

15

-11
-6

-11
-6

34

9

19 23

-1

30

48

-29
-22

33 32 31

15 13

-10

-24

28

-45

-35

-25

-15

-5

5

15

25

35

45

55

88 91 94 97 00 03 06 09

% Year

Pan European earnings ex 
financials:

-30% cumulative

-44% cumulative -32% cumulative

Forecasts

 

 

31

8

-11

0

-15

7

25

13
22 24

6

33
43

-29
-24

39
32 32

19

7

-27
-19

34

-50

-40

-30

-20

-10

0

10

20

30

40

50

88 91 94 97 00 03 06 09

% Year

Pan European earnings Forecasts

-25% cumulative
-46% cumulative -41% cumulative

 

Source: Worldscope, Goldman Sachs ECS Research. 
 

Source: Worldscope, Goldman Sachs ECS Research. 
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Despite these estimate revisions, we are not making any changes to our end-year 

target for DJ Stoxx. Our expectation at the start of the year was that once a share 

price recovery began it would be ‘front loaded’ and very strong, in the range of 30%-

50% over the first 6-12 months. This expectation was consistent with the shape of 

initial share price recoveries following other severe bear markets. Our belief was that 

investors would ‘pre-pay’ for the first part of the recovery that we are now beginning 

to see with these earnings revisions. We expect the DJ Stoxx to return around 20% 

over the next 12 months; this does imply a much lower return in the first half of next 

year, but we think that much of the improvement in earnings in 2010 will begin to be 

priced into the market in the latter part of this year. 

Financials improvements 

When we last published our top-down profit forecast in March of this year, we used our 

analysts’ bottom-up estimates for Financials. At the time, they forecast an 8% fall in 

earnings in 2009 followed by a 53% rise in 2010. The profile of recovery in this sector has 

been brought forward, with our banks analysts now expecting net income pre-exceptionals 

in aggregate to rise 13.7% in 2009 and 65.3% in 2010. This obviously makes a meaningful 

difference to our overall forecasts. Bear in mind that Financials, even now, make up 23% of 

the DJ Stoxx market capitalization and an estimated 13% of earnings this year and 18% in 

2010. 

Similar changes have had an impact on our colleagues’ US earnings forecasts. Indeed, $11 

of our US strategists’ $12 earnings adjustment to 2009 has come from their Financials 

estimate, and $7 of the $12 adjustment to 2010 comes from Financials. 

There are two main reasons for the changes in the Financials estimates: 

(1) Lower writedowns and provisions on both sides of the Atlantic.  

(2) Stronger pre-provision earnings forecasts. Many of the large banks have exceeded 

analysts’ expectations on capital markets and mortgage refinancing activity. As far as the 

US is concerned, recent data also suggests that an inflection point may have been reached 

in the rate of credit card delinquencies that would help to boost financial earnings in 

2H2009. 

In the US, our strategists forecast the Financials’ share of S&P 500 EPS will be $2 in 2009 

and $14 in 2010, compared with their previous estimates of a loss of $9 per share in 2009 

and a positive contribution of $7 per share in 2010. Financials generated $15 per share in 

2007 and lost $14 per share in 2008.  
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Exhibit 10: US quarterly losses from Financials’ 

provisions and writedowns as at July 17, 2009  

 Exhibit 11: US annual losses from Financials’ provisions 

and writedowns as at July 17, 2009 
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Source: Compustat, Goldman Sachs Global ECS Research. 
 

Source: Compustat, Goldman Sachs Global ECS Research. 

Operational leverage 

A key theme that we have discussed recently is the rise in operational leverage – this 

implies that for any given unit of sales, the rise in profits would tend to be bigger (see 

Strategy Matters, 2H outlook – an upward trend but with increased alpha, July 9, 2009).  

As we pointed out in the above report, the extent to which costs have been cut is 

extraordinary by historical standards. Inventory levels have fallen to a far greater extent 

than in previous downturns (see Exhibit 12 for UK data), and capex costs have also been 

cut sharply.  

Exhibit 12: UK inventories – a sharper decline than normal at this stage of the cycle 
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Source: ONS, Goldman Sachs Global ECS Research. 

Overall SG&A costs are falling sharply. Exhibit 13 shows quarterly data for the US and 

annual data (to the extent it is available) for Europe. The falls in costs in the current cycle 

are much sharper than in previous recessions (marked by the shaded bars). 
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Exhibit 13: US and European SG&A costs are falling sharply 
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Source: Datastream, Firstcall via Factset, Goldman Sachs Global ECS Research. 

Furthermore, companies have reduced variable labour costs by cutting temporary staff, or 

by increasing the number of permanent staff on part-time or short working weeks 

(subsidized by the government in Germany).  

Exhibit 14: In Spain, temporary workers bear the brunt 

of cost cutting… 

Workers in permanent employment has stayed steady 

 Exhibit 15: …whereas permanent employees are 

working reduced hours in Germany 
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Source: Haver Analytics, Goldman Sachs Global ECS Research. 
 

Source: Haver Analytics, Goldman Sachs Global ECS Research. 

In addition to the increase in operational leverage, we have also reflected the increase in 

our oil team’s price forecast to $85 and $95 for the end of 2009 and 2010, respectively. This, 

of course, increases part of the input cost assumptions that we make but, at the same time, 

boosts the likely revenue for the oil sector. We remain bullish on commodity prices in 

general, and the resources sectors make up 15% of DJ Stoxx market capitalization. 
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Stronger Emerging Market growth 

Since we last published our profit forecasts in March (see Strategy Matters: European 

Earnings look set to more than halve from the peak, March 30, 2009), our economists have 

made upward revisions to GDP forecasts, in particular in China. As Exhibits 17 and 18 

show, the pace of recovery in China is looking notably ‘V’ shaped. Our economists 

estimate that GDP growth accelerated to 16.5% on a quarter on quarter annualized basis in 

2Q2009, from 6.3% in 1Q2009. This level of sequential growth is close to the all-time high 

of 18.5% qoq annualized growth achieved in 3Q2003 after the SARS episode.  

Exhibit 16: Sequential GDP growth in China approaching 

historical high 

 Exhibit 17: Electricity data in China also showing very 

strong growth 
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Source: National Bureau of Statistics (NBS), CEIC, Goldman Sachs Global ECS 
Research. 

 
Source: NBS, CEIC, Goldman Sachs Global ECS Research. 

 

Although this is only one country, our economists expect BRICs growth in aggregate to 

average 8% in 2010. This increasingly matters for the European market as the proportion 

of exports from the Eurozone to emerging markets has become very meaningful. Indeed, 

as Exhibit 19 shows, emerging markets collectively make up 48% of non-Eurozone exports.   
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Exhibit 18: Emerging Markets now make up 48% of total Eurozone exports  
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Source: Goldman Sachs Global ECS Research. 

As Exhibit 20 shows, even with the collapse in exports to this region over the past year, the 

overall value of exports has only fallen back to 2007 levels on average and is significantly 

higher than was the case in the early part of the decade. 

Exhibit 19: Rise in EM exports over time has been striking, even with the recent collapse 
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Source: Haver Analytics, Goldman Sachs Global ECS Research. 
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While these exhibits show the share of exports using national income data, the trend is 

reflected in the net income exposure of European companies too. According to 

Worldscope, based on those companies in the DJ Stoxx 600 for which data is available, the 

share of profits from emerging markets has roughly doubled over the past decade. This 

weighting is supported by our own analysts’ estimates of revenue exposure to emerging 

economies. 

Exhibit 20: Contribution of emerging economies to European companies’ profits doubled 

over the last 10 years 

70%

72%

74%

76%

78%

80%

82%

84%

86%

1990 1992 1994 1996 1998 2000 2002 2004 2006
7%

9%

11%

13%

15%

17%

19%

21%

Developed Emerging (RHS)

SXXP Net Income Exposure

 

Source: Worldscope, Datastream, Goldman Sachs Global ECS Research. 
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The model and details 

Exhibit 21: Earnings declines already mark the third-worst profit contraction 

As of July 17, 2009 

S&P 500 EARNINGS
Peak to EPS Recovery

EPS EPS Trough EPS One Year Two Years
Peak Trough Decline After Trough After Trough

Dec-09 Dec-14 (32)% 69 % 194 %
Dec-16 Dec-21 (81) 138 238
Dec-29 Sep-38 (79) 31 74
Sep-41 Jun-46 (29) 71 122
Jun-51 Dec-52 (12) 5 16
Jun-56 Dec-58 (20) 18 13
Dec-59 Sep-61 (10) 15 30
Dec-66 Sep-67 (5) 11 20
Sep-69 Dec-70 (8) 17 37
Sep-74 Sep-75 (10) 30 55
Dec-81 Dec-82 (11) 21 43
Jun-86 Jun-87 (10) 41 66
Jun-89 Mar-92 (24) 14 43
Sep-00 Mar-02 (31) 22 49

Jun-07 Mar-09 (53)

Historical Average (26)% 36 % 71 %  

Source: Compustat, Goldman Sachs Global ECS Research. 

Our model is very sensitive to the inputs used. The 2009 and 2010 estimates are based on 

our economists’ forecasts for GDP, inflation and exchange rates and our commodity 

team’s forecasts for oil prices. For example, for selling prices, we use a 45/45/10 mix of CPI 

forecast, PPI forecast and oil price forecast. We use a very similar breakdown for raw 

materials cost, though we only mix PPI and commodity prices 90/10. 

The model has different sensitivity levels to different inputs. In Exhibit 23, we show the 

sensitivity of our model to changes in some of the key variables. Our profit model is most 

sensitive to selling prices, volumes and the exchange rate. But this assumes all other 

things are equal, which, of course, never happens. If selling prices were to fall, wage costs 

and raw materials would almost certainly fall as well.  
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Exhibit 22: Profit sensitivities in our top-down European profit model 

All sensitivities based on 2010 estimates (%) 
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Source: Goldman Sachs Global ECS Research. 
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Rating Distribution Investment Banking Relationships 

Buy Hold Sell Buy Hold Sell 

Global 30% 51% 19% 54% 52% 44% 

As of July 1, 2009, Goldman Sachs Global Investment Research had investment ratings on 2,709 equity securities. Goldman Sachs assigns stocks as 

Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed Neutral. Such assignments equate to Buy, Hold and Sell for 

the purposes of the above disclosure required by NASD/NYSE rules. See 'Ratings, Coverage groups and views and related definitions' below. 

Disclosures required by United States laws and regulations 

See company-specific regulatory disclosures above for any of the following disclosures required as to companies referred to in this report: manager 

or co-manager in a pending transaction; 1% or other ownership; compensation for certain services; types of client relationships; managed/co-

managed public offerings in prior periods; directorships; market making and/or specialist role. 

The following are additional required disclosures: Ownership and material conflicts of interest: Goldman Sachs policy prohibits its analysts, 

professionals reporting to analysts and members of their households from owning securities of any company in the analyst's area of coverage. 

Analyst compensation: Analysts are paid in part based on the profitability of Goldman Sachs, which includes investment banking revenues. Analyst 
as officer or director: Goldman Sachs policy prohibits its analysts, persons reporting to analysts or members of their households from serving as 

an officer, director, advisory board member or employee of any company in the analyst's area of coverage. Non-U.S. Analysts: Non-U.S. analysts 

may not be associated persons of Goldman, Sachs & Co. and therefore may not be subject to NASD Rule 2711/NYSE Rules 472 restrictions on 

communications with subject company, public appearances and trading securities held by the analysts. Distribution of ratings: See the distribution 

of ratings disclosure above. Price chart: See the price chart, with changes of ratings and price targets in prior periods, above, or, if electronic format 

or if with respect to multiple companies which are the subject of this report, on the Goldman Sachs website at 

http://www.gs.com/research/hedge.html. Goldman, Sachs & Co. is a member of SIPC(http://www.sipc.org).  

Additional disclosures required under the laws and regulations of jurisdictions other than the United States 

The following disclosures are those required by the jurisdiction indicated, except to the extent already made above pursuant to United States laws 

and regulations. Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian 

Corporations Act. Canada: Goldman Sachs Canada Inc. has approved of, and agreed to take responsibility for, this research in Canada if and to the 

extent it relates to equity securities of Canadian issuers. Analysts may conduct site visits but are prohibited from accepting payment or 

reimbursement by the company of travel expenses for such visits. Hong Kong: Further information on the securities of covered companies referred 

to in this research may be obtained on request from Goldman Sachs (Asia) L.L.C. India: Further information on the subject company or companies 

referred to in this research may be obtained from Goldman Sachs (India) Securities Private Limited; Japan: See below. Korea: Further information 

on the subject company or companies referred to in this research may be obtained from Goldman Sachs (Asia) L.L.C., Seoul Branch. Russia: 
Research reports distributed in the Russian Federation are not advertising as defined in Russian law, but are information and analysis not having 

product promotion as their main purpose and do not provide appraisal within the meaning of the Russian Law on Appraisal. Singapore: Further 

information on the covered companies referred to in this research may be obtained from Goldman Sachs (Singapore) Pte. (Company Number: 

198602165W). Taiwan: This material is for reference only and must not be reprinted without permission. Investors should carefully consider their 

own investment risk. Investment results are the responsibility of the individual investor. United Kingdom: Persons who would be categorized as 

retail clients in the United Kingdom, as such term is defined in the rules of the Financial Services Authority, should read this research in conjunction 

with prior Goldman Sachs research on the covered companies referred to herein and should refer to the risk warnings that have been sent to them 

by Goldman Sachs International. A copy of these risks warnings, and a glossary of certain financial terms used in this report, are available from 

Goldman Sachs International on request.  

European Union: Disclosure information in relation to Article 4 (1) (d) and Article 6 (2) of the European Commission Directive 2003/126/EC is 

available at http://www.gs.com/client_services/global_investment_research/europeanpolicy.html  

Japan: Goldman Sachs Japan Co., Ltd. Is a Financial Instrument Dealer under the Financial Instrument and Exchange Law, registered 
with the Kanto Financial Bureau (Registration No. 69), and is a member of Japan Securities Dealers Association (JSDA) and 
Financial Futures Association of Japan (FFJAJ). Sales and purchase of equities are subject to commission pre-determined with 
clients plus consumption tax. See company-specific disclosures as to any applicable disclosures required by Japanese stock exchanges, the 

Japanese Securities Dealers Association or the Japanese Securities Finance Company.  
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Ratings, coverage groups and views and related definitions 

Buy (B), Neutral (N), Sell (S) -Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy 

or Sell on an Investment List is determined by a stock's return potential relative to its coverage group as described below. Any stock not assigned as 

a Buy or a Sell on an Investment List is deemed Neutral. Each regional Investment Review Committee manages various regional Investment Lists to 

a global guideline of 25%-35% of stocks as Buy and 10%-15% of stocks as Sell; however, the distribution of Buys and Sells in any particular coverage 

group may vary as determined by the regional Investment Review Committee. Regional Conviction Buy and Sell lists represent investment 

recommendations focused on either the size of the potential return or the likelihood of the realization of the return.   

Return potential represents the price differential between the current share price and the price target expected during the time horizon associated 

with the price target.  Price targets are required for all covered stocks. The return potential, price target and associated time horizon are stated in 

each report adding or reiterating an Investment List membership.  

Coverage groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at 

http://www.gs.com/research/hedge.html. The analyst assigns one of the following coverage views which represents the analyst's investment outlook 

on the coverage group relative to the group's historical fundamentals and/or valuation. Attractive (A). The investment outlook over the following 12 

months is favorable relative to the coverage group's historical fundamentals and/or valuation. Neutral (N). The investment outlook over the 

following 12 months is neutral relative to the coverage group's historical fundamentals and/or valuation. Cautious (C). The investment outlook over 

the following 12 months is unfavorable relative to the coverage group's historical fundamentals and/or valuation.  

Not Rated (NR). The investment rating and target price, if any, have been removed pursuant to Goldman Sachs policy when Goldman Sachs is 

acting in an advisory capacity in a merger or strategic transaction involving this company and in certain other circumstances. Rating Suspended 
(RS). Goldman Sachs Research has suspended the investment rating and price target, if any, for this stock, because there is not a sufficient 

fundamental basis for determining an investment rating or target. The previous investment rating and price target, if any, are no longer in effect for 

this stock and should not be relied upon. Coverage Suspended (CS). Goldman Sachs has suspended coverage of this company. Not Covered (NC). 
Goldman Sachs does not cover this company. Not Available or Not Applicable (NA). The information is not available for display or is not applicable. 

Not Meaningful (NM). The information is not meaningful and is therefore excluded.  

Ratings, coverage views and related definitions prior to June 26, 2006 

Our rating system requires that analysts rank order the stocks in their coverage groups and assign one of three investment ratings (see definitions 

below) within a ratings distribution guideline of no more than 25% of the stocks should be rated Outperform and no fewer than 10% rated 

Underperform. The analyst assigns one of three coverage views (see definitions below), which represents the analyst's investment outlook on the 

coverage group relative to the group's historical fundamentals and valuation. Each coverage group, listing all stocks covered in that group, is 

available by primary analyst, stock and coverage group at http://www.gs.com/research/hedge.html. 

Definitions 

Outperform (OP). We expect this stock to outperform the median total return for the analyst's coverage universe over the next 12 months. In-Line 
(IL). We expect this stock to perform in line with the median total return for the analyst's coverage universe over the next 12 months. Underperform 
(U). We expect this stock to underperform the median total return for the analyst's coverage universe over the next 12 months.  

Coverage views: Attractive (A). The investment outlook over the following 12 months is favorable relative to the coverage group's historical 

fundamentals and/or valuation. Neutral (N). The investment outlook over the following 12 months is neutral relative to the coverage group's 

historical fundamentals and/or valuation. Cautious (C). The investment outlook over the following 12 months is unfavorable relative to the coverage 

group's historical fundamentals and/or valuation.  

Current Investment List (CIL). We expect stocks on this list to provide an absolute total return of approximately 15%-20% over the next 12 months. 

We only assign this designation to stocks rated Outperform. We require a 12-month price target for stocks with this designation. Each stock on the 

CIL will automatically come off the list after 90 days unless renewed by the covering analyst and the relevant Regional Investment Review 

Committee.  

Global product; distributing entities 

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs, and pursuant 

to certain contractual arrangements, on a global basis. Analysts based in Goldman Sachs offices around the world produce equity research on 

industries and companies, and research on macroeconomics, currencies, commodities and portfolio strategy. 

This research is disseminated in Australia by Goldman Sachs JBWere Pty Ltd (ABN 21 006 797 897) on behalf of Goldman Sachs; in Canada by 

Goldman Sachs Canada Inc. regarding Canadian equities and by Goldman Sachs & Co. (all other research); in Germany by Goldman Sachs & Co. 

oHG; in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman Sachs (India) Securities Private Ltd.; in Japan by Goldman Sachs Japan Co., 

Ltd.; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in New Zealand by Goldman Sachs JBWere (NZ) Limited on behalf of 

Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); and in the United States of America by 

Goldman, Sachs & Co. Goldman Sachs International has approved this research in connection with its distribution in the United Kingdom and 

European Union. 

European Union: Goldman Sachs International, authorised and regulated by the Financial Services Authority, has approved this research in 

connection with its distribution in the European Union and United Kingdom; Goldman, Sachs & Co. oHG, regulated by the Bundesanstalt für 

Finanzdienstleistungsaufsicht, may also be distributing research in Germany. 

General disclosures in addition to specific disclosures required by certain jurisdictions 

This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we 

consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to update our research as 

appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis, the large 

majority of reports are published at irregular intervals as appropriate in the analyst's judgment. 
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Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have 

investment banking and other business relationships with a substantial percentage of the companies covered by our Global Investment Research 

Division. 

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and our 

proprietary trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, our 

proprietary trading desks and investing businesses may make investment decisions that are inconsistent with the recommendations or views 

expressed in this research. 

We and our affiliates, officers, directors, and employees, excluding equity analysts, will from time to time have long or short positions in, act as 

principal in, and buy or sell, the securities or derivatives (including options and warrants) thereof of covered companies referred to in this research. 

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be 

illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of 

individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, 

if appropriate, seek professional advice, including tax advice. The price and value of the investments referred to in this research and the income from 

them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may 

occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments. 

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all 

investors. Investors should review current options disclosure documents which are available from Goldman Sachs sales representatives or at 

http://www.theocc.com/publications/risks/riskchap1.jsp. Transactions cost may be significant in option strategies calling for multiple purchase and 

sales of options such as spreads. Supporting documentation will be supplied upon request. 

Our research is disseminated primarily electronically, and, in some cases, in printed form. Electronic research is simultaneously available to all 

clients. 

Disclosure information is also available at http://www.gs.com/research/hedge.html or from Research Compliance, One New York Plaza, New York, 

NY 10004. 
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