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US Equities: Uncertainty 101

Higher Volatility is a Multi-Year Reality

The US equity market's volatile reaction to the surprise outcome of the 6/23 UK
Referendum reinforces the idea that the China FX devaluation in August 2015 began a
cyclically higher volatility regime (see 8/26/15, US Equities: Game QOver?) which typically
lasts 3 — 5 years (Figure 1). Such elevated uncertainty, contrary to common wisdom,
need not signal a discrete end to the Bull market, and has been a regular occurrence in
the "late innings" of extended rallies. Whether politically inspired events (Debt Ceiling,
2011, Eurozone "Whatever it Takes" 2012, China FX Deval 2015) or "confidence
crises" (2010 "soft patch”, 2014 "health scare selloff", 2016 "Recession that Wasn't")
each volatile selloff along the way, averaging a decline of 12.7% and taking an average
of 132 days to regain the high price from the decline's start, has proven to be a buying
opportunity. Absent a US recession, which Chief US Economist Maury Harris does not
believe is likely in 2016 or 2017, we view the structural bull market as being intact.

Selectivity is Key — Higher Quality Affords an Edge

In a world of higher volatility where growth is forecast to remain moderate, interest
rates are eventually expected to continue rising, and valuation looks stretched in both
cyclical and defensive areas, we believe stock selection is critical. Quality, defined as
companies whose operating metrics (i.e. Profitability, Financial Health, Efficiency) are
both high and rising and which have underperformed in the quarter leading up to the
UK vote, look to prospectively outperform in Q3. Along with our Quant Team and with
input from UBS' North American fundamental research analysts, we screen for such Buy
rated names. The full list of "UK Leave Bouncers" stocks is available on p. 5.

Option Dislocation, Option Opportunity?

The "fear" of market dislocation as measured by historically high option skew
(downside puts more expensive than upside calls) has not subsided since the 6/23 vote.
Given a relationship as extreme as that seen at the depth of the 2007-09 bear market,
investors could look to gain exposure to US equities by going long an S&P 500
December 2,075¢/1,800p risk reversal. Details on p 5-6.

Figure 1: 25 Years -Smooth Sailing Followed by Intense Storms
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Higher Volatility is a Multi-Year Reality

Given the numerous market uncertainties (Politics both US and Global, China, Fed
policy, Growth and Earnings sustainability, now renewed European political
instability), particularly within the past two years' frustrating range (Figure 2) it is
hardly surprising that the equity market has, in our view, shifted to a cyclically
higher volatility regime (Figure 1, p.1).

Figure 2: Setbacks along the S&P 500 Bull Run
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All the selloffs along the way since 2009 — averaging a decline of 12.7% and
lasting an average of 132 days to regain the high price from the decline's start
(Figure 3) - have proven to be buying opportunities.

Figure 3: Major Bull Market Drawdown Events

Peak to Trough Days to exceed correction
Start Date  End Date % Drop . )
(Calendar Days) from High (trading Days)
"Soft Patch" 4/23/2010  7/2/2010 -16.0% 70 154
Debt Ceiling 4/29/2011  10/3/2011 -19.4% 157 205
"Whatever it
i 4/2/2012 5/18/2012 -8.7% 46 108
Takes
"Health Scare" 9/18/2014  10/16/2014 -7.4% 28 30
China FX
. 8/17/2015  8/25/2015 -11.2% 8 77
Devaluation
"Recession that
n 11/3/2015  2/11/2016 -13.3% 100 218
Wasn't
UK “Leave” 6/8/2016 ? -5.6% ?
Average (ex—Leave): -12.7% 68 132

Source: Bloomberg, UBS

Why do we believe that despite the heightened risk that "It is not different this
time?" — that new all-time highs lie ahead for the S&P 5007?

In our 6/24 note It's 'Leave' — what it means for the US we cite the historical
precedent of every Fed rate hike cycle since 1977 being followed by a new high —
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with an average gain of 33.2% and an average time to the market peak of 25
months after the Fed's first hike. In the current cycle, 6+ months post the 12/16/15
hike, the S&P 500 has yet to attain a new high.

As well, no bull market top of the past 25 years has been struck without a
recession beginning within 12 months of the market peak (Figure 4); with Q2
growth tracking above 2% and Chief US Economist Maury Harris seeing only a
small probability of recession in the remainder of 2016 (GDP forecast to grow
2%+) and 2017 (Growth forecast 2.5%) the May 2015 S&P 500 peak is yet again
unlikely to be "The Top".

Figure 4: Only Recessions Kill the Bull
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So although the combination of escalating political concerns in the UK and
continental Europe will combine with the well telegraphed record of high volatility
in prior US "change election” years similar to 2016's such as 1960, 1980, 1992
and 2008 (Figure 5), the post GFC rally, supported by a dividend yield over 80bp
higher than the 10 year bond yield of 1.45% and earnings still on track to grow
5.9% in 2017 (UBSe $126), appears in our view to have further to run.

Figure 5: Election Year S&P 500 Returns (Based at 100 on 6/30 before election)
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Selectivity is Key — Higher Quality
Affords a Margin of Safety

In our 11/10/15 “US QOutlook 2016: Into the Late Innings” report, we noted the
need for greater selectivity as the Bull Market enters "the Late Innings". As the Bull
ages, selectivity is critical as not all stocks typically participate in the late stages of
the rally, which we believe began at the February 11, 2016 low. In our view, this
dynamic is no different post last week's ‘Leave’ vote.

In a rising rate, rising volatility and slow growth environment, where downside risk
is increasingly in focus and both cyclical and defensive names look expensive
(Figure 6) we look for high quality names that our analysts believe have been
unfairly punished since the end of Q1.

Figure 6: Valuation "Heatmap" - Forward PE

S&P 500 Tech HealthCare Industrials  Cons Disc Cons Staples Financials*  Energy Utilities Telecom  Materials

1990 113 10.7 15.1 11.2 11.0 133 14 13.4 10.4 12.7 9.2
1991 136 124 17.9 12.9 16.5 153 15 13.4 1.1 13.1 133
1992 143 13.8 16.8 13.2 17.2 16.1 16 15.9 12.0 13.6 14.9
1993 146 16.8 135 14.5 16.0 14.8 18 16.7 13.7 16.1 16.3
1994 131 15.1 13.7 13.7 12.7 14.4 16 16.5 112 14.7 15.7
1995 132 144 16.7 138 1222 16.0 18 15.7 118 14.7 10.2
1996 15.0 16.5 193 16.1 142 18.2 2.0 16.4 122 14.6 13.7
1997 175 20.5 23.0 18.1 15.0 215 2.7 18.3 12.4 16.7 16.0
1998 206 269 292 19.2 19.7 239 3.1 204 15.1 208 16.6
1999 233 376 287 217 228 226 34 26.0 14.6 235 18.4
2000|  22.1 39.1 278 214 202 18.5 35 18.9 15.2 18.8 115
2001|202 318 257 203 232 193 3.0 15.9 138 193 17.2
2002| 175 27.0 20.6 17.1 209 17.8 25 18.4 10.6 14.4 18.1
2003| 165 253 18.0 17.2 19.1 171 2.1 15.4 121 14.1 18.0
2004| 165 225 17.6 18.2 18.4 181 22 149 138 17.0 15.3
2005|  15.1 19.6 173 16.5 177 174 2.0 11.9 15.0 14.6 13.1
2006| 145 18.9 16.7 15.7 16.5 174 2.1 10.2 14.4 143 13.0
2007| 147 194 16.0 15.8 16.8 174 19 118 16.0 15.4 14.7
2008|123 145 12.6 12.7 135 15.1 13 9.6 136 1.9 12.9
2009| 130 14.9 10.9 135 142 13.1 1.0 13.0 112 121 16.8
2010|127 133 11.0 14.7 14.4 13.7 1.1 11.4 1.9 12,6 13.9
2011 12.2 123 1.4 13.4 14.1 14.2 1.0 11.0 13.5 14.0 12.0
2012 12.5 12.1 123 12.6 14.7 153 1.0 10.7 14.6 15.0 124
2013|1441 13.0 15.0 14.7 16.8 16.5 12 12.2 153 15.1 14.4
2014| 155 15.2 16.6 16.1 176 17.7 14 13.9 16.2 13,5 16.4
2015|163 15.7 16.7 15.5 183 193 14 221 15.9 12.9 15.8
2016| 1538 15.5 14.9 15.4 173 203 13 Py 170 1322 16.3

Current 15.5 14.9 145 15.1 16.2 203 12 26.7 18.1 14.1 15.7

Source: FactSet, UBS (*P/B used for Financials)

In addition, despite fairly limited exposure to Europe and the UK specifically, many

of the stocks on our screen have also underperformed since the outcome of the

UK referendum last week. Not only do our analysts believe the companies are well

positioned going forward, but a majority of the names also benefit from ample

balance sheet flexibility (i.e. large cash balances) that should enable their respective

management teams to continue to repurchase shares and search for accretive

M&A opportunities.

Below we present a list of UBS Buy-rated companies in the S&P 500 that are

characterized as both ‘High Quality’ and ‘Improving Quality’ according to our UBS

Quantitative Strategy team (See Winter, 4/17/14, Global Quantitative Research
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Monographs — Investing in_Quality), names that have also underperformed the
broader index since the end of Q1. A summary of analysts' views as to why they
expect these UBS-rated stocks to outperform in the months ahead is provided
starting on page 7.

In our view, these companies could be expected to outperform in the event
growth remains challenged and volatility remains elevated amidst the increased
uncertainty, both domestically and abroad.

Figure 7: UK Leave Bouncers

% Revenu.e Company .
Geographic . Relative Return
Breakdown Price Return
Ticker  Company Analyst Rating Up?:;:tnce Sector Europe T’lficiolgj:: 2D Sg1ce
DAL  Delta Air Lines Inc Darryl Genovesi Buy 61.9% Industrials 14.7% -12.9% -7.6% -28.6%
PANW  Palo Alto Networks Inc Brent Thill Buy 54.2% Technology 15.0% -7.8% -2.5% -25.6%
RCL  Royal Caribbean Cruises Ltd Robin M Farley Buy 60.7% Consumer Disc 11.3% -14.5% 9.2% -16.8%
LUV Southwest Airlines Co Darryl Genovesi Buy 38.7% Industrials -71.1% -1.8% -15.1%
NKE Nike Inc Michael Binetti Buy 34.9% Consumer Disc 23.2% -4.1% 1.2% -12.7%
CCL  Carnival Corp Robin M Farley Buy 30.6% Consumer Disc 32.7% -11.6% -6.3% -14.4%
DKS Dick's Sporting Goods Inc ~ Michael Lasser Buy 32.3% Consumer Disc -1.8% 3.6% -11.4%
GOOG  Alphabet Inc Eric J Sheridan Buy 31.7% Technology 9.4% -4.8% 0.5% -7.4%
COL  Rockwell Collins Inc David E Strauss Buy 23.2% Industrials 17.4% -6.5% -1.2% -9.1%
SBUX  Starbucks Corp Dennis Geiger Buy 30.4% Consumer Disc 5.8% -4.3% 1.0% -7.2%
PPG  PPG Industries Inc John E Roberts Buy 31.7% Materials 26.5% -11.3% -5.9% -8.6%
HD Home Depot Inc Michael Lasser Buy 20.3% Consumer Disc -2.8% 2.5% -3.7%
MCD  Mcdonald's Corp Dennis Geiger Buy 18.7% Consumer Disc 33.5% -4.1% 1.3% -4.6%
TIX TJX Companies Inc Michael Binetti Buy 15.6% Consumer Disc 14.0% -4.4% 1.0% -3.3%
AAP  Advance Auto Parts Inc Michael Lasser Buy 13.8% Consumer Disc -0.7% 4.6% -1.2%
DIS Walt Disney Co Douglas Mitchelson ~ Buy 22.9% Consumer Disc 12.4% -4.7% 0.7% -2.1%
EBAY  Ebay Inc Eric J Sheridan Buy 40.8% Technology 31.6% -8.6% -3.2% -1.9%
ORLY  O'Reilly Automotive Inc Michael Lasser Buy 13.9% Consumer Disc 1.3% 6.7% 0.7%
FB Facebook Inc Eric J Sheridan Buy 37.7% Technology 24.9% -5.3% 0.0% -1.6%
ADBE  Adobe Systems Inc Brent Thill Buy 34.3% Technology 21.6% -5.6% -0.2% -0.3%
Source: Bloomberg, FactSet, UBS. (Note: Percent revenue exposure to Europe references actual/estimated regional exposure)
Option Dislocation, Option
Opportunity?
Although the market appeared to be "overhedged" coming into the EU
referendum (see 6/16 Are Investors Overhedged?), the unexpected outcome
essentially validated the notion that in the S&P 500, options markets were pricing
in a level of "fear" as represented by historically high option skew (downside puts
more expensive than upside calls) that exceeded even the depth of the 2007-09
bear market (Figure 8).
US Equity and Derivatives Strategy 28 June 2016 S UBS 5
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Figure 8: S&P 500 Skew (90%/100%) — Very Skewed
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That this level of option skew remains despite the initial event risk having passed
represents to us a pricing extreme that affords the investor an attractive
opportunity to add to US equity market exposure. Thus we recommend that
investors consider going long (buy call/sell put) an S&P 500 December 2,075c
($52.90, 16.9% volatility, 33 delta)/1,800p ($54.50, 24% volatility, 26 delta) risk
reversal, which can be implemented for a credit of $1.60 based on the 6/27 S&P
500 close of 2,000.54.

What is especially attractive about this structure is the idea that not only is the
1,800 strike lower than any price in SPX since early 2014 (Figure 2, p.2) but even
when thinking about the potential path for the S&P 500 over these next volatile 6
months, 1,800 is at the very lower bound of what the market is pricing as likely to
be seen during 2016 given the heightened risk perceptions (Figure 9).

Figure 9: Option Implied S&P 500 Path Risk through 12/2016
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Payout profile of the S&P 500 December 2,075c /1,800p risk reversal is shown at
expiration (Figure 10).
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Figure 10: S&P 500 Risk Reversal Payout Profile
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Commentary on Selected Stocks

In this section we provide commentary on the stocks screened to explain recent
underperformance, reaffirm the bull case, and see what further downside to the
stock in a worsening "Leave" scenario would look like.

Palo Alto Networks (PANW), Buy, $180 PT Brent Thill

+1 415 352 4694
Q: What has driven recent underperformance?

Shares have been under pressure from two consecutive rounds of margin guidance
down-ticking, a miss/inline guide exiting F3Q16 earnings, growth decelerating, and
souring sentiment on cybersecurity spending. NTM EV/S has compressed from 9x to
5x YTD, or roughly 1x above PANW's trough levels. The “Leave” vote appears to be
overly discounted (PANW = 20% exposure to EMEA vs. FTNT, CHKP at 35%+) with
CY17/CY18 EV/FCF valuation at 11x/9.4x EV/FCF now giving virtually no credit to
PANW's 30%+ topline growth and 35%-+ FCF margins.

Q: What is the downside risk to the current share price from the UK's
vote to leave?

Sales cycle elongation and general IT spending malaise stemming from UK’s
economic uncertainty are the downside factors. And while PANW prices in USD and
sees no theoretical translation impact, the significant shrinkage in "real" purchasing
power resulting from USD/GBP at 30-yr highs could manifest in a multi-quarter
growth slowdown in the region.

Q: What are the signposts to watch?

Channel partners' commentary and proprietary checks around linearity and spending
outlook; peers' performance (who will report Jul-end vs. PANW's late Aug/early Sep).

US Equity and Derivatives Strategy 28 June 2016 S UBS 7



Adobe Systems (ADBE), Buy, $122 PT

Q: What has driven recent underperformance?

High expectations ahead of May quarter earnings, and only inline/slight upside, plus
back end loaded Marketing Cloud forecast.

Q: What is the downside risk to the current share price from the UK's
vote to leave?

Modest downside on FX translation risk. UBSe est approx 11% rev mix from UK.
Q: What are the signposts to watch?

Co-specific: faster than expected adoption of Creative Cloud subscriptions and
indicators of potential ARPU rise LT. Better momentum in Marketing Cloud.

Delta Air Lines (DAL), Buy, $54 PT

Q: What has driven recent underperformance?

e |s it sentiment driven... has UK's “Leave” vote been overly discounted?

Yes, DAL has sold off ~15% following the Leave vote, which is similar to its entire
Europe exposure at ~14% of revenue (~18% including unconsolidated equity
earnings).

e |s it company specific (ie. lowered guide, mgmt transition, etc)?

Aside from Europe, there haven't been other company specific events that would
explain the ~15% sell-off Friday/Monday.

e Levels of valuation support?

Even in a severe recession, similar to 2008-09 when industry revenue fell ~15% over
a two-year period, we estimate that DAL would still generate $4.00+ in EPS with
stock now trading at 8-9x that. We view late 2014 Ebola crisis as most relevant
period of significant demand uncertainty and stock bottomed around $31, which
would have represented 6-7x then-year NTM EPS expectation. 6-7x our trough EPS
estimate would imply downside to ~$29.

Q: What is the downside risk to the current share price from the UK's
vote to leave?

e European recession?

Stock has already priced in a severe demand decline in Europe. The more worrisome
scenario is a global macro contagion.

e Continued USD strength?

Roughly ~20% of DAL revenue is derived from a foreign point-of-sale. The DXY has
strengthened ~3% over the last few days, and the stronger dollar would therefore
drive ~60 bps of consolidated revenue weakness all else equal. Oil is also lower since
the Leave vote, which more than offsets the f/x headwind.

¢ Trade Negotiation/Political Uncertainty?
Based on our discussions with airline leadership, the Open Skies agreement between
the US and the EU is likely unaffected by the impending UK exit. The US will need to

reach a new Open Skies agreement with the UK, which we would expect to largely
mirror the current framework.

Brent Thill
+1 415 352 4694

Darryl Genovesi
+1212 713 4016

US Equity and Derivatives Strategy 28 June 2016

3 UBS 8



Q: What are the signposts to watch?

¢ Improving European macro outlook?

We will be closely monitoring travel agency booking trends and capacity levels to and
from Europe. Additionally, we will be watching for reallocation of capacity into the
domestic US market or other markets globally should European demand fall off
meaningfully.

e Stock specific catalysts?

Improvement in the unit revenue (PRASM) trend, capacity adjustments, competitive
capacity movements, labor negotiations (pilots).

Southwest Airlines (LUV), Buy, $51 PT Darryl Genovesi

+1212 713 4016
Q: What has driven recent underperformance?

e |s it sentiment driven... has UK's “Leave” vote been overly discounted?

Yes, this is predominantly sentiment-driven. LUV stock has corrected about 10%
following the “Leave” vote. LUV has no direct exposure to the UK or greater Europe.
Substantially all of its capacity is deployed into the domestic US market. Potential
secondary impact if some competitive capacity is reallocated from foreign to
domestic markets as a result of weaker Europe demand, but we would expect this to
have only a modest impact, and particularly in longer-haul domestic markets where
LUV has comparably less exposure.

¢ |s it company specific (ie. lowered guide, mgmt transition, etc)?

Aside from Europe, there haven't been other company specific events that would
explain the ~10% sell-off Friday/Monday. LUV held an Investor Day Thursday, and
stock modestly underperformed on it (pre Leave vote), although we thought message

was generally positive and wouldn't have expected any follow-on weakness from
that.

e Levels of valuation support?

Even in a severe recession, similar to 2008-09 when industry revenue fell ~15% over
a two-year period, we estimate that LUV would still generate ~$2.25 in EPS with
stock now trading at ~15x that. We view late 2014 Ebola crisis as most relevant
period of significant demand uncertainty and stock bottomed around $31, which
would have represented ~12x then-year NTM EPS expectation. 12x our trough EPS
estimate would imply downside to ~$27.

Q: What is the downside risk to the current share price from the UK's
vote to leave?

LUV does not have any Europe exposure and has only negligible foreign currency
exposure.

Q: What are the signposts to watch?

We will be watching for reallocation of capacity into the domestic US market or
other markets globally should European demand fall off meaningfully.

e Stock specific catalysts?

Improvement in the unit revenue (PRASM) trend, capacity adjustments, competitive
capacity movements, labor negotiations (pilots and flight attendants).

US Equity and Derivatives Strategy 28 June 2016 S UBS 9



Rockwell Collins (COL), Buy, $100 PT

Q: What has driven recent underperformance?

We believe investors are overly concerned on COL's near-term growth outlook as it
has guided to a heavily back-half loaded fiscal year. We still see COL as one of the
best 12-month stories in A&D driven by what we expect will be accelerating EPS and
cash flow conversion.

Q: What is the downside risk to the current share price from the UK's
vote to leave?

The UK vote to leave, on its own, is unlikely to impact COL meaningfully. However, a
broader European recession could hurt its commercial systems and IMS businesses
(~60% of total). We note sales to Europe represented 17% of COL's FY15 total.

Q: What are the signposts to watch?

A350/737 MAX/CSeries production ramp-up progress; defense contract awards; new
bizjet deliveries; and bizjet utilization.

McDonald's (MCD), Buy, $138 PT

Q: What has driven recent underperformance?

U.S. same-store-sales deceleration concerns. Industry data and company
management teams have highlighted deceleration in restaurant sector sales trends
since April. With recent market expectations for MCD 2Q U.S. SSS likely closer to
2.5% relative to the consensus 3.6%, concerns are increasingly focused on the
challenge of lapping robust prior year comps by 4Q. That said, following the recent
pullback in shares, we see limited downside given demand for quality and
consistency in this environment, and believe continued global momentum and
upcoming growth initiatives can help shares grind higher.

Q: What is the downside risk to the current share price from the UK's
vote to leave?

Given MCD's UK and overall Europe revenue exposure, developments are likely to
impact currency and operating results. But MCD's value proposition and several years
of momentum in the UK should mitigate further downside from here.

Q: What are the signposts to watch?

More detail on recent QSR and overall restaurant sales trends, further changes in FX.

David Strauss
+1212 713 6185

Dennis Geiger
+1212713 9313
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Starbucks (SBUX), Buy, $70 PT

Q: What has driven recent underperformance?

Americas same-store-sales and traffic deceleration concerns. Expectations and
caution for possible below consensus F3Q Americas SSS (+6.2%) and sequentially
decelerating traffic trends has driven share weakness. Despite near-term caution, we
continue to view SBUX as among the best growth opportunities in the group, with
good visibility into the sustainability of LT earnings growth.

Q: What is the downside risk to the current share price from the UK's
vote to leave?

Despite a relatively small percentage of sales from the UK, near-term visibility into
results in Europe could now be more limited.

Q: What are the signposts to watch?

Near-term QSR trends, FX changes.

Walt Disney Co (DIS), Buy, $116 PT

Q: What has driven recent underperformance?

Walt Disney’s underperformance this year has been due to secular concerns
regarding ESPN and FY17 EPS growth, which faces pressure from record content
success in FY16 and a one-time step up in programming amortization due to the
NBA renewal. This has led Disney to be one of the top-10 most shorted stocks in the
U.S. (source: UBS). The UK's vote has further exacerbated declines given modest
levels of business conducted in the U.K. and Europe. Disney trades at 15.6x CY16e
P/E, below its 16.7x 10-yr average and below the S&P500 average vs. typically
trading at a 10+% premium during non-recessionary periods.

Q: What is the downside risk to the current share price from the UK's
vote to leave?

While Walt Disney fully hedges forward 4 quarters of international currency
exposure, and modestly beyond then as well, the stock could continue to re-rate
negatively based on lower earnings visibility due to recession risk in the U.K. / Europe
(where Disney has 12% of its revenue and 13% of its profits) and due to the impact
of the strong dollar on U.S. park attendance & weak Pound/Euro on Paris Park
attendance (17% of attendance comes from the UK).

Q: What are the signposts to watch?

Where currencies settle out and whether the UK's “Leave” vote drives meaningful
negative macro impacts in the U.K. and Europe; How well Disney’'s new Shanghai
Disneyland park performs; Pace of cord cutting / cord shaving in the US; Whether the
introduction of Hulu and DirecTV online bundles of live channels will boost investor
confidence in near-to-medium term growth for media networks; And the potential
performance of Rogue One: A Star Wars Story (Dec. '16) and Beauty and the Beast
(Feb. "17).

Dennis Geiger
+1212713 9313

Doug Mitchelson
+1212 713 2056
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Alphabet (GOOG), Buy, $880 PT

Q: What has driven recent underperformance?

Sentiment driven on the back of one-off, publicized Q2 channel checks as well as UK
concerns. We believe this is overdone — our ad checks do not suggest a deceleration
beyond what is already implied by our (and Street) forecasts and our fundamental
outlook remains largely unchanged. We currently expect 21% earnings growth in
2017 — by comparison, the stock is trading at 14x P/E ex-cash on our 17 EPS
estimate.

Q: What is the downside risk to the current share price from the UK's
vote to leave?

While further FX downside can be largely hedged, we may see the stock re-rate
negatively based on lower earnings visibility from a potential slowdown in European
business activity (i.e., reduced advertising budgets), unresolved trade negotiations
(impacting European go-to-market approach and employee/cost structure) &
uncertainty over European regulatory inquiries. In our 2017 estimates, we estimate
10% of revenue is from the UK and 15% of revenue is from the EU ex-UK,
respectively.

Q: What are the signposts to watch?

European business spending activity, updates on regulatory proceedings, political
resolution to affirm trade relations, FX.

eBay (EBAY), Buy, $32 PT

Q: What has driven recent underperformance?

Sentiment driven around intra-quarter retail spending trends. We believe this is
overdone — we have seen inline to better consumption trends for online retail
broadly, with offline peers losing share. Our fundamental outlook remains largely
unchanged, as we expect 12% earnings growth in 2017. The stock is trading at
11.4x NTM P/E vs. an average of 13.3x since EBAY's 2015 split from PYPL.

Q: What is the downside risk to the current share price from the UK's
vote to leave?

While further FX downside can be largely hedged, we may see the stock re-rate
negatively based on lower earnings visibility from a potential slowdown in European
consumer activity and unresolved trade negotiations (impacting both end demand
and eBay’s employee/cost structure in the region). In our 2017 estimates, we
estimate 16% of revenue is from the UK and 28% of revenue is from the EU ex-UK,
respectively.

Q: What are the signposts to watch?

European consumer spending activity, political resolution to affirm trade relations,
FX.

Eric Sheridan
+1212713 9310

Eric Sheridan
+1212 713 9310
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Facebook (FB), Buy, $150 PT

Q:

What has driven recent underperformance?

Sentiment driven on the back of broad digital advertising market trends as well as UK
concerns. We believe this is overdone — our ad checks suggest an in-line to better
result vs. our (and Street) forecasts and our fundamental outlook remains largely
unchanged. The stock is trading at 16x NTM EV/EBITDA vs. a 3-year average of 19x.

: What is the downside risk to the current share price from the UK's

vote to leave?

Historically, Facebook has not typically hedged its foreign revenue exposure. In our
2017 estimates, we estimate 10% of revenue is from the UK and 15% of revenue is
from the EU ex-UK, respectively. We may see the stock re-rate negatively based on
lower earnings visibility from a potential slowdown in European business activity (i.e.,
reduced advertising budgets) & unresolved trade negotiations (impacting European
go-to-market approach and employee/cost structure).

: What are the signposts to watch?

FX, European business spending activity, political resolution to affirm trade relations.

PPG Industries (PPG), Buy, $130 PT

Q:

What has driven recent underperformance?

Heavily sentiment driven. In addition to 28% exposure to EMEA, there are concerns
about global auto production. These concerns resulted in a widening valuation gap
with peer SHW which is more focused on architectural paint and has less European
exposure. PPG is being impacted by risk-on sentiment.

: What is the downside risk to the current share price from the UK's

vote to leave?

With ~28% of sales in EMEA, a European recession will negatively impact results and
stronger USD will be a headwind (mostly transactional).

: What are the signposts to watch?

The company doesn't provide specific guidance but improving European macro
outlook will be viewed positively.

Eric Sheridan
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Nike (NKE), Buy, $70 PT

Q:

What has driven recent underperformance?

Last quarter Nike reported a deceleration in global futures (to +17% in F3Q from
+20% in F2Q) - and futures are typically a good leading indicator for revenues. That
said, we think this was largely driven by retailers cancelling orders once they saw
inventories rising in the spring. We also believe concerns about the basketball
category (which we estimate is only a mid-single-digit percentage of NKE's total
revenues, ex-Jordan) slowing are overdone.

: What is the downside risk to the current share price from the UK's

vote to leave?

Only about 5% of NKE’s total sales come from the UK, and NKE hedges currencies
about one year out. That said, we think the bigger risk is the uncertainty surrounding
how much current political headlines weigh on consumer sentiment — and similarly,
consumer discretionary spending in Europe — in the near term.

: What are the signposts to watch?

Earnings on 6/28, global future orders growth, FY17 guidance update given recent
macro events.

The TJX Companies (TJX), Buy, $85 PT

Q:

What has driven recent underperformance?

The recent underperformance is heavily sentiment driven, largely reflecting the
impact from the UK vote to leave, in our view. (UK represents ~9% of TJX's global
sales). Our fundamental outlook remains unchanged - we continue to see market
share gains (especially in the US) and EPS upside opportunity driven by TJX's global
store fleet and supply chain - a key competitive advantage, in our view. Every point
of comp translates into $0.06 - 0.11 of FY17E EPS upside. Currently, shares are
trading at 20x forward P/E, slightly above its 3-year average of 19x.

: What is the downside risk to the current share price from the UK's

vote to leave?

We estimate about 9% of TJX's total sales come from the UK (14% from Europe)
with different buying offices in Europe (including the UK and Germany). We believe
further downside from the leave vote fall-out should be limited, although there could
potentially be some new regulations stemming from the change. That said, we
continue to be confident in TJX's global infrastructure — particularly in Europe, where
it does not have much offprice competition — and note TJX's history of benefiting
from disruptions in the marketplace.

: What are the signposts to watch?

Any changes to the European macro outlook, any updates to FY17E guidance
(reflecting FX impact).

Michael Binetti
+1212 713 3805

Michael Binetti
+1212 713 3805
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Dick's Sporting Goods (DKS), Buy, $53 PT

Q: What has driven recent underperformance?

Concerns surrounding the disintermediation of the sporting goods category and risks
related to consumer discretionary spending have weighed on DKS' performance. The
market is valuing it similarly to some of the challenged hardline retailers (BBBY, BBY,
SPLS, ODP) at 13.6x our NTM EPS estimate, which is a discount to its 3 year historical
average of 15.6x.

Q: What is the downside risk to the current share price from the UK's
vote to leave?

DKS' domestic focus should insulate it better than most within the retail landscape.
We have previously noted a $31 valuation in a downside scenario.

Q: What are the signposts to watch?

Key catalysts that could spur share price improvement include how its sales respond
to TSA clearance activity through the back to school season, how much of a
merchandise margin benefit it sees from acquiring off-price inventory that vendors
were otherwise shipping to TSA, and the level of margin improvement associated
with DKS bringing its eCommerce operations in-house in January 2017.

Home Depot (HD), Buy, $150 PT

Q: What has driven recent underperformance?

There has been debate surrounding both the current state of the home improvement
cycle and the promotional environment within the category. Still, HD is trading at
19.3x our NTM EPS estimate, which is below its 3-year historical average of 19.5x.

Q: What is the downside risk to the current share price from the UK's
vote to leave?

While its downside driven by the referendum fallout is limited, the biggest risk is
associated with demand for home improvement products and the position within the
cycle. Should demand come to a halt, HD could trade at $94.

Q: What are the signposts to watch?

Monthly building materials retail sales should provide further clarity on how recent
near-term trends after HD reported strong 1Q numbers.

Michael Lasser
+1212 713 2440

Michael Lasser
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Advance Auto Parts (AAP), Buy, $175 PT

Q: What has driven recent underperformance?

The bar for AAP was considerably lowered following 1Q as it reserved the right to
invest in the business to improve its long-term set up. But, still the market believes
there is upside to the company's guidance. AAP is currently trading at 18.5x our NTM
EPS estimate, which is above its 3-year historical average of 16.8x. Though, the entire
group is trading above its average due to industry tailwinds driven by lower fuel
prices.

Q: What is the downside risk to the current share price from the UK's
vote to leave?

AAP should trade in-line with the auto parts group should there be further fallout.
Though, the auto parts sector should be comparatively durable relative to more
discretionary categories. We see a $130 downside valuation.

Q: What are the signposts to watch?

Signs of internal progress at AAP would be sequential improvement of comp growth
with 2Q results combined with future stabilization of sales trends as well as long-
term margin improvement.

O'Reilly Automotive (ORLY), Buy, $305 PT

Q: What has driven recent underperformance?

Macro tailwinds within the sector, while supportive, are expected to slow as year-
over-year gas price declines moderate. Though, we believe ORLY should be able to
continue to outperform the industry by a decent margin. ORLY is trading at 24.2x
our NTM EPS estimate, which is above its 3-year historical average of 22.1x,
reflecting the favorable industry backdrop.

Q: What is the downside risk to the current share price from the UK's
vote to leave?

Its ability to execute in periods of varying levels of demand should position ORLY
better than most retailers should there be increasing volatility. Our downside
valuation for ORLY is $233.

Q: What are the signposts to watch?

Indications of continued strong performance include stable comp growth on a
sequential and multi-year stack basis combined with solid margin expansion.

Michael Lasser
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Royal Caribbean (RCL), Buy, $106 PT

Q: What has driven recent underperformance?

Concerns over North American sourced European demand prior to “Leave” concerns,
and overall European macro spill-over impact and FX implications on earnings post
the vote. The sector is currently trading at 9x "17E EPS vs. its 3-, 5- and 10-yr
historical average of 14-16x, as the market continues to price in FY'16 EPS miss.

Q: What is the downside risk to the current share price from the UK's
vote to leave?

About 27%-30% of passengers are European sourced (includes UK), and UK is
around 12%-13%. Every ten percentage point change in FX could impact annualized
2016 EPS ~$0.68-$0.69 to our EPS estimate.

Q: What are the signposts to watch?

Q3'16 yield guidance from CCL and any forward commentary on outlook in the back
half and in '17E. Load factor and pricing trends in mature markets and in China.

Carnival (CCL), Buy, $57 PT

Q: What has driven recent underperformance?

Concerns over North American sourced European demand prior to “Leave” concerns,
and overall European macro spill-over impact and FX implications on earnings post
the vote. The sector is currently trading at 9x '17E EPS vs. its 3-, 5- and 10-yr
historical average of 14-16x, as the market continues to price in FY'16 EPS miss.

Q: What is the downside risk to the current share price from the UK's
vote to leave?

About 33%-34% of passengers are European sourced (includes UK), and 11% of
CCL's capacity is in UK sourcing brands but UK-sourced passengers are 7% of total.
Every ten percentage point change in FX could impact annualized 2016 EPS ~$0.30
to our EPS estimate.

Q: What are the signposts to watch?

Q3'16 yield guidance from CCL and any forward commentary on outlook in the back
half and in "17E.

Robin Farley
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Robin Farley
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Valuation Method and Risk Statement

Past performance is not indicative of future returns. Investing in equities globally
poses country, industry and company-specific risks. Valuations can be impacted by
changes in the macroeconomic landscape as well as financial market stability.

Investing in options involves numerous risks. Such risks include, but are not limited
to, the following: a long option position is negatively impacted by a decrease in
implied volatility, lack of movement in the underlying stock or Index and the
passage of time. A short option investor is negatively impacted by an increase in
implied volatility, a large directional movement in the underlying stock or Index and
the lack of the passage of time. For options purchased the maximum loss is the
premium. For an uncovered call sold the maximum loss is unlimited, while for an
uncovered put sold the maximum loss is put strike minus premium. For uncovered
options margin must be posted. Because uncovered option selling involves
significant risks this strategy should be under taken only by sophisticated investors.

Complex option strategies involve either the simultaneous purchase or sale of
multiple options or the simultaneous purchase and sale of numerous options, such
as spreads or collars. Their pay off profile and risks can be complicated, and should
only be undertaken by sophisticated investors. Complex option strategies can often
be broken down into individual component options, and their risks can be
identified and analyzed. Complex strategies may have limited or unlimited loss
potential, and in cases where uncovered options are sold margin is required to be
posted.

Also see options risk disclosure within the Required Disclosures section of this
document..
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Required Disclosures

This report has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates
are referred to herein as UBS.

For information on the ways in which UBS manages conflicts and maintains independence of its research product; historical
performance information; and certain additional disclosures concerning UBS research recommendations, please visit
www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is not a reliable
indicator of future results. Additional information will be made available upon request. UBS Securities Co. Limited is licensed
to conduct securities investment consultancy businesses by the China Securities Regulatory Commission. UBS acts or may act
as principal in the debt securities (or in related derivatives) that may be the subject of this report.

Analyst Certification: Each research analyst primarily responsible for the content of this research report, in whole or in
part, certifies that with respect to each security or issuer that the analyst covered in this report: (1) all of the views expressed
accurately reflect his or her personal views about those securities or issuers and were prepared in an independent manner,
including with respect to UBS, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to
the specific recommendations or views expressed by that research analyst in the research report.

UBS Investment Research: Global Equity Rating Definitions

12-Month Rating Definition Coverage!' IB Services?
Buy FSR is > 6% above the MRA. 49% 32%
Neutral FSR is between -6% and 6% of the MRA. 38% 26%
Sell FSR is > 6% below the MRA. 14% 19%
Short-Term Rating Definition Coverage’® IB Services*

Stock price expected to rise within three months from the time

[o) [o)
the rating was assigned because of a specific catalyst or event. <1% <1%

Buy

Stock price expected to fall within three months from the time

[o) [o)
the rating was assigned because of a specific catalyst or event. <1% <1%

Sell

Source: UBS. Rating allocations are as of 31 March 2016.

1:Percentage of companies under coverage globally within the 12-month rating category.

2:Percentage of companies within the 12-month rating category for which investment banking (IB) services were provided
within the past 12 months.

3:Percentage of companies under coverage globally within the Short-Term rating category.

4:Percentage of companies within the Short-Term rating category for which investment banking (IB) services were provided
within the past 12 months.

KEY DEFINITIONS: Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend
yield over the next 12 months. Market Return Assumption (MRA) is defined as the one-year local market interest rate
plus 5% (a proxy for, and not a forecast of, the equity risk premium). Under Review (UR) Stocks may be flagged as UR
by the analyst, indicating that the stock's price target and/or rating are subject to possible change in the near term, usually
in response to an event that may affect the investment case or valuation. Short-Term Ratings reflect the expected near-
term (up to three months) performance of the stock and do not reflect any change in the fundamental view or investment
case. Equity Price Targets have an investment horizon of 12 months.

EXCEPTIONS AND SPECIAL CASES: UK and European Investment Fund ratings and definitions are: Buy: Positive
on factors such as structure, management, performance record, discount; Neutral: Neutral on factors such as structure,
management, performance record, discount; Sell: Negative on factors such as structure, management, performance
record, discount. Core Banding Exceptions (CBE): Exceptions to the standard +/-6% bands may be granted by the
Investment Review Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the
respective company's debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands
as they relate to the rating. When such exceptions apply, they will be identified in the Company Disclosures table in the
relevant research piece.

Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not
registered/qualified as research analysts with FINRA. Such analysts may not be associated persons of UBS Securities LLC and
therefore are not subject to the FINRA restrictions on communications with a subject company, public appearances, and
trading securities held by a research analyst account. The name of each affiliate and analyst employed by that affiliate
contributing to this report, if any, follows.
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UBS Securities LLC:
Australia Ltd: Paul Winter.

Company Disclosures

Julian Emanuel; Omar Elangbawy; Patrick Buckley, PhD; Sibi Gnanasundaram.

UBS Securities

Company Name Reuters  12-month rating  Short-term rating Price Price date
Adobe Systems Inc.'¢ ADBE.O Buy N/A  US$90.85 27 Jun 2016
Advance Auto Parts, Inc.'s AAP.N Buy N/A  US$153.78 27 Jun 2016
Alphabet Inc. 6 7. 16,22 GOO0G.O Buy N/A  US$668.26 27 Jun 2016
Carnival Corp.2.47.14.16 CCL.N Buy N/A  US$43.64 27 Jun 2016
Delta Air Lines* 562 6c7. 16 DALN Buy N/A  US$33.36 27 Jun 2016
Dick's Sporting Goods, Inc.'® DKS.N Buy N/A US$40.07 27 Jun 2016
eBay? 7. 16 EBAY.O Buy N/A  US$22.72 27 Jun 2016
Facebook!s 22 FB.O Buy N/A  US$108.97 27 Jun 2016
Home Depot Inc.’s HD.N Buy N/A  US$124.67 27 Jun 2016
McDonald's'® MCD.N Buy N/A  US$116.30 27 Jun 2016
Nike Inc.'6 22 NKE.N Buy N/A  US$51.89 27 Jun 2016
O'Reilly Automotive, Inc.* 62 16 ORLY.O Buy N/A  US$267.73 27 Jun 2016
Palo Alto Networks'® PANW.N Buy N/A  US$116.76 27 Jun 2016
PPG Industries Inc. 6 PPG.N Buy N/A  US$98.69 27 Jun 2016
Rockwell Collins Inc.2. 1. 16 COL.N Buy N/A  US$81.15 27 Jun 2016
Royal Caribbean’s RCLN Buy N/A  US$65.95 27 Jun 2016
Southwest Airlinest< 7. 16 LUV.N Buy N/A  US$36.76 27 Jun 2016
Starbuckse< 7. 16, 18 SBUX.O Buy N/A  US$53.69 27 Jun 2016
The TJX Companies, Inc.'¢ TIX.N Buy N/A  US$73.53 27 Jun 2016
Walt Disney Co’ 6. 18 DIS.N Buy N/A  US$94.38 27 Jun 2016

Source: UBS. All prices as of local market close.
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock
pricing date

2. UBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or placement of
securities of this company/entity or one of its affiliates within the past 12 months.

4. Within the past 12 months, UBS AG, its affiliates or subsidiaries has received compensation for investment banking
services from this company/entity or one of its affiliates.

5. UBS AG, its affiliates or subsidiaries expect to receive or intend to seek compensation for investment banking
services from this company/entity within the next three months.

6a. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and investment
banking services are being, or have been, provided.

6b. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and non-investment
banking securities-related services are being, or have been, provided.

6C. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and non-securities
services are being, or have been, provided.

7. Within the past 12 months, UBS Securities LLC and/or its affiliates have received compensation for products and
services other than investment banking services from this company/entity.

8. The equity analyst covering this company, a member of his or her team, or one of their household members has a
long common stock position in this company.

13. UBS AG, its affiliates or subsidiaries beneficially owned 1% or more of a class of this company's common equity

securities as of last month's end (or the prior month's end if this report is dated less than 10 days after the most
recent month's end).

14. UBS Limited acts as broker to this company.

16. UBS Securities LLC makes a market in the securities and/or ADRs of this company.

18a. A U.S.-based global equity strategist, a member of his team, or one of their household members has a long
common stock position in Starbucks Corp.

18b. The U.S. equity strategist, a member of his team, or one of their household members has a long common stock

position in The Walt Disney Company.
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22. UBS AG, its affiliates or subsidiaries held other significant financial interests in this company/entity as of last
month’s end (or the prior month's end if this report is dated less than 10 working days after the most recent
month's end).

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report. For a complete set

of disclosure statements associated with the companies discussed in this report, including information on valuation and risk,

please contact UBS Securities LLC, 1285 Avenue of Americas, New York, NY 10019, USA, Attention: Investment Research.

Options, structured derivative products and futures are not suitable for all investors, and trading in these instruments is
considered risky and may be appropriate only for sophisticated investors. Past performance is not necessarily indicative of
future results. Various theoretical explanations of the risks associated with these instruments have been published. Prior to
buying or selling an option, and for the complete risks relating to options, you must receive a copy of "The Characteristics
and Risks of Standardized Options. " You may read the document at
http://www.optionsclearing.com/about/publications/character-risks.jsp or ask your salesperson for a copy.
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Global Disclaimer

This document has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS.

Global Research is provided to our clients through UBS Neo and, in certain instances, UBS.com (each a "System"). It may also be made available through third party
vendors and distributed by UBS and/or third parties via e-mail or alternative electronic means. The level and types of services provided by Global Research to a client may
vary depending upon various factors such as a client's individual preferences as to the frequency and manner of receiving communications, a 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 UBS and legal
and regulatory constraints.

All Global Research is available on UBS Neo. Please contact your UBS sales representative if you wish to discuss your access to UBS Neo.

When you receive Global Research through a System, your access and/or use of such Global Research is subject to this Global Research Disclaimer and to the terms of
use governing the applicable System.

When you receive Global Research via a third party vendor, e-mail or other electronic means, your use shall be subject to this Global Research Disclaimer and to UBS's
Terms of Use/Disclaimer (http://www.ubs.com/global/en/legalinfo2/disclaimer.html). By accessing and/or using Global Research in this manner, you are indicating that
you have read and agree to be bound by our Terms of Use/Disclaimer. In addition, you consent to UBS processing your personal data and using cookies in accordance
with our Privacy Statement (http://www.ubs.com/global/en/legalinfo2/privacy.html) and cookie notice (http:/www.ubs.com/global/en/homepage/cookies/cookie-
management.html).

If you receive Global Research, whether through a System or by any other means, you agree that you shall not copy, revise, amend, create a derivative
work, transfer to any third party, or in any way commercially exploit any UBS research provided via Global Research or otherwise, and that you shall not
extract data from any research or estimates provided to you via Global Research or otherwise, without the prior written consent of UBS.

This document is for distribution only as may be permitted by law. It is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or
resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or
would subject UBS to any registration or licensing requirement within such jurisdiction. It is published solely for information purposes; it is not an advertisement nor is it
a solicitation or an offer to buy or sell any financial instruments or to participate in any particular trading strategy. No representation or warranty, either expressed or
implied, is provided in relation to the accuracy, completeness or reliability of the information contained in this document ("the Information"), except with respect to
Information concerning UBS. The Information is not intended to be a complete statement or summary of the securities, markets or developments referred to in the
document. UBS does not undertake to update or keep current the Information. Any opinions expressed in this document may change without notice and may differ or
be contrary to opinions expressed by other business areas or groups of UBS. Any statements contained in this report attributed to a third party represent UBS's
interpretation of the data, information and/or opinions provided by that third party either publicly or through a subscription service, and such use and interpretation
have not been reviewed by the third party.

Nothing in this document constitutes a representation that any investment strategy or recommendation is suitable or appropriate to an investor's individual
circumstances or otherwise constitutes a personal recommendation. Investments involve risks, and investors should exercise prudence and their own judgement in
making their investment decisions. The financial instruments described in the document may not be eligible for sale in all jurisdictions or to certain categories of
investors. Options, derivative products and futures are not suitable for all investors, and trading in these instruments is considered risky. Mortgage and asset-backed
securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates or other market conditions. Foreign currency rates of
exchange may adversely affect the value, price or income of any security or related instrument referred to in the document. For investment advice, trade execution or
other enquiries, clients should contact their local sales representative.

The value of any investment or income may go down as well as up, and investors may not get back the full (or any) amount invested. Past performance is not necessarily
a guide to future performance. Neither UBS nor any of its directors, employees or agents accepts any liability for any loss (including investment loss) or damage arising
out of the use of all or any of the Information.

Any prices stated in this document are for information purposes only and do not represent valuations for individual securities or other financial instruments. There is no
representation that any transaction can or could have been effected at those prices, and any prices do not necessarily reflect UBS's internal books and records or
theoretical model-based valuations and may be based on certain assumptions. Different assumptions by UBS or any other source may yield substantially different results.

This document and the Information are produced by UBS as part of its research function and are provided to you solely for general background information. UBS has no
regard to the specific investment objectives, financial situation or particular needs of any specific recipient. In no circumstances may this document or any of the
Information be used for any of the following purposes:

(i) valuation or accounting purposes;
(i) to determine the amounts due or payable, the price or the value of any financial instrument or financial contract; or
(iii) to measure the performance of any financial instrument.

By receiving this document and the Information you will be deemed to represent and warrant to UBS that you will not use this document or any of the Information for
any of the above purposes or otherwise rely upon this document or any of the Information.

UBS has policies and procedures, which include, without limitation, independence policies and permanent information barriers, that are intended, and upon which UBS
relies, to manage potential conflicts of interest and control the flow of information within divisions of UBS and among its subsidiaries, branches and affiliates. For further
information on the ways in which UBS manages conflicts and maintains independence of its research products, historical performance information and certain additional
disclosures concerning UBS research recommendations, please visit www.ubs.com/disclosures.

Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management, which will also have sole discretion on the
timing and frequency of any published research product. The analysis contained in this document is based on numerous assumptions. All material information in relation
to published research reports, such as valuation methodology, risk statements, underlying assumptions (including sensitivity analysis of those assumptions), ratings
history etc. as required by the Market Abuse Regulation, can be found on NEO. Different assumptions could result in materially different results.

The analyst(s) responsible for the preparation of this document may interact with trading desk personnel, sales personnel and other parties for the purpose of gathering,
applying and interpreting market information. UBS relies on information barriers to control the flow of information contained in one or more areas within UBS into other
areas, units, groups or affiliates of UBS. The compensation of the analyst who prepared this document is determined exclusively by research management and senior
management (not including investment banking). Analyst compensation is not based on investment banking revenues; however, compensation may relate to the
revenues of UBS Investment Bank as a whole, of which investment banking, sales and trading are a part, and UBS's subsidiaries, branches and affiliates as a whole.

For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC) acts as a market maker or
liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of liquidity
provider is carried out in accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in
this document. For financial instruments admitted to trading on a non-EU regulated market: UBS may act as a market maker save that where this activity is carried out in
the US in accordance with the definition given to it by the relevant laws and regulations, such activity will be specifically disclosed in this document. UBS may have issued
a warrant the value of which is based on one or more of the financial instruments referred to in the document. UBS and its affiliates and employees may have long or
short positions, trade as principal and buy and sell in instruments or derivatives identified herein; such transactions or positions may be inconsistent with the opinions
expressed in this document.

United Kingdom and the rest of Europe: Except as otherwise specified herein, this material is distributed by UBS Limited to persons who are eligible counterparties
or professional clients. UBS Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation
Authority.  France: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities France S.A. UBS Securities France S.A. is regulated by the ACPR
(Autorité de Controle Prudentiel et de Résolution) and the Autorité des Marchés Financiers (AMF). Where an analyst of UBS Securities France S.A. has contributed to this
document, the document is also deemed to have been prepared by UBS Securities France S.A.  Germany: Prepared by UBS Limited and distributed by UBS Limited and
UBS Deutschland AG. UBS Deutschland AG is regulated by the Bundesanstalt fur Finanzdienstleistungsaufsicht (BaFin). Spain: Prepared by UBS Limited and distributed
by UBS Limited and UBS Securities Espana SV, SA. UBS Securities Espana SV, SA is regulated by the Comisién Nacional del Mercado de Valores (CNMV).  Turkey:
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Distributed by UBS Limited. No information in this document is provided for the purpose of offering, marketing and sale by any means of any capital market instruments
and services in the Republic of Turkey. Therefore, this document may not be considered as an offer made or to be made to residents of the Republic of Turkey. UBS AG
is not licensed by the Turkish Capital Market Board under the provisions of the Capital Market Law (Law No. 6362). Accordingly, neither this document nor any other
offering material related to the instruments/services may be utilized in connection with providing any capital market services to persons within the Republic of Turkey
without the prior approval of the Capital Market Board. However, according to article 15 (d) (i) of the Decree No. 32, there is no restriction on the purchase or sale of
the securities abroad by residents of the Republic of Turkey. Poland: Distributed by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce regulated
by the Polish Financial Supervision Authority. Where an analyst of UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce has contributed to this
document, the document is also deemed to have been prepared by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce. Russia: Prepared and
distributed by UBS Bank (O00). Switzerland: Distributed by UBS AG to persons who are institutional investors only. UBS AG is regulated by the Swiss Financial
Market Supervisory Authority (FINMA). Italy: Prepared by UBS Limited and distributed by UBS Limited and UBS Limited, Italy Branch. Where an analyst of UBS Limited,
Italy Branch has contributed to this document, the document is also deemed to have been prepared by UBS Limited, Italy Branch. South Africa: Distributed by UBS
South Africa (Pty) Limited (Registration No. 1995/011140/07), an authorised user of the JSE and an authorised Financial Services Provider (FSP 7328). Israel: This
material is distributed by UBS Limited. UBS Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the
Prudential Regulation Authority. UBS Securities Israel Ltd is a licensed Investment Marketer that is supervised by the Israel Securities Authority (ISA). UBS Limited and its
affiliates incorporated outside Israel are not licensed under the Israeli Advisory Law. UBS Limited is not covered by insurance as required from a licensee under the Israeli
Advisory Law. UBS may engage among others in issuance of Financial Assets or in distribution of Financial Assets of other issuers for fees or other benefits. UBS Limited
and its affiliates may prefer various Financial Assets to which they have or may have Affiliation (as such term is defined under the Israeli Advisory Law). Nothing in this
Material should be considered as investment advice under the Israeli Advisory Law. This Material is being issued only to and/or is directed only at persons who are Eligible
Clients within the meaning of the Israeli Advisory Law, and this material must not be relied on or acted upon by any other persons. Saudi Arabia: This document has
been issued by UBS AG (and/or any of its subsidiaries, branches or affiliates), a public company limited by shares, incorporated in Switzerland with its registered offices at
Aeschenvorstadt 1, CH-4051 Basel and Bahnhofstrasse 45, CH-8001 Zurich. This publication has been approved by UBS Saudi Arabia (a subsidiary of UBS AG), a Saudi
closed joint stock company incorporated in the Kingdom of Saudi Arabia under commercial register number 1010257812 having its registered office at Tatweer Towers,
P.O. Box 75724, Riyadh 11588, Kingdom of Saudi Arabia. UBS Saudi Arabia is authorized and regulated by the Capital Market Authority to conduct securities business
under license number 08113-37.  Dubai: The information distributed by UBS AG Dubai Branch is intended for Professional Clients only and is not for further
distribution within the United Arab Emirates. United States: Distributed to US persons by either UBS Securities LLC or by UBS Financial Services Inc., subsidiaries of
UBS AG; or by a group, subsidiary or affiliate of UBS AG that is not registered as a US broker-dealer (a ‘non-US affiliate’ ) to major US institutional investors only. UBS
Securities LLC or UBS Financial Services Inc. accepts responsibility for the content of a document prepared by another non-US affiliate when distributed to US persons by
UBS Securities LLC or UBS Financial Services Inc. All transactions by a US person in the securities mentioned in this document must be effected through UBS Securities
LLC or UBS Financial Services Inc., and not through a non-US affiliate. UBS Securities LLC is not acting as a municipal advisor to any municipal entity or obligated person
within the meaning of Section 15B of the Securities Exchange Act (the "Municipal Advisor Rule"), and the opinions or views contained herein are not intended to be,
and do not constitute, advice within the meaning of the Municipal Advisor Rule. Canada: Distributed by UBS Securities Canada Inc., a registered investment dealer in
Canada and a Member-Canadian Investor Protection Fund, or by another affiliate of UBS AG that is registered to conduct business in Canada or is otherwise exempt
from registration. Mexico: This report has been distributed and prepared by UBS Casa de Bolsa, S.A. de C.V., UBS Grupo Financiero, an entity that is part of UBS
Grupo Financiero, S.A. de C.V. and is an affiliate of UBS AG. This document is intended for distribution to institutional or sophisticated investors only. Research reports
only reflect the views of the analysts responsible for the reports. Analysts do not receive any compensation from persons or entities different from UBS Casa de Bolsa,
S.A. de C.V., UBS Grupo Financiero, or different from entities belonging to the same financial group or business group of such. For Spanish translations of applicable
disclosures, please see www.ubs.com/disclosures  Brazil: Except as otherwise specified herein, this material is prepared by UBS Brasil CCTVM S.A. to persons who are
eligible investors residing in Brazil, which are considered to be: (i) financial institutions, (i) insurance firms and investment capital companies, (iii) supplementary pension
entities, (iv) entities that hold financial investments higher than R$300,000.00 and that confirm the status of qualified investors in written, (v) investment funds, (vi)
securities portfolio managers and securities consultants duly authorized by Comissdo de Valores Mobilidrios (CVM), regarding their own investments, and (vii) social
security systems created by the Federal Government, States, and Municipalities. Hong Kong: Distributed by UBS Securities Asia Limited and/or UBS AG, Hong Kong
Branch. Singapore: Distributed by UBS Securities Pte. Ltd. [MCI (P) 018/09/2015 and Co. Reg. No.: 198500648C] or UBS AG, Singapore Branch. Please contact UBS
Securities Pte. Ltd., an exempt financial adviser under the Singapore Financial Advisers Act (Cap. 110); or UBS AG, Singapore Branch, an exempt financial adviser under
the Singapore Financial Advisers Act (Cap. 110) and a wholesale bank licensed under the Singapore Banking Act (Cap. 19) regulated by the Monetary Authority of
Singapore, in respect of any matters arising from, or in connection with, the analysis or document. The recipients of this document represent and warrant that they are
accredited and institutional investors as defined in the Securities and Futures Act (Cap. 289). Japan: Distributed by UBS Securities Japan Co., Ltd. to professional
investors (except as otherwise permitted). Where this document has been prepared by UBS Securities Japan Co., Ltd., UBS Securities Japan Co., Ltd. is the author,
publisher and distributor of the document. Distributed by UBS AG, Tokyo Branch to Professional Investors (except as otherwise permitted) in relation to foreign exchange
and other banking businesses when relevant. ~ Australia: Clients of UBS AG: Distributed by UBS AG (Holder of Australian Financial Services License No. 231087).
Clients of UBS Securities Australia Ltd: Distributed by UBS Securities Australia Ltd (Holder of Australian Financial Services License No. 231098). This Document contains
general information and/or general advice only and does not constitute personal financial product advice. As such, the Information in this document has been prepared
without taking into account any investor’s objectives, financial situation or needs, and investors should, before acting on the Information, consider the appropriateness
of the Information, having regard to their objectives, financial situation and needs. If the Information contained in this document relates to the acquisition, or potential
acquisition of a particular financial product by a ‘Retail’ client as defined by section 761G of the Corporations Act 2001 where a Product Disclosure Statement would be
required, the retail client should obtain and consider the Product Disclosure Statement relating to the product before making any decision about whether to acquire the
product. The UBS Securities Australia Limited Financial Services Guide is available at: www.ubs.com/ecs-research-fsg. New Zealand: Distributed by UBS New Zealand
Ltd. The information and recommendations in this publication are provided for general information purposes only. To the extent that any such information or
recommendations constitute financial advice, they do not take into account any person’s particular financial situation or goals. We recommend that recipients seek
advice specific to their circumstances from their financial advisor. Korea: Distributed in Korea by UBS Securities Pte. Ltd., Seoul Branch. This document may have been
edited or contributed to from time to time by affiliates of UBS Securities Pte. Ltd., Seoul Branch. Malaysia: This material is authorized to be distributed in Malaysia by
UBS Securities Malaysia Sdn. Bhd (Capital Markets Services License No.: CMSL/A0063/2007). This material is intended for professional/institutional clients only and not
for distribution to any retail clients. India: Distributed by UBS Securities India Private Ltd. (Corporate Identity Number U67120MH1996PTC097299) 2/F, 2 North
Avenue, Maker Maxity, Bandra Kurla Complex, Bandra (East), Mumbai (India) 400051. Phone: +912261556000. It provides brokerage services bearing SEBI Registration
Numbers: NSE (Capital Market Segment): INB230951431, NSE (F&O Segment) INF230951431, NSE (Currency Derivatives Segment) INE230951431, BSE (Capital Market
Segment) INBO10951437; merchant banking services bearing SEBI Registration Number: INMO00010809 and Research Analyst services bearing SEBI Registration
Number: INHO00001204. UBS AG, its affiliates or subsidiaries may have debt holdings or positions in the subject Indian company/companies. Within the past 12 months,
UBS AG, its affiliates or subsidiaries may have received compensation for non-investment banking securities-related services and/or non-securities services from the
subject Indian company/companies. The subject company/companies may have been a client/clients of UBS AG, its affiliates or subsidiaries during the 12 months
preceding the date of distribution of the research report with respect to investment banking and/or non-investment banking securities-related services and/or non-
securities services. With regard to information on associates, please refer to the Annual Report at:
http://www.ubs.com/global/en/about_ubs/investor_relations/annualreporting.html

The disclosures contained in research documents produced by UBS Limited shall be governed by and construed in accordance with English law.

UBS specifically prohibits the redistribution of this document in whole or in part without the written permission of UBS and UBS accepts no liability whatsoever for the
actions of third parties in this respect. Images may depict objects or elements that are protected by third party copyright, trademarks and other intellectual property
rights. © UBS 2016. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.

3 UBS

US Equity and Derivatives Strategy 28 June 2016 S UBS 23



