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Interest rate expectations are coming down sharply Phllslﬁ’ailer;]cisll
Rate expectations in Brazil are coming down and with them a new source of potential philip.finch@ubs.com
earnings risk is emerging. Our Economics team now forecasts a 200bp fall in the Selic, +44-20-7568 3456
from the current level of 14.25%, by the end of 2016, and another 175bp reduction in Mariana Taddeo
2017 (click here). In the same manner that a rising Selic was positive for bank margins Analyst
over the past three years with the re-pricing (up) of loan books, a falling Selic is mariana.taddeo@ubs.com
expected to put pressure on net interest margins (NIM) and weigh on bank profits. +55-11-3513 6512
NIM sensitivity: A 100bp Selic reduction would lower NIM by 11bp, on average Frederic DeAhgsl;;zt
An analysis of the last tightening cycle showed that for every 100bp rise in the Selic, frederic.de-mariz@ubs.com
NIM expanded by 11bp for banks under our coverage, with a time lag of three +55-11-3513 6511
guarters. Given our new Selic forecasts, this implies a NIM contraction of ~42bp for
banks under our coverage by the end of 2018. By bank, the NIM sensitivity for every
100bps Selic change varied from 6bp at Itau to 13bp at Bradesco.
Risks to our NIM forecasts of a 9bp reduction in 2017 and 1bp in 2018
Given the time lag of rate cuts on NIM, we see low risk to our NIM expectations in
2016 but there could be downside risk to our current NIM forecasts in 2017 and 2018
if the reduction in policy rates be in line or ahead of our latest macro forecasts. A
sensitivity analysis suggests for every 10bp reduction in NIM (below our current
estimates) could lower our 2017E EPS by 8.0%.
Underweight Brazilian banks within a LatAm/EM context
We have become cautious on Brazilian banks, as illustrated by the Sell rating
downgrades of Banco do Brasil (click here) and Santander Brasil (click here) in the past
two weeks, largely on valuation grounds as we believe the risk/reward profiles have
become unattractive. Brazilian banks have rallied strongly (up 46% in US$ on average
over the past three months) yet fundamentals remain under pressure: over the same
period, we have cut our 2016 EPS estimates by 13.4%. Itau remains our only Buy rated
bank in Brazil.
Figure 1: Brazilian banks — summary valuation
Price Price Target Upside Mkt Cap P/E P/BV Adj. ROE (%) Dividend Yield

Rating LC LC (%) (USD millions) 2016E 2017E  2016E  2017E  2016E  2017E 12-month Fwd (%)
Banco do Brasi Sell (CBE)  17.73 16.00 938 14,877 58x  47x 0.6x 0.5x 10.8 12.1 45
Bradesco Neutral 24.65 27.50 1.6 39,833 85x 7.9 1.4x 1.2x 17.3 16.5 4.2
ftau Unibanco Buy 30.47 36.00 18.1 52,692 9.1x  82x 1.6x 1.4x 18.4 18.6 44
Santander Brasil Sell 17.85 16.00 -10.4 19,330 12.6x 10.9x 1.2x 1.2x 9.6 10.7 5.7

Source: UBS estimates. Prices as of 19 May 2016. All PTs derived from Gordon Growth Models
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Brazilian Banks

UBS Research THESIS MAP MOST FAVORED LEAST FAVORED
Itau Banco do Brasil, Santander Brasil
PIVOTAL QUESTIONS Q: What does a lower Selic mean for NIMs?

In the manner that a rising Selic over the past three years was positive for bank margins with the
re-pricing (up) of loan books, a falling Selic would put pressure on net interest margins. More
positively, lower policy rates may help a recovery in loan growth and lessen asset quality
pressure, although we consider this to be more closely linked to economic growth, while
potentially bringing down cost of equity further. more =

Q. Will competition remain rational?

We believe competition and pricing behaviour will remain rational in the short to medium-term (i) as
the re-pricing (up) of the back book of the lending portfolio is ongoing, led by public banks; (ii) given a
lack of appetite to lend with prevailing macro uncertainties; while (iii) capital limitations among public
banks, as illustrated by low core tier | ratios when compared to its peers will likely constrain the ability
to expand their balance sheet, when economic activity eventually picks-up. more -

WHAT'S PRICED IN? Current valuations suggest the market is expecting a ¢1% increase in earnings.

Using 1-year forward consensus estimates, Brazilian banks have re-rated to 8.3x PE and 1.3x P/BV from
5.9x PE and 1.0x P/BV over the past 3 months. In PE terms, the sector is now in line with the five years
historical mean (at 8.3x PE) while in P/BV terms, it is at a 7% discount to its historical mean (at 1.4x).

UBS VIEW The outlook for Brazilian banks remains challenging, with growth uncertainties and rising
unemployment. Asset quality remains the key concern with a rising provisioning burden as evident in
1Q16 results weighing on profits and return. Prospects of a sharply lower Selic will become another
source of earnings risk. We are underweight Brazilian banks within a LatAm/EM banking as the
risk/reward profile of the sector is unattractive: over the past three months, the sector is up 30.2% in
local currency (46.3% in US$) yet we have cut our 2016E EPS by -13.8% and 2017E by -12.3%.

EVIDENCE Brazilian banks — cumulative EPS changes
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OUR THESIS IN PICTURES
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PIVOTAL QUESTIONS return M

Q: What does a lower Selic mean for NIMs?
UBS VIEW

In the same manner that a rising Selic over the past three years was positive
for bank margins with the re-pricing (up) of loan books, a falling Selic would
put pressure on net interest margins. More positively, lower policy rates may
help a recovery in loan growth and lessen asset quality pressure, although we
consider this to be more closely linked to economic growth, while potentially
bringing down cost of equity further (see Figure 27).

EVIDENCE

After years of margin pressure, Brazilian bank's NIMs inflected in 1Q14, with
margins expanding from 6.9% in 1Q14 to 7.6% in 1Q16. In 2015, NIMs went
up 48bps on average for the banks under our coverage on the back of (i)
higher Selic rate; (ii) higher trading gains; and (iii) the re-pricing of front/back
books.

Figure 2: Brazilian banks' NIMs - annual evolution Figure 3: Brazilian banks' NIMs - quarterly evolution
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Looking ahead, our Economics team expects the easing cycle to start in
August 2016 and that it should last until mid-2017. They have recently
published new macro forecasts that included the Selic falling from the current
level of 14.25% to 12.75% by the end of 2016 and to 10.50% by the end of
2017. As a rule of thumb, we assume every 100bp cut in policy rates leads to
a margin contraction around 10bp with an average time lag of three quarters
to one year.

In the current tightening cycle that started in April 2013, the Selic rate went
up by 700bps, peaking at 14.25% in April 2015. In the same period, system
spreads were up from 22.5% to 29.3% in April 2015, reaching the historical
high in March 2016 at 37.3%. At the same time, NIMs went up from 6.8% in
1Q13 to 7.3% in 2Q15, peaking at 7.5% in 1Q16 (+78bps).

Brazilian Banks 23 May 2016 S UBS 5



This implied an 11bp NIM expansion for each 100bps increase in the policy
rate, with a time lag of three quarters. As banks' liabilities usually re-adjust
faster than assets, we observed NIM initially declining to 6.6% in 1Q14 before
expanding in subsequent quarters. The NIM expansion took place against a
backdrop of a changing loan mix towards lower-yield and less risky types of
loans that understated the NIM expansion. At the same time, during this
period, banks posted higher than normal trading income that helped elevate
margins. In this analysis, we have assumed the two trends offset each other in
terms of the impact on NIM. By bank, the NIM sensitivity for every 100bps
Selic rise varied from 6bp at Itau to 13bp at Bradesco (see Figure 4).

Assuming the relationship between changes in the Selic and changes in NIM
remain positively correlated, both with a rising Selic as well as with a falling
Selic, our new Selic forecasts suggest a NIM contraction of ~42bp for banks
under our coverage by the end of 2018 (assuming a 375bp reduction in the
Selic by the end of 2017 and a one-year time lag for this to fully impact
margins).

Figure 4: Potential implications of Selic changes on NIM

BB Bradesco Itau Aggregate
1Q13 (start of tightening cycle) 5.8% 7.3% 7.2% 6.8%
2Q15 (final Selic hike) 5.9% 7.9% 8.2% 7.3%
1Q16 (aggregate NIM peak) 6.4% 8.2% 7.6% 7.5%
NIM change 61 bps 88 bps 43 bps 78 bps
Selic change 700 bps 700 bps 700 bps 701 bps
NIM change to every 100bps change in Selic 9 bps 13 bps 6 bps 11 bps
Implication of 375bps lower Selic on NIMs -33 bps -47 bps -23 bps -42 bps

Source: Banks, Central Bank and UBS estimates. Note: We exclude Santander Brasil from this analysis as NIM
change during tightening cycle (-43bps) was driven by loan mix change and hedge effects

In our models, we assume NIM for the banks under our coverage falls by 17bp
in 2016, on average — despite the effect of loan book re-pricing, lower trading
gains should pressure margins. We also forecast NIMs to contract by 9bps in
2017 and 1bp in 2018, indicating potential downside risk to current estimates
should the reduction in policy rates be in line with or ahead of our latest
macro forecasts.

Figure 5: NIM evolution by bank

Change
2015 2016E 2017E 2018E 16E/15 17E/16E 18E/17E

Banco do Brasil 6.2% 6.3% 6.1% 6.2% 13 bps -20 bps 5 bps
Bradesco 7.7% 7.8% 7.7% 7.7% 13 bps -12 bps 5 bps
[tau 8.1% 7.6% 7.5% 7.4% -44 bps -9 bps -13 bps
Santander Brasil 8.4% 7.7% 8.0% 8.1% -65 bps 30 bps 4 bps
Aggregate 7.46% 7.29% 7.20% 7.19% -17 bps -9 bps -1 bps
Source: Banks and UBS estimates

WHAT'S PRICED IN?

According to the Central Bank, market consensus (as of 16 May) for the Selic

rate by the end of 2016 is at 13.00% and by the end of 2017 at 11.50%.

With the easing cycle expected by consensus to start towards the year end

and given the time-lag for rate cuts to fully impact NIM, we see low risk to our

2016 estimates from lower rates. However, there is a potential downside risk

to consensus 2017 estimates in case our economists' scenario materializes
Brazilian Banks 23 May 2016 K UBS 6



(Selic at 12.75% in 2016 and 10.50% in 2017): a sensitivity analysis suggests
every 10bp reduction in NIM (below our current estimates) could lower our
2017E EPS by 8.0% (see Figure 6).

Figure 6: Brazilian banks NIM sensitivity analysis of 10bp lower NIM

Banco do Brasil Bradesco Itau Santander Brasil Aggregate

NII 60,136 57,914 73,562 34,276 225,886

Net Income 10,972 17,670 22,883 6,200 57,726

-10bps higher NIM

NIM 6.0% 7.6% 7.4% 7.9% 7.10%

% Net Income change -8.0% -2.7% -2.9% -5.3% -4.1%

Source: UBS estimates

Regression analysis suggests NIM at 7.1% in 2018

The changes in the average Selic rate have a high correlation with NIM
changes in the following four quarters for the period after 4Q11 at 0.92.

Figure 7: Selic rate vs. NIM (1Q08-1Q16)
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Source: Brazil Central Bank, banks and UBS. Note: NIMs are the aggregated NIMs of Banco do Brasil, Bradesco,
Itati and Santander Brasil

Our economists expect an average Selic rate of c11% in 2017. The last time
the average Selic rate was at this level was during 4Q14, during the last
tightening cycle. At that time, average NIM (for BB, Bradesco, Itau and
Santander Brasil) was at 7.3%, 30 bps below 1Q16 (at 7.6%).

We run a regression analysis of the average Selic rate vs. NIM from 1Q08 to
1Q16, however, the R-squared of this regression is low, at 0.04. In our view,
the low coefficient of determination is partly due to the shift in the loan mix
effect and the time needed to re-price the whole book.

We re-run our analysis comparing average Selic rate vs. average NIM in the
following four quarters for the period after 2Q14, when the last tightening

Brazilian Banks 23 May 2016 S UBS 7



cycle started. In this period we were able to capture a good portion of loan
book re-price with lower impact of loan mix changes. The R-squared of this
new regression was high, at 0.62. For an average Selic rate of 11.0% in 2017
we would have average NIM at 7.2%, in line with our expectations. However,
with average Selic at 10.5% in 2018, we would have average NIM at 7.1%,

slightly below our current our forecast.

Figure 8: LTM average Selic rate vs NIM (1Q08-1Q16)
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Source: Brazil Central Bank, banks and UBS. Note: NIMs are the aggregated NIMs
of Banco do Brasil, Bradesco, Itati and Santander Brasil.

Figure 9: LTM average Selic rate vs NIM (1Q14-1Q16)
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Source: Brazil Central Bank, banks and UBS. Note: NIMs are the aggregated NIMs
of Banco do Brasil, Bradesco, Itati and Santander Brasil.

Bradesco was the least affected bank in previous easing cycle,

The previous easing cycle started in August 2011, with Selic decreasing from
12.5% to 12.0%. The Selic rate bottomed in October 2012 at 7.25% and
remained at this level until March 2013. At the same time, the average Selic
rate (LTM) reached the lowest level one year later in March 2014.

The aggregate bank's NIM declined from the peak of 8.4% in 1Q12 to 6.9%
1Q14 given the lower Selic rate, but also the change in loan mix to low-

risk/low-yield portfolios.

At bank level, Bradesco's NIM was the least impact, down -86bps while

Santander Brasil's declined by -259bps.

Figure 10: Changes in banks' NIM (1Q12-1Q14)

1Q12 1Q14
LTM Avg Selic 11.8% 93%
NIM
BB 6.9% 5.4%
Bradesco 7.9% 7.0%
Itau 8.9% 7.1%
Santander Brasil 11.8% 9.2%
Aggregate 8.4% 6.9%

Source: Banks, Brazil Central Bank and UBS

change
-247 bps

-155 bps
-86 bps
-178 bps
-259 bps
-148 bps
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Figure 11: BB NIM vs Selic rate (LTM average)
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Figure 13: Itau NIM vs Selic rate (LTM average)
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Figure 12: Bradesco NIM vs Selic rate (LTM average)
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Figure 14: Santander NIM vs Selic rate (LTM average)
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In terms of earnings, Bradesco's earnings CAGR (12-13) was the highest at
4.4%, followed by Itau at 4.0%. Santander Brasil's was the lowest at -10.3%.

Figure 15: Impact of lower Selic rate (2012-2013)
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3Q14
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NIM NIM change NIl growth (% yoy) Earnings growth (% yoy)
2011 2012 2013 2013/2011 2012 2013 CAGR (12-13) 2012 2013 CAGR (12-13)
Bradesco 8.0% 7.8% 7.2% -83 bps 11.4% -1.2% 4.9% 2.9% 5.9% 4.4%
Santander Brasil 10.9% 11.5% 10.0% 0 bps 12.8% -4.9% 3.6% -9.1% -11.5% -10.3%
Source: Company data, UBS estimates
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PIVOTAL QUESTIONS

Q: Will competition remain rational?
UBS VIEW

We believe competition and pricing behaviour will remain rational in the short
to medium-term (i) as the re-pricing (up) of the back book of the lending
portfolio is ongoing, led by public banks; (i) given a lack of appetite to lend
with prevailing macro uncertainties; while (iii) capital limitations among public
banks, as illustrated by low core tier | ratios when compared to its peers will

likely constrain the ability to expand their balance sheet, when economic
activity eventually picks up.

EVIDENCE

From our observation, the re-pricing (up) of the back book (i.e. outstanding
loans) is still going on albeit coming closer to an end given the last Selic hike
occurred in July 2015. We have also seen appetite to lend, especially among
public banks decreasing sharply with the economy in recession: over the past
year, loan growth for the system has declined to 3.3% yoy in March 2016
from 11.2% yoy in March 2015 with that for public banks falling to 6.9%
from 16.6% over the same period.

Figure 16: Brazilian banks loan growth (% yoy)
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In terms of capital position, Banco do Brasil's core Tier 1 ratio of 8.3% is the
lowest among the banks we cover. Although it currently meets the minimum
local regulatory capital requirement of 5.125%, it is low by international
standards. The low capital level was illustrated by the reduction in its dividend
payout ratio from 40% to 25% in February 2016. Besides, looking ahead,
minimum local core capital requirements rise sharply to 7.25% by the end of
2017, 8.75% by year-end 2018 and 10.5% at the end of 2019.

return P
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Figure 17: Core tier | - Public vs Private banks (as of 1Q16)  Figure 18: Tier | — Public vs Private banks (as of 1Q16)
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Evidence of loan re-pricing

Over the last two years, we have seen banks re-price their lending rates across
the board. The re-pricing process has been led by public banks (given their
dominant market positioning), with private banks following.

Figure 19: Individuals - Auto loan lending rates (% p.a.) Figure 20: Individuals - Overdraft lending rates (% p.a.)
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Figure 21: Corporate - Working Capital rates (% p.a.) Figure 22: Corporate - Discounting of bill rates (% p.a.)
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The combination of a higher Selic and more rational pricing behaviour has
resulted in system-wide spreads rising from 25.7% in June 2013 to 37.3% in
March 2016 (590bps higher than July 2015 when Selic peaked), the historical
high.

Figure 23: System spreads
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Source: Brazil Central Bank. Note: Comprises new non-directed credit. Excludes operations with regulated rates,
operations with funds from BNDES or any operations with government funds or funds with mandatory
destination

These higher spreads paved the way for NIM expansion since 2Q14. Even with

the beginning of the easing cycle, we should continue to see spreads to go up
by 2-3 months given the positive impact in cost of funding.
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Valuation

Our valuation methodology for banks is based on a Gordon growth model, which
assumes for Brazilian banks an average sustainable ROE of 16.9%, average COE of
16.0% and a growth factor of 9.5%.

Currently, Brazilian banks trade on 9.0x PE and 1.2x PBV with 14.0% ROE on 2016
estimates. On 2017 estimates, they are on 7.9x PE and 1.1x PBV with 14.5% ROE.

Figure 24: Valuation summary

Price  Price Target Upside Mkt Cap P/E P/BV Adj. ROE (%) Dividend Yield

Ticker Rating LC LC (%) (USD millions) 2016E 2017E  2016E 2017E 2016E 2017E  12-month Fwd (%)
Brazilian Banks
Banco do Brasil BBAS3.5A Sell (CBE) 17.73 16.00 -9.8 14,877 5.8x 4.7x 0.6x 0.5x 10.8 12.1 45
Bradesco BBDC4.SA Neutral 24.65 27.50 11.6 39,833 8.5x 7.9x 1.4x 1.2x 17.3 16.5 4.2
Itau Unibanco TUB4.SA Buy 30.47 36.00 18.1 52,692 9.1x 8.2x 1.6x 1.4x 184 18.6 4.4
Santander Brasil SANB11.SA Sell 17.85 16.00 -10.4 19,330 12.6x 10.9x 1.2x 1.2x 9.6 10.7 5.7
Mexican Banks
Banorte GFNORTEO.MX Buy 95.97 109.80 14.4 15,043 13.8x 11.8x 1.8x 1.6x 13.8 14.4 1.6
Banregio GFREGIOO.MX Buy 103.91 115.00 10.7 1,860 16.2x 14.3x 2.7x 2.4x 17.8 17.8 1.9
Gentera GENTERA.MX Neutral 32.69 38.00 16.2 2,970 14.8x 13.1x 3.3x 2.9x 224 22.0 1.1
Inbursa GFINBURO.MX Buy 31.74 47.00 481 11,920 15.2x 13.0x 1.9x 1.7x 129 13.5 2.2
Santander Mexico SANMEXB.MX Buy 32.15 35.60 10.7 12,565 14.5x 13.3x 1.8x 1.7x 12.8 13.0 3.2
Unifin UNIFINA.MX Buy 49.84 62.00 244 962 16.1x 13.2x 3.6x 3.2x 238 25.7 1.6
Andean Banks
Bancolombia CIB.N Sell 35.13 30.80 -12.3 8,659 11.3x 10.7x 1.3x 1.3x 12.8 129 29
Davivienda DVI Buy 25,900 32,800 26.6 3,863 7.8x 7.1x 1.2x 1.1x 16.2 16.0 0.0
Credicorp BAP.N Buy 139.68 155.30 1.2 11,694 12.1x 11.1x 2.2x 1.9x 19.7 20.0 25
Santander Chile BSAC.K Neutral 18.49 19.90 7.6 8,725 11.9x 10.3x 2.0x 1.8x 18.2 19.5 5.0
Argentine Banks
Galicia GGAL.O Neutral 26.20 36.00 37.4 2,606 9.3x 9.8x 2.5x 2.0x 333 27.9 4.1
Frances BFR.N Sell 18.42 21.00 14.0 3,418 11.6x 13.6x 2.8x 2.3x 29.1 232 1.7

Source: Company data, UBS estimates. Note prices as of 19 May 2016

Using 1-year forward consensus estimates, Brazilian banks have re-rated to 8.3x PE
and 1.3x P/BV from 5.9x PE and 1.0x P/BV over the past 3 months.

In PE terms, the sector is now in line with the five-year historical mean (at 8.3x PE)
while in P/BV terms, it is at a 7% discount to its historical mean (at 1.4x).

Figure 25: Brazil banks: consensus 1-yr forward PE Figure 26: Brazil banks: consensus 1-yr forward P/BV
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Implied COE for Brazilian banks

Brazilian banks’ implied COE has also come down considerably over the past three
months given improved risk appetite and expectations of political reforms. Today,
it stands at 15.2%, down from 17.3% at the end of January 2016. This compares
to a 5-year historical average of 15.7%.

Going forward, COE could come down further with a lower Selic, although the
impact on share price performance would likely be constrained by negative
earnings momentum such as that arising from potential margin pressure.

Over the past five years, Brazilian banks' implied COE troughed at 13.7% in
February 2013, at a time when the Selic was at 7.25%. Given expectations for a
sharp fall in the Selic, this suggests there is scope for COE to come down further
although we note that the last time the Selic was at 10.5% (the level to which our
Economics team forecasts the policy rate will fall by 2017), the implied COE for
Brazilian banks was 15.7%, in line with the historical 5-year average.

Figure 27: Brazilian banks implied CoE vs Selic rate
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Valuation Method and Risk Statement

[tau Unibanco PT is Gordon Growth Model derived, with a CoE of 15.5%,
sustainable ROE of 20.0% and growth of 9.5%

Bradesco PT is Gordon Growth Model derived, with a CoE of 15.5%, sustainable
ROE of 18.00% and growth of 9.5%

Santander PT is Gordon Growth Model derived, with a CoE of 16.2%, sustainable
ROE of 16.4% and growth of 9.5%

Banco do Brasil PT is Gordon Growth Model derived, with a CoE of 16.9%,
sustainable ROE of 13.25% and growth of 9.5%

Brazilian financials' performance is closely linked to local economic conditions and
changes in interest rates and foreign exchange. Also, Brazilian financials may be
affected by changes in regulatory framework and overall local and foreign
competition..
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This report has been prepared by UBS Limited, 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
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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
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the rating was assigned because of a specific catalyst or event. <1% <1%
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Source: UBS. Rating allocations are as of 31 March 2016.

1:Percentage of companies under coverage globally within the 12-month rating category.
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within the past 12 months.
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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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Company Disclosures
Company Name
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Bradesco’- 16

Itau Unibanco’ 16

Santander Brasil’ 16

UBS Brasil CCTVM S.A.: Mariana Taddeo; Frederic De Mariz.

Reuters 12-month rating Short-term rating
BBAS3.SA Sell (CBE) N/A
BBDC4.SA Neutral N/A

ITUB4.SA Buy N/A
SANB11.SA Sell N/A

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

Price
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R$24.38
R$30.08
R$17.67

Price date
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20 May 2016
20 May 2016

pricing date

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.

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.

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

20. Because this security exhibits higher-than-average volatility, the FSR has been set at 15% above the MRA for a Buy
rating, and at -15% below the MRA for a Sell rating (compared with 6/-6% under the normal rating system).

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.
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This document has been prepared by UBS Limited, 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
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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
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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.

Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained in this document is
based on numerous assumptions. Different assumptions could result in materially different results. The analyst(s) responsible for the preparation of this document may
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