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Macroeconomic data confirms challenging 2016 for banks fredenc.Sgérlw1a1r[z3(z§$§s.6c5<31n?

In our takeaway note on 1Q16 Argentine banks results, we flagged two triggers to

o . ) : . : - Philip Finch
become more positive on the Argentine banks: tamed inflation, and a pickup in loan Strategist
demand. Over the past few days, the Argentine authorities published revised statistics. philip finch@ubs.com
Inflation remains high, as per the reformulated Argentine CPI calculated by INDEC at +44-20-7568 3456
4.2% in May (L12M: 44%). Loan growth for April (latest data from Central Bank) was Mariana Taddeo
32.6%, i.e. negative in real terms. INDEC also published today 1Q16 GDP growth at Analyst
+0.5%yoy (-0.7%qoq). We have a cautious view on the sector (Initiation on Arg mariana.taddeo@ubs.com
Banks), and prefer Galicia (Neutral), over Macro (Neutral), and Frances (Sell). +55-11-3513 6512

Deep dive into margins: sensitivity of earnings to rates and loan growth

The BCRA has lowered the Lebac rate by 725bps YTD to 30.75%. This will lead to
lower margins at the banks, as securities income decreases. Securities income
represented 1/3 of net interest income for the three banks in 2015. We estimate that
every 5% cut in Lebac rate translates into ~5% in lower EPS for banks. Currently
the sector has one of the highest NIMs in the world at 10.7% on average in 1Q16, and
we expect a compression of 109bps over the next three years. At the same time, it is
too early for the lower inflation to translate into higher loan growth. Every 5% loan
growth translates into ~11% change in EPS. The Ministry of Finance and local
banks expect inflation to go down to 20% by December 2016.

We remain cautious on the banks, until loan demand picks up

We forecast loan growth of 27% at the 3 banks under our coverage in 2016 (vs
inflation of 33%), and 23% in 2017 (inflation of ~20%). We expect margin
compression of 49bps in 2016 and 90bps in 2017, on average. Until loan growth picks
up in real terms, we expect earnings growth to be below inflation levels. We expect
operating expenses to remain high, as banks need to invest in their branch network.
Asset quality should remain healthy in the system (NPL 1.9% in April). We forecast EPS
growth of 23% in 2016 and 7% in 2017.

Valuation: cautious on Argentine banks; residual income-based
Argentine banks trade at 11x earnings and 3x 2016E book. Key risks: weaker growth,
NIM contraction, re-inclusion in the MSCI.

Figure 1: Loan growth is negative in real terms
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Argentine Banks

UBS Research THESIS MAP MOST FAVORED LEAST FAVORED
Grupo Galicia Banco Macro, BBVA Frances
PIVOTAL QUESTIONS Q: What external events could impact banks' stocks?

Flow events could impact banks” stocks, such as the MSCI re-inclusion of Argentina into the EM index,
and the potential sale of ANSES shareholding. We expect limited new news on the banking regulatory
front, as regulations have already been meaningfully relaxed in the past months.

"Strong play on the Argentine recovery and SME Finance, but margins at risk"6/01/2016

Q: What are the mechanics of economic normalization for the banks?

Decreasing inflation will go hand in hand with margin compression. Lower inflation will erode
revenues from float (investing cheap deposits into high yielding securities), while funding will be less
favorable. Banks will have to increase lending to offset the lower margins. Potential winners include
banks with larger share of retail deposits and lower reliance on securities income. Lower margins will
lead to consolidation as less efficient banks are forced out of business. A recent press article in La
Nacion mentioned Citibank Argentina retail operations could be sold for US$ 180mn — US$ 250mn.
"Back in business, but challenges remain" 2/16/2016

Q: Is the economy helping the banks?
The macro scenario remains challenging. With policy rates (Lebac) at 30.75%, inflation at close to
44%, the transition to a normalized economy bears challenges despite meaningful successes (FX
liberalization, holdouts, normalization of banking regulations). Meetings with local players suggest
that the consumer should be weak in the medium term, and corporate investing could take some time
to pick up. Despite a low banking intermediation (loans/GDP at 13%), it could be 18 months before
the banking sector grows in real terms. In the meantime, margins should compress from abnormally
high levels.

"How are the Argentine banks coping with the Macro-economic normalization" 5/11/2016

WHAT'S PRICED IN? Current valuations price in a strong rebound in lending and lower cost of equity. During 2015,
Argentine ADRs outperformed (+47% vs. -24% for MSCI EM Banks) on the biggest decrease in cost of
equity assumptions among EM banks. Markets currently price in a COE for Argentine banks of 11%
(second-best in LatAm after Mexico), down from 20% at the beginning of 2015, and ROE of 28%.
Year-to-date, Argentine banks have underperformed, gaining 14% (MSCI LatAm Banks +46%). Arg
banks trade on 11x 2016 EPADR and 3x book.

UBS VIEW 2016-17 will be transition years. Macro normalization is good in the long term but means
banks need to adapt their business models. Banking intermediation will rise but we caution that it
will come at the cost of lower margins. In 2016-17, real gains (above inflation) will probably be limited.

EVIDENCE Margins are among the highest in the world due to inflationary distortions. Galicia is better
positioned due to its network in the provinces and reliance on fees. Macro has a large network and
focus on the underserved SME finance segment but depends heavily on securities income. Frances has
lost lending market share and has a larger reliance on securities income.
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Figure 2: Argentine system Loan growth (yoy)
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Figure 4: Margins remain at risk: NIM compression of

109bps in the coming 3 years
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Figure 3: Argentine inflation remains high
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Figure 5: Limited operating leverage (commercial bank
branches per 100,000 adults in 2015)
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Figure 6: LatAm valuations table

Target price Target EPS P/E P/BV Adj. ROE (%) Dividend Yield
BANKS Ticker Rating Price (local) (local) upside (%) Mkt Cap (US$ mn) 2016E 2017E 2016E 2017E 2016E 2017E  2016E 2017E  12m forward (%)

Bradesco BBDC4.SA Neutral 245 275 12.5 41,060 3.0 32 8.3 7.7 13 12 17.3 16.5 4.4

w
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Santander Brasil SANBT1.SA Sell 17.4 16.0 -7.8 19,851 1.4 1.6 12.2 10.6 1.1 1.1 9.6 10.7
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Banrisul” BRSR6.5A Not Rated 8.1 n.a. n.a. 1,005

Banorte GFNORTEO.MX Buy 97.1 109.8 13.1 14,292 7.0 8.2 13.9 11.9 1.8 1.6 13.8 14.4 1.6

Santander Mexico  SANMEXB.MX Buy 318 356 11.8 11,455 23 2.5 14.1 12.9 1.7 1.6 12.8 13.0 33

Unifin UNIFINA.MX Buy 45.9 62.0 35.1 859.5 3.3 3.9 14.1 11.7 3.3 2.9 24.7 26.0 1.8

Galicia GGAL.O Neutral 299 36.0 20.5 2,869 29 2.7 10.3 10.9 2.7 22 333 279 3.7

Bancolombia CIB.N Sell 34.4 30.0 -12.8 8,272 33 33 10.5 10.5 13 12 12.9 13.0 3.0

Credicorp BAP.N Buy 149.3 155.3 4.0 11,905 1.9 13.0 12.5 1.5 2.2 19 19.7 20.0 2.4

Santander Chile BSAC.K Neutral 18.6 19.9 6.9 8,768 1.6 1.8 12.0 10.4 2.0 1.9 18.2 19.5 4.9

EMEA 13.2 261,715 7.1 6.0 0.9 0.8 14.3 4.6

Latin America 15.6 207,247 8.4 7.5 1.5 1.3 17.2 4.0

EM 7.8 1,901,045 6.7 6.1 0.9 0.8 13.7 4.7

(9]

Source: UBS and Bloomberg. (1) Bloomberg estimates. Price as of June 28"
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Valuation Method and Risk Statement

LatAm financials' performance is closed linked to the local economic conditions
and changes in interest rate and foreign exchange. Also, Latin American financials
may be affected by changes in regulatory framework and the overall local
competition and foreign competition.

We value Argentine banks based on a residual income model, using forecasted
earnings to which we deduct a cost of equity. We define a sustainable return on
equity and sustainable earnings growth. Our cost of equity is based on the long
term risk free rate, to which we add a market risk premium multiplied by the
stock’s beta.

Argentine Banks 29 June 2016
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Required Disclosures

This report has been prepared by UBS Brasil CCTVM S.A., 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 Brasil CCTVM S.A.: Frederic De Mariz; Mariana Taddeo. UBS Limited: Philip Finch.

Company Disclosures

Company Name Reuters  12-month rating Short-term rating Price Price date
Banco Macro SA'¢ BMA.N Neutral N/A  US$71.80 28 Jun 2016
BBVA Banco Frances SA> '6 BFR.N Sell N/A  US$20.46 28 Jun 2016

GGAL.O Neutral N/A  US$29.88 28 Jun 2016

Grupo Financiero Galicia SAS '6

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

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

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 Brasil CCTVM S.A., 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
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material is distributed by UBS Limited. UBS Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the
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