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After the cyclical run, what next?

Inventory depletion is now leading to an export volume improvement

Since early March we've been recommending Tech and cyclicals in general over
defensives to 'play' the inventory cycle. Our view was that with inventory adjustment
quite advanced, a gradual pick-up in production and exports would help cyclical stocks.
Six months on, this macro trend appears to be playing out with inventories generally
lower, PMI export orders recovering and all three of Korea, Taiwanese and Japanese
exports now showing positive volume growth.

But the valuation gap in favour of cyclicals is gradually closing

In March and again in May when we reiterated the cyclicals call, there was a wide
valuation gap in favour of cyclicals relative to defensives. However this valuation gap is
now closing (see Chart below). We see less upside for cyclicals now relative to
defensives even though the improving PMI order and export trend might persist. Some
areas still look good, such as Chemicals, but pockets are looking more fully valued and
in smartphone semis, Bill Lu and Nick Gaudois highlight some inventory risk now exists.

Less upside in Tech now, but relatively speaking we still prefer north Asia
Despite recommending a more balanced cyclical/defensive tilt than earlier, we are still
overweight Korea, Taiwan and Japan. This has to be viewed in the context of our
expectation of gradual Fed tightening and with it weaker Asian currencies and slightly
higher bond yields. We see this hurting south Asia relatively more than north Asia.

Trying to find balance in cyclical and defensive stocks

Our MSCI Asia ex Japan index target is 525 for year-end, 3% lower than current levels.
Liquidity may keep stocks elevated as we've highlighted, but If markets do correct later
this year as rates rise, we don't want to be in high beta cyclicals. Likewise, if a
correction is sparked by higher rate fears, yield-sensitive defensives are not likely to be
much help. We screen for cyclicals with good earnings momentum, relatively attractive
valuations, and betas that are not too high, and defensives with low beta to rising
yields, and attractive earnings/valuations (see page 3). Among them: TSMC, Pegatron
(both Key Calls), Samsung Electronics, Siam Cement, and the defensives: WH Group,
China Mobile, GAIL, China Med Systems. The bottom line, most of the relative money
has been made in the cyclicals. While there is still a case for some cyclical tilt, we'd
recommend a bit more balance in portfolios.

Figure 1: Non-commodity Cyclicals versus Defensives and US ISM new orders
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Incoming data, directionally supports our thesis

Figure 2: Changes to Macro data since last May-end (greener, the better)

Change in Macro indicator vs May us China Korea Taiwan Japan
GDP inventory change Decrease NA Decrease NA Decrease
ISM inventory survey 51 - flat

PMI - stocks of finished goods* 49-better 50-worse 49-worse 50-worse 49-worse
PMI new orders 57-better 51-better 50-worse 51-better 48-better

51-better 52-better 45-worse

50-better

PMI new export orders 53-better

Increase Increase

Increase

Export volumes NA NA

Source: Datastream, CEIC, Bloomberg

Figure 3: Total export volume
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Figure 4: Non-commodity Cyclicals versus Defensives and US ISM new orders
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Data shows an overall directional
improvement at the macro level
since May when we last visited
this thesis.

In Asia, the three month moving
average of export volume as well
as all spot data is now positive
for the first time this year.
Duncan has characterised this as
getting less bad (see his note).

However, this seems to be largely
priced in following the recent
outperformance of cyclicals. The
valuation gap is no longer as big
as it was in May.

In the past, cyclicals have been
more expensive than defensives,
but the point is that the big
valuation gap has already closed.
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Stocks to get the best of both worlds

Figure 5: UBS AxJ Buy rated cyclicals with lower beta, attractive valuation, We continue to like cyclicals, as
positive /flat to positive earnings momentum (EM). . -

; ; we expect a Fed rate hike within
Industry  Name M.Cap U$ Price Upside B P/E16 P/E17 EM the year, which would be less
Autos Hyundai Mobis KR 22,094 Buy 253500 18% 0.7 7.2 7.0 1%

favorable to the currently well-

Autos Kia Motors KR 15,400  Buy 42900 37% 0.5 5.6 5.5 0% d def .
Cons Svs.  Genting MY 7,605  Buy 8.21 41% 1.1 160 141 0% owned detensives.
H 0, 0,
Energy PTT Public Co. TH 28,596  Buy 346 10% 12 114 10.1 9% However, given the downside we
Energy Formosa Petrochem TW 28,529  Buy 94.9 19% 09 231 232 10%

! } expect to the market before year-
Materials  Siam Cement TH 17,917 Buy 516 1% 0.7 126 126 6% d d stock ith
Materials  Formosa Plastics W 15,870  Buy 79 15% 1.0 151 137 3% en N we recommend stocks wi
Semis  Samsung Elec. KR 216160 Buy 1639000 10% 1.1 111 100 179  typically lower beta.

Semis TSMC ™w 144,843  Buy 177 13% 1.0 145 132 5% .
For a list of Japanese stocks,
Software  NCsoft KR 5046 Buy 269000 14% 0.7 212 163 8% I 1
Tech HW LG Display KR 9868 Buy 30800 17% 0.6 187 95 76%  Pleaseseepage 1L
Tech H/W  Delta Electronics w 14,017 Buy 171 14% 1.0 226 197 4%
Tech H/W  Pegatron W 6,440  Buy 78.4 14% 1.0 7.9 78 6%
Tech H/W  Advantech Co. w 5144 Buy 258 3% 1.0 267 235 3%
Transport  Hyundai Glovis KR 6,178 Buy 184000 30% 06 125 120 0%

Source: Datastream, UBS

Figure 6: Defensives - 3Y rolling avg correlation to US 10YR treasury yields Our concern now with owning
defensives is their negative
correlation to rising bond yields.
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Especially year to date,
correlation has become more
deeply negative for all defensives
except Health Care. If bond yields
rise, we see challenges for some

defensives.
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Figure 7: UBS Buy rated defensives with positive correlation to bond yields, Given less upside to cyclicals

attractive valuation, and good earnings momentum .
compared to 3 months prior, look

Industry  Name M.Cap U$ Price  Upside Cor* P/E16 PIE17 EM for more balance through

Cons Stap  WH Group HK 11,506 Buy 6 33% -0.02 123 107 5%

defensives. To address the
negative correlation defensives
have against short term rates, we
select defensives with positive

Cons Stap ~ Puregold Price Club PH 2,711 Buy  45.1 9% -0.08 221 194 2%
HealthCare CSPC Pharma Grp. CN 5374 Buy 7.64 8% -0.05 220 178 6%
HealthCare China Med. Sys. Hdgs. CN 4,170 Buy 13.02 10% 0.05 209 16.8 5%

Teleco China Mobile CN 252,960 Buy 96.5 24% -0.07 155 145 0% . . .
. correlation to yields, with good
Teleco China Comm. Svs CN 3,698 Buy 419 31% 0.10 94 87 2% .
earnings momentum and
Teleco LG Uplus KR 4,334 Buy 11650 13% -0.08 10.7 108 4% . .
- , attractive valuations.
Utilities China Longyuan Power CN 6,976 Buy 677 26% 003 115 86 5%
Utilities Tenaga Nasional MY 20,762 Buy 14.74 15% -0.09 11.2 10.6 2% please see page 12.

Source: Datastream, UBS
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Changes since we last visited inventory numbers

Figure 8: Changes to Macro data since last May-end (greener, the better)
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Figure 9: Changes to Micro data and sector valuations since last May-end
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The Macro data: continued adjustment in areas

GDP data
Figure 10: US Real GDP change in
private inventories (U$ bn)
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Figure 11: Japan, Korea GDP private
inventory change (lcl fx, bn)
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In May, we recommended Tech
and cyclicals, given what we
believed was the early stages
inventory digestion and gradually
improving new orders. Evidence
coming in suggests this economic
thesis is playing out.

Data at the Micro level is more
mixed. Our P/B-ROE model for
industries shows that post the
recent Tech sector rally, upside
has diminished compared to May.
However, Chemicals in China and
Japan have increased P/B upside
compared to May, with lower
inventory.

In the US, inventories have
subtracted from GDP growth in
Q2. We view this as a positive for
Asian equities. In Asia, Japan and
Korea have also seen change in
private inventory drag, with
Korea seeing contraction for two
consecutive quarters. While none
of this is good for growth, it does
set up a better environment if
inventory digestion leads to
higher production ahead.
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Inventory surveys

Figure 12: US ISM Manufacturing Survey — customer inventory
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Figure 13: CN PMI inventory (3MMA) Figure 14: JP PMI inventory (3MMA)
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The Micro data: most sectors see inventory falling

Chemicals
Figure 15: Chemicals inventory levels
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ISM survey data shows perceived
customer inventory levels peaked
last September.

We were highlighting that the
series was back below 50 in
March. More recently the time
series has bounced up a little,
which is less positive for the idea
that businesses think their
customer's inventory is too low.

PMI's stocks of finished good is
where the data is less supportive
of our thesis. Especially in China
and Japan, levels seem to be
creeping higher more recently
from low levels.

Inventory in Japan and Korea for
polymers are falling. Especially
for low density polyethylene
(LDPE) and polypropylene (PP) in
Japan, inventory levels are 1std
dev. below averages. For Korea,
the same is true for high density
polyethylene (HDPE).

In China, methanol inventory is
quite high while for MEG levels
are flat.

APAC Equity Strategy 29 August 2016

#UBS 5



Steel
Figure 16: KR, CN steel inventory (kt)
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Coal

Figure 17: TW, JP steel inventory (kt)
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Figure 18: China coal inventory — (mines + ports + power plants)
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Tech

Figure 19: Inventory nominal value
where 6/2010 = 100
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Figure 20: Semiconductor inventory
dollar and inventory days (Q316 est)
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While steel lends itself to a lesser
degree to our thesis given other
structural sector specific issues,
we see inventory levels falling.
However problems with
overcapacity is likely to prevent it
from an imminent recovery in
production.

Similarly for coal, the sector has
structural problems. However, we
note the sharp decline in
inventory as a positive.

For Japan tech, the reduction in
inventory is on average 20%.
Within AxJ Tech, inventory level
has also fallen, albeit still high.
AxJ Semi has seen the least
inventory decline. In fact, using
customer and foundries growth
differences, Bill Lu creates Q316
inventory forecasts. Using this,
inventory appears to be building
up, making Bill more cautious on
the sector, especially Mediatek.
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Autos

Figure 21: China dealership Figure 22: Hyundai Motor inv.
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Production data: noticeable pick-up

Figure 23: US ISM survey manufacturing new orders
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Figure 24: PMI new orders average Figure 25: Japan PMI new order
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Most auto inventory data is
expressed relative to sales (which
we don't like - more on this
later). Inventory for autos
remains at high levels but
directionally, is falling. For
Hyundai Motor, the only
company to publish inventory
data, inventory months remains
flat globally.

Leading indicators such as new
orders are starting to stabilize in
the US, consistently in
expansionary territory.

In Asia ex Japan, new orders is in
expansionary territory for the
first time in 2 years last month. In
Japan, while new orders is still in
negative territory, there has been
a strong up-tick last month.
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Figure 26: Taiwan, US I/P
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Figure 28: Total export volume

Figure 27: Korea, China
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Figure 29: Asia air freight volume Y/Y
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Figure 30: China throughput at ports
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This has led to nascent industrial
production recovery in some
countries. We have yet to see it
take hold in Korea

And in export volumes for North
Asia are starting to turn positive.

Duncan has characterised this as
getting less bad (see his note).

We note that the three month
moving average of export volume
as well as all spot data is now
positive.

This is complemented by
transport data such as freight
volumes in Asia picking up and to
a lesser extent throughput in
China.
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Why we don't like the Inventory/Sales ratio

Figure 31: Using I/S ratio's trough to call inflexion points

The pushback to our analysis is
that Inventory/Sales ratios are

17 I 120
where C/D troughs — «—where I/S peaks high. They were early in the year.
16 «—where I/S ngrmaliz 110 However in our view they can
100 give very confusing signals.
15
» 90 Much like we highlighted in our
) 80 note of February 2009
13 l recommending a tilt to cyclicality,
N v 70 . .
\/_\/\/ inventory destocking at one
12 60 company causes their suppliers'
- w0 sales to fall. Looking at a ratio of
T 08 09 10 1 inventory to sales therefore can
V/S ratio (LHS) Cye/ Def (RHS) be misleading as both the
Source: Census Bureau, Datastream, UBS nominator and denominator are
cross-infected by destocking
itself.
Figure 32: Using absolute inventory value to call inflexion points
1,800 120 .
where C/D troughs — From a performance perspective,
1,700 110 waiting for the I/S ratio to come
100 down to more 'normal’ levels is
1,600 too late (Figure 31). The best time
1500 20 in 2009 to have bought cyclicals
' 80 (in relative terms) was when
1,400 destocking began (Figure 32).
7 NOT when the inventory/sales
1,300 60 ratio had normalized (in late 09).
1,200 - - - - . - 30 Highlighting that inventory/sales
Inventory (US) Cyc/ Def (RHS) ratios were high was a
Source: Census Bureau,Datastream, UBS consistently bad indicator
throughout the cyclical run of
2009. Instead, we think focusing
Figure 33: I/S ratio and absolute inventory levels today on inventory falll'ng and.nev.v
orders gradually improving is a
1,900 could this be the start of 1.7 . e
inventories falling? better signal to be positive.
1,800 f\ 6 .
i If the 1/S ratio does drop further
1,700 15 later this year, we would not
1,600 view this as a signal to turn
14 incrementally more positive on
1,500 .
cyclicals.
13
1,400
1,300 1/S ratio relatively high but we would rather 12
not wait to buy Cyclicals
1,200 T T T T 11
11 13 14 15 16
Inventory (US) 1/S ratio (RHS)
Source: Census Bureau
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This is becoming more and more priced in but wait

Figure 34: Non-commodity Cyclicals versus Defensives and US ISM new orders
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Figure 35: Latest P/B valuation and implied ROE versus consensus 12M fwd ROE

Chemicals Latest P/B Implied ROE 12M fwd ROE
China 1.67 8.3% 16.5%
Korea 1.18 11.5% 10.0%
Japan 1.28 6.1% 9.1%
Taiwan 1.54 8.6% 10.4%
Steel Latest P/B Implied ROE 12M fwd ROE
China 0.94 4.7% 2.0%
Korea 0.51 3.1% 1.7%
Japan 0.65 -0.9% 3.9%
Taiwan 1.18 1.8% 0.9%
Automobiles Latest P/B Implied ROE 12M fwd ROE
China 1.58 14.7% 15.2%
Korea 0.56 5.8% 10.1%
Japan 1.25 7.4% 12.2%
Elec. Comp. Latest P/B Implied ROE 12M fwd ROE
Korea 0.87 1.3% 1.5%
Japan 1.44 5.1% 9.3%
Taiwan 1.48 5.7% 11.1%
Elec. Semi. Latest P/B Implied ROE 12M fwd ROE
Korea 1.13 11.1% 16.2%
Japan 1.43 1.6% 8.4%
Taiwan 2.72 17.3% 17.5%

Source: Datastream, UBS

Comparing cyclicals and
defensives (adjusting for the low
bond yield environment which
has pushed up the valuation of
defensives) shows that the
valuation gap between cyclicals
and defensives has closed since
earlier this year.

Some cyclicals, noticeably Tech,
have already moved up already,
closing the valuation gap.

We model the logarithmic P/B and
ROE relationship over bond yields
to back out what current
valuations imply about expected
ROE.

Where implied ROE is lower than
forward ROE, there is a discount
where the market is not pricing in
an ROE recovery. This is the case
in pockets of Chemicals,
Automobiles and Tech.

Valuation appears to be fair in
Korean Chem, Chinese Autos and
Taiwan Semiconductors. On the
latter, we re-flag Bill's research on

Mediatek's inventory buildup.

Steel across the region, appears
fully valued.

APAC Equity Strategy 29 August 2016
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Cyclicals with low beta. Yield resilient defensives.

Figure 36: UBS AxJ Buy rated cyclicals with lower beta, attractive valuation (rel.
history), and positive/flat EM

Industry  Name M.Cap U$ Price Upside B P/E16 P/E17 EM
Autos Hyundai Mobis KR 22,094  Buy 253500 18% 0.7 7.2 7.0 1%
Autos Kia Motors KR 15,400  Buy 42900 37% 0.5 5.6 55 0%
Cons Svs.  Genting MY 7,605  Buy 8.21 41% 1.1 160 141 0%
Energy PTT Public Co. TH 28,596  Buy 346 10% 12 114 10.1 9%
Energy Formosa Petrochem TW 28,529  Buy 94.9 19% 09 231 232 10%
Materials ~ Siam Cement TH 17,917  Buy 516 11% 07 126 126 6%
Materials  Formosa Plastics W 15,870  Buy 79 15% 1.0 151 137 3%
Semis Samsung Elec. KR 216,160 Buy 1639000 10% 1.1 11.1 100 17%
Semis TSMC W 144,843 Buy 177 13% 1.0 145 132 5%
Software  NCsoft KR 5046 Buy 269000 14% 0.7 21.2 163 8%
Tech H/W LG Display KR 9,868  Buy 30800 17% 06 187 95 76%
Tech H/W  Delta Electronics w 14,017 Buy 171 14% 1.0 226 197 4%
Tech H/W  Pegatron W 6,440  Buy 78.4 14% 1.0 7.9 78 6%
Tech H/W  Advantech Co. w 5144 Buy 258 3% 1.0 267 235 3%
Transport  Hyundai Glovis KR 6,178 Buy 184000 30% 06 125 120 0%

Source: Datastream, UBS

Figure 37: UBS Japan Buy rated cyclicals with low beta, attractive valuation (rel.

history),and good EM

Group Name M.Cap U$ Price(I) Upside B P/E16 PIE17 EM
Autos Nissan Motor P 41,033 Buy 9825 26.2% 1.1 7.1 6.4 2%
Autos Aisin Seiki JP 13,541  Buy 4800 63% 1.1 142 125 4%
CapGd  Nidec P 27,117  Buy 9174  9.0% 1.0 289 244 0%
Cap Gds ~ Makita JP 10,226 Buy 7560 19% 1.0 227 203 -5%
Cap Gds  Daifuku JP 2,135  Buy 1761 363% 1.1 133 126 0%
Materials ~ Shin-Etsu Chemical JP 30,387 Buy 7158 104% 09 198 184 8%
Materials  Nissan Chemical P 4,611  Buy 3015 26.0% 1.0 191 179 -1%
Tech H/W  Keyence JP 43,425 Buy 71860 85% 1.0 300 259 4%
Transport  Hitachi Transport JP 2,146 Buy 1930 88% 0.7 125 110 7%

Source: Datastream, UBS

Figure 38: UBS AxJ Buy rated defensives with low correlation to bond yields,

attractive (rel. history) valuation, and positive earnings momentum

Industy ~ Name M.Cap U$ Price  Upside Cor* P/E 16 P/E17 EM
Cons Stap  WH Group HK 11,506 Buy 6 33% -0.02 123 107 5%
Cons Stap  Puregold Price Club PH 2,711 Buy  45.1 9% -0.08 221 194 2%
HealthCare CSPC Pharma Grp. CN 5374 Buy 7.64 8% -0.05 220 178 6%
HealthCare China Med. Sys. Hdgs. CN 4,170 Buy 13.02 10% 0.05 209 168 5%
Teleco China Mobile CN 252,960 Buy 965 24% -0.07 155 145 0%
Teleco China Comm. Svs CN 3698 Buy 419 31% 0.10 9.4 8.7 2%
Teleco LG Uplus KR 4,334 Buy 11650  13% -0.08 10.7 108 4%
Utilities China Longyuan Power CN 6,976 Buy 6.77 26% 003 115 86 5%
Utilities GAIL (India) Ltd. IN 6,873 Buy 373.2 21% 0.03 134 100 7%
Utilities Tenaga Nasional MY 20,762 Buy 1474 15% -009 11.2 106 2%

Source: Datastream, UBS

We continue to recommend
cyclicals. However, we note that
the upside is limited compared to
where we were earlier in the
year. Given the modest market
downside we forecast before
year-end, we select cyclical stocks
with typically lower beta.

The same screen for Japan, but
instead of positive earnings
momentum, we screen for stocks
with earnings momentum better
than the market (-5%) to account
for currency induced weakness.

We recognize that some
defensives have been a yield play
as of late. As we expect yields to
rise slightly alongside a Fed rate
hike, we select defensives that
are resilient to rising rates.

Cor* indicates correlation to 10Y
US treasury yields, where positive
to low negative correlation
implies relative resilience of share
price to rising rates
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Figure 39: UBS Japan Buy rated defensives with low correlation to bond yields,
attractive valuation (rel. history), and positive earnings momentum

Industry  Name M.Cap U$ Price Upside Cor* P/E16 P/E17 EM
Cons Stap. Japan Tobacco JP 69,063 Buy 3923 35% -0.04 17.2 17.0 1%
Cons Stap. Eisai P 17,403 Buy 5957 51% 010 443 412 12%

HealthCare Chugai Pharmaceutical P 18,159 Buy 3370 28% -0.07 329 254 7%
Source: Datastream, UBS

The bottom line, we think the evidence points to ongoing inventory de-stocking
and think that a gradual production improvement still looks probable in the
balance of this year.

In relative terms therefore, we continue to prefer cyclicals to defensives, and
recommend north Asian markets over more US Dollar and rate sensitive south
Asia. We would note that this is a relative call. Our index target remains 4% below
current MSCI Asia ex Japan levels.

We include the same defensives
screen for Japan.

While they appear expensive in
absolute terms, relative to its
history valuations are not as high.
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Figure 40: Summary of our country views

UBS STRATEGY VIEW

KEY DEBATES

RISKS TO OUR VIEW

OVERWEIGHT

Japan
(vs. APAC)

Taiwan

Korea

NEUTRAL

India

Thailand

Indonesia

Singapore

China

A gradually improving global cyclical backdrop, tighter US policy,
an equity market that is already factoring in current spot FX
rates, and estimates that have dropped but are now beating
forecasts, all suggest Japan should do better in H2. Further
evidence of better corporate governance (‘Kakusei') should also
be supportive.

Expect Taiwan to benefit from a cyclical pick-up, especially in the
US where we expect inventory digestions to support growth in
H2. In a relative context, valuations are reasonable and recent
PMIs have shown improving new export orders.

Korea benefits from an improving export-cyclical growth
backdrop. Attractive valuations and recently earnings momentum
has turned positive.

Structurally bullish given that we are deep into balance sheet
repair and expect lower capex to lift utilisation ratios and returns
on capital. Reforms continue to progress too. We had expected
inflation targeting to support lower inflation, lower rates and a
better current account, supporting future growth. However RBI
Governor Rajan's resignation raises uncertainty around the
inflation and monetary policy outlook and therefore we think
India may struggle to outperform until this clears.

Thailand is relatively expensive. Nevertheless, on a relative
earnings basis it looks good, while we see further scope for
interest rate cuts. This feeds back into valuations — lower yields
are propping up valuations as the domestic liquidity surplus
increasingly finds its way into local equities.

Expensive valuations following strong inflows in H1 2016.
Reform progress, slowing credit growth and improved current
account balance are helpful, but much of this improvement is
already in the price. Risk that this could de-stabilise if BI cuts
rates further too soon. Potential Fed rate hikes in coming months
may also pressure the IDR and Indonesian equities.

Valuations very cheap and already reflect the macro/Fed hike
concerns. The macro outlook remains a headwind given
sensitivity to US rate hikes given rapid expansion of debt in the
past decade. Corporate margins are likely to be squeezed and
asset quality still deteriorating, but much is already in the price.
Faster credit growth is likely to coincide with better growth data.
But this is coming at the expense of longer-term stability. Our
analysis suggests this may lead to further absolute upside for
MSCI China, but not necessarily on a relative basis, and we
would be more positive on the outlook for the US, than China.

UNDERWEIGHT

Malaysia

Philippines

Australia
(vs. APAC)

Source: UBS

Sensitive to US rate hike via currency peg, especially after rapid
rise in private sector debt/GDP. Exposed to China slowdown and
RMB devaluation impact on retail sales, asset prices, and slowing
mainland tourist numbers.

Weak eamings on the back of lower oil and domestic slowdown.
FX reflects some of these risks, but equities are not obviously
cheap given the fall in near-term earnings.

Premium valuations already reflect the strong growth backdrop
and current account surplus. High valuations at risk from Fed
tightening which has been a negative.

Valuations relatively expensive vs history and doubts over the
sustainability of the commodity rebound and earnings
improvement. Ex resources earnings growth remains positive but
constrained, with the renewed strength in the A$ posing
potential earings headwinds if sustained. With a large part of
the market acting as a quasi-yield or income trade, a rising bond
yield backdrop a challenge.

- Does the Fed tighten or the BoJ ease

further?

- Will corp governance lead to ROE

improvement?

- Will the reflation story take hold?

- What could drive tech earnings?
- What's the outlook for China end-

demand?

- Will shareholder returns significantly

improve?

- Can the eamings picture improve other

than for short-term cyclical reasons?

- When will economic & earnings growth

turn around?

= Is reform (lower rates) still on track?

- When does infrastructure investment

come through and do they deliver on it?

- When will we get more clarity on

constitutional arrangements?

- Is the earnings improvement

sustainable?

+ Are rate cuts compatible with currency

and current account improvement?

+ How does ongoing commodity

weakness play out?

- How will an expensive exchange rate

and interest rate adjustment affect asset
prices?

* Will FX concerns recede?
- Reforms: when will they become visible?
- Banking sector balance sheet health?

« |f US rates rise, how much could asset

prices adjust?

- Impact of RMB devaluation?
- How much impact from a China visitor

slowdown?

- Has the oil slump come to an end?
- Where does the currency go from here?
- Does political noise recede?

- The impact on rates and FX from the

Fed?

+ Have commodity priced bottomed?

- Further AUD weakness or RBA cut?

- Will property prices turn down?

- How much more capital do the banks

need to raise?

- BoJ decides not to ease further / stronger

JPY.

- Earnings disappoint.
- Corporate governance reform disappoints.
- Negative rates impact on bank earnings

+ Fed rate hike implications for Taiwan policy
- Success of iPhone product launches
» Global/US recovery fails to materialise

- Corporate governance reforms impress /

disappoint

» Global/US recovery fails to materialise
- Domestic consumption falters.

- Inflation and implications for rate cuts
- Backtracking on the reform agenda

» Economic and earnings growth

- Qil price rebound

- Well owned

- Political risk.
- Infrastructure spending and growth

delivers.

+ Current account improvement /

deterioration

- Fed rate hikes and higher US rates
+ Commodity prices (CPO and coal)
- Reform disappointment (e.g. tax amnesty)

- Valuation rebound risk from very low levels.
- Fed policy.

- NPL cycle.

- Oil price.

- Regional weakness.

- FX fears return if US$ strengthens.

- A more pronounced growth slowdown.
- Commodity / inflation rebound may impede

central bank's capacity to ease.

- RMB devaluation and China growth
- Fed rate hike

- Property related measures (policy)

- Visitor growth slowdown

- Oil price rebounds.

- Politics.

- Current account improvement.
- Rebound in the currency.

- Inflation and its impact on policy.

- US bond yields given rate sensitivity of

Australian equities.

+ Commodity price rebound.
- Significantly lower AUD / rate cut.
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Valuations and performance

Figure 41: Country valuations and performance

% of Performance US$ (%) P/E (x) P/Book (x) EPS growth (%) DY (%) ROE (%)
Mscl index 1m 3m YID 2015 2015 2016E 2017E 2015 2016E 2017E 2015 2016E 2017E  2016E  2016E
China 31.2 55 126 3.0 -10.0 12.9 12.8 11.2 1.46 1.44 1.32 -3.4 0.6 14.4 2.3 11.3
Hong Kong 121 0.6 10.0 5.4 -3.3 16.7 16.2 15.5 1.23 1.15 1.10  -13.5 3.0 4.5 3.2 7.1
Indonesia 32 40 200 246 -21.0 19.9 18.6 16.2 334 2.98 2.68 -8.2 7.2 14.5 2.1 16.0
India 96 0.1 8.5 4.9 74 218 19.2 16.2  3.22 2.85 2.60 3.5 12.9 18.2 1.5 14.8
Korea 175 51 143 133 -7.9 1.7 10.9 10.0 1.05 1.00 0.92 16.4 7.3 8.4 1.8 9.2
Malaysia 33 20 5.3 72  -224 16.5 16.9 15.7 1.74 1.66 1.58 -1.4 -2.5 8.1 2.9 9.8
Philippines 1.7 -14 54 140 -8.1 21.9 20.4 186  2.89 2.65 2.41 5.8 7.6 9.3 1.6 13.0
Singapore 46 -15 5.2 3.1 -20.8 12.3 13.1 12.5 1.1 1.10 1.06 -4.4 -5.9 43 4.0 8.4
Thailand 27 45 150 30.2 -255 17.9 16.2 144 218 2.00 1.85 -1.4 10.7 12.4 2.8 12.3
Taiwan 140 29 139 157 -144 13.9 14.6 13.2 1.77 1.68 1.58 -0.1 -4.9 1.1 3.9 11.5
Asia ex Jp 33 118 86 -11.3 14.0 13.7 12.3 1.47 1.41 1.31 0.3 2.2 1.1 2.6 10.3
Japan* 40.1 44 7.3 0.7 7.8 153 14.0 128 1.19 1.12 1.05 -2.8 9.2 9.7 2.3 8.0
Australia* 125 23 8.9 84 -141 17.9 17.0 15.7  1.80 1.84 1.76  -14.6 49 8.1 4.4 10.8
APAC 3.6 9.6 5.3 -4.3 14.7 14.3 129 1.36 1.31 1.23 -2.2 33 10.4 2.7 9.2
USA 0.2 4.1 6.2 -0.8  19.2 19.0 16.8  2.89 2.80 2.62 0.2 1.0 13.2 2.1 14.7
Europe 29 04  -27 -53 16.1 16.4 145  1.69 1.69 1.63 -5.6 -1.6 13.1 3.6 10.3
Emerging 33 123 131 -17.0 143 13.3 11.7  1.50 1.46 1.34 -7.3 7.3 13.3 2.6 11.0
World 1.6 4.4 4.8 -4.3 17.3 17.1 15.1 2.04 1.99 1.88 -3.3 1.4 12.9 2.6 11.6

Source: IBES, MSCI, Thomson Datastream, UBS. Note: * Japan and Australia data for March and June year-ends

Figure 42: ASIA EX JAPAN sector valuations and performance

% of Performance US$ (%) P/E (x) P/Book (x) EPS growth (%) DY (%) ROE (%)

index 1m 3m YTD 2015 2015 2016 2017 2015 2016 2017 2015 2016 2017 2016 2016
Energy 40 -1.2 6.7 121 -21.4 15.6 16.7 12.1 1.02 0.95 0.91 -30.6 -6.8 38.6 2.6 5.7
Materials 43 3.1 123 161 -11.9 19.8 14.1 12.7 1.20 1.1 1.05 -0.3 40.0 1.4 2.8 7.8
Industrials 82 32 8.7 0.5 -105 13.5 14.4 12.6 1.18 1.15 1.08 14.5 -6.4 14.8 2.4 8.0
Cons Disc 93 27 9.0 36 -164 15.2 14.1 12.4 1.66 1.56 1.45 -11.0 7.7 13.5 2.1 11.0
Cons Staples 52 -09 2.8 7.6 -3.1 26.2 233 20.5 3.26 3 2.87 1.4 12.6 13.6 1.9 13.4
Health Care 25 0.2 7.1 -0.6 6.2 31.7 27.9 22.4 3.98 3.92 3.39 20.1 13.7 21.1 0.8 14.0
Financials 294 31 126 4.1 -12.7 10.0 10.1 9.5 1.05 0.99 0.93 2.7 -0.5 5.5 3.4 9.9
Tech 270 6.7 17.7 184 -8.2 18.2 17.0 14.6 2.47 2.29 2.06 -6.4 6.9 16.2 1.9 13.5
Telecoms 6.2 -04 9.1 11.0 -115 17.3 17.5 15.9 1.52 1.99 1.88 1.7 -1.0 9.8 3.4 1.4
Utilities 39 1.7 6.9 76  -115 9.8 11.0 10.8 1.41 1.31 1.22 514 -114 2.3 33 11.9
Asia ex Jp 33 118 86 -113 14.0 13.7 12.3 1.47 1.41 1.31 0.3 2.2 1.1 2.6 10.3

Source: IBES, MSCI, Thomson Datastream, UBS
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Figure 43: JAPAN sector valuations and performance

% of Performance JPY (%) P/E (x) P/Book (x)
MSCI Japan index m 3m YTD 2015 Mar16 Mar17 Mar18 Mar16 Mar17 Mar18
Energy 08 -21 -85 -231 37 -8.5 11.0 9.2 0.59 0.58 0.55
Materials 5.9 4.6 24 127 -26 15.7 14.5 12.2 1.00 0.97 0.92
Industrials 199 -26 -20 -117 22 25.1 14.1 13.1 1.28 1.22 1.14
Cons Disc 21.2 1.5 1.9 -17.7 49 11.9 134 11.6 1.24 1.18 1.10
Cons Staples 80 50 -66 -128 264 26.1 22.3 20.2 2.36 2.18 2.06
Health Care 80 -84 -89 -159 330 24.9 24.4 22.8 2.20 2.12 2.03
Financials 17.3 08 -44 -242 7.6 9.8 9.8 9.7 0.70 0.66 0.63
Tech 104 -14 1.1 -14.2 4.2 17.1 17.9 15.6 1.40 1.35 1.28
Telecoms 6.5 41 -0 3.1 1438 16.0 13.3 12.1 213 1.76 1.60
Utilities 20 -84 91 -2715 105 7.5 11.5 11.5 0.77 0.69 0.65
Japan 1.1 22 -159 8.1 15.3 14.0 12.8 1.19 1.12 1.05

Source: IBES, MSCI, Thomson Datastream, UBS

Figure 44: AUSTRALIA sector valuations and performance

% of Performance AUD (%) P/E (x) P/Book (x)
MSCl Australia ~ index m 3m YID 2015 Jun16 Jun17 Jun18 Jun16 Jun17 Jun18
Energy 4.9 1.7 5.1 58 -333 20.3 25.4 16.2 1.15 1.17 1.13
Materials 145 59 1.0 244 -221 29.6 23.2 20.1 1.27 1.64 1.57
Industrials 6.0 -43 -09 98 182 32.7 27.6 25.2 3.83 4.11 3.83
Cons Disc 30 41 136 134 235 25.5 23.1 21.1 3.39 3.28 3.17
Cons Staples 77 43 76 6.2 -6.1 21.7 19.9 18.5 2.59 2.50 242
Health Care 69 -53 03 114 172 27.3 27.9 236 7.64 7.01 6.22
Financials 512 -03 06 3.4 -0.6 13.9 13.6 13.1 1.62 1.56 1.50
Tech 04 83 -64 -146 -1.5 13.9 13.8 12.7 3.81 3.46 3.20
Telecoms 27 80 -72 -1.2 2.4 18.8 16.6 15.4 3.34 3.39 3.25
Utilities 27 44 58 9.1 23.2 25.9 23.5 216 1.94 1.91 1.92
Australia 02 28 3.6 3.3 17.9 17.0 15.7 1.80 1.84 1.76

Source: IBES, MSCI, Thomson Datastream, UBS

Valuation Method and Risk Statement

Although there are many uncertainties with equity investing, generally economic
and policy surprises pose the most consistent and continuous risks. Economic
growth can be volatile, leading to earnings uncertainty. Inflation volatility can
likewise lead to interest rate uncertainty. The direction and level of policy rates has
a substantial impact upon equity valuations.

EPS growth (%)

Mar16 Mar 17 Mar 18
0.0 0.0 18.8
-17.0 8.6 18.6
-37.0 71.2 8.3
92 -116 16.3
6.7 17.0 10.5
66.6 1.9 7.3
-1.5 -0.5 1.6
-7.6 -4.5 15.3
2.8 20.3 10.0
51.7  -35.2 0.3
-2.8 9.2 9.7

EPS growth (%)

Jun16 Jun17 Jun 18
-49.1  -203 57.0
-56.5 274 15.7
-1.0 18.7 9.4
9.9 104 9.3
-18.1 9.2 7.2
12.2 -2.0 18.2
-2.1 2.5 3.7
-1.7 0.8 8.1
223 13.0 8.0
7.7 10.0 9.2
-14.6 4.9 8.1

DY (%)
Mar 17
34
2.0
2.1
2.5
1.9
2.1
3.2
2.1
2.0
2.1
2.3

DY (%)
Jun 17
24
24
3.8
3.2
4.1
1.9
5.6
34
4.9
4.9
4.4

ROE (%)
Mar 17
5.3

6.7

8.6

8.8

9.8

8.7

6.7

7.5
13.2
6.0

8.0

ROE (%)
Jun 17
4.6
7.0
14.9
14.2
12.6
25.2
11.5
25.2
204
8.1
10.8
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Required Disclosures

This report has been prepared by UBS Securities Asia 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. This recommendation was
finalized on: 26 August 2016 08:24 AM GMT.

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. 47% 32%
Neutral FSR is between -6% and 6% of the MRA. 38% 25%
Sell FSR is > 6% below the MRA. 15% 21%
Short-Term Rating Definition Coverage’® IB Services*
Buy Stock price expect_ed to rise within three mqnths from the time <1% <1%
the rating was assigned because of a specific catalyst or event.
Sell Stock price expected to fall within three months from the time <1% <1%

the rating was assigned because of a specific catalyst or event.

Source: UBS. Rating allocations are as of 30 June 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.
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Company Disclosures

Company Name

Advantech Co.

Aisin Seiki

China Communications Services
China Longyuan Power? 4
China Medical System Holdings
China Mobile (HK) Ltd# 6a 16b
Chugai Pharmaceutical

CSPC Pharmaceutical Group
Daifuku

Delta Electronics

Eisai

Formosa Petrochemical Corporation 4

Formosa Plastics
GAIL (India) Ltd.
Genting

Hitachi Transport System
Hyundai Glovis
Hyundai Mobis
Japan Tobacco’
Keyence

Kia Motors

LG Display’ '

LG Uplus

Makita

MediaTek Inc.
NCsoft

Nidec

Nissan Chemical
Nissan Motor
Pegatron

PTT Public Company Ltd.
Puregold Price Club
Samsung Electronics
Shin-Etsu Chemical

Siam Cement’

Taiwan Semiconductor Manufacturing'e

Tenaga Nasional*
WH Group

Reuters 12-month rating Short-term rating

2395.TW Buy N/A
7259.T Buy N/A
0552.HK Buy N/A
0916.HK Buy N/A
0867.HK Buy N/A
0941.HK Buy N/A
4519.7 Buy N/A
1093.HK Buy N/A
6383.T Buy N/A
2308.TW Buy N/A
4523.T Buy N/A
6505.TW Buy N/A
1301.TW Buy N/A
GAIL.BO Buy N/A
GENT.KL Buy N/A
9086.T Buy N/A
086280.KS Buy N/A
012330.KS Buy N/A
2914.7 Buy N/A
6861.T Buy N/A
000270.KS Buy N/A
034220.KS Buy N/A
032640.KS Buy N/A
6586.T Buy N/A
2454 TW Neutral N/A
036570.KS Buy N/A
6594.T Buy N/A
4021.7 Buy N/A
7201.T Buy N/A
4938.TW Buy N/A
PTT.BK Buy N/A
PGOLD.PS Buy N/A
005930.KS Buy
4063.T Buy N/A
SCC.BK Buy N/A
2330.TW Buy N/A
TENA.KL Buy N/A
0288.HK Buy 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

pricing date

Price Price date

NT$258.0025 Aug 2016
¥4,80025 Aug 2016
HK$4.1925 Aug 2016
HK$6.77 25 Aug 2016
HK$13.02 25 Aug 2016
HK$96.5025 Aug 2016
¥3,37025 Aug 2016
HK$7.64 25 Aug 2016
¥1,76125 Aug 2016
NT$171.0025 Aug 2016
¥5,95725 Aug 2016
NT$94.9025 Aug 2016
NT$79.0025 Aug 2016
Rs373.2025 Aug 2016
RM8.2125 Aug 2016
¥1,93025 Aug 2016
Won184,00025 Aug 2016
Won253,50025 Aug 2016
¥3,92325 Aug 2016
¥71,86025 Aug 2016
Won42,90025 Aug 2016
Won30,80025 Aug 2016
Won11,65025 Aug 2016
¥7,56025 Aug 2016
NT$244.0025 Aug 2016
Won269,00025 Aug 2016
¥9,17425 Aug 2016
¥3,01525 Aug 2016
¥982.525 Aug 2016
NT$78.4025 Aug 2016
Bt346.0025 Aug 2016
P45.1025 Aug 2016

N/AWon1,639,00025 Aug 2016

¥7,15825 Aug 2016
Bt516.0025 Aug 2016
NT$177.0025 Aug 2016
RM14.74 25 Aug 2016
HK$6.0025 Aug 2016
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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.

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.

16a. UBS Securities (Hong Kong) Limited is a market maker in the HK-listed securities of this company.

16b. 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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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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and regulatory constraints.
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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
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.
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