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Does FinTech matter for Brazilian banks?

UBS Evidence Lab survey suggests FinTech risk to Bz banks is real and rising
According to our Q-series report “Global banks: Is FinTech a threat or an opportunity?”
based on a survey with 27,914 customers in 24 countries the use of financial services
from non-traditional providers is set to rise sharply although collaboration with FinTech
companies and new technology also provide opportunities for banks. In Brazil,
disintermediation risk is real and growing, with usage of non-bank financial services
such as peer-to-peer lending, mobile/internet payments, money transfers and robo-
advisory expected to surge by 88-100% over the next year, according to surveyed bank
customers.

Is there capital deployment upside potential for Brazilian banks?

Brazilian banks are in a comfortable capital position, with tier | expected to reach
13.8% by the end of 2016, above EM (13.0%) and Global (13.3%) averages. In our
view, Itau with a high core tier I, strong capital generation and the highest level of
excess provision is best placed to return capital to investors. On the other hand, BB,
with the lowest core tier | among the banks we cover, is least likely to do so (in fact, in
February 2016, BB cut its payout ratio from 40% to 25%).

Brazil public banks: fundamentals still under pressure?

The latest 2Q16 results show sector fundamentals for public sector banks (including
Caixa and Banrisul) remain under pressure: despite improving margins, there are no
signs of the slowdown in credit demand abating with asset quality trends mixed in the
quarter. Overall, earnings momentum has been negative for Brazilian banks, however,
the latest 2Q16 results suggest that we may be past the worst in terms of provisions
(see here — "Brazil asset quality: are we now past the worst?").

Weekly Performance (US$ terms, closing prices as of Thursday, September 8t)

Best performer was Davivienda up +9.0% and the worst was Banco Macro down -
1.5%.

Figure 1: LatAm Financials coverage summary

Price  Price Target Upside  Div.Yield Mkt Cap P/E Price Performance (%)

Rating LC LC (%)  12M Fwd (%) (USD millions) 2016E 2017E  1-week USD 1-week  1-month YTD
Banco do Brasil Sell (CBE) 24.13 17.00 -29.5 3.6 21,491 8.5x 6.6x 6.9 5.6 14.7 66.7
Bradesco Neutral 30.40 30.20 -0.7 4.9 52,475 10.0x 9.2x 7.1 5.7 53 74.2
Itau Unibanco Buy 36.64 39.50 7.8 39 69,286 10.8x 9.8x 25 1.2 59 43.4
ftausa Buy 8.70 9.80 12.6 na. 20,093 n.a. na. 1.7 0.5 2.6 43.6
Santander Sell 23.03 17.50 -240 6.2 27,069 15.2x 13.2x 28 15 10.2 51.0
Banorte Buy 106.68 117.80 10.4 1.4 15,838 15.3x 13.1x 25 1.7 2.7 12.9
Banregio Buy 113.95 125.00 9.7 18 2,000 16.9x 15.4x 21 13 5.8 303
Gentera Neutral 35.24 38.00 7.8 0.0 3,109 14.6x 13.1x 0.0 -0.8 -23 8.1
Inbursa Buy 32.50 43.10 326 2.0 11,599 16.2x 13.6x 1.0 0.2 5.4 59
Santander Mexic:  Neutral 35.63 35.60 -0.1 29 12,926 15.4x 14.2x -0.2 -0.9 35 19.9
Unifin Buy 56.31 63.00 1.9 15 1,063 16.4x 13.7x 4.1 33 82 na.
Bancolombia Sell 42.07 32.60 -22.5 2.8 10,116 12.0x 11.5x 7.0 7.0 19.0 58.7
Credicorp Buy 161.22 170.80 59 45 12,859 13.1x 11.2x 03 03 0.6 68.4
Davivienda Buy 30040.00 34000.00 13.2 42 4,690 8.1x 7.5x 9.0 36 10.0 40.1
Santander Chile Neutral 21.34 21.20 -0.7 45 10,054 13.3x 12.3x 0.8 0.8 -0.8 278
Galicia Neutral 30.18 40.00 325 1.5 192 0.7x 0.6x -0.6 -0.6 1.8 1.9
Frances Sell 20.45 22.00 7.6 17 3,660 11.8x 12.1x 15 15 18 80
Macro Neutral 77.27 100.00 29.4 0.3 4,517 10.9x 11.3x -1.5 -1.5 6.0 335
BM&F Bovespa Sell 17.74 16.50 -7.0 23 10,476 15.8x 14.8x 35 22 -4.7 63.9
Bolsaa Neutral 34.50 31.00 -10.1 3.4 1,095 21.3x 19.9x -1.1 -1.9 -2.4 56.7
Cetip Sell 43.68 40.00 -8.4 37 3,485 18.3x 17.3x 16 03 12 18.6
Cielo Neutral 3291 39.00 18.5 16 23,138 18.7x 16.6x 0.9 -0.3 -6.5 18.6
BB Seguridade Neutral 31.11 34.00 9.3 55 19,339 14.9x 13.7x 5.0 37 6.7 323
Porto Seguro Neutral 29.80 30.50 23 3.4 2,994 10.1x 9.7x 7.8 6.4 8.4 4.0
Sul America Sell 16.37 17.50 6.9 33 1,734 8.5x 7.8x 2.0 0.7 -10.4 -10.8

Source: UBS and Bloomberg. Note: price as of September 8.
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LatAm Financials

UBS Research THESIS MAP MOST FAVORED LEAST FAVORED

PIVOTAL QUESTIONS

WHAT'S PRICED IN?

UBS VIEW

EVIDENCE

Inbursa, Banorte, Credicorp, Itau BB, SanB, Bovespa, Cetip, Bancolombia, SulA
and Banco Frances

Q: Does FinTech matter for Brazilian banks?

According to our Q-series report “Global banks: Is FinTech a threat or an opportunity?” the use of
financial services from non-traditional providers is set to rise sharply although collaboration with
FinTech companies and new technology also provide opportunities for banks. In Brazil,
disintermediation risk is real and growing, with usage of non-bank financial services such as peer-to-
peer lending, mobile/internet payments, money transfers and robo-advisory expected to surge by 88-
100% over the next year, according to surveyed bank customers. more -

Q: Is there capital deployment upside potential for Brazilian banks?

Brazilian banks are in a comfortable capital position, with tier | expected to reach 13.8% by the end
of 2016, above EM (13.0%) and Global (13.3%) averages. In our view, Itau with a high core tier |,
strong capital generation and the highest level of excess provision is best placed to return capital to
investors. On the other hand, BB, with the lowest core tier | among the banks we cover, is least likely
to do so (in fact, in February 2016, BB cut its payout ratio from 40% to 25%). more -

Q: Brazil public banks: fundamentals still under pressure?

We are Neutral on Brazilian banks with Banco do Brasil (Sell rating) being our least preferred name.
The latest 2Q16 results show sector fundamentals for public sector banks (including Caixa and
Banrisul) remain under pressure: despite improving margins, there are no signs of the slowdown in
credit demand abating with asset quality trends mixed in the quarter. Overall, earnings momentum
has been negative for Brazilian banks, however, the latest 2Q16 results suggest that we may be past
the worst in terms of provisions (see here — "Brazil asset quality: are we now past the worst?").
more =

Current valuations suggest the market is expecting c1% fall in earnings. The market remains
sceptical about the Brazilian banks sector's earnings outlook for 2016: based on 1-year forward PE
multiples, consensus is expecting a c1% fall in earnings to get back to long-run average valuations.

The outlook for Brazilian banks remains challenging with growth uncertainties and rising
unemployment. Asset quality remains the key concern. Brazilian banks have also set aside additional
provisions, resulting in elevated NPL buffers and coverage ratios that may help absorb a higher
provisioning burden. Until we see evidence of NPL/provisions peaking and macro uncertainties
starting to recede, we maintain our neutral stance on the sector.

Brazilian banks - 1-year forward consensus PE
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OUR THESIS IN PICTURES return M
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Brazilian banks have comfortable capital position - in
2Q16, the four banks under coverage had a core Tier 1
(B3) ratio of 12.6%, well above the minimum local
requirement of 5.125% for 2016 and 7.250% for 2017
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PIVOTAL QUESTIONS return

Q: Does FinTech matter for Brazilian banks?

UBS VIEW

According to our Q-series report “Global banks: Is FinTech a threat or an
opportunity?” based on a survey with 27,914 customers in 24 countries the
use of financial services from non-traditional providers is set to rise sharply
although collaboration with FinTech companies and new technology also
provide opportunities for banks. In Brazil, disintermediation risk is real and
growing, with usage of non-bank financial services such as peer-to-peer
lending, mobile/internet payments, money transfers and robo-advisory
expected to surge by 88-100% over the next year, according to surveyed bank
customers

EVIDENCE

According to our UBS Evidence Lab survey of 1,160 customers of more than 8
banks in Brazil, the use of financial services from non-traditional providers is
set to rise sharply. In applications ranging from mobile payments to overseas
money transfers, from P2P lending to robo-advisers, our survey indicates that
adoption is set to surge by 88-100% over the next 12 months.

* Mobile payments: 21% of Brazilian bank customers surveyed indicated
that they had used a mobile payments service offered by a non-traditional
banking organisation in the last 12 months, a level that is expected to rise
to 40% within a year;

=  Peer-to-peer (P2) lending: According to our survey, 8% of respondents
in Brazil indicated that they had applied for a P2P loan. This is expected to
surge to 15% within a year.

= Money transfers: Users of money transfers (including FX services) by a
FinTech provider are forecast to rise 100% over the next 12 months, with
12% of respondents expecting to use this service, up from 24% currently.

= Robo-advisors: the number of respondents saying they had used robo-
advisors in the last six months was 14%. Albeit from a lower base, the
use of robo-advisors looks likely to grow exponentially, with the survey
suggesting growth of 100% over the next year

LatAm Financials Insights 11 September 2016 K UBS 4
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Figure 2: % of customers that have used these FinTech Figure 3: % that have used and are likely to use the
services in Brazil vs. EM following FinTech services in the next 12 months in Brazil

Web-based payment Web-based payment
Mobile payments Mobile payments
Money transfer/Forx Money transfer/Forkx
P2P lending

P2P lending

Robo-advisors Robo-advisors

0% 10% 20% 30% 40% 50% 60% 70% 0% 10% 20% 30% 40% 50% 60% 70%
mBrazil mEM wBrazil mEM
Source: UBS Evidence Lab Source: UBS Evidence Lab. For P2P lending, if current P2P users are incorporated,

as many as 33% of respondents are likely to use this service

Via a second UBS Evidence Lab survey, we also examined different dimensions
of FinTech from the perspectives of bank management. According to this
survey, Brazilian bank managements surveyed considered the major threat
from FinTech to come from the payment businesses, as highlighted by 67% of
respondents. Disintermediation risk from FinTech from P2P lending and money
transfers were considered to be of a lower threat.

One way that banks have responded to threats from FinTech competitors has
been via partnerships. According to our management survey, 33% of
respondents currently have a FinTech partnership, a level that is expected to
rise to 67% over the next 12 months. Brazilian banks' managements also had
high expectations on the impact of FinTech on revenues with those surveyed
estimating a 4.3% uplift to revenues (net of cost benefit/release) over the next
three years. However, compared to their developed markets peers, they have
been slow to embrace new technology with no respondent indicating that
they have fully implemented a blockchain system or are with a partial system
in production, however, 33% were at the "testing/pilot stage.

WHAT'S PRICED IN

In our Q-Series FinTech banking publication (click here), we devised a FinTech
banking scorecard based on the findings of consumer surveys in order to
disintermediation risk for banks from non-bank providers. Using the same
methodology, our FinTech banking scorecard shows that banks in Korea,
Poland and Singapore came out on top, reflecting low risk of bank customers
switching to non-bank providers for financial services, with Brazil ranked 9th
out of 14 countries, suggesting disintermediation risk for banks are reasonably
high.

LatAm Financials Insights 11 September 2016 S UBS 5
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Figure 4: Emerging markets: FinTech banking scorecard rankings

Money Mobile P2pP Web Robo- Final Rank

Transfers Payments Lending Payments Advisors Score
Weighting 20% 20% 20% 20% 20% 100%
South Korea 1 3 2 1 3 10
Poland 2 1 1 7 4 15
Singapore 3 2 3 6 1 15
South Africa 5 5 7 4 2 23
Russia 4 4 5 12 5 30
Turkey 7 9 8 3 8 35
Nigeria 13 7 10 2 6 38
Kenya 10 6 14 5 7 42
China 6 8 6 14 9 43
Brazil 8 " 4 10 12 45
Indonesia 11 10 13 8 10 52
Mexico 9 12 12 9 1 53
Thailand 12 14 1 1 13 61
India 14 13 9 13 14 63

Source: UBS research analysis (based on UBS Evidence Lab survey findings). A low percentage score is better
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PIVOTAL QUESTIONS return M

Q: Is there capital deployment upside potential for
Brazilian banks?

UBS VIEW

Brazilian banks are in a comfortable capital position, with tier | expected to
reach 13.8% by the end of 2016, above EM and Global averages (13.0% and
13.3% respectively).

They also appear to be well positioned for the full adoption of Basel 3 capital
rules, which have been gradually phased in since 2013, with full adoption by
January 1st, 2019.

In our view, Itau with a high core tier | (14.8% as of 2Q16; and 14.1% with
BIS Il rules fully loaded), strong capital generation (185bps 2017e) and the
highest level of excess provision (R$10.2bn, which could be reversed) is best
placed to return capital to investors.

On the other hand, BB, with the lowest core tier | among the banks we cover
at 8.4% as of 2Q16 and 8.5% fully loaded, below the minimum required of
10.5% by 2019 (considering countercyclical buffer is activated), is least likely
to do so (in fact, in February 2016, BB cut its payout ratio from 40% to 25%).

EVIDENCE

In 2Q16, the four banks under coverage had a core Tier 1 (B3) ratio of 12.6%,
well above the minimum local requirement of 5.125% for 2016 and 7.250%
for 2017.

Figure 5: Brazilian banks BIS Ill ratio as of June 2016

17.7% 18.1% 17.7%

3.1% 2
4.0%

17.4%

5.1%

BB Bradesco Itau Santander Brasil Aggregate

m core tier | ratio = additional tier | m tier |l

Source: Banks and UBS

By 2019 with the full implementation of Basel Il when the minimum
requirement is 10.50%, we think banks should be reasonably well positioned.

LatAm Financials Insights 11 September 2016 S UBS 7



Figure 6: BIS Il implementation schedule in Brazil

2016 2017 2018 2019

Tier | 6.000 6.000 6.000 6.000

Capital Conservation Buffer 0.625 1.250 1.875 2.500

Additional CET1 Systemic (D-SIB) Buffer 0.000 0.250 0.500 1.000

Tier | + Buffers 6.625 8.750 10.250 12.000

Source: Central Bank and Banco do Brasil. * the Additional CET1 Countercyclical Buffer was not activated by the
Central Bank in 2016, according to Central Bank Circular 3,769/15

As of 2Q16, Santander Brasil has the highest phased in tier | at 15.3%,
followed by Itau at 14.8%, while BB has the lowest at 8.4%

According to capital simulations published by banks, the fully loaded Basel Il
requirements (deductions on capital and RWA rules) would have a 100-
160bps negative impact on core tier | ratio. The consumption of tax credits
could, however, minimize this impact, which could then range from -70bps to
+10bps.

[tau would be the most impacted (-70bps) by the full implementation of BIS I
rules, however, it is still expected to have the highest core tier | at 14.1%. On
the other hand, with the use of DTAs, BB would actually have a positive
impact (+10bps) with full implementation; nevertheless, it is still expected to
have the lowest core tier | at 8.6%. Bradesco, even with the negative impact
of 230bps from HSBC would still have a comfortable core tier | at 11.3% (
240bps from current level), according to data disclosed by the bank.

Figure 7: Simulation of the impact of the full adoption of Basel Il rules on 2Q16 Core Tier |

(-) Deductions  Core Tier | (-) early Core Tier | Use of Simulated Core Tier |
Core Tier | Schedule with full adoption with fully Tax with fully loaded
as of2Q16  Anticipation deductions RWA rules loaded BIS Ill Credits

Impact of Simulated Core Tier |
with fully loaded
BIS Il rules

Bradesco 13.7% -1.3% 12.4% -0.2% 12.2% 1.4%

11.3%

Santander Brasil 15.3% n.a. n.a. n.a. 13.8% na.

n.a

Source: Banks and UBS. Note: For BB, estimated by UBS based on management published simulation for Tier I. Santander Brasil does not provide a simulation.

Assuming a 25%-90% dividend payout, Brazilian banks should be able to
generate -78bps to +111bp of capital in 2017 based on our net income
estimates.

Figure 8: Estimated capital generation in 2017

2017e BB Bradesco Itau Santander Brasil

(-) dividends (2,590) (6,324) (8,093) (4,892)

Tier I ratio (2016e YE) 11.2% 13.6% 15.2% 15.8%

Tier 1(2017e YE) 99,536 94,813 133,659 56,356
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Santander Brasil, with the highest core tier I, is the only bank with potential
negative capital generation, on the back of 90% dividend payout (the bank is
expect to maintain this level next year and thereafter). On the other hand, BB,
with the lowest core tier |, and low internal capital generation, announced in
February 2016 a reduction in dividend payout from 40% to 25%, reflecting its
relative low capital position.

Figure 9: Brazilian banks payout ratio (as % of reported net income)

2015 2016 2017
BB 40% 25% 25%
Bradesco 35% 35% 35%
[tau 35% 35% 35%
Santander Brasil 89% 90% 90%

Source: Banks and UBS estimates

Banks have also been launching buyback programs. Bradesco announced on
June 24, 2016 a buyback program to acquire up to 0.27% of total shares,
Santander on November 03, 2015 to acquire up to 1.0% of total units and
[tau on February 2, 2016 to acquire up to 1.0% of total shares. Last year, Itau
bought back ~1.9% of its total shares, Bradesco and BB ~0.1% and
Santander ~0.4% of total units. Banco do Brasil does not have any
outstanding share buyback program at this moment. Looking ahead, we
believe Itau is best placed to increase its share buyback programme given its
current balance sheet strength and strong internal capital generation
potential.

LatAm Financials Insights 11 September 2016
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PIVOTAL QUESTIONS return

Q: Brazil public banks: fundamentals still under
pressure?

UBS VIEW

We are Neutral on Brazilian banks with Banco do Brasil (Sell rating) being our
least preferred name. The latest 2Q16 results show sector fundamentals for
public sector banks (including Caixa and Banrisul) remain under pressure:
despite improving margins, there are no signs of the slowdown in credit
demand abating with asset quality trends mixed in the quarter. Overall,
earnings momentum has been negative for Brazilian banks, however, the
latest 2Q16 results suggest that we may be past the worst in terms of
provisions (see here — "Brazil asset quality: are we now past the worst?").

EVIDENCE
Top-down trends

On August 25" we published our monthly Brazilian credit tracker that focused
on the July 2016 data from the Central Bank (full report). We highlighted two
main trends on public banks in Brazil:

= Loan growth decelerated to 2.8%yoy from 4.0%yoy in June 16 and
14.5%pyoy in July 15;

= NPLs deteriorated 10 bps mom and 40bps yoy, to 2.8%.

Private banks' loan growth also accelerated to 2.1%yoy vs. -3.6%yoy in June
16 (impacted by the acquisition of HSBC Brasil by Bradesco, concluded in July)
while NPL deteriorated 10bps mom and 80bps yoy, to 5.0%.

Public banks have been growing their loan book at an average of c18.0%p.a.
(vs. 5.0%p.a. for private players) in the past five years, reaching a 56.7%
market share in July 16. Since Feb 14, public banks have been slowing their
growth pace, with the growth rate decreasing from 23.0%yoy in Jan 14 to
2.8%yoy in July 16.

Bottom-up trends

Alongside Banco do Brasil 2Q16 reported numbers (full report), we look at the
2Q trends of two other public banks: Caixa and Banrisul to ascertain the key
trends among banks in the public sector.

LatAm Financials Insights 11 September 2016 S UBS 10
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Figure 10: Loan growth portfolio rate and market share for state banks in Brazil
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Source: UBS and BCB

At the company level, all three public banks showed a deceleration in loan
growth in 2Q16. Banco do Brasil loan growth was +0.3%yoy in 2Q16 from
+2.9%yoy in 1Q16; Banrisul's contracted -4.2%yoy from +1.1%yoy while
Caixa's was +6.7%yoy from +9.2%yoy.

We expect loan growth to remain subdued during 2016, based on companies
guidance and reflecting the still weak macro scenario. 2Q16 results already
showed a deceleration for both private and public banks.

Figure 11: Brazilian banks loan growth

Loan Growth

2015 2016 Guidance 2016 UBS expect. 2Q16 yoy
Bradesco 5.9% -4.0% t0 0.0% -3.5% -3.7%
ltau Unibanco 4.9% -10.5% to -5.5% -8.1% -5.9%
Banco do Brasil 7.3% -2.0% to 1.0% 0.0% 0.3%
Santander 6.3% NA -2.0% -4.0%
CEF 11.9% 5.5% to 7.5% NA 6.7%
Banrisul 5.0% -4.0% t0 0.0% NA -4.2%

Source: Company data and UBS estimates

In terms of asset quality, we observed a meaningful deterioration in loan
portfolio during the quarter for BB with NPL90 days reaching 3.3%, up
+67bps qoq (+42bps explained by a specific case in oil & gas sector). On the
other hand, for Banrisul, NPL was slightly down 7bps qoqg, to 4.81% and for
Caixa NPL improved by 31bps qog, reaching 3.20%. On the back of macro
uncertainties and higher unemployment, asset quality deterioration remains a
concern, especially for individuals and SME segments.

Additionally, the three public banks have lowered their guidance for loan
growth in 2016. Banco do Brasil revised its guidance for loan growth to -2%
to 1% (from 3-6% at the start of the year), influenced by the performance of
the companies loan portfolio. Banrisul now expects loan growth at -4 to 0%
(from 0-4%), while Caixa has changed its guidance to 5.5-7.5% (from 7-
10%).

LatAm Financials Insights 11 September 2016
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In terms of margins, overall trend was positive. NIM increased for Banco do
Brasil, up 10bps goq to 6.5% (credit spreads up 20bps qoq) and for Caixa, up
61bps to 4.0%. For Banrisul, NIM was slightly down by 12bps goq, to 8.78%.

Central bank data also shows that both public and private banks have been
increasing lending rates / adjusting up spreads (see here).

We expect price behaviour to remain rational during 2016, with spreads still at
high level. However, the easing cycle expected to start in October 2016, could
lead to lower lending rates and margin pressure.

Key takeaways from public banks' results

= Banco do Brasil (Sell, PT R$16.0): Another earnings miss on rising
delinquency risk. Banco do Brasil recurring net income was R$1,801mn,
11.9% below our estimates (R$2,045mn), 5.9% below consensus
(R$1,914mn), resulting in ROE of 8.9% (vs. 6.5% in 1Q16 and 15.2% in
2Q15). In 2Q16, BB reversed all of its excess provisions (R$1.2bn). The
main reasons for the miss were higher provisions and other operating
expenses. Other negatives: high NPL/NPL creation, increased level of
renegotiated loans, no NPL buffer and lower than expected loan growth.
The positives: higher NIM and credit spreads, fees, cost control and
slightly higher core tier I. The main concern for Banco do Brasil remains on
asset quality, in our view. With no NPL buffer, BB is vulnerable for further
asset quality deterioration.

Changes in 2016 Guidance: 1) NIl growth to 11-15% (from 7-11%); 2)
Loan growth of -2 to 1% (from 3-6%), driven by a decrease in corporate
loans (-10 to -6% from 1 to 4%). Other guidance remained unchanged:
3) LLP/loans of 4.0-4.4%; 4) ROE of 9-12%; 5) Fee income growth at 7%-
11% and 6) opex growth of 5-8%.

= Caixa reported 2Q16 net income of R$1.6bn (+92.1%qoq but down
16.8%yoy), resulting in ROE of 9.76% (vs 10.27% in 1Q16 and 12.49%
in 2Q15). Loan growth was up 1.1%qoq and 6.7%yoy (vs 9.2%yoy in
1Q16). NPL (90 days) was down 31bps goq, to 3.20% (up 45bps yoy),
driven by corporates and mortgages. Cost of risk was 3.6%, increasing
140bps goq and 80bs yoy. Loan Loss provision were R$6.3bn, sharply up
64.3%qoq and 37.4%yoy. NIl was up 1.5%qoq and 4.9%yoy. Fees were
up 5.4%qoq and 10.6%yoy. Insurance revenues were R$485mn in 1H16.
Personnel expenses were up 7.7%yoy, mainly due to the union
agreement in 2015. CEF reported a ROAA of 0.52%. Tier | was down to
8.8% (vs9.6% in 1Q16 and 10.4% in 2Q15).

On the call with the press, management revised expectations for loan
growth to 5.5-7.5% (from 7.0-10.0%) and for fee income to be 9.0-
11.0%. Caixa maintained expectations of: 1) BIS ratio (13.0-15.0%) and
2) asset growth (3.0-5.0%,).

= Banrisul reported recurring net income of R$201.5mn (+7.2qoq and
+4.5%yoy), resulting in a ROAE of 13.2% (vs 12.6 in 1Q16 and 14% in
2Q15). Total assets increased 6.4%yoy while equity increased 10.2%yoy.
Loan portfolio contracted -4.2%yoy and -5.0%qoq. BIS ratio at 16.8% (vs
18.3% in 1Q16 and 17.7% in 2Q15). LLP decreased 27.4%qoq but was
up 1.0%yoy. NPL ratio (90 days) slightly decreased to 4.81%, from
4.88% in 1Q16. Coverage ratio (90 days) increased to 161.3%, from
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156.1% in 1Q16. Income from services and fees increased 6.3%qoq and
21.5%yoy. NIM fell to 8.78% (from 8.9% in 1Q16 and 7.88% in 2Q15).

New 2016 Guidance: Loan portfolio was revised to -4-0% (from 0-4%),
ROE of 11-15% (from 14-17%) and LLR as % of Loans to 7.5-8.5% (from
6.5-7.5%). Within the loan portfolio, individuals revised to 4-8% (from O-
4%), corporates to -19% to -15% (from 0-4%) and real estate loans to 1-
5% (from 4-8%). Other guidance remained unchanged: cost of risk (3.5-
4.5%), efficiency ratio (49-53%), NIM (7.5-8.5%) and funding (10-14%).

WHAT'S PRICED IN

Based on conversations with investors, the market is expecting NPLs to peak in
4Q16-1Q17. In our view, a good time to buy the sector will likely be related to
when the market thinks loan loss provisions have peaked, paving the way for
higher earnings and rising ROE. We have a Sell rating on BB and SANB, a
Neutral on Bradesco and Itau is our only Buy rated bank in Brazil.
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Key highlights of last week

Brazil

= Mobile banking in Brazil - UBS Evidence Lab: Cross-selling and efficiency
gains ahead? Mobile banking is experiencing exponential growth and looks set
to become the leading distribution channel for banking transactions in Brazil.
According to our latest UBS Evidence Lab survey, retail transactions via mobile
banking in Brazil have surged from 5% to 20% over the past two years; by
2019, surveyed bank management expected this to rise to 52%, considerably
above in-branch transactions — which are forecast to fall from 31% today to as
low as 12% — and among the highest in emerging markets (45%). In Brazil,
ltau (Buy) is our preferred name on this theme, reflecting an effectively
executed mobile banking strategy, considerable IT investments, and in-house
capability, and the highest mobile banking penetration (79%). Our bank-by-
bank analysis also showed Bradesco (Neutral) as ranking first in terms of best
mobile experience, Banco do Brasil (Sell) as having attractive cross-selling
opportunities, while Santander Brasil (Sell) has delivered the biggest
improvement in mobile penetration. (Full report)

= BMA&F Bovespa (Sell, PT R$16.5): Comparing BVMF with global exchanges: is
there more upside? Investor debate on BVMF revolves around two main
themes: 1) what is the potential upside on EPS from rising equities volumes,
and 2) should BVMF3 close the gap versus EM peers. To answer those
guestions, we analyze Brazilian capital markets, BVMF's Ebitda and cash flows
trends in a global perspective. We find that earnings power should accelerate in
the coming years, but see small upside to our already optimistic volume
estimates (R$10bn by 2018 in equities). We revised our PT to R$16.5 (from
R$15.0) on higher volumes and lower cost of equity (13% vs 15% before on
lower macro risk), and reiterate our Sell rating (see Downgrade to Sell:
Risk/reward unattractive). (Full report)

August Operating data: weaker derivatives and slower equities. (i) Equities:
ADTV was R$7.3bn, +7.6%mom; QTD down 1.0% vs 2Q16 (ii) Derivatives:
ADV was 2.5mn contracts, down -5.7%mom; QTD down -11.8% vs. 2Q16,
driven mostly by a decrease in Interest rates in BRL (-22.5% mom and -26.0%
goq). RPC increased 4.5%mom; QTD -11.5% vs. 2Q16. We have a Sell on
BVMF.

= According to CPFL’s (Utilities Company) notice to the market, Banco do Brasil
intends to transfer 196.3mn of CPFL's shares to Previ (BB's employees’ pension
fund).

= Bradesco has announced that its Board has approved the proposal for the
absorption of the net equity portions of HSBC, through a partial spin-off. The
equity portions to be merged are as follows: Bradesco (R$12.7mn), Bradesco
Leasing (R$22.3mn) and Bradesco Cards (R$17.9mn). The bank will also
propose to its board to increase the age limit for the position of CEO from less
than 65 to less than 67 years old on the date of election.

= According to Central Bank, Brazilian saving accounts had net withdrawals of
R$4.5bn in August. This was higher than in July (R$1.1bn) but lower than in
August 2015 (R$7.5bn).
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= (Cade (Anti-trust regulator) has recommended the approval of the creation of
GIC (credit bureau) by Bradesco, Banco do Brasil, Caixa, Santander and Itau.
However the approval shall depend on a market concentration control
agreement.

= The government's proposal to create a low-cost health insurance is getting
more support from industry players. Representatives of healthcare companies
Amil, Hapvida, Sao Francisco, Samp and Clinipam believe that price reduction is
the only way to make health insurance affordable to the population and,
therefore, resume growth in the sector.

= According to Anfavea (National Federation of Vehicle Makers), auto sales
decreased 6.4%mom and 11.3%yoy in August.

Mexico

= Santander Mexico (Neutral, PT Ps 35.6): Downgrade to Neutral on
valuations. We downgraded SanMex to a Neutral (from Buy) on the back of
solid share price performance. Since the start of the year, SanMex share price
has increased by 19%, out-performing both Mexican banks (+10.7%) and EM
banks (+13.4%). Over the same period, we have cut our EPS estimates by -
3.4% (2016) and by -7.2% (2017) largely due to higher provisions and opex
estimates. We made no changes to our PT of Ps35.60. Given the strong share
price performance we think SanMex is now fairly priced trading on 14.1x PE
17e and 1.9x PBV 17e, vs 13.6x and 1.8x for large cap Mexican bank. (Full

report)

= Mexico July Credit Data: Fundamentals from strength to strength. Gross
loans reached P$4,085bn (+1.0%mom, +15.0%yoy), slightly decelerating from
June (15.2%yoy). Commercial loans continue to drive system growth
(0.9%mom, +16.5%yoy), followed by consumer (+1.4%mom, +13.5%yoy)
and mortgage loans (+0.9%mom, +11.0%yoy). Lending rates were flat mom.
Along with system data, CNBV publishes financial data for each bank. For
Banorte, QTD net income represented 26.4% of UBS 3Q16e. The equivalent
number was 33.8% for Banregio, 34.3% for Gentera, 13.0% for Inbursa and
36.2% for SanMex. We continue to reiterate our overweight stance on
Mexican banks. Our top picks in Mexico are Inbursa, Banorte and Banregio. We
also have a Buy rating on Unifin. We have a Neutral rating on Gentera. (Full

report)

= BMV (Neutral, PT Ps 31.0) August Operating data: (i) Equities ADTV was Ps
13.2bn in August, +2.0%mom but QTD down -2.1% vs. 2Q16. (ii) Derivatives:
ADV 33.9k contracts in August, up 52.5% mom but down -44.6% QTD vs
2Q16 driven by lower options volumes. Margin deposits ADV (a leading
indicator for ADV) were Ps1.5bn in August, down 6.8%mom but up +31.8%
QTD vs 2Q16. August data for equities and derivatives was weak. We have a
Neutral rating in BMV.

= Luis Videgaray has renounced as Mexico's Finance Minister. In his place
president Nieto has nominated José Meade, who was in charge of the Social
Development Secretary.

= Mexico's CPl grew 0.28%mom and increased 2.73%yoy in August, vs
+0.26%mom and +2.65%yoy in July.
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Andeans

= Chile's economy grew 0.1%mom and 0.5%yoy in July, vs 0.1%mom and
1.0%yoy in June.

= Chile's Central Bank has revised their GDP growth for 2016 between 1.5% and
2% and for 2017 between 1.75% and 2.75%. The CB also informed that it
plans to maintain its reference rate at 3.5%pa during a 2yr horizon.

= Chile's CPI was flat mom but grew 3.4%yoy in August, vs +0.2%mom and
+4.0%yoy in July.

= Colombia's CPI decreased 0.32%mom and increased 8.1%yoy in August, vs
+0.52%mom and +8.97%yoy in July.

Argentina

» Argentine Banks - Regulatory changes could be negative for bank fees: what
is the potential impact? On September 7, the Argentine Senate voted in favour
of a reduction in fees charged by card issuers. If the law were to be passed, we
estimate a negative impact of -8%/-3%/-7% for Galicia/Macro/Frances on
2017E EPS. The proposal still needs to be voted by the Lower House (after
being analysed in four commissions) and signed by the president. The apparent
disconnect between government policies (reduce fee controls) and Congress
can be negative for banks. Argentine banks have enjoyed abnormally high
returns in the past few years, which could attract public attention. We reiterate
caution from our Initiation on Argentine banks and our 2H16 Outlook on
Argentine banks, highlight the difficult macro scenario (R. de La Fuente: When
the Going Gets Tougher), and wait for a better entry point. (Full report)

= Argentina's central bank, BCRA, has decreased interest rates on the Lebac 35
days by 50bps to 27.75%pa.
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Stock performance

Last week performance (09/01-09/08) — USD
= Best: Davivienda up +9.0%
= Worst: Banco Macro down -1.5%

Figure 12: Weekly share price performance (09/01-09/08) — USD
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Figure 13: Weekly share price performance (09/01-09/08) - local currency
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Figure 14: Monthly share price performance - local currency
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Figure 15: YTD share price performance - local currency
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Figure 16: L12M share price performance - local currency
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Liquidity Watch

Figure 17: LatAm Financials liquidity watch
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Source: Bloomberg and UBS. Price as of September 8.
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Events Calendar

Figure 18: LatAm Financials events in the next four weeks
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Brazil unemployment rate
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Chile CPI
Mexico CPI

Source: Bloomberg, UBS



LatAm Financials Valuation Comps

Figure 19: LatAm banks Comps

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 (%)
Banco do Brasil BBAS3.SA Sell (CBE) 241 17.0 -29.5 21,491 2.8 36 8.5 6.6 0.8 0.7 9.9 1.7 36
Bradesco BBDC4.SA Neutral 30.4 30.2 -0.7 52,475 3.0 33 10.0 9.2 1.6 15 17.5 16.8 49
Itat Unibanco ITUB4.SA Buy 36.6 39.5 7.8 69,286 34 38 10.8 9.8 19 17 18.8 18.6 39
Santander Brasil SANB11.SA Sell 23.0 17.5 -24.0 27,069 15 1.8 15.2 13.2 15 15 10.2 1.4 6.2
BTG Pactual” BBTG11.5A  Not Rated 16.2 na. na. 4,451 45 42 36 38 07 na 180 180 -
Banrisul” BRSR6.SA Not Rated 11.6 n.a n.a 1,477 1.6 1.7 7.3 6.7 0.8 0.7 10.7 11.2 -
Brazilian Banks 176,249 3.0 33 10.7 9.6 1.6 14 15.9 16.0 4.4
Gentera GENTERA.MX Neutral 35.2 38.0 7.8 3,109 24 2.7 14.6 13.1 35 29 241 22.0 0.0
Banorte GFNORTEOQ.MX Buy 106.7 117.8 10.4 15,838 7.0 8.2 153 13.1 20 18 13.7 14.5 14
Inbursa GFINBURO.MX Buy 325 43.1 326 11,599 2.0 24 16.2 13.6 1.9 1.7 121 13.2 20
Santander Mexico  SANMEXB.MX Neutral 35.6 356 -0.1 12,926 2.3 2.5 15.4 142 20 18 133 135 29
Banregio GFREGIOO.MX Buy 114.0 125.0 9.7 2,000 6.7 7.4 16.9 15.4 3.0 27 18.9 18.6 1.8
Unifin UNIFINA.MX Buy 56.3 63.0 11.9 1,063 3.4 4.0 16.4 13.7 3.9 33 25.4 26.4 1.5
Mexican Banks 46,537 4.0 4.7 15.6 13.6 22 1.9 14.4 14.8 1.9
Frances BFR.N Sell 20.5 22.0 7.6 3,660 1.7 1.7 11.8 121 34 27 30.8 284 1.7
Galicia GGAL.O Neutral 30.2 40.0 325 192.4 2.9 2.9 0.7 0.6 0.2 0.1 321 29.2 11.5
Macro BMAN Neutral 77.3 100.0 29.4 4,517 7.3 7.0 10.9 1.3 32 26 331 288 03
Bancolombia CIB.N Sell 42.1 326 -22.5 10,116 3.5 3.7 12.0 11.5 15 1.4 132 13.2 2.8
Davivienda DVI_p.CN Buy 30,040 34,000 13.2 4,690 3,708 4,041 8.1 7.5 14 12 17.7 171 r 4.2
Credicorp BAP.N Buy 161.2 170.8 5.9 12,859 125 14.6 13.1 1.2 22 2.0 19.0 20.1 45
Banco de Chile"” CHISN Not Rated 75.2 na. na. 11,108 5.6 6.0 13.4 12.5 27 24 19.8 19.8 46
Santander Chile BSAC K Neutral 21.3 21.2 -0.7 10,054 1.6 1.8 13.3 12.3 2.3 2.1 18.2 18.4 4.5
Andean Banks 57,197 123 1.4 23 2.0 19.8 19.5 37
Europe 2.5 984,617 9.7 8.6 0.7 0.7 8.0 5.6
EMEA 9.1 274,715 8.1 7.0 0.9 0.9 133 4.5
Asia (ex-Japan) -25 1,565,812 73 6.7 0.9 0.8 13.0 4.2
Latin America 6.6 250,875 9.7 8.6 1.7 15 17.3 37
Developed 5.6 2,491,773 10.2 9.1 0.8 0.8 8.9 4.3
GEM 0.1 2,091,403 7.6 7.0 1.0 0.9 13.7 4.2
Global Average 2,015,252 7.5 6.9 1.0 0.9 13.9 4.2

Source: UBS and Bloomberg. (1) Bloomberg estimates. Price as of September 8.

Figure 20: LatAm non-banks financial Comps

Price  Target price Target Mkt Cap EPS (Local) P/E P/BV ROE (%) EV/EBITDA Dividend Yield
Ticker Rating (local) (local) upside (%) (US$ mn) 2016E 2017E 2016E  2017E 2016E  2017E 2016E  2017E 2016E  2017E 2016E  2017E
Cielo CIEL3.SA Neutral 32.9 39.0 18.5 23,138 1.8 2.0 18.6 16.6 8.0 6.5 50.5 43.1 10.5 9.5 1.5 3.0
Average Brazilian Acquirers 1.8 2.0 18.6 16.6 8.0 6.5 50.5 43.1 10.5 9.5 1.5 3.0
VISA V.N Buy 83.0 90.0 8.5 156,896 35 4.5 299 240 4.7 4.4 213 246 - - 0.7 0.8
American Express AXP.N Not Rated ~ 66.2 na. na. 64,187 5.6 5.6 12 1.9 3.1 3.0 25.2 245 = = 1.8 1.8
Mastercard MAN Not Rated  100.0 n.a na. 108,178 3.6 4.2 27.7 23.8 17.5 16.8 64.8 66.7 - - 0.7 0.7
US Card Associations 4.0 4.6 256 216 8.6 8.2 36.3 384 0.9 0.9
Global Payments(1) GPN.N Not Rated ~ 76.3 n.a. n.a. 9,906 35 42 22.0 183 10.6 9.1 18.6 189 14.7 13.0 0.1 0.1
Heartland Payment(1) HPY.N Not Rated n.a n.a n.a. na 3.2 3.5 32.3 29.1 n.a n.a 26.7 25.7 n.a n.a n.a na
US Merchant Acquirers 3.5 4.2 22.0 183 10.6 9.1 18.6 18.9 14.7 13.0 0.1 0.1
Western Union(1) WU.N Not Rated ~ 21.3 na. na. 11,483 17 1.7 129 12.3 76 7.4 57.3 498 92 9.0 3.0 3.0
Euronet Worldwide Inc(1) EEFT.US Not Rated 79.4 n.a n.a. 4,135 4.1 4.6 19.5 17.3 52 n.a. n.a n.a 11.8 10.2 0.0 0.0
Other Payment Providers 23 25 14.6 13.6 7.6 74 57.3 49.8 9.2 9.0 3.0 3.0
BM&F Bovespa BVMF3.SA Sell 17.7 16.5 (7.0) 10,476 0.5 0.9 15.6 14.6 17 17 1.1 1.5 17.2 14.0 12 4.4
Bolsa Mexicana BOLSAA.MX Neutral 34.5 31.0 (10.1) 1,095 16 1.7 21.1 19.7 36 3.5 17.4 17.7 12.5 11.0 3.4 3.9
CETIP CTIP3.SA Sell 43.7 40.0 (8.4) 3,485 2.2 2.3 18.3 17.2 6.1 5.4 35.1 33.2 12.5 10.8 3.6 3.5
Latam exchanges 1.0 13 16.6 15.6 29 2.7 171 17.0 15.8 13.1 1.9 4.1
Hong Kong E&C 0388.HK Neutral 198.6 185.0 (6.8) 30,944 5.1 5.6 39.1 35.7 7.6 7.6 20.0 21.2 283 25.7 2.3 25
Bursa Malaysia BMYS.KL Buy 89 10.1 14.1 1,166 0.4 0.4 226 20.6 5.8 5.7 258 27.8 15.8 14.4 4.1 45
Singapore Exc. SGXL.SI Neutral 7.6 7.3 (3.9) 6,063 0.3 0.4 229 21.1 8.2 7.5 36.1 37.3 15.7 14.4 3.7 3.8
Asian exchanges 4.2 4.6 36.0 329 7.7 7.5 22.8 239 25.9 235 2.6 28
Porto Seguro PSSA3.SA Neutral 29.8 30.5 23 2,994 29 Bi 10.1 9.7 14 13 15.8 15.0 = = 34 3.6
SulAmerica SULAT1.SA Sell 16.4 17.5 6.9 1,734 2.0 2.2 83 7.6 1.1 1.0 14.4 14.0 - - 3.0 4.0
BB Seguridade BBSE3.SA Neutral 31.1 34.0 9.3 19,339 2.1 2.3 14.9 13.7 7.4 6.7 52.3 51.3 = = 5.4 5.8
Brazilian insurance companies 2.2 24 13.8 12.8 6.2 5.6 45.0 44.1 5.0 5.4
AlA Group 1299.HK Buy 50.9 58.8 15.5 79,061 0.3 0.3 24.4 20.5 2.5 2.3 10.5 1.7 - - 15 1.6
China Life Insurance 2628.HK Buy 20.6 21.5 46 88,164 1.0 1.1 17.7 16.7 15 14 85 8.6 = = 19 2.1
Ping An Insurance (Group) 2318.HK Buy 43.3 48.4 11.8 99,128 33 3.6 1.3 10.5 2.0 1.7 18.8 17.3 - - 1.6 1.7
Asian insurance 16 1.8 173 15.5 2.0 18 12.9 12.8 17 1.8

Source: UBS and Bloomberg. (1) Bloomberg estimates. Price as of September 8.
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Figure 21: Financials latest published reports
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Appendix
Methodology

For this report, UBS Evidence Lab conducted two studies: a consumer survey; and a
survey of banks' management/decision makers (bank management survey) in the
mobile banking space within the business.

UBS Evidence Lab consumer survey

The UBS Evidence Lab consumer survey was sent out via an online methodology to
a representative panel of adult (18+ years of age) consumers across 24 countries in
April - May 2016. In total, 27,914 respondents completed the survey, including
1,160 from Brazil. The qualification criterion was based on holding a bank account
with one of the banks in the survey. The margin of error for whole sample
responses is between +/-0.59 (total sample) and +/-2.99 (individual countries). The
24 countries surveyed comprised Australia, Brazil, Canada, China, France, India,
Indonesia, Italy, Japan, Kenya, Mexico, the Netherlands, Nigeria, Poland, Russia,
Singapore, South Africa, South Korea, Spain, Sweden, Thailand, Turkey, the UK
and the US.

UBS Evidence Lab bank management survey

The UBS Evidence Lab bank management survey was sent out via an online
methodology to a selection of banks across the same countries included in the UBS
Evidence Lab consumer survey (apart from Kenya and Nigeria) in April - May 2016.
Out of the 177 banks approached, 61 responded (including 3 in Brazil), giving a
response rate of 35%. The survey was conducted in both English and local
languages on an anonymous basis.
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*UBS Evidence Lab provides our research analysts with rigorous primary research. The team
conducts representative surveys of key sector decision-makers, mines the Internet, systematically
collects observable data, and pulls information from other innovative sources. They apply a
variety of advanced analytic techniques to derive insights from the data collected. This valuable
resource supplies UBS analysts with differentiated information to support their forecasts and
recommendations—in turn enhancing our ability to serve the needs of our clients.

Valuation Method and Risk Statement

Our price targets for Banco do Brasil, Bradesco, Itau, Santander Brasil, Banorte,
Inbursa, Santander Mexico, Bancolombia, Credicorp and Santander Chile are
derived from Gordon Growth Model.

Our price targets for Bolsa Mexicana, BM&F Bovespa, Cetip and Cielo are derived
from DCF model.

Our price targets for Banregio, Gentera, Unifin, BBVA Banco Frances, Galicia,
Banco Macro, Davivienda, BB Seguridade, Porto Seguro and SulAmerica are
derived from residual income model.

Our price target for Itausa is derived from a sum-of-the-parts model.

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.
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Required Disclosures

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. This recommendation was
finalized on: 09 September 2016 04:31 PM 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 FSRis > 6% below the MRA. 15% 21%
Short-Term Rating Definition Coverage’® IB Services*
Buy Stock price expected to rise within three months 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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http://www.ubs.com/disclosures

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.

UBS Limited: Philip Finch; Peter Carter.

Company Disclosures

Company Name

Banco Daviviendas 6 6b. 7
Banco do Brasils. 62 0. 7. 20. 22
Banco Macro SA'®
Bancolombia3 62 6b. 7. 16b
Banorte’

Banregio’. 't

BB Seguridade

BBVA Banco Frances SAS 1
BM&F Bovespa*

Bolsa Mexicana'¢
Bradescosa 6b. 7. 16b

Cetip

Cielo

Credicorp?. e

Gentera®

Grupo Financiero Galicia SA> &
Inbursa’

Itau Unibanco? b

Itausa’

Porto Seguro?

Santander Brasila . 7. 16
Santander Chiles 7. 16b
Santander Mexico'®
SulAmerica

Unifin> 18

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

Reuters 12-month rating Short-term rating

DVI_p.CN
BBAS3.SA
BMA.N

CIB.N
GFNORTEO.MX
GFREGIOO.MX
BBSE3.SA
BFR.N
BVMF3.5A
BOLSAA.MX
BBDC4.SA
CTIP3.SA
CIEL3.5A
BAP.N
GENTERA.MX
GGAL.O
GFINBURO.MX
ITUB4.SA
ITSA4.SA
PSSA3.SA
SANB11.SA
BSAC.K
SANMEXB.MX
SULAT1.SA
UNIFINA.MX

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

Buy
Sell (CBE)
Neutral
Sell
Buy
Buy
Neutral
Sell

Sell
Neutral
Neutral
Sell
Neutral
Buy
Neutral
Neutral
Buy
Buy
Buy
Neutral
Sell
Neutral
Neutral
Sell
Buy

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

Price

P30,040.00
R$24.13
Us$77.27
Us$42.07
P106.68
P113.95
R$31.11
US$20.45
R$17.74
P34.50
R$30.40
R$43.68
R$32.91
US$161.22
P35.24
US$30.20
P32.50
R$36.64
R$8.70
R$29.80
R$23.03
Us$21.34
P35.63
R$16.37
P56.31

Price date

08 Sep 2016
08 Sep 2016
08 Sep 2016
08 Sep 2016
08 Sep 2016
08 Sep 2016
08 Sep 2016
08 Sep 2016
08 Sep 2016
08 Sep 2016
08 Sep 2016
08 Sep 2016
08 Sep 2016
08 Sep 2016
08 Sep 2016
08 Sep 2016
08 Sep 2016
08 Sep 2016
08 Sep 2016
08 Sep 2016
08 Sep 2016
08 Sep 2016
08 Sep 2016
08 Sep 2016
08 Sep 2016

pricing date

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

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

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

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

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

7. Within the past 12 months, UBS Securities LLC and/or its affiliates have received compensation for products and

services other than investment banking services from this company/entity.
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16a.
16b.

18.

20.

22.

UBS Casa de Bolsa S.A. makes a market in the securities of this company.

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

UBS Securities LLC is acting as dealer managers and solicitation agents for the Tender Offer and Consent
Solicitation.

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).

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.
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(i) valuation or accounting purposes;
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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 Comissédo 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: INM0O00010809 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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