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Tesla & SolarCity
Deal Synergies Still Cloudy

What's New?

TSLA announced details of its agreement to acquire SCTY in an all-stock transaction
(see our note on the initial offer, Driving Off into the Sunset). TSLA provided expected
synergy targets of $150m ($150-200m mentioned on call, albeit with 'upside') within
one year, adjusted offer price to $25.37 ($26.70 last close), and said the deal would
close in Q4 assuming SEC and majority shareholder approval. There is a 45 day go-shop
period during which SCTY can solicit and/or accept a higher offer. We continue to
remain cautious on the deal given lack of compelling synergies (most could seemingly
be achieved through a JV), and the fact this is an unneeded distraction for TSLA
management which already faces challenges with the Model 3 launch and significant
production targets. We note that a lack of any quantitative assessment of the storage
prospects -- outside of (well articulated) prospects in Hawaii — emphasize the lack of
clarity in terms of TSLA's ability to execute. The deal would appear ‘too early' for its
time given the infancy of the resi solar sector (with net metering still largely in place).

Synergies Remain Vague

The company provided limited financial quantification of the $150m cost synergies.
Qualitatively, the synergies will come from lower customer acquisition costs by
leveraging TSLA's retail footprint (foot traffic of 3m per year), savings from combined
installation/service of solar & storage, savings from supply chain efficiencies (e.g. both
companies source inverters), and leveraging TSLA's manufacturing expertise. Ultimately,
TSLA envisions combining vehicle, charger, and storage delivery/installation in "a one
truck and one trip" solution. Given investor caution around the SCTY deal, we are
surprised by the lack of quantitative details on the solar/storage combo.

SCTY: Cutting 2016 Guidance Again, Cost Improvements Marginal

Despite beating quarterly guidance, SCTY has cut 2016 install expectations again,
implying only ~9.4% YoY growth in total installations on updated midpoint of
950MW. Further, we estimate total sales cost per watt (on flat cost structure) would
yield ~76 cents on a per unit basis = 44% above the 53 cents disclosed in Q2'15 but
consistent with management's previous comments suggesting ~20% cost improvement
over Q1 customer acquisition cost of 97 cents. While this is still an improvement vs
recent high of 97 cents last quarter, it doesn't appear sufficient to dispel concerns of
more serious issues at the company. Our initial impression remains biased towards loan
products and direct cash sales, which would not favor SCTY's current focus on PPAs.

Few Details on New Products and Cost Savings

We are increasingly cautious on resi solar fundamentals but note a number of questions
remain unanswered today. The two new products focused on integrated solar+storage
and another focused on new roof construction. The offerings weren't fleshed out, but
management could provide more compelling details later. However, this lack of clarity
on new products was combined with vague cost savings goals and lackluster cost
improvements from SCTY, making for a generally cloudy outlook. Current disclosures in
the merger agreement suggest cost savings will come from lower hardware, reduced
installation, improved manufacturing, and reducing customer acquisition costs, though
we are unsure how much of that would come from synergies versus previously planned
cost reduction. Furthermore, SCTY's 45 day go-shop period could yield further offers,
but we note the failed VSLR acquisition provides poor precedent here and we do not
assume a bidding war occurs.

Valuation: Maintain Sell rating and $160 price target on TSLA; Updating SCTY

Our $160 price target is based on our 3-stage DCF for TSLA. We are updating our
SCTY valuation which is now adjusted to reported deal value of $25.37.
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SCTY Beat the quarter and cut guidance: further deceleration in 2H

SolarCity's preannouncement of 201TMW installed was above the quarterly
guidance of 185MW and implies 26% growth into the back half on existing
guidance (vs previous implied growth of 49% into the back half on old guidance
midpoint of 1,050). This compares to Q1 installs of 214MW and Q2'15 installs of
189MW (~9.5% YoY Growth). Midpoint of yearly guidance would yield a total
increase of only 9.4% total installs versus 2016.

Is Sales Cost Improving? Not That Substantially

MW booked in Q2 was ~224MW implied from the announced 40% growth off
160MW bookings in Q1. This suggests sales cost could be in the 70-80 cent range
assuming similar cost structure to Q7. However, this is consistent with
management expectations of 20% customer acquisition cost improvement
suggested on the Q1 call.

Figure 1: Implied Cost Per Watt
Q1'16 Implied Q2 Flat cost structure

Q1 Sales and Marketing (ex non-cash, $M) 115 would imply a 44%
MW Booked 160 o4 sales costiwattincrease
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+ Capitalized Sales Cost Per Watt $0.25 $6-

=Total Cost Per Watt $0.97 $0.76
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Source: Company Disclosures, UBSe

Compared to previous cost per watts, this still appears relatively unfavorable.

Figure 2: Previous SCTY Cost Per Watt + Targets
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Implied Q2'16 cost per watt of
$0.76 would be up ~44% YoY and
36% higher than Q4'15 low of

$0.56/w
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Valuation: Shifting SCTY to $25.37 due to Proposed Deal

We are shifting our valuation methodology to account for the merger
announcement, which initially valued SCTY between $26.50 and $28.50, but now
values the company at $25.37. Recent comments from some of the largest
shareholders have been interpreted as deal-supportive and TSLA management has
been vocally advocating in favor of the deal. We are consequently shifting our
price target from $18 to $25.37, in line with the announced value.

Figure 3: Updating SolarCity Price Target

TLSA/SCTY Analysis Low High Current| We are updating our

Exchange Rate 0.122x  0.131x 0.110x| Price Target to the

TSLA Share Price $233.63  $233.63 $233.63| Proposed deal

Value of SCTY Offer $28.50  $30.61 $25.70 |value

Stated Range $26.50 $28.50 $25.37 B

Current SCTY Price $25.45 $25.45 $25.45

Upside/(D id 4% 12% 0% . .
pside/(Downside) ’ ° Ascryis trading

Solar City Basic Shares Outstanding 98.3 98.3 100.3 32|tuheesl(r;:;“:?tgetarl,e market

SCTY Estlm_ated Options 9.8 9.8 * open on 8/1/16

Total Est. Diluted SCTY Shares (Mn) 108.1 108.1 100.3

Purchase Price to TSLA ($Bn) $3.1 $3.3 $2.6

*SCTY Options will be converted to equivalent in TSLA shares

Source: Company Filings, Factset, UBSe. Prices as of 7/31/16

Previous Valuation Methodology Yields $17 on updated guidance

Our previous methodology yielded an $18 PT assuming midpoint of the existing
1,000-1,100MW 2016 guidance for installations. Updated guidance of 900-
1,000MW implies ~9.5% YoY growth, well below the initial guidance of
1,250MW provided during the Q3 call.

Figure 4: 2016 Guidance Changes

2016 Guidance Shifts
Q3'15 Call Guidance
Q1 Call Guidance

Growth off 2015
1,250
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Current 2016 Guidance 900 1,000 950
1H'16 Installs Implied 2H
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1,000

Source: Company Filings, UBSe

Our previous valuation methodology is included below, which would imply TSLA
shareholders will either 1) generate enough ongoing synergies to justify the
implied premium or 2) are comfortable with more optimistic projections than we
had in our model.

TSLA shareholders would be
paying nearly a 50% a premium
based on our old valuation
methodology
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Figure 5: SCTY: Previous Valuation Methodology Yields $17

SolarCity Valuation UBSe

Bear Base Bull

NPV ($M)
Execution Risk - Discount Rate on DevCo
Shares Outstanding (M), 2016e

0 2,161 5,185
15% 10%

118.3

Value of DevCo to SCTY

¥

Bear Base Bull
$0 $18 $44

DevCo 2016 2017 2018 2019 2020 2021 2022
ITC (%) 30% 30% 30% 26% 22% 10%
Annual Additions (MW) 1,045 1,150 1,264 1,391 1,474 1,504
Gross Project Cash Flow ($/W) $0.19  $0.19 $0.18  $0.16 $0.15 $0.15
Tax Equity ($/W) $0.07) ($0.07) ($0.07) ($0.06) ($0.05) ($0.02)|
Bad Debt Expense
Unlevered CAFD $/W $0.12 $ 012 $ 011 $ 010 $ 010 $ 0.3
Monetization IRR (From Unlevered NPV of PowerCo) 756% 7.56% 7.56% 7.56% 7.56% 7.56%
Translating from IRR to Cash Yield (very ~similar on Year-1) 2.0% 2.0% 2.0% 2.0% 2.0% 2.0%
Unlevered Cash-on-Cash Yield Applied 9.6% 9.6% 9.6% 9.6% 9.6% 9.6%
Installed Cost ($/W) - Start w/ Guidance $2.73 $2.52 $2.14 $1.96 $1.82 $1.69 $1.57
YoY Change (%) 15.0% 8.7% 7.3% 7.1% 6.9%
Base Exit Valuation for Unlevered Project--Post-TE ($/W) $1.28 $1.27 $1.12 $1.08 $1.04 $1.34
Bull Exit Valuation for Unlevered Project--Post-TE ($/W) $1.62 $1.60 $1.42 $1.36 $1.31 $1.70
FMV ($/W) Tied to % Change in Installed Cost (50% Weight) $3.62 $3.07 $2.81 $2.60 $2.42 $2.25
FMV ($/W) SCTY Disclosure (50% Weight) $455  $4.55 $455 $4.55 $4.55  $4.55
FMV ($/W) $4.08 $3.81 $3.68 $3.58 $3.48 $3.40
Tax Equity ($/W) $1.57 $146 $141  $119 $098  $0.44
Base Total System Sale Price ($/W) $2.85 $2.73 $2.53 $2.27 $2.02 $1.78
Bull Total System Sale Price ($/W) $3.18 $3.07 $2.83 $2.55 $2.29 $2.14
Base Implied Margin ($/W) $0.32 $0.59 $0.57 $0.45 $0.33 $0.21
Base Implied Margin (%) 13% 27% 29% 25% 20% 13%
Bull Implied Margin ($/W) $0.66  $0.92 $0.87 $0.74 $061  $0.57
Bull Implied Margin (%) 26% 43% 44% 41% 36% 36%
Base Gross Margin ($M) 338 675 726 630 490 315
Bull Gross Margin ($M) 691 1,061 1,101 1,027 895 850
R&D/Opex- NOT Reflected in Cost Build Up ($/W) $0.04  $0.04 $0.04 $0.04 $0.04 $0.04
R&D/Opex ($M) (42) (46) (51) (56) (59) (60)
Base EBITDA ($M) per Annum 296 629 676 574 431 255
Base EBITDA ($/W) $0.28 $0.55 $0.53 $0.41 $0.29 $0.17
Bull EBITDA ($M) per Annum 650 1,015 1,051 971 836 790
Bull EBITDA ($/W) $0.62 $0.88 $0.83 $0.70 $0.57 $0.53
Bull EV/EBITDA (For Terminal Value) 4.0X
Base Implied Value 296 629 676 574 431 1,020
Bull Implied Value 650 1,015 1,051 971 836 3,159

Other HoldCo Liabilities (Netting Against Devco)
Converts
Vehicle/Other Loans
Solar Bonds
Rewolver
Cash
Total Net Parent Debt

Value of Liabilities to DevCo

As of March 31, 2016
909
28
214
370
362
1,160

-$10  $10 810

NPV
Levered (Equity) Discount Rate

Value of PowerCo to SCTY - NPV

Net DevCo $0 $8 $34
PowerCo Bear Base Bull
Beta 1.22
Risk Prem 7%
Rf 2%
CAPM Cost of Equity 10.5%

893 893 1,206
105% 10.5% 7.5%

$8 $8 $10

Silevo

Bear Base Bull

Value of Silevo to SCTY

$0 $1 $8

SCTY Equity Value Per Share

$17 $52

Source: Company Disclosures, UBSe
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Updating Our SCTY projections for Guidance Shift

SolarCity also provided updated guidance for 2016MW installed of 900-1,000MW,
which we now reflect in our estimates for the company. Our previously published
MW installed estimate of 1,042MW is revised to 950MW for 2015, which also
shifts MW installed projections for future years on an assumed 10% growth rate.
This drives a meaningful change in GAAP EPS estimates. Specifically, 2016 and
2017 EPS decreases due to lower cost absorption on a reduced MW basis, while
2018 EPS increases marginally as the company adjusts the cost structure

accordingly for the new lower growth assumptions, in our view.

Figure 6: Updating SCTY Estimates for Guidance

Previous UBSe

2016
MW 1,042
GAAP EPS ($4.28)

Updated UBSe

MW 950
% Change -9%
GAAP EPS ($4.92)
% Change -15%

2017
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($2.38)

1,045
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($2.89)
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2018
1,260
($2.27)

1,150
-9%
($2.12)
6%

2019

1,386
($2.24)

1,264
-9%
($1.96)
12%

2020

1,525
($2.16)

1,391
-9%
($1.94)
10%

Source: UBSe

Please see our previous notes on the transaction below:

Driving Off Into the Sunset

Merger Puts Battery Strategy Front and Center

A Quick Look at SCTY Board: The Lonely One

Tesla & SolarCity 1 August 2016
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Deal Synergies Still Cloudy

Americas
Electric Utilities
What's New? 12-month rating Neutral
TSLA announced details of its agreement to acquire SCTY in an all-stock transaction
(see our note on the initial offer, Driving Off into the Sunset). TSLA provided expected
synergy targets of $150m ($150-200m mentioned on call, albeit with ‘upside’) within
one year, adjusted offer price to $25.37 ($26.70 last close), and said the deal would ~ Price Us$26.70
close in Q4 assuming SEC and majority shareholder approval. There is a 45 day go-shop ~ RIC: SCTY.O BBG: SCTY US

period during which SCTY can solicit and/or accept a higher offer. We continue to
remain cautious on the deal given lack of compelling synergies (most could seemingly

12m price target US$25.37
Prior: US$18.00

Trading data and key metrics

be achieved through a JV), and the fact this is an unneeded distraction for TSLA ~ 2-Wk range US$60.17-16.67
management which already faces challenges with the Model 3 launch and significant ~ Market cap. Us$2.58bn
production targets. We note that a lack of any quantitative assessment of the storage ~ Shares o/s 96.5m (COM)
prospects -- outside of (well articulated) prospects in Hawaii — emphasize the lack of ~ Free float 56%
clarity in terms of TSLA's ability to execute. The deal would appear 'too early' for its ~ Avg- daily volume ('000) 6,103
time given the infancy of the resi solar sector (with net metering still largely in place). Avg. daily value (m) Us$137.9

Common s/h equity (12/16E) US$3.14bn
Revising EPS Estimate for 2016-2020 P/BV (12/16E) 1.0x
SolarCity also provided updated guidance for 2016MW installed of 900-1,000MW,  Net debt / EBITDA (12/16E) NM

which we now reflect in our estimates for the company. Our previously published MW .
installed estimate of 1,042MW is revised to 950MW for 2015, which also shifts My EPS (UBS. diluted) (USS)

installed projections for future years on an assumed 10% growth rate. This drives a 12/16E .
meaningful change in GAAP EPS estimates. Specifically, 2016 and 2017 EPS decreases From To %ch  Cons.
due to lower cost absorption on a reduced MW basis, while 2018 EPS increases S;E 28'32 E?'ég; mm gig;
marginally as the company adjusts the cost structure accordingly for the new lower Q3E (1:12) (1:29) NM (2:32)
growth assumptions, in our view. We are adjusting our 2016/2017/2018/2019/2020 Q4E 2.41)  (2.42) NM (2.41)
EPS estimates from -$4.28/-$2.38/-$2.27/-$2.24/-$2.16 to -$4.92/-$2.89/-$2.12/- 131166 (428) (492  NM (10.04
$1.96/-$1.94 respectively. 12176 (238) (289) NM  (9.63)
12/18E  (2.27) (2.12) NM  (9.71)

Updating Price Target To Reflect the Deal Price
We are shifting our valuation methodology to account for the merger announcement, Julien Dumoulin-Smith
which initially valued SCTY between $26.50 and $28.50, but now values the company . . Analyst
at $25.37. Recent comments from some of the largest shareholders have been Ju||en.dumou||z}s_r;|1t;%$gs.9%o4n;
interpreted as deal-supportive and TSLA management has been vocally advocating in o

favor of the deal. We are consequently shifting our price target from $18 to $25.37, in Jerimiah Booream, CFA

line with the announced val Associate Analyst
new & announced value. jerimiah.booream@ubs.com

+1-212-713 4105

Paul Zimbardo
Associate Analyst
paul.zimbardo@ubs.com
+1-212-713 1033

Valuation: Based on the Deal Price
Our updated valuation is based on the publically announced deal price of $25.37.

Highlights (US$m) 12/13 12/14 12/15 12/16E 12/17E 12/18E 12/19E 12/20E
Revenues 164 255 400 822 1,145 1,839 2,101 2,428
EBIT (UBS) (149) (336) (648) (747) (584) (377) (294) (221)
Net earnings (UBS) (56) (56) (58) (583) (364) (284) (270) (271)
EPS (UBS, diluted) (US$) - (0.60) (0.60) (4.92) (2.89) (2.12) (1.96) (1.94)
DPS (US$) 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Net (debt) / cash (80) (1,025) (2,028) (3,248) (5,285) (6,791) (8,144) (9,400)
Profitability/valuation 12/13 12/14 12/15 12/16E 12/17E 12/18E 12/19E 12/20E
EBIT margin % -91.2 -131.6 -162.1 -90.9 -51.0 -20.5 -14.0 -9.1
ROIC (EBIT) % (22.4) (20.4) (18.5) (12.8) (7.1) (3.6) (2.3) (1.5)
EV/EBITDA (core) x - -29.3 -14.8 =121 -33.5 >100 45.2 27.1
P/E (UBS, diluted) x - NM (82.7) (5.4) (9.2) (12.6) (13.6) (13.7)
Equity FCF (UBS) yield % (8.9) (23.3) (43.7) (93.1) (95.1) (81.1) (77.4) (76.1)
Net dividend yield % 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Source: Company accounts, Thomson Reuters, UBS estimates. UBS adjusted EPS is stated before goodwill-related charges and other adjustments for abnormal and economic items at the analysts'
judgement. Valuations: based on an average share price that year, (E): based on a share price of US$26.70 on 29 Jul 2016 19:36 EDT
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SolarCity Corp Investment case

The key to success for SCTY's residential solar business lies in reducing upfront
installation costs (which include direct install costs, as well as associated sales and
G&A costs). With mgmt guiding for total install cost reduction to $2.25/W exiting
2017e (from $2.71/W in 2015), we remain focused on execution.

Valuation Method and Risk Statement

Our TSLA price target is based on a DCF. An overall slowdown in the global
economy and discretionary spending remains a key risk to automotive production
and, as such, to TSLA stock. Other major risks include a slower rate of electric
vehicle adoption, inability to deliver on battery cost reduction and performance,
supply risks related to battery active materials (cobalt and nickel), failure to expand
capacity rapidly, regulatory risks related to safety, warranty and disputes with
franchised dealers, and above-average overall execution risk.

Solar sector risks include : 1) Solar panel and other input pricing is subject to
ongoing price deflation, which affects economics of downstream projects and
margins of upstream producers. 2) Government incentives being added or
removed have had a disproportionate effect on demand in the past, and may
continue to 3) reliance on power purchase agreements in electricity markets could
make future contracts more difficult to sign 4) solar power is directly competing
with other traditional generators as well as other renewables like wind, which
creates uncertainty as wholesale power markets shift 5) Headline risk and policy
risk continue to shift economics in countries as trade policies and changes to other
key policies affect solar economics.

SCTY Valuation is based on the announced deal price, TSLA is based on a DCF

Tesla & SolarCity 1 August 2016
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16. UBS Securities LLC makes a market in the securities and/or ADRs of this company.

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

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 Disclaimer

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

Global Research is provided to our clients through UBS Neo and, in certain instances, UBS.com (each a "System"). It may also be made available through third party
vendors and distributed by UBS and/or third parties via e-mail or alternative electronic means. The level and types of services provided by Global Research to a client may
vary depending upon various factors such as a client's individual preferences as to the frequency and manner of receiving communications, a client's risk profile and
investment focus and perspective (e.g., market wide, sector specific, long-term, short-term, etc.), the size and scope of the overall client relationship with UBS and legal
and regulatory constraints.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

United Kingdom and the rest of Europe: Except as otherwise specified herein, this material is distributed by UBS Limited to persons who are eligible counterparties
or professional clients. UBS Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation
Authority.  France: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities France S.A. UBS Securities France S.A. is regulated by the ACPR
(Autorité de Controle Prudentiel et de Résolution) and the Autorité des Marchés Financiers (AMF). Where an analyst of UBS Securities France S.A. has contributed to this
document, the document is also deemed to have been prepared by UBS Securities France S.A.  Germany: Prepared by UBS Limited and distributed by UBS Limited and
UBS Deutschland AG. UBS Deutschland AG is regulated by the Bundesanstalt fur Finanzdienstleistungsaufsicht (BaFin). Spain: Prepared by UBS Limited and distributed
by UBS Limited and UBS Securities Espana SV, SA. UBS Securities Espana SV, SA is regulated by the Comisién Nacional del Mercado de Valores (CNMV).  Turkey:
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Distributed by UBS Limited. No information in this document is provided for the purpose of offering, marketing and sale by any means of any capital market instruments
and services in the Republic of Turkey. Therefore, this document may not be considered as an offer made or to be made to residents of the Republic of Turkey. UBS AG
is not licensed by the Turkish Capital Market Board under the provisions of the Capital Market Law (Law No. 6362). Accordingly, neither this document nor any other
offering material related to the instruments/services may be utilized in connection with providing any capital market services to persons within the Republic of Turkey
without the prior approval of the Capital Market Board. However, according to article 15 (d) (i) of the Decree No. 32, there is no restriction on the purchase or sale of
the securities abroad by residents of the Republic of Turkey. Poland: Distributed by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce regulated
by the Polish Financial Supervision Authority. Where an analyst of UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce has contributed to this
document, the document is also deemed to have been prepared by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce. Russia: Prepared and
distributed by UBS Bank (O00). Switzerland: Distributed by UBS AG to persons who are institutional investors only. UBS AG is regulated by the Swiss Financial
Market Supervisory Authority (FINMA). Italy: Prepared by UBS Limited and distributed by UBS Limited and UBS Limited, Italy Branch. Where an analyst of UBS Limited,
Italy Branch has contributed to this document, the document is also deemed to have been prepared by UBS Limited, Italy Branch. South Africa: Distributed by UBS
South Africa (Pty) Limited (Registration No. 1995/011140/07), an authorised user of the JSE and an authorised Financial Services Provider (FSP 7328). Israel: This
material is distributed by UBS Limited. UBS Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the
Prudential Regulation Authority. UBS Securities Israel Ltd is a licensed Investment Marketer that is supervised by the Israel Securities Authority (ISA). UBS Limited and its
affiliates incorporated outside Israel are not licensed under the Israeli Advisory Law. UBS Limited is not covered by insurance as required from a licensee under the Israeli
Advisory Law. UBS may engage among others in issuance of Financial Assets or in distribution of Financial Assets of other issuers for fees or other benefits. UBS Limited
and its affiliates may prefer various Financial Assets to which they have or may have Affiliation (as such term is defined under the Israeli Advisory Law). Nothing in this
Material should be considered as investment advice under the Israeli Advisory Law. This Material is being issued only to and/or is directed only at persons who are Eligible
Clients within the meaning of the Israeli Advisory Law, and this material must not be relied on or acted upon by any other persons. Saudi Arabia: This document has
been issued by UBS AG (and/or any of its subsidiaries, branches or affiliates), a public company limited by shares, incorporated in Switzerland with its registered offices at
Aeschenvorstadt 1, CH-4051 Basel and Bahnhofstrasse 45, CH-8001 Zurich. This publication has been approved by UBS Saudi Arabia (a subsidiary of UBS AG), a Saudi
closed joint stock company incorporated in the Kingdom of Saudi Arabia under commercial register number 1010257812 having its registered office at Tatweer Towers,
P.O. Box 75724, Riyadh 11588, Kingdom of Saudi Arabia. UBS Saudi Arabia is authorized and regulated by the Capital Market Authority to conduct securities business
under license number 08113-37.  Dubai: The information distributed by UBS AG Dubai Branch is intended for Professional Clients only and is not for further
distribution within the United Arab Emirates. United States: Distributed to US persons by either UBS Securities LLC or by UBS Financial Services Inc., subsidiaries of
UBS AG; or by a group, subsidiary or affiliate of UBS AG that is not registered as a US broker-dealer (a ‘non-US affiliate’ ) to major US institutional investors only. UBS
Securities LLC or UBS Financial Services Inc. accepts responsibility for the content of a document prepared by another non-US affiliate when distributed to US persons by
UBS Securities LLC or UBS Financial Services Inc. All transactions by a US person in the securities mentioned in this document must be effected through UBS Securities
LLC or UBS Financial Services Inc., and not through a non-US affiliate. UBS Securities LLC is not acting as a municipal advisor to any municipal entity or obligated person
within the meaning of Section 15B of the Securities Exchange Act (the "Municipal Advisor Rule"), and the opinions or views contained herein are not intended to be,
and do not constitute, advice within the meaning of the Municipal Advisor Rule. Canada: Distributed by UBS Securities Canada Inc., a registered investment dealer in
Canada and a Member-Canadian Investor Protection Fund, or by another affiliate of UBS AG that is registered to conduct business in Canada or is otherwise exempt
from registration. Mexico: This report has been distributed and prepared by UBS Casa de Bolsa, S.A. de C.V., UBS Grupo Financiero, an entity that is part of UBS
Grupo Financiero, S.A. de C.V. and is an affiliate of UBS AG. This document is intended for distribution to institutional or sophisticated investors only. Research reports
only reflect the views of the analysts responsible for the reports. Analysts do not receive any compensation from persons or entities different from UBS Casa de Bolsa,
S.A. de C.V., UBS Grupo Financiero, or different from entities belonging to the same financial group or business group of such. For Spanish translations of applicable
disclosures, please see www.ubs.com/disclosures  Brazil: Except as otherwise specified herein, this material is prepared by UBS Brasil CCTVM S.A. to persons who are
eligible investors residing in Brazil, which are considered to be: (i) financial institutions, (i) insurance firms and investment capital companies, (iii) supplementary pension
entities, (iv) entities that hold financial investments higher than R$300,000.00 and that confirm the status of qualified investors in written, (v) investment funds, (vi)
securities portfolio managers and securities consultants duly authorized by 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: INMO00010809 and Research Analyst services bearing SEBI Registration
Number: INHO00001204. UBS AG, its affiliates or subsidiaries may have debt holdings or positions in the subject Indian company/companies. Within the past 12 months,
UBS AG, its affiliates or subsidiaries may have received compensation for non-investment banking securities-related services and/or non-securities services from the
subject Indian company/companies. The subject company/companies may have been a client/clients of UBS AG, its affiliates or subsidiaries during the 12 months
preceding the date of distribution of the research report with respect to investment banking and/or non-investment banking securities-related services and/or non-
securities services. With regard to information on associates, please refer to the Annual Report at:
http://www.ubs.com/global/en/about_ubs/investor_relations/annualreporting.html

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

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

3 UBS

Tesla & SolarCity 1 August 2016 S UBS 12



