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Performed well supported by capital return, sector
rotation, Chinese buying; Downgrade to Neutral

HSBC's shares are up with events now...

HSBC's share price is up 17% in Sterling since early August results, adding US$25bn to
market cap and prompting increased investor interest in the stock and, given large
benchmark weights, FTSE100, Hang Seng and European banks too. This puts HSBC's
forward P/E at its highest level since 2010, a healthy premium to relevant peers such as
the Eurobanks sector and Citi. We see little in the operating environment and
conversations with investors to justify a further re-rating of the stock in the near term.

...assisted by strong flows from mainland China

Part of HSBC's re-rating is likely down to a recent surge in demand for the bank's stock
in Hong Kong from mainland Chinese investors via the Shanghai and Shenzhen Stock
Connect facilities. Last week, southbound demand made up an average 38% of Hong
Kong volumes, peaking on Thursday at 56% of shares traded. As a firm we are not
negative on the outlook for a continuation of growth in Connect volumes in future. But
this week our China strategists turned more cautious on H-shares given the sector's
move and a number of near-term constraining issues.

We don't think HSBC is a Sell, however

We don't think HSBC is a Sell. Recent results confirmed progress on costs and sufficient
confidence on capital to confirm plans to pay a 51cps future dividend — a running yield
of ~5% net of scrip — and launch a US$2.5bn share buyback paid from the proceeds of
the Brazilian disposal. On the analyst call management suggested, we think, that
another buyback may be forthcoming if HSBC succeeds in releasing capital trapped in
the US since the Capital One sale in 2012. In a world of low yields and capital concerns,
we view decent income and non-UK exposure as attractive features of the stock.

Valuation: 11.3x 2017E PE, 5.1% net yield, downgrade to Neutral

Despite the rally we see no basis at this stage to change our assumed cost of equity or
earnings estimates. This leaves HSBC at 11.3x 2017E EPS and with a 5.1% net yield. At
1.0x TNAV, HSBC is trading a touch ahead of our 9% forward ROTE. Our target prices
move only from FX changes to 540p / HK$56 from 535p / HK$54.6. With modest
capital downside offset by dividend yield we downgrade from Buy to Neutral.
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Highlights (US$m) 12/13 12/14 12/15 12/16E 12/17E
Revenues 63,733 62,001 57,955 52,600 51,272
Profit before tax 22,565 18,680 18,867 13,000 16,719
Net earnings (local GAAP) 15,631 13,115 12,572 7,797 10,368
Net earnings (UBS) 15,835 16,673 13,962 12,534 13,453
Tier 1 ratio % 13.0 11.6 12.7 13.7 13.9
EPS (UBS, diluted) (US$) 0.85 0.87 0.72 0.63 0.66
Profitability/valuation 12/13 12/14 12/15 12/16E 12/17E
ROE (UBS) % 9.2 9.4 7.9 7.3 7.7
P/PPOP (diluted) 7.8 8.2 7.8 7.0 6.9
P/BV x 1.2 1.1 1.0 0.9 0.9
P/BV (UBS) x 1.4 1.3 1.1 1.0 1.0
P/E (UBS, diluted) 12.9 11.8 121 12.0 11.3
Net dividend yield % 4.5 4.8 5.9 6.8 6.8

Source: Company accounts, Thomson Reuters, UBS esti
share price of 566p on 12 Sep 2016 21:41 BST
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Neutral (Price target 540p)

a guide to our thinking and what's where in this report

Q: Should you own HSBC for US$-rate gearing?

For the medium term, yes. All else equal, HSBC's rate gearing looks considerable — we estimate worth
20% of market cap if three hikes were retained by the banking industry. But given market concerns
on the rate outlook and an industry track record of fairly consistent margin decline, we include only
modest margin expansion in our numbers from 2018E.

Q: Would credibility on costs deliver a re-rating?

Yes, we think so. If HSBC hits its cost targets we would expect our fair value to rise by ~10% of
market cap. Despite outperforming market expectations again on costs in 2Q16, we and consensus
assume a miss to plan: possible upside in the event of successful delivery in line with targets.

Thanks to capital strength, ¢.7% headline dividend yield and significant non-Sterling earnings, HSBC
has outperformed UK peers since the EU referendum. But, with a 69% loan deposit ratio and
US$400bn in excess deposits, the flattening of world yield curves and weaker medium-term outlook
for UK and US official rates after the EU referendum leaves the outlook for revenues less positive than
before. Management remains under pressure to deliver the US$29.2bn 2017 cost target, despite
having confirmed that the 10% ROE target will not be achieved in that year. With a commitment to a
flat dividend and potential upside from deal / restructuring-driven buybacks in 2017, HSBC continues
to offer stability and income.

A new company earnings model gives us greater clarity on the drivers of the business, we think. 2Q16
results saw another quarter of progress on costs and revenue momentum which justified a 2-4% EPS
upgrade.

Trading at a net dividend yield of 5.1% and 1.0x TNAV for a forecast ROTE of 9%, we think the share
discounts near-term delivery on the dividend. This is a change that has taken place over the last month,
we think. Though buying from mainland China and underweight European investors create risks that
the valuation could overshoot, we think the stock price is now up with events.

Upside to Downside

p566.70 EPS (UBS)  P/E (UBS)
1.1 to 1 (Us$) Implied
/50
700
650 690.00 = 0.86 x 10.6x Upside: +22%
600
S Y e 0540.00 = 066 x 10.9x Price Target: -5%
500
450 455.00 = 057 x  10.6x Downside: -20%
12 Sep +12 mo.
400
2014 2015 2016
Value drivers NIM Cost Cost of Adj. net 17EEPS  17EP/E 16E
delta delta risk profit P/TNAV
690p upside 0.20% 1,500 0.42% 17,211 0.86 10.6 1.2
540p base 0.00% 0 0.42% 13,453 0.67 10.6 0.9
455p downside 0.00% -1,000 0.62% 11,307 0.57 10.6 0.8
Source: UBS estimates
more—>

COMPANY DESCRIPTION ~ HSBC employs 255,000 staff members operating in 6,000 offices in 71 countries and territories. A
global universal bank, HSBC is managed across a matrix of four global businesses...

Jason Napier, CFA, Analyst, jason.napier@ubs.com, +44-20-7568 5037
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HSBC

COMMENTARY

We think the HSBC shares are up with events

HSBC has performed well this year in a difficult market, up 5% in absolute terms,
bettered only by StanChart amongst the UK majors, which has risen 10% in
Sterling (Figure 1). Factoring in HSBC's decent running yield, the performance gap
to StanChart narrows to ~1% for a lower-risk bank — a decent outcome, we think.

HSBC's performance as a stock since 2Q16 results on 3 August is even better than
these figures suggest, rising ~17%, a gain worth US$21bn in market cap terms.

Figure 1: HSBC is up 17% since 2Q16 results, passing our target price

The referendum snap-back Large Banks
Barclays HSBC LBG RBS  StanChart Aldermore
% day 1 -18% -1% -21% -18% -3% -32%
% at worst -32% -4% -34% -41% -9% -49%
% from the bottom 34% 29% 20% 34% 17% 67%
% at 30 August 2016 -9% 24% -21% -20% 7% -15%

Since HSBC 2Q16 results 16% 17% 8% 7% 5% 27%
YTD -22% 5% -22% -34% 10% -25%

Source: Datastream; Priced to open on 12 September 2016; Note: Metro YTD performance is since March IPO.

A meaningful move relative to peers and relative to history

The move in HSBC's stock price has prompted a noticeable increase in investor
interest in the stock. This interest appears to have been split almost equally
between those looking at the relative charts below — which show a meaningful
relative move — and arguing for a relative underweight, and those looking at the
more recent steepening of global yield curves and the rally in other 'value' sectors
and wondering whether covering a financials underweight via HSBC is the obvious
low-risk move.

Figure 2: HSBC is +17% since 2Q results, Eurobanks +15%

120 18x

110
16x

100

% ‘lw‘ 14x

12x
80

UK Challengers

Metro
-9%
-23%
70%
31%
35%
38%

UBS Research

return P

Paragon Shawbrook Virgin
-16% -21% -25%
-27% -55% -44%
40% 83% 46%
3% -18% -18%
20% 32% 16%
-10% -31% -21%

Figure 3: ...which takes HSBC P/E to highest since 2010
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Source: Datastream. Note: rebased to 100 on 1/1/2010 Source: Datastream
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Figure 4: HSBC one year forward P/E relative to Figure 5: ...with the P/B relative to Eurobanks back to

Eurobanks: back to the 2012 premium.... (latest 123%) 2013 levels (125%)
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Figure 6: HSBC is at a meaningful premium to arguable Figure 7: ...which prompts the question as to whether the
peers like Citi... (one year forward P/E) recent rally should be assumed to be about US$ rate

gearing (one year forward P/E relative)
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A rally partially supported by mainland Chinese buying

The role of mainland Chinese buyers of stock in Hong Kong via the Shanghai and
Shenzhen Connect facilities appears to be supporting the HSBC share price, too.
Southbound buying (from mainland China into Hong Kong) has been significant:
Net southbound flow reached Rmb24.9bn last week, with last Friday seeing
Rmb6.09bn, the highest daily volume since early April 2015, over 11% of the HK
market volume (Figure 8).

HSBC 13 September 2016 K UBS 4



Figure 8: Stock Connect now more than 10% of HK main board volumes traded
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Within this, mainland Chinese buyers have been significant bidders for HSBC (and
ICBC and other large-cap Hong Kong names). Last Friday, Stock Connect buyers
were 28% of Hong Kong shares traded in HSBC, down from a 45% and 56% in

the preceding two days (Figure 9).

Figure 9: Stock Connect volumes have been up to 58% of recent HSBC trading volumes in Hong Kong

Stock Connect volumes (HK$'m) Shares traded
HK VWAP HK shares traded Connect: Buy Connect: Sell Connect: Total Buys % of Sells % of Total % of
Buy  Sell Total ) ) ) )
(HK$) (m's) (m's) (m's) (m's) total total total
01-Aug-16 10 69 79 51 20 0 1 2 1% 7% 8%
03-Aug-16 169 68 236 51 56 3 1 5 6% 2% 8%
04-Aug-16 25 69 94 53 48 0 1 2 1% 3% 4%
05-Aug-16 27 19 45 54 34 0 0 1 1% 1% 2%
15-Aug-16 104 45 149 55 18 2 1 3 10% 4% 15%
16-Aug-16 57 35 92 54 20 1 1 2 5% 3% 9%
18-Aug-16 166 59 226 55 23 3 1 4 13% 5% 17%
23-Aug-16 18 39 57 55 12 0 1 1 3% 6% 8%
24-Aug-16 136 4 141 55 13 2 0 3 19% 1% 20%
25-Aug-16 146 22 168 56 20 3 0 3 13% 2% 15%
26-Aug-16 212 2 214 56 16 4 0 4 24% 0% 24%
29-Aug-16 156 1 157 56 13 3 0 3 22% 0% 22%
30-Aug-16 332 8 340 56 25 6 0 6 23% 1% 24%
31-Aug-16 1,064 9 1,073 57 48 19 0 19 39% 0% 39%
01-Sep-16 930 10 940 59 67 16 0 16 24% 0% 24%
02-Sep-16 1,306 4 1,310 59 58 22 0 22 38% 0% 38%
05-Sep-16 621 17 638 60 41 10 0 " 25% 1% 26%
06-Sep-16 757 10 767 60 34 13 0 13 37% 0% 38%
07-Sep-16 1,160 7 1,166 59 43 20 0 20 45% 0% 46%
08-Sep-16 1,408 52 1,460 59 43 24 1 25 56% 2% 58%
09-Sep-16 757 1 758 60 44 13 0 13 28% 0% 28%
Source: HKEX; Note: Missing days are those in which HSBC was outside top ten shares traded by value via Connect
This increase in traded volume mirrors that of the broader market, visible in Figure
8 above. Our recent research highlights Connect facilities as a potential positive
driver of the HK market for perhaps the next two to three years. Near term
Connect volumes may also benefit from the CIRC giving approval for mainland
insurers to begin trading via the same facility, covered in our research of 12
September. We understand that, while some large insurers have been investing in
HSBC 13 September 2016 #UBS 5
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the HK stock market via Connect, most small insurers are yet to open accounts for
trading under the arrangement.

Overall, however, this same work suggests real risks to near-term performance
given strength in the index, the potential near-term US$ rate increase, a smaller

price gap between mainland and HK stocks, and a rebound in the on-shore risk-
free rate.

Figure 10: Stock Connect's share of HK market turnover, and MSCI China trend
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Focussing on HSBC specifically though, it is worth reflecting that, though Connect
volumes are a significant proportion of HK-traded volumes, total shares traded are
up just 10% MoM: how much do we want to assume that this volumes increase is
what has driven a 13% rally in the share (Figure 11)?

Figure 11: Volumes are up around 10% MoM over the last  Figure 12: London trades an average 130% of the
month in Hong Kong volumes of shares traded in Hong Kong
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Source: Datastream
Though up a little on the July volumes, the September figures are not wildly
different from those seen over the past 18 months (Figure 11). London has traded
around 10% more shares than Hong Kong over the past 30 days — again, lower
than before, but not unprecedented (Figure 12).
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The buyback, executed in London, won't have hurt

HSBC announced a $2.5bn buyback programme with its H1 results following the
completion of the Brazil sale. The buybacks conducted since then have on average
constituted ~9% of daily trading by value increasing over that time; helpful but not
decisive for performance in that period we think.

Figure 13: HSBC's buyback programme has constituted 9% of daily trading on
average, and is only 20% done

Date Number of VWAP (€) Value (£m) Value ($m) Cumulative % target Daily trading  Buyback as % % cumulative
shares value ($m) (£m) of daily trading trading

04-Aug-16 1,997,288 5.14 10.3 13.5 13.5 1% 270.3 4% 4%
09-Aug-16 886,944 5.39 4.8 6.2 19.7 1% 110.0 4% 4%
10-Aug-16 1,663,380 5.43 9.0 11.7 314 1% 147.1 6% 5%
11-Aug-16 1,828,535 5.42 9.9 12.8 443 2% 136.8 7% 5%
12-Aug-16 1,783,703 5.46 9.7 12.6 56.8 2% 95.4 10% 6%
15-Aug-16 1,450,013 5.47 7.9 10.2 67.0 3% 132.9 6% 6%
16-Aug-16 2,669,846 5.43 14.5 18.9 86.0 3% 150.9 10% 6%
17-Aug-16 3,019,977 5.44 16.4 214 107.4 4% 169.4 10% 7%
18-Aug-16 2,163,157 5.44 11.8 15.5 122.9 5% 107.6 1% 7%
19-Aug-16 1,774,619 5.42 9.6 12.6 1354 5% 140.3 7% 7%
22-Aug-16 1,670,237 5.43 9.1 11.9 147.3 6% 89.3 10% 1%
23-Aug-16 2,158,718 5.42 11.7 15.4 162.8 1% 104.4 1% 8%
24-Aug-16 2,196,956 5.42 11.9 15.7 178.5 7% 105.8 1% 8%
25-Aug-16 2,462,519 5.42 133 17.6 196.1 8% 120.5 1% 8%
26-Aug-16 1,918,363 5.46 10.5 13.8 209.9 8% 98.4 1% 8%
30-Aug-16 3,406,568 5.57 19.0 24.8 234.7 9% 204.0 9% 8%
31-Aug-16 4,236,584 5.67 24.0 31.5 266.2 1% 266.5 9% 8%
01-Sep-16 5,397,828 5.74 31.0 411 307.3 12% 284.5 1% 9%
02-Sep-16 4,359,599 5.76 25.1 334 340.7 14% 350.9 7% 8%
05-Sep-16 2,684,847 5.80 15.6 20.7 361.4 14% 124.7 12% 9%
06-Sep-16 3,697,223 5.74 21.2 28.5 389.9 16% 218.9 10% 9%
07-Sep-16 4,125,298 5.68 23.4 31.3 421.2 17% 262.3 9% 9%
08-Sep-16 3,685,752 5.72 211 28.0 449.2 18% 192.8 1% 9%
09-Sep-16 3,886,383 5.79 225 29.8 479.0 19% 2194 10% 9%

12-Sep-16 3,761,666 5.65 213 284 507.4 189.9 1%

Source: Company disclosure, UBS estimates

Nevertheless, HSBC is only one fifth of the way through its buyback programme,
which is due to complete by the end of 2016 at the latest. With 78 working days
left in the year, this leaves HSBC needing to complete ~$26m per day, equivalent
to ~12% of average daily trading YTD. This level of trading is in line with recent
activity.

Figure 14: Buybacks left - 12% of average daily trading YTD

Target ($m) 2,500
$m completed 507
$m left 1,993
Trading days left 78
$m per day needed 25.5
YTD ADV ($m) 217
% ADV 12%

Source: UBS estimates
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We don't think the stock is a Sell, either

Though HSBC has rallied significantly relative to its peers and its own valuation
history, we don't see the re-rating as excessively overdone either. As discussed in
our results review of 3 August we saw a number of attractive features to the 2Q16
results, including:

= Better earnings. 2Q16 adjusted EPS was 9% above consensus driven mostly
by revenues, 3% ahead of market expectations.

= Continued delivery on costs. Continued signs of progress on the group's
end-2017 cost target of flat expenses on the 2014 adjusted base of US$29bn
via US$4.5bn-5.0bn gross cost savings. CEO Stuart Gulliver on the results call
shared an expectation of another cost plan in the next strategy period (2018+).

= Better capital ratio & share buyback. HSBC's common equity tier 1 ratio of
12.1% was 10bps ahead of consensus. The real surprise, however, was the
announced US$2.5bn buyback, worth 23bps of CT1 and 2% of market cap,
which the company has been executing over the last month or so. On the
investor call management were clear that buyback capacity is driven by the
70bps gain to CT1 delivered by the sale of the business in Brazil to Bradesco
which closed on 1 July. The gain on that deal took the 2Q16 CT1 ratio from
12.1% to 12.8%; net of the buyback — which the UK regulator approved —
HSBC is managing to a ~12.5% CT1 ratio, the rough mid-point of the 12-13%
longer-run group capital target.

Figure 15: 20bps of organic capital generation plus 70bps of disposal gains
make room for US$2.5bn buyback

0.5 -0.4 0.2 -0.1 12.1
11.9 - . —
31-Dec-15  Profit for the Dividends net  Change in Foreign 30-Jun-16 Post Brazil
period of scrip RWAs currency disposal
including translation
regulatory differences
adjustments and other

Source: Company data

= Confidence on capital, additional excess capital returns to come. We
think HSBC was clear on the conference call that another buyback should
follow similar future capital releases. Management cited capital trapped in the
US since the card business sale to Capital One in 2012 for a US$3.1bn capital
gain. In the 2016 CCAR process the Fed did not object to a dividend from the
US holdco to the Group being included in the plan for TH17. This would be the
first dividend out of the US entity since 2007 for HSBC.

= Dividends to be kept flat at 51cps, superseding a previous ambition of
delivering growth from 2015's 51cps. Company consensus DPS for 2016 —
2018 pre-results was for a fall from 51cps to 45cps (Figure 16). The buyback
and flat dividend plan under current management reassured many investors we

HSBC 13 September 2016
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spoke to on the near-term outlook despite the near 100% stated payout ratio
that the latter implies relative to our numbers (Figure 17).

Figure 16: Consensus already had a cut in dividends in estimates: There was
reassurance in guidance of a flat payout at 51cps
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Source: Company data, Company consensus; Note: Priced with HSBC at 566p and cable at 1.33.

We continue to model a lower payout ratio post 2018 on the assumption that
potential new management will either see greater opportunities for growth or
will wish to commit to a lower payout ratio. It is right to point out, though, that
on our estimates a flat dividend is affordable — and that capital not returned
isn't the same as capital not owned at all.

Figure 17: HSBC: DPS, payout ratios and capital formation

FY15 FY16E FY17E FY18E FY19E FY20E

DPS ($ p.s.) 0.51 0.51 0.51 0.40 0.45 0.50
Pay out ratio (Stated) 79% 130% 99% 56% 55% 57%
Pay out ratio (Adj.) 1% 81% 7% 55% 54% 56%
Scrip takeup 16% 25% 25% 25% 25% 25%
Scrip-adjusted payout ratio 60% 61% 58% 41% 41% 42%
CET1 % 11.9% 12.3% 12.5% 12.9% 13.5% 14.1%
Delta vs 13% CET1 ($ p.s.) -0.64 -0.36 -0.26 -0.04 0.28 0.57

Source: UBS estimates

Negatively, with 2Q16 results, HSBC management did remove the 2017 target
date for the 10% ROE target. But, though abandoned targets are rarely good
news, we estimated pre-results company consensus had underlying ROE at ~7.5%
for 2017-18 respectively, making confirmation of a delay in double-digit returns a
non-event in our view. Post results we modestly increased our EPS estimates — by
2-4% in each year.

Post the recent rally we see no basis to meaningfully change either cost of equity
or earnings estimates at this juncture. This leaves HSBC trading at 11.3x 2017E EPS
and with a running gross dividend yield of 6.8%. Allowing for a 25% scrip take-
up, this yield falls to 5.1%. At 1.0x TNAV, HSBC is trading a touch ahead of our
9% forward ROTE estimate (Figure 18).

HSBC 13 September 2016 JUBS 9



Figure 18: HSBC key forecasts and valuation metrics

us$m 2011 2012 2013 2014 2015 2016e 2017e 2018e 2019e 2020e
Stated net income 16,224 13,454 15,631 13,115 12,572 7,797 10,368 14,720 17,154 19,024
UBS adj. net income 14,306 13,967 15,835 16,673 13,962 12,534 13,453 15,145 17,580 19,450
Stated EPS 0.92 0.74 0.84 0.69 0.65 0.39 0.52 0.71 0.81 0.88
UBS Adj. EPS (US$) 0.80 0.76 0.85 0.87 0.72 0.63 0.66 0.73 0.83 0.89
DPS (US$) 0.41 0.45 0.49 0.50 0.51 0.51 0.51 0.40 0.45 0.50
TNAV per share (US$) 6.93 7.55 7.76 7.87 7.56 7.65 7.62 7.78 8.12 8.48
CET1 % (Fully Loaded) 10.1% 9.0% 10.9% 11.1% 11.9% 12.3% 12.5% 12.9% 13.5% 14.1%
T1 lev ratio (Fully loaded) 4.67% 4.18% 4.38% 4.8% 5.0% 5.2% 5.3% 5.5% 5.7% 6.0%
ROTE (Stated) 13.8% 10.2% 10.9% 8.8% 8.4% 5.2% 6.8% 9.3% 10.2% 10.6%
ROTE (Ad).) 12.1% 10.6% 11.1% 11.2% 9.3% 8.3% 8.8% 9.5% 10.5% 10.8%
Market Cap (£m) 104,623 101,673 128,329 118,535 109,373 112,690 112,690 112,690 112,690 112,690
P/E (UBS Adj.) (x) 11.9 11.8 12.9 1.8 12.1 12.0 11.3 10.3 9.1 8.4
Div yield (%) 43 5.0 4.5 4.8 5.9 6.8 6.8 5.3 6.0 6.6
P/TNAV (x) 14 1.2 1.4 13 1.1 1.0 1.0 1.0 0.9 0.9
Excess cap over 13% as % MV -21% -32% -13% -12% -7% -6% -5% -1% 5% 1%
Source: UBS estimates, Company data; Note: Priced with HSBC at 566p on 12 September 2016
Our target price is derived by the sum of the parts shown in Figure 19. The
multiples applied are set with reference to growth and returns in the divisions
concerned and multiples at which peers are trading. With estimates and cost of
equity unchanged, our target prices move only by FX rate changes since our 4
August publication: Our UK target price rises to 540p from 535p and our HK$
equivalent moves to HK$56 from HK$54.6. With modest downside to our target
prices offset by running yield, we downgrade from Buy to Neutral.
Figure 19: HSBC sum of the parts valuation
PBT PAT TNAV ROTE P/TNAV Value Value / % of
P/E % of val. )
(2017¢) (2017¢) (2016e) (2017¢) (2017e) (US$'m) Share earnings
RBWM 6,399 4512 24,328 18.6% 2.2 120 54,146 2.71 37% 34%
CMB 8,084 5,211 62,213 8.2% 1.0 120 62,534 3.13 42% 39%
GBM 7,942 5100 65329 7.9% 0.8 10.2 52,263 261 35% 38%
GPB 380 246 2,868 8.5% 1.0 12.0 2,958 0.15 2% 2%
Operating divisions 22,805 15,070 154,738 9.7% 1.1 1.4 171,902 8.60 116% 112%
Other -2,027 -1,617 5,256 1.4 -18,440 -0.92 -12% -12%
Capital surplus (2017¢) -5,228 1.0 -5,228 -0.26 -4%
Group 20,779 13,453 154,981 8.4% 1.0 1.0 148,234 1.4 100% 100%
Discounted 7.17
N 540p
HK$ 56
Source: UBS estimates
HSBC 13 September 2016 S UBS 10
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HSBC

UPSIDE / DOWNSIDE SPECTRUM

Upside to Downside p566.70 EPS (UBS)  P/E (UBS)
1.1 to 1 (US$) Implied
/50
700
650 690.00 = 0.86 x 10.6x Upside: +22%
600
S P ) e 0540.00 =  0.66 x 10.9x Price Target: -5%
500
450 455.00 = 057 x  10.6x Downside: -20%
12 Sep +12 mo.
400
2014 2015 2016
Value drivers NIM Cost Cost of Adj. net 17EEPS  17EP/E 16E
delta delta risk profit P/TNAV
690p upside 0.20% 1,500 0.42% 17,211 0.86 10.6 1.2
540p base 0.00% 0 0.42% 13,453 0.67 10.6 0.9
455p downside 0.00% -1,000 0.62% 11,307 0.57 10.6 0.8

Source: UBS estimates

Share price risks are equally skewed to the upside and downside

HSBC is trading at 566p as of 12 September 2016.

Upside (690p/HK$71): In an upside scenario, margins remain more resilient than
our estimates expect and HSBC modestly beats its cost targets. At the same
earnings multiple this leads to an upside fair value of 690p/HK$71.

Base (540p/HK$56): Our base case valuation uses a sum-of-the-parts model
adjusted for target capital levels. We incorporate NIM contraction and a moderate
cost miss in 2017/18. This yields a base case valuation of 540p/HK$56.

Downside (455p/HK$47): In a downside scenario, we assume HSBC misses its
cost targets by a considerable amount and impairments prove worse than
expected in Asia and the UK. At the same P/E multiple, this yields a downside fair
value of 455p/HK$47.

UBS Research

return /[‘

HSBC is trading at
566p as of
12 September 2016

HSBC 13 September 2016
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HSBC

COMPANY DESCRIPTION

Market Cap £115bn
Shares Outstanding 19.6bn
Industry Banks

Region Europe
Website www.hsbc.com

HSBC employs 255,000 staff members operating in 6,000
offices in 71 countries and territories. A global universal
bank, HSBC is managed across a matrix of four global
businesses (Retail Banking & Wealth Management,
Commercial Banking, Global Banking & Markets, Private
Banking) and five geographies (Europe, Asia, Middle East
and North Africa, North America, Latin America). Breadth
of operations, liquidity of balance sheet (with US$400bn in
excess deposits), strength in UK and Hong Kong retail
banking, and investment banking reach are distinctive
features of HSBC.

Industry outlook

HSBC's main "home" markets are the UK and Hong Kong
with the investment bank the other main contributor to
group earnings. We expect consistent profit and capital
generation in the UK and Hong Kong, despite holding a
cautious view on the outlook for property prices in Hong
Kong. While the outlook for global investment banking
revenues remains uncertain in the near term, we expect
long-term growth in income for transaction banking, FX
and large corporate banking in particular, all of which are
meaningful businesses for HSBC.

UBS Research

return

Capital deployment by business (2Q16)

GPBther
2%3%

I 16%
CMB
38%

Capital deployment by geography (2Q16)

RBWM

GBM
41%

Source: UBS estimates

LatAm
7%

North America
16%

Europe
30%

MENA
5%

Asia
42%

Source: UBS estimateS
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HSBC (HSBA.L)

Profit & Loss (US$m)

Net income interest

Total non interest income

Total income

Total cash expenses
Pre-depreciation operating profit
Depreciation & amort (excl. goodwill)
Operating profit pre provisions
Total provisions

Operating profit post provisions
Income from associates & JVs (pre-tax)
Other pre-tax items

Profit before tax (UBS)
Exceptionals (incl goodwill)

Profit before tax

Tax

Profit after tax

Other post-tax items

Preference dividends

Minorities

Net earnings (local GAAP)

Net earnings (before pref divs)
Net earnings (UBS)

Per share (US$)

EPS (local GAAP, basic)
EPS (UBS, diluted)
PPOP (diluted)

Net DPS

BVPS

BVPS (UBS)

Balance sheet (US$m)

Banking assets (year end)

Banking assets (average)

Total assets (year end)

Risk weighted assets (RWA) (year end)
Risk weighted assets (RWA) (average)
Customer loans

Customer loans (average)

Interest earning assets (average)
Customer deposits

Common s/h equity (year end)
Common s/h equity (average)

Total SHF (equity, pref & M) (year end)
Total SHF (equity, pref & M) (average)
Net tangible assets

Balance sheet structure (%)
Loans / banking assets (year end)
Deposits / banking assets (year end)
Loans / deposits

Total SHF / banking assets (year end)

12/13
35,539
28,194
63,733

(36,261)
27,472
(1,364)
26,108
(5,849)
20,259

2,325
0
22,584
(19)
22,565
(4,765)
17,800
0
(573)
(1,596)
15,631
16,204
15,835

12/13
0.84
0.85
1.40
0.49
9.45
7.84

12/13
2,671,318
2,681,928
2,671,318
1,214,939
1,252,075
1,080,304
1,038,964
1,669,368
1,482,812

176,020
172,706
190,459
186,794
160,541

12/13
40.4
55.5
72.9

7.1

12/14
35,337
26,664
62,001

(36,471)
25,530
(1,382)
24,148
(3,851)
20,297

2,532

0
22,829
(4,149)
18,680
(3,975)
14,705
0

(573)
(1,017)
13,115
13,688
16,673

12/14
0.69
0.87
1.27
0.50
9.38
7.94

12/14
2,634,139
2,652,729
2,634,139
1,219,800
1,217,370

974,660
1,027,482
1,786,536
1,350,642

178,915

177,468

199,978

195,219

172,401

12/14
37.0
513
72.2

7.6

12/15
32,541
25,414
57,955

(34,913)
23,042
(1,269)
21,773
(3,721)
18,052

2,556

0
20,608
(1,7417)
18,867
(3,771)
15,096
0

(950)
(1,574)
12,572
13,522
13,962

12/15
0.65
0.72
1.12
0.51
8.88
7.62

12/15
2,409,656
2,521,898
2,409,656
1,103,000
1,161,400

924,454
949,557
1,726,949
1,289,586
173,348
176,132
197,518
198,748
172,913

12/15
384
535
71.7

8.2

12/16E
30,004
22,59
52,600
(29,726)
22,874
(1,269)
21,605
(4,164)
17,440
2,373
0
19,814
(6.814)
13,000
(2,976)
10,024
0
(1,216)
(1,011)
7,797
9,013
12,534

12/16E
0.39
0.63
1.08
0.51
8.68
7.65

12/16E
2,530,139
2,469,897
2,530,139
1,065,339
1,084,170
899,207
911,831
1,721,881
1,273,465
172,249
172,798
200,498
199,008
180,076

12/16E
355
50.3
70.6
7.9

% ch 12/17E

-7.8 28,910
-11.1 22,362
-9.2 51,272
14.9 (27,845)
-0.7 23,426
0.0 (1,269)
-0.8 22,157
-11.9 (3,804)
-3.4 18,353
-7.1 2,425
- 0
-3.9 20,779

-291.4 (4,060)
-31.1 16,719

21.1 (4,012)
-33.6 12,706
- 0

-28.0 (1,277)
35.8 (1,062)
-38.0 10,368

-33.3 11,645
-10.2 13,453

% ch 12/17E

-39.3 0.52
-12.2 0.66
-2.9 1.09
0.0 0.51
-2.3 8.60
0.3 7.62

% ch 12/17E
5.0 2,530,139
-2.1 2,530,139
5.0 2,530,139
-3.4 1,074,706
-6.6 1,070,022
-2.7 924,421
-4.0 911,814
-0.3 1,721,850

-1.3 1,304,706
-0.6 174,995
-1.9 173,622
1.5 203,944
0.1 202,221
4.1 183,931

% ch 12/17E

-7.4 36.5
-6.0 51.6
-1.5 70.9
-3.3 8.1

Source: Company accounts, UBS estimates. (UBS) metrics use reported figures which have been adjusted by UBS analysts.

% ch
-3.6
-1.0
2.5
6.3

% ch
0.0
2.4
0.0
0.9
2.8
0.0
0.0
2.5
1.6
0.5

1.6
2.1

% ch
2.8
2.5
0.3
1.7

12/18E
30,128
23,437
53,566
(28,057)
25,509
(1,269)
24,240
(3,600)
20,640
2,518
0
23,159
(560)
22,599
(5,424)
17,175
0
(1,341)
(1,115)
14,720
16,061
15,145

12/18E
0.71
0.73
1.17
0.40
8.72
7.78

12/18E
2,606,043
2,568,091
2,606,043
1,112,832
1,093,769
953,175
938,798
1,772,806
1,338,532
181,901
178,448
211,585
207,765
191,972

12/18E
36.6
51.4
71.2
8.1

12/19E
32,288
24,526
56,814
(28,770)
28,044
(1,269)
26,775
(2,867)
23,908
2,615
0
26,524
(560)
25,964
(6,231)
19,732
0
(1,408)
(1,170)
17,154
18,562
17,580

12/19E
0.81
0.83
1.26
0.45
9.02
8.12

12/19E
2,684,224
2,645,134
2,684,224
1,138,550
1,125,691
987,294
970,235
1,832,171
1,376,638
192,787
187,344
223,243
217,414
204,022

12/19E
36.8
51.3
71.7
8.3

12/20E
34,162
25,648
59,811
(29,517)
30,294
(1,269)
29,025
(2,587)
26,438
2,716
0
29,153
(560)
28,593
(6,862)
21,731
0
(1,478)
(1,229)
19,024
20,502
19,450

12/20E
0.88
0.89
1.33
0.50
9.33
8.48

12/20E
2,764,751
2,724,488
2,764,751
1,174,393
1,156,472
1,023,334
1,005,314
1,898,413
1,415,949
204,572
198,679
235,838
229,541
217,002

12/20E
37.0
51.2
72.3
8.5

HSBC 13 September 2016
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HSBC (HSBA.L)

Capital adequacy (US$m)
Tier 1 capital
Total capital

Risk weighted assets (RWA) (year end)

Core tier 1 ratio %
Tier 1 ratio %

Total capital ratio %
Tangible equity
Equity / assets %

Tangible equity to tangible assets %

Asset quality (US$m)
Non performing assets
Total risk reserves
NPLs / loans %

NPL coverage %

Provision charge / average loans %

Net NPAs / shareholders funds %

Profitability (%)

Net interest margin (avg assets)
Provisions / operating profit
ROE (UBS earnings)

RoAdjE (UBS earnings & equity)
RoRWA (UBS)

RoA (UBS earnings)

Productivity (%)

Cost income ratio

Cost / average assets
Compensation expense ratio

Growth (%)

Revenue

Operating profit pre provisions
Net earnings (UBS)

Net DPS

Total assets (year end)
Customer loans

Customer deposits

Value (x)

Market cap/revenues
Market cap/deposits
P/PPOP (diluted)

P/E (local GAAP, basic)
P/E (UBS, diluted)

Net dividend yield %
P/BV x

P/BV (UBS) x

12/13
158,155
194,009

1,214,939
10.9

13.0

16.0
146,102
6.6

5.5

12/13
36,503

1.4

12/14
142,031
156,299

1,219,800
1.1

11.6

12.8
151,338
6.8

5.8

12/14
29,283
12,337

3.0
42.1
0.4
8.5

12/14
1.33
15.9

9.4
1.2
1.45
0.55

1.3

12/15
140,233
155,688

1,103,000
11.9

12.7

14.1
148,743
7.2

6.2

12/15

12/16E
145,424
161,866
1,065,339
12.3

13.7

15.2
151,827
6.8

6.0

12/16E
24,660
10,578
2.7
42.9
0.5

7.0

12/16E
1.21
19.3
7.3
8.3
1.25
0.41

12/16E
58.9
1.25
47.3

12/16E
)7
-0.8
-10.2
0.0

5.0
-2.7
-1.3

12/16E

Source: Company accounts, UBS estimates. (UBS) metrics use reported figures which have been adjusted by UBS analysts.

12/17E
149,184
165,626
1,074,706
12.5

13.9

15.4
154,981
6.9

6.2

12/17E
27,214
12,298
29
452
0.4

7.3

12/17E
1.14
17.2
7.7
8.8
1.36
0.50

12/17E
56.8
1.15
459

12/17E

12/18E
159,194
175,636
1,112,832
12.9

14.3

15.8
162,287
7.0

6.3

12/18E
24,822
11,699
2.6
471
0.4

6.2

12/18E
1.17
14.8
8.5

9.5
1.49
0.67

12/18E
547
1.14
434

12/18E
4.5
9.4

12/19E
170,235
186,677
1,138,550
135

15.0

16.4
173,565
7.2

6.5

12/19E
19,855
9,413
2.0
47.4
0.3

4.7

12/19E
1.22
10.7
9.4
10.5
1.67
0.75

12/19E
52.9
1.14
41.6

12/19E
6.1
10.5
16.1
12.5
3.0

3.6

2.8

12/19E

12/20E
182,157
198,599
1,174,393
14.1

15.5

16.9
185,735
7.4

6.8

12/20E
19,147
9,254
1.9
48.3
0.3

4.2

12/20E
1.25
8.9

9.8
10.8
1.79
0.80

12/20E
51.5
1.13
40.3

12/20E
53

8.4
10.6
1.1
3.0

3.7

2.9

12/20E

HSBC 13 September 2016
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Forecast returns
Forecast price appreciation
Forecast dividend yield
Forecast stock return
Market return assumption

Forecast excess return

Valuation Method and Risk Statement

-4.5%
6.8%
+2.3%
52%

-2.9%

HSBC operates globally. This exposes it to considerable financial risk from
macroeconomic changes, as well as moves in interest rates and credit quality. Our
valuation method is based on a sum-of-the-parts using peer multiples and a 10%

cost of equity.
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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: 13 September 2016 11:25 AM GMT.

Analyst Certification: Each research analyst primarily responsible for the content of this research report, in whole or in
part, certifies that with respect to each security or issuer that the analyst covered in this report: (1) all of the views expressed
accurately reflect his or her personal views about those securities or issuers and were prepared in an independent manner,
including with respect to UBS, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to
the specific recommendations or views expressed by that research analyst in the research report.

UBS Investment Research: Global Equity Rating Definitions

12-Month Rating Definition Coverage!' IB Services?
Buy FSR is > 6% above the MRA. 47% 32%
Neutral FSR is between -6% and 6% of the MRA. 38% 25%
Sell 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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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: Jason Napier, CFA; Ivan Jevremovic.

Company Disclosures

Company Name Reuters 12-month rating Short-term rating Price Price date
HSBC2 4.5.6.7. 162, 160 HSBA.L Buy N/A 566p 12 Sep 2016
HSBC Holdings? 4 5.6.7. 162 16b 0005.HK Buy N/A  HK$58.25 12 Sep 2016

Source: UBS. All prices as of local market close.
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock

pricing date

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.

6. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and investment
banking 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.

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

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

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report. For a complete set
of disclosure statements associated with the companies discussed in this report, including information on valuation and risk,
please contact UBS Securities LLC, 1285 Avenue of Americas, New York, NY 10019, USA, Attention: Investment Research.
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Global Disclaimer

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

Global Research is provided to our clients through UBS Neo and, in certain instances, UBS.com (each a "System"). It may also be made available through third party
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;
(ii) 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) 007/09/2016 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. UBS New Zealand Ltd is not a registered bank in New Zealand. 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) INB0O10951437; 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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