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We think it is time to buy RBS

Every excuse not to care has left RBS much too cheap

We believe the time to buy RBS has arrived. Until now, the bank's small index weight
(0.6% of the FTSE100), large overhang (500 days of volume) and legacy issues have
given investors sufficient excuse to avoid the share. But, the recent sell-off has seen RBS
fall too far, in our opinion, leaving it a lower risk and more attractive return prospect
than the market appreciates.

Excess capital, good mix, and modest regulatory risk

We estimate RBS had 69p per share of surplus capital at 3Q15 — 25% of market cap —
a figure that will likely grow as deleveraging continues and an area in which
management has proven strong. The shape of RBS is becoming more attractive as the
investment bank (IB) shrinks and costs are radically reduced, targeting a 55%
cost/income ratio in 2018. Risks from ring-fencing and other regulatory change are
now considered much lower than at Barclays, for example. We think a legacy-free RBS
should trade in line with Lloyds Banking Group (LBG) at 1.3x TNAV, as uncertainty
begins to clear.

Resolution of legacy issues should allow significant capital returns

Crucially, unless legacy issues cost much more than the market appreciates, the shape
of Go Forward RBS means that ROTE of more than 12% and a higher rating are only a
matter of time, in our view. By our numbers, the market is applying a £19bn or 63%
market cap discount for legacy issues. We think losses of this scale are extremely
unlikely. Our numbers include £9.6bn in non-operating charges — estimates that we
think are cautious — and yet we expect more than half of the market cap to be returned
by dividend or buyback by end 2020. Buybacks are our favoured route for capital
excess, delivering strong EPS accretion, eroding the overhang and increasing free-float
index weightings.

Valuation: 350p SOTP-derived PT, 36% upside, dividends >50% of share price
Based on our new model and estimates, we have RBS trading at 12x 2016E adjusted
EPS and 0.7x TNAV for an 8% forward ROTE. However, we believe this view misses
entirely the stronger returns generated by the Go Forward Bank — rising above 12% in
the medium term, we estimate — and the more than 50% of the share price we expect
to see returned, starting in 2017. We think the share too cheap, upgrade to Buy from
Neutral. Our SOTP-derived target price uses divisional earnings multiples analysis.

Highlights (£m) 12/12 12/13 12/14 12/15E 12/16E
Revenues 22,085 19,442 18,197 13,252 12,740
Profit before tax (5,277) (8,243) (1,351) 354 (493)
Net earnings (local GAAP) (6,055) (8,995) (3,470) 672 (2,989)
Net earnings (UBS) 1,599 (2,620) 5,326 2,599 2,468
Tier 1 ratio % 12.4 8.6 11.2 17.5 18.0
EPS (UBS, diluted) (p) 14.5 (23.4) 46.9 22.6 21.1
Profitability/valuation 12/12 12/13 12/14 12/15E 12/16E
ROE (UBS) % 2.4 (4.5) 10.1 5.0 4.9
P/PPOP (diluted) 3.6 6.8 6.8 7.6 7.5
P/BV x 0.4 0.7 0.7 0.6 0.6
P/BV (UBS) x 0.6 0.9 0.9 0.7 0.7
P/E (UBS, diluted) 17.5 (14.0) 7.4 11.6 12.4
Net dividend yield % 0.0 0.0 0.0 0.0 1.9
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RBS Group

UBS Research THESIS MAP a guide to our thinking and what's where in this report

PIVOTAL QUESTIONS

UBS VIEW

EVIDENCE

WHAT'S PRICED IN?

UPSIDE / DOWNSIDE

Buy (350p price target)

OUR THESIS IN PICTURES -

Q: Does RBS possess significant levels of surplus capital?

Yes, we think so. At 3Q15, we estimate RBS had 69p per share of surplus capital. There are legacy
issues to resolve, but we expect this surplus to grow, allowing RBS to retire or return more than 50%
of market cap between 2017E to 2020E.
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Q: What multiple should we pay for a clean, restructured RBS?

RBS is trading at 0.75x TNAV, but we believe it should trade at 1.3x, cleansed of legacy and
restructuring burdens. Efficiency is improving, the business mix looks attractive, and the risks from
future regulatory change are modest. A re-rating of the core bank is only a matter of time, we think.

-
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Or

Too much pain in the price: RBS has a low index weight, large overhang and issues to settle. These
factors have seen the price fall too far, in our opinion, leaving the risk/reward more attractive than the
market appreciates.

The £9.6bn in legacy charges in estimates leaves ample room for payouts. Backed by analysis of
past provisions and unresolved issues, we think our provision forecasts are cautious. Notwithstanding
these, however, we expect dividends or buybacks worth 150p between 2017 and 2020.

We estimate a £19bn discount in the price for legacy items: Valuing the ongoing RBS at Lloyds-
type multiples, and adjusting for guided restructuring and disposal losses see the equity market
applying a £19bn discount for legacy issues — too much, in our opinion, considering there is £4.5bn in
reserve on the balance sheet.

more —>

RBS.L Price p257.50 EPS (UBS)  P/E (UBS) Upside to Downside
SPECTRUM 2017¢  Implied 18 1o 1
440
420
400
380 395.00 = 2670 x 14.8x  Upside:  +53%
360
340 .9350.00 = 2231 x 157 Price Target: +36%
320
300
280
;28 2 'z;n 250.00 = 19.90 x 12.6x Downside: -3%
2014 2015 2016 +12 mo.
Value drivers Extra EPS  Marginal TNAV Extra 2017E 2017E 2016E
PBT (£m) delta (p) P/E delta value EPS (p) P/E P/TNAV
per
share (p)
395p upside 700 4.4 10x 2,000 45 26.7 14.8x 1.1x
350p target 0 0 n/a n/a 0 22.3 15.7x 1.0x
250p downside -400 -2.5 10x -2,000 -25 19.9 12.6x 0.8x
more —>
COMPANY RBS is a leading UK retail and commercial bank. Under new leadership, the firm is in the process ...
DESCRIPTION
more -
Jason Napier, CFA, Analyst, jason.napier@ubs, +44-207 568 5037
RBS Group 25 January 2016 S UBS 2
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OUR THESIS IN PICTURES
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...but the £19bn or 163p market discount for legacy
charges and share overhang is too much, in our opinion,
especially considering £4.5bn in balance sheet reserves
already in place

)
Market assuming £20bn in
value destruction beyond
RBS budget

Market value

RBS guided restructuring, Discount to mkt value
disposal losses

Sources for exhibits above: Company data, UBS Research

Go-Forward Bank
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PIVOTAL QUESTIONS return N

Q: Does RBS have surplus capital?

UBS VIEW

Yes, we think so. At 3Q15, we estimate RBS had 69p per share of excess
capital. Buyback of the dividend blocker, and completion of restructuring and
run-off take this to 76p in today's terms. We include £9.6bn in net one-offs to
end 2020, but still expect RBS to retire or return more than 50% of market
cap over this period.

EVIDENCE

We think MBS and shareholder litigation are the two biggest issues for the
market. Both are due to start court proceedings in 2016. Our review sees us
include £6.5bn in legacy and £3bn in restructuring provisions in estimates.
These items are tough to forecast but we think are adequate. Despite this we
expect capital to continue to build.

WHAT'S PRICED IN?

Valuing today's RBS at Lloyds-like multiples and adjusting for guided
restructuring and disposal losses leaves a £19bn value gap, 63% of market
cap. We think this is far too much for future required legacy provisions and
think the share is undervalued.

The old RBS was driven by acquired earnings and
integration synergies...

Under previous management RBS executed a strategy of organic growth bolstered 294 purchases since 1999: RBS'
by acquisition and integration. Between 1999 and the financial crisis, RBS made  business model relied on bought
246 acquisitions totaling $209bn. Portfolio management records 227 disposals  earnings and integration gains
worth US$69bn. Though the firm's history is defined by the largest deals —

NatWest, Charter One and ABN AMRO - it is clear that RBS thought that

experience in integration and an apparently efficient Manufacturing group format

could consistently add value to acquired businesses.

Figure 1: 246 purchases and 227 disposals between 1999 Figure 2: $209bn on acquisitions pre-crisis and $69bn in

and the financial crisis; 3:1 disposals since then (# deals) disposals (most of which were the sold bits of ABN)
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Source: Dealogic. Note: Data to 11 December 2015 Source: Dealogic. Note: Data to 11 December 2015

RBS Group 25 January 2016 K UBS 4



...since then, RBS perhaps represents the most
successful bank deleveraging operation ever

This dealmaking saw RBS' total asset base grow 40% p.a. from shortly before the
NatWest deal to a 2008 peak of £2.2 trillion. Since then and following a £45.5bn
UK government investment in the firm, RBS has been the most successful bank
deleveraging case we have ever seen, with assets falling by £1.3 trillion, about
80% of UK GDP since the peak (Figure 3). This £200bn p.a. contraction in balance
sheet is the rough equivalent of shrinking by two Northern Rocks every year for
seven consecutive years. A significant, if necessary, achievement.

Figure 3: RBS' total assets grew 40% p.a. to peak, before shrinking by £1.3
trillion, 80% of UK GDP, the equivalent of two Northern Rock's each year, on
average - probably the most successful bank deleveraging operation ever (£'m)
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Source: Company data, UBS estimates

Deleveraging has not been cheap

This decline in total assets and balance sheet de-risking has been impressive but
not cheap. We tally ~£50bn in below-the-line charges since 2008, including £24bn
in goodwill write-offs, evidence that even early success in converting acquired
earnings into EPS accretion should be cautiously received when European banks
return to M&A (examined in our sector note).

RBS assets grew 40% p.a. in 1998-
08, before shrinking by two
Northern Rock’s p.a. — the most
successful deleveraging

effort we have ever seen

Deleveraging and de-risking have
not been cheap: £50bn in below-
the-line charges...

Figure 4: RBS below-the-line charges total ~£50bn since 2008, excluding the £50bn in loan losses over the period (£'m)

RBS 2008 2009 2010 2011 2012 2013 2014
PPI 0 0 0 850 1,110 900 650
IRHP 0 0 0 0 700 550 185
Other conduct 0 0 0 0 0 0 444
Restructuring 1,357 1,286 1,032 1,064 1,550 657 1,257
Goodwill write-offs 16,196 363 10 " 518 1,059 5,780
Litigation/reg. settlements 0 0 1,550 2,005 425 2,394 915
Total 17,553 1,649 2,592 3,930 4,303 5,560 9,231

Source: Company data, UBS estimates. Note: 2015 data to end 3Q15

005¥10 o MW %of
total industry

100 3,610 27,057 13%

69 1,504 4,234 36%

274 718 3,352 21%
1,644 9,847 16,206
673 24,610 34,009 72%
1,001 8,290 20,003 41%

3,761 48,579 104,861 46%

RBS Group 25 January 2016
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Of course, the ~£50bn in one-offs above exclude securities trading losses and
elevated loan impairments observed during the period. Though more recent results
have seen low/no charges — 9M15 saw a net £400m in write-backs — shareholders
have borne very significant clean-up costs, with another ~£50bn in cumulative loan
impairments since 2008 (Figure 5).

Figure 5: £50bn in loan losses since 2008 add to de-risking and restructuring
costs. We expect modest write-backs in non-core near term

16 2.4%
14 2.1%
12 n 1.8%
10 1.5%
£ 8 ' 1.2%
“e 0.9%
4 0.6%
2 0.3%
0 ‘—- 0.0%
(2) -0.3%
1992 1994 1996 1998 Zg(F)O 2002 2004 2006 2008 2010 2012 2014
mmm |mpairments (£m) as % of loans (RHS)

Source: Company data, UBS estimates. Note: 2015 is 9M15 annualised

69p per share in excess capital today and growing

Whether these restructuring charges ultimately represent value for money — or
whether RBS had any choice in taking them — is moot. What matters in our
opinion is that, despite ~£100bn in below-the-line charges and loan losses taken,
success in cutting RWAs sees RBS holding significant excess capital today.

Including the capital consequences of selling the last of RBS's shares in Citizens
Financial Group (CFG) on 30 October 2015, RBS had a Common Equity Tier 1 ratio
of 16.2% at 3Q15. Compared with management's 13% CET1 ratio target, this
implies excess capital of ~£8bn or an estimated 69p per share (Figure 6).

Figure 6: Surplus capital at 3Q15, growing as deleveraging completes

3Q15 CFG decon. Post CFG DAS Post DAS
Core tier 1 40.2 0.0 40.2 -1.2 39.0
RWAs 316.0 -67.0 249.0 0.0 249.0
CT1 % 12.7% 3.5% 16.2% -0.5% 15.7%
Excess to 13% CET1 (£ bn) -0.9 8.0 6.6
Excess to 13% CET1 (p.p.s.) -8 m 57
Excess to market cap (%) -3% 26% 22%

Source: Company data, UBS estimates

...and another £50bn in loan
losses since 2008, to say nothing
of securities trading hits

Despite £100bn in charges,

deleveraging, underlying profit
and balance sheet management
now see RBS over-capitalised...

...holding an est. 69p a share of
capital above its 13% CT1 target
at 3Q15...

Cap res. Post res.
Restruct.  Post restruct.
losses losses
-2.0 37.0 -0.9 38.1
0.0 249.0 -39.0 210.0
-0.8% 14.8% 2.3% 17.2%
4.6 8.8
40
15% 29%
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Deleveraging and restructuring continues, adding 100bps to CT1, taking excess to
an estimated 76p a share, 29% of market cap: Stepwise, shown in Figure 6: i) RBS'
required £1.18bn payment to the UK government to redeem the Dividend Access
Share’-= we assume in 1Q16 — causes CT1 to drop to 15.7%, 57p a share; ii)
guidance for the remaining restructuring charges (£2.7bn pre-tax, £2bn post) and
losses on disposal / run-off of Capital Resolution Unit assets (£1.3bn pre-tax,
£0.9bn post), pro-forma CT1 goes to 17.2%, 76p excess, £8.8bn.

Our forecasts include £6.5bn in total conduct and legacy charges to 2020 and
f9.6bn in total non-operating charges (Figure 7). Despite this, strong
improvements in underlying profits and the deleveraging above should see capital
continue to build strongly. We examine the case for legacy costs next.

...rising to 76p post DAS
repayment, deleveraging and
remaining restructuring charges...

...and despite £6.5bn in charges
to 2020 in our numbers, capital
builds further

Figure 7: We have £9.6bn in non-operating charges in our numbers — a cautious stance we think (£'bn)

One-off charges (pre-tax) 2014 2015e 2016e
Restructuring, conduct and litigation 3,348 4,500 4,580
o/w Conduct and litigation 1,154 1,800 3,500
o/w Restructuring 2,194 2,700 1,080
Disposal gains 191 -135 0

Total 3,157 4,635 4,580

Source: UBS estimates

Legacy charges to erode, but not offset excess

RBS CEO Ross McEwan and CFO Ewen Stevenson talk about possibly re-starting
dividend payments in 20172. This date is chosen as the point at which three
obstacles are expected to have been negotiateds:

= Resolution of material outstanding legacy settlements, in particular with the
Federal Housing Finance Agency (FHFA).

= Completion of the bulk of restructuring.
= Asuccessful 2016 UK stress test outcome.

It seems to us that the first of the above is the most important outstanding issue
for the firm from a market and from a surplus capital risk perspective. As we
discuss under Pivotal Question 2, the biggest risk factor to the "Go Forward" bank
profit and ROTE profile is whether the IB can be successfully restructured to
produce adequate returns, where a halving of costs is planned with ongoing
revenues broadly held constant. But even including an IB which made no money in
3Q15 the ongoing business made an 11% ROE, we estimate.

' A single special share issued to the UK government during the crisis recapitalisation process
which entitles the state to a dividend of the greater 7% of the aggregate issue price of B
shares and 250% of the ordinary dividend rate. A material deterrent to paying dividends,
RBS reached agreement in 2014 to retire the DAS for a total payment of £1.5bn. A first
payment of £320m was made in 4Q14. If the balance outstanding is not paid by 31
December 2015 interest is calculated daily at a 5% annual rate until 1 Jan 2021, then 10%
p.a. thereafter

23Q15 results conference call, CFO Stevenson: "But, as | keep saying, we don't expect to
make capital distributions, and that includes both dividends and buybacks, before early
2017."

3 3Q15 results conference call, CFO Stevenson: "I've consistently said that there's three
things that we need to solve for before we can get back to capital distributions and there's
some technical points as well. But one is litigation on conduct; two is getting through the
bulk of our restructuring; and three is having a good stress test result. So you need to see all
three together."

2017e 2018e 2019 2020e
2,580 1,340 700 400
1,500 800 500 200
1,080 540 200 200

260 0 0 0
2,320 1,340 700 400

RBS CEO talks about a 2017
maiden dividend...

...once three challenges have
been addressed

We think legacy issues are the
driver of the £11bn discount
to TNAV at which RBS trades...

RBS Group 25 January 2016
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The £11bn discount to TNAV at which RBS is currently trading we think is
attempting to value potential near term charges which may not be provided for,
rather than capturing a view that the firm will never make CoE. We think the FHFA
issue is the largest concern in the market, examined first.

RBS Greenwich was a major MBS market player

RBS' US investment banking operation — RBS Greenwich — was a significant player
in the US debt markets before the crisis. Following several restructuring rounds the
business is substantially smaller today but potentially significant provisions could
attach to pre-crisis business undertaken by the unit, we think. The Dealogic data in
Figure 8 has RBS ranked fourth by apportioned bookrunner volume of MBS issued
between 2004 and 2007. Barclays' strong showing comes from legacy Lehman.

Figure 8: US MBS 2004-07 bookrunner volumes give a sense of scale in the MBS
business. RBS was a key player, ranking fourth on this basis over the period

Position Bookrunner Deal value (face) ($m) Number
1 JPMorgan 780,270 1,391
2 Bank of America Merrill Lynch 681,152 1,576
3 Barclays* 427,527 830
4 RBS 313,523 612
5 UBS 285,718 632
6 Credit Suisse 255,120 604
7 Goldman Sachs 239,692 464
8 Deutsche Bank 226,341 486
9 Morgan Stanley 218,040 456
10 Citi 214,294 403
" Wells Fargo Securities 83,917 80
12 Nomura 41,095 130
13 Ally Financial Inc 24,569 158
14 HSBC 22,112 64
15 Blaylock Beal Van LLC 20,817 106
16 Utendahl Capital Partners LP 14,052 Al
17 First Tennessee Bank 9,449 62
18 CIBC World Markets 7,554 10
19 Myerberg & Co LP 7,358 45
20 WMIH Corp 6,689 16

Source: Dealogic (MBS with Deal Nationality USA, apportioned amount). *includes Lehman Brothers

At TH15 RBS was involved in more than 25 individual and class action cases
involving an aggregate issuance of US$45bn in MBS from 2005 - 2007. According
to RBS, "In general, plaintiffs in these actions claim that certain disclosures made in
connection with the relevant offerings contained materially false or misleading
statements and/or omissions regarding the underwriting standards pursuant to
which the mortgage loans underlying the securities were issued. "4

Post crisis, the Federal Housing Finance Agency (FHFA) opened lawsuits against
sixteen financial institutions over the quality of MBS sold to Government
Sponsored Entities (GSEs) Fannie Mae and Freddie Mac in previous years. RBS has
yet to settle or complete court proceedings, as confirmed in the 1H15 results
announcement:

4 1H15 company release, page 102

...with the FHFA and MBS
lawsuits the ones we hear about
most often from investors

Pre-crisis RBS Greenwich was a
large player in the US MBS
market

RBS is involved in more than 25
cases relating to US$45bn
in MBS issuance...

...the largest of these relates to a
FHFA lawsuit involving US$32bn
in MBS

RBS Group 25 January 2016
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"The primary FHFA lawsuit against RBS remains pending in the United
States District Court for the District of Connecticut and it relates to
approximately US$32 billion of MBS for which RBS entities acted as
sponsor/depositor and/or lead underwriter or co-lead underwriter. Of
these US$32 billion, approximately US$9.1 billion were outstanding at 30
June 2015 with cumulative write downs to date on the securities of
approximately US$1.09 billion (being the recognised loss of principal
value suffered by security holders)."

In September 2013, RBS was denied a motion to dismiss the FHFA's case.
According to RBS "the preliminary phases of this matter, including discovery, are
expected to continue into 20165."

We can observe from past settlements in MBS cases with the FHFA that these have  Past settlements with the FHFA
been agreed at between 1% of MBS sold and 14%, with most around ~9%  average 10% of the original MBS,
(median 9%, average 10%, standard deviation 3.4%) (Figure 9). 9% median, 3.4% std deviation

Figure 9: Median/average settlement of 10%/9% of sales to FHFA

RMBS sold

Institution Date settled Settlement Percent
to FHFA
Ally Financial 29-Oct-13 $6.0 bn $475m 8%
Bank of America/Merrill/Countrywide 23-Mar-14 $57.5 bn $5,830m 10%
Barclays Bank 24-Apr-14 $4.9 bn $280m 6%
Citigroup 28-May-13 $3.5bn $250m 7%
Credit Suisse 21-Mar-14 $14.1 bn $885m 6%
Deutsche Bank 20-Dec-13 $14.3 bn $1,925m 13%
First Horizon National Corporation 29-Apr-14  $0.883 bn $110m 12%
General Electric 23-Jan-13  $0.550 bn $6.25m 1%
Goldman Sachs 22-Aug-14 $11.1bn $1,200m 1%
HSBC North America 12-Sep-14 $6.2 bn $550m 9%
JP Morgan Chase 25-0ct-13 $33 bn $4,000m 12%
UBS 25-Jul-13 $6.3 bn $885m 14%
Morgan Stanley 07-Feb-14  $10.58 bn $1,250m 12%
Societe Generale 27-Feb-14 $1.2 bn $122m 10%
Total $170.3 bn $17,768m 10%
Source: RMBS amounts from FHFA filings, Settlement details from FHFA press releases, Percentages calculated by

UBS

While this might be an interesting exercise, we do not know whether looking at A 10% charge would be in line
past settlements will prove accurate in scoping potential future costs. With  with £2.1bn in litigation provisions
US$32bn in securities specified in the FHFA lawsuité, a 10% charge of US$3.2bn/  held by RBS for MBS issues at
£2.1bn, is in line with the £2.08bn in respect of all MBS-related claims and  3Q15

investigations held on RBS balance sheet at 3Q157. These provisions were the

majority of litigation reserves at that point (Figure 10).

It is worth noting here too that at TH15 US$9.1bn of the US$32bn in securities in
this matter were outstanding, with cumulative write-downs of US$1.09bns,

> TH15 release, p102.

6 FHFA filing in US District Court, District of Connecticut, against The Royal Bank of Scotland
Group PLC, 2 September 2011

7 Source: page 32, RBS 3Q15 Interim Management Statement

8 Source: page 102, RBS Interim Results 2015

RBS Group 25 January 2016 S UBS 9



Figure 10: RBS' stock of provisions for redress, regulatory, and legal matters (£m)

P RHp O FX Other \ igation  Tota

redress  related  regulatory
H1 15 697 283 699 514 160 2,241 4,594
Net income statement charge - - 9 - = 120 129
Provision utilised -84 -86 -70 - = -1 -351
Currency, transfers, and other - - -45 1 156 112
Q315 613 197 638 469 161 PRI 4,484

Source: Company reporting, UBS calculations

Though we think the FHFA and DOJ cases loom largest in the market's mind as
regards RBS legacy costs, other potential liabilities remain unresolved. RBS' 1H15
‘Litigation, investigations and reviews' disclosures ran to twenty pages. As
discussed in our sector note, our database of 344 settlements and payments
totaling US$179bn across the sector — certainly incomplete — makes a tailing off of
charges an appealing visual conclusion (Figure 11). We are concerned, however,
that civil settlements which are much harder to track may yet be in their infancy
compared with some of the larger regulatory provisions made so far, based on the
outstanding matters reported in 21 pages of disclosure in RBS' 2015 Interim
Results related to litigation, investigations and review.

Figure 11: Bank fines split by type and geography (US$'bn)
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m Europe inc UK Us Civil  mUS Regulatory

Source: Company and regulator press releases, Financial Times, Bloomberg, Reuters, UBS calculations

In its TH15 release RBS also shared expectations that UK shareholder litigation —
relating to £4bn in shares subscribed to by a claimant group in the 2008 rights
issue — will begin a trial in December 2016. This has since been delayed to March
2017¢.

In our view, further provisions should be included in estimates and UK bank
valuations for the risk surrounding these issues.

We note that the PRA included £40bn in conduct and litigation provisions for the
sector in its 2015 stress test, though it provided no information on which banks
this pertained to or the issues it came from'. £30bn of the £40bn in the stress test
was allocated to 2015-16 — for reference, all one-off charges for the sector in
aggregate in 2015 YTD come to £10.7bn.

9 http://uk.reuters.com/article/uk-rbs-lawsuit-shareholders-idUKKBNOTF1Y420151126
10 Source: page 30 of "Stress testing of the UK banking system: 2015 results", BoE, 1 Dec 15

Civil settlements are harder to
track, but appear to be growing
in number; we expect these

to continue longer than
regulatory cases

Possible future losses should be
included in stock valuations: the
PRA allowed for £40bn in sector
charges in its 2015 stress test; we
have £9.6bn in non-operating
charges in our RBS ests to 2020
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For RBS, we have included £9.6bn in our estimates to end 2020 for further one-off
charges. These are split between PPl (£0.9bn) and other conduct charges (£1bn),
restructuring (£3.1bn) and other legacy provisions (£4.6bn). Notwithstanding these
inclusions we expect more than half of RBS market cap to be returned by dividend
or buyback by end 2020 and strong capital ratios to be maintained.

What's priced in: Sensitivity analysis is best

We consider forecast risks here to be high. Our RBS estimates include £9.6bn in
further charges for litigation, conduct and restructuring to 2020. Nearer term we
think, roughly, that a settlement by RBS over the MBS issues for less than £2bn in
additional charges — worth 60bps of a 16.2% pro-forma CT1 ratio — would be
regarded as positive, £2-3bn as neutral, and £3bn as negative.

How negative depends, obviously, on how big: each £1bn in charges is ~30bps of
CT1 capital and 8p of TNAV, 2% of the 3Q15 total of 382p (all else being equal).
This may be an area where the fear of not knowing beforehand is worse than the
event. We calculate a £14bn charge, today, would be required to eliminate the
discount to TNAV at which RBS trades, and the bank would still have a 10.6% CT1
ratio. We think this valuation is much too cautious: we don't think the market
would say that a £14bn current day loss estimate is a reasonable expectation.

We show additional valuation work in What's Priced In section below.

Our estimates include £9.6bn in
one-off items to 2020 - a cautious
forecast, we think. A £14bn
charge today would move the
stock to 1.0x TNAV and reporting
a 10.6% CT1 ratio, with capital
building as deleveraging of CIB
continues. We think this
assessment is much too cautious
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RBS Group

PIVOTAL QUESTIONS

Q: What multiple should we pay for a clean,
restructured RBS?

UBS VIEW

We believe RBS should trade at least at 1.3x TNAV before excess capital, and
legacy and restructuring costs. At 0.75x TNAV, we think there is too much
legacy drag in the price.

EVIDENCE

RBS is being radically reshaped to cut costs, risk, and international and
investment banking exposure. The Go Forward Bank made a 10% ROTE in
3Q15, a quarter in which the CIB consumed 18% of ongoing capital and
made no profit. We believe RBS is becoming like LBG. A clean RBS should
trade at 1.3x TNAV, in our view.

WHAT'S PRICED IN?

If we assume that our high-risk forecasts for legacy and disposal costs are
right, we think the ongoing bank is trading at 0.8x.

Better mix, greater focus and radical cost reduction

RBS announced its strategy under new CEO Ross McEwan in February 2014.
Management plan to deliver a ROTE of 9-11% in 2016/17 and >12% in 2019/20,
reducing the bank's cost/income ratio from 73% at the start to 55% and 50% at
the two way points. The IB is being significantly reduced. The major cost reduction
target: - £3.5bn by 2016/17, 30% of the cost base excluding Citizens Financial
disposal impacts — is consistent with the view that RBS:

= Was carrying excess muscle, having shrunk assets by £1.3 trillion;

= Was far too complex, even in relatively simple core businesses like UK retail;

Still devoted too much capital to investment banking;
= Had spent too little on IT renewal and stability.

The RBS' plan is noteworthy amongst the 19 studied in our sector outlook
(published today) for its scale of cost cuts and the fact that the firm was actually
planning to shrink income (Figure 16). Most other strategy resets depend on
accelerating or reversing income trends (Figure 12) to deliver remarkable
cost/income jaws (Figure 13).

This is not to say, however, that the RBS plan lacks ambition: targets which require
revenues to shrink 3% a year while costs are down 10% p.a. to 2016/17 are not
easy''! To 2020, income is planned to fall 1% p.a., costs by 8%. RBS' ROTE target,
however, is in the bottom half of the plans we examined (Figure 15).

" These numbers exclude our estimate of the revenue and cost consequences of the sale of
Citizens Financial Group

UBS Research

return P

RBS aims for a 9-11% ROTE in
2016/17 and more than 12%
in 2019/20, driven especially
by cost cuts

RBS' plan at least does not
require revenues to grow...

...though with costs to shrink
10% p.a. against income down
3% p.a., it does not lack ambition
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Figure 12: RBS at least was planning for significant
income declines in its plan...
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Source: Company data, UBS estimates

Figure 14: Income has fallen faster than planned at RBS;
cost work will have to catch up for targets to be achieved
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Figure 13: ...though none would call a planned 7% p.a.
cost/income jaws unambitious...
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Figure 15: RBS' ROE targets are in the lower half of the
pack; disappointment discounted in the share price
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Source: Company data, UBS estimates. Note: Light bars are superseded earlier
plans; HSBC, RBS (2019), DNB and Swedbank aim for more than these ROEs;
Barclays target is for Core Bank.
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Figure 16:

Date
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Nineteen strategic plans benchmarked on key operating metrics: €22bn in restructuring charges (for the 10 banks that disclose plans)

Co

HSBC
LBG

Barclays
RBS
RBS

Barclays

KBC

Swed-
bank

LBG

DNB
SEB

RBI

Nordea

HSBC

Credit
Suisse
DB

StanChart

Unicredit

DNB

CEO

Gulliver

Horta-
Osorio

Jenkins

McEwan
McEwan

Jenkins
Thijs
Wolf

Horta-
Osorio

Bjerke
Falkengren

Sevelda

Clausen

Gulliver

Thiam
Cryan
Winters

Ghizzoni

Bjerke

Description

$3.0bn saves, 9.5-10.5% CT1
12.5-14.5% stat ROE 2014,
CT1>10%, LDR <130%
Cost, RWA cuts, still large IB
Med-term 9-11% ROTE plan
Long-term >12% ROTE plan

Bad bank incl 40% FICC RWAs,
IB to 30% of group RWAs

Rev CAGR >2.25%, C/l <53

6% cost cut, Sparebank
Oresund integration

11% CT1, >4.5% lev, >50%
med-term payout
C/l ~40% in 2017
Cost cap at <SEK22.2bn
Increase CET 1 FL 10% to 12%,
Polish sale, RWA cuts

Cost CAGR of <1% 2016-18

Reallocate 25% of RWAs,
2017 costs flat on 2014
CHF3.5bn gross save, CHF2.0bn
net, double PTP, 14% ROTE
10% ROTE, 12.5% CT1
3% p.a. cost saving, target 8%
ROE 2018, > 10% 2020

11% ROTE in 2018, 11.5% CT1

Cost income <40%

Source: Company announcements, UBS estimates

Target
year

2014

2014

2015

2017
2019

2016

2017

2016

2017

2017

2016
End

2017

2018

2017

2018

2018
2018

2018

2018

Target

ROE (%)

13.8
13.5

14-15
9.0
> 11

>12.0
(core)

n/a

>15

>12
15.0

11.0

> Nordic

peers

> 10

11.0

8.5
8.0

n/a

> 12

14.5

n/a

10.0
> 12

> 14.0
(core)

n/a

n/a

15.3

>13
n/a

n/a

n/a

>12

14.0

10.0
9.0

11.0

>13

Start C/l
(%)

55

46

64

72
72

63
53

45

52

42
50

63

52

52

80
75
62

61

42

Target
CN (%)

50

43

55

55
50

56
53

n.a

45

40
n/a

50-55

n/a

n/a

66

70
55

50

40

Abs. ch.
C/l (%)

-17
-22

n.a

n/a

n/a

%
income

n/a

-24

36

n/m
n/m

n/m

n.a

n/a

n/a
n/a

-24

n/a

n/a

51

86

73

n/m

% co

n/a

122

68

n/m
n/m

9

n/m

n.a

n/a

n/a
n/a

110

n/a

n/a

54

83

31

n/m

sts

% gross
save

n/a

30
32

n/a
n/a

n.a

n/a
n/a

n/a

n/a

% net
save

30
32

n/a

n/a
n/a

20

n/a

Income
CAGR

n/a

N

n/a

n/a

n/a
n/a

n/a

n/a

Cost
CAGR

n/a

n/a

n/a

PPP
CAGR

n/a

"
"

n/a

n/a

n/a
n/a

"

n/a

n/a

24

RWA
CAGR

n/a

n/a

n/a

n/a

n/a
n/a

~0

CTA/
gross
save

n/a

88

n/a

n/a
n/a

n/a

n/a

n/a

40

n/a
n/a

n/a

n/a

89

64

86

33

63

67

CTA/
net save

n/a

150

155

146
136

135

n/a

n/a

n/a

n/a
n/a

n/a

n/a

n/a

113

260

78

167

-133

Head
cut

n/a

n/a
n/a

n/a

n/a



A strong start

The plan which many thought too ambitious at the outset is on track in its early
stages. The £800m absolute cost reduction planned for 2015 was increased in
2H15 to £900m and looks achievable to us. The core RBS (management's 'Go
Forward' bank) is already delivering reasonable returns: we estimate a 10% ROTE
in 3Q15 despite breakeven results in the Private Bank and CIB. These units
consume £10.8bn in common equity capital.

Figure 17: RBS performance — Go-Forward versus run-down (3Q14, Adj., £ bn)

) UK Ulster Comm'l  Private Other ~ Total CIB Cap.
3Q15 (£ bn, Adj PBB  Bank  Banking Banking cB Go Fwd Go Fwd Res. WaG
Income 1.2 0.2 0.8 0.2 0.3 0.1 2.6 0.0 0.3
Operating expenses ~ -0.7 -0.1 -0.4 -0.2 -0.3 0.0 -1.7 -0.3 -0.1
PPP 0.5 0.1 0.4 0.0 0.0 -0.1 0.9 0.3 0.2
Impairments 0.0 0.1 0.0 0.0 0.0 -0.1 0.0 0.0 0.0
Operating profit 0.5 0.2 0.4 0.0 0.0 -0.2 0.9 -0.3 0.2
Funded assets 119 28 105 12 118 114 496 50 20
Net loans 112 21 101 " 15 0 260 27 20
Customer deposits 129 19 99 23 19 4 293 29 24
RWAs 29 22 75 8 31 10 175 39 10
Reg. cap 13% CT1 3.8 29 9.8 1.0 4.0 1.3 22.8 5.1 1.3
Cost/income 58% 50% 50% 100% 113% 0% 67% n/m  33%
RORWA 6.9% 3.6% 21% 00% -05% -80% 2.0% -3.1% 8.0%
ROTE (UBSe) 35% 19% 11% 0% 2% -41% 10% -16%  41%

Costs should be down £900m in
2015E; the core RBS is already
producing a ROTE of more

than 10%

Int. Pvt RCR Other Exit  Total
Banking investments ~ Bank RBS
0.0 0.0 0.1 0.4 3.0
0.0 -0.1 0.0 -0.5 -2.2
0.0 0.1 0.1 -0.1 0.8
0.0 0.1 0.0 0.1 0.1

0.0 0.0 0.1 0.0 0.9

5 7 2 84 580

3 4 0 54 314

6 1 0 60 353

2 12 " 74 249

0.3 1.6 1.4 96 324
n/m n/m nm 125%  75%
0.0% 0.0% 36% 0.0% 1.4%
0% 0% 19% 0% 7%

Source: Company data, UBS estimates; Note: We adjust 3Q15 stated figures for the expected impact of the transfer of the Western European loan portfolio and UK
transaction services between Commercial Banking and CIB, and the elimination of the CFG RWAs expected with the 4Q results. ROE calculated as the return on
regulatory capital adjusted for TNAV base 11% larger than CET1. RBS stresses that the cost base attached to W&G in the calculations above is not indicative of the

standalone cost requirements. Therefore, ROTE is in the hands of the seller, rather than the buyer

As at Barclays the biggest area of uncertainty at RBS is the firm's ability to deliver
decent returns in the IB. RBS plans involve halving costs and holding revenues
constant at 3Q15 run-rates. Figure 17 shows CIB was breakeven in 3Q15 at
£300m of revenue and £300m of costs: management target revenues of £1.2bn
per annum and costs around £600m. Though small, the private bank may also
need to improve: rate hikes should help given a 50% funded asset/deposit ratio,
but a more efficient IT and business footprint would seem to be needed to deliver
a decent profitability and valuation for this part of RBS.

Fortunately for investors, RBS' capital commitment to CIB is modest at 18% of Go
Forward RWAs at 3Q15. We are unable to accurately estimate the size of mRWA
inflation to come in 2018, but we're not worried about them for RBS (Figure 19).

Within Go Forward, plans for the
CIB are the highest risk, we think;
the private bank also may need
to improve; Both divisions are
roughly breakeven at present...

...but account for just 22% of
Go Forward capital demand
combined
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Figure 18: The ongoing RBS is a retail and commercial Figure 19: ...with modest capital commitment to markets:
bank from a profit perspective... share of RWAs within the Go Forward bank at 3Q15

£'m Operating profit (3Q15 ann.)

Other Go Fwd

UK PBB

25 17%
CiB
2.0 18%
1.5
Ulster Bank
1.0 Private 12%
Banking
0.5 4%
0.0
Commercial
-0.5 Banking
UK PBB Commercial  Ulster Bank Private CiB o
) . 43%
Banking Banking
Source: Company data, UBS estimates. Note: Adjusted for expected impact of Source: Company data, UBS estimates. Note: Adjusted for expected impact of
business transfers business transfers

Meanwhile, investment in de-risking the bank's product range and IT platform
continues, both of which are necessary, we think to deliver on the strategic
promises made. Products on sale are down by about a third since the plan began
and back book product ranges are down about a fifth (Figure 20).

Figure 20: First step to a less complex, lower conduct risk bank: Radically cut
products on offer and the systems backing them. RBS has reduced products on
sale by a third, and savings and cards by more than a third over 18 months

146
122
200
Front Book Back Book
2014 H1 2015 End 2015 2014 H1 2015 End 2015

Source: RBS company data

Relentless business simplification and substantial investment in new IT will be
required for all UK banks over the next five years, we believe. RBS in particular has
suffered a number of high profile IT failures, including one episode in summer
2012 when some customers were unable to access accounts for over a week in
some cases'2. The direct costs of this were low at £150m, but the brand damage
(measured by net promoter scores) was meaningful. Most importantly, though, a
high risk, multi-year IT project that will drive costs up is very difficult to implement

2 http:/Awww.computerweekly.com/news/2240235066/FCA-fines-Royal-Bank-of-Scotland-
42m-for-IT-failure

Business simplification is helping
reduce risk and costs...

...but we think RBS in particular
will be required to spend
substantial amounts on IT
renewal over the next 5-10 years

RBS Group 25 January 2016
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and regulators are likely watching this aspect with interest: we expect all banks will
have to re-platform in the next 5-10 years, as discussed in our sector note.

For now, part of this spend is being addressed through very substantial
restructuring charges taken within the firm, totalling £3.5bn since end 2013 with
£2.7bn still to go on management numbers, included in ours (Figure 21).

Figure 21: £3.5bn spent so far on restructuring; £2.7bn to Figure 22: Restructuring costs by type since end 2013

go, included in our estimates (£'m) (£'m)
Restructuring costs
3,000
2,500
Other
2,000 £1,488
43%
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1,000
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Source: Company data, UBS estimates Source: Company data

UBS estimates assume revenues miss targets

We have been impressed by RBS senior management. We think the plan is the
right one. The shape of the future bank radically reduces the business risks from
regulatory change and maximises exposure to the attractive UK retail and
commercial banking markets. Our estimates, however, do assume that the firm
misses its revenue and cost targets in both 2018 and 2020.

£1,006

Premises,
equip, depr. &
amort.

£977

28%

We think RBS management is
impressive. The plan appears to
be the right one. We like the
stock, despite expecting both
income and costs to miss 2018

and 2020 targets

Figure 23: Our estimates assume that RBS misses both revenue and cost targets in 2018 and 2020. We think the market

is pricing an even weaker outcome than this

Forecasts Targets
Forecasts versus targets 2015e 2018e 2020e 2018e 2020e
Revenue 13,252 14,050 15,719 15,000 16,000
Operating costs -9,278 -8,004 -8,260 -8,250 -8,000
Pre-provision profit 3,974 6,047 7,459 6,750 8,000
Costlincome (%) 70% 55% 50%

Source: Company data, UBS estimates

How much for a more efficient, less risky RBS?

We think sum-of-the-parts is the best way to value RBS. As a restructuring case we
think a better result is achieved by dividing the calculation into five parts. We arrive
at a fair multiple for a legacy-free ongoing RBS of 1.3x even if CIB and Private
Banking continue to consume £10bn in capital and make a zero return, as they did
in 3Q15. Before considering restructuring, disposal and legacy costs and the value
of excess capital, this approach leaves to a value of 306p for the bank, derived
below. Adding non-core and excess capital this fair value rises to 447p, examined
in the "What's Priced In" section.

% rel. target

2018e
-6%
-3%
-10%

n/a

2020e
-2%
3%
7%

n/a

We believe a clean RBS should
trade at 1.3x TNAV before surplus
capital and legacy liabilities;
adding in non-core and excess
capital, this means a clean value

of 446p
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We split this valuation as follows:

The Go Forward Bank: Mostly UK, mostly Retail and Corporate, producing a
12% ROTE in 3Q15 and due to become more efficient as cost cuts play
through. Using 3Q15 results and fair P/E and P/B multiples in Figure 24 we
arrive at a fair value 291p per share for the Go Forward bank.

Williams & Glynn: Though RBS' disclosures suggest a 40% current ROTE for
W&G, the bank stresses that the cost base for an independent entity would be
higher. W&G is a decent sized business with £4bn in excess liquidity (LDR:
83%) and UK SME exposure. We assume a 'normalised’ ROTE of 10-15% and
a sale price of 1.2x TNAV, 15p per share.

Excess capital: ROTEs and TNAV figures in the Go Forward and run-off
valuations are based a 13% CT1 ratio so we must add the value of capital
already held above this level. Pro-forma for the CFG sale in October 2015 and
£1.2bn DAS payment we expect in 1Q16 this is worth £7.3bn, 62p per share.

Run-off portfolios: At 3Q15 RCR and CIB Resolution units had £51bn in
RWAs, backed by £6.6bn in regulatory capital and £7.3bn in tangible equity. In
the What's Priced In Section readers should look at company guidance and
implied market discount for losses to attach to this capital. Our focus here is on
the pre-loss value of the group. £7.3bn in tangible equity is 62p per share.

Figure 24: RBS is worth 447p - 171% of its current value - before accounting for future costs of restructuring, disposals
and legacy liabilities

Operating . Reg. ROTE
~ Net profit . TNAV Value per % op .
profit (UBS®) capital (£ br) (3Q15 P/IE P/TNAV Value share profit % valuation
(3Q15ann.) £ bn) ann.)
UK PBB 2.0 1.3 3.8 4.2 32% 11.0 3.5 14.8 126 47% 34%
Ulster Bank 0.8 0.5 29 32 16% 7.7 1.2 3.8 32 19% 9%
Commercial Banking 1.6 0.9 9.8 10.8 8% 11.0 0.9 9.5 81 38% 22%
Private Banking 0.0 0.0 1.0 1.2 -3% n/m 1.2 1.4 12 0% 3%
CIB -0.2 -0.2 4.0 45 -5% n/m 0.6 2.7 23 -4% 6%
Other Go Fwd -0.8 -0.6 1.3 1.4 -43% n/m 1.4 2.0 17 -19% 5%
Total Go Fwd 3.5 1.8 22.8 25.2 7% 18.8 1.4 34.1 291 81% 79%
W&G 0.8 0.6 1.3 1.4 41% 2.9 1.2 1.7 15 19% 4%
Total Core 43 24 241 26.6 12% 14.9 1.3 35.9 306 100% 83%
Excess Capital to 13% n/m n/m 6.6 7.3 n/m n/m 1.0 7.3 62 n/a 17%
Go Fwd + Excess Capital 4.3 24 30.7 33.9 12% 18.0 13 43.2 368 100% 100%
Run-off units -0.8 83 9.2 n/m n/m n/m 9.2 L) n/m n/m
Group 3.5 39.0 43.1 6% n/m n/m 52.4 447 n/m n/m
Source: UBS estimates. All items are historic other than reg. cap., which includes the assumed repayment of the DAS for £1.2bn.
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WHAT'S PRICED IN?
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disposal losses

The market is discounting too much destruction

Figure 24 shows our view that a clean, no-legacy cost RBS would be worth 447p.
RBS guidance for future restructuring and disposal costs are a 25p deduction,
leaving a 163p or £19bn value discount for legacy issues, overhang and so on. We
show this graphically above and in table form in Figure 25.

UBS Research

return P

RBS is trading at 262p on 22

January 2016

We estimate clean RBS would be
worth 447p; the market is
applying a £19bn discount for
legacy issues — 63% of market cap

Figure 25: Adjusting our valuation above for RBS guidance on restructuring and disposal losses, we see a market-

implied discount of £19bn - 63% of market cap

ROTE

Reg. capital (£ bn) TNAV (£ bn) (3Q15 ann) P/E
Go Fwd Bank & excess capital 30.7 339 12% 18.0
Run-off units capital 83 9.2 n/m n/m
Disposal losses (post tax) -0.9 -0.9
Restructuring costs (post tax) -2.0 -2.0
Net valuation 36.1 40.3
Market cap
Value gap

% of market cap
Source: UBS estimates

Our estimates include £9.6bn in provisions for conduct risk (PPI, in particular, see
our sector note published today), legacy litigation and civil settlements, and
restructuring (Figure 26). Forecast risk is high, but we think the market-implied
legacy loss is significantly higher than is likely, remembering that RBS already has
£4.5bn in reserves on balance sheet to cope with these sorts of issues.

P/TNAV Value (£ bn)  Value per share

13 43.2
1.0 9.2
-0.9
-2.0
49.5
30.5
19.0
63%

368

79

-7
-17
423
253
170

We have £9.6bn in our forecasts
for future one-offs — enough, we
think, remembering there is
already £4.5bn in reserves

in place
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Figure 26: £9.6bn in legacy costs in UBS estimates, included in our valuation

Pre-tax one-off charges (£ m) 2014 9m15a 2015e 2016-20e
Restructuring 1,154 2,317 2,600 3,100
Conduct & litigation 2,194 1,444 1,800 6,500
o/w Conduct 1,279 443 543 1,900
o/w PP 650 100 200 900
o/w Other conduct 629 343 343 1,000
o/w Litigation 915 1,001 1,257 4,600
Total 3,348 3,761 4,400 9,600

Source: UBS estimates

Harder to know what to discount for the overhang

We see a significant discount in the RBS market cap for one-offs. Also important to
consider is what value gap to include for share overhang. For investors to buy RBS
ahead of multiple potential government sales, perhaps all at a discount to the
previous day's close, for a company which represents just 0.6% of the FTSE100
index, requires the share to be cheap (Figure 27).

Small index weight + large sell-
down to come + uncertainty
around one-offs = large required
valuation discount

Figure 27: Running the risks of one-off charges and placing discounts for such a small weight in the index naturally

requires significant measured upside

FTSE100 weights
0% 2% 4% 6% 8% 0% 2%

SX7P weights

4% 6% 8% 10% 12% 14% 16%

HSBC
BAT

HSBC

UBS
GlaxoSmithKline

Top 5 stocks

Bp Top 5 stocks Santander

Royal Dutch.. Lloyds
Lloyds BNP Paribas
Barclays Barclays
StanChart StanChart
RBS RBS

Source: UBS estimates

UKFI, the body tasked with managing the government stake in RBS and other
lenders, made its first RBS disposal in August 2015, selling 630m shares by
accelerated bookbuild at 330p for £2bn. UKFI hold 8.43bn shares, 72.9% of the
company. At an average 15m / £50m in RBS shares traded daily in 2015 this
amounts to an overhang of 500-600 days of trading volume.

Whether the tradition in the LBG sale process of never selling below the previous
placing price will apply here is hard to know. We think RBS may be looking to
repurchase as much of the £25bn in government shares off-market from surplus
capital as possible. As Figure 28 shows, to place the entire RBS stake in the market
would be by a margin the largest UK capital raising in recent years, bigger than all
crisis recaps and, for example, about 5x the size of the Imperial Tobacco rights
issue for the Altadis acquisition.

UKFI owns 8.43bn shares, 72.9%
of the company - 500-600 days
of trading volume

RBS may look to buy as much of
the government stake off-market
as possible...
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Figure 28: We believe RBS may look to buy back as much stock direct from
government as possible. In our view this route represents better value for UKFI
and minority shareholders than accelerated book builds covering 500 days of
trading volume

Date Company Raise value (£ m)
Current Value of 72.9% RBS stake 21,974
9-Jun-08 Royal Bank of Scotland Group plc 12,336
06-Apr-09 HSBC Holdings plc 13,188
14-Dec-09 Lloyds TSB Group plc 7,961
02-Jul-09 Rio Tinto plc 7,454
04-Oct-13 Barclays plc 6,099
12-Jun-08 Imperial Tobacco Group plc 5,046
21-Jul-08 HBOS plc 4,124
26-Mar-14 Lloyds Banking Group 4,194
18-Jul-08 Barclays plc 3,847

Source: Dealogic

Shares bought direct from the UKFI — a move which would require shareholder
approval with government abstaining — reduces market drag and modestly
increases free-float adjusted index weights without investors being offered an
opportunity to participate. We estimate a £5bn repurchase — roughly in line with
the post-DAS capital surplus — at an undisturbed share price around current levels
would retire a fifth of the government stake, cost 2% of EPS but see EPS increase
by 15%. We see this as a powerful step that would re-rate the share.

Figure 29: Higher free float, lower overhang, EPS accretion — a good idea (£'m)

3Q15(UBS adj.,  Post £5bn % chane
annualised) buyback ’ g

Adjusted profit (UBSe, 3Q15 annualised) 6,328 6,228 2%
Shares (total) 11,546 9,879 -14%
Shares (UK government) 8,434 6,767 -20%
EPS (UBS Adj.) 54.8 63.0 15%
Free float 27.0% 31.5% 17%
Government stake 73% 68% -6%

Source: UBS estimates

Our valuation approach

We value RBS by sum-of-the-parts based on our 2017 divisional profit forecasts.
The P/E and P/TNAV multiples applied are set with reference to peers, adjusting for
our view of differences in growth, risk and return. One-off items we forecast are
discounted to net present value using a 10% CoE. Our target price RBS is set
350p, shown below (Figure 30).

...driving higher free-float, lower
overhang and about 15% EPS
accretion, likely driving a re-
rating of the share, in our view
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Figure 30: RBS sum-of-the-parts valuation

Adj. PBT  Adj. profit TNAV ROTE Value  Pershare % of % %
fm P/TBV P/E . .
(fm, 17¢) (Em, 17e) (16e, £ m) (2017e) (€ m) (GBP) value earnings  capital
UK Personal & Business
) 3,014 2,096 6,889 29.5% 3.0x 10.0x 20,955 179 46% 73% 17%
Banking
Ulster Bank 129 59 2,815 2.2% 1.2x 57.5x 3,378 29 7% 2% 7%
Commercial Banking 1,872 1,232 9,835 12.8% 1.3x 10.5x 12,932 110 28% 43% 24%
Private Banking 144 80 1,602 4.8% 0.6x 11.0x 885 8 2% 3% 4%
CiB -630 -600 10,503 -5.9% 0.7x n/a 6,827 58 15% -21% 25%
Go-fwd inc W&G, CIB Res, RCR 4,529 2,866 31,644 9.2% 1.4x 15.7x 44,977 384 99% 100% 77%
W&G adjustment n.a. n.a. -0.7% n.a. 10.0x -5,580 -48 -12% n/a n/a
Conduct & Restructuring n.a. n.a. n.a. n.a. n.a. n.a. -3,584 -31 -8% n/a n/a
Sub-total 4,529 2,866 31,644 8.5% 1.1x 12.5x 35,811 306 80%
Capital surplus n/a 91 9145  -19% 9,145 78 20% 22%
(gap to 13% pre special divs)
Total 4,529 2,774 40,789 6.6% 1.1x 16.2x 44,955 384 100% n/a 100%
Discounted 350
Source: UBS estimates
Upgrade to Buy
We have built a new model for RBS and changed our definition of adjusted EPS.
On our new estimates we have RBS trading at 13x 2016 adjusted EPS and 0.7x
TNAV for a forward ROTE of 8%. This view of valuation misses, however, stronger
returns in the Go Forward Bank — of about 12% - and the >50% of market cap
that we expect to see paid by dividend or buyback to the end of 2020. With 35%
capital return and 11-19% dividend yield, we upgrade to a Buy rating.
Figure 31: RBS model summary with EPS and DPS changes
f£m 2011 2012 2013 2014 2015e 2016e 2017e 2018e 2019 2020e
Stated EPS (p) -18.2 -55.0 -80.3 -30.6 5.8 -25.6 4.5 12.4 20.8 26.3
UBS Adj. EPS (Current, p) 10.9 14.5 -51.2 36.2 225 21.2 224 224 26.2 29.1
UBS Adj. EPS (Prior, p) n/a n/a n/a n/a 27.2 14.6 26.6 30.1 32.0 n.a.
% change n.a. n.a. n.a. n.a. -17% 45% -16% -25% -18% n.a.
DPS (Current, p) 0.0 0.0 0.0 0.0 0.0 5.0 30.0 50.0 42.0 25.0
DPS (Prior, p) n/a n/a n/a n/a 0.0 0.0 5.0 10.0 15.0 n.a.
TNAV per share (p) 491.0 441.6 363.5 388.4 382.2 352.8 318.9 265.5 2415 240.3
CET1 % (Fully loaded) n/a 1.7% 10.9% 11.2% 16.7% 17.0% 15.9% 14.2% 13.0% 13.0%
T1 Lev ratio (Fully loaded) n/a 3.1% 3.4% 4.2% 5.0% 4.9% 4.5% 3.9% 3.6% 3.7%
ROTE (Adj.) 2.2% 3.1% -12.8% 9.7% 5.9% 5.8% 6.7% 7.7% 10.3% 12.1%
Market cap (£ m) 37,185 28,174 36,430 38,389 39,193 30,142 30,142 30,142 30,142 30,142
P/E (UBS Adj.) (x) 30.7 17.5 n.m. 9.5 15.2 12.4 11.7 11.7 10.0 9.0
Div yield (%) 0.0 0.0 0.0 0.0 0.0 19 11.4 19.1 16.0 9.5
P/TNAV (x) 0.7 0.6 0.9 0.9 0.9 0.7 0.8 1.0 1.1 1.1
Excess cap over 13% as % MV n.m. n.m. n.m. n.m. n.m. 29% 21% 8% 0% 0%
Source: Company data, UBS estimates
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RBS Group

UPSIDE / DOWNSIDE SPECTRUM

P/E (UBS)
Implied

EPS (UBS)
2017e

RBS.L Price p257.50

440
420

400

380 395.00 =
360

340 .0 350.00 =
320

300
280
260
240

26.70 x 14.8x

2231 x  15.7x

28an 250.00 = 1990 x  12.6x

2014 2015 2016 +12 mo.

TNAV delta 2017E

EPS (p)

Extra
value per
share (p)

Value drivers Extra EPSdelta  Marginal

PBT ) P/E
(£m)

395p upside 700 4.4 10x 2,000 45
350p target 0 0 0
250p downside -400 -2.5 10x -2,000 -25

26.7
223
19.9

Risk to the current share price is heavily skewed (18:1) to the upside

RBS is trading at 262p as of 22 January 2016.

Upside (395p): In an upside scenario, the outcome on legacy settlements could
leave RBS cf2bn better off. Additionally, RBS hitting its ambitious targets for the
go-forward CIB (halving costs while keeping revenues flat) would drive an
incremental c£700m of PBT. Together, these two would add c45p of value leading
to a fair value upside share price of 395p.

Base (350p): Our base case price target of 350p is built on a sum-of-the-parts,
taking into account an additional c£3bn of legacy provisions and an approximately
breakeven go-forward CIB. This still leaves a significant amount of excess capital
which we expect to see distributed.

Downside (250p): In a downside scenario, RBS could take an incremental c£2bn
of legacy provisions vs our base case, and CIB restructuring could prove more
difficult leading to c£400m less PBT. In isolation, this would remove c25p of value,
but in addition to that we would expect the stock to de-rate given increased
uncertainty around both future legacy outcomes and go-forward earnings power.
As a result we could see the stock dropping back to 0.8x TNAV, leading to a fair
value downside price of 250p.

Upside to Downside

18 to 1

Upside:

Downside:

2017E

P/E

14.8x
15.7x
12.6x

+53%

Price Target: +36%

-3%

2016E
P/TNAV

1.1x
1.0x
0.8x

UBS Research

return P

RBS is trading
at 262p, as of
22 January 2016
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UBS Research

RBS Group
COMPANY DESCRIPTION return M
Market Cap £30.1bn Equity allocation by division — Go Forward Bank (%)
Shares Outstanding 11.6bn Other Go Fwd UK PBB
6% 9
Industry and outlook Banks 17%
CIB
Region Europe 18%
Website Www.rbs.com
Ulster Bank
RBS is a leading UK retail and commercial bank. Under new Private 12%
leadership, the firm is undergoing continued significant Ei/gk'”g
restructuring. This includes one of the most ambitious cost-
cutting plans in Europe, and a radical reduction in capital
allocated to international and investment banking activities. gmmzfc'a'
43%
Industry outlook
Source: Company data, 3Q15
We expect UK retail and commercial banking to continue Overati it by divisi GoF d Bank (%)
to perform well in 2016 driven by modest volume growth, perating profit by division = o Forward Bank 17
steady margins and good cost control. Investment banking brivate
is expected to be challenged, again, by weak revenue Banking '_”‘g/Ba”k
generation, unavoidable regulatory cost inflation and 0%
systems investment demand.
Commercial
35% UK Retail
44%
Ireland
18%
Source: Company data, 3Q15
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RBS Group (RBS.L)

Profit & Loss (£Em) 12/12 12/13 12/14 12/15E % ch 12/16E % ch 12/17E 12/18E 12/19E
Net income interest 11,541 10,992 11,274 8,793 -22.0 8,744 -0.6 9,365 10,013 10,621
Total non interest income 10,544 8,450 6,923 4,459 -35.6 3,996 -10.4 3,933 4,038 4,420
Total income 22,085 19,442 18,197 13,252 27.2 12,740 -3.9 13,297 14,050 15,041
Total cash expenses (12,743) (12,759) (11,468) (8,441) 26.4 (7,887) 6.6 (7,527) (7,394) (7,581)
Pre-depreciation operating profit 9,342 6,683 6,729 4,811 285 4,853 09 5,771 6,657 7,460
Depreciation & amort (excl. goodwill) (1,482) (1,251) (930) (837) 10.0 (753) 10.0 (678) (610) (549)
Operating profit pre provisions 7,860 5,432 5,799 3,974 -31.5 4,099 32 5,093 6,047 6,911
Total provisions (5,279) (8,432) 1,155 591 -48.9 (12) - (485) (878) (1,058)
Operating profit post provisions 2,581 (3,000) 6,954 4,565 -34.4 4,087 -10.5 4,608 5,168 5,852
Income from associates & JVs (pre-tax) 0 0 0 0 - 0 - 0 (800) (800)
Other pre-tax items 0 0 0 0 - 0 - 0 0 0
Profit before tax (UBS) 2,581 (3,000) 6,954 4,565 -34.4 4,087 -10.5 4,608 4,368 5,052
Exceptionals (incl goodwill) (7,858) (5,243) (8,305) (4,211) 49.3 (4,580) -8.8 (2,320) (1,340) (700)
Profit before tax (5,277) (8,243) (1,351) 354 - (493) - 2,288 3,028 4,352
Tax (441) (382) (1,909) (309) 83.8 (842) -172.8 (1,023) (1,034) (1,310)
Profit after tax (5,718) (8,625) (3.260) 45 - (1,335) - 1,265 1,995 3,042
Other post-tax items 0 0 (320) 0 - (1,180) - 0 0 0
Preference dividends (301) (398) (379) (364) 4.0 (382) -5.0 (401) 421) (442)
Minorities (36) 28 489 991 102.7 (92) - (330) (99) (104)
Net earnings (local GAAP) (6,055) (8,995) (3.470) 672 - (2,989) - 534 1,474 2,496
Net earnings (before pref divs) (5,754) (8,597) (3,091) 1,036 - (2,607) - 935 1,896 2,938
Net earnings (UBS) 1,599 (2,620) 5,326 2,599 -51.2 2,468 -5.0 2,632 2,668 3,142
Per share (p) 12/12 12/13 12/14 12/15E % ch 12/16E % ch 12/17E 12/18E 12/19E
EPS (local GAAP, basic) (55.0) (80.3) (30.6) 5.8 - (25.6) - 4.5 12.4 20.7
EPS (UBS, diluted) 14.5 (23.4) 46.9 22.6 -51.9 211 -6.3 22.3 224 26.1
PPOP (diluted) 71.4 48.5 51.1 34.5 -32.5 35.1 1.8 43.2 50.7 57.4
Net DPS 0.0 0.0 0.0 0.0 - 5.0 - 30.0 50.0 42.0
BVPS 571.0 481.5 469.8 442.7 -5.8 412.9 -6.7 378.4 324.6 300.1
BVPS (UBS) 449.0 370.1 399.7 381.2 -4.6 352.0 -7.7 318.1 264.9 241.0
Balance sheet (£m) 12/12 12/13 12/14 12/15E % ch 12/16E % ch 12/17E 12/18E 12/19E
Banking assets (year end) 1,312,295 1,027,878 1,050,763 877,433 -16.5 775,433 -11.6 728,007 716,959 726,347
Banking assets (average) 1,409,581 1,170,087 1,039,321 964,098 -7.2 826,433 -14.3 751,720 722,483 721,653
Total assets (year end) 1,312,295 1,027,878 1,050,763 877,433 -16.5 775,433 -11.6 728,007 716,959 726,347
Risk weighted assets (RWA) (year end) 459,600 429,100 355,900 240,955 -32.3 219,651 -8.8 212,089 201,859 202,785
Risk weighted assets (RWA) (average) 447,750 444,350 392,500 298,428 -24.0 230,303 -22.8 215,870 206,974 202,322
Customer loans 500,135 440,722 378,238 350,370 -7.4 351,087 0.2 360,764 356,489 373,756
Customer loans (average) 507,871 470,429 409,480 364,304 -11.0 350,729 -3.7 355,925 358,626 365,122
Interest earning assets (average) 594,062 543,881 502,830 411,255 -18.2 409,328 -0.5 419,906 415,227 431,304
Customer deposits 521,279 470,880 391,639 362,800 -7.4 369,298 1.8 377,653 365,127 378,759
Common s/h equity (year end) 63,386 53,450 52,149 51,466 -1.3 48,477 -5.8 44,876 38,876 36,304
Common s/h equity (average) 66,019 58,418 52,800 51,807 -1.9 49,971 -3.5 46,676 41,876 37,590
Total SHF (equity, pref & M) (year end) 70,448 59,215 60,192 57,917 -3.8 55,127 -4.8 51,746 45,988 43,682
Total SHF (equity, pref & M) (average) 72,265 64,832 59,704 59,054 -1.1 56,522 -4.3 53,437 48,867 44,835
Net tangible assets 56,903 46,847 52,411 50,766 -3.1 47,976 -5.5 44,595 38,837 36,531
Balance sheet structure (%) 12/12 12/13 12/14 12/15E % ch 12/16E % ch 12/17E 12/18E 12/19E
Loans / banking assets (year end) 38.1 429 36.0 39.9 10.9 453 134 49.6 49.7 51.5
Deposits / banking assets (year end) 39.7 45.8 37.3 41.3 10.9 47.6 15.2 51.9 50.9 52.1
Loans / deposits 95.9 93.6 96.6 96.6 0.0 95.1 -1.6 955 97.6 98.7
Total SHF / banking assets (year end) 5.4 5.8 5.7 6.6 15.2 7.1 7.7 7.1 6.4 6.0
Source: Company accounts, UBS estimates. (UBS) metrics use reported figures which have been adjusted by UBS analysts.
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RBS Group (RBS.L)

Capital adequacy (£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 (£Em)
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

12/12
57,135
66,800

459,600

12/13

12/14
39,919
48,636

355,900
1.2
1.2
13.7

44,368

4.3

12/14
26,884
17,500

6.8
65.1
(0.3)
15.6

12/14
1.08
(19.9)

0.9

12/15E
42,150
50,481
240,955
16.7
17.5
21.0
44,315
59

5.1

12/15E
12,000
7,661
34
63.8
(0.2)
7.5

12/15E

12/15E
70.0
0.96
59.6

12/15E
-27.2
-31.5
-51.2

-16.5

-7.4
-7.4

12/15E

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

12/16E
39,487
47,402
219,651
17.0
18.0
21.6
41,326
6.3

5.4

12/16E
6,875
3,836
1.9
55.8
0.0

55

12/16E
1.06

1.1
(0.16)

12/16E
67.8
1.05
58.8

12/16E
-3.9
3.2
-5.0

-11.6

0.2
1.8

12/16E

12/17E
36,227
43,745
212,089
15.9
171
20.6
37,725
6.2

5.2

12/17E
6,169
3,443
1.7
55.8
0.1
53

12/17E
1.25

1.37
0.17

12/17E
61.7
1.09
53.5

12/17E
4.4
24.2
6.6

NM
-6.1
2.8
2.3

12/17E

12/18E
31,283
38,426
201,859
14.2
15.5
19.0
31,725
5.4

4.5

12/18E
5,732
3,102
1.6
54.1
0.2

5.7

12/18E
1.39
14.5
6.4

7.7
1.34
0.28

12/18E
57.0
1.1
49.2

12/18E
5.7
18.7
1.4
66.7
-1.5
-1.2
-3.3

12/18E

12/19E
29,194
35,980
202,785
13.0
14.4
17.7
29,153
5.0

4.1

12/19E
5,466
2,960
1.5
54.1
0.3

5.7

12/19E
1.47
15.3
8.4
10.3
1.60
0.42

12/19E
54.1
1.13
45.8

12/19E
7.1
14.3
17.7
-16.0
1.3
4.8

3.7

12/19E
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Forecast returns

Forecast price appreciation +33.5%
Forecast dividend yield 1.9%
Forecast stock return +35.4%
Market return assumption 5.4%
Forecast excess return +30.0%

Valuation Method and Risk Statement

RBS is restructuring to concentrate on UK retail and commercial banking in
particular. This process involves a substantial asset disposal and cost reduction plan
which exposes the group to both up- and down-side risks. RBS is also exposed to
risks relating to legacy legal and litigation issues which remain unresolved. We
value RBS by sum-of-the-parts using peer group divisional multiples.
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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.

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. 48% 36%
Neutral FSR is between -6% and 6% of the MRA. 39% 28%
Sell FSR is > 6% below the MRA. 12% 22%
Short-Term Rating Definition Coverage’® IB Services*
Buy a’gock price expect_ed to rise within three rr_](_)nths from the time <1% <1%
e 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 31 December 2015.

1:Percentage of companies under coverage globally within the 12-month rating category.

2:Percentage of companies within the 12-month rating category for which investment banking (IB) services were provided
within the past 12 months.

3:Percentage of companies under coverage globally within the Short-Term rating category.

4:Percentage of companies within the Short-Term rating category for which investment banking (IB) services were provided
within the past 12 months.

KEY DEFINITIONS: Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend
yield over the next 12 months. Market Return Assumption (MRA) is defined as the one-year local market interest rate
plus 5% (a proxy for, and not a forecast of, the equity risk premium). Under Review (UR) Stocks may be flagged as UR
by the analyst, indicating that the stock's price target and/or rating are subject to possible change in the near term, usually
in response to an event that may affect the investment case or valuation. Short-Term Ratings reflect the expected near-
term (up to three months) performance of the stock and do not reflect any change in the fundamental view or investment
case. Equity Price Targets have an investment horizon of 12 months.

EXCEPTIONS AND SPECIAL CASES: UK and European Investment Fund ratings and definitions are: Buy: Positive
on factors such as structure, management, performance record, discount; Neutral: Neutral on factors such as structure,
management, performance record, discount; Sell: Negative on factors such as structure, management, performance
record, discount. Core Banding Exceptions (CBE): Exceptions to the standard +/-6% bands may be granted by the
Investment Review Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the
respective company's debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands
as they relate to the rating. When such exceptions apply, they will be identified in the Company Disclosures table in the
relevant research piece.

Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not
registered/qualified as research analysts with FINRA. Such analysts may not be associated persons of UBS Securities LLC and
therefore are not subject to the FINRA restrictions on communications with a subject company, public appearances, and
trading securities held by a research analyst account. The name of each affiliate and analyst employed by that affiliate
contributing to this report, if any, follows.
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http://www.ubs.com/disclosures

UBS Limited: Jason Napier, CFA; Ivan Jevremovic.

Company Disclosures

Company Name Reuters 12-month rating Short-term rating Price Price date

RBS Group? 4 16 RBS.L Buy N/A  262p 22 Jan 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
UBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or placement of

2.
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.

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

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

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:/Awww.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.

For access to all available Global Research on UBS Neo and the Client Portal, please contact your UBS sales representative.

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.

Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained in this document is
based on numerous assumptions. 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.

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:
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
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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 Italia Sim S.p.A. UBS Italia Sim S.p.A. is regulated by the
Bank of Italy and by the Commissione Nazionale per le Societa e la Borsa (CONSOB). Where an analyst of UBS Italia Sim S.p.A. has contributed to this document, the
document is also deemed to have been prepared by UBS ltalia Sim S.p.A.  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. ~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, (ii) 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 Comissao de Valores Mobiliarios (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). Clients of UBS Wealth Management Australia Ltd: Distributed by UBS Wealth Management Australia Ltd
(Holder of Australian Financial Services Licence No. 231127). 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: Prepared by UBS Securities
India Private Ltd. (Corporate Identity Number U67120MH1996PTC097299) 2/F, 2 North Avenue, Maker Maxity, Bandra Kurla Complex, Bandra (East), Mumbai (India)
400051. Phone: +912261556000. It provides brokerage services bearing SEBI Registration Numbers: NSE (Capital Market Segment): INB230951431, NSE (F&O Segment)
INF230951431, NSE (Currency Derivatives Segment) INE230951431, BSE (Capital Market Segment) INBO10951437; merchant banking services bearing SEBI Registration
Number: INM0O00010809 and Research Analyst services bearing SEBI Registration Number: INH000001204. 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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