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Reassuring numbers in a tough market

1Q16 results were 11% ahead of company-consensus expectations

HSBC's 1Q16 profit before tax and significant items of US$5,434m was 11% above
company consensus of US$4,884m. Within this, revenues were 2% ahead (-10% YoY
in constant FX), costs a significant 6% better (down 8% YoY) while loan losses were
16% above consensus at 50bps of loans, driven in part by commodity-related hits.

Costs are coming out, though we're prepared for the next quarters to be softer
For a company with a mixed track record of delivering on costs, the operating expense
outcome is especially noteworthy. Though some of this is down to FX moves, both
expenses and income beat market expectations, with HSBC reconfirming its target of
delivering end-2017 run rate costs in line with 2014 levels of ~US$29.2bn ex levy.

Softer capital down to lower scrip take-up, re-iterated dividend plans

Common equity tier 1 of 11.9% was 20bps below the market expectation of 12.1%,
mostly driven by higher RWAs, with a surprising underlying increase in GBM capital
demand particularly noteworthy. Important for a yield-driven stock like HSBC, a 10cps
interim dividend was declared in line with last year and our forecast for a flat dividend
in 2016. Management reiterated a progressive dividend policy on the analyst call.

Valuation: 9.2x 2017 EPS, 0.8x TNAV for 9% ROTE, 8.0% running yield

HSBC's numbers were better than market expectations and with a decent mix. Progress
on costs is helpful but with 4Q15 results missing market numbers by 47% we expect
cautious estimate revisions from the sell side. We have HSBC trading at 0.8x TNAV for a
9% forecast ROTE. At an 8.0% running yield we think the share discounts a cut to
dividends in 2016 or 2017. Though we include a dividend reset for 2018 in our brand
new model we still see decent income generation for investors thereafter. At 10.2x /
9.2x 2016 / 2017 EPS HSBC trades in line with the European average despite superior
yield and significant upside gearing to rates. Our sum of the parts-derived target price
falls to 480p (HK$53.7) from 490p (HK$54) on lower EPS estimates. With 10% capital
upside and 8% yield, retain Buy.

Highlights (US$m) 12/13 12/14 12/15 12/16E 12/17E
Revenues 63,733 62,001 57,955 54,260 54,635
Profit before tax 22,565 18,680 18,867 14,995 17,544
Net earnings (local GAAP) 15,631 13,115 12,572 8,952 11,018
Net earnings (UBS) 15,835 16,673 13,962 12,496 14,104
Tier 1 ratio % 13.0 11.6 12.7 13.4 13.6
EPS (UBS, diluted) (US$) 0.85 0.87 0.72 0.62 0.69
Profitability/valuation 12/13 12/14 12/15 12/16E 12/17E
ROE (UBS) % 9.2 9.4 7.9 7.2 8.0
P/PPOP (diluted) 7.8 8.2 7.8 5.9 5.7
P/BV x 1.2 1.1 1.0 0.7 0.7
P/BV (UBS) x 1.4 1.3 1.1 0.8 0.8
P/E (UBS, diluted) 12.9 11.8 121 10.2 9.2
Net dividend yield % 4.5 4.8 5.9 8.1 8.1
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HSBC

Buy (480p price target)

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
SPECTRUM

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

For the medium term, yes. All else equal, HSBC's rate gearing at HSBC looks considerable — we
estimate worth 30% of market cap if three hikes were retained by the banking industry. But given
market concerns on the rate outlook the industry track record of fairly consistent margin decline we
only include some margin expansion in our numbers from 2018.

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 on costs in 1Q16 we and consensus assume a
miss to plan: possible upside in the event of successful delivery in line with targets.

Q: What did we learn with the 1Q16 results?

1Q16 adj. profit before tax was 11% above company consensus, driven by costs 6% better and
revenue 2% higher than market expectations. Market conditions largely dictate quarterly revenue
swings whilst the focus on cost rationalisation and paying a handsome dividend remain intact.

HSBC is performing better than market expectations despite difficult revenue conditions and a mixed
track record when it comes to delivering on costs. With intentions to pay a progressive dividend re-
iterated implying a yield of 8% we think the share offers decent risk-adjusted returns.

1Q16 PBT ex. significant items was 11% above consensus driven by revenues 2% ahead (down 10%
YoY in constant FX), costs 6% better (down 8% YoY), partially offset by loan losses 16% above
consensus at 50bps of loans. Common equity tier 1 of 11.9% was a touch below expectations but
capital generation is sufficient to deliver the promised dividend, we think.

Trading at 0.8x TNAV for a 9% forecast ROTE and with a running dividend yield of 8.0% we think the
share discounts a cut to payouts in the near term. We have HSBC trading at 10.2x and 9.2x 2016 /
2017 EPS, in line with the European average. We think at this level a cut in dividends is discounted.

HSBA.L Price p436.55 EPS (UBS)  P/E (UBS) Upside to Downside
(US$) Implied 7 to 1
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228 610.00 = 0.88 x 10.0x Upside: +40%

151(5)8 ............... ¢480.00 =  0.69 x 10.1x Price Target: +10%

400 ay 410.00 = 059 x 10.1x Downside: -6%

2014 2015 2016 +12 mo.
Value drivers NIM delta  Cost delta Cost of Ad]. net 17E EPS PT (p) 16E
($m) risk  profit ($m) P/TNAV
610p/ HK$69 0.20% 1,500 0.37% 17,903 0.88 610 1.15x
upside
480p/ HK$53.7 0.00% 0 0.37% 14,104 0.69 480 0.90x
base
410p/ HK$46 0.00% -1,000 0.57% 11,894 0.59 410 0.75x
downside
Source: UBS
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

HSBC 5 May 2016

JUBS 2



HSBC

UBS Research

PIVOTAL QUESTIONS return
Q: What did we learn with the 1Q16 results?

UBS VIEW

HSBC is performing better than market expectations despite difficult market

revenue conditions and a mixed track record when it comes to delivering on

cost targets. With intentions reiterated to pay a progressive dividend implying

a yield of 8% we think the share offers decent risk-adjusted returns.

EVIDENCE

1Q16 PBT ex. significant items was 11% above consensus driven by revenues

2% ahead (down 10% YoY in constant FX), costs 6% better (down 8% YoY),

partially offset by loan losses which were 16% above consensus at 50bps of

loans. Common equity tier 1 of 11.9% was a touch below expectations but

capital generation is sufficient to deliver the promised dividend, we think.

WHAT'S PRICED IN?

Trading at 0.8x TNAV for a 9% forecast ROTE and with a running dividend

yield of 8.0% we think the share discounts a cut to dividends in 2016 or 2017.

Even including a reduction in payout we assume for 2018, we still see decent

income generation for investors thereafter. We have HSBC at 10.2x / 9.2x

2016 /2017 EPS, in line with the European average despite superior yield.

o -
11% better 1Q16 adj. PBT
1Q16 profit before tax excluding significant items of US$5,434m was 11% above
company consensus expectations of US$4,884m driven by 2% higher revenues
and 6% better costs, partially offset by 16% higher loan losses at 50bps, at least
partially driven by commodity-lead hits (Figure 1).
Figure 1: HSBC's 1Q16 adjusted PBT was 11% ahead of consensus, capital 20bps light
Adjusted group (US'm) 1Q15A 4Q15A 1Q16E 1Q16A US$'m delta Vv cons YoY QoQ
Income 15,406 12,949 13,679 13,914 235 2%\ -10% 7%
Costs ex levy -8,526 -8,536 -8,385 -7,874 511 -6%) -8% -8%
Levy 0 -1,421 0 0 0 n/a n/a -100%
Pre-prov Profit 6,880 2,992 5,294 6,040 746 14% -12% 102%
Impairments -570 -1,644 -999 -1,161 -162 16% 104% -29%
Op prof 6,310 1,348 4,295 4,879 584 14% -23% 262%
Vs 582 556 589 555 -34 -6% -5% 0%
PBT 6,892 1,904 4,884 5,434 550 1 %‘ -21% 185%
CET1 (US$'bn) 135.6 130.9 n/a 133 n/a n/a -2.0% 2%
RWA (US$'bn) 1212.6 1,103.0 n/a 1,115 n/a n/a -8.0% 1%
CET1 ratio 11.2% 11.9% 12.10% 11.9% 0.19% 0.7% 0.05%
Source: Company data; Consensus compiled by HSBC
HSBC 5 May 2016 S UBS 3



Income: A little better, a tough market

A 2% income beat is better than a 2% miss, for sure, but despite expectations
which were pretty beaten up into the result there isn't that much to get excited
about in the revenue line. Sequentially, income was up 7% QoQ, improving across
all geographies other than Latam (Figure 2). But the divisional breakdown in the
second half of the table makes it clear that GBM drove these gains, coming off a
terrible 4Q15: the rest of the vanilla divisions were flat or down QoQ.

It is also worth highlighting that a significant proportion of sequential growth
in income came from the "Other" division which "contains the results of
HSBC's holding company and financing operations, central support and functional
costs with associated recoveries, unallocated investment activities, centrally held
investment companies, certain property transactions and movements in fair value
of own debt". Even excluding FVOD the income tally here is large at US$5-6bn
p.a.. It is hard to imagine much market confidence in forecasting this division.

Figure 2: Sequential improvement in revenue was driven by GBM recovering
partially from a weak 4Q15 income print

1Q15 4Q15 1Q16 YoY QoQ
Europe 5,535 4,433 4,917 1% 1%
Asia 6,181 5,516 5,889 -5% 7%
MENA 640 638 694 8% 9%
North America 1,981 1,809 1,942 2% 7%
Latam 1,822 1,480 1,459 -20% -1%
GBM inter-regional -33 -23 -46
Total 16,126 13,853 14,855 -8% 7%
RBWM 6,081 5,778 5,558 9% -4%
o/w - Ongoing 5,779 5,481 5,321 -8% -3%
o/w Run-down 302 297 237 -22% -20%
Commercial 3,785 3,651 3,623 -4% -1%
GBM 5,152 3,646 4,316 -16% 18%
Private Bank 589 481 487 -17% 1%
Other 1,289 1,171 1,598 24% 36%
Inter-segment -770 -874 =727 -6% -17%
Total 16,126 13,853 14,855 -8% 7%

Source: Company data, UBS calculations

Within GBM the bounce was almost entirely in Markets, up 68% QoQ.
Outside of markets, GBM product income was flat QoQ and down 12% YoY
(Figure 3).

HSBC 5 May 2016
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Figure 3: GBM income bounced in Markets - the rest of the division

Revenue by product
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Source: Company data, UBS calculations
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The raw materials for future revenue growth - loan momentum - are still
lacking, in our view. Though not surprising given slowing global growth and
increased risk aversion, gross loans are down 1% QoQ and HoH (Figure 4). Though
FX has a role to play, without loan growth or an optimistic view on markets
revenues, modest income growth is a sensible presumption in our view.

Figure 4: At a group level, consumer lending and some commercial lending is

leading the charge, with a tentative stabilization in trade
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4,316 -17% 18%

$'m 2Q15 3Q15 4Q15 1Q16 QoQ HoH
First lien residential mortgages 284,753 277,245 274,511 269,291 -2% -3%
Other personal 100,547 97,466 99,571 100,199 1% 3%
Total personal 385,300 374,711 374,082 369,490 -1% -1%
Manufacturing 102,098 98,992 95,858 94,716 -1% -4%
International trade and services 169,479 163,539 159,019 160,674 1% 2%
Commercial real estate 70,757 70,357 67,926 65,948 -3% -6%
Other property-related 59,109 57,330 53,464 54,555 2% -5%
Government 6,040 6,362 7,455 6,526 -12% 3%
Other commercial* 116,724 112,840 115,791 118,783 3% 5%
Total corporate and commercial 524,207 509,420 499,513 501,202 0% -2%
Total non-financial gross loans 909,507 884,131 873,595 870,692 0% -2%
Non-bank financial institutions 54,218 52,293 60,414 58,715 -3% 12%
Total gross loans to customers 963,725 936,424 934,009 929,407 0% -1%
Source: Company data, UBS estimates. *includes agriculture, transport, energy utilities and reclassified ABS

Evidence of the strategic pivot — though only a little under a year old - is

hard to see in the headline numbers. In Figure 5 we see Asian loans have fallen

over the last quarter, half year, and year. Corporate and commercial lending — the

place we expected to see the bank grow — is notably weaker.

HSBC 5 May 2016 #UBS 5



Figure 5: Regionally, capital reallocation to Asia is yet to bear fruit; but
commercial lending in NAFTA seems to be

$'m 2Q15 3Q15 4Q15 1Q16 QoQ HoH YoY
Personal 177,311 172,466 170,526 168,429 1% 2% 1%
Corporate and commercial 200,188 196,720 191,765 198,326 3% 1% -1%
Europe total 377,499 369,186 362,291 366,755 1% -1% 0%
Personal 132,375 130,277 132,707 134,105 1% 3% 0%
Corporate and commercial 225,249 216,793 211,224 204,101 -3% -6% -6%
Asia total 357,624 347,070 343,931 338,206 2% -3% -4%
Personal 6,648 6,740 6,705 6,635 1% 2% 1%
Corporate and commercial 22,833 22,285 22,268 22,500 1% 1% 7%
MENA total 29,481 29,025 28,973 29,135 1% 0% 6%
Personal 62,990 59,242 58,186 54,199 7% 9% -14%
Corporate and commercial 63,524 61,947 62,882 64,547 3% 4% 5%
North America total 126,514 121,189 121,068 118,746 -2% 2% -4%
Personal 5,976 5,986 5,958 6,122 3% 2%
Corporate and commercial 12,413 11,675 11,374 11,728 3% 0%
LatAm total 18,389 17,661 17,332 17,850 3% 1%
Group total 909,507 884,131 873,595 870,692 0% 2%
Source: Company data, UBS estimates
Ludicrous Liquidity
As is clear from the loan growth data above, HSBC operates in the same low
growth world as the rest of the banking sector. Having built a new forecast model
from scratch over the past few weeks we were again struck by the extraordinary
excess liquidity held by this bank. Sure, Asian banks generally have low loan /
deposit ratios in line with the saving and borrowing habits of the underlying
markets. In contrast with peers, however, HSBC has significant excess deposits in
Europe and the Americas as well. And the sums here are far from trivial: HSBC's
excess deposits in Europe of US$109bn at 1Q16, a shade under the size of the
banks entire UK first lien mortgage book.
Figure 6: Excess deposits in every region... Figure 7: ...concentrated in US$-linked markets
700,000
MENA America
600,000 U$5,361_U$14,837 —
Europe
500,000 U$109,055
400,000
300,000
200,000
100,000 .
0 — —
Europe Asia North MENA Latam Asia
America U$263,154
mLoans (US$'m) Deposits (US$'m)

Source: Company data Source: Company data
HSBC clearly has the liquidity to grow and bottom-up gearing to higher
returns from higher interest rates. We have nothing in the model in 2016
and 2017 for higher rates but we think ignoring the potential revenue,
efficiency and return upside from higher rates later is wrong /f only
because at the current price we think this is a free option. Similar logic
HSBC 5 May 2016 & UBS 6



applies to applying a multiple to today's UK bank levy — which should fall on our
numbers from US$1.2bn a year at current run rates to US$500m or below in 2021.

Figure 8: Reasonable sensitivity analysis suggests material earnings upside - if

only rates would rise and industry would retain the gains

(US$ mn) 2014 2015 2016E 2017E 2018E
Demand - non-interest bearing 194,299 198,029 201,666 205,475 211,015
Demand - interest bearing 746,242 770,649 784,805 799,626 821,183
Savings 255,649 228,042 232,231 236,616 242,996
Time 84,355 74,468 75,836 77,268 79,351
Other 2,247 2,743 2,793 2,846 2,923
Total (average) 1,282,792 1,273,931 1,297,331 1,321,831 1,357,467
Demand - non-interest bearing 15.1% 15.5% 15.5% 15.5% 15.5%
Demand - interest bearing 58.2% 60.5% 60.5% 60.5% 60.5%
Savings 19.9% 17.9% 17.9% 17.9% 17.9%
Time 6.6% 5.8% 5.8% 5.8% 5.8%
Other 0.2% 0.2% 0.2% 0.2% 0.2%
Total 100.0% 100.0% 100.0% 100.0% 100.0%
Assumed % US dollar/Sterling linked 70.9% 73.9% 73.9% 73.9% 73.9%
Adjusted equity 149,195 148,743 153,391 156,976 164,996
Assumed equity in HK$/US$/S$/GBP 70.9% 73.9% 73.9% 73.9% 73.9%
Yield shift 0.25% 0.75% 1.25%
% shift retained by HSBC

Demand - non-interest bearing 90% 90% 90%
Demand - interest bearing 15% 15% 15%
Savings 10% 10% 10%
Time 0% 0% 0%
Other 5% 5% 5%
Total deposits 18% 18% 18%
Equity 100% 100% 100%
Incremental interest income

Demand - non-interest bearing 335 1,025 1,755
Demand - interest bearing 218 665 1,138
Savings 43 131 225
Time 0 0 0
Other 0 1 1
Total deposits 596 1,822 3,119
Equity 279 860 1,487
Total 875 2,682 4,606
NIM Impact 0.05% 0.15% 0.25%
Current NIM forecasts 1.81% 1.76% 1.78%
Aggregate NIM change vs FY15 -0.08% -0.13% -0.10%
Change Vs UBS forecasts 0.13% 0.28% 0.36%
Adjusted NIM 1.94% 2.04% 2.14%
NIl delta 2,207 4,881 6,421
% of PBT 11.3% 22.7% 26.4%
Source: UBS estimates

HSBC 5 May 2016 S UBS 7



Don't extrapolate all the 1Q cost beat

1Q16 underlying costs were 6% better than consensus, down 8% QoQ (ex
levy) and 8% YoY at US$7.9bn ($7.4bn ex Brazil). This is close to HSBC's target

run-rate of US$7.3bn for end-2017, despite which the company only managed an

ROE of 9%, as compared with a target of beyond 10%. Revenue growth will be
needed to achieve this target.

Moreover, the company is guiding to increasing costs as 2016 progresses
due to still increasing compliance spend, before automation of some of these

processes leads to declining costs through 2017. These costs are currently running
at ~US$0.7bn per quarter, broadly stable on recent quarters. Reduction in "core"

employee numbers is being offset by increasing compliance staff (+536 FTEs QoQ)

and restructuring staff (a really quite sobering +1,357 FTEs QoQ).

Figure 9: The underlying cost run-rate is getting close to

target, with compliance costs moderating
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Figure 10: Excluding compliance costs, the business is
already showing reasonable cost momentum y/y
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In our forecasts, we now see a quarterly run-rate of US$7.7bn in 2017 and
US$7.8bn in 2018 — an average 5-6% above HSBC's end-17 target run-rate.

Capital - Lighter, mostly from lower
scrip take-up for the FY15 dividend

HSBC's reported common equity tier 1 ratio of 11.9% was 20bps below
market expectation of 12.1%. This was partly due to 10% take-up of the 4Q15
scrip option versus ~50% a year ago, worth over 10bps of capital (Figure 11).

Figure 11: Low scrip take-up was worth 4bps off CT1 at 1Q16

Q4 final dividend ($ p.s.)
Q4 final dividend ($'m)

Q4 dividend deduction net of planned scrip
Scrip assumption
Assumed scrip take-up (%)
Actual take up (%)
Q1 true-up to CET1

Group RWA
% of RWA

Source: UBS estimates

2014
0.20
3,823
3,362

461

12%
53%
1,550
1,212,600
+0.13%

2015
0.21
4,160
3,717
443

11%
10%

-35
1,152,000
-0.00%
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The larger driver of the lower capital tally, however, was the 1% QoQ
reported growth in RWAs. Though this is modest, this compares with 4%
sequential declines in RWAs in the third and fourth quarters of last year, consistent

with delivery under HSBC's capital reallocation plans.

Figure 12: RWAs were up 1% QoQ, versus 4% declines in the last two quarters
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Source: Company data

As a reminder, HSBC announced plans at the June 2015 strategy event to reduce
release US$290bn of group RWAs to deploy to "higher performing” businesses,
with a bent towards redeployment in Asia. Adjusting for FX movements this target
fell to US$279bn by 1Q16, half of which has already been achieved, according to

3Q15
USCML m=mCMB

4Q15 1Q16
mPRBWM, GPB, Other

the company, broadly consistent with RWA shifts since end 2014 (Figure 13).

Figure 13: The capital catch-and-release programme is half way through

Period-end RWA FY14
GBM 516
- Legacy credit 44
- GBM ex legacy credit 472
us CML 55
CVB 430
RBWM, GPB, Other 218
Group total 1,220

Source: Company data, UBS calculations

The higher RWAs at 1Q16 and redeployment initiatives which are more progressed
than some appreciate means higher assumed capital demand for the bank in GBM
in particular. At 1Q16 44% of the US$290bn in planned redeployment was
reported complete. A rough half of this took place in the ongoing GBM with

US$63bn in RWAs withdrawn.

But in 1Q16 only US$6bn in ongoing GBM RWA efficiencies were achieved which
were eclipsed fourfold by increased RWAs for growth and other factors (Figure
14). Net RWAs in the lower-return Global Banking & Markets division are
down far less than we had expect given the headline re-allocation

1H15

491
30
461
50
440
213
1,193

3Q15

459
29
430
48
430
207
1,144

Since FY14

4Q15 1Q16 (US$bi)
441 452 -64
30 25 -19
411 427 -45
40 38 -17
421 422 -8
202 204 -15
1,103 1,115 )

programme: an issue worth monitoring closely in future quarters.

HSBC 5 May 2016
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Figure 14: The capital redeployment in the core GBM is worth monitoring — net slippage in 1Q16

Legacy credit US CML runoff GBM ex Legacy CMB Rest of group Group total
FY14 RWAs 44 55 472 430 218 1,220
Gross RWA initiatives -14 -16 -57 -23 -14 -124
- as % of start -32% -28% -12% -5% -6% -10%
Growth & other movements 0 0 -4 14 -2 7
Net reduction -14 -16 -61 -9 -16 -117
- as % of start -32% -28% -13% -2% -8% -10%
FY15 RWAs 30 40 411 421 202 1,103
Gross RWA initiatives -5 -2 -2 0 -15
- as % of start -17% -4% -1% -1% 0% -1%
Growth & other movements 0 0 22 3 2 27
Net reduction -5 -2 16 1 2 12
- as % of start -17% -4% 4% 0% 1% 1%
1Q16 25 38 427 422 204 1,115
RWA initiative target -40 -40 -100 -30 0 -279
% complete 36% 39% 57% 7% 0% 44%
% change in RWAs from start -44% -31% -10% -2% -71%
Source: Company data, UBS calculations
A 7% vyield: Clear intentions
Crucial for supporting our positive recommendation, HSBC declared a 10cps
interim dividend in line with last year. Management reiterated plans for a
progressive dividend on the analyst call. Our revised estimates have HSBC trading
at 10.2 / 9.2x 2016 / 2017 EPS and with an 8.0% dividend yield. We have the
stock at 0.8x TNAV for a 9% ROTE.
Figure 15: HSBC forecast changes and key valuation metrics
us$m 2011 2012 2013 2014 2015 2016e 2017e 2018e 2019e 2020e
Stated net income 16,224 13,454 15,631 13,115 12,572 8,952 11,018 15,659 17,938 19,865
UBS adj. net income 14,306 13,967 15,835 16,673 13,962 12,496 14,104 16,084 18,363 20,291
Stated EPS 0.92 0.74 0.84 0.69 0.65 0.45 0.54 0.75 0.84 0.90
UBS Adj. EPS (Prior, USS$) 0.80 0.76 0.85 0.87 0.72 0.62 0.69 0.76 0.85 0.92
UBS Adj. EPS (Current, US$) 0.80 0.76 0.85 0.87 0.72 0.68 0.73 0.84 0.93 1.03
% change 0% 0% 0% 0% 0% -8% -6% 9% 9% -11%
DPS (Current, US$) 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 0.50 0.51 0.50 0.50 0.52 0.54 0.56
CET1 % (Fully Loaded) 10.1% 9.0% 10.9% 0% 0% 2% 2% -23% -17% -11%
T1 lev ratio (Fully loaded) 4.67% 4.18% 4.38% 7.87 7.56 7.60 7.59 7.79 8.15 8.53
ROTE (Stated) 13.8% 10.2% 10.9% 11.1% 11.9% 12.1% 12.3% 12.9% 13.6% 14.1%
ROTE (Ad].) 12.1% 10.6% 11.1% 4.8% 5.0% 5.3% 5.5% 5.7% 5.9% 6.2%
Shares (m, EOP) 17,868 18,476 18,830 8.8% 8.4% 5.9% 7.1% 9.7% 10.5% 10.8%
Market Cap (£m) 104,623 101,673 128,329 11.2% 9.3% 8.3% 9.1% 10.0% 10.7% 11.1%
P/E (UBS Adj.) (x) 11.9 11.8 12.9 11.8 12.1 10.2 9.2 83 14 6.9
Div yield (%) 43 5.0 4.5 438 5.9 8.1 8.1 6.3 7.1 7.9
P/TNAV (x) 14 1.2 1.4 13 1.1 0.8 0.8 0.8 0.8 0.7
Excess cap over 13% as % MV -21% -32% -13% -12% -1% -11% -9% -1% 8% 16%
Source: UBS estimates, Company data;
Our target price is derived by the sum of the parts shown in Figure 16. The
multiples applied in this calculation are set with reference to growth and returns in
the divisions concerned as well as multiples at which peer group institutions are
HSBC 5 May 2016 HUBS 10



trading. Our target price falls marginally to 480p from 490p on lower forecast

estimates in our new model.

Figure 16: HSBC sum of the parts valuation

PBT PAT TNAV ROTE P/TNAV Value Value / % of
P/E % of val. )
(2017¢) (2017e) (2016¢) (2017e) (2017e) (US$'m) Share earnings
RBWM 7,157 5,068 27,013 18.9% 2.3 12.0 60,821 2.99 40% 36%
CMB 8,544 5,554 64,406 8.4% 1.0 12.0 66,645 3.28 44% 39%
GBM 8,137 5,296 64,440 8.3% 0.8 9.7 51,552 2.54 34% 38%
GPB 462 307 3,112 9.7% 1.2 12.0 3,681 0.18 2% 2%
Operating divisions 24,300 16,225 158,971 10.2% 1.1 1.3 182,699 8.99 121% 115%
Other -2,696 -2,121 5,185 1.3 -23,885 -1.18 -16% -15%
Capital surplus (2017¢) -7,600 1.0 -7,600 -0.37 -5%
Group 21,604 14,104 157,037 8.6% 1.0 10.7 151,213 7.44 100% 100%
Discounted 6.99
HKD 53.7
Source: UBS estimates
HSBC 5 May 2016 &UBS 11



HSBC

UPSIDE / DOWNSIDE SPECTRUM

HSBA.L Price

850
800
750
700
650
600
550
500
450
400
2014

Value drivers NIM delta

610p/ HK$69
upside

480p/ HK$53.7
base

410p/ HK$46
downside
Source: UBS

0.20%

0.00%

0.00%

2015
Cost delta
($m)

1,500

0

-1,000

p436.55

2016

Cost of

risk
0.37%
0.37%

0.57%

Adj. net
profit ($m)
17,903
14,104

11,894

EPS (UBS)

(Us$)

0.88 x

0.69 x
0.59 x

17E EPS

0.88

0.69

0.59

Risk to the current share price are skewed (7:1) to the upside

P/E (UBS)

Implied

10.0x

10.1x
10.1x

Upside to Downside

7 to 1
Upside: +40%
Price Target: +10%
Downside: -6%

PT (p) 16E
P/TNAV

610 1.15x
480 0.90x
410 0.75x

Upside (610p/KH$69): In an upside case, we assume HSBC retains more NIM
benefit from rate rises and closes in on its end-17 cost target. This adds c25% to
2017 earnings, and drives an upside fair value share price of 610p or HK$69.

Base (480p/HK$53.7): Our base case assumes a difficult 2016 with later years
benefiting from modest revenue growth and progress on costs. Our forecasts
assume that the lion's share of increased loan losses in Asia and Europe are offset
by impairment reductions in Latam due to business disposals in Brazil.

Downside (410p/HK$46): In a downside case, we assume US$1bn higher costs
from unintended cost inflation, and impairments rising to 57bps (vs 37bps in the
base case) amidst an Asian and global slowdown. This leads us to a downside fair
value share price of 410p or HK$46.

UBS Research

return /[\

HSBC is trading at
438p on 5 May 2016

HSBC 5 May 2016
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HSBC

COMPANY DESCRIPTION

Market Cap £89bn

Shares Outstanding 19.5bn
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

HSBC 5 May 2016

return P
Capital deployment by business (1Q16)
Private Banking Other 3%
2% T Retail, Wealth
17%
Banking,
Markets
40%
Commercial
Banking
38%
Source: Company reports, UBS
Capital deployment by geography (1Q16)
Latam
7%
North America Europe
17% \ 30%
MENA V
5%
Asia
A1%
Source: Company reports, UBS
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HSBC (HSBA.L)

Profit & Loss (US$m) 12/13 12/14 12/15 12/16E % ch 12/17E % ch 12/18E 12/19E 12/20E
Net income interest 35,539 35,337 32,541 30,865 -5.2 30,768 -0.3 32,249 34,562 36,510
Total non interest income 28,194 26,664 25,414 23,395 -7.9 23,867 2.0 25,098 26,301 27,522
Total income 63,733 62,001 57,955 54,260 -6.4 54,635 0.7 57,347 60,863 64,032
Total cash expenses (36,261) (36,471) (34,913) (31,589) 9.5 (30,518) 34 (30,954) (31,682) (32,412)
Pre-depreciation operating profit 27,472 25,530 23,042 22,671 -1.6 24,117 64 26,393 29,181 31,621
Depreciation & amort (excl. goodwill) (1,364) (1,382) (1,269) (1,269) 0.0 (1,269) 0.0 (1,269) (1,269) (1,269)
Operating profit pre provisions 26,108 24,148 21,773 21,402 -1.7 22,848 6.8 25,124 27,912 30,352
Total provisions (5,849) (3,851) (3,721) (3,964) -6.5 (3,560) 10.2 (3,168) (2,890) (2,722)
Operating profit post provisions 20,259 20,297 18,052 17,437 -34 19,288 10.6 21,957 25,022 27,630
Income from associates & JVs (pre-tax) 2,325 2,532 2,556 2,295 -10.2 2,316 0.9 2,405 2,499 2,596
Other pre-tax items 0 0 0 0 - 0 - 0 0 0
Profit before tax (UBS) 22,584 22,829 20,608 19,733 42 21,604 95 24,362 27,521 30,225
Exceptionals (incl goodwill) (19) (4,149) (1,741) (4,738) -172.1 (4,060) 14.3 (560) (560) (560)
Profit before tax 22,565 18,680 18,867 14,995 -20.5 17,544 17.0 23,802 26,961 29,665
Tax (4,765) (3,975) (3,771) (3,838) -1.8 (4,211) -9.7 (5,712) (6,471) (7,120)
Profit after tax 17,800 14,705 15,096 11,157 -26.1 13,333 19.5 18,090 20,490 22,546
Other post-tax items 0 0 0 0 - 0 - 0 0 0
Preference dividends (573) (573) (950) (1,221) -28.5 (1,282) -5.0 (1,346) (1,413) (1,484)
Minorities (1,596) (1,017) (1,574) (984) 37.5 (1,033) -5.0 (1,085) (1,139) (1,196)
Net earnings (local GAAP) 15,631 13,115 12,572 8,952 -28.8 11,018 23.1 15,659 17,938 19,865
Net earnings (before pref divs) 16,204 13,688 13,522 10,173 -24.8 12,300 20.9 17,005 19,351 21,350
Net earnings (UBS) 15,835 16,673 13,962 12,496 -10.5 14,104 12.9 16,084 18,363 20,291
Per share (US$) 12/13 12/14 12/15 12/16E % ch 12/17E % ch 12/18E 12/19E 12/20E
EPS (local GAAP, basic) 0.84 0.69 0.65 0.45 -30.8 0.54 20.1 0.75 0.84 0.90
EPS (UBS, diluted) 0.85 0.87 0.72 0.62 -13.0 0.69 10.1 0.76 0.85 0.92
PPOP (diluted) 1.40 1.27 1.12 1.07 -4.4 1.1 4.2 1.19 1.29 1.37
Net DPS 0.49 0.50 0.51 0.51 0.0 0.51 0.0 0.40 0.45 0.50
BVPS 9.45 9.38 8.88 8.70 2.1 8.64 -0.7 8.79 9.11 9.44
BVPS (UBS) 7.84 7.94 7.62 7.60 -0.3 7.59 -0.1 7.79 8.15 8.53
Balance sheet (US$m) 12/13 12/14 12/15 12/16E % ch 12/17E % ch 12/18E 12/19E 12/20E
Banking assets (year end) 2,671,318 2,634,139 2,409,656 2,530,139 50 2,530,139 0.0 2,606,043 2,684,224 2,764,751
Banking assets (average) 2,681,928 2,652,729 2,521,898 2,469,897 -2.1 2,530,139 2.4 2,568,091 2,645,134 2,724,488
Total assets (year end) 2,671,318 2,634,139 2,409,656 2,530,139 50 2,530,139 0.0 2,606,043 2,684,224 2,764,751
Risk weighted assets (RWA) (year end) 1,214,939 1,219,800 1,103,000 1,108,130 0.5 1,121,243 1.2 1,146,681 1,173,629 1,210,808
Risk weighted assets (RWA) (average) 1,252,075 1,217,370 1,161,400 1,105,565 -4.8 1,114,687 0.8 1,133,962 1,160,155 1,192,218
Customer loans 1,080,304 974,660 924,454 938,809 1.6 969,012 3.2 1,002,285 1,038,349 1,076,409
Customer loans (average) 1,038,964 1,027,482 949,557 931,632 -1.9 953,910 2.4 985,648 1,020,317 1,057,379
Interest earning assets (average) 1,669,368 1,786,536 1,726,949 1,708,677 -1.17 1,749,538 2.4 1,807,748 1,871,332 1,939,307
Customer deposits 1,482,812 1,350,642 1,289,586 1,305,076 7.2 1,338,586 2.6 1,376,349 1,415,269 1,455,411
Common s/h equity (year end) 176,020 178,915 173,348 175,535 1.3 178,739 1.8 186,388 197,887 210,327
Common s/h equity (average) 172,706 177,468 176,132 174,442 -1.0 177,137 1.5 182,564 192,137 204,107
Total SHF (equity, pref & M) (year end) 190,459 199,978 197,518 203,787 3.2 207,691 1.9 216,075 228,345 241,596
Total SHF (equity, pref & M) (average) 186,794 195,219 198,748 200,652 1.0 205,739 2.5 211,883 222,210 234,970
Net tangible assets 160,541 172,401 172,913 181,642 5.0 185,989 2.4 194,807 207,503 221,170
Balance sheet structure (%) 12/13 12/14 12/15 12/16E % ch 12/17E % ch 12/18E 12/19E 12/20E
Loans / banking assets (year end) 40.4 37.0 38.4 37.1 -3.3 38.3 3.2 38.5 38.7 38.9
Deposits / banking assets (year end) 55.5 51.3 53.5 51.6 -3.6 52.9 2.6 52.8 52.7 52.6
Loans / deposits 72.9 72.2 71.7 71.9 0.3 72.4 0.6 72.8 73.4 74.0
Total SHF / banking assets (year end) 71 7.6 8.2 8.1 -1.7 8.2 1.9 8.3 8.5 8.7
Source: Company accounts, UBS estimates. (UBS) metrics use reported figures which have been adjusted by UBS analysts.
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HSBC (HSBA.L)

Capital adequacy (US$m) 12/13 12/14 12/15 12/16E 12/17E 12/18E 12/19E 12/20E
Tier 1 capital 158,155 142,031 140,233 148,610 152,861 163,680 175,350 187,942
Total capital 194,009 156,299 155,688 164,349 168,600 179,419 191,089 203,681
Risk weighted assets (RWA) (year end) 1,214,939 1,219,800 1,103,000 1,108,130 1,121,243 1,146,681 1,173,629 1,210,808
Core tier 1 ratio % 10.9 1.1 11.9 12.1 12.3 12.9 13.6 14.1
Tier 1 ratio % 13.0 11.6 12.7 134 13.6 14.3 14.9 15.5
Total capital ratio % 16.0 12.8 14.1 14.8 15.0 15.6 16.3 16.8
Tangible equity 146,102 151,338 148,743 153,391 157,037 165,120 177,044 189,902
Equity / assets % 6.6 6.8 7.2 6.9 7.1 7.2 7.4 7.6
Tangible equity to tangible assets % 5.5 5.8 6.2 6.1 6.3 6.4 6.6 6.9
Asset quality (US$m) 12/13 12/14 12/15 12/16E 12/17E 12/18E 12/19E 12/20E
Non performing assets 36,503 29,283 23,758 25,556 25,320 22,305 20,734 20,061
Total risk reserves 15,201 12,337 9,555 11,115 11,133 10,055 9,792 9,650
NPLs / loans % 3.3 3.0 2.5 2.7 2.6 2.2 2.0 1.8
NPL coverage % 41.6 421 40.2 43.5 44.0 451 47.2 48.1
Provision charge / average loans % 0.6 0.4 0.4 0.4 0.4 0.3 0.3 0.3
Net NPAs / shareholders funds % 1.2 8.5 7.2 7.1 6.8 5.7 4.8 43
Profitability (%) 12/13 12/14 12/15 12/16E 12/17E 12/18E 12/19E 12/20E
Net interest margin (avg assets) 1.33 1.33 1.29 1.25 1.22 1.26 1.31 1.34
Provisions / operating profit 22.4 15.9 17.1 18.5 15.6 12.6 10.4 9.0
ROE (UBS earnings) 9.2 94 7.9 7.2 8.0 8.8 9.6 9.9
RoAdjE (UBS earnings & equity) 1.1 1.2 9.3 8.3 9.1 10.0 10.7 1.1
RoRWA (UBS) 1.39 1.45 1.34 1.22 1.36 1.51 1.68 1.80
RoA (UBS earnings) 0.66 0.55 0.60 0.45 0.53 0.70 0.77 0.83
Productivity (%) 12/13 12/14 12/15 12/16E 12/17E 12/18E 12/19E 12/20E
Cost income ratio 60.5 61.1 62.4 60.6 58.2 56.2 54.1 52.6
Cost / average assets 1.40 1.43 1.43 1.33 1.26 1.25 1.25 1.24
Compensation expense ratio 42.4 45.8 47.8 47.5 45.1 42.5 40.6 39.3
Growth (%) 12/13 12/14 12/15 12/16E 12/17E 12/18E 12/19E 12/20E
Revenue -4.2 -2.7 -6.5 -6.4 0.7 5.0 6.1 5.2
Operating profit pre provisions 6.3 -7.5 -9.8 -1.7 6.8 10.0 11.1 8.7
Net earnings (UBS) 13.4 5.3 -16.3 -10.5 12.9 14.0 14.2 10.5
Net DPS 8.9 2.0 2.0 0.0 0.0 -21.6 12.5 1.1
Total assets (year end) -0.8 -1.4 -8.5 5.0 0.0 3.0 3.0 3.0
Customer loans 8.3 -9.8 -5.2 1.6 3.2 3.4 3.6 3.7
Customer deposits 10.7 -8.9 -4.5 1.2 2.6 2.8 2.8 2.8
Value (x) 12/13 12/14 12/15 12/16E 12/17E 12/18E 12/19E 12/20E
Market cap/revenues 3.1 3.1 2.9 2.3 2.3 2.2 2.0 1.9
Market cap/deposits 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
P/PPOP (diluted) 7.8 8.2 7.8 5.9 5.7 5.3 4.9 4.6
P/E (local GAAP, basic) 13.0 14.9 134 14.1 1.7 8.5 7.6 7.0
P/E (UBS, diluted) 12.9 11.8 12.1 10.2 9.2 8.3 7.4 6.9
Net dividend yield % 45 4.8 5.9 8.1 8.1 6.3 7.1 7.9
P/BV x 1.2 1.1 1.0 0.7 0.7 0.7 0.7 0.7
P/BV (UBS) x 1.4 1.3 1.1 0.8 0.8 0.8 0.8 0.7
Source: Company accounts, UBS estimates. (UBS) metrics use reported figures which have been adjusted by UBS analysts.
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Forecast returns

Forecast price appreciation +9.9%
Forecast dividend yield 8.1%
Forecast stock return +18.0%
Market return assumption 5.4%
Forecast excess return +12.6%

Valuation Method and Risk Statement

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 for HSBC and HSBC Holdings is based on a sum-of-the-parts
using peer multiples and a 10% cost of equity.

HSBC 5 May 2016
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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. 49% 32%
Neutral FSR is between -6% and 6% of the MRA. 38% 26%
Sell FSR is > 6% below the MRA. 14% 19%
Short-Term Rating Definition Coverage’® IB Services*

Stock price expected to rise within three months from the time

[o) [o)
the rating was assigned because of a specific catalyst or event. <1% <1%

Buy

Stock price expected to fall within three months from the time

[o) [o)
the rating was assigned because of a specific catalyst or event. <1% <1%

Sell

Source: UBS. Rating allocations are as of 31 March 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.

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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UBS Limited: Jason Napier, CFA; Ivan Jevremovic.

Company Disclosures

Company Name Reuters 12-month rating Short-term rating Price Price date
HSBC? 5 6.7, 162, 16b HSBA.L Buy N/A 437p 04 May 2016
HSBC Holdings* 5 6. 7. 162 16 0005.HK Buy N/A  HK$49.45 05 May 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

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;
(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 Espaia 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 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.  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:
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:/Awww.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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