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Australian Banking Sector Update
APRA reignites the bank ROE debate

Regulatory debate reignited as APRA searches for "Unquestionably strong"

Over the last week APRA made two significant speeches on its regulatory agenda. Most
importantly while APRA see capital as core it intends taking other financial measures
such as liquidity, funding, asset quality & earnings into account in its definition of
"unquestionably strong". On capital, APRA views the banks as "soundly capitalised"
following recent raisings. However the speeches suggest APRA believes further
increases appear necessary given: (1) Global peers continue to build capital at around
40bp p.a.; (2) Australian banks rank relatively poorly on a Leverage Ratio basis; and (3)
Basel 4 is approaching — " The entire framework of risk weights is under review ... some
of the changes may well affect Australian ADIs to a proportionally greater extent".
APRA concludes "One thing that is clear is the direction the world is moving. That is
towards higher capital ratios, reflecting a view that not enough has yet been done".

Net Stable Funding Ratio (NSFR) and more term deposits place pressure on NIM
The NSFR (requiring greater term funding) remains scheduled for 2018. APRA warned
the Australian banks do not easily meet the NSFR and international comparisons are not
favourable. Therefore "some further lengthening of maturity profiles is likely to be
needed." Further, APRA is concerned with the lack of improvement in term deposit
funding & the banks ongoing reliance on short-term wholesale funding from offshore.

APRA asks what is the 'right' ROE?

"The major banks have restored their returns to around pre-crisis levels (like their peers
in Canada), while the remainder of the industry is earning an RoE closer to 10 per cent.
While low relative to the major banks, this group of ADIs is still earning a return that is
commensurate with large US banks, and above that of large UK and European banks.
Therefore, one of the more interesting questions that | think remains open to debate is
where the ‘right’ RoE for a more resilient banking system is likely to settle." APRA is
always very deliberate in its comments. Investors should ask, why did APRA say this?

Pressure on bank returns continues to rise. No easy solution

While we believe the banks now offer more attractive valuations, we think the medium
term outlook remains challenging. Capital ratios are continuing to drift higher (we
believe 10% CET1 is the new minimum). Basel 4 and Leverage Ratios are on the
agenda. Funding costs look likely to rise as banks increase term-deposits and term-
wholesale mix to meet the NSFR. This may force the banks to continue to re-price their
asset books to prevent further NIM erosion. (Where does this leave monetary policy?)
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APRA speeches set the regulatory agenda

Over the last week Wayne Byres, Chairman of APRA, has made two significant
speeches on the regulatory environment'2, These speeches look at the topic of
what is an 'unquestionably strong' bank, with a broader perspective than just
capital.

"The FSI established the ‘unquestionably strong’ concept in terms of capital
ratios. | think it important, however, to point out that to be truly
‘unquestionably strong’ requires an ADI to have more than just a strong capital
ratio — and there may be trade-offs in how ‘unquestionably strong’ is achieved.
To be sure, it's next-to-impossible to be regarded as ‘unquestionably strong’ if
an _ADI’s capital base is weak. So capital must remain at the core of any
definition. But other financial measures — such as liquidity, earnings, and asset
quality — are important too. And even then, an ADI with strong financial
metrics, but weaknesses in risk management, governance, and culture will
surely see its financial strength eroded: it’s only a matter of time. When we
look to define an ‘unquestionably strong’ ADI, these other characteristics must
therefore also be taken into account. "2

(Note: emphasis within the excerpt is by UBS)

Following a series of capital raisings by the banks over the last five months many in
the market had believed that the Majors have sufficiently improved their capital
positions to be considered ‘'unquestionably strong'. This was based on David
Murray's Financial System Inquiry 'top quartile' definition. However, APRA has
flagged that while it is yet to come up with its own definition of "unquestionably
strong” it is likely to take a much broader view of this concept.

In this report we look at the major areas where additional strengthening may need
to be undertaken, focusing on capital and funding. While we do not claim to
know the answers, we believe it clearer that the pressure on ROE continues to rise.

Capital

APRA continues to view capital strength as fundamental to a strong financial
system. In that context it believes the Australian banking system is "soundly
capitalised". However, the speeches suggest additional capital strengthening is
required.

= Banks around the world are continuing to build CET1 at an average of 20bp
every six months. This implies further capital accumulation will be required for
the banks to attain and sustain top quartile positioning.

= While the banks are now looking better on a CET1 basis relative to their global
peers, they look less attractive on the Leverage Ratio. This is important as
during times of crisis investors have tended to disregard risk weighted capital
measures and revert to simple leverage ratios. Although the banks have
materially strengthened their CET1 ratios since the crisis, the leverage ratio has
remained broadly unchanged.

! "In search of ... Unquestionably Strong", Wayne Byres APRA Chairman, 15 Sept 2015
2 "Regulation: Responding to Market Change or Driving it", Wayne Byres APRA Chairman,
15 Sept 2015. Excerpts taken from transcripts of the speeches.
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Figure 1: Major Banks CET1 Ratio Figure 2: Major Banks Book Leverage Ratio
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Book Leverage (equity to assets) rather than the Basel defined number which
includes total exposures.

= Basel 4 remains on the agenda and will provide another headwind to the
Australian banks' capital position. As Wayne Byres states

"There are of course a range of initiatives coming down the pipeline from the  Basel 4 is in the pipeline and may
Basel Committee that could materially change the capital framework. The impact Australian banks greater
entire framework of risk weights — standardised and model-based — is under  than other countries

review, as are the trading book and operational risk regimes. The Committee is

also updating the operation of the so-called capital floor — something that

APRA did away with some years ago on the basis that it was not binding. In a

revised form, that may not be the case in future. Of course, these changes will

affect all banks around the world in some way but, in the context of

international relativities, some of the changes may well affect Australian ADls

to a proportionally greater extent than is the case in some other jurisdictions. "

It remains difficult to quantify the exact capital requirement the banks face.
However, despite the recent capital raisings the requirement for the banks to
continue to strengthen their capital position appears to be ongoing.

"While there is much that is uncertain, one thing that is clear is the direction " So continuing to steadily

the world is moving. That is towards higher capital ratios, reflecting a view that  accumulate capital looks to be a
not enough has yet been done to deliver a resilient financial system taking into  sensible strategy"

account the lessons of the financial crisis. So continuing to steadily accumulate

capital looks to be a sensible strategy for a while yet."

Our base case remains that CET1 ratios will eventually settle above 10% (APRA's
definition) with additional risk weights likely to be felt as Basel 4 is implemented
over the next couple of years.
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Liquidity and Funding headwinds

Funding and liquidity were critical issues for the banks during and immediately
after the financial crisis. Over reliance on wholesale funding and too few deposits
put pressure on the banks' balance sheets. Since this time the banks have
attempted to improve their liquidity positions (now complying with the Liquidity
Coverage Ratio), improve deposit funding and term out their wholesale exposures.
In the eyes of many investors most of the heavily lifting appeared to have been
done.

However, funding and liquidity remains an area of concern for APRA.

"The introduction of global liquidity and funding standards in Basel lll - the 30-
day Liquidity Coverage Ratio (LCR), and the longer-term Net Stable Funding
Ratio (NSFR) — potentially have a greater impact on the Australian banking
sector, given its excess of loans over deposits and reliance on foreign-sourced
funding, than changes to capital requirements."

Further improvement in deposit funding

While the banks have improved their loan to deposit ratio since the crisis, the ratio
remains elevated at 143%. Further, although the banks saw a rise in the
percentage of term deposits post the crisis, this trend has deteriorated over the last
three years as interest rates have fallen and the banks have become more
comfortable with their funding mix.

APRA appears unhappy with this situation:

"While banks have actively pursued deposit growth, not all deposits have
similar liquidity characteristics. In recent years, deposit growth has primarily
come in the form of at-call, rather than term deposits. The apparent ceasefire
in the ‘war for deposits’ means liquidity profiles have been strengthened less
than it might first appear."

Figure 3: Banks Loan to Deposit Ratio (%)

APRA believes the LCR and NSFR
may have a greater impact on the
Australian banks than changes to
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APRA would like to see more
term deposit funding

Figure 4: Term Deposits vs Current/Other Deposits (A$m)
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Importantly, we believe that if the banks are to improve their deposit funding mix
and in particular increase term deposit funding, higher interest rates are the only
viable option. Over the last three years the banks have been actively reducing their
term deposit rates to help alleviate margin pressure. Combined with RBA rate cuts
this has led to a reduction in Term Deposit 'Special' rates being offered to
customers from around 5.0% to 2.5% at present.

In our view the only way banks
could achieve this is via higher
Term Deposit interest rates
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With rates this low many depositors have been reluctant to lock in their money,
preferring to leave their cash at-call. Further, many investors are unable to
generate the income they need during retirement from deposits. As a result, they
have 'chased yield' into higher risk assets such as equities (including bank shares
and other 'yield" stocks) as well as residential and commercial property. This has

been one of the key drivers of strong equity and property returns over the last few
years.

Higher deposit rates may have an
implication for the attractiveness
of other 'yield' asset classes

Figure 5: Term Deposit Rates vs Cash Rate (%) Figure 6: Spread between Term Deposit & Cash Rate (%)
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If requlatory change forces the banks to increase term deposit interest rates to
attract more funding, this is likely to have an impact of retail and self-managed

superannuation fund (SMSF) asset allocation. This would have an obvious read
through for equity flows.

Net Stable Funding Ratio (NSFR) presents a challenge

The proposed introduction of the NSFR, which measures long term funding
mismatch, has not been a focus of the market for some time. Initially many people
considered the NSFR to be either unworkable or unattainable, while more recently
it has not been a focus as the Discussion Paper is yet to be released.

However, Wayne Byres confirmed its scheduled implementation for 2018 and
stated APRA will consult further on its implementation in coming months. Once
again the speeches seem to suggest that the market may be underestimating the
degree of regulatory change and the impact it may have on the banks.

The NSFR is still on the agenda.
The Australian banks do not look
good on this basis

"Given their funding structures, the largest Australian banks do not easily meet
the new standard and, as things stand today, international comparisons are not
favourable to them. Some further lengthening of Australian bank maturity
profiles is therefore likely to be needed over time to truly strengthen their
funding resilience. This is an important issue to address, because a key rationale

for the FSI’s ‘unquestionably strong’ recommendation was recognition this has
been a key vulnerability in the past."

Too reliant on short-term wholesale funding from offshore

One of the biggest challenges for the banks during the financial crisis was an over-
reliance on short-term wholesale funding from offshore. When the market froze in
2008 significant strain was placed on the financial system. However, while the
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banks have addressed much of their funding mix, APRA believes that not enough
has been done on one of the highest risk funding sources.

"While the industry has reduced its reliance on short-term funding, wholesale
funding and offshore funding, it has not materially reduced its reliance on the
form of funding that is most likely and able to run in a crisis: short-term
wholesale funding from offshore. That might seem paradoxical, but as a
percentage of total funding, short-term wholesale offshore funding is virtually
unchanged from a decade ago. "

We believe that many of the major banks would dispute this finding, as they
believe their reliance on short-term wholesale offshore funding has reduced.
However, as has been seen in the capital debate when the regulator is not satisfied
with a position further work usually needs to be done.

Figure 7: CBA's Average Funding Cost vs 3 month Bank

Bill Swap Rate (%) Rate (%)

We were surprised to see APRA's
comments that the banks'
reliance on short-term wholesale
offshore funding is virtually
unchanged from a decade ago

The banks may dispute this

Figure 8: CBA's funding benefit over the Bank Bill Swap
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Impact - Funding costs to continue to rise

Given the number of moving parts, uncertain regulation (especially the NSFR) and
competitive dynamics it is not possible to accurately estimate the potential
additional funding costs the banks may face as they improve their funding and
liquidity positions towards APRA's targets. However, from these speeches it seems
clear to us that funding costs will rise, potentially significantly.

We see this development as the most negative take-away from APRA's speeches,
as we had presumed that most of the funding heavily lifting had already been
achieved.

Further, we had assumed that additional loan re-pricing would help the Major
banks to expand Net Interest Margins and partially offset the dilutive impact of
higher capital requirements. However, from APRA's speeches we believe that
additional re-pricing may be necessary just to offset the additional funding costs
the banks may face. This suggests the NIM outlook is now materially more
negative than we had previously anticipated.

Potential implications for the economy and monetary policy

We believe that addition funding requirements has significant implications not just
for the banks but potentially for the broader economy. If the banks need to

It is impossible to accurately
calculate the impact of these
additional funding requirements
on the banks' funding costs.

However, it seems clear funding
costs will rise

While we expect additional re-
pricing this may be required to
offset NIM pressure, not expand
NIM
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expand their asset yield to offset higher funding costs (as well as higher capital
imposts) they will likely actively look to raise lending rates. While re-pricing is likely
to initially focus on investment property and then owner occupied mortgages, we
believe some widening of business and corporate spreads now appears likely.

Additional funding costs to meet regulatory requirements as flagged by APRA may
also imply that further potential RBA rate cuts may be less effective. The vast
majority (or even all) of any future rate cuts are now unlikely to be passed onto
borrowers, in our opinion. Perhaps borrowing costs have already reached their
minimums for many products? A similar situation has been seen in other
developed economies as interest rates approached zero.

Impact on medium term ROE

We were very surprised to see Wayne Bryres comments regarding earnings, ROE
and cost of capital. While we agree with his comments that earnings and asset
quality are key facets of an "unguestionably strong" banking system, APRA has in
the past been silent as to what an appropriate level of returns should be. While
APRA was not specific, the direction that it expects returns to move seemed clear:

"There was, however, an expectation that returns may well decline, certainly
from the high teens and even 20+ per cent returns on equity achieved by many
banks before the financial crisis. By making banks more resilient and, in
particular, less leveraged, it was envisaged that returns to shareholders — both
expected and required — would fall somewhat."

APRA then continued, comparing the returns of the banks to global peers:

"The major banks have restored their returns to around pre-crisis levels (like
their peers in Canada), while the remainder of the industry is earning an RoE
closer to 10 per cent. While low relative to the major banks, this group of ADIs
is still earning a return that is commensurate with large US banks, and above
that of large UK and European banks. Therefore, one of the more interesting
questions that | think remains open to debate is where the ‘right’ RoE for a
more resilient banking system is likely to settle."

It is the last sentence which is the most interesting, in our opinion. After stating
that returns in other parts of the world are now lower, APRA asks what is the
‘right' ROE for a "more resilient banking system"? We believe this comment has
two elements:

(1) APRA believes that a better capitalised and more resilient banking system
should have a lower cost of capital. Therefore it should still be priced on a
similar multiple despite a lower return;

(2) Management should accept that returns will be lower as their Balance Sheets
are strengthened. ROE targets such as 16% for ANZ and 15% for WBC may
no longer be appropriate.

It is clear that many of the elements in Wayne Byres' speeches looking for
"unguestionably strong" banks are negative for returns: more capital, better
funding; and strong asset quality. In the past the banks have attempted to offset
additional imposts by widening their lending spreads. This was seen recently when
the banks re-priced their investment property mortgage rates. While we expect re-
pricing to continue, and even broaden, we believe APRA is indicating that banks

This implies any future RBA rate
cuts may be less effective

We were surprised to see APRA's
comments on ROE

"One of the more interesting
questions ... is where the right’
RoE for a more resilient banking
system s likely to settle."

Is APRA implying:
Cost of Capital should also fall;
Banks must accept lower returns?
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must accept they will not be able to pass these costs on in full. Investors should be
satisfied with lower returns given the riskiness of the sector has also reduced.

Du Pont breakdown of the major banks' returns

We believe that Du Pont analysis of bank returns provides a good methodology to
analyse potential movements in returns and the pressures the banks are likely to
face. This analysis breaks down bank ROE into Return on Assets (and its moving
parts) and Leverage.

Revenue on Assets — has been in steady decline over the last thirty-five years.  We had believed Revenue on
This reflects movements in the composition of the book (more mortgages); Assets may expand as banks re-
increased competition and progressively lower interest rates. With the banks now  price to offset higher capital
facing additional pressures from funding costs as discussed above there is now an  imposts.
increased risk the banks' Revenue on Assets and NIM compression accelerates
beyond current forecasts.

But funding costs now represent

We have been bullish on the banks' ability to re-price their loan books to offset greater headwind

some of the pressure from dilution. However given these additional headwinds
highlighted by APRA we are now less confident. Significant re-pricing may now be
required, in our view. This also has an implication for the transmission mechanism
for any future rate cuts by the RBA.

Figure 9: Sector Revenue on Assets (bp) Figure 10: Sector Costs on Assets (bp)
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Costs on Assets — The banks have offset much of the revenue pressure they have
been facing over the last few decades by improved efficiency and economies of
scale. However, we believe the major banks remain very inefficient organisations.

Across the major banks the cost base has now reached $37bn per annum. This  The banks still have an

appears to be a considerable amount of money to run a banking system across  opportunity to significant reduce
Australia and New Zealand. Given changing technologies and customer costs

behaviours, we believe this number could be reduced materially. However, as has

been seen globally, banks are risk averse and reluctant cost cutters, only

undertaking structural cost decisions when forced to.

We see cost reductions as a medium term upside for the banks, but do not believe
it will be sufficient to offset other ROE headwinds.
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Figure 11: Sector Pre-Provision Profits on Assets Figure 12: Sector BDD charges on Assets
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Pre-Provision Profits on Assets — One of the most positive points on the
Australian banks is the very steady Pre-Provision Profits on Assets they have been

able to achieve over an extended period of time. This reflects both the flexibility of ~ BDD should be the other key
the banking sector to absorb change as well as the strong industry structure.  driver of bank returns

However, for this to continue the banks will need to re-price their asset books
materially or take further costs out to offset the additional funding cost pressures
they are facing.

Bad and Doubtful Debts on Assets — Along with regulatory change risks to
asset quality and BDD charges remains the biggest risk within the sector. Please
refer to our recent report " What would it take for banks to cut dividends?" (3 Sept
2015) which looks at potential economic scenarios and the implications for bank
returns and dividend policies.

Figure 13: Sector Profit before Tax on Assets Figure 14: Sector Return on Assets
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Return on Assets — While there are a lot of moving parts that drive the banks'
ROA, we had believed there was potential upside if asset quality and BDD charges
remained subdued. However, given APRA's comments and the likely ongoing
pressure on funding costs, we believe this may no longer be the case. We believe
re-pricing will now be required just to keep ROA flat. If the NSFR, greater term
deposits and less reliance on short-term offshore wholesale funding are
implemented risks to our forecasts are more likely to be on the downside. That
said, asset quality and provision charges are still the key drivers of bank returns.
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Figure 15: Sector Book Leverage (x) Figure 16: Sector Return on Equity (%)
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Book Leverage - We expect the banks to continue to deleverage as their capital
ratios are strengthened consistent with moves to an "unquestionably strong”
capital position. We believe a CET1 ratio of above 10% is the new starting point,
while RWA are likely to move higher as Basel 4 is implemented as flagged by
APRA. These potential changes are yet to be fully reflected in our forecasts.

Return on Equity — Our current forecasts assume ROE settles in the 13-14%  Risks to ROE are now even more
range for the major banks. However, evidence above suggests ROE may fall below  skewed to the downside

these levels. This appears consistent with comments from Wayne Byres and returns

seen in other developed banking systems since the financial crisis.
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Sector Valuations and Pricing

Figure 17: Sector PE (x)

Figure 18: Sector PE Rel. the All Industrials (ex Financials)
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Figure 19: Sector Price to Pre-Provision Profits (x) Figure 20: Sector Earnings Yield to Bond Yield (%)
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Stock Valuations and Pricing

Figure 25: ANZ PE Relative to the Major Banks (%)

Figure 26: ANZ Price to Book (x) vs Return on Equity (%)
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Figure 27: CBA PE Relative to the Major Banks (%)

Figure 28: CBA Price to Book (x) vs Return on Equity (%)
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Figure 29: NAB PE Relative to the Major Banks (%)

Figure 30: NAB Price to Book (x) vs Return on Equity (%)
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Figure 31: WBC PE Relative to the Major Banks (%)

Figure 32: WBC Price to Book (x) vs Return on Equity (%)
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Figure 33: Major Bank Earnings & Valuation Summary

ANZ CBA NAB  NAB (ex-UK) WBC Majors
Recommendation Neutral Buy Neutral - Buy Over Weight
Share price ($) 22 September 2015 27.83 73.80 30.51 28.89 31.11
Price Target ($) 33.00 87.00 35.00 33.38 37.00
Implied 2015E Price to Book (x) 1.6 2.8 1.8 2.2 2.2
Implied 2016E PE (%) 12.9 16.0 13.2 15.0 14.5
% Price Upside to Price Target 19% 18% 15% 19% 18%
Valuations
PE (x)
2014 11.0 14.2 14.3 . 12.9 13.2

2017E 10.6
PE Relative to All Industrials (%)
2014 61

2017E 68 86 76 - 80 79
PE Relative to Major Banks (%)

2014 84 107 108 - 98 n.a.
2015E 88 1 92 - 103 n.a.
006 s 10w e 2| na
2017E 86 110 97 98 102 n.a.
Price to Pre-Provision Profit (x)

2014 7.3 9.5 8.5 8.5 8.6
2015E 7.1 9.2 7.2 - 8.3 8.1
006 &y %0 72 - 81| 80
2017E 6.7 8.7 7.3 - 7.9 7.8
Diluted EPS growth (%)

2014 8.8 11.8 -133 - 8.0 5.0
2015E 1.1 3.4 25.1 - 1.6 7.0
00607 2. a2 06
2017E 2.8 0.9 -2.8 - 0.9 0.6
Growth in Book Value Per Share (%)

2014 7.6 8.0 3.5 - 3.8 5.9
2015E 13.1 7.1 7.2 - 7.2 8.4
2016E 6.6 12.3 7.7 - 9.3 9.4
2017E 4.4 5.3 4.7 - 4.1 4.7
Div Yield (%)

2014 6.4 5.4 6.5 5.9 6.0

13.4

11.9

12.0

12.5

71

123

2017E 6.8 5.9 6.5 6.9 6.3 6.3
Price to Book (x)

2014 1.57 2.50 1.66 - 2.00 2.00
2016E 1.30 2.08 1.43 1.52 1.70 1.69
2017E 1.25 1.97 1.37 1.45 1.64 1.61
Price to NTA (x)

2014 1.90 3.14 2.01 . 2.69 2.53
2016E 1.51 2.48 1.68 1.82 2.13 2.02
2017E 1.44 2.33 1.58 1.69 2.03 1.91
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Financials ANZ CBA NAB NAB (ex-UK) WBC Majors
Cash NPAT (UBS post prefs) ($m)

2014 7111 8,635 5172 7,628 28,546
2015E 7,233 9,085 6,817 1,776 30,911
2016E 7,773 9,714 7,230 6,774 8,185 32,903
2017E 8,202 9,952 7,388 6,931 8,571 34,113
Cash NPAT (Company format) ($m)

2014 7117 8,680 5,184 7,628 28,609
2015E 7,235 9,137 6,817 1,776 30,965
2016E 1,775 9,770 7,230 6,774 8,185 32,961
2017E 8,204 10,008 7,388 6,931 8,571 34,171
Cash EPS (fully diluted) (cps)

2014 252 521 214 241 n.a.
2015E 255 538 268 245 n.a.
2016E 256 545 265 248 247 n.a.
2017E 264 550 257 240 250 n.a.
Basic EPS (Company format) (cps)

2014 261 533 220 245 n.a.
2015E 262 558 274 248 n.a.
2016E 263 570 268 252 251 n.a.
2017E 271 575 261 244 253 n.a.
Book Value Per Share (cps)

2014 1,770 2,953 1,841 1,559 n.a.
2015E 2,001 3,164 1,975 - 1,672 n.a.
2016E 2,134 3,553 2,127 1,895 1,828 n.a.
2017E 2,227 3,742 2,227 1,995 1,903 n.a.
Dividend (cps)

2014 178 401 198 198 182 n.a.
2015E 182 420 198 198 187 n.a.
2016E 184 430 198 198 191 n.a.
2017E 188 436 198 198 195 n.a.
Return on Equity (%)

2013 15.4 18.3 14.4 16.0 16.3
2014 15.5 18.8 12.0 16.5 16.1
2015E 13.8 18.2 14.5 15.9 15.9
2016E 12.7 16.8 13.0 13.7 14.6 14.6
2017E 12.4 15.7 11.9 124 13.9 13.8
Return on Assets (%)

2013 0.96 1.08 0.80 1.04 0.99
2014 0.95 1.12 0.65 1.05 0.97
2015E 0.85 1.10 0.78 0.99 0.95
2016E 0.85 1.10 0.77 0.79 0.99 0.95
2017E 0.86 1.08 0.76 0.77 0.99 0.95
Core Tier 1 (APRA Basel lll, %)

2014 8.8 9.3 8.6 9.0 n.a.
2015E 9.8 9.1 10.0 9.5 n.a.
2016E 10.2 1.1 10.8 10.0 10.0 n.a.
2017E 10.3 10.0 11.2 10.5 10.4 n.a.
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Key Earnings Drivers ANZ CBA NAB NAB (ex-UK) WBC Majors
Growth in Ave Interest Earning Assets (%)

2013 10.1 3.8 5.0 3.8 5.5
2014 12.3 7.9 7.6 7.9 8.8
2015E 10.6 7.0 6.2 6.3 7.5
2016E 6.5 5.6 4.6 4.9 5.4
2017E 5.1 43 3.8 4.1 43
Margins (%)

2013 2.22 2.13 2.03 2.15 2.13
2014 2.13 2.14 1.94 2.09 2.07
2015E 2.03 2.09 1.92 2.05 2.02
2016E 2.06 2.10 1.96 2.06 2.05
2017E 2.07 2.1 1.95 2.07 2.05
Non-Interest Income Growth (%)

2013 -2.1 -1.7 3.5 7.4 1.5
2014 2.9 6.3 -0.3 6.8 4.2
2015E 34 6.4 3.6 1.3 3.8
2016E 2.8 4.0 1.0 4.8 33
2017E 2.9 3.2 3.7 3.8 34
Revenue Growth (%)

2013 3.0 33 1.6 4.2 3.0
2014 6.5 7.6 1.9 5.2 5.4
2015E 4.8 5.3 5.0 34 4.6
2016E 6.4 5.6 5.1 5.3 5.6
2017E 4.9 3.9 3.5 4.5 4.2
Cost Growth (%)

2013 -3.1 -2.0 4.8 5.1 0.9
2014 6.1 5.4 24.1 6.3 10.4
2015E 5.9 5.2 -11.0 4.1 0.6
2016E 3.2 2.0 2.7 2.8 2.6
2017E 3.0 2.7 3.0 2.3 2.7
Cost to Income Ratio (%)

2013 44.9 433 44.2 41.2 433
2014 44.7 424 53.8 41.6 45.1
2015E 45.2 424 45.6 41.9 435
2016E 43.8 40.9 44.6 40.9 42.3
2017E 43.1 40.5 44.3 40.0 41.7
Core Earnings Growth

2013 8.6 7.8 -0.9 3.5 4.7
2014 6.7 9.2 -15.7 4.5 1.5
2015E 4.0 5.3 23.6 2.9 8.0
2016E 9.0 8.2 7.2 7.2 7.9
2017E 6.3 4.7 39 6.0 5.2
BDD charge/loans (bp)

2013 25 19 37 16 24
2014 19 16 16 " 15
2015E 22 15 16 12 16
2016E 25 18 19 16 19
2017E 26 23 22 18 22
Effective Tax Rate (%)

2013 27.3 27.5 27.6 30.2 28.2
2014 27.5 27.2 324 29.6 28.9
2015E 27.5 27.3 28.6 29.7 28.2
2016E 27.5 27.3 283 29.7 28.2
2017E 27.5 27.3 28.3 29.7 28.2
Source: Factset, UBS estimates.
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Statement of Risk

Australian banks are large, highly leveraged financial institutions operating across a
number of markets, and as such are subject to the risk of changes in the general
business and economic conditions within these markets. A change in these
conditions could include changes in interest rates, inflation, unemployment,
monetary supply, exogenous shock, changes in foreign exchange rates, and the
health of the general economy. The banks also face the risk of regulatory changes
and increased competition which could affect the profitability of the sector. A key
risk that financial institutions face is associated with extending credit to other
parties. Less favourable business conditions could cause potential losses from loans
to increase putting pressure on the group’s capital. The bank sector also faces
operational risk from operating such large and complex businesses.
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Required Disclosures

This report has been prepared by UBS Securities Australia Ltd, 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.

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. 45% 36%
Neutral FSR is between -6% and 6% of the MRA. 42% 32%
Sell FSR is > 6% below the MRA. 13% 20%
Short-Term Rating  Definition Coverage’® IB Services*

Stock price expected to rise within three months from the time

0, o)
the rating was assigned because of a specific catalyst or event. less than 1% less than 1%

Buy

Stock price expected to fall within three months from the time

[0} [¢)
the rating was assigned because of a specific catalyst or event. less than 1% less than 1%

Sell

Source: UBS. Rating allocations are as of 30 June 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 the NASD and NYSE and therefore are not subject to the restrictions contained
in the NASD and NYSE rules on communications with a subject company, public appearances, and trading securities held by
a research analyst account. The name of each affiliate and analyst employed by that affiliate contributing to this report, if
any, follows.

UBS Securities Australia Ltd: Jonathan Mott; Adam Lee; Rachel Bentvelzen.

Australian Banking Sector Update 22 September 2015 S UBS 17



Company Disclosures

Company Name Reuters 12-month rating Short-term rating Price  Price date
ANZ Banking Group? 4 5 ANZ.AX Neutral N/A A$27.72 21 Sep 2015
Commonwealth Bank of Australia2 4 5 5 CBA.AX Buy N/A A$73.62 21 Sep 2015
National Australia Bank? 4 NAB.AX Neutral N/A A$30.47 21 Sep 2015
Westpac Banking Corporation' 2 4 5a 5b. 16 WBC.AX Buy N/A A$30.85 21 Sep 2015

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, Australia branch is acting as joint lead manager to Westpac Banking Corporation on its Capital Notes 3

1.

2.

4.

5a.
5b.

16.

Offer, and will receive a fee for acting in this capacity.
UBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or placement of
securities of this company/entity or one of its affiliates within the past 12 months.

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.

UBS AG, Australia Branch or an affiliate expect to receive or intend to seek compensation for investment banking

services from this company/entity within the next three months.

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.
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.
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Global Disclaimer

This document has been prepared by UBS Securities Australia Ltd, 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://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.

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

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

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 Espafa SV, SA. UBS Securities Espafa SV, SA is regulated by the Comision 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 ltalia 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: INM000010809 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:/Avww.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 2015. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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