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Issuer Profile: UBS GI’OUp AG (“UBS”)

Neutral (3)
} Potential New Issue
T| C ker: ] UBS Group AG (“UBS”) is reportedly looking to issue a SGD Perpetual non-call 5yrs
UBS Additional Tier 1 instrument. No initial price guidance has been provided yet and any new
deal remains subject to market conditions.

Andrew Wong =  This would be UBS’s second capital instrument issue in the SGD space after the SGD700mn
+65 6530 4736 UBS 5.875% PERPc23s issued in November 2018.

wongVKAM@ochc.com . Initial indications are that the structure of this deal will be similar to the UBS 5.875%

PERPc23s with the instrument subject to write down at the point of non-viability or if its
CET1 ratio falls below 7.0%.

Pricing Indication

= While the economic outlook is more clouded since the prior issue, the technical
environment has shifted considerably with positive sentiment for bank capital instruments
given the dovish rates outlook. This, along with solid market liquidity, has driven strong
demand for duration and structural high yield instruments in the SGD space.

] The UBS 5.875% PERPc23s was issued at an initial spread of 3.605% and currently trades at
a yield of ~4.66% or 314bps above swaps. The more recently issued Credit Suisse Group
AG SGD750mn CS 5.625% PERPc24s (reset SDSW5 + 3.767%) is currently trading at a yield
of 5.26% or a spread of 374bps. We presently rate Credit Suisse Group AG at a Neutral (4)
under our framework while UBS is rated a notch higher at Neutral (3).

. Considering these inputs, we expect any initial price talk for a proposed new issue to be
around the 5% handle. This assumes a spread of ~350bps based on current 5-year swaps
of 1.52%. However, we would not be surprised if technicals eventually grind this deal
tighter by around 20bps.

. At these levels, a proposed initial spread of ~330bps would (1) be around 30bps tighter
than initial spread for the UBS 5.875% PERPc23s; but (2) somewhat reflect the longer
duration against current trading levels for the UBS 5.875% PERPc23s; and (3) be around
40bps tighter than current levels for the CS 5.625% PERPc24s.

] We would not chase this deal any tighter than those levels which already reflect the
stronger influence on technicals as opposed to fundamentals.

Relative Value:

ComAp?lr:tlve git'll'i Call date SF:)erzztd F':'iscke Ask Yield Spread
ooma > 133% 281123 3605% 10460  466%  313bps
CPSEigigz/" 125%  06/06/24 3.767% 10150  5.26% 374bps
SOCF?EER'\;)CG';%% 120%  16/04/24  4.207% 10220  558% 405bps
STQE::;TS 135%  03/10/24 3.683% 10150  5.04% 352bps
it 143%  24/09/23 2.665% 10245  4.33%  280bps
e oos " 131% 181120 3320% 10288 3.48% 185bps
BAE}E\F@() 52';5% 13.1%  20/04/22 3.915%  103.65  4.27% 272bps
O aa . 139% 1700726  1795% 10045  3.50% 194bps

Indicative prices as at 27 August 2019 Source: Bloomberg
CET1 capital ratios based on latest available quarter
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Background

Ll UBS Group AG (“UBS”) is the world’s largest wealth manager by assets under
management. Based in Zurich and operating across 50 countries, UBS also provides
Personal & Corporate Banking, Asset Management and Investment Banking.

. As at 30 June 2019, it had total invested assets of USD3,381bn. There is no major
shareholder of UBS with shareholdings widely spread across institutional investors with
BlackRock Inc. and GIC amongst the 5 largest institutional investors.

Ll While business fundamentals are sound, earnings and capital ratios will continue to be in
focus due to high shareholder returns, rising costs and potential litigation impacts

Comments on 2Q2019 and 1H2019 results

=  Weaker top line performance: UBS reported its 2Q2019 and 1H2019 results with operating
profit before tax of USD3.31bn down 13.2% y/y for 1H2019. This was driven by a larger fall
in first half operating income (-6.7% y/y) than the fall in operating expenses (-4.7% vy/y).
Operating income performance was dragged by both weaker net interest income (-18.6%
y/y due to changes in deposit mix from demand deposits into money market funds and
certificates of deposit and loan repricing) and lower net fee and commission income (-6.1%
y/y from lower net brokerage fees in Global Wealth Management and the Investment Bank
as well as lower investment fund fees and fees for portfolio management and related
services mostly in Global Wealth Management).

=  Operating expenses didn’t compensate for the half but better in the quarter: Lower
operating expenses were driven mostly by lower general and administrative expenses (-
22.6% y/y from a reduction in outsourcing costs, litigation, regulatory and similar costs,
professional fees and a reallocation of rent expenses following adoption of IFRS16) and a
fall in personnel expenses (-1.9% y/y from lower variable and financial advisor
compensation and contractor costs that was offset to an extent by higher pension costs).
The reported cost to income ratio for 1H2019 of 77.4% weakened from 75.7% as at
1H2018. g/q performance was better with the reported cost to income ratio of 76.5% in
2Q2019 improved from 78.4% in 1Q2019.

=  Wealth Management still the propeller, Investment Bank the anchor: By segment, overall
y/y operating income performance was impacted mostly by weak performance in the
Investment Bank (-16.2% y/y from weaker client activity levels and lower transaction fees in
Equity and Debt Capital Markets amongst others) and Global Wealth Management (-6.0%
y/y from lower recurring, transaction and net interest income). On the flipside, Corporate
Center operating income was marginally positive in 1H2019 (USD17mn) against a
USD174mn operating loss in 1H2018. This performance fed through to reported operating
profit before tax with the Investment Bank (-42.9% y/y) and Global Wealth Management (-
15.8% y/y) driving the 13.2% y/y fall in overall operating profit before tax. Otherwise, other
segments most notably the Corporate Center (+79.1% y/y on better net treasury income
and lower operating expenses) but also Personal & Corporate Banking (+3.1% y/y on better
transaction income, loan growth and credit loss recoveries) and Asset Management
(+12.9% vy/y on stable operating income and lower operating expenses) improved in
1H2019. Overall, Global Wealth Management continues to contribute more than half
(52.6%) of UBS’s total 1H2019 operating profit before tax followed by Personal & Corporate
Banking (23.5%) and the Investment Bank (19.2%)

=  But capital position keeping things afloat: UBS’s capital position improved h/h as a result
of capital growth and a reduction in risk weighted assets from changes in the asset mix as
well as methodology and policy changes and lower regulatory add-ons. Its CET1 ratio as at
30 June 2019 was 13.3%, up from 12.9% as at 31 December 2018 and 13.0% as at 31 March
2019. These remain above its capital guidance of around 13.0% and minimum CET1 capital
ratio requirements of 10.3% (including countercyclical buffer) as at 1 January 2020 for UBS
which are stringent due to both higher obligations for systemically important banks under
Swiss legislation (minimums include both going concern and gone concern requirements),
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its dominant domestic market position as well as its classification as a global systemically
important bank. Its Total Loss- Absorbing Capacity as at 30 June 2019 of 33.3% is also above
its minimum requirement of 25.0%. UBS is also subject to Swiss leverage ratio
requirements for systemically relevant banks with a minimum going concern requirement
of 5.0% and minimum total loss-absorbing capacity leverage ratio requirement of 8.8%. As
at 30 June 2019, UBS was above these requirements at 5.5% and 9.6% respectively.

Recent Reports on UBS Group AG from OCBC Credit Research
Ll Asian Credit Daily (24 July 2019)
Ll Singapore Mid-Year 2019 Credit Outlook (05 Jul 2019)

Explanation of Issuer Profile Rating / Issuer Profile Score

Positive (“Pos”) — The issuer’s credit profile is either strong on an absolute basis or expected to improve to a
strong position over the next six months.

Neutral (“N”) — The issuer’s credit profile is fair on an absolute basis or expected to improve / deteriorate to a fair
level over the next six months.

Negative (“Neg”) — The issuer’s credit profile is either weaker or highly geared on an absolute basis or expected
to deteriorate to a weak or highly geared position over the next six months.

To better differentiate relative credit quality of the issuers under our coverage, we have further sub-divided our
Issuer Profile Ratings into a 7 point Issuer Profile Score scale.

IPR tive Neutral

IPS 1 2 3 4 5 6 7

Please note that Bond Recommendations are dependent on a bond’s price, underlying risk free rates and
an implied credit spread that reflects the strength of the issuer’s credit profile. Bond Recommendations
may not be relied upon if one or more of these factors change.

Explanation of Bond Recommendation

Overweight (“OW”) — The performance of the issuer’s specific bond is expected to outperform the issuer’s other
bonds, or the bonds of other issuers either operating in the same sector or in a different sector but with similar
tenor over the next six months.

Neutral (“N”’) — The performance of the issuer’s specific bond is expected to perform in line with the issuer’s other
bonds, or the bonds of other issuers either operating in the same sector or in a different sector but with similar
tenor over the next six months.

Underweight (“UW”) — The performance of the issuer’s specific bond is expected to underperform the issuer’s
other bonds, or the bonds of other issuers either operating in the same sector or in a different sector but with
similar tenor over the next six months.

Other

Suspension — We may suspend our issuer rating and bond level recommendation on specific issuers from time to
time when OCBC is engaged in other business activities with the issuer. Examples of such activities include acting
as a joint lead manager or book runner in a new issue or as an agent in a consent solicitation exercise. We will
resume our coverage once these activities are completed.

Withdrawal (“WD”) — We may withdraw our issuer rating and bond level recommendation on specific issuers from
time to time when corporate actions are announced but the outcome of these actions are highly uncertain. We will
resume our coverage once there is sufficient clarity in our view on the impact of the proposed action.
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Analyst Declaration
The analyst(s) who wrote this report and/or her or his respective connected persons did not hold financial interests in the above-mentioned issuer
or company as at the time of the publication of this report.

Disclaimer for research report

This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in whole or in part to any
other person without our prior written consent. This publication should not be construed as an offer or solicitation for the subscription, purchase or
sale of the securities/instruments mentioned herein. Any forecast on the economy, stock market, bond market and economic trends of the
markets provided is not necessarily indicative of the future or likely performance of the securities/instruments. Whilst the information contained
herein has been compiled from sources believed to be reliable and we have taken all reasonable care to ensure that the information contained in
this publication is not untrue or misleading at the time of publication, we cannot guarantee and we make no representation as to its accuracy or
completeness, and you should not act on it without first independently verifying its contents. The securities/instruments mentioned in this
publication may not be suitable for investment by all investors. Any opinion or estimate contained in this report is subject to change without notice.
We have not given any consideration to and we have not made any investigation of the investment objectives, financial situation or particular
needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever is accepted for any
loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on such information or opinion or estimate. This
publication may cover a wide range of topics and is not intended to be a comprehensive study or to provide any recommendation or advice on
personal investing or financial planning. Accordingly, they should not be relied on or treated as a substitute for specific advice concerning
individual situations. Please seek advice from a financial adviser regarding the suitability of any investment product taking into account your
specific investment objectives, financial situation or particular needs before you make a commitment to purchase the investment product. OCBC
and/or its related and affiliated corporations may at any time make markets in the securities/instruments mentioned in this publication and together
with their respective directors and officers, may have or take positions in the securities/instruments mentioned in this publication and may be
engaged in purchasing or selling the same for themselves or their clients, and may also perform or seek to perform broking and other investment
or securities-related services for the corporations whose securities are mentioned in this publication as well as other parties generally.

This report is intended for your sole use and information. By accepting this report, you agree that you shall not share, communicate, distribute,
deliver a copy of or otherwise disclose in any way all or any part of this report or any information contained herein (such report, part thereof and
information, “Relevant Materials”) to any person or entity (including, without limitation, any overseas office, affiliate, parent entity, subsidiary
entity or related entity) (any such person or entity, a “Relevant Entity”) in breach of any law, rule, regulation, guidance or similar. In particular, you
agree not to share, communicate, distribute, deliver or otherwise disclose any Relevant Materials to any Relevant Entity that is subject to the
Markets in Financial Instruments Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in Financial Instruments Regulation (600/2014) (“MiFIR”)
(together referred to as “MiFID II”), or any part thereof, as implemented in any jurisdiction. No member of the OCBC Group shall be liable or
responsible for the compliance by you or any Relevant Entity with any law, rule, regulation, guidance or similar (including, without limitation, MiFID
I, as implemented in any jurisdiction).

Co.Re@.no.:193200032W
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