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SPX Final Throw Over ... Low Momentum in Europe

® US Trading: Last week, on the back of the US budget resolution, the SPX extended its late August rally and hit new all-time
highs, whereas the Russell-2000 and Nasdag-100 refused to make new highs. It reflects an unchanged increasing selectivity and
adds another divergence to the existing/intact non-confirmations in our breadth work. medium-term momentum studies, and on
the volatility side (VIX posted another marginal higher low), which leaves the technical picture unchanged. With an intact
momentum divergence trading in a wave 5 (lower degree), we see last week’s bounce above the upper end of the June bull
channel as a classic final throw over/blow-off instead of another sustainable momentum breakout.

*  After yesterday’s reversal candle (bearish engulfing) the SPX has generated a fresh momentum short signal, where a re-break
below 2564 would be initially negative. Key trading support (last higher reaction low as stop loss for long positions) is at 2548
and 6559 in the Nasdaq (rolling over in our trend work), which we expect to be tested into early November. and where a break of
2548 would imply more weakness towards 2540/2518.

*  US Strategy: With the late September breakout above 2509, the September rally has been significantly stronger than expected,
particularly with respect to the seasonal cycles where September/October is statistically the most challenging time frame for
equities. So where do we stay from a cyclical aspect and what can we expect for the rest of the year? Tactically. the SPX
continues to trade in the time window of a multi-week cycle top where short-term we expect an initial pullback into early
November followed by another bounce into later November. However. more strength into later November we would see more as
part of a distributive top building process and a leading indicator of a somewhat more significant 3% to 5% pullback into late
December/early January where we have our next bigger tactical low projection (4-month cycle) and buying opportunity for the
next rally/bounce into later Q1. If we are correct. then one consequence would be that the classic year-end rally we already saw
in September/October, so that into year-end/early January (which seasonally would be also very unusual), we could see
surprising weakness and/or a washout before starting its next bigger bounce into later Q1, which was and remains our preferred
time window for an important and major market top of the underlying 2016 wave 5 bull cycle: and where ahead of this potential
top we should see further increasing selectivity and gradually rising volatility in the US and global equities.

*  European Trading: With the (20-day) average true range at a 12-year low, and the Euro Stoxx continuing to trade sideways,
Europe is close to a standstill. Again, after the stronger than expected September rally (DAX posted its 3™ strongest September
since 1965!!), the move has been clearly losing momentum where selective new reaction highs (OMX. CAC, SMI, AEX) were
based on weak momentum. In the bigger picture, Europe trades in wave 5 of the 2016 bull cycle, which confirms our underlying
bullish bias into Q1. However, on a short-term basis. Europe remains overbought and with our daily trend work rolling over in
more and more markets, we continue to expect a short pullback into early November. before we expect more
upside/outperformance into later November (where we expect more EUR weakness). Euro Stoxx support is unchanged at 3555 to
worst case 3520, as the setup for the next bounce into November, where we can see a test of the May high at 3667.

® Inter Market Analysis: From a trend perspective, our underlying views on the macro side are unchanged, where (in the 2016
boom and bust cycle) we remain bearish bonds and expect higher yields into later Q1, where we expect another bear leg in the
US dollar into QI (we expect European yields to rise stronger than US yields) and where gold should remain a buy into
November weakness for another bounce/rally into early 2018 and (after a late QI washout) ultimately into deeper/later 2018,

®  Tactically. on a very short-term basis, US 10-year yields and the DXY are sitting at key levels. As long as we do not see a
significant break of the early October high at 2.40% in US-10-year yields and 94.14 in the DXY, we still expect another near-
term pullback in US yields and the DXY into early November before starting its real bounce higher, which should break 2.40%
in US 10-year yields and where we expect the DXY heading towards 95 to 95.90 into later November,

*  Gold remains a reflection of the DXY and US vields, where on a short-term basis we favour (pivotal support at $1260) another
bounce towards $1320 but where into November we cannot rule out a short-term negative surprise on the way into another
significant buying opportunity. So tactically we see gold more a sell into strength instead of chasing gold higher,
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US Equity Market Update:

Chart 1.) S&P-500 Daily Chart
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Chart 2.) S&P-500 with NYSE McClellan Oscillator Daily Chart
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Chart 3.) Nasdag-Composite Daily Chart
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Key Reversal in SPX

Medium-term, the September breakouts to new all-
time highs in the SPX, Russell-2000, and transport are
bullish and confirming our underlying bullish view,
which we had and continue to have into Q1. Having
said that, despite last week’s rally extension in the SPX
and in the Dow Jones Industrial, our short-term view
has not changed.

On the back of the US budget resolution, last week we
saw another significant bounce and a new all-time high in
the SPX, which extended its late August rally and even
broke above the upper end of its June bull trend channel,
whereas the Russell-2000 and Nasdag-100 refused to
make new highs. The continued sideways trading and
yesterday’s weak session in the Russell reflects an
unchanged increasing selectivity in the US, where on
the one hand mega cap stocks are pushing the SPX
and DJI higher, and in the broader market and most
key sectors there has been a standstill since more or
less early October. The non-confirmation between the
Russell-2000 and the DJI is similar to what we had in late
July/early ~ August, ahead of the multi-week
consolidation/pullback pattern into later August. This
adds just another divergence to the existing/intact non-
confirmations we still have in our breadth work
(contracting number of new highs), to medium-term
momentum studies (NYSE McClellan Oscillator) and on
the volatility side, where the VIX posted another marginal
higher low where the non- confirmation versus the SPX
remains intact, leaving the technical picture in the US
unchanged.

With the late September breakout above 2509, the August
rally has been significantly stronger than expected but we
continue to see this rally and especially last week’s
bounce as a tactical overshooting into a multi-week top as
the setup for an initial pullback into early November
before starting another bounce into later November where
we can still see marginal new highs; however, we would
see that as part of a distributive pattern ahead of a
somewhat more significant pullback into later this year
and/or into very early January.

Conclusion: After yesterday’s reversal candle (bearish
engulfing) the SPX has generated a fresh momentum
short signal, where a re-break below 2564 would be
initially negative. Key trading support (last higher
reaction low as stop loss for long positions) is at 2548 and
6559 in the Nasdaq (where our daily trend work is turning
short), which we expect to be tested into early November,
and where a break of 2548 would open the door towards
more weakness towards 2540/2518.
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US Equity Market Update:

Chart 4.) Russell-2000 Daily Chart
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Chart 5. ) Russell-2000 versus Dow Jones Industrial
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Chart 6.) Russell-2000 with New 52-Week Highs
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With the continued sideways trading, the Russell-2000
remains in neutral stance short-term with key support at
1491. With yesterday’s bearish daily candle we anticipate
a near-term test of 1491, where a break would complete a
short-term top and suggest that a pullback to its late
September breakout level at 1452 is underway.

Tactically, and with the sharp rally of the DJI, we
have a strong divergence forming in the DJI versus the
Russell-2000, which is normally bearish short-term;
we had a similar pattern in early August ahead of the
multi-week consolidation/pullback pattern.

Despite last week’s bounce, the market breadth in the
Russell-2000 has been coming under further pressure,
which is negative.
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US Equity Market Update:

Chart 7. ) S&P-500 with Stock Trading Above 20-Day Moving Average
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The divergence in the number of SPX stocks trading
above their 20-day moving average is a classic short-term
momentum divergence, which should be the trigger for
minimum a several day’s lasting pullback into early
November.

Regardless whether it’s the Russell-2000, NYSE
Composite or the S&P-500, in all market segments the
number of new highs continues to deteriorate.

On the volatility side it is important to note that despite
last week’s strong 2-day bounce in the SPX, the VIX
index has not made a new low, let alone that it hit another
marginal higher low versus its previous weeks low, which
is further extending the non-confirmation versus the SPX,
which is tactically toppish.

Again, last week, we highlighted the 20-day average
true range at multi-year extreme low reading’s, which
reflects a very low intraday volatility. Statistically,
54% of the 2017 trading days have finished within a
20bps range, which is an all-time record. The 30-day
realized volatility is by far the lowest ever and last
week’s Thursday’s intraday trading range in the SPX
was the narrowest ever.

What does all this tell us? We are currently witnessing
a historical extreme phase, with record complacency
in the market and which we see as the “calm before
the storm”, so where in 2018 we can expect
significantly higher volatility.
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Weekly Comment

US Equity Market Update:

Divergences in Outperformers ... Watch Transport!

On the sector side we have no new signals, diverging to what we said last week. In the recent outperformers, SOX, BKX,
HGX, DRG and BTK we have momentum divergences forming, which we see as a capping factor short-term. In the

defensive camp, utilities continued to bounce

but with a momentum divergence forming we would not chase the sector in

absolute terms and take profits. Healthcare has been following more the risk curve and is short-term overbought. Together

with a bearish divergence in our daily trend work and yesterday’s reversal candle we would buy
upside. Consumer staples remain the weakest link in the defensive camp,

dips instead of chasing the
where the sector refused to bounce. On the one

hand we have a none confirmation forming in our trend work but also an intact down trend. Conclusion: As long as we do
not see a break of 564 we remain on the side line and where a break of 551 would be trend continuation bearish.

Keep an eye on the transport sector. If we are correct that the market is vulnerable for a short-term pullback, then
the DJT should be a leading indicator for this pullback. In this case last week’s bounce should form a lower high,
which pattern-wise would form a potential H&S top formation with key support at 9800/9764, and where a break

0f 9764 would imply weakness towards 9400.

Chart 10.) Dow Jones Transport (DJT) Daily Chart Chart 12.) US Healthcare Index (DRG) Daily Chart
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Chart 11.) Dow Jones Utilities (DJU) Daily Chart Chart 13.) S&P Consumer Staples Daily Chart
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Weekly Comment

Equity Strategy Update:

Preponed Year-End Rally ... Where Are We Cyclically?

With the late September breakout above 2509, the September rally in the SPX has been significantly stronger than
expected, particularly with respect to the seasonal cycle where September/October is statistically the most challenging time
frame for equities. Also if we take into account the average of years ending in “7* (decennial cycle) and post-election
years as part of the Presidential cycle, we had very often significant corrections in this time frame. In the first 8 months
of this year we had an amazingly high correlation of the Dow Jones Industrial versus the average of years ending in
“7”. In September/October this correlation has been obviously blown up. So although being underlying bullish with
expecting cyclical themes to outperform in an intact reflation trend, tactically we have been surprised by the
September breakout. So where do we stay cyclically and what can we expect for the last 2 months of the year, which
statistically, are normally very strong?

Although tactically we have been too cautious over the recent weeks, from a cyclical aspect the SPX continues to trade in
the time window of a multi-week cycle top. What we currently see is a strong right translation of the cycle top (due to
the sharp rally trend) in the underlying 2-month cycle but this does not mean that we will not see any pullback at
all, since every cycle is only complete with an upward and a downward move. In this context, we still expect an initial
pullback into early November, followed by most strength into later November, which however, we would see as
part of a distributive process and leading indicator of a more significant 3% to 5% pullback into late
December/early January, which is our next bigger tactical low projection (4-month cycle) and buying opportunity
for the next significant rally/bounce into later Q1.

Chart 14. ) DJI versus DJI in Years Ending in “7” (1900-2010 . ;
) : ( ) Conclusion: Our key message is that from a cyclical aspect
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Weekly Comment

Inter Market Update:

Chart 17. ) Trade Weighed Dollar Index (DXY) Daily Chart
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Chart 18.) US 10-Year Treasury Yields Daily Chart
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DXY Sitting At Key Level!

From a trend perspective, our underlying views on the
macro side are unchanged. In the 2016 boom and bust
cycle we remain bearish bonds and expect higher yields
into later Q1. On the FX side and after a tactical US
Dollar bounce into all in all later November, we expect
another and very likely a final tactical bear leg in the
US dollar into Q1. which should be basically a reflection
of our core view where we expect European yields to rise
stronger than US yields, so where the US-German yield
spread should further tighten.

The set up on the metals and commodity side is more
complex. On the one hand, a potential final US dollar bear
cycle should be still underlying bullish commodities (late
cyclical sector themes) but higher interest rates should be
at the same time headwind at least for gold, which at the
end of the day means we see gold still more as a trading

| theme before into deeper 2018 (and after a potential

tactical negative surprise in later Q1) we expect real
bullish trend momentum coming into precious metals.

Factically, on a very short-term basis, US 10-year yields
and the DXY are sitting at key levels. As long as we do
not see a significant break of the early October high at
2.40% in US-10-year yields and 94.14 in the DXY, we
are sticking to our recent trading call and expect
another near-term pullback in US yields and the DXY
into early November before starting its next bounce
higher, which should break 2.40% in US 10-year yields
and where we expect the DXY heading towards 95 to
95.90 into later November.

Gold remains a reflection of the DXY and US yields,
where on a short-term basis we favour (pivotal
support/stop loss trigger for tactical bounce is at $1260)
another bounce towards $1320 but where into later
November we cannot rule out a short-term negative
surprise on the way into another significant buying
opportunity for moving higher into early Q1. So tactically
we see gold more a sell into strength instead of chasing
gold higher.
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Weekly Comment

European Equity Market Update:

Lowest Price Volatility since 2005!

With the (20-day) average true range at a 12-year low, and the Euro Stoxx continuing to trade sideways, Europe is close to
a standstill. Again, after the stronger than expected September rally (DAX posted its 3" strongest September since 1965!1),
the move has been clearly losing momentum where selective new reaction highs (OMX, CAC, SMI, AEX) were based on
weak momentum. In the bigger picture, Europe trades in wave 5 of the 2016 bull cycle, which confirms our underlying
bullish bias into Q1. However, on a short-term basis, Europe remains overbought and with our daily trend work rolling
over in more and more markets, we continue to expect a short pullback into early November, before we expect more
upside/outperformance into later November (where we expect more EUR weakness). Euro Stoxx support is unchanged at
3555 to worst case 3520, as the setup for the next bounce into November, where we can see a test of the May high at 3667.

Chart 20. ) Euro Stoxx 50 Daily Chart
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Pure sideways trading in the Euro Stoxx-50 last week,
which leaves the tactical situation absolutely
unchanged, and the index within its tiny trading range.
Focus remained on the sector developments, where
30| most of the cyclical camp continued to outperform
despite the deteriorating momentum and a still medium-
term stretched technical situation, which continues to
weigh on the index momentum. Timing-wise, we
continue to expect the current consolidation to extend
3300 | into end October/early November. In terms of price,
support at 3585 was confirmed last week and in case of

a violation, focus would shift towards 3555/3520 as a
¥ setup for the next bounce into November.
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movement (volatility), plunged in Europe to the lowest
level since 2005. In other words, the last four weeks
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=N back. In 2011 and in 2014 the low true range was a

_ r good leading indicator for more significant corrections
e / " | whereas in early 2013 the indicator failed. Generally,

f “*| given the extreme overbought position in the US and
f “*| the various none confirmations in our indicator work
[ * | we see the low average true range as a clear warning
*"| indicator for a market pullback in the coming weeks.
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Weekly Comment

European Equity Market Update:

Chart 22. ) FTSE-100 Daily Chart
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FTSE-100:

A second consecutive doji candle on a weekly chart basis
leaves the short-term picture in the FTSE unchanged. The
index continued to consolidate in a sideways manner
below its overhead resistance at 7600. With the daily
momentum in neutral territory and not yet at oversold
levels, there is room for further near-term consolidation
and we expect the real test at 7600 to take place later in

Q4.

In the meantime, focus is on minor supports at 7485, 7440
and the 200-day moving average at 7365.

DAX-30:

Also, the cyclical exposed DAX posted a doji candle on a
weekly chart basis and thus it continued to tread water at
around all-time highs. At this stage, the current
consolidation is developing sideways with minor support
developed at 12909. A violation would suggest the start of
a pullback and potential retracement move of the last
wave towards 12600/12500 into late October/early
November, before starting the next bounce into deeper

Q4.

Swiss Market Index:

In line with most European markets, we have a sideways
consolidation above the early August high developing.
The August high at 9200 defines an obvious short-term
key support, which held last week. With the daily
momentum still at slightly overbought levels, further
consolidation is required before starting the next move
higher. The near-term risk in that scenario would be a re-
break below 9200 and which would trigger a retracement
move towards 9070.
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STOXX Europe 600 Index Sector Overview:
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WEEkly Technical lndicators: (Source: Pinnacle Data, Datastream) Charts: Tradesignal

S&P 500 with AAII Bullish Consensus (%) S&P 500 with AAII Bearish Consensus (%)

05 2600 4 £ 2600
mn-;' 500 2500
200 i 2400
20004 200
204 Fzm
F2100
£ 2000
;1900 1800
- £ 1800 —£ 1800

Relatively % [50

: t ]

k50 i

high E ba

p40 %

bao A

f 2%

fu 2

0l r — ki . . L+ 15

2015 016 07 015 2018 017
w—S4PE0) = AAll Bullish Consensus %) ——GSAPSN) = AAK Beansh Consensus (%)
Source: Thomson Reuters Datastream Source: Thomson Reuters Datastream
S&P 500 with INVI Advisors Sentiment Bullish (%) S&P 500 with NAAIM Exposure Index

28004

400§

5 Toppish!

0 ' y S ot
2013 014 015 018 2017 015 2016 7
— S&P 500 COMPOSITE = ADVISORS SENTIMENT BULLISH (%) === S&P 500 COMPOSITE === NAAIM EXPOSURE INDEX

Source: Thomson Reuters Datastream Seurce: Thomson Reuters Datastream

S&P 500 with CBOE Equity Put/Call Ratio S&P 500 with CBOE SKEW/VIX Ratio

o T

2600 4 0 SAP 500 IMDEX (: 2565 2

2500 §

=== S&P 500 COMPOSITE === CBOE EQUITY PUT/CALL RATIO

Source Thomsan Reuters Datastream MO 2 e M 0x M M W BT A M O W

UBS 11



Weekly Comment

Weekly Technical Indicators: (Source: Pinnacle Data, Datastream) Charts: Tradesignal
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Weekly Technical Indicators: (Source: Pinnacle Data, Datastream) Charts; Tradesignal
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Global Sales and Trading Disclaimer (FICC and Equities)

Issued by UBS AG and/or any of its affiliates ("UBS"). The securities or other financial instruments described herein may not be eligible for sale in all
jurisdictions or to certain categories of investors. This material has been prepared by sales or trading personnel and it is not a product of the UBS
Research Department. It is for distribution only under such circumstances as may be permitted by applicable law. Please see further details as set
out under "Country-specific information" below.

This material is proprietary commentary produced in conjunction with the UBS trading desks that trade as principal in instruments mentioned within.
This commentary is therefore not independent from the proprietary interests of UBS or connected parties which may conflict with your interests. UBS
may have accumulated or may acquire a long or short position in the subject security, or derivative securities thereof, on the basis of this material
prior to its dissemination. This material constitutes an invitation to consider entering into a derivatives transaction under the applicable rules and
regulations of the CFTC and SEC (where appropriate), where applicable, but is not a binding offer to buy/sell any financial instrument. UBS may
trade as principal or otherwise act or have acted as market-maker in the securities or other financial instruments discussed in this material.
Securities referred to may be highly illiquid which may adversely impact the price and speed of execution of orders in those securities. Furthermore,
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the relevant companies. Neither UBS nor any of its affiliates. nor any of UBS' or any of its affiliates, directors, employees or agents accepts any
liability for any loss or damage arising out of the use of all or any part of this material. UBS has policies designed to manage conflicts of interest.
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affiliates of UBS. Additional information may be made available upon request.

Opinions expressed may differ from the opinions expressed by other divisions of UBS, including those of the Research Department. For access to
UBS Research, including important disclosures, go to the ResearchWeb at www.ubs com. This material has no regard to the specific investment
objectives, financial situation or particular needs of any specific recipient. UBS does not undertake any obligation to update this material. This
material is prepared from information believed to be reliable, but UBS makes no representations or warranties, express or implied, and owes no
duties (including in negligence)as to the accuracy or completeness or reliability of the information contained herein, nor is it intended to be a
complete statement or summary of the securities, markets or developments referred to in the materials. To the fullest extent permitted by law, UBS
is not liable for any loss (even if UBS has been advised of the possibility of loss) arising out of any person’s use of, or reliance upon, the information
contained herein.

The information contained herein should not be regarded by recipients as a substitute for the exercise of their own judgment. Any prices or
quotations contained herein are indicative only and not for valuation purposes. This material has been prepared for informational purposes only and
is not an offer to buy or sell or a solicitation of an offer to buy or sell any security or instrument or to participate in any particular trading strategy.
This material is not an official confirmation of terms. Prior to entering into a transaction you should consult with your own legal, regulatory, tax,
financial and accounting advisers to the extent you deem necessary to make your own investment, hedging and trading decisions. Communications
may be monitored.

Statement of Risk

Options, structured derivative products and futures are not suitable for all investors, and trading in these instruments is considered risky and may be
appropriate only for sophisticated investors. Mortgage and asset-backed securities may involve a high degree of risk and may be highly volatile in
response to fluctuations in interest rates and other market conditions. Past performance is not necessarily indicative of future results. Various
theoretical explanations of the risks associated with these instruments have been published

Country-specific information

Except as otherwise specified herein, these materials are distributed to professional clients only, and are not suitable for retail clients. United
Kingdom and the rest of Europe Except as otherwise specified herein, these materials are distributed by UBS Limited, a subsidiary of UBS AG, to
persons who are eligible counterparties or professional clients (as detailed in the PRA and FCA Rules and according to MIFID) and is only available
to such persons. The Information does not apply to, and should not be relied upon by, retail 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 Contréle Prudentiel et de Resolution) 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. Where an
analyst of UBS Securities France S.A. has contributed to these materials, the materials are also deemed to have been prepared by UBS Securities
France S.A.. Spain Prepared by UBS Limited and distributed by UBS Limited and UBS Securities Espafia SV, SA. UBS Securities Espafia SV, SAis
regulated by the Comision Nacional del Mercado de Valores (CNMV). Italy Prepared by UBS Limited and distributed by UBS Limited and UBS ltalia
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Germany Prepared by UBS Limited and distributed by UBS Limited and UBS Deutschland AG. UBS Deutschland AG is regulated by the
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information contained herein does not apply to, and should not be relied upon by retail clients. Turkey Prepared by UBS Menkul Degerler AS on
behalf of and distributed by UBS Limited. Russia Prepared and distributed by UBS Bank (OOOQ). South Africa UBS South Africa (Pty) Limited
(Registration No. 1995/011140/07) is an authorised user of the JSE and an authorised Financial Services Provider (FSP 7328). Switzerland These
materials are intended for distribution in Switzerland by UBS AG to qualified investors pursuant to Art.10 of the Swiss Federal Act on Collective
Investment Schemes (CISA) as e.g. institutional investors only. United States These materials are distributed by UBS Securities LLC (member
NYSE, FINRA and SIPC) or by UBS Financial Services Inc. (member FINRA and SIPC), both of which are subsidiaries of UBS AG; or solely to US
institutional investors by UBS AG or by a subsidiary or affiliate thereof that is not registered as a US broker-dealer (a “non-US affiliate”).
Transactions resulting from materials distributed by a non-US affiliate must be effected through UBS Securities LLC or UBS Financial Services Inc.
Canada These materials are distributed by UBS Securities Canada Inc., a registered investment dealer in Canada and a Member of the Canadian
stock exchanges & Canadian Investor Protection Fund, or by another affiliate of UBS AG which is registered to conduct business in Canada or
otherwise exempt from registration. Japan These materials are distributed in Japan by UBS Securities Japan Co., Ltd., a registered financial
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contact at UBS in Japan. Hong Kong The materials relating to equities and other securities business and related research, are distributed in Hong
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These materials are distributed by UBS AG (Holder of Australian Financial Services Licence No. 231087) and/or UBS Securities Australia Ltd
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financial situation and needs.
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If the materials relate 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
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materials must not be relied or acted upon by any other persons.

Any securities mentioned herein that have not been registered under the Securities Act of 1933 may not be offered or sold in the United States
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