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Adding Applied Materials 
(AMAT), removing Cypress (CY) 

 

  

 Following WMR IT analyst Bob Faulkner’s latest rating 
changes, we are adding Applied Materials (AMAT) and 
removing Cypress Semiconductor (CY).  

 The key investor debate for Applied Materials is whether or 
not the semiconductor capital equipment spending cycle 
will peak in 2011. We believe the cycle will be stronger both 
in magnitude and in length.  

 The market appears quite skeptical. Current consensus 
expectations assume flat revenues and earnings for 
AMAT in 2012. At a P/E of under 10 times forward 
earnings, near its 5-year low, we see a compelling risk-
reward trade-off. Its 2.1% dividend yield is also attractive 
compared to its technology sector peers.  

 

  

Prior under-investment to drive a stronger, longer
spending cycle 

Applied Materials is the largest global provider of equipment, 
services and software used to manufacture semiconductors, 
flat panel displays and solar photovoltaic products. Simply put, 
we believe that the market is overly conservative regarding the 
semiconductor capital spending cycle and, as such, Applied
Materials’ earnings for 2012 and beyond are likely to positively
surprise current consensus estimates.  

As WMR Technology analyst Bob Faulkner notes in his report,
"Applied Materials – Upgrade to Outperform" (14 March 
2011), industry capital spending is set to increase as DRAM 
memory capacity has not kept up with demand (see Fig. 1). 
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Figure 1: Industry capacity additions have 
lagged, suggesting spending to pick up 
DRAM industry capital expenditures to sales ratio 
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Source: Company reports and UBS WMR, as of 14 March 2011. 

 

 

 

 

 
 

Figure 2: UBS WMR U.S. Top 25 Stock List 

Adobe Systems (ADBE) Coca-Cola (KO) Halliburton (HAL) Lear Corp (LEA) Schlumberger (SLB) 

Ameriprise (AMP) Colgate-Palmolive (CL) Hewlett-Packard (HPQ) McDonald’s (MCD) Staples (SPLS) 

Apple (AAPL) Dow Chemical (DOW) Illinois Tool Works (ITW) McKesson (MCK) Teva Pharmaceuticals (TEVA) 

Applied Materials (AMAT) FedEx (FDX) Interpublic Group (IPG) MetLife (MET) Thermo Fisher Sci (TMO)+ 

Broadcom (BRCM) General Mills (GIS) Intercontinental Exchange (ICE) National Grid (NGG)+ US Bancorp (USB) 

Stocks which are only covered by UBS Investment Research (IR) are annotated as such with a “+” sign. These stocks have a 12-month rated Buy or Neutral 
recommendation. UBS IR is part of UBS Investment Bank (the UBS business group that includes, among others, UBS Securities LLC). 
Source: UBS WMR, as of 14 March 2011.    
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Further upside potential from foundries 
While ARM-based processors dominate the handset market,
Intel is aggressively attempting to enter the space. Should 
Intel’s efforts be successful, ARM-based processors will need to
improve both their speed and power consumption, which will 
require more advanced, leading-edge wafer technology. This
has the potential to drive another leg of spending on 
equipment by the foundries (foundries are companies that
operate semiconductor fabrication plants for the designs of
other companies).  
 
Valuation looks attractive 
Applied Materials’ stock has pulled back 11% since 3 March 
2011, leaving its current P/E ratio at just 9.8 times consensus
forward 12-month earnings estimates. While we recognize
that consensus earnings already reflect a level of earnings that 
is above its 2007 peak, a stronger earnings cycle should
support a higher absolute valuation for the semiconductor
capital equipment industry leader.  
 
Removing Cypress Semiconductor (CY)  
WMR IT analyst Bob Faulkner removed Cypress Semiconductor
from his Technology sector Outperform list on 14 March 2011.
The stock has rallied significantly over the past six months – up 
56% – leaving its valuation less compelling at 15.8 times
consensus forward 12-month earnings estimates. Additionally,
while Bob still views Cypress as a fundamentally sound story, 
the stock appears increasingly vulnerable to a potential near-
term inventory correction should several of the new entrants in
the tablet market ultimately fail.  
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Appendix 
 

 

Term / Abbreviation Description / Definition 

1H, 2H, etc. or 1H07, 2H07, etc. First half, second half, etc. or first half 2007, second half 2007, etc. 

1Q, 2Q, etc. or 1Q07, 2Q07, etc. First quarter, second quarter, etc. or first quarter 2007, second quarter 2007, etc. 

2007E, 2008E, etc. 2007 estimate, 2008 estimate, etc. 

ADR American depositary receipt 

AUM Assets under management = total value of own and third-party assets managed 

bn Billion (109)  

bp or bps Basis point or basis points (100 bps = 1 percentage point) 

BVPS Book value per share = shareholders' equity divided by the number of shares 

CAGR Compound annual growth rate 

Capex Capital expenditures 

CFO 1) Cash flow from operations; 2) Chief financial officer 

CFPS Cash flow per share  

Cost/Inc Ratio (%) Costs as a percentage of income 

CPI Consumer price index  

CR Combined ratio = ratio of claims and expenses as a percentage of premiums (for insurance 
companies) 

CY Calendar year 

DCF Discounted cash flow 

DDM Dividend discount model 

Dividend Yield (%) Dividend per share divided by price per share 

DPS Dividend per share 

EBIT  Earnings before interest and taxes 

EBIT Margin (%) EBIT divided by revenues 

EBIT(D)A Earnings before interest, taxes, (depreciation) and amortization  

EBITDA Margin (%) EBITDA divided by revenues 

EBITDA/Net Interest EBITDA divided by net interest expense 

EBITDAR Earnings before interest, taxes, depreciation, amortization and rental expense 

EFVR Estimated fair value range 

EmV Embedded value = net asset value + present value of forecasted future profits (for life insurers) 

EPS Earnings per share 

Equity Ratio (%) Shareholders' equity divided by total assets 

EV Enterprise value = market value of equity, preferred equity, outstanding net debt and 
minorities  

FCF Free cash flow = cash a company generates above outlays required to maintain/expand its 
asset base 

FCF Yield (%) Free cash flow divided by market capitalization 

FFO Funds from operations 

FY Fiscal year / financial year 

GDP Gross domestic product 

GF Grandfathered status 

Gross Margin (%) Gross profit divided by revenues 

h/h  Half-year over half-year; half on half 
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Appendix 
 

 

Term / Abbreviation Description / Definition 

Interbank Ratio Interbank deposits due from banks divided by interbank deposits due to banks 

Interest Coverage Ratio that expresses the number of times interest expenses are covered by earnings 

Interest exp Interest expense 

ISIN International securities identification number  

LLP/Net Int Inc (%) Loan loss provisions divided by net interest income 

LLR/Gross Loans (%) Loan loss reserves divided by gross loans 

m/m Month-over-month; month on month 

mn Million (106) 

n.a. or NA Not available or not applicable 

NAV Net asset value 

Net Debt Short- and long-term interest-bearing debt minus cash and cash equivalents 

Net Int Margin (%) Net interest income divided by average interest-bearing assets 

Net Margin (%) Net income divided by revenues 

n.m. or NM Not meaningful 

NPL Non-performing loans 

Op Margin (%) Operating income divided by revenues 

p.a. Per annum (per year) 

P/BV Price to book value 

P/CFPS Price/Cash flow per share  

P/E Price to earnings  

P/E Relative P/E relative to the market 

P/EmV Price to embedded value 

PEG Ratio P/E ratio divided by earnings growth 

PPI Producer price index 

Prim Bal/Cur Rev (%) Primary balance divided by current revenue (total revenue minus capital revenue) 

Profit Margin (%) Net income divided by revenues 

q/q Quarter-over-quarter; quarter on quarter 

ROA (%) Return on assets 

ROCE (%) Return on capital employed = EBIT divided by difference between total assets & current 
liabilities 

ROE (%) Return on equity 

ROAE (%) Return on average equity 

ROIC (%) Return on invested capital 

Solvency Ratio (%) Ratio of shareholders' equity to net premiums written (for insurance companies) 

Tier 1 Ratio (%) Tier 1 capital divided by risk-weighted assets; describes a bank's capital adequacy 

tn Trillion (1012) 

WACC Weighted average cost of capital 

UBS WMR UBS Wealth Management Research 

y/y Year-over-year; year on year 

YTD Year-to-date 
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Appendix 
 

Statement of Risk 
Equity markets are difficult to forecast because of fluctuations in the economy, investor psychology, geopolitical conditions, and other 
important variables. 

 

Description and Methodology 

To be added to the WMR U.S. Top 25, stocks must have a market capitalization of at least USD 2 billion and: 
1. be listed on either the Sector Outperform or Sector Marketperform List from Wealth Management Research (WMR), or  
2. where WMR does not include the stock on either its Sector Outperform or Sector Marketperform List, a 12-month rated Buy or Neutral 

recommendation by UBS Investment Research.  UBS Investment Research is part of UBS Investment Bank (the UBS business group that 
includes, among others, UBS Securities LLC). Stocks which are only covered by UBS Investment Research are annotated as such with a 
“+” sign. 

 
Stocks will remain eligible for continued inclusion on the list if: 
1. it is included on either the Sector Outperform or Sector Marketperform List from Wealth Management Research (WMR), or  
2. only where WMR does not include the stock on either its Sector Outperform or Sector Marketperform List, a 12-month rated Buy or 

Neutral recommendation by UBS Investment Research. 
 
The list of 25 stocks represents our top absolute return ideas from a risk/reward perspective over the next 12 months. Stocks are chosen for 
inclusion on the list combining top-down analysis of anticipated investment themes and bottom-up company analysis emphasizing valuation 
relative to estimated secular earnings growth. Changes to the list will occur when other stocks are judged to offer more attractive risk/reward 
tradeoffs. 
 
The indicated performance is based on capital appreciation plus dividends of an equal weight portfolio, but does not include transaction 
costs, such as commissions, fees, margin interest, and interest charges. Actual transactions adjusted for such transaction costs will result in 
reduced total returns. Prices of stocks in this performance reflect closing prices one trading day after the addition or deletion to ensure that 
changes to the list are announced in a manner that allows clients to match the list's performance.  
 
A complete record of all the recommendations upon which the report is based is available from UBS Financial Services Inc. upon written 
request. Past performance is not an indication of future results. Since its inception, the list has included 127 stocks, of which 76 advanced and 
51 declined while on the list. 
 

Treatment of Top 25 Stocks on the Firm’s Restricted List 

Where securities are included on the Firm’s Restricted List (explained in more detail below) the securities are annotated as such with an 
asterisk, but have been left in the Top 25 list for performance tracking purposes only. At the time the security was added to the Top 25 list, 
and until the time it was added to the Restricted List, it met the WMR criteria for inclusion described above. However, while it is on the 
Restricted List the firm and authors of this publication, are prohibited from expressing their ongoing view of the security. As a matter of 
course this should neither be necessarily construed positively or negatively, or as a recommendation to buy, hold or sell the security. 
 
The security remains on the Top 25 list until such time as the security is removed from the Restricted List at which time the analyst will either 
re-affirm his/her ongoing inclusion on the Top 25 list or remove it in accordance with the normal rules for changes to the list outlined above 
when other stocks are judged to offer more attractive risk/reward tradeoffs. 
 
The Firm’s Restricted List 
The principal reasons that issuers are included on the Firm’s Research Restricted list are that one or more legal entities within the UBS group are 
involved as an advisor and/or underwriter in a publicly announced corporate transaction. Dependent on relevant security regulations / laws, firm 
policy , the management of conflicts of interest and to avoid the appearance of impropriety, there may be a requirement for all or a 
combination of the following: restrictions on the publication of new research, suspensions of research ratings and forecasts, prohibitions on 
making recommendations to clients, restrictions on placing securities into discretionary accounts and prohibitions on proprietary and/or personal 
account trading in respect of names on the list. 
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Appendix 
 
Required Disclosures 
 
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 (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.  
 
For a complete set of Required Disclosures relating to the companies that are the subject of this report, please mail a request to
UBS Wealth Management Research Business Management, 1285 Avenue of the Americas, 13th Floor, New York, NY 10019. 
 

UBS WMR U.S. Top 25 Stock List 

Name Ticker Sector Price (3/14/2011) 

Interpublic Group  IPG Consumer Discretionary $12.43 
Lear Corp LEA Consumer Discretionary $100.80 
McDonald’s MCD Consumer Discretionary $75.67 
Staples SPLS Consumer Discretionary $20.22 
Coca-Cola KO Consumer Staples $63.94 
Colgate-Palmolive  CL Consumer Staples $78.27 
General Mills  GIS Consumer Staples $36.92 
Halliburton HAL Energy $45.06 
Schlumberger SLB Energy $85.36 
Ameriprise AMP Financials $61.56 
Intercontinental Exchange  ICE Financials $124.79 
MetLife MET Financials $44.74 
U.S. Bancorp USB Financials $26.87 
McKesson MCK Health Care $77.26 
Teva TEVA Health Care $49.21 
Thermo Fisher Scientific  TMO Health Care $54.68 
FedEx Corp. FDX Industrials $88.63 
Illinois Tool Works  ITW Industrials $54.36 
Applied Materials  AMAT Information Technology $14.96 
Adobe Systems ADBE Information Technology $34.08 
Apple AAPL Information Technology $353.56 
Broadcom BRCM Information Technology $40.56 
Cypress Semiconductor CY Information Technology $18.88 
Hewlett-Packard  HPQ Information Technology $41.49 
Dow Chemical  DOW Materials $36.61 
National Grid NGG Utilities $45.41 
    
    
Source: Bloomberg  
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Appendix 

 

Stock Recommendation System 

Wealth Management Research 
Analysts provide a relative rating, which is based on the stock’s total return potential against the total estimated return of the 
appropriate sector benchmark over the next 12 months. 

Industry Sector Relative Stock View 

Outperform (OUT) Expected to outperform the sector benchmark over the next 12 months. 

Marketperform (MKT) Expected to perform in line with the sector benchmark over the next 12 months. 

Underperform (UND) Expected to underperform the sector benchmark over the next 12 months. 

Under review 
Upon special events that require further analysis, the stock rating may be flagged as "Under review" by the analyst. 
Suspended 
An outperform or underperform rating may be suspended when the stock's performance materially diverges from the performance of its 
respective benchmark. 
Restricted 
Issuing of research on a company by WMR can be restricted due to legal, regulatory, contractual or best business practice obligations 
which are normally caused by UBS Investment Bank's involvement in an investment banking transaction in regard to the concerned 
company. 
 
Sector bellwethers, or stocks that are of high importance or relevance to the sector, that are not placed on either the outperform or 
underperform list (i.e., are not expected to either outperform or underperform the sector benchmark) will be classified as 
marketperform. Additionally, when stocks that are not deemed to be of high importance or relevance to the sector are not expected 
to outperform or underperform the sector benchmark, they will simply be removed from the lists and will not be assigned a WMR 
rating. 
 

UBS Investment Research Stock Recommendation System 

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. 

 

Global Equity Rating Definitions 

UBS 12-Month Rating Definition 

Buy FSR is > 6% above the MRA. 

Neutral FSR is between -6% and 6% of the MRA. 

Sell FSR is > 6% below the MRA. 

 
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. 

Exceptions and Special Cases 
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 Companies Mentioned or Company Disclosure table in the relevant research piece.  
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Disclaimer 

 
In certain countries UBS AG is referred to as UBS SA. This publication is for our clients’ information only and is not intended as an offer,
or a solicitation of an offer, to buy or sell any investment or other specific product. It does not constitute a personal recommendation or 
take into account the particular investment objectives, financial situation and needs of any specific recipient. We recommend that
recipients take financial and/or tax advice as to the implications of investing in any of the products mentioned herein. We do not 
provide tax advice. The analysis contained herein is based on numerous assumptions. Different assumptions could result in materially
different results. Other than disclosures relating to UBS AG, its subsidiaries and affiliates, all information expressed in this document
were obtained from sources believed to be reliable and in good faith, but no representation or warranty, express or implied, is made as 
to its accuracy or completeness. All information and opinions are current only as of the date of this report, and are subject to change
without notice. This publication is not intended to be a complete statement or summary of the securities, markets or developments
referred to in the report. 
 
Opinions may differ or be contrary to those expressed by other business areas or groups of UBS AG, its subsidiaries and affiliates. UBS
Wealth Management Research (UBS WMR) is written by Wealth Management & Swiss Bank and Wealth Management Americas. UBS
Investment Research is written by UBS Investment Bank. The research process of UBS WMR is independent of UBS Investment Research.
As a consequence research methodologies applied and assumptions made by UBS WMR and UBS Investment Research may differ, for 
example, in terms of investment horizon, model assumptions, and valuation methods. Therefore investment recommendations 
independently provided by the two UBS research organizations can be different.  
The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales personnel and other 
constituencies for the purpose of gathering, synthesizing and interpreting market information. The compensation of the analyst(s) who
prepared this report 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 as a 
whole, of which investment banking, sales and trading are a part. 
 
At any time UBS AG, its subsidiaries and affiliates (or employees thereof) may make investment decisions that are inconsistent with the
opinions expressed in this publication, may have a long or short positions in or act as principal or agent in, the securities (or derivatives 
thereof) of an issuer identified in this publication, or provide advisory or other services to the issuer or to a company connected with an 
issuer. Some investments may not be readily realizable since the market in the securities is illiquid and therefore valuing the investment 
and identifying the risk to which you are exposed may be difficult to quantify. 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. Some investments may be 
subject to sudden and large falls in value and on realization you may receive back less than you invested or may be required to pay
more. Changes in foreign currency exchange rates may have an adverse effect on the price, value or income of an investment. Past
performance of an investment is not a guide to its future performance. Additional information will be made available upon request. 
 
All Rights Reserved. This document may not be reproduced or copies circulated without prior written authority of UBS or a subsidiary of 
UBS. UBS expressly prohibits the distribution and transfer of this document to third parties for any reason. UBS will not be liable for any
claims or lawsuits from any third parties arising from the use or distribution of this document. This report is for distribution only under
such circumstances as may be permitted by applicable law. The securities described herein may not be eligible for sale in all jurisdictions 
or to all categories of investors.  
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Appendix 
 

Disclaimer (continued) 

 
Australia: Distributed by UBS Wealth Management Australia Ltd (Holder of Australian Financial Services License No. 231127), Chifley
Tower, 2 Chifley Square, Sydney, New South Wales, NSW 2000. Bahamas: This publication is distributed to private clients of UBS 
(Bahamas) Ltd and is not intended for distribution to persons designated as a Bahamian citizen or resident under the Bahamas Exchange
Control Regulations. Canada: In Canada, this publication is distributed to clients of UBS Wealth Management Canada by UBS
Investment Management Canada Inc.. Dubai: Research is issued by UBS AG Dubai Branch within the DIFC, is intended for professional
clients only and is not for onward distribution within the United Arab Emirates. France: This publication is distributed by UBS (France) 
S.A., French “société anonyme” with share capital of € 125.726.944, 69, boulevard Haussmann F-75008 Paris, R.C.S. Paris B 421 255 
670, to its clients and prospects. UBS (France) S.A. is a provider of investment services duly authorized according to the terms of the 
“Code Monétaire et Financier,” regulated by French banking and financial authorities as the “Banque de France” and the “Autorité des
Marchés Financiers.” Germany: The issuer under German Law is UBS Deutschland AG, Stephanstrasse 14-16, 60313 Frankfurt am 
Main. UBS Deutschland AG is authorized and regulated by the “Bundesanstalt für Finanzdienstleistungsaufsicht.“ Hong Kong: This 
publication is distributed to clients of UBS AG Hong Kong Branch by UBS AG Hong Kong Branch, a licensed bank under the Hong Kong
Banking Ordinance and a registered institution under the Securities and Futures Ordinance. Indonesia: This research or publication is 
not intended and not prepared for purposes of public offering of securities under the Indonesian Capital Market Law and its
implementing regulations. Securities mentioned in this material have not been, and will not be, registered under the Indonesian Capital
Market Law and regulations. Italy: This publication is distributed to the clients of UBS (Italia) S.p.A., via del vecchio politecnico 3 -
Milano, an Italian bank duly authorized by Bank of Italy to the provision of financial services and supervised by “Consob” and Bank of
Italy. Jersey: UBS AG, Jersey Branch is regulated by the Jersey Financial Services Commission to carry on investment business and trust
company business under the Financial Services (Jersey) Law 1998 (as amended) and to carry on banking business under the Banking
Business (Jersey) Law 1991 (as amended). Luxembourg/Austria: This publication is not intended to constitute a public offer under 
Luxembourg/Austrian law, but might be made available for information purposes to clients of UBS (Luxembourg) S.A./UBS
(Luxembourg) S.A. Niederlassung Österreich, a regulated bank under the supervision of the “Commission de Surveillance du Secteur
Financier” (CSSF), to which this publication has not been submitted for approval. Singapore: Please contact 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 report. Spain: This publication is distributed to clients of UBS Bank, S.A. by UBS Bank, S.A., a bank registered with the
Bank of Spain. UAE: This research report is not intended to constitute an offer, sale or delivery of shares or other securities under the 
laws of the United Arab Emirates (UAE). The contents of this report have not been and will not be approved by any authority in the
United Arab Emirates including the UAE Central Bank or Dubai Financial Authorities, the Emirates Securities and Commodities 
Authority, the Dubai Financial Market, the Abu Dhabi Securities market or any other UAE exchange. UK: Approved by UBS AG, 
authorised and regulated in the UK by the Financial Services Authority. A member of the London Stock Exchange. This publication is 
distributed to private clients of UBS London in the UK. Where products or services are provided from outside the UK they will not be
covered by the UK regulatory regime or the Financial Services Compensation Scheme. USA: Distributed to US persons by UBS Financial 
Services Inc., a subsidiary of UBS AG. UBS Securities LLC is a subsidiary of UBS AG and an affiliate of UBS Financial Services Inc. UBS
Financial Services Inc. accepts responsibility for the content of a report prepared by a non-US affiliate when it distributes reports to US 
persons. All transactions by a US person in the securities mentioned in this report should be effected through a US-registered broker 
dealer affiliated with UBS, and not through a non-US affiliate. 
 
© UBS 2011. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.  


