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¢ We believe REITs are well positioned for solid performance in
2016.

¢ The operating fundamentals for a majority of the REIT sub-
sectors remain solid.

e Since 2010 REIT dividends have grown at an average annual
rate of 11.4% We believe rising dividends are a trend that is
likely to continue for the foreseeable future.

¢ We believe REITs are trading at attractive valuations, particularly
relative the broader market.

¢ Capital remains abundant and attractively priced for a majority
of REITs.

e Recent legislative and index construction actions should boost
longer-term demand for REITs and commercial real estate in our
view.

We believe REITs are well positioned for solid performance in
2016 based on several factors including a solid fundamental and
funds from operation (FFO) growth outlook, continued access to
attractively priced capital, rising dividends, attractive valuation,
limited currency risk, favorable legislation action and the Impending
establishment of REITs as a stand-alone economic sector. In addition,
the UBS CIO House View for modest GDP growth and a reduced
number of interest rate increases from the Federal Reserve provides
a very favorable economic environment for REITs and commercial
real estate, in our view.

Operating fundamentals

The operating fundamentals for a majority of the REIT sub-sectors
remain solid. Based on consensus estimates REITs are poised to
deliver strong FFO growth in 2016 (Figure 1). This would represent
the fifth consecutive year of REIT FFO growth outpacing the broader
market.

Figure 1: REIT Forward FFO Growth and S&P
500 EPS Growth
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Rising dividends

Since 2010 REIT dividends have grown at an average annual rate of
11.4% (Figure 2). Following the 2009/2009 global recession many
REIT management teams focused on regular dividend increases as a
means of returning capital to shareholders. We believe this is a trend
that is likely to continue for the foreseeable future.

Attractive valuation

Since 2009 REITs have traded at an 11% premium to the broad mar-
ket based on forward FFO and EPS multiples. The recent sell-off in the
shares of financial sector companies (including REITs) has effectively
eliminated that premium (Figure 3). In our view, the combination of
faster relative earnings growth, solid operating fundamentals and ris-
ing dividends should allow REITs to trade closer to their longer-term
average multiple premium.

Access to capital

Access to capital has been one of the key drivers of the REIT sec-
tor (and overall commercial real estate industry) strength. Since 2010
more than USD 1 trillion of capital has been raised by REITs and com-
mercial real estate. Augmenting this strong access to capital is a resur-
gent CMBS market, more than USD 220 billion in uncalled capital in
the private equity market and the growth of crowd funding as a viable
source of capital for commercial real estate transactions.

REITs as a stand-alone GICS sector

On 11 November 2014 Standard & Poor’s and MSCI announced that
REITs would become a stand-alone sector under the Global Industry
Classification Standard (GICS). Currently REITs are a part of the Finan-
cials sector. It is anticipated that the new sector will be effective 31
August 2016. Recently, State Street Global Advisors (SSGA), manag-
er of the Financial Select Sector SPDR ETF (XLF), the largest financials
exchange traded fund (ETF), announced that it will continue to include
S&P 500 real estate stocks when the new REIT GICS sector is created.
This decision was a result of the fact that S&P is not changing the
underlying index that the XLF tracks. In our view this is a significant
positive for the REIT sector. As the XLF has more than USD 19bn in
assets (with REITs more than USD 3bn of that), significant downside
pressure could have been exerted pursuant to re-balancing trades.
Although it is possible that some active Financials sector managers
will re-balance upon the effective date, we would make two observa-
tions: 1) it is unlikely that these managers had significant exposure to
REITs in the first place; 2) any re-balancing would be optional as REITs
remain part of the XLF. In addition creation of both the separate GICS
sector and SSGA's new ETF could lead to additional inflows into the
sector, particularly from non REIT-dedicated investors seeking greater
exposure to the group.

Recent legislative actions

One of the provisions of the 2015 Omnibus spending bill contains
changes to the Foreign Investment Real Property Tax Act (FIRPTA). The
bill calls for, among other things, an increase from 5% to 10% the
maximum stock ownership a shareholder may have held in a publicly
traded corporation to avoid having that stock treated as a US real

Figure 2: REIT Dividend Growth
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Figure 3: REIT Forward FFO Multiples vs Forward
S&P 500 EPS Multiples
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property interest on disposition. In addition, the provision allows cer-
tain publicly traded entities to own and dispose of any amount of
stock treated as a US real property interest, including stock in a REIT,
without triggering FIRPTA withholding. A companion bill addressed
certain "tax extenders" as part of the budget negotiations. A key
provision of the companion bill positions the US commercial real
estate sector for significant additional investment from non-US-based
investors, in our view. The magnitude and importance of this should
not be underestimated by investors. Non-US investors have been an
increasingly important component of the CRE transaction market,
accounting for more than USD 80 billion in US-based transactions
in 2015 alone. Foreign pension funds remain under-allocated to CRE
relative to their US peers. The research we have done points toward
foreign pension funds substantially growing their CRE allocations over
time. Given the strength and stability of our capital markets, our sys-
tem of strong property rights and rule of law, and our relatively con-
sistent political system makes the US a natural market for a significant
portion of that future investment capital. We believe the elimination
of the FIRPTA withholding requirements further enhances the attrac-
tiveness of the US CRE market and by extension, the REIT market.
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Appendix

Disclaimer

Chief Investment Office (CIO) Wealth Management (WM) Research is published by UBS Wealth Management and UBS
Wealth Management Americas, Business Divisions of UBS AG (UBS) or an affiliate thereof. CIO WM Research reports
published outside the US are branded as Chief Investment Office WM. In certain countries UBS AG is referred to as UBS
SA. This publication is for your 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. The analysis contained herein does not constitute a personal recommendation or
take into account the particular investment objectives, investment strategies, financial situation and needs of any specific
recipient. It is based on numerous assumptions. Different assumptions could result in materially different results. We
recommend that you obtain financial and/or tax advice as to the implications (including tax) of investing in the manner
described or in any of the products mentioned herein. Certain services and products are subject to legal restrictions and
cannot be offered worldwide on an unrestricted basis and/or may not be eligible for sale to all investors. All information
and opinions 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 (other than disclosures relating
to UBS and its affiliates). All information and opinions as well as any prices indicated are current only as of the date
of this report, and are subject to change without notice. Opinions expressed herein may differ or be contrary to those
expressed by other business areas or divisions of UBS as a result of using different assumptions and/or criteria. At any time,
investment decisions (including whether to buy, sell or hold securities) made by UBS AG, its affiliates, subsidiaries and
employees may differ from or be contrary to the opinions expressed in UBS research publications. 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, divisions or affiliates of UBS. Futures and
options trading is considered risky. Past performance of an investment is no guarantee for its future performance. 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 FX rates may have an adverse effect on the price, value or income
of an investment. This report is for distribution only under such circumstances as may be permitted by applicable law.
Distributed to US persons by UBS Financial Services Inc. or UBS Securities LLC, subsidiaries of UBS AG. UBS Switzerland
AG, UBS Deutschland AG, UBS Bank, S.A., UBS Brasil Administradora de Valores Mobiliarios Ltda, UBS Asesores Mexico,
S.A. de C.V,, UBS Securities Japan Co., Ltd, UBS Wealth Management Israel Ltd and UBS Menkul Degerler AS are affiliates
of UBS AG. UBS Financial Services Incorporated of PuertoRico is a subsidiary 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. The contents of this report have not
been and will not be approved by any securities or investment authority in the United States or elsewhere. UBS Financial
Services Inc. 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.

UBS specifically prohibits the redistribution or reproduction of this material in whole or in part without the prior written
permission of UBS and UBS accepts no liability whatsoever for the actions of third parties in this respect.

Version as per September 2015.
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