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Investment Conclusions

Employee satisfaction is a long term driver of value. In the short run, the
dominant driver of share price volatility is more likely to be increased
uncertainty and risk aversion arising from the credit crunch, and uncertainty
surrounding financial markets and economies, as well as increased political risk
in some regions. In current market conditions, long term drivers of intangible
value may be taking a back seat. (Nevertheless we think the performance of
some names - in tech, financials & consumer - is noteworthy in this context).

For long term investors who take value drivers like human capital into account,
we believe market conditions in '08 will throw out opportunities in the context
of firms ranked highly for human capital performance, represented here by
measures of “employee satisfaction”. This is where the survey-based work of the
Great Place to Work Institute and the related constituents of the Fortune
Magazine' s “Best Companies to Work For™ list may be relevant to investors.

Consumer-driven stocks and sectors in particular are meeting heavy headwinds.
Here, for some firms, financial market conditions may be so extreme that this
leads to human capital destruction, compromising the ability to create economic
value in the long run. For others, we think credit market related turbulence and
its impact on growth and consumption will be a short term set back, particularly
for firms combining strong human capital performance with sound financials.

We apply UBS's proprietary Value Creation Analysis Model (VCAM) to assess
valuations for stocks covered by UBS, in the universe in focus in the academic
paper discussed here. Relative to other stocks in this universe and also relative
to sector averages, we think the val uation® of some names that have moved
significantly over a year (eg Starbucks and Timberland which have both fallen
sharply, and, Google, which has significantly outperformed) may be interesting.
However, we also discuss (p. 10) the difficulty of interpreting such information
in volatile markets: will it be the market or the model that adjusts?

The next (2008) release of the 100 Best
Places to Work is expected in mid
January. We believe it will be useful,
from an investment perspective, to look
at the valuation of additions to the list.

Strong human capital performance in
combination with sound financials: the
place to look for value opportunities in
2008, in sectors driven down by the
credit crunch.

A valuation framework; but,
interpretation presents challenges in
volatile markets.
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1 The next release is expected in mid January 2008
2“EVINOPAT" in VCAM refers to the first estimated fiscal period. FY'07 or FY '08, depending on the firm’s year end.
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Employee Satisfaction and Equity Prices

According to an informal straw poll taken at the end of 2007, the top three issues
on the CIO agenda for 2008 were said to be: Business aignment and strategy;
hiring and retaining the best staff; and I T innovation/new methodologies’.
The issue of human capital (which is fundamental to two of these three CEO
concerns) is critica to the success of many firms, but, human capita is rarely a
direct input to financial analysis. The main reason is likely to be the lack of
accepted or even consistently available performance metrics, as well as
uncertainties around timing.

A 2007 paper by Professor Alex Edmans (Wharton) exploits a specific “human
capital” data set (based on a combination of survey data and document searches)
built up by the Great Place to Work Institute since the start of 1998. It is mainly
available for US firms, but we think the conclusions arising from this work are
more generally relevant. The paper addresses a key question for most investors -
“Does the Stock Market Fully Vaue Intangibles?” - by focusing on employee
satisfaction.

Before proceeding to the data analysis, the writer refers to a body of theory that
explains why “employee satisfaction” might be positive for motivation
(therefore performance in the core competitive areas for the firm) as well as
retention, addressing both of the key CEO concerns above. He explains that the
impact of employee satisfaction is unlikely to manifest itself through accounting
returns because it is likely to be long horizon: “One of the key issues with
investing in intangible assets is that the benefits may not manifest in accounting
variables for many years’ (p. 6).

The main conclusions arising from the analysis and reported in the paper were
asfollows:

m Higher employee satisfaction is associated with stronger company (share
price) performance.

m The stock market does not fully value intangibles even when they are made
visible by a publicly available survey.

m Investment in intangibles may generally not be incorporated into short-term
prices.

The Universe, and the Data Set

The universe of companies in focus in the study is the Fortune Magazine® “Best
Companies to Work for in America’.” The data set of rankings is based on a 57
guestion survey created by the Great Place to Work Institute (66% of the score)
aswell asthe GPTW Institute's own research, covering the firm’s demographics,
pay and benefits, and culture®.

3 Financial Times Special Report, December 5t 2007.

4 http://money.cnn.com/magazines/fortune/rankings/

5 http:/Mww.greatplacetowork.com/best/list-bestusa.htm

6 http:/Aww.greatplacetowork.com/best/nominations/nom-100best_timeline.php

Employee satisfaction: a driver of
intangible value

Exploiting an available “human capital”
data set

A body of theory indicates that high
levels of employee satisfaction may be
associated with high retention rates as
well as stronger motivation — both
critical to the performance of a firm’'s
human capital.

Conclusion: the paper suggests that
employee satisfaction can be a relevant
input to long term investment decisions.
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The Great Place to Work website also contains European, Latin American and  The geographic focus of the data is
Asian lists, but this does not allow the same study to be repeated for these  biased toward the US. We do not think
regions because many of the firms are the local branches of foreign firms—for  this invalidates the broad conclusions
instance we were able to identify only a dozen or so listed European firmsinthe  for human capital and share prices.
list of 100 “European” companies. The paper under discussion here therefore

focuses only on the US universe. (Of the 31 listed firms covered by UBS in the

100 “Best Companies to Work for in America’, 29 are US listed; oneislisted in

London, and one in Taiwan). However we do not believe this quite specific

geographic focus invalidates the broad conclusions, and we would anticipate

growing interest in research in the field of human capital globally speaking.

Last but not least: the writer points out that the study only focuses on the top
“tail” of the potential distribution of firms ranked from best to worst. Datais not
available for firms outside the top 100; nor is the extent of the fall in ranking
available for those that drop out. This can be seen as an information gap in
current market conditions.

Alex Edmans’ Research Methodology

The writer created four portfolios, as described in Table 1 below. He conducted ~ '1e outcome of the analysis is to

a number of risk-adjusted performance comparisons. He describes his  Suggest that companies that are “good
expectations for each portfolio, and then sets out to test each hypothesis (see 1 Work for” tend to outperform over
table) on the basis of data running from 1998-2005. In each case, the outcome (e medium term: the basket of stocks
of the analysis is consistent with expectations, suggesting that companies that earmned over double the market return”
are “good to work for” tend to outperform over the medium term: the basket of ~ Petween January 1998 and the end of
stocks “earned over double the market return” between January 1998 and the 2005, and “a monthly four-factor alpha
end of 2005, and “a monthly four-factor alpha of 0.64%". (Source as table note). of 0.64%.

The usual caveals — that past performance is not predictive of future
performance; that many more such studies would be needed to prove the case;
that an 8 year time span is too short to prove the case for a long term value
driver; or that the time period in question was in some way unique - should be
born in mind. However the results at least suggest that it may at times
potentialy improve investment performance to take human capital into account
in stock selection, where it is possible to obtain sufficient information.

Table 1: Employee Satisfaction and Equity Prices

Portfolio How Constructed Performance Realised  Risk
Expectations Adjusted
Performance
Portfolio1  Equally weighted portfolio, the listed companies, Outperform Outperforms

rebalanced each year to reflect the changes to the benchmark
Best Companies list.

Portfolio2  Equally weighted portfolio, constituents held Outperform Outperforms
constant from inception. benchmark
Portfolio3  Equally weighted portfolio, adds new firms, does not Outperform Outperforms
drop those that drop out. benchmark
Portfolio4 ~ Companies dropped from the list. Underperforms Outperforms, but
portfolios I-ll, but not underperforms
the benchmark. portfolios 1-3.

Source: Does the Stock Market Fully Value Intangibles? Employee Satisfaction and Equity Prices. Professor Alex
Edmans, Wharton School, University of Pennsylvania, 30 October 2007.
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Investment Implications

At UBS, we think it reasonable that firms that handle their human capital better
than others should out perform, in the long run. We think it likely that
intangibles are not always efficiently priced. And, we recognise that it may be
difficult to prove either of these beliefs on the basis of quantifiable metrics. In
this specific context, on the basis of this study, we believe it reasonable to
believe that information about membership of this list may at times be relevant
to share price performance or valuation, in combination with other information.
To emphasize (and to state the obvious) taking membership of the Fortune 100
“Best Companies to Work For” list as the sole criterion for investment would
not be rational since, day to day, many other factors drive stock prices.

One other consideration is the possibility that the writer’s paper, which has been
presented to a reasonably wide audience, may potentially have caused any “mis-
pricing” to disappear. However: in current conditions we think this unlikely.
The dominant driver of share price volatility currently is likely to be increased
uncertainty and risk aversion arising from the credit crunch, and uncertainty
surrounding financial markets and economies, as well as increased political risk
in some regions. For long term investors who might typically take value drivers
such as human capital into consideration, we believe current market conditions
should, at some stage, throw out investment opportunities.

In light of current stock market volatility, it is worth bearing in mind that the
apha generated between 1998 and 2005 period was affected by the 2000
technology crash and subsequent recovery. On the one hand, this suggests that
performance of the stocks in the basket was robust to significant changes in
conditions.

Chart 3: Evolution of S&P 500 Price Index, Jan 1998 — Dec 2005 and Beyond

1800 —1 ™
1700 Market conditions Jan 1998 to Dec 2005 s
1600 8

S&P Comp Price Index
[==Y
[6)]
o
o

FSEFS ST F IS ST PSS
QQI 3\) OQI »5\} QQ’ 3\) QQ’ »5\} OQI 3\) QQ’ 3\) QQI 3\} OQ’ »5\) QQI 3\) QQI

= S&P Comp Price Index Weekly

Source: Primark Datastream

On the other hand, since the study was completed, conditions have also changed:
2006 saw the continuation of the post 2002 uptrend (with a pause in May); while
in 2007 the market (year on year) went sideways, but with a significant increase
in volatility. Over this period, some stocks and sectors reached fairly heady
multiples, and this was followed by the credit crunch suggesting that sentiment
(rather than “fundamentals’) was probably the dominant market driver.

Day to day, many other factors drive
stock prices....

...and anyway if there is an anomaly
won't it be priced in, especially after the
publication of this Wharton School
paper?

The time period of the study is
relatively short (January 1998 to
December 2005) but there were some
significant changes in market
conditions.

In 2006 and 2007, the two years since
the study, it is likely that share prices
were driven more by sentiment than by
fundamentals.
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Chart 4: Evolution of S&P 500 Price Index, Beyond the Study
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We do not have access to the model used by the writer to run his numbers, so we
present some basic returns numbers for a representative sample: the stocks
selected as the 100 “Best Companies to Work in America’ at start of 2007, that
are also currently covered by UBS. Performance numbers are in US$ and
relative to the local index throughout.

Share Price Performance in 2007 - Stocks
Covered by UBS

In any given year, about one third of the 100 “Best Companiesto Work For” are ~ Membership of the list of 100 Best
unlisted. Of the 2007 listed universe, UBS currently covers 31 firms, or about ~ Companies to Work for in America does
one third of the total list. We look at index relative price performance for the Ot translate to immunity against short
stocks covered by UBS in the 2007 universe over the following time periods,  te'm market volatility. Median

end 2005 to January 2008 (the full time period since the end of the study); end ~ US$ index relative performance for the
2005 to January 2007 (the first year after the study); January 2007-January 2008 31 Stocks covered by UBS in the 2007
(one year's performance for the Best Companies as released in January 2007).  Best Companies to Work For”

We also consider the performance of the universe since each of the two market ~ Universe is consistently negative in the
pesks labelled in Chart 4: July 2007-January 2008 and October 2007-January WO years since the study.

2008. As noted above, share price performance is currently likely to have more

to do with short term market concerns rather than long term value creation. As

the following charts show, membership of the list of 100 “Best Companies to

Work for in America’ does not tranglate to immunity against short term market

volatility. Median index relative performance for this part of the Best

Companiesto Work For universe is consistently negative.
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Chart 5: “Best Companies to Work For” Covered by UBS - Benchmark Relative Share Price Performance Oct ‘07~Jan ‘08
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Best five performers October ‘07~January ‘08: Microsoft Corp, EOG resources,

AFLAC Inc., P& G, Google Inc. Worst performers. Standard Pacific Corporation,

First Horizon National Corporation, Capital One Financial, Whole Foods
Market Inc and Starbucks Corporation. Median index relative performance:

6.4%.

Chart 6: “Best Companies to Work For” Covered by UBS - Benchmark Relative Share Price Performance Jul ‘07~Jan ‘08
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Best five performers July 07~January ‘08: AFLAC Inc.; P&G; EOG Resources,
Google Inc; Microsoft Corp.. Worst five performers. Standard Pacific Corp.;
First Horizon National Corporation; Capital One Financial Corp.; Timberland

Co.; Network Appliance. Median index relative performance -5.0%.
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Chart 7: “Best Companies to Work For” Covered by UBS - Benchmark Relative Share Price Performance Jan ‘07~Jan ‘08
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Best five performers January 07 ~ January ‘08: EOG Resources; AFLAC Inc,;
Google Inc.; Nike Inc; Vaero Energy Corporation. Worst five performers:
Standard Pacific Corp.; First Horizon National Corporation; Starbucks Corp.;
Capital One; Timberland Co. Median index relative performance -10.2%

Chart 8: “Best Companies to Work For” Covered by UBS - Benchmark Relative Share Price Performance
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Best five performers December 2005~January 2007: CarMax; Cisco Systems
Inc.; Goldman Sachs;, Network Appliance Inc.; Marriott International, Inc..
Worst five performers. Whole Foods Market, Inc.; Standard Pacific Corp.;
Y ahoo Inc.; EOG Resources, Capital One Financial Corp. Median index relative
performance -7.9%
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Chart 9: “Best Companies to Work For” Covered by UBS - Benchmark Relative Share Price Performance Dec ‘05~Jan ‘08
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Best five performers December ‘05~January ‘08: Google Inc.; Cisco Systems
Inc.; Goldman Sachs; Nike Inc.; AFLAC Inc. Worst five performers; Standard
Pacific Corp.; First Horizon National Corporation; Whole Foods Market, Inc.;
Capital One Financial Corp; Timberland. Median index relative performance:
-17.4%

This is not a rigorous study of performance; we have not risk adjusted the
numbers, and returns are price returns, not total returns. Nevertheless, given the
extent of median index underperformance as well as the consistent direction, we
think it reasonable to suggest that human capital was probably not been the
dominant driver of share price performance in 2006 and 2007. This raises the
key question: do two years of underperformance invalidate the belief that, over
the long run, human capital drives intangible value creation, in turn along term
driver of share prices? Conversely, does this two year performance divergence
mean that current market conditions will bring along an opportunity to buy long
term value creation through strong human capital management at reasonable
valuations?

One problem about intangibles and valuation, discussed in an April 2005 UBS
publication “Corporate Social Responsibilities:. Why Try to Quantify the
Unquantifiable’, is the impossibility of knowing whether a given factor is “in
the price” or not. Quoting from this earlier publication in the context of
Enterprise Vaue (EV): “It is impossible to know whether or not or to what
extent the market is already discounting environmental and social issues in
valuation. This problem is depicted below. If the market is discounting CSR
[factors] and the model does not include them, then the model needs to be
adjusted”. Conversely, if the “model” has taken account of CSR factors
(including human capital) and the market is ignoring them, then it is the market
(the share price) that will eventually adjust.

Key question: do two years of

underperformance invalidate the belief
that, over the long run, human capital
drives intangible value creation, which,
also over the long run, drives share

prices?

Taking into account 8 years of positive

alpha rigorously calculated by the

writer of the study and two years of
under performance observed here, the
question is whether the model must
adjust to meet the market — or whether
the market has temporarily diverged

from the “model”.
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Table 2: Valuation Dilemma

Market ("Observed") EV

Includes CSR effects [Excludes CSR effects
When market
> Includes |No gap between recognises the liability,
w [CSR observed and equity claims on EV will
g effects calculated EV decline
< |Excludes No gap between
c_ﬁé CSR Calculated EV needs |observed and
O |effects to be adjusted calculated EV
Source: UBS

Putting the key question in another way: taking into account 8 years of positive
apha rigorously calculated by the writer of the study and two years of under
performance observed here on the basis of a much more superficial analysis, the
guestion is whether the model will adjust to meet the market — or whether the
market has temporarily diverged from the “model”. At this juncture we believe
is useful to leverage off a proprietary UBS model, the Value Creation Analysis
Model —VVCAM for short.

A Brief Look at Valuation

In our quest for valuation opportunities, we apply UBS's Vaue Creation
Anaysis Model (VCAM) to the stocks on a sector basis to see if “value” is
apparent in the aftermath of some significant share price fals. In this model, the
EGQ (Economic Growth Quotient) is a ratio that represents the value of
expected economic profit growth relative to current earnings in perpetuity.
EV/NOPAT (the ratio of enterprise value to normal operating profit less
adjusted tax) is a degeared PE ratio that allows for differences in effective
tax rates. It seems reasonable to look at these measures in the context of long
horizon value generation and intangibles, and to do so at the sector level to
control, to some extent, for the different risk profile of the stocks in the universe.

To thisend, in the following chart we plot EV/INOPAT against the EGQ for the
ten technology stocks covered by UBS in “Best 100" universe, juxtaposing
them with S&P 500 industry averages for the semiconductor and equipment,
software & services, and technology hardware sectors; as well as the global
semiconductor industry (because of the presence of a Taiwanese stock). In
technology, individual stock valuation (as reflected in EV/NOPAT) generaly
appears to be consistent with expectations of ability to generate value in the long
run, as reflected in this model. Some adjustment may be due for stocks like
Google, or Network Appliance. As above, will it be the model, or the market,
that adjusts?

The question is whether the market has
temporarily diverged from a longer-
term model - or, of course, whether the
“model” (or set of beliefs) needs
adjustment.

The metric: a “degeared PE” that allows
for tax differences Vs the ratio of the
value of expected economic profit
growth relative to current earnings in
perpetuity.

Ten technology stocks and a selection
of relevant sector averages.
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Chart 11: Technology: Zoom in on Chart 10, Bottom Left Hand Corner
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In the following chart we plot the EV/INOPAT against EGQ for the eight
consumer stocks covered by UBSin “Best 100” universe, juxtaposing them with
S&P 500 industry averages for consumer services, food staples retailing,
household & personal and retailing. With 20-20 hindsight, the chart below
suggests that the share prices of consumer stocks that have fallen heavily (charts
5-9) were reflecting optimistic growth expectations and the credit crunch has
compressed formerly optimistic valuations. On the basis of this model, against
the sector, Starbucks and Timberland stand out as potentially interesting.
However — thisis in relative terms only, and here too the question is whether it
will be the model or the market that adjusts? Meanwhile, Standard Pacific
(bottom left, chart 12), which has fallen heavily, is raises the possibility that
financia turbulence may be putting human capital at risk.

Chart 13: Consumer, Zoom In on Chart 12, Top Right Corner
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Chart 10: Technology
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Eight consumer stocks and a selection
of relevant sector averages.

Chart 12: Consumer Services
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In the following chart we plot the EV/NOPAT against the EGQ for the four
pharmaceutical and healthcare stocks covered by UBS in “Best 100" universe,
juxtaposing them with S& P 500 industry averages for health care equipment and
services, and pharma biotech and life sciences, as well as the global average for
pharma and bio (to reflect the presence of a non-US stock). In this case, the
suggestion is that either the model or the market could adjust for Genentech
(currently rated Buy), or, at the opposite end of the scale, for Astrazeneca
(currently rated Sell — see 5™ November company note), noting that in this case
we may also be observing a country effect.

Chart 14: Pharmaceuticals & Healthcare
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Conclusion

In current market conditions, consumer-driven stocks and sectors in particular
are meeting heavy headwinds. For some firms in such sectors, market
conditions may be so extreme that they lead to human capital destruction
for the firm, compromising the ability to create economic value in the long run.
However, for others, credit market related turbulence and its impact on
growth and consumption will be a short term set back, and in our view this
should apply particularly to firms combining strong human capital
performance with sound financials. We believe 2008 may be a good year for
contrarians to take long term value drivers into consideration in the context of
consumer sectors, in particular, as the credit crunch and its consequences evolve.

Four pharmaceutical and healthcare
stocks and some relevant sector
averages

2008 will be a good year for contrarians
to take long term value drivers into
consideration in the context of
consumer sectors, in particular, as the
credit crunch and its consequences
evolve.
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Appendix: Ratings and Valuations?”
Table 3: Consumer Stocks

GTPW PT,
2007 Local %to PER, PER, EV/EBIT PBR,
Company Ranking Industry Rating FX Close Target 2007E 2008E ,2008E 2008E

Nike Inc. 69 ‘ootwear Buy 76.0 615 23.7% 161 170 111 4.2 Jeffrey Edelman
Timberland Co. 78 Footwear Neutral 19.0 16.3 16.5% 226 137 15.7 1.9 Jeffrey Edelman
gtoarr“)"‘ard Pacific g5 HomeConstucion  Neural CBE) 25 23  78% w8 o NA 02 David Goldberg
mg:irf’at;onall ne. 89 Lodging Buy 595 323 842 oo 135 109 148 Wiliam Truelove
Starbucks Corp. 16 Restaurants Buy 28.0 195 43.8% 357 191 234 7.4 David Palmer
mrok'st ne. Foods 5 Wﬁé’lesalsza”ers & gy 560 350 600% . gog 226 2.9 Neil Currie
Procter & Gamble 6g  Household Products, g, 00 729 B . e 152 36 NkMod
CarMax 88  Retailers, Speciaty  Neutral 280 184 B o, a1, 135 13 (B:rFii” Nagel,
Source: UBS
Table 4: Energy

GTPW PT,

2007 Local %to PER, PER, EV/EBIT PBR,

Company Ranking Industry Rating FX Close Target 2007E 2008E ,2008E  2008E

\C/zlreprgration Enerey e (S)(!condaryc OMPANes, By E80 U 8.2 8.2 el L7 mgzgrekar, CFA
EOG Resources 83 ggcon darycompa”ies' Neutral 910 886  28% oo g5 137 26 \é\gi'ii;r:rston
Source: UBS
7 As at January 9t 2008

UBS 13



SRI Spotlight-Human Capital 10 January 2008

Table 5: Financial

GTPW PT,
2007 Local %to PER, PER, EV/EBIT PBR,
Company Ranking Industry Rating FX Close Target 2007E 2008E ,2008E  2008E
First Horizon National Neutral-Short Eric
Corporation e i, Bl Term Sell 220 154 A8 (33.0) 154 A U Wasserstrom
. L Eric
American Express 74 Diversified Financial ~ Buy 730 481 518% 134 124 NA 44 Wasserstrom
Capital One Financial g/ pyyersified Financial  Neutral 500 420 19.1% NA 06 EC
Corp. 9.1 6.6 Wasserstrom
. Andrew
0,
AFLAC Inc. 73 Insurance, Life Buy 72.0 64.3 11.9% 191 167 NA 3.3 Kiigerman
Principal Financial - - Andrew
Group 77 Insurance, Life Sell 55.0 65.5 16.0% NA NA NA 2.2 Kiigerman
Goldman Sachs 36 Investment Services  Buy 2500 1881 32.9% Nna 17 Glenn Schom,
' ' ' 85 9.2 " CFA
Source: UBS
Table 6: Pharmaceutical, Biotechnology & Healthcare
GTPW PT,
2007 Local %to PER, PER, EV/EBIT PBR,
Company Ranking Industry Rating FX Close Target 2007E 2008E ,2008E  2008E
n Advanced  Medical Bruce  Nudell,
Medtronic, Inc. 72 Devices Buy 61.0 503 21.3% 205 192 155 4.7 PhD
Genentech, Inc 2 Biotechnology Buy 940 696 350% 164 a9 Maged
L ’ ' ' 26.4 221 ’ " Shenouda
Amgen Inc 40 Biotechnology Neutral 61.0 470 29.7% 104 2.7 HEEd
’ ’ ' ' 222 111 ’ " Shenouda
Astrazeneca 71 Pharmaceuticals  Sell 23000 23010  0.0% g2  3g ChoR_ Amusa,
’ ' ' 113 9.6 ’ ~  MD, CFA
Source: UBS
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Table 7: Technology, Industrial Services

GTPW
2007 PT, EV/IEB
Ranki Local %to PER, PER, IT, PBR,
Company ng Industry Rating FX Close Target 2007E 2008E  2008E 2008E
f Communications 7 Nikos
Cisco Systems Inc. 11 Technology Buy 35.0 259 353% 208 174 142 4.4 Theodosopoulos
Communications
Qualcomm Inc. 14 Technology Buy 54.0 370  46.1% 198 191 18.6 3.3 Maynard Um
Network  Appliance 7 e (3
[fis 6 Computers Neutral 28.0 229  22.2% 438 6.2 NA 3.7 Benjamin Reitzes
. Benjamin
Google Inc. 1 Internet Services Buy 785.0 6315 243% 164 332 NA 5.8 Schachter
s Benjamin
0,
Yahoo Inc. 44 Internet Services Buy 36.0 217 65.8% 531 46.9 245 2.6 Schachter
Texas Instruments g7 gorpiconductors Neutral 365 300 2L6% 115 39 UcheOij
Inc. 16.6 149
Vanguard 95  Semiconductors Neutral 27.3 225 211% 108 17 53 1.7 William Dong
Adobe Systems Inc 31 Software Bu 520 394 321% 213 3g Heather Belini
y ' y : ' ; 200 237 ' ~ CFA
n Heather  Bellini
0 )
Intuit Inc. 33  Software Neutral 33.0 30.9 6.9% 233 213 14.2 6.2 CFA
. Heather  Bellini
0 \
Microsoft Corp. 50  Software Buy 40.0 340 17.7% 186 183 12.7 11.6 CFA
Paychex 70  Industrial Services Buy 49.0 336 46.1% 285 213 21.6 9.1 Adam Frisch
Source: UBS
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m Statement of Risk

Socially responsible investment covers an enormous range of potential issues,
and, over time, their importance fluctuates. At the time of writing, we believe
the issues raised in this research to be relevant to investors, but this may change.
Additionaly, this research should not be read as a complete or definitive
account of al relevant issues for firms. Although we attempt to address al
significant or nascent issues, these may not always be apparent, and these may
change over time. Finally, this document should not be interpreted to mean that
al SRI issues have afinancial impact; whether or not SRI issues have a financia
impact remains an open question as there is no accepted financial model that can
determine whether a given SRI issue is already reflected in share prices.

m 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 anayst in the
research report.
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Required Disclosures

This report has been prepared by UBS Limited, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates
arereferred to herein asUBS.

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.

UBS Investment Research: Global Equity Rating Allocations

UBS 12-Month Rating Rating Category Coverage1 IB Services?
Buy Buy 55% 39%
Neutral Hold/Neutral 36% 36%
Sell Sell 8% 20%
UBS Short-Term Rating Rating Category Coverage3 IB Services”
Buy Buy less than 1% 25%
Sell Sell less than 1% 50%

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.

Source: UBS. Rating allocations are as of 31 December 2007.
UBS Investment Research: 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.

UBS Short-Term Rating Definition

Buy Buy: Stock price e>l<|.3ected to rise within three months from the time the rating was assigned
because of a specific catalyst or event.

Sell Sell: Stock price expected to fall within three months from the time the rating was assigned

because of a specific catalyst or event.
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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.

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.

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report.

Additional Prices: AstraZeneca, 2,234p (08 Jan 2008); Genentech, Inc., US$68.14 (08 Jan 2008); Google Inc., US$631.68 (08
Jan 2008); Standard Pacific Corp., US$2.62 (08 Jan 2008); Starbucks Corp., US$19.86 (08 Jan 2008); Timberland Co.,
US$16.44 (08 Jan 2008); Source: UBS. All prices as of local market close.
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Global Disclaimer

This report has been prepared by UBS Limited, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS. In certain countries, UBS AG is referred
to as UBS SA.

This report is for distribution only under such circumstances as may be permitted by applicable law. Nothing in this report constitutes a representation that any investment strategy or
recommendation contained herein is suitable or appropriate to a recipient’s individual circumstances or otherwise constitute a personal recommendation. It is published solely for information
purposes, it does not constitute an advertisement and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments in any jurisdiction. No
representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the information contained herein, except with respect to information
concerning UBS AG, its subsidiaries and affiliates, nor is it intended to be a complete statement or summary of the securities, markets or developments referred to in the report. UBS does not
undertake that investors will obtain profits, nor will it share with investors any investment profits nor accept any liability for any investment losses. Investments involve risks and investors should
exercise prudence in making their investment decisions. The report should not be regarded by recipients as a substitute for the exercise of their own judgement. Any opinions expressed in this
report are subject to change without notice and may differ or be contrary to opinions expressed by other business areas or groups of UBS as a result of using different assumptions and criteria.
Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained herein is based on numerous assumptions.
Different assumptions could result in materially different results. 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. UBS is under no obligation to update or keep current the information contained herein. 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 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 Investment Bank as a whole, of which investment banking, sales and trading are a part.

The securities described herein 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
and other market conditions. Past performance is not necessarily indicative of future results. Foreign currency rates of exchange may adversely affect the value, price or income of any security
or related instrument mentioned in this report. For investment advice, trade execution or other enquiries, clients should contact their local sales representative. 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 report. Additional
information will be made available upon request.

For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC and/or UBS Capital Markets LP) 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 research report.

United Kingdom and the rest of Europe: Except as otherwise specified herein, this material is communicated by UBS Limited, a subsidiary of UBS AG, to persons who are eligible
counterparties or professional clients and is only available to such persons. The information contained herein does not apply to, and should not be relied upon by, retail clients.. UBS Limited is
authorised and regulated by the Financial Services Authority (FSA). UBS research complies with all the FSA requirements and laws concerning disclosures and these are indicated on the
research where applicable. France: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities France SA. UBS Securities France S.A. is regulated by the Autorité des
Marchés Financiers (AMF). Where an analyst of UBS Securities France S.A. has contributed to this report, the report 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 Espafia SV, SA. UBS Securities Espafia SV, SA is regulated by the Comisién Nacional del
Mercado de Valores (CNMV). Turkey: Prepared by UBS Menkul Degerler AS on behalf of and distributed by UBS Limited. Russia: Prepared and distributed by ZAO UBS Securities.
Switzerland: Distributed by UBS AG to persons who are institutional investors only. Italy: Prepared by UBS Limited and distributed by UBS Limited and UBS ltalia 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 ltalia Sim S.p.A. has contributed to this report, the
report is also deemed to have been prepared by UBS ltalia Sim S.p.A.. South Africa: UBS South Africa (Pty) Limited (Registration No. 1995/011140/07) is a member of the JSE Limited, the
South African Futures Exchange and the Bond Exchange of South Africa. UBS South Africa (Pty) Limited is an authorised Financial Services Provider. Details of its postal and physical address
and a list of its directors are available on request or may be accessed at http:www.ubs.co.za. 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 report 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 report must be effected through UBS Securities LLC or UBS Financial Services Inc., and not
through a non-US affiliate. Canada: Distributed by UBS Securities Canada Inc., a subsidiary of UBS AG and a member of the principal Canadian stock exchanges & CIPF. A statement of its
financial condition and a list of its directors and senior officers will be provided upon request. Hong Kong: Distributed by UBS Securities Asia Limited. Singapore: Distributed by UBS Securities
Pte. Ltd or UBS AG, Singapore Branch. Japan: Distributed by UBS Securities Japan Ltd to institutional investors only. Australia: Distributed by UBS AG (Holder of Australian Financial
Services Licence No. 231087) and UBS Securities Australia Ltd (Holder of Australian Financial Services Licence No. 231098) only to ‘Wholesale’ clients as defined by s761G of the
Corporations Act 2001. New Zealand: Distributed by UBS New Zealand Ltd. China: Distributed by UBS Securities Co. Limited.

The disclosures contained in research reports produced by UBS Limited shall be governed by and construed in accordance with English law.

UBS specifically prohibits the redistribution of this material 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. © UBS 2008. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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