% UBS

Offentliches Umtauschangebot

der

UBS Group AG, Zurich
(«UBS Group»)

fur alle ausgegebenen

Namenaktien der UBS AG, Ziirich und Basel («UBS»)

mit einem Nennwert von je CHF 0.10

Umtausch- 1 Namenaktie der UBS mit einem Nennwert von CHF 0.10 (jedes eine «UBS Aktie»
verhaltnis und zusammen die «UBS Aktien»)
wird umgetauscht in
1 Namenaktie der UBS Group mit einem Nennwert von CHF 0.10 (jedes eine «UBS
Group Aktie» und zusammen die «UBS Group Aktien»)
Angebotsfrist 14. Oktober 2014 bis 11. November 2014 (verlangerbar; Ende der Angebotsfrist, das
«Ablaufdatum»)
Die Frist fir die Andienung von UBS Aktien, welche Uber das SIS SETTLEMENT SYSTEM gehalten werden
oder VERBRIEFT und im Schweizer Aktienregister eingetragen sind, ist 16:00 Uhr Schweizer Zeit am Ablauf-
datum (die «Schweizer Andienungsschlusszeit»).
Die Frist fur die Andienung von UBS Aktien, welche in DTC oder DIREKT BEI COMPUTERSHARE INC.
gehalten werden, ist 17:00 Uhr New Yorker Zeit am Ablaufdatum (die «U.S. Andienungsschlusszeit»).
Valorennummer ISIN Tickersymbol
UBS Aktien
Nicht angediente Aktien 2.489.948 CH0024899483 UBSN
Angediente Aktien 24.770.431 CH0247704312 UBSNE
(separate Handelslinie,
zum Umtausch in
UBS Group Aktien)
UBS Group Aktien 24.476.758 CH0244767585 UBSG

Offer Manager: UBS AG

Angebotsprospekt vom 29. September 2014

(der «Schweizer Angebotsprospekt»)




This document is an advertisement and not a prospectus for the purposes of the Prospectus Directive
(2003/71/EC, as amended) and investors in the European Economic Area should not subscribe for or
purchase any transferable securities referred to in this document except on the basis of information
contained in the applicable prospectus to be approved by the Central Bank of Ireland and published in
connection with the public offering of shares of UBS Group in each of the Initial Acceptance Period and
the Additional Acceptance Period (as defined in this document), respectively, in Ireland, and once
passported, in Austria, France, Germany, Liechtenstein, Luxembourg, the Netherlands, Spain and the
United Kingdom (each, an “EU Prospectus”). Once published, a copy of such EU Prospectus in the English
language, as well as a copy of the EU Prospectus summary in French, German and Spanish, will be
available at www.ubs.com/exchangeoffer.



Einleitende Bemerkungen

Die UBS schlagt ihren Aktiondren die Errichtung einer neuen Holdinggesellschaft, der UBS Group, vor. Zur Umset-
zung dieses Vorschlags offeriert die UBS Group, eine Schweizer Aktiengesellschaft, alle ausgegebenen UBS Aktien
gegen Umtausch in UBS Group Aktien auf einer Aktie-gegen-Aktie Basis zu erwerben (das («<Umtauschangebot»).

Gemass den Konditionen des Umtauschangebots wird jede gdltig in das Umtauschangebot angediente UBS Aktie
gegen eine UBS Group Aktie umgetauscht, sofern die Andienungserklarung nicht widerrufen wurde. Das Umtausch-
angebot umfasst separate Angebote (namlich das «Schweizer Umtauschangebot» und das «U.S. Umtausch-
angebot»). Das Schweizer Umtauschangebot wird gemass diesem Schweizer Angebotsprospekt an alle Personen
unterbreitet, welche UBS Aktien halten, unabhangig von deren Wohnort, in Ubereinstimmung mit den lokal
anwendbaren Gesetzen, Regelungen und Beschrankungen; und fur UBS Aktionare, die in einem oder mehreren
Staaten des Europaischen Wirtschaftsraums wohnen, gibt es einen oder mehrere separate Prospekte. Das U.S.
Umtauschangebot wird gemass separaten Angebotsdokumenten an alle Personen unterbreitet, die UBS Aktien
halten und in den Vereinigten Staaten wohnen.

Das Schweizer Umtauschangebot und das U.S. Umtauschangebot werden gleichzeitig durchgefiihrt und haben in
allen wesentlichen Aspekten dieselben Konditionen und sind Gegenstand derselben Bedingungen.

Angebotsrestriktionen

Die Fahigkeit von Aktionadren der UBS (die «UBS Aktionare» oder ein «UBS Aktionar»), die nicht in der Schweiz
wohnen, das Umtauschangebot anzunehmen, kann durch die Rechtsordnung des jeweiligen Landes, in welchem
diese sich befinden oder von dem sie die Staatsblrgerschaft besitzen, beeintréchtigt sein. Personen, die nicht in
der Schweiz wohnen, sollten sich Uber die anwendbaren rechtlichen und regulatorischen Anforderungen ihres
Staates informieren und diese beachten. Zudem sollte sich jede Person (einschliesslich, aber ohne Beschrankung
auf, Verwahrungsstellen, Nominees und Trustees), welche diesen Schweizer Angebotsprospekt und/oder andere
damit zusammenhangende Dokumente an einen Staat ausserhalb der Schweiz weitergibt oder beabsichtigt, dies
zu tun, oder dazu vertraglich oder rechtlich verpflichtet ist, Uber die anwendbaren rechtlichen und regulatorischen
Anforderungen ihres Staates informieren und diese beachten.

Die Veroffentlichung, Publikation oder Verteilung dieses Schweizer Angebotsprospekts in anderen Rechtsordnungen
als der Schweiz kann gesetzlich eingeschrankt sein, weshalb sich alle Personen, welche dem Recht einer anderen
Rechtsordnung als der Schweiz unterstehen, Gber die anwendbaren Anforderungen informieren und diese beachten
sollen. Jede Nichteinhaltung der anwendbaren Restriktionen kann eine Verletzung des Wertpapierrechts jedes
solchen Staates darstellen. Dieser Schweizer Angebotsprospekt wurde erstellt, um die Anforderungen der Art. 22 ff.
des Bundesgesetzes Uber die Borsen und den Effektenhandel vom 24. Marz 1995 (Borsengesetz, «BEHG») zu erfillen,
und die darin enthaltenen Informationen sind allenfalls nicht dieselben, wie wenn dieser Schweizer Angebotsprospekt
in Ubereinstimmung mit dem Recht einer anderen Rechtsordnung als der Schweiz erstellt worden ware.

Offer Restrictions

The ability of holders of UBS Shares (the «UBS Shareholders» or a «UBS Shareholder») who are not resident in
Switzerland to accept the offer by UBS Group to acquire any and all issued UBS Shares in exchange for UBS Group
Shares on a share-for-share basis (the «Exchange Offer») may be affected by the laws of the relevant jurisdiction
in which they are located or of which they are citizens. Persons who are not resident in Switzerland should inform
themselves of, and observe, any applicable legal or regulatory requirements of their jurisdictions. In addition, any
person (including, without limitation, any custodian, nominee and trustee) who would, or otherwise intends to, or
who may have a contractual or legal obligation to, forward this Swiss offer prospectus (the «Swiss Offer
Prospectus») and/or any other related document to any jurisdiction outside Switzerland should inform itself of,
and observe, any applicable legal or regulatory requirements of their jurisdiction.

The release, publication or distribution of this Swiss Offer Prospectus in jurisdictions other than Switzerland may be
restricted by law and, therefore, any persons who are subject to the laws of any jurisdiction other than Switzerland
should inform themselves about, and observe, any applicable requirements. Any failure to comply with the
applicable restrictions may constitute a violation of the securities laws of any such jurisdiction. This Swiss Offer
Prospectus has been prepared for the purposes of complying with articles 22 et seq. of the Swiss Federal Act on
Stock Exchanges and Securities Trading of 24 March 1995 (Stock Exchange Act, «SESTA») and the information
disclosed herein may not be the same as that which would have been disclosed if this Swiss Offer Prospectus had
been prepared in accordance with the laws of any jurisdiction other than Switzerland.
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Information for Shareholders Located in the United States

NEITHER THE U.S. SECURITIES AND EXCHANGE COMMISSION (THE «SEC») NOR ANY OTHER FEDERAL OR STATE
SECURITIES COMMISSION IN THE UNITED STATES OR ANY OTHER U.S. REGULATORY AUTHORITY HAS PASSED
UPON, CONFIRMED THE ACCURACY OF OR DETERMINED THE ADEQUACY OF THIS SWISS OFFER PROSPECTUS.
ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENCE IN THE UNITED STATES.

UBS and UBS Group have filed and will file materials relevant to the U.S. Exchange Offer with the SEC. Among
other materials, UBS Group has filed a Registration Statement on Form F-4 and will file a final prospectus/exchange
to offer and a Statement on Schedule TO and UBS will file a Recommendation Statement on Schedule 14D-9.
INVESTORS LOCATED IN THE UNITED STATES ARE URGED TO READ ANY DOCUMENT FILED OR TO BE FILED WITH
THE SEC BY UBS AND UBS GROUP IF AND WHEN THEY BECOME AVAILABLE BECAUSE THEY CONTAIN OR WILL
CONTAIN IMPORTANT INFORMATION.

INVESTORS LOCATED IN THE UNITED STATES WILL BE ABLE TO OBTAIN A FREE COPY OF SUCH FILINGS WITHOUT
CHARGE, AT THE SEC'S WEBSITE (WWW.SEC.GOV) ONCE SUCH DOCUMENTS ARE FILED WITH THE SEC. Copies
of such documents may also be obtained from UBS Group’s U.S. information agent, Georgeson, without charge at
+1(888) 613-9817, once they are filed with the SEC. None of these documents and other materials filed or to be
filed with the SEC in connection the U.S. Exchange Offer forms part of this Swiss Offer Prospectus or is incorporated
herein by reference.

European Economic Area

In relation to each Member State of the European Economic Area (the «EEA») which has implemented the
Prospectus Directive (each, a «Relevant Member State»), an offer to the public of any UBS Group Shares (including
by means of a resale or other transfer) may not be made in that Relevant Member State, other than the offering of
UBS Group Shares in each of the initial acceptance period (the «Initial Acceptance Period») and the additional
acceptance period (the «Additional Acceptance Period») pursuant to the Swiss Exchange Offer in Ireland, Austria,
France, Germany, Liechtenstein, Luxembourg, the Netherlands, Spain and the United Kingdom contemplated in
the EU Prospectus applicable to such acceptance period (from the time such EU Prospectus has been approved by
the Central Bank of Ireland, in its capacity as the competent authority in Ireland, and published in accordance with
the Prospectus Directive as implemented in Ireland and in the case of Austria, France, Germany, Liechtenstein,
Luxembourg, the Netherlands, Spain and the United Kingdom, passported), except that an offer to the public in
that Relevant Member State of the UBS Group Shares may be made at any time under the following exemptions
under the Prospectus Directive, if and as they have been implemented in that Relevant Member State:

e to legal entities which are qualified investors as defined in the Prospectus Directive;

e to fewer than 100, or, if the Relevant Member State has implemented the relevant provisions of the
2010 PD Amending Directive, 150, natural or legal persons (other than qualified investors as defined in
the Prospectus Directive), as permitted under the Prospectus Directive; or

® inany other circumstances falling within Article 3(2) of the Prospectus Directive,

provided that no such offer of UBS Group Shares shall result in a requirement for UBS Group to publish a prospectus
pursuant to Article 3 of the Prospectus Directive.

For the purposes of the provisions above, the expression an «offer to the public» in relation to any UBS Group
Shares in any Relevant Member State means the communication in any form and by any means of sufficient
information on the terms of the Swiss Exchange Offer and the UBS Group Shares to be offered so as to enable an
investor to decide to accept the Swiss Exchange Offer, as the same may be varied in that Member State by any
measure implementing the Prospectus Directive in that Member State, the expression «Prospectus Directive» means
Directive 2003/71/EC (and amendments thereto, including the 2010 PD Amending Directive, to the extent
implemented in the Relevant Member State), and includes any relevant implementing measure in each Relevant
Member State and the expression «2010 PD Amending Directive» means Directive 2010/73/EU.

In addition to the EU Prospectus to be prepared and published for use in the Initial Acceptance Period, UBS Group
intends to prepare and publish a separate EU Prospectus in due course for approval by the Central Bank of Ireland
to be published in connection with the public offering of shares of UBS Group in the Additional Acceptance Period
in Ireland, and once passported, in Austria, France, Germany, Liechtenstein, Luxembourg, the Netherlands, Spain
and the United Kingdom.



Hong Kong

WARNING: The contents of this document have not been reviewed by any regulatory authority in Hong Kong. You
are advised to exercise caution in relation to the disposition of the UBS Group Shares. If you are in any doubt about
any of the contents of this Swiss Offer Prospectus, you should obtain independent professional advice.

This Swiss Offer Prospectus neither constitutes a «prospectus» (as defined in section 2(1) of the Companies (Winding
Up and Miscellaneous Provisions) Ordinance (Cap. 32 of the Laws of Hong Kong)) (the «Companies (Winding Up
and Miscellaneous Provisions) Ordinance»), nor is it an advertisement, invitation or document containing an
advertisement or invitation falling within the meaning of section 103 of the Securities and Futures Ordinance
(Cap. 571 of the Laws of Hong Kong) (the «Securities and Futures Ordinance»). This Swiss Offer Prospectus is for
distribution in Hong Kong only to «professional investors» as defined in the Securities and Futures Ordinance and
any rules made thereunder. The UBS Group Shares will not be sold or offered in Hong Kong by means of any
document, other than (i) in circumstances which do not constitute an offer to the public within the meaning of the
Companies (Winding Up and Miscellaneous Provisions) Ordinance or which do not constitute an invitation to the
public within the meaning of the Securities and Futures Ordinance, or (ii) to «professional investors» as defined in
the Securities and Futures Ordinance and any rules made thereunder, or (iii) in other circumstances which do not
result in the document being a «prospectus» as defined in the Companies (Winding Up and Miscellaneous
Provisions) Ordinance, and no advertisement, invitation or document relating to the UBS Group Shares may be
issued or may be in the possession of any person for the purpose of issue (in each case whether in Hong Kong or
elsewhere), which is directed at, or the contents of which are likely to be accessed or read by, the public in Hong
Kong (except if permitted to do so under the securities laws of Hong Kong) other than with respect to UBS Group
Shares which are or are intended to be disposed of only to persons outside Hong Kong or only to «professional
investors» in Hong Kong as defined in the Securities and Futures Ordinance and any rules made thereunder. You
are advised to exercise caution in relation to the disposition of the UBS Group Shares. If you are in any doubt about
any of the contents of this Swiss Offer Prospectus, you should obtain independent professional advice.

Singapore

This Swiss Offer Prospectus has not been registered as a prospectus with the Monetary Authority of Singapore.
Accordingly, this Swiss Offer Prospectus and any other documents or materials in connection with the offer or sale,
or invitation for subscription or purchase, of the UBS Group Shares, may not be circulated or distributed, nor may
UBS Group Shares be offered or sold, or be made the subject of an invitation for subscription or purchase, whether
directly or indirectly, to persons in Singapore other than (i) to an institutional investor under Section 274 of the
Securities and Futures Act, Chapter 289 of Singapore (the «SFA»), (ii) to a relevant person pursuant to Section
275(1), or any person pursuant to Section 275(1A), and in accordance with the conditions specified in Section 275,
of the SFA, or (iii) otherwise pursuant to, and in accordance with the conditions of, any other applicable provision
of the SFA.

Where UBS Group Shares are subscribed for or purchased under Section 275 of the SFA by a relevant person which
is:

(i)  a corporation (which is not an accredited investor (as defined in Section 4A of the SFA)) the sole business of
which is to hold investments and the entire share capital of which is owned by one or more individuals, each
of whom is an accredited investor; or

(i) atrust (where the trustee is not an accredited investor) whose sole purpose is to hold investments and each
beneficiary of the trust is an individual who is an accredited investor, securities (as defined in Section 239(1)
of the SFA) of that corporation or the beneficiaries’ rights and interests (howsoever described) in that trust
shall not be transferred within six months after that corporation or that trust has acquired the UBS Group
Shares pursuant to an offer made under Section 275 of the SFA except:

(@) toaninstitutional investor or to a relevant person defined in Section 275(2) of the SFA, or to any person
arising from an offer referred to in Section 275(1A) or Section 276(4)(i)(B) of the SFA;

(b)  where no consideration is or will be given for the transfer;

(©)  where the transfer is by operation of law;

(d) as specified in Section 276(7) of the SFA; or

(e) asspecified in Regulation 32 of the Securities and Futures (Offers of Investments) (Shares and Debentures)

Regulations 2005 of Singapore.



This Swiss Offer Prospectus has not been registered as a prospectus with the Monetary Authority of Singapore.
Accordingly, this Swiss Offer Prospectus and any other documents or materials in connection with the offer or sale,
or invitation for subscription or purchase, of UBS Group Shares, may not be circulated or distributed, nor may UBS
Group Shares be offered or sold, or be made the subject of an invitation for subscription or purchase, whether
directly or indirectly, to persons in Singapore other than (i) to an investor under Section 273(1)(b) of the SFA, or (ii)
otherwise pursuant to, and in accordance with the conditions of, any other applicable provision of the SFA.

Brazil

Employee equity plan awards referred to in this document and the underlying UBS Shares have not been and will
not be publicly issued, placed, distributed, offered or negotiated in the Brazilian capital markets and, as a result,
will not be registered with the Brazilian Securities and Exchange Commission (Comissdo de Valores Mobiliarios).
The awards and the underlying UBS Shares will not be offered or sold in Brazil under any circumstances that
constitute a public offering, placement, distribution or negotiation under the Brazilian capital markets regulation.

Argentina

The offer is private and not subject to the supervision of the Argentine Securities Exchange Commission or any
other Argentinean governmental authority.

Australia
IMPORTANT NOTICE TO SHAREHOLDERS IN AUSTRALIA

This offer is available to all shareholders in Australia other than shareholders who own UBS Shares to which
employee equity plan-related restrictions apply. This document is not a prospectus or other disclosure document
for the purposes of Chapter 6D of the Corporations Act 2001 (Commonwealth of Australia) («Corporations Act»),
or an offer document relating to an unsolicited offer to purchase financial products off-market which meets the
requirements of Division 5A of Part 7.9 of the Corporations Act. This document does not, and is not required to,
contain all the information which would be required under the Corporations Act to be included in such a disclosure
document or offer document, and has not been lodged with the Australian Securities and Investments Commission.

This document is being provided to shareholders in Australia in reliance on ASIC Class Order (CO 09/68).

Any person to whom shares in UBS Group are issued under the offer must not, within 12 months after the issue,
offer, transfer or assign those shares to any person except in circumstances where disclosure to investors is not
required under Chapter 6D of the Corporations Act.

UBS AG (ABN 47 088 129 613) holds Australian financial services licence no. 231087 and is regulated in Australia
as a foreign authorised deposit-taking institution («ADI») by the Australian Prudential Regulation Authority
(«APRAN») under the Banking Act 1959 (Cth). UBS Group does not hold an Australian financial services licence and
is not regulated by APRA as an ADI. UBS Group Shares are not deposits with, or any other claim on UBS, and UBS
does not in any way stand behind or guarantee the capital value or performance of shares in UBS Group.

The information in this document does not take into account circumstances specific to Australian shareholders. In
particular, this document does not address the Australian tax consequences for shareholders participating in the
offer. Australian shareholders should seek their own tax, financial, investment, accounting and legal advice in
relation to the offer.

Belgium

No action has been taken in Belgium to permit a public exchange offer of the UBS Group Shares in accordance
with the Belgian act of 16 June 2006 on the public offer of securities and admission of securities to trading on a
regulated market («Belgian Prospectus Act») and the Belgian Act of 1 April 2007 on public takeover bids
(«Belgian Takeover Bid Act») and no securities may be offered or sold to persons in Belgium unless either such
persons are qualified investors within the meaning of article 10 of the Belgian Prospectus Act or one or more other
exemptions available under article 3 of the Belgian Prospectus Act or under article 6, § 3 of the Belgian Takeover
Bid Act apply.



China

This Swiss Offer Prospectus does not constitute a public offering of securities, whether by way of sale or subscription,
in the People’s Republic of China («PRC»). This Swiss Offer Prospectus or any other advertisement, invitation or
document relating to the securities shall not be distributed in the PRC or used in connection with any offer for
subscription or sale of the securities in the PRC, except to the extent consistent with applicable laws and regulations
of the PRC. The offer or sale of the securities has not been and will not be filed with any securities or other regulatory
authorities of the PRC and the securities may not be offered or sold within the PRC except to the extent consistent
with applicable laws and regulations of the PRC. For the purpose of this Swiss Offer Prospectus, the PRC does not
include the Hong Kong Special Administrative Region, the Macau Special Administrative Region and Taiwan.

France

The UBS Group Shares may not be offered, exchanged, or sold or caused to be offered, exchanged, or sold, directly
or indirectly, to the public in France and neither this Swiss Offer Prospectus, which has not been submitted to the
clearance procedure of the French Autorité des marchés financiers («kAMF»), nor to a competent authority of
another Member State of the EEA that would have notified its approval to the AMF under the EU Prospectus
Directive 2003/71/EC as implemented in France and in the relevant Member State, nor any other offering material
or information contained therein relating to the UBS Group Shares, may be released, issued or distributed or caused
to be released, issued or distributed, directly or indirectly, to the public in France, or used in connection with any
offer for subscription, exchange or sale of the UBS Group Shares to the public in France.

Any such offers, exchanges, sales and distributions may be made in France only to (a) persons providing investment
services relating to portfolio management for the account of third parties (personnes fournissant le service
d’investissement de gestion de portefeuille pour compte de tiers) and/or (b) qualified investors (investisseurs qualifiés)
acting for their own account, as defined in, and in accordance with, Articles L.411-2, I, 2°, D.411-1, D.744-1,
D.754-1, and D.764-1 of the French Monetary and Financial Code.

In the event that the UBS Group Shares purchased, exchanged for, or subscribed by investors listed above are
offered or resold, directly or indirectly, to the public in France, the conditions relating to public offers set forth in
Articles L. 411-1, L. 411-2, L. 412-1 and L. 621-8 to L. 621-8-3 of the French Monetary and Financial Code must
be complied with. Investors in France and persons into whose possession offering materials come must inform
themselves about, and observe, any such restrictions.

Monaco

The UBS Group Shares may not be offered or sold, directly or indirectly, to the public in Monaco other than by a
Monaco Bank or a duly authorized Monegasque intermediary. Consequently, this Swiss Offer Prospectus may only
be communicated to Monaco banks duly licensed by the «Autorité de Contréle Prudentiel et de Résolution» and
fully licensed Monaco portfolio management companies by virtue of Law n°® 1.144 of July 26, 1991 and Law 1.338,
of September 7, 2007 duly licensed by the «Commission de Contréle des Activités Financieres». Such regulated
intermediaries may in turn communicate this Offer Prospectus to potential investors.

The addressees hereof are perfectly fluent in English and expressly waive the possibility of a French translation of
the present document.

Les destinataires du présent document reconnaissent étre a méme d’en prendre connaissance en langue anglaise
et renoncent expressément a une traduction francaise.

Norway

THIS MEMORANDUM HAS NOT BEEN PRODUCED IN ACCORDANCE WITH THE PROSPECTUS REQUIREMENTS
LAID DOWN IN THE NORWEGIAN SECURITIES TRADING ACT 2007. THIS MEMORANDUM HAS NOT BEEN
APPROVED OR DISAPPROVED BY, OR REGISTERED WITH, THE OSLO STOCK EXCHANGE, THE NORWEGIAN FSA
(FINANSTILSYNET) NOR THE NORWEGIAN REGISTRY OF BUSINESS ENTERPRISES. THE INTERESTS DESCRIBED HEREIN
HAVE NOT BEEN AND WILL NOT BE OFFERED OR SOLD TO THE PUBLIC IN NORWAY, AND NO OFFERING OR MARKET-
ING MATERIALS RELATING TO THE INTERESTS MAY BE MADE AVAILABLE OR DISTRIBUTED IN ANY WAY THAT
WOULD CONSTITUTE, DIRECTLY OR INDIRECTLY, AN OFFER TO THE PUBLIC IN NORWAY. THIS MEMORANDUM IS
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FOR THE RECIPIENT ONLY AND MAY NOT IN ANY WAY BE FORWARDED TO ANY OTHER PERSON OR TO THE
PUBLIC IN NORWAY.

Philippines

For informational purposes of the Philippine shareholders only and not for Philippine marketing purposes.

Saudi Arabia

This document may not be distributed in the Kingdom of Saudi Arabia except to such persons as are permitted
under the Offers of Securities Regulations issued by the Saudi Arabian Capital Market Authority.

The Saudi Arabian Capital Market Authority does not make any representation as to the accuracy or completeness
of this document and expressly disclaims any liability whatsoever for any loss arising from, or incurred in reliance
upon, any part of this document. Prospective purchasers of the securities offered hereby should conduct their own
due diligence on the accuracy of the information relating to the securities. If you do not understand the contents
of this document, you should consult an authorized financial adviser.

Spain
For Residents in Spain

The offering is addressed only to holders of UBS Shares, and not to the general public. The offering does not
constitute a public offering in Spain in accordance with Act 24/1988, of July 28, on Securities Markets and Royal
Decree 1310/2005, of November 4, on admission to Trading of Securities, Public Offerings and the Prospectus
Required in Such Cases. Accordingly, the offering materials have not been verified nor will they be registered by
the Spanish Securities and Exchange Commission («Comision Nacional del Mercado de Valores»).

United Arab Emirates (“UAE"”) and Dubai International Financial Centre (“DIFC")
UAE:

This offering document is strictly private and confidential and is being distributed to a limited number of investors
and must not be provided to any person other than the original recipient, and may not be reproduced or used for
any other purpose.

By receiving this offering document, the person or entity to whom it has been issued understands, acknowledges
and agrees that this offering document has not been approved by of filed with the UAE Central Bank, the Emirates
Securities or Commodities Authority («SCA») or any other authorities in the UAE, nor has the placement agent, if
any, received authorisation or licensing from the UAE Central Bank, SCA or any other authorities in the United Arab
Emirates to market or sell securities or other investments within the United Arab Emirates. No marketing of any
financial products or services has been or will be made from within the United Arab Emirates and no subscription
to any securities or other investments may or will be consummated within the United Arab Emirates. It should not
be assumed that the placement agent, if any, is a licensed broker, dealer or investment advisor under the laws appli-
cable in the United Arab Emirates, or that it advises individuals resident in the United Arab Emirates as to the appro-
priateness of investing in or purchasing or selling securities or other financial products. The interests in the Fund
may not be offered or sold directly or indirectly to the public in the United Arab Emirates. This does not constitute
a public offer of securities or units in funds in the United Arab Emirates in accordance with the Commercial Compa-
nies Law, Federal Law No. 8 of 1984 (as amended) or otherwise.

DIFC:
This statement relates to an Exempt Offer in accordance with the rules of the Dubai Financial Services Authority.

This statement is intended for distribution only to Persons of a type specified in those rules. It must not be delivered
to, or relied on by, any other Person.



The Dubai Financial Services Authority has no responsibility for reviewing or verifying any documents in connection
with Exempt Offers. The Dubai Financial Services Authority has not approved this document nor taken steps to
verify the information set out in it, and has no responsibility for it.

The Securities to which this document relates may be illiquid and/or subject to restrictions on their resale. Prospective
purchasers of the Securities offered should conduct their own due diligence on the Securities.

If you do not understand the contents of this document you should consult an authorised financial adviser.

Other Jurisdictions

The Exchange Offer will not be made, directly or indirectly, in or into any other jurisdiction where to do so would
violate the laws of that jurisdiction and will not be capable of acceptance within any such jurisdiction. Accordingly,
copies of this Swiss Offer Prospectus are not being, and must not be, directly or indirectly, mailed, transmitted or
otherwise forwarded, distributed or sent in, into or from any such other jurisdiction, and persons receiving this
Swiss Offer Prospectus (including, without limitation, custodians, nominees and trustees) must not mail or otherwise
distribute or send it in or into such jurisdiction, as doing so may invalidate any purported acceptance of the Exchange
Offer.

UBS Group reserves the right to treat any acceptance of the Exchange Offer as invalid if it is made or purported to
be made by the persons from whom such acceptance or election(s) would, in the opinion of UBS Group, constitute
a breach of the laws of the relevant jurisdiction.

Zukunftsbezogene Aussagen

Dieser Schweizer Angebotsprospekt enthalt zukunftsbezogene Aussagen, die Risiken und Unsicherheiten mit sich
bringen, speziell die nachstehend unter «Risiken» beschriebenen. Diese Aussagen kénnen generell, aber nicht
immer, anhand der Verwendung von Wortern wie «voraussichtlich», «erwarten,» «glauben,» «annehmen,» «Orien-
tierung,» «beabsichtigen,» «vorhaben», «Prognose,» «Plan,» «Ziel» und ahnlichen Ausdriicken als zukunftsbezo-
gene Aussagen identifiziert werden. Mit Ausnahme von Aussagen zu historischen Fakten sind alle Aussagen
zukunftsbezogene Aussagen, einschliesslich (aber nicht nur) die Aussagen betreffend die erwartete Andienungs-
guote des Umtauschangebots; Plane fir UBS und UBS Group nach dem Abschluss des Umtauschangebots; Prog-
nosen der Geschaftsleitung fir die finanzielle Performance der Gruppe (wie nachfolgend definiert) und Aussagen
bezlglich der erwarteten Auswirkung von Transaktionen und strategischen Initiativen auf den Geschaftsgang und
die zukUnftige Entwicklung der Gruppe. Sie sollten kein unangemessenes Vertrauen in solche zukunftsbezogenen
Aussagen setzen. Zukunftsbezogene Aussagen beinhalten zwangslaufig Risiken und Unsicherheiten, denn sie reflek-
tieren aktuelle Erwartungen und Annahmen bezlglich zuktnftiger Ereignisse und Umstande, die sich als unzutref-
fend erweisen kénnten. Aktuelle Ergebnisse und Ereignisse kénnten sich aus vielerlei Grinden wesentlich von den
in den zukunftsbezogenen Aussagen erwarteten unterscheiden; hierzu gehéren u.a.: (1) der Grad des Erfolgs bei
der Umsetzung der strategischen Plane der Gruppe, einschliesslich der Effizienzinitiativen sowie der geplanten
weiteren Verringerung der risikogewichteten Aktiven (RWA) und des Leverage Ratio Denominator (LRD) nach Basel
lll; (2) die Entwicklung der Markte, auf denen die Gruppe tatig ist oder von denen sie abhangt, inklusive Schwan-
kungen an den Wertpapiermarkten, der Liquiditat, Risikopramien, Wechselkurse und Zinsen, sowie Auswirkungen
des Wirtschaftsumfelds und von Marktentwicklungen auf die finanzielle Position bzw. die Bonitat ihrer Kunden
und Gegenparteien; (3) Anderungen der Verfligbarkeit von Kapital und Finanzierung, inklusive Anderungen der
Risikopramien und Ratings von UBS, oder aufgrund von Anforderungen an Bail-in-Schuldtitel oder das verlustab-
sorbierende Kapital; (4) Anderungen oder die Umsetzung der Finanzgesetzgebung und Regulierung in der Schweiz,
den USA, in Grossbritannien und auf anderen Finanzplatzen, die méglicherweise zu strengeren Kapital- (einschliess-
lich der Leverage Ratio), Liquiditats- und Finanzierungsanforderungen, zusatzlichen Steueranforderungen, Abgaben,
Beschrankungen der erlaubten Tatigkeiten, Vergltungsbeschrankungen oder anderen Massnahmen fuhren; (5)
Unsicherheit dariber, wann und in welchem Umfang die Eidgendssische Finanzmarktaufsicht («FINMA») einer
Reduktion der zusatzlichen RWA aufgrund der zwischen UBS und der FINMA vereinbarten Ausweitung der opera-
tionellen Risikokapital-Analyse zustimmen oder eine begrenzte Reduzierung der Kapitalanforderungen aufgrund
der Massnahmen zur Verringerung des Abwicklungsrisikos gutheissen wird; (6) der Grad des Erfolgs bei der Umset-
zung der angekUndigten Griindung einer neuen Schweizer Tochterbank, einer Holdinggesellschaft fir die Gruppe
(inklusive des Umtauschangebots), einer US-Zwischenholdinggesellschaft, der Anderungen am operativen Modell
von UBS Limited und andere Veranderungen, welche die Gruppe an ihrer rechtlichen Struktur oder ihrem operativen
Modell méglicherweise vornehmen wird, inklusive der méglichen Auswirkungen solcher Veranderungen oder der
maoglichen Notwendigkeit weiterer Anpassungen der Rechtsstruktur oder des Buchungsmodells als Reaktion auf
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rechtliche und regulatorische Anforderungen, darunter Kapitalanforderungen, Abwicklungsanforderungen sowie
hangige Vorstdsse des Schweizer Parlaments oder Vorstdsse in anderen Landern betreffend obligatorischer Struk-
turreformen fiir Banken; (7) die Anderung der Wettbewerbsposition der Gruppe, einschliesslich der Frage, ob Unter-
schiede bei regulatorischen Kapital- und sonstigen Anforderungen auf wichtigen Finanzplatzen sich nachteilig auf
ihre Konkurrenzfahigkeit in bestimmten Geschaftsfeldern auswirken; (8) die Haftung von UBS und ihrer Tochterge-
sellschaften oder mégliche Einschrankungen oder Strafen, welche die Aufsichtsbehorden ihnen infolge von Rechts-
streitigkeiten, vertraglichen Forderungen und regulatorischen Untersuchungen auferlegen; (9) die Folgen von
steuerlichen oder regulatorischen Entwicklungen fiir das grenziberscheitende Geschaft der Gruppe und dement-
sprechende magliche Anderungen von Weisungen und Grundsatzen von der Gruppe; (10) die Féhigkeit der Gruppe,
Mitarbeiter flr sich zu gewinnen und an sich zu binden, die fir die Ertragsgenerierung sowie die Fihrung, Unter-
stitzung und Kontrolle ihrer Geschaftsbereiche erforderlich ist und die méglicherweise durch Wettbewerbsfaktoren,
u.a. die Verguitungspolitik, beeinflusst wird; (11) Anderungen der Rechnungslegungsstandards oder -grundsatze
und Bilanzierungsbestimmungen oder deren Auslegungen, die den Ausweis von Gewinnen oder Verlusten, die
Bewertung des Goodwill und andere Aspekte beeinflussen; (12) Grenzen der Effizienz der internen Prozesse fur
Risikomanagement, -kontrolle, -messung und -prognose sowie von Finanzmodellen im Allgemeinen; (13) die Fahig-
keit von UBS und ihrer Tochtergesellschaften, bei technologischen Entwicklungen mit der Konkurrenz Schritt halten
zu kénnen, namentlich im Handelsgeschaft; (14) operatives Versagen wie Betrug, unautorisierte Handelsgeschafte
und Systemausfalle; und (15) die Folgen, die diese oder andere Faktoren oder nicht absehbare Ereignisse fir die
Reputation der Gruppe haben kénnen, sowie deren Folgewirkungen auf ihr Geschaft und ihre Performance. Die
Geschaftstatigkeit und finanzielle Performance der Gruppe kénnte durch andere in den unter «Risiken» in diesem
Schweizer Angebotsprospekt beschriebenen Risiken identifizierte Faktoren beeintrachtigt werden. Obwohl die UBS
Group glaubt, dass per Datum diese Schweizer Angebotsprospekts die in den zukunftsbezogenen Aussagen enthal-
tenen Erwartungen angemessen sind, kann die UBS Group nicht zusichern, dass die zukinftigen Ergebnisse, Akti-
vitaten, Performance oder Leistungen der Gruppe diese Erwartungen erflllen werden. Zudem Ubernimmt weder die
UBS Group noch irgendeine andere Person die Verantwortung fir die Richtigkeit und Vollstandigkeit der zukunfts-
bezogenen Aussagen. Nach dem Datum dieses Schweizer Angebotsprospekts wird die UBS Group — ausser die UBS
Group ist gesetzlich dazu verpflichtet, diese zukunftsbezogenen Aussagen zu aktualisieren — keine dieser zukunfts-
bezogenen Aussagen zwangslaufig aktualisieren, um diese entweder aktuellen Ergebnissen oder Anderungen der
Erwartungen anzupassen.

Risiken
Die UBS Group kénnte die erwarteten Vorteile des Umtauschangebots nicht erlangen.

Die UBS Group schldgt das Umtauschangebot vor, weil sie glaubt, dass dieses, zusammen mit anderen bereits ange-
kiindigten Massnahmen, die Abwicklungsfahigkeit der Gruppe substantiell verbessern und damit den sich stetig
entwickelnden regulatorischen Anforderungen Rechnung tragen wird. Diese Massnahmen kénnten auch dazu
flhren, dass die UBS Group flr einen Rabatt auf die Anforderungen an das progressive Pufferkapital, welche far
die Gruppe als systemrelevante Schweizer Bank unter den «Too-big-to-fail»-Anforderungen gelten, qualifiziert.
Gleichwohl ist es mdéglich, dass die UBS Group bei der Erreichung dieser erwarteten Vorteile erhebliche Schwierig-
keiten haben wird bzw. dass diese Vorteile nicht eintreten. So kénnten die zustandigen Behorden die von der
Gruppe getroffenen Massnahmen etwa als unwirksam oder ungentigend ansehen (namentlich im Zusammenhang
mit Marktturbulenzen oder Krisensituationen) oder sie konnten mdégliche Erleichterungen nicht im erhofften
Ausmass gewahren. Sodann kénnte die UBS Group zu neuen Massnahmen verpflichtet werden, um geltenden
oder neuen regulatorischen Anforderungen zu gentigen; vgl. hierzu nachfolgend den Abschnitt «Wenn es der UBS
Group nicht gelingt, rechtzeitig das volle Eigentum an der UBS zu erwerben, so kdnnte sie ausser Stande sein, die
erwarteten Vorteile des Umtauschangebots in vollem Umfang zu erlangen. Zudem kénnte die Liquiditdt und der
Marktwert der UBS Group Aktien negativ beeinflusst werden.»

Da die UBS Group eine Holdinggesellschaft sein wird, werden ihre Betriebsergebnisse, ihre finanzielle Situation und
ihre Fahigkeit zur Ausrichtung von Dividenden oder anderen Ausschittungen vollstandig von der Bereitstellung
von Mitteln, Dividenden oder anderen Ausschittungen ihrer Tochtergesellschaften (einschliesslich UBS) abhangen,
welche Restriktionen unterliegen kénnten.

Die Fahigkeit der UBS Group, kinftig Dividenden oder andere Ausschittungen auszurichten und ihren Verbind-
lichkeiten nachzukommen, wird von dem Ausmass abhangen, in welchem ihre operativen Tochtergesellschaften
(namentlich UBS, UBS-Tochtergesellschaften und in der Zukunft von der UBS Group gegriindete Tochtergesell-
schaften) ihr Mittel bereitstellen und Dividenden und andere Ausschittungen ausrichten werden, falls es denn
solche Uberhaupt geben wird. Die Fahigkeit der operativen UBS Group-Tochtergesellschaften, der UBS Group
(direkte oder indirekte) Darlehen zu gewahren oder Ausschittung zu machen, kénnte aus verschiedenen Griinden
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beschrankt werden, insbesondere aufgrund von Beschrankungen in Finanzierungsvereinbarungen, Anforderungen
des anwendbaren Rechts sowie aufgrund regulatorischer, steuerrechtlicher oder anderer Beschrankungen. So
kdnnten insbesondere, nachdem das Umtauschangebot erfolgreich und die Holdingstruktur errichtet ist, UBS Group-
Tochter- gesellschaften (einschliesslich UBS und neue von der UBS oder der UBS Group gegriindete Banktochter-
gesellschaften) Regelungen unterworfen sein, welche Dividendenzahlungen beschranken, Aufsichtsbehdrden zur
Blockierung oder Reduktion von Finanzierungsstrémen von diesen Tochtergesellschaften zur UBS Group ermach-
tigen, oder Transaktionen mit verbundenen Gesellschaften beschranken oder verbieten. Restriktionen oder behérd-
liche Anordnungen dieser Art konnten den Zugang zu Mitteln verhindern, welche die UBS Group gegebenenfalls
zur Ausrichtung von Dividendenzahlungen benétigt.

Des Weiteren steht das Recht der UBS Group, an der im Rahmen der Liquidation oder Reorganisation einer Tochter-
gesellschaft stattfindenden Aktivenverteilung teilzunehmen, unter dem Vorbehalt aller vorgehenden Forderungen
der Glaubiger dieser Tochtergesellschaft.

Sodann erwartet die UBS Group, dass sie von Zeit zu Zeit gewisse Zahlungsverpflichtungen bestimmter ihrer Tochter-
gesellschaften (einschliesslich UBS) garantieren kénnte. Diese Garantien kdnnten erfordern, dass die UBS Group
substantielle Mittel oder Aktiven an die UBS oder andere ihrer Tochtergesellschaften oder deren Glaubiger bzw.
Gegenparteien zur Verfligung stellt, und zwar in einem Zeitpunkt, in welchem die UBS Group fir die Bezahlung
der eigenen Schulden selbst Liquiditat bendtigt.

Wenn die Einkinfte und der Mittelzufluss von den operativen Tochtergesellschaften wahrend langerer Zeit wesentlich
reduziert werden, so kénnte die UBS Group langerfristig ausser Stande sein, Ausschiittungen an die UBS Group
Aktiondre auszurichten, dies entweder nicht im Einklang mit allfalligen zuklnftigen Vorschlagen oder gar nicht.

Wenn es der UBS Group nicht gelingt, rechtzeitig das volle Eigentum an der UBS zu erwerben, so kénnte
sie ausser Stande sein, die erwarteten Vorteile des Umtauschangebots in vollem Umfang zu erlangen.
Zudem koénnte die Liquiditdt und der Marktwert der UBS Group Aktien negativ beeinflusst werden.

Jeder Verzug im Erwerb des vollen Eigentums an der UBS, oder das Scheitern des vollen Eigentumserwerbs an der
UBS, konnte die Erlangung der erwarteten Vorteile, die Liquiditdt und den Marktwert der UBS Group Aktien
unglnstig beeinflussen. Ein solcher Verzug oder ein solches Scheitern kénnten unter anderem daraus resultieren,
dass die UBS Group die Mindestannahmebedingung (wie nachfolgend definiert) reduziert oder auf sie verzichtet
und weniger als 90% der total ausgegebenen UBS Aktien angedient werden, oder die UBS Group, nachdem sie
mehr als 90%, aber nicht mehr als 98% der insgesamt ausgegebenen UBS Aktien erworben hat, entscheidet, dass
die Squeeze-out-Fusion nicht durchgefiihrt werden kann bzw. aus irgendeinem Grund nicht ratsam ist, so wie unter
anderem Stérung der Geschaftstatigkeit, negative Auswirkungen auf behérdliche Einwilligungen, Genehmigungen
oder Bewilligungen oder erforderliche Rechte von Drittparteien; vgl. «Eine Squeeze-out-Fusion kdnnte einen ungins-
tigen Einfluss auf bestehende Bankbewilligungen und andere Genehmigungen und Zulassungen haben und kénnte
der Angemessenheitspriifung gemdss Schweizer Recht unterliegen.»). Sollte dies passieren, so werden die verblei-
benden UBS Aktionare eine Minderheitsbeteiligung an der UBS halten.

Die Existenz von UBS Minderheitsaktiondren kénnte sich unter anderem auf die Fahigkeit der UBS Group, Ande-
rungen an ihrer rechtlichen Struktur, auf ihr Tagesgeschaft oder auf ihre Corporate Governance stérend auswirken.
So kénnte die UBS Group zum Beispiel nicht in der Lage sein, gruppeninterne Ubertragungen von Rechtseinheiten
durchzufthren, ohne zuerst eine Bewertung durch eine in guten Treuen handelnde Drittpartei einzuholen, was zu
zusatzlichen Kosten und Verzdgerungen fihren kénnte. Sodann kénnte es sein, dass Transaktionen zwischen UBS
Group-Tochtergesellschaften und verbundenen Gesellschaften auf einer arm’s-length-Basis durchgefihrt werden
mussen, was sich negativ auf die Effizienz des Tagesgeschafts auswirken kénnte. Zudem sieht das Schweizer Recht
vor, dass die UBS Minderheitsaktionare berechtigt waren, spezielle Auskunfts- und Einsichtsrechte geltend zu
machen, Generalversammlungen einzuberufen und Verhandlungsgegenstande auf die Traktandenliste der jahrlichen
UBS-Generalversammlungen zu setzen. Jeder dieser Umstande kdnnte, zusammen mit weiteren Massnahmen,
welche die UBS Group zur Anerkennung der Rechte der verbleibenden UBS Minderheitsaktionare treffen musste,
hohere Kosten und administrative Hirden nach sich ziehen.

Das Schweizer Gesellschaftsrecht sieht vor, dass bestimmte Gesellschaftshandlungen von grosser Wichtigkeit von
zwei Dritteln der an der Generalversammlung vertretenen Aktiondre genehmigt werden missen, so etwa eine
Erhdhung des genehmigten oder bedingten Kapitals, die Bildung von Vorratskapital nach Massgabe des Schweizer
Bankenrechts oder eine Kapitalerhéhung gegen eine Sacheinlage zum Zwecke des Erwerbs und der Einrdumung
von speziellen Vorrechten. Sollten die UBS Minderheitsaktionare mehr als ein Drittel der ausgegebenen UBS Aktien
vertreten, so konnten sie verhindern, dass die UBS Group solche UBS-Handlungen genehmigen kann.
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Zudem hatten alle UBS Aktionare, welche ihre UBS Aktien im Zuge des Umtauschangebots nicht andienen, einen
pro rata-Anspruch auf die Ausrichtung von Dividenden oder anderen Ausschittungen und wiirden einen propor-
tionalen Anteil von samtlichen von der UBS ausgerichteten Dividendenzahlungen oder anderen Ausschittungen
erhalten, was den Betrag reduzieren wirde, den die UBS Group in Form von Dividendenzahlungen oder anderen
Ausschittungen an UBS Group Aktiondre ausrichten kénnte.

Solange es nach dem Abschluss des Umtauschangebots UBS Minderheitsaktionare gibt, werden weniger UBS Group
Aktien ausstehend sein, als es vor dem Abschluss des Umtauschangebots bei den UBS Aktien der Fall war. Das
kénnte dazu fuhren, dass der Markt, die Liquiditat und der Marktwert von UBS Group Aktien negativ beeinflusst
wird.

Eine Squeeze-out-Fusion kénnte einen ungiinstigen Einfluss auf bestehende Bankbewilligungen und
andere Genehmigungen und Zulassungen haben und kénnte der Angemessenheitspriifung geméss
Schweizer Recht unterliegen.

Wenn die UBS Group eine Squeeze-out-Fusion gemass Schweizer Recht durchfiihrt, so wird die UBS mit einer
Fusions-Tochtergesellschaft der UBS Group fusionieren, welche die Fusion Uberleben wird. Die UBS Group erwartet
zwar, dass die Uberlebende Gesellschaft in den meisten Fallen in die Bankbewilligungen und anderen Genehmi-
gungen und Zulassungen der UBS eintreten wird; gleichwohl kénnte es sein, dass die Uberlebende Gesellschaft
von Neuem um spezifische Bankbewilligungen und andere Genehmigungen und Zulassungen ersuchen und die
Zustimmung von Drittparteien einholen muss. Es kommt hinzu — obwohl die UBS Group die Wahrscheinlichkeit
daflr als gering einschatzt, da den von der Squeeze-out-Fusion betroffenen Aktionaren kotierte Aktien der obersten
Holdinggesellschaft angeboten werden und die Abfindung im Rahmen der Squeeze-out-Fusion mit der im Rahmen
des Umtauschangebots angebotenen Gegenleistung identisch sein wird —, dass es das Schweizer Recht theoretisch
erlauben wurde, dass die von der Squeeze-out-Fusion betroffenen Minderheitsaktionare innerhalb von zwei
Monaten nach der Publikation der Squeeze-out-Fusion eine Klage anstreben, weil die angebotene Abfindung
«unangemessen» ist, und ein zustandiges Schweizer Gericht zur Festlegung einer «angemessenen» Abfindung
ersuchen. Jeder dieser Umstande kénnte im Eintretensfall Kosten generieren, die Durchfihrung der Squeeze-out-
Fusion verzdégern oder die Geschaftstatigkeit der Group stéren oder negativ beeinflussen.

Der Wert der UBS Group Aktien kénnte sinken.

Der Preis der UBS Group Aktien wird wahrscheinlich schwanken und wird méglicherweise den zugrundeliegenden
Wert der UBS Group und ihrer Tochtergesellschaften nicht immer genau widerspiegeln. Der Wert der UBS Group
Aktien koénnte fallen. Die Preise, welche Investoren fur ihre Anlage in UBS Group Aktien realisieren kénnten, sofern
dies ihnen moglich ist, kénnte durch zahlreiche Faktoren beeinflusst werden, namentlich die Méglichkeit, dass der
Markt fur UBS Group Aktien weniger liquid ist als fir andere Beteiligungspapiere und dass die Preise der UBS Group
Aktien relativ volatil sind. Hinzu kommt, dass die Aktienmarkte in der jingeren Vergangenheit extreme Preis- und
Volumenschwankungen erlebt haben, was, zusammen mit dem allgemeinen wirtschaftlichen und politischen
Umfeld, einen negativen Einfluss auf den Marktpreis der UBS Group Aktien haben kénnte.

Es kénnte keinen aktiven Handelsmarkt fiir UBS Group Aktien geben, was den Wert der UBS Group
Aktien negativ beeinflussen kénnte.

Es hat bislang keinen vorexistierenden 6ffentlichen Markt fir UBS Group Aktien gegeben. Die UBS Group hat
beantragt, dass die UBS Group Aktien an der SIX Swiss Exchange AG («SIX Swiss Exchange») kotiert werden und
hat vor zu beantragen, die UBS Group Aktien auch an der New York Stock Exchange («NYSE») zu kotieren. Dessen
ungeachtet kann es keine Gewissheit geben, dass sich ein liquider Markt fiir UBS Group Aktien herausbilden wird,
auf welchem UBS Group Aktionare ihre UBS Group Aktien verkaufen kénnen oder dass solche Aktionare ihre UBS
Group Aktien zu einem Preis verkaufen kénnen, welcher deren Wert widerspiegelt.

Das Umtauschangebot ist von gewissen Voraussetzungen abhédngig und wenn diese Voraussetzungen
nicht erfiillt sind oder auf sie verzichtet worden ist, wird das Umtauschangebot nicht abgeschlossen.

Der Abschluss des Umtauschangebots ist von gewissen Voraussetzungen abhangig, welche in Kapitel B.9 dieses
Schweizer Angebotsprospekts beschrieben werden. Wenn auf die Voraussetzungen nicht verzichtet worden ist
(soweit es das anwendbare Recht zuldsst) oder sie nicht erfllt worden sind, so wird das Umtauschangebot dahin-
fallen und alle angedienten UBS Aktien werden wieder ihren Eigentimern zurlickgegeben. Sollte das Umtausch-
angebot dahinfallen und die UBS Aktien wieder zurlickgegeben werden, werden keine Zins- oder andere
Kompensationszahlungen ausgerichtet werden.
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Risiken im Zusammenhang mit der UBS-Geschaftstatigkeit.

Grundsatzlich unterliegen die UBS Aktiondre, welche am Umtauschangebot teilnehmen und UBS Group Aktien
erhalten, den gleichen Risiken und Investitionstiberlegungen, wie sie es derzeit als UBS Aktionare tun. Informationen
Uber solche Risiken und Investitionstiberlegungen kénnen in den fir Investoren allgemein zuganglichen Veréffent-
lichungen der UBS gefunden werden, die von Zeit zu Zeit bereitgestellt und aktualisiert werden (einschliesslich,
z.B. Geschaftsberichte, Quartalsberichte, Ad-hoc Mitteilungen und andere Bekanntmachungen wie der EU Prospekt
und sonstige Prospekte jeglicher Art, und insbesondere die Finanzinformationen (Ausziige aus dem «Annual Report
2013» der UBS, dem «Second Quarter 2014 Report» der UBS und der am 29. September 2014 eingereichten
Form 6-K der UBS), die als Anhang an diesen Schweizer Angebotsprospekt angefuigt sind).

Risiken beziiglich UBS Aktionare, welche ihre UBS Aktien im Zuge des Umtauschangebots nicht andienen

Der Markt fiir UBS Aktien wird nach dem Abschluss des Umtauschangebots weniger liquid sein und der
Wert der zuriickbehaltenen UBS Aktien kénnte sinken.

Nach dem Abschluss des Umtauschangebots wird der Markt fir UBS Aktien weniger liquid sein und der Wert der
UBS Aktien, welche von den UBS Aktionaren zuriickbehalten worden sind, kénnte tiefer sein oder grésseren
Schwankungen unterliegen, als es vor dem Abschluss des Umtauschangebots der Fall war. Der Umtausch von UBS
Aktien gegen UBS Group Aktien nach Massgabe des Umtauschangebots wird sowohl die Zahl der UBS Aktionare
als auch die Zahl der UBS Aktien, welche sonst offentlich gehandelt werden kénnten, reduzieren und, in Abhan-
gigkeit der Zahl der so umgetauschten UBS Aktien, die Liquiditat und den Marktwert der verbleibenden UBS Aktien,
welche vom Publikum gehalten werden, negativ beeinflussen. Wenn nach dem Abschluss des Umtauschangebots
weniger als 600°000 UBS Aktien in den USA ausstehend bleiben wiirden, wird die NYSE zudem den Handel der
UBS Aktien nicht wieder aufnehmen, dies sogar schon nach der Publikation der endgultigen Zwischenergebnisse
des Umtauschangebots. UBS Aktiondre, welche ihre UBS Aktien im Zuge des Umtauschangebots nicht andienen,
kénnten deshalb ausser Stande sein, ihre UBS Aktien zu einem beliebigen Zeitpunkt nach dem Ablauf der Ange-
botsfrist an der NYSE zu handeln. Die UBS Group kénnte im Anschluss an das Umtauschangebot auch Schritte
unternehmen, um die Gesellschaftsstruktur oder die Aktiven der UBS zu dndern, und diese Schritte kdnnten die
Liquiditat und den Handelswert der UBS Aktien beeinflussen. Dartber hinaus kénnten die UBS Aktien nach dem
Abschluss des Umtauschangebots dekotiert werden, und es wird erwartet, dass die UBS Aktien ab dem ersten
Handelstag der UBS Group Aktien an der SIX Swiss Exchange nicht mehr zum Swiss Market Index («SMI») und
nicht mehr zum Swiss Performance Index («SPI») eingeschlossen werden, was alles den Marktpreis der UBS Aktien
weiter mindern kénnte. Fir weitere Information vgl. den untenstehenden Abschnitt «Die UBS Aktien kénnten nach
dem Abschluss des Umtauschangebots dekotiert werdens.

UBS Aktiondre kénnten dazu gezwungen werden, ihre UBS Aktien der UBS Group zu libertragen, wenn
die UBS Group einen Squeeze-Out durchfiihrt.

Falls die UBS Group wahrend des Umtauschangebots oder wahrend der darauffolgenden drei Monate mehr als 98%
aller UBS Aktien erwirbt, beabsichtigt die UBS Group, ein zwingendes Squeeze-out-Verfahren in Bezug auf die verblei-
benden, weniger als 2% der UBS Aktien haltenden UBS Aktiondre durchzuflihren, und zwar mittels eines Antrags an
das zustandige Schweizer Gericht, solche UBS Aktien gemass Art. 33 BEHG kraftlos zu erkldren. Die Eigentimer
von UBS Aktien, welche in diesem Verfahren kraftlos erklart worden sind, werden auf einer 1:1-Basis UBS Group
Aktien erhalten.

Falls die UBS Group wahrend derselben Zeitspanne oder irgendwann danach mehr als 90%, aber nicht mehr als
98% der ausgegebenen UBS Aktien erwirbt, erwartet die UBS Group, dass sie eine vorwartsgerichtete Dreiecks-
Squeeze-out-Fusion gemass Artikel 8 Absatz 2 des Bundesgesetzes tber Fusion, Spaltung, Umwandlung und Vermo-
genstbertragung vom 3. Oktober 2003 durchfihren wird, gemass welcher die UBS mit einer
Fusions-Tochtergesellschaft der UBS Group fusionieren wird, welche die Transaktion tGberleben wird. Die UBS Group
erwartet, dass gemass anwendbarem Schweizer Recht die Abfindung, welche die UBS Aktionare in einer solchen
Squeeze-out-Fusion erhalten, in UBS Group Aktien bestehen wird, und zwar auf einer Aktie-flr-Aktie-Basis.

Die UBS Group kénnte die UBS nach dem Abschluss des Umtauschangebots umstrukturieren oder andere
Schritte unternehmen, um UBS Aktien zu erwerben.

Anstelle des oben beschriebenen Squeeze-out-Verfahrens oder um dieses zu erleichtern behalt sich die UBS Group
das Recht vor, im Anschluss an das Umtauschangebot von samtlichen rechtlich zuldassigen Massnahmen Gebrauch
zu machen, um mehr bzw. samtliche ausgegebenen UBS Aktien zu erwerben, namentlich die Durchfihrung von
einer oder mehreren gesellschaftsrechtlichen Umstrukturierungs-Transaktionen (wie etwa Fusion, Spaltung, Liqui-
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dation, Ubertragung von Vermdgensteilen oder Umwandlung der UBS in eine andere Rechtsform oder kérper-
schaftliche Einheit), oder die Anderung der UBS-Statuten, um die Kérperschafts- oder Kapitalstrukturen in einem
fir die UBS Group und UBS Group Aktiondre glnstigen Sinne zu andern, oder auf sonstige Weise UBS Aktien zu
erwerben. Sollten die UBS Aktionare ihre UBS Aktien im Zuge des Umtauschangebots nicht andienen, kénnten
samtliche dieser Massnahmen den Wert und die Liquiditat ihrer verbleibenden UBS-Anteile negativ beeinflussen.
Wenn sich umgekehrt die UBS Group dagegen entscheiden bzw. nicht in der Lage sein sollte, nach dem Vollzug
des Umtauschangebots Umstrukturierungsmassnahmen durchzufihren, werden die UBS Minderheitsaktionadre
Aktiondre der UBS anstelle der UBS Group bleiben und den Risiken ausgesetzt sein, welche ihre verbleibenden UBS-
Minderheitsanteile betreffen, wie es hier weiter beschrieben wird.

Die UBS Aktien kénnten nach dem Abschluss des Umtauschangebots dekotiert werden.

Die UBS Group beabsichtigt, nach dem Abschluss des Umtauschangebots zu beantragen, dass die UBS Aktien von
der SIX Swiss Exchange dekotiert werden. Ebenso wird die UBS Group danach streben, die UBS Aktien von der
NYSE zu dekotieren und, falls moglich, die UBS Aktien gemdass dem U.S. Securities Exchange Act of 1934 in der
geltenden Fassung («U.S. Exchange Act») zu deregistrieren. Zwar kénnten die UBS Aktien ausserborslich (over-
the-counter, «OTC») gehandelt und Kurswerte verbreitet werden, doch kann es keine Sicherheit geben, dass sich
ein solcher OTC-Handel entwickeln wird. Das Ausmass des 6ffentlichen Markts fr UBS Aktien und die Verflgbarkeit
solcher Kurswerte wiirde von solchen Faktoren abhdngen wie etwa der Zahl der zu dieser Zeit verbleibenden
Aktiondre, das Interesse seitens von Wertschriftenhdusern an der Aufrechterhaltung des Markts fur UBS Aktien,
und der méglichen Beendigung der Registrierung der UBS Aktien unter dem U.S. Exchange Act, was den Umfang
der offentlich verfigbaren Informationen in Bezug auf die UBS negativ beeinflussen wirde.

Die UBS koénnte ihre Dividendenpolitik dndern und ihre Dividenden kénnten nicht mehr gleichwertig
sein mit den Dividenden, welche auf UBS Group Aktien bezahlt werden.

Die UBS kénnte nach dem Abschluss des Umtauschangebots ihre Dividendenpolitik andern. Die UBS Aktiondre
sollten sich bewusst sein, dass es keine Gewissheit geben kann, dass die UBS weiterhin Dividenden an die UBS
Aktionare ausrichten wird, welche hinsichtlich Hoéhe und Haufigkeit den in der Vergangenheit ausgerichteten
Dividendenzahlungen entsprechen, oder dass auf UBS Aktien ausgerichtete Dividendenzahlungen gleichwertig sind
mit Dividendenzahlungen, welche auf UBS Group Aktien ausgerichtet werden.
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Offentliches Umtauschangebot der UBS Group

Hintergrund und Ubersicht iiber das 6ffentliche Umtauschangebot der UBS Group

Die UBS schlagt ihren Aktiondren die Errichtung einer neuen Holdinggesellschaft, der UBS Group, vor. Um
diesen Vorschlag umzusetzen, offeriert die UBS Group, eine Schweizer Aktiengesellschaft, alle ausgegebenen
UBS Aktien gegen Umtausch in UBS Group Aktien auf einer Aktie-gegen-Aktie Basis zu erwerben.

Gemass den in diesem Schweizer Angebotsprospekt enthaltenen Bestimmungen unterbreitet die UBS Group,
eine zu 100% von der UBS gehaltene Tochtergesellschaft, ein 6ffentliches Umtauschangebot gemass Art. 22 ff.
BEHG fir alle ausgegebenen Namenaktien der UBS. Das Schweizer Umtauschangebot erfolgt auf der Basis
eines 1:1 Umtauschverhaltnisses, wonach UBS Aktiondre — gemass den Bestimmungen des Schweizer
Umtauschangebots und unter Vorbehalt von Angebotsrestriktionen — eine Namenaktie der UBS mit einem
Nennwert von CHF 0.10 gegen eine neu geschaffene UBS Group Aktie mit einem Nennwert von CHF 0.10
umtauschen kénnen.

Die UBS Group Aktien gewahren den Inhabern solcher UBS Group Aktien dieselben Stimm- und Vermdgens-
rechte wie die UBS Aktien.

Sofern das Umtauschangebot zustande kommt, wird die UBS Group zur neuen kotierten Muttergesellschaft
der UBS, welche gegenwartig zugleich die oberste Muttergesellschaft und die priméare operative Gesellschaft
der Gruppe ist (so wie in diesem Schweizer Angebotsprospekt benutzt, bezieht sich der Begriff «Gruppe» bis
zur ersten Kapitalerhéhung der UBS Group im Zusammenhang mit dem ersten Vollzug («Erster Vollzug»)
des Umtauschangebots auf die UBS und ihre konsolidierten Tochtergesellschaften und nach dieser Kapital-
erhdhung auf die UBS Group und ihre konsolidierten Tochtergesellschaften). Das Umtauschangebot wird keine
Verdnderungen im gegenwartigen Verwaltungsrat und in der Geschéftsleitung der UBS mit sich bringen.

Mit der Errichtung einer Holdinggesellschaft wird, zusammen mit anderen von der Gruppe bereits angekiin-
digten Massnahmen, beabsichtigt, die Abwicklungsfahigkeit der Gruppe als Reaktion auf Schweizer «too-
big-to-fail» Anforderungen und anwendbare Anforderungen in anderen Landern, in welchen die Gruppe tatig
ist, wesentlich zu verbessern.

Die Schweizer «too-big-to-fail» Anforderungen fordern von systemrelevanten Banken, einschliesslich der UBS
und der Gruppe — soweit solche Aktivitaten nicht bereits im Voraus ausreichend getrennt sind —, die Einfihrung
wirksamer Notfallplane, um den Betrieb systemrelevanter Funktionen trotz eines Konkurses der Institution
nicht zu geféhrden und die Sanierung oder Abwicklung der Gruppe als Ganzes zu ermdglichen. Die Schweizer
«too-big-to-fail» Anforderungen sehen die Méglichkeit eines beschrankten Rabatts betreffend die Anforde-
rungen an den progressiven Kapitalpuffer fir systemrelevante Institutionen vor, welche Gber die gesetzlichen
Erfordernisse hinausgehende Massnahmen zur Reduktion von Abwicklungsrisiken ergreifen, einschliesslich
durch Anderungen in der rechtlichen Struktur.

Die Gruppe hat bereits eine Reihe von Massnahmen zur Verbesserung der Abwicklungsfahigkeit der Gruppe
angekindigt, einschliesslich der Schaffung einer neuen Schweizer Tochtergesellschaft mit Bankenstatus, der
EinfUhrung eines revidierten Geschafts- und Betriebsmodells fur die UBS Limited in Grossbritannien und die
Einfihrung einer Zwischenholdinggesellschaft in den Vereinigten Staaten unter Dodd-Frank. Es wird erwartet,
dass die neue Schweizer Tochtergesellschaft mit Bankenstatus die systemisch wichtigen Funktionen der Gruppe
in der Schweiz enthalten wird und dass daraus eine Reduktion des Abwicklungsrisikos resultiert, da das
Erfordernis der Ubertragung von Funktionen auf eine Briickeninstitution in einem Abwicklungsszenario entféllt.
Es wird erwartet, dass eine Gruppenholdinggesellschaft die Aufnahme von Fremdkapital, welches in einem
Abwicklungsszenario einer «bail-in»-Massnahme zugefihrt werden koénnte, erleichtert, und dass damit
zugleich die Auswirkungen eines solchen «bail-in» auf die operativen Gesellschaften der Gruppe und deren
Glaubiger abgeschwacht wirden. Ein «bail-in» von Forderungen ist eine von der Schweizer Verordnung
der FINMA Uber die Insolvenz von Banken und Effektenhandlern vom 30. August 2012 («Schweizer Banken-
insolvenzverordnung») (sowie Erlassen und Regulierungen mit dhnlicher Funktion in anderen Rechtsord-
nungen) vorgesehene Massnahme, welche es der fur das Abwicklungsverfahren zustandigen staatlichen
Behorde erlaubt, Forderungen gegenlber einem sanierungsbedurftigen Institut in Eigenkapital zu wandeln
oder eine teilweise oder vollstandige Forderungsreduktion anzuordnen. Mit dem «debt bail-in» Mechanismus
soll das Institut rekapitalisiert werden, um eine ordentliche Abwicklung, einen Verkauf oder eine Fortfiihrung
des Betriebes bzw. von operativen Gesellschaften zu erméglichen. Die Gruppe ist der Auffassung, dass diese
Massnahmen die Abwicklungsfahigkeit der Gruppe insgesamt substantiell verbessern werden.
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Die Gruppe glaubt, dass sie infolge des Umtauschangebots und der anderen von der Gruppe angekindigten
Massnahmen betreffend deren rechtliche Struktur die Abwicklungsfahigkeit der Gruppe als Antwort auf die
sich verandernden globalen regulatorischen Anforderungen wesentlich verbessert. Die UBS erwartet, dass das
Umtauschangebot und die anderen bereits angektndigten Massnahmen es der Gruppe erlauben werden, in
den Genuss eines Rabatts betreffend die Anforderungen an den progressiven Kapitalpuffer zu kommen,
welche auf die Gruppe als systemrelevante Schweizer Bank gemass den anwendbaren Schweizer «too-big-
to-fail» Anforderungen Anwendung finden. Die FINMA hat gegenlber der Gruppe bestatigt, dass die vor-
geschlagenen Massnahmen grundsatzlich geeignet seien, um einen Rabatt zu gewahren, aber dass die Hohe
eines solchen Rabatts von der tatséchlichen Durchfihrung und Umsetzung dieser Massnahmen in der Schweiz
und anderswo abhangig sei und deshalb zurzeit nicht festgelegt werden kénne. Ein solcher Rabatt wiirde
tiefere Gesamteigenkapitalanforderungen fir die Gruppe zur Folge haben.

Die Gruppe kann weitere Anderungen ihrer rechtlichen Struktur als Antwort auf die regulatorischen Anfor-
derungen in der Schweiz oder in anderen Landern, in welchen die Gruppe tatig ist, vorsehen.

Das Schweizer Umtauschangebot ist Gegenstand einer Reihe von Bedingungen, welche nachfolgend in
Ziffer B.9 detailliert beschrieben sind. Unter anderem ist die UBS Group nicht verpflichtet das Schweizer
Umtauschangebot zu vollziehen, sofern die gdltig in das Umtauschangebot angedienten und nicht aus
dem Umtauschangebot zurtickgezogenen UBS Aktien zusammen mit den UBS Aktien, welche von der UBS
angedient oder der UBS Group Ubertragen wurden oder bereits von der UBS Group gehalten werden, nicht
mindestens 90% aller am Ende der Angebotsfrist ausgegebenen UBS Aktien entsprechen.

Die UBS Group hat fir alle UBS Group Aktien die Kotierung und die Zulassung zum Handel an der SIX Swiss
Exchange beantragt. Die UBS Group hat vor, auch die Zulassung der UBS Group Aktien an der NYSE zu bean-
tragen. Die Zulassungen an der SIX Swiss Exchange und der NYSE sollen mit dem Vollzug der bis zum Ablauf-
datum gultig angedienten UBS Aktien wirksam werden. Die SIX Swiss Exchange hat unter Vorbehalt einiger
Bedingungen der Aufnahme der UBS Group Aktien in den SMI und den SPI ab dem ersten Handelstag der
UBS Group Aktien bereits zugestimmt.

Die UBS Group wird nach dem Vollzug des Umtauschangebots so rasch als maglich die Dekotierung der UBS
Aktien an der SIX Swiss Exchange und der NYSE einleiten.

Schweizer Umtauschangebot

Gegenstand des Schweizer Umtauschangebots

Unter Vorbehalt der in diesem Schweizer Angebotsprospekt enthaltenen Angebotsrestriktionen erstreckt sich
das Schweizer Umtauschangebot auf alle ausgegebenen UBS Aktien (siehe Ziffer F.1), einschliesslich aller UBS
Aktien, welche zwischen dem 24. September 2014 und dem Ende der Nachfrist (wie nachfolgend definiert)
ausgegeben werden.

Angebotene Aktien / Umtauschverhaltnis

Das Schweizer Umtauschangebot erfolgt auf der Basis eines Umtauschverhaltnisses von 1:1, wobei die UBS
Aktionare eine UBS Aktie mit einem Nennwert von CHF 0.10 in eine UBS Group Aktie mit einem Nennwert

von CHF 0.10 umtauschen kénnen.

Die UBS Group Aktien werden dieselben Stimm- und Vermégensrechte gewahren wie die UBS Aktien.

Aktienkurs
Die Kursentwicklung der UBS Aktien an der SIX Swiss Exchange in den Jahren 2011, 2012, 2013 und 2014

(bis und mit 23. September 2014) prasentiert sich wie folgt (die Kursangaben in CHF beziehen sich auf den
hochsten bzw. tiefsten Schlusskurs):
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UBS Aktie 2011 2012 2013 2014*

Hochst 19.13 15.62 19.60 19.10

Tiefst 9.34 9.69 14.09 15.20

* 1. Januar 2014 bis 23. September 2014
Quelle: Bloomberg

Karenzfrist

Die Karenzfrist dauert — unter Vorbehalt einer Verlangerung durch die Schweizerische Ubernahmekommission
—zehn (10) Borsentage ab der Verdffentlichung dieses Schweizer Angebotsprospekts, d.h. voraussichtlich vom
30. September 2014 bis zum 13. Oktober 2014. Das Schweizer Umtauschangebot kann erst nach Ablauf der
Karenzfrist angenommen werden.

Angebotsfrist

Das Schweizer Umtauschangebot wird wahrend einer Dauer von einundzwanzig (21) Borsentagen zur
Annahme offen gelassen, sofern die UBS Group diese Frist nicht verlangert (die «Angebotsfrist»). Die Ange-
botsfrist wird am 14. Oktober 2014 beginnen und endet voraussichtlich am 11. November 2014.

- Inhaber von UBS Aktien, welche Uber das von der SIX SIS AG, Baslerstrasse 100, 4600 Olten, Schweiz
(«SIS») betriebene Effektenabwicklungssystem (das «SIS Settlement System») gehalten werden oder
welche verbrieft und im Schweizer Aktienregister eingetragen sind, kdnnen ihre UBS Aktien jederzeit
vor 16:00 Uhr Schweizer Zeit am Ablaufdatum andienen, welches die Schweizer Andienungsschlusszeit ist.

—  Inhaber von UBS Aktien in DTC oder direkt bei Computershare Inc., /o Voluntary Corporate Actions
250 Royall Street, Suite V Canton, MA 02021 («Computershare») kdnnen ihre UBS Aktien jederzeit
vor 17:00 Uhr New Yorker Zeit am Ablaufdatum andienen, welches die U.S. Andienungsschlusszeit ist.

Die UBS Group behalt sich das Recht vor, die Angebotsfrist ein oder mehrmals zu verldngern. Eine Verlange-
rung der Angebotsfrist Gber 40 Borsentage hinaus erfordert eine Genehmigung durch die Schweizerische
Ubernahmekommission.

Nachfrist

Kommt das Schweizer Umtauschangebot zustande, so wird gemass Art. 14 Abs. 5 der Verordnung der Uber-
nahmekommission tber 6ffentliche Kaufangebote vom 21. August 2008 (Ubernahmeverordnung, «UEV»)
wahrend elf (11) Bérsentagen ein Recht zur nachtraglichen Annahme des Schweizer Umtauschangebotes
eingerdumt (die «Nachfrist»).

Die Nachfrist lauft voraussichtlich vom 17. November 2014 bis zum 1. Dezember 2014.

—  Inhaber von UBS Aktien, welche Gber das SIS Settlement System gehalten werden oder welche verbrieft
und im Schweizer Aktienregister eingetragen sind, werden ihre UBS Aktien jederzeit vor 16:00 Uhr
Schweizer Zeit am Ablaufdatum der Nachfrist andienen kénnen.

—  Inhaber von UBS Aktien in DTC oder direkt bei Computershare werden ihre UBS Aktien jederzeit vor
17:00 Uhr New Yorker Zeit am Ablaufdatum der Nachfrist andienen kénnen.

Separate Handelslinie fiir angediente UBS Aktien

UBS Aktien, die im SIS Settlement System gehalten und gultig in das Schweizer Umtauschangebot angedient
werden, werden mit neuen Schweizer und internationalen Valorennummern versehen und werden auf einer
separaten Handelslinie bei der SIX Swiss Exchange handelbar sein. Diese separate Handelslinie erméglicht es
dem andienenden UBS Aktionar, seine UBS Aktien trotz der Tatsache, dass diese Aktien bereits in das Schweizer
Umtauschangebot angedient wurden, zu verkaufen (siehe Ziffer K.5).
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Widerrufsrecht

Inhaber, welche ihre UBS Aktien in das Schweizer Umtauschangebot angedient haben, kénnen die Andienung
ihrer UBS Aktien aus dem Schweizer Umtauschangebot folgendermassen widerrufen:

Inhaber von UBS Aktien, welche ihre UBS Aktien durch eine Bank, einen Bérsenmakler oder eine andere
Verwahrungsstelle im SIS Settlement System halten, sollten das Institut, durch welches sie ihre UBS Aktien
angedient haben, kontaktieren, um in Erfahrung zu bringen, wie deren Verfahren betreffend Widerruf
von glltig angedienten UBS Aktien aussieht. Solche Inhaber sollten ihre Bank, ihren Bérsenmakler oder
ihre andere Verwahrungsinstitution rechtzeitig vor der Schweizer Andienungsschlusszeit kontaktieren,
damit sie die Andienung ihrer UBS Aktien gultig widerrufen kénnen.

Inhaber von UBS Aktien, welche ihre verbrieften und im Schweizer Aktienregister eingetragenen UBS
Aktien durch Lieferung eines Annahmeformulars und ihrer physischen Zertifikate an die depotftihrende
Bank (sofern der Inhaber eine depotfiihrende Bank hat) oder an UBS Shareholder Services, Postfach,
CH-8098 Zdirich, Schweiz («UBS Shareholder Services») (sofern der Inhaber keine depotfihrende Bank
hat) angedient haben, kénnen ihre Andienung widerrufen, indem sie vor der Schweizer Andienungs-
schlusszeit eine ordnungsgemass ausgefllte und unterzeichnete Widerrufsmitteilung an UBS Shareholder
Services senden. Sofern Inhaber von UBS Aktien ihre UBS Aktien durch eine depotfiihrende Bank ange-
dient haben, sollten diese ihre depotfiihrende Bank rechtzeitig vor der Schweizer Andienungsschlusszeit
kontaktieren, damit ihre zuvor angedienten UBS Aktien glltig zurlickgezogen werden kénnen respektive
ihre Andienung gultig widerrufen werden kann.

Inhaber von UBS Aktien, welche ihre UBS Aktien durch die DTC Buchungsbestatigungseinrichtung (Auto-
mated Tender Offer Program, «ATOP») andienen, kénnen ihre Andienung widerrufen, indem sie ihren
Borsenmakler, ihren Handler, ihre Bank, ihre Trust-Gesellschaft oder andere Stelle instruieren, den DTC-
Teilnehmer, durch welchen ihre UBS Aktien angedient wurden, anzuweisen, vor der U.S. Andienungs-
schlusszeit eine Widerrufsmitteilung in der Form einer Agentenmitteilung an den U.S. Umtauschagenten
zu senden, welche durch die DTC Buchungsbestatigungseinrichtung (ATOP) Gbermittelt wird.

Inhaber von UBS Aktien, welche ihre UBS Aktien in unverbriefter Form in direkter Registrierung bei
Computershare oder in Form eines oder mehrerer bei Computershare registrierter Aktienzertifikate
halten, kénnen ihre Andienung widerrufen, indem sie vor der U.S. Andienungsschlusszeit eine ordnungs-
gemass ausgefillte und unterzeichnete Widerrufsmitteilung an den U.S. Umtauschagenten senden.

Kein Widerrufsrecht besteht in Bezug auf UBS Aktien, die wahrend der Nachfrist angedient wurden, ausser
ein solches Recht ist gemass den anwendbaren Gesetzen und Regelungen zwingend vorgesehen.

Bedingungen

Das Schweizer Umtauschangebot unterliegt den folgenden Bedingungen:

1.

Die UBS Aktien, welche gultig angedient und fur welche die Andienung nicht widerrufen wurde, entspre-
chen zusammen mit den UBS Aktien, welche von der UBS angedient oder der UBS Group Ubertragen
wurden oder bereits von der UBS Group gehalten werden, mindestens 90% aller bei Ablauf der Ange-
botsfrist ausgegebenen UBS Aktien (die «Mindestannahmebedingung»).

Die SIX Swiss Exchange hat die Kotierung und die Zulassung zum Handel der UBS Group Aktien bewilligt
und die NYSE hat die Kotierung der UBS Group Aktien unter Vorbehalt von deren Ausgabe genehmigt.

Soweit erforderlich haben die zustédndigen Behorden, inklusive und nicht ausschliesslich, die FINMA,
das Board of Governors des Federal Reserve System (das «Federal Reserve Board»), das Office des
Comptroller of the Currency, die Federal Deposit Insurance Corporation, die britische Prudential
Requlation Authority («PRA») und die britische Financial Conduct Authority («FCA») sowie die zustan-
digen regulatorischen Behérden in den Cayman Islands, Singapur, Hong Kong, Australien, Frankreich,
Deutschland, Jersey und Luxemburg alle fir das Umtauschangebot und die Funktion der UBS Group als
Holdinggesellschaft der Gruppe erforderlichen Genehmigungen, Freistellungsbescheinigungen oder
Unbedenklichkeitserklarungen erteilt und alle anwendbaren Wartefristen sind abgelaufen oder es wurde
darauf verzichtet.
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4.  Kein Gericht und keine staatliche Behorde hat einen Entscheid oder eine Verfliigung erlassen, die den
Vollzug des Umtauschangebotes verhindert, verbietet oder fir unzulassig erklart.

5. Das U.S. Registration Statement betreffend die UBS Group Aktien ist in Ubereinstimmung mit den Bestim-
mungen des Securities Act in Kraft getreten, die U.S. Securities and Exchange Commission («SEC») hat
keinen Stop Order betreffend die Aufhebung der Wirksamkeit dieses Registration Statement erlassen
und die SEC hat kein Verfahren zu diesem Zweck eingeleitet oder angedroht und nicht abgeschlossen
oder widerrufen.

Die UBS Group behalt sich das Recht vor, auf eine oder mehrere Bedingungen ganz oder teilweise zu
verzichten, mit Ausnahme der Bedingungen, welche in Absatz 2, 4 und 5 enthalten sind. Auf die in Absatz 3
enthaltene Bedingung kann in Bezug auf Genehmigungen, Freistellungsbescheinigungen und Unbedenklich-
keitserklarungen der FINMA, den zustdndigen U.S. Behdrden, der PRA und der FCA nicht verzichtet werden.

Ungeachtet der anderen Bestimmungen dieses Umtauschangebots und zusatzlich zu ihrem Recht, das
Umtauschangebot jederzeit zu erweitern oder éandern, ist die UBS Group nicht verpflichtet, das Umtausch-
angebot als zustande gekommen zu erklaren oder angediente UBS Aktien zum Umtausch anzunehmen, und
sie kann die Annahme zum Umtausch, und entsprechend den Umtausch, der angedienten UBS Aktien
aufschieben oder kann das Umtauschangebot beenden, es sei denn alle oben aufgefiihrten Bedingungen
seien erflllt oder die UBS Group habe, soweit rechtlich zuladssig, auf diese verzichtet.

Die UBS Group behalt sich das Recht vor, die Mindestannahmebedingung herabzusetzen oder auf diese zu
verzichten. Sofern die UBS Group die Mindestannahmebedingung herabsetzt oder auf diese verzichtet, hat
jeder Inhaber, welcher seine UBS Aktien gdltig in das Umtauschangebot angedient hat, das Recht, die UBS
Aktien, die er angedient hat, so lange wie das anwendbare Recht verlangt zurlickzuziehen, einschliesslich
einer vom anwendbaren Recht verlangten Verldngerung der Angebotsfrist.

Die UBS Group beabsichtigt nicht, die Mindestannahmebedingung unter zwei Drittel aller ausgegebenen UBS
Aktien zu reduzieren.

Informationen liber die UBS Group
Firma, Sitz und Dauer

Die UBS Group (UBS Group SA) (UBS Group Inc.) wurde als eine nach schweizerischem Recht organisierte
Aktiengesellschaft mit unbestimmter Dauer gegriindet. Die UBS Group wurde am 10. Juni 2014 ins Handels-
register des Kantons Zirich eingetragen (Firmennummer CHE-395.345.924) und hat ihren Sitz sowie den
Hauptort ihrer Geschaftstatigkeit an der Bahnhofstrasse 45, 8001 Zurich, Schweiz (Tel.: +41 (0)44 234 11 11).
Ihr offizielles Publikationsorgan ist das Schweizerische Handelsamtsblatt.

Per Datum dieses Schweizer Angebotsprospekts ist die UBS Group eine zu 100% von der UBS gehaltene
Tochtergesellschaft, welche ausser im Zusammenhang mit dem Umtauschangebot Uber keine Geschafts-
tatigkeit verflgt und keine wesentlichen Vermdgenswerte oder Verbindlichkeiten hat.

Zweck

Gemass den Statuten besteht der Hauptzweck der UBS Group im Erwerb, dem Halten, der Verwaltung und
dem Verkauf von direkten und indirekten Beteiligungen an Unternehmen aller Art, vornehmlich in den
Bereichen von Bank-, Finanz-, Beratungs-, Dienstleistungs- und Handelsgeschaften im In- und Ausland. Die
UBS Group kann im In- und Ausland Unternehmen aller Art griinden, sich an solchen beteiligen und deren
Geschaftsleitung Gbernehmen. Die UBS Group ist berechtigt, Grundstiicke und Baurechte im In- und Ausland
zu erwerben, zu belasten und zu verkaufen. Die UBS Group kann Darlehen, Garantien und andere Arten der
Finanzierung und von Sicherheitsleistungen fir Konzerngesellschaften gewdhren und Mittel am Geld- und
Kapitalmarkt aufnehmen und anlegen.
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4.1

Statuten

Die gegenwartigen Statuten der UBS Group datieren vom 5. Juni 2014. Nach dem Vollzug des Umtausch-
angebots werden die Statuten der UBS Group in allen wesentlichen Aspekten mit denjenigen der UBS identisch
sein, unter Vorbehalt der nachfolgenden vier Unterschiede:

i.  der Firmenname wechselt von UBS AG zu UBS Group AG;
i.  der Sitz der Gesellschaft wechselt von ZUrich und Basel zu ZUrich;

ii. derZweck der Gesellschaft wechselt vom Betrieb einer Bank zum Erwerb, dem Halten, der Verwaltung
und dem Verkauf von direkten und indirekten Beteiligungen an Unternehmen aller Art, vornehmlich in
den Bereichen von Bank-, Finanz-, Beratungs-, Dienstleistungs- und Handelsgeschaften im In- und
Ausland; und

iv.  soweit weniger als 100% aller UBS Aktien in das Umtauschangebot angedient werden, wirden die
Statuten der UBS Group genehmigtes Kapital in dem Betrag vorsehen, der fur die Ausgabe von UBS
Group Aktien bei einem allfélligen Squeeze-out der Ubrigen UBS Aktiondre gemass BEHG oder auf andere
Weise notwendig ware. Das ordentliche Aktienkapitel wirde diesfalls entsprechend tiefer sein.

Zudem werden die UBS Group Aktien den Aktiondren der UBS Group dieselben Stimmrechte und Vermo-
gensrechte wie die UBS Aktien gewahren.

Gegenwartiges und zukiinftiges Aktienkapital
Gegenwartiges Aktienkapitel

Per Datum dieses Schweizer Angebotsprospekts verfligt die UBS Group Uber ein vollstdndig einbezahltes
Aktienkapital von CHF 100’000, eingeteilt in 17000'000 Namenaktien mit einem Nennwert von je CHF 0.10.
Die Eintragung der Namenaktien ins Aktienregister unterliegt den Eintragungsvoraussetzungen gemass den
Statuten der UBS Group.

Per Datum dieses Schweizer Angebotsprospekts hat die UBS Group keine Vorzugsaktien oder Genussscheine
ausgegeben.

Per Datum dieses Schweizer Angebotsprospekts hat die UBS Group ein bedingtes Aktienkapital, bestehend
aus zwei Teilen in der Héhe von je CHF 25’000, das wie folgt ausgestaltet ist:

—  Bedingtes Aktienkapitel bezliglich Mitarbeiterbeteiligungspldne: Das Aktienkapital kann sich durch
Ausgabe von hochstens 250000 voll zu liberierenden UBS Group Aktien um den Maximalbetrag von
CHF 25’000 erhéhen, infolge der Austbung von Mitarbeiteroptionen, die den Mitarbeitern sowie den
Mitgliedern der Direktion und des Verwaltungsrats der UBS Group und ihrer Tochtergesellschaften ein-
gerdaumt worden sind. Die Ausgabe dieser Optionen an die Mitarbeiter bzw. die Mitglieder der Direktion
und des Verwaltungsrates der UBS Group und ihrer Tochtergesellschaften erfolgt gemdss den vom
Verwaltungsrat und dessen Kompensationsausschuss erlassenen Regelungen betreffend Mitarbeiter-
beteiligungspléne. Das Bezugsrecht und das Vorwegzeichnungsrecht der Aktionare sind ausgeschlossen.
Der Erwerb von Aktien durch Ausiibung von Optionsrechten sowie die nachfolgende Ubertragung der
Aktien unterliegen den statutarischen Eintragungsbeschrankungen.

—  Bedingtes Aktienkapitel bezliglich Wandelanleihen: Das Aktienkapital erhoht sich durch Ausgabe von
hochstens 250'000 voll zu liberierenden UBS Group Aktien um den Maximalbetrag von CHF 25’000 bei
freiwilliger oder Pflichtaustibbung von Wandel- und/oder Optionsrechten, welche in Verbindung mit der
Ausgabe von Anleihensobligationen oder dhnlichen Finanzinstrumenten der UBS Group oder einer ihrer
Konzerngesellschaften auf nationalen oder internationalen Kapitalméarkten eingeraumt werden. Der
Erwerb von Aktien infolge Austibung von Wandel- oder Optionsrechten sowie die nachfolgende Uber-
tragung der Aktien unterliegen den statutarischen Eintragungsbeschrankungen. Der Verwaltungsrat ist
ermachtigt, das Vorwegzeichnungsrecht der Aktionare zu beschréanken oder aufzuheben, falls solche
Instrumente (i) auf nationalen oder internationalen Kapitalmarkten oder (ii) an einen oder mehrere Finanz-
investoren ausgegeben werden. Wird das Vorwegzeichnungsrecht durch Beschluss des Verwaltungsrates
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beschrankt oder aufgehoben, gilt Folgendes: Die Instrumente sind zu den jeweiligen marktiblichen
Bedingungen auszugeben, und die Ausgabe neuer Aktien erfolgt zu den jeweiligen Bedingungen des
betreffenden Finanzinstruments. Dabei diirfen Wandelrechte hdchstens wahrend 10 Jahren und Options-
rechte hochstens wahrend 7 Jahren ab dem Zeitpunkt der betreffenden Emission austbbar sein. Die
Ausgabe von neuen Aktien bei freiwilliger oder Pflichtausibung von Wandel- und/oder Optionsrechten
erfolgt zu Bedingungen, welche den Marktpreis der Aktien und/oder vergleichbaren Instrumenten mit
einem Marktpreis zum Zeitpunkt der Ausgabe des betreffenden Finanzinstruments berdcksichtigen.

4.2 Anderungen im Zusammenhang mit dem Umtauschangebot

Kurz vor dem Ersten Vollzug des Umtauschangebots nach Ablauf der Angebotsfrist wird die UBS als einzige
Aktionarin der UBS Group eine ordentliche Kapitalerhohung beschliessen, und der Verwaltungsrat wird diese
Kapitalerhéhung (und die Eintragung dieser Kapitalerhdhung ins Handelsregister) im Zeitpunkt des Ersten
Vollzugs umsetzen. Die definitive Hohe der ordentlichen Kapitalerhéhung zur Durchfiihrung des Ersten Voll-
zugs wird auf der Anzahl der wahrend der Angebotsfrist tatsachlich im Umtausch gegen UBS Group Aktien
angedienten UBS Aktien basieren. Es ist somit geplant, dass der Generalversammlungsbeschluss folgender-
massen ausgestaltet sein wird:

(a)

bis zu 3'910°'519'377 UBS Group Aktien in der Form von Namenaktien mit einem Nennwert von je
CHF 0.10 sollen ausgegeben werden (unter der Annahme, dass die UBS Group beim ersten Vollzug
100% der UBS Aktien gemass dem Umtauschangebot erwirbt, wirde dies der maximalen Anzahl von
auszugebenden UBS Group Aktien entsprechen, dies basierend auf der am 23. September 2014 aus-
gegebenen Anzahl UBS Aktien plus derjenigen UBS Aktien, die zwischen dem 24. September 2014 und
dem Ersten Vollzug potentiell ausgegeben werden kénnten), d.h. das Aktienkapital der UBS Group soll
maximal um CHF 391'051'937.70 erhoht werden;

der Ausgabebetrag soll in pflichtgemassem Ermessen vom Verwaltungsrat der UBS Group bestimmt oder
von der einzigen Aktionarin der UBS Group, der UBS, festgesetzt werden, und es ist geplant, dass dieser
unter Bezugnahme auf den Marktwert der UBS Aktien beim Ersten Vollzug bestimmt wird, oder, sofern
aus steuerlichen oder anderen Griinden als zweckmassiger erachtet, unter Bezugnahme auf einen
tieferen Wert wie dem Eigenkapital je Aktie gemass der Jahresrechnung der UBS oder einen vergleich-
baren Wert;

die unter der ordentlichen Kapitalerhéhung ausgegebenen UBS Group Aktien sollen keine Vorrechte
aufweisen;

die Aktiondre der unter der ordentlichen Kapitalerhéhung ausgegebenen UBS Group Aktien sollen am
und ab dem Zeitpunkt der Eintragung der Kapitalerhéhung ins Handelsregister dividendenberechtigt
sein;

die Einlage unter der ordentlichen Kapitalerhéhung soll durch Sacheinlage der angedienten UBS Aktien
erfolgen, welche erbracht wird durch die UBS als Schweizer Umtauschagent und die UBS Securities LLC
als U.S. Dealer-Manager, je handelnd in eigenem Namen aber auf Rechnung derjenigen UBS Aktionare,
die ihre UBS Aktien gultig angedient und die Andienung nicht widerrufen haben;

im Zusammenhang mit der ordentlichen Kapitalerhéhung sollen keinem UBS Group Aktionar irgend-
welche besondere Vorteile zukommen;

die unter der ordentlichen Kapitalerhéhung ausgegebenen UBS Group Aktien sollen den Eintragungs-
beschrankungen gemass Statuten der UBS Group unterliegen;

die Bezugsrechte (d.h. die Bezugsrechte der UBS als einzige Aktionarin der UBS Group auf neu ausge-
gebene UBS Group Aktien entsprechend ihrer gegenwartigen Beteiligung) auf die gemass der ordent-
lichen Kapitalerhéhung ausgegebenen UBS Group Aktien sollen weder beschrankt noch ausgeschlossen
sein. Die UBS als einzige Aktionarin der UBS Group erklart allerdings, dass sie auf ihre Bezugsrechte
bezlglich ihrer UBS Group Aktien zugunsten der UBS als Schweizer Umtauschagent und der UBS Secu-
rities LLC als U.S. Dealer-Manager, je handelnd in eigenem Namen, aber auf Rechnung derjenigen UBS
Aktionare, die ihre UBS Aktien gltig angedient und die Andienung nicht widerrufen haben, vollstandig
verzichten wird.
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In Bezug auf angediente eigene Aktien, fir welche die UBS eine Reserve flr eigene Aktien gebildet hat, wird
die Kapitalerhdhung voraussichtlich zu vergleichbaren Konditionen gemacht, ausser dass der Ausgabepreis
zu einem anderen Wert festgesetzt werden kann, sofern dies aus steuerlichen oder anderen Griinden als
zweckmassiger erachtet wird, etwa unter Bezugnahme auf den durchschnittlichen, auf der Basis dieser Reserve
flr eigene Aktien berechneten Wert pro Aktie oder einen vergleichbaren Wert.

Kurz vor dem Ersten Vollzug wird die UBS als einzige Aktionarin der UBS Group ausserdem Folgendes
beschliessen:

—  die Bildung eines genehmigten Kapitals in einem Umfang, der den ausgegebenen UBS Aktien, die nicht
angedient wurden, entspricht, welches jedoch voraussichtlich in keinem Fall ca. CHF 130 Millionen tber-
steigt, entsprechend maximal ca. 1.3 Milliarden UBS Group Aktien. Dieses genehmigte Kapital wird den
Maximalbetrag darstellen, um welchen der Verwaltungsrat der UBS Group wahrend zwei Jahren ab dem
Zeitpunkt des Ersten Vollzugs im Zusammenhang mit dem Erwerb von UBS Aktien das Aktienkapital der
UBS Group durch Ausgabe von voll liberierten UBS Group Aktien in einem oder mehreren Schritten
erhohen darf, sei es im Rahmen des Zweiten Vollzugs (wie nachfolgend definiert), einer Kraftloserklarung
nach BEHG, einer Squeeze-out-Fusion oder auf andere Weise; diesbezlglich werden die Bezugsrechte
bestehender Aktionare ausgeschlossen;

—  eine Erhéhung des bedingten Kapitals betreffend Mitarbeiterbeteiligungsplane, so dass die gednderte
Bestimmung eine Erhéhung des Aktienkapitals im Maximalbetrag von (i) CHF 13'645'949.50 durch die
Ausgabe von maximal 136'459'495 voll liberierter UBS Group Aktien (welches dem Betrag des bedingten
Kapitals der UBS und der Anzahl der entsprechenden UBS Aktien per 23. September 2014 entspricht)
erlauben wird, abziglich (i) des entsprechenden Nennwerts bzw. der Anzahl von UBS Aktien, welche
zwischen dem 24. September 2014 und dem Ersten Vollzug aus dem bedingten Kapital der UBS ausge-
geben sein wird. Die Ausgabe solcher UBS Group Aktien kann bei Austibung von Mitarbeiteroptionen,
welche Mitarbeitern und Mitgliedern der Direktion und des Verwaltungsrats der UBS Group und ihrer
Tochtergesellschaften eingerdumt wurden, stattfinden, dies unter denjenigen weiteren Konditionen, wie
sie oben beschrieben wurden;

—  eine Erhdhung des bedingten Kapitals betreffend Wandelanleihen, so dass die gednderte Bestimmung
erlaubt, das Aktienkapital im Maximalbetrag von CHF 38'000°000 durch die Ausgabe von maximal
380000000 voll liberierten UBS Group Aktien zu erhdhen bei freiwilliger oder zwangsweiser Austibung
von Wandel- und/oder Optionsrechten, welche im Zusammenhang mit der Ausgabe von Obligationen
oder dhnlichen Finanzinstrumenten durch die UBS Group oder eine ihrer Gruppengesellschaften auf
nationalen oder internationalen Kapitalmarkten eingerdumt wurden, dies unter denjenigen weiteren
Konditionen, wie sie oben beschrieben wurden.

Kurz vor dem zweiten Vollzug des Umtauschangebots nach Ablauf der Nachfrist («Zweiter Vollzug») wird
der Verwaltungsrat der UBS Group eine Kapitalerhéhung aus genehmigtem Kapitel beschliessen, und er wird
diese genehmigte Kapitalerhbhung beim Zweiten Vollzug umsetzen (und diese Kapitalerhéhung beim Handels-
registeramt anmelden). Die definitive Hohe dieser Kapitalerhéhung zur Durchfiihrung des Zweiten Vollzugs
wird auf der Anzahl der wahrend der Nachfrist tatsachlich im Umtausch gegen UBS Group Aktien angedienten
UBS Aktien basieren. Es ist somit geplant, dass der Generalversammlungsbeschluss folgendermassen ausge-
staltet sein wird:

(@ bis zu 391'151'937 UBS Group Aktien in der Form von Namenaktien mit einem Nennwert von
je CHF 0.10 sollen ausgegeben werden, d.h. das Aktienkapital der UBS Group soll maximal um
CHF 39'115193.70 erhoht werden (was der maximalen Anzahl von UBS Group Aktien entspricht, die
auszugeben ware, angenommen dass wahrend der Angebotsfrist bereits 90% der UBS Aktionare ihre
UBS Aktien gltig angedient haben und dass wahrend der Nachfrist alle verbleibenden UBS Aktionare
wirksam ihre Aktien andienen werden; sollte auf die Mindestannahmebedingung verzichtet worden sein
und sollte die UBS Group im Rahmen des Ersten Vollzugs weniger als 90% der UBS Aktien erworben
haben, kénnte die Zahl der auszugebenden UBS Group Aktien auf bis zu ca. 1.3 Milliarden ansteigen,
entsprechend einer Kapitalerhéhung um bis zu ca. CHF 130 Millionen);

(b) der Ausgabebetrag soll in pflichtgemassem Ermessen vom Verwaltungsrat der UBS Group bestimmt
werden, und es ist vorgesehen, dass dieser unter Bezugnahme auf den Marktwert der UBS Aktien beim
Zweiten Vollzug bestimmt wird, oder, sofern aus steuerlichen oder anderen Griinden als zweckmassiger
erachtet, unter Bezugnahme auf einen tieferen Wert wie dem Eigenkapital je Aktie gemass der Jahres-
rechnung der UBS oder einen vergleichbaren Wert;
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(¢) die unter der genehmigten Kapitalerhdhung ausgegebenen UBS Group Aktien sollen keine Vorrechte
aufweisen;

(d) die Aktiondre der unter der genehmigten Kapitalerhdhung ausgegebenen UBS Group Aktien sollen am
und ab dem Zeitpunkt der Eintragung der entsprechenden Aktien ins Handelsregister dividendenberechtigt
sein;

(e) die Einlage unter der genehmigten Kapitalerhéhung soll durch Sacheinlage der angedienten UBS Aktien
erfolgen, welche erbracht wird durch die UBS als Schweizer Umtauschagent und die UBS Securities LLC
als U.S. Dealer-Manager, je handelnd in eigenem Namen aber auf Rechnung derjenigen UBS Aktionare,
die ihre UBS Aktien gultig angedient und die Andienung nicht widerrufen haben;

(f)  im Zusammenhang mit der genehmigten Kapitalerhéhung sollen keinem UBS Group Aktionar irgend-
welche besondere Vorteile zukommen;

(g) die unter der genehmigten Kapitalerhéhung ausgegebenen UBS Group Aktien sollen den Eintragungs-
beschrankungen gemass Statuten der UBS Group unterliegen;

(h) die Bezugsrechte (d.h. die Bezugsrechte der UBS Group Aktionadre zu diesem Zeitpunkt entsprechend
ihrer gegenwartigen Beteiligung) auf die gemass der genehmigten Kapitalerhéhung ausgegebenen
UBS Group Aktien sollen ausgeschlossen werden und der UBS als Schweizer Umtauschagent bzw. der
UBS Securities LLC als U.S. Dealer-Manager, jeweils handelnd in eigenem Namen, aber auf Rechnung
der UBS Aktionare, die ihre UBS Aktien glltig angedient und ihre Andienung nicht widerrufen haben,
zugeteilt werden.

In Bezug auf angediente eigene Aktien (sofern es welche gibt), fir welche die UBS eine Reserve flr eigene
Aktien gebildet hat, wird die Kapitalerhéhung voraussichtlich zu vergleichbaren Konditionen gemacht, ausser
dass der Ausgabepreis zu einem anderen Wert festgesetzt werden kann, sofern dies aus steuerlichen oder
anderen Grinden als zweckmassiger erachtet wird, etwa unter Bezugnahme auf den durchschnittlichen, auf
der Basis dieser Reserve fUr eigene Aktien berechneten Wert pro Aktie oder einen vergleichbaren Wert.

Folglich betragt das Aktienkapital der UBS Group nach dem Vollzug dieser Kapitalerhdhungen, sofern 100%
aller per Zweitem Vollzug ausgegebenen UBS Aktien angedient werden:

CHF 384'430'173 eingeteilt in 3'844'301'730 voll liberierte UBS Group Aktien mit einem Nennwert von
je CHF 0.10 (was der Anzahl per 23. September 2014 ausgegebener UBS Aktien entspricht);

—  eine Anzahl UBS Group Aktien, welche der Anzahl UBS Aktien entspricht, die zwischen dem 24. September
2014 und dem Zweiten Vollzug aus dem bestehenden bedingten Kapital der UBS ausgegeben worden
sein werden, aus welchem Aktien ausgegeben werden, sofern Mitarbeiteroptionen und dhnliche Instru-
mente ausgelbt werden (zur Information, seit dem 1. Januar 2014 bis und mit 23. September 2014
wurden 2299661 solcher UBS Aktien geschaffen, was eine durchschnittliche Anzahl von 262'319 Aktien
pro Monat ergibt);

—  eine Anzahl UBS Group Aktien, welche zwischen dem Ersten Vollzug und dem Zweiten Vollzug aus dem
bedingten Kapital der UBS Group ausgegeben worden sein wird, sofern Mitarbeiteroptionen und
ahnliche Instrumente ausgetbt werden und soweit solche Mitarbeiteroptionen und dhnliche Instrumente
aus dem bedingten Kapital der UBS Group anstatt aus dem bestehenden bedingten Kapital der UBS
ausgegeben werden; plus

—  jene 1000000 UBS Group Aktien, welche wie oben beschrieben bei der Grindung der UBS Group
ausgegeben wurden, ausser diese Aktien werden im Rahmen der Kapitalerhéhung, welche unmittelbar
vor dem Ersten Vollzug stattfindet, vernichtet.

Das Aktienkapital der UBS Group wird somit im Wesentlichen mit dem Aktienkapital der UBS identisch sein,
mit der Ausnahme, dass — sofern weniger als 100% samtlicher UBS Aktien in das Umtauschangebot angedient
werden — (i) die Statuten der UBS Group genehmigtes Kapital im Betrag der sich noch im Publikum
befindenden, von verbleibenden UBS Aktiondren gehaltenen UBS Aktien vorsehen werden, welches in einem
allfalligen Squeeze-out dieser Aktionare benutzt werden kann, und (i) das Aktienkapital entsprechend tiefer
sein wird.
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Verwaltungsrat

Per Datum dieses Schweizer Angebotsprospekts ist Axel A. Weber das einzige Mitglied des Verwaltungsrats
der UBS Group. Luzius M. Cameron agiert als Sekretar des Verwaltungsrats der UBS Group ohne dessen
Mitglied zu sein.

Beim Ersten Vollzug soll der Verwaltungsrat der UBS Group identisch sein mit dem gegenwartigen Verwal-
tungsrat der UBS und aus folgenden Mitgliedern bestehen:

Axel A. Weber (Prasident), Michel Demaré (unabhangiger Vizeprasident), David Sidwell (Senior Independent
Director), Reto Francioni, Ann F. Godbehere, Axel P. Lehmann, Helmut Panke, William G. Parrett, Isabelle Romy,
Beatrice Weder di Mauro und Joseph Yam.

Bedeutende Aktionare

Per Datum dieses Schweizer Angebotsprospekts ist die UBS die alleinige Aktionarin aller ausgegebenen Aktien
der UBS Group mit einem Nennwert von je CHF 0.10. Gleichzeitig mit der Durchfiihrung der Kapitalerhdhung,
welche fur den Ersten Vollzug zum Umtausch der wahrend der Angebotsfrist angedienten UBS Aktien nétig
ist, wird die UBS voraussichtlich im Wesentlichen alle UBS Aktien, welche sie zu diesem Zeitpunkt noch halt
(per 23. September 2014 hielt die UBS 90'414'792 eigene UBS Aktien, entsprechend 2.35% des Aktienkapitals
der UBS), der UBS Group im Tausch gegen UBS Group Aktien andienen oder Ubertragen (im Umtauschver-
haltnis 1:1).

Per 23. September 2014 ist der UBS bekannt, dass folgende Personen oder Personengruppen mehr als 3%
des gesamten Aktienkapitals der UBS halten. Sofern diese Personen am Umtauschangebot teilnehmen und
in der Annahme, dass 100% aller ausgegebenen UBS Aktien in das Umtauschangebot angedient werden,
wirden diese Personen dieselben Anteile an UBS Group Aktien halten wie sie an UBS Aktien per untenste-
hendem Datum halten:

—  Am 17. Dezember 2009 hat BlackRock Inc., New York, die UBS und die SIX Swiss Exchange darUber
informiert, dass sie 3.45% des gesamten Aktienkapitals der UBS halt.

—  Am 30. September 2011 hat die Norges Bank (Zentralbank von Norwegen), Oslo, die UBS und die SIX
Swiss Exchange dartber informiert, dass sie 3.04% des gesamten Aktienkapitals der UBS halt.

—  Am 23. September 2014 hielt die Chase Nominees Ltd., London, gemass dem Aktienregister der UBS
11.65% des gesamten Aktienkapitals der UBS.

—  Am 23. September 2014 hielt die GIC Private Limited, Singapur, gemass dem Aktienregister der UBS
6.39% des gesamten Aktienkapitals der UBS.

—  Am 23. September 2014 hielt DTC (CEDE & Co.), New York, gemass dem Aktienregister der UBS 6.74%
des gesamten Aktienkapitals der UBS.

—  Am 23. September 2014 hielt Nortrust Nominees Ltd, London, gemass dem Aktienregister der UBS
3.50% des gesamten Aktienkapitals der UBS.

In gemeinsamer Absprache handelnde Personen

Einzig fur die Zwecke des Schweizer Umtauschangebots gemass den Vorschriften des Schweizer Rechts gilt die

UBS Group als in gemeinsamer Absprache mit der UBS und sémtlichen Tochtergesellschaften der UBS handelnd.

Revisionsstelle

Ernst & Young AG, Basel, ist die Revisionsstelle der UBS Group.

BDO AG, Zurich, wird als Revisionsstelle mit begrenztem Mandat fur die Prifung der Kapitalerhéhungen
gemass Art. 652f, 653f und 653i des Schweizer Obligationenrechts («OR») handeln.
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1.1

Finanzinformationen und Dividendenpolitik

In Bezug auf die Absichten der UBS Group nach der Durchfiihrung des Umtauschangebots wird auf den mit
«Jahresabschlisse und Dividendenpolitik» betitelten Abschnitt unter nachstehender Ziffer F.2 verwiesen.

Seit ihrer Grindung hat die UBS Group weder Dividendenausschittungen angekindigt noch Dividenden
ausbezahlt.

Fur Finanzinformationen tber die UBS Group wird auf den Anhang diese Schweizer Angebotsprospekts
verwiesen.

Beteiligungen der UBS Group an der UBS

Per Datum dieses Schweizer Angebotsprospekts halt die UBS Group keine UBS Aktien, und sie hat weder UBS
Aktien verkauft, noch Optionen, Wandelrechte oder andere Finanzinstrumente in Bezug auf UBS Aktien
gekauft, verkauft oder ausgedibt.

Es ist vorgesehen, dass die UBS gleichzeitig mit der Kapitalerhéhung fir den Ersten Vollzug zum Umtausch
der wahrend der Angebotsfrist angedienten UBS Aktien im Wesentlichen alle von ihr zu diesem Zeitpunkt
noch gehaltenen UBS Aktien (per 23. September 2014 hielt die UBS 90°414'792 eigene UBS Aktien, entspre-
chend 2.35% des Aktienkapitals der UBS) der UBS Group im Tausch gegen UBS Group Aktien andienen oder
Ubertragen wird (im Umtauschverhaltnis 1:1).

Zusatzliche Informationen liber die UBS Group gemass Art. 24 UEV
Informationen betreffend die UBS Group Aktien
Aktienregister

Das Aktienregister der UBS Group wird von der «UBS Group», Shareholder Services, Postfach, CH-8098 Zurich,
Schweiz, gefiihrt. Shareholder Services ist fur die Eintragung der globalen Aktien verantwortlich. Das Aktien-
register hat zwei Teile, ein Schweizer Register, das von der UBS Group gefihrt wird, die als Schweizer Regis-
terfihrer handelt, und ein U.S.-Register, das von Computershare als US-Transferagent gefiihrt wird.

Das schweizerische Recht und die Statuten der UBS Group verlangen von der UBS Group die Fiihrung eines
Aktienregisters, in welchem die Namen, Adressen und Nationalitaten (bei juristischen Personen der Sitz) der
Inhaber (und Nutzniesser) der eingetragenen UBS Group Aktien eingetragen werden. Die Hauptfunktion des
Aktienregisters besteht darin, Aktiondre zu erfassen, die zur Stimmabgabe und Teilnahme an den General-
versammlungen oder zur Geltendmachung und Auslbung anderer mit den Stimmrechten verbundener Rechte
berechtigt sind.

Die Eintragung von UBS Group Aktien in das Aktienregister der UBS Group bedingt, dass der Erwerber beim
Aktienregister der UBS Group ein Eintragungsgesuch einreicht. Wird eine solche Eintragung unterlassen, ist
der Erwerber nicht berechtigt, an Generalversammlungen abzustimmen oder teilzunehmen.

Ein Aktienerwerber wird nach Bekanntgabe von Name, Adresse und Nationalitat (bei juristischen Personen
des Sitzes) im Aktienregister der UBS Group mit Stimmrecht eingetragen. Die UBS Group kann die Eintragung
mit Stimmrecht jedoch ablehnen wenn der Aktionar nicht ausdrticklich erklart, die Aktien in eigenem Namen
und fur eigene Rechnung erworben zu haben. Falls sich der Aktionar weigert, eine solche Erkldrung abzu-
geben, wird er vorbehaltlich der unten diskutierten Ausnahmen als Aktionar ohne Stimmrecht eingetragen.

Eingetragene Aktionare missen dem Aktienregister Adressanderungen bekanntgeben. Betreffend Aktien, die
im DTC System gehalten werden, muss eine solche Mitteilung an DTC oder Cede & Co. als DTC's Nominee
gerichtet werden. Fiir Inhaber von Aktien, die direkt bei Computershare gehalten werden, muss eine solche
Mitteilung an Computershare gerichtet werden. Bis zur Bekanntgabe einer Adressanderung gelten alle schrift-
lichen Mitteilungen an die eingetragenen Aktionare der UBS Group als gultig erfolgt sofern diese an die im
Aktienregister eingetragene Adresse gesandt wurden.
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Aktionare, welche Aktien in einem Depot bei einer depotfiihrenden Bank oder einem Borsenmakler halten,
sollten im Zusammenhang mit Angelegenheiten bezlglich Eintragungen ihre depotfiihrende Bank oder ihren
Borsenmakler kontaktieren.

Das schweizerische Recht unterscheidet zwischen Eintragung mit und ohne Stimmrecht. Aktionare mussen
im Aktienregister als Aktionare mit Stimmrecht eingetragen werden, um an den Generalversammlungen abzu-
stimmen und teilzunehmen und um andere mit den Stimmrechten verbundene Rechte geltend zu machen
oder auszutiben. Gemass den Statuten der UBS Group unterliegt die Eintragung als Aktionadr mit Stimmrecht
im Aktienregister gewissen Beschrankungen. Sollten diese Beschrankungen anwendbar sein, wird eine Person,
die UBS Group Aktien erwirbt nur als Aktiondr ohne Stimmrecht eingetragen.

UBS Aktiondre, die ihre UBS Aktien der UBS Group andienen und die im Zeitpunkt des Vollzugs des Umtausch-
angebots im Aktienregister der UBS eingetragen sind (sei es mit oder ohne Stimmrechte), werden generell als
Aktionare ins Aktienregister der UBS Group eingetragen (mit Stimmrechten, falls in diesem Zeitpunkt so einge-
tragen). Zu diesem Zweck wird davon ausgegangen, dass andienende UBS Aktiondre den Schweizer
Umtauschagenten (oder in Bezug auf das U.S. Umtauschangebot den U.S. Umtauschagenten und UBS Secu-
rities LLC) ermachtigt haben, in ihrem Namen um Eintragung in das Aktienregister der UBS Group zu ersuchen
und es wird davon ausgegangen, dass sie die UBS Group ermachtigt haben, sich auf frihere an die UBS in
Zusammenhang mit der Eintragung in das Aktienregister der UBS gerichtete Erklarungen zu stitzen.

Gemass den Sonderbestimmungen der UBS fir die Eintragung von Treuhandern und Nominees (zusammen
«Nominees») hat der UBS Verwaltungsrat in der Vergangenheit Nominees, die UBS Aktien in eigenem Namen,
aber fir Rechnung von Drittparteien halten, jeweils als Aktiondre mit Stimmrecht ins Aktienregister der UBS
eingetragen, vorausgesetzt der jeweilige Nominee hat eine Vereinbarung mit der UBS unterzeichnet, in der er
seine Bereitschaft erklarte, der UBS auf Anfrage jeden individuellen wirtschaftlich Berechtigten offenzulegen,
der mehr als 0.3% aller ausgegebenen UBS Aktien halt («cNominee-Vereinbarung»). Solche Nominees, die
normalerweise eine grosse Anzahl individueller Aktiondre reprasentieren, dirfen eine unbegrenzte Anzahl
UBS Aktien halten, das Stimmrecht ist jedoch auf ein Maximum von 5% aller ausstehenden UBS Aktien
begrenzt. Es wird erwartet, dass der Verwaltungsrat den Nominees diese Eintragungsregelung auch in Bezug
auf UBS Group zur Verfigung stellen wird. Er wird folglich Nominees, die UBS Group Aktien in eigenem
Namen, aber fir Rechnung von Drittparteien halten, bis zu 5% aller ausstehenden UBS Group Aktien mit
Stimmrecht eintragen, vorausgesetzt sie schliessen eine entsprechende Nominee-Vereinbarung mit der UBS
Group ab. Um den Nominees den Eintrag ins Aktienregister der UBS Group im selben Umfang zu erméglichen,
wie sie aktuell im Aktienregister der UBS eingetragen sind, wird davon ausgegangen, das andienende Nomi-
nees die aktuell eine Nominee-Vereinbarung mit der UBS haben, den Schweizer Umtauschagenten (oder in
Bezug auf das U.S. Umtauschangebot den U.S. Umtauschagenten und UBS Securities LLC) ermdchtigt haben,
in ihrem Namen um Eintragung ins Aktienregister der UBS Group zu ersuchen und, zu diesem Zwecke, in
ihrem Namen eine Nominee-Vereinbarung mit der UBS Group zu denselben Bedingungen abzuschliessen.

UBS Aktionare, die zum Zeitpunkt des Vollzugs des Umtauschangebots nicht oder nur ohne Stimmrecht im
Aktienregister der UBS eingetragen sind, werden gemass Art. 5 Abs. 3 der Statuten der UBS Group als Aktio-
nare mit Stimmrecht in das Aktienregister der UBS Group eingetragen, wenn sie ein komplettes Eintragungs-
gesuch einreichen, in dem sie ausdrucklich erklaren, dass sie ihre UBS Group Aktien in eigenem Namen und
flr eigene Rechnung halten, oder gemass der oben beschriebenen Nominee Eintragungsregelung. Art. 5 Abs.
3 der Statuten der UBS Group sieht vor, dass der Verwaltungsrat die Eintragung von Aktien mit Stimmrecht
verweigern kann, wenn der Erwerber der Aktien nicht bereit ist, eine solche Erkldrung abzugeben. Gemass
Art. 5 Abs. 5 der Statuten der UBS Group kann der Verwaltungsrat nach Anhérung des betroffenen eingetra-
genen Aktiondrs oder Nominees Eintragungen im Aktienregister als Aktionar mit Stimmrecht mit Rckwirkung
auf das Datum der Eintragung streichen, wenn ein solcher Registereintrag durch falsche Angaben zustande
gekommen ist. Der Betroffene muss Uber die Streichung sofort informiert werden.

Jede UBS Group Aktie berechtigt deren Eigentlmer zu einer Stimme in der Generalversammlung der UBS
Group. Die Inhaber von UBS Group Aktien haben im Verhaltnis ihres Aktienbesitzes Anspruch auf Dividenden
und andere Ausschittungen, die durch die Generalversammlung der UBS Group beschlossen werden und im
Falle einer Liquidation des Vermogens der UBS Group haben sie nach Begleichung aller Schulden ein Anrecht
auf den gemass ihrem Aktienbesitz proportionalen Anteil am Uberschuss. UBS Group Aktiondre, die im Aktien-
register ohne Stimmrecht eingetragen sind, kénnen an der Generalversammlung nicht teilnehmen und nicht
abstimmen, sind aber trotzdem dividendenberechtigt und/oder kénnen andere Eigentumsrechte austben.
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1.2

Die allgemeinen Regeln fur die Eintragung mit Stimmrecht ins Schweizer Aktienregister der UBS Group gelten
auch vor Generalversammlungen. Dieselben Regeln gelten fur den U.S. Transferagenten, der das U.S. Aktien-
register fUr alle UBS Group Aktien fhrt, die sich in U.S. Depots befinden. Das Aktienregister wird in den Tagen
vor der Generalversammlung nicht geschlossen. Eintragungen, einschliesslich die Ubertragung von Stimm-
rechten, werden so lange wie technisch méglich vorgenommen, normalerweise bis zwei Tage vor der Gene-
ralversammlung.

Die Schwellenwerte zur Offenlegung von Beteiligungen an der UBS Group richten sich nach Art. 20 BEHG
und Art. 663c OR. Der Schwellenwert, der die Pflicht zur Unterbreitung eines Angebots auslést, richtet sich
nach Art. 32 BEHG.

Form und Ubertragung der UBS Group Aktien

Die Statuten sehen vor, dass die UBS Group Aktien, unter Vorbehalt gewisser Ausnahmen, als Wertrechte (im
Sinne des Schweizerischen Obligationenrechts) und Bucheffekten (im Sinne des Schweizerischen Bucheffekten-
gesetzes) ausgestaltet sind. Ein Aktionar kann, nachdem er in das Aktienregister eingetragen wurde, von der
UBS Group jederzeit die Ausstellung einer Bescheinigung Uber die von ihm gemass Aktienregister gehaltenen
UBS Group Aktien verlangen; er hat jedoch keinen Anspruch auf Druck und Auslieferung von Urkunden. Die
UBS Group kann demgegenlber jederzeit Urkunden (Einzelurkunden, Zertifikate oder Globalurkunden) far
UBS Group Aktien drucken und ausliefern. Sie kann als Bucheffekten ausgestaltete UBS Group Aktien aus
dem entsprechenden Verwahrungssystem zurlickziehen. Mit der Zustimmung des Aktiondrs kann die UBS
Group ausgestellte Urkunden, die bei ihr eingeliefert werden, ersatzlos annullieren.

Im Zusammenhang mit dem Umtauschangebot beabsichtigt die UBS Group zurzeit die Ausgabe von Aktien
in folgenden Formen:

e Als Bucheffekten ausgegebene Aktien innerhalb des SIS Settlement Systems: Ein Teil der UBS Group
Aktien soll in Form von Wertrechten ausgegeben und in einem Hauptregister der SIS eingetragen werden,
welche Dienstleistungen betreffend die Abwicklung, Abrechnung und Verwahrung von Schweizer und
internationalen Wertpapieren erbringt, um diese in Form von Bucheffekten auszugeben. Die SIS wird
diese Aktien Teilnehmern des SIS Settlement Systems gutschreiben, welche diese wiederum anderen
Verwahrungsstellen oder Kunden gutschreiben kénnen. Unter Schweizer Recht kdnnen Anleger Aktien
in Depots bei einer Verwahrungsstelle halten, welcher solche Aktien gutgeschrieben wurden. Aktiondren
(ausgenommen gewissen Finanzinstituten) ist es generell nicht moglich, direkt Konten bei der SIS zu
halten oder sich anderweitig direkt bei der SIS zu registrieren. Zudem werden das Hauptregister der SIS
sowie die Konten der Teilnehmer des SIS Settlement Systems separat vom Aktienregister der UBS Group
gefUhrt. Anleger, die Aktien in dieser Form halten, kénnen sich jedoch falls gewlnscht als Aktionare ins
Aktienregister der UBS Group eintragen lassen.

Sofern Schweizer Recht anwendbar ist, erfolgt die Ubertragung von Bucheffekten generell durch Instruk-
tion des Kontoinhabers, die Bucheffekten zu Ubertragen, und durch Gutschrift der Wertrechte auf dem
Konto des Erwerbers.

e Bei Computershare gehaltene Aktien: Die Eigentumsanteile von Aktiondren der UBS Group werden direkt
im Namen solcher Aktiondre in den Bilchern von Computershare eingetragen, welche die UBS Group
Aktien im Namen solcher Aktiondre halt. Die Aktionéare erhalten von Computershare periodisch Konto-
ausziige, die ihren Bestand an UBS Group Aktien belegen. Uber Computershare kénnen Aktionére Uber-
tragungen von UBS Group Aktien mit anderen tUber Computershare haltenden Aktionaren tatigen oder
mit Aktionaren, welche Aktien via DTC durch depotfiihrende Banken oder Bérsenmakler halten mittels
dem Direct Registration System von DTC.

e Uber DTC gehaltene Aktien: Aktionare kénnen die UBS Group Aktien in unverbriefter Form tber das
DTC System mittels Depotkonten bei depotfihrenden Banken oder Bérsenmaklern, die direkte Teilnehmer
des DTC Systems sind, halten. Solche Aktien werden im Namen des Nominees von DTC, Cede & Co.,
gehalten. Solche Eigentumsanteile an UBS Group Aktien von Aktionaren werden in den Unterlagen der
depotfihrenden Bank oder des Bérsenmaklers des Aktionars aufgezeichnet. Solche Aktiondre kénnen
Ubertragungen von UBS Group Aktien durch ihre depotfiihrende Bank oder ihren Bérsenmakler tatigen
und werden von diesen schriftliche Bestatigungen fir jeden Erwerb oder Verkauf von UBS Group Aktien
sowie periodische Kontoauszige erhalten.
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Zudem verlangt Art. 685f OR, dass ausserbérsliche Kaufe nur gultig sind, wenn der Erwerber um Eintragung
in das Aktienregister ersucht. In Bezug auf die UBS Group sind jedenfalls nur im Aktienregister eingetragene
Personen als Aktiondre anerkannt.

Kotierung der UBS Group Aktien

Die UBS Group hat fir samtliche UBS Group Aktien die Kotierung und die Zulassung zum Handel an der
SIX Swiss Exchange beantragt. Die UBS Group hat vor, auch die Zulassung der UBS Group Aktien an der NYSE
zu beantragen. Die Zulassungen an der SIX Swiss Exchange und der NYSE sollen mit dem Vollzug der bis zum
Ablaufdatum gtiltig angedienten UBS Aktien wirksam werden. Die SIX Swiss Exchange hat der Aufnahme der
UBS Group Aktien in den SMI und den SPI ab dem ersten Handelstag der UBS Group Aktien, unter Vorbehalt
einiger Bedingungen, bereits zugestimmt.

Auswirkungen des Umtauschangebots

Der Zweck des Umtauschangebots besteht darin, eine Holdinggesellschaft fur die Gruppe zu schaffen. Wenn
das Umtauschangebot zustande kommt, wird die UBS Group zur neuen kotierten Muttergesellschaft der UBS.
Das Ziel des Umtauschangebots besteht darin, dass die UBS Group alle UBS Aktien sowie direkt oder indirekt
alle anderen Geschéftsbereiche der Gruppe halt. Deshalb wird der Vollzug des Umtauschangebots, in der
Annahme, dass 100% der UBS Aktien in das Umtauschangebot angedient werden, auf konsolidierter Basis
zu keinen wesentlichen Veranderungen der Finanzlage der Gruppe fihren.

Aktienkurs

Da die UBS Group Aktien erst am oder um den 19. November 2014 (unter Vorbehalt der Verldngerung der
Angebotsfrist) an der SIX Swiss Exchange und an der NYSE kotiert werden, sind keine Angaben zum Aktienkurs
der UBS Group Aktien wahrend der letzten drei (3) Jahre verfugbar.

Finanzierung des Umtauschangebots

Die zur Abwicklung des Umtauschangebots notwendigen UBS Group Aktien werden im Rahmen von Kapital-
erhéhungen am oder um den 17. November 2014 und den 5. Dezember 2014 ausgegeben, wobei die
Liberierung mittels Sacheinlage der angedienten UBS Aktien erfolgt, ausgefihrt durch die UBS handelnd als
Treuhanderin. Diese Daten werden sich andern, wenn die Angebotsfrist und/oder die Nachfrist verlangert werden.
Der Verwaltungsrat der UBS (gemass seinen Befugnissen als Verwaltungsrat der einzigen Aktiondrin der UBS
Group) hat sich verpflichtet sicherzustellen, dass die nétigen Beschliisse fur den Vollzug des Umtauschangebots
und die damit zusammenhangenden Kapitalerhéhungen gefasst werden, sofern das Umtauschangebot
zustande kommt.

Informationen tiber die UBS (Zielgesellschaft)

Firma, Sitz, Aktienkapital, Zweck, Geschaftstatigkeit

Die UBS ist eine nach schweizerischem Recht gegriindete Aktiengesellschaft mit unbestimmter Dauer und ist
seit dem 28. Februar 1978 im Handelsregister des Kantons Basel-Stadt und seit dem 13. Februar 1998 im

Handelsregister des Kantons Zurich eingetragen. Die UBS hat ihren Sitz in Basel und Zurich.

Per 23. September 2014 hat die UBS insgesamt 3'844'301'730 voll liberierte Namenaktien mit einem Nenn-
wert von je CHF 0.10 ausgegeben (das Aktienkapital der UBS betragt CHF 384'430"173).

Die UBS Aktien sind an der SIX Swiss Exchange kotiert und Teil des SMI und SPI (fir Informationen zur Kurs-
entwicklung der UBS Aktien an der SIX Swiss Exchange, siehe Ziffer B.3). Die UBS Aktien sind derzeit zudem
auch an der NYSE kotiert.
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Der Gesellschaftsweck der UBS ist der Betrieb einer Bank. Der Geschaftskreis der UBS umfasst alle Arten von
Bank-, Finanz-, Beratungs-, Dienstleistungs- und Handelsgeschaften. Die UBS kann Zweigniederlassungen und
Geschaftsstellen sowie Banken, Finanzgesellschaften und Unternehmen aller Art griinden, sich an solchen
beteiligen und deren Geschaftsfihrung Gbernehmen. Die UBS ist berechtigt, Grundstiicke und Baurechte im
In- und Ausland zu erwerben, zu belasten und zu verkaufen.

Informationen Uber die UBS, einschliesslich tber Risiken und Investitionsiberlegungen, kénnen in den
flr Investoren allgemein zuganglichen Veréffentlichungen der UBS gefunden werden, die von Zeit zu Zeit
bereitgestellt und aktualisiert werden (einschliesslich, z.B. Geschaftsberichte, Quartalsberichte, Ad-hoc Mittei-
lungen und andere Bekanntmachungen wie der EU Prospekt und sonstige Prospekte jeglicher Art, und insbe-
sondere die Finanzinformationen (Auszige aus dem «Annual Report 2013» der UBS, dem «Second Quarter
2014 Report» der UBS und der am 29. September 2014 eingereichten Form 6-K der UBS), die als Anhang an
diesen Schweizer Angebotsprospekt angefligt sind). Die Geschaftsberichte der UBS der letzten vier (4) Jahre
(www.ubs.com/annualreporting), die Quartalsberichte (www.ubs.com/global/en/about_ubs/investor_relations/
quarterly_reporting/2014.html) und die SEC-Filings (www.ubs.com/global/en/about_ubs/investor_relations/
sec_filings.html) sind auf der Webseite der UBS verfiigbar.

Absichten der UBS Group betreffend die UBS, deren Verwaltungsrat und Geschaftsleitung
Squeeze-out

Sofern die UBS Group im Rahmen des Umtauschangebots oder innert drei Monaten nach Ablauf der Nachfrist
mehr als 98% aller ausgegebenen UBS Aktien erwirbt, beabsichtigt die UBS Group, einen Squeeze-out gemass
BEHG durchzufiihren. Dieses Verfahren bedingt die Einreichung einer Klage durch die UBS Group beim zustan-
digen Gericht in der Schweiz, mit welcher die UBS Group dem Gericht beantragen wird, die restlichen von
Minderheitsaktiondren der UBS gehaltenen UBS Aktien gemass Schweizer Recht fur kraftlos zu erklaren. Das
Gericht wird die restlichen UBS Aktiondre mittels Veréffentlichung einer Bekanntmachung im Schweizerischen
Handelsamtsblatt Gber die Einleitung des Verfahrens informieren. Nach Abschluss des Verfahrens, welches
nach Einschatzung der UBS Group zwischen vier bis sechs Monate dauert, werden die UBS Minderheits-
aktiondre ihre Aktionarsrechte verlieren und UBS Group Aktien auf einer Aktie-gegen-Aktie Basis erhalten.

Sofern die UBS Group wahrend derselben Zeitperiode oder jederzeit danach mindestens 90%, aber nicht
mehr als 98% aller ausgegebenen UBS Aktien erwirbt, wird die UBS Group voraussichtlich eine Squeeze-out-
Fusion durchfiihren, gemass welcher die UBS in die MergeCo, eine zu 100% von der UBS Group gehaltene
Tochtergesellschaft, fusioniert wirde, wobei die MergeCo die Transaktion Uberleben wiirde. Unter Schweizer
Recht gibt es keine Frist, innert welcher die Squeeze-out-Fusion durchgefiihrt werden muss. Sofern die
Squeeze-out-Fusion stattfindet, werden die MergeCo und die UBS einen schriftlichen Fusionsvertrag
abschliessen und gemeinsam einen Fusionsbericht vorbereiten, welcher Aufschluss Uber den Inhalt der Fusion
geben wird. Es wird ein Prifbericht erstellt, welcher die Angemessenheit der Abfindung bestatigt. Sowohl die
MergeCo als auch die UBS werden ausserordentliche Generalversammlungen planen, welche tber die Geneh-
migung des Fusionsvertrags zu befinden haben, und fir eine Zeitperiode von mindestens dreissig (30) Tagen
vor diesen ausserordentlichen Generalversammlungen wird den Aktiondren am Sitz der MergeCo respektive
der UBS sowie auf der Webseite der UBS unter www.ubs.com/investors Einsicht in die Hauptfusionsdokumente
gewahrt. An der ausserordentlichen Generalversammlung der UBS mussen mindestens 90% aller UBS Aktio-
nare der Fusion zustimmen, damit der Fusionsvertrag genehmigt wird. Die UBS Group geht davon aus, dass
diese Mindestanforderung erfullt sein wird, weil die UBS Group im Falle, dass eine Squeeze-out-Fusion statt-
findet, mindestens 90% aller ausgegebenen UBS Aktien halten wird und sie beabsichtigt, den Fusionsvertrag
zu genehmigen. Im Anschluss an die Genehmigung des Fusionsvertrages werden die Verwaltungsrate der
MergeCo und der UBS veranlassen, dass die genehmigte Fusion bei den zustandigen Handelsregisteramtern
eingereicht wird. Mit der Registrierung des Fusionsvertrages wird die Squeeze-out-Fusion wirksam, alle Aktiven
und Passiven der UBS werden von Gesetzes wegen auf die MergeCo Ubertragen und die UBS wird aufgeldst
und in den Handelsregistern der Kantone Zlrich und Basel-Stadt geléscht. Gemass anwendbarem Schweizer
Recht kédnnen die MergeCo und die UBS die Form der Abfindung, welche die UBS Aktionare im Rahmen der
Squeeze-out-Fusion erhalten sollen, festlegen. Die UBS Group beabsichtigt derzeit, dass, wenn eine Squeeze-
out-Fusion stattfindet, die Abfindung ausschliesslich in UBS Group Aktien bestehen wird. Unter Schweizer
Recht kann ein von der Squeeze-out-Fusion betroffener Minderheitsaktionar innerhalb von zwei (2) Monaten
nach der Publikation des Fusionsbeschlusses geltend machen, die Abfindung sei «unangemessen» und von
einem zustandigen Schweizer Gericht verlangen, dass es eine «angemessene» Abfindung festsetzt. Die Gultig-
keit der Fusion bleibt durch diesen Rechtsbehelf unberthrt. Da den von der allfallien Squeeze-out-Fusion
betroffenen Minderheitsaktionaren kotierte Beteiligungspapiere der neuen Konzernmuttergesellschaft der
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Gruppe angeboten werden und die im Rahmen der Squeeze-out-Fusion angebotene Abfindung mit der im
Rahmen des Umtauschangebots angebotenen Abfindung identisch sein wird, erwartet die UBS Group, dass
ein solches Verfahren oder eine gerichtliche Entscheidung, welche die Zahlung einer zusatzlichen Abfindung
oder einer Abfindung in einer anderen Form als in UBS Group Aktien auf einer eins-zu-eins Basis anordnet,
unwahrscheinlich ist.

Ergédnzende Kapitalriickzahlung

Als Resultat der Verbesserung der Abwicklungsfahigkeit der UBS und ihrer Tochtergesellschaften und der
daraus resultierenden erwarteten Berechtigung auf einen Kapitalrabatt unter den Schweizer «too-big-to-fail»
Regelungen erwartet die UBS Group (sofern das Umtauschangebot zustande kommt und der Squeeze-out
durchgeflhrt wird), dass sie den UBS Group Aktiondren den Vorschlag unterbreiten wird, eine erganzende
Kapitalrickzahlung von mindestens CHF 0.25 pro UBS Group Aktie zu genehmigen. Ein solcher Vorschlag
bedarf in jedem Fall der Genehmigung durch die UBS Group Aktiondre anlasslich einer Generalversammlung.
Fur weitere Informationen wird auf den Abschnitt «Jahresabschlisse und Dividendenpolitik» unten verwiesen.

Dekotierung

Die UBS Group erwartet, dass sie sobald wie mdglich nach dem Vollzug des Umtauschangebots die Dekotie-
rung der UBS Aktien an der SIX Swiss Exchange und der NYSE einleiten wird. Aufgrund des Schweizer Rechts
erwartet die UBS Group, dass die Dekotierung an der SIX Swiss Exchange am oder um den Zeitpunkt der
Durchfiihrung des Squeeze-out wirksam sein wird (im Falle eines Squeeze-out nach BEHG wird erwartet, dass
die Dekotierung ca. zehn (10) Bérsentage nach Rechtskraft des Kraftloserklarungsurteils des zustédndigen
Gerichts wirksam wird, und im Falle einer Squeeze-out-Fusion wird die Dekotierung spatestens im Zeitpunkt
des Inkrafttretens der Fusion stattfinden).

Pline fiir weitere strukturelle Anderungen

Zusatzlich zum Umtauschangebot hat die Gruppe bereits eine Reihe von Massnahmen zur Verbesserung der
Abwicklungsfahigkeit der Gruppe angekindigt:

—  Die Gruppe plant, eine neue UBS Tochtergesellschaft mit Bankenstatus in der Schweiz zu schaffen und
hat im dritten Quartal 2014 einen formellen Antrag fir eine Bankenlizenz eingereicht. Die Tochter-
gesellschaft, welche die Firma UBS Switzerland AG tragen wird, wird den Geschéaftsbereich Retail &
Corporate der Gruppe sowie das in der Schweiz gebuchte Geschaft innerhalb des Geschéaftsbereichs
Wealth Management umfassen. Die Gruppe geht weiterhin davon aus, diese Anderung stufenweise,
beginnend Mitte 2015, umsetzen zu kénnen. Diese strukturelle Anderung bleibt Gegenstand von
diversen Unsicherheiten, welche die Durchfihrbarkeit, die Realisierbarkeit, den Umfang und das Timing
betreffen kdnnten.

—  In Grossbritannien hat die UBS Limited, die Gruppen-Tochtergesellschaft in Grossbritannien mit Banken-
status, im Mai 2014 als Antwort auf regulatorische Entwicklungen und Konsultationen der britischen
und schweizerischen Aufsichtsbehdrden ein modifiziertes Geschafts- und operatives Modell implemen-
tiert, unter welchem die UBS Limited einen grésseren Teil der mit ihren Geschaftsaktivitaten verbundenen
Risiken und Chancen tragt. Dies beinhaltet hauptsachlich, dass die UBS Limited Kreditrisiken tragt und
managt sowie gewisse Markt- und andere Risiken, dass die UBS Limited eine unabhangigere Rolle in der
Verwaltung ihrer Finanzierungs- und Liquiditatsvorschriften Gbernimmt, und dass das regulatorische
Kapital der UBS Limited von insgesamt GBP 3.4 Milliarden auf GBP 4.9 Milliarden erhéht wird.

— In den USA wird die Gruppe die neuen Regeln fir auslandische Banken implementieren, welche das
Federal Reserve Board in den Abschnitten 165 und 166 Dodd-Frank bekannt gemacht hat und die
verlangen, dass alle Geschéafte der UBS, mit Ausnahme ihrer U.S.-Zweigniederlassungen, bis zum 1. Juli
2016 von einer Zwischenholdinggesellschaft gehalten werden. Samtliche U.S.-Tochtergesellschaften von
UBS sollen damit folglich unter einer eigenen Zwischenholdinggesellschaft zusammengefasst werden.

Die Gruppe kann als Antwort auf regulatorische Anforderungen in der Schweiz und in anderen Landern, in
denen die Gruppe tétig ist, weitere Anderungen der rechtlichen Struktur der Gruppe vorsehen, einschliesslich
um die Abwicklungsfahigkeit der Gruppe weiter zu verbessern, um schweizerischen und anderen Kapital-
anforderungen (einschliesslich das Anstreben eines potentiellen Rabatts betreffend die Anforderungen an den
progressiven Kapitalpuffer, welche auf die Gruppe als systemrelevante Bank in der Schweiz anwendbar sind)
und anderen regulatorischen Anforderungen betreffend ihre rechtliche Struktur zu entsprechen. Solche Ande-
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rungen kénnen die Ubertragung operativer Tochtergesellschaften der UBS auf die UBS Group beinhalten, sei
es durch Kauf, Dividenden oder auf andere Weise mit der Folge, dass diese direkte Tochtergesellschaften der
UBS Group werden, die Ubertragung von Shared Services und Supportfunktionen auf eine oder mehrere
Service Gesellschaften und Anpassungen betreffend die bilanzierende Einheit oder den Standort von Produkten
und Dienstleistungen. Diese strukturellen Anderungen werden fortlaufend mit der FINMA und anderen regu-
latorischen Behorden diskutiert und bleiben Gegenstand diverser Unsicherheiten, welche deren Realisierbarkeit,
Umfang oder Timing beeinflussen kénnen.

Jahresabschliisse und Dividendenpolitik

Der konsolidierte Jahresabschluss der Gruppe wird nach dem Vollzug des Umtauschangebots weiterhin gemass
IFRS erstellt. Fir Rechnungslegungszwecke wird der Umtausch von UBS Aktien gegen UBS Group Aktien
keinen Unternehmenszusammenschluss unter IFRS 3 «Unternehmenszusammenschlisse» zur Folge haben.
Vielmehr wird aus dem Umtauschangebot eine Reorganisation resultieren, welche keine Anderungen der
Substanz der Rechnungslegung des berichtenden Unternehmens zur Folge hat. Nach dem Vollzug des
Umtauschangebots wird es keine Auswirkungen auf die in der Konzernrechnung der Gruppe enthaltenen
Buchwerte der Aktiven, Passiven und des Gesamteigenkapitals geben. Das Umtauschangebot kann aufgrund
der Bilanzierung von nicht-kontrollierenden Anteilen (in Bezug auf vor dem Squeeze-out nicht angediente
UBS Aktien) eine Umbuchung innerhalb des Eigenkapitals und mit Vorzugsschuldverschreibungen zusammen-
hangende Umbuchungen innerhalb des Eigenkapitals zur Folge haben.

Die Gruppe erwartet, dass die UBS Group das gegenwartige Ziel der UBS, mindestens 50% des Nettogewinns
an die Aktiondre zurlickzugeben, aufrechterhalten wird, vorbehalten der Aufrechterhaltung einer Basel llI-
Kernkapitalquote von 13% und der Aufrechterhaltung einer Basel lll-Kernkapitalquote von 10% auf einer
Post-Stress-Basis.

Als Resultat der Verbesserung der Abwicklungsfahigkeit der UBS und ihrer Tochtergesellschaften und der
daraus resultierenden Berechtigung auf einen Kapitalrabatt unter den Schweizer «too-big-to-fail» Regelungen
geht die UBS Group davon aus (sofern das Umtauschangebot zustande kommt und der Squeeze-out
durchgeflhrt wird), dass sie den UBS Group Aktiondren den Vorschlag unterbreiten wird, eine erganzende
Kapitalrickzahlung von mindestens CHF 0.25 pro UBS Group Aktie zu genehmigen. Ein solcher Vorschlag
bedarf in jedem Fall der Genehmigung durch die UBS Group Aktiondre anlasslich einer Generalversammlung.

Auswirkung des Umtauschangebots auf Mitarbeitereigenkapitalplédne und ausstehende Pramien

Sofern das Umtauschangebot vollzogen wird, geht die Gruppe davon aus, dass sie fir bestehende Mitarbeiter-
anspriiche aus Eigenkapitalplanen eine Umwandlung der existierenden Optionen und anderen Rechten auf
UBS Aktien in Rechte auf UBS Group Aktien vorsehen wird. Die umgetauschten Optionen oder Rechte auf
UBS Group Aktien werden so weit als moglich die gleichen Bedingungen bezlglich Austbungsrechte und
anderer wesentlicher Konditionen wie die existierenden Optionen und Rechte auf UBS Aktien aufweisen. Es ist
nicht beabsichtigt, dass die Umwandlung zu anderen Anderungen als solcher technischer Natur der Konditionen
der bestehenden Optionen oder anderer Rechte auf UBS Aktien flhrt.

In Bezug auf Mitarbeitereigenkapitalpléne und andere Vergitungsumwandlungsplane, unter welchen die
UBS sowohl gegenwartig als auch friher Vergttungen gewahrt bzw. gewahrt hat, ist geplant, dass — sofern
das Umtauschangebot vollzogen wird — die UBS Group die Rolle der UBS in der Abwicklung dieser Plane
Ubernimmt. Aus diesem Grund werden die UBS Group und die UBS eine Vereinbarung abschliessen, um die
Lieferverpflichtung fir diese gegenwartigen und friiheren ausstehenden Vergitungsumwandlungsplane sowie
das Eigentum von Vermogenswerten, welche die UBS als wirtschaftliche Sicherheit fur die entsprechenden
VergUtungen halt, zu Gbertragen. Die UBS Group wird deshalb die Verpflichtung gegentiber Mitarbeitern in
ihren Blchern und den damit zusammenhangenden Vermdgenswerten anerkennen und die UBS wird diese
Betrdge ausbuchen. Verpflichtungen, welche mit diesen Vergitungen aus den Vergltungsumwandlungs-
planen zusammenhadngen und von separaten UBS Tochtergesellschaften oder lokalen Unternehmen, bei denen
die entsprechenden Mitarbeiter angestellt sind, gewahrt werden und weiterhin von diesen gewahrt werden
muUssen, werden auf dieser Basis fortgefuhrt. Zudem werden Verpflichtungen, welche mit anderen Vergu-
tungsvehikeln zusammenhdngen, wie den leistungsorientierten Pensionsplanen und anderen lokalen Vergu-
tungen, von den Unternehmen, bei denen die entsprechenden Mitarbeiter angestellt sind, beibehalten. Sofern
das Umtauschangebot vollzogen wird, ist es fur die Gruppe geplant, dass kinftige Zuteilungen Uber UBS
Group Aktien anstelle von UBS Aktien eingerdumt werden, und im Ubrigen die bestehenden Pléne zu wesent-
lich denselben Konditionen weitergefihrt werden.
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Mitglieder der Konzernleitung und des Verwaltungsrates der Gruppe

Es wird erwartet, dass gleichzeitig mit der Kapitalerhdhung fiir den Ersten Vollzug die Mitglieder des Verwal-
tungsrates und der Konzernleitung der UBS Group mit den gegenwartigen Mitgliedern des Verwaltungsrates
und der Geschaftsleitung der UBS identisch sein werden. Es wird zudem erwartet, dass die Mitglieder des
Verwaltungsrates und der Konzernleitung dieselben Vergitungen fir ihre Dienste erhalten werden, obwohl
diese sowohl der UBS als auch der UBS Group dienen werden.

Vereinbarungen zwischen der UBS und der UBS Group und deren Organen und Aktiondren, die im
Zusammenhang mit dem Umtauschangebot stehen

Die UBS und die UBS Group haben keine Vereinbarungen mit Drittparteien, einschliesslich mit Organen oder
Aktiondren der UBS, abgeschlossen, welche die Entscheidfindung der UBS Aktiondre bezuglich der Annahme
des Umtauschangebots erheblich beeinflussen kénnten. Im Rahmen oder nach Vollzug des Umtauschangebots
kann die UBS Group, in ihrer Funktion als Holdinggesellschaft, Vereinbarungen mit der UBS, deren Tochter-
gesellschaften oder Drittparteien mit Bezug zur UBS oder deren anderen Tochtergesellschaften abschliessen.

Vertrauliche Informationen

Die UBS Group und die UBS bestatigen, dass sie per Datum dieses Schweizer Angebotsprospekts keine wesent-
lichen nicht 6ffentlichen Informationen Uber die UBS erhalten haben, welche die Entscheidungsfindung der
UBS Aktionare zur Andienung ihrer UBS Aktien im Rahmen des Umtauschangebots massgeblich beeinflussen
kénnten.

Bericht der Priifstelle gemass Art. 25 des Bundesgesetzes liber die Borsen und den
Effektenhandel (<BEHG»)

Als gemass BEHG anerkannte Prifstelle fur die Priifung von 6ffentlichen Kaufangeboten haben wir den vor-
liegenden Angebotsprospekt der UBS Group AG geprift. Der Bericht des Verwaltungsrates der Zielgesellschaft
UBS AG bildete nicht Gegenstand unserer Priifung.

Fur die Erstellung des Angebotsprospektes ist die Anbieterin UBS Group AG verantwortlich. Unsere Aufgabe
besteht darin, den Angebotsprospekt zu prifen und zu beurteilen. Wir bestatigen, dass wir die Gbernahme-
rechtlichen Anforderungen an die Unabhangigkeit erftllen und keine mit unserer Unabhangigkeit nicht verein-
baren Sachverhalte vorliegen.

Unsere Priifung erfolgte nach dem Schweizer Prifungsstandard 880 «Prifung von offentlichen Kaufange-
boten», wonach eine Prifung nach Art. 25 BEHG so zu planen und durchzufthren ist, dass die formelle Voll-
standigkeit des Angebotsprospektes gemass BEHG und den Verordnungen und den Verfligungen der
Ubernahmekommission («UEK») festgestellt sowie wesentliche falsche Angaben im Angebotsprospekt als
Folge von Verstossen oder Irrtiimern erkannt werden, wenn auch bei nachstehenden Ziffern 2 bis 4 nicht mit
derselben Sicherheit wie bei der Ziffer 1. Wir pruften die Angaben im Angebotsprospekt mittels Analysen und
Erhebungen auf der Basis von Stichproben. Ferner beurteilten wir die Einhaltung des BEHG und den Verord-
nungen und den Verfiigungen der UEK. Wir sind der Auffassung, dass unsere Prifung eine ausreichende
Grundlage fur unsere Aussage bildet.

Nach unserer Beurteilung

1. hat UBS Group AG die erforderlichen Massnahmen getroffen, damit am Vollzugstag des Angebotes die
zum Tausch angebotenen Effekten zur Verfligung stehen.

Ausserdem sind wir nicht auf Sachverhalte gestossen, aus denen wir schliessen mussten, dass

2. die Empfanger des Angebotes nicht gleich behandelt werden;
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3. der Angebotsprospekt nicht vollstandig und wahr ist;

4.  der Angebotsprospekt nicht dem BEHG und den Verordnungen sowie den Verfigungen der UEK
entspricht.

Dieser Bericht ist weder eine Empfehlung zur Annahme oder Ablehnung des Angebots noch eine Bestatigung
(Fairness Opinion) hinsichtlich der finanziellen Angemessenheit des Angebotspreises.

ZUrich, 28. September 2014

BDO AG
Edgar Wohlhauser Marcel Jans
Partner Partner

Bericht des Verwaltungsrats der UBS

Der Verwaltungsrat der UBS (der «Verwaltungsrat») hat das Umtauschangebot der UBS Group sowie dessen
Bedingungen und Vollzugsmodalitaten Uberprift.

Empfehlung und Begriindung

Gemass Art. 29 Abs. 1 BEHG und Art. 30 bis 32 UEV evaluierte der Verwaltungsrat am 28. September 2014
die Bedingungen des Umtauschangebots sowie andere Unterlagen und kam zum Schluss, dass das Umtausch-
angebot im besten Interesse der UBS und allen Inhabern von UBS Aktien liegt. Der Verwaltungsrat empfiehlt
den UBS Aktiondren, ihre UBS Aktien in das Umtauschangebot zum Tausch gegen UBS Group Aktien
anzudienen und hat diesen Verwaltungsratsbericht verabschiedet. Dieser Verwaltungsratsbericht wurde am
28. September 2014 zusammen mit der oben und unten beschriebenen Empfehlung einstimmig von allen
anwesenden und abstimmenden Verwaltungsratsmitgliedern angenommen.

Umtauschverhaltnis 1:1

Im Rahmen des Umtauschangebotes werden die UBS Aktien auf Basis eines Umtauschverhéltnisses von 1:1
gegen UBS Group Aktien umgetauscht. Als Resultat wird die Struktur der Gruppe von einer operativen Stamm-
hausstruktur in eine Holdingstruktur mit der UBS Group als kotierte Muttergesellschaft umgewandelt.

Vom Verwaltungsrat beriicksichtigte Faktoren

Bei seiner Entscheidung, den UBS Aktiondren zu empfehlen, das Umtauschangebot anzunehmen und ihre
UBS Aktien anzudienen, bertcksichtigte der Verwaltungsrat unter anderem die folgenden Faktoren:

e \Verbesserte Abwicklungsfdhigkeit als Antwort auf Schweizer «too-big-to-fail» Anforderungen: Mit der
Errichtung einer Gruppenholdinggesellschaft wird beabsichtigt — zusammen mit anderen Massnahmen,
welche die Gruppe bereits angekundigt hat, einschliesslich der Schaffung einer neuen Tochtergesellschaft
mit Bankenstatus in der Schweiz, der Einflihrung eines revidierten Geschafts- und Betriebsmodells fur
UBS Limited sowie der Implementierung einer U.S.-Zwischenholdinggesellschaft geméss Dodd-Frank
Wall Street Reform und Consumer Protection Act —, die Abwicklungsfahigkeit der Gruppe als Antwort
auf die Schweizer «too-big-to-fail» Anforderungen sowie die anwendbaren Anforderungen anderer
Lander, in denen die Gruppe tatig ist, wesentlich zu verbessern.

e Gréssere Flexibilitdt bei Anleihensemissionen und «Bail-In»: Die Schaffung einer Gruppenholding-
gesellschaft soll insbesondere eine Erleichterung bei der Ausgabe von Anleihensemissionen, die mit
entsprechendem Beschluss ein «Bail-In» ermdglichen, mit sich bringen, wahrend die Folgen des «Bail-
In» fUr die operativen Gesellschaften der Gruppe sowie fir die Glaubiger dieser Gesellschaften begrenzt
werden.
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e Diskussionen mit den zustandigen Regulatoren: Die vorgeschlagene neue Holdingstruktur war Gegen-
stand von umfangreichen Uberpriifungen und Abwagungen dariiber, wie die auf die UBS anwendbaren
regulatorischen Anforderungen am besten angegangen werden sollen. Ausserdem war sie Gegenstand
von Diskussionen mit der FINMA und anderen, die Gruppe beaufsichtigenden Aufsichtsbehérden und
wurde als bevorzugte Lésungsstrategie ausgewahlt, dies unter Berlcksichtigung des zunehmenden
Konsenses der wichtigsten Regulatoren, dass eine nicht operativ tatige Holdingstruktur die bevorzugte
Herangehensweise zu einer «single point of entry bail-in» Strategie und der Markt auf die Abwicklungs-
fahigkeit fokussiert ist.

e Potentiell positiver Einfluss auf Eigenkapitalanforderungen: Die Schaffung einer Gruppenholdinggesell-
schaft und die anderen bereits angekiindigten Massnahmen beziglich der rechtlichen Struktur der
Gruppe sollen der Gruppe einen Rabatt betreffend die Anforderungen an den progressiven Kapitalpuffer
ermoglichen, die auf die Gruppe als systemrelevante Schweizer Bank gemaéss den anwendbaren
Schweizer «too-big-to-fail» Anforderungen anwendbar sind. Eine entsprechende Genehmigung dieses
Rabatts durch die FINMA wirde tiefere Gesamteigenkapitalanforderungen fir die Gruppe zur Folge
haben.

e FErleichterung beziglich fristgerechter Ausrichtung von Kapitalertrdgen an Aktiondre: Als Resultat der
Verbesserung der Abwicklungsfahigkeit der UBS und ihrer Tochtergesellschaften sowie der daraus resul-
tierenden Berechtigung auf einen Kapitalrabatt unter den Schweizer «too-big-to-fail» Regelungen, wird
die UBS Group den UBS Group Aktionaren voraussichtlich (sofern das Umtauschangebot zustande
kommt und der Squeeze-out durchgefiihrt wird) die Ausschittung einer erganzenden Kapitalrtickzahlung
von mindestens CHF 0.25 pro UBS Group Aktie zur Genehmigung vorschlagen.

e Weiterfhrung der existierenden Strategie und des Geschadftsmodells: Das Umtauschangebot erlaubt die
Errichtung einer neuen Holdinggesellschaft als beste strukturelle Alternative, um die Abwicklungsfahig-
keit anzugehen, und erlaubt dem Verwaltungsrat und der Geschaftsleitung gleichzeitig die Weiterfiih-
rung der Implementierung der existierenden Strategie und des Geschaftsmodells.

e  Konditionen des Umtauschangebots: Das eins-zu-eins Umtauschverhaltnis soll es den aktuellen UBS
Aktiondren ermdglichen, ihre Investitionen in die Gruppe im selben Verhaltnis beizubehalten wie vor
dem Umtauschangebot.

e  Steuerliche Behandlung: Der Umtausch von UBS Aktien im Rahmen des Umtauschangebots unterliegt
voraussichtlich keinen Schweizer oder U.S. Einkommenssteuern, und das Umtauschangebot ist voraus-
sichtlich weitgehend steuerneutral fur die Gruppe.

e Buchhalterische Behandlung: Aus buchhalterischer Sicht stellt der Umtausch von UBS Aktien gegen UBS
Group Aktien keinen Unternehmenszusammenschluss gemass IFRS 3 «Unternehmenszusammen-
schliisse» dar. Vielmehr resultiert das Umtauschangebot in einer Reorganisation, die keine Anderungen
in der Rechnungslegungssubstanz des Konsolidierungskreises zur Folge hat. Nach dem Vollzug des
Umtauschangebots wird es keine Auswirkungen auf die in der Konzernrechnung der Gruppe enthaltenen
Buchwerte der Aktiven, Passiven und des Gesamteigenkapitals geben. Das Umtauschangebot kann
aufgrund der Bilanzierung von nicht-kontrollierenden Anteilen (in Bezug auf vor dem Squeeze-out nicht
angediente UBS Aktien) eine Umbuchung innerhalb des Eigenkapitals und mit Vorzugsschuldverschrei-
bungen zusammenhangende Umbuchungen innerhalb des Eigenkapitals zur Folge haben.

Im Laufe seiner Beratungen bertcksichtigte der Verwaltungsrat auch bestimmte potentiell negative Faktoren
in Bezug auf das Umtauschangebot, einschliesslich der unter «Risiken» beschriebenen Risiken fur die UBS
Aktiondre. Diese Faktoren beinhalten unter anderem die Wahrscheinlichkeit, dass es unmittelbar nach Vollzug
des Umtauschangebots verbleibende UBS Aktionare geben wird, was zu anhaltenden Reporting- und admi-
nistrativen Kosten flhren wirde, bis solche Aktien gekauft werden und die Tatsache, dass die Gruppe die
erwarteten Vorteile des Umtauschangebots maglicherweise nicht realisieren kénnte; und die beschriebenen
Risiken der nicht andienenden UBS Aktionare, einschliesslich der Schritte, welche die UBS Group allenfalls in
der Zukunft unternehmen wird, um die UBS vollstandig zu erwerben, wie Squeeze-Out-Verfahren, ¢ffentliche
und private Umtausche oder Kaufangebote oder andere Kaufe.

Diese Diskussion der vom Verwaltungsrat bei der Entscheidungsfindung bericksichtigten Informationen und
Faktoren ist nicht abschliessend, beinhaltet jedoch die wesentlichen vom Verwaltungsrat berticksichtigten
Faktoren. Vor dem Hintergrund des breiten Spektrums an Faktoren, die im Zusammenhang mit der Beurteilung
des Umtauschangebots durch den Verwaltungsrat bericksichtigt wurden, hielt es der Verwaltungsrat nicht
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fir zweckdienlich und beabsichtigte auch nicht, diese Faktoren zu quantifizieren, ihnen einen Rang zuzuweisen
oder ihnen anderweitig ein relatives Gewicht beizumessen. Zudem hatten die einzelnen Verwaltungsrats-
mitglieder die verschiedenen Faktoren moglicherweise unterschiedlich gewichtet.

Auswirkungen auf die finanzielle Situation der UBS

Falls das Umtauschangebot zustande kommt, wird die UBS Group zur neuen kotierten Muttergesellschaft der
UBS, die aktuell sowohl die oberste Muttergesellschaft als auch die primare operative Gesellschaft der Gruppe
ist. Wie oben erwahnt wurde, kénnte das Umtauschangebot aufgrund der Bilanzierung von nicht-kontrollie-
renden Anteilen (in Bezug auf vor dem Squeeze-out nicht angediente UBS Aktien) eine Umbuchung innerhalb
des Eigenkapitals und mit Vorzugsschuldverschreibungen zusammenhangende Umbuchungen innerhalb des
Eigenkapitals zur Folge haben. Unter der Annahme, dass wahrend des Umtauschangebots 100% der UBS
Aktien angedient werden, wird der Vollzug des Umtauschangebots auf konsolidierter Basis keine wesentliche
Auswirkung auf die finanzielle Situation der Gruppe haben.

Empfehlung

Der Verwaltungsrat kam basierend auf den in diesem Bericht dargelegten Erwagungen einstimmig zum
Schluss, dass das Umtauschangebot im besten Interesse der UBS und allen Inhabern von UBS Aktien ist.
Entsprechend empfiehlt der Verwaltungsrat einstimmig die Annahme des Umtauschangebots.

Zusiatzliche vom Schweizer Ubernahmerecht verlangte Informationen
Verwaltungsrat und Geschéaftsleitung der UBS

Die Mitglieder des Verwaltungsrates sind: Axel A. Weber (Prasident), Michel Demaré (unabhangiger Vize-
prasident), David Sidwell (Senior Independent Director), Reto Francioni, Ann F. Godbehere, Axel P. Lehmann,
Helmut Panke, William G. Parrett, Isabelle Romy, Beatrice Weder di Mauro und Joseph Yam. Beim ersten
Vollzug des Umtauschangebots wird der Verwaltungsrat der UBS Group voraussichtlich dem Verwaltungsrat
der UBS entsprechen.

Die Geschaftsleitung der UBS besteht aus: Sergio P. Ermotti (Group Chief Executive Officer), Markus U. Diethelm
(Group General Counsel), Lukas Gahwiler (CEO UBS Switzerland und CEO Retail & Corporate), Ulrich Kérner
(CEO Global Asset Management und CEO of UBS Group Europe, Middle East and Africa), Philip J. Lofts (Group
Chief Risk Officer), Robert J. McCann (CEO Wealth Management Americas und CEO UBS Group Americas),
Tom Naratil (Group Chief Financial Officer und Group COO), Andrea Orcel (CEO der Investment Bank),
Chi-Won Yoon (CEO UBS Group Asia Pacific), Jirg Zeltner (CEO UBS Wealth Management). Beim ersten
Vollzug des Umtauschangebots wird die Geschaftsleitung der UBS Group voraussichtlich der Geschaftsleitung
der UBS entsprechen.

Mogliche Interessenskonflikte

Per Datum dieses Verwaltungsratsberichts hat der Verwaltungsrat keine Kenntnis von existierenden oder poten-
tiellen Interessenskonflikten seiner Mitglieder oder von Mitgliedern der Geschaftsleitung der UBS mit der UBS
Group. Die aktuellen Mitglieder des Verwaltungsrates zum Zeitpunkt des Vollzugs des Umtauschangebots
werden voraussichtlich Mitglieder des Verwaltungsrates der UBS Group sein.

Mogliche finanzielle Folgen des Umtauschangebots

VergUtung des Verwaltungsrates und der Geschaftsleitung

Mit Einfuhrung der aus dem Umtauschangebot resultierenden Holdingstruktur sind keine Anderungen der
VergUtung fur die Tatigkeiten der Verwaltungsratsmitglieder beabsichtigt, d.h. die Mitglieder des Verwal-
tungsrates werden unmittelbar nach Vollzug des Umtauschangebots dieselbe aktuelle Vergttung fir ihre

Dienste erhalten wie bisher, obwohl sie in zwei Verwaltungsraten tatig sein werden.

In Zusammenhang mit dem Umtauschangebot sind keine Anderungen der Vergiitungspakete fiir die
Geschaftsleitung beabsichtigt.
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Von Mitgliedern des Verwaltungsrates und der Geschaftsleitung gehaltene UBS Aktien

Per 23. September 2014 hielten die Mitglieder des Verwaltungsrates und der Geschéftsleitung die folgende
Anzahl UBS Aktien:

Mitglieder des Verwaltungsrates UBS Aktien'
Axel A. Weber, Prasident 333’333
Michel Demaré, Vizeprasident 181'246
David Sidwell, Senior Independent Director 185181
Reto Francioni, Mitglied 11'859
Ann F. Godbehere, Mitglied 139’653
Axel P. Lehmann, Mitglied 217'373
Helmut Panke, Mitglied 182’009
William G. Parrett, Mitglied 100019
Isabelle Romy, Mitglied 44217
Beatrice Weder di Mauro, Mitglied 45'424
Joseph Yam, Mitglied 66'863
Total 1'507°177

' Diese Tabelle enthélt blockierte und nicht blockierte Aktien, welche von Verwaltungsratsmitgliedern und diesen nahestehenden Personen
gehalten werden. Per 23. September 2014 wurden 0 UBS Aktien von nahestehenden Personen gehalten.

Mitglieder der Geschaftsleitung UBS Aktien? Optionen
Sergio P. Ermotti, Group Chief Executive Officer 768'524 0
Markus U. Diethelm, Group General Counsel 528'973 0
Lukas Gahwiler, CEO UBS Switzerland und CEO Retail & Corporate 523'821 0
Ulrich Kérner, CEO Global Asset Management und

CEO UBS Group Europe, Middle East and Africa 1'005'570 0
Philip J. Lofts, Group Chief Risk Officer 815'825 394'172
Robert J. McCann, CEO Wealth Management Americas und

CEO UBS Group Americas 1'061'929 0
Tom Naratil, Group Chief Financial Officer und Group COO 811'902 721'125
Andrea Orcel, CEO Investment Bank 1'323'699 0
Chi-Won Yoon, CEO UBS Group Asia Pacific 999695 515180
Jurg Zeltner, CEO UBS Wealth Management 675211 198'121
Total 8'515'149 1'828'598

2 Diese Tabelle beinhaltet alle austbbaren und nicht austibbaren UBS Aktien und Optionen, die von Mitgliedern der Geschaftsleitung
einschliesslich deren nahestehenden Personen gehalten werden. Per 23. September 2014 wurden 95’597 UBS Aktien von naheste-
henden Personen gehalten.

Sofern das Umtauschangebot vollzogen wird, erwartet die Gruppe, dass sie fir bestehende Mitarbeiter-
anspriche aus Eigenkapitalplanen eine Umwandlung der existierenden Optionen und anderer Rechte auf UBS
Aktien in Rechte auf UBS Group Aktien vorsehen wird. Die umgetauschten Optionen oder Rechte auf UBS
Group Aktien werden so weit als moglich gleichwertige Bedingungen beziiglich Austibungsrechte und andere
wesentliche Konditionen wie die existierenden Optionen und Rechte auf UBS Aktien aufweisen. Es ist nicht
beabsichtigt, dass die Umwandlung zu anderen Anderungen als solchen technischer Natur der Konditionen
der bestehende Optionen oder andere Rechte auf UBS Aktien fuhrt.

Alle Mitglieder des Verwaltungsrats und der Geschaftsleitung beabsichtigen, ihre UBS Aktien der UBS Group
in das Umtauschangebot anzudienen.
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Durch das Umtauschangebot verursachte Zahlungen

Den Mitgliedern des Verwaltungsrats werden im Zusammenhang mit dem Umtauschangebot keine besonderen
Vorteile gewahrt. Kein Mitglied des Verwaltungsrats wird aufgrund des Umtauschangebots eine Vergltung
erhalten. Weder der Anstellungsvertrag des Verwaltungsratsprasidenten noch die Anstellungsvertrage der
Mitglieder der Geschaftsleitung sehen eine Abfindung vor, welche beim Vollzug des Umtauschangebots veran-
lasst wiirde.

Vertragliche Vereinbarungen oder andere Verbindungen zur UBS Group

Als Teil des Umtauschangebots oder nach Vollzug desselben kann die UBS Group entsprechend ihrer Funktion
als Holdinggesellschaft Vereinbarungen mit der UBS oder deren Tochtergesellschaften, oder mit Drittparteien
in Bezug auf die UBS und deren andere Tochtergesellschaften, eingehen. Die UBS und die UBS Group haben
jedoch keine Vereinbarungen mit Drittparteien, einschliesslich mit Organen oder UBS Aktionaren, abge-
schlossen, und werden wahrend des Umtauschangebots auch keine solchen Vereinbarungen abschliessen,
welche die Entscheidfindung der UBS Aktionare bezlglich der Annahme des Umtauschangebots erheblich
beeinflussen kénnten.

Absichten der Aktionare, die mehr als 3% der Stimmrechte halten

Basierend auf der Kenntnis des Verwaltungsrats per Datum dieses Berichts halten die folgenden UBS Aktionare
mehr als 3% der Stimmrechte an der UBS:

—  Am 17. Dezember 2009 meldete BlackRock Inc., New York, der UBS und SIX Swiss Exchange eine Betei-
ligung von 3.45% des gesamten Aktienkapitals der UBS.

—  Am 30. September 2011 meldete Norges Bank (norwegische Zentralbank), Oslo, der UBS und SIX Swiss
Exchange eine Beteiligung von 3.04% des gesamten Aktienkapitals der UBS.

—  Am 23. September 2014 halt Chase Nominees Ltd. London gemass dem Aktienregister der UBS 11.65%
des gesamten Aktienkapitals der UBS.

—  Am 23. September 2014 halt GIC Private Limited, Singapur, gemass dem Aktienregister der UBS 6.39%
des gesamten Aktienkapitals der UBS.

—  Am 23. September 2014 halt DTC (CEDE & Co.), New York, gemass dem Aktienregister der UBS 6.74%
des gesamten Aktienkapitals der UBS.

—  Am 23. September 2014 halt Nortrust Nominees Ltd, London gemass dem Aktienregister der UBS 3.50%
des gesamten Aktienkapitals der UBS.

Der Verwaltungsrat hat keine Kenntnis von den Absichten dieser UBS Aktionare betreffend die Andienung
ihrer UBS Aktien ins Umtauschangebot.

Per 23. September 2014 halt die UBS 90'414'792 UBS Aktien (eigene Aktien), was 2.35% ihres Aktienkapitals
ausmacht.

Dem Verwaltungsrat sind keine anderen UBS Aktiondre bekannt, die mehr als 3% der Stimmrechte an der
UBS halten.

Es ist vorgesehen, dass die UBS gleichzeitig mit der Kapitalerhohung fur den ersten Vollzug des Umtausch-
angebots zum Umtausch der wahrend der Angebotsfrist angedienten UBS Aktien im Wesentlichen alle von ihr
zu diesem Zeitpunkt gehaltenen eigenen UBS Aktien (voraussichtlich ca. 90.5 Millionen UBS Aktien) der UBS
Group im Tausch gegen UBS Group Aktien andienen oder diese einlegen wird (im Umtauschverhaltnis 1:1).
Zusammen mit den bei der Griindung der UBS Group an die UBS ausgegebenen UBS Group Aktien wird die
UBS unmittelbar nach dem Vollzug des Umtauschangebots, ausgehend von einer Annahmequote des
Umtauschangebots von 100%, entsprechend ungefahr 2.4% des Aktienkapitals der UBS Group halten.

37



Abwehrmassnahmen

Der Verwaltungsrat hat gegen das Umtauschangebot der UBS Group keine Abwehrmassnahmen ergriffen
und hat keine entsprechenden Absichten.

Informationen iiber wesentliche Anderungen der finanziellen Lage und der Geschiftsaussichten

Abgesehen davon, was offengelegt wurde in (i) den gepriften Jahresergebnissen 2013 der UBS (publiziert
am 14 Marz 2014), (ii) den ungeprtiften Halbjahresergebnissen per 30. Juni 2014 (publiziert am 29. Juli 2014),
oder (iii) bereits durch die UBS mittels Pressemitteilungen oder anderweitig 6ffentlich kommunizierten Infor-
mationen, haben sich nach Kenntnis des Verwaltungsrats die finanzielle Lage und die Geschéaftsaussichten
der UBS seit den ungepriften Halbjahresergebnissen per 30. Juni 2014 (publiziert am 29. Juli 2014) nicht
wesentlich verdndert. Beide Berichte sind auf der Website der UBS erhaltlich unter: http://www.ubs.com/
global/en/about_ubs/investor_relations/annualreporting/2013.html; und unter: www.ubs.com/investors, und
beide kénnen kostenlos bei UBS Investors Relations bezogen werden kénnen (Telefon: +41 44 234 41 00;
E-Mail: investorrelations@ubs.com; Kontaktformular erhéltlich auf der UBS Webseite: https://www.ubs.com/
global/de/about_ubs/investor_relations/investor_relations_team/contact_investor_relations.html).

ZUrich, 28. September 2014 Der Verwaltungsrat der UBS AG

Axel A. Weber, Prasident

Verfiigungen der Schweizerischen Ubernahmekommission

Am 30. Juni 2014 hat die Schweizerische Ubernahmekommission eine erste Verfligung betreffend ausge-
wahlte Aspekte des Umtauschangebots erlassen und festgehalten:

1. Esist zuldssig, fur das 6ffentliche Umtauschangebot an die Aktiondre von UBS AG eine Bedingung vorzu-
sehen, wonach UBS Group AG am Ende der Angebotsfrist Gber mindestens 90% der ausgegebenen
Aktien der UBS AG verfugt.

2. Der UBS Group AG wird eine Ausnahme von der Pflicht gewahrt, die im Rahmen des Umtauschangebots
angebotenen Aktien von UBS Group AG zu bewerten.

3. UBS AG und UBS Group AG sowie die mit diesen Gesellschaften in gemeinsamer Absprache handelnden
Personen kénnen ab der Veroffentlichung der Voranmeldung (resp. des Angebots) eigene Aktien —
d.h. UBS AG-Aktien und/oder UBS Group AG-Aktien — sowie Finanzinstrumente mit Bezug zu eigenen
Aktien ohne Verletzung des Gleichbehandlungsprinzips, insb. ohne Verletzung der Best Price Rule gemaéss
Art. 10 UEV und ohne Verletzung von Art. 9a Abs. 1 UEV, gegen bar erwerben, sofern die betreffende
Transaktion entweder (i) Uber eine Borse oder borsenahnliche Einrichtung oder (i) auf dem (traditionellen)
OTC-Markt hochstens zu Marktpreisen ausgefiihrt wird, wobei fir eine solche OTC-Transaktion in UBS AG-
Aktien der an der SIX Swiss Exchange im Zeitpunkt der fraglichen Transaktion aktuelle Marktkurs mass-
gebend ist.

4. Diese Verfiigung wird am Tag der Publikation der Voranmeldung respektive des Angebotes auf der
Website der Ubernahmekommission veréffentlicht. UBS Group AG hat das Dispositiv dieser Verfliigung
mit dem Angebotsprospekt zu verdffentlichen.

5.  Die Gebuhr zu Lasten von UBS AG betragt CHF 50'000.

Am 22. August 2014 hat die Schweizerische Ubernahmekommission eine zweite Verfiigung betreffend ausge-
wahlte Aspekte des Umtauschangebots erlassen und festgehalten:
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1. UBS Group AG wird gestattet, fir das 6ffentliche Umtauschangebot an die Aktiondre von UBS AG, im
Falle der Reduzierung der minimalen Andienungsquote von 90% die Angebotsfrist (Hauptfrist) mittels
einer elektronischen Verdffentlichung am ersten Bérsentag nach Ablauf der Angebotsfrist (Hauptfrist)
vor Borsenbeginn um finf bis maximal zehn Borsentage zu verlangern.

2. UBS Group AG wird gestattet, fur das 6ffentliche Umtauschangebot an die Aktiondre von UBS AG die
Nachfrist unmittelbar am Tag der Publikation der Meldung des definitiven Zwischenergebnisses in den
Zeitungen beginnen und fur elf Bérsentage laufen zulassen.

3. Die Gewahrung eines Widerrufrechts zugunsten der Aktionare der UBS AG ist zulassig.

4. Diese Verfigung wird am Tag der Publikation der Voranmeldung respektive des Angebotes auf der
Website der Ubernahmekommission verdffentlicht. UBS Group AG hat das Dispositiv dieser Verfligung
mit dem Angebotsprospekt zu verdffentlichen.

5.  Die Gebuhr zu Lasten von UBS AG betragt CHF 20°000.

Die Schweizerische Ubernahmekommission wird wahrend der Karenzfrist eine dritte Verfligung in Bezug auf
die Ubereinstimmung des Umtauschangebots mit den Schweizerischen gesetzlichen Bestimmungen ber
offentliche Kaufangebote erlassen.

Rechte der Aktionare der UBS
Antrag auf Erhalt der Parteistellung (Art. 57 UEV)

Aktionare, welche im und seit dem Zeitpunkt der Vertffentlichung des Schweizer Angebotsprospekts mindes-
tens 3% der Stimmrechte an der UBS, ob auslbbar oder nicht, halten («Qualifizierter Aktionar» im Sinne
von Art. 56 UEV), erhalten Parteistellung, wenn sie dies bei der Schweizerischen Ubernahmekommission
beantragen. Der Antrag eines Qualifizierten Aktionadrs um Erhalt der Parteistellung muss innerhalb von finf
Borsentagen nach Veréffentlichung des Angebotsinserats in den Zeitungen bei der Schweizerischen Ubernah-
mekommission (Selnaustrasse 30, Postfach, CH-8021 Zurich, E-Mail: counsel@takeover.ch, Fax: +41 (0)58 499
22 91) eingehen. Die Frist beginnt am ersten Bérsentag nach der Veroffentlichung des Angebotsinserats in
den Zeitungen zu laufen (gemass Art. 58 Abs. 1 UEV). Gleichzeitig mit dem Antrag ist der Nachweis der Betei-
ligung des Antragstellers zu erbringen. Die Schweizerische Ubernahmekommission kann jederzeit den Nach-
weis verlangen, dass der Aktionar weiterhin mindestens 3% der Stimmrechte an der UBS, ob ausibbar oder
nicht, halt. Die Parteistellung bleibt auch fur allfallige weitere, im Zusammenhang mit dem Schweizer
Umtauschangebot ergehende Verfligungen der Schweizerischen Ubernahmekommission bestehen, sofern
die Eigenschaft als Qualifizierter Aktionar weiterhin besteht.

Einsprache (Art. 58 UEV)

Ein Qualifizierter Aktionar (Art. 56 UEV) kann gegen die Verfligungen der Schweizerischen Ubernahmekom-
mission vom 30. Juni 2014 und vom 22. August 2014 betreffend das Schweizer Umtauschangebot, welche
von der Schweizerischen Ubernahmekommission erlassen und veréffentlicht werden miissen, Einsprache
erheben. Die Einsprache muss innerhalb von funf Bérsentagen nach Veroéffentlichung der Verfigung der
Schweizerischen Ubernahmekommission bei der Schweizerischen Ubernamekommission (Selnaustrasse 30,
Postfach, CH-8021 Zurich, E-Mail: counsel@takeover.ch, Fax: +41 (0)58 499 22 91) eingereicht werden. Die
Frist beginnt am ersten Bérsentag nach der Veréffentlichung der Verfiigung der Schweizerischen Ubernah-
mekommission zu laufen. Die Einsprache muss einen Antrag und eine summarische Begriindung sowie den
Nachweis der Beteiligung gemass Art. 56 UEV enthalten.
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Durchfiihrung des Umtauschangebots
Information / Anmeldung
Personen, deren UBS Aktien im SIS Settlement System gehalten werden

UBS Aktiondre, die ihre UBS Aktien im SIS Settlement System durch Bérsenmakler oder Verwahrungsstellen,
welche SIS Teilnehmer sind, halten (unabhéngig davon, ob sie als Aktiondre im Aktienregister der UBS einge-
tragen sind), werden durch ihren Bérsenmakler oder ihre Depotbank tber das Verfahren zur Annahme des
Schweizer Umtauschangebots informiert und missen gemass deren Instruktionen verfahren. Alle Andienungen
von UBS Aktien Uber das SIS Settlement System mussen vor der Schweizer Andienungsschlusszeit beim
Schweizer Umtauschagenten eingegangen sein.

Personen, deren UBS Aktien in verbriefter Form gehalten werden (Heimverwahrer) und im Schweizer
Aktienregister eingetragen sind

UBS Aktionare, die ihre UBS Aktien in verbriefter Form halten (Heimverwahrer) und im Schweizer Aktienregister
eingetragen sind, werden direkt durch UBS Shareholder Services Uber das Verfahren zur Annahme des
Schweizer Umtauschangebots informiert, und werden ihre UBS Aktien anzudienen haben, indem sie ein
ordnungsgemass ausgefulltes Annahmeformular, zusammen mit den ihre UBS Aktien reprasentierenden, auf
dem Anmeldeformular angegebenen Aktienzertifikaten, und allfalligen anderen benétigten Dokumenten an
ihre depotfuhrende Bank (sofern sie eine solche haben) oder an UBS Shareholder Services (sofern sie keine
depotfihrende Bank haben) instruktionsgemass vor der Schweizer Andienungsschlusszeit zustellen. Solche
UBS Aktiondre sollten beachten, dass die UBS Group keine UBS Group Aktien in Form von physischen Aktien-
zertifikaten ausgeben wird. Entsprechend werden alle UBS Group Aktien die im Austausch fir gemass diesem
Verfahren angediente UBS Aktien auszugeben sind, buchmassig im SIS Settlement System ausgegeben und
auf ein Depot der entsprechenden depotfiihrenden Bank (und SIS Teilnehmers), oder sonst auf ein von der
UBS unterhaltenes Sammelkonto verbucht.

Personen, deren UBS Aktien im DTC System oder direkt von Computershare gehalten werden

UBS Aktionare, die ihre UBS Aktien im DTC System in einem Depot bei einer Bank oder einem Bérsenmakler
halten, sollten ihren Bérsenmakler, ihren Dealer, ihre Geschaftsbank, ihre Trust-Gesellschaft oder eine andere
Einheit, durch welche sie ihre Aktien halten, instruieren, den DTC-Teilnehmer, welcher ihre UBS Aktien in ihrem
DTC Depot halt, anzuweisen, ihre Aktien Uber die DTC Buchungsbestatigungseinrichtung (ATOP) in das U.S.
Umtauschangebot an den U.S. Umtauschagenten anzudienen, indem sie ihre Aktien auf das DTC Depot des
U.S. Umtauschagenten vor der U.S. Andienungsschlusszeit zustellen, zusammen mit einer Agentenmitteilung,
welche bestatigt, dass der andienende Teilnehmer die Konditionen des Umtauschangebots erhalten hat und
sie als verbindlich anerkennt. Alle Andienungen von UBS Aktien tber die DTC Buchungsbestatigungseinrich-
tung muss der U.S. Umtauschagent vor der U.S. Andienungsschlusszeit erhalten.

UBS Aktionare, die ihre UBS Aktien in Form eines oder mehrerer bei Computershare registrierten Aktien-
zertifikate halten, kénnen ihre UBS Aktien andienen, indem sie ein ordnungsgemass ausgefulltes und unter-
zeichnetes Ubermittlungsschreiben mit allen erforderlichen Unterschriften einer geeigneten Garantieinstitution
an den U.S. Umtauschagenten vor der U.S. Andienungsschlusszeit zustellen, zusammen mit den Aktien-
zertifikaten, welche ihre auf der Vorderseite des Ubermittlungsschreibens spezifizierten UBS Aktien reprasen-
tieren, und allfalligen weiteren bendtigten Dokumenten. Solche UBS Aktionare sollten beachten, dass die UBS
Group keine UBS Group Aktien in der Form von physischen Aktienzertifikaten ausgeben wird. Entsprechend
werden alle im Umtausch gegen in Ubereinstimmung mit diesem Verfahren angediente UBS Aktien auszuge-
benden UBS Group Aktien in unverbriefter Form ausgegeben und direkt bei Computershare registriert.

UBS Aktionare, die ihre UBS Aktien in unverbriefter Form in direkter Registrierung bei Computershare halten,
kénnen ihre UBS Aktien an den U.S. Umtauschagenten vor der U.S. Andienungsschlusszeit andienen, indem
sie ein ordnungsgemaéss ausgefilltes und unterzeichnetes Ubermittlungsschreiben mit allen erforderlichen
Unterschriften einer geeigneten Garantieinstitution und allfalligen weiteren benétigten Dokumenten zustellen.
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Offer Manager

Die UBS Group hat die UBS mit der technischen Durchfiihrung des Schweizer Umtauschangebots beauftragt.
Die UBS ist auch Annahme- und Umtauschstelle fur das Schweizer Umtauschangebot.

Im Rahmen dieses Schweizer Umtauschangebots angediente UBS Aktien

Die UBS Aktien im SIS Settlement System, die im Rahmen des Schweizer Umtauschangebots angedient
werden, erhalten folgende Valorennummer / ISIN zugeteilt:

Separate Handelslinie fir zum Umtausch in UBS Group Aktien angediente UBS Aktien:

Valorennummer: 24.770.431
ISIN: CH0247704312
Widerrufsrecht

Fur wahrend der Angebotsfrist angediente UBS Aktien besteht ein Widerrufsrecht (vgl. Ziffer B.8). Wahrend
der Nachfrist angediente UBS Aktien kdnnen nicht widerrufen werden, ausser ein Widerrufsrecht ist unter
den anwendbaren Gesetzen und Regelungen zwingend vorgesehen.

Handel mit UBS Aktien

Die UBS Aktien werden ab Beginn der Angebotsfrist am 14. Oktober 2014 bis zum Ersten Vollzug (voraus-
sichtlich am 19. November 2014) fur alle wahrend der Angebotsfrist und bis zum Ende der Nachfrist fur alle
wahrend der Nachfrist gultig angedienten UBS Aktien wie folgt an der SIX Swiss Exchange gehandelt:

Ordentliche Handelslinie (nicht angediente UBS Aktien):

Valorennummer: 2.489.948
ISIN: CH0024899483

Separate Handelslinie fur im SIS Settlement System gehaltene und zum Umtausch in UBS Group Aktien ange-
diente UBS Aktien:

Valorennummer: 24.770.431
[SIN: CH0247704312

Die SIX Swiss Exchange hat der Eréffnung einer separaten Handelslinie fur den Handel der im SIS Settlement
System gehaltenen angedienten UBS Aktien ab dem 14. Oktober 2014 (Beginn der Angebotsfrist) zugestimmt.
Diese separate Handelslinie wird voraussichtlich nach Ablauf der Nachfrist eingestellt. Beim Verkauf oder Kauf
von UBS Aktien auf der separaten Handelslinie werden handelstibliche Bérsengebihren und Kommissionen
erhoben. Diese Kosten sind durch die kaufenden und verkaufenden Aktionéare zu tragen.

Die Banken werden ab der Schweizer Andienungsschlusszeit (welche fir den 11. November 2014, 16:00 Uhr
Schweizer Zeit vorgesehen ist) bis zum Ersten Vollzug (der fur den 19. November 2014 vorgesehen ist) keine
Umbuchungen von der ordentlichen auf die separate Handelslinie entgegennehmen bzw. verarbeiten.

Sacheinlagen und damit zusammenhangende Ermachtigungen

Durch die Annahme des vorliegenden Umtauschangebots akzeptieren die UBS Aktionare, dass im Rahmen
der in Ziffer C.4.2 beschriebenen Kapitalerhdhungen durch Sacheinlage der UBS Aktien die UBS als Schweizer
Umtauschagent die Sacheinlage der UBS Aktien in eigenem Namen, aber auf Rechnung der jeweiligen UBS
Aktiondre, die das Umtauschangebot angenommen haben, vornehmen wird. Somit wird von jedem in das
Umtauschangebot andienenden UBS Aktiondr angenommen, dass er die UBS dazu erméchtigt hat, die in
das Umtauschangebot angedienten UBS Aktien in eigenem Namen, aber auf Rechnung der andienenden
Aktiondre, einzulegen und alle anderen erforderlichen oder zweckdienlichen Schritte auf deren Rechnung
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vorzunehmen, um den Umtausch durchzufihren (einschliesslich, ohne Einschrankung, der Anmeldung zur
Eintragung in das Aktienregister der UBS Group in deren Namen, wie in Ziff. D.1.1 oben beschrieben).

Abwicklung des Umtauschangebots

Fur wahrend der Angebotsfrist angediente UBS Aktien erfolgt die Abwicklung voraussichtlich innerhalb von
sechs (6) Borsentagen nach Ablauf der Angebotsfrist und fur alle nach dem Ablauf der Angebotsfrist und vor
Ende der Nachfrist angedienten UBS Aktien erfolgt die Abwicklung voraussichtlich innerhalb von sechs (6)
Borsentagen nach dem Ende der Nachfrist. Die gultig angedienten UBS Aktien werden in UBS Group Aktien
umgetauscht.

Dividendenberechtigung

Die von der UBS Group im Rahmen des Umtauschangebots auszugebenden Namenaktien werden ab ihrer
Ausgabe dividendenberechtigt sein und dasselbe Recht auf Dividenden wie die bestehenden Namenaktien
der UBS Group gewahren.

Kostenregelung und Abgaben

Der Umtausch von angedienten UBS Aktien, welche im SIS Settlement System Uber Banken in der Schweiz
oder durch DTC gehalten werden, erfolgt im Rahmen dieses Schweizer Umtauschangebots ohne Spesen und
Abgaben.

Steuerfolgen

Die nachfolgenden Ausfiihrungen stellen eine Zusammenfassung der Schweizerischen Steuerfolgen fir die
UBS Aktiondre mit steuerlicher Ansassigkeit in der Schweiz im Zusammenhang mit dem vorliegenden
Umtauschangebot, der Kraftloserkldrung nach BEHG, einer Squeeze-out-Fusion sowie dem Eigentum und
dem Verkauf der UBS Group Aktien dar. Die Zusammenfassung basiert auf den heute in der Schweiz geltenden
Steuergesetzen, Ausfiihrungsbestimmungen und der Verwaltungspraxis, welche jederzeit einer Anderung
unterliegen kdnnen (oder anders ausgelegt werden), mitunter auch mit rickwirkendem Effekt.

Allen UBS Aktionaren wird ausdricklich empfohlen, einen eigenen Steuerberater hinsichtlich der fur sie
geltenden schweizerischen und gegebenenfalls auslandischen steuerlichen Auswirkungen in Bezug auf das
vorliegende Umtauschangebot, dem Eigentum sowie dem Verkauf von UBS Group Aktien zu konsultieren.
Steuerliche Erwagungen im Zusammenhang mit dem Umtauschangebot

Allgemeine Bemerkungen

Das Umtauschangebot und die Kraftloserklarung nach BEHG wurden der zustdndigen Schweizer Steuer-
behorde offengelegt, welche ihrerseits bestatigt hat, dass die Transaktion im Rahmen des Umtauschangebots
und der Kraftloserklarung nach BEHG flr Schweizer Steuerzwecke als steuerneutraler Vorgang qualifiziert.
Im Rahmen des Umtauschangebots

Einkommenssteuer

Wie von den Schweizer Steuerbehérden bestatigt, fuhrt der Umtausch von UBS Aktien in UBS Group Aktien
im Rahmen des Umtauschangebots flr in der Schweiz ansassige Aktionare, welche die Aktien im Privatvermégen
halten, weder auf Stufe Bund, Kanton noch Gemeinde zu Einkommenssteuerfolgen.

Der Umtausch von UBS Aktien in UBS Group Aktien im Rahmen des Umtauschangebots fihrt, wie von den

Schweizer Steuerbehoérden bestatigt, weder auf Stufe Bund, Kanton noch Gemeinde zu Einkommenssteuer-
folgen fUr in der Schweiz ansassige Aktionare, welche die UBS Aktien im Geschéaftsvermdgen halten oder als
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gewerbsmassige Wertschriftenhdndler qualifizieren sowie flr nicht in der Schweiz ansdssige naturliche
Personen, welche UBS Group Aktien als Teil einer Schweizer Betriebsstatte oder festen Geschaftseinrichtung
halten, sofern in der Buchhaltung die UBS Group Aktien den (steuerlich relevanten) Buchwert der UBS Aktien
Ubernehmen.

Gewinnsteuer

Wie von den Schweizer Steuerbehérden bestatigt, fuhrt der Umtausch von UBS Aktien in UBS Group Aktien
im Rahmen des Umtauschangebots fur Anteilsinhaber, welche in der Schweiz anséssige juristische Personen
sind sowie fur nicht in der Schweiz ansassige juristische Personen, welche UBS Group Aktien als Teil einer
Schweizer Betriebsstatte oder festen Geschéaftseinrichtung halten, auf Stufe Bund, Kanton und Gemeinde zu
keinen Gewinnsteuerfolgen, sofern in der Buchhaltung die UBS Group Aktien den (steuerlich relevanten) Buch-
wert der UBS Aktien Gbernehmen.

Schweizer Verrechnungssteuer

Wie von den Schweizer Steuerbehérden bestatigt, unterliegt der Umtausch von UBS Aktien in UBS Group
Aktien im Rahmen des Umtauschangebots nicht der Schweizer Verrechnungssteuer.

Stempelabgaben

Wie von den Schweizer Steuerbehdrden bestatigt, ist der Umtausch von UBS Aktien in UBS Group Aktien im
Rahmen des Umtauschangebots von der schweizerischen Emissionsabgabe und Umsatzabgabe ausge-
nommen.

Im Rahmen der Kraftloserkldrung nach Art. 33 BEHG
Einkommenssteuer

Wie von den Schweizer Steuerbehérden bestatigt, handelt es sich bei der Entschadigung fir die Kraftlos-
erklarung der Aktien an der UBS nach BEHG fur diejenigen Aktionare, welche ihre Aktien im Privatvermogen
halten, um einen steuerneutralen Vorgang.

Fur diejenigen Aktionare, welche ihre Aktien im Geschaftsvermégen halten oder welche als gewerbsmassige
Wertschriftenhandler qualifizieren sowie fur nicht in der Schweiz ansassige naturliche Personen, welche UBS
Group Aktien als Teil einer Schweizer Betriebsstatte oder festen Geschaftseinrichtung halten, stellt eine
Entschadigung in bar steuerbares Einkommen (oder einen Verlust) dar. Eine Entschadigung in UBS Group
Aktien ist steuerneutral, sofern in der Buchhaltung die UBS Group Aktien den (steuerlich relevanten) Buchwert
der UBS Aktien Ubernehmen.

Gewinnsteuer

FUr Anteilsinhaber, welche in der Schweiz ansassige juristische Personen sind sowie fir nicht in der Schweiz
ansassige juristische Personen, welche UBS Group Aktien als Teil einer Schweizer Betriebsstatte oder festen
Geschaftseinrichtung halten, stellt eine Entschadigung in bar einen steuerbaren Gewinn (oder Verlust) dar.
Eine Entschadigung in UBS Group Aktien ist steuerneutral, sofern in der Buchhaltung die UBS Group Aktien
den (steuerlich relevanten) Buchwert der UBS Aktien Gbernehmen.

Schweizer Verrechnungssteuer

Wie von den Schweizer Steuerbehorden bestatigt, resultiert aus der Kraftloserklarung von UBS Aktien nach
BEHG keine Schweizer Verrechnungssteuer.

Stempelabgaben
Die Kapitalerhdhung im Rahmen der Kraftloserklarung von Aktien der UBS nach BEHG ist gemass Bestatigung
der Schweizer Steuerbehorden von der Emissionsabgabe ausgenommen. Die Ubertragung von UBS Aktien

und UBS Group Aktien im Rahmen der Kraftloserklarung von UBS Aktien ist von der Umsatzabgabe ebenfalls
ausgenommen.
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Im Rahmen einer Squeeze-out-Fusion
Einkommenssteuer

Fur die das Umtauschangebot nicht annehmenden Aktionare der UBS, welche in der Schweiz ansassige Steuer-
pflichtige sind, kann der Umtausch von UBS Aktien in UBS Group Aktien aufgrund einer Kraftloserkldrung
der Aktien im Rahmen einer Squeeze-out-Fusion, abhangig von der Ausgestaltung einer solchen Fusion,
Einkommenssteuerfolgen auf Stufe Bund, Kanton und Gemeinde auslésen.

Der Umtausch von UBS Aktien in UBS Group Aktien im Rahmen einer Squeeze-out-Fusion unterliegt fir in
der Schweiz ansassige Anteilsinhaber, welche die UBS Aktien im Geschaftsvermdgen halten oder als gewerbs-
massiger Wertschriftenhandler qualifizieren sowie fur nicht in der Schweiz ansassige natirliche Personen,
welche UBS Group Aktien als Teil einer Schweizer Betriebsstatte oder festen Geschéaftseinrichtung halten, nicht
der Einkommenssteuer auf Stufe Bund, Kanton und Gemeinde, sofern in der Buchhaltung die UBS Group
Aktien den (steuerlich relevanten) Buchwert der UBS Aktien Gbernehmen.

Gewinnsteuer

Der Umtausch von UBS Aktien in UBS Group Aktien im Rahmen einer Squeeze-out-Fusion fuhrt flr Anteils-
inhaber, welche in der Schweiz ansassige juristische Personen sind sowie fir nicht in der Schweiz ansassige
juristische Personen, welche UBS Group Aktien als Teil einer Schweizer Betriebsstatte oder festen Geschafts-
einrichtung halten, auf Stufe Bund, Kanton und Gemeinde zu keinen Gewinnsteuerfolgen, sofern in der Buch-
haltung die UBS Group Aktien den (steuerlich relevanten) Buchwert der UBS Aktien Gbernehmen.

Schweizer Verrechnungssteuer

Die Entschadigung fir die Kraftloserkldrung von Aktien im Rahmen einer Squeeze-out-Fusion kann, abhadngig
von der Ausgestaltung einer solchen Fusion, die Schweizer Verrechnungssteuer auslésen.

Stempelabgaben
Eine Squeeze-out-Fusion ist von der Emissionsabgabe und von der Umsatzabgabe ausgenommen.

Steuerrechtliche Erwéagungen in Bezug auf in der Schweiz ansédssige Aktionédre, die UBS Group
Aktien im Eigentum halten und Dividenden aus UBS Group Aktien erhalten

Schweizer Vlerrechnungssteuer

Dividenden- und ahnliche Geld- oder Sachausschiittungen aus dem Gewinn und den Reserven der UBS Group,
die nicht Kapitaleinlagereserven (im Umfang, wie diese von der Eidgendssischen Steuerverwaltung anerkannt
wurden) darstellen, inklusive Gber den Nennwert des Aktienkapitals hinausgehende Ausschiittungen von
Liquidationserldsen, unterliegen einer zur Zeit geltenden 35%igen Schweizer Verrechnungssteuer.

Dividendenausschittungen, die der Schweizer Verrechnungssteuer unterliegen, dirfen von der UBS Group
nur zu 65% des Bruttobetrages einer Dividende oder einer dhnlichen Ausschittung an die Inhaber von UBS
Group Aktien ausbezahlt werden. 35% des Bruttobetrages einer solchen Dividende oder dhnlichen Ausschit-
tung muss der Eidgendssischen Steuerverwaltung abgeliefert werden. Der Ruckkauf von UBS Group Aktien
durch UBS Group kann unter bestimmten Umstdnden (insbesondere, wenn die UBS Group Aktien zum Zwecke
der nachtraglichen Vernichtung zurlickgekauft werden) fur die Zwecke der Schweizer Verrechnungssteuer als
Teilliquidation qualifiziert werden, mit der Folge, dass eine zur Zeit geltende 35%ige Schweizer Verrechnungs-
steuer auf der Differenz zwischen dem Ruckkaufpreis und dem Nennwert inklusive anteiliger Kapitaleinlage-
reserven der zurlckgekauften UBS Group Aktien zu entrichten ist.

In der Schweiz ansassige, wirtschaftlich Berechtigte von steuerbaren Dividenden und &hnlichen Ausschiit-
tungen von UBS Group Aktien sind zur vollstandigen nachtraglichen Ruckerstattung der Schweizer Verrech-
nungssteuer berechtigt, entweder mittels vollstandiger Steuerrlickerstattung oder mittels Steueranrechnung
auf ihre Einkommenssteuerpflicht, sofern sie das Einkommen in ihrer Steuererkldrung oder in ihrer fir die
Steuern massgebenden Jahresrechnung ordnungsgemass deklarieren und soweit es sich nicht um einen Fall
von Steuerumgehung handelt.
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In der Schweiz nicht ansassige, wirtschaftlich Berechtigte von steuerbaren Dividenden und dhnlichen Ausschit-
tungen von UBS Group Aktien sind nach Massgabe von anwendbaren Doppelbesteuerungsabkommen berechtigt,
die Verrechnungssteuer ganz oder teilweise zurlick zu fordern.

Dividenden und dhnliche Ausschittungen aus Kapitaleinlagereserven sowie die Riickzahlung des Nennwertes
des Aktienkapitals der UBS Group unterliegen nicht der Schweizer Verrechnungssteuer. Unter dem anwend-
baren Kapitaleinlageprinzip ist die Rickzahlung von durch Aktiondre getatigten Kapitaleinlagen von der
Schweizer Verrechnungssteuer ausgenommen, sofern solche Kapitaleinlagen nach dem 31. Dezember 1996
geleistet und der Eidgendssischen Steuerverwaltung gemeldet sowie von dieser genehmigt wurden. In diesem
Zusammenhang hat die Eidgendssische Steuerverwaltung ein Kreisschreiben tber die Anwendbarkeit des
Kapitaleinlageprinzips erlassen (Kreisschreiben der Eidgendssischen Steuerverwaltung Nr. 29 vom 9 Dezember
2010, Kapitaleinlageprinzip). Es liegt im Ermessen der Aktiondre der UBS Group zu entscheiden (anlasslich
einer Generalversammlung), ob Dividenden aus Kapitaleinlagereserven, welche von der Schweizer Verrech-
nungssteuer ausgenommen sind, und/oder aus Gewinn/einbehaltenem Gewinn/nicht qualifizierenden Reserven,
welche der Schweizer Verrechnungssteuer unterliegen, ausgeschittet werden sollen. Sobald die Summe der
Ausschittungen die Kapitaleinlagereserven Ubersteigt, unterliegen jegliche von der UBS Group beschlossenen
Ausschittungen der Schweizer Verrechnungssteuer. Werden in Zukunft zusatzliche UBS Group Aktien ausge-
geben, erhoht sich der Betrag der Ausschiittungen, welche ohne Schweizer Verrechnungssteuerfolgen vorge-
nommen werden kénnen, im Umfang des gesamten nominellen Aktienkapitals und des einbezahlten Agios
der neu ausgegeben Aktien.

Schweizer Einkommens- und Gewinnsteuer auf Stufe Bund, Kanton und Gemeinde
Einkommenssteuer

Eine in der Schweiz fur Steuerzwecke ansassige natdrliche Person, welche UBS Group Aktien in ihrem Privat-
vermogen halt und von der UBS Group Dividenden oder ahnliche Ausschiittungen erhalt (inklusive Liquidations-
erlose, welche das nominelle Aktienkapital sowie die Kapitaleinlagereserven Ubersteigen), muss diese Ausschit-
tungen in ihrer persénlichen Steuererklarung deklarieren und unterliegt auf Stufe Bund, Kanton und Gemeinde
fur das steuerbare Nettoeinkommen in der relevanten Steuerperiode der Einkommenssteuer. Hingegen unter-
liegen Dividenden und ahnliche Ausschittungen, welche aus Kapitaleinlagereserven und der Rickzahlung
von nominellem Aktienkapital stammen, nicht der Einkommenssteuer auf Stufe Bund, Kanton und Gemeinde.

In der Schweiz ansassige natirliche Personen, welche UBS Group Aktien in ihrem Geschaftsvermdgen halten
oder als gewerbsmassige Wertschriftenhandler qualifizieren sowie nicht in der Schweiz ansassige naturliche
Personen, welche UBS Group Aktien als Teil einer Schweizer Betriebsstatte oder festen Geschaftseinrichtung
in der Schweiz halten, sind verpflichtet, alle auf UBS Group Aktien erhaltenen steuerbaren Ausschittungen
in ihrer Erfolgsrechnung zu erfassen und unterliegen fur das steuerbare Nettoeinkommen in der relevanten
Steuerperiode auf Stufe Bund, Kanton und Gemeinde der Einkommenssteuer.

Gewinnsteuer

Nicht in der Schweiz ansassige juristische Personen, welche UBS Group Aktien als Teil einer Schweizer Betriebs-
statte halten, oder in der Schweiz ansassige juristische Personen sind verpflichtet, alle aus UBS Group Aktien
erhaltenen steuerbaren Ausschittungen in ihrer fir Gewinnsteuerzwecke relevanten Erfolgsrechnung zu
erfassen und unterliegen fr den steuerbaren Nettogewinn in dieser Periode der Gewinnsteuer auf Stufe Bund,
Kanton und Gemeinde. Eine Schweizer Kapitalgesellschaft oder Genossenschaft oder eine nicht in der Schweiz
ansassige Kapitalgesellschaft oder Genossenschaft, welche die UBS Group Aktien als Teil einer Schweizer
Betriebsstatte halt, kann unter gewissen Umstanden vom Beteiligungsabzug profitieren, vorausgesetzt, dass
diese UBS Group Aktien im Zeitpunkt der Ausschiittung mindestens 10% am Aktienkapital oder 10% am
Gewinn und den Reserven betragen beziehungsweise einen Verkehrswert von mindestens einer Million
Franken aufweisen.

Gewinnsteuer fdr nicht in der Schweiz ansassige juristische Personen
Ein fUr Steuerzwecke nicht in der Schweiz ansassiger Aktionar von UBS Group Aktien unterliegt fir Dividenden
und ahnliche Ausschittungen auf UBS Group Aktien nicht der Schweizer Gewinnsteuer, sofern die UBS Group

Aktien nicht einer von ihm unterhaltenen Schweizer Betriebsstatte oder festen Geschéaftseinrichtung zuge-
wiesen werden kénnen.
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Vermégens- und Kapitalsteuer

Eine natUrliche Person, welche nicht in der Schweiz ansassig ist und die UBS Group Aktien als Teil einer
Schweizer Betriebsstatte oder festen Geschaftseinrichtung halt, oder eine fir Steuerzwecke in der Schweiz
ansassige natdrliche Person ist verpflichtet, die UBS Group Aktien in ihrem Vermogen zu erfassen, welches
auf Stufe Kanton und Gemeinde der Vermogenssteuer unterliegt. Keine Vermdgenssteuer wird auf Bundes-
ebene erhoben.

In der Schweiz ansassige juristische Personen und nicht in der Schweiz ansassige juristische Personen mit einer
Betriebsstatte in der Schweiz unterliegen auf Stufe Kanton und Gemeinde der Kapitalsteuer. Die Kapitalsteuer
wird im Kanton und der Gemeinde auf dem steuerbaren Eigenkapital der juristischen Personen erhoben. Der
Erwerb von UBS Group Aktien sollte keinen Einfluss auf das Eigenkapital der juristischen Person und daher
keinen oder nur einen geringfigigen Einfluss auf die Kapitalsteuerbelastung haben. Keine Kapitalsteuer wird
auf Bundesebene erhoben.

Steuern auf Kapitalgewinnen beim Verkauf von UBS Group Aktien

Nattirliche Personen

FUr Steuerzwecke in der Schweiz ansassige natlrliche Personen, welche UBS Group Aktien im Privatvermdgen
halten, sind fur die im Rahmen eines Verkaufs oder anderer Verausserung erzielten Kapitalgewinne auf Stufe
Bund, Kanton und Gemeinde von der Besteuerung ausgenommen, sofern diese nattrlichen Personen fur
Einkommenssteuerzwecke nicht als gewerbsmassige Wertschriftenhandler qualifizieren. Unter bestimmten
Voraussetzungen kénnen Aktienverkaufserlose einer Privatperson als steuerbare Vermogensertrage quali-
fizieren. Sofern die im Rahmen eines Aktienriickkaufs durch die UBS Group erworbenen UBS Group Aktien
nicht innerhalb von sechs Jahren wieder veraussert werden oder die UBS Group Aktien fur die Zwecke einer
Kapitalherabsetzung erworben werden, stellt der Teil des Rickkaufpreises, welcher den Nennwert und die
anteiligen Kapitaleinlagereserven Ubersteigt, einen steuerbaren Vermogensertrag dar.

Durch eine natirliche Person erzielte Kapitalgewinne auf im Geschéftsvermdgen gehaltenen UBS Group Aktien
unterliegen der Einkommenssteuer und den Sozialversicherungsabgaben. Durch eine fur Einkommenssteuer-
zwecke als gewerbsmassiger Wertschriftenhandler qualifizierende naturliche Person erzielte Kapitalgewinne
unterliegen der Einkommenssteuer und den Sozialversicherungsabgaben.

Juristische Personen

Durch Verkauf oder anderweitige Verausserung von UBS Group Aktien erzielte Kapitalgewinne durch in der
Schweiz fur Steuerzwecke ansassige juristische Personen oder durch ausléndische juristische Personen, welche
UBS Group Aktien als Teil einer Schweizer Betriebsstatte halten, unterliegen der ordentlichen Gewinnbesteue-
rung. Eine Schweizer Kapitalgesellschaft oder Genossenschaft oder eine nicht in der Schweiz anséssige Kapital-
gesellschaft oder Genossenschaft, welche die UBS Group Aktien als Teil einer Schweizer Betriebsstatte halt,
kann unter gewissen Umstanden fur im Rahmen der Verdusserung von UBS Group Aktien erzielte Kapital-
gewinne vom Beteiligungsabzug profitieren, vorausgesetzt, dass diese UBS Group Aktien wahrend mindestens
eines Jahres im Besitz der verdussernden Kapitalgesellschaft oder Genossenschaft war und dass die verdusserte
Beteiligung mindestens 10% des Aktienkapitals beziehungsweise 10% des Gewinns und der Reserven betragt.
Folgeverausserungen kénnen weniger als 10% des Aktienkapitals betragen und fur den Beteiligungsabzug
qualifizieren, wenn die Beteiligungsrechte am Ende des Steuerjahres vor dem Verkauf einen Verkehrswert von
mindestens einer Million Franken hatten.

Schenkungs- und Erbschaftssteuer

Die unentgeltliche Ubertragung von UBS Group Aktien kann auf Stufe Kanton und/oder Gemeinde zu
Schenkungs- oder Erbschaftssteuerfolgen fuihren, sofern der Schenker oder der Verstorbene fur Steuerzwecke
in einem Kanton ansassig ist bzw. war, der solche Steuern erhebt.

Stempelabgaben auf der Ausgabe und der Ubertragung von UBS Group Aktien

Die nachfolgende entgeltliche Ubertragung von UBS Group Aktien kann der Umsatzabgabe zum gegen-
wartigen Satz von 0.15% unterliegen, wenn eine solche Ubertragung unter Mitwirkung einer Schweizer oder

Liechtensteinischen Bank oder eines Effektenhandlers, wie im Bundesgesetz Uber die Stempelabgaben
definiert, erfolgt.
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Dekotierung der UBS Aktien / Squeeze-out

FUr den Fall, dass das Umtauschangebot zustande kommt, beabsichtigt die UBS Group so bald wie méglich
nach dem Vollzug des Umtauschangebots die Dekotierung der UBS Aktien von der SIX Swiss Exchange und
der NYSE einzuleiten.

Sofern die UBS Group im Rahmen des Umtauschangebots oder innert drei Monaten nach Ablauf der Nachfrist
mehr als 98% aller ausgegebenen UBS Aktien erwirbt, wird die UBS Group beim zustandigen Schweizer
Gericht ein Gesuch um Kraftloserklarung der UBS Aktien der verbleibenden UBS Minderheitsaktionare gemass
Art. 33 BEHG stellen.

Sofern die UBS Group im selben Zeitraum oder spater mindestens 90%, aber nicht mehr als 98% aller ausge-
gebenen UBS Aktien erwirbt, beabsichtigt die UBS Group, eine Squeeze-out-Fusion durchzuflhren, gemass
welcher die UBS in eine Fusions-Tochtergesellschaft der UBS Group fusioniert wirde, welche die Transaktion
Uberleben wirde. Die UBS Group beabsichtigt zurzeit, dass die Abfindung im Rahmen der Squeeze-out-Fusion
ausschliesslich aus UBS Group Aktien bestehen wird.

Anwendbares Recht / Gerichtsstand

Das Schweizer Umtauschangebot und samtliche daraus resultierenden Rechte und Pflichten unterstehen
schweizerischem Recht. Ausschliesslicher Gerichtsstand ist die Stadt Zdrich (Zarich 1).

Indikativer Zeitplan des Schweizer Umtauschangebots

29. September 2014 Publikation des Schweizer Angebotsprospekts
30. September 2014 Beginn der Karenzfrist

13. Oktober 2014 Ende der Karenzfrist

14. Oktober 2014 Beginn der Angebotsfrist

Er6ffnung der separaten Handelslinie an der SIX Swiss Exchange fiir ange-
diente UBS Aktien

28. Oktober 2014 Ver6ffentlichung der Q3 Resultate

11. November 2014 Ende der Angebotsfrist?@

12. November 2014 Meldung des provisorischen Zwischenergebnisses
(via elektronische Medien)®@

17. November 2014 Meldung des definitiven Zwischenergebnisses (via elektronische Medien
und Printmedien)®

17. November 2014 Beginn der Nachfrist®

17. November 2014 Ausserordentliche Generalversammlung der UBS Group zur Beschlussfas-

sung Uber die Kapitalerhohung®

Einlage der UBS Aktien in die UBS Group und ordentliche Kapitalerhéhung
der UBS Group / Schaffung von genehmigtem Kapital®

19. November 2014 Erster Vollzug: Lieferung der UBS Group Aktien fur die wahrend der Ange-
botsfrist angedienten UBS Aktien®

19. November 2014 Kotierung und erster Handelstag der UBS Group Aktien an der SIX Swiss
Exchange und Anpassung der SIX Indizes®

Kotierung und erster Handelstag der UBS Group Aktien an der NYSE®
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1. Dezember 2014 Ende der Nachfrist?®

Einstellung des Handels auf der separaten Handelslinie fir angediente UBS

Aktien®@
2. Dezember 2014 Meldung des provisorischen Endergebnisses (via elektronische Medien)?
5. Dezember 2014 Meldung des definitiven Endergebnisses (via elektronische Medien und

Printmedien)®@

5. Dezember 2014 Kapitalerhdhung durch Sacheinlage der wahrend der Nachfrist ange-
dienten UBS Aktien und Ausgabe neuer UBS Group Aktien aus geneh-
migtem Kapital®

9. Dezember 2014 Zweiter Vollzug: Lieferung der UBS Group Aktien fir die wahrend der
Nachfrist angedienten UBS Aktien®

9. Dezember 2014 Kotierung der beim Zweiten Vollzug neu ausgegebenen UBS Group
Aktien®@

() Die Frist fur die Andienung von UBS Aktien, welche Gber das SIS Settlement System gehalten werden oder verbrieft und im Schweizer
Aktienregister eingetragen sind, ist 16:00 Uhr Schweizer Zeit am Ablaufdatum. Die Frist fur die Andienung von UBS Aktien, welche in
DTC oder direkt bei Computershare gehalten werden, ist 17:00 Uhr New Yorker Zeit am Ablaufdatum.

@ Die UBS Group behalt sich das Recht vor, die Angebotsfrist nach Massgabe von Ziffer B.5 dieses Schweizer Angebotsprospekts ein-
oder mehrmals zu verlangern. Der Zeitplan wird diesfalls entsprechend angepasst. Eine Verldngerung der Angebotsfrist tiber 40 Bérsentage
hinaus ist nur mit Zustimmung der Schweizerischen Ubernahmekommission méglich.

) Die Frist fur die Andienung von UBS Aktien, welche tber das SIS Settlement System gehalten werden oder verbrieft und im Schweizer
Aktienregister eingetragen sind, ist 16:00 Uhr Schweizer Zeit am Ablaufdatum der Nachfrist. Die Frist fir die Andienung von UBS Aktien,
welche in DTC oder direkt bei Computershare gehalten werden, ist 17:00 Uhr New Yorker Zeit am Ablaufdatum der Nachfrist.

Veroffentlichung

Das Angebotsinserat sowie alle Gbrigen Publikationen betreffend das Schweizer Umtauschangebot werden —
soweit rechtlich vorgeschrieben — in der Neuen Zircher Zeitung in deutscher Sprache sowie in der Le Temps
in franzosischer Sprache veroffentlicht. Ebenfalls werden sie Bloomberg und Reuters zugestellt.

Dieser Schweizer Angebotsprospekt (in Deutsch, Franzésisch und Englisch) kann rasch und kostenlos bei der
UBS AG, Prospectus Library, Postfach, CH-8098 Zurich (Tel.: +41 (0)44 239 47 03, Fax: +41 (0)44 239 69 14,
E-Mail: swiss-prospectus@ubs.com) angefordert werden. Dieser Schweizer Angebotsprospekt ist ferner
abrufbar unter www.ubs.com/exchangeoffer.
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Anhang: Finanzinformationen

1

Konzernrechnung

1.1 Finanzberichterstattung der Gruppe

Die UBS Group ist zurzeit eine Tochtergesellschaft der UBS und halt keine Tochtergesellschaften. Entsprechend
ist sie zurzeit nicht verpflichtet, einen konsolidierten Jahresabschluss zu erstellen. Allerdings wird die UBS
Group, sofern das Umtauschangebot zustande kommt, die Holdinggesellschaft der Gruppe und wird den
konsolidierten Jahresabschluss der Gruppe erstellen.

Der konsolidierte Jahresabschluss der Gruppe wird nach dem Vollzug des Umtauschangebots weiterhin gemass
IFRS erstellt. Fir Rechnungslegungszwecke wird der Umtausch von UBS Aktien gegen UBS Group Aktien
keinen Unternehmenszusammenschluss unter IFRS 3 «Unternehmenszusammenschlisse» zur Folge haben.
Vielmehr wird aus dem Umtauschangebot eine Reorganisation resultieren, welche keine Anderungen der
Substanz der Rechnungslegung des berichtenden Unternehmens zur Folge hat. Nach dem Vollzug des
Umtauschangebots wird es keine Auswirkungen auf die in der Konzernrechnung der Gruppe enthaltenen
Buchwerte der Aktiven, Passiven und des Gesamteigenkapitals geben. Das Umtauschangebot kann aufgrund
der Bilanzierung von nicht-kontrollierenden Anteilen (in Bezug auf vor dem Squeeze-out nicht angediente
UBS Aktien) eine Umbuchung innerhalb des Eigenkapitals und mit Vorzugsschuldverschreibungen zusammen-
hangende Umbuchungen innerhalb des Eigenkapitals zur Folge haben.
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1.2 Konsolidierter Jahresabschluss der UBS per 31. Dezember 2013, inklusive Revisionsbericht

Die folgenden Seiten enthalten einen Auszug aus dem «Annual Report 2013» der UBS (Seiten 345-505). Die
im «Annual Report 2013» enthaltenen Informationen reflektieren die Situation der Gruppe und den zur Zeit
der Erstellung verfigbaren Informationsstand und es kann keine Bestdtigung gegeben werden, dass die darin
enthaltenen Infomationen auf dem aktuellen Stand sind. Weitere Informationen betreffend die Gruppe,
einschliesslich Risiko und Investmentiberlegungen, kénnen in den &ffentlich zuganglichen und dem jeweiligen
Stand entsprechenden Offenlegungen der UBS gefunden werden (einschliesslich, Jahresberichte, Zwischen-
berichte, ad-hoc Informationen und andere Offenlegungen wie beispielsweise der EU Prospekt und andere
Prospekte jeglicher Art).
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Management'’s report on internal control
over financial reporting

Management's responsibility for internal control

over financial reporting

The Board of Directors and management of UBS AG (UBS) are

responsible for establishing and maintaining adequate internal

control over financial reporting. UBS’s internal control over finan-
cial reporting is designed to provide reasonable assurance regard-
ing the preparation and fair presentation of published financial
statements in accordance with International Financial Reporting

Standards (IFRS) as issued by the International Accounting Stan-

dards Board.

UBS’s internal control over financial reporting includes those
policies and procedures that:

— pertain to the maintenance of records that, in reasonable de-
tail, accurately and fairly reflect transactions and dispositions
of assets;

— provide reasonable assurance that transactions are recorded as
necessary to permit preparation and fair presentation of finan-
cial statements, and that receipts and expenditures of the com-
pany are being made only in accordance with authorizations of
UBS management and

— provide reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use or disposition of
the company’s assets that could have a material effect on the
financial statements.

Because of its inherent limitations, internal control over finan-
cial reporting may not prevent or detect misstatements. Also, pro-
jections of any evaluation of effectiveness to future periods are
subject to the risk that controls may become inadequate because
of changes in conditions, or that the degree of compliance with
the policies or procedures may deteriorate.

Management’s assessment of internal control

over financial reporting as of 31 December 2013

UBS management has assessed the effectiveness of UBS's internal
control over financial reporting as of 31 December 2013 based on
the criteria set forth by the Committee of Sponsoring Organiza-
tions of the Treadway Commission (COSO) in Internal Control
Integrated Framework (1992 Framework). Based on this assess-
ment, management believes that, as of 31 December 2013, UBS's
internal control over financial reporting was effective.

The effectiveness of UBS’s internal control over financial re-
porting as of 31 December 2013 has been audited by Ernst &
Young Ltd, UBS's independent registered public accounting
firm, as stated in their report appearing on pages 346 to 347,
which expressed an unqualified opinion on the effectiveness of
UBS’s internal control over financial reporting as of 31 Decem-
ber 2013.
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Ernst & Young Ltd
Aeschengraben 9
P.0. Box

Building a better CH-4002 Basel

working world
Phone +41 58 286 86 86
Fax +41 58 286 86 00
www.ey.com/ch

To the General Meeting of
UBS AG, Zurich and Basel

Basel, 6 March 2014

Report of independent registered public accounting firm on
internal control over financial reporting

We have audited the internal control over financial reporting of UBS AG and its subsidiaries as of 31
December 2013, based on criteria established in Internal Control-Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (1992 Framework) (the COSO
criteria). UBS AG's management is responsible for maintaining effective internal control over financial
reporting, and for its assessment of the effectiveness of internal control over financiai reporting
included in Management's Report on Internal Control Over Financial Reporting on page 345.

Our responsibility is to express an opinion on the Company's internal control over financial reporting
based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether effective internal control over financial reporting was maintained
in all material respects. Our audit included obtaining an understanding of internal control over
financial reporting, assessing the risk that a material weakness exists, testing and evaluating the
design and operating effectiveness of internal control based on the assessed risk, and performing
such other procedures as we considered necessary in the circumstances. We believe that our audit
provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements
for external purposes in accordance with generally accepted accounting principles. A company's
internat control over financial reporting includes those policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company's assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to
the risk that controls may become inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate.
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In our opinion, UBS AG and its subsidiaries maintained, in all material respects, effective internal
control over financial reporting as of 31 December 2013, based on the COSO criteria.

We also have audited, in accordance with Swiss law, Swiss Auditing Standards, International
Standards on Auditing and the standards of the Public Company Accounting Oversight Board (United
States), the consolidated balance sheets of UBS AG and its subsidiaries as of 31 December 2013 and
2012, and the related consolidated income statements and consolidated statements of
comprehensive income, changes in equity and cash flows and notes thereto for each of the three
years in the period ended 31 December 2013, of UBS AG and our report dated 6 March 2014
expresses an unqualified opinion thereon.

Ernst & Young Ltd

Pt T

Jonathan Bourne Troy J. Butner
Licensed Audit Expert Certified Public Accountant (U.S.)
(Auditor in Charge)
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Ernst & Young Ltd
Aeschengraben 9
P.0. Box

Building a better CH-4002 Basel

working world
Phone +41 58 286 86 86
Fax +41 58 286 86 00
www.ey.com/ch

To the General Meeting of
UBS AG, Zurich and Basel

Basel, 6 March 2014

Report of the statutory auditor and the independent registered public accounting firm on
the consolidated financial statements

As statutory auditor, we have audited the consolidated financial statements of UBS AG and its
subsidiaries which are comprised of the consolidated balance sheets as of 31 December 2013 and
2012, and the related consolidated income statements and consolidated statements of
comprehensive income, changes in equity and cash flows, and notes thereto, for each of the three
years in the period ended 31 December 2013 on pages 350 to 505.

Board of Directors’ responsibility

The Board of Directors is responsible for the preparation and fair presentation of the consolidated
financial statements in accordance with International Financial Reporting Standards (IFRS), as issued
by the International Accounting Standards Board, and the requirements of Swiss law. This
responsibility includes designing, implementing and maintaining an internal control system relevant to
the preparation and fair presentation of consolidated financial statements that are free from material
misstatement, whether due to fraud or error. The Board of Directors is further responsible for
selecting and applying appropriate accounting policies and making accounting estimates that are
reasonable in the circumstances.

Auditor’s responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our
audit. We conducted our audit in accordance with Swiss law, Swiss Auditing Standards, International
Standards on Auditing and the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance
whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the consolidated financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
the internal control system relevant to the entity's preparation and fair presentation of the
consolidated financial statements in order to design audit procedures that are appropriate in the
circumstances. An audit also includes evaluating the appropriateness of the accounting policies used
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and the reasonableness of accounting estimates made, as well as evaluating the overall presentation
of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.

Opinion

in our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of UBS AG and its subsidiaries at 31 December 2013 and 2012, and
the consolidated results of operations and the cash flows for each of the three years in the period
ended 31 December 2013 in accordance with IFRS, as issued by the International Accounting
Standards Board, and comply with Swiss law.

Report on other legal and regulatory requirements

We confirm that we meet the Swiss legal requirements on licensing according to the Auditor Oversight
Act (AOA) and independence (article 728 Code of Obligations (CO) and article 11 AOA) and that there
are no circumstances incompatible with our independence.

In accordance with article 728a paragraph 1 item 3 CO and Swiss Auditing Standard 890, we confirm
that an internal control system exists, which has been designed for the preparation of consolidated
financial statements in accordance with the instructions of the Board of Directors.

In accordance with Swiss law, we recommend that the consolidated financial statements submitted to
you be approved.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the internal control over financial reporting of UBS AG and its subsidiaries as of
31 December 2013, based on criteria established in Internal Control - integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway Commission (1992 Framework), and our
report dated 6 March 2014 expresses an unqualified opinion on the effectiveness of the Group's
internal control over financial reporting.

Ernst & Young Ltd
Jorntho, fore— Moy § Bt
Jonathan Bourne Troy J. Butner

Licensed Audit Expert Certified Public Accountant (U.S.)

(Auditor in Charge)
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Income statement

For the year ended % change from
CHF million, except per share data Note 31.12.13 31.12.12 31.12.11 31.12.12
Interest income 3 13,137 15,968 17,969 (18)
et expense ............................................................................ S (7351) ............ (9990) ........... (”143) e (26)
Net interest income 3 5,786 5,978 6,826 (3)
Cred|tloss(expense)/recovery ............................................................. o (50) .............. (118) .............. (84) e (58)
Net interest income after credit loss expense 5,736 5,860 6,742 (2)
Nt ot o oo o R 16287 ............. 15396 ............. 15236 ................. .
et tradmglncome ......................................................................... g 5130 .............. 3526 .............. 4343 ................ i
Oiher ncome s o e 1467 (10)
Total operating income 27,732 25,423 27,788 9
Personnel expenses 6 15,182 14,737 15,634 3
Generalandadmlnlstranveexpenses8380 .............. 8653 .............. 5959 ................. (3.),
Depreciation and impairment of property and equipment 6 816 689 % 18
Impalrmentof goodW|II .................................................................... G R 3030 ................. P (100)
Amortization and impairment of intangible assets 7 3 06 2 Q)
Total operating expenses 24,461 27,216 22,482 (10)
Operating profit/(loss) before tax 3,272 (1,794) 5,307
o expense/(beneﬂt ) ...................................................................... g (‘1,1 O) .............. PO i
Net profit/(loss) 3,381 (2,255) 4,406
Net profit/(loss) attributable to preferred noteholders' 204 220 (7)
Net profit/ (loss) attributable to non-controlling interests' 5 s %8 0
Net profit/(loss) attributable to UBS shareholders 3,172 (2,480) 4,138
Earnings per share (CHF)
Basic 9 0.84 (0.66) 1.10
Sl g 083 (066) .............. g

1 Refer to “Note 1b Changes in accounting policies, comparability and other adjustments” for information on the adoption of IFRS 10.

350



Statement of comprehensive income

For the year ended

CHF million 31.12.13 31.12.12 31.12.1

Comprehensive income attributable to UBS shareholders

Net profit/(loss) 3,172 (2,480) 4,138

Other comprehensive income

Other comprehensive income that may be reclassified to the income statement’

Foreign currency translation movements, before tax (440) (362) 693
Foreign exchange amounts reclassified to the income statement from equity N 8 8
Income tax relating to foreign currengy translation movements 5 @y 20
Subtotal foreign currency translation, net of tax (471) (511) 722
Financial investments available-for-sale

Net unrealized gains/ (losses) on financial investments available-for-sale, before tax Gn 3% 1,458
Impairment charges reclassified to the income statement from equity . 8 39
Realized gains reclassified o the income statement from equity (265) @3 (950)
Realized losses reclassified o the income statement from equiy 6 9 2%
Income tax relating to net unrealized gains/(losses) on financial investments available-forsale no 0 (76)
Subtotal financial investments available-for-sale, net of tax (154) 26 495
Cash flow hedges

ivative instruments desi

income statement fro|

Income tax relating to cash flow hedges

Subtotal cash flow hedges, net of tax

Total other comprehensive income that may be reclassified to the income statement, net of tax (2,145) (102) 2,753

Gains/(losses) on defined benefit plans, before tax 1,178 1,023 (2,141)
Income tax relating to defined benefit plans @239 @3 321

Subtotal defined benefit plans, net of tax 939 609 (1,820)
Property revaluation surplus

N ‘p‘rb'her't'y‘re'v'a‘lu'a't‘i on bt g g .

Net (gains)/losses reclassified to retained earnings G o 0

Income tax relating to gains on property revaluation o o 0
Subtotal changes in property revaluation surplus, net of tax (6) 6 0
Total other comprehensive income that will not be reclassified to the income statement, net of tax 933 615 (1,820)
Total other comprehensive income 1217 s 934
Total comprehensive income attributable to UBS shareholders 1,961 (1,966) 5,071

1 Refer to “Note 1b Changes in accounting policies, comparability and other adjustments” for information on the adoption of the revisions to IAS 1.

Table continues on the next page.
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Statement of comprehensive income (continued)

Table continued from previous page.

For the year ended

CHF million 31.12.13 31.12.12 31.12.11

Comprehensive income attributable to preferred noteholders'

Net profit/(loss) 204 220

Other comprehensive income

Other comprehensive income that will not be reclassified to the income statement?

Subtotal foreign currency translation, net of tax 355 (41)
Total other comprehensive income that will not be reclassified to the income statement, netoftax EC Wy
Total comprehensive income attributable to preferred noteholders 559 179

Comprehensive income attributable to non-controlling interests’

Net profit/(loss) 5 5 268

Other comprehensive income

Other comprehensive income that will not be reclassified to the income statement?

Foreign currency translation movements, before tax (1) 15 292
Income tax relating to foreign currengy translation movements o o 0
Subtotal foreign currency translation, net of tax (1) 15 292
Total other comprehensive income that will not be reclassified to the income statement, net of tax (1) 15 292
Total comprehensive income attributable to non-controlling interests s 0 560

Total comprehensive income

Net profit/(loss) 3,381 (2,255) 4,406

Other comprehensive income (857) 487 1,226
of which: other comprehensive income that will not be reclassified to the income statement 1,288 589 (1, 528)'

Total comprehensive income 2,524 (1,767) 5,632

1 Refer to “Note 1b Changes in accounting policies, comparability and other adjustments” for information on the adoption of IFRS 10. 2 Refer to “Note 1b Changes in accounting policies, comparability and other adjust-
ments” for information on the adoption of the revisions to IAS 1.
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Balance sheet

% change from

CHF million Note 31.12.13 31.12.12 31.12.12
Assets
Cash and balances with central banks 80,879 66,383 22
B o 17170 ............. 21220 ................ (1 9)
Cash collateral on securities borowed g 27,49% 37372 (26)
e epurchase agreem e SRR 91563 ............ : 30941 ................ (30) .
o ngportfollo e s . 22848 ............ : 60564 ................ (23) .
' of which: assets pledged as collateral which may be sold or repledged by counterparties x5 42449 44698 (%)
Seciive replacement e R u 245835 ............ 418957 ................ (41 ) .
Cash collateral receivables on derivative instuments no 28007 30413 (8)
Flnanaalassetsde5|gnatedatfalrvalue7364 .............. 9106 ................ (19)
Lo R 286959 ............ 279901 .................. i
Financial investments available-forsale 5 59,525 | 66,230 (10)
Iestants i oo o g ( 2)
Propertyandeqmpment ........................................................................................ 6 6006 .............. 6004 .................. o
Coudul o mtanglble e G 6293 .............. 6461 .................. ( 3)
Defero o deats g 8845 .............. 8143 .................. i
o assete T 20228 ............. 17244 ................. b
Total assets 1,009,860 1,259,797 (20)
Liabilities
Due to banks 19 12,862 23,024 (44)
Cach el o g o R 9491 .............. 9203 .................. i
Repurchaseagreements ........................................................................................ SRR 1381 g 38557 ................ (64)
Tradmgportfoho Habilites o 26609 ............. 34247 ................ (22)
Negatlve replacementvalues ...................................................................................... u 239953 ............ 395260 ................ (39)
Cash collateral payables on derivative instruments no 49,138 48 31)
Financial liabilities designated at fairvale 0 69,901 91901 (24)
B to etstomere T 390825 ............ 373459 .................. .
bt e o 586 ............ 1 04837 ................ (22) .
PrOV|5|on52971 .............. 2536 ................. o
Othon [abliias 823 ............ 62777 ............. . 6523 .................. ( 6)
Total liabilities 959,925 1,210,697 (21)
Equity
Share capital 384 384 0
e p e 33952 ............. 33898 .................. o
Treasuryshares ................................................................................................................. (.1 031) ............ (1071 ) ................. i 4) .
Equity lassified as obligation to purchase own shares @) ey U
et earnlngs ........................................................................................................... 24475 ............. 21297 ................. o
Cumulative net income recognized directly in equity, netof tax 0733 (852 s
Equity attributable to UBS shareholders 48,002 45,949 4
Equity attributable to preferred noteholders —~~~~~~~~ qge3 3100 (39)
Eqult yattnbutable S olllngm e R O ( 2) .
Total equity 49,936 49,100 2
Total liabilities and equity 1,009,860 1,259,797 (20)
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Statement of changes in equity

Equity classified Cumulative net income
Share Share Treasury as obligation to Retained recognized directly
CHF million capital premium shares  purchase own shares earnings in equity, net of tax
Balance as of 1 January 2011 383 34,393 (654) (54) 19,604 (9,945)
e tabiial .................................................................................................................................................
Acqwsmon 'o'f‘tr'e'a‘sdr'y‘ o (2455) ...................................................................
o posmon oo ‘su'r'y e 19492 ...................................................................
Treasuryshare g'a'i‘n By etpremlu T e e e
on own equity derivative activity (83)
e o shares sued ard wiante exardcad T
Employee RO optlon plans ................................................. b
o (expens e) et recognlz i s prem L Jag
e
Equity classified as obligation to purchase own shares — movements 5

L
Total comprehensive income for the year recognized in equity 4,138 934
Balance as of 31 December 2011 383 23,742 (9,011)

Effe ...............................................................................................................................................................
Balan

Treasury share gains/(losses) and net premium/(discount)
on own equity derivative activity 9)

Total comprehensive income for the year recognized in equity (2,480) 514
Balance as of 31 December 2012 384 33,898 (1,071) (37) 21,297 (8,522)

Treasury share gains/(losses) and net premium/(discount)
on own equity derivative activity 203

Total comprehensive income for the year recognized in equity 3,172 (1,211)
Balance as of 31 December 2013 384 33,952 (1,031) (46) 24,475 (9,733)
1 Refer to “Note 1b Changes in accounting policies, comparability and other adjustments” for information on the adoption of IFRS 10. 2 For the year 2013, the net disposal of 12 million treasury shares (CHF 170 mil-
lion) which related to market-making and hedging activities of the Investment Bank are presented as dispositions. For the year 2012, the net acquisition of 5 million treasury shares (CHF 92 million) are presented as

acquisitions. For the year 2011, the net disposal of 5 million treasury shares (CHF 122 million) are presented as dispositions. 3 Reflects the payment of CHF 0.15 (2012: CHF 0.10) per share of CHF 0.10 par value out
of the capital contribution reserve of UBS AG (Parent Bank).
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of which:  of which: Financial of which: of which: Total equity
Foreign currency  investments avail- of which: Cash Defined benefit  Property revalua- attributable to Preferred Non-controlling
translation able-for-sale flow hedges pension plans tion surplus  UBS shareholders noteholders interests Total equity
(7,169) (243) 1,063 (3,596) 0 43,728 5,043 48,770
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Shares issued and treasury shares held

For the year ended % change from

Number of shares 31.12.13 31.12.12 31.12.11 31.12.12
Shares issued

Balance at the beginning of the year 3,835,250,233 3,832,121,899 3,830,840,513 0
Issuance of shares . §75183 312833 1281386 116
Balance at the end of the year 3,842,002,069 3,835,250,233 3,832,121,899 0
Treasury shares

Balance at the beginning of the year 87,879,601 84,955,551 38,892,031 3
Acquisitons 55346016 114292481 155636639  (52)
Dispositons (69425365  (111,368431) (109573119 (38)
Balance at the end of the year 73,800,252 87,879,601 84,955,551 (16)

Conditional share capital

As of 31 December 2013, 138,759,156 additional shares (31 De-
cember 2012: 145,510,992 shares) could have been issued to
fund UBS's employee share option programs.

On 14 April 2010, the Annual General Meeting of UBS AG
shareholders approved the creation of conditional capital to a
maximum number of 380,000,000 shares for conversion rights/
warrants granted in connection with the issuance of bonds or
similar financial instruments.
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In 2013, the conditional capital of up to 100,000,000 shares,
which was available in connection with an arrangement with the
Swiss National Bank (SNB), was removed. The SNB provided a loan
to the SNB StabFund, to which UBS transferred certain illiquid
securities and other positions in 2008 and 2009. As part of this
arrangement, UBS granted warrants on shares to the SNB, which
would have been exercisable if the SNB had incurred a loss on the
loan. In 2013, the loan was paid back in full, the warrants were
terminated and the relevant conditional capital was removed.

Total conditional share capital outstanding as of 31 December
2013 is also disclosed in “Note 10 Share capital and significant
shareholders” of the UBS AG (Parent Bank) financial statements.



Statement of cash flows

For the year ended

CHF million 31.12.13 31.12.12 31.12.11
Cash flow from/(used in) operating activities
Net profit/(loss) 3,381 (2,255) 4,406

Income taxes paid, net of refunds (382) (261) (349)
Net cash flow from/(used in) operating activities 54,325 67,160 (14,241)
Cash flow from/(used in) investing activities

Purchase of subsidiaries, associates and intangible assets (49) (11) (58)
Disposal of subsidiaries, associates and intangible assets' 136 n 50
Purchase of property and equipment (1.236) (18 (1,129)
Dlsposalofpropertyandequlpment B sy b
Net (investment in)/divestment of financial investments available-forsalez 5966 (13.994) 20,281
Net cash flow from/(used in) investing activities 5,457 (14,879) 19,377

1 Includes dividends received from associates. 2 Includes gross cash inflows from sales and maturities (CHF 7,258 million for the year ended 31 December 2013, CHF 8,796 million for the year ended 31 December
2012) and gross cash outflows from purchases (CHF 3,521 million for the year ended 31 December 2013, CHF 7,422 million for the year ended 31 December 2012) predominantly related to longer-term US asset-backed
securities held as financial investments available-for-sale which were transferred from Wealth Management Americas to Corporate Center — Core Functions in 2013. Other net cash flows (CHF 2,229 million inflows for
the year ended 31 December 2013, CHF 15,368 million outflows for the year ended 31 December 2012) almost entirely related to our multi-currency portfolio of unencumbered, high-quality, short-term assets managed

centrally by Group Treasury.

Table continues on the next page.
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Statement of cash flows (continued)

Table continued from previous page.

For the year ended
CHF million 31.12.13 31.12.12 31.12.11

Cash flow from/(used in) financing activities

Net short-term debt issued/ (repaid) (4,290) (37,967) 15,338
Net movements in treasury shares and own equity derivative actviy @) (1159 (1,885)
Increaselnsharecapnal ................................................................................................. S o ;
Sidens pa|d o UBS shares (564) ............. (379) ............... ;
Issuance of long-term debt, including financial liabilities designated at fairvalve 28014 55800 52,590
Repayment of long-term debt, including financial liabilities designated at fairvalve (68.954) (54259 (62,626)
Dividends paid and repayments of preferred notes (1415 @y 0
etc hangesof noncontrollmg s (G) ............. (16) ............. (748)
Net cash flow from/(used in) financing activities (47,555) (38,110) 2,670
Effects of exchange rate differences on cash and cash equivalents (2,702) (673) (2,129)
Net increase/(decrease) in cash and cash equivalents 9,524 13,500 5,678
Cash and cash equivalents at the beginning of the year 99,108 85609 79,934
Cash and cash equivalents at the end of the year’ 108,632 99,108 85,612

Cash and cash equivalents comprise:

Cash and balances with central banks 80,879 66,383 40,638
Moneymarketpaperz 4288 ............ 4381 ............ 3900
B o 23465 ,,,,,,,,,,, 28344 ,,,,,,,,,,, 41074
Total* 108,632 99,108 85,612

Additional information
Net cash flow from/(used in) operating activities include:

Cashreceivedasinterest L L — 15580
Cash paid as interest 7,176 9,166 9,812
Cash received as dividends on equity investments, investment funds and associates® 1,421 1,430 1,343

1 Prior period data for cash and cash equivalents was restated upon adoption of IFRS 10 as follows: from CHF 85,612 million to CHF 85,609 million for the opening balance of 2012 and from CHF 99,118 million to CHF
99,108 million for the closing balance of 2012. 2 Money market paper is included on the balance sheet under Trading portfolio assets (31 December 2013: CHF 1,716 million, 31 December 2012: CHF 2,192 million,
31 December 2011: CHF 1,783 million) and Financial investments available-for-sale (31 December 2013: CHF 2,571 million, 31 December 2012: CHF 2,190 million, 31 December 2011: CHF 2,117 million). 3 Includes
positions recognized in the balance sheet under Due from banks (31 December 2013: CHF 14,413 million, 31 December 2012: CHF 15,951 million, 31 December 2011: 18,733 million) and Cash collateral receivables
on derivative instruments with bank counterparties (31 December 2013: CHF 9,052 million, 31 December 2012: CHF 12,393 million, 31 December 2011: CHF 22,341 million). 4 CHF 8,333 million and CHF 10,109
million of cash and cash equivalents were restricted as of 31 December 2013 and 31 December 2012, respectively. Refer to “Note 25 Restricted and transferred financial assets” for more information. 5 Includes divi-
dends received from associates (2013: CHF 69 million, 2012: CHF 37 million, 2011: CHF 28 million) reported within cash flow from/(used in) investing activities.
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Notes to the consolidated financial statements

Note 1 Summary of significant accounting policies

a) Significant accounting policies

The significant accounting policies applied in the preparation of
the consolidated financial statements (the “Financial Statements”)
of UBS AG and its subsidiaries (“UBS"” or the “Group”) are de-
scribed in this note. These policies have been applied consistently
in all years presented unless otherwise stated.

1) Basis of accounting

UBS provides a broad range of financial services including: advi-
sory services, underwriting, financing, market-making, asset man-
agement and brokerage on a global level, and retail banking in
Switzerland. The Group was formed on 29 June 1998 when Swiss
Bank Corporation and Union Bank of Switzerland merged.

The Financial Statements are prepared in accordance with
International Financial Reporting Standards (IFRS), as issued by the
International Accounting Standards Board (IASB), and are pre-
sented in Swiss francs (CHF), the currency of Switzerland where
UBS AG is incorporated. On 6 March 2014, the Financial State-
ments were authorized for issue by the Board of Directors. The
Financial Statements are prepared using uniform accounting poli-
cies for similar transactions and other events. Intercompany trans-
actions and balances have been eliminated.

Disclosures incorporated in the “Risk, treasury and capital
management” section of this report, which form part of these
Financial Statements, are marked as audited. These disclosures
relate to requirements under IFRS 7 Financial Instruments: Disclo-
sures and IAS 1 Presentation of Financial Statements and are not
repeated in the “Financial information — consolidated financial
statements” section.

2) Use of estimates

Preparation of the Financial Statements requires management to
make estimates and assumptions that affect reported income, ex-
penses, assets, liabilities and the disclosure of contingent assets
and liabilities. Actual results in the future could differ from such
estimates and assumptions, and such differences may be material
to the Financial Statements. Estimates and their underlying as-
sumptions are reviewed on an ongoing basis. Revisions to esti-
mates resulting from these reviews are recognized in the period in
which they occur.

The following notes to the Financial Statements contain infor-
mation about those areas of estimation uncertainty considered to
require critical judgment and have the most significant effect on
the amounts recognized in the Financial Statements: Note 8
Income taxes, Note 12 Allowances and provisions for credit loss-
es, Note 17 Goodwill and intangible assets, Note 22 Provisions

and contingent liabilities, Note 24 Fair value measurement, Note
28 Pension and other post-employment benefit plans and Note
29 Equity participation and other compensation plans.

3) Subsidiaries and structured entities

The Financial Statements comprise those of the parent company
(UBS AG) and its subsidiaries, including controlled structured enti-
ties (SE), presented as a single economic entity. Equity attributable
to non-controlling interests is presented on the consolidated bal-
ance sheet within Equity, separately from Equity attributable to
UBS shareholders.

As detailed in Note 1b, UBS adopted IFRS 10 Consolidated
Financial Statements on 1 January 2013 on a limited retrospective
basis. Under IFRS 10, UBS controls an entity when it has power
over the relevant activities of the entity, exposure to variable re-
turns and the ability to use its power to affect its returns. Where
an entity is governed by voting rights, control is generally indi-
cated by a direct shareholding of more than one-half of the voting
rights.

In other cases, the assessment of control is more complex and
requires greater use of judgment. Where UBS has an interest in
an entity that absorbs variability, we consider whether UBS has
power over the entity which allows it to affect the variability of
its returns. Consideration is given to all facts and circumstances
to determine whether the Group has power over another entity,
that is, the current ability to direct the relevant activities of an
entity when decisions about those activities need to be made.
Factors such as the purpose and design of the entity, rights held
through contractual arrangements such as call rights, put rights
or liquidation rights, as well as potential decision-making rights
are all considered in this assessment. Where the Group has
power over the relevant activities, a further assessment is made
to determine whether, through that power, it has the ability to
affect its own returns, that is, assessing whether power is held in
a principal or agent capacity. Consideration is given to (i) the
scope of decision-making authority, (ii) rights held by other par-
ties, including removal or other participating rights, (iii) exposure
to variability, including remuneration, relative to total variability
of the entity as well as whether that exposure is different from
other investors. If, after review of these factors, UBS concludes
that it can exercise its power to affect its own returns, the entity
is consolidated.

Subsidiaries, including SE, are consolidated from the date con-
trol is obtained and are deconsolidated from the date control
ceases. Control, or the lack thereof, is reassessed if facts and
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Note 1 Summary of significant accounting policies (continued)

circumstances indicate that there is a change to one or more of
the elements needed to establish that control is present.

Refer to Note 30 for more information on subsidiaries and
structured entities.

Structured entities (SE)
SE are entities that have been designed so that voting or similar
rights are not the dominant factor in deciding who controls the
entity, such as when any voting rights relate only to administrative
tasks and the relevant activities are directed by means of contrac-
tual arrangements. Such entities generally have a narrow and
well-defined objective and include those historically referred to as
special purpose entities (SPE) and some investment funds. We as-
sess whether an entity is an SE by considering the nature of the
activities of the entity as well as the substance of voting or similar
rights afforded to other parties, including investors and indepen-
dent boards or directors. We consider rights such as the ability to
liquidate the entity or remove the decision maker to be similar to
voting rights when the holder has the substantive ability to exer-
cise such rights without cause. In the absence of such rights or in
cases where the existence of such rights cannot be fully estab-
lished, the entity is considered to be an SE.

The Group sponsors the formation of SE and interacts with
non-sponsored SE for a variety of reasons including allowing cli-
ents to obtain or be exposed to particular risk profiles, to provide
funding or to sell or purchase credit risk. Many SE are established
as bankruptcy remote, meaning that only the assets in the SE are
available for the benefit of the SE's investors and such investors
have no other recourse to UBS. UBS is deemed to be the sponsor
of an SE when it is involved in its creation, establishment and
promotion and facilitates its ongoing success through the trans-
fer of assets or the provision of explicit or implicit financial, op-
erational or other support. Where the Group acts purely as an
advisor, administrator or placement agent for an SE created by a
third-party entity, it is not considered to be sponsored by UBS.

UBS will consolidate an SE in line with the consolidation prin-
ciples described above. When UBS does not consolidate an SE but
has an interest in an SE or has sponsored an SE, additional disclo-
sures are provided in Note 30 on the nature of these interests and
sponsorship activities.

UBS is involved with a number of SE types:

— Securitization structured entities are established to issue
securities to investors which are backed by assets held by the
SE and whereby (i) significant credit risk associated with the
securitized exposures has been transferred to third parties and
(i) there is more than one risk position or tranche issued by the
securitization vehicle in line with the Basel lll securitization
definition. All securitization entities are classified as SE.

— (Client investment structured entities are established predomi-
nantly for clients to invest in specific assets or risk exposures
through purchasing notes issued by the SE, predominantly on
a fixed term basis. The SE may source assets via a transfer from
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UBS or through an external market transaction. In some cases,
UBS may enter into derivatives with the SE to either align the
cash flows of the entity with the investor’s intended invest-
ment objective or to introduce other desired risk exposures. In
certain cases, UBS may have interests in a third-party spon-
sored SE to hedge specific risks or participate in asset-backed
financing.

— Investment fund structured entities have a collective invest-
ment objective, are managed by an investment manager and
are either passively managed, such that any decision-making
does not have a substantive effect on variability, or are actively
managed and investors or their governing bodies do not have
substantive voting or similar rights. UBS creates and sponsors a
large number of funds for which it may have an interest
through the receipt of variable management fees and/or a
direct investment. In addition, UBS has interests in a number
of funds created and sponsored by third parties, including
exchange-traded funds and hedge funds, to hedge issued
structured products.

Business combinations

Business combinations are accounted for using the acquisition
method. As of the acquisition date, UBS recognizes the identifi-
able assets acquired and the liabilities assumed at their acquisi-
tion-date fair values. For each business combination, UBS mea-
sures the non-controlling interests in the acquiree (being present
ownership interests providing entitlement to a proportionate
share of the net assets of the acquiree in the event of liquidation)
either at fair value or at their proportionate share of the acquiree’s
identifiable net assets.

The cost of an acquisition is the aggregate of the assets trans-
ferred, the liabilities incurred to former owners of the acquiree
and the equity instruments issued, measured at acquisition-date
fair values. Acquisition-related costs are expensed as incurred.
Any contingent consideration that may be transferred by UBS is
recognized at fair value at the acquisition date. If the contingent
consideration is classified as an asset or liability, subsequent
changes in the fair value of the contingent consideration are rec-
ognized in the income statement. If the contingent consideration
is classified as equity, it is not remeasured and its subsequent set-
tlement is accounted for within Equity.

Any excess of the aggregate of the consideration transferred
and the amount recognized for non-controlling interests over
the net identifiable assets acquired and liabilities assumed is con-
sidered goodwill and is recognized as a separate asset on the
balance sheet, initially measured at cost. If the fair value of the
net assets of the subsidiary acquired exceeds the aggregate of
the consideration transferred and the amount recognized for
non-controlling interests, the difference is recognized in the in-
come statement on the acquisition date.

Refer to Note 31 for more information on business combina-
tions completed during 2013.



Note 1 Summary of significant accounting policies (continued)

4) Associates and joint ventures

Investments in entities in which UBS has significant influence, but
not control, over the financial and operating policies of the entity
are classified as investments in associates and accounted for un-
der the equity method of accounting. Normally, significant influ-
ence is indicated when UBS owns between 20% and 50% of a
company’s voting rights. Investments in associates are initially
recorded at cost, and the carrying amount is increased or de-
creased after the date of acquisition to recognize the Group’s
share of the investee’s net profit or loss (including net profit or
loss recognized directly in equity). Interests in joint ventures are
also accounted for under the equity method of accounting. A
joint venture is subject to a contractual agreement between UBS
and one or more third parties, which establishes joint control
over the relevant activities and provides rights to the net assets of
the entity. Interests in joint ventures are classified as investments
in associates.

If the reporting date of an associate or joint venture is different
to UBS's reporting date, the most recently available financial state-
ments of the associate or joint venture are used to apply the
equity method. Adjustments are made for effects of significant
transactions or events that may occur between that date and the
UBS reporting date.

Investments in associates and interests in joint ventures are
classified as “held for sale” if their carrying amount will be recov-
ered principally through a sale transaction rather than through
continuing use. Refer to item 29) for more information.

Refer to Note 30 for more information on associates and joint
ventures.

5) Recognition and derecognition of financial instruments

UBS recognizes financial instruments on its balance sheet when
the Group becomes a party to the contractual provisions of the
instruments. UBS also acts in a trustee or other fiduciary capacity,
which results in the holding or placing of assets on behalf of indi-
viduals, trusts, retirement benefit plans and other institutions. Un-
less the recognition criteria are satisfied, these assets and the re-
lated income are excluded from UBS's Financial Statements, as
they are not assets of UBS.

Financial assets

UBS enters into certain transactions where it transfers financial
assets recognized on its balance sheet but retains either all or a
portion of the risks and rewards of the transferred financial
assets. If all or substantially all of the risks and rewards are re-
tained, the transferred financial assets are not derecognized
from the balance sheet. Transactions where transfers of finan-
cial assets result in UBS retaining all or substantially all risks and
rewards include securities lending and repurchase transactions
described under items 13) and 14). They also include trans-
actions where financial assets are sold to a third party together
with a total return swap that results in UBS retaining all or sub-

stantially all risks and rewards of the transferred assets. These
types of transactions are accounted for as secured financing
transactions.

In transactions where substantially all of the risks and rewards
of ownership of a financial asset are neither retained nor trans-
ferred, UBS derecognizes the financial asset if control over the
asset is surrendered. The rights and obligations retained in the
transfer are recognized separately as assets and liabilities, respec-
tively. In transfers where control over the financial asset is re-
tained, the Group continues to recognize the asset to the extent
of its continuing involvement, determined by the extent to which
it is exposed to changes in the value of the transferred asset. Ex-
amples of such transactions include written put options, acquired
call options, or other instruments linked to the performance of
the transferred asset.

For the purposes of the Group’s disclosures of transferred
financial assets, a financial asset is typically considered to have
been transferred when the Group a) transfers the contractual
rights to receive the cash flows of the financial asset or b) retains
the contractual rights to receive the cash flows of that asset, but
assumes a contractual obligation to pay the cash flows to one or
more entities.

Where financial assets have been pledged as collateral or in
similar arrangements, they are considered to have been trans-
ferred if the counterparty has received the contractual right to the
cash flows of the pledged assets, as may be evidenced, for ex-
ample, by the counterparty’s right to sell or repledge the assets.
Where the counterparty to the pledged financial assets has not
received the contractual right to the cash flows, the assets are
considered pledged, but not transferred.

Refer to Note 25b and 25c¢ for more information on transferred
financial assets.

Financial liabilities

UBS derecognizes a financial liability from its balance sheet
when it is extinguished, i.e., when the obligation specified in
the contract is discharged, cancelled or expired. When an exist-
ing financial liability is exchanged for a new one from the same
lender on substantially different terms, or the terms of an exist-
ing liability are substantially modified, such an exchange or
modification is treated as the derecognition of the original liabil-
ity and the recognition of a new liability with any difference in
the respective carrying amounts being recognized in the income
statement.

6) Determination of fair value
Fair value is the price that would be received to sell an asset or
paid to transfer a liability in an orderly transaction between
market participants at the measurement date. Determination
of fair value is considered a critical accounting policy for the
Group.

Refer to Note 24 for more information.
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7) Trading portfolio assets and liabilities

Non-derivative financial assets and liabilities are classified at ac-
quisition as held for trading and presented in the trading portfolio
if they are a) acquired or incurred principally for the purpose of
selling or repurchasing in the near term, or b) part of a portfolio
of identified financial instruments that are managed together and
for which there is evidence of a recent actual pattern of short-
term profit-taking.

The trading portfolio includes non-derivative financial instru-
ments (including those with embedded derivatives) and commod-
ities. Financial instruments that are considered derivatives in their
entirety generally are presented on the balance sheet as Positive
replacement values or Negative replacement values. Refer to
item 15) for more information. The trading portfolio includes rec-
ognized assets and liabilities relating to proprietary-, hedging- and
client-related business.

Trading portfolio assets include debt instruments (including
those in the form of securities, money market paper and traded
corporate and bank loans), equity instruments, assets held under
unit-linked contracts and precious metals and other commodities
owned by the Group (“long” positions). Trading portfolio liabili-
ties include obligations to deliver financial instruments such as
debt and equity instruments which the Group has sold to third
parties but does not own (“short” positions).

Assets and liabilities in the trading portfolio are measured at
fair value. Gains and losses realized on disposal or redemption of
these assets and liabilities and unrealized gains and losses from
changes in the fair value of these assets and liabilities are reported
as Net trading income. Interest and dividend income and expense
on these assets and liabilities are included in Interest and dividend
income or Interest and dividend expense.

The Group uses settlement date accounting when recognizing
assets and liabilities in the trading portfolio. From the date a pur-
chase transaction is entered into (trade date) until settlement
date, UBS recognizes any unrealized profits and losses arising
from remeasuring the transaction to fair value in Net trading in-
come. The corresponding receivable or payable is presented on
the balance sheet as a Positive replacement value or Negative re-
placement value, respectively. On settlement date, the resulting
financial asset is recognized on the balance sheet at the fair value
of the consideration given or received, plus or minus the change
in fair value of the contract since the trade date. From the trade
date of a sales transaction, unrealized profits and losses are no
longer recognized and, on settlement date, the asset is derecog-
nized.

Trading portfolio assets transferred to external parties that do
not qualify for derecognition (refer to item 5) for more informa-
tion) and where the transferee has obtained the right to sell or
repledge the assets continue to be classified on the UBS balance
sheet as Trading portfolio assets but are identified as Assets
pledged as collateral which may be sold or repledged by counter-
parties. Such assets continue to be measured at fair value.
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Refer to Note 13 for more information on trading portfolio as-
sets and liabilities.

8) Financial assets and financial liabilities designated at fair value
through profit or loss, (“fair value option”)
A financial instrument may only be designated at fair value
through profit or loss upon initial recognition and this designa-
tion cannot be changed subsequently. Financial assets and finan-
cial liabilities designated at fair value are presented on separate
lines on the face of the balance sheet. The fair value option can
be applied only if one of the following criteria is met:

— the financial instrument is a hybrid instrument which includes
a substantive embedded derivative;

— the financial instrument is part of a portfolio which is risk man-
aged on a fair value basis and reported to senior management
on that basis or

— the application of the fair value option eliminates or sig-
nificantly reduces an accounting mismatch that would other-
wise arise.

UBS has used the fair value option to designate most of its is-
sued hybrid debt instruments as financial liabilities designated at
fair value through profit or loss, on the basis that such financial
instruments include embedded derivatives and/or are managed
on a fair value basis. Such hybrid debt instruments predominantly
include the following:

— Credit-linked bonds or notes: linked to the performance (cou-
pon and/or redemption amount) of single names (such as a
company or a country) or a basket of reference entities;

— Equity-linked bonds or notes: linked to a single stock, a basket
of stocks or an equity index and

— Rates-linked bonds or notes: linked to a reference interest rate,
interest rate spread or formula.

The fair value option is applied to certain loans and loan
commitments, otherwise accounted for at amortized cost,
which are hedged predominantly with credit derivatives. The
application of the fair value option to the loans and loan com-
mitments reduces an accounting mismatch, as the credit deriva-
tives are accounted for as derivative instruments at fair value
through profit or loss.

In order to reduce an accounting mismatch, UBS has also ap-
plied the fair value option to certain structured loans and reverse
repurchase and securities borrowing agreements which are part
of portfolios managed on a fair value basis.

Similarly, the fair value option is applied to assets held to hedge
deferred cash-settled employee compensation awards, in order to
reduce an accounting mismatch that would arise due to the liabil-
ity being measured on a fair value basis.

Fair value changes related to financial instruments designated
at fair value through profit or loss are recognized in Net trading
income. Interest income and interest expense on financial assets
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and liabilities designated at fair value through profit or loss are
recognized in Interest income on financial assets designated at
fair value or Interest expense on financial liabilities designated at
fair value, respectively.

UBS applies the same recognition and derecognition principles
to financial instruments designated at fair value as to financial
instruments in the trading portfolio. Refer to items 5) and 7) for
more information.

Refer to Notes 3, 20, 24e and 27d for more information on
financial assets and liabilities designated at fair value.

9) Financial investments available-for-sale

Financial investments available-for-sale are non-derivative finan-
cial assets that are not classified as held for trading, designated at
fair value through profit or loss, or loans and receivables. They are
recognized on a settlement date basis.

Financial investments available-for-sale include debt securities
held as part of the multi-currency portfolio of unencumbered,
high-quality, short-term assets managed centrally by Group Trea-
sury, strategic equity investments, certain investments in real es-
tate funds, certain equity instruments including private equity in-
vestments, and debt instruments and non-performing loans
acquired in the secondary market.

Financial investments available-for-sale are recognized initially
at fair value less transaction costs and are measured subsequently
at fair value. Unrealized gains and losses are reported in Equity,
net of applicable income taxes, until such investments are sold,
collected or otherwise disposed of, or until any such investment is
determined to be impaired. Unrealized gains before tax are pre-
sented separately from unrealized losses before tax in Note 15.

For monetary instruments (such as debt securities), foreign ex-
change translation gains and losses determined by reference to
the instrument’s amortized cost basis are recognized in Net trad-
ing income. Foreign exchange translation gains and losses related
to other changes in fair value are recognized in Other comprehen-
sive income. Foreign exchange translation gains and losses associ-
ated with non-monetary instruments (such as equity securities)
are part of the overall fair value change of the instruments and are
recognized directly in Other comprehensive income.

Interest and dividend income on financial investments avail-
able-for-sale are included in Interest and dividend income from
financial investments available-for-sale. Interest income is deter-
mined by reference to the instrument’s amortized cost basis using
the effective interest rate (EIR).

On disposal of an investment, any related accumulated unreal-
ized gains or losses included in Equity are transferred to the In-
come statement and reported in Other income. Gains or losses on
disposal are determined using the average cost method.

At each balance sheet date, UBS assesses whether indicators of
impairment are present for an available-for-sale investment. An
available-for-sale investment is impaired when there is objective
evidence that, as a result of one or more events that occurred after

the initial recognition of the investment, the estimated future cash
flows from the investment have decreased. A significant or pro-
longed decline in the fair value of an available-for-sale equity instru-
ment below its original cost is considered objective evidence of an
impairment. In the event of a significant decline in fair value below
its original cost (20%) or a prolonged decline (six months), an im-
pairment is recorded unless facts and circumstances clearly indicate
that this information, on its own, is not evidence of an impairment.

For debt investments, objective evidence of impairment in-
cludes significant financial difficulty for the issuer or counterparty,
default or delinquency in interest or principal payments, or it be-
coming probable that the borrower will enter bankruptcy or finan-
cial reorganization. If a financial investment available-for-sale is
determined to be impaired, the related cumulative net unrealized
loss previously recognized in Equity is included in the income state-
ment within Other income. For equity instruments, any further loss
is recognized directly in the income statement, whereas for debt
instruments, any further loss is recognized in the income state-
ment only if there is additional objective evidence of impairment.
After the recognition of an impairment on a financial investment
available-for-sale, increases in the fair value of equity instruments
are reported in Equity and increases in the fair value of debt instru-
ments up to amortized cost in original currency are recognized in
Other income, provided that the fair value increase is related to an
event occurring after the impairment loss was recorded.

UBS applies the same recognition and derecognition principles
to financial assets available-for-sale as to financial instruments in
the trading portfolio (refer to items 5) and 7) for more informa-
tion), except that unrealized gains and losses between trade date
and settlement date are recognized in Equity rather than in the
income statement.

Refer to Note 15 for more information on financial investments
available-for-sale.

10) Loans and receivables

Loans and receivables are non-derivative financial assets with

fixed or determinable payments that are not quoted in an active

market, not classified as held-for-trading, not designated as at fair

value through profit and loss or available-for-sale, and are not as-

sets for which the Group may not recover substantially all of its

initial net investment, other than because of a credit deteriora-

tion. Financial assets classified as loans and receivables include:

— originated loans where funding is provided directly to the bor-
rower;

— participation in a loan from another lender and purchased loans;

— securities which are classified as loans and receivables at acqui-
sition date, such as auction rate securities;

— securities previously in the trading portfolio and reclassified to
loans and receivables (refer to Note 27c¢ for more information) and

— loans such as leverage finance loans previously in the trading
portfolio and reclassified to loans and receivables (refer to
Note 27c for more information).
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Loans and receivables are recognized when UBS becomes a
party to the contractual provisions of the instrument, which is
when funding is advanced to borrowers. They are recorded ini-
tially at fair value, based on the amount provided to originate or
purchase the loan or receivable, together with any transaction
costs directly attributable to the acquisition. Subsequently, they
are measured at amortized cost using the EIR method, less allow-
ances for credit losses. Refer to item 11) for information on allow-
ances for credit losses and to Note 27a for an overview of the fi-
nancial assets classified as loans and receivables.

Interest on loans and receivables is included in Interest earned
on loans and advances and is recognized on an accrual basis.
Upfront fees and direct costs relating to loan origination, re-
financing or restructuring as well as to loan commitments are
generally deferred and amortized to Interest earned on loans and
advances over the life of the loan using the EIR method. Where
no loan is expected to be advanced, any fees are recognized as
follows:

— for loan commitments that are not expected to result in a loan
being advanced, the fees are recognized in Commission in-
come over the commitment period and

— for loan syndication fees where UBS does not retain a portion
of the syndicated loan, or where UBS does retain a portion of
the syndicated loan at the same effective yield for comparable
risk as other participants, fees are credited to Commission in-
come when the services have been provided.

Presentation of receivables from central banks

Deposits with central banks which are available on demand are
presented on the balance sheet as Cash and balances with central
banks. All longer-dated receivables with central banks are pre-
sented under Due from banks.

Financial assets reclassified to loans and receivables

When a financial asset is reclassified from held for trading to loans
and receivables, the financial asset is reclassified at its fair value on
the date of reclassification. Any gain or loss recognized in the
income statement before reclassification is not reversed. The fair
value of a financial asset on the date of reclassification becomes
its cost basis going forward. In 2008 and 2009, UBS determined
that certain financial assets classified as held for trading were no
longer held for the purpose of selling or repurchasing in the near
term and that the Group had the intention and ability to hold
these assets for the foreseeable future, considered to be a period
of approximately twelve months from the reclassification. There-
fore, these assets were reclassified from held for trading to loans
and receivables (refer to Note 27¢ for more information).

Renegotiated loans

A renegotiated or restructured loan is a loan for which the terms
have been modified or for which additional collateral has been
requested that was not contemplated in the original contract.
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Typical key features of terms and conditions granted through
renegotiation to avoid default include the provision of special
interest rates, postponement of interest or amortization pay-
ments, modification of the schedule of repayments or amend-
ment of loan maturity. There is no change in the EIR following a
renegotiation.

If a loan is renegotiated with concessionary conditions (i.e.,
new terms and conditions are agreed which do not meet the nor-
mal market criteria for the quality of the obligor and the type of
loan,) the position is still classified as non-performing and is rated
as being in counterparty default. It will remain so until the loan is
collected or written off and will be assessed for impairment on an
individual basis.

If a loan is renegotiated on a non-concessionary basis (e.g.,
additional collateral is provided by the client, or new terms and
conditions are agreed which meet the normal market criteria, for
the quality of the obligor and the type of loan,) the loan will be
re-rated using the Group’s regular rating scale. In these circum-
stances, the loan is removed from impaired status and therefore
included in our collective assessment of loan loss allowances. For
the purposes of measuring credit losses, within the collective loan
loss assessment these loans are not segregated from other loans
which have not been renegotiated. Management regularly re-
views all loans to ensure that all criteria according to the loan
agreement continue to be met and that future payments are likely
to occur.

A restructuring of a loan could lead to a fundamental change
in the terms and conditions of a loan, resulting in the original loan
being derecognized and a new loan being recognized. A change
is considered fundamental if the present value of the contractual
cash flows (as a proportion of notional) has been changed by
10% or more, or there has been a significant change in the risk
profile of the loan.

If a loan is derecognized in these circumstances, the new loan
is measured at fair value at initial recognition. Any allowance
taken to date against the original loan is eliminated and is not at-
tributed to the new loan. Consequently, the new loan is not con-
sidered impaired and is included within the general collective loan
assessment for the purpose of measuring credit losses.

11) Allowances and provisions for credit losses

An allowance or provision for credit losses is established if there is
objective evidence that the Group will be unable to collect all
amounts due (or the equivalent thereof) on a claim based on the
original contractual terms due to credit deterioration of the issuer
or counterparty. A “claim” means a loan or receivable carried at
amortized cost, or a commitment such as a letter of credit, a guar-
antee, or another similar instrument. Objective evidence of im-
pairment includes significant financial difficulty for the issuer or
counterparty, default or delinquency in interest or principal pay-
ments, or it becoming probable that the borrower will enter bank-
ruptcy or financial reorganization.
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An allowance for credit losses is reported as a reduction of the
carrying value of a claim on the balance sheet. For an off-balance-
sheet item, such as a commitment, a provision for credit loss is
reported in Provisions. Changes to allowances and provisions for
credit losses are recognized as Credit loss expense.

Allowances and provisions for credit losses are evaluated at
both a counterparty-specific level and collectively based on the
following principles:

Counterparty-specific: A loan is considered impaired when
management determines that it is probable that the Group will
not be able to collect all amounts due (or the equivalent value
thereof) based on the original contractual terms. Individual credit
exposures are evaluated based on the borrower’s character, over-
all financial condition and capacity, resources and payment re-
cord, the prospects for support from any financially responsible
guarantors and, where applicable, the realizable value of any col-
lateral. The estimated recoverable amount is the present value,
using the claim’s original EIR, of expected future cash flows in-
cluding amounts that may result from restructuring or the liquida-
tion of collateral. If a loan has a variable interest rate, the discount
rate for measuring any impairment loss is the current EIR. Impair-
ment is measured and allowances for credit losses are established
based on the difference between the carrying amount and the
estimated recoverable amount. Upon impairment, the accrual of
interest income based on the original terms of the loan is discon-
tinued. The increase of the present value of the impaired loan due
to the passage of time is reported as Interest income.

All impaired loans are reviewed and analyzed at least annually.
Any subsequent changes to the amounts and timing of the ex-
pected future cash flows compared with prior estimates result in
a change in the allowance for credit losses and are charged or
credited to Credit loss expense/recovery. An allowance for im-
pairment is reversed only when the credit quality has improved to
such an extent that there is reasonable assurance of timely collec-
tion of principal and interest in accordance with the original con-
tractual terms of the claim, or the equivalent value thereof. A
write-off is made when all or part of a claim is deemed uncollect-
ible or forgiven. Write-offs reduce the principal amount of a claim
and are charged against previously established allowances for
credit losses or, if no allowance has been established previously,
directly to Credit loss expense/recovery. Recoveries, in part or in
full, of amounts previously written off are credited to Credit loss
expense/recovery.

A loan is classified as non-performing when the payment of
interest, principal or fees is overdue by more than 90 days, when
insolvency proceedings have commenced, or when obligations
have been restructured on concessionary terms. Loans are evalu-
ated individually for impairment when amounts have been over-
due by more than 90 days, or sooner if other objective evidence
indicates that a loan may be impaired.

Collectively: All loans for which no impairment is identified at a
counterparty-specific level are grouped on the basis of the Group'’s

internal credit grading system that considers credit risk character-
istics such as asset type, industry, geographical location, collateral
type, past-due status and other relevant factors, to collectively
assess whether impairment exists within a portfolio. Future cash
flows for a group of financial assets that are collectively evaluated
for impairment are estimated on the basis of historical loss experi-
ence for assets with credit risk characteristics similar to those in
the group. Historical loss experience is adjusted on the basis of
current observable data to reflect the effects of current conditions
of the group of financial assets on which the historical loss experi-
ence is based and to remove the effects of conditions in the his-
torical period that do not exist currently in the portfolio. Estimates
of changes in future cash flows for the group of financial assets
reflect, and are directionally consistent with, changes in related
observable data from year to year. The methodology and assump-
tions used for estimating future cash flows for the group of finan-
cial assets are reviewed regularly to reduce any differences be-
tween loss estimated and actual loss experience. Allowances from
collective assessment of impairment are recognized as Credit loss
expense/recovery and result in an offset to the aggregated loan
position. As the allowance cannot be allocated to individual loans,
the loans are not considered to be impaired and interest is ac-
crued on each loan according to its contractual terms. If objective
evidence becomes available that indicates that an individual
financial asset is impaired, it is removed from the group of finan-
cial assets assessed for impairment on a collective basis and is
assessed separately as a counterparty-specific claim.

Reclassified securities and acquired securities carried at amor-
tized cost: Estimated cash flows associated with financial assets
reclassified from the held for trading category to loans and re-
ceivables in accordance with the requirements in item 10) and
other similar assets acquired subsequently are revised periodical-
ly. Adverse revisions in cash flow estimates related to credit
events are recognized in the income statement as Credit loss ex-
pense. For reclassified securities, increases in estimated future
cash receipts, as a result of increased recoverability over those
expected at the time of reclassification, are recognized as an ad-
justment to the EIR on the loan from the date of change (refer to
Note 27c¢ for more information).

Refer to Note 12 for more information on allowances and pro-
visions for credit loss.

12) Securitization structures set up by UBS
UBS securitizes certain financial assets, generally selling Trading
portfolio assets to SE which issue securities to investors. UBS ap-
plies the policies set out in item 3) in determining whether the
respective SE must be consolidated and those set out in item 5) in
determining whether derecognition of transferred financial assets
is appropriate. The following statements mainly apply to transfers
of financial assets which qualify for derecognition.

Gains or losses related to the sale of Trading portfolio assets
involving a securitization are generally recognized when the
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derecognition criteria are satisfied with the gain or loss being
classified in Net trading income.

Interests in the securitized financial assets may be retained in
the form of senior or subordinated tranches, interest-only strips or
other residual interests (“retained interests”). Retained interests
are primarily recorded in Trading portfolio assets and are carried at
fair value. Synthetic securitization structures typically involve de-
rivative financial instruments for which the principles set out in
item 15) apply.

UBS acts as structurer and placement agent in various mort-
gage-backed securities (MBS) and other asset-backed securities
(ABS) securitizations. In such capacity, UBS may purchase collateral
on its own behalf or on behalf of clients during the period prior to
securitization. UBS then typically sells the collateral into designated
trusts upon closing of the securitization. In other securitizations,
UBS may only provide financing to a designated trust in order to
fund the purchase of collateral by the trust prior to securitization.
UBS underwrites the offerings to investors, earning fees for its
placement and structuring services. Consistent with the valuation
of similar inventory, fair value of retained tranches is initially and
subsequently determined using market price quotations where
available or internal pricing models that utilize variables such as
yield curves, prepayment speeds, default rates, loss severity, inter-
est rate volatilities and spreads. Where possible, assumptions
based on observable transactions are used to determine the fair
value of retained interests, but for some interests substantially no
observable information is available.

Refer to Note 30c for more information on the Group’s involve-
ment with securitization entities.

13) Securities borrowing and lending

Securities borrowing and securities lending transactions are gen-
erally entered into on a collateralized basis. In such transactions,
UBS typically borrows or lends equity and debt securities in ex-
change for securities or cash collateral. Additionally, UBS borrows
securities from its clients’ custody accounts in exchange for a fee.
The transactions are normally conducted under standard agree-
ments employed by financial market participants and are under-
taken with counterparties subject to UBS’s normal credit risk con-
trol processes. UBS monitors on a daily basis the market value of
the securities received or delivered and requests or provides addi-
tional collateral or returns or recalls surplus collateral in accor-
dance with the underlying agreements.

Cash collateral received is recognized with a corresponding ob-
ligation to return it (Cash collateral on securities lent) and cash
collateral delivered is derecognized and a corresponding receiv-
able reflecting UBS's right to receive it back is recorded (Cash col-
lateral on securities borrowed). The securities which have been
transferred are not recognized on, or derecognized from, the bal-
ance sheet unless the risks and rewards of ownership are also
transferred. Refer to item 5) for more information. UBS-owned
securities transferred to a borrower that is granted the right to sell
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or repledge those transferred securities are presented on the bal-
ance sheet as Trading portfolio assets, of which: assets pledged as
collateral. Securities received in a borrowing transaction are dis-
closed as off-balance-sheet items if UBS has the right to resell or
repledge them, with additional disclosure provided for securities
that UBS has actually resold or repledged. The sale of securities
which is settled by delivering securities received in a borrowing or
lending transaction generally triggers the recognition of a trading
liability (short sale). Where securities are either received or paid in
lieu of cash (“securities for securities” transactions), neither the
securities received (paid) nor the obligation to return (right to re-
ceive) the securities are recognized on the balance sheet, as the
derecognition criteria are not met. Refer to item 5) for more infor-
mation.

Interest receivable or payable for financing transactions is rec-
ognized in the income statement on an accrual basis and is re-
corded as Interest income or Interest expense.

Refer to Notes 11, 25 and 26 for more information on securi-
ties borrowing and lending.

14) Repurchase and reverse repurchase transactions

Securities purchased under agreements to resell (Reverse repur-
chase agreements) and securities sold under agreements to repur-
chase (Repurchase agreements) are treated as collateralized fi-
nancing transactions. Nearly all reverse repurchase and repurchase
agreements involve debt instruments, such as bonds, notes or
money market paper. The transactions are normally conducted
under standard agreements employed by financial market partici-
pants and are undertaken with counterparties subject to UBS's
normal credit risk control processes. UBS monitors on a daily basis
the market value of the securities received or delivered and re-
quests or provides additional collateral or returns or recalls surplus
collateral in accordance with the underlying agreements.

In a reverse repurchase agreement, the cash delivered is derec-
ognized and a corresponding receivable, including accrued inter-
est, is recorded in the balance sheet line Reverse repurchase
agreements, recognizing UBS’s right to receive the cash back. In a
repurchase agreement, the cash received is recognized and a cor-
responding obligation, including accrued interest, is recorded in
the balance sheet line Repurchase agreements. Securities received
under reverse repurchase agreements and securities delivered
under repurchase agreements are not recognized on or derecog-
nized from the balance sheet, unless the risks and rewards of
ownership are transferred. UBS-owned securities transferred to a
recipient that is granted the right to resell or repledge them are
presented on the balance sheet as Trading portfolio assets, of
which: assets pledged as collateral. Securities received in reverse
repurchase agreements are disclosed as off-balance-sheet items if
UBS has the right to resell or repledge them, with additional
disclosure provided for securities that UBS has actually resold or
repledged (refer to Note 25 for more information). Additionally,
the sale of securities which is settled by delivering securities re-
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ceived in reverse repurchase transactions generally triggers the
recognition of a trading liability (short sale).

Interest earned on reverse repurchase agreements and interest
incurred on repurchase agreements is recognized as interest in-
come or interest expense over the life of each agreement.

The Group generally offsets reverse repurchase agreements
and repurchase agreements with the same counterparty, maturity,
currency and Central Securities Depository (CSD) in accordance
with the relevant accounting requirements. Refer to item 35) for
more information.

Refer to Notes 11, 25 and 26 for more information on repur-
chase and reverse repurchase transactions.

15) Derivative instruments and hedge accounting

Derivatives are initially recognized at fair value on the date the
derivative contract is entered into and are remeasured subse-
quently to fair value. The method of recognizing fair value gains
or losses depends on whether derivatives are held for trading or
are designated and effective as hedging instruments. If designat-
ed as hedging instruments, the method of recognizing gains or
losses depends on the nature of the risk being hedged as de-
scribed within this item.

Derivative instruments are generally reported on the balance
sheet as Positive replacement values or Negative replacement val-
ues. Derivative instruments that trade on an exchange or through
a clearing house are generally classified as Cash collateral receiv-
ables on derivative instruments or Cash collateral payables on de-
rivative instruments. They are not classified within replacement
values because the change in fair value of these instruments is
settled each day, either in fact or in substance, through the cash
payment of variation margin. Products that receive this treatment
are futures contracts, 100% daily margined exchange-traded op-
tions, interest rate swaps transacted with the London Clearing
House and certain credit derivative contracts. Changes in the fair
values of derivatives are recorded in Net trading income, unless
the derivatives are designated and effective as hedging instru-
ments in certain types of hedge accounting relationships.

Refer to Note 14 for more information on derivative instru-
ments and hedge accounting.

Hedge accounting

The Group uses derivative instruments as part of its risk manage-
ment activities to manage exposures particularly to interest rate
and foreign currency risks, including exposures arising from fore-
cast transactions. If derivative and non-derivative instruments
meet certain criteria specified below, they may be designated as
hedging instruments in hedges of the change in fair value of rec-
ognized assets or liabilities (“fair value hedges”), hedges of the
variability in future cash flows attributable to a recognized asset
or liability or highly probable forecast transactions (“cash flow
hedges”) or hedges of a net investment in a foreign operation
(“net investment hedges”).

At the time a financial instrument is designated in a hedge
relationship, the Group formally documents the relationship be-
tween the hedging instrument(s) and hedged item(s), including
the risk management objectives and strategy in undertaking the
hedge transaction and the methods that will be used to assess
the effectiveness of the hedging relationship. Accordingly, the
Group assesses, both at the inception of the hedge and on an
ongoing basis, whether the hedging instruments, primarily de-
rivatives, have been "highly effective” in offsetting changes in
the fair value or cash flows associated with the designated risk of
the hedged items. A hedge is considered highly effective if the
following criteria are met: a) at inception of the hedge and
throughout its life, the hedge is expected to be highly effective in
achieving offsetting changes in fair value or cash flows attribut-
able to the hedged risk and b) actual results of the hedge are
within a range of 80% to 125%. In the case of hedging forecast
transactions, the transaction must have a high probability of oc-
curring and must present an exposure to variations in cash flows
that could ultimately affect the reported net profit or loss. The
Group discontinues hedge accounting voluntarily, or when the
Group determines that a hedging instrument is not, or has ceased
to be, highly effective as a hedge, when the derivative expires or
is sold, terminated or exercised, when the hedged item matures,
is sold or repaid or when forecast transactions are no longer
deemed highly probable.

Hedge ineffectiveness represents the amount by which the
changes in the fair value of the hedging instrument differ from
changes in the fair value of the hedged item attributable to the
hedged risk, or the amount by which changes in the present value
of future cash flows of the hedging instrument exceed changes in
the present value of (expected) future cash flows of the hedged
item. Such ineffectiveness is recorded in current period earnings
in Net trading income. Interest income and expense on derivatives
designated as hedging instruments in effective hedge relation-
ships is included in Net interest income.

Fair value hedges
For qualifying fair value hedges, the change in the fair value of the
hedging instrument is recognized in the income statement along
with the change in the fair value of the hedged item that is at-
tributable to the hedged risk. In fair value hedges of interest rate
risk, the fair value change of the hedged item attributable to the
hedged risk is reflected in the carrying value of the hedged item.
If the hedge accounting relationship is terminated for reasons
other than the derecognition of the hedged item, the difference
between the carrying value of the hedged item at that point and
the value at which it would have been carried had the hedge
never existed (the “unamortized fair value adjustment”) is amor-
tized to the income statement over the remaining term to matu-
rity of the hedged item.

For a portfolio hedge of interest rate risk, the equivalent
change in fair value is reflected within Other assets or Other liabil-
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ities. If the hedge relationship is terminated for reasons other than
the derecognition of the hedged item, the amount included in
Other assets or Other liabilities is amortized to the income state-
ment over the remaining term to maturity of the hedged items.

Cash flow hedges

Fair value gains or losses associated with the effective portion of
derivatives designated as cash flow hedges for cash flow repricing
risk are recognized initially in Equity. When the hedged forecast
cash flows affect profit or loss, the associated gains or losses on the
hedging derivatives are reclassified from Equity to profit or loss.

If a cash flow hedge for forecasted transactions is deemed to
be no longer effective, or if the hedge relationship is terminated,
the cumulative gains or losses on the hedging derivatives pre-
viously reported in Equity remain there until the committed or
forecasted transactions occur and affect profit or loss. If the fore-
casted transactions are no longer expected to occur, the deferred
gains or losses are reclassified immediately to profit or loss.

Hedges of net investments in foreign operations

Hedges of net investments in foreign operations are accounted
for similarly to cash flow hedges. Gains or losses on the hedging
instrument relating to the effective portion of the hedge are rec-
ognized directly in Equity (and presented in the statement of
changes in equity and statement of comprehensive income under
Foreign currency translation), while any gains or losses relating to
the ineffective and/or undesignated portion (for example, the
interest element of a forward contract) are recognized in the
income statement. Upon loss of control of the foreign operation
or its liquidation, the cumulative value of any such gains or losses
associated with the entity, and recognized directly in Equity, is re-
classified to the income statement.

Economic hedges that do not qualify for hedge accounting
Derivative instruments that are transacted as economic hedges
but do not qualify for hedge accounting are treated in the same
way as derivative instruments used for trading purposes (i.e., real-
ized and unrealized gains and losses are recognized in Net trading
income), except for the forward points on certain short duration
foreign exchange contracts, which are reported in Net interest
income. Refer to Note 14 for more information on economic
hedges.

Embedded derivatives

Derivatives may be embedded in other financial instruments (“host
contracts”), for example, they could be represented by the conver-
sion feature embedded in a convertible bond. Such combinations
are known as hybrid instruments and arise predominantly from the
issuance of certain structured debt instruments. An embedded de-
rivative is generally required to be separated from the host contract
and accounted for as a standalone derivative instrument at fair val-
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ue through profit or loss if: (i) the host contract is not carried at fair
value with changes in fair value reported in the income statement,
(ii) the economic characteristics and risks of the embedded deriva-
tive are not closely related to the economic characteristics and risks
of the host contract and (iii) the terms of the embedded derivative
would meet the definition of a standalone derivative were they con-
tained in a separate contract. Bifurcated embedded derivatives are
presented on the same balance sheet line as the host contract, and
are shown in Note 27a in the “Held for trading” category, reflecting
the measurement and recognition principles applied.

Typically, UBS applies the fair value option to hybrid instru-
ments (refer to item 8) for more information), in which case bifur-
cation of an embedded derivative component is not required.

16) Loan commitments

Loan commitments are defined amounts (unutilized credit lines or

undrawn portions of credit lines) against which clients can borrow

money under defined terms and conditions.

Loan commitments that can be cancelled by UBS at any time
(without giving a reason) according to their general terms and
conditions, are not recognized on the balance sheet and are not
included in the off-balance-sheet disclosures. Upon a loan draw-
down by the counterparty, the amount of the loan is accounted
for in accordance with Loans and receivables. Refer to item 10) for
more information.

Irrevocable loan commitments (where UBS has no right to
withdraw the loan commitment once communicated to the ben-
eficiary, or which are revocable only due to automatic cancellation
upon deterioration in a borrower’s creditworthiness) are classified
into the following categories:

— derivative loan commitments, being loan commitments that
can be settled net in cash or by delivering or issuing another
financial instrument, or loan commitments for which there is
evidence of selling loans resulting from similar loan commit-
ments before or shortly after origination;

— loan commitments designated at fair value through profit and
loss (refer to item 8) for more information) and

— all other loan commitments. These are not recorded in the bal-
ance sheet, but a provision is recognized if it is probable that a
loss has been incurred and a reliable estimate of the amount of
the obligation can be made. Other loan commitments include
irrevocable forward starting reverse repurchase and irrevocable
securities borrowing agreements. Any change in the liability
relating to these other loan commitments is recorded in the
income statement in Credit loss expense/recovery. Refer to
items 11) and 27) for more information.

17) Financial guarantee contracts

Financial guarantee contracts are contracts that require the issuer
to make specified payments to reimburse the holder for an in-
curred loss because a specified debtor fails to make payments
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when due in accordance with the terms of a specified debt instru-
ment. UBS issues such financial guarantees to banks, financial
institutions and other parties on behalf of clients to secure loans,
overdrafts and other banking facilities.

Certain written financial guarantees that are managed on a
fair value basis are designated at fair value through profit or loss.
Refer to item 8) for more information. Financial guarantees that
are not managed on a fair value basis are initially recognized in
the financial statements at fair value. Subsequent to initial recog-
nition, these financial guarantees are measured at the higher of
the amount initially recognized less cumulative amortization, and
to the extent a payment under the guarantee has become prob-
able, the present value of the expected payment. Any change in
the liability relating to probable expected payments resulting from
guarantees is recorded in the income statement in Credit loss ex-
pense/recovery.

18) Cash and cash equivalents
For the purposes of the statement of cash flows, cash and cash
equivalents comprise balances with an original maturity of three
months or less including cash, money market paper and balances
with central and other banks.

19) Physical commodities

Physical commodities (precious metals, base metals and other
commodities) held by UBS as a result of its broker-trader activities
are accounted for at fair value less costs to sell and recognized
within Trading portfolio assets. Changes in fair value less costs to
sell are recorded in Net trading income.

20) Property and equipment
Property and equipment includes own-used properties, investment
properties, leasehold improvements, information technology hard-
ware, externally purchased and internally developed software and
communication and other similar equipment. With the exception
of investment properties, Property and equipment is carried at cost
(which includes capitalized interest from associated borrowings,
where applicable), less accumulated depreciation and impairment
losses, and is reviewed periodically for impairment.

Refer to Note 16 for more information on property and equip-
ment.

Classification of own-used property

Own-used property is defined as property held by the Group for
use in the supply of services or for administrative purposes,
whereas investment property is defined as property held to earn
rental income and/or for capital appreciation. Where a property
of the Group includes an own-used portion and an investment
portion which can be sold separately, they are separately ac-
counted for as own-used property and investment property. If
the portions cannot be sold separately, the whole property is

classified as own-used unless the portion used by the Group is
minor. The classification of property is reviewed on a regular
basis. When the use of a property changes from own-used to
investment property, the property is remeasured to fair value and
reclassified as investment property. Any gain arising on remea-
surement is recognized in profit or loss to the extent that it re-
verses a previous impairment loss on the specific property, with
any remaining gain recognized in Other comprehensive income
and presented in the revaluation reserve in equity. Any loss is
recognized immediately in profit or loss. When an investment
property is reclassified as own-used property, its fair value at the
date of reclassification becomes its cost basis for subsequent
measurement purposes.

Investment property

Investment property is carried at fair value with changes in fair
value recognized in the income statement in Other income in the
period of change.

Leasehold improvements

Leasehold improvements are investments made to customize
buildings and offices occupied under operating lease contracts
to make them suitable for their intended purpose. The present
value of estimated reinstatement costs required to bring a leased
property back into its original condition at the end of the lease is
capitalized as part of total leasehold improvements with a corre-
sponding liability recognized to reflect the obligation incurred.
Reinstatement costs are recognized in profit and loss through
depreciation of the capitalized leasehold improvements over their
estimated useful lives and the liability is relieved as cash payments
are applied.

Property held for sale

Where UBS has decided to sell non-current assets such as prop-
erty or equipment and the sale of these assets is highly probable
to occur within 12 months, these assets are classified as non-
current assets held for sale and are reclassified to Other assets.
Upon classification as held for sale, they are no longer depreci-
ated and are carried at the lower of book value or fair value less
cost to sell.

Software

Software development costs are recognized only when the costs
can be measured reliably and it is probable that future economic
benefits will arise. Internally generated software that meets these
criteria is classified in property and equipment, together with pur-
chased software.

Estimated useful life of property and equipment

Property and equipment is depreciated on a straight-line basis
over its estimated useful life as follows.
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Properties, excluding land Not exceeding 67 years

IT hardware and communication
equipment

Software Not exceeding 5 years

21) Goodwill and intangible assets

Goodwill represents the excess of the cost of an acquisition over
the fair value of the Group’s share of net identifiable assets of the
acquired entity at the date of acquisition. Goodwill is not amor-
tized. It is tested annually for impairment and, additionally, when
an indication of impairment exists at the end of each reporting
period. For goodwill impairment testing purposes, UBS considers
the segments reported in Note 2a as separate cash-generating
units, since this is the level at which the performance of invest-
ments is reviewed and assessed by management. The recoverable
amount of a segment is determined on the basis of its value-in-use.

Intangible assets comprise separately identifiable intangible
items arising from business combinations and certain purchased
trademarks and similar items. Intangible assets are recognized at
cost. The cost of an intangible asset acquired in a business combi-
nation is its fair value at the date of acquisition. Intangible assets
with a definite useful life are amortized using the straight-line
method over their estimated useful economic life, generally not
exceeding 20 years. Intangible assets with an indefinite useful life
are not amortized. In nearly all cases, identified intangible assets
have a definite useful life. At each balance sheet date, intangible
assets are reviewed for indications of impairment. If such indica-
tions exist, the intangible assets are analyzed to assess whether
their carrying amount is fully recoverable. An impairment loss is
recognized if the carrying amount exceeds the recoverable
amount.

Intangible assets are classified into two categories: (i) infra-
structure and (i) customer relationships, contractual rights and
other. Infrastructure consists of a branch network intangible asset
recognized in connection with the acquisition of PaineWebber
Group, Inc. Client relationships, contractual rights and other
includes mainly intangible assets for client relationships, non-
compete agreements, favorable contracts, trademarks and trade
names acquired in business combinations.

Refer to Note 17 for more information on goodwill and intan-
gible assets.

22) Income taxes

Income tax payable on profits is recognized as an expense based
on the applicable tax laws in each jurisdiction in the period in
which profits arise. The tax effects of income tax losses available
for carry forward are recognized as a deferred tax asset if it is
probable that future taxable profit (based on profit forecast as-
sumptions) will be available against which those losses can be
utilized.
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Deferred tax assets are recognized for temporary differences
that will result in deductible amounts in future periods, but only
to the extent that it is probable that sufficient taxable profits will
be available against which these differences can be utilized. De-
ferred tax liabilities are recognized for temporary differences be-
tween the carrying amounts of assets and liabilities in the balance
sheet and their amounts as measured for tax purposes, which will
result in taxable amounts in future periods. Deferred tax assets
and liabilities are measured at the tax rates that are expected to
apply in the period in which the asset will be realized or the liabil-
ity will be settled based on enacted rates.

Tax assets and liabilities of the same type (current or deferred)
are offset when they arise from the same tax reporting group,
they relate to the same tax authority, the legal right to offset
exists, and they are intended to be settled net or realized simul-
taneously.

Current and deferred taxes are recognized as income tax ben-
efit or expense in the income statement except for current and
deferred taxes recognized (i) upon the acquisition of a subsidiary,
(ii) for unrealized gains or losses on financial investments avail-
able-for-sale, for changes in fair value of derivative instruments
designated as cash flow hedges, for remeasurements of defined
benefit plans, and for certain foreign currency translations of for-
eign operations, (jii) for certain tax benefits on deferred compen-
sation awards, and (iv) for gains and losses on the sale of treasury
shares. Deferred taxes recognized in a business combination
(point (i)) are considered when determining goodwill. Amounts
relating to points (ii), (iii) and (iv) are recognized directly in equity
as Other comprehensive income.

Refer to Note 8 for more information on income taxes.

23) Debt issued
Debt issued is carried at amortized cost. In cases where, as part of
the Group's risk management management activity, fair value
hedge accounting is applied to fixed-rate debt instruments carried
at amortized cost, their carrying amount is adjusted for changes
in fair value related to the hedged exposure. Refer to item 15) for
more information on hedge accounting. In most cases, structured
notes issued are designated at fair value through profit or loss us-
ing the fair value option, on the basis that they are managed on a
fair value basis, that the structured notes contain an embedded
derivative, or both. Refer to item 8) for more information on the
fair value option. The fair value option is not applied to certain
structured notes that contain embedded derivatives that refer-
ence foreign exchange rates and/or precious metal prices. For
these instruments, the embedded derivative component is mea-
sured on a fair value basis and the related underlying debt host
component is measured on an amortized cost basis, with both
components presented together within Debt issued.

Debt issued and subsequently repurchased in relation to
market-making or other activities is treated as redeemed. A gain
or loss on redemption is recorded in Other income depending on
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whether the repurchase price of the bond is lower or higher than
its carrying value. A subsequent sale of own bonds in the market
is treated as a reissuance of debt. Interest expense on debt instru-
ments measured at amortized cost is included in Interest on debt
issued.

Refer to Note 21 for more information on debt issued.

24) Pension and other post-employment benefit plans
UBS sponsors a number of post-employment benefit plans for its
employees worldwide, which include defined benefit and defined
contribution pension plans, and other post-employment benefits
such as medical and life insurance benefits that are payable after
the completion of employment.

Refer to Note 28 for more information on pension and other
post-employment benefit plans.

Defined benefit pension plans

Defined benefit pension plans specify an amount of benefit that an
employee will receive, which is usually dependent on one or more
factors such as age, years of service and compensation. The defined
benefit liability recognized in the balance sheet is the present value
of the defined benefit obligation less the fair value of the plan assets
at the balance sheet date. If the fair value of the plan assets is high-
er than the present value of the defined benefit obligation, the mea-
surement of the resulting defined benefit asset is limited to the pres-
ent value of economic benefits available in the form of refunds from
the plan or reductions in future contributions to the plan. UBS ap-
plies the projected unit credit method to determine the present val-
ue of its defined benefit obligations, the related current service cost
and, where applicable, past service cost. These amounts, which take
into account the specific features of each plan, including risk sharing
between the employee and employer, are calculated periodically by
independent qualified actuaries.

Defined contribution plans

A defined contribution plan is a pension plan under which UBS pays
fixed contributions into a separate entity from which post-employ-
ment and other benefits are paid. UBS has no legal or constructive
obligation to pay further contributions if the plan does not hold
sufficient assets to pay employees the benefits relating to employee
service in the current and prior periods. UBS’s contributions are ex-
pensed when the employees have rendered services in exchange for
such contributions. This is generally in the year of contribution. Pre-
paid contributions are recognized as an asset to the extent that a
cash refund or a reduction in future payments is available.

Other post-retirement benefits

UBS also provides post-retirement medical and life insurance ben-
efits to certain retirees in the US and the UK. The expected costs
of these benefits are recognized over the period of employment
using the same accounting methodology used for defined benefit
pension plans.

25) Equity participation and other compensation plans

Equity participation plans

UBS has established several equity participation plans in the
form of share plans, option plans and share-settled stock appre-
ciation right (SAR) plans. UBS's equity participation plans include
mandatory, discretionary and voluntary plans. UBS recognizes
the fair value of share, option and SAR awards, determined at
the date of grant, as compensation expense over the period that
the employee is required to provide services in order to earn the
award.

Awards that do not require the employee to provide future
service to become entitled to the award, such as those granted to
retirement eligible employees, including those employees who
meet full career retirement criteria, are considered vested at the
grant date. Compensation expense is fully recognized on the
grant date, or in a period prior to the grant date if it is attributable
to past service, and the amount of the award can be reasonably
and reliably estimated. Such awards remain forfeitable until the
legal vesting date if certain conditions are not met. Where no fu-
ture service is required, forfeiture events occurring after the grant
date do not result in a reversal of compensation expense because
the related services have been received.

Plans requiring future service have either a tiered vesting struc-
ture, which vest in increments over a specified period, or a cliff
vesting structure, which vest at the end of a specified period.
Compensation expense is recognized over the service period on a
tiered basis for awards that have a tiered vesting structure and on
a straight-line basis for awards with a cliff vesting structure. Plans
may contain provisions that shorten the required service period
due to achievement of retirement eligibility or upon termination
due to redundancy. In such instances, compensation expense is
recognized over the period from grant date to the retirement eli-
gibility or redundancy date. Forfeiture of these awards that occurs
during the service period results in a reversal of compensation
expense.

Awards settled in UBS shares or options are classified as equity
instruments. The fair value of an equity-settled award is deter-
mined at the date of grant and is not subsequently remeasured,
unless its terms are modified such that the fair value immediately
after modification exceeds the fair value immediately prior to
modification. Any increase in fair value resulting from a modifica-
tion is recognized as compensation expense, either over the re-
maining service period or, for vested awards, immediately.

Cash-settled awards are classified as liabilities and are remea-
sured to fair value at each balance sheet date as long as the award
is outstanding. Changes in fair value are reflected in compensa-
tion expense and, on a cumulative basis, no compensation ex-
pense is recognized for awards that expire worthless or remain
unexercised.

Refer to Note 29 for more information on the determination of
fair value of equity participation plans.
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Other compensation plans
UBS has established other fixed and variable deferred compensation
plans, the values of which are not linked to UBS's own equity. De-
ferred cash compensation plans are either mandatory or discretion-
ary plans and include awards based on a notional cash amount,
where ultimate payout is fixed or may vary based on achievement of
performance conditions. Compensation expense is recognized over
the period that the employee is required to provide services in order
to earn the award. If the employee is not required to provide future
services, such as for awards granted to employees who are retire-
ment eligible, including those employees who meet full career re-
tirement criteria, compensation expense is recognized on or prior to
the grant date. The amount recognized during the service period is
based on an estimate of the amount expected to be paid out under
the plan, such that cumulative expense recognized ultimately equals
the cash distributed to employees. For awards in the form of alter-
native investment vehicles or similar structures, which provide em-
ployees with a payout based on the value of specified underlying
assets, the initial value is based on the fair value on the grant date
of the underlying assets (e.g., money market funds, UBS and non-
UBS mutual funds and other UBS-sponsored funds). This initial value
is recognized over the period that the employee provides service to
become entitled to the award. These awards are remeasured to fair
value at each reporting date until the award is distributed. Changes
in fair value, including increases and decreases in value, are recog-
nized proportionately to the elapsed service period. Forfeiture of
these awards results in the reversal of compensation expense.
Refer to Note 29 for more information on other compensation
plans.

26) Amounts due under unit-linked investment contracts
Financial liabilities from unit-linked investment contracts are pre-
sented as Other liabilities on the balance sheet. These contracts
allow investors to invest in a pool of assets through issued invest-
ment units. The unit holders receive all rewards and bear all risks
associated with the reference asset pool. The financial liability rep-
resents the amounts due to unit holders and is equal to the fair
value of the reference asset pool. Assets held under unit-linked
investment contracts are presented as Trading portfolio assets.

Refer to Notes 13 and 23 for more information on unit-linked
investment contracts.

27) Provisions

Provisions are liabilities of uncertain timing or amount, and are
recognized when UBS has a present obligation as a result of a past
event, it is probable that an outflow of resources will be required
to settle the obligation, and a reliable estimate of the amount of
the obligation can be made.

The majority of UBS's provisions relate to litigation, regulatory
and similar matters, restructuring, employee benefits, real estate
and loan commitments and guarantees. Provisions that are similar
in nature are aggregated to form a class, while the remaining pro-

372

visions, including those of less significant amounts, are presented
under Other provisions. Provisions are presented separately on the
balance sheet and, when they are no longer considered uncertain
in timing or amount, are reclassified to Other liabilities — Other.

The Group recognizes provisions for litigation, regulatory and
similar matters when, in the opinion of management after seek-
ing legal advice, it is more likely than not that the Group has a
present legal or constructive obligation as a result of past events,
it is probable that an outflow of resources will be required, and
the amount can be reliably estimated.

Restructuring provisions are recognized when a detailed and
formal restructuring plan has been approved and a valid expecta-
tion has been raised that the restructuring will be carried out,
either through commencement of the plan or announcements to
affected employees.

Provisions are recognized for lease contracts if the unavoidable
costs of a contract exceed the benefits expected to be received
under it (onerous lease contracts). For example, this may occur
when a significant portion of leased property is expected to be
vacant for an extended period.

Provisions for employee benefits are recognized mainly in re-
spect of service anniversaries and sabbatical leave.

Provisions are recognized at the best estimate of the consider-
ation required to settle the present obligation at the balance sheet
date. Such estimates are based on all available information and
are revised over time as more information becomes available. If
the effect of the time value of money is material, provisions are
discounted and measured at the present value of the expenditure
expected to settle or discharge the obligation, using a rate that
reflects the current market assessments of the time value of mon-
ey and the risks specific to the obligation.

A provision is not recognized when UBS has a present obliga-
tion that has arisen from past events but it is not probable that an
outflow of resources will be required to settle it, or a sufficiently
reliable estimate of the amount of the obligation cannot be made.
Instead, a contingent liability is disclosed. Contingent liabilities are
also disclosed for possible obligations that arise from past events
whose existence will be confirmed only by uncertain future events
not wholly within the control of UBS.

Refer to Note 22 for more information on provisions.

28) Equity, treasury shares and contracts on UBS AG shares

Transaction costs related to share issuances

Incremental transaction costs directly attributable to the issue of new
shares or contracts with mandatory gross physical settlement classi-
fied as equity instruments are recognized in and deducted from
Equity as Transaction costs related to share issuances, net of tax.

Non-controlling interests and preferred noteholders
Net profit and Equity are presented including non-controlling in-
terests and preferred noteholders. Net profit is split into Net prof-
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it attributable to UBS shareholders, Net profit attributable to non-
controlling interests and Net profit attributable to preferred
noteholders. Equity is split into Equity attributable to UBS share-
holders, Equity attributable to non-controlling interests and Equi-
ty attributable to preferred noteholders.

UBS AG shares held (“treasury shares”)

UBS AG shares held by the Group are presented in Equity as Trea-
sury shares at their acquisition cost which includes transaction
costs. Treasury shares are deducted from Equity until they are can-
celled or reissued. The difference between the proceeds from
sales of treasury shares and their weighted average cost (net of
tax, if any) is reported as Share premium.

Net cash settlement contracts

Contracts on UBS AG shares that require net cash settlement, or
provide the counterparty or UBS with a settlement option which
includes a choice of settling net in cash, are classified as held for
trading, with changes in fair value reported in the income state-
ment as Net trading income.

Contracts with mandatory gross physical settlement
UBS issues contracts with mandatory gross physical settlement in
UBS AG shares where a fixed amount of shares is exchanged
against a fixed amount of cash or another financial asset.
Written put options and forward share purchase contracts with
gross physical settlement, including contracts where gross physi-
cal settlement is a settlement alternative, result in the recognition
of a financial liability booked against Equity. The financial liability
is subsequently accreted, using the EIR method, over the life of
the contract to the nominal purchase obligation with the amount
recognized in Interest expense. Upon settlement of the contract,
the liability is derecognized against the consideration paid, and
the amount of equity originally recognized as a liability is reclassi-
fied within Equity to Treasury shares. The premium received for
writing such put options is recognized directly in Share premium.
All other contracts with mandatory gross physical settlement in
UBS AG shares are presented in Equity as Share premium and ac-
counted for at cost, which is added to or deducted from Equity as
appropriate. Upon settlement of such contracts, the difference
between the proceeds received and their cost (net of tax, if any) is
reported as Share premium.

Preferred notes issued to non-consolidated preferred securities
entities

On 1 January 2013, UBS deconsolidated certain entities that is-
sued preferred securities which resulted in UBS recognizing the
subordinated notes (that is, the preferred notes) issued to these
entities rather than the preferred securities issued by them. Except
for one preferred note, which is presented as a liability, these are
presented as Equity attributable to preferred noteholders. UBS AG
has fully and unconditionally guaranteed all contractual payments

on the preferred securities. UBS’s obligations under these guaran-
tees are subordinated to the full prior payment of the deposit lia-
bilities of UBS and all other liabilities of UBS. Depending on
whether the preferred notes include a contractual obligation to
deliver cash, the preferred notes represent equity instruments or
liabilities which are held by third parties. For instruments classified
as equity, once a coupon payment becomes mandatory, that is,
when it is triggered by a contractually defined event, the full divi-
dend payment obligation on these preferred notes is reclassified
from Equity to a corresponding liability. In the income statement
the full dividend payment is reclassified from Net profit attribut-
able to UBS shareholders to Net profit attributable to preferred
noteholders at that time. For instruments classified as liabilities,
interest is accrued through the income statement and presented
within Net interest income.

29) Non-current assets held for sale
UBS classifies individual non-current assets and disposal groups as
held for sale if such assets or disposal groups are available for im-
mediate sale in their present condition subject to terms that are
usual and customary for sales of such assets or disposal groups and
their sale is considered highly probable. For a sale to be highly prob-
able, management must be committed to a plan to sell such assets
and must be actively looking for a buyer. Furthermore, the assets
must be actively marketed at a reasonable sales price in relation to
their fair value and the sale must be expected to be completed with-
in one year. The assets held for sale and disposal groups are mea-
sured at the lower of their carrying amount and fair value less costs
to sell and are presented in Other assets and Other liabilities. Non-
current assets and liabilities of subsidiaries are classified as held for
sale if their carrying amount will be recovered principally through a
sale transaction rather than through continuing use.

Refer to Note 18 for more information on non-current assets
held for sale.

30) Leasing

UBS enters into lease contracts, or contracts that include lease
components, predominantly of premises and equipment, primar-
ily as lessee. Leases that transfer substantially all the risks and re-
wards incidental to the ownership of assets, but not necessarily
legal title, are classified as finance leases. All other leases are clas-
sified as operating leases.

Assets leased pursuant to finance leases are recognized on the
balance sheet in Property and equipment and are amortized over
the lesser of the useful life of the asset or the lease term, with
corresponding amounts payable included in Due to banks/cus-
tomers. Finance charges payable are recognized in Net interest
income over the period of the lease based on the interest rate
implicit in the lease on the basis of a constant yield.

Lease contracts classified as operating leases where UBS is the
lessee are disclosed in Note 33. These contracts include non-can-
cellable long-term leases of office buildings in most UBS locations.
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Operating lease rentals payable are recognized as an expense on
a straight-line basis over the lease term, which commences with
control of the physical use of the property. Lease incentives are
treated as a reduction of rental expense and are recognized on a
consistent basis over the lease term.

Certain arrangements do not take the legal form of a lease but
convey a right to use an asset in return for a payment or series of
payments. For such arrangements, UBS determines at the incep-
tion of the arrangement whether the fulfillment of the arrange-
ment is dependent on the use of a specific asset or assets and, if
so, the arrangement is accounted for as a lease.

31) Fee income

UBS earns fee income from a diverse range of services it provides to
its clients. Fee income can be divided into two broad categories:
fees earned from services that are provided over a certain period of
time (for example, investment fund fees, portfolio management
and advisory fees) and fees earned from providing transaction-type
services (for example, underwriting fees, corporate finance fees and
brokerage fees). Fees earned from services that are provided over a
certain period of time are recognized ratably over the service peri-
od, with the exception of performance-linked fees or fee compo-
nents with specific performance criteria. Such fees are recognized
when the performance criteria are fulfilled and when collectability
is reasonably assured. Fees earned from providing transaction-type
services are recognized when the service has been completed. Gen-
erally, fees are presented in the income statement in line with the
balance sheet classification of the underlying instruments.

Loan commitment fees on lending arrangements, where there
is an initial expectation that the facility will be drawn down, are
deferred until the loan is drawn down and are then recognized as
an adjustment to the effective yield over the life of the loan. If the
commitment expires and the loan is not drawn down, the fees are
recognized as revenue when the commitment expires. Where the
initial expectation that the facility will be drawn down is remote,
the loan commitment fees are recognized on a straight-line basis
over the commitment period. If, subsequently, the commitment is
actually exercised, the unamortized component of the loan com-
mitment fees are amortized as an adjustment to the effective yield
over the life of the loan.

Refer to Note 4 for more information on net fee and commis-
sion income.

32) Foreign currency translation

Transactions denominated in foreign currency are translated into
the functional currency of the reporting unit at the spot exchange
rate on the date of the transaction. At the balance sheet date, all
monetary assets and liabilities denominated in foreign currency
are translated to the functional currency using the closing ex-
change rate. Non-monetary items measured at historical cost are
translated at the exchange rate on the date of the transaction.
Foreign exchange differences on financial investments available-
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for-sale are recorded directly in Equity until the asset is sold or
becomes impaired, with the exception of translation differences
on the amortized cost of monetary financial investments avail-
able-for-sale which are reported in Net trading income, along
with all other foreign exchange differences on monetary assets
and liabilities.

Upon consolidation, assets and liabilities of foreign operations
are translated into Swiss francs (CHF) — UBS's presentation cur-
rency — at the closing exchange rate on the balance sheet date,
and income and expense items are translated at the average rate
for the period. The resulting foreign exchange differences are rec-
ognized directly in Foreign currency translation within Equity.

When a foreign operation is disposed of such that control, sig-
nificant influence or joint control is lost, or the operation is liqui-
dated, the cumulative amount in Foreign currency translation
within Equity related to that foreign operation is reclassified to
profit or loss as part of the gain or loss on disposal. When UBS
disposes of a portion of its interest in a subsidiary that includes a
foreign operation but retains control, the related portion of the
cumulative currency translation balance is reclassified to Non-con-
trolling interests. When UBS disposes of a portion of its invest-
ment in an associate or joint venture that includes a foreign op-
eration while retaining significant influence or joint control, the
related portion of the cumulative currency translation balance is
reclassified to profit or loss.

Refer to Note 36 for more information on currency translation
rates.

33) Earnings per share (EPS)

Basic earnings per share are calculated by dividing the net profit
or loss for the period attributable to ordinary shareholders by the
weighted average number of ordinary shares outstanding during
the period.

Diluted earnings per share are calculated using the same meth-
od as for basic EPS and adjusting the net profit or loss for the
period attributable to ordinary shareholders and the weighted av-
erage number of ordinary shares outstanding to reflect the poten-
tial dilution that could occur if options, warrants, convertible debt
securities or other contracts to issue ordinary shares were con-
verted or exercised into ordinary shares.

Refer to Note 9 for more information on earnings per share.

34) Segment reporting

UBS's businesses are organized globally into five business divi-
sions: Wealth Management, Wealth Management Americas, Re-
tail & Corporate, Global Asset Management and the Investment
Bank, supported by the Corporate Center. The five business divi-
sions qualify as reportable segments for the purpose of segment
reporting and, together with the Corporate Center and its com-
ponents, reflect the management structure of the Group. Addi-
tionally, the non-core activities and positions formerly in the In-
vestment Bank are managed and reported in the Corporate



Note 1 Summary of significant accounting policies (continued)

Center. Together with the Legacy Portfolio and the option to ac-
quire the equity of the SNB StabFund, which was exercised on
7 November 2013, these non-core activities and positions are re-
ported as a separate reportable segment within the Corporate
Center called “Non-core and Legacy Portfolio.” Financial informa-
tion about the five business divisions and the Corporate Center
(with its components) is presented separately in internal manage-
ment reports to the Group Executive Board, which is considered
the “chief operating decision maker” within the context of IFRS 8
Operating Segments.

The operating expenses of Corporate Center — Core Functions
are allocated, based on internally determined allocation bases, to
the reportable segments and presented under the appropriate
line items, that is, Personnel expenses, General and administrative
expenses, Depreciation and impairment of property and equip-
ment and Amortization and impairment of intangible assets.
These allocations are adjusted on a periodic basis and differences
may arise between actual costs incurred and amounts recharged.
These differences, together with own credit gains and losses on
financial liabilities designated at fair value which are excluded
from the measurement of performance of the business divisions,
are considered reconciling differences to UBS Group results and
are reported collectively under Corporate Center — Core Func-
tions. UBS's internal accounting policies, which include manage-
ment accounting policies and service level agreements, determine
the revenues and expenses directly attributable to each reportable
segment. Internal charges and transfer pricing adjustments are
reflected in operating results of the reportable segments. Transac-
tions between the reportable segments are carried out at inter-
nally agreed rates or at arm’s length and are also reflected in the
operating results of the reportable segments.

Revenue-sharing agreements are used to allocate external cli-
ent revenues to reportable segments where several reportable

b) Changes in accounting policies, comparability and other adjustments

segments are involved in the value-creation chain. Commissions
are credited to the reportable segments based on the correspond-
ing client relationship.

Net interest income is generally allocated to the reportable
segments based on their balance sheet positions. Assets and lia-
bilities of the reportable segments are funded through and in-
vested with Group Treasury, and the net interest margin is reflect-
ed in the results of each reportable segment. Interest income
earned from managing UBS’s consolidated equity is allocated to
the reportable segments based on average attributed equity.

In line with internal management reporting, segment assets
are reported without intercompany balances on a third-party view
basis. For the purpose of segment reporting under IFRS 8, the
non-current assets consist of investments in associates and joint
ventures, goodwill, other intangible assets and property and
equipment.

Refer to Note 2 for more information on segment reporting.

35) Netting
UBS nets financial assets and liabilities on its balance sheet if it has
a currently enforceable legal right to set off the recognized
amounts and intends either to settle on a net basis, or to realize
the asset and settle the liability simultaneously. Netted positions
include, for example, over-the-counter interest rate swaps trans-
acted with the London Clearing House, netted by currency and
across maturity dates, repurchase and reverse repurchase transac-
tions entered into with both the London Clearing House and the
Fixed Income Clearing Corporation, netted by counterparty, cur-
rency, central securities depository and maturity, as well as trans-
actions with various other counterparties, exchanges and clearing
houses.

Refer to Note 26 for more information on offsetting financial
assets and financial liabilities.

Effective in 2013

IFRS 7 Financial Instruments: Disclosures

In December 2011, the IASB issued revised IFRS 7 Financial Instru-
ments: Disclosures, requiring the disclosure of new information in
respect of an entity’s use of enforceable netting arrangements.
The amendments to IFRS 7 are intended to enable users of finan-
cial statements to better evaluate the effect or potential effect of
netting arrangements on the entity’s financial position. The
amendments require entities to disclose both gross and net
amounts of recognized financial assets and liabilities associated
with master netting agreements and similar arrangements, in-
cluding the effects of financial collateral, whether or not present-
ed net on the face of the balance sheet.

UBS adopted the revisions to IFRS 7 as of 1 January 2013 in
accordance with the transitional provisions set out in the standard
and the resultant disclosures are reflected in Note 26.

IFRS 10 Consolidated Financial Statements

In May 2011, the IASB issued IFRS 10 Consolidated Financial
Statements. In October 2012, the IASB issued Investment Entities
(Amendments to IFRS 10, IFRS 12 and IAS 27) which provide an
exception to consolidation for certain “investment entities.” IFRS
10 establishes a single control-based model for assessing whether
one entity should consolidate another, applying to all types of
entities and replacing SIC 12 Consolidation — Special Purpose Enti-
ties, and the consolidation principles within IAS 27 Consolidated
and Separate Financial Statements, which has been renamed IAS
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IFRS 10: Effect on Total comprehensive income

Effect on net profit

Effect on other comprehensive income

Foreign
Net profit Net profit Net profit Unrealized  curency
attribut-  attribut-  attribut- gains/(losses) trans-
Net fee ableto  ableto able on financial lation  Other Total
Net and com- Net preferred non-con-  to UBS investments move- compre- compre-
interest  mission  trading Other Net note-  trolling share- available-for-sale, ment, hensive hensive
CHF million income  income income income  profit holders interests  holders net of tax netoftax income income
As previously reported for the
year ended 31 December 2012 5994 15405 3480 682 (235 0 26 (@511) 14 (54 489 (1766
Changes in reported figures for the year (16) (8) 46 (41) (20) 220 (271) 31 12 7 18 (2)
Restated amount for the year
ended 31 December 2012 5978 15,39 3,526 641 (2,255) 220 5 (2,480) 26 (537)! 487 (1,767)

1 Of which CHF (511) million was attributable to UBS shareholders, CHF (41) million attributable to preferred noteholders and CHF 15 million attributable to non-controlling interests.

27 Separate financial Statements. Refer to Note 1a) 3) for further
information.

On 1 January 2013, UBS adopted IFRS 10, resulting in a change
in the consolidation status of certain entities. The Group consoli-
dated certain investment funds where UBS’s exposure to variabil-
ity indicates that its power as fund manager is in a principal ca-
pacity. In addition, UBS deconsolidated certain entities that were
previously consolidated due to UBS’s exposure to a majority of risk
and rewards, but where UBS does not have the ability to direct the
relevant activities. UBS also deconsolidated certain entities where
UBS's involvement does not expose it to variable returns from the
entity. This includes entities that issue preferred securities, the de-
consolidation of which results in UBS recognizing the preferred
notes issued to these entities instead of the preferred securities
which were presented as equity attributable to non-controlling
interests. Except for one preferred note issuance of CHF 1.2 billion

IFRS 10: Effect on the balance sheet

which is classified as a liability, UBS presents the preferred notes
as equity attributable to preferred noteholders.

UBS adopted IFRS 10 on a limited retrospective basis. The com-
parative 31 December 2012 balance sheet and other primary
statements for the period ending 2012 have been restated to re-
flect the effects of adopting IFRS 10. The transition effects on the
opening equity balance as of 1 January 2012 are presented in the
Statement of changes in equity. No balance sheet as of the begin-
ning of 2012 has been presented under IFRS 10 as adoption was
not deemed to have a material impact on the Financial State-
ments. In addition, periods prior to 2012 are not required to be
restated and are therefore presented on the basis of IAS 27 and
SIC 12. Where a change in consolidation status was warranted,
the financial results in 2012 have been restated to reflect the ap-
propriate consolidation status as of the date that UBS obtained or
lost control of the respective entity. No adjustments have been

CHF million

Restated
balance as of
31 December 2012

Balance as of
31 December 2012
previously reported

Change in
reported figures

Total assets 1,259,232 565 1,259,797

., of which: Positive replacement values LG L LA
Total liabilities 1,208,983 1,714 1,210,697
of which: Due to customers 371,892 1,567 373,459

' of which: Repurchase agreements 37639 918 38557

. of which: Financial labiltes designated at for valve. 92878 N2/
Total equity 50,249 (1,149) 49,100
of which: equity attributable to UBS shareholders 45,895 54 45,949

* of which: equity attributable to preferred noteholders 0 3109 3109

' of which: equity attributable to non-controlling interests 4353 (4311) 2
Total liabilities and equity 1,259,232 565 1,259,797
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made for entities where, at the date of initial application, the con-
solidation status is unchanged from that under IAS 27 or SIC 12.
The effect of adoption is shown in the tables on the previous
page. There was no material impact on earnings per share.

The October 2012 amendments for investment entities had no
impact on the Financial Statements as UBS Group does not itself
meet the definition of an investment entity.

IFRS 11 Joint Arrangements

In May 2011, the IASB issued IFRS 11 Joint arrangements, which
supersedes IAS 31 Interests in Joint Ventures, and SIC 13 Jointly
Controlled Entities — Non-monetary Contributions by Venturers.
The standard provides guidance on how to account for joint opera-
tions and joint ventures, considering the rights, obligations and le-
gal form of the arrangement, with both defined as types of joint
arrangements. The standard also addresses inconsistencies in the
reporting of joint ventures by eliminating the proportionate con-
solidation approach and requiring that an investment be accounted
for under the equity method under IAS 28. UBS adopted IFRS 11 on
its mandatory effective date of 1 January 2013. As UBS already ap-
plies the equity method to account for its interests in joint ventures,
the new standard had no impact on the Financial Statements.

IFRS 12 Disclosure of Interests in Other Entities

In May 2011, the IASB issued IFRS 12 Disclosure of Interests in
Other Entities, which provides new and comprehensive annual
disclosure requirements about entities with which a reporting en-
tity is involved. IFRS 12 replaces the disclosure requirements previ-
ously included in IAS 27 Consolidated and Separate Financial
Statements, |AS 28 Investment in Associates and IAS 31 Interests
in Joint Ventures. The standard requires entities to disclose infor-
mation that helps users to evaluate the nature, risks and financial
effects associated with a reporting entity’s interests in subsidiaries,
associates, joint arrangements and, in particular, unconsolidated
SE. UBS adopted the revised standard on its mandatory effective
date of 1 January 2013 in accordance with the transitional provi-
sions of the standard and the resultant disclosures are reflected in
Note 30.

IAS 27 Separate Financial Statements

In May 2011, the IASB issued IAS 27 Separate Financial State-
ments, which amended and renamed |IAS 27 Consolidated and
Separate Financial Statements. The amendments resulted from
the issuance of IFRS 10 Consolidated Financial Statements as stat-
ed above. As a result, IAS 27 now contains requirements relating
to separate financial statements only. UBS adopted the IAS 27
amendments on their mandatory effective date of 1 January 2013
and the new standard had no impact on the Financial Statements.

IAS 28 Investments in Associates and Joint Ventures
In May 2011, the IASB issued IAS 28 Investments in Associates
and Joint Ventures, which amended and renamed IAS 28 Invest-

ments in Associates by incorporating the accounting for joint ven-
tures. UBS adopted the IAS 28 amendments on the mandatory
effective date of 1 January 2013 and the new standard had no
impact on the Financial Statements.

IFRS 13 Fair Value Measurement

In May 2011, the IASB issued IFRS 13 Fair Value Measurement,
which establishes a single source of guidance for all fair value
measurements under IFRS. It defines fair value as the price that
would be received to sell an asset or paid to transfer a liability in
an orderly transaction between market participants at the mea-
surement date, i.e., an exit price. The standard emphasizes that
fair value is a market-based measurement, not an entity-specific
measurement. It clarifies that the unit of measurement is gener-
ally a particular asset or liability unless an entity manages and
reports its net risk exposures on a portfolio basis, in which case it
may elect to apply portfolio-level price adjustments under limited
circumstances. It also introduces new disclosure requirements
and enhancements to existing disclosures, which are reflected in
Note 24.

IFRS 13 became effective for the Group on 1 January 2013 and
has been applied prospectively from that date. As a result of im-
plementing the unit of measurement guidance of the standard,
the Group’s valuation reserves increased by approximately CHF
25 million as of 1 January 2013, decreasing operating profit be-
fore tax in 2013. In conjunction with the implementation of IFRS
13, the Group has refined its methodologies for estimating the
sensitivity of fair value measurements to changes in unobservable
valuation input assumptions. As a result, the 31 December 2012
comparative figures in Note 24i have been restated from CHF
1.2 billion to CHF 1.8 billion for favorable changes and from CHF
1.2 billion to CHF 1.4 billion for unfavorable changes.

IAS 1 Presentation of Financial Statements

In June 2011, the IASB issued the revised IAS 1 Presentation of
Financial Statements. The revised standard requires the grouping
together for presentation purposes of items within other com-
prehensive income (OCI) into those that may be reclassified to
profit or loss in subsequent periods and those that may not be.
The revised standard reaffirms existing requirements that items in
OCI and profit or loss should be presented as either a single
statement or two consecutive statements. UBS adopted the re-
vised standard on its mandatory effective date of 1 January 2013
and continues to provide two consecutive statements. The pre-
sentation in the statement of comprehensive income was revised
in line with the new requirements.

IAS 36 Recoverable Amount Disclosures for Non-Financial Assets

(Amendment to IAS 36 Impairment of Assets)

In May 2013, the IASB published Recoverable Amount Disclosures
for Non-Financial Assets (Amendments to IAS 36, Impairment of
Assets) requiring disclosure, for a non-financial asset or a cash
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generating unit for which an impairment loss was recognized or
reversed, of its recoverable amount and, if this was determined
based on fair value less costs of disposal, additional fair value in-
formation. UBS early adopted the narrow-scope amendments as
of 31 December 2013, ahead of their mandatory effective date of
1 January 2014, in accordance with the transitional provisions of
the amendments, with no material impact on the Financial State-
ments. Refer to Notes 16 and 17 for more information.

Annual Improvements to IFRSs 2009-2011

In May 2012, the IASB issued six amendments to five IFRSs as part
of its annual improvements project. Of these amendments, UBS
adopted the amendment to IAS 1 in 2012, ahead of its manda-
tory effective date of 1 January 2013 in accordance with the tran-
sitional provisions of the standard. UBS adopted the remaining
amendments as of 1 January 2013 with no material impact on the
Financial Statements.

IAS 1 Comparative Information

In line with the IAS 1 comparative period requirements which UBS
adopted in 2012, UBS will no longer present a second compara-
tive balance sheet unless it is required to do so as a consequence
of a retrospective restatement or reclassification. For the year
ended 31 December 2013, the Group is not required to present
an additional balance sheet and therefore only one comparative
balance sheet is disclosed as of 31 December 2012.

Corporate Center — Non-core and Legacy Portfolio

In line with our strategy to focus the Investment Bank’s business
on its traditional strengths, UBS is exiting many business lines
which are capital- and balance sheet-intensive or are in areas with
high operational complexity or long tail risks. In 2013, these non-
core activities and positions formerly in the Investment Bank were
transferred to and are now managed and reported in the Corpo-
rate Center. Together with the Legacy Portfolio and the option to
acquire the equity of the SNB StabFund, which was exercised on
7 November 2013, these non-core activities and positions are re-
ported as a separate reportable segment within the Corporate
Center called “Non-core and Legacy Portfolio.” Prior period seg-
ment information was restated for this change. As a result, total
assets of the Investment Bank as of 31 December 2012 decreased
by CHF 390 billion, full year 2012 operating income decreased by
CHF 1,147 million and full year 2012 operating expenses de-
creased by CHF 4,341 million, resulting in an overall increase in
full year 2012 operating profit before tax of CHF 3,194 million,
with corresponding movements in Corporate Center — Non-core
and Legacy Portfolio. This restated information is not representa-
tive of the way the business was managed during those prior pe-
riods and as such is an estimate of such periods’ performance.
Amounts were determined reflecting a number of assumptions
and allocations in order to achieve comparability with how the
business would be managed in the future.
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Other transfers between reporting segments

The repurchase agreement and short-term interest rate cash
units were transferred from the Investment Bank to the Asset
Liability Management unit of Group Treasury within Corporate
Center — Core Functions in 2013. Following this transfer, the As-
set Liability Management unit oversees all financing, portfolio,
and structural risk management activities for the Group. Reve-
nues associated with the ongoing business activities of Asset
Liability Management are allocated to the business divisions and
Non-core and Legacy Portfolio, with the exception of excess
funding costs. Prior period segment information was restated for
this change. As a result, total assets of the Investment Bank as of
31 December 2012 decreased by CHF 20 billion, full year 2012
operating income decreased by CHF 314 million and full year
operating expenses decreased by CHF 113 million, resulting in an
overall decrease in full year operating profit before tax of CHF
201 million, with corresponding increases in Corporate Center —
Core Functions. This restated information is only an estimate of
such periods’ performance.

In 2013, the risk management responsibility for a portfolio of
financial investments available-for-sale and associated cash and
balances with central banks was transferred from Wealth Manage-
ment Americas to Group Treasury within Corporate Center — Core
Functions. Following this transfer, net interest income associated
with that portfolio has been allocated back to Wealth Manage-
ment Americas, whereas realized gains and losses arising from the
sales and impairments of individual financial investments are re-
tained by Group Treasury. Prior period segment information was
restated for this change. As a result, total assets of Wealth Man-
agement Americas as of 31 December 2012 decreased by CHF 20
billion and full year 2012 non-interest income decreased by CHF
220 million, with corresponding increases in Corporate Center —
Core Functions.

Definition of restructuring charges

In 2013, UBS expanded its definition of restructuring charges to
include non-recurring and other temporary costs necessary to
effect its restructuring programs. Refer to Note 32 for more infor-
mation.

Accrued income and prepaid expenses, accrued expenses and
deferred income

Starting with the fourth quarter of 2013, Accrued income and
prepaid expenses as well as Accrued expenses and deferred in-
come are no longer presented as separate line items in the bal-
ance sheet but under Other assets and Other liabilities, respec-
tively. Comparative information was adjusted accordingly. Refer
to Notes 18 and 23 for more information. This change in presen-
tation did not impact net profit, total assets or total liabilities.
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¢) International Financial Reporting Standards and Interpretations to be adopted in 2014 and later and other adjustments

IFRS 9 Financial Instruments

In November 2009, the IASB issued IFRS 9 Financial Instruments,
which includes revised guidance on the classification and mea-
surement of financial assets. In October 2010, the IASB updated
IFRS 9 to include guidance on financial liabilities and derecogni-
tion of financial instruments. The publication of IFRS 9 represent-
ed the completion of the first part of a multi-stage project to re-
place IAS 39 Financial Instruments: Recognition and Measurement.

The standard requires all financial assets, except equity instru-
ments, to be classified at fair value through profit or loss or amor-
tized cost on the basis of the entity’s business model for managing
the financial assets and the contractual cash flow characteristics of
the financial asset. If a financial asset meets the criteria to be mea-
sured at amortized cost, it can be designated at fair value through
profit or loss under the fair value option if doing so would signifi-
cantly reduce or eliminate an accounting mismatch. Equity instru-
ments that are not held for trading may be accounted for at fair
value through other comprehensive income (OCI).

The accounting guidance for financial liabilities is unchanged
with one exception: any gain or loss arising on a financial liability
designated at fair value through profit or loss that is attributable
to changes in the credit risk of that liability (own credit) is pre-
sented in OCl and not recognized in profit or loss. There is no
subsequent recycling of realized gains or losses from OCI to profit
or loss.

In November 2013, the IASB issued IFRS 9 Financial Instru-
ments (Hedge accounting and amendments to IFRS 9, IFRS 7 and
IAS 39). This standard contains guidance on hedge accounting
that will replace the existing requirements of IAS 39, introducing
substantial changes to hedge effectiveness and eligibility require-
ments as well as new disclosures. The amendments also remove
the previous mandatory effective date of 1 January 2015 for all of
the IFRS 9 requirements, with a final effective date to be decided
upon when the project is closer to completion. Subsequently, the
IASB has tentatively decided that the mandatory effective date
will be for annual periods beginning on or after 1 January 2018.
The standard further amends IFRS 9 to permit entities to early
adopt the own credit presentation changes without having to ap-
ply any of the other requirements of IFRS 9.

UBS is currently assessing the impact of the new requirements
on the Financial Statements.

Offsetting Financial Assets and Financial Liabilities (Amendments
to IAS 32)

In December 2011, the IASB issued Offsetting Financial Assets
and Financial Liabilities (Amendments to IAS 32, Financial Instru-
ments: Presentation). The amendments to IAS 32 restrict offset-
ting on the balance sheet to only those arrangements in which an

offsetting right exists that is unconditional and legally enforce-
able, both in the normal course of business and in the event of
default, bankruptcy or insolvency of the entity and all of the coun-
terparties. The amendments also provide incremental guidance
for determining when gross settlement systems result in the func-
tional equivalent of net settlement.

Upon adoption as of 1 January 2014, UBS expects, based on
current assumptions, that certain derivative arrangements will no
longer qualify for offset. Consequently, had the amendments
been effective as of 31 December 2013, total assets and liabilities
would increase by approximately CHF 10 billion, with no impact
on total equity or net profit. UBS's Basel lll capital, capital ratios
and Swiss SRB leverage ratio are not expected to be significantly
impacted. Some application issues are in the process of being re-
solved, hence, the actual impact may be different from that cur-
rently estimated.

Novation of Derivatives and Continuation of Hedge Accounting
(Amendments to IAS 39)

In June 2013, the IASB issued Novation of Derivatives and Con-
tinuation of Hedge Accounting (Amendments to IAS 39, Finan-
cial Instruments: Recognition and Measurement) to provide relief
from discontinuing hedge accounting when a derivative desig-
nated as a hedging instrument is novated to effect clearing with
a central counterparty as a result of laws and regulations, pro-
vided certain criteria are met. The amendment is applicable retro-
spectively and is effective on 1 January 2014. Adoption of the
amendment will not have a material impact on the Financial
Statements.

IFRIC Interpretation 21, Levies

In May 2013, the IASB issued IFRIC Interpretation 21, Levies. IFRIC
21 sets out the accounting for an obligation to pay a government
levy that is not within the scope of IAS 12, Income Taxes. The inter-
pretation specifies that liabilities for levies should not be recognized
prior to the occurrence of a specified triggering event, regardless of
whether an entity has no realistic ability to avoid the triggering
event. The interpretation is applicable retrospectively and is effec-
tive on 1 January 2014. Adoption of the interpretation will not
have a material impact on the Financial Statements.

Narrow-scope amendments to IAS 19 Employee Benefits

In December 2013, the IASB issued Defined Benefit Plans: Em-
ployee Contributions (Amendments to IAS 19, Employee Bene-
fits). The amendments offer an alternative, simplified treatment
for considering contributions from employees or third parties in
the calculation of the defined benefit obligation if the amount of
employee or third-party contributions is independent of the num-
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Note 1 Summary of significant accounting policies (continued)

ber of years of service. Under the alternative treatment, an entity
may recognize such contributions as a reduction in service cost in
the period in which the related service is rendered, instead of at-
tributing the contributions to the periods of service. This is appli-
cable for the Swiss pension plan, whereby UBS currently attributes
employee contributions to the periods of service in accordance
with the plan’s benefit formula. The amendments to IAS 19 are
applicable retrospectively, for UBS on 1 January 2015, with earlier
adoption permitted. UBS does not expect to apply the alternative
treatment introduced by this amendment to IAS 19.

Annual Improvements to IFRSs 2010 — 2012 Cycle and Annual
Improvements to IFRSs 2011 — 2013 Cycle

In December 2013, the IASB issued Annual Improvements to IFRSs
2010 — 2012 Cycle and Annual Improvements to IFRSs 2011 —
2013 Cycle that resulted in 12 amendments to nine IFRSs. Gener-
ally, the amendments are effective for UBS on 1 January 2015,
with early adoption permitted. UBS is currently assessing the im-
pact of the amendments on the Financial Statements.
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Fair value measurements — funding valuation adjustments

UBS and, more broadly, other major dealers in derivatives, are cur-
rently analyzing how the costs and benefits of funding associated
with uncollateralized derivative receivables and payables can be
incorporated into their valuation techniques. Those costs and
benefits (referred to as “funding valuation adjustments”) differ
from credit valuation adjustments (CVA) and debit valuation ad-
justments (DVA) (refer to “Note 24 Fair value measurement”), and
theoretically represent a spread over LIBOR to compensate for the
inherent cost of funding those uncollateralized derivative posi-
tions. Currently, there are diverse views within the industry as to
how such inputs should be quantified and applied. We expect to
incorporate funding valuation adjustments into our fair value
measurements, prospectively, as a change in accounting estimate,
possibly during 2014, when our analysis is completed and the re-
lated financial effects can be validated. Notably, our exposure to
uncollateralized derivatives continues to reduce in line with the
accelerated implementation of our strategy to exit many of the
businesses with which they are associated.



Note 2a Segment reporting

UBS AG is the parent company of the UBS Group (Group). The
operational structure of the Group comprises the Corporate
Center and five business divisions: Wealth Management, Wealth
Management Americas, Retail & Corporate, Global Asset Man-
agement and the Investment Bank.

Wealth Management

Wealth Management provides comprehensive financial services to
wealthy private clients around the world — except those served by
Wealth Management Americas. Its clients benefit from the entire
spectrum of UBS resources, ranging from investment manage-
ment to estate planning and corporate finance advice, in addition
to specific wealth management products and services.

Wealth Management Americas

Wealth Management Americas provides advice-based solutions
and banking services through financial advisors who deliver a
fully integrated set of products and services specifically designed
to address the needs of ultra high net worth and high net worth
individuals and families. It includes the domestic US business, the
domestic Canadian business and international business booked in
the US.

Retail & Corporate

Retail & Corporate maintains a leading position across retail, cor-
porate and institutional client segments in Switzerland and con-
stitutes a central building block of UBS Switzerland’s pre-eminent
universal bank model. It provides comprehensive financial prod-
ucts and services embedded in a true multi-channel experience,
offering clients convenient access. It continues to enhance the
range of life-cycle products and services offered to clients, while
pursuing additional growth in advisory and execution services.

Global Asset Management

Global Asset Management is a large-scale asset manager with
diversified businesses across investment capabilities, regions and
distribution channels. It offers investment capabilities and styles

across all major traditional and alternative asset classes including
equities, fixed income, currencies, hedge funds, real estate, infra-
structure and private equity that can also be combined into multi-
asset strategies. The fund services unit provides professional ser-
vices including fund set-up, accounting and reporting for both
traditional investment funds and alternative funds.

Investment Bank

The Investment Bank provides corporate, institutional and wealth
management clients with expert advice, innovative financial solu-
tions, outstanding execution and comprehensive access to the
world’s capital markets. It offers financial advisory and capital
markets, research, equities, foreign exchange, precious metals
and tailored fixed income services in rates and credit through its
two business units, Corporate Client Solutions and Investor Client
Services. The Investment Bank is an active participant in capital
markets flow activities, including sales, trading and market-mak-
ing across a range of securities.

Corporate Center

The Corporate Center comprises Corporate Center — Core Func-
tions and Corporate Center — Non-core and Legacy Portfolio.
Corporate Center — Core Functions provides Group-wide control
functions including finance, risk control (including compliance)
and legal. In addition, it provides all logistics and support func-
tions, including operations, information technology, human re-
sources, corporate development, regulatory relations and strate-
gic initiatives, communications and branding, corporate real
estate and administrative services, procurement, physical security,
information security, offshoring and treasury services such as
funding, balance sheet and capital management. Corporate
Center — Core Functions allocates most of its treasury income,
operating expenses and personnel associated with the above-
mentioned activities to the businesses based on capital and ser-
vice consumption levels. Corporate Center — Non-core and Lega-
cy Portfolio comprises the non-core businesses and legacy
positions previously part of the Investment Bank.
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Note 2a Segment reporting' (continued)

Wealth
Wealth Management Retail & Global Asset  Investment

Management Americas Corporate  Management Bank Corporate Center UBS

Non-core

Core  and Legacy

CHF million Functions? Portfolio

For the year ended 31 December 2013

L L — DN N @) T — L — 2049
Non-interest income 5,512 5,629 1,630 1,954 7,712 (976) 535 21,997
D e = C— aded S — LN G aoon LA el
Credit loss (expense)/recovery (10) (27) (18) 0 2 0 3 (50)
Total operating income 7,563 6,538 3,756 1,935 8,601 (1,007) 347 27,732
Personnel expenses 3,371 4,574 1,442 873 3,984 424 515 15,182

Amortization and impairment of intangible assets® 8 49 0 8 14 0 3 83

Total operating expenses’ 5,316 5,680 2,298 1,359 6,300 847 2,660 24,461

Operating profit/(loss) before tax 2,247 858 1,458 576 2,300 (1,854) (2,312) 3,272

o expe nse/(beneflt ) ............................................................................................................................ (1 1 0)
Net profit/(loss) 3,381

Additional Information

Total assets® 109,758 45491 141369 14203 241,003 247407 210508 1,009,860
Additions to non-currentassets 5 T 7 81 123 o 1,341

1 Refer to “Note 1b Changes in accounting policies, comparability and other adjustments” for information on changes to reporting segments. 2 Certain cost allocations to the business divisions and Corporate Center —
Non-core and Legacy Portfolio are based on periodically agreed standard rates. This could lead to a difference between costs actually incurred by Corporate Center — Core Functions and charges to the business divisions
and Corporate Center — Non-core and Legacy Portfolio. 3 Impairments of financial investments available-for-sale for the year ended 31 December 2013 were as follows: Wealth Management CHF 10 million, Global
Asset Management CHF 3 million, Investment Bank CHF 20 million, Corporate Center — Non-core and Legacy Portfolio CHF 8 million. 4 The total inter-segment revenues for the Group are immaterial as the majority of
the revenues are allocated across the segments by means of revenue-sharing agreements. 5 Refer to “Note 24 Fair value measurement” for more information on own credit in Corporate Center — Core Functions. 6 Refer
to "Note 17 Goodwill and intangible assets” for more information on goodwill and other intangible assets by segment. 7 Refer to "Note 32 Changes in organization” for information on restructuring charges. 8 The seg-
ment assets are based on a third-party view and this basis is in line with the internal reporting to management, i.e., the amounts do not include intercompany balances. Certain assets managed centrally by Corporate Center
— Core Functions (including property and equipment and certain financial assets) are allocated to the segments on a basis different to which the corresponding costs and/or revenues are allocated. Specifically, certain assets
are reported in Corporate Center — Core Functions, whereas the corresponding costs and/or revenues are entirely or partially allocated to the segments based on various internally determined allocations. Similarly, certain
assets are reported in the business divisions, whereas the corresponding costs and/or revenues are entirely or partially allocated to Corporate Center — Core Functions.
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Note 2a Segment reporting' (continued)

Wealth
Wealth Management Retail & Global Asset  Investment
Management Americas Corporate  Management Bank Corporate Center UBS
Non-core
Core  and Legacy
CHF million Functions? Portfolio
For the year ended 31 December 2012
Net interest income 1,951 792 2,186 (21) 834 47 189 5,978
Non-interestincome 5089 509 1569 194 6310 ;3n 1327 19,563
Income?#> 7,040 5,891 3,756 1,883 7,144 (1,689) 1,516 25,541
it s ('ékpéh‘sejfreéb\‘/e'ry' .................................... Lo ( 14) ......... (2.7‘) .......... o o S (78‘) ........ “ 1 8‘)
Total operating income 7,041 5,877 3,728 1,883 7,144 (1,689) 1,439 25,423
Personnel expenses 2,865 4,252 1,287 885 4,539 282 628 14,737
General and administrative expenses 1360 83 857 395 2312 1,696 114 8,653
Services (to)/from other business divisions w3 (15 @l (1) 200 n 3% 0
Depreciation and impairment of property and equipment 159 00 128 37 w 9 an 689
Impa|rmentof géddWiW ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, o o o o o o 3030 ........ 3030
Amortization and impairment of intangible assets’ 7 51 o 8 3 o 8 106
Total operating expenses® 4,634 5,281 1,901 1,314 6,877 2,008 5,202 27,216
Operating profit/(loss) before tax 2,407 597 1,827 569 267 (3,698) (3,764) (1,794)
o expense/(beneﬂt) ............................................................................................................................ i1
Net profit /(loss) (2,255)
Additional Information
Total assets® 104620 43948 145320 12916 261511 262,857 428625 1,259,797
Additions to non-currentassets 4 1 4 2 6 1,032 o 1,158

1 Refer to “Note 1b Changes in accounting policies, comparability and other adjustments” for information on the adoption of IFRS 10 and changes to reporting segments. 2 Certain cost allocations to the business
divisions and Corporate Center — Non-core and Legacy Portfolio are based on periodically agreed standard rates. This could lead to a difference between costs actually incurred by Corporate Center — Core Functions and
charges to the business divisions and Corporate Center — Non-core and Legacy Portfolio. 3 Impairments of financial investments available-for-sale for the year ended 31 December 2012 were as follows: Global Asset
Management CHF 4 million, Investment Bank CHF 12 million, Corporate Center — Core Functions CHF 2 million, Corporate Center — Non-core and Legacy Portfolio CHF 67 million. 4 The total inter-segment revenues for
the Group are immaterial as the majority of the revenues are allocated across the segments by means of revenue-sharing agreements. 5 Refer to “Note 24 Fair value measurement” for more information on own credit
in Corporate Center — Core Functions. 6 Includes charges of approximately CHF 1.4 billion arising from fines and disgorgement resulting from regulatory investigations concerning LIBOR and other benchmark rates.
Refer to “Note 22 Provisions and contingent liabilities” for more information. 7 Refer to “Note 17 Goodwill and intangible assets” for more information. 8 Refer to “Note 32 Changes in organization” for informa-
tion on restructuring charges. 9 The segment assets are based on a third-party view and this basis is in line with the internal reporting to management, i.e., the amounts do not include intercompany balances. Certain
assets managed centrally by Corporate Center — Core Functions (including property and equipment and certain financial assets) are allocated to the segments on a basis different to which the corresponding costs and/or
revenues are allocated. Specifically, certain assets are reported in Corporate Center — Core Functions, whereas the corresponding costs and/or revenues are entirely or partially allocated to the segments based on vari-
ous internally determined allocations.
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Note 2a Segment reporting' (continued)

Wealth
Wealth Management Retail & Global Asset  Investment
Management Americas Corporate  Management Bank Corporate Center UBS
Non-core
Core  and Legacy
CHF million Functions? Portfolio
For the year ended 31 December 2011
Net interest income 1,968 729 2,328 (15) 974 208 634 6,826
Non-interestincome 5666 4490 1858 1817 588 1724 (347) 21,046
Income?#> 7,634 5219 4,186 1,803 6,813 1,932 286 27,872
Credit loss (expense)/recovery no 6 (o) o (1) m »n (84)
Total operating income 7,645 5213 4,085 1,803 6,802 1,931 309 27,788
Personnel expenses 3,300 3,830 1,702 954 5,026 116 706 15,634
General and administrative expenses 1192 783 84 3755 2129 % 86 5,959
Senvices (to)/from other business divisions 318 @ @) M (358 9 503 0
Depreciation and impairment of property and equipment 65 9 136 A 08 B B3 761
Amortization and impairment of intangible assets® 37 8 o 8 5 o 9 127
Total operating expenses’ 5,012 4,750 2,201 1,373 7,019 369 1,756 22,482
Operating profit/(loss) before tax 2,633 463 1,884 430 (217) 1,562 (1,448) 5,307
o expense/(beneflt) ............................................................................................................................ 501
Net profit/(loss) 4,406
Additional Information
Total assets® 100352 42159 147,117 15239 403512 183761 524823 1416962
Additions to non-current assets 5 3 2 18 0 1,03 19 1,192

1 Refer to “Note 1b Changes in accounting policies, comparability and other adjustments” for information on changes to reporting segments. 2 Certain cost allocations to the business divisions and Corporate Center —
Non-core and Legacy Portfolio are based on periodically agreed standard rates. This could lead to a difference between costs actually incurred by Corporate Center — Core Functions and charges to the business divisions
and Corporate Center — Non-core and Legacy Portfolio. 3 Impairments of financial investments available-for-sale for the year ended 31 December 2011 were as follows: Wealth Management CHF 28 million, Corporate
Center — Non-core and Legacy Portfolio CHF 12 million. 4 The total inter-segment revenues for the Group are immaterial as the majority of the revenues are allocated across the segments by means of revenue-sharing
agreements. 5 Refer to “Note 24 Fair value measurement” for more information on own credit in Corporate Center — Core Functions. 6 Refer to “Note 17 Goodwill and intangible assets” for more information on
goodwill and other intangible assets by segment. 7 Refer to "Note 32 Changes in organization” for information on restructuring charges. 8 The segment assets are based on a third-party view and this basis is in line
with the internal reporting to management, i.e., the amounts do not include intercompany balances. Certain assets managed centrally by Corporate Center — Core Functions (including property and equipment and cer-
tain financial assets) are allocated to the segments on a basis different to which the corresponding costs and/or revenues are allocated. Specifically, certain assets are reported in Corporate Center — Core Functions,
whereas the corresponding costs and/or revenues are entirely or partially allocated to the segments based on various internally determined allocations.
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Note 2b Segment reporting by geographic location

The geographic analysis of operating income and non-current sional collaboration and the interest of our clients to yield the
assets is based on the location of the entity in which the trans-  maximum possible profitability by product line for the Group.
actions and assets are recorded. This geographical information  The geographic analysis of operating income and non-current
does not reflect the way the Group is managed. The segments assets is provided in order to comply with IFRS.

of the Group are managed globally with a focus on cross-divi-

For the year ended 31 December 2013

Total operating income Total non-current assets
CHF million Share % CHF million Share %
Americas 9,319 34 6,072 46
o e e s B sey o
e o ey ;
EuropeMlddIeEastandAfnca 3373 ............... 121455 ............... i
e K/ngdom ............................................................................. Sie e e 5
R ofEurope ................................................................................. B PR gy .
e P G )
it T 10728 ............... i 5261 ............... i
Total 27,732 100 13,141 100
For the year ended 31 December 2012
Total operating income Total non-current assets
CHF million Share % CHF million Share %
Americas 9,678 38 6,171 46
N 92 SRR w 5752 ............... P
K b 3094 ............... B o ;
Europe R 1609 ................ R 1494 ............... ;
e K/ngdom ................................................................................ gy Gy 5
R ofEurope ................................................................................. 1426 ............................... w0
e G g g o
Subeang 11041 ............... R 5292 ............... 10
Total 25,423 100 13,324 100
For the year ended 31 December 2011
Total operating income Total non-current assets
CHF million Share % CHF million Share %
Americas 9,491 34 9,038 56
S o3 u ser =
K b 3689 ............... T Wy
Europe A 31 e S 1687 ............... o
e ngdom ............................................................................... 7385 ................ st Gy
R ofEurope ................................................................................. s s s 5
R SRR g g o
ey T 11494 ............... oo 5045 ............... 5
Total 27,788 100 16,177 100
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Income statement notes

Note 3 Net interest and trading income

For the year ended % change from
CHF million 31.12.13 31.12.12 31.12.11 31.12.12
Net interest and trading income
Net interest income 5,786 5,978 6,826 (3)
Nettrad|ng|ncom95130 .............. 3526 .............. 4343 ................ P
Total net interest and trading income 10,915 9,504 11,169 15
Wealth Management 2,868 2,728 2,846 5

of which: Non-core and Legacy Portfolio 261 1,452 (121) (82)
Total net interest and trading income 10,915 9,504 11,169 15

Net interest income
Interest income

Interest earned on loans and advances? 8,686 9,323 9,925 (7)
Interest earned on securities borrowed and reverse repurchase agreements 82 1413 17 (40)
Interest and dividend income from trading portfolio 2913 4482 5466 (35)
Interest income on financial assets designated at fair value 34 9 28 (1)
Interest and dividend income from financial investments available-forsale 322 81 615 (15)
Total 13,137 15,968 17,969 (18)

Interest expense

Interest on debt issued 2,586 3,163 2,907 (18)
Total 7,351 9,990 11,143 (26)
Net interest income 5,786 5,978 6,826 (3)

1 Refer to “Note 24 Fair value measurement” for more information on own credit. 2 Includes interest income on impaired loans and advances of CHF 15 million for 2013, CHF 16 million for 2012 and CHF 20 million
for 2011. 3 Includes expense related to dividend payment obligations on trading liabilities.
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Note 3 Net interest and trading income (continued)

For the year ended % change from

CHF million 31.12.13 31.12.12 31.12.11 31.12.12
Net trading income

Investment Bank Corporate Client Solutions 545 389 355 40
Investment Bank Investor Client Services 358 2351 150 52
Other business dvisions and Corporate Center 1002 78 2487 27
Net trading income 5,130 3,526 4,343 45
" of which: net gains/(losses) from financial assets designated at fair valve 99 2 419 (76)
"~ of which: net gains/(losses) from financial liabiliies designated at fair value'> (205) (6493 7437 (68)

1 Refer to “Note 24 Fair value measurement” for more information on own credit. 2 Fair value changes of hedges related to financial liabilities designated at fair value are also reported in Net trading income.

Net trading income in 2013 included a gain of CHF 431 million
from the valuation of the option to acquire the SNB StabFund’s
equity, reflected in the line Other business divisions and Corporate
Center, compared with a gain of CHF 526 million in 2012 and a
CHF 133 million loss in 2011.

Note 4 Net fee and commission income

Net trading income in 2011 included a loss of CHF 1,849 million
due to the unauthorized trading incident, reflected in the line
Investment Bank Investor Client Services.

For the year ended % change from

CHF million 31.12.13 31.12.12 31.12.11 31.12.12
Equity underwriting fees 807 626 5
bt underwntlng ne Sy ol (28)
Total underwriting fees 1,539 1,180 (11)
M&A and corporate finance fees 679 992 (1 O)'

Insurance-related and other fees 451 368 8
Total securities trading and investment activity fees 16,026 15,837 6
Credit-related fees and commissions 414 438 (11)
e g oy .
Total fee and commission income 17,273 17,102 5
Brokerage fees paid 871 933 (4)
Other 1006 ............. o i
Total fee and commission expense 1,876 1,866 1
Net fee and commission income 15,396 15,236 6
e brokerage e 2 e 3 I .
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Note 5 Other income

For the year ended % change from

CHF million 31.12.13 31.12.12 31.12.11 31.12.12
Associates and subsidiaries

Net gains/ (losses) from disposals of subsidiaries' a1 @ gy
Net gains / (losses) from disposals of investments in associates 0o 0o wo
Share of net profits of associates o ag 0 gg )
Total 160 81 44 98
Financial investments available-for-sale

Net gains/ (losses) from disposals 09 393 96 (@)
Impalrmentcharges o (41) (85) (39) (52)
Total 168 308 887 (45)
Net income from properties? 35 35 38 0
Net gains/ (losses) from investment properties® @ 4 9
Other
Total other income 580 641 1,467 (10)

1 Includes foreign exchange gains/losses reclassified from other comprehensive income related to disposed or dormant subsidiaries.
3 Includes unrealized and realized gains/losses from investment properties at fair value and foreclosed assets.

Net gains from disposals of financial investments available-for-
sale in 2013 included a gain of CHF 74 million resulting from
the divestment of the Group’s participation in Euroclear Plc., of
which CHF 27 million was allocated to Retail & Corporate, CHF
25 million to Wealth Management and CHF 22 million to the In-
vestment Bank. Further, it included net gains of CHF 61 million in
Corporate Center — Core Functions. 2012 included net gains of
CHF 272 million in Corporate Center — Core Functions, as well as
gains of CHF 101 million in Corporate Center — Non-core and
Legacy Portfolio, mainly related to the sale of an equity invest-
ment. 2011 included a gain of CHF 722 million from the sale of
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2 Includes net rent received from third parties and net operating expenses.

the strategic investment portfolio, of which CHF 433 million was
allocated to Wealth Management and CHF 289 million to Retail
& Corporate, as well as net gains of CHF 141 million in Corporate
Center — Core Functions.

The line Other included net gains of CHF 53 million on sales of
loans and receivables in 2013, compared with net losses of CHF
11 million in 2012 and net gains of CHF 344 million in 2011. Ad-
ditionally, it included gains on sales of real estate of CHF 288 mil-
lionin 2013, CHF 112 million in 2012 and CHF 78 million in 2011.
2013 further included losses of CHF 194 million related to the
buyback of debt in public tender offers.



Note 6 Personnel expenses

For the year ended % change from
CHF million 31.12.13 31.12.12 31.12.11 31.12.12
Salaries 6,268 6,814 6,859 (8)'

Other personnel expenses 631 682 758 (7)'
Total personnel expenses® 15,182 14,737 15,634 3

1 Refer to “Note 29 Equity participation and other compensation plans” for more information. 2 Replacement payments are payments made to compensate employees for deferred awards forfeited as a result of join-
ing UBS. 3 Includes legally obligated and standard severance payments. 4 2012 included a credit of CHF 730 million related to changes to the Swiss pension plan and a credit of CHF 116 million related to changes
to retiree medical and life insurance benefit plans in the US. Refer to “Note 28 Pension and other post-employment benefit plans” for more information. 5 Financial advisor compensation consists of grid-based com-
pensation based directly on compensable revenues generated by financial advisors and supplemental compensation calculated based on financial advisor productivity, firm tenure, assets and other variables. It also
includes costs related to compensation commitments with financial advisors entered into at the time of recruitment, which are subject to vesting requirements. 6 Included net restructuring charges of CHF 156 million,
CHF 358 million and CHF 261 million for the years ended 31 December 2013, 31 December 2012 and 31 December 2011, respectively. Refer to “Note 32 Changes in organization” for more information.

Note 7 General and administrative expenses

For the year ended % change from
CHF million 31.12.13 31.12.12 31.12.11 31.12.12
Occupancy 1,044 1,059 (3)'

Total general and administrative expenses* 8,380 8,653 5,959 (3)

1 Reflects the net increase/release of provisions for litigation, regulatory and similar matters recognized in the income statement. In addition, it includes recoveries from third parties of CHF 15 million, CHF 12 million
and CHF 33 million for the years ended 31 December 2013, 31 December 2012 and 31 December 2011, respectively. A portion (CHF 21 million release) of the net increase/release recognized in the income statement
for provisions for certain litigation, regulatory and similar matters for 2013 as presented in “Note 22a Provisions” was recorded as other income rather than as general and administrative expenses. 2 Refer to “Note
22 Provisions and contingent liabilities” for more information. 3 2013 included a charge of CHF 110 million related to the Swiss-UK tax agreement and an impairment charge of CHF 87 million related to certain
disputed receivables. 4 Included net restructuring charges of CHF 548 million, CHF O million and CHF 93 million for the years ended 31 December 2013, 31 December 2012 and 31 December 2011, respectively. Refer
to "Note 32 Changes in organization” for more information.
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Note 8 Income taxes

For the year ended

CHF million 31.12.13 31.12.12 31.12.11
Tax expense/ (benefit)
SW|ss
T e
Deferred R e 1041
Forelgn o O A s A
Curent -7 R A <
gt (1000) RS (246)
Total income tax expense/ (benefit) (110) 461 901

The Swiss current tax expense of CHF 93 million related to taxable
profits, against which no losses were available to offset, earned by
Swiss subsidiaries and also from the sale of real estate. The Swiss
deferred tax expense of CHF 455 million mainly reflected the amorti-
zation of deferred tax assets previously recognized in relation to tax
losses carried forward used to offset taxable profits for the year.

The foreign current tax expense of CHF 342 million related to
a tax expense in respect of taxable profits earned by non-Swiss
subsidiaries and branches, against which no losses were available
to offset. The foreign net deferred tax benefit of CHF 1,000 mil-

lion reflected a net upward revaluation of deferred tax assets
based on a reassessment of future profitability taking into ac-
count updated business plan forecasts. This was partially offset by
the amortization of deferred tax assets, as tax losses were used
against taxable profits.

The components of operating profit before tax, and the differ-
ences between income tax expense reflected in the financial
statements and the amounts calculated at the Swiss tax rate, are
shown in the table below.

For the year ended

CHF million 31.12.13 31.12.12 31.12.11
Operating profit/(loss) before tax 3,272 (1,794) 5,307
i S e O A 3323,..‘,.‘ 4040,..‘,.‘ 4652'
R Fore/gn B R {51),..‘,.‘ '(5834)”“”‘ ey
Income tax at Swiss tax rate of 21% for both 2013 and 2012, and 21.5% for 2011 687 (377) 1,141
Increase/ (decrease) resulting from:
ForengntaxratesdlﬁermgfromSW|ss'taxrate‘ (305) (680) - 9g
Taxeffectsoflossesnotrecogmzed e gy 939
Prewously unrecognlzed tax Iosses no.v‘v‘utlllzed ‘ (419) '(1 342)'””.‘ H(‘S)'
Non taxable and Iovvertaxed income ‘ (624) o (417)'””.‘ (1189)
No deduct|bleexpensesandadd|t|ona|taxable|nc0me 1245 '2205 e
Ad stmentsrelatedtopnoryears—currenttax (32) o (216)'””“ (171)
AdJustmentsrelatedtopnoryears—deferredtax e VA
Change|ndeferredtaxvaluanonaIIowances e (859) 1071 (680)
AdJustmentstodeferredtaxbalancesansmgfromchangesmtaxrates 172 A
Ot e s S G
Income tax expense/ (benefit) (110) 461 901

The following is an explanation of the items included as differ-
ences between group operating profit before tax at the Swiss tax
rate and the actual income tax expense.

Foreign tax rates differing from Swiss tax rate

To the extent that Group profits or losses arise outside Switzer-
land, the applicable local tax rate may differ from the Swiss tax
rate. This item reflects, for such profits or losses, an adjustment
from the tax expense/benefit that would arise at the Swiss tax
rate and the tax expense/benefit that would arise at the appli-
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cable local tax rate. A tax benefit arises in the year in relation to
entities which have losses and also local tax rates in excess of the
Swiss tax rate.

Tax effects of losses not recognized

This item relates to tax losses of entities arising in the year, which
are not recognized as deferred tax assets. Consequently, no tax
benefit arises in relation to those losses. Therefore, the tax benefit
calculated by applying the local tax rate to those losses as de-
scribed above is reversed.



Note 8 Income taxes (continued)

Previously unrecorded tax losses now utilized

This item relates to taxable profits for the year, which are offset by
tax losses from previous years, for which no deferred tax assets
were previously recorded. Consequently, no current tax or de-
ferred tax expense arises in relation to those taxable profits.
Therefore, the tax expense calculated by applying the local rate on
those profits is reversed.

Non-taxable and lower taxed income

This item relates to profits for the year, which are either permanently
not taxable or are taxable, but at a lower rate of tax than the local
tax rate. It also includes any permanent deductions made for tax
purposes, which are not reflected in the accounts thereby effectively
ensuring that profits covered by the deduction are not taxable.

Non-deductible expenses and additional taxable income

This item mainly relates to income for the year, which is imputed
for tax purposes for an entity, but is not included in its operating
profit. In addition, it includes expenses for the year, which are
permanently non-deductible.

Adjustments related to prior years — current tax

This item relates to adjustments to current tax expenses for prior
years, for example, if the tax payable for a year agreed with the
tax authorities is expected to differ from the amount previously
reflected in the accounts.

Adjustments related to prior years — deferred tax
This item relates to adjustments to deferred tax recognized in
prior years, for example, if a tax loss for a year is fully recognized

and the amount of the tax loss agreed with the tax authorities is
expected to differ from the amount previously recognized as de-
ferred tax assets in the accounts.

Change in deferred tax valuation allowances

This item includes revaluations of deferred tax assets previously
recognized resulting from reassessments of expected future prof-
its. It also includes changes in temporary differences in the year,
for which deferred tax is not recognized. The amount in the year
mainly relates to the upward revaluation of deferred tax assets
referred to above.

Adjustments to deferred tax balances arising from

changes in tax rates

This item relates to remeasurement of deferred tax assets and li-
abilities recognized due to changes in tax rates. These have the
effect of changing the future tax savings that are expected from
tax losses or deductible tax differences and therefore the amount
of deferred tax assets recognized or, alternatively, changing the
tax cost of additional taxable income from taxable temporary dif-
ferences and therefore the deferred tax liability.

Other items

Other items include other differences between profit or losses at
the local tax rate and the actual local tax expense or benefit, in-
cluding increases in provisions for uncertain positions in relation
to the current year, interest accruals for such provisions in relation
to prior years and other items.

CHF million 31.12.13 31.12.12
Valuation Valuation
Deferred tax assets Gross  allowance Recognized Gross allowance  Recognized
Compensation and benefits 1,290 (415) 875 1,698 (1,047) 651
Taxloss carry-forwards 28801  (22534) 6267 29022  (23276) 5746
Tradmgassets S (84) RO 1067 (131) e
Ohe (773) e 1235 (425) a0
Total deferred tax assets 32,651 (23,807) 8,845 33,021 (24,879) 8,143
Deferred tax liabilities
Goodwill and intangible assets 37 17
e
R,
Total deferred tax liabilities 59 52
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Note 8 Income taxes (continued)

Certain deferred tax asset and liability movements are recog-
nized directly in equity. In 2013, these include tax benefits of CHF
230 million recognized in Other comprehensive income (2012:
charges of CHF 581 million), which mainly relate to the reduction
in temporary difference deferred tax liabilities. In addition, they
include tax benefits of CHF 91 million recognized in Share pre-
mium (2012: charges of CHF 457 million), which mainly relate to
an increase in deferred tax assets for net Swiss tax losses arising
in previous periods.

In addition, there were net foreign currency translation losses
related to the effects of exchange rate movements on tax assets
and liabilities denominated in currencies other than Swiss francs.
In the table on the previous page, the valuation allowance repre-
sents amounts that are not expected to provide a future tax ben-
efit due to insufficient projected future taxable profits. UBS AG
Switzerland and certain overseas branches and subsidiaries of the

Group have deferred tax assets related to tax loss carry-forwards
and other items as shown in the table on the previous page. For
entities that incurred losses in either the current or preceding year,
deferred tax assets of CHF 4,484 million were recognized as of
31 December 2013 (CHF 3,487 million as of 31 December 2012).

The deferred tax assets recognized as of 31 December 2013 in
respect of tax loss carry-forwards were based on expected profit-
ability using business plan assumptions, as adjusted to take into
account the recognition criteria of 1AS 12, Income Taxes. If the
business plan earnings and assumptions in future periods sub-
stantially deviate from the current assumptions, the amount of
deferred tax assets may need to be adjusted in the future.

As of 31 December 2013, tax loss carry-forwards totaling CHF
69,962 million, which were not recognized as deferred tax assets,
were available to be offset against future taxable profits. These
tax losses expire as follows:

CHF million 31.12.13 31.12.12
Within 1 year 0 0
flom2t05years 10683 7912
from6to 10years C 189 46l
Fom 1110 20years 40579 43866
Noexpiy 18512 15,886
Total 69,962 68,125

In general, Swiss tax losses can be carried forward for seven years,
US federal tax losses for 20 years and UK and Jersey tax losses for
an unlimited period. The Group provides for deferred income tax

392

on undistributed earnings of subsidiaries except to the extent that
those earnings are indefinitely invested. As of 31 December 2013,
no such earnings were considered indefinitely invested.



Note 9 Earnings per share (EPS) and shares outstanding

As of or for the year ended % change from

31.12.13 31.12.12 31.12.11 31.12.12
Basic earnings (CHF million)
Net profit/(loss) attributable to UBS shareholders 3,172 (2,480) 4,138
Diluted earnings (CHF million)
Net profit/(loss) attributable to UBS shareholders 3,172 (2,480) 4,138
Less: (profit)/loss on UBS equity derivative contracts o ol (100)
Net profit/(loss) attributable to UBS shareholders for diluted EPS 3,172 (2,481) 4,135
Weighted average shares outstanding
Weighted average shares outstanding for basic EPS 3,763,076,788 3,754,112,403 3,774,036,437 0
Effect of dilutive potential shares resulting from notional shares,
in-the-money options and warrants outstanding 81,111,217 126,261 61,259,378
Weighted average shares outstanding for diluted EPS 3,844,188,005 3,754,238,664 3,835,295,815 2
Earnings per share (CHF)
Basic 0.84 0.66) 1.10
i 085 (066) .............. g
Shares outstanding
Shares issued 3,842,002,069 3,835,250,233 3,832,121,899 0
Treasuryshares73800252 ......... 87879601 ......... 84955551(16)
Shares outstanding 3,768,201,817 3,747,370,632 3,747,166,348 1
Exchangeable shares 246,042 418,526 509,243 (41)
Shares outstanding for EPS 3,768,447,859 3,747,789,158 3,747,675,591 1

The table below outlines the potential shares which could dilute basic earnings per share in the future, but were not dilutive for the
periods presented.

% change from
Number of shares 31.12.13 31.12.12 31.12.11 31.12.12

Potentially dilutive instruments

Employee share-based compensation awards 117,623,624 233,256,208 219,744,203 (50)
Other equity derivative contracts 16,517,384 15386605 21407403 7
Bt oo 1 00000000 ........ 100000000 ............... (100)
Total 134,141,008 348,642,813 344,151,646 (62)

1 These warrants related to the SNB transaction. The SNB provided a loan to a fund owned and controlled by the SNB (the SNB StabFund), to which UBS transferred certain illiquid securities and other positions in 2008
and 2009. As part of this arrangement, UBS granted warrants on shares to the SNB, which would have been exercisable if the SNB incurred a loss on its loan to the SNB StabFund. In 2013, these warrants were termi-
nated following the full repayment of the loan in the third quarter of 2013.
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Balance sheet notes: assets

Note 10 Due from banks and loans (held at amortized cost)

CHF million 31.12.13 31.12.12
By type of exposure

Due from banks, gross 17,232 21,242
T 2407 ............... o
Alowans o it lossee (15) R (22)
Othor allowancas (47) ................ o
Due from banks, net 17,170 21,220

Loans, gross

Securities®
Subtotal
Allowance for cred
o allomarcas
Loans, net 286,959 279,901
Total due from banks and loans, net* 304,128 301,121

1 Includes corporate loans. 2 Includes leveraged finance loans reclassified from held-for-trading. Refer to Note 1a) 10) and “Note 27¢ Reclassification of financial assets” for more information. 3 Includes securities
reclassified from held-for-trading. Refer to Note 1a) 10) and “Note 27c Reclassification of financial assets” for more information. 4 Refer to “Maximum exposure to credit risk” in the “Risk management and control”
section of this report for information on collateral and other credit enhancements.
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Note 11 Cash collateral on securities borrowed and lent, reverse repurchase and repurchase agreements,

and derivative instruments

The Group enters into collateralized reverse repurchase and repur-
chase agreements, securities borrowing and securities lending
transactions and derivative transactions that may result in credit
exposure in the event that the counterparty to the transaction is
unable to fulfill its contractual obligations. The Group manages

Balance sheet assets

credit risk associated with these activities by monitoring counter-
party credit exposure and collateral values on a daily basis and
requiring additional collateral to be deposited with or returned to
the Group when deemed necessary.

Cash collateral Cash collateral

Cash collateral Reverse receivables receivables
on securities repurchase on derivative Cash collateral on  Reverse repurchase on derivative
borrowed agreements instruments  securities borrowed agreements instruments
CHF million 31.12.13 31.12.13 31.12.13 31.12.12 31.12.12 31.12.12
By counterparty
10,495 12,393
Customers 17,001 18,021
Total 27,496 91,563 28,007 37,372 130,941 30,413
Balance sheet liabilities
Cash collateral Cash collateral
payables payables
Cash collateral Repurchase on derivative Cash collateral Repurchase on derivative
on securities lent agreements instruments on securities lent agreements instruments
CHF million 31.12.13 31.12.13 31.12.13 31.12.12 31.12.12 31.12.12
BYCOUMEIPANY
Banks 8,805 3,953 27,236 8,572 13,727 46,101
Customers 686 9,858 21,902 630 24,830 25,047
Total 9,491 13,811 49,138 9,203 38,557 71,148
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Note 12 Allowances and provisions for credit losses

CHF million

Specific Collective Total
By movement allowances allowances allowances Provisions' Total 31.12.13 Total 31.12.12
Balance at the beginning of the year 616 114 730 64 794 938
erteoffs/usage ofprovmons ................................. (127) .................. (1) ................ ; 128) ................... o ( 128) ................ o
Retovmtins R AR P G R o
RS ameees cogmzed N

statement?

Balance at the end of the year 669 20 688 61 750 794

1 Represents provisions for loan commitments and guarantees. Refer to “Note 22 Provisions and contingent liabilities” for more information. Refer to “Off-balance sheet” in the “Financial and operating performance”
section of this report for the maximum irrevocable amount of loan commitments and guarantees. 2 Does not include an impairment charge of CHF 87 million related to certain disputed receivables. Including this, total
impairment charges related to financial instruments were CHF 137 million in 2013.

Specific Collective Total
By balance sheet line allowances allowances allowances Provisions Total 31.12.13 Total 31.12.12

Due from banks

Provisions' 61 61
Balance at the end of the year 669 20 688 61 750 794

1 Represents provisions for loan commitments and guarantees.
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Note 13 Trading portfolio

CHF million

31.12.13

31.12.12

Trading portfolio assets by issuer type

Debt instruments

Corporates and other 25,407 34,064
Total debt instruments 46,519 80,205
Equity instruments 51,881 48,035
Financial assets for unit-linked investment contracts 15,849 15,230
e hald for tradmg ................................................................................................................ 114249 ............ 143471 .
Precious metals and other physical commodities 8,599 17,093
Total trading portfolio assets 122,848 160,564

Trading portfolio liabilities by issuer type

Debt instruments

Corporates and other 2,453 3,036
Total debt instruments 11,498 20,626
Equity instruments 15,111 13,621
Total trading portfolio liabilities 26,609 34,247
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Note 13 Trading portfolio (continued)
CHF million 31.12.13 31.12.12

Trading portfolio assets by product type’

Debt instruments

Asset-backed securities

of which: mortgage-backed securities 6,760
Total debt instruments 46,519 80,205
Equity instruments 51,881 48,035
Financial assets for unit-linked investment contracts 15,849 15,230
ol for tradmg ................................................................................................................ 114249 ............ 143471 .
Precious metals and other physical commodities 8,599 17,093
Total trading portfolio assets 122,848 160,564

Trading portfolio liabilities by product type'’

Debt instruments

of which: mortgage-backed securities 3 22
Total debt instruments 11,498 20,626
Equity instruments 15,111 13,621
Total trading portfolio liabilities 26,609 34,247

1 Refer to “Note 24 Fair value measurement” for more information on the fair value hierarchy categorization.
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Note 14 Derivative instruments and hedge accounting

Derivatives: overview

A derivative is a financial instrument, the value of which is derived
from the value of one or more variables (“underlyings”). Under-
lyings may be indices, exchanges or interest rates, or the value of
shares, commaodities, bonds or other financial instruments. A de-
rivative commonly requires little or no initial net investment by
either counterparty to the trade.

The majority of derivative contracts are negotiated with re-
spect to notional amounts, tenor, price and settlement mecha-
nisms, as is customary with other financial instruments.

Over-the-counter (OTC) contracts are usually traded under a
standardized International Swaps and Derivatives Association
(ISDA) master trading agreement (MTA) between UBS and its
counterparties. Terms are negotiated directly with counterparties
and the contracts will have industry-standard settlement mecha-
nisms prescribed by ISDA. The industry continues to promote the
use of central counterparties (CCP) to clear OTC trades. The trend
toward CCP clearing and settlement will generally facilitate the
reduction of systemic credit exposures. Other derivative contracts
are standardized in terms of their amounts and settlement dates,
and are bought and sold on organized exchanges. These are com-
monly referred to as exchange-traded derivatives (ETD) contracts.
Exchanges offer the benefits of pricing transparency, standardized
daily settlement of changes in value, and consequently reduced
credit risk.

Derivative instruments are measured at fair value and generally
classified as Positive replacement values and Negative replacement
values on the face of the balance sheet. However, derivative instru-
ments that trade on an exchange or through a clearing house are
generally classified as Cash collateral receivable or payable on de-
rivative instruments. For presentation purposes, the Group is sub-
ject to the IFRS netting provisions for derivative contracts. Changes
in the replacement values of derivatives are recorded in net trading
income, unless the derivatives are designated and effective as
hedging instruments in certain types of hedge accounting relation-
ships. Refer to Note 1a) 15) for more information.

Valuation principles and techniques applied in the measure-
ment of derivative instruments are discussed in “Note 24 Fair
value measurement.” Positive replacement values represent the
estimated amount the Group would receive if the derivative con-
tract were sold on the balance sheet date. Negative replacement
values indicate the value the Group would pay to transfer its obli-
gations in respect of the underlying contract, were it required or
entitled to do so on the balance sheet date.

Derivatives embedded in other financial instruments are not
included in the table “Derivative instruments” within this Note.
Bifurcated embedded derivatives are presented on the same bal-
ance sheet line as the host contract. In cases where UBS applies
the fair value option to hybrid instruments, bifurcation of an
embedded derivative component is not required and as such,
also not included in the table “Derivative instruments.” Refer to

“Note 20 Financial liabilities designated at fair value” and “Note
24 Fair value measurement” for more information.

Types of derivative instruments

The Group uses the following derivative financial instruments for
both trading and hedging purposes. Through the use of the prod-
ucts listed below, the Group is engaged in extensive high-volume
market-making and client facilitation trading referred to as the
flow business. Measurement techniques applied to determine the
fair value of each product type are described in “Note 24 Fair
value measurement.”

The main types of derivative instruments used by the Group are:

— Swaps: Swaps are transactions in which two parties exchange
cash flows on a specified notional amount for a predetermined
period.

— Cross-currency swaps: Cross-currency swaps involve the ex-
change of interest payments based on two different currency
principal balances and reference interest rates and generally
also entail exchange of principal amounts at the start or end of
the contract. Most cross-currency swaps are traded in the OTC
market.

— Forwards and futures: Forwards and futures are contractual
obligations to buy or sell financial instruments or commodities
on a future date at a specified price. Forward contracts are
tailor-made agreements that are transacted between counter-
parties in the OTC market, whereas futures are standardized
contracts transacted on regulated exchanges.

— Options and warrants: options and warrants are contractual
agreements under which, typically, the seller (writer) grants the
purchaser the right, but not the obligation, either to buy (call
option), or to sell (put option) at, or before, a set date, a spec-
ified quantity of a financial instrument or commodity at a pre-
determined price. The purchaser pays a premium to the seller
for this right. Options involving more complex payment struc-
tures are also transacted. Options may be traded in the OTC
market, or on a regulated exchange, and may be traded in the
form of a security (warrant).

The main products and underlyings used by the Group are:

— Interest rate contracts: Interest rate products include interest rate
swaps, forward rate agreements, swaptions and caps and floors.

— Credit derivative contracts: credit default swaps (CDS) are the
most common form of a credit derivative, under which the
party buying protection makes one or more payments to the
party selling protection in exchange for an undertaking by the
seller to make a payment to the buyer following the occur-
rence of a contractually defined credit event with respect to a
specified third-party credit entity. Settlement following a credit
event may be a net cash amount, or cash in return for physical
delivery of one or more obligations of the credit entity, and is
made regardless of whether the protection buyer has actually
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Note 14 Derivative instruments and hedge accounting (continued)

suffered a loss. After a credit event and settlement, the con-
tract is generally terminated. More information on credit de-
rivatives is included in a separate section below. Total return
swaps (TRS) are structured with one party making payments
based on a set rate, either fixed or variable, plus any negative
changes in fair value of an underlying asset, and the other
party making payments based on the return of the asset, which
includes both income it generates and any positive changes in
its fair value.

— Foreign exchange contracts: Foreign exchange contracts in-
clude spot, forward and cross-currency swaps and options and
warrants. Forward purchase and sale currency contracts are
typically executed to meet client needs and for trading and
hedging purposes.

— Equity/index contracts: The Group uses equity derivatives
linked to single names, indices and baskets of single names
and indices. The indices used may be based on a standard mar-
ket index, or may be defined by UBS. The product types traded
include vanilla listed derivatives, both options and futures, total
return swaps, forwards and exotic OTC contracts.

— Commodities contracts: The Group has an established com-
modity derivatives trading business, which includes the com-
modity index, the structured business and the flow business.
The index and structured business are client facilitation busi-
nesses trading exchange-traded funds, OTC swaps and options
on commodity indices. The underlying indices cover third-party
and UBS defined indices such as the UBS Bloomberg Constant
Maturity Commodity Index and the Dow Jones UBS Commod-
ity indices. The flow business is client-centric and incorporates
both ETD and vanilla OTC products, for which the underlying
covers the agriculture, base metals and energy sectors. All of
the flow trading is cash-settled with no physical delivery of the
underlying. The Group also has an established precious metals
ability in both flow and non-vanilla OTC products incorporat-
ing both physical and non-physical trading. The flow business
is investor led and products include ETD, vanilla OTC and cer-
tain non-vanilla OTC. The vanilla OTC are in forwards, swaps
and options.
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Risks of derivative instruments

Derivative instruments are transacted in many trading portfolios,
which generally include several types of instruments, not just de-
rivatives. The market risk of derivatives is predominantly managed
and controlled as an integral part of the market risk of these port-
folios. The Group’s approach to market risk is described in the
audited portions of “Market risk” in the “Risk management and
control” section of this report.

Derivative instruments are transacted with many different
counterparties, most of whom are also counterparties for other
types of business. The credit risk of derivatives is managed and
controlled in the context of the Group’s overall credit exposure to
each counterparty. The Group's approach to credit risk is described
in the audited portions of “Credit risk” in the “Risk management
and control” section of this report. It should be noted that, al-
though the positive replacement values shown on the balance
sheet can be an important component of the Group’s credit expo-
sure, the positive replacement values for a counterparty are rarely
an adequate reflection of the Group’s credit exposure in its deriva-
tives business with that counterparty. This is, for example, because
on one hand, replacement values can increase over time (“poten-
tial future exposure”), while on the other hand, exposure may be
mitigated by entering into master netting agreements and bilat-
eral collateral arrangements with other counterparties. Both the
exposure measures used internally by the Group to control credit
risk and the capital requirements imposed by regulators reflect
these additional factors.

The replacement values presented on UBS's balance sheet
include netting in accordance with IFRS requirements (refer to
Note 1a) 35)), which is generally more restrictive than netting in
accordance with Swiss federal banking law. Swiss federal banking
law netting is generally based on close-out netting arrangements
that are enforceable in case of insolvency. The positive and nega-
tive replacement values based on netting in accordance with
Swiss federal banking law (factoring in cash collateral) are pre-
sented on the bottom of the table on the next pages.

The notional amount of a derivative is generally the quantity of
the underlying instrument on which the derivative contract is
based and is the reference against which changes in the value of
the derivative are measured. Notional values, in themselves, are
generally not a direct indication of the values which are exchanged
between parties, and are therefore not a direct measure of risk or
financial exposure, but are viewed as an indication of the scale of
the different types of derivatives entered into by the Group.



Note 14 Derivative instruments and hedge accounting (continued)

Derivative instruments'

31.12.13 31.12.12
Notional Notional Notional Notional
values values Other values values Other

Total related Total related  notional Total  related Total  related  notional
CHF billion PRVZ  to PRVs? NRV* to NRVs®  values®® PRV?  to PRVs? NRV# to NRVs®  values®®
Interest rate contracts
it (OTC)contracts .............................................................................................................................................
e ot o ey o S 19442 ......... T s s g 1 Do
CSwaps 1043 22435 917 20985 14,1628 2233 39335 1961 37892 142763
. Optlons7 ......................................................... ey ons s so0s oo g 11937 ...... by 11815 ........ oo
Exchange-traded contracts
e S50
Optlons .......................................................... oo 0 PR o s oo 0 o o s
. Agencytran S o o o oo
Total 129.8  3,296.2 117.2  3,107.7 16,886.5 266.0 56113 239.1 5,414.5 17,090.4
Credit derivative contracts
ierthe countor (OTC)contracts .............................................................................................................................................
© Credit defaultswaps 181 5417 169  527.0 2033 365 10920 340 1,0433 2389
Totalreturnswaps ................................................ o L o S oo R o oo 00
. Optlons e oo e oo R oo oo S o s oo
Total 18.3 548.4 17.0 530.1 203.3 369 1,097.6 344 11,0471 238.9

Foreign exchange contracts

Options’ 9.3 d 9.4 455.5 0.0 6.8 411.8 1.6 348.0 0.0

Exchange-traded contracts

Agency transactions® 0.1 0.1 0.0 0.0

Total 76.0 3,084.4 80.3  2,987.6 7.2 96.0 3,485.1 101.0 3,231.4 13.8

Equity/index contracts

Options 1.7 74.7 o8 103.1 0.0 8.4 84.8 7.4 98.3 0.0

Exchange-traded contracts

Agency transactions® 4.0 4.0 24 24

Total 18.1 231.4 21.9 274.7 32.9 15.9 221.4 16.4 252.1 34.3

Table continues on the next page.
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Note 14 Derivative instruments (continued)

Derivative instruments' (continued)

Table continued from previous page.

31.12.13 31.12.12
Notional Notional Notional Notional
values values Other values values Other
Total related Total related  notional Total  related Total  related  notional
CHF billion PRV?  to PRVs? NRV* to NRVs®  values®® PRV?  to PRVs? NRV# to NRVs®  values®®

Commodities contracts

Forward contracts

~ Options

Exchange-traded contracts

e G i
B oo oy PR gy oo o Gy u Sy 0o
. dbti&is ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, oo e o Sa o o D i o 5
. Agency e o o o o T
Total 3.5 42.7 3.2 34.6 11.3 3.8 77.9 4.0 7.7 15.6
Unsettled purchases of non-derivative financial assets® 0.1 19.6 0.1 8.9 0.0 0.2 20.4 0.1 8.7 0.0
Unsettled sales of non-derivative financial assets® 01 1271 02 152 00 01 89 02 190 0.0
Total derivative instruments, based on IFRS netting | 2458  7,2355 2400 69587 17,141.2 4190 10526 3953 10,0444 17,392.9
Replacement value netting, based on capital adequacy rules (185.0) (185.0) (327.3) (327.3)

Cash collateral netting, based on capital adequacy rules @19y (a2 @94 ara)
Total derivative instruments,

based on capital adequacy netting® 32.9 40.7 423 50.5

1 Bifurcated embedded derivatives are presented on the same balance sheet line as their host contracts and are excluded from this table. As of 31 December 2013, these derivatives amounted to a PRV of CHF 0.2 billion
(related notional values of CHF 6.7 billion) and an NRV of CHF 0.4 billion (related notional values of CHF 12.8 billion). In 2013, comparative period figures were corrected. On a corrected basis, as of 31 December 2012,
these derivatives amounted to a PRV of CHF 0.2 billion (related notional values of CHF 6.5 billion) and an NRV of CHF 0.3 billion (related notional values of CHF 13.2 billion). 2 PRV: Positive replacement value. 3 In
cases where replacement values are presented on a net basis on the balance sheet, the respective notional values of the netted replacement values are still presented on a gross basis. 4 NRV: Negative replacement
value. 5 Other notional values relate to derivatives which are cleared through either a central clearing counterparty or an exchange. The fair value of these derivatives is presented on the balance sheet net of the corre-
sponding cash margin under Cash collateral receivables on derivative instruments and Cash collateral payables on derivatives instruments, totaling as of 31 December CHF 0.8 billion (31 December 2012: CHF 0.9 billion)
and CHF 0.0 billion (31 December 2012: CHF 0.0 billion), respectively. 6 Negative replacement values as of 31 December 2013 include CHF 0.0 billion related to derivative loan commitments (31 December 2012:
CHF 0.1 billion). No notional amounts related to these replacement values are included the table. The maximum irrevocable amount related to these commitments was CHF 7.1 billion as of 31 December 2013 (31 De-
cember 2012: CHF 6.3 billion). ~ 7In 2013, the classification of certain PRV and NRV between OTC interest rate options and OTC foreign exchange options was corrected for 31 December 2012. As a result, for OTC in-
terest rate options, PRV were reduced by CHF 1.8 billion (associated notional values: reduced by CHF 16.7 billion) and NRV were reduced by CHF 2.4 billion (associated notional values: reduced by CHF 18.7 billion) with
corresponding increases made to OTC foreign exchange options. In addition, corrections were made to 31 December 2012 notional values for OTC commodities options. Respective notional values related to PRV were
reduced by CHF 10.0 billion and notional values related to NRV were reduced by CHF 20.0 billion. 8 Notional values of exchange-traded agency transactions are not disclosed due to their significantly different risk pro-
file. 9 Changes in the fair value of purchased and sold non-derivative financial assets between trade date and settlement date are recognized as replacement values. 10 Includes the impact of netting agreements (in-
cluding cash collateral) in accordance with Swiss federal banking law.

The maturity profile of OTC interest rate contracts held as of
31 December 2013, based on notional values, was as follows: ap-
proximately 38% (31 December 2012: 37%) mature within one
year, 38% (31 December 2012: 38%) within one to five years and
24% (31 December 2012: 25%) after five years. Notional values
of interest rate contracts cleared with a clearing house are pre-
sented under “other notional values” and are categorized into
maturity buckets on the basis of contractual maturities of the
cleared underlying derivative contracts.

Derivatives transacted for trading purposes

Most of the Group’s derivative transactions relate to sales and
trading activities. Sales activities include the structuring and mar-
keting of derivative products to customers to enable them to take,

transfer, modify, or reduce, current or expected risks. Trading ac-
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tivities include market making to directly support the facilitation
and execution of client activity. Market-making involves quoting
bid and offer prices to other market participants with the inten-
tion of generating revenues based on spread and volume.

Credit derivatives

UBS is an active dealer in the fixed income market, including CDS
and related products, with respect to a large number of issuers’
securities. The primary purpose of these activities is for the benefit
of UBS’s clients through market-making activities and for the on-
going hedging of trading book exposures.

Market-making activity, which is done within the Investment
Bank, consists of buying and selling single-name CDS, index CDS,
loan CDS and related referenced cash instruments to facilitate cli-
ent trading activity. UBS also actively utilizes CDS to economically
hedge specific counterparty credit risks in its accrual loan portfolio
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and off-balance sheet loan portfolio (including loan commit-
ments) with the aim of reducing concentrations in individual
names, sectors or specific portfolios.

In addition, UBS actively utilizes CDS to economically hedge
specific counterparty credit risks in its OTC derivative portfolios
including financial instruments which are designated at fair value
through profit or loss.

During 2012, UBS announced an Investment Bank strategy
change which resulted in a focus on certain types of client facilita-
tion business and resulted in reduced market-making activity. As a
result, CDS were increasingly used for economic hedging purpos-
es. In 2013, large portfolios of credit derivatives including struc-
tured credit products were transferred to and are now managed
and reported in Corporate Center — Non Core. These positions are

Credit derivatives — by type of instrument

being actively unwound and CDS is used to continue to manage
the underlying risk exposures.

The tables below provide further details on credit protection
bought and sold, including replacement and notional value infor-
mation by instrument type and counterparty type. The value of
protection bought and sold is not, in isolation, a measure of UBS's
credit risk. Counterparty relationships are viewed in terms of the
total outstanding credit risk, which relates to other instruments in
addition to CDS, and in connection with collateral arrangements
in place. On a notional value basis, credit protection bought and
sold as of 31 December 2013 matures in a range of approximately
22% (2012: 22%) within one year, approximately 72% (2012:
69%) within one to five years and approximately 6% (2012: 8%)
after five years.

Protection bought Protection sold

Fair value:  Fair value: Notional Fair value:  Fair value: Notional
CHF billion PRV NRV values PRV NRV values
Single-name credit default swaps 5.1 9.2 488.2 8.7 4.1 450.3
Multi- name|ndex||nkedcred|tdefaultswaps T 1468 X R R 1719
Mult| name other credit default swaps o 7 T 94 0 02 53‘
Totalrateofreturnswaps e 54 A 08
Options and warrants 00 00 36 00 00 01
Total 31 December 2013 6.6 11 6 653 4 11 7 5.5 628 4
ofwh/ch cred/tder/vat/vesre/atedtoeconom/chedgesu Y 712 6395 IIZ 52 6737
. ofwh/ch.cred/tder/vat/veSIelatedtomarketmak/ng S o3 04 139 0403148
Protection bought Protection sold
Fair value: Fair value: Notional Fair value: Fair value: Notional
CHF billion PRV NRV values PRV NRV values
Single-name credit default swaps 149 1 815.0 1 134 781.7
Multlname|ndex||nkedcredltdefad\tswaps - 3767 o 27 Y 3694
Mult|nameothercred|tdefaultswaps B 08‘ IV 177 0 2 137
Tot ate o e s e 04 Gy 42 e 15
Options and warrants 00 00 31 o0 00 05
Total 31 December 2012 22.1 14.0 1,216.8 148 20.4 1,166.7
 of which: cred/tder/vat/vesre/aredtoeconom/chedgesu 220 '.735 ..".‘77679 743 203 ..".‘77773
' ofwh/ch.cred/tder/vat/vesre/atedtomarket-mak/ng O gy s g s o 494
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Credit derivatives by counterparty

Protection bought Protection sold

Fair value:  Fair value: Notional  Fair value:  Fair value: Notional

CHF billion PRV NRV values PRV NRV values
Broker-dealers 1.6 2.9 146.9 3.0 1.5 138.0
B
Central clearing counterpartes . ""00 00 1015 00 00 1018
Gther T R
Total 31 December 2013 6.6 11.6 653.4 11.7 5.5 628.4

Protection bought Protection sold

Fair value: Fair value: Notional Fair value: Fair value: Notional

CHF billion PRV NRV values PRV NRV values
Broker-dealers 5.1 3.0 255.4 3.1 5.5 254.7
e R R SR
Central clearing counterpartes " """""900 00 1326 00 00 1063
Gther R
Total 31 December 2012 22.1 14.0 1,216.8 14.8 20.4 1,166.7

UBS's credit derivatives are usually traded as OTC contracts. Since
2009, in line with the broader derivatives industry, a number of
initiatives have been launched in both the US and Europe to
establish CCP solutions for OTC CDS contracts with the aim of
reducing counterparty risk. UBS, along with other dealer mem-
bers, has continued to participate in these initiatives during 2013.

UBS’s CDS trades are documented using industry standard
forms of documentation published by ISDA or equivalent terms
documented in a bespoke (i.e., tailored) agreement. Those forms
and agreements use standardized terms that form the basis for
market conventions related to the types of credit events that
would trigger performance (i.e., payment default, bankruptcy,
etc. — see below) under a CDS. Those agreements and forms do
not contain recourse provisions that would enable UBS to recover
from third parties any amounts paid out by UBS (i.e., this is the
case where a credit event occurs and UBS is required to make pay-
ment under a CDS).

The types of credit events that would require UBS to perform
under a CDS contract are subject to agreement between the par-
ties at the time of the transaction. However, nearly all transactions
are traded using credit events that are applicable under certain
market conventions based on the type of reference entity to
which the transaction relates. Applicable credit events by market
conventions include bankruptcy, failure to pay, restructuring, obli-
gation acceleration and repudiation/moratorium.

Contingent collateral features of derivative liabilities

Certain derivative payables contain contingent collateral or termi-
nation features triggered upon a downgrade of the published
credit rating of the Group in the normal course of business. Based
on UBS's credit ratings as of 31 December 2013, additional col-
lateral or termination payments pursuant to bilateral agreements
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with certain counterparties of approximately CHF 3.3 billion, CHF
5.0 billion and CHF 5.1 billion would have been required in the
event of a one-notch, two-notch and three-notch reduction, re-
spectively, in UBS's long-term credit ratings, and a corresponding
reduction in short-term ratings. In evaluating UBS’s liquidity re-
quirements, UBS considers additional collateral or termination
payments that would be required in the event of a reduction in
UBS’s long-term credit ratings, and a corresponding reduction in
short-term ratings.

Derivatives transacted for hedging purposes

Derivatives used for structural hedging

The Group enters into derivative transactions for the purposes of
hedging risks inherent in assets, liabilities and forecast trans-
actions. The accounting treatment of hedge transactions varies
according to the nature of the instrument hedged and whether
the hedge qualifies as such for accounting purposes.

Derivative transactions that qualify and are designated as
hedges for accounting purposes are described under the corre-
sponding headings in this note (fair value hedges, cash flow
hedges and hedges of net investments in foreign operations). The
Group's accounting policies for derivatives designated and ac-
counted for as hedging instruments are explained in Note 1a) 15),
under which terms used in the following sections are explained.

The Group has also entered into various hedging strategies uti-
lizing derivatives for which hedge accounting has not been ap-
plied. These include interest rate swaps and other interest rate
derivatives (e.g., futures) for day-to-day economic interest rate
risk management purposes. In addition, the Group has used eqg-
uity futures, options and, to a lesser extent, swaps for economic
hedging in a variety of equity trading strategies to offset underly-
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ing equity and equity volatility exposure. The Group has also en-
tered into CDS that provide economic hedges for credit risk expo-
sures (refer to the credit derivatives section). Fair value changes of
derivatives that are part of economic relationships, but do not
qualify for hedge accounting treatment, are reported in Net trad-
ing income, except for the forward points on certain short dura-
tion foreign exchange contracts which are reported in Net interest
income.

Fair value hedges of interest rate risk

Fair value hedges: interest rate risk related to debt issued

The Group’s fair value hedges principally consist of interest rate
swaps that are used to protect against changes in the fair value of
fixed-rate instruments (e.g., non-structured fixed-rate bonds, cov-
ered bonds and subordinated debt) due to movements in market
interest rates. The fair values of outstanding interest rate deriva-
tives designated as fair value hedges were assets of CHF 1,588
million and liabilities of CHF 140 million as of 31 December 2013
and assets of CHF 3,028 million as of 31 December 2012.

For the year ended

CHF million 31.12.13 31.12.12 31.12.11
Gains/(losses) on hedging instruments (1,123) 537 1,203
Gains / (losses) on hedged items attributable to the hedged risk o116 (581 (1172)
Net gains/(losses) representing ineffective portions of fair value hedges (7) (44) 31

Fair value hedges: portfolio interest rate risk related to loans

The Group also applies fair value hedge accounting to mortgage
loan portfolio interest rate risk. The change in fair value of the
hedged items is recorded separately from the hedged item and is
included within Other assets on the balance sheet. The fair values

Fair value hedge of portfolio of interest rate risk

of outstanding interest rate derivatives designated for these
hedges as of 31 December 2013 were assets of CHF 176 million
and liabilities of CHF 716 million (31 December 2012: assets of
CHF 1 million and liabilities of CHF 1,208 million).

For the year ended

CHF million 31.12.13 31.12.12 31.12.1

Gains/(losses) on hedging instruments 636 139 (461)
Gains/ (losses) on hedged items attributable to the hedged risk C 625 (159 452
Net gains/(losses) representing ineffective portions of fair value hedges 11 (20) (9)

Cash flow hedges of forecasted transactions

The Group is exposed to variability in future interest cash flows on
non-trading financial assets, and liabilities that bear interest at vari-
able rates or are expected to be refinanced or reinvested in the
future. The amounts and timing of future cash flows, representing
both principal and interest flows, are projected for each portfolio
of financial assets and liabilities, based on contractual terms and
other relevant factors including estimates of prepayments and de-
faults. The aggregate principal balances and interest cash flows
across all portfolios over time form the basis for identifying the
non-trading interest rate risk of the Group, which is hedged with
interest rate swaps, the maximum maturity of which is 14 years.
The table below shows forecasted principal balances on which ex-
pected interest cash flows arise as of 31 December 2013. Amounts
shown in the table below represent, by time bucket, average as-
sets and liabilities subject to forecasted cash flows designated as
hedged items in cash flow hedge accounting relationships.

As of 31 December 2013, the fair values of outstanding deriva-
tives designated as cash flow hedges of forecasted transactions
were CHF 4,770 million assets and CHF 2,275 million liabilities
and as of 31 December 2012 the amounts were CHF 7,764 mil-
lion assets and CHF 3,046 million liabilities. In 2013, a loss of
CHF 80 million was recognized in Net trading income due to
hedge ineffectiveness, compared with a gain of CHF 158 million
in 2012 and a loss of CHF 38 million in 2011.

At the end of 2013 and 2012, losses of CHF 18 million and
gains of CHF 3 million associated with terminated interest rate
swaps were deferred in OCI, respectively. They will be removed
from OCI when the previously hedged forecasted cash flows af-
fect net profit or loss, or when the forecasted cash flows are no
longer expected to occur. Amounts reclassified from OCI to Net
interest income relating to de-designated swaps were a CHF 1 mil-
lion net gain in 2013, a CHF 4 million net gain in 2012 and a net
gain of CHF 11 million in 2011.
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Principal balances subject to cash flow forecasts

CHF billion < 1 year 1-3 years 3-5 years 5-10 years over 10 years
Assets 66 129 37 27 1
b T
Net balance 59 108 34 26 1

Hedges of net investments in foreign operations

The Group applies hedge accounting for certain net investments in
foreign operations. As of 31 December 2013, the positive replace-
ment values and negative replacement values of FX derivatives
(mainly FX swaps) designated as hedging instruments in net in-
vestment hedge accounting relationships were CHF 104 million
and CHF 102 million, respectively (31 December 2012: positive
replacement values of CHF 103 million and negative replacement
values of CHF 45 million). As of 31 December 2013, the underly-
ing hedged structural exposures in several currencies amounted to
CHF 7.2 billion (31 December 2012: CHF 4.8 billion). Hedges of
structural FX exposures in currencies other than the US dollar may
be comprised of two jointly designated derivatives as the foreign
currency risk may be hedged against the US dollar first and then
converted into Swiss francs, the presentation currency of the
Group, as part of a separate FX derivative transaction. The aggre-
gated notional amount of designated hedging derivatives as of 31
December 2013 was CHF 13.8 billion in total (31 December 2012:
CHF 9.2 billion) including CHF 7.2 billion notional values related to
USD versus CHF swaps and CHF 6.7 billion notional values related
to derivatives hedging foreign currencies (other than the US dollar)
versus the US dollar. The effective portion of gains and losses of
these FX swaps is transferred directly to OCI to offset foreign cur-
rency translation (FCT) gains and losses on the net investments in
foreign branches and subsidiaries. As such, these FX swaps hedge
the structural FX exposure resulting in the accumulation of FCT on
the level of individual foreign branches and subsidiaries and hence
on the total FCT OCI of the Group.

UBS designates certain non-derivative foreign currency fi-
nancial assets and liabilities of foreign branches or subsidiaries
as hedging instruments in net investment hedge accounting ar-
rangements. The FX translation difference recorded in FCT OClI
of the non-derivative hedging instrument of one foreign entity
offsets the structural FX exposure of another foreign entity.
Therefore, the aggregated FCT OCI of the Group is unchanged
from this hedge designation. As of 31 December 2013, the
nominal amount of non-derivative financial assets and liabilities
designated as hedging instruments in such net investment
hedges was CHF 15.5 billion and CHF 15.5 billion, respectively
(31 December 2012: CHF 16.1 billion non-derivative financial
assets and CHF 16.1 billion non-derivative financial liabilities).
No material ineffectiveness of hedges of net investments in for-
eign operations was recognized in the income statement in
2013, 2012 and 2011.

Undiscounted cash flows

The table below provides undiscounted cash flows of all derivative
instruments designated in hedge accounting relationships. Inter-
est rate swap cash flows include cash inflows and cash outflows
of all interest rate swaps designated in hedge accounting relation-
ships, which are either assets or liabilities of UBS as of 31 Decem-
ber 2013. The table includes derivatives traded on an exchange or
through a clearing house where the change in fair value is settled
each day, either in fact or in substance, through cash payment of
variation margin.

Derivatives designated in hedge accounting relationships (undiscounted cash flows)

Due within Due between Due between Due between Due after

CHF billion On demand 1 month 1and 3 months 3 and 12 months 1 and 5 years 5 years Total
Interest rate swaps'

b o
O
FXswaps/forwards S S S ST
T
T
Net cash flows 0 0 0 1 2 0 3

1 The table includes gross cash inflows and cash outflows of all interest rate swaps designated in hedge accounting relationships, which are either assets or liabilities of UBS as of 31 December 2013.
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Note 15 Financial investments available-for-sale

CHF million 31.12.13

31.12.12

Financial investments available-for-sale by issuer type

Debt instruments

Corporates and other 3,132 2,486
Total debt instruments 58,876 65,659
Equity instruments 649 572
Total financial investments available-for-sale 59,525 66,230
Unrealized gains — before tax 372 421
Unreallzed(losses) o (196) .............. (1 7)
Net unrealized gains/(losses) — before tax 175 404
Not unrealia edgalns/(losses) ftertan g 5oy
CHF million 31.12.13 31.12.12

Financial investments available-for-sale by product type'

Debt instruments

of which: mortgage-backed securities 4,017 7,313
Total debt instruments 58,876 65,659
Equity instruments
e G oo
Bt eqU|ty e B e
Total equity instruments 649 572
Total financial investments available-for-sale 59,525 66,230
1 Refer to “Note 24 Fair value measurement” for more information on the fair value hierarchy categorization.
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Note 16 Property and equipment

At historical cost less accumulated depreciation

IT hardware
Own-used Leasehold and Other machines Projects in
CHF million properties  improvements communication Software and equipment progress 31.12.13 31.12.12

Historical cost

16,683

Balance at the end of the year 16,428
Accumulated depreciation

Balance at the end of the year 4,485 1,894 1,841 1,374 547 0 10,140 10,524

Net book value at the end of the year** 3,485 783 364 344 222 799 5,996 5,905

1 Includes write-offs of fully depreciated assets. 2 Impairment charges recorded in 2013 relate to assets for which the recoverable amount was determined based on value-in-use (recoverable amount of the impaired
assets: CHF 36 million Leasehold improvements, CHF 0 million Software, CHF 1 million Other machines and equipment). 3 The fire insurance value of property and equipment was CHF 12,331 million as of 31 December
2013 (as of 31 December 2012: CHF 12,865 million), predominantly related to real estate. 4 As of 31 December 2013, contractual commitments to purchase property in the future amounted to approximately CHF 0.4
billion. 5 Reflects reclassifications to Properties held for sale (CHF 169 million on a net basis) reported within Other assets.

Investment properties at fair value

CHF million 31.12.13 31.12.12
Balance at the beginning of the year 99 10
Mo S .
e g o
o (1 6) ................ 5
Melmagficato (81) ............... e
o gncurrency o A .
Balance at the end of the year 10 99
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Note 17 Goodwill and intangible assets

Introduction

UBS performs an impairment test on its goodwill assets on an an-
nual basis, or when indicators of impairment exist. UBS considers
the segments, as reported in “Note 2 Segment reporting,” as
separate cash-generating units (CGU). The impairment test is per-
formed for each segment to which goodwill is allocated by com-
paring the recoverable amount, based on its value-in-use, to the
carrying amount of the respective segment. An impairment
charge is recognized if the carrying amount exceeds the recover-
able amount. As of 31 December 2013, total goodwill recognized
on the balance sheet was CHF 5.8 billion, of which CHF 1.3 bil-
lion, CHF 3.1 billion and CHF 1.4 billion was carried by Wealth
Management, Wealth Management Americas and Global Asset
Management, respectively. Based on the impairment testing
methodology described below, UBS concluded that the goodwill
balances as of 31 December 2013 allocated to these segments
remain recoverable.

Methodology for goodwill impairment testing

The recoverable amounts are determined using a discounted cash
flow model, which has been adapted to use inputs that consider
features of the banking business and its regulatory environment.
The recoverable amount of a segment is the sum of the discount-
ed earnings attributable to shareholders from the first five fore-
casted years and the terminal value. The terminal value, which
covers all periods beyond the fifth year, is calculated on the basis
of the forecast of fifth-year profit, the discount rate and the long-
term growth rate and is adjusted for the effect of the capital as-
sumed to be needed to support the perpetual growth implied by
the long-term growth rate. The carrying amount for each seg-
ment is determined by reference to the Group’s equity attribution
framework. Within this framework, which is described in the
“Capital management” section of this report, the Board of Direc-
tors (BoD) attributes equity to the businesses after considering
their risk exposure, risk-weighted assets and leverage ratio de-
nominator usage, goodwill and intangible assets. The total

amount of equity attributed to the business divisions can differ
from the Group’s actual equity during a given period. The frame-
work is primarily used for purposes of measuring the performance
of the businesses and includes certain management assumptions.
Attributed equity equals the capital that a segment requires to
conduct its business and is considered an appropriate starting
point from which to determine the carrying value of the seg-
ments. From 1 January 2013, attributed equity underpinning
goodwill and intangible assets that arose from the PaineWebber
acquisition is reported in Corporate Center — Core Functions. For
the purpose of the impairment test, the amount of goodwill and
intangible assets related to this acquisition is allocated back to the
respective business divisions when calculating the carrying
amounts, such that the treatment is consistent with previous
years. The attributed equity methodology is aligned with the busi-
ness planning process, the inputs from which are used in calculat-
ing the recoverable amounts of the respective CGU.
- Refer to the “Capital management” section of this report for
more information on the equity attribution framework

Assumptions

Valuation parameters used within the Group’s impairment test
model are linked to external market information, where applica-
ble. The model used to determine the recoverable amount is most
sensitive to changes in the forecast earnings available to share-
holders in years one to five, to changes in the discount rates, and
to changes in the long-term growth rate. The applied long-term
growth rate is based on long-term economic growth rates for dif-
ferent regions worldwide. Earnings available to shareholders are
estimated based on forecast results, which are part of the busi-
ness plan approved by the BoD.

The discount rates are determined by applying a capital-asset-
pricing-model-based approach, as well as considering quantita-
tive and qualitative inputs from both internal and external ana-
lysts and the view of management. Based on this approach,
discount rates for all CGU have decreased by 1% compared with
last year.
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Key assumptions used to determine the recoverable amounts of
each segment are tested for sensitivity by applying a reasonably
possible change to those assumptions. Forecast earnings available
to shareholders were changed by 10%, the discount rates were
changed by 1% and the long-term growth rates were changed by
0.5%. Under all scenarios, the recoverable amounts for each seg-
ment exceeded the respective carrying amount, such that the rea-
sonably possible changes in key assumptions would not result in
impairment.

If the estimated earnings and other assumptions in future peri-
ods deviate from the current outlook, the value of our goodwill
may become impaired in the future, giving rise to losses in the in-
come statement. Recognition of any impairment of goodwill
would reduce IFRS equity attributable to UBS shareholders and net
profit. It would not impact cash flows and, as goodwill is required
to be deducted from capital under the Basel capital framework, no
impact would be expected on the Group total capital ratios.

In 2012, an impairment test was performed as of 30 Septem-
ber 2012 with respect to the Investment Bank because indicators
of impairment were present for that cash-generating unit. These
indicators included negative variances from planned perfor-

Discount and growth rates

mance, preliminary discussions regarding changes in strategy for
the Investment Bank and revised business plan information tak-
ing into account changes in market conditions and the global
economic outlook. The impairment test was based on the busi-
ness plan approved by the Board of Directors on 29 October
2012. As a result of this impairment test, losses were recognized
in the income statement relating to a full impairment of CHF
3,030 million for goodwill in 2012. Additional assets were exam-
ined to determine whether their carrying values exceeded their
recoverable amounts. Impairment losses of CHF 15 million were
recognized in the income statement for other intangible assets
and CHF 19 million for property and equipment, both in 2012.
These impairment losses were recognized in the Investment
Bank’s 2012 operating results as Impairment of goodwill, Amor-
tization and impairment of intangible assets, and Depreciation
and impairment of property and equipment. In 2013, these im-
pairment losses were retrospectively allocated to Corporate Cen-
ter — Non-core and Legacy Portfolio.
- Refer to “Note 1b Changes in accounting policies, comparability
and other adjustments” for more information on the creation of
Corporate Center — Non-core and Legacy Portfolio

Discount rates Growth rates

In % 31.12.13 31.12.12 31.12.13 31.12.12
Wealth Management 9.0 10.0 1.7 1.7
Wealth Management Americas 90 100 24 24
Global Asset Management 90 100 24 24
Investment Bank 120 130 24 24
Goodwill Intangible assets
Customer
relationships,
contractual
CHF million Total Infrastructure  rights and other Total 31.12.13 31.12.12
Historical cost
Balance at the beginning of theyear 5949 6% 773 1469 7,417 10641
Additions /adjustments' a3 3 79 1
Dlsposals PR (6) (28) (28) (35) (1)
Wiitoates T (3110)
Foreign currency translation g4y a9 @0 @Gy (19 ()
Balance at the end of the year 5,842 678 763 1,441 7,283 7,417
Accumulated amortization and impairment
Balance at the beginning of theyear a4 53 9% 95 O
R G
Impawmentz R B 3047
Dlsposals R (28) (28) (28) RS
Wiite-ofs - 0@
Foreign currency translation 1) e @y @y an
Balance at the end of the year 0 447 543 990 990 956
Net book value at the end of the year 5,842 231 220 451 6,293 6,461

1 Mainly related to the acquisition of Link Investimentos, which was completed in 2013. Refer to “Note 31 Business combinations” for more information.

2 Impairment charges recorded in 2013 relate to assets for

which the recoverable amount was determined based on value-in-use (recoverable amount of the impaired assets: CHF 5 million).
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Note 17 Goodwill and intangible assets (continued)

The following table presents the disclosure of goodwill and intangible assets by segment for the year ended 31 December 2013.

Wealth
Wealth Management Global Asset
Management Americas Investment Bank Management Corporate Center UBS
Non-core and

CHF million Core Functions  Legacy Portfolio
Goodwill
oo ot ihe beglnnmg oftheyear ........................ 1304 ........... 3213 .......................... 1432 ......................................... 5949 .
Addmons/adjustments ...................................... (1 1)1 ........................... Gy o
i posals .............................................................................................. (6) ........................................... (6) .
Impalrment .......................................................................................................................................... i
Fore|gncurrency e (1 2) ............ (82) ............. (8) ............ (39) ......................................... (141 ) .
Balance at the end of the year 1,281 3,131 44 1,386 5,842
Intangible assets
e ot e begmmng oftheyear ........................... e gy w uo G e
Mo S by G e
Dlsposals ............................................................................... (1) .......................................................... (1,). .
Mrtation (4) ............ (49) ............ (13) ............. (8) ............. (,4.) ............. (,2.) ............ (7 9)
Impalrment ................................................ (3) ........................................................................................ (3,). .
Forelgncurrencytranslatlon S (6) ............. (9) ............. (1) ............................ R (‘16')“
Balance at the end of the year 50 267 90 25 15 3 451

1 Goodwill for an acquisition made prior to the adoption of IFRS 3 (revised 2009) was subsequently adjusted due to a change in the amount of contingent consideration. 2 Related to the acquisition of Link Investimen-
tos, which was completed in 2013. Refer to “Note 31 Business combinations” for more information.

The estimated, aggregated amortization expenses for intangible assets are as follows.

CHF million Intangible assets
Estimated, aggregated amortization expenses for:
Sona T T e
o s
OIE o
ot o
ot o
010 gty ol
S o
Total 451
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Note 18 Other assets’

CHF million 31.12.13 31.12.12
Prime brokerage receivables? 11,175 8,072

Total other assets 20,228 17,244

1 In 2013, changes in the presentation of this Note were made. Accrued income and prepaid expenses are no longer presented as a separate line item on the balance sheet but under Other assets. Recruitment loans
to financial advisors, Other loans to financial advisors, Accrued interest income, Accrued income — other and Prepaid expenses which were previously disclosed under Accrued income and prepaid expenses, are now
presented separately in this Note in order to enhance transparency. Prior periods have been restated. As a result, Other assets as of 31 December 2012 increased by CHF 6,138 million. Refer to “Note 1b Changes in
accounting policies, comparability and other adjustments” for more information. 2 Prime brokerage services include clearance, settlement, custody, financing and portfolio reporting services for corporate clients trading
across multiple asset classes. The balance is mainly comprised of margin lending receivables. 3 Refer to “Note 28 Pension and other post-employment benefit plans” for more information.
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Balance sheet notes: liabilities

Note 19 Due to banks and customers

CHF million

31.12.13 31.12.12

Due to banks

12,862 23,024

Due to customers: demand deposits

Due to customers: time deposits

Due to customers: fiduciary deposits
Due to customers: retail savings/deposits

178,972 162,954
47326 51,66
21459 24984
143,08 134,255

Total due to customers

390,825 373,459

Total due to banks and customers

403,686 396,483

Note 20 Financial liabilities designated at fair value

CHF million

31.12.13 31.12.12

Non-structured fixed-rate bonds

3,664 4,845

Structured debt instruments issued:

Eitlnked

Credit-linked

Rateg.hnkedW

Other

32835 35259
6219 9382
14488 18599
L 22

Stuctured over-the-counter debt instruments:

CBwidnked

Otrer

Repurchase agreements

Loan commitments?

3478 7959
4839 9784
572 1612
B OISR

Total

of which: own credit on financial liabilities designated at fair value

69,901 91,901
577 292

1 Also includes non-structured rates-linked debt instruments issued. 2 Loan commitments recognized as “Financial liabilities designated at fair value” until drawn and recognized as loans. See Note 1a) 8) for additional

information.

As of 31 December 2013, the contractual redemption amount at
maturity of Financial liabilities designated at fair value through
profit or loss was CHF 0.3 billion higher than the carrying value.
As of 31 December 2012, the contractual redemption amount at
maturity of such liabilities was CHF 0.2 billion higher than the car-
rying value.

As of 31 December 2013 and 31 December 2012, the Group
had CHF 69,901 million and CHF 91,901 million, respectively, of
financial liabilities designated at fair value, comprised of both
Swiss franc and non-Swiss franc-denominated fixed-rate and
floating-rate debt.

The table on the following page shows the contractual matu-
rity of the carrying value of financial liabilities designated at fair
value, split between fixed-rate and floating-rate based on the
contractual terms and ignoring any early redemption features. In-
terest rate ranges for future interest payments related to these fi-
nancial liabilities designated at fair value have not been included
in the table below as a majority of these liabilities are structured
products, and therefore the future interest payments are highly
dependent upon the embedded derivative and prevailing market
conditions at the time each interest payment is made.

- Refer to “Note 27b Maturity analysis of financial liabilities” for

maturity information on an undiscounted cash flow basis
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Note 20 Financial liabilities designated at fair value (continued)

Contractual maturity of carrying value

CHF million, except where indicated 2014 2015 2016 2017 2018  2019-2023 Thereafter 31.1T20.t1a3I 31.1T2(?262|
UBS AG (Parent Bank)

o eubordiared et
' Fixedrate  35% 1881 1,361 2637 933 2275 2788 15431 22344
" Foatingrate 14057 9244 652 3412 3293 5105 8126 49,760 62,551
Subtotal 17612 11126 7882 6049 4227 7380 10915 65191 843894
Subsidiaries
o
S UV 1468 1733
Floatmgrate S 3242 5273
s 1052 4710 7006
Total 18,395 11,762 8,149 6,784 4,733 8,112 11,966 69,901 91,901
Note 21 Debt issued held at amortized cost

CHF million 31.12.13 31.12.12
Certificates of deposit 15,811 11,153
Commercwalpaper 2%1 7792
Oiher shortem debt 8862 13548
Short-term debt 27,633 32,493
Non-structured fixed-rate bonds 17,417 31,341
ot bande 14341 15116
bt det 11040 11848
 of which: Swiss SRB Basel Il low-trigger loss absorbing capital g0 36%
Debt issued through the central bond institutions of the Swiss regional or cantonal banks 893 7585
N S 1341
Otherlongtermdebt 2083 5”3
Long-term debt 53,953 72,344
Total debt issued held at amortized cost’ 81,586 104,837

1 Net of bifurcated embedded derivatives with a net negative fair value of CHF 160 million as of 31 December 2013. In 2013, the comparative period figure was corrected. On a corrected basis, as of 31 December 2012,

these derivatives had a net negative fair value of CHF 118 million.

The Group uses interest rate and foreign exchange derivatives
to manage the risks inherent in certain debt instruments held
at amortized cost. In certain cases, the Group applies hedge
accounting for interest rate risk as discussed in Note 1a) 15) and
“Note 14 Derivative instruments and hedge accounting.” As a re-
sult of applying hedge accounting, the carrying value of debt is-
sued increased by CHF 1,119 million and by CHF 2,608 million as
of 31 December 2013 and 31 December 2012, respectively, re-
flecting changes in fair value due to interest rate movements.
Subordinated debt are unsecured obligations of the Group
that are subordinated in right of payment to all other present and
future indebtedness and also to certain other obligations of the
Group. As of 31 December 2013 and 31 December 2012, the
Group had CHF 11,040 million and CHF 11,848 million, respec-
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tively, of subordinated debt, which included CHF 4,710 million
and CHF 3,656 million of Swiss SRB Basel Ill low-trigger loss ab-
sorbing capital as of 31 December 2013 and 31 December 2012,
respectively. The majority of the subordinated debt outstanding as
of 31 December 2013 were fixed-rate issuances, with the remain-
der paying floating-rate interest based on three-month or six-
month London Interbank Offered Rate (LIBOR). Both the fixed-
and floating-rate instruments provide for a single principal
payment upon maturity.

As of 31 December 2013 and 31 December 2012, the Group
had CHF 70,546 million and CHF 92,989 million, respectively, of
non-subordinated debt issued held at amortized cost, comprised
of both Swiss franc- and non-Swiss franc-denominated fixed-rate
and floating-rate debt.



Note 21 Debt issued held at amortized cost (continued)

The following table shows the contractual maturity of the carry-  majority of fixed-rate debt issued, which changes their repricing
ing value of debt issued, split between fixed-rate and floating-rate  characteristics into those similar to floating-rate debt.

based on the contractual terms and ignoring any early redemp- - Refer to “Note 27b Maturity analysis of financial liabilities” for
tion features. The Group uses interest rate swaps to hedge the maturity information on an undiscounted cash flow basis

Contractual maturity dates of carrying value

Total Total
CHF million, except where indicated 2014 2015 2016 2017 2018  2019-2023 Thereafter 31.12.13 31.12.12

UBS AG (Parent Bank)

Subtotal 31,067 7,049 6,769 8,137 5,753 13,693 5,943 78,409 98,557
Subsidiaries

N
e 2469 ........... S o o S R 3175 ........ 6150
et s (range - %) ...................... oao ;o oes oso g o g
FIoatmgrate TR Lo g
o 2469 ........... S e o R R 3177 ........ 6280
Total 33,536 7,050 7,309 8,277 5,757 13,713 5,944 81,586 104,837

Note 22 Provisions and contingent liabilities

a) Provisions

Litigation, Loan com-
regulatory mitments
Operational and similar ~ Restruc-  and guar- Employee Total Total
CHF million risks! matters? turing antees Real estate benefits Other 31.12.13  31.12.12

Balance at the beginning of the year 53 1,432 511 64 178 244 53 1,626

Foreign currency translation/unwind of discount (1) (89) 9) 0 (2) (2) (1) (104) (14)
Balance at the end of the year 45 1,622 658° 61 1579 2227 205 2,971 2,536

1 Comprises provisions for losses resulting from security risks and transaction processing risks. 2 Comprises provisions for losses resulting from legal, liability and compliance risks. 3 Related to the acquisition of Link
Investimentos. Refer to “Note 31 Business combinations” for more information. 4 Included a charge of CHF 110 million related to the Swiss-UK tax agreement. 5 Includes personnel-related restructuring provisions
of CHF 104 million as of 31 December 2013 (31 December 2012: CHF 243 million) and provisions for onerous lease contracts of CHF 554 million as of 31 December 2013 (31 December 2012: CHF 267 million).
6 Includes reinstatement costs for leasehold improvements of CHF 95 million as of 31 December 2013 (31 December 2012: CHF 97 million) and provisions for onerous lease contracts of CHF 62 million as of 31 Decem-
ber 2013 (31 December 2012: CHF 81 million). ~ 7 Includes provisions for sabbatical and anniversary awards as well as provisions for severance which are not part of restructuring provisions.
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Restructuring provisions primarily relate to onerous lease con-
tracts and severance amounts. The utilization of onerous lease
provisions is driven by the maturities of the underlying lease
contracts, which cover a period of up to 11 years. Severance re-
lated provisions are utilized within a short time period, usually
within six months, but potential changes in amount may be trig-
gered when natural staff attrition reduces the number of people
affected by a restructuring and therefore the estimated costs.

b) Litigation, regulatory and similar matters

Information on provisions and contingent liabilities in respect
of Litigation, regulatory and similar matters, as a class, is included
in Note 22b. Further information on the nominal principal amount
of Loan commitments and guarantees, representing our maxi-
mum exposure to credit risk, is disclosed in the “Credit risk” sec-
tion of this report. There are no material contingent liabilities as-
sociated with the other classes of provisions.

The Group operates in a legal and regulatory environment that
exposes it to significant litigation and similar risks arising from
disputes and regulatory proceedings. As a result, UBS (which for
purposes of this note may refer to UBS AG and/or one or more of
its subsidiaries, as applicable) is involved in various disputes and
legal proceedings, including litigation, arbitration, and regulatory
and criminal investigations.

Such matters are subject to many uncertainties and the out-
come is often difficult to predict, particularly in the earlier stages
of a case. There are also situations where the Group may enter
into a settlement agreement. This may occur in order to avoid the
expense, management distraction or reputational implications of
continuing to contest liability, even for those matters for which
the Group believes it should be exonerated. The uncertainties in-
herent in all such matters affect the amount and timing of any
potential outflows for both matters with respect to which provi-
sions have been established and other contingent liabilities. The
Group makes provisions for such matters brought against it when,
in the opinion of management after seeking legal advice, it is
more likely than not that the Group has a present legal or con-
structive obligation as a result of past events, it is probable that an
outflow of resources will be required, and the amount can be reli-
ably estimated. If any of those conditions is not met, such matters
result in contingent liabilities.

Specific litigation, regulatory and other matters are described
below, including all such matters that management considers to
be material and others that management believes to be of signifi-
cance due to potential financial, reputational and other effects.
The amount of damages claimed, the size of a transaction or
other information is provided where available and appropriate in
order to assist users in considering the magnitude of potential
exposures.

In the case of certain matters below, we state that we have
established a provision, and for the other matters we make no
such statement. When we make this statement and we expect
disclosure of the amount of a provision to prejudice seriously our
position with other parties in the matter, because it would reveal
what UBS believes to be the probable and reliably estimable out-
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flow, we do not disclose that amount. In some cases we are sub-
ject to confidentiality obligations that preclude such disclosure.
With respect to the matters for which we do not state whether
we have established a provision, either (a) we have not estab-
lished a provision, in which case the matter is treated as a contin-
gent liability under the applicable accounting standard or (b) we
have established a provision but expect disclosure of that fact to
prejudice seriously our position with other parties in the matter
because it would reveal the fact that UBS believes an outflow of
resources to be probable and reliably estimable.

With respect to certain litigation, regulatory and similar mat-
ters as to which we have established provisions, we are able to
estimate the expected timing of outflows. However, the aggre-
gate amount of the expected outflows for those matters for
which we are able to estimate expected timing is immaterial rela-
tive to our current and expected levels of liquidity over the rele-
vant time periods.

The aggregate amount provisioned for litigation, regulatory
and similar matters as a class is disclosed in Note 22a above. It is
not practicable to provide an aggregate estimate of liability for
our litigation, regulatory and similar matters as a class of contin-
gent liabilities. Doing so would require us to provide speculative
legal assessments as to claims and proceedings that involve
unique fact patterns or novel legal theories, which have not yet
been initiated or are at early stages of adjudication, or as to which
alleged damages have not been quantified by the claimants. Al-
though we therefore cannot provide a numerical estimate of the
future losses that could arise from the class of litigation, regula-
tory and similar matters, we can confirm that we believe that the
aggregate amount of possible future losses from this class that are
more than remote substantially exceeds the level of current provi-
sions.

The risk of loss associated with litigation, regulatory and similar
matters is a component of operational risk for purposes of deter-
mining our capital requirements. Information concerning our
capital requirements and the calculation of operational risk for
this purpose is included in the “Capital management” and “Risk
management and control” sections of this report.



Note 22 Provisions and contingent liabilities (continued)

Provisions for litigation, regulatory and similar matters by segment’

Corporate

Wealth Corporate  Center —

Wealth ~ Manage- Global Center—  Non-core
Manage- ment Retail & Asset Man-  Investment Core and Legacy Total Total
CHF million ment  Americas  Corporate  agement Bank  Functions  Portfolio 31.12.2013  31.12.2012
Balance at the beginning of the year 130 170 29 7 28 338 732 1,432 432

Additions from acquired companies 8? 8

Increase in provisions recognized in the income statement 114 65 55 1 16 203 1,334 1,788 2,686
Release of provisions recognized in the income statement (18) (25) (2) (7) (34) (7) (93) (81)
Provisions used in conformity with designated purpose (53) (149) (7) (5) (16) (4) (1,184) (1,417) (1,685)
Reclassifications (7) 7 (6) 0 (6) 43
Foreign currency translation/unwind of discount (1 (5) (2) (14) (67) (89) (13)
Balance at the end of the year 165 56 82 3 22 488 808 1,622 1,432

1 Provisions, if any, for the matters described in (a) item 5 of this Note 22b are recorded in Wealth Management, (b) items 2 and 8 of this Note 22b are recorded in Wealth Management Americas, (c) item 12 of this
Note 22b are recorded in the Investment Bank, (d) items 4, 9 and 11 of this Note 22b are recorded in Corporate Center — Core Functions and (e) items 3 and 7 of this Note 22b are recorded in Corporate Center — Non-
core and Legacy Portfolio. Provisions for the matters described in items 1 and 10 of this Note 22b are allocated between Wealth Management and Retail & Corporate, and provisions for the matter described in item 6
of this Note 22b are allocated between the Investment Bank and Corporate Center — Non-core and Legacy Portfolio. 2 Related to the acquisition of Link Investimentos. Refer to “Note 31 Business combinations” for

more information.

1. Inquiries regarding cross-border wealth management
businesses

Following the disclosure and the settlement of the US cross-border
matter, tax and regulatory authorities in a number of countries
have made inquiries and served requests for information located in
their respective jurisdictions relating to the cross-border wealth
management services provided by UBS and other financial institu-
tions. As a result of investigations in France, in May and June 2013,
respectively, UBS (France) S.A. and UBS AG were put under formal
examination (“mise en examen”) for complicity in having illicitly so-
licited clients on French territory, and were declared witness with
legal assistance (“témoin assisté”) regarding the laundering of pro-
ceeds of tax fraud and of banking and financial solicitation by un-
authorized persons. In June 2013, the French banking supervisory
authority’s disciplinary commission reprimanded UBS (France) S.A.
for having had insufficiencies in its control and compliance frame-
work around its cross-border activities and “know your customer”
obligations. It imposed a penalty of EUR 10 million, and a provision
in that amount is reflected on our balance sheet at 31 December
2013. In Germany, several authorities have been conducting inves-
tigations against UBS Deutschland AG, UBS AG, and against cer-
tain employees of these entities concerning certain matters relating
to our cross-border business. UBS is cooperating with these au-
thorities within the limits of financial privacy obligations under
Swiss and other applicable laws. Settlement discussions have com-
menced with respect to the German investigations.

2. Lehman principal protection notes

From March 2007 through September 2008, UBS Financial Services
Inc. (UBSFS) sold approximately USD 1 billion face amount of struc-
tured notes issued by Lehman Brothers Holdings Inc. (Lehman), a
majority of which were referred to as “principal protection notes,”
reflecting the fact that while the notes’ return was in some manner
linked to market indices or other measures, some or all of the inves-

tor's principal was an unconditional obligation of Lehman as issuer
of the notes. Based on its role as an underwriter of Lehman struc-
tured notes, UBSFS was named as a defendant in a putative class
action asserting violations of disclosure provisions of the federal se-
curities laws. In August 2013, UBSFS agreed to a proposed USD 120
million settlement of the case, which was approved by the Court in
December 2013. Previously, certain of the other underwriter defen-
dants and the former officers and directors of Lehman reached
separate settlements regarding the same case. UBSFS also has been
named in numerous individual civil suits and customer arbitrations,
a small number of which were pending as of 31 December 2013.
The individual customer claims, some of which have resulted in
awards payable by UBSFS, relate primarily to whether UBSFS ade-
quately disclosed the risks of these notes to its customers.

Our balance sheet at 31 December 2013 reflected a provision
with respect to pending arbitration matters described in this
item 2 in an amount that UBS believes to be appropriate under
the applicable accounting standard. As in the case of other mat-
ters for which we have established provisions, the future outflow
of resources in respect of this matter cannot be determined with
certainty based on currently available information, and accord-
ingly may ultimately prove to be substantially greater (or may be
less) than the provision that we have recognized.

3. Claims related to sales of residential mortgage-backed
securities and mortgages

From 2002 through 2007, prior to the crisis in the US residential
loan market, UBS was a substantial issuer and underwriter of US
residential mortgage-backed securities (RMBS) and was a pur-
chaser and seller of US residential mortgages. A subsidiary of UBS,
UBS Real Estate Securities Inc. (UBS RESI), acquired pools of resi-
dential mortgage loans from originators and (through an affiliate)
deposited them into securitization trusts. In this manner, from
2004 through 2007, UBS RESI sponsored approximately USD
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Note 22 Provisions and contingent liabilities (continued)

80 billion in RMBS, based on the original principal balances of the
securities issued.

UBS RESI also sold pools of loans acquired from originators to
third-party purchasers. These whole loan sales during the period
2004 through 2007 totaled approximately USD 19 billion in origi-
nal principal balance.

We were not a significant originator of US residential loans.
A subsidiary of UBS originated approximately USD 1.5 billion in
US residential mortgage loans during the period in which it was ac-
tive from 2006 to 2008, and securitized less than half of these loans.

Securities lawsuits concerning disclosures in RMBS offering doc-
uments: UBS is named as a defendant relating to its role as under-
writer and issuer of RMBS in a large number of lawsuits related to
approximately USD 13 billion in original face amount of RMBS un-
derwritten or issued by UBS. Some of the lawsuits are in their early
stages and have not advanced beyond the motion to dismiss phase;
others are in varying stages of discovery. Of the USD 13 billion in
original face amount of RMBS that remains at issue in these cases,
approximately USD 3 billion was issued in offerings in which a UBS
subsidiary transferred underlying loans (the majority of which were
purchased from third-party originators) into a securitization trust
and made representations and warranties about those loans (UBS-
sponsored RMBS). The remaining USD 10 billion of RMBS to which
these cases relate was issued by third parties in securitizations in
which UBS acted as underwriter (third-party RMBS).

In connection with certain of these lawsuits, UBS has indemni-
fication rights against surviving third-party issuers or originators
for losses or liabilities incurred by UBS, but UBS cannot predict the
extent to which it will succeed in enforcing those rights. A class
action settlement announced in April 2013 by a third-party issuer
received final approval by the district court in December 2013.
The settlement, which is subject to appeal, reduced the original
face amount of RMBS at issue in these cases from USD 37 billion

to USD 13 billion, and the original face amount of RMBS at issue
in cases involving third-party issuers from USD 34 billion to USD
10 billion, as noted above. The third-party issuer will fund the
settlement at no cost to UBS. In January 2014, certain objectors to
the settlement filed a notice of appeal from the district court’s
approval of the settlement.

In 2012, a federal court in New Jersey dismissed with prejudice
on statute of limitations grounds a putative class action lawsuit
that asserted violations of the federal securities laws against vari-
ous UBS entities, among others, in connection with USD 2.6 billion
in original face amount of UBS-sponsored RMBS. In September
2013, the US Court of Appeals for the Third Circuit affirmed the
district court’s dismissal with prejudice, and in October 2013 the
Court of Appeals denied plaintiffs’ petition for en banc review.

Loan repurchase demands related to sales of mortgages and
RMBS: When UBS acted as an RMBS sponsor or mortgage seller,
we generally made certain representations relating to the charac-
teristics of the underlying loans. In the event of a material breach
of these representations, we were in certain circumstances contrac-
tually obligated to repurchase the loans to which they related or to
indemnify certain parties against losses. UBS has received demands
to repurchase US residential mortgage loans as to which UBS made
certain representations at the time the loans were transferred to
the securitization trust. We have been notified by certain institu-
tional purchasers and insurers of mortgage loans and RMBS of their
contention that possible breaches of representations may entitle
the purchasers to require that UBS repurchase the loans or to other
relief. The table below summarizes repurchase demands received
by UBS and UBS's repurchase activity from 2006 through 5 March
2014. In the table, repurchase demands characterized as Demands
resolved in litigation and Demands rescinded by counterparty are
considered to be finally resolved. Repurchase demands in all other
categories are not finally resolved.

Loan repurchase demands by year received - original principal balance of loans'’

2014, through

USD million 2006-2008 2009 2010 201 2012 2013 5 March Total
Resolved demands

Actual or agreed loan repurchases/make whole payments by UBS 2 3
Demands rescinded by counterpaty 110 104 19 304 37 s
Demands resolved in litigation 11 -
Demands expected to be resolved by third parties

Demands resolved or expected to be resolved through enforcementof
indemnification rights against third-party originators 77 2 45 128 99 351
Demands in dispute

Demands in litigation 36 732 1041 2,118
Demands in review by UBS [ s R T 8
Demands rebutted by UBS but not yet rescinded by counterparty 1 2 1 17 515 3 540
Total 122 205 368 1,084 1,424 618 3 3,825

1 Loans submitted by multiple counterparties are counted only once.
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Payments that UBS has made or agreed to make to date to resolve
repurchase demands equate to approximately 62% of the original
principal balance of the related loans. Most of the payments that
UBS has made or agreed to make to date have related to so-called
“Option ARM” loans; severity rates may vary for other types of
loans or for Option ARMs with different characteristics. Actual
losses upon repurchase will reflect the estimated value of the loans
in question at the time of repurchase as well as, in some cases,
partial repayment by the borrowers or advances by servicers prior
to repurchase. It is not possible to predict future losses upon repur-
chase for reasons including timing and market uncertainties.

In most instances in which we would be required to repurchase
loans due to misrepresentations, we would be able to assert de-
mands against third-party loan originators who provided representa-
tions when selling the related loans to UBS. However, many of these
third parties are insolvent or no longer exist. We estimate that, of the
total original principal balance of loans sold or securitized by UBS
from 2004 through 2007, less than 50% was purchased from surviv-
ing third-party originators. In connection with approximately 60% of
the loans (by original principal balance) for which UBS has made
payment or agreed to make payment in response to demands re-
ceived in 2010, UBS has asserted indemnity or repurchase demands
against originators. Since 2011, UBS has advised certain surviving
originators of repurchase demands made against UBS for which UBS
would be entitled to indemnity, and has asserted that such demands
should be resolved directly by the originator and the party making
the demand.

We cannot reliably estimate the level of future repurchase de-
mands, and do not know whether our rebuttals of such demands
will be a good predictor of future rates of rebuttal. We also can-
not reliably estimate the timing of any such demands.

Lawsuits related to contractual representations and warranties
concerning mortgages and RMBS: In 2012, certain RMBS trusts filed
an action in the Southern District of New York (Trustee Suit) seeking
to enforce UBS RESI's obligation to repurchase loans with an original
principal balance of approximately USD 2 billion for which Assured
Guaranty Municipal Corp. (Assured Guaranty), a financial guaranty
insurance company, had previously demanded repurchase. The case
is in discovery. Related litigation brought by Assured Guaranty was
resolved in May 2013. With respect to the loans subject to the Trust-
ee Suit that were originated by institutions still in existence, UBS
intends to enforce its indemnity rights against those institutions. At
this time, UBS does not expect that it will be required to make pay-
ment for the majority of loan repurchase demands at issue in the
Trustee Suit for at least the following reasons: (1) we reviewed the
origination file and/or servicing records for the loan and concluded
that the allegations of breach of representations and warranties are
unfounded, or (2) a surviving originator is contractually liable for
any breaches of representations and warranties with respect to

loans that it originated. UBS has indemnification rights in connec-
tion with approximately half of the USD 2 billion in original principal
balance of loans at issue in this suit (reflected in the “Demands in
litigation” category in the table above).

In 2012, the FHFA, on behalf of Freddie Mac, filed a notice and
summons in New York Supreme Court initiating suit against UBS
RESI for breach of contract and declaratory relief arising from al-
leged breaches of representations and warranties in connection
with certain mortgage loans and UBS RESI’s alleged failure to re-
purchase such mortgage loans. The complaint for this suit was
filed in September 2012. The lawsuit seeks, among other relief,
specific performance of UBS RESI’s alleged loan repurchase obli-
gations for at least USD 94 million in original principal balance of
loans for which Freddie Mac had previously demanded repur-
chase; no damages are specified. In June 2013, the Court dis-
missed the complaint for lack of standing, on the basis that only
the RMBS trustee could assert the claims in the complaint, and
the complaint was unclear as to whether the trustee was the
plaintiff and had proper authority to bring suit. The trustee filed
an amended complaint in June 2013, which UBS moved to dis-
miss in July 2013. The motion remains pending.

In December 2013, Residential Funding Company LLC (RFC)
filed a complaint in New York Supreme Court against UBS RESI
asserting claims for breach of contract and indemnification in
connection with loans purchased from UBS RESI with an original
principal balance of USD 460 million that were securitized by an
RFC affiliate. This is the first case filed against UBS seeking dam-
ages allegedly arising from the securitization of whole loans pur-
chased from UBS. Damages are unspecified.

We also have tolling agreements with certain institutional pur-
chasers of RMBS concerning their potential claims related to sub-
stantial purchases of UBS-sponsored or third-party RMBS.

As reflected in the table below, our balance sheet at 31 De-
cember 2013 reflected a provision of USD 807 million with re-
spect to matters described in this item 3. As in the case of other
matters for which we have established provisions, the future out-
flow of resources in respect of this matter cannot be determined
with certainty based on currently available information, and ac-
cordingly may ultimately prove to be substantially greater (or may
be less) than the provision that we have recognized.

UBS has received requests from both the Special Inspector
General for the Troubled Asset Relief Program (SIGTARP) (who is
working in conjunction with the US Attorney’s Office for Con-
necticut and the US Department of Justice, Criminal Division,
Fraud Section) and the SEC for information relating to its practices
in connection with purchases and sales of mortgage-backed secu-
rities. We are cooperating with the authorities in these matters,
which are in an early stage. Numerous other banks reportedly
have received similar requests.
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Note 22 Provisions and contingent liabilities (continued)

Provision for claims related to sales of residential mortgage-backed securities and mortgages

USD million 31.12.13 31.12.12
Balance at the beginning of the year 658 104
Increase in provision recognized in the income statement © 1359 554
Release of provision recognized in the income statement () R
Provision used in conformity with designated purpose (1208 0
Balance at the end of the year 807 658

4. Claims related to UBS disclosure

A putative consolidated class action has been filed in the United
States District Court for the Southern District of New York against
UBS, a number of current and former directors and senior officers
and certain banks that underwrote UBS’s May 2008 Rights Offer-
ing (including UBS Securities LLC) alleging violation of the US se-
curities laws in connection with UBS’s disclosures relating to UBS's
positions and losses in mortgage-related securities, UBS's posi-
tions and losses in auction rate securities, and UBS's US cross-
border business. In 2011, the court dismissed all claims based on
purchases or sales of UBS ordinary shares made outside the US,
and, in 2012, the court dismissed with prejudice the remaining
claims based on purchases or sales of UBS ordinary shares made
in the US for failure to state a claim. Plaintiffs have appealed the
court’s decision. UBS, a number of senior officers and employees
and various UBS committees have also been sued in a putative
consolidated class action for breach of fiduciary duties brought on
behalf of current and former participants in two UBS Employee
Retirement Income Security Act (ERISA) retirement plans in which
there were purchases of UBS stock. In 2011, the court dismissed
the ERISA complaint. In 2012, the court denied plaintiffs’ motion
for leave to file an amended complaint. On appeal, the Second
Circuit upheld the dismissal of all counts relating to one of the
retirement plans. With respect to the second retirement plan, the
Court upheld the dismissal of some of the counts, and vacated
and remanded for further proceedings with regard to the counts
alleging that defendants had violated their fiduciary duty to pru-
dently manage the plan’s investment options, as well as the claims
derivative of that duty.

In 2012, a consolidated complaint was filed in a putative secu-
rities fraud class action pending in federal court in Manhattan
against UBS AG and certain of its current and former officers re-
lating to the unauthorized trading incident that occurred in the
Investment Bank and was announced in September 2011. The
lawsuit was filed on behalf of parties who purchased publicly
traded UBS securities on any US exchange, or where title passed
within the US, during the period 17 November 2009 through 15
September 2011. In December 2013, the district court granted
UBS’s motion to dismiss the complaint in its entirety. Plaintiffs
have filed a notice of appeal.
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5. Madoff

In relation to the Bernard L. Madoff Investment Securities LLC
(BMIS) investment fraud, UBS AG, UBS (Luxembourg) SA and cer-
tain other UBS subsidiaries have been subject to inquiries by a
number of regulators, including the Swiss Financial Market Super-
visory Authority (FINMA) and the Luxembourg Commission de
Surveillance du Secteur Financier (CSSF). Those inquiries con-
cerned two third-party funds established under Luxembourg law,
substantially all assets of which were with BMIS, as well as certain
funds established in offshore jurisdictions with either direct or in-
direct exposure to BMIS. These funds now face severe losses, and
the Luxembourg funds are in liquidation. The last reported net
asset value of the two Luxembourg funds before revelation of the
Madoff scheme was approximately USD 1.7 billion in the aggre-
gate, although that figure likely includes fictitious profit reported
by BMIS. The documentation establishing both funds identifies
UBS entities in various roles including custodian, administrator,
manager, distributor and promoter, and indicates that UBS em-
ployees serve as board members. UBS (Luxembourg) SA and cer-
tain other UBS subsidiaries are responding to inquiries by Luxem-
bourg investigating authorities, without however being named as
parties in those investigations. In 2009 and 2010, the liquidators
of the two Luxembourg funds filed claims on behalf of the funds
against UBS entities, non-UBS entities and certain individuals in-
cluding current and former UBS employees. The amounts claimed
are approximately EUR 890 million and EUR 305 million, respec-
tively. The liguidators have filed supplementary claims for amounts
that the funds may possibly be held liable to pay the BMIS Trustee.
These amounts claimed by the liquidator are approximately EUR
564 million and EUR 370 million, respectively. In addition, a large
number of alleged beneficiaries have filed claims against UBS en-
tities (and non-UBS entities) for purported losses relating to the
Madoff scheme. The majority of these cases are pending in Lux-
embourg, where appeals have been filed by the claimants against
the 2010 decisions of the court in which the claims in a number
of test cases were held to be inadmissible. In the US, the BMIS
Trustee has filed claims against UBS entities, among others, in
relation to the two Luxembourg funds and one of the offshore
funds. A claim was filed in 2010 against 23 defendants, including
UBS entities, the Luxembourg and offshore funds concerned and
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various individuals, including current and former UBS employees.
The total amount claimed against all defendants in this action was
not less than USD 2 billion. A second claim was filed in 2010
against 16 defendants including UBS entities and the Luxem-
bourg fund concerned. The total amount claimed against all de-
fendants was not less than USD 555 million. Following a motion
by UBS, in 2011, the District Court dismissed all of the BMIS Trust-
ee’s claims other than claims for recovery of fraudulent convey-
ances and preference payments that were allegedly transferred to
UBS on the ground that the BMIS Trustee lacks standing to bring
such claims. In June 2013, the Second Circuit Court of Appeals
rejected the BMIS Trustee’s appeal against that ruling and upheld
the District Court's decision. The BMIS Trustee has sought leave to
appeal to the US Supreme Court, which has invited the Solicitor
General of the United States to file a brief expressing the views of
the United States as to whether review should be granted. In Ger-
many, certain clients of UBS are exposed to Madoff-managed po-
sitions through third-party funds and funds administered by UBS
entities in Germany. A small number of claims have been filed
with respect to such funds.

6. Transactions with Italian public sector entities

A number of transactions that UBS Limited and UBS AG respec-
tively entered into with public sector entity counterparties in Italy
have been called into question or become the subject of legal
proceedings and claims for damages and other awards. In Milan,
in 2012, civil claims brought by the City of Milan against UBS
Limited, UBS Italia SIM Spa and three other international banks in
relation to a 2005 bond issue and associated derivatives transac-
tions entered into with Milan between 2005 and 2007 were set-
tled without admission of liability. In 2012, the criminal court in
Milan issued a judgment convicting two current UBS employees
and one former employee, together with employees from the
three other banks, of fraud against a public entity in relation to
the same bond issue and the execution, and subsequent restruc-
turing, of the related derivative transactions. In the same proceed-
ings, the Milan criminal court also found UBS Limited and three
other banks liable for the administrative offense of failing to have
in place a business organizational model capable of preventing
the criminal offenses of which its employees were convicted. The
sanctions against UBS Limited, which are not effective until ap-
peals are exhausted, are confiscation of the alleged level of profit
flowing from the criminal findings (EUR 16.6 million), a fine in
respect of the finding of the administrative offense (EUR 1 million)
and payment of legal fees. UBS has previously provided for this
potential exposure in the amount of EUR 18.5 million. UBS Limit-
ed and the individuals appealed that judgment, and in March
2014, the Milan Court of Appeal handed down its judgment in
short form. It overturned all findings of liability against UBS Lim-
ited and convictions of the UBS individuals and acquitted them,
stating that the conduct did not occur. The court indicated that it
would issue a full judgment within 90 days.

Derivative transactions with the Regions of Calabria, Tuscany,
Lombardy, Lazio and Campania, and the City of Florence have
also been called into question or become the subject of legal pro-
ceedings and claims for damages and other awards. In 2012, UBS
AG and UBS Limited settled all civil disputes with the Regions of
Tuscany, Lombardy and Lazio without any admission of liability. In
August 2013, a settlement of all civil and administrative disputes
was reached with the City of Florence. Provisions were booked in
respect of these settlements.

7. Kommunale Wasserwerke Leipzig GmbH (KWL)
In 2006 and 2007, KWL entered into a series of Credit Default Swap
(CDS) transactions with bank swap counterparties, including UBS.
UBS entered into back-to-back CDS transactions with the other
counterparties, Depfa Bank plc (Depfa) and Landesbank Baden-
Wirttemberg (LBBW), in relation to their respective swaps with KWL.
As a result of the KWL CDS transactions and the back-to-back CDS
transactions with Depfa and LBBW, UBS and UBS Limited are owed a
total amount of approximately USD 319.8 million, plus interest,
which remains unpaid. Specifically, under the CDS contracts between
KWL and UBS, the last of which were terminated by UBS in 2010, a
net sum of approximately USD 137.6 million, plus interest, has fallen
due from KWL but not been paid. Earlier in 2010, UBS issued pro-
ceedings in the English High Court against KWL seeking various dec-
larations from the English court, in order to establish that the swap
transaction between KWL and UBS s valid, binding and enforceable
as against KWL. The English court ruled in 2010 that it has jurisdic-
tion and will hear the proceedings and UBS issued a further claim
seeking declarations concerning the validity of its early termination of
the remaining CDS transactions with KWL. KWL withdrew its appeal
from that decision and the civil dispute is now proceeding before the
English court. UBS has added its monetary claim to the proceedings.
KWL is defending against UBS’s claims and has served a counterclaim
which also joins UBS Limited and Depfa to the proceedings. As part
of its assertions, KWL claims damages of at least USD 68 million in
respect of UBS's termination of some of the CDS contracts, whilst
disputing that any monies are owed to UBS pursuant to another CDS
contract. UBS, UBS Limited and Depfa are defending against KWL's
counterclaims, and Depfa has asserted additional claims against UBS
and UBS Limited. Both KWL and Depfa make mutually exclusive
claims for payment of USD 32.6 million which has previously been
paid by Depfa to UBS Limited. The trial is due to start in April 2014.
In 2010, KWL issued proceedings in Leipzig, Germany against
UBS, Depfa and LBBW, claiming that the swap transactions are
void and not binding on the basis of KWL’ allegation that KWL
did not have the capacity or the necessary internal authorization
to enter into the transactions and that the banks knew this. Upon
and as a consequence of KWL withdrawing its appeal on jurisdic-
tion in England, KWL also withdrew its civil claims against UBS
and Depfa in the German courts, and no civil claim will proceed
against either of them in Germany. The proceedings brought by
KWL against LBBW have continued in Leipzig, and in June 2013,
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the court in Leipzig ruled in LBBW!'s favor. KWL has filed an appeal
against that ruling. A hearing is fixed for late March 2014. The
Leipzig court has also ruled that it is for the London court and not
the Leipzig court to determine the validity and effect of a third
party notice served by LBBW on UBS in the Leipzig proceedings.

The back-to-back CDS transactions were terminated in 2010. In
2010, UBS and UBS Limited issued separate proceedings in the Eng-
lish High Court against Depfa and LBBW seeking declarations as to
the parties’ obligations under the back-to-back CDS transactions
and monetary claims. UBS Limited contends that it is owed USD
83.3 million, plus interest, by Depfa. UBS contends that it is owed
EUR 75.5 million, plus interest, by LBBW. Depfa and LBBW are de-
fending against the claims and have also issued counterclaims. Ad-
ditionally Depfa added a claim against KWL to the proceedings
against it and KWL served a defense.

In 2011, the former managing director of KWL and two financial
advisers were convicted on criminal charges related to certain KWL
transactions, including swap transactions with UBS and other banks.
Following further criminal proceedings brought against them in
Dresden relating to the same transactions, they were each convicted
of embezzlement in December 2013 and given longer sentences.
They have indicated that they will appeal.

Since 2011, the SEC has been conducting an investigation fo-
cused on, among other things, the suitability of the KWL transac-
tions, and information provided by UBS to KWL. UBS has provided
documents and testimony to the SEC and is continuing to cooperate
with the SEC.

8. Puerto Rico

In 2011, a purported derivative action was filed on behalf of the
Employee Retirement System of the Commonwealth of Puerto Rico
(System) against over 40 defendants, including UBS Financial Ser-
vices Inc. of Puerto Rico (UBS PR) and other consultants and under-
writers, trustees of the System, and the President and Board of the
Government Development Bank of Puerto Rico. The plaintiffs al-
leged that defendants violated their purported fiduciary duties and
contractual obligations in connection with the issuance and under-
writing of approximately USD 3 billion of bonds by the System in
2008 and sought damages of over USD 800 million. UBS is named
in connection with its underwriting and consulting services. In March
2013, the case was dismissed by the Puerto Rico Court of First In-
stance on the grounds that plaintiffs did not have standing to bring
the claim. That dismissal was overturned by the Puerto Rico Court of
Appeals in September 2013. In February 2014, UBS's petition for
appeal was denied by the Supreme Court of Puerto Rico, and UBS is
filing motions for reconsideration. Also, in October 2013, an SEC
Administrative Law Judge dismissed a case brought by the SEC
against two UBS executives following a hearing that took place in
late 2012, finding no violations. The charges had stemmed from the
SEC’s investigation of UBS's sale of closed-end funds in 2008 and
2009, which UBS settled in May 2012. Additionally, declines in Puer-
to Rico municipal bond and closed-end fund prices since August
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2013 have led to multiple regulatory inquiries, customer complaints
and arbitrations filed by clients in Puerto Rico who own those securi-
ties. A shareholder derivative action also was filed in February 2014
against various UBS entities and current and certain former directors
of the closed-end funds, alleging hundreds of millions in losses in
the funds. An internal review also disclosed that certain clients,
many of whom acted at the recommendation of one financial advi-
sor, invested proceeds of non-purpose loans in closed-end fund se-
curities in contravention of their loan agreements.

Our balance sheet at 31 December 2013 reflected a provision
with respect to the matters described in this item 8 in an amount
that UBS believes to be appropriate under the applicable accounting
standards. As in the case of other matters for which we have estab-
lished provisions, the future outflow of resources in respect of such
matters cannot be determined with certainty based on currently
available information, and accordingly may prove to be substantially
greater (or may be less) than the provision that we have recognized.

9. LIBOR, foreign exchange, and benchmark rates

LIBOR and other benchmark-related regulatory matters: Numerous
government agencies, including the SEC, the US Commodity Fu-
tures Trading Commission (CFTC), the US Department of Justice
(DOJ), the UK Financial Conduct Authority (FCA) (to which certain
responsibilities of the UK Financial Services Authority (FSA) have
passed), the UK Serious Fraud Office (SFO), the Monetary Authority
of Singapore (MAS), the Hong Kong Monetary Authority (HKMA),
FINMA, the various state attorneys general in the US, and competi-
tion authorities in various jurisdictions have conducted or are con-
tinuing to conduct investigations regarding submissions with re-
spect to British Bankers’ Association LIBOR (London Interbank
Offered Rate) and other benchmark rates, including HIBOR (Hong
Kong Interbank Offered Rate) and ISDAFIX. These investigations fo-
cus on whether there were improper attempts by UBS (among oth-
ers), either acting on our own or together with others, to manipu-
late LIBOR and other benchmark rates at certain times.

In 2012, UBS reached settlements with the FSA, the CFTC and
the Criminal Division of the DOJ in connection with their investiga-
tions of benchmark interest rates. At the same time FINMA issued
an order concluding its formal proceedings with respect to UBS re-
lating to benchmark interest rates. UBS has paid a total of approxi-
mately CHF 1.4 billion in fines and disgorgement — including GBP
160 million in fines to the FSA, USD 700 million in fines to the CFTC,
and CHF 59 million in disgorgement to FINMA. Under a non-prose-
cution agreement (NPA) that UBS entered into with the DOJ, UBS
agreed to pay a fine of USD 500 million. Pursuant to a separate plea
agreement between the DOJ and UBS Securities Japan Co. Ltd.
(UBSSJ), UBSSJ entered a plea to one count of wire fraud relating to
the manipulation of certain benchmark interest rates, including Yen
LIBOR. The NPA required UBS to pay the USD 500 million fine to DOJ
after the sentencing of UBSSJ, and provides that any criminal penal-
ties imposed on UBSSJ at sentencing be deducted from the USD
500 million fine. At the sentencing hearing held in September 2013,
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the court approved the proposed plea agreement and imposed a
USD 100 million fine against UBSSJ, as agreed to by the DOJ and
UBSSJ under the plea agreement. Since the sentencing, UBS has
paid a fine of USD 400 million to the DOJ, and UBSSJ has paid the
USD 100 million fine imposed by the sentencing court. The conduct
described in the various settlements and the FINMA order includes
certain UBS personnel: engaging in efforts to manipulate submis-
sions for certain benchmark rates to benefit trading positions; col-
luding with employees at other banks and cash brokers to influence
certain benchmark rates to benefit their trading positions; and giv-
ing inappropriate directions to UBS submitters that were in part mo-
tivated by a desire to avoid unfair and negative market and media
perceptions during the financial crisis. The benchmark interest rates
encompassed by one or more of these resolutions include Yen LI-
BOR, GBP LIBOR, CHF LIBOR, Euro LIBOR, USD LIBOR, EURIBOR
(Euro Interbank Offered Rate) and Euroyen TIBOR (Tokyo Interbank
Offered Rate). We have ongoing obligations to cooperate with au-
thorities with which we have reached resolutions and to undertake
certain remediation with respect to benchmark interest rate submis-
sions. Investigations by the CFTC and other government authorities
remain ongoing notwithstanding these resolutions.

UBS has been granted conditional leniency or conditional immu-
nity from authorities in certain jurisdictions, including the Antitrust
Division of the DOJ, and the Swiss Competition Commission
(WEKO), in connection with potential antitrust or competition law
violations related to submissions for Yen LIBOR and Euroyen TIBOR.
WEKO has also granted UBS conditional immunity in connection
with potential competition law violations related to submissions for
Swiss franc LIBOR and certain transactions related to Swiss franc LI-
BOR. The Canadian Competition Bureau (Bureau) had granted UBS
conditional immunity in connection with potential competition law
violations related to submissions for Yen LIBOR, but in January 2014,
the Bureau announced the discontinuation of its investigation into
Yen LIBOR for lack of sufficient evidence to justify prosecution under
applicable laws. As a result of these conditional grants, we will not
be subject to prosecutions, fines or other sanctions for antitrust or
competition law violations in the jurisdictions where we have condi-
tional immunity or leniency in connection with the matters covered
by the conditional grants, subject to our continuing cooperation.
However, the conditional leniency and conditional immunity grants
we have received do not bar government agencies from asserting
other claims and imposing sanctions against us, as evidenced by the
settlements and ongoing investigations referred to above. In addi-
tion, as a result of the conditional leniency agreement with the DOJ,
we are eligible for a limit on liability to actual rather than treble
damages were damages to be awarded in any civil antitrust action
under US law based on conduct covered by the agreement and for
relief from potential joint and several liability in connection with
such civil antitrust action, subject to our satisfying the DOJ and the
court presiding over the civil litigation of our cooperation. The con-
ditional leniency and conditional immunity grants do not otherwise
affect the ability of private parties to assert civil claims against us.

In December 2013, the European Commission (EC) announced a
decision adopted in the Commission’s Yen Interest Rate Derivatives
(YIRD) investigation, under which UBS has received full immunity
from fines for disclosing to the Commission the existence of in-
fringements relating to YIRD.

In June 2013, the MAS announced the results of its investigation
of benchmark submissions by 20 banks, including UBS. The investi-
gation related to various benchmark submissions, including the Sin-
gapore Interbank Offered Rates and the Swap Offered Rates, and
covered the period from 2007 to 2011. The MAS found deficiencies
in the governance, risk management, internal controls and surveil-
lance systems for the banks’ benchmark submission processes and
directed the banks to correct the deficiencies and set aside addi-
tional statutory reserves with MAS at zero interest for one year. The
MAS also announced proposed changes to its regulatory framework
for financial benchmarks that are designed to enhance the integrity
of the process for setting benchmarks.

In December 2013, UBS entered into an enforceable undertaking
in relation to an investigation by the Australian Securities and Invest-
ments Commission (ASIC) into conduct relating to Australian Bank
Bill Swap Rate (BBSW) submissions. An independent expert en-
gaged by UBS at ASIC's request concluded that, to the extent there
may have been any impact of such conduct on the market as a
whole, it would have been insignificant. The enforceable undertak-
ing requires UBS to ensure that its participation in relation to the
setting of Australian interest rate benchmarks upholds the integrity
and reliability of those benchmarks and is in accordance with its
obligations under the CFTC order. UBS also agreed to make a volun-
tary contribution of AUD 1 million to fund independent financial
literacy projects in Australia. ASIC has the power to investigate, con-
duct further surveillance or pursue criminal prosecution of UBS or its
representatives in relation to any contravention. ASIC acknowl-
edged UBS's cooperation and the fact that it was the first bank to
report this conduct to it. ASIC’s inquiries in relation to the BBSW rate
set are ongoing.

In 2011, the Japan Financial Services Agency (JFSA) commenced
administrative actions and issued orders against UBS Securities Japan
Ltd (UBS Securities Japan) and UBS AG, Tokyo Branch in connection
with their investigation of Yen LIBOR and Euroyen TIBOR. These ac-
tions were based on findings by the Japan Securities and Exchange
Surveillance Commission (SESC), and, in the case of UBS AG, Tokyo
Branch, the JFSA, that a former UBS Securities Japan trader engaged
in inappropriate conduct relating to Euroyen TIBOR and Yen LIBOR,
including approaching UBS AG, Tokyo Branch, and other banks to
ask them to submit TIBOR rates taking into account requests from
the trader for the purpose of benefiting trading positions.

LIBOR and other benchmark-related civil litigation: A number of
putative class actions and other actions are pending in the federal
courts in New York against UBS and numerous other banks on be-
half of parties who transacted in certain interest rate benchmark-
based derivatives linked directly or indirectly to US dollar LIBOR, Yen
LIBOR, Euroyen TIBOR and EURIBOR. Also pending are actions as-
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serting losses related to various products whose interest rate was
linked to US dollar LIBOR, including adjustable rate mortgages,
preferred and debt securities, bonds pledged as collateral, loans,
depository accounts, investments and other interest bearing in-
struments. All of the complaints allege manipulation, through
various means, of various benchmark interest rates, including LI-
BOR, Euroyen TIBOR or EURIBOR rates and seek unspecified com-
pensatory and other damages, including treble and punitive dam-
ages, under varying legal theories that include violations of the US
Commodity Exchange Act, the federal racketeering statute, fed-
eral and state antitrust and securities laws and other state laws. In
March 2013, a federal court in New York dismissed the federal
antitrust and racketeering claims of certain US dollar LIBOR plain-
tiffs and a portion of their claims brought under the Commodity
Exchange Act (CEA) and state common law. In August 2013, the
same court denied the parties’ requests for reconsideration and
plaintiffs” motion for interlocutory appeal and to amend the com-
plaints to include additional antitrust and Commodity Exchange
Act allegations. It granted certain plaintiffs permission to assert
claims for unjust enrichment and breach of contract. Motions to
dismiss these unjust enrichment and breach of contract claims are
pending, as is a renewed motion to dismiss by UBS and other
defendants that seeks dismissal of further CEA claims. Certain
plaintiffs have also appealed the dismissal of their antitrust claims,
but in October 2013 the appellate court denied these appeals as
premature, without prejudice to bringing the appeals again after
final disposition of the LIBOR actions. UBS and other defendants
in other lawsuits including the one related to Euroyen TIBOR have
filed motions to dismiss.

With respect to additional matters and jurisdictions not en-
compassed by the settlements and order referred to above, our
balance sheet at 31 December 2013 reflected a provision of an
amount that UBS believes to be appropriate under the applicable
accounting standard. As in the case of other matters for which we
have established provisions, the future outflow of resources in re-
spect of such matters cannot be determined with certainty based
on currently available information, and accordingly may ultimate-
ly prove to be substantially greater (or may be less) than the provi-
sion that we have recognized.

Foreign exchange-related regulatory matters: Following an ini-
tial media report in June 2013 of widespread irregularities in the
foreign exchange markets, UBS immediately commenced an in-
ternal review of its foreign exchange business, which includes our
precious metals business. Since then, various authorities report-
edly have commenced investigations concerning possible manip-
ulation of foreign exchange markets, including FINMA, WEKO,
the DOJ, the CFTC, and the FCA. UBS and other financial institu-
tions have received requests from various authorities relating to
their foreign exchange businesses, and UBS is cooperating with
the authorities. A number of authorities also are reportedly inves-
tigating potential manipulation of precious metal prices. UBS has
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taken and will take appropriate action with respect to certain per-
sonnel as a result of its ongoing review.

Foreign exchange-related civil litigation: Several putative class
actions have been filed since November 2013 in US federal courts
against UBS and other banks. These actions are on behalf of puta-
tive classes of persons who engaged in foreign currency transac-
tions. They allege collusion by the defendants and assert claims
under the antitrust laws and for unjust enrichment. The defen-
dants (including UBS) have not yet filed responsive pleadings.

10. Swiss retrocessions

The Swiss Supreme Court ruled in 2012, in a test case against
UBS, that distribution fees paid to a bank for distributing third
party and intra-group investment funds and structured products
must be disclosed and surrendered to clients who have entered
into a discretionary mandate agreement with the bank, absent a
valid waiver.

FINMA has issued a supervisory note to all Swiss banks in re-
sponse to the Supreme Court decision. The note sets forth the
measures Swiss banks are to adopt, which include informing all
affected clients about the Supreme Court decision and directing
them to an internal bank contact for further details. UBS has met
the FINMA requirements and has notified all potentially affected
clients.

It is expected that the Supreme Court decision will result in a
significant number of client requests for UBS to disclose and poten-
tially surrender retrocessions. Client requests are being assessed on
a case-by-case basis. Considerations to be taken into account when
assessing these cases include, among others, the existence of a dis-
cretionary mandate and whether or not the client documentation
contained a valid waiver with respect to distribution fees.

Our balance sheet at 31 December 2013 reflected a provision
with respect to matters described in this item 10 in an amount
that UBS believes to be appropriate under the applicable account-
ing standard. The ultimate exposure will depend on client requests
and the resolution thereof, factors that are difficult to predict and
assess. Hence as in the case of other matters for which we have
established provisions, the future outflow of resources in respect
of such matters cannot be determined with certainty based on
currently available information, and accordingly may ultimately
prove to be substantially greater (or may be less) than the provi-
sion that we have recognized.

11. Banco UBS Pactual tax indemnity

Pursuant to the 2009 sale of Banco UBS Pactual S.A. (Pactual) by
UBS to BTG Investments, LP (BTG), BTG has submitted contractual
indemnification claims that UBS estimates amount to approxi-
mately BRL 2.5 billion, including interest and penalties, which is
net of liabilities retained by BTG. The claims pertain principally to
several tax assessments issued by the Brazilian tax authorities
against Pactual relating to the period from December 2006
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through March 2009, when UBS owned Pactual. These assess-
ments are being or will be challenged in administrative proceed-
ings. BTG has also provided notice to UBS of several additional
Pactual-related inquiries by the Brazilian tax authorities that relate
to the period of UBS's ownership of Pactual, but involving sub-
stantially smaller amounts. In November and December 2013,
approximately BRL 128 million in tax claims relating to the period
for which UBS has indemnification obligations were submitted for
settlement through amnesty programs announced by the Brazil-
ian government in October 2013.

Our balance sheet at 31 December 2013 reflected a provision
with respect to matters described in this item 11 in an amount
that UBS believes to be appropriate under the applicable account-
ing standard. As in the case of other matters for which we have
established provisions, the future outflow of resources in respect
of this matter cannot be determined with certainty based on cur-
rently available information, and accordingly may ultimately prove
to be substantially greater (or may be less) than the provision that
we have recognized.

12. Matters relating to the CDS market

In July 2013 the EC issued a Statement of Objections against thir-
teen credit default swap (CDS) dealers including UBS, as well as

Note 23 Other liabilities’

data service provider Markit and the International Swaps and De-
rivatives Association (ISDA). The Statement of Objections broadly
alleges that the dealers infringed EU antitrust rules by colluding to
prevent exchanges from entering the credit derivatives market be-
tween 2006 and 2009. We have submitted our response to the
Statement of Objections. Since mid-2009, the Antitrust Division
of the DOJ has also been investigating whether multiple dealers,
including UBS, conspired with each other and with Markit to re-
strain competition in the markets for CDS trading, clearing and
other services. Between May 2013 and November 2013, several
putative class action complaints were filed against twelve dealers,
including UBS, as well as Markit and ISDA, alleging violations of
the US Sherman Antitrust Act. In January 2014, after the cases
were consolidated for pretrial purposes in the Southern District of
New York, plaintiffs filed a consolidated amended complaint.
Plaintiffs allege that the defendants, Markit and ISDA unlawfully
conspired to restrain competition in and/or monopolize the mar-
ket for CDS trading in the US in order to protect the dealers’
profits from trading CDS in the over-the-counter market. Plaintiffs
assert claims under the Sherman Act and common law on behalf
of all purchasers and sellers of CDS that transacted directly with
any of the dealer defendants since January 1, 2008, and seek
unspecified trebled compensatory damages and other relief.

CHF million 31.12.13 31.12.12
Prime brokerage payables’ 32,543 35,620
Amountsdue underumt Irnked |nvestmentcontracts R 16155 15299'
Accrued expenses—compensatlon reIated R 2631 2043'
Accruedexpenses—lnterestexpense D '1 199 '.1955'
Accruedexpenses—other D ‘ '2465 "2,628'
Deferred compensatron pIan§ o '1 919 1541 '
Netdefrned benefltpensron arrd post employmentlrabmnes3 D ‘ 1048 1284
Third- partylnterest in consolldated mvestmentfunds D T
Settlementandclearrngaccounts I Cleae 991
Currentanddeferredtaxlrabrlrtres“ S 667 58
VATandothertaxpayabIes S 570 606
Deferredrncome - 264 291
Other - 1M1 2713
Total other liabilities 62,777 66,523

11n 2013, changes in the presentation of this Note were made. Accrued expenses and deferred income are no longer presented as a separate line item on the balance sheet but under Other liabilities. Accrued expenses —
compensation related, Accrued expenses — interest expense, Accrued expenses — other and Deferred income, which were previously disclosed under Accrued expenses and deferred income, are now presented separate-
ly in this Note in order to enhance transparency. Prior periods have been restated. As a result, Other liabilities as of 31 December 2012 increased by CHF 6,917 million. Refer to “Note 1b Changes in accounting policies,
comparability and other adjustments” for more information. 2 Prime brokerage services include clearance, settlement, custody, financing and portfolio reporting services for corporate clients trading across multiple as-
set classes. The balance is mainly comprised of client securities financing and deposit liabilities. 3 Refer to “Note 28 Pension and other post-employment benefit plans” for more information. 4 Deferred tax liabilities
were CHF 59 million and CHF 52 million for 31 December 2013 and 31 December 2012, respectively. Refer to “Note 8 Income taxes” for more information.
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Note 24 Fair value measurement

This note provides fair value measurement information for both fi-
nancial and non-financial instruments and is structured as follows:
a) Valuation principles
b) Valuation governance
¢) Valuation techniques
d) Valuation adjustments
e) Fair value measurements and classification within the
fair value hierarchy

a) Valuation principles

f) Transfers between Level 1 and Level 2 in the fair value
hierarchy

g) Movements of Level 3 instruments

h) Valuation of assets and liabilities classified as Level 3

i) Sensitivity of fair value measurements to changes in
unobservable input assumptions

j) Deferred day-1 profit or loss

k) Financial instruments not measured at fair value

Fair value is defined as the price that would be received for the
sale of an asset or paid to transfer a liability in an orderly transac-
tion between market participants in the principal or most advan-
tageous market as of the measurement date. In measuring fair
value, the Group utilizes various valuation approaches and applies
a hierarchy for prices and inputs that maximizes the use of observ-
able market data, if available.

All financial and non-financial assets and liabilities measured or
disclosed at fair value are categorized into one of three fair value
hierarchy levels. In certain cases, the inputs used to measure fair
value may fall within different levels of the fair value hierarchy. For
disclosure purposes, the level in the hierarchy within which the
instrument is classified in its entirety is based on the lowest level
input that is significant to the position’s fair value measurement:
— Level 1 —quoted prices (unadjusted) in active markets for iden-

tical assets and liabilities;

— Level 2 - valuation techniques for which all significant inputs
are, or are based on, observable market data or

— Level 3 — valuation techniques for which significant inputs are
not based on observable market data

If available, fair values are determined using quoted prices in
active markets for identical assets or liabilities. An active market is
one in which transactions for the asset or liability take place with
sufficient frequency and volume to provide pricing data on an
ongoing basis. Assets and liabilities that are quoted and traded in
an active market are valued at the currently quoted price multi-
plied by the number of units of the instrument held.

Where the market for a financial instrument or non-financial
asset or liability is not active, fair value is established using a valu-
ation technique, including pricing models. Valuation techniques
involve the use of estimates, the extent of which depends on the
complexity of the instrument and the availability of market-based
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data. Valuation adjustments may be made to allow for additional
factors including model, liquidity and credit risks, which are not
explicitly captured within the valuation technique, but which
would nevertheless be considered by market participants when
forming a price. The limitations inherent in a particular valuation
technigue are considered in the determination of an asset or lia-
bility’s classification within the fair value hierarchy.

Many cash instruments and over-the-counter (OTC) derivative
contracts have bid and offer prices that can be observed in the
marketplace. Bid prices reflect the highest price that a party is will-
ing to pay for an asset. Offer prices represent the lowest price that
a party is willing to accept for an asset. In general, long positions
are measured at a bid price and short positions at an offer price,
reflecting the prices at which the instruments could be transferred
under normal market conditions. Offsetting positions in the same
financial instrument are marked at the mid-price within the bid-
offer spread.

Generally, the unit of account for a financial instrument is the
individual instrument, and UBS applies valuation adjustments at
an individual instrument level, consistent with that unit of ac-
count. However, if certain conditions are met, UBS may estimate
the fair value of a portfolio of financial assets and liabilities with
substantially similar and offsetting risk exposures on the basis of
the net open risks.

For transactions where the valuation technique used to mea-
sure fair value requires significant inputs that are not based on
observable market data, the financial instrument is initially recog-
nized at the transaction price. This initial recognition amount
may differ from the fair value obtained using the valuation tech-
nique. Any such difference is deferred and not recognized in the
income statement and referred to as deferred day-1 profit or loss.
Refer to “Note 24j Deferred day-1 profit or loss” for more infor-
mation.



Note 24 Fair value measurement (continued)

b) Valuation governance

UBS’s fair value measurement and model governance framework
includes numerous controls and other procedural safeguards that
are intended to maximize the quality of fair value measurements
reported in the financial statements. New products and valuation
technigues must be reviewed and approved by key stakeholders
from risk and finance control functions. Responsibility for the on-
going measurement of financial and non-financial instruments at
fair value resides with the business divisions, but is validated by
risk and finance control functions, which are independent of the
business divisions. In carrying out their valuation responsibilities,
the businesses are required to consider the availability and quality
of external market data and to provide justification and rationale
for their fair value estimates.

Independent price verification is performed by the finance
function to evaluate the business divisions’ pricing input assump-

¢) Valuation techniques

tions and modeling approaches. By benchmarking the business’s
fair value estimates with observable market prices and other inde-
pendent sources, the degree of valuation uncertainty embedded
in these measurements is assessed and managed as required in
the governance framework. Fair value measurement models are
assessed for their ability to value specific products in the principal
market of the product itself, as well as the principal market for the
main valuation input parameters to the model.

An independent model review group evaluates UBS's valuation
models on a regular basis, or when established triggers occur, and
approves them for valuation of specific products. As a result of
the valuation controls employed, valuation adjustments may be
made to the business’s estimate of fair value to align with inde-
pendent market data and accounting standards (refer to “Note
24d Valuation adjustments” for more information).

Valuation techniques are used to value positions for which a market
price is not available from market sources. This includes certain less
liquid debt and equity instruments and all derivatives transacted in
the OTC market. UBS uses widely recognized valuation techniques
for determining the fair value of financial and non-financial instru-
ments that are not actively traded and quoted. The most frequent-
ly applied valuation techniques include discounted value of expect-
ed cash flows, relative value and option pricing methodologies.

Discounted value of expected cash flows is a valuation tech-
nique that measures fair value using estimated expected future
cash flows from assets or liabilities and then discounts these cash
flows using a discount rate or discount margin that reflects the
credit and/or funding spreads required by the market for instru-
ments with similar risk and liquidity profiles to produce a present
value. When using such valuation techniques, expected future
cash flows are estimated using an observed or implied market
price for the future cash flows or by using industry standard cash
flow projection models. The discount factors within the calcula-
tion are generated using industry standard yield curve modeling
technigues and models.

Relative value models measure fair value based on the market
prices of equivalent or comparable assets or liabilities, making ad-
justments for differences between the characteristics of the ob-
served instrument and the instrument being valued.

Option pricing models incorporate assumptions regarding the
behavior of future price movements of an underlying referenced
asset or assets to generate a probability-weighted future expected
payoff for the option. The resulting probability-weighted expect-
ed payoff is then discounted using discount factors generated
from industry standard yield curve modeling techniques and mod-

els. The option pricing model may be implemented using a closed-
form analytical formula or other mathematical techniques (e.g.,
binomial tree or Monte Carlo simulation).

Where available, valuation techniques use market-observable
assumptions and inputs. If such data is not available, inputs may
be derived by reference to similar assets in active markets, from
recent prices for comparable transactions or from other observ-
able market data. When measuring fair value, UBS selects the
non-market-observable inputs to be used in its valuation tech-
niques, based on a combination of historical experience, deriva-
tion of input levels based on similar products with observable
price levels and knowledge of current market conditions and valu-
ation approaches.

For more complex instruments and instruments not traded in
an active market, fair values may be estimated using a combina-
tion of observed transaction prices, consensus pricing services and
relevant quotes. Consideration is given to the nature of the quotes
(e.g., indicative or firm) and the relationship of recently evidenced
market activity to the prices provided by consensus pricing ser-
vices. UBS also uses internally developed models, which are typi-
cally based on valuation methods and techniques recognized as
standard within the industry.

Assumptions and inputs used in valuation techniques include
benchmark interest rate curves, credit and funding spreads used
in estimating discount rates, bond and equity prices, equity index
prices, foreign exchange rates, levels of market volatility and cor-
relation, (refer to “Note 24h Valuation of assets and liabilities clas-
sified as Level 3”). The discount curves used by the Group incor-
porate the funding and credit characteristics of the instruments to
which they are applied.
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Note 24 Fair value measurement (continued)

d) Valuation adjustments

The output of a valuation technique is always an estimate or
approximation of a fair value that cannot be measured with com-
plete certainty. As a result, valuations are adjusted, where appropri-
ate, to reflect close-out costs, credit exposure, model-driven-
valuation uncertainty, trading restrictions and other factors, when
such factors would be considered by market participants in measur-
ing fair value. Valuation adjustments are an important component
of fair value for assets and liabilities that are measured using valua-
tion techniques. Such adjustments are applied to reflect uncertain-
ties within the fair value measurement process, to adjust for an
identified model simplification or to incorporate an aspect of fair
value that requires an overall portfolio assessment rather than an
evaluation based on an individual instrument level characteristic.

The major classes of valuation adjustments are discussed in
further detail below.

Reflection of market bid-offer levels

Instruments that are measured as part of a portfolio of combined
long and short positions are valued at mid-market levels to ensure
consistent valuation of the long and short component risks. A
valuation adjustment is then made to the overall net long or short
exposure to move the fair value to bid or offer as appropriate,
reflecting current levels of market liquidity. The bid-offer spreads
used in the calculation of the valuation adjustment are obtained
from market transactions and other relevant sources and are up-
dated periodically.

Reflection of model uncertainty

Uncertainties associated with the use of model-based valuations
are incorporated into the measurement of fair value through the
use of model reserves. These reserves reflect the amounts that the
Group estimates should be deducted from valuations produced
directly by models to incorporate uncertainties in the relevant
modeling assumptions, in the model and market inputs used, or

CVA and DVA for derivative financial instruments

in the calibration of the model output to adjust for known model
deficiencies. In arriving at these estimates, the Group considers a
range of market practices, including how it believes market par-
ticipants would assess these uncertainties. Model reserves are re-
assessed periodically in light of data from market transactions,
consensus pricing services and other relevant sources.

Day-1 reserves

Day-1 profit or loss reserves are reflected, where appropriate, as
valuation adjustments. Refer to “Note 24j Deferred day-1 profit or
loss” for more information.

Counterparty credit risk in the valuation of derivatives

In order to measure fair value, credit valuation adjustments (CVA)
are necessary to reflect the credit risk of the counterparty inherent
in OTC derivative instruments. This amount represents the esti-
mated fair value of protection required to hedge the counterparty
credit risk of such instruments. The CVA is determined for each
counterparty considering all exposures to that counterparty and is
dependent on the expected future value of exposures, default
probabilities and recovery rates, applicable collateral or netting
arrangements, break clauses and other contractual factors.

Own credit risk in the valuations of OTC derivative instruments
The Group estimates debit valuation adjustments (DVA) to incor-
porate own credit in the valuation of derivatives, effectively con-
sistent with the CVA methodology. DVA represents the theoretical
cost to counterparties of hedging, or the credit risk reserve that a
counterparty could reasonably be expected to hold, against their
credit risk exposure to UBS. DVA is determined for each counter-
party considering all exposures with that counterparty and taking
into account collateral netting agreements, expected future mark-
to-market movements and UBS’s credit default spreads.

CHEF billion 31.12.13 31.12.12
DVA

Gain/ (loss) for the year ended 1) (04)
Life-to-date gain/(loss) 03 o4
CVA!

Gain/(loss) for the year ended? Y R
* ofwhich: Monoline credit protection 02 03
_ofwhich: Other instrumentss 02 o8
Life-to-date gain/(loss) 05 09
* ofwhich: Monoline credit protection 1) (04
~of which: Other instruments (0.4) (06)

1 Amounts do not include reserves against defaulted counterparties.
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Note 24 Fair value measurement (continued)

UBS's own credit risk in the valuations of financial liabilities
designated at fair value

In addition to considering the valuation of the derivative risk com-
ponent, the valuation of fair value option liabilities also requires
consideration of the funded component and specifically the own
credit component of fair value. Own credit risk is reflected if this
component would be considered for valuation purposes by mar-
ket participants. Consequently, own credit risk is not reflected for
those contracts that are fully collateralized and for other contracts
for which it is established market practice not to include an own
credit component. The own credit component is estimated using
a funds transfer price (FTP) curve to derive a single, market-based
level of discounting for uncollateralized funded instruments. UBS
senior debt curve spreads are discounted in order to arrive at the
FTP curve, with the discount primarily reflecting the differences
between the spreads in the senior unsecured debt market for UBS

Own credit on financial liabilities designated at fair value

debt and the levels at which UBS MTN are currently issued. The
FTP curve is generally a Level 2 pricing input. However, certain
long-dated exposures that are beyond the tenors that are actively
traded are classified as Level 3.

The effects of own credit adjustments related to financial liabil-
ities designated at fair value (predominantly issued structured
products) as of 31 December 2013 and 2012, respectively, are
summarized in the table below.

Year-to-date amounts represent the change during the year,
and life-to-date amounts reflect the cumulative change since ini-
tial recognition. The change in own credit for the period consists
of changes in fair value that are attributable to the change in
UBS's credit spreads as well as the effect of changes in fair values
attributable to factors other than credit spreads, such as redemp-
tions, effects from time decay and changes in interest and other
market rates.

As of or for the year ended

CHF million 31.12.13 31.12.12 31.12.11

il o) 6 e yoar e S - -

Life-to-date gain/(loss) (577) (292) 1,934
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Note 24 Fair value measurement (continued)

e) Fair value measurements and classification within the fair value hierarchy

The classification in the fair value hierarchy of the Group’s finan-  class of assets and liabilities measured at fair value, the valuation
cial and non-financial assets and liabilities measured at fair value  techniques, where applicable, used in measuring their fair value,
is summarized in the table below. The narrative that follows de- and the factors determining their classification within the fair
scribes the significant valuation inputs and assumptions for each  value hierarchy.

Determination of fair values from quoted market prices or valuation techniques'

31.12.13 31.12.12
CHF billion Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3 Total
Assets measured at fair value on a recurring basis
Financial assets held for trading? 79.9 30.1 43 114.2 91.4 46.4 5.7 143.5
of which:
Government bills/bonds 7.9 5.1 0.0 13.1 22.2 6.4 0.1 28.7

Corporate bonds and municipal bonds, including
bonds issued by financial institutions

Positive replacement values 3.0 237.4 5.5 245.8 2.9 408.0 8.1 419.0
of which:
s PP ey P es a P wi P
it et o b0 g S s o ho se %0
e e/gnexchange o gs e he o 0y ws o %0
o Equlty//ndexcont/acts ........................................... S, e L g Sy e So g
. Commodites contacts 00 35 00 35 0l 38 00 38
Financial assets designated at fair value 0.1 2.9 4.4 7.4 0.1 41 49 9.1
of which:
s (mc/ud/ng iured /oans) ................................. PRERE SR L Se g R R 55
rneiuned rever serepurchase T
borrowing agreements 0.0 1.1 3.1 4.2 0.0 2.2 3.3 55
e . ......01 s ez . 07 0l 05 02 08
Financial investments available-for-sale 39.7 19.0 0.8 59.5 48.5 16.9 0.7 66.2
of which:
s o L b0 sos wa T R s
o Corporate b andmun/apa/ bonds /nc/ud/ng ..........................................................................................................................
bonds issued by financial institutions 1.6 13.6 0.1 15.3 2.1 8.8 0.1 10.9

Non-financial assets

Investment properties at fair value 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.1

Other assets? 0.0 0.1 0.1 0.1 0.0 0.0 0.1 0.1
Total assets measured at fair value 131.3 289.4 15.0 435.7 160.0 475.4 19.6 655.1
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Note 24 Fair value measurement (continued)

Determination of fair values from quoted market prices or valuation techniques' (continued)

31.12.13 31.12.12
CHEF billion Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3 Total
Liabilities measured at fair value on a recurring basis
Trading portfolio liabilities 22,5 3.9 0.2 26.6 28.6 5.4 0.2 34.2

of which:

Negative replacement values* 3.0 232.5 4.4 240.0 29 385.9 6.5 3953
of which:
Interest rate contracts 00 1168 04 1172 00 287 04 239.1
 Credit derivative contracts 00 51 20 170 00 3 33 344
 foreign exchange contracts 05 793 05 803 ER 92 15 101.0
Equn‘y o ca Sy g L g S e o od
 Commodites onvacts 00 32 00 32 0l 39 00 40
Financial liabilities designated at fair value 0.0 57.8 121 69.9 0.0 77.2 14.7 91.9
of which:

Other liabilities — amounts due under unit-linked
investment contracts 0.0 16.2 0.0 16.2 0.0 15.3 0.0 15.3

Total liabilities measured at fair value 25.5 310.3 16.8 352.6 31.5 483.8 21.4 536.7

1 Bifurcated embedded derivatives are presented on the same balance sheet lines as their host contracts and are excluded from this table. As of 31 December 2013, net bifurcated embedded derivative liabilities held at
fair value, totaling CHF 0.2 billion (of which CHF 0.2 billion were net Level 2 assets and CHF 0.4 billion net Level 2 liabilities) were recognized on the balance sheet within Debt issued. In 2013, comparative period fig-
ures were corrected. On a corrected basis, as of 31 December 2012, net bifurcated embedded derivative liabilities held at fair value, totaling CHF 0.1 billion (of which CHF 0.2 billion were net Level 2 assets and CHF 0.3
billion net Level 2 liabilities) were recognized on the balance sheet within Debt issued. 2 Financial assets held for trading do not include precious metals and commodities. 3 Other assets primarily consist of assets
held for sale, which are measured at the lower of their net carrying amount or fair value less costs to sell. 4 Includes a life-to-date debit valuation adjustment gain on derivatives of CHF 256 million as of 31 December
2013 (31 December 2012: CHF 384 million).

ment instruments converted into yield curves. These yield curves
are used to project future index levels, and to discount expected
future cash flows. The main inputs to valuation techniques for
these instruments are bond prices and inputs to estimate the fu-

Financial assets and liabilities held for trading, financial
assets designated at fair value and financial investments
available-for-sale

Government bills and bonds

Government bills and bonds include fixed-rate, floating-rate and
inflation-linked bills and bonds issued by sovereign governments,
as well as interest and principal strips based on these bonds. Such
instruments are generally traded in active markets and prices can
be obtained directly from these markets, resulting in classification
as Level 1, while the majority of the remaining positions are clas-
sified as Level 2. Instruments that cannot be priced directly using
active market data are valued using discounted cash flow valua-
tion techniques that incorporate market data for similar govern-

ture index levels for floating or inflation index-linked instruments.
Instruments classified as Level 3 are limited and are generally clas-
sified as such due to the requirement to extrapolate yield curve
inputs outside the range of active market trading.

Corporate and municipal bonds

Corporate bonds include senior, junior and subordinated debt is-
sued by corporate entities. Municipal bonds are issued by state
and local governments. While most instruments are standard
fixed or floating-rate securities, some may have more complex
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Note 24 Fair value measurement (continued)

coupon or embedded option features. Corporate and municipal
bonds are generally valued using prices obtained directly from the
market. In cases where no directly comparable price is available,
instruments may be valued using yields derived from other securi-
ties by the same issuer or benchmarked against similar securities,
adjusted for seniority, maturity and liquidity. Instruments that can-
not be priced directly using active market data are valued using
discounted cash flow valuation techniques incorporating the
credit spread of the issuer, which may be derived from other issu-
ances or CDS data for the issuer, estimated with reference to
other equivalent issuer price observations or from credit modeling
techniques. Corporate bonds are typically classified as Level 2 be-
cause, although market data is readily available, there is often
insufficient third-party trading transaction data to justify an active
market and corresponding Level 1 classification. Municipal bonds
are generally classified as Level 1 or Level 2 depending on the
depth of trading activity behind price sources. Level 3 instruments
have no suitable price available for the security held or by refer-
ence to other securities issued by the same issuer. Therefore, these
instruments are measured based on price levels for similar issuers
adjusted for relative tenor and issuer quality.

Convertible bonds are generally valued using prices obtained
directly from market sources. In cases where no directly compa-
rable price is available, issuances may be priced using a convert-
ible bond model, which values the embedded equity option and
debt components and discounts these amounts using a curve that
incorporates the credit spread of the issuer. Although market data
is readily available, convertible bonds are typically classified as
Level 2 because there is insufficient third-party trading transaction
data to justify a Level 1 classification.

Traded loans and loans designated at fair value

Traded loans and loans designated at fair value are valued directly
using market prices that reflect recent transactions or quoted
dealer prices where available. For illiquid loans where no market
price data is available, alternative valuation techniques are used,
which include relative value benchmarking using pricing derived
from debt instruments in comparable entities or different prod-
ucts in the same entity. The corporate lending portfolio is valued
using either directly observed market prices typically from consen-
sus providers or by using a credit default swap valuation tech-
nique, which requires inputs for credit spreads, credit recovery
rates and interest rates. The market for these instruments is not
actively traded and even though price data is available it may not
be directly observable, and therefore corporate loans typically do
not meet Level 1 classification. Instruments with suitably deep
and liquid price data available will be classified as Level 2, while
any positions requiring the use of valuation techniques or for
which the price sources have insufficient trading depth are classi-
fied as Level 3. Recently originated commercial real estate loans
which are classified as Level 3 are measured using a securitization
approach based on rating agency guidelines. Future profit and
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loss from the securitization is not recognized, but overall spread
moves are captured in the loan valuation.

Included within loans are various contingent lending transac-
tions, for which valuations are dependent on actuarial mortality
levels and actuarial life insurance policy lapse rates. Mortality and
lapse rate assumptions are based on external actuarial estimations
for large homogeneous pools, and contingencies are derived from
a range relative to the actuarially expected amount. In addition,
the pricing technique uses volatility of mortality as an input.

Investment fund units

Investment fund units are predominantly exchange traded, with
quoted prices in liquid markets readily available. Where market
prices are not available, fair value may be measured using net as-
set values (NAV), taking into account any restrictions imposed
upon redemption. Listed units are classified as Level 1, provided
there is sufficient trading to justify active market classification,
while other positions are classified as Level 2. Positions where
NAV is not available or which are not redeemable at the measure-
ment date or in the near future are classified as Level 3.

Asset-backed securities

Residential mortgage-backed securities (RMBS), commercial
mortgage-backed securities (CMBS), other asset-backed
securities (ABS) and collateralized debt obligations (CDO)

RMBS, CMBS, ABS and CDO are instruments generally issued
through the process of securitization of underlying interest bearing
assets. The underlying collateral for RMBS is residential mortgages,
for CMBS, commercial mortgages, for ABS, other assets such as
credit card, car or student loans and leases and for CDO, other
securitized positions of RMBS, CMBS or ABS. The market for these
securities is not active, and therefore a variety of valuation tech-
niques are used to measure fair value. For more liquid securities,
trade or quote data may be obtained periodically for the instru-
ment held, and the valuation process will use this trade price data,
updated for movements in market levels between the time of trad-
ing and the time of valuation. Less liquid instruments are measured
using discounted expected cash flows incorporating price data for
instruments or indices with similar risk profiles. Expected cash flow
estimation involves the modeling of the expected collateral cash
flows using input assumptions derived from proprietary models,
fundamental analysis and/or market research based on manage-
ment’s quantitative and qualitative assessment of current and fu-
ture economic conditions. The expected collateral cash flows thus
estimated are then converted into the securities’ projected perfor-
mance under such conditions based on the credit enhancement
and subordination terms of the securitization. Expected cash flow
schedules are discounted using a rate or discount margin that re-
flects the discount levels required by the market for instruments
with similar risk and liquidity profiles. Inputs to discounted expect-
ed cash flow techniques include asset prepayment rates, discount



Note 24 Fair value measurement (continued)

margin or discount yields, asset default rates and asset loss on
default severity, which may in turn be estimated using more fun-
damental loan and economic drivers such as, but not limited to,
loan-to-value data, house price appreciation, foreclosure costs,
rental income levels, void periods and employment rates. RMBS,
CMBS and ABS are generally classified as Level 2. However, if sig-
nificant inputs are unobservable, or if market or fundamental data
is not available for instruments or collateral with a sufficiently sim-
ilar risk profile to the positions held, they are classified as Level 3.

Equity instruments
The maijority of equity securities are actively traded on public stock
exchanges where quoted prices are readily and regularly available,
resulting in their classification as Level 1. Units held in hedge
funds are also classified as equity instruments. Fair value for these
units is measured based on their published NAV, taking into ac-
count any restrictions imposed upon the redemption. These units
are classified as Level 2, except for positions where published NAV
is not available or which are not redeemable at the measurement
date or in the near future, which are classified as Level 3.
Unlisted equity holdings, including private equity positions, are
initially marked at their transaction price and are periodically re-
valued to the extent reliable evidence of price movements be-
comes available or the position is deemed to be impaired.

Financial assets underlying unit-linked investments

Unit-linked investment contracts allow investors to invest in a
pool of assets through issued investment units. The unit holders
receive all rewards and bear all risks associated with the reference
asset pool. Assets held under unit-linked investment contracts are
presented as Trading portfolio assets. The majority of assets are
listed on exchanges and are classified as Level 1 if actively traded,
or Level 2 if trading is not active. However, instruments for which
prices are not readily available are classified as Level 3.

Structured repurchase agreements and structured reverse
repurchase agreements

Structured repurchase agreements and structured reverse repur-
chase agreements designated at fair value are measured using
discounted expected cash flow techniques. The discount rate ap-
plied is based on funding curves that are specific to the collateral
eligibility terms for the contract in question. Collateral terms for
these positions are not standard and therefore funding spread
levels used for valuation cannot be observed in the market. As a
result, these positions are mostly classified as Level 3.

Replacement values

Collateralized and uncollateralized instruments

The curves used for discounting expected cash flows in the valua-
tion of collateralized derivatives reflect the funding terms associ-
ated with the relevant collateral arrangement for the instrument

being valued. These collateral arrangements differ across counter-
parties with respect to the eligible currency and interest terms of
the collateral. The majority of collateralized derivatives are mea-
sured using a discount curve that is based on funding rates de-
rived from overnight interest in the cheapest eligible currency for
the respective counterparty collateral agreement.

Uncollateralized derivatives are discounted using the LIBOR (or
equivalent) curve for the currency of the instrument. As described
in “Note 24d Valuation adjustments,” the fair value of uncollater-
alized derivatives is adjusted using CVA or DVA processes to re-
flect an estimation of the impact of counterparty credit and UBS
own credit risk on the fair value of assets and liabilities.

Interest rate contracts

Interest rate swap contracts include interest rate swaps, basis
swaps, cross-currency swaps, inflation swaps and interest rate for-
wards, often referred to as forward rate agreements (FRA). These
products are valued by estimating future interest cash flows and
discounting those cash flows using a rate that reflects the appro-
priate funding rate for the position being measured. The yield
curves used to estimate future index levels and discount rates are
generated using market standard yield curve models using inter-
est rates associated with current market activity. The key inputs to
the models are interest rate swap rates, FRA rates, short-term in-
terest rate futures prices, basis swap spreads and inflation swap
rates. In most cases, the standard market contracts that form the
inputs for yield curve models are traded in active and observable
markets, resulting in the majority of these financial instruments
being classified as Level 2.

Interest rate option contracts include caps and floors, swap-
tions, swaps with complex payoff profiles and other more com-
plex interest rate options. These contracts are valued using various
market standard option models, using inputs that include interest
rate yield curves, inflation curves, volatilities and correlations. The
volatility and correlation inputs within the models are implied
from market data based on market observed prices for standard
option instruments trading within the market. Option models
used to value more exotic products have a number of model pa-
rameter inputs that require calibration to enable the exotic model
to price standard option instruments to the price levels observed
in the market. Although these inputs cannot be directly observed,
they are generally treated as Level 2, as the calibration process
enables the model output to be validated to active market levels.
Models calibrated in this way are then used to revalue the portfo-
lio of both standard options as well as more exotic products. In
most cases, there are active and observable markets for the stan-
dard market instruments that form the inputs for yield curve mod-
els as well as the financial instruments from which volatility and
correlation inputs are derived, resulting in the majority of these
products being classified as Level 2. Within interest rate option
contracts, exotic options for which appropriate volatility or corre-
lation input levels cannot be implied from observable market data
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are classified as Level 3. These options are valued using volatility
and correlation levels derived from non-market sources.

Interest rate swap and option contracts are classified as Level 3
when the maturity of the contract exceeds the term for which
standard market quotes are observable for a significant input pa-
rameter. Such positions are valued by extrapolation from the last
observable point using standard assumptions or by reference to
another observable comparable input parameter to represent a
suitable proxy for that portion of the term.

Balance guaranteed swaps (BGS) are interest rate or currency
swaps that have a notional schedule based on a securitization
vehicle, requiring the valuation to incorporate an adjustment for
the unknown future variability of the notional schedule. Inputs to
value BGS are those used to value the standard market risk on the
swap and those used to estimate the notional schedule of the
underlying securitization pool (i.e., prepayment, default and inter-
est rates). BGS are classified as Level 3, as the correlation between
unscheduled notional changes and the underlying market risk of
the BGS does not have an active market and cannot be observed.

Credit derivative contracts
Credit derivative contracts based on a single credit name include
credit default swaps (CDS) based on corporate and sovereign
single names, CDS on loans and certain total return swaps (TRS).
These contracts are valued by estimating future default probabili-
ties using industry standard models based on market credit
spreads, upfront pricing points and implied recovery rates. These
default and recovery assumptions are used to generate future ex-
pected cash flows that are then discounted using market standard
discounted cash flow models and a discount rate that reflects the
appropriate funding rate for that portion of the portfolio. TRS and
certain single-name CDS contracts for which a derivative-based
credit spread is not directly available are valued using a credit
spread derived from the price of the cash bond that is referenced
in the credit derivative, adjusted for any funding differences be-
tween the cash and synthetic product. Loan CDS for which a
credit spread cannot be observed directly may be valued, where
possible, using the corporate debt curve for the entity, adjusted
for differences between loan and debt default definitions and re-
covery rate assumptions. Inputs to the valuation models used to
value single-name and loan CDS include single-name credit
spreads and upfront pricing points, recovery rates and funding
curves. In addition, corporate bond prices are used as inputs to
the valuation model for TRS and certain single-name or loan CDS
as described. Many single-name credit default swaps are classified
as Level 2 because the credit spreads and recovery rates used to
value these contracts are actively traded and observable market
data is available. Where the underlying reference name is not ac-
tively traded, these contracts are classified as Level 3.

Credit derivative contracts based on a portfolio of credit names
include credit default swaps on a credit index, credit default swaps
based on a bespoke portfolio or first to default swaps (FTD). The
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valuation of these contracts is similar to that described above for
single-name CDS and includes an estimation of future default
probabilities using industry standard models based on market
credit spreads, upfront pricing points and implied recovery rates.
These default and recovery assumptions are used to generate fu-
ture expected cash flows that are then discounted using market
standard discounted cash flow models based on an estimation of
the funding rate for that portion of the portfolio. Tranche products
and FTD are valued using industry standard models that, in addi-
tion to default and recovery assumptions as above, incorporate
implied correlations to be applied to the credits within the portfo-
lio in order to apportion the expected credit loss at a portfolio
level across the different tranches or names within the overall
structure. These correlation assumptions are derived from prices of
actively traded index tranches or other FTD baskets. Inputs to the
valuation models used for all portfolio credit default swaps include
single-name or index credit spreads and upfront pricing points,
recovery rates and funding curves. In addition, models used for
tranche and FTD products have implied credit correlations as in-
puts. Credit derivative contracts based on a portfolio of credit
names are classified as Level 2 when credit spreads and recovery
rates are determined from actively traded observable market data,
and when the correlation data used to value bespoke and index
tranches is based on actively traded index tranche instruments.
This correlation data undergoes a mapping process that takes into
account both the relative tranche attachment/detachment points
in the overall capital structure of the portfolio and portfolio com-
position. Where the mapping process requires extrapolation be-
yond the range of available and active market data, the position is
classified as Level 3. This relates to a small number of index and all
bespoke tranche contracts. FTD are classified as Level 3, as the cor-
relations between specific names in the FTD portfolio are not ac-
tively traded. Also classified as Level 3 are several older credit index
positions, referred to as “off the run” indices, due to the lack of
any active market for the index credit spread.

Credit derivative contracts on securitized products have an un-
derlying reference asset that is a securitized product (RMBS,
CMBS, ABS or CDO) and include credit default swaps and certain
TRS. These credit default swaps (typically referred to as “pay-as-
you-go” or “PAYG CDS") and TRS are valued using a similar valu-
ation technique to the underlying security (by reference to equiva-
lent securities trading in the market, or through cash flow
estimation and discounted cash flow techniques as described in
the Asset-backed securities section above), with an adjustment
made to reflect the funding differences between cash and syn-
thetic form. Inputs to the PAYG CDS and TRS are those used to
value the underlying security (prepayment rates, default rates, loss
severity, discount margin/rate and other inputs) and those used
to capture the funding basis differential between cash and syn-
thetic form. The classification of PAYG CDS and these TRS follow
the characteristics of the underlying security and are therefore
distributed across Level 2 and Level 3.



Note 24 Fair value measurement (continued)

Foreign exchange (FX) contracts

Open spot FX contracts are valued using the FX spot rate observed
in the market. Forward FX contracts are valued using the FX spot
rate adjusted for forward pricing points observed from standard
market-based sources. As the markets for both FX spot and
FX forward pricing points are both actively traded and observable,
FX contracts are generally classified as Level 2.

OTC FX option contracts include standard call and put options,
options with multiple exercise dates, path-dependent options, op-
tions with averaging features, options with discontinuous pay-off
characteristics and options on a number of underlying FX rates.
OTC FX option contracts are valued using market standard option
valuation models. The models used for shorter-dated options (i.e.,
maturities of five years or less) tend to be different than those
used for longer-dated options because the models needed for
longer-dated OTC FX contracts require additional consideration of
interest rate and FX rate interdependency. Inputs to the option
valuation models include spot FX rates, FX forward points, FX
volatilities, interest rate yield curves, interest rate volatilities and
correlations. The inputs for volatility and correlation are implied
through the calibration of observed prices for standard option
contracts trading within the market.

As inputs are derived mostly from standard market contracts
traded in active and observable markets, a significant proportion
of OTC FX option contracts are classified as Level 2. OTC FX op-
tion contracts classified as Level 3 include long-dated FX exotic
option contracts for which there is no active market from which
to derive volatility or correlation inputs. The inputs used to value
these OTC FX option contracts are calculated using consensus
pricing services without an underlying principal market, historical
asset prices or by extrapolation.

Cross currency balance guaranteed swaps (BGS) are classified
as foreign exchange contracts. Details of the fair value classifica-
tion can be found under interest rate contracts above.

Equity/index contracts

Equity/index contracts include equity forward contracts and eg-
uity option contracts. Equity forward contracts have a single stock
or index underlying and are valued using market standard models.
The key inputs to the models are stock prices, estimated dividend
rates and equity funding rates (which are implied from prices of
forward contracts observed in the market). Estimated cash flows
are then discounted using market standard discounted cash flow
models using a rate that reflects the appropriate funding rate for
that portion of the portfolio. As inputs are derived mostly from
standard market contracts traded in active and observable mar-
kets, a significant proportion of equity forward contracts are clas-
sified as Level 2. Positions classified as Level 3 have no market
data available for the instrument maturity and are valued by some
form of extrapolation of available data, use of historical dividend
data, or use of data for a related equity.

Equity option contracts include market standard single or bas-
ket stock or index call and put options as well as equity option
contracts with more complex features including option contracts
with multiple or continuous exercise dates, option contracts for
which the payoff is based on the relative or average performance
of components of a basket, option contracts with discontinuous
payoff profiles, path-dependent options and option contracts
with a payoff calculated directly upon equity features other than
price (i.e., dividend rates, volatility or correlation). Equity option
contracts are valued using market standard models that estimate
the equity forward level as described above for equity forward
contracts and incorporate inputs for stock volatility and for cor-
relation between stocks within a basket. The probability-weight-
ed expected option payoff generated is then discounted using
market standard discounted cash flow models using a rate that
reflects the appropriate funding rate for that portion of the port-
folio. Positions for which inputs are derived from standard mar-
ket contracts traded in active and observable markets are classi-
fied as Level 2. Level 3 positions are those for which volatility,
forward or correlation inputs are not observable and are there-
fore valued using extrapolation of available data, historical divi-
dend, correlation or volatility data, or the equivalent data for a
related equity.

Commodity derivative contracts

Commodity derivative contracts include forward, swap and op-
tion contracts on individual commodities and on commodity indi-
ces. Commodity forward and swap contracts are measured using
market standard models that use market forward levels on stan-
dard instruments. Commodity option contracts are measured us-
ing market standard option models that estimate the commodity
forward level as described above for commodity forward and
swap contracts, incorporating inputs for the volatility of the un-
derlying index or commodity. The option model produces a prob-
ability-weighted expected option payoff that is then discounted
using market standard discounted cash flow models using a rate
that reflects the appropriate funding rate for that portion of the
portfolio. For commodity options on baskets of commodities or
bespoke commodity indices, the valuation technique also incor-
porates inputs for the correlation between different commodities
or commodity indices. Individual commodity contracts are typi-
cally classified as Level 2 because active forward and volatility
market data is available.

Financial liabilities designated at fair value

Structured and OTC debt instruments issued

Structured debt instruments issued are comprised of medium-
term notes (MTN), which are held at fair value under the fair
value option. These MTN are tailored specifically to the holder’s
risk or investment appetite with structured coupons or payoffs.
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Note 24 Fair value measurement (continued)

The risk management and the valuation approaches for these
MTN are closely aligned to the equivalent derivatives business
and the underlying risk, and the valuation techniques used for
this component are the same as the relevant valuation techniques
described above. For example, equity-linked notes should be ref-
erenced to equity/index contracts in the replacement value sec-
tion and credit-linked notes should be referenced to credit deriva-
tive contacts.

f) Transfers between Level 1 and Level 2 in the fair value hierarchy

Other liabilities — amounts due under unit-linked contracts
Unit-linked investment contracts allow investors to invest in a pool
of assets through issued investment units. The unit holders receive
all rewards and bear all risks associated with the reference asset
pool. The financial liability represents the amounts due to unit
holders and is equal to the fair value of the reference asset pool.
The fair values of investment contract liabilities are determined by
reference to the fair value of the corresponding assets. The liabili-
ties themselves are not actively traded, but are mainly referenced
to instruments which are and are therefore classified as Level 2.

With the adoption of IFRS 13, UBS refined its methodology re-
garding disclosure of transfers between Level 1 and Level 2 in the
fair value hierarchy. The amounts disclosed reflect transfers be-
tween Level 1 and Level 2 for instruments which were held for the
entire reporting period.

Assets totaling approximately CHF 0.8 billion, which were
mainly comprised of financial assets held for trading, and liabili-
ties totaling approximately CHF 0.1 billion were transferred from

g) Movements of Level 3 instruments

Level 2 to Level 1 during 2013, generally due to increased levels
of trading activity observed within the market.

Assets totaling approximately CHF 1.0 billion, which were main-
ly comprised of financial assets held for trading and positive replace-
ment values, and liabilities totaling approximately CHF 0.3 billion,
which were primarily comprised of negative replacement values,
were transferred from Level 1 to Level 2 during 2013, generally due
to diminished levels of trading activity observed within the market.

Significant changes in Level 3 instruments

The table on the following pages presents additional information
about Level 3 assets and liabilities measured at fair value on a re-
curring basis. Level 3 assets and liabilities may be hedged with
instruments classified as Level 1 or Level 2 in the fair value hierar-
chy and, as a result, realized and unrealized gains and losses in-
cluded in the table may not include the effect of related hedging
activity. Further, the realized and unrealized gains and losses pre-
sented within the table are not limited solely to those arising from
Level 3 inputs, as valuations are generally derived from both ob-
servable and unobservable parameters.

With the adoption of IFRS 13, the Group refined its methodol-
ogy for determining transfers and movements of Level 3 instru-
ments, resulting in increased disclosure granularity and alignment
with industry best practices. Assets and liabilities transferred into
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or out of Level 3 are now presented as if those assets or liabilities
had been transferred at the beginning of the annual reporting
period. Prior to adopting IFRS 13, the Group presented transfers
into or out of Level 3 on a quarterly basis, with the quarters then
aggregated for the annual result. Comparative data has not been
restated.

As of 31 December 2013, financial instruments measured with
valuation techniques using significant non-market-observable in-
puts (Level 3) mainly comprised the following:

— structured debt instruments issued (equity- and credit-linked);

— structured reverse repurchase and securities borrowing agree-
ments;

— credit derivative contracts and

— structured over-the-counter debt instruments.



Note 24 Fair value measurement (continued)

Significant movements in Level 3 instruments during the year
ended 31 December 2013 were as follows.

Financial assets held for trading

Financial assets held for trading decreased from CHF 5.7 billion to
CHF 4.3 billion during the year. Issuances of CHF 5.0 billion, com-
prised of traded loans, and purchases of CHF 2.1 billion, mainly
comprised of corporate bonds and traded loans, were mostly off-
set by sales of CHF 6.8 billion, which were primarily comprised of
traded loans. Transfers into Level 3 during the period amounted
to CHF 2.2 billion and were mainly comprised of traded loans,
mortgage-backed securities and corporate bonds due to de-
creased observability of credit spread inputs. Transfers out of Lev-
el 3 amounted to CHF 1.2 billion and were primarily comprised of
asset-backed securities, traded loans and corporate bonds.

Financial assets designated at fair value

Financial assets designated at fair value decreased from CHF 4.9
billion to CHF 4.4 billion during the year. Settlements of CHF 3.3
billion, primarily comprised of structured reverse repurchase and
securities borrowing agreements, were partly offset by issuances
of CHF 2.6 billion, which were mainly comprised of structured
reverse repurchase and securities borrowing agreements and
structured loans.

Financial investments available-for-sale

Financial investments available-for-sale increased from CHF 0.7
billion to CHF 0.8 billion during the year. Sales of CHF 0.2 billion
were more than offset by net gains of CHF 0.1 billion included in
comprehensive income, purchases of CHF 0.1 billion and transfers
into Level 3 of CHF 0.1 billion.

Positive replacement values

Positive replacement values decreased from CHF 8.1 billion to
CHF 5.5 billion during the year. Settlements and issuances
amounted to CHF 4.7 billion and CHF 2.2 billion, respectively, and
were primarily comprised of credit derivative contracts. Transfers
into Level 3 amounted to CHF 3.8 billion and were primarily com-
prised of credit derivative contracts and foreign exchange deriva-
tive contracts. These transfers resulted from both changes in the
availability of observable inputs for credit spread and changes in
correlation between the portfolio held and the representative

market portfolio used to independently verify market data. Trans-
fers out of Level 3 totaling CHF 2.7 billion included UBS's option
to acquire the equity of the SNB StabFund, which was transferred
from Level 3 to Level 2 during the third quarter of 2013 and exer-
cised subsequently.

Negative replacement values

Negative replacement values decreased from CHF 6.5 billion to
CHF 4.4 billion during the year. Settlements and issuances
amounted to CHF 4.6 billion and CHF 1.4 billion, respectively.
Settlements were primarily comprised of credit derivative con-
tracts, and issuances were mainly comprised of equity/index con-
tracts and credit derivative contracts. Transfers into and out of
Level 3 amounted to CHF 3.0 billion and CHF 1.0 billion, respec-
tively, and were primarily comprised of credit derivative contracts
and equity/index contracts resulting from changes in the avail-
ability of observable inputs for credit spread and changes in cor-
relation between the portfolio held and the representative market
portfolio used to independently verify market data.

Financial liabilities designated at fair value

Financial liabilities designated at fair value decreased from CHF
14.7 billion to CHF 12.1 billion during the year. Settlements of
CHF 9.4 billion, mainly comprised of equity- and credit-linked
structured debt instruments issued and structured over-the-coun-
ter debt instruments, were partly offset by issuances of CHF 6.4
billion, which were primarily comprised of equity-linked struc-
tured debt instruments issued, non-structured fixed-rate bonds,
structured repurchase agreements and structured over-the-coun-
ter debt instruments. Financial liabilities designated at fair value
transferred into and out of Level 3 amounted to CHF 2.9 billion
and CHF 1.7 billion, respectively. Transfers into Level 3 were pri-
marily comprised of rates- and equity-linked structured debt in-
struments issued as well as structured over-the-counter debt in-
struments, as a reduction in observable equity volatility inputs and
credit correlation affected the embedded options in these struc-
tures. Transfers out of Level 3 were mainly comprised of equity-,
credit- and rates-linked structured debt instruments issued, due to
volatility inputs becoming observable for credit spread, equity
volatility inputs and rates correlation used to determine the fair
value of the embedded options in these structures.
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Movements of Level 3 instruments

Total gains/losses included in comprehensive income

of which: of which:
related to related to
Level 3 in- Level 3 in-
struments Net struments  Other
Balance held at interest heldat ~ com- Trans-  Foreign
as of Net theendof  income theendof prehen- Trans- fers currency
31 Decem- trading the report-  and other the report- sive Pur- Issu-  Settle- fersinto  outof  trans-
CHF billion ber 2011 income ing period income ing period  income  chases Sales  ances ments Level3 Level3 lation
Financial assets held
for trading’' 7.8 (1.1) (0.3) 0.0 0.0 0.0 1.0 (72) 6.1 0.0 24  (3.00 (0.3)
of which:
Corporate bonds and municipal
bonds, including bonds issued
by financial institutions 24
Loans 1.4
Asset-backed securities 3.7
Other 0.3
Financial assets designated at
fair value 2.7 0.1 0.0 0.0 0.0 0.0 0.0 0.0 2.7 (1.0) 0.6 0.0 (0.3)
of which:
Loans (including structured loans) 0.8
Structured reverse repurchase and
securities borrowing agreements 1.7
Other 0.2
Financial investments
available-for-sale 0.6 0.1 (0.1) 0.0 0.0 0.0 0.1 (0.2) 0.1 (0.1) 0.2 (0.1) 0.0
Positive replacement values 13.9 (2.9) (1.2) 0.0 0.0 0.0 0.0 0.0 1.2 (3.4) 21 (2.3) (0.5)

of which:

Negative replacement values 10.8 (1.3) (0.3) 0.0 0.0 0.0 0.0 0.0 1.1 (3.9) 2.7 (2.3) (0.5)
of which:

Financial liabilities designated
at fair value 12.1 1.9 1.1 (0.4) 0.0 0.0 0.0 0.0 5.9 (6.0) 5.9 (5.3) 0.6

i

lon-structured fixed-rate

Structured over-the-counter debt

instruments 2.7

Structured repurchase agreements 04

1 Includes assets pledged as collateral which may be sold or repledged by counterparties. 2 Total Level 3 assets as of 31 December 2013 were CHF 15.0 billion (31 December 2012: CHF 19.6 billion). Total Level 3
liabilities as of 31 December 2013 were CHF 16.8 billion (31 December 2012: CHF 21.4 billion).
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Total gains/losses included in comprehensive income

of which: of which:

related to related to

Level 3 in- Level 3 in-

struments Net  struments Other

Balance held at interest held at com- Balance
as of Net  the end of income  theendof  prehen- Transfers ~ Transfers Foreign as of
31 Decem- trading  the report-  and other  the report- sive Settle- into outof  currency 31 Decem-
ber 2012 income  ing period income  ing period income Purchases Sales  Issuances ments Level 3 Level 3 translation  ber 20132
5.7 (2.4) (1.3) 0.0 0.0 0.0 2.1 (6.8) 5.0 0.0 2.2 (1.2) 0.2) 4.3
........................... O . N S N L N L L . N ——
........................... = L R - N N L U N U N—h
........................... N L . . SN N N NN ——
SRR . TN L .. S . N — [ — 7 ——
4.9 0.2 1.5 0.0 0.0 0.0 0.0 0.0 2.6 (3.3) 0.2 (0.2) (0.1) 4.4
.14 0§ 08 00 00 00 00 00 12 (0§ 0f  (0J 00 1l
e 3308 2 00 00 00 00 00 (S (N — (L — 31
S - . . A - . S . . . .. NN - U . N N—h
0.7 0.0 0.0 0.0 0.0 0.1 0.1 0.2) 0.0 0.0 0.1 (0.1) 0.0 0.8
8.1 (0.8) (0.5) 0.0 0.0 0.0 0.0 (0.1) 2.2 .7 3.8 2.7) (0.3) 5.5
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Note 24 Fair value measurement (continued)

h) Valuation of assets and liabilities classified as Level 3

The table on the following pages presents the Group’s assets and
liabilities recognized at fair value and classified as Level 3, togeth-
er with the valuation techniques used to measure fair value, the
significant inputs used in the valuation technique that are consid-
ered unobservable and a range of values for those unobservable
inputs.

The range of values represents the highest and lowest level
input used in the valuation techniques. Therefore, the range does

not reflect the level of uncertainty regarding a particular input,
but rather the different underlying characteristics of the relevant
assets and liabilities. The ranges will therefore vary from period to
period and parameter to parameter based on characteristics of
the instruments held at each balance sheet date. Further, the
ranges of unobservable inputs may differ across other financial
institutions due to the diversity of the products in each firm’s in-
ventory.

Valuation techniques and inputs used in the fair value measurement of Level 3 assets and liabilities

Fair value as of 31.12.13

Range of inputs

Significant
CHF billion Assets Liabilities Valuation technique(s)  unobservable input(s)’ low high unit’
Financial assets held for trading/
Trading portfolio liabilities, Financial
assets/liabilities designated at
fair value and Financial investments
AVl ot sale e
Corporate bonds and municipal bonds,
including bonds issued by financial institutions 1.8 0.2 Relative value to market comparable Bond price equivalent 0 127 points
Traded loans, loans designated at fair value
and loan commitments 2.2 0.0 Relative value to market comparable Loan price equivalent 0 102 points
................................................................ Discounted expected cash flows Creditspread 65 125 basispoints.
Market comparable and

securitization model  Discount margin/spread 1 15 %
PR iyl pdaiedoion  VdeiyeiiemEly 2 — S 8
Investment fund units? 0.6 0.0 Relative value to market comparable Net asset value
Asset-backed securities 1.0 0.0 Discounted cash flow projection  Constant prepayment rate 0 18 %

ive value to market comparable

0.0 Relative value to market comparable Price
1.2 Discounted expected cash flows Funding spread
Financial assets for unit-linked investment
contracts? 0.1 Relative value to market comparable Price

Structured debt instruments and
non-structured fixed-rate bonds?
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Note 24 Fair value measurement (continued)

Valuation techniques and inputs used in the fair value measurement of Level 3 assets and liabilities (continued)

Fair value as of 31.12.13 Range of inputs
Significant

CHF billion Assets Liabilities Valuation technique(s)  unobservable input(s)' low high unit’
Replacement values

Interest rate coptracts 03 04 Optionmodel ~ Volatllity of interest rates 3 B %
e T T TR TR T oo 1o ate comalaion S o 5
B U o conlation G g 5
R o ékp'e'c‘t'e'd' o Constantprepaymentrate ............ o Lo 5

Discounted expected
cash flow based on modeled
Credit derivative contracts 3.0 2.0 defaults and recoveries Credit spreads 2 1,407 basis points

Discounted cash flow projection
on underlying bond  Constant prepayment rate 0 15 %

Volatility of foreign

Foreign exchange contracts 0.9 0.5 Option model exchange 7 20 %

et e o O D D SRR ROt o PO RO ED R U s e SRR faieto B comelation T o o

T O TR E TP UR TR o i conelation R o o

B T T TR UR TR S expected VTR prepayment pRE s s o

Fquity/index contracts 12 5 Optionmodel  Equitydividendyields o 0 %

Volatll|tyofeqmtystocks .........................................
equity and other indices 1 88 %

Projection of cost and
income related to the
Discounted cash flow projection particular property

Assessment of the particu-
lar property’s condition

1 The ranges of significant unobservable inputs are represented in points, percentages and basis points. Points are a percentage of par. For example, 100 points would be 100% of par. 2 The range of inputs is not
disclosed due to the dispersion of possible values given the diverse nature of the investments. 3 Valuation techniques, significant unobservable inputs and the respective input ranges for structured debt instruments
and non-structured fixed-rate bonds are the same as the equivalent derivative or structured financing instruments presented elsewhere in this table. 4 Non-financial assets include investment properties at fair value
and other assets which primarily consist of assets held for sale.
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Note 24 Fair value measurement (continued)

Significant unobservable inputs in Level 3 positions

This section discusses the significant unobservable inputs identi-
fied in the table above and assesses the potential effect that a
change in each unobservable input in isolation may have on a fair
value measurement, including information to facilitate an under-
standing of factors that give rise to the input ranges shown. Rela-
tionships between observable and unobservable inputs have not
been included in the summary below.

Bond price equivalent: \WWhere market prices are not available for
a bond, fair value is measured by comparison with observable
pricing data from similar instruments. Factors considered when
selecting comparable instruments include credit quality, maturity
and industry of the issuer. Fair value may be measured either by a
direct price comparison or by conversion of an instrument price
into a yield (either as an outright yield or as a spread to LIBOR).
Bond prices are expressed as points of the nominal, where 100
represents a fair value equal to the nominal value (i.e., par).

For corporate and municipal bonds, the range of 0-127 repre-
sents the range of prices from reference issuances used in deter-
mining fair value. Bonds priced at 0 are distressed to the point that
no recovery is expected, while prices significantly in excess of 100
or “par” relate to inflation-linked or structured issuances that pay
a coupon in excess of the market benchmark as of the measure-
ment date. The weighted average price is approximately 87 points,
with a majority of positions concentrated around this price.

For asset-backed securities, the bond price range of 0-102
points represents the range of prices for reference securities used
in determining fair value. An instrument priced at 0 is not ex-
pected to pay any principal or interest, while an instrument priced
close to 100 points is expected to be repaid in full as well as pay a
yield close to the market yield. More than 75% of the portfolio is
priced at 80 points or higher, and the weighted average price
for Level 3 assets within this portion of the Level 3 portfolio is
84 points.

For credit derivatives, the bond price range of 0-100 points
disclosed within credit derivatives represents the range of prices
used for reference instruments that are typically converted to an
equivalent yield or credit spread as part of the valuation process.
The range is comparable to that for corporate and asset-backed
issuances described above.

Loan price equivalent: Where market prices are not available for a
traded loan, fair value is measured by comparison with observable
pricing data for similar instruments. Factors considered when se-
lecting comparable instruments include industry segment, collat-
eral quality, maturity and issuer-specific covenants. Fair value may
be measured either by a direct price comparison or by conversion
of an instrument price into a yield. The range of 0-102 points
represents the range of prices derived from reference issuances of
a similar credit quality used in measuring fair value for loans clas-
sified as Level 3. Loans priced at 0 are distressed to the point that
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no recovery is expected, while a current price of 102 represents a
loan that is expected to be repaid in full, and also pays a yield
marginally higher than market yield. The portfolio is distributed at
both the very low end and the very high end of the disclosed
range with a weighted average of approximately 90 points.

Credit spread: Valuation models for many credit derivatives re-
quire an input for the credit spread, which is a reflection of the
credit quality of the associated referenced underlying. The credit
spread of a particular security is quoted in relation to the yield on
a benchmark security or reference rate, typically either US Trea-
sury or LIBOR, and is generally expressed in terms of basis points.
An increase/(decrease) in credit spread will increase/(decrease)
the value of credit protection offered by CDS and other credit
derivative products. The impact on the results of the Group of
such changes depend on the nature and direction of the positions
held. Credit spreads may be negative where the asset is more
creditworthy than the benchmark against which the spread is cal-
culated. A wider credit spread represents decreasing creditworthi-
ness. The ranges of 65—125 basis points in loans and 2-1407 basis
points in credit derivatives represents a diverse set of underlyings,
with the lower end of the range representing credits of the high-
est quality (e.g., approximating the risk of LIBOR) and the upper
end of the range representing greater levels of credit risk.

Constant prepayment rate: A prepayment rate represents the
amount of unscheduled principal repayment for a pool of loans.
The prepayment estimate is based on a number of factors, such as
historical prepayment rates for previous loans that are similar pool
loans and the future economic outlook, considering factors in-
cluding, but not limited to, future interest rates. In general, a sig-
nificant increase (decrease) in this unobservable input in isolation
would result in a significantly higher (lower) fair value for bonds
trading at a discount. For bonds trading at a premium the reverse
would apply, with a decrease in fair value when the constant pre-
payment rate increases. However, in certain cases the effect of a
change in prepayment speed upon instrument price is more com-
plicated and is dependent upon both the precise terms of the se-
curitization and the position of the instrument within the securiti-
zation capital structure.

For asset-backed securities, the range of 0-18% represents in-
puts across various classes of asset-backed securities. Securities
with an input of 0% typically reflect no current prepayment be-
havior within their underlying collateral with no expectation of
this changing in the immediate future, while the high range of
18% relates to securities that are currently experiencing high pre-
payments. Different classes of asset-backed securities typically
show different ranges of prepayment characteristics depending
on a combination of factors, including the borrowers’ ability to
refinance, prevailing refinancing rates, and the quality or charac-
teristics of the underlying loan collateral pools. The weighted av-
erage constant prepayment rate for the portfolio is 2%.



Note 24 Fair value measurement (continued)

For credit derivatives, the range of 0-15% represents the in-
put assumption for credit derivatives on asset-backed securities.
The range is driven in a similar manner to that for asset-backed
securities.

For FX contracts and interest rate contracts, the ranges of
0-13% and 0-3%, respectively, represent the prepayment as-
sumptions on securitizations underlying the BGS portfolio. This
portfolio is less diverse than other asset-backed securities port-
folios and the range of prepayment speed is therefore narrower.

Constant default rate (CDR): The CDR represents the percentage
of outstanding principal balances in the pool that are projected to
default and liquidate and is the annualized rate of default for a
group of mortgages or loans. The CDR estimate is based on a
number of factors, such as collateral delinquency rates in the pool
and the future economic outlook. In general, a significant increase
(decrease) in this unobservable input in isolation would result in
significantly lower (higher) cash flows for the deal (and thus lower
(higher) valuations). However, different instruments within the
capital structure can react differently to changes in the CDR rate.
Generally, subordinated bonds will decrease in value as CDR in-
creases, but for well-protected senior bonds an increase in CDR
may cause an increase in price. In addition, the presence of a
guarantor wrap on the collateral pool of a security may result in
notes at the junior end of the capital structure experiencing a
price increase with an increase in the default rate.

The ranges of 0-10% for asset-backed securities and 0-12%
for credit derivatives represent the expected default percentage
across the individual instruments’ underlying collateral pools. For
asset-backed securities, the weighted average CDR is 2%.

Loss severity/recovery rate: The projected loss severity/recovery
rate reflects the estimated loss that will be realized given expected
defaults. Loss severity is generally applied to collateral within as-
set-backed securities while the recovery rate is the analogous pric-
ing input for corporate or sovereign credits. Recovery is the re-
verse of loss severity, so a 100% recovery rate is the equivalent of
a 0% loss severity. Increases in loss severity levels/decrease in re-
covery rates will result in lower expected cash flows into the struc-
ture upon the default of the instruments. In general, a significant
decrease (increase) in the loss severity in isolation would result in
significantly higher (lower) fair value for the respective asset-
backed securities. The impact of a change in recovery rate on a
credit derivative position will depend upon whether credit protec-
tion has been bought or sold.

Loss severity is ultimately driven by the value recoverable from
collateral held after foreclosure occurs relative to the loan princi-
pal and possibly unpaid interest accrued at that point. The range
of 0-100% for asset-backed securities represents the different
quality and nature of collateral within the asset-backed securities
portfolio. The weighted average loss severity is 90%. For credit
derivatives, the loss severity range of 0-100% applies to deriva-

tives on asset-backed securities and is broadly similar to the range
for cash positions held. The recovery rate range of 0-95% repre-
sents a wide range of expected recovery levels on credit derivative
contracts within the Level 3 portfolio.

Discount margin (DM) spread: The DM spread represents the dis-
count rates used to present value cash flows of an asset to reflect
the market return required for uncertainty in the estimated cash
flows. DM spreads are a rate or rates applied on top of a floating
index (e.g., LIBOR) to discount expected cash flows. Generally, a
decrease (increase) in the unobservable input in isolation would
result in a significantly higher (lower) fair value.

The different ranges represent the different discount rates
across loans (1-15%), asset-backed securities (1-39%) and credit
derivatives (0-39%). The high end of the range relates to securities
that are priced very low within the market relative to the expected
cash flow schedule and there is significant discounting relative to
the expected cash flow schedule. This indicates that the market is
pricing an increased risk of credit loss into the security that is
greater than what is being captured by the expected cash flow
generation process. The low ends of the ranges are typical of fund-
ing rates on better quality instruments. For asset-backed securities,
the weighted average DM is 5.5%. For loans, the average effective
DM is 1.84% compared with the disclosed range of 1-15%.

Equity dividend yields: The derivation of a forward price for an
individual stock or index is important both for measuring fair val-
ue for forward or swap contracts and for measuring fair value
using option pricing models. The relationship between the current
stock price and the forward price, is based on a combination of
expected future dividend levels and payment timings, and, to a
lesser extent, the relevant funding rates applicable to the stock in
question. Dividend yields are generally expressed as an annualized
percentage of share price with the lowest limit of 0% represent-
ing a stock that is not expected to pay any dividend. The dividend
yield and timing represents the most significant parameter in de-
termining fair value for instruments that are sensitive to an equity
forward price. The range of 0-10% reflects the expected range of
dividend rates for the portfolio.

Volatility: Volatility measures the variability of future prices for a
particular instrument and is generally expressed as a percentage,
where a higher number reflects a more volatile instrument for
which future price movements are more likely to occur. The mini-
mum level of volatility is 0% and there is no theoretical maximum.
Volatility is a key input into option models, where it is used to
derive a probability-based distribution of future prices for the un-
derlying instrument. The effect of volatility on individual positions
within the portfolio is driven primarily by whether the option con-
tract is a long or short position. In most cases, the fair value of an
option increases as a result of an increase in volatility and is re-
duced by a decrease in volatility. Generally, volatility used in the
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Note 24 Fair value measurement (continued)

measurement of fair value is derived from active market option

prices (referred to as “implied” volatility). A key feature of implied

volatility is the volatility “smile” or “skew,” which represents the
effect of pricing options of different option strikes at different
implied volatility levels.

— Volatility of interest rates — the range of 13-73% reflects the
range of unobservable volatilities across different currencies
and related underlying interest rate levels. Volatilities of low
interest rates tend to be much higher than volatilities of high
interest rates. In addition, different currencies may have sig-
nificantly different implied volatilities.

— Volatility of foreign exchange — the range of 7-20% reflects
differences across various FX rates.

— Volatility of equity stocks, equity and other indices — the range
of 1-88% is reflective of the range of underlying stock vola-
tilities.

— Volatility of mortality — the range of 21-128% represents mor-
tality volatility assumptions for different components of the
mortality contingent loan portfolio. The range in volatility in-
puts is driven by different characteristics of contracts within
the portfolio. An increase in volatility will cause an increase in
loan value as the notional drawn will tend to increase.

Correlation: Correlation measures the inter-relationship between
the movements of two variables. It is expressed as a percentage
between —100% and +100% where +100% are perfectly corre-
lated variables (meaning a movement of one variable is associated
with a movement of the other variable in the same direction), and
—-100% are inversely correlated variables (meaning a movement
of one variable is associated with a movement of the other vari-
able in the opposite direction). The effect of correlation on the
measurement of fair value is dependent on the specific terms of
the instruments being valued, due to the range of different payoff
features within such instruments.

— Rate-to-rate correlation — the correlation between interest
rates of two separate currencies. The range of 84-94% results
from the different pairs of currency involved.

— Intra-curve correlation — the correlation between different ten-
or points of the same yield curve. Correlations are typically
fairly high, as reflected by the range of 50-84%.

— Credit index correlation of 10-90% reflects the implied corre-
lation derived from different indices across different parts of
the benchmark index capital structure. The input is particularly
important for bespoke and Level 3 index tranches.

— Credit pair correlation is particularly important for FTD credit
structures. The range of 42-92% reflects the difference be-
tween credits with low correlation and similar highly correlated
credits.

— Rate-to-FX correlation — captures the correlation between in-
terest rates and FX rates. The range for the portfolio is (71)-
60%, which represents the relationship between interest rates
and foreign exchange levels. The signage on such correlations
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is dependent on the quotation basis of the underlying FX rate
(e.g., EUR/USD and USD/EUR correlations to the same interest
rate will have opposite signs).

— FX-to-FX correlation is particularly important for complex op-
tions that incorporate different FX rates in the projected pay-
off. The range of (83)-80% reflects the underlying characteris-
tics across the main FX pairs to which the Group has exposures.

— Equity-to-equity correlation is particularly important for com-
plex options that incorporate, in some manner, different equi-
ties in the projected payoff. The closer the correlation is to
100%, the more related one equity is to another. For example,
equities with a very high correlation could be from different
parts of the same corporate structure. The range of 17-99% is
reflective of this.

— Equity-to-FX correlation is important for equity options based
on a currency different to the currency of the underlying stock.
The range of (52)-77% represents the range of the relation-
ship between underlying stock and foreign exchange vola-
tilities.

Funding spread: Structured financing transactions are valued us-
ing synthetic funding curves that best represent the assets that
are pledged as collateral to the transactions. They are not repre-
sentative of where the Group can fund itself on an unsecured
basis, but provide an estimate of where the Group can source and
deploy secured funding with counterparties for a given type of
collateral. The funding spreads are expressed in terms of basis
points over or under LIBOR and if funding spreads widen this
increases the impact of discounting. The range of 10-163 basis
points for both structured repurchase agreements and structured
reverse repurchase agreements represents the range of asset
funding curves, where wider spreads are due to a reduction in
liquidity of underlying collateral for funding purposes.

A small proportion of structured debt instruments and non-
structured fixed-rate bonds within financial liabilities designated
at fair value has an exposure to funding spreads that is longer in
duration than the actively traded market. Such positions are with-
in the range of 10—163 basis points reported above.

Upfront price points: A component in the price quotation of credit
derivative contracts, whereby the overall fair value price level is
split between the credit spread (basis points running over the life
of the contract as described above) and a component that is quot-
ed and settled upfront on transacting a new contract. This latter
component is referred to as upfront price points and represents
the difference between the credit spread paid as protection pre-
mium on a current contract versus a small number of standard
contracts defined by the market. Distressed credit names fre-
quently trade and quote CDS protection only in upfront points
rather than as a running credit spread. An increase/(decrease) in
upfront points will increase/(decrease) the value of credit protec-
tion offered by CDS and other credit derivative products. The ef-



Note 24 Fair value measurement (continued)

fect on the results of the Group of increases or decreases in up-
front price points depends on the nature and direction of the
positions held. Upfront pricing points may be negative where a
contract is quoting for a narrower premium than the market stan-
dard, but are generally positive, reflecting an increase in credit
premium required by the market as creditworthiness deteriorates.

The range of (12)-68% within the table above represents the va-
riety of current market credit spread levels relative to the bench-
marks used as a quotation basis. Upfront points of (12)% reflect
an instrument that is trading with a tighter credit spread than the
underlying quotation instrument, while upfront points of 68%
represent a distressed credit.

i) Sensitivity of fair value measurements to changes in unobservable input assumptions

The table on the following page summarizes those financial assets
and liabilities classified as Level 3 for which a change in one or
more of the unobservable inputs to reflect reasonably possible
alternative assumptions would change fair value significantly, and
the estimated effect thereof. As of 31 December 2013, the total
favorable and unfavorable effects of changing one or more of the
unobservable inputs to reflect reasonably possible alternative as-
sumptions for financial instruments classified as Level 3 were CHF
1.2 billion and CHF 1.1 billion, respectively (31 December 2012:
CHF 1.8 billion and CHF 1.4 billion, respectively). In the table on
the following page, the significant change in sensitivity within eg-
uity/index derivative contracts from 31 December 2012 to 31 De-
cember 2013 resulted from the transfer of UBS's option to acquire
the equity of the SNB StabFund from Level 3 to Level 2 during the
third quarter and the subsequent exercise.

The table shown presents the favorable and unfavorable ef-
fects for each class of financial assets and liabilities for which the
potential change in fair value is considered significant. The sensi-
tivity data presented represents an estimation of valuation uncer-
tainty based on reasonably possible alternative values for Level 3
inputs at the balance sheet date and does not represent the esti-
mated effect of stress scenarios. Typically, these financial assets
and liabilities are sensitive to a combination of inputs from Levels
1-3. Although well-defined interdependencies may exist between
Levels 1-2 and Level 3 parameters (e.g., between interest rates,
which are generally Level 1 or Level 2, and prepayments, which
are generally Level 3), these have not been incorporated in the

table. Further, direct inter-relationships between the Level 3 para-
meters discussed below are not a significant element of the valu-
ation uncertainty.

Sensitivity data is estimated using a number of techniques includ-
ing the estimation of price dispersion among different market par-
ticipants, variation in modeling approaches and reasonably possible
changes to assumptions used within the fair value measurement
process. The sensitivity ranges are not always symmetrical around
the fair values as the inputs used in valuations are not always pre-
cisely in the middle of the favorable and unfavorable range.

Sensitivity data is determined at a product or parameter level
and then aggregated assuming no diversification benefit. The cal-
culated sensitivity is applied to both the outright position and any
related hedges. The main interdependencies across different
products to a single unobservable input parameter have been in-
cluded in the basis of netting exposures within the calculation.
Aggregation without allowing for diversification involves the sim-
ple summation of individual results with, the total sensitivity
therefore representing the impact of all unobservable inputs
which, if moved to a reasonably possible favorable or unfavorable
level at the same time, would result in a significant change in the
valuation. Diversification would incorporate estimated correla-
tions across different sensitivity results and, as such, would result
in an overall sensitivity that would be less than the sum of the
individual component sensitivities. The Group believes that, while
there are diversification benefits within the portfolios representing
these sensitivity numbers, they are not significant to this analysis.
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Note 24 Fair value measurement (continued)

Sensitivity of fair value measurements to changes in unobservable input assumptions’

31.12.13 31.12.12

Favorable Unfavorable Favorable Unfavorable

CHF million changes? changes? changes? changes?
Government bills/bonds 17 (4) 29 (2)
.............................................................................................. . (76) o (70)
............................................................................................. s (70) ey (40)
........ e st T (46) S (48)
Equity instruments 137 (s4) 151 ~(76)
............................................................................................. oy (91) S (30)
............................................................................................. e (419) Gy (556)
.............................................................................................. R (56) g (94)
.............................................................................................. R (43) S (272)
............................................................................................. o (151) e (151)
.............................................................................................. P (54) S (75)
1,229 (1,094) 1,818 (1,414)

1 Upon adoption of IFRS 13, UBS refined its methodologies for estimating the sensitivity of fair value measurements to changes in unobservable valuation input assumptions. Refer to “Note 1b Changes in accounting

policies, comparability and other adjustments” for more information.

2 Of the total favorable change, CHF 154 million as of 31 December 2013 (31 December 2012: CHF 163 million) related to financial investments

available-for-sale. Of the total unfavorable change, CHF 159 million as of 31 December 2013 (31 December 2012: CHF 124 million) related to financial investments available-for-sale.

j) Deferred day-1 profit or loss

As explained above, for new transactions resulting in a financial
instrument classified as Level 3, the financial instrument is initially
recognized at the transaction price. The transaction price may dif-
fer from the fair value obtained using a valuation technique, and
any such difference is deferred and not recognized in the income
statement and referred to as deferred day-1 profit or loss. The
table below reflects the activity in deferred day-1 profit or loss for

Deferred day 1 profit or loss

these financial instruments, including the aggregate difference
yet to be recognized in the income statement at the beginning
and end of the reporting period and a reconciliation of changes
during the reporting period. Amounts deferred are released and
gains or losses are recorded in Net trading income when pricing of
equivalent products or the underlying parameters become observ-
able or when the transaction is closed out.

For the year ended

CHF million 31.12.13 31.12.12
Balance at the beginning of the year 474 433
Profit/(loss) deferred on new transactions 694 424
(Profit)/loss recognized in the income statement 653 (367)
o gncurrency o (29) ............. (1 6)
Balance at the end of the year 486 474
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Note 24 Fair value measurement (continued)

k) Financial instruments not measured at fair value

The following table reflects the estimated fair values and the fair value hierarchy for UBS’s financial instruments not measured at
fair value.

Financial instruments not measured at fair value

31.12.13 31.12.12
Carrying Carrying
value Fair value value Fair value
CHF billion Total Total Level 1 Level 2 Level 3 Total Total

Other assets
Liabilities

Other liabilities
Guarantees/Loan commitments

Loan commitments?

1 The carrying value of guarantees represented a liability of CHF 0.1 billion as of 31 December 2013 (31 December 2012: CHF 0.1 billion). The estimated fair value of guarantees represented an asset of CHF 0.1 billion
as of 31 December 2013 (31 December 2012: CHF 0.1 billion). 2 The carrying value of loan commitments represented a liability of CHF 0.0 billion as of 31 December 2013 (31 December 2012: CHF 0.0 billion). The
estimated fair value of loan commitments represented a liability of CHF 0.1 billion as of 31 December 2013 (31 December 2012: CHF 0.3 billion).
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Note 24 Fair value measurement (continued)

The fair values included in the table on the previous page were
calculated for disclosure purposes only. The fair value valuation
techniques and assumptions described below relate only to the
fair value of UBS’s financial instruments not measured at fair val-
ue. Other institutions may use different methods and assumptions
for their fair value estimation, and therefore such fair value disclo-
sures cannot necessarily be compared from one financial institu-
tion to another. UBS applies significant judgments and assump-
tions to arrive at these fair values, which are more holistic and less
sophisticated than UBS’s established fair value and model gover-
nance policies and processes applied to financial instruments ac-
counted for at fair value whose fair values impact UBS's balance
sheet and net profit. The following principles were applied when
determining fair value estimates for financial instruments not
measured at fair value:

— For financial instruments with remaining maturities greater
than three months, the fair value was determined from quoted
market prices, if available.

— Where quoted market prices were not available, the fair values
were estimated by discounting contractual cash flows using
current market interest rates or appropriate yield curves for in-
struments with similar credit risk and maturity. These estimates
generally include adjustments for counterparty credit or UBS's
own credit.
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— For short-term financial instruments with remaining maturities
of three months or less, the carrying amount, which is net of
credit loss allowances, is generally considered a reasonable esti-
mate of fair value. The following financial instruments not mea-
sured at fair value have remaining maturities of three months or
less as of 31 December 2013: 100% of cash and balances with
central banks, 86% of amounts due from banks, 100% of cash
collateral on securities borrowed, 90% of reverse repurchase
agreements, 100% of cash collateral receivables on derivatives,
51% of loans, 84% of amounts due to banks, 94% of cash
collateral on securities lent, 96% of repurchase agreements,
100% of cash collateral payable on derivatives, 99% of amount
due to customers and 17% of debt issued.

— The fair value estimates for repurchase and reverse repurchase
agreements with variable and fixed interest rates, for all ma-
turities, include the valuation of the interest rate component of
these instruments. Credit and debit valuation adjustments
have not been included in the valuation due to the short-term
nature of these instruments.

— The estimated fair values of off-balance sheet financial instru-
ments are based on market prices for similar facilities and guar-
antees. Where this information is not available, fair value is
estimated using discounted cash flow analysis.



Note 25 Restricted and transferred financial assets

This Note provides information on restricted financial assets (Note 25a), transfers of financial assets (Note 25b and 25c¢), and financial
assets which are received as collateral with the right to resell or repledge these assets (Note 25d).

a) Restricted financial assets

During 2013, UBS has enhanced its disclosures on restricted fi-
nancial assets in order to comply with IFRS 12 requirements on
significant restrictions that impact the Group’s ability to use the
assets and settle the liabilities of the Group. Restricted financial
assets consist of assets pledged as collateral against an existing
liability or contingent liability and other assets which are other-
wise explicitly restricted such that they cannot be used to secure
funding. In addition, UBS AG including its branches and its sub-
sidiaries are generally not subject to significant restrictions that
would prevent the transfer of dividends and capital within the
Group, other than UBS AG's regulated subsidiaries which are re-
quired to maintain capital to comply with local regulations, with a
certain level of capital being not available for distribution or trans-
fer. Non-regulated subsidiaries are generally not subject to divi-
dend or capital transfer restrictions. However, exceptions may
exist when restrictions are imposed as a result of a contractual-,
entity- or country-specific arrangement or requirement.

Financial assets are mainly pledged as collateral in securities
lending transactions, in repurchase transactions, against loans
from Swiss mortgage institutions and in connection with the issu-

Restricted financial assets

ance of covered bonds. The Group generally enters into repur-
chase and securities lending arrangements under standard market
agreements, with a market based haircut applied to the collateral,
which results in the associated liabilities having a carrying value
below the carrying value of the assets. Pledged mortgage loans
serve as collateral for existing liabilities against Swiss central mort-
gage institutions and for existing covered bond issuances of CHF
22,634 million as of 31 December 2013 (31 December 2012: CHF
21,902 million).

Other restricted financial assets include assets protected under
client asset segregation rules, assets held by the Group’s insurance
entities to back related liabilities to the policy holders, assets held
in certain jurisdictions to comply with explicit minimum local asset
maintenance requirements and assets held in consolidated bank-
ruptcy remote entities such as certain investment funds and other
structured entities. The carrying value of the liabilities associated
with these other restricted financial assets is generally equal to the
carrying value of the assets, with the exception of assets held to
comply with local asset maintenance requirements for which the
associated liabilities are greater.

Carrying amount

CHF million 31.12.13 31.12.12
Financial assets pledged as collateral

Trading portfolio assets 48368 53656
* of which: assets pledged as collateral which may be sold or repledged by counterparties 42449 44698
L R S R . 33632 34005
* of which: mortgage loans' 33632 3398
Total financial assets pledged as collateral? 82,000 87,661
Other restricted financial assets

Duefombanks 6570 7804
Reverse repurchase agreements 1989 1812
Trading portfolio assets 4252 3715
Cash collateral receivables on derivative insruments 7939 4080
Financial assets designated at fair valee © o581 655
Financial investments available-forsale a0 2339
Other ey
Total other restricted financial assets? 41,544 49,608
Total financial assets pledged and other restricted financial assets 123,544 137,269

1 Of these pledged mortgage loans, approximately CHF 5.8 billion for 31 December 2013 (31 December 2012: approximately CHF 7.5 billion) could be withdrawn or used for future liabilities or covered bond issuances
without breaching existing collateral requirements. 2 Does not include assets placed with central banks related to undrawn credit lines and for payment, clearing and settlement purposes (31 December 2013: CHF
4.3 billion, 31 December 2012: CHF 4.8 billion). 3 Other restricted financial assets as of 31 December 2013 included cash and cash equivalents of CHF 8.3 billion (31 December 2012: CHF 10.1 billion), of which CHF
6.2 billion under Due from banks (31 December 2012: CHF 7.8 billion), CHF 1.7 billion under Trading portfolio assets (31 December 2012: CHF 2.1 billion) and CHF 0.4 billion under Cash collateral receivables on de-

rivative instruments (31 December 2012: CHF 0.2 billion).
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Note 25 Restricted and transferred financial assets (continued)

b) Transferred financial assets that are not derecognized in their entirety

The following table presents information for financial assets, which have been transferred but are subject to continued recognition in
full, as well as recognized liabilities associated with those transferred assets.

Transferred financial assets subject to continued recognition in full

CHF million

31.12.13 31.12.12

Carrying value of
associated liabilities
recognized

Carrying value of
associated liabilities
recognized

Carrying value

of transferred Carrying value of

assets on balance sheet  transferred assets on balance sheet
Trading portfolio assets transferred which may be sold or repledged by counterparties
 relating to securities lendling and repurchase agreements in exchange for cash received 16296 15026 23573 22350
' relating to securities lending agreements in exchange for securities received 25349 0 18258 0
' relating to other financial asset transfers . go4 442 288 152
Total financial assets transferred 42,449 15,468 44,698 22,502

Transactions whereby financial assets are transferred, but con-
tinue to be recognized in their entirety on UBS’s balance sheet
include securities lending and repurchase agreements as well as
other financial asset transfers. Repurchase agreements and se-
curities lending agreements are discussed in Notes 1a) 13) and
1a) 14). Repurchase and securities lending arrangements are, for
the most part, conducted under standard market agreements,
and are undertaken with counterparties subject to UBS's normal
credit risk control processes. Other financial asset transfers in-
clude securities transferred to collateralize derivative trans-
actions.

As of 31 December 2013, approximately one-third of the trans-
ferred financial assets are trading portfolio assets transferred in ex-
change for cash, in which case the associated recognized liability
represents the amount to be repaid to counterparties. For securities
lending and repurchase agreements, a haircut between 0% and
15% is generally applied to the collateral, which results in associ-

ated liabilities having a carrying value below the carrying value of
the transferred assets. The counterparties to the associated liabili-
ties presented in the table above have full recourse to UBS.

In securities lending arrangements entered into in exchange
for the receipt of other securities as collateral, neither the securi-
ties received nor the obligation to return them are recognized on
UBS’s balance sheet as the risks and rewards of ownership are not
transferred to UBS. In cases where such financial assets received
are subsequently sold or repledged in another transaction, this is
not considered to be a transfer of financial assets.

Transferred assets other than trading portfolio assets which
may be sold or repledged by counterparties were not material in
2013 and 2012.

Transferred financial assets that are not subject to derecogni-
tion in full, but which remain on the balance sheet to the extent
of the Group’s continuing involvement, were not material in 2013
and 2012.

c) Transferred financial assets that are derecognized in their entirety with continuing involvement

Continuing involvement in a transferred and fully derecognized
financial asset may result from contractual provisions in the trans-
fer agreement or in a separate agreement with the counterparty
or a third party entered into in connection with the transfer. Such
transactions include purchased call options on transferred finan-
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cial assets, certain lending arrangements as well as interests pur-
chased and retained upon the transfer of assets into securitization
vehicles. The table below provides information on the Group's
continuing involvement in transferred and fully derecognized fi-
nancial assets.



Note 25 Restricted and transferred financial assets (continued)

Transferred financial assets that are derecognized in their entirety with continuing involvement

CHF million 31.12.13
Gain/(loss) Gain/(loss) from continuing
Carrying recognized at involvement in transferred and
amount of Fair value of the date of derecognized financial assets
Balance sheet continuing continuing  transfer of the For the year Life-to-date
line item involvement involvement financial assets ended 31.12.13 31.12.13
Type of continuing involvement
Lending arrangements Loans 2,408 2,384 0 43 694
Purchased and retained interests Trading portfolio assets/
in securitization vehicles Replacement values ' (34) (34) 1 6 (1,596)
Other 6
Total 2,374 2,350 8 49 (902)
CHF million 31.12.12
Gain/(loss) from continuing
Gain/(loss) recog- involvement in transferred and
Carrying amount Fair value of  nized at the date derecognized financial assets
of continuing continuing  of transfer of the For the year Life-to-date
Balance sheet line item involvement involvement financial assets ~ ended 31.12.12 31.12.12
Type of continuing involvement
Purchased call option? Positive replacement values 2,103 2,103 (1,003) 526 (2,256)
Lending arrangements Loans 3,342 3,271 0 61 651
Purchased and retained interests in securitization Trading portfolio assets/
vehicles Replacement values' 205 205 0 0 (1,701)
Total 5,650 5,579 (1,003) 587 (3,306)

1As of 31 December 2013, Purchased and retained interest in securitization vehicles consisted of Trading portfolio assets of CHF 34 million and Negative replacement values of CHF 68 million. As of 31 December 2012,
Purchased and retained interest in securitization vehicles consisted of Trading portfolio assets of CHF 325 million and Negative replacement values of CHF 120 million. 2 Reflects the option to acquire the equity of the

SNB StabFund which was exercised on 7 November 2013.

There are a limited number of specific transactions for which UBS
has continuing involvement in derecognized financial assets, as
detailed below.

Lending arrangements: loan to BlackRock fund

In 2008, UBS sold a portfolio of US RMBSs for proceeds of USD 15
billion to the RMBS Opportunities Master Fund, LP (the “RMBS
fund”), an entity managed by BlackRock, Inc. The USD 15 billion
proceeds were approximately in line with the fair value of the as-
sets at the date of the transfer of the assets. The RMBS fund was
capitalized with approximately USD 3.75 billion in equity raised by
BlackRock from third-party investors and an eight-year amortizing
USD 11.25 billion senior secured loan provided by UBS, which rep-
resents a continuing involvement in the assets transferred to the
fund and is reflected in the table above. The maximum exposure to
loss is equal to the carrying amount of loan to the RMBS fund.

Purchased and retained interests in securitization vehicles

In cases where UBS has transferred assets into securitization ve-
hicles and retained or purchased interests therein, UBS has a con-
tinuing involvement in those transferred assets. The majority of
our retained continuing involvement securitization positions held
in the trading portfolio are collateralized debt obligations, US
commercial mortgage-backed securities and residential mort-
gage-backed securities. As a result of losses incurred in previous
years, the majority of these continuing involvement positions
have a carrying amount of zero as of 31 December 2013. As of
31 December 2013, the maximum exposure to loss related to
purchased and retained interests in securitization structures was
CHF 49 million compared with CHF 329 million as of 31 Decem-
ber 2012, both mainly related to trading portfolio assets. Life-to-
date losses presented in the table above only relate to retained
interests held as of 31 December 2013.
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Note 25 Restricted and transferred financial assets (continued)

d) Off-balance-sheet assets received

The following table presents assets received from third parties that can be sold or repledged, that are not recognized on the balance
sheet, but that are held as collateral, including amounts that have been sold or repledged.

Off-balance-sheet assets received

CHF million 31.12.13 31.12.12
Fair value of assets received which can be sold or repledged 351,712 400,150
' received as collateral under reverse repurchase, securities borrowing and lending arrangements, derivative transactions and other transactions 348,205 39849
received in unsecured borrowings 35071654
thereof sold or repledged’ 240,176 284,692
*inconnection with financing activies 193879 224361
' to satisfy commitments under short sale transactions 26609 34247
' in connection with derivative and other transactions 19,688 26084

1 Does not include off-balance-sheet assets (31 December 2013: CHF 38.4 billion, 31 December 2012: CHF 29.4 billion) placed with central banks related to undrawn credit lines and for payment, clearing and settle-

ment purposes for which there are no associated liabilities or contingent liabilities.

Note 26 Offsetting financial assets and financial liabilities

UBS enters into netting agreements with counterparties to man-
age the credit risks associated primarily with repurchase and re-
verse repurchase transactions, securities borrowing and lending
and over-the-counter and exchange-traded derivatives. These
netting agreements and similar arrangements generally enable
the counterparties to offset liabilities against available assets re-
ceived — in the ordinary course of business and/or in the event
that the counterparty to the transaction is unable to fulfill its con-
tractual obligations. The right to offset is a legal right to settle or
otherwise eliminate all or a portion of an amount due by applying
an amount receivable from the same counterparty against it, thus
reducing credit exposure. From a balance sheet presentation per-
spective, the criteria for offsetting financial assets and financial
liabilities are highly restrictive. UBS offsets financial assets and fi-
nancial liabilities on its balance sheet only when it has a currently
enforceable legal right to offset the respective recognized
amounts and intends either to settle on a net basis, or to realize
the asset and settle the liability simultaneously. In assessing the
criteria for a relevant set of facts and circumstances, emphasis is
placed on the effectiveness of the operational mechanics of net or
simultaneous settlements in eliminating all credit and liquidity ex-
posure between counterparties at the time of settlement. These
criteria preclude offsetting on the balance sheet for substantial
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amounts of the Group’s financial assets and liabilities, even if
these amounts may be subject to enforceable netting arrange-
ments. For derivative contracts, balance sheet offsetting is gener-
ally only permitted in circumstances in which a market settlement
mechanism (e.g., an exchange or clearing house) exists which ef-
fectively accomplishes net settlement through a daily cash mar-
gining process. Bilateral OTC derivatives and exchange traded
derivatives that are not margined on a daily basis are commonly
precluded from offsetting on the balance sheet unless a mecha-
nism exists to provide for net settlement of the cash flows arising
from these contracts. For repurchase arrangements and securities
financings, balance sheet offsetting may be permitted only to the
extent that financial assets and liabilities with a counterparty have
the same maturity date and are settled through a clearing process
by which intra-day credit and liquidity exposures are substantially
eliminated. Thus, repurchase and securities financing arrange-
ments that are not cleared through a formal mechanism, such as
a clearing house or exchange, are generally not offset on the bal-
ance sheet. UBS engages in a variety of counterparty credit miti-
gation strategies in addition to netting and collateral arrange-
ments. Therefore, the net amounts presented on the tables on the
next pages do not purport to represent the Group’s actual credit
exposure.



Note 26 Offsetting financial assets and financial liabilities (continued)

The table below provides a summary of financial assets subject to
offsetting, enforceable master netting arrangements and similar
agreements, as well as financial collateral received to mitigate
credit exposures for these financial assets. The gross financial as-
sets of the Group that are subject to offsetting, enforceable net-
ting arrangements and similar agreements are reconciled to the
net amounts presented within the associated balance sheet line,

after giving effect to financial liabilities with the same counterpar-
ties that have been offset on the balance sheet and other financial
assets not subject to an enforceable netting arrangement or simi-
lar agreement. Further, related amounts for financial liabilities and
collateral received that are not offset on the balance sheet are
shown to arrive at financial assets after consideration of netting
potential.

Financial assets subject to offsetting, enforceable master netting arrangements and similar agreements

31.12.13

Assets subject to netting arrangements

Netting potential not recognized
in the balance sheet?

Assets not

subject to

enforceable
Assets netting ar- Total assets
recognized Assets after rangements  recognized
Gross assets  Balance sheet on the consideration and other on the
before balance netting with balance Financial Collateral of netting out-of- balance
CHEF billion sheet netting gross liabilities?  sheet, net liabilities received potential  scope items sheet
Cash coIIateraI on securltres borrowed 26 5 0.0 26 5 ( ) (25.2) O 2 et 0 27 5
Reverse repurchase agreements 111 5 (25 4) 86 1 ( ) (80.7) 0 0 5 5 91 6
Posmve replacement values 240 7 (7 2) 233 5 (185 0) (35.1) 13 4 12 3 245 8
Cash coIIateraI recelvables on derrvatlve mstruments 223 8 (200 2) 23 5 (14 2) (1.1) 8.2 45 28 0
Flnanqal assets de5|gnated at fa|r vaIue 3 9 0.0 3 9 0.0 (3.9) 0.1 3.4 7 4
Total assets 606.4 (232.9) 373.5 (205.8) (145.9) 21.8 26.7 400.3

31.12.12
Netting potential not recognized
Assets subject to netting arrangements in the balance sheet®

Assets not

subject to

enforceable
Assets netting ar- Total assets
recognized Assets after rangements  recognized
Gross assets  Balance sheet on the consideration and other on the
before balance netting with balance Financial Collateral of netting out-of- balance
CHF billion sheet netting gross liabilities?  sheet, net liabilities received potential ~ scope items sheet
Cash coIIateraI on securmes borrowed 37 4 O O 37.4 ( ) (34 4) 0.3 0.0 37.4
Reverse repurchase agreements 154 5 (34 8) 119.7 ( ) (1 10 1) 0.0 11.2 130.9
Posmve replacement values 416.8 (14 6) 402.1 (327 3) (57 3) 17.5 16.8 419.0

Cash coIIateraI recelvables on derlvatlve mstruments - 31 (331 8)'””.‘ A (174)'””.‘ 00 27 102 304

Frnancral assets desrgnated at farr vaIue 4.6 0.0 4.6 0.0 (4 5) 0.1 4.5 9.1
Total assets 965.1 (381.2) 583.9 (357.1) (206.3) 20.6 42.8 626.8

1 The amount of Cash collateral receivables on derivative instruments recognized on the balance sheet, net, includes certain OTC derivatives which are in substance net settled on a daily basis under IAS 32 and ETD de-

rivatives which are economically settled on a daily basis. In addition, this balance includes OTC and ETD cash collateral balances which correspond with the cash portion of collateral pledged, reflected on the Negative

replacement values line in the table presented on the following page.

2 The logic of the table results in amounts presented in the “Balance sheet netting with gross liabilities” column corresponding directly to the
amounts presented in the “Balance sheet netting with gross assets” column in the liabilities table presented on the following page.

3 For the purpose of this disclosure, the amounts of financial instruments and cash

collateral not set off in the balance sheet have been capped by relevant netting agreement so as not to exceed the Net amount of financial assets presented on the balance sheet, i.e., over-collateralization, where it ex-

ists, is not reflected in the table.
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Note 26 Offsetting financial assets and financial liabilities (continued)

Financial liabilities subject to offsetting, enforceable master netting arrangements and similar agreements
31.12.13

Netting potential not recog-
Liabilities subject to netting arrangements  nized in the balance sheet?

Liabilities

not subject

to enforce-
able netting Total
Gross Liabilities Liabilities arrange- liabilities
liabilities recognized after ments and recognized
before  Balance sheet on the consideration other on the
balance sheet  netting with balance Financial Collateral of netting out-of- balance
CHF billion netting  gross assets”  sheet, net assets pledged potential scope items sheet
Cash collateral on securities lent 8.5 0.0 8.5 (1.2) (7.3) 0.0 1.0 9.5
Repurchase agreements 34.2 (25.4) 8.8 (5.4) (3.4) 0.0 5.0 13.8
Negative replacement values 231.7 (7.2) 224.6 (185.0) (20.7) 18.8 15.4 240.0
Cash collateral payables on derivative instruments' 240.5 (200.2) 40.3 (27.9) (3.6) 8.8 8.8 49.1
Financial liabilities designated at fair value 6.6 0.0 6.6 0.0 (2.1) 4.6 63.3 69.9
Total liabilities 521.6 (232.9) 288.7 (219.5) (37.0) 32.2 93.5 382.3

31.12.12
Netting potential not recog-
Liabilities subject to netting arrangements  nized in the balance sheet?

Liabilities

not subject

to enforce-
able netting Total
Gross Liabilities Liabilities arrange- liabilities
liabilities recognized after ments and recognized
before Balance sheet on the consideration other on the
balance sheet  netting with balance Financial Collateral of netting out-of- balance
CHF billion netting  gross assets?  sheet, net assets pledged potential scope items sheet

Financial liabilities designated at fair value
Total liabilities (381.2) 473.4 (389.0) (41.3) 43.1 132.6 606.1

1 The amount of Cash collateral payables on derivative instruments recognized on the balance sheet, net, includes certain OTC derivatives which are in substance net settled on a daily basis under IAS 32 and ETD de-
rivatives which are economically settled on a daily basis. In addition, this balance includes OTC and ETD cash collateral balances which correspond with the cash portion of collateral received reflected on the Positive
replacement values line in the table presented on the previous page. 2 The logic of the table results in amounts presented in the “Balance sheet netting with gross assets” column corresponding directly to the amounts
presented in the Balance sheet netting with gross liabilities column in the assets table presented on the previous page. 3 For the purpose of this disclosure, the amounts of financial instruments and cash collateral not
set off on the balance sheet have been capped by relevant netting arrangement so as not to exceed the Net amount of financial liabilities presented in the balance sheet, i.e., over-collateralization, where it exists, is not
reflected in the table.
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Note 27 Financial assets and liabilities — additional information

a) Measurement categories of financial assets and liabilities

The following table provides information about the carrying ments as defined in IAS 32 Financial Instruments: Presentation are
amounts of individual classes of financial instruments within the included in the table below, which causes certain balances to dif-
measurement categories of financial assets and liabilities as de-  fer from those presented on the balance sheet.

fined in IAS 39 Financial Instruments: Recognition and Measure- - Refer to “Note 24 Fair value measurement” for more information
ment. Only those assets and liabilities which are financial instru- on how fair value of financial instruments is determined

Measurement categories of financial assets and liabilities
CHF million 31.12.13 31.12.12

Financial assets’

Fair value through profit or loss, held for trading

Positive replacement values 245,835 418,957 '
Total 360,286 562,581
Fair value through profit or loss, other

Financial assets designated at fairvalue o g 9,106
Financial assets at amortized cost

i e e e soEe 385
B oo T 21920
Cash collateral on securities borowed 27,49% 37,372
Aot ébﬁr‘ch'a's‘e é'g‘re'e'rh e Fi R e
Cash collateral receivables on derivative instruments 28007 30,413
Loane S s
O ssete ey T e
Total 549,673 578,385
Available-for-sale

Financial investments available-forsale 59,525 | 66,230
Total financial assets 976,848 1,216,302

Financial liabilities
Fair value through profit or loss, held for trading

26,609
................................................................................................................................. Ty
'Négé‘ti‘v'e' ‘r‘eb'lécéfﬁeh't‘vélh‘és ........................................................................................................ SEOTSE o
Total 266,924
Fair value through profit or loss, o
Financial
Amounts due under unit-linked contracts 16,155 15,299
Total 86,056 107,201
Financial liabilities at amortized cost
Bt bae T R T
T e T en
'F{'e‘bﬁ‘réh'aé‘e'a“grééméh{s ............................................................................................................ e S
Cash collateral payables on derivative instruments 49,138 71,148
e 0 costomare R T
Dot issuod siase i
T o7 R e
Total 597,075 664,918
Total financial liabilities 950,055 1,201,896

1 As of 31 December 2013, based on contractual maturities, CHF 116 billion of Loans, CHF 0 billion of Due from banks, CHF 0 billion of Reverse repurchase agreements, CHF 31 billion of Financial investments available-for-
sale and CHF 5 billion of Financial assets designated at fair value are expected to be recovered or settled after 12 months. As of 31 December 2012, CHF 113 billion of Loans, CHF 0 billion of Due from banks, CHF 1 billion
of Reverse repurchase agreements, CHF 29 billion of Financial investments available-for-sale and CHF 7 billion of Financial assets designated at fair value are expected to be recovered or settled after 12 months. 2 Repre-
sents the embedded derivative component of structured debt issued for which the fair value option has not been applied and which is presented within Debt issued on the balance sheet. In 2013, the comparative period
figures were corrected. As a result, financial assets presented for 31 December 2012 decreased by CHF 251 million and financial liabilities presented for 31 December 2012 increased by CHF 99 million.
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Note 27 Financial assets and liabilities — additional information (continued)

b) Maturity analysis of financial liabilities

The contractual maturities of our non-derivative and non-trading  trading liabilities, predominantly made up of short sale transac-
financial liabilities as of 31 December 2013 are based on the tions, are assigned to the column Due within 1 month, as this
earliest date on which we could be contractually required to pay.  provides a conservative reflection of the nature of these trading
The total amounts that contractually mature in each time-band activities. The contractual maturities may extend over significant-
are also shown for 31 December 2012. Derivative positions and ly longer periods.

Maturity analysis of financial liabilities’

Due within Due between Due between Due between Due after
CHEF billion Tmonth  1and3 months 3 and 12 months 1 and 5 years 5 years Total
Financial liabilities recognized on balance sheet?
Due to banks 9.5 13 1.7 0.3 0.0 12.9

Debt issued

Oiher [ahiies e s
Total 31.12.13 788.1 22.9 43.1 66.2 41.3 961.6
Total 31.12.12 996.9 28.0 61.2 78.6 52.9 1,217.6
Financial liabilities not recognized on balance sheet®

Commitments

o ST G G o -
Underwrmng o Gg 08
Total commitments 55.2 0.3 0.1 0.0 0.0 55.7
Guarantees 18.3 0.0 0.1 0.2 0.1 18.8
Forward starting transactions

e epurchase agreem b QU ou
cocuiios bor ;O\’N’i‘ng’ agree e Q0 00
Total 31.12.13 83.0 0.3 0.2 0.3 0.1 83.9
Total 31.12.12 97.9 0.2 0.3 0.3 0.1 98.8

1 Non-financial liabilities such as deferred income, deferred tax liabilities, provisions and liabilities on employee compensation plans are not included in this analysis. 2 Except for trading portfolio liabilities and negative
replacement values (see footnote 3), the amounts presented generally represent undiscounted cash flows of future interest and principal payments. 3 Carrying value is fair value. Management believes that this best
represents the cash flows that would have to be paid if these positions had to be settled or closed out. Refer to “Note 14 Derivative instruments and hedge accounting” for undiscounted cash flows of derivatives des-
ignated in hedge accounting relationships. 4 Contractual maturities of trading portfolio liabilities are: CHF 24.3 billion due within one month (2012: CHF 32.5 billion), CHF 1.2 billion due between one month and one
year (2012: CHF 0.5 billion), and CHF1.1 billion due between one and five years (2012: CHF 1.3 billion). 5 Future interest payments on variable rate liabilities are determined by reference to the applicable interest rate
prevailing as of the reporting date. Future principal payments which are variable are determined by reference to the conditions existing at the reporting date. 6 Comprises the maximum irrevocable amount of guaran-
tees, commitments and forward starting transactions.
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Note 27 Financial assets and liabilities — additional information (continued)

¢) Reclassification of financial assets

In the fourth quarter of 2008 and the first quarter of 2009, finan-
cial assets were reclassified out of Trading portfolio assets to
Loans. On their reclassification date, these assets had fair values
of CHF 26 billion and CHF 0.6 billion, respectively.

The reclassification of financial assets reflected UBS’s change in
intent and ability to hold these financial assets for the foreseeable

Held-for-trading assets reclassified to loans and receivables

future rather than for trading in the near term. The foreseeable
future is interpreted to mean a period of approximately 12 months
following the date of reclassification. The financial assets were
reclassified using their fair value on the date of the reclassifica-
tion, which became their new cost basis at that date.

CHF billion 31.12.13 31.12.12
Carrying value 1.5 3.2
e
Pro-forma fair value gain/(loss) 0.0 0.1)

The following table provides notional values, fair values and carrying values by product category for the remaining reclassified financial

assets.

Held-for-trading assets reclassified to loans and receivables

31.12.13
Ratio of carry-
ing to notional
CHF billion Notional value Fair value  Carrying value value (%)
US student loan and municipal auction rate securities 0.6 0.5 0.5 95
Monoline-protected assets 0.6 0.6 0.6 92
Other assets 0.5 0.4 0.4 84
Total 1.6 1.5 1.5 91

In 2013, the carrying value of the remaining reclassified financial
assets decreased by CHF 1.7 billion, mainly due to sales and re-
demptions of US student loan auction rate securities and lever-
aged finance loans. The overall impact on operating profit before
tax from the financial assets for the year ended 31 December

Contribution of the reclassified assets to the income statement

2013 was a profit of CHF 132 million (see table below). If the fi-
nancial assets had not been reclassified, the impact on operating
profit before tax for the year ended 31 December 2013 would
have been a profit of approximately CHF 0.2 billion (2012: CHF
0.3 billion).

For the year ended

CHF million 31.12.13 31.12.12
Net interest income 74 116
Cr |t\oss(expense)/recovery 4 (73)
Othermcome* 53 7
Impact on operating profit before tax 132 49
1 Includes net gains/losses on the disposal of reclassified financial assets.
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Note 27 Financial assets and liabilities — additional information (continued)

d) Maximum exposure to credit risk of financial assets designated at fair value

Financial assets designated at fair value totaled CHF 7,364 mil-
lion as of 31 December 2013 (31 December 2012: CHF 9,106
million). Maximum exposure to credit risk from financial assets
designated at fair value was CHF 6.8 billion as of 31 December
2013 (31 December 2012: CHF 8.5 billion). The exposure relat-
ed to structured loans and reverse repurchase and securities
borrowing agreements was mitigated by securities collateral of
CHF 5.4 billion as of 31 December 2013 (31 December 2012:
CHF 6.5 billion).

The maximum exposure to credit risk of loans, but not struc-
tured loans, is generally mitigated by credit derivatives or similar

instruments. Information regarding these instruments and the ex-
posure which they mitigate is provided in the table below on a
notional basis.
Investment fund units designated at fair value do not have a
direct exposure to credit risk.
- Refer to “Note 24 Fair value measurement” for more information
on financial assets designated at fair value
- Refer to “Maximum exposure to credit risk” in the “Credit risk”
section of this report for more information on collateral related
to financial assets designated at fair value

Notional amounts of loans designated at fair value and related credit derivatives

CHF million 31.12.13 31.12.12
Loans — notional amount 1,103 2,102
Credit derivatives related to loans — notional amount! 790 1025
Credit derivatives related to loans — fair value' e 2

1 Credit derivatives contracts include credit default swaps, total return swaps and similar instruments.

The table below provides the impact on the fair values of loans from changes in credit risk for the periods presented and cumula-
tively since inception. Similarly, the change in fair value of credit derivatives and similar instruments which are used to hedge these

loans is also provided.

Changes in fair value of loans and related credit derivatives attributable to changes in credit risk

Cumulative from inception

For the year ended until the year ended

CHF million 31.12.13 31.12.12 31.12.13 31.12.12
Changes in fair value of loans designated at fair value, attributable to changes in credit risk’ 16 22 5 (10)
Changes in fair value of credit derivatives and similar instruments which mitigate the maximum

exposure to credit risk of loans designated at fair value' (9) (18) (8) 2

1 Current and cumulative changes in the fair value of loans designated at fair value, attributable to changes in their credit risk, are only calculated for those loans outstanding at balance sheet date. Cumulative changes in
the fair value of credit derivatives hedging such loans include all the derivatives which have been used to mitigate credit risk of these loans since designation at fair value. For loans reported under the fair value option,
changes in fair value due to changes in the credit standing of the borrower are calculated using counterparty credit information obtained from independent market sources.
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Note 28 Pension and other post-employment benefit plans

The following table provides information relating to pension costs for defined benefit plans and defined contribution plans. These costs

are part of Personnel expenses.

Income statement - expenses related to pension and other post-employment benefit plans

CHF million 31.12.13 31.12.12 31.12.11
Net periodic pension cost for defined benefit plans 651 (222) 577

ofwh/ch re/atedtomajorpensmnp/ans’ e ez e) 519
e ofwh/ch Swiss lon S (798) ey

ofWh/ch re/atedtorema/mngp/ansandothercost53 ‘ 24 (3) 60
Pension cost for defined contribution plans* 236 240 k4
Total pension and other post-employment benefit plans® 887 18 831

1 Refer to “Note 28a Defined benefit pension plans” for more information. 2 Refer to “Note 28b Post-retirement medical and life insurance plans” for more information.
and estimated performance award accruals and net accrued pension costs related to restructuring. 4 Refer to “Note 28c Defined contribution plans” for more information.

information.

3 Other costs include differences between actual
5 Refer to “Note 6 Personnel expenses” for more

The following table provides information relating to amounts recognized in other comprehensive income for defined benefit plans.

Other comprehensive income - gains/ (losses) on pension and other post-employment benefit plans

CHF million 31.12.13 31.12.12 31.12.11
Major pension plans’ 1,168 1,053 (2,120)

ofWh/h'SW/ssp/an T 1119,..‘,.‘ 1095 (7877)'

ofWhlchNonSWlssplans R (42),..‘,.‘ (309),
Pbstret|rementmed|calandI|f‘e'|'nsuranceplanszH - (26)'””“ (19)
o e (5) ey
Galns/(losses) recognlzed in othercomprehenswe income, before tax 1,178 1,023 (2,141)
Tax(expense)/benefltrelatlngto defined benefltplans recognlzed in othercomprehenswe |ncome S (239) o (413)'””“ BV
Gains/(losses) recognized |nothercomprehen5|ve income, aftertax3 D 939 R 609 (1820)
Cumulative amount of galns/(losses) recognlzed in other comprehenswe income, before tax (4,364) (5,542) (6 565)
Cumulatlvetax(expense)/beneflt relatmg to deflned beneflt plans recognlzed in othercomprehenswe |nc0me T A & T 1, 149
Cumulative gains/(losses) recogmzed in other comprehensnve income, after tax* S (3867) (4806) '(5 415)'

1 Refer to “Note 28a Defined benefit pension plans” for more information. 2 Refer to “Note 28b Post-retirement medical and life insurance plans" for more information.

income.” 4 Refer to the "Statement of changes in equity.”

3 Refer to the “Statement of comprehensive
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Note 28 Pension and other post-employment benefit plans (continued)

The following tables provide information on UBS’s assets and liabilities with respect to pension and post-employment benefit plans.
These are recognized on the balance sheet within Other assets and Other liabilities. All major plans are currently in a deficit situation

except for the Swiss plan which is in a surplus situation.

Balance sheet - net defined benefit pension and post-employment asset

CHF million 31.12.13 31.12.12
Major pension plans' 952 0
 of which: Swissplan 952 0
 of which: Non-Swiss plans. o 0
Post-retirement medical and life insurance plans 0 0
Remammgplans AR s e
Total net defined benefit pension and post-employment asset? 952 0
1 Refer to “Note 28a Defined benefit pension plans” for more information. 2 Refer to “Note 18 Other assets.”

Balance sheet - net defined benefit pension and post-employment liability

CHF million 31.12.13 31.12.12
Major pension plans' 903 1,108
 of which: Swissplan o0 s
* of which: Non-Swiss plans? 903 90
Post-retirement medical and life insurance plans® a3
Remalmngplans L e R gy
Total net defined benefit pension and post-employment liability* 1,048 1,284

1 Refer to “Note 28a Defined benefit pension plans” for more information.
CHF 422 million, US plans CHF 290 million and German plans CHF 277 million).

a) Defined benefit pension plans

2 Liability consists of: UK plan CHF 433 million, US plans CHF 186 million and German plans CHF 284 million (31 December 2012: UK plan
3 Refer to “Note 28b Post-retirement medical and life insurance plans” for more information.

4 Refer to “Note 23 Other liabilities.”

UBS has established pension plans for its employees in various
locations. The major plans are located in Switzerland, the UK, the
US and Germany. Independent actuarial valuations for the plans
in these countries are performed as required.

The overall investment policy and strategy for UBS's defined
benefit pension plans is guided by the objective of achieving an
investment return which, together with contributions, ensures that
there will be sufficient assets to pay pension benefits as they fall
due while also mitigating the various risks of the plans. For the
plans with assets (i.e., funded plans), the investment strategies for
the plans are generally managed under local laws and regulations
in each jurisdiction. The actual asset allocation is determined by the
governance body with reference to the prevailing current and ex-
pected economic and market conditions and in consideration of
specific asset class risk in the risk profile. Within this framework,
UBS ensures that the fiduciaries consider how the asset investment
strategy correlates with the maturity profile of the plan liabilities
and the respective potential impact on the funded status of the
plans, including potential short term liquidity requirements. Spe-
cific asset-liability matching strategies for each pension plan are
independently determined by the responsible governance body in
each country. The pension assets are invested in a diversified port-
folio of assets across geographic regions to ensure a balance of risk
and return to the extent allowed under local pension laws.
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Swiss pension plan

The Swiss pension plan covers employees of UBS AG and its affili-
ated companies in Switzerland and exceeds the minimum benefit
requirements under Swiss pension law. The pension fund must
provide the minimum mandatory benefits in accordance with
Swiss pension law. Contributions to the pension plan are paid by
the employees and the employer. The Swiss pension plan allows
employees a choice with regard to the level of contributions paid
by the employee. Employee contributions are calculated as a per-
centage of contributory salary and are deducted monthly. The
percentages deducted from salary depend on age and choice of
contribution category and vary between 1% and 13.5% of con-
tributory base salary and between 0% and 9% of contributory
variable compensation. Depending on the age of the employee,
UBS pays a contribution that ranges between 6.5% and 27.5% of
contributory base salary and between 3.6% and 9% of contribu-
tory variable compensation for retirement credits. UBS also pays
risk contributions which are used to finance benefits paid out in
the event of death and disability, as well as to finance the old age
bridging pension. The benefits include retirement benefits and
disability, death and survivor pensions. The pension plan offers to
members at the normal retirement age of 64 a choice between a
lifetime pension with or without full restitution and a partial or full
lump sum payment. Members can draw retirement benefits early



Note 28 Pension and other post-employment benefit plans (continued)

from the age of 58. The amount of pension payable is a result of
the conversion rate applied on the accumulated balance of the
individual plan participant’s pension account at the retirement
date. The accumulated balance of each individual plan partici-
pant’s pension account is based on credited vested benefits trans-
ferred from previous employers, purchases of benefits and the
employee and employer contributions that have been made to
the pension account of each individual plan participant, as well as
the interest accrued on the accumulated balance. The interest
rate accrued is defined annually by the Pension Foundation Board.
Although the Swiss pension plan is based on a defined contribu-
tion promise under Swiss pension law, it is accounted for as a
defined benefit plan under IAS 19, primarily because of the obli-
gation to accrue interest on the pension accounts and the pay-
ment of lifetime pensions. The Swiss pension plan is governed by
the Pension Foundation Board as required by the Swiss pension
law. The responsibilities of the Pension Foundation Board are de-
fined by Swiss pension law and by the plan rules. According to
Swiss pension law, a temporary limited underfunding is permit-
ted. However, the Pension Foundation Board is required to take
the necessary measures to ensure that full funding can be ex-
pected to be restored within a period up to a maximum of ten
years. Under Swiss pension law, if the Swiss pension plan became
significantly underfunded on a Swiss pension law basis, additional
employer and employee contributions could be required. In these
situations, the risk is shared between employer and employees,
and the employer is not legally obliged to cover more than 50%
of the additional contributions required. The Swiss pension plan
has a technical funding ratio under Swiss pension law of 127.0%
as of 31 December 2013 (31 December 2012: 123.4%), and thus
it is not expected that additional contributions will be required in
the next year. The investment strategy of the Swiss plan is in line
with Swiss pension law, including the rules and regulations relat-
ing to diversification of plan assets. The Pension Foundation Board
strives for a medium- and long-term consistency and sustainability
between assets and liabilities. Under IAS 19, volatility arises in the
Swiss pension plan net asset because the fair value of the plan
assets is not directly correlated to movements in the value of the
plan’s defined benefit obligation in the short term.

There are ongoing discussions in the Swiss government on
possible changes to Swiss pension law. The outcome of these dis-
cussions and the timing of any resulting changes are uncertain.

In 2012, UBS announced certain changes to its Swiss pension
plan. The main changes were a reduction in conversion rate on
retirement and an increase of the normal retirement age, which
served in part to offset the impact of the increased life expectancy
reflected in the defined benefit obligation due to the adoption of
the BVG 2010 generational table in 2011. This plan amendment
reduced the defined benefit obligation by CHF 730 million result-
ing in a gain in 2012.

The employer contributions expected to be made to the Swiss
pension plan in 2014 are estimated to be CHF 474 million. The

actuarial assumptions used for the Swiss pension plan are based
on the local economic environment. Refer also to Note 1a) 24) for
a description of the accounting policy for defined benefit pension
plans.

The Swiss pension plan was in a surplus situation as of 31 De-
cember 2013 as the fair value of plan assets exceeded the defined
benefit obligation by CHF 1,760 million (31 December 2012: def-
icit of CHF 118 million). However, such a surplus can only be rec-
ognized on the balance sheet to the extent that it does not ex-
ceed the estimated future economic benefit, which is the
difference between the estimated future net service cost and the
estimated future employer contributions. As of 31 December
2013, the estimated future economic benefit was CHF 952 million
and hence, this was the amount recognized as net defined benefit
asset on the balance sheet. The difference of CHF 808 million
between the pension plan surplus and the estimated future eco-
nomic benefit, the so-called asset ceiling effect, was recognized
as a loss in other comprehensive income.

Non-Swiss pension plans
The non-Swiss locations of UBS operate various pension plans in
accordance with local regulations and practices. The locations with
significant defined benefit plans are the UK, the US and Germany.
The remaining non-major plans are located mainly in Asia Pacific,
Europe and the Americas. As these other plans are not significant
to the financial results of UBS, no further disclosure is given within
this note. The non-Swiss pension plans provide benefits in the
event of retirement, death or disability. The level of benefits pro-
vided depends on the specific rate of benefit accrual and the level
of employee compensation. The amounts shown for the non-
Swiss pension plans reflect the net funded positions of the signifi-
cant non-Swiss pension plans. UBS's general principle is to ensure
that the plans are appropriately funded under local pension regu-
lations in each country and this is the primary driver for determin-
ing when additional contributions are required. Similar to the
Swiss pension plan, volatility arises in the non-Swiss pension plans’
net liability because the fair value of the plan assets is not directly
correlated to movements in the value of the plans’ defined benefit
obligation. The employer contributions expected to be made to
these pension plans in 2014 are estimated to be CHF 186 million.
The funding policy for these plans is consistent with local govern-
ment regulations and tax requirements. The actuarial assumptions
used for the non-Swiss pension plans are based on the local eco-
nomic environment.

Refer also to Note 1a) 24) for a description of the accounting
policy for defined benefit pension plans.

UK

The UK plan is a career average revalued earnings scheme and
benefits increase automatically based on UK price inflation. Nor-
mal retirement age for the UK plan is 60. The plan is closed to
new entrants, who instead can participate in a defined contribu-
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tion arrangement. On 1 July 2013, UBS closed the UK defined
benefit pension plan for future service. After that date, UBS no
longer recognizes current service costs for this plan. The closure of
the plan for future service did not have a financial impact since
the UK plan is a career average plan and past service benefits are
indexed to UK price inflation. Plan participants who were active
employees under the defined benefit plan were eligible to be-
come participants of the defined contribution arrangement for
any service after the plan was closed for future service.

There is a UK Pension Trustee Board which is required under
local pension laws. The responsibility for governance of the UK
plan lies jointly with the Pension Trustee Board and UBS. The em-
ployer contributions to the pension fund included regular contri-
butions and specific deficit funding contributions up to the date
of the closure of the UK plan for future service and thereafter
represent agreed deficit funding contributions. The employer con-
tributions are determined based on the last actuarial valuation
which is conducted based on assumptions agreed by the Trustees
and UBS. In the event of an underfunding, UBS must agree a
deficit recovery plan with the Pension Trustee Board within statu-
tory deadlines. As the plan’s obligation is to provide guaranteed
lifetime pension benefits to plan participants upon retirement,
increases in life expectancy will result in an increase in the plan’s
liabilities. This is particularly significant in the UK plan where infla-
tionary increases result in higher sensitivity to changes in the life
expectancy.

Based on the plan rules and due to local pension legislation,
there are caps on the level of inflationary increase applied to plan
benefits. The plan assets are invested in a diversified class of assets
and a portion of the plan assets are invested in inflation-indexed
bonds to provide a partial hedge against inflation. If inflation in-
creases, the plan obligation will likely increase more significantly
than any change in the fair value of plan assets. This would result
in an increase in the net defined benefit liability.

us

There are two distinct major pension plans in the US. Normal re-
tirement age for the US plans is 65. The plans are closed to new
entrants, who instead can participate in defined contribution
plans. One plan is a contribution-based plan where each partici-
pant accrues a percentage of salary in a pension account. The pen-
sion account is credited annually with interest based on a rate
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which is linked to the yield on a US government bond. Upon retire-
ment, the plan participant can elect to receive the retirement ben-
efit as a lump sum or a lifetime pension. The other plan provides a
lifetime pension which is based on the career average earnings of
each individual plan participant. There are pension plan fiduciaries
for both of the major pension plans as required under local state
pension laws. The fiduciaries, jointly with UBS, are responsible for
the governance of the plans. Actuarial valuations are regularly
completed for the plans and UBS has historically elected to make
contributions to the plans in order to at least maintain a funded
ratio of 80% as calculated under local pension regulations. The
annual employer contributions are equal to the present value of
benefits accrued each year plus a rolling amortization of any prior
underfunding. If the employer contributes more than the mini-
mum or the plan has assets exceeding the liabilities, the excess can
be used to offset minimum funding requirements.

In 2013, UBS offered to certain deferred vested members of
the US pension plans the option to receive a lump sum payment
(or early annuity payments) instead of a lifetime pension. This re-
sulted in a reduction of the defined benefit obligation of CHF 196
million, a reduction of fair value of plan assets of CHF 216 million
and a charge to the income statement of CHF 20 million in 2013.

Germany

There are two different pension plans in Germany and both are
contribution-based plans. Normal retirement age for the German
plans is 65. The major pension plan is funded entirely by UBS, and
the employer contribution is based on the salary of the employee.
On an annual basis the accumulated account balance of the plan
participant is credited with guaranteed interest at a rate of 5%.
The other plan is a deferred compensation plan which is funded
entirely by the employees. The deferred compensation plan has a
guaranteed interest rate of 4% on contributions paid after 2009.
The German plans are regulated under German pension law un-
der which the responsibility to pay pension benefits when they are
due is entirely the responsibility of UBS.

The following table provides an analysis of the movement in
the net asset/(liability) recognized on the balance sheet for de-
fined benefit pension plans between the beginning to the end of
the year, as well as an analysis of amounts recognized in net prof-
it and in other comprehensive income.



Note 28 Pension and other post-employment benefit plans (continued)

Defined benefit pension plans

CHF million Swiss Non-Swiss
For the year ended 31.12.13 31.12.12 31.12.13 31.12.12
Defined benefit obligation at the beginning of the year 21,901 22,555 4,773 4,414
e e Gy st 5
Interestexpense i JEE oy o
o partlupant oo oy s [ .
Remeasurements of defined benefit obligaton (1129) 9 105 258
' of which: actuarial (gains)/ losses arising from changes in demographic assumptions o o @) 27)
 of which: actuarial (gains)/ losses arising from changes in financial assumptions | M1y 20 R 269
b 'e‘x‘p'ér‘/eh'c‘e' (ga/ns)//osses ....................................................................... (1 0) ................ g et o
Past service cost related to plan amendments o M0 (1% 0
o RS (37) .............. (54) ................ g ;
B payments ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, ('1‘,‘1'8“3) ............ (1 " : 39) .............. (204) .............. (164)
Tormination bengfte e R g ;
o gncurrency e g [ (26) ............... 2
Defined benefit obligation at the end of the year 20,738 21,901 4,670 4,773
of which: amounts owing to active members 9,841 10,602 710 713
 of which: amounts owing to deferred members o o 2249 2378
* ofwhich: amounts owing to retirees 10897 1129 1711 1,682
Fair value of plan assets at the beginning of the year 21,783 20,614 3,783 3,458

Foreign currency translation 0 0 (31) 2%
Fair value of plan assets at the end of the year 22,498 21,783 3,768 3,783
Asset ceiling effect 808 0 0 0
Net defined benefit asset/(liability) 952 (118) (903) (990)
Movement in the net asset/(liability) recognized on the balance sheet

Net asset/(liability) recognized on the balance sheet at the beginning of the year (118) (1,941) (990) (956)
et perlod|cpen5|on A (555) .............. g (82) .............. (82)
Amounts recognized in other comprehensive income 1119 1005 a9 (42)
Employer contributions — excuding termination benefts 410 86 125 84
Employer bt i o A g ;
o gncurrency anaton g S (5) ................ :
Net asset/(liability) recognized on the balance sheet at the end of the year 952 (118) (903) (990)
Funded and unfunded plans

Defined benefit obligation from funded plans 20,738 21,901 4,365 4,472
Defined benefit obligation from unfunded plans o o 36 301
Mo asate s 21783 e 3783
Surplus/(deficit) 1,760 (118) (903) (990)
Asset ceiling effect 808 0 0 0
Net defined benefit asset/ (liability) 952 (118) (903) (990)

1 During 2012, UBS revised its approach for the financial assumptions regarding calculating past service cost for certain members of the Swiss pension plan to consider not only age but also the initial employee contri-
butions transferred to, or withdrawn from, the plan. This affected the distribution between past and future service costs, resulting in a reduction in the defined benefit obligation of CHF 841 million in 2012. This amount
is offset by other remeasurement changes relating to changes in financial assumptions. 2 In 2013, UBS offered to certain deferred vested members of the US pension plans the option to receive a lump sum payment
(or early annuity payments) instead of a lifetime pension. This resulted in a reduction of the defined benefit obligation, a reduction of fair value of plan assets and a charge to the income statement in 2013.
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Analysis of amounts recognized in net profit

CHF million Swiss Non-Swiss

For the year ended 31.12.13 31.12.12 31.12.13 31.12.12

Current service cost 549 531 21 33

Interest expense related to defined benefit obligaton 399 % 199 M

Interest income related to plan assets @03 (@0) (6 (167)
Administration expenses, taxes and premiums pad n o no 5 5
N S (730) ,,,,,,,,,,,,,, o )
S (37) ............. (54) ............... g ;
A o R g ;
Net periodic pension cost 555 (198) 82 82

Analysis of amounts recognized in other comprehensive income

CHF million Swiss Non-Swiss

For the year ended 31.12.13 31.12.12 31.12.13 31.12.12
Remeasurement of defined benefit obligation 1,124 (29) (105) (258)
Return on plan assets excluding amounts included in interest income 83 124 154 216
et celllngeffect ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, (808) ............... g g ;
Total gains/(losses) recognized in other comprehensive income 1,119 1,095 49 (42)

11n 2013, UBS offered to certain deferred vested members of the US pension plans the option to receive a lump sum payment (or early annuity payments) instead of a lifetime pension. This resulted in a reduction of the
defined benefit obligation, a reduction of fair value of plan assets and a charge to the income statement in 2013.

The following table provides information on the duration of the defined benefit pension obligations and the distribution of the timing
of benefit payments.

Swiss Non-Swiss'
31.12.13 31.12.12 31.12.13 31.12.12
Duration of the defined benefit obligation 15.1 15.7 18.9 18.2
Maturity analysis of benefits expected to be paid
CHF million
Benefits expected to be paid within 12 months 1,033 1,036 151 150

Benefits expected to be paid in more than 16 years 28,915 28,828 8,970 9,264 '

1 The duration of the defined benefit obligation represents a weighted average across non-Swiss plans.

The following tables show the principal actuarial assumptions used in calculating the defined benefit obligations.

Swiss Non-Swiss'

31.12.13 31.12.12 31.12.13 31.12.12
Principal actuarial assumptions used (%)
Assumptions used to determine defined benefit obligations at the end of the year
svount e R R SR AR Sy g Lel i
e of 's'éla'r'y‘in'c'réa'sé ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, e S Sy i
Rateofpensmnmcrease ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, o o Lo
Rate of interest credit on retirement savings 26 21 R 1.2

1 Represents weighted average assumptions across non-Swiss plans.
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Note 28 Pension and other post-employment benefit plans (continued)

Mortality tables and life expectancies for major plans

Life expectancy at age 65 for a male member currently

aged 65 aged 45
Country Mortality table 31.12.13 31.12.12 31.12.13 31.12.12
Switzerland BVG 2010 G 21.3 212 23.1 23.0
o g NA_LCMI 016 G i prOJectlons ............................................ aa s S s
s PPA mandated mortality table per IRC 1.430(03) 193 192 193 192
Germany ............. 5K Houbed 3005 & g e o 3

Life expectancy at age 65 for a female member currently

aged 65 aged 45
Country Mortality table 31.12.13 31.12.12 31.12.13 31.12.12
Switzerland BVG 2010 G 23.8 23.7 25.5 25.4
W SiNA L Cii 2010 G i prOJec‘nons ............................................ Jes g T o
s PPA mandated mortality table per IRC 1.430(03) a1 20 PN 21.0
Germany ............. 5 Hodbed 3005 & e e Sea )

The following table presents a sensitivity analysis for each significant actuarial assumption showing how the defined benefit obligation
would have been affected by changes in the relevant actuarial assumption that were reasonably possible at the balance sheet date. This
sensitivity analysis applies to the defined benefit obligation only and not to the net defined benefit asset/(liability) in its entirety, the
measurement of which is driven by a number of factors including, in addition to the assumptions below, the fair value of plan assets.

Sensitivity analysis of significant actuarial assumptions’

Swiss plan: increase/ (decrease) Non-Swiss plans: increase/ (decrease)
in defined benefit obligation in defined benefit obligation
CHF million 31.12.13 31.12.12 31.12.13 31.12.12

Discount rate

crease by 50 basis points
Rate of salary increase

xpectancy
Increase in longevity by one additional year 561

132 s
1 The sensitivity analyses are based on a change in one assumption while holding all other assumptions constant, so that interdependencies between the assumptions are excluded. 2 As the assumed rate of pension
increase was 0% as of 31 December 2013 and as of 31 December 2012, a downward change in assumption is not applicable.
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The following table provides information on the composition and fair value of plan assets of the Swiss pension plan and the non-Swiss
pension plans.

Composition and fair value of plan assets

Swiss Plan
31.12.13 31.12.12
Plan asset Plan asset
Fair Value allocation % Fair Value allocation %
Quoted in Quoted in
an active an active
CHF million market Other Total market Other
Cash and cash equivalents 113 0 113 1 602 0 3

Other investments 0 15 15 0 0 16

Total 18,523 3,975 22,498 100 18,169 3,614 100
31.12.13 31.12.12

Total fair value of plan assets 22,498 21,783

of which:

Structured products, counterparty UBS 122 0

1 The bond credit ratings are primarily based on Standard and Poor’s credit ratings. Ratings AAA to BBB— and below BBB— represent investment grade and non-investment grade ratings, respectively. In cases where
credit ratings from other rating agencies were used, these were converted to the equivalent rating in the Standard & Poor’s rating classification. 2 Securities lent to UBS and derivative financial instruments are pre-
sented gross of any collateral. Net of collateral, derivative financial instruments amounted to CHF 14 million as of 31 December 2013. Securities lent to UBS were fully covered by collateral as of 31 December 2013.
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Note 28 Pension and other post-employment benefit plans (continued)

Composition and fair value of plan assets (continued)

Non-Swiss Plans

31.12.13 31.12.12
Weighted Weighted
average average
plan asset plan asset
Fair Value allocation % Fair Value allocation %

Quoted in Quoted in
an active an active

CHF million market Other Total market Other
Cash and cash equivalents 173 0 173 5 95 0 3
oot
o DomestchAAto se P g G S S G X
. Domestlc Do Bee. R g R L Dy o ;
Fore|gnAAAtoBBB— .................................................. o g oo PR o o

Fore|gnbelowBBB— ............................................................ S A S R gy Gy

Prlvateequlty ......................................................... g g g . G )
Ivestment funde
o qwty .........................................................................................................................................
T e S Gy T R Lo "
. Forelgn ........................................................ 1012 ........... , 1012 ............. L ou . s
e
Lo DomestchAAto REL 1061 ........... g 1061 ............. w o o %
. ‘Ddr‘ne’s't‘ic,' v BRE. s g s g g o .
Forelgn M togss. oo o e L e .
. Fore|gn Do Bea. o S g S oy o .
et BT
R oy s g G G .
Forelgn ........................................................... R R g g G G .
e I o s s G ey .
Ihcurance contiadts g R e R o e 0
Other investmente g S S I g Lo .
Total 3,426 342 3,768 100 3,503 280 100

Total fair value of plan assets 3,768 3,783

1 The bond credit ratings are primarily based on Standard and Poor’s credit ratings. Ratings AAA to BBB— and below BBB— represent investment grade and non-investment grade ratings, respectively. In cases where
credit ratings from other rating agencies were used, these were converted to the equivalent rating in the Standard & Poor’s rating classification.

b) Post-retirement medical and life insurance plans

In the US and the UK, UBS offers retiree medical benefits that
contribute to the health care coverage of certain employees and
their beneficiaries after retirement. The UK medical plan is closed
to new entrants. In the US, in addition to retiree medical benefits,
UBS also provides retiree life insurance benefits to certain employ-
ees. The post-retirement medical benefits in the UK and the US
cover all types of medical expenses including, but not limited to,
cost of doctor visits, hospitalization, surgery and pharmaceuticals.
The retirees contribute to the cost of the post-retirement medical
benefits. These plans are not pre-funded plans and costs are in-
curred as amounts are paid.

In 2013, UBS announced changes to one of the US post-retire-
ment medical and life insurance plans in relation to the eligibility cri-

teria and cost sharing. This change reduced the defined benefit obli-
gation by CHF 9 million resulting in a gain of CHF 9 million in 2013.

Further in 2013, UBS announced a change to the other US post-
retirement medical and life insurance plan in relation to the prescrip-
tion drug coverage. This plan change reduced the defined benefit
obligation by CHF 8 million resulting in a gain of CHF 8 million in 2013.

In 2012, UBS announced changes to the retiree medical and
life insurance benefit plans in the US. This change reduced the
defined benefit obligation by CHF 116 million with a correspond-
ing gain recognized in the income statement in 2012.

The employer contributions expected to be made to the post-
retirement medical and life insurance plans in 2014 are estimated
to be CHF 7 million.

467

Financial information



Financial information
Notes to the consolidated financial statements
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The following table provides an analysis of the net asset/(liability) recognized on the balance sheet for post-retirement medical and life
insurance plans between the beginning to the end of the year, as well as an analysis of amounts recognized in net profit and in other
comprehensive income.

Post-retirement medical and life insurance plans

CHF million
For the year ended 31.12.13 31.12.12
Defined benefit obligation at the beginning of the year 136 219
oot somice ot g ;
et expe e g )
oo partlupantcontrlbut o S .
Remeasurements of defined benefit obligation @ 26
 of which: actuarial (gains)/ losses arising from changes in demographic assumptions m 0
o which: actuarial (gains)/losses arising from changes in financial assumptions aw 10
i exper/ence (ga/ns)/losses .................................................................................................. P e
Past service cost related to plan amendments an (9)
ot O (108)
e |tpayments* .................................................................................................................................. =
o gncurrency e (2) ............... ( 1 )
Defined benefit obligation at the end of the year 114 136
of which: amounts owing to active members 15 27
R owmgzo ot e g o
G owmg o g 00
Fair value of plan assets at the end of the year 0 0
Net defined benefit asset/ (liability) (114) (136)
Analysis of amounts recognized in net profit
Current service cost 1 6
Interest expense related to defined benefit obligation 6 9
Past service cost related to plan amendments an (9)
o R (108)
Net periodic cost (11) (102)
Analysis of gains/(losses) recognized in other comprehensive income
Remeasurement of defined benefit obligation 3 (26)
Total gains/(losses) recognized in other comprehensive income 3 (26)

1 Benefit payments are funded by employer contributions and plan participant contributions.
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Note 28 Pension and other post-employment benefit plans (continued)

The post-retirement benefit obligation is determined by using the
assumed average health care cost trend rate. On a country-by-
country basis, the same discount rate is used for the calculation of
the post-retirement benefit obligation from medical and life insur-
ance plans as for the defined benefit obligations arising from pen-
sion plans.

Principal weighted average actuarial assumptions used (%)’

The discount rate and the assumed average health care cost
trend rates are presented in the following table. The calculation of
the post-retirement benefit obligation also uses life expectancy
rates, as disclosed in “Note 28a Defined benefit pension plans”
above.

Assumptions used to determine defined benefit obligations at the end of the year

For the year ended 31.12.13 31.12.12
Discount rate 4.8 4.1
Average health care cost trend rate — initial 68 16
Average health care cost trend rate — ultimate 5150

1 The assumptions for life expectancies are provided within “Note 28a Defined benefit pension plans.”

The following table presents a sensitivity analysis for each significant actuarial assumption showing how the defined benefit obligation
would have been affected by changes in the relevant actuarial assumption that were reasonably possible at the balance sheet date.

Sensitivity analysis of significant actuarial assumptions’

Increase/ (decrease) in
defined benefit obligation

CHF million 31.12.13 31.12.12
Discount rate

*Increase by 50 basis points () 1)
"~ Decrease by 50 basis points 79
Average health care cost trendrate -
*Increase by 100 basis points 9 2
 Decrease by 100 basis points e o)
Life expectancy -
*Increase in longevity by one additional year 7 9

1 The sensitivity analyses are based on a change in one assumption while holding all other assumptions constant, so that interdependencies between the assumptions are excluded.

c) Defined contribution plans

UBS also sponsors a number of defined contribution plans in its
non-Swiss locations. The locations with significant defined contri-
bution plans are the UK and the US. Certain plans permit employ-
ees to make contributions and earn matching or other contribu-

tions from UBS. The employer contributions to these plans are
recognized as an expense which, for the years ended 31 December
2013, 31 December 2012 and 31 December 2011, amounted to
CHF 236 million, CHF 240 million and CHF 254 million, respectively.
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d) Related party disclosure

UBS is the principal bank for the pension fund of UBS in Switzer-
land. In this function, UBS is engaged to execute most of the
pension fund’s banking activities. These activities can include, but
are not limited to, trading and securities lending and borrowing.
All transactions have been executed under arm’s length condi-
tions. The non-Swiss UBS pension funds do not have a similar
banking relationship with UBS.

In 2008, UBS sold certain bank-occupied properties to the
Swiss pension fund. Simultaneously, UBS and the Swiss pension
fund entered into lease-back arrangements for some of the prop-
erties with 25-year lease terms and two renewal options for 10

Related party disclosure

years each. During 2009, UBS renegotiated one of the lease con-
tracts which reduced UBS's remaining lease commitment. In 2013,
after the first five years, the early break options for most of the
leases were not exercised, which resulted in an increase in the
minimum commitment for additional five years. As of 31 Decem-
ber 2013, the minimum commitment towards the Swiss pension
fund under the related leases is approximately CHF 19 million
(31 December 2012: CHF 11 million).

The following amounts have been received or paid by UBS
from and to the pension funds in respect of these banking activi-
ties and arrangements.

For the year ended

CHF million 31.12.13 31.12.12 31.12.11
Received by UBS

e G
Paid by UBS

e g
e B
Dividends and capital repayments 2 0 0

The transaction volumes in UBS shares and other UBS securities are as follows.

Transaction volumes - related parties

For the year ended

31.12.13 31.12.12
Financial instruments bought by pension funds
UBS shares (in thousands of shares) 1459 296
UBS debt instruments (par values in CHF milion) s 10
Financial instruments sold by pension funds or matured
UBS shares (in thousands of shares) 2293 3645
UBS debt instruments (par values in CHF million) 8 81

Details of the fair value of the plan assets of the defined pension
plans are disclosed in “Note 28a Defined benefit pension plans.”
In addition, UBS defined contribution pension funds held
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16,192,501 UBS shares with a fair value of CHF 278 million as of
31 December 2013 (31 December 2012: 16,690,174 UBS shares
with a fair value of CHF 240 million).



Note 29 Equity participation and other compensation plans

a) Plans offered

UBS operates several equity participation and other compensation
plans to align the interests of executives, managers and staff with
the interests of shareholders. Some plans (e.g., Equity Plus and
Equity Ownership Plan) are granted to eligible employees in ap-
proximately 50 countries and are designed to meet the legal, tax
and regulatory requirements of each country in which they are
offered. Certain plans are used in specific countries, business ar-
eas (e.g., awards granted within Wealth Management Americas),
or are offered to members of the Group Executive Board (GEB)
only. UBS operates compensation plans on a mandatory, discre-
tionary and voluntary basis. The explanations below provide a
general description of the terms of the most significant plans
which relate to the performance year 2013 (granted in 2014) and
those from prior years that are partly expensed in 2013. Refer to
Note 1a) 25) for a description of the accounting policy related to
equity participation and other compensation plans.

Mandatory share-based compensation plans

Equity Ownership Plan (EOP): Selected employees receive a por-
tion of their annual performance-related compensation above a
certain threshold in the form of an EOP award in UBS shares,
notional shares or UBS performance shares (notional shares
which are subject to performance conditions). From February
2014 onwards in general only notional shares and UBS perfor-
mance shares are granted. Since 2011 (for the performance year
2010), performance shares have been granted to EOP partici-
pants who are risk-takers, Group Managing Directors or employ-
ees whose incentive exceeds a certain threshold. The perfor-
mance shares granted in 2011 and 2012 will only vest in full if
certain performance targets are met, i.e., if the participant’s busi-
ness division is profitable (for Corporate Center participants, the
Group as a whole needs to be profitable) in the financial year
preceding the relevant vesting date. To determine if a business
division is profitable in this context, adjustments to reported prof-
itability may be made based on considerations relating to risk,
quality and reliability of earnings. For performance shares grant-
ed in respect of the performance years 2012 and 2013, the per-
formance conditions are based on the Group return on tangible
equity and the divisional return on attributed equity (for Corpo-
rate Center participants, the return on attributed equity of the
Group excluding Corporate Center). Replacement awards (in-
cluding sign-on payments) can be offered in deferred cash under
the EOP plan rules.

Awards in UBS shares allow for voting and dividend rights dur-
ing the vesting period, whereas notional and performance shares
represent a promise to receive UBS shares at vesting and do not
allow for voting rights during the vesting period. Notional and
performance shares granted before February 2014 have no rights
to dividends, whereas for awards granted since February 2014
employees are entitled to receive a dividend equivalent which may

be paid in notional shares and/or cash, and which will vest on the
same terms and conditions as the award. Awards granted in the
form of UBS shares, notional shares and performance shares are
settled by delivering UBS shares at vesting, except in countries
where this is not permitted for legal or tax reasons. EOP awards
granted until 2012 generally vest in three equal increments over a
three-year vesting period and awards granted since March 2013
generally vest in equal increments two and three years following
grant. The awards are generally forfeitable upon, among other
circumstances, voluntary termination of employment with UBS.
Compensation expense is recognized in the performance year if
the employee meets the retirement eligibility requirements at the
date of grant. Otherwise, compensation expense is recognized
from the grant date to the earlier of the vesting date or the retire-
ment eligibility date of the employee, on a tiered basis.

Senior Executive Equity Ownership Plan (SEEOP): Up to 2012
(performance year 201 1) GEB members received a portion of their
mandatory deferral in UBS shares or notional shares, which vest in
one-fifth increments over a five-year vesting period and are for-
feitable if certain conditions are not met. Awards granted since
2011 are subject to the same performance conditions as perfor-
mance shares granted under the EOP, i.e., they will only vest in full
if the participant’s business division is profitable (for Corporate
Center participants, the Group as a whole must be profitable) in
the financial year preceding scheduled vesting. Awards granted
under SEEOP are settled by delivering UBS shares at vesting. Com-
pensation expense is recognized on the same basis as for share-
settled EOP awards. From 2013 (performance year 2012), GEB
members have received EOP awards. No SEEOP awards were
granted for the performance years 2012 and 2013.

Incentive Performance Plan (IPP): In 2010, GEB members and
certain other senior employees received part of their annual in-
centive in the form of performance shares granted under the IPP.
Each performance share granted is a contingent right to receive
between one and three UBS shares at vesting, depending on the
achievement of share price targets. The IPP awards vest in full af-
ter five years (i.e., in 2015) and are subject to continued employ-
ment with UBS. Compensation expense is recognized on a tiered
basis from the grant date to the earlier of the vesting date or the
retirement eligibility date of the employee. IPP was a one-time
plan granted in 2010 only.

Performance Equity Plan (PEP): From 2010 to 2012, GEB mem-
bers received part of their annual incentive in the form of perfor-
mance shares granted under the PEP. Each performance share is a
contingent right to receive between zero and two UBS shares at
vesting, depending on the achievement of Economic Profit (EP)
and Total Shareholder Return (TSR) targets. PEP awards vest in full
after three years. EP is a risk-adjusted profit measure that takes
into account the cost of risk capital. TSR measures the total return
to UBS shareholders (in the form of share price appreciation and
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dividends) as compared to the constituents of a banking index.
Vesting is subject to continued employment with UBS. Compen-
sation expense is recognized on a tiered basis from the grant date
to the earlier of the vesting date or the retirement eligibility date
of the employee. No PEP awards were granted for the perfor-
mance years 2012 and 2013.

2012 Special Plan Award Program for the Investment Bank
(SPAP): In April 2012, certain Managing Directors and Group
Managing Directors of the Investment Bank were granted an
award of UBS shares which will vest three years after grant. Vest-
ing is subject to performance conditions, continued employment
with the firm and certain other conditions. The vesting of Special
Plan awards is subject to performance conditions based on the
level of reduction in risk-weighted assets achieved and the aver-
age return on risk-weighted assets in the Investment Bank for
2012, 2013 and 2014. Compensation expense is recognized from
the grant date to the earlier of the vesting date or the retirement
eligibility date of the employee.

Mandatory deferred cash compensation plans

Deferred Contingent Capital Plan (DCCP): The DCCP is a manda-
tory performance award deferral plan for all employees whose total
compensation exceeds a certain threshold. Such employees receive
part of their annual incentive in the form of notional bonds, which
are a right to receive a cash payment at vesting. DCCP awards for
the performance year 2012 (granted in 2013) vest in full five years
from grant and are forfeited if the phase-in Basel lll common eq-
uity tier 1 capital ratio of the Group falls below 7%, if FINMA de-
termines that the DCCP awards need to be written down to pre-
vent the insolvency, bankruptcy or failure of UBS AG, or if UBS AG
has received a commitment of extraordinary support from the pub-
lic sector that is necessary to prevent such insolvency, bankruptcy or
failure. DCCP awards for the performance year 2013 (granted in
2014) are forfeited if the phase-in Basel Il common equity tier 1
capital ratio of the Group falls below 10% for GEB members and
7% for non-GEB members. There was no change to the other for-
feiture rules. Interest is paid annually for performance years in
which the firm generates an adjusted profit before tax. In any years
during the vesting period where UBS does not achieve an adjusted
profit before tax, GEB members would forfeit 20% of the award.
The awards are subject to standard forfeiture and harmful acts pro-
visions, including voluntary termination of employment with UBS.
Compensation expense is recognized in the performance year if the
employee meets the retirement eligibility requirements at the date
of grant. Otherwise, compensation expense is recognized from the
grant date to the earlier of the vesting date or the retirement eligi-
bility date of the employee.

Long-Term Deferred Retention Senior Incentive Scheme
(LTDRSIS): Awards granted under the LTDRSIS are granted to em-
ployees in Australia and represent a profit share amount based on
the profitability of the Australian business. Awards vest after three
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years and include an arrangement which allows for unpaid install-
ments to be reduced if the business has a loss during the calendar
year preceding vesting. The awards are generally forfeitable upon
voluntary termination of employment with UBS. Compensation
expense is recognized in the performance year if the employee
meets the retirement eligibility requirements at the date of the
grant. Otherwise, compensation expense is recognized ratably
from the grant date to the earlier of the vesting date or the retire-
ment eligibility date of the employee.

Global Asset Management Equity Ownership Plan: In order to
align their compensation with the performance of the funds
they manage, all Global Asset Management employees receiving
EOP awards, receive them in the form of cash-settled notional
funds since 2012. The amount depends on the value of the rel-
evant underlying Global Asset Management funds at the time of
vesting. In prior years certain Global Asset Management employ-
ees received EOP awards in a combination of shares and cash-
settled notional funds, the corresponding amount depended on
the value of the underlying Global Asset Management funds at
the time of vesting. The awards are generally forfeitable upon,
among other circumstances, voluntary termination of employ-
ment with UBS. Compensation expense is recognized in the per-
formance year if the employee meets the retirement eligibility
requirements at the date of grant. Otherwise, compensation
expense is recognized from the grant date to the earlier of the
vesting date or the retirement eligibility date of the employee,
on a tiered basis.

Cash Balance Plan (CBP): From 2010 to 2012, Group Executive
Board (GEB) members received part of their annual incentive in
the form of a mandatory deferred cash award. CBP awards are
paid out in two equal installments during the two years following
the year of grant, subject to certain performance conditions.
Awards granted in 2011 and 2012 (for performance years 2010
and 2011, respectively) are subject to Group return on equity per-
formance conditions, whereas awards granted in 2010 (for per-
formance year 2009) are subject to profitability hurdles. After a
GEB member has left the firm, the deferred portion of the CBP
award continues to be at risk of forfeiture. Awards granted under
the CBP from 2011 onwards are forfeited if a GEB member volun-
tarily terminates his or her employment and joins another finan-
cial services organization. Compensation expense is recognized in
the performance year, which is generally the financial year prior to
the grant date. No CBP awards were granted for the performance
years 2012 and 2013.

Deferred Cash Plan (DCP): In 2011, DCP awards were granted
to Investment Bank employees whose total compensation ex-
ceeded a certain threshold. DCP awards vest in one-third incre-
ments over a three-year period following grant. The awards are
forfeitable upon voluntary termination of employment. Compen-
sation expense is recognized ratably over the vesting period. DCP
was a one-time plan granted in 2011.



Note 29 Equity participation and other compensation plans (continued)

Wealth Management Americas financial advisor compensation
Financial advisor compensation — cash payments consist primarily
of a formula-based compensation plan, which fluctuates in pro-
portion to the level of business activity.

UBS also may enter into compensation commitments with cer-
tain financial advisors primarily as a recruitment incentive and to
incentivize financial advisors to achieve specified revenue produc-
tion and other performance thresholds. The compensation is
earned and paid to the employee during a period of continued
employment and may be forfeited under certain circumstances. In
most cases, UBS grants loans to financial advisors in connection
with these compensation commitments.

GrowthPlus is a program for selected financial advisors whose
revenue production and length of service exceeds defined thresh-
olds from 2010 through 2017. Compensation arrangements were
granted in 2010 and 2011 with potential arrangements to be
granted in 2015 and 2018. The awards vest ratably over seven
years from grant with the exception of the 2018 commitment,
which vests over five years.

PartnerPlus is a mandatory deferred cash compensation plan
for certain eligible employees. Awards (UBS contributions) are
based on a predefined formula during the performance year. Par-
ticipants are also allowed to voluntarily contribute additional
amounts earned during the year, up to a percentage of their pay,
which are vested upon contribution. Awards earn an above-mar-
ket rate of interest during the initial four-year period and a market
rate of interest thereafter. Voluntary contributions can earn an
above-market rate of interest during the initial four-year period
and a market rate of interest thereafter or along with vested com-
pany contributions can be benchmarked to various mutual funds
when balances vest. Awards and all interest vest in 20% incre-
ments six to ten years following grant date. Awards and interest
earned on both UBS and voluntary contributions are forfeitable
under certain circumstances. Compensation expense for awards is
recognized in the performance year if the employee meets the
qualifying separation eligibility requirements at the date of grant.
Otherwise, compensation expense for awards is recognized rat-
ably commencing in the performance year to the earlier of the
vesting date or the qualifying separation eligibility date of the em-
ployee. Compensation expense for voluntary contributions are
recognized in the year of deferral.

Discretionary share-based compensation plans

Key Employee Stock Appreciation Rights Plan (KESAP) and Key
Employee Stock Option Plan (KESOP): Until 2009, key and high
potential employees were granted discretionary share-settled
stock appreciation rights (SARs) or UBS options with a strike price
not less than the fair market value of a UBS share on the date the
SAR or option was granted. A SAR gives employees the right to
receive a number of UBS shares equal to the value of any appre-
ciation in the market price of a UBS share between the grant date

and the exercise date. One option gives the right to acquire one
registered UBS share at the option’s strike price. SARs and options
are settled by delivering UBS shares, except in countries where
this is not permitted for legal reasons. These awards are generally
forfeitable upon termination of employment with UBS. Compen-
sation expense is recognized from the grant date to the earlier of
the vesting date or the retirement eligibility date of the employee.
No options or SARs awards have been granted since 2009.

Voluntary share-based compensation plans

Equity Plus Plan (Equity Plus): Equity Plus is a voluntary plan that
provides eligible employees with the opportunity to purchase UBS
shares at market value and receive, at no additional cost, one free
notional UBS share for every three shares purchased, up to a max-
imum annual limit. Share purchases may be made annually from
the performance award and/or monthly through regular deduc-
tions from salary. Shares purchased under Equity Plus are restrict-
ed from sale for a maximum of three years from the time of pur-
chase. Equity Plus awards vest after up to three years. Prior to
2010, instead of notional shares participants received two UBS
options for each share they purchased under this plan. The op-
tions had a strike price equal to the fair market value of a UBS
share on the grant date, a two-year vesting period and generally
expired ten years from the grant date. The options are forfeitable
in certain circumstances and are settled by delivering UBS shares,
except in countries where this is not permitted for legal reasons.
Compensation expense for Equity Plus is recognized from the
grant date to the earlier of the vesting date or the retirement eli-
gibility date of the employee. For awards granted from April 2014
onwards, employees are entitled to receive a dividend equivalent
which may be paid in either notional shares and/or cash.

Share delivery obligations

UBS satisfies share delivery obligations under its share-based plans
either by purchasing UBS shares in the market or through the issu-
ance of new shares. As of 31 December 2013, total future share
delivery obligations in relation to employee share-based compen-
sation awards were 109 million shares, taking into account the
UBS share price at year-end 2013 as well as performance condi-
tions. Share delivery obligations related to unvested and vested
notional share awards, performance share awards, options and
stock appreciation rights.

As of 31 December 2013, UBS held 73 million treasury shares
(31 December 2012: 74 million shares) which were available to
satisfy delivery obligations related to notional share awards, per-
formance share awards, options and stock appreciation rights. An
additional 139 million unissued shares (31 December 2012: 145
million shares) in conditional share capital (out of 150 million ap-
proved in 2006) were available to satisfy the delivery obligation
related to options and stock appreciation rights. Treasury shares
held or newly issued shares are delivered to employees at exercise
or vesting.
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b) Effect on the income statement

Effect on the income statement for the financial year and income statements of 2014 and later. The deferred compensation
future periods expenses in the table also include vested and non-vested awards
The following table summarizes the compensation expenses rec-  granted mainly in February 2014, which relate to the performance
ognized for the year ended 31 December 2013 and deferred com-  year 2013.

pensation expenses that will be recognized as an expense in the

Personnel expenses — Recognized and deferred’

Personnel expenses for the year ended 2013 Personnel expenses deferred to 2014 and later
Expenses Expenses

relating to relating to Relating to Relating to

awards for awards for awards for awards for
CHF million 2013 prior years Total 2013 prior years Total
Performance awards
Cashperformanceawards e - - e . s
Deferred Contingent Capital Plan (DCCP) 152 96 248 348 230 578
Deferred cash plans (OCP and other cashplans) 2 53 55 7 g3 49
Equity Ownership Plan (EOP/SEEOP) — UBS shares 190 466 656 520 307 827
PerformanceEqunyPIan(PEP) B e S
e e e e M R S
Total UBS share plans 190 502 692 520 328 848
Equity Ownership Plan (EOP) — notional funds 19 60 79 37 36 73
Total performance awards 2,305 681 2,986 912 606 1,518
Variable compensation
Variable compensation—other 152 13 288 34° 3% 73
Financial advisor compensation — cash payments 2,219 0 2,219 0 0 0
Compensation commitments with rectuited financial advisos 33 605 6338 440 2008 2538
GrowthPlus and other deferralplans & 1% 1% 107 564 671
UBSsharepIans L
Wealth Management Americas:
Financial advisor compensation® 2,334 806 3,140 592 2,827 3,419
Total 4,791 1,623 6,414 1,844 3,831 5,675

1 Total share-based personnel expenses recognized for the year ended 31 December 2013 were CHF 1,042 million and were comprised of UBS share plans of CHF 787 million, Equity Ownership Plan — notional funds
of CHF 79 million, related social security costs of CHF 65 million and other compensation plans (reported within Variable compensation — other) of CHF 111 million. 2 Includes replacement payments of CHF 78 mil-
lion (CHF 72 million related to prior years), forfeiture credits of CHF 146 million (all related to prior years), severance payments of CHF 114 million (all related to current year) and retention plan and other payments of
CHF 242 million (CHF 210 million related to prior years). 3 Includes DCCP interest of CHF 101 million for DCCP awards 2013 (granted in 2014). 4 Includes DCCP interest of CHF 109 million for DCCP awards 2012
(granted in 2013). 5 Financial advisor compensation consists of grid-based compensation based directly on compensable revenues generated by financial advisors and supplemental compensation calculated based
on financial advisor productivity, firm tenure, assets and other variables. It also includes costs related to compensation commitments with financial advisors entered into at the time of recruitment, which are subject to
vesting requirements. Amounts reflected as deferred expenses represent the maximum deferred exposure as of the balance sheet date.
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Note 29 Equity participation and other compensation plans (continued)

Personnel expenses — Recognized and deferred’

Personnel expenses for the year ended 2012

Personnel expenses deferred to 2013 and later

Expenses Expenses

relating to relating to Relating to Relating to

awards for awards for awards for awards for
CHF million 2012 prior years Total 2012 prior years Total
Performance awards
Cash performance awards 141 (3 133 0 0 0
Deferred Contingent Capital Plan (DCCP) 145 0 145 361 0 361
Deferred cash plans (CBP, DCP and other cashplans) 5 149 14 10 & 9]
Equity Ownership Plan (EOP/SEEOP) — UBS shares 135 995 1,130 383 495 878
PerformanceEqunyPIan(PEP) B T R &
Incentive Performance Plan P o 6 6 0 8 8
Total UBS share plans 135 1,067 1,202 383 581 964
UBS share option plans (KESAP/KESOP) 0 14 14 0 0 0
Equity Ownership Plan (EOP) — notional funds 28 84 112 20 46 66
Total performance awards 1,724 1,276 3,000 774 714 1,488
Variable compensation
Variable compensation—other a4 (5 372 498 71 565
Financial advisor compensation — cash payments 1,957 0 1,957 0 0 0
Compensation commitments with recruited financial advisos 54 579 634 587 215 2700
GrowthPlus and other deferral plans 54 129 183 54 60 674
UBSsharepIans L
Wealth Management Americas:
Financial advisor compensation* 2,087 786 2,873 706 2,951 3,657
Total 4,235 2,005 6,240 1,974 3,736 5,710

1 Total share-based personnel expenses recognized for the year ended 31 December 2012 were CHF 1,584 million and were comprised of UBS share plans of CHF 1,261 million, UBS share option plans of CHF 14 million,
Equity Ownership Plan — notional funds of CHF 112 million, related social security costs of CHF 89 million and other compensation plans (reported within Variable compensation — other) of CHF 108 million. 2 Includes
replacement payments of CHF 109 million (CHF 94 million prior year), forfeiture credits of CHF 174 million (prior year), severance payments of CHF 303 million (current year) and retention plan and other payments of
CHF 128 million (CHF 21 million prior year). 3 Includes DCCP interest of CHF 137 million. 4 Financial advisor compensation consists of grid-based compensation based directly on compensable revenues generated by
financial advisors and supplemental compensation calculated based on financial advisor productivity, firm tenure, assets and other variables. It also includes costs related to compensation commitments with financial
advisors entered into at the time of recruitment, which are subject to vesting requirements. Amounts reflected as deferred expenses represent the maximum deferred exposure as of the balance sheet date.

During 2013, UBS accelerated the recognition of expenses for cer-
tain deferred compensation arrangements relating to employees
that were made redundant as part of restructuring programs.
Based on the redundancy provisions of the plan rules, these em-
ployees retain their deferred compensation awards, however, as
the employees are not required to provide future service, compen-
sation expense relating to these awards was accelerated to the
termination date based on the shortened service period. The
amounts accelerated and recognized relating to share-based pay-
ment awards in 2013 and 2012 were CHF 62 million and CHF 63

million respectively, and the amounts related to deferred cash
awards were CHF 9 million and CHF 13 million, respectively.

UBS also shortened the service period for certain employees in
accordance with the mutually agreed termination provisions of
their deferred compensation awards. Expense recognition was ac-
celerated to the revised vesting date. The amounts accelerated
and recognized relating to share-based payment awards in 2013
and 2012 were CHF 11 million and CHF 20 million, respectively,
and the amounts related to deferred cash awards were CHF 3 mil-
lion and CHF 2 million, respectively.
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Personnel expenses — Recognized and deferred’

Personnel expenses for the year ended 2011

Personnel expenses deferred to 2012 and later

Expenses Expenses

relating to relating to Relating to Relating to

awards for awards for awards for awards for
CHF million 2011 prior years Total 2011 prior years Total
Performance awards
Cash performance awards ~~ 15%4 (8 146 0 0o 0
Deferred cash plans (CBP, DCP and other cash plans) 34 309 343 3 179 182
Equity Ownership Plan (EOP/SEEOP) — UBS shares 231 1,153 1,384 740 720 1,460
PerformanceEqmtyPIan(PEP) e P Rt
Incentive Performance Plan®?) 0o 97 97 0o 134 134
Total UBS share plans 234 1,256 1,490 750 858 1,608
UBS share option plans (KESAP/KESOP) 0 100 100 0 15 15
Equity Ownership Plan (EOP) — notional funds 25 93 118 69 48 117
Total performance awards 1,847 1,669 3,516 822 1,100 1,922
Variable compensation
Variable compensation—other 295 (o4 1912 132 43
Financial advisor compensation — cash payments 1,695 0 1,695 0 0 0
Compensation commitments with recruited financial advisos 37 499 5% 561 2131 2692
GrowthPlus and other deferral plans % 89 1719 377 a2 79
UBSsharepIans T
Wealth Management Americas:
Financial advisor compensation? 1,842 676 2,518 1,024 2,814 3,838
Total 3,984 2,242 6,226 1,978 4,025 6,003

1Total share-based personnel expenses recognized for the year ended 31 December 2011 were CHF 1,789 million and were comprised of UBS share plans of CHF 1,490 million, UBS share option plans of CHF 100 million,
Equity Ownership Plan — notional funds of CHF 118 million, related social security costs of CHF 39 million and other compensation plans (reported within Variable compensation — other) of CHF 42 million. 2 Includes
replacement payments of CHF 121 million, forfeiture credits of CHF 215 million, severance payments of CHF 239 million and retention plan and other payments of CHF 46 million. 3 Financial advisor compensation consists
of grid-based compensation based directly on compensable revenues generated by financial advisors and supplemental compensation calculated based on financial advisor productivity, firm tenure, assets and other vari-
ables. It also includes costs related to compensation commitments with financial advisors entered into at the time of recruitment, which are subject to vesting requirements. Amounts reflected as deferred expenses repre-

sent the maximum deferred exposure as of the balance sheet date.

Additional disclosures on mandatory, discretionary and
voluntary share-based compensation plans (including notional
funds granted under EOP)
The total share-based personnel expenses recognized for the
years ended 31 December 2013, 2012 and 2011 were CHF 1,042
million, CHF 1,584 million, and CHF 1,789 million, respectively.
This includes the current period expense, amortization and related
social security costs for awards issued in prior periods and perfor-
mance year expensing for awards granted to retirement-eligible
employees where the terms of the awards do not require the em-
ployee to provide future services.

The total compensation expenses for non-vested share-based
awards granted up to 31 December 2013 relating to prior years
to be recognized in future periods is CHF 710 million and will be
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recognized as personnel expenses over a weighted average period
of 2 years. This includes UBS share plans, UBS share option plans,
the Equity Ownership Plan (notional funds), other variable com-
pensation and the Equity Plus Plan. Total deferred compensation
amounts included in the 2013 table differ from this amount as the
deferred compensation amounts also include non-vested awards
granted in February 2014 related to the performance year 2013.

Actual payments to participants in cash-settled share-based
plans, including amounts granted as notional funds issued under
the EOP, for the years ended 31 December 2013 and 2012 were
CHF 157 million and CHF 141 million respectively. The total carry-
ing amount of the liability related to these plans was CHF 164
million as of 31 December 2013 and CHF 249 million as of 31
December 2012.



Note 29 Equity participation and other compensation plans (continued)

¢) Movements during the year

UBS share and performance share awards
Movements in UBS share and notional share awards were as follows:

UBS share awards

Weighted Weighted

Number of  average grant Number of average grant

shares date fair shares date fair

2013 value (CHF) 2012 value (CHF)

Outstanding, at the beginning of the year 249,059,529 15 214,698,539 17

20

(72
Forfeited during the year (12,740,747) 15 (12,850,203) 17
Gy e ST OYE L L L 12
of which: shares vested for accounting purposes 48,096,537 61,555,483

The fair value of shares that became legally vested and were distributed (i.e., all restrictions were fulfilled) during the years ended
31 December 2013 and 2012 was CHF 1,398 million and CHF 1,216 million, respectively.

Movements in performance shares granted under the IPP are as follows:

Incentive Performance Plan

2013
Weighted average fair
Number value of IPP
of performance performance shares at
shares 2013 grant date (CHF)'
Forfeitable, at the beginning of the year 14,231,831 22
Aded dunng theyear ................................................................................................................. gt .
Vesteddunngtheyear(8690)1 ........................ e
O ngthe year ......................................................................................................... (1072 118) .......................... 5
Forfeitable, at the end of the year 13,151,0233 22
"~ of which: performance shares vested for accounting puposes 10248071
2012
Forfeitable, at the beginning of the year 16,137,466 22
Aded durlng theyear ................................................................................................................. G %
Ve dunng theyear ............................................................................................................... (7182) .......................... B
e ngthe 'y'e‘a'r ......................................................................................................... (.1 898453) .......................... e
Forfeitable, at the end of the year 14,231,831° 22
 of which: performance shares vested for accounting purposes 895917

1 The weighted average fair value takes into account the applicable performance conditions and the range of possible outcomes. 2 The corresponding number of UBS shares distributed in 2013 was 8,690. 3 As of
31 December 2013 and 31 December 2012, the number of deliverable UBS shares was equal to the number of forfeitable performance shares.
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Movements in performance shares granted under the PEP are as follows:

Performance Equity Plan

2013
Weighted average fair
Number value of PEP
of performance performance shares at
shares 2013 grant date (CHF)'
Forfeitable, at the beginning of the year 1,825,199 16
Aded durmg theyear ................................................................................................................. g .
Ve dunng theyear ............................................................................................................... (359 613)2 ........................ e
I ngthe 'y'e‘a'r .............................................................................................................. (84 628) ......................... o
Forfeitable, at the end of the year 1,380,9583 16
*of which: performance shares vested for accounting purposes ro4a1,901
2012
Forfeitable, at the beginning of the year 1,210,598 18

Forfeited during the year (230,979) 13
B, 1 N
of which: performance shares vested for accounting purposes 1,160,836

1 The weighted average fair value takes into account the applicable performance conditions and the range of possible outcomes. 2 The corresponding number of UBS shares distributed in 2013 was 186,999. 3 As of
31 December 2013, the number of deliverable UBS shares was 629,136 based on the applicable performance conditions. As of 31 December 2012, the number of deliverable UBS shares was 946,683 based on the appli-
cable performance conditions.

UBS option awards
Movements in option awards were as follows:

UBS option awards

Number of Weighted Number of Weighted
options average exercise options average exercise
2013 price (CHF)' 2012 price (CHF)!
Outstanding, at the beginning of the year 158,090,564 43 179,992,361 43

Exercisable, at the end of the year 133,170,139 45 158,090,564 43

1 Some of the options in this table have exercise prices denominated in USD which have been converted into CHF at the year-end spot exchange rate for the purposes of this table.

The following table provides additional information about option exercises, grants and intrinsic values:

For the year ended 31.12.13 31.12.12
Weighted average share price of options exercised (CHF) 17 13
Intrinsic value of options exercised during the year (CHF millon) 175 36
Weighted average grant date fair value of options granted (CHF) | NAC NIA-

478



Note 29 Equity participation and other compensation plans (continued)

The following table provides additional information about options outstanding and options exercisable as of 31 December 2013:

Options outstanding Options exercisable
Weighted Weighted
Aggregate average Weighted Aggregate average
Number of Weighted intrinsic value remaining Number of average intrinsic value remaining
options  average exercise (CHF/USD contractual options exercise price (CHF/USD contractual
Range of exercise prices outstanding price (CHF/USD) million) term (years) exercisable (CHF/USD) million) term (years)

CHF Awards
10.21-15.00 11,949,232 ’ d ' 11,949,232

10.21-75.00
USD Awards
g0 [ 059 00 0o [T 059 00 10
B01300 574905 nmo 00 05 51903 N 00 05
BOME 151067 ¥ 00 12 Tsi0e ¥ 00 12
17.88-44.83 13,001,767 0.0 13,001,767 0.0
UBS SAR awards
Movements in SAR awards were as follows:
UBS SARs awards
Weighted Weighted
Number of SARs  average exercise Number of SARs average exercise
2013 price (CHF) 2012 price (CHF)
Qutstanding, at the beginning of theyear e LT ALy 2
Granted during the year 0 O O 0
Brerdised duringtheyear ... (0427263 CA. (14217629 il
Foleited during the year e S CION— L —— e
Bpiredunexercised (1.189,556) . 3 (1.000557) . n.
Qutstanding, at the endof theyyear e e L I LT sl 2
Exercisable, at the end of the year 21,444,016 12 33,118,335 12
The following table provides additional information about SARs exercises, grants and intrinsic values:
For the year ended 31.12.13 31.12.12
Welghted average share price of SARs exerdsed (CHF) L 13
Intrinsic value of SARs exercised during the year (CHF million) 570 .. 2456
Weighted average grant date fair value of SARs granted (CHF) N/A N/A
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The following table provides additional information about SARs outstanding as of 31 December 2013:

SARs outstanding

SARs exercisable

Weighted Weighted average Weighted Weighted average
Number average Aggregate remaining Number average Aggregate remaining
of SARs exercise intrinsic value  contractual term of SARs exercise price intrinsic value contractual term
Range of exercise prices outstanding price (CHF) (CHF million) (years) exercisable (CHF) (CHF million) (years)
CHF
Aoy o cdgeles e e 20 Agedss e Y
Bl O . SO . M. RS- WL . U .. L N ..
B U - N S . S N N . —..
B S = . N R RS | N - . N . .-
9.35-20.00 21,444,016 117.0 21,444,016 117.0
d) Valuation

UBS share awards

UBS measures compensation expense based on the average mar-
ket price of the UBS share on the grant date as quoted on the SIX
Swiss Exchange, taking into consideration post-vesting sale and
hedge restrictions, non-vesting conditions and market conditions,
where applicable. The fair value of the share awards subject to
post-vesting sale and hedge restrictions is discounted based upon
the duration of the post-vesting restriction and is referenced to
the cost of purchasing an at-the-money European put option for
the term of the transfer restriction. The weighted average dis-
count for share and performance share awards granted during
2013 is approximately 13.4% (2012: 15.4%) of the market price
of the UBS share. The grant date fair value of notional UBS shares
without dividend entitlements also includes a deduction for the
present value of future expected dividends to be paid between
the grant date and distribution.

UBS options and SARs awards
Since 2010, the fair values of options and SARs have been deter-
mined using a standard closed-formula option valuation model.

The expected term of each instrument is calculated based on his-
torical employee exercise behavior patterns, taking into account
the share price, strike price, vesting period and the contractual
life of the instrument. The term structure of volatility is derived
from the implied volatilities of traded UBS options in combination
with the observed long-term historical share price volatility. Ex-
pected future dividends are derived from traded UBS options or
from the historical dividend pattern. No options or SARs have
been granted since 2009.

Incentive Performance Plan (IPP) and Performance Equity Plan
(PEP)

No IPP and no PEP awards were granted in 2013. For performance
share awards granted in 2012, UBS obtained an independent
third-party valuation based on the market conditions at the date
of grant. The valuation methodology applied was a Monte Carlo
simulation. The approach to determining input parameters and
valuing the post-vesting transfer restriction is in line with that
used for options. The fair value of PEP units granted in 2012 was
determined using the following assumptions.

31.12.12

PEP CHF awards

Expected total shareholder return volatility (%) 43.00
Expected economic profit volatility (%) 1600
Risk-free interest rate (%) 009
Expected dividend (CHF) 03
Share price (CHF) 1276
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Note 30 Interests in subsidiaries and other entities

a) Interests in subsidiaries

Effective 31 December 2013, UBS revised its approach to deter-
mining its significant subsidiaries to include only those entities
that, either individually or in aggregate, contribute significantly to
the Group’s financial position or results of operations, based on a
number of criteria, including the subsidiaries’ equity and their
contribution to the Group’s total assets and profit/(loss) before
tax, in accordance with the requirements set by IFRS 12, Swiss
regulations and the regulations of the US SEC.

Individually significant subsidiaries as of 31 December 2013

Individually significant subsidiaries

The table below lists the Group’s individually significant subsidiar-
ies as of 31 December 2013. Unless otherwise stated, the subsid-
iaries listed below have share capital consisting solely of ordinary
shares, which are held fully by the Group, and the proportion of
ownership interest held is equal to the voting rights held by the
Group. The country where the respective registered office is lo-
cated is also generally the principal place of business.

Share capital Equity interest
Company Registered office Primary business division in million  accumulated in %
UBS Americas Inc. Wilmington, Delaware, USA Investment Bank usb 0.0 100.0
UBSBankUSA  saltlakeCity, Utah, USA  Wealth Management Americas ~ USD 00 1000
UBS Financial Sevicesinc. ©~~~~~~ Wilmington, Delaware, USA  Wealth Management Americas ~~ USD 00 1000
UBSLmited " london UnitedKingdom  InvestmentBank GBP 2266 1000
UBS Securities LLC~~~~~~ Wilmington, Delaware, USA © InvestmentBank  USD  12831"  100.0

1 Mainly comprised of non-voting preferred shares held by UBS Americas Inc.

UBS Limited and UBS Americas Inc. are fully held by UBS AG. UBS Bank USA and UBS Financial Services Inc. are fully held by UBS
Americas Inc. 30% of UBS Securities LLC is held by UBS AG and 70% by UBS Americas Inc. (after consideration of preferred shares).
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Note 30 Interests in subsidiaries and other entities (continued)

Other subsidiaries

The table below lists other subsidiaries that are not individually significant but contribute to the Group’s total assets and aggregated
profit before tax thresholds and are thereby selected in accordance with the requirements set by the US SEC.

Other subsidiaries as of 31 December 2013

Share capital

Equity interest

Company Registered office Primary business division in million  accumulated in %
Topcard Service AG Glattbrugg, Switzerland Retail & Corporate CHF 0.2 100.0
UBS(ItaIra)SpA T Milang [taly HH”UBSWeaIthManagement BR800 1000
UBS (Luxembourgl SA. ‘ '.Luxembourg, Lukembourg meBSWeaIth Management CCHF 1500 1000
UBSAIternatlveand Quantltatrve Investments LLC ‘ 'W||m|ngton Delaware, USAHW GIobaIAsset Management b o1 1000
UBSBetelIlgungsGmbH&Co KG 'Frankfurt Germany UBSWeaIthManagement R 5688 1000
UBS Card Center AG 'Glattbrugg SW|tzerIand meetall&Corporate 1000
UBSCredrtCorp 'ermrngton Delaware USAHWWealthManagement/;\merrcas  uwp 00 1000
UBSDeutschIandAGH 'Frankfurt Germany UBS Wealth Management O BRR 17601000
UBS FundAdV|sor LLC Wllmlngton Delaware USA Wealth ManagementAmencas usb o 1000
UBS Fund Management (SW|tzerIand) ‘ 'Basel SW|tzerIand GlobalAsset Management 1000
UBS Fund Services (Cayman) Ltd ‘ 'GeorgeTown Cayman Islands - GIobaIAsset Management . uwd s 1000
UBS GIobaIAsset Management(Amerlcas) Inc‘ 'Wllmmgton Delaware USA * Global Asset Management S uwp 001000
UBSGlobaIAssetManagement(Japan)Ltd D 'Tokyo Japan HHGlobalAssetManagement Y 220000 1000
UBS Global Asset Management(Slngapore) Ltd 'Slngapore Slngar)ore " Global Asset Management‘ s 40 1000
UBS Loan Finance LLC 'ermrngton Delaware, US'AHWInvestmentBank 7w o1 10000
UBSOConnorLLC 'Dover Delaware USA HmGIobaIAssetManagement o uwp 1010000
UBSRealEstateSecurltlesInc 'Wllmlngton Delaware LUSA  Investment Bank 0 w00 1000
UBSReaItyInvestorsLLC 'Boston Massachusetts USAHWGIobaIAssetManagement w90 1000
UBS Securrtres (Tharland) Ltd ‘ 'Bangkok Tharland Investment Bank - B 5 D 1000
UBSSecur|t|esAustraIra Ltd ‘ 'Sydney,Australla W'InvestmentBankH S a0 03 1000
UBS Securities Canada Inc. 'Toronto Canada InvestmentBank  CAD 100 1000
UBSSecurltlesEspanaSouedaddeValoresSA‘ 'Madrld Spaln " lnvestmentBank  EWR 150 1000
UBS Securities India Private Limited ~ Mumbaindia  InvestmentBank N\ 1400 1000
UBSSecuntresJapanCo Ltd 'Tokyo Japan " nvestmentBank Y 744500 1000
UBS Securities Pte. Ltd. ‘ 'Srngapore Srngal)ore InvestmentBank  s&D 4204 1000
UBS Serwces LLC ‘ 'W|Im|ngton Delaware USA " Investment Bank up 00 S 1000
UBSTrustCompanyofPuertocho 'HatoRey,Puertocho HmWealthManagementAmerrcas D01 1000

1 Includes a nominal amount relating to redeemable preference shares.
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Note 30 Interests in subsidiaries and other entities (continued)

Changes in consolidation scope

On 1 January 2013, UBS adopted IFRS 10, resulting in a change in
the consolidation status of certain entities. Refer to “Note 1b
Changes in accounting policies, comparability and other adjust-
ments” for an overview of the effects on total comprehensive in-
come and on the balance sheet. There were no material changes
in the scope of consolidation in 2013.

b) Interests in associates and joint ventures

Non-controlling interests

As of 31 December 2013 and 31 December 2012, non-controlling
interests were not material to the Group. In addition, as of these
dates there were no significant restrictions on UBS's ability to ac-
cess or use the assets and settle the liabilities of the Group result-
ing from protective rights of non-controlling interests.

-> Refer to the “Statement of changes in equity” for more
information

As of 31 December 2013 and 31 December 2012, no associate or
joint venture was individually material to the Group. In addition,
there were no significant restrictions on the ability of associates or
joint ventures to transfer funds to UBS AG or its subsidiaries in the

Investments in associates and joint ventures

form of cash dividends or to repay loans or advances made. There
were no quoted market prices for any associates or joint ventures
of the Group.

CHF million 31.12.13 31.12.12
Carrying amount at the beginning of the year 858 795
T S
Disposals @ Q)
Share of comprehensive income 59 113
ofwh/chshareofnetprofn’ e
* of which: share of other comprehensive income? g 55
e recaived (69) T
Foreign currency translation @ 1
Carrying amount at the end of the year 842 858

of which: associates 815 828
e G
ofWhlchSlXGroupAG” B R

T SR
ofwh/chjomtventures T TR

1 For 2013, consists of CHF 37 million from associates and CHF 12 million from joint ventures. For 2012, consists of CHF 76 million from associates and CHF 12 million from joint ventures. 2 For 2013, consists of CHF 9 mil-
lion from associates and CHF 1 million from joint ventures. For 2012, consists of CHF 24 million from associates and CHF 1 million from joint ventures. 3 UBS's equity interest amounts to 20.0%. 4 UBS's equity interest

amounts to 17.3% and UBS is represented on the Board of Directors.
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Note 30 Interests in subsidiaries and other entities (continued)

¢) Interests in unconsolidated structured entities

During 2013, the Group sponsored the creation of various struc-
tured entities (SE) and interacted with a number of non-sponsored
SE, including securitization vehicles, client vehicles as well as certain
investment funds, which UBS did not consolidate as of 31 Decem-
ber 2013 because it did not control these entities.
- Refer to Note 1a) 3) for more information on the nature, purpose,
activities and financing structure of these entities

Interests in unconsolidated structured entities

The table below presents the Group’s interests in and maximum
exposure to loss from unconsolidated SE as of 31 December
2013. In addition, the total assets held by the SE in which UBS
had an interest as of 31 December 2013 are provided, except for
investment funds sponsored by third parties, for which the carry-
ing value of UBS's interest as of 31 December 2013 has been
disclosed.

31.12.13

Securitization Investment Maximum
CHF million, except where indicated vehicles  Client vehicles funds Total exposure to loss’
Trading portfolio assets 3,298 544 6,509 10,350 10,350
Positive replacement values e 0
Financial assets designated at fairvalee e 2 L - R X
L TR . 1878 S 2244 2244
Financial investments available-forsale a0 1m0 409 4,09
Other mssete B
Total assets 5,2023 4,756 7,048 17,005
Negative replacement values 1,263* 0 1,263 16
Total liabilities 1,263° 0 1,263
Assets held by the unconsolidated structured entities
in which UBS had an interest (CHF billion) 390¢ 96’ 266°

1 For purposes of this disclosure, maximum exposure to loss amounts do not consider the risk-reducing effects of collateral or other credit enhancements.
ignated at fair value and held at amortized cost. The maximum exposure to loss for these instruments is equal to the notional amount.
4 Comprised of credit default swap (CDS) liabilities and other swap liabilities. The maximum exposure to loss for CDS is equal to the sum of the negative carrying value and the notional
5 Entirely held by Corporate Center — Non-core and Legacy Portfolio.
8 Represents the net asset value of the investment funds sponsored by UBS (CHF 260 billion) and the carrying value of UBS's interest in the investment funds not sponsored by UBS (CHF 7 billion).

Non-core and Legacy Portfolio.
amount. For other swap liabilities, no maximum exposure to loss is reported.
value of total assets.

The Group retains or purchases interests in unconsolidated SE in
the form of direct investments, financing, guarantees, letters of
credit, derivatives and through management contracts.

For retained interests, the Group’s maximum exposure to loss is
generally equal to the carrying value of the Group’s interest in the
SE, with the exception of guarantees, letters of credit and credit
derivatives for which the contract’s notional amount, adjusted for
losses already incurred, represents the maximum loss that the
Group is exposed to. In addition, the current fair value of deriva-
tive swap instruments with a positive replacement value only,
such as total return swaps, are presented as UBS’s maximum ex-
posure to loss. Risk exposure for these swap instruments could
change over time with market movements.

The maximum exposure to loss disclosed in the table above
does not reflect the Group's risk management activities, including
effects from financial instruments that the Group may utilize to
economically hedge the risks inherent in the unconsolidated SE
or the risk reducing effects of collateral or other credit enhance-
ments.
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2 Represents the carrying value of loan commitments, both des-
3 Of the CHF 5.2 billion, CHF 5.0 billion or 96% was held by Corporate Center —

6 Represents principal amount outstanding. 7 Represents the market

In 2013, the Group did not provide support, financial or
otherwise, to an unconsolidated structured entity when the
Group was not contractually obligated to do so, nor has the
Group an intention to do so in the future.

In 2013, income earned from interests in unconsolidated SE
primarily resulted from mark-to-market movements recognized in
net trading income as well as fee and commission income re-
ceived from UBS sponsored funds.

Interests in securitization vehicles

As of 31 December 2013, the Group retained interests in securiti-
zation vehicles related to financing, underwriting, secondary mar-
ket and derivative trading activities. In some cases the Group may
be required to absorb losses from an unconsolidated SE before
other parties because the Group’s interest is subordinated to oth-
ers in the ownership structure. An overview of the Group’s inter-
ests in unconsolidated securitization vehicles and the relative
ranking and external credit rating of those interests as of 31 De-
cember 2013 is presented in the table on the next page.



Note 30 Interests in subsidiaries and other entities (continued)

Interests in unconsolidated securitization vehicles'

31.12.13
Residential Commercial
mortgage- mortgage- Other
backed backed asset-backed Re-securiti-
CHF million, except where indicated securities securities securities? zation® Total

Sponsored by UBS

Interests in senior tranches

of which: Loans 47 639 686

Total assets held by the vehicles in which UBS had an interest (CHF billion) 1 26 2 4 32

Not sponsored by UBS

Interests in senior tranches

of which: Loans 0 0 1,002 190 1,192

Total assets held by the vehicles in which UBS had an interest (CHF billion) 103 149 70 27 349

1 This table excludes derivative transactions with securitization vehicles. 2 Includes credit card, car and student loan structures. 3 Includes collateralized debt obligations.

485

Financial information



Financial information
Notes to the consolidated financial statements

Note 30 Interests in subsidiaries and other entities (continued)

The numbers outlined in the table on the previous page differ from
the securitization positions presented in the “Supplemental disclo-
sures required under Basel Il Pillar 3 regulations” section of this
report, primarily due to: (i) exclusion from the table above of syn-
thetic securitizations transacted with entities that are not SE and
transactions in which the Group did not have an interest because
it did not absorb any risk, (ii) a different measurement basis in
certain cases (e.g., IFRS carrying value within the table above com-
pared with net exposure amount at default for Basel Il Pillar 3
disclosures) and (iii) different classification of vehicles viewed as
sponsored by the Group versus sponsored by third parties.
- Refer to Note 1a) items 3) and 12) for more information on
when the Group is viewed as the sponsor of an SE and for the
Group’s accounting policies regarding securitization vehicles
established by UBS
- Refer to the “Supplemental disclosures required under Basel Il
Pillar 3 regulations” section of this report for more information
on securitization exposures

Interests in client vehicles

As of 31 December 2013, the Group retained interests in client
vehicles sponsored by the Group and third parties that relate to
financing and derivative activities and to hedge structured pro-
duct offerings. Included within these investments are securities
guaranteed by US government agencies.

Interests in investment funds

The Group holds interests in a number of investment funds, pri-
marily resulting from seed investments or to hedge structured
product offerings. In addition to the interests disclosed in the ta-

ble on the previous page, the Group manages the assets of vari-
ous pooled investment funds and receives fees which are based,
in whole or part, on the net asset value of the fund and/or the
performance of the fund. The specific fee structure is determined
based on various market factors and considers the nature of the
fund, the jurisdiction of incorporation as well as fee schedules
negotiated with clients. These fee contracts represent an interest
in the fund as they align the Group's exposure to investors, pro-
viding a variable return which is based on the performance of the
entity. Depending on the structure of the fund, these fees may be
collected directly from the fund assets and/or from the investors.
Any amounts due are collected on a regular basis and are gener-
ally backed by the assets of the fund. The Group did not have any
material exposure to loss from these interests as of 31 December
2013.

Sponsored unconsolidated structured entities in which UBS did
not have an interest

For several sponsored SE, no interest was held by the Group as of
31 December 2013. However, during the reporting period the
Group transferred assets, provided services and held instruments
which did not qualify as an interest with these sponsored SE, and
accordingly earned income or incurred expenses from these enti-
ties. The table below presents the income earned and expenses
incurred directly from these entities during 2013 as well as asset
information. The table does not include income earned and ex-
penses incurred from risk management activities, including in-
come and expenses from financial instruments that the Group
may utilize to economically hedge instruments transacted with
the unconsolidated SE.

Sponsored unconsolidated structured entities in which UBS did not have an interest at year end’

As of or for the year ended

31.12.13

Securitization Client Investment
CHF million, except where indicated vehicles vehicles funds Total
Net interest income 1 (48) (19) (66)
Net fee and commission income D e e
Nettrading income ey (368) T3 (525)
Total income (270) (416) 159 (527)
Asset information (CHF billion) 22 03 134

1 This table excludes net profit attributable to preferred noteholders of CHF 204 million.
transferred by UBS and CHF 1 billion was transferred by third parties.
total net asset value of the respective investment funds.

During 2013, the Group primarily earned fees and incurred net trad-
ing losses from sponsored SE in which UBS did not hold an interest.
The majority of the fee income arose from investment funds that are
sponsored and administrated by the Group and managed by third
parties. As the Group does not provide any active management ser-
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2 Represents total assets transferred to the respective securitization vehicles. Of the total amount transferred, CHF 1 billion was
3 Represents total assets transferred to the respective client vehicles. The entire amount relates to assets transferred by UBS.

4 Represents the

vices, UBS was not exposed to risk from the performance of these
entities and therefore was deemed not to have an interest in them.

In certain structures, the fees receivable for administrative pur-
poses may be collected directly from the investors and have there-
fore not been included in the table above.



Note 30 Interests in subsidiaries and other entities (continued)

In addition, the Group incurred net trading losses from mark-
to-market movements arising primarily from derivatives, such as
interest rate swaps and credit derivatives in which the Group pur-
chases protection, and financial liabilities designated at fair value,
which do not qualify as interests because the Group does not
absorb variability from the performance of the entity. The net
losses reported do not reflect economic hedges or other mitigat-
ing effects from the Group’s risk management activities.

Note 31 Business combinations

During 2013, UBS and third parties transferred assets totaling
CHF 3 billion into sponsored securitization and client vehicles cre-
ated in 2013. For sponsored investment funds, transfers arose
during the period as investors invested and redeemed positions,
thereby changing the overall size of the funds alongside market
movements, resulting in a total closing net asset value of CHF
13 billion.

Business combinations in 2013

In 2013, UBS completed the acquisition of all voting and owner-
ship interests in Link Investimentos, a Brazilian financial services
firm that was integrated into the Investment Bank. The acquisi-
tion cost was CHF 90 million of which CHF 55 million related to
goodwill, CHF 21 million to intangible assets, primarily related to

Note 32 Changes in organization

customer relationships, and CHF 14 million to other net assets.
The acquisition costs included a cash payment of CHF 35 million
and deferred consideration of CHF 55 million.

Business combinations in 2012

In 2012, no significant business combinations were completed.

Restructuring charges arise from programs that materially change
either the scope of business undertaken by the Group or the man-
ner in which such business is conducted. Restructuring charges
are non-recurring, temporary costs that are necessary to effect
such programs and include items such as severance and other
personnel related charges, duplicate headcount costs, impairment
and accelerated depreciation of assets, contract termination costs,
consulting fees, and related infrastructure and system costs. These
costs are presented in the income statement according to the un-
derlying nature of the expense. As the costs associated with re-
structuring programs are temporary in nature, and in order to
provide a more thorough understanding of business performance,
such costs are separately presented on the following page.

Prior to 2013, restructuring charges were limited to (i) items
recognized in the restructuring provision, consisting of severance
and other personnel related items and onerous lease contracts
and (i) associated asset impairments. The expanded definition of
restructuring charges better reflects the total economic costs aris-
ing from UBS's restructuring programs and thus provides better
information regarding the effects of its investment in significant
transformational activities expected to reduce operating costs
upon completion. This change solely affects the presentation of
charges and does not affect the timing of when such charges are
recognized in our operating results. The effect of this expanded
definition on all prior periods is not material and thus no amounts
have been restated.
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Note 32 Changes in organization (continued)

Net restructuring charges by business division and Corporate Center

For the year ended

CHF million 31.12.13 31.12.12 31121
Wealth Management 178 26 82
WealthManagementAmerlcas .......................................................................................... B (1) ,,,,,,,,,,,,,, o
el & Corporate ................................................................................................... R SR 5
Clobal AssetManagement .............................................................................................. G o 2
e g o e Bt
Corporate G e S s
b Core Famagor (6) (8) ,,,,,,,,,,,,,, o
b Mo core and Legac y bty P s "
Total net restructuring charges 772 371 380

of which: personnel expenses 156 358 261
* ofwhich: general and administrative expenses 548 o 93
~ of which: depreciation and impairment of property and equipment 68 o 2%

Net restructuring charges by personnel expense category

For the year ended

CHF million 31.12.13 31.12.12 31.12.11

Salaries 65 64 31

Other personnel expenses 3 (1) 6 '

Total net restructuring charges: personnel expenses 156 358 261

Net restructuring charges by general and administrative expense category

For the year ended

CHF million 31.12.13 31.12.12 31121
Occupancy 35 (1) (1)
et o othereqmpment ........................................................................... g Lo
Miitaion S G .
el et PR o ;
Dot e
5 utsourcmg T e e S PR .
Other i 5
Total net restructuring charges: general and administrative expenses 548 0 93

1 Mainly comprised of onerous real estate lease contracts.
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Note 33 Operating lease commitments

As of 31 December 2013, UBS was obligated under a number of
non-cancellable operating leases for premises and equipment
used primarily for banking purposes. The significant premises
leases usually include renewal options and escalation clauses in
line with general office rental market conditions, as well as rent
adjustments based on price indices. However, the lease agree-

ments do not contain contingent rent payment clauses and pur-
chase options, nor do they impose any restrictions on UBS's ability
to pay dividends, engage in debt financing transactions or enter
into further lease agreements.

The minimum commitments for non-cancellable leases of
premises and equipment are presented as follows.

CHF million 31.12.13
Expenses for operating leases to be recognized in:
10 2316
Subtotal commitments for minimum payments under operating leases 5,330
Less: Sublease rental income commitments 383
Net commitments for minimum payments under operating leases 4,947
CHF million 31.12.13 31.12.12 31.12.11
Gross operating lease expense recognized in the income statement 792 860 837
Sublease rental income 74 87 84
Net operating lease expense recognized in the income statement 718 773 754
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Note 34 Related parties

UBS defines related parties as associates (entities which are sig-
nificantly influenced by UBS), post-employment benefit plans for
the benefit of UBS employees, key management personnel, close
family members of key management personnel and entities which

a) Remuneration of key management personnel

are, directly or indirectly, controlled or jointly controlled by key
management personnel or their close family members. Key
management personnel is defined as members of the Board of
Directors (BoD) and Group Executive Board (GEB).

The non-independent members of the BoD have top management employment contracts and receive pension benefits upon retire-
ment. Total remuneration of the non-independent members of the BoD and GEB members, including those who stepped down during

2013, is provided in the table below.

Remuneration of key management personnel

CHF million 31.12.13 31.12.12 31.12.11
Base salaries and other cash payments 19 20 21
R R
Annual|ncent|veawardunderDCCP R 19 21 0
Employerscontrlbutlonstoretlrementbenefltplans B T T
Benefltsmklnd fnngebeneﬁts(atmarketvalue) L T
Eqwtybasedcompensanonz SR
Total 88 76 79

1 Includes immediate and deferred cash.
comprised of EOP awards. In 201

2 Expenses for shares granted is measured at grant date and allocated over the vesting period, generally for 5 years. In 2013 and 2012, equity-based compensation was entirely
1, equity-based compensation included PEP and SEEOP awards, as well as blocked shares due to applicable UK FSA regulations.

The independent members of the BoD do not have employment or service contracts with UBS, and thus are not entitled to benefits
upon termination of their service on the BoD. Payments to these individuals for their services as external board members amounted to
CHF 7.6 million in 2013, CHF 7.6 million in 2012 and CHF 7.0 million in 2011.

b) Equity holdings of key management personnel

31.12.13 31.12.12
Number of stock options from equity participation plans held by non-independent members of the BoD and the GEB members' 2,865,603 13,137,426
Number of shares held by members of the BoD, GEB and partles cIoser linked to them? 3 951 869 4 557 522

1 Refer to “Note 29 Equity participation and other compensation plans” for more information.

Of the share totals above, 5,597 shares were held by close family
members of key management personnel on 31 December 2013
and 31 December 2012, respectively. No shares were held by enti-
ties that are directly or indirectly controlled or jointly controlled by
key management personnel or their close family members on
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2 Excludes shares granted under variable compensation plans with forfeiture provisions.

31 December 2013 and 31 December 2012. Refer to “Note 29
Equity participation and other compensation plans” for more in-
formation. As of 31 December 2013, no member of the BoD or
GEB was the beneficial owner of more than 1% of UBS AG's
shares.



Note 34 Related parties (continued)

¢) Loans, advances and mortgages to key management personnel

Non-independent members of the BoD and GEB members have
been granted loans, fixed advances and mortgages on the same
terms and conditions that are available to other employees, which
are based on terms and conditions granted to third parties but are

Loans, advances and mortgages to key management personnel’

adjusted for differing credit risk. Independent BoD members are
granted loans and mortgages under general market conditions.

Movements in the loan, advances and mortgage balances are
as follows.

CHF million 2013 2012
Balance at the beginning of the year 19 19
Meiton S :
Meductions (1) ............... ( 5)
Balance at the end of the year 20 19

1 All loans are secured loans, except for CHF 311,308 in 2012.

d) Other related party transactions with entities controlled by key management personnel

During 2013 and 2012, UBS entered into transactions at arm’s
length with entities which are directly or indirectly controlled or
jointly controlled by UBS's key management personnel or their
close family members. In 2013, these entities included H21 Macro

Other related party transactions

Fund Ltd (Cayman Islands), DKSH Holding Ltd. (Switzerland) and
Immo Heudorf AG (Switzerland). In 2012, these entities included
H21 Macro Fund Ltd (Cayman Islands) and Immo Heudorf AG
(Switzerland).

CHF million 2013 2012
Balance at the beginning of the year 1 "
Additions 0 1
Reductions 1 0
Balance at the end of the year 10’ 11!
1 Comprised of loans.
Other transactions with these related parties include:
CHF million 2013 2012
Goods sold and services provided to UBS 0 0
Fees received for services provided by UBS 2 0
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Note 34 Related parties (continued)

e) Transactions with associates and joint ventures

All transactions with associates and joint ventures are conducted at arm’s length.

Loans and outstanding receivables to associates and joint ventures

CHF million 2013 2012
Balance at the beginning of the year 450 231
Mgtione S B
Medactions (1'6‘3) ............. =5
Fore|gncurrency e o
Bolance ot the end of theyear ....................................................................................................... g i
T Sy fios
e g 7

Other transactions with associates and joint ventures transacted at arm’s length.

As of or for the year ended
CHF million 31.12.13 31.12.12
Payments to associates and joint ventures for goods and services received 163 131

Commitments and contingent liabilities to associates and joint ventures 2 8

Refer to “Note 30 Interests in subsidiaries and other entities” for an overview of investments in associates and joint ventures.

f) Additional information

UBS may also engage in trading and risk management activities  UBS is also a market-maker in equity and debt instruments and at
(e.g., swaps, options and forwards) with related parties. These times may hold positions in instruments of related parties. These
transactions may give rise to credit risk either for UBS or for a re-  transactions are generally entered into at arm’s length terms.
lated party towards UBS. As part of its normal course of business,
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Note 35 Invested assets and net new money

Invested assets

Invested assets include all client assets managed by or deposited
with UBS for investment purposes. Invested assets include man-
aged fund assets, managed institutional assets, discretionary and
advisory wealth management portfolios, fiduciary deposits, time
deposits, savings accounts and wealth management securities or
brokerage accounts. All assets held for purely transactional pur-
poses and custody-only assets, including corporate client assets
held for cash management and transactional purposes, are ex-
cluded from invested assets as the Group only administers the
assets and does not offer advice on how the assets should be in-
vested. Also excluded are non-bankable assets (e.g., art collec-
tions) and deposits from third-party banks for funding or trading
purposes.

Discretionary assets are defined as client assets that UBS de-
cides how to invest. Other invested assets are those where the
client ultimately decides how the assets are invested. When a
single product is created in one business division and sold in an-
other, it is counted in both the business division that manages the
investment and the one that distributes it. This results in double
counting within UBS total invested assets, as both business divi-
sions are providing a service independently to their respective cli-
ents, and both add value and generate revenue.

Net new money

Net new money in a reporting period is the amount of invested
assets that are entrusted to UBS by new and existing clients, less
those withdrawn by existing clients and clients who terminated
their relationship with UBS.

Net new money is calculated using the direct method, under
which inflows and outflows to/from invested assets are deter-
mined at the client level based on transactions. Interest and divi-
dend income from invested assets are not counted as net new
money inflows. Market and currency movements as well as fees,
commissions and interest on loans charged are excluded from net
new money, as are the effects resulting from any acquisition or
divestment of a UBS subsidiary or business. Reclassifications be-
tween invested assets and custody-only assets as a result of a
change in the service level delivered are generally treated as net
new money flows. However, where such change in service level
directly results from a new, externally imposed regulation, the
one-time net effect of the implementation is reported as an asset
reclassification without net new money impact.

The Investment Bank does not track invested assets and net
new money. However, when a client is transferred from the In-
vestment Bank to another business division, this produces net
new money even though client assets were already with UBS. Net
new money resulting from such transfers between business divi-
sions was zero in 2013 and 2012.

For the year ended

CHF billion 31.12.13 31.12.12
Fund assets managed by UBS 244 270
Discretionary assets 74 e
Other invested assets 1432 1325
Total invested assets (double counts included) 2,390 2,230
of which: double count 156 172
' of which: acquisitions (divestments) 66 (138
Net new money (double counts included) 32.3 32.9
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Note 36 Currency translation rates

The following table shows the rates of the main currencies used to translate the financial information of our foreign operations into
Swiss francs.

Spot rate Average rate'
As of Year ended
31.12.13 31.12.12 31.12.13 31.12.12 31.12.11
1UsD 0.89 0.92 0.92 0.93 0.88
A G S
Ll T

1 Monthly income statement items of foreign operations with a functional currency other than Swiss franc are translated with month-end rates into Swiss francs. Disclosed average rates for a year represent an average of
twelve month-end rates, weighted according to the income and expense volumes of all foreign operations of the Group with the same functional currency for each month. Weighted average rates for individual business
divisions may deviate from the weighted average rates for the Group.

Note 37 Events after the reporting period

There have been no material events after the reporting period which would require disclosure in or adjustment to the 31 Decem-
ber 2013 Financial Statements.
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Note 38 Swiss GAAP requirements

The consolidated Financial Statements of UBS are prepared in ac-
cordance with International Financial Reporting Standards (IFRS).
The Swiss Financial Market Supervisory Authority (FINMA) re-
quires banks which present their financial statements under IFRS
to provide a narrative explanation of the main differences be-
tween IFRS and Swiss GAAP (FINMA Circular 2008/2 and the
Banking Ordinance). Included in this note are the significant dif-
ferences in regard to recognition and measurement between IFRS
and the provisions of the Banking Ordinance and the guidelines
of the FINMA governing financial statement reporting pursuant
to Article 23 through Article 27 of the Banking Ordinance. The
differences outlined in points two through nine also apply to the
Parent Bank statutory accounts. Refer to Parent Bank financial
statements “Note 2 Accounting policies, c) Accounting policies
to be adopted in the future” for an outlook on the expected
Swiss GAAP revision.

1. Consolidation

Under IFRS, all entities which are controlled by the Group are con-
solidated.

Under Swiss GAAP, only entities that are active in the field of
banking and finance and real estate entities are subject to con-
solidation. Entities which are held temporarily are generally re-
corded as financial investments.

2. Financial investments available-for-sale

Under IFRS, financial investments available-for-sale are carried at
fair value. Changes in fair value are recorded directly in equity
until an investment is sold, collected or otherwise disposed of, or
until an investment is determined to be impaired. At the time an
available-for-sale investment is determined to be impaired, the
cumulative unrealized loss previously recognized in equity is in-
cluded in net profit or loss for the period. On disposal of a finan-
cial investment available-for-sale, the cumulative unrecognized
gain or loss previously recognized in equity is recognized in the
income statement.

Under Swiss GAAP, classification and measurement of finan-
cial investments available-for-sale depends on the nature of the
investment. Equity instruments with no permanent holding in-
tent and debt instruments are classified as Financial investments
and measured at lower of (amortized) cost or market. Market
value adjustments up to the original cost amount and realized
gains or losses upon disposal of the investment are recorded in
the income statement as Other income from ordinary activities.
Equity instruments with a permanent holding intent are classified
as participations in Investments in subsidiaries and other partici-

pations and measured at cost less impairment. Impairment losses
are recorded in the income statement as Impairment of invest-
ments in subsidiaries and other participations. Reversal of impair-
ments up to the original cost amount as well as realized gains or
losses upon disposal of the investment are recorded as Extraordi-
nary income/Extraordinary expenses in the income statement.

3. Cash flow hedges

The Group designates derivative instruments in cash flow hedge
accounting relationships. Under IFRS, when hedge accounting is
applied, the fair value gain or loss on the effective portion of the
derivative designated as a cash flow hedge is recognized in equity.
When the hedged cash flows materialize, the accumulated unrec-
ognized gain or loss is reclassified to income.

Under Swiss GAAP, the effective portion of the fair value
change of the derivative instrument used to hedge cash flow ex-
posures is deferred on the balance sheet as Other assets or Other
liabilities. The deferred amounts are released to income when the
hedged cash flows materialize.

4. Fair value option

Under IFRS, the Group applies the fair value option to certain
financial assets and financial liabilities not held for trading. In-
struments for which the fair value option is applied are account-
ed for at fair value with changes in fair value reflected in Net
trading income. The fair value option is applied primarily to
structured debt instruments, certain non-structured debt instru-
ments, structured reverse repurchase and repurchase agree-
ments and securities borrowing agreements, certain structured
and non-structured loans as well as loan commitments.

Under Swiss GAAP, the fair value option can only be applied to
structured products issued that consist of a debt host contract
and an embedded derivative(s) that requires bifurcation. Changes
in fair value attributable to changes in own credit are not recog-
nized in the income statement.

5. Goodwill and intangible assets

Under IFRS, goodwill acquired in a business combination is not
amortized but tested annually for impairment. Intangible assets
acquired in a business combination with an indefinite useful life
are also not amortized but tested annually for impairment.

Under Swiss GAAP, goodwill and intangible assets with indefi-
nite useful lives are amortized over a period not exceeding five
years, unless a longer useful life, which may not exceed twenty
years, can be justified.
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Note 38 Swiss GAAP requirements (continued)

6. Pension funds

Swiss GAAP permits the use of IFRS or Swiss accounting standards
for pension funds, with the election made on a plan by plan basis.

UBS applies IFRS (IAS 19) for its non-Swiss defined benefit
plans and Swiss accounting standards (Swiss GAAP FER 16, “FER
16") for the Swiss pension plan in the Parent Bank. The require-
ments of FER 16 are better aligned with the specific nature of
Swiss pension plans, which are hybrid in that they combine ele-
ments of defined contribution and defined benefit plans, but are
treated as defined benefit plans under IFRS. The financial state-
ments of the Swiss pension plan are prepared in accordance with
Swiss GAAP FER 26 (“FER 26"). Key differences between FER
16/26 and IAS 19 relate to the treatment of future salary increas-
es, which are not considered under FER 16/26, and the determi-
nation of the discount rate.

For defined benefit plans, IFRS requires the full defined benefit
obligation net of the plan assets to be recorded on the balance
sheet, with changes resulting from remeasurements recognized
directly in equity. For plans for which IFRS is elected, Swiss GAAP
requires that changes due to remeasurements are recognized in
the income statement.

Swiss accounting standards require that employer contribu-
tions to the pension fund are recognized as personnel expenses in
the income statement. Further, FER 16 requires an assessment as
to whether, based on the financial statements of the pension fund
prepared in accordance with Swiss accounting standards (FER 26),
an economic benefit or obligation for the employer arises from
the pension fund and is recognized in the balance sheet when
conditions are met. Conditions for recording a pension asset or
liability would be met if, for example, an employer contribution
reserve is available or the employer is required to contribute to the
reduction of a pension deficit (on an FER 26 basis).
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7. Netting of replacement values

Under IFRS, replacement values are reported on a gross basis un-
less certain restrictive requirements are met. Under Swiss GAAP,
replacement values and the related cash collateral are reported on
a net basis, provided the master netting and the related collateral
agreements are legally enforceable.

8. Restructuring provisions

Under Swiss GAAP, a provision for restructuring costs is recog-
nized when a detailed formal plan is approved by the governing
body responsible for the overall direction, supervision and control
of the entity. For IFRS, in addition to a detailed formal plan for the
restructuring, a provision for restructuring costs is recognized only
when the entity also has raised a valid expectation in those af-
fected that it will carry out the restructuring by starting to imple-
ment the plan or announcing its main features to those affected
by it. Therefore, the recognition of a provision for restructuring
may occur earlier under Swiss GAAP than under IFRS.

Furthermore under Swiss GAAP, the restructuring provision in-
cludes all costs that are directly related to the restructuring mea-
sures and that are not associated with the ongoing ordinary ac-
tivities of the entity, whereas under IFRS, costs associated with the
ongoing activities of the entity must not be included in the provi-
sion. Swiss GAAP results in a wider scope of charges being eligible
for inclusion in the restructuring provision than IFRS.

9. Extraordinary income and expense
Certain items of non-recurring and non-operating income and ex-

pense are classified as extraordinary items under Swiss GAAP. This
distinction is not available under IFRS.



Note 39 Supplemental guarantor information required under SEC regulations

Guarantee of PaineWebber securities

Following the acquisition of Paine Webber Group Inc. (PaineWeb-
ber), UBS AG entered into a full and unconditional guarantee
of the senior notes, the subordinated notes and the trust pre-
ferred securities (“Debt Securities”) of PaineWebber. Prior to the
acquisition, PaineWebber was an SEC registrant. Upon acquisi-
tion, PaineWebber was merged into UBS Americas Inc., a wholly-
owned subsidiary of UBS AG.

Under the guarantee, if UBS Americas Inc. fails to make any

ers of the Debt Securities or the Debt Securities trustee may de-
mand payment from UBS AG without first proceeding against
UBS Americas Inc. UBS AG's obligations under the subordinated
note guarantee are subordinated to the prior payment in full
of the deposit liabilities of UBS AG and all other liabilities of
UBS AG.

The information presented in this note is prepared in accor-
dance with IFRS and should be read in conjunction with the con-
solidated financial statements of UBS of which this information is
a part.

timely payment under the Debt Securities agreements, the hold-

Supplemental guarantor consolidated income statement

CHF million UBS AG UBS Other  Consolidating

For the year ended 31 December 2013 (Parent Bank)'  Americas Inc. subsidiaries entries UBS Group
Operating income

A 11308 ............. : 984 BT 1204 ............ (1359) ........... 13137
et expense ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, (7086) .............. (695) .............. (930) o 1359 ............ (7351)
Net interest income 4,221 1,290 275 0 5,786
Credltloss(expense)/recovery ............................................................. (14) .............. (33) ............... (3) ................ g (50)
Net interest income after credit loss expense 4,207 1,257 271 0 5,736
Netfee and commission income 46 678 3019 o 16,287
Nettradmglncome ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 4592 Co sg 05130
o fro dbediaas g [ (283) ................ o
e e 1073416 .............. (909) ................ A <40
Total operating income 16,582 8,833 2,600 (283) 27,732
Operating expenses

Personnelexpenses809955841499 ................ PR 15182
General and administrative expenses 3959 334 1058 0 8380
Depreciation and impairment of property and equipment 575 133 07 0o 816
Amortization and impairment of intangible assets 6 60 7 o 83
Total operating expenses 12,639 9,141 2,681 0 24,461
Operating profit/(loss) before tax 3,943 (307) (81) (283) 3,272
Tax expense/ (benefit) 567 (937) 261 0 (110)
Net profit/(loss) 3,376 630 (342) (283) 3,381
Net profit/(loss) attributable to preferred noteholders 204 0 0 0 204
Net profit/ (loss) attributable to non-controlling interests o o s o 5
Net profit/(loss) attributable to UBS shareholders 3,172 630 (347) (283) 3,172

1 UBS AG (Parent Bank) prepares its audited financial statements in accordance with Swiss GAAP. UBS AG (Parent Bank) net profit for 2013 in accordance with Swiss GAAP was CHF 2,753 million. Refer to the UBS AG (Parent
Bank) financial statements for more information. Amounts presented in this column serve as a basis for preparing Group Financial Statements under IFRS.
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Note 39 Supplemental guarantor information required under SEC regulations (continued)

Supplemental guarantor consolidated balance sheet

CHF million UBS AG UBS Other  Consolidating
As of 31 December 2013 (Parent Bank)'  Americas Inc. subsidiaries entries UBS Group

of which: assets pledged as collateral which may be sold
or repledged by counterparties 44,602 1,862 1,853 (5,869) 42,449

Other assets 13,506 7,572 2,047 (2,896) 20,228
Total assets 984,858 159,628 239,112 (373,737) 1,009,860
Liabilities

Other liabilities 28,781 16,244 20,648 (2,896) 62,777
Total liabilities 891,742 157,098 218,486 (307,402) 959,925
Equity attributable to UBS shareholders 91,222 2,530 20,585 (66,335) 48,002
Equity attributable to preferred noteholders 1,893 0 0 0 1,893
Equnyattnbutable tononcontrollmgmterests ................................................... g g R g e
Total equity 93,1162 2,530 20,626 (66,335)? 49,936
Total liabilities and equity 984,858 159,628 239,112 (373,737) 1,009,860

1 UBS AG (Parent Bank) prepares its audited financial statements in accordance with Swiss GAAP. UBS AG (Parent Bank) total assets and total equity as of 31 December 2013 in accordance with Swiss GAAP were
CHF 715,917 million and CHF 35,437 million, respectively. Refer to the UBS AG (Parent Bank) financial statements for more information. Amounts presented in this column serve as a basis for preparing Group Financial
Statements under IFRS. 2 Investments in subsidiaries which are presented gross in this table are eliminated against equity upon consolidation.

498



Note 39 Supplemental guarantor information required under SEC regulations (continued)

Supplemental guarantor consolidated statement of cash flows

CHF million UBS AG UBS Other
For the year ended 31 December 2013 (Parent Bank)!  Americas Inc. subsidiaries UBS Group
Net cash flow from/(used in) operating activities 55,469 (8,159) 7,015 54,325

Cash flow froml(used in) investing activities

Net (investment in)/divestment of financial investments available-for-sale 751 6,076 (861) 5,966
Net cash flow from/(used in) investing activities 351 5,922 (815) 5,457
Cash flow from/(used in) financing activities

Net acthlty in investments in subsidiaries

Net cash flow from/(used in) financing activities (41,377) (405) (5,774) (47,555)
Effects of exchange rate differences on cash and cash equivalents (2,330) (207) (165) (2,702)
Net increase/(decrease) in cash and cash equivalents 12,112 (2,850) 261 9,524
Cash and cash equivalents at the beginning of the year 71,858 14275 12,975 99,108
Cash and cash equivalents at the end of the year 83,970 11,425 13,237 108,632

Cash and cash equivalents comprise:

Due from banks* 2,503 11,024 23,465

Total b 11,425 13,237 108,632°

1 UBS AG (Parent Bank) prepares its audited financial statements in accordance with Swiss GAAP. Amounts presented in this column serve as a basis for preparing Group Financial Statements under IFRS. 2 Includes
dividends received from associates. 3 Money market paper is included in the balance sheet under Trading portfolio assets and Financial investments available-for-sale. 4 Includes positions recognized on the balance
sheet under Due from banks and Cash collateral receivables on derivative instruments. 5 CHF 8,333 million of cash and cash equivalents were restricted.
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Note 39 Supplemental guarantor information required under SEC regulations (continued)

Supplemental guarantor consolidated income statement

CHF million UBS AG UBS Other Consolidating

For the year ended 31 December 2012 (Parent Bank)' Americas Inc. subsidiaries entries UBS Group
Operating income

e 13376 ............ 2774 ............ 1882 ,,,,,,,,,,, (2065) ,,,,,,,,,,, 15968
Interest expense (©93%5) (1s3) (157 2065 (9,990)
Net interest income 3,982 1,622 375 0 5,978
Crednloss(expense)/recovery (7) ............. (112) o o (118)
Net interest income after credit loss expense 3,974 1,510 375 0 5,860
Netfee and commission income 5933 6333 3130 o 15,396
Nettradlnglncome ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 3”9 ............. ey g o o
T (3981) ............... R g 3981 ............... )
Oher o 1545 ............. B (1 687) ............... PR o
Total operating income 10,590 8,876 1,976 3,981 25,423
Operating expenses

e expe L 7682 ............ 5369 ............................... g 14737
General and administrative expenses 4643 2618 133 o 8,653
Depreciation and impairment of property and equipment s 04 8 0 689
Impaiment of goodwill 4 2,860 3,030
Amortization and impairment of intangible assets 3 & 0 o 106
Total operating expenses 12,843 11,034 0 27,216
Operating profit/(loss) before tax (2,254) (2,158) 3,981 (1,794)
Tax expense/ (benefit) 6 165 0 461
Net profit/(loss) (2,260) (2,323) 3,981 (2,255)
Net profit/(loss) attributable to preferred noteholders 220 0 0 0 220
Net profit/ (loss) attributable to non-controlling interests o o 5 o s
Net profit/(loss) attributable to UBS shareholders (2,480) (2,323) (1,658) 3,981 (2,480)

1 UBS AG (Parent Bank) prepares its audited financial statements in accordance with Swiss GAAP. Amounts presented in this column serve as a basis for preparing Group Financial Statements under IFRS.
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Note 39 Supplemental guarantor information required under SEC regulations (continued)

Supplemental guarantor consolidated balance sheet

CHF million UBS AG UBS Other Consolidating

As of 31 December 2012 (Parent Bank)' Americas Inc. subsidiaries entries UBS Group

........................................................................... 54192 66383

........................................................................... 29107 21220

........................................................................... 35749 37372

.......................................................................... 105197 130941
117337 160,564

of which: assets pledged as collateral which may be sold
or repledged by counterparties 47,226

Cash collateral receivables on deriv;
Financial assets designated at fai

Other assets
Total assets 1,213,726
Liabilities

Other liabilities 29,256 20,497 19,890 (3,122) 66,523
Total liabilities 1,122,924 212,801 321,653 (446,682) 1,210,697
Equity attributable to UBS shareholders 87,693 2,034 20,174 (63,951) 45,949
Equity attributable to preferred noteholders 3,109 0 0 0 3,109
Equity attributable to non-controlling interests o o 2 o 42
Total equity 90,802? 2,034 20,216 (63,951)? 49,100
Total liabilities and equity 1,213,726 214,835 341,869 (510,633) 1,259,797

1 UBS AG (Parent Bank) prepares its audited financial statements in accordance with Swiss GAAP. Amounts presented in this column serve as a basis for preparing Group Financial Statements under IFRS. 2 Investments in
subsidiaries which are presented gross in this table are eliminated against equity upon consolidation.
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Note 39 Supplemental guarantor information required under SEC regulations (continued)

Supplemental guarantor consolidated statement of cash flows

CHF million UBS AG (Parent UBS Other
For the year ended 31 December 2012 Bank)' Americas Inc. subsidiaries UBS Group
Net cash flow from/(used in) operating activities 49,291 10,795 7,075 67,160

Cash flow from/(used in) investing activities

Purchase of subsidiaries, associates and intangible assets (11) (11)
Disposal of subsidiaries, associates and intangible assets> n o o M

i ofproperty o equment ................................................................ (878) ........................................... (11 18)
Disposal of property and equipment 194 202
Net (investment in)/divestment of financial investments available-forsale (124290 780 (785 (13,994)
Net cash flow from/(used in) investing activities (13,082) (965) (832) (14,879)

Cash flow from/(used in) financing activities

nds paid and repayments of preferred notes

Net hanges of non-controlling interests

Net activity in investments in subsidiaries (2,600) 2,698 0
Net cash flow from/(used in) financing activities (30,631) 452 (7,932) (38,110)
Effects of exchange rate differences on cash and cash equivalents (200) (352) (121) (673)
Net increase/(decrease) in cash and cash equivalents 5,377 9,930 (1,808) 13,500
Cash and cash equivalents at the beginning of the year | 66481 433% 14793 85,609
Cash and cash equivalents at the end of the year 71,858 14,266 12,985 99,108
Cash and cash equivalents comprise:

Cash and balances with central banks 54192 135 7% 66,383
Money o paper3 ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 4279 ,,,,,,,,,,,,,, IR P 4381
B o oy 13387 ............ 2824 ,,,,,,,,,,, 12133 ,,,,,,,,,,, 28344
Total 71,858 14,266 12,985 99,108°

1 UBS AG (Parent Bank) prepares its audited financial statements in accordance with Swiss GAAP. Amounts presented in this column serve as a basis for preparing Group Financial Statements under IFRS. 2 Includes
dividends received from associates. 3 Money market paper is included in the balance sheet under Trading portfolio assets and Financial investments available-for-sale. 4 Includes positions recognized in the balance
sheet under Due from banks and Cash collateral receivables on derivative instruments. 5 CHF 10,109 million of cash and cash equivalents were restricted.
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Note 39 Supplemental guarantor information required under SEC regulations (continued)

Supplemental guarantor consolidated income statement

CHF million UBS AG UBS Other Consolidating
For the year ended 31 December 2011 (Parent Bank)' Americas Inc. subsidiaries entries UBS Group

Operating income

Interest income

Interest expense (1 1,143)'
Net interest income 4,457 6,826
Codit o s(expense) / recovery ....................................................... (96) ............................................................. (84)
Net interest income after credit loss expense 4,361 6,742
et feo o comiedion o 6351 ........................................................... 15236
et tradlnglncome ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 4 A S 4343
e oy o [ (677) ............... ;
Do o 1427 ............. g (689) ............... o 1467
Total operating income 16,972 8,230 3,263 (677) 27,788

Operating expenses

Amortization and impairment of intangible assets 26 80 21 0 127
Total operating expenses 11,940 7,679 2,864 0 22,482
Operating profit/(loss) before tax 5,032 551 399 (677) 5,307
Tax expense/ (benefit) 895 61 (55) 0 901
Net profit/(loss) 4,138 490 454 (677) 4,406
Net profit/(loss) attributable to non-controlling interests 0 2 266 0 268
Net profit/(loss) attributable to UBS shareholders 4,138 488 189 (677) 4,138

1 UBS AG (Parent Bank) prepares its audited financial statements in accordance with Swiss GAAP. Amounts presented in this column serve as a basis for preparing Group Financial Statements under IFRS.
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Note 39 Supplemental guarantor information required under SEC regulations (continued)

Supplemental guarantor consolidated statement of cash flows

CHF million UBS AG UBS Other
For the year ended 31 December 2011 (Parent Bank)' Americas Inc. subsidiaries UBS Group
Net cash flow from/(used in) operating activities (12,251) (933) (1,057) (14,241)

Ca;h fl'qu'ftr‘oml(used in) investing activities

Purchase of subsidiar

Net (investment in)/divestment of financial investments available-for-sale 19,125 1,165 (9) 20,281 '
Net cash flow from/(used in) investing activities 18,336 1,142 (101) 19,377
Cash flow from/(used in) financing activities

Net short-term debt issued/(repaid) 5459 o 9879 15,338
Net movements in treasury shares and own equity derivative actvity (18s) o o (1,885)
Issuance of long-term debt, including financial liabilities designated at fair value aggas 197 3509 52,590
Repayment of long-term debt, including financial liabilities designated at fair value (55668) ® (6950 (62,626)
Net changes of non-controlling interests o o (748 (748)
Netactivity in investments in subsidiaries 60 B e 0
Net cash flow from/(used in) financing activities (2,610) (177) 5,457 2,670
Effects of exchange rate differences on cash and cash equivalents (2,587) 299 159 (2,129)
Net increase/(decrease) in cash and cash equivalents 889 333 4,457 5,678
Cash and cash equivalents at the beginning of theyear | 65592 4003 10339 79,934
Cash and cash equivalents at the end of the year 66,481 4,336 14,796 85,612
Cash and cash equivalents comprise:

Cash and balances with central banks 38004 197 568 40,638
Money e paper3 ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 3804 ,,,,,,,,,,,,,, bg o 3900
B o banka 24582 ............ 2330 ,,,,,,,,,,, 14 P 41074
Total 66,481 4,336 14,796 85,612

1 UBS AG (Parent Bank) prepares its audited financial statements in accordance with Swiss GAAP. Amounts presented in this column serve as a basis for preparing Group Financial Statements under IFRS. 2 Includes
dividends received from associates. 3 Money market paper is included in the balance sheet under Trading portfolio assets and Financial investments available-for-sale. 4 Includes positions recognized in the balance
sheet under Due from banks and Cash collateral receivables on derivative instruments.
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Note 39 Supplemental guarantor information required under SEC regulations (continued)

Guarantee of other securities

The table below provides information on outstanding trust pre-
ferred securities which are registered under the US Securities Act
and issued by US-domiciled entities that are 100% legally owned
by UBS AG. These entities are not consolidated as UBS does not
absorb any variability from the performance of these entities.

Guarantee of other securities

However, UBS AG has fully and unconditionally guaranteed these
securities. UBS's obligations under the trust preferred securities
guarantee are subordinated to the prior payment in full of the
deposit and all other liabilities of UBS. As of 31 December 2013,
the amount of senior liabilities of UBS to which the holders of the
subordinated debt securities would be subordinated was approxi-
mately CHF 948 billion.

USD billion, unless otherwise indicated

As of 31.12.13

Issuing Entity Type of security

Amount

Date issued Interest (%) outstanding

UBS Preferred Funding Trust IV
UBS Preferred Funding Trust V

Non-cumulative trust preferred securities
Non-cumulative trust preferred securities

one-month USD
May 2003 LIBOR + 0.7 0.3
May 2006 6.243 1.0

Guarantee to UBS Ltd.

UBS AG has issued a guarantee for the benefit of each counter-
party of UBS Limited. Under this guarantee, UBS AG irrevocably

and unconditionally guarantees each and every obligation that
UBS Limited entered into. UBS AG promises to pay to that coun-
terparty on demand any unpaid balance of such liabilities under
the terms of the guarantee.
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1.3 Konsolidierter Zwischenabschluss der UBS per 30. Juni 2014

Die folgenden Seiten enthalten einen Auszug aus dem «Second Quarter 2014 Report» der UBS (Seiten
101-154). Die im «Second Quarter 2014 Report» enthaltenen Informationen reflektieren die Situation der
Gruppe und den zur Zeit der Erstellung verfligbaren Informationsstand und es kann keine Bestatigung gegeben
werden, dass die darin enthaltenen Informationen auf dem aktuellen Stand sind. Weitere Informationen
betreffend die Gruppe, einschliesslich Risiko und Investmentiberlegungen, kénnen in den 6ffentlich zugang-
lichen und dem jeweiligen Stand entsprechenden Offenlegungen der UBS gefunden werden (einschliesslich,
Jahresberichte, Zwischenberichte, ad-hoc Informationen und andere Offenlegungen wie beispielsweise der
EU Prospekt und andere Prospekte jeglicher Art.



Interim consolidated financial statements

(unaudited)

Income statement

For the quarter ended % change from Year-to-date
CHF million, except per share data Note 30.6.14 31.3.14 30.6.13 1014 2Q13 30.6.14 30.6.13
Interest income 3 3,337 3,191 3,541 5 6) 6,528 7,025
et expense ....................................................... S e (1 620) ........ (2333) ............ b (10) ........ (3714) ........ (4336)
Net interest income 3 1,572 1,208 (21) 3 2,814 2,689
CredltIoss(expense)/recovery ....................................................................... e (3) .......................... B PR (18)
Net interest income after credit loss expense 1,600 1,205 (23) 2 2,829 2,671

Other income 5 276 189 188 46 47 465 152
Total operating income 7,147 7,258 7,389 (2) (3) 14,405 15,164
Personnel expenses 6 3,842 3,967 3,855 (3) 0 7,809 7,955
Cooral i i expenses .................................... e 1871 .......... 1679 .......... 2299 ............. e (1 9) ......... 3550 .......... 4298 .
Depreuatlonand |mpa|rment ofproperty o eqmpment ............................... oy oy e ( 1) S o o
o |mpa|rmentof |ntang|bleassets ...................................... o R o ( 5) ............. (5) ............ o o
Total operating expenses 5,929 5,865 6,369 1 (7) 11,794 12,697
Operating profit/(loss) before tax 1,218 1,393 1,020 (13) 19 2,611 2,467
o expense/(beneﬂt) .................................................. g e e ( 7) ........... e ey e
Net profit/(loss) 904 1,054 895 (14) 1 1,958 1,884
Net profit/(loss) attributable to preferred noteholders 111 0 204 (46) m 204
N p .r'o'fi.t./l('l(.)és')' b s noncontrollmg e g Qe R Jo )
Net profit/(loss) attributable to UBS shareholders 792 1,054 690 (25) 15 1,846 1,678
Earnings per share (CHF)
Basic 9 0.21 0.28 0.18 (25) 17 0.49 0.45
B g g oy cig (22) ............ G s 0
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Interim consolidated financial statements (unaudited)

Statement of comprehensive income

For the quarter ended Year-to-date
CHF million 30.6.14 31.3.14 30.6.13 30.6.14 30.6.13
Comprehensive income attributable to UBS shareholders
Net profit/(loss) 792 1,054 690 1,846 1,678
Other comprehensive income
Other comprehensive income that may be reclassified to the income statement
Forelgn currency damslation
Fore|gncurrency IR movementsbefore IR P (1 76) .......... (1 67) ........... (88) ........... o1
Foreign exchange amounts reclassified to the income statement from equity () S €1 R m (61)
Income tax relating to foreign currengy translation movements o 2 o1 3)
Subtotal foreign currency translation, net of tax 87 (174) (201) (87) 327
Financial investments available-for-sale
Net unrealized gains/ (losses) on financial investments available-for-sale, before tax 101 88 (102 189 (82)
Impalrm o charges e o equr[y .................................................. g R g R ot
Realized gains reclassified o the income statement from equity 8) @) 9 (129) (133)
Rl losses oot b o e eqU|ty ....................................................... g g S et e
Income tax relating to net unrealized gains/(losses) on financial investments available-for-sale (8 (18) 7R 2 8
Subtotal financial investments available-for-sale, net of tax 16 31 (129) 47 (126)
Cash flow hedges
Effective portion of changes in fair value of derivative instruments designated as cash flow hedges,
before tax 639 538 (756) 1,177 (777)
Net (gains)! losses reclassified to the income statement from equity 304) (268) (345 G72) (665)
e relatmg R, hedges ........................................................................... (73) ........... (60) ........... e (132) ........... 200
Subtotal cash flow hedges, net of tax 262 210 (873) 472 (1,143)
Total other comprehensive income that may be reclassified to the income statement,
net of tax 364 67 (1,204) 432 (942)

Other comprehensive income that will not be reclassified to the income statement

Defined benefit plans

Subtotal defined benefit plans, net of tax 26 344 520 370 773
Total other comprehensive income that will not be reclassified to the income statement,

net of tax 26 344 520 370 773
Totalothercomprehenswelncome390 ............ JEAREEE (684) ........... o (170)
Total comprehensive income attributable to UBS shareholders 1,183 1,465 6 2,648 1,509
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Statement of comprehensive income (continued)

For the quarter ended

Year-to-date

CHF million 30.6.14 31.3.14 30.6.13 30.6.14 30.6.13
Comprehensive income attributable to preferred noteholders
Net profit/(loss) 1 0 204 1M1 204

Other comprehensive income

Other comprehensive income that will not be reclassified to the income statement

ta (16)

o elatmg e gncurrency RN RN PR R R g .

Subtotal foreign currency translation, net of tax 1 (16) 369 (15) 425

Total other comprehensive income that will not be reclassified to the income statement,

net of tax 1 (16) 369 (15) 425

Total comprehensive income attributable to preferred noteholders 112 (16 52 % 629

Comprehensive income attributable to non-controlling interests

Net profit/(loss) 1 0 1 2 2

Other comprehensive income

Other comprehensive income that will not be reclassified to the income statement

Forelgncurrency translatlonmovementsbefore R SRR (1) ............. (2) e (2)

o elatmg . forelgncurrency RN RN P SRR R g .

Subtotal foreign currency translation, net of tax 2 (1) (2) 1 (2)

Total other comprehensive income that will not be reclassified to the income statement,

net of tax 2 (M ) 1 )

Total comprehensive income attributable to non-controlling interests 3 M D 30

Total comprehensive income

Net profit/(loss) 904 1,054 895 1,958 1,884

Other comprehensive income 393 394 (317) 788 254

" of which: other comprehensive income that may be reclassified to the income statement 364 67 1209 32 (942)

o which: other comprehensive income that will not be reclassified to the income statement 29 27 87 356 1,196

Total comprehensive income 1,298 1,448 578 2,746 2,138
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Interim consolidated financial statements (unaudited)

Balance sheet

% change from

CHF million Note 30.6.14 31.3.14 31.12.13 31.3.14 31.12.13
Assets
Cash and balances with central banks 77,615 87,548 80,879 (11) (4)

unterparties

Other assets

22,468

Total assets

982,605 982,530 1,018,374 0 (4)
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Balance sheet (continued)

% change from
CHF million Note 30.6.14 31.3.14 31.12.13 31.3.14 31.12.13

Liabilities
Due to banks

Cash collateral on securities lent 12

Repurchaseagreements ............................................................................ S e e ey
o ngportfollo Gabliies o se0n ease mene Ty
Nega‘uve replacement NSNS 10 ,1.1.1. D eaaes oo amore G ey
i coIIateraIpayabIes e S e e e T e T iy
RS |gnat e 10 S esen s ooy

Other liabilities 13
Total liabilities

Equity
Share capital

Cumulative net income recognized directly in equity, net of tax
Equity attributable to UBS shareholders

Equity attibutable to prefered noteholders L MBS BT 0
Equity attributable to non-controlling interests 8 (5)
Total equity 51,450 50,937 49,936 1 3
Total liabilities and equity 982,605 982,530 1,018,374 0 (4)
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Interim consolidated financial statements (unaudited)

Statement of changes in equity

Equity classified
as obligation
to purchase own

CHF million Share capital Share premium Treasury shares shares

Retained earnings

Cumulative net
income recognized
directly in equity,
net of tax

(1,071)

Balance as of 1 January 2013

21,297

Treasury share gains/(losses) and net premium/(discount)
on own equity derivative activity

Equity classified as obligation to purchase own shares —
movements

Total comprehensive income for the period recognized in equity

Balance as of 30 June 2013

22,975

Balance as of 1 January 2014

24,475

Treasury share gains/(losses) and net premium/(discount)
on own equity derivative activity

Equity classified as obligation to purchase own shares —
movements

Total comprehensive income for the period recognized in equity

Balance as of 30 June 2014 384 33,216 (1,448)

26,322

1 Reflects the payment of CHF 0.25 (2013: CHF 0.15) per share of CHF 0.10 par value out of capital contribution reserve of UBS AG (Parent Bank).
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of which: of which: Total equity
of which: Financial of which: of which: Property attributable
Foreign currency investments Cash flow  Defined benefit revaluation to UBS Preferred Non-controlling
translation  available-for-sale hedges plans surplus shareholders noteholders interests Total equity
(6,954) 249 2,983 (4,806) 6 45,949 3,109 42 49,100

(6,627) 123 1,840 (4,034) 6 47,073 1,963 37 49,073
B 0425 9% 1463 G867 0 4o 183 “ 49,936
o O 0
................................................................................................................................... Y )
e B 2
OO - O @
e L 179,
e e 1
................................................................................................................................... O38) @ s
e B 5.
o 0 O 0.
o O 0 0.
o O 0.

(87) 47 472 370 2,648 96 3 2,746

(7,512) 142 1,935 (3,498) 0 49,532 1,879 39 51,450
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Interim consolidated financial statements (unaudited)

Statement of cash flows

Year-to-date
CHF million 30.6.14 30.6.13

Cash flow from/(used in) operating activities
Net profit/(loss) 1,958 1,884

Income taxes paid, net of refunds (249) (213)
Net cash flow from/(used in) operating activities 5,791 31,857
Cash flow from/(used in) investing activities

Purchase of subsidiaries, associates and intangible assets 0 (49)
o posalof e anglbleassets L T TIITPRIES Gy e
Purchaseofpropertyandequment(787) ............... (590)
5 posalof propertyandeqmpment ...................................................................................................................... 0y o
Net (investment in)/ divestment of financial investments available-forsale? T s gy 2323
Net cash flow from/(used in) investing activities 5,308 1,894

Cash flow from/(used in) financing activities
Net short-term debt issued/ (repaid) (2,157) 5,942

Net changes of non-controlling interests (4) (6)

Net cash flow from/(used in) financing activities (5,559) (21,412)
1 Includes dividends received from associates. 2 Includes gross cash inflows from sales and maturities (CHF 69,092 million for the six months ended 30 June 2014, CHF 82,725 million for the six months ended 30 June
2013) and gross cash outflows from purchases (CHF 63,150 million for the six months ended 30 June 2014, CHF 80,402 million for the six months ended 30 June 2013).
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Statement of cash flows (continued)

Year-to-date
CHF million 30.6.14 30.6.13
Effects of exchange rate differences on cash and cash equivalents (202) 1,712
Net increase/(decrease) in cash and cash equivalents 5,339 14,051
Cashandcashequwalentsat i beglnnlng I per\od ............................................................................................. 108632 .............. 99108 .
Cash and cash equivalents at the end of the period 113,972 113,159
Cash and cash equivalents comprise:
R 77615 .............. 80544 .
R 34661 .............. 29774 .
Moneymarketpaper21695 ............... 2841
Total® 113,972 113,159
Additional information
Net cash flow from/(used in) operating activities include:
Cashrecelvedasmterest5427 ............... 6051
Cashpalda5|ntere5t2985 ............... 4122
Cash received as dividends on equity investments, investment funds and associates T qqas 904

1 Includes positions recognized on the balance sheet under Due from banks and Cash collateral receivables on derivative instruments with bank counterparties.
3 CHF 7,215 million and CHF 8,982 million of cash and cash equivalents were restricted as of 30 June 2014 and 30 June 2013, respectively.
4 Includes dividends received from associates reported within cash flow from/(used) investing activities.

under Trading portfolio assets and Financial investments available-for-sale.

Refer to “Note 25 Restricted and transferred financial assets” in the Annual Report 2013 for more information.

2 Money market paper is included on the balance sheet
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Notes to the interim consolidated

financial statements

Note 1 Basis of accounting

The consolidated financial statements (the “Financial State-
ments”) of UBS AG and its subsidiaries (“UBS" or the “Group”)
are prepared in accordance with International Financial Reporting
Standards (IFRS), as issued by the International Accounting Stan-
dards Board (IASB), and are stated in Swiss francs (CHF), the cur-
rency of Switzerland where UBS AG is incorporated. These interim
Financial Statements are presented in accordance with IAS 34,
Interim Financial Reporting.

In preparing these interim Financial Statements, the same ac-
counting policies and methods of computation have been applied
as in the annual Financial Statements for the period ended 31 De-
cember 2013, except for the changes described in “Note 1 Basis of
accounting” in the “Financial information” section of the first
quarter 2014 report, in particular the adoption of Offsetting Finan-
clal Assets and Financial Liabilities (Amendments to IAS 32, Finan-
cial Instruments: Presentation) on 1 January 2014, which resulted
in a restatement of prior year balance sheet comparatives. These
interim Financial Statements are unaudited and should be read in
conjunction with the audited Financial Statements included in the
Annual Report 2013. In the opinion of management, all necessary
adjustments have been made for a fair presentation of the Group’s
financial position, results of operations and cash flows.

In preparing these interim Financial Statements, management
is required to make estimates and assumptions that affect report-
ed income, expenses, assets, liabilities and the disclosure of con-
tingent assets and liabilities. Assessing available information and
the application of judgment are necessary elements in making
such estimates. Actual results in the future could differ from such
estimates, and such differences may be material to the Financial
Statements. Estimates and their underlying assumptions are re-
viewed on an ongoing basis. Revisions to estimates resulting from
these reviews are recognized in the period in which they occur.
For more information on areas of estimation uncertainty consid-
ered to require critical judgment, refer to item 2 of “Note 1a)
Significant accounting policies” in the Annual Report 2013.

Recent accounting developments

IFRS 9, Financial instruments

In July 2014, the IASB published a final version of IFRS 9, Financial
Instruments. IFRS 9 now fully reflects the classification and mea-
surement, impairment and hedge accounting phases of the IASB’s
project to replace IAS 39, Financial Instruments: Recognition and
Measurement. The final standard incorporates significant modifica-

tions to the previous version (as issued in 2010), including new
classification and measurement requirements for financial assets,
notably the introduction of a new fair value through other compre-
hensive income (OCI) classification, the addition of a single for-
ward-looking expected credit loss impairment model, replacing the
incurred loss model of IAS 39, and the incorporation of a reformed
approach to hedge accounting (separately issued in 2013). The fi-
nal standard includes the previously issued guidance under which
any gain or loss arising on a financial liability designated at fair
value through profit or loss that is attributable to changes in the
credit risk of that liability (own credit) is to be presented in OCl and
not recognized in profit or loss. There is no subsequent recycling of
realized gains or losses on own credit from OCI to profit or loss. The
mandatory effective date of the new standard will be 1 January
2018, with earlier adoption permitted. UBS is currently assessing
the impact of the new requirements on the Financial Statements.
Refer to “Note 1c) International Financial Reporting Standards and
Interpretations to be adopted in 2014 and later and other adjust-
ments” in the Annual Report 2013 for more information.

IFRS 15, Revenue from Contracts with Customers

In May 2014, the IASB issued IFRS 15, Revenue from Contracts
with Customers, which establishes principles for revenue recogni-
tion that apply to all contracts with customers. The standard re-
quires an entity to recognize revenue as goods or services are
transferred to the customer in an amount that reflects the consid-
eration to which the entity expects to be entitled in exchange for
those goods or services. It also establishes a cohesive set of disclo-
sure requirements regarding information about the nature,
amount, timing and uncertainty of revenue and cash flows from
contracts with customers. The standard is effective for UBS re-
porting periods beginning on 1 January 2017, with early adoption
permitted. Entities can choose to apply the standard retrospec-
tively or use a modified approach in the year of adoption. UBS is
currently assessing the impact of the new standard on the Group’s
Financial Statements.

Amendments to IFRS 11 Joint Arrangements, IAS 16 Property,
Plant and Equipment and IAS 38 Intangible Assets

In May 2014, the IASB issued amendments to IFRS 11, Joint
Arrangements, 1AS 16, Property, Plant and Equipment and IAS
38, Intangible Assets. The amendments will have no material im-
pact on the Group’s Financial Statements. UBS's joint arrange-
ments are immaterial both individually and in aggregate (refer to
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Notes to the interim consolidated financial statements

Note 1 Basis of accounting (continued)

“Note 30 Interests in subsidiaries and other entities” in the An-
nual Report 2013), and UBS does not use revenue-based depre-
ciation methodologies which the amendments to IAS 16 and IAS
38 will prohibit.

Other
Fair value measurements — funding valuation adjustments

During the second half of 2014, UBS expects to complete its anal-
ysis of how the costs and benefits of funding associated with un-

Note 2 Segment reporting

collateralized derivative receivables and payables can be incorpo-
rated into the Group’s valuation techniques. Currently, there are
diverse views within the industry as to how such inputs should be
quantified and applied. Upon completion of the analysis, UBS ex-
pects to incorporate funding valuation adjustments into the fair
value measurement of the aforementioned items, prospectively,
as a change in accounting estimate. Refer to “Note 1¢) Interna-
tional Financial Reporting Standards and Interpretations to be ad-
opted in 2014 and later and other adjustments” in the Annual
Report 2013 for more information.

UBS’s internal accounting policies, which include management
accounting policies and service level agreements, determine the
revenues and expenses directly attributable to each reportable
segment. Internal charges and transfer pricing adjustments are
reflected in operating results of the reportable segments. Transac-
tions between the reportable segments are carried out at inter-
nally agreed rates or at arm’s length and are also reflected in the
operating results of the reportable segments.

Revenue-sharing agreements are used to allocate external cli-
ent revenues to reportable segments where several reportable
segments are involved in the value-creation chain. Commissions
are credited to the reportable segments based on the correspond-
ing client relationship. Net interest income is generally allocated
to the reportable segments based on their balance sheet posi-
tions. Assets and liabilities of the reportable segments are funded
through and invested with Group Treasury within Corporate Cen-
ter — Core Functions, and the net interest margin is reflected in
the results of each reportable segment. Interest income earned
from managing UBS's consolidated equity is allocated to the re-
portable segments based on average attributed equity. Total inter-
segment revenues for the Group are immaterial as the majority of
the revenues are allocated across the segments by means of reve-
nue-sharing agreements.

Effective from 2014 onwards, each year, as part of the annual
business planning cycle, Corporate Center — Core Functions
agrees with the business divisions and Corporate Center — Non-
core and Legacy Portfolio cost allocations for services at fixed
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amounts or at variable amounts based on formulas, depending
on capital and service consumption levels as well as the nature of
the services performed. Because actual costs incurred may differ
from those expected, however, Corporate Center — Core Func-
tions may recognize significant under- or over-allocations depend-
ing on various factors. Each year these cost allocations will be re-
set, taking account of the prior years’ experience and plans for
the forthcoming period. Until December 2013, the operating ex-
penses of Corporate Center — Core Functions were allocated to
the reportable segments based on internally determined alloca-
tion bases. These allocations were adjusted on a periodic basis
and differences may have arisen between actual costs incurred
and amounts recharged.

Segment balance sheet assets are based on a third-party view,
i.e., the amounts do not include intercompany balances. This view
is in line with internal reporting to management. Certain assets
managed centrally by Corporate Center — Core Functions (includ-
ing property and equipment and certain financial assets) are allo-
cated to the segments on a basis different to which the corre-
sponding costs and/or revenues are allocated. Specifically, certain
assets are reported in Corporate Center — Core Functions, where-
as the corresponding costs and/or revenues are entirely or par-
tially allocated to the segments based on various internally deter-
mined allocations. Similarly, certain assets are reported in the
business divisions, whereas the corresponding costs and/or reve-
nues are entirely or partially allocated to Corporate Center — Core
Functions.



Note 2 Segment reporting (continued)

Wealth
Wealth  Management Retail &  Global Asset  Investment
Management Americas Corporate  Management Bank Corporate Center UBS
Non-core
Core  and Legacy
CHF million Functions Portfolio
For the six months ended 30 June 2014
Net interest income 1,013 454 1,063 (8) 404 (172) 59 2,814
Non-interest income 2,849 2,876 803 924 4,075 246 (195) 11,577
meome’ g6 330 86 o 449 ZSE T
Credit loss (expense)/recovery 3 15 4 0 (6) 0 (2) 14
Total operating income 3,865 1,870 916 4,474 74 (138) 14,405
Personnel expenses

Amortization and impairment of intangible assets 3 23 0 4 6 2 1 39
Total operating expenses? 2,891 2,892 1,130 688 3,469 225 499 11,794
Operating profit/(loss) before tax 974 453 740 228 1,004 (151) (637) 2,611
o expe nse/(beneﬁt ) ......................................................................................................................................................... e
Net profit/(loss) 1,958

As of 30 June 2014
Total assets 118,704 47,383 142,660 14,199 244,807 230,995 183,856 982,605

For the six months ended 30 June 20133

Net interest income 1,031 424 1,072 (13) 258 (124)* 414 2,689
Mooy o 2847 ........... 2836 ............ S5 1019 .......... 4772 ........... (322)4 .......... SEOREE 12493 .
Income’ 3,877 3,260 1,870 1,006 5,030 (445) 584 15,182
s s(expense)/recovery ...................................... “ . ) .............. R (3) .............. R g o (6) ........... (1 8) .
Total operating income 3,866 3,260 1,867 1,006 5,033 (445) 577 15,164
Personnel expenses 1,704 2,297 746 450 2,246 218 295 7,955
i penses ................................ w7 s JTORINS o 0y e 1390 .......... 4298 .
oo (to)/fromotherbusmess o o g (73) .............. (.7.) ............. N e .
DepreC|at|onand Impalrment ofproperty i equment ............... gy sy S by e B ios”
RS |mpa|rmentof |ntang|bleassets ...................... g Je g R R A W0
Total operating expenses? 2,646 2,833 1,143 679 3,281 365 1,750 12,697
Operating profit/(loss) before tax 1,221 427 724 328 1,752 (811) (1,173) 2,467
o expe nse/(beneflt ) ......................................................................................................................................................... e
Net profit/(loss) 1,884

As of 31 December 2013
Total assets 109,758 45,491 141,369 14,223 244,990 247,407 215,135 1,018,374

1 Refer to “Note 10 Fair value measurement” for more information on own credit in Corporate Center — Core Functions. 2 Refer to “Note 16 Changes in organization” for information on restructuring charges. 3 Fig-
ures in this table may differ from those originally published in quarterly and annual reports due to adjustments following organizational changes. 4 In the second quarter of 2014, net interest income and non-interest
income figures for the six months ended 30 June 2013 were corrected. Net interest income in Corporate Center — Core Functions was decreased by CHF 186 million with a corresponding increase in non-interest income.
In addition, net interest income in Corporate Center — Non-core and Legacy Portfolio was increased by CHF 186 million with a corresponding decrease in non-interest income.
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Notes to the interim consolidated financial statements

Note 3 Net interest and trading income

For the quarter ended % change from Year-to-date
CHF million 30.6.14 31.3.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Net interest and trading income
Net interest income 1,242 1,572 1,208 (21) 3 2,814 2,689
o tradmgmcome ............................................................... 1347 .......... 1357 .......... 1760 .............. (1) . (23) ......... 2704 .......... 3982 .
Total net interest and trading income 2,589 2,929 2,968 (12) (13) 5,518 6,671
Wealth Management 671 671 744 0 (10) 1,342 1,470

of which: Non-core and Legacy Portfolio (195) 12 37 (184) 535
Total net interest and trading income 2,589 2,929 2,968 (12) (13) 5,518 6,671

Net interest income
Interest income

Interest and dividend income from financial investments available-for-sale 77 67 7 15 8 144 130
Total 3,337 3,191 3,541 5 (6) 6,528 7,025
Interest expense

I o o g e (1 5) ........... (29) ........... P sor
SRR purchase agreements ................................ Sy e o e (8) ........... I o
. expense P tradlng pOI’th|I02 .............................................. g FEOSEE o [ R 1275 .......... 1297 .
Interest on financial liabilities designated at fairvalue 31 w1 313 ® 6 a7 648
ot o Gt e g o e 3(14) ......... 1139 .......... 1
Total 2,095 1,620 2,333 29 (10) 3,714 4,336
Net interest income 1,242 1,572 1,208 (21) 3 2,814 2,689

Net trading income
Investment Bank Corporate Client Solutions

Investment Bank | ient Services

Other business divisions and Corporate Center
Net trading income

of which: net gains/(losses) from financial liabilities designated at fair value'> (1,839) (465)

1 Refer to "Note 10 Fair value measurement” for more information on own credit. 2 Includes expense related to dividend payment obligations on trading liabilities. 3 Excludes fair value changes of hedges related to
financial liabilities designated at fair value and foreign currency effects arising from translating foreign currency transactions into the respective functional currency, both of which are reported within net trading income.
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Note 4 Net fee and commission income

For the quarter ended % change from Year-to-date
CHF million 30.6.14 31.3.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Underwriting fees 493 320 363 54 36 813 758

5 1

Total fee and commission income 4,735 4,560 4,766 4 (1) 9,294 9,381
Brokerage fees paid 186 200 256 (7) (27) 385 492
Gihar Jey R e S (8) ........... o e
Total fee and commission expense 439 448 530 (2) (17) 887 1,022
Net fee and commission income 4,296 4,112 4,236 4 1 8,408 8,360
ofwh/chnetbrokeragefees759 ............ gy e { 6) ........... (13) ......... 7569 .......... ]733
Note 5 Other income

For the quarter ended % change from Year-to-date
CHF million 30.6.14 31.3.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Associates and subsidiaries
o galns/(losses) o dlsposals R e g e B R G .
o galns /(I osses) o sposals g o SRR G o .
oot proflts ot RS o e L (46) ............ R S e
Total 114 42 34 171 235 155 127
Financial investments available-for-sale
o galns/(losses) o dlsposals .................................................... PR [ G e py Ly o
Impalrmentcharges(G) ............. R (9)(33) ............. ( 6) ........... (27)
Total 77 39 59 97 31 117 92
Net income from properties (excluding net gains/losses from disposals)? 7 7 10 0 (30) 15 19

Total other income 276 189 188 46 47 465 152

1 Includes foreign exchange gains/losses reclassified from other comprehensive income related to disposed or dormant subsidiaries. 2 Includes net rent received from third parties and net operating expenses. 3 Includes
unrealized and realized gains/losses from investment properties at fair value and foreclosed assets. 4 The first quarter of 2013 included a loss of CHF 119 million related to the buyback of debt in a public tender offer.

Note 6 Personnel expenses

For the quarter ended % change from Year-to-date
CHF million 30.6.14 31.3.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Salaries and variable compensation 2,467

Other personnel expenses

Total personnel expenses? 3,842 (3) 0 7,809 7,955

1 Financial advisor compensation consists of grid-based compensation based directly on compensable revenues generated by financial advisors and supplemental compensation calculated based on financial advisor pro-
ductivity, firm tenure, assets and other variables. It also includes charges related to compensation commitments with financial advisors entered into at the time of recruitment, which are subject to vesting requirements.
2 Includes restructuring charges. Refer to “Note 16 Changes in organization” for more information.
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Note 7 General and administrative expenses

For the quarter ended % change from Year-to-date
CHF million 30.6.14 31.3.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Occupancy 244 251 255 (3) (4) 494 516
e otherequment ..................................... P Ly IR “9) . (17) ........... S i
e g T Gy (1) ............. (6) ........... g o
Mietiaion R e s e g (8) ........... s i
Marketmg andpubhc TR HRE s o s L R oy e
A R g e e o S s e
B b R g o Gy e
OutsourcmgofITandotherserwces370 ............ e e R SRR e s
Provisions for litigation, requlatory and similar matters> 4 193 658 2 6) a7 1,036
GRS [ JERR Sy 92(56) ........... g s
Total general and administrative expenses* 1,871 1,679 2,299 " (19) 3,550 4,298

1 Reflects the net increase/ release of provisions for litigation, regulatory and similar matters recognized in the income statement. In addition, the second quarter of 2014 included recoveries from third parties of CHF 5 million
(first quarter 2014: CHF 1 million, second quarter 2013: CHF 2 million). A portion (CHF 25 million release) of the net increase/release recognized in the income statement for provisions for certain litigation, regulatory and similar
matters for the second quarter of 2014 as presented in “Note 14a Provisions” was recorded as other income rather than as general and administrative expenses. 2 Refer to “Note 14 Provisions and contingent liabilities” for
more information. 3 The second quarter of 2014 included an impairment charge of CHF 78 million related to certain disputed receivables. The second quarter of 2013 included a charge of CHF 106 million related to the
Swiss-UK tax agreement and an impairment charge of CHF 87 million related to certain disputed receivables.

Note 8 Income taxes

4 Includes restructuring charges. Refer to “Note 16 Changes in organization” for more information.

The Group recognized a net income tax expense of CHF 314 mil-
lion for the second quarter of 2014 compared with a net income
tax expense of CHF 339 million in the prior quarter. The second
quarter net income tax expense included a deferred tax expense
of CHF 195 million in respect of the amortization of deferred tax
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assets previously recognized in relation to tax losses carried for-
ward to reflect their offset against Swiss taxable profits for the
quarter. In addition, it included net income tax expenses of CHF
119 million in respect of taxable profits primarily relating to
branches and subsidiaries outside of Switzerland.



Note 9 Earnings per share (EPS) and shares outstanding

As of or for the quarter ended % change from As of or year-to-date

30.6.14 31.3.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Basic earnings (CHF million)
Net profit/(loss) attributable to UBS shareholders 792 1,054 690 (25) 15 1,846 1,678
Diluted earnings (CHF million)
Net profit/(loss) attributable to UBS shareholders 792 1,054 690 (25) 15 1,846 1,678
e (pr i )/ ol BSequny G (3) ................ g QT ( 2) ................ .
Net profit/(loss) attributable to UBS shareholders for diluted EPS 789 1,054 690 (25) 14 1,844 1,678
Weighted average shares outstanding
Weighted average shares outstanding for basic EPS 3,752,038,863  3,766,005,832  3,761,280,365 0 0 3,759,022,348  3,758,035,187
o o pote g sharesresultlng o aIshares .......................................................................................................................
in-the-money options and warrants outstanding 82,622,660 85,654,571 74,928,363 (4) 10 84,207,566 79,387,434
Weighted average shares outstanding for diluted EPS 3,834,661,523  3,851,660,403  3,836,208,728 0 0 3,843,229,914 3,837,422,621
Earnings per share (CHF)
Basic 0.21 0.28 0.18 (25) 17 0.49 0.45
i ooy oy wig (22) ......... o g o
Shares outstanding
Shares issued 3,844,030,621 3,843,383,192  3,839,378,864 0 0
Treasuryshares91236602 ....... 92241706 ....... 71621067 ........... (.1.) ......... S
Shares outstanding 3,752,794,019  3,751,141,486  3,767,757,797 0 0
Exchangeable shares 0 0 416,708 (100)
Shares outstanding for EPS 3,752,794,019  3,751,141,486  3,768,174,505 0 0

The table below outlines the potential shares which could dilute basic earnings per share in the future, but were not dilutive for the
periods presented.

% change from
Number of shares 30.6.14 31.3.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13

Potentially dilutive instruments

101,558,712

SNB warrants' 100,000,000 100,000,000
Total 112,512,618 119,410,152 244,594,535 (6) (54) 112,355,050 244,317,258

1 These warrants related to the SNB transaction. The SNB provided a loan to a fund owned and controlled by the SNB (the SNB StabFund), to which UBS transferred certain illiquid securities and other positions in
2008 and 2009. As part of this arrangement, UBS granted warrants on shares to the SNB, which would have been exercisable if the SNB incurred a loss on its loan to the SNB StabFund. In the fourth quarter of 2013,
these warrants were terminated by the SNB following the full repayment of the loan in the third quarter of 2013.
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Note 10 Fair value measurement

This note provides fair value measurement information for both

financial and non-financial instruments and is structured as follows:

a) Valuation principles

b) Valuation governance

¢) Valuation techniques

d) Valuation adjustments

e) Fair value measurements and classification within the fair value
hierarchy

a) Valuation principles

f) Transfers between Level 1 and Level 2 in the fair value hierarchy

g) Movements of Level 3 instruments

h) Valuation of assets and liabilities classified as Level 3

i) Sensitivity of fair value measurements to changes in unobserv-
able input assumptions

j) Deferred day-1 profit or loss

k) Financial instruments not measured at fair value

Fair value is defined as the price that would be received for the sale
of an asset or paid to transfer a liability in an orderly transaction
between market participants in the principal market (or most advan-
tageous market, in the absence of a principal market) as of the mea-
surement date. In measuring fair value, the Group utilizes various
valuation approaches and applies a hierarchy for prices and inputs
that maximizes the use of observable market data, if available.

All financial and non-financial assets and liabilities measured or
disclosed at fair value are categorized into one of three fair value
hierarchy levels. In certain cases, the inputs used to measure fair
value may fall within different levels of the fair value hierarchy. For
disclosure purposes, the level in the hierarchy within which the
instrument is classified in its entirety is based on the lowest level
input that is significant to the position’s fair value measurement:
— Level 1 - quoted prices (unadjusted) in active markets for iden-

tical assets and liabilities;

— Level 2 - valuation techniques for which all significant inputs
are, or are based on, observable market data or

— Level 3 - valuation techniques for which significant inputs are
not based on observable market data

If available, fair values are determined using quoted prices in
active markets for identical assets or liabilities. An active market is
one in which transactions for the asset or liability take place with
sufficient frequency and volume to provide pricing data on an
ongoing basis. Assets and liabilities that are quoted and traded in
an active market are valued at the currently quoted price multi-
plied by the number of units of the instrument held.

Where the market for a financial instrument or non-financial
asset or liability is not active, fair value is established using a valu-
ation technique, including pricing models. Valuation techniques
involve the use of estimates, the extent of which depends on the

b) Valuation governance

complexity of the instrument and the availability of market-based
data. Valuation adjustments may be made to allow for additional
factors including model, liquidity and credit risks, which are not
explicitly captured within the valuation technique, but which
would nevertheless be considered by market participants when
forming a price. The limitations inherent in a particular valuation
technique are considered in the determination of an asset or lia-
bility's classification within the fair value hierarchy.

Many cash instruments and over-the-counter (OTC) derivative
contracts have bid and offer prices that can be observed in the mar-
ketplace. Bid prices reflect the highest price that a party is willing to
pay for an asset. Offer prices represent the lowest price that a party
is willing to accept for an asset. In general, long positions are mea-
sured at a bid price and short positions at an offer price, reflecting
the prices at which the instruments could be transferred under nor-
mal market conditions. Offsetting positions in the same financial
instrument are marked at the mid-price within the bid-offer spread.

Generally, the unit of account for a financial instrument is the
individual instrument, and UBS applies valuation adjustments at
an individual instrument level, consistent with that unit of ac-
count. However, if certain conditions are met, UBS may estimate
the fair value of a portfolio of financial assets and liabilities with
substantially similar and offsetting risk exposures on the basis of
the net open risks.

For transactions where the valuation technique used to mea-
sure fair value requires significant inputs that are not based on
observable market data, the financial instrument is initially recog-
nized at the transaction price. This initial recognition amount may
differ from the fair value obtained using the valuation technique.
Any such difference is deferred and not recognized in the income
statement and referred to as deferred day-1 profit or loss. Refer to
“Note 10j Deferred day-1 profit or loss” for more information.

UBS’s fair value measurement and model governance framework
includes numerous controls and other procedural safeguards that
are intended to maximize the quality of fair value measurements
reported in the financial statements. New products and valuation
techniques must be reviewed and approved by key stakeholders

118

from risk and finance control functions. Responsibility for the on-
going measurement of financial and non-financial instruments at
fair value resides with the business divisions, but is validated by
risk and finance control functions, which are independent of the
business divisions. In carrying out their valuation responsibilities,



Note 10 Fair value measurement (continued)

the businesses are required to consider the availability and quality
of external market data and to provide justification and rationale
for their fair value estimates.

Independent price verification is performed by the finance
function to evaluate the business divisions’ pricing input assump-
tions and modeling approaches. By benchmarking the business
divisions’ fair value estimates with observable market prices and
other independent sources, the degree of valuation uncertainty
embedded in these measurements is assessed and managed as
required in the governance framework. Fair value measurement

¢) Valuation techniques

models are assessed for their ability to value specific products in
the principal market of the product itself, as well as the principal
market for the main valuation input parameters to the model.

An independent model review group evaluates UBS’s valuation
models on a regular basis, or when established triggers occur, and
approves them for valuation of specific products. As a result of the
valuation controls employed, valuation adjustments may be made
to the business divisions’ estimates of fair value to align with inde-
pendent market data and the relevant accounting standard. Refer
to “Note 10d Valuation adjustments” for more information.

Valuation techniques are used to value positions for which a mar-
ket price is not available from market sources. This includes cer-
tain less liquid debt and equity instruments, certain exchange-
traded derivatives and all derivatives transacted in the OTC
market. UBS uses widely recognized valuation techniques for de-
termining the fair value of financial and non-financial instruments
that are not actively traded and quoted. The most frequently ap-
plied valuation techniques include discounted value of expected
cash flows, relative value and option pricing methodologies.

Discounted value of expected cash flows is a valuation technique
that measures fair value using estimated expected future cash flows
from assets or liabilities and then discounts these cash flows using a
discount rate or discount margin that reflects the credit and/or
funding spreads required by the market for instruments with similar
risk and liquidity profiles to produce a present value. When using
such valuation techniques, expected future cash flows are estimated
using an observed or implied market price for the future cash flows
or by using industry standard cash flow projection models. The dis-
count factors within the calculation are generated using industry
standard yield curve modeling techniques and models.

Relative value models measure fair value based on the market
prices of equivalent or comparable assets or liabilities, making ad-
justments for differences between the characteristics of the ob-
served instrument and the instrument being valued.

Option pricing models incorporate assumptions regarding the
behavior of future price movements of an underlying referenced
asset or assets to generate a probability-weighted future expected
payoff for the option. The resulting probability-weighted expect-
ed payoff is then discounted using discount factors generated
from industry standard yield curve modeling techniques and mod-

d) Valuation adjustments

els. The option pricing model may be implemented using a closed-
form analytical formula or other mathematical techniques (e.g.,
binomial tree or Monte Carlo simulation).

Where available, valuation techniques use market-observable
assumptions and inputs. If such data is not available, inputs may
be derived by reference to similar assets in active markets, from
recent prices for comparable transactions or from other observ-
able market data. When measuring fair value, UBS selects the
non-market-observable inputs to be used in its valuation tech-
niques, based on a combination of historical experience, deriva-
tion of input levels based on similar products with observable
price levels and knowledge of current market conditions and valu-
ation approaches.

For more complex instruments and instruments not traded in
an active market, fair values may be estimated using a combina-
tion of observed transaction prices, consensus pricing services and
relevant quotes. Consideration is given to the nature of the quotes
(e.g., indicative or firm) and the relationship of recently evidenced
market activity to the prices provided by consensus pricing ser-
vices. UBS also uses internally developed models, which are typi-
cally based on valuation methods and techniques recognized as
standard within the industry.

Assumptions and inputs used in valuation techniques include
benchmark interest rate curves, credit and funding spreads used
in estimating discount rates, bond and equity prices, equity index
prices, foreign exchange rates, levels of market volatility and cor-
relation, (refer to “Note 10h Valuation of assets and liabilities clas-
sified as Level 3”). The discount curves used by the Group incor-
porate the funding and credit characteristics of the instruments to
which they are applied.

The output of a valuation technique is always an estimate or ap-
proximation of a fair value that cannot be measured with complete
certainty. As a result, valuations are adjusted, where appropriate, to
reflect close-out costs, credit exposure, model-driven valuation un-

certainty, trading restrictions and other factors, when such factors
would be considered by market participants in estimating fair value.
Valuation adjustments are an important component of fair value for
assets and liabilities that are measured using valuation techniques.
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Note 10 Fair value measurement (continued)

Such adjustments are applied to reflect uncertainties within the fair
value measurement process, to adjust for an identified model simpli-
fication or to incorporate an aspect of fair value that requires an
overall portfolio assessment rather than an evaluation based on an
individual instrument level characteristic.

The major classes of valuation adjustments are discussed in fur-
ther detail below.

Reflection of market bid-offer levels

Instruments that are measured as part of a portfolio of combined
long and short positions are valued at mid-market levels to ensure
consistent valuation of the long and short component risks. A valu-
ation adjustment is then made to the overall net long or short expo-
sure to move the fair value to bid or offer as appropriate, reflecting
current levels of market liquidity. The bid-offer spreads used in the
calculation of the valuation adjustment are obtained from market
transactions and other relevant sources and are updated periodically.

Reflection of model uncertainty

Uncertainties associated with the use of model-based valuations
are incorporated into the measurement of fair value through the
use of model reserves. These reserves reflect the amounts that the
Group estimates should be deducted from valuations produced
directly by models to incorporate uncertainties in the relevant
modeling assumptions, in the model and market inputs used, or
in the calibration of the model output to adjust for known model
deficiencies. In arriving at these estimates, the Group considers a
range of market practices, including how it believes market par-
ticipants would assess these uncertainties. Model reserves are re-
assessed periodically in light of data from market transactions,
consensus pricing services and other relevant sources.

Day-1 reserves

Day-1 profit or loss reserves are reflected, where appropriate, as
valuation adjustments. Refer to “Note 10j Deferred day-1 profit or
loss” for more information.

Counterparty credit risk in the valuation of derivatives

In order to measure fair value, credit valuation adjustments (CVA)
are necessary to reflect the credit risk of the counterparty inherent
in OTC derivative instruments. This amount represents the esti-
mated fair value of protection required to hedge the counterparty
credit risk of such instruments. The CVA is determined for each
counterparty considering all exposures to that counterparty and is
dependent on the expected future value of exposures, default

Own credit on financial liabilities designated at fair value

probabilities and recovery rates, applicable collateral or netting
arrangements, break clauses and other contractual factors.

Own credit risk in the valuations of OTC derivative instruments
The Group estimates debit valuation adjustments (DVA) to incor-
porate own credit in the valuation of derivatives, effectively con-
sistent with the CVA methodology. DVA represents the theoretical
cost to counterparties of hedging, or the credit risk reserve that a
counterparty could reasonably be expected to hold, against their
credit risk exposure to UBS. DVA is determined for each counter-
party considering all exposures with that counterparty and taking
into account collateral netting agreements, expected future mark-
to-market movements and UBS’s credit default spreads.

UBS's own credit risk in the valuations of financial liabilities
designated at fair value

In addition to considering the valuation of the derivative risk com-
ponent, the valuation of fair value option liabilities also requires
consideration of the funded component and specifically the own
credit component of fair value. Own credit risk is reflected if this
component would be considered for valuation purposes by mar-
ket participants. Consequently, own credit risk is not reflected for
those contracts that are fully collateralized and for other contracts
for which it is established market practice not to include an own
credit component. The own credit component is estimated using
a funds transfer price (FTP) curve to derive a single, market-based
level of discounting for uncollateralized funded instruments. UBS
senior debt curve spreads are discounted in order to arrive at the
FTP curve, with the discount primarily reflecting the differences
between the spreads in the senior unsecured debt market for UBS
debt and the levels at which UBS medium-term notes are cur-
rently issued. The FTP curve is generally a Level 2 pricing input.
However, certain long-dated exposures that are beyond the ten-
ors that are actively traded are classified as Level 3.

The effects of own credit adjustments related to financial liabil-
ities designated at fair value (predominantly issued structured
products) as of 30 June 2014, 31 March 2014 and 30 June 2013,
respectively, are summarized in the table below.

Year-to-date amounts represent the change during the year, and
life-to-date amounts reflect the cumulative change since initial rec-
ognition. The change in own credit for the period consists of chang-
es in fair value that are attributable to the change in UBS’s credit
spreads as well as the effect of changes in fair values attributable to
factors other than credit spreads, such as redemptions, effects from
time decay and changes in interest and other market rates.

As of or for the quarter ended Year-to-date

CHF million 30.6.14 31.3.14 30.6.13 30.6.14 30.6.13
Gain/(loss) for the period ended 2 88 138 60 (43),
Life-to-date gain/(loss) (412) (485) (339)
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Note 10 Fair value measurement (continued)

e) Fair value measurements and classification within the fair value hierarchy

The classification in the fair value hierarchy of the Group’s finan-  class of assets and liabilities measured at fair value, the valuation
cial and non-financial assets and liabilities measured at fair value  techniques, where applicable, used in measuring their fair value,
is summarized in the table below. The narrative that follows de- and the factors determining their classification within the fair
scribes the significant valuation inputs and assumptions for each  value hierarchy.

Determination of fair values from quoted market prices or valuation techniques’

30.6.14 31.3.14 31.12.13

CHF billion Level 1 Level 2 Level 3  Total Level1 [Llevel2 Level3 Total Level T Level 2 Level3 Total
Assets measured at fair value on arecurring basis
Financial assets held for trading? 90.1 30.9 47 1258 81.7 33.2 39 1187 79.9 30.1 43 1142

of which:
R R g PR PR PR B TRV R ST TR 5
. Corporate o andmun/apal bonds /nc/udmg o B B B T

issued by financial institutions 1.0 13.5 1.5 16.0 0.9 13.2 1.5 15.5 1.1 13.3 1.7 16.0
e R PP S So R 0o PR ED VR R
RS so S PR e e PR IR e IERE o
et bk oy PR Sy FERE Se W R U RERUIEEE s
Equtty/nstruments .......................................... P IR 0l i e b IR PR DR R sy
. Financial assets for unilnked investment contracts 162 0.5 0.1 168 148 05 01 154 154 04 01 158
Positive replacement values 0.6 198.8 54 204.7 0.8 2088 56 2153 0.7 2479 55 2541

of which:

Financial assets designated at fair value 0.1 1.8 3.6 5.5 0.1 1.7 41 5.9 0.1 29 44 7.4
of which:
Loans(/nc/ud/ngstructured/oans)00 ....... e S R e e SR R R e 55
U repurchase [T borrovv/ng ............................................................................................................................
~ agreements 00 o 0.3 - 26 2.9 0.0 o 27 2.8 00 o .7. 1 37 42

Financial investments available-for-sale 28.9 22.6 0.7 52.2 325 19.9 0.8 53.2 39.7 19.0 0.8 59.5
of which:
B ey R e e S Gy 0 e e e 0 s
. Corporate bondsandmun/apa/bonds ; nc/ud/ng o T S B T B T R T
 Issued by financial institutions 34 163 0.1 19.7 22 146 0.1 16.8 16 136 0.1 15.3

Non-financial assets
Precious metals and other physical commodities 6.7 0.0 0.0 6.7 7.0 0.0 0.0 7.0 8.6 0.0 0.0 8.6

Other assets’ 0.0 0.1 0.1 0.1 0.0 0.1 0.1 0.1 0.0 0.1 0.1 0.1
Total assets measured at fair value 126.5 254.1 144 395.0 122.1 263.7 144 400.2 129.1  299.9 15.0 4440
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Note 10 Fair value measurement (continued)

Determination of fair values from quoted market prices or valuation techniques'(continued)

30.6.14 31.3.14 31.12.13
CHF billion Level 1 Level 2 Level 3  Total Level1 [Llevel2 Level3 Total Level T Level 2 Level3 Total
Liabilities measured at fair value on arecurring basis
Trading portfolio liabilities 239 5.9 0.1 29.9 24.5 49 0.1 29.5 22.5 3.9 0.2 26.6
of which:
... Governmentbils/bonds ... 74 17z 00 91 83 LT 00 95 69 05 00 73
Corporate bonds and municipal bonds, including bonds
 issued by financial institutions 0.1 39 0.1 4.2 01 35 0.1 37 03 32 0.2 36

Equity instruments
Negative replacement values* 0.6 197.2 5.6 203.4 09 2039 53 2101 0.8 2429 44 2481
of which:
Interest rate contracts 0.0 1084 0.7 109.0 0.0 108.6 0.9 109.4 0.0 118.0 0.4 118.4
Credit derivative contracts 0.0 16.5 2.3 18.8 0.0 16.0 2.1 18.1 0.0 19.5 2.0 21.5
Foreign exchange contracts 0.2 49.3 04 49.9 0.3 56.9 0.4 57.6 0.5 79.3 0.5 80.3
| Equiy/index contacts 00 205 22 226 00 195 19 214 00 229 15 244
Commodities contracts 0.0 2.5 0.0 2.6 0.0 2.9 0.0 2.9 0.0 32 0.0 32
Financial liabilities designated at fair value 0.0 56.3 12.5 68.9 0.0 56.5 123 68.7 0.0 57.8 12.1 69.9
of which:

Other liabilities — amounts due under unit-linked
investment contracts 0.0

16.9 0.0 16.9 0.0 15.6 0.0 15.6 0.0 16.2 0.0 16.2
245 276.4 18.3  319.1 253 280.9 17.7 3239 233 3207 16.8  360.7

1 Bifurcated embedded derivatives are presented on the same balance sheet lines as their host contracts and are excluded from this table. As of 30 June 2014, net bifurcated embedded derivative liabilities held at fair
value, totaling CHF 0.1 billion (of which CHF 0.1 billion were net Level 2 assets and CHF 0.1 billion net Level 2 liabilities) were recognized on the balance sheet within Debt issued. As of 31 March 2014, net bifurcated
embedded derivative liabilities held at fair value, totaling CHF 0.1 billion (of which CHF 0.2 billion were net Level 2 assets and CHF 0.3 billion net Level 2 liabilities) were recognized on the balance sheet within Debt
issued. As of 31 December 2013, net bifurcated embedded derivative liabilities held at fair value, totaling CHF 0.2 billion (of which CHF 0.2 billion were net Level 2 assets and CHF 0.4 billion net Level 2 liabilities) were
recognized on the balance sheet within Debt issued. 2 Financial assets held for trading do not include precious metals and commodities. 3 Other assets primarily consist of assets held for sale, which are measured
at the lower of their net carrying amount or fair value less costs to sell. 4 Includes a life-to-date debit valuation adjustment gain on derivatives of CHF 179 million as of 30 June 2014 (31 March 2014: CHF 229 million,
31 December 2013: CHF 256 million).

Total liabilities measured at fair value

Financial assets and liabilities held for trading, financial assets
designated at fair value and financial investments available-for-
sale

Government bills and bonds

Government bills and bonds include fixed-rate, floating-rate and
inflation-linked bills and bonds issued by sovereign governments,
as well as interest and principal strips based on these bonds. Such
instruments are generally traded in active markets and prices can
be obtained directly from these markets, resulting in classification
as Level 1, while the majority of the remaining positions are clas-
sified as Level 2. Instruments that cannot be priced directly using
active market data are valued using discounted cash flow valua-
tion techniques that incorporate market data for similar govern-
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ment instruments converted into yield curves. These yield curves
are used to project future index levels, and to discount expected
future cash flows. The main inputs to valuation techniques for
these instruments are bond prices and inputs to estimate the fu-
ture index levels for floating or inflation index-linked instruments.
Instruments classified as Level 3 are limited and are generally clas-
sified as such due to the requirement to extrapolate yield curve
inputs outside the range of active market trading.

Corporate and municipal bonds

Corporate bonds include senior, junior and subordinated debt is-
sued by corporate entities. Municipal bonds are issued by state
and local governments. While most instruments are standard
fixed or floating-rate securities, some may have more complex



Note 10 Fair value measurement (continued)

coupon or embedded option features. Corporate and municipal
bonds are generally valued using prices obtained directly from the
market. In cases where no directly comparable price is available,
instruments may be valued using yields derived from other securi-
ties by the same issuer or benchmarked against similar securities,
adjusted for seniority, maturity and liquidity. Instruments that can-
not be priced directly using active market data are valued using
discounted cash flow valuation techniques incorporating the
credit spread of the issuer, which may be derived from other issu-
ances or CDS data for the issuer, estimated with reference to
other equivalent issuer price observations or from credit modeling
techniques. Corporate bonds are typically classified as Level 2 be-
cause, although market data is readily available, there is often in-
sufficient third-party trading transaction data to justify an active
market and corresponding Level 1 classification. Municipal bonds
are generally classified as Level 1 or Level 2 depending on the
depth of trading activity behind price sources. Level 3 instruments
have no suitable price available for the security held or by refer-
ence to other securities issued by the same issuer. Therefore, these
instruments are measured based on price levels for similar issuers
adjusted for relative tenor and issuer quality.

Convertible bonds are generally valued using prices obtained
directly from market sources. In cases where no directly compa-
rable price is available, issuances may be priced using a convert-
ible bond model, which values the embedded equity option and
debt components and discounts these amounts using a curve that
incorporates the credit spread of the issuer. Although market data
is readily available, convertible bonds are typically classified as
Level 2 because there is insufficient third-party trading transaction
data to justify a Level 1 classification.

Traded loans and loans designated at fair value

Traded loans and loans designated at fair value are valued directly
using market prices that reflect recent transactions or quoted
dealer prices where available. For illiquid loans where no market
price data is available, alternative valuation techniques are used,
which include relative value benchmarking using pricing derived
from debt instruments in comparable entities or different prod-
ucts in the same entity. The corporate lending portfolio is valued
using either directly observed market prices typically from consen-
sus providers or by using a credit default swap valuation tech-
nique, which requires inputs for credit spreads, credit recovery
rates and interest rates. The market for these instruments is not
actively traded and even though price data is available it may not
be directly observable, and therefore corporate loans typically do
not meet Level 1 classification. Instruments with suitably deep
and liquid price data available will be classified as Level 2, while
any positions requiring the use of valuation techniques or for
which the price sources have insufficient trading depth are classi-
fied as Level 3. Recently originated commercial real estate loans
which are classified as Level 3 are measured using a securitization
approach based on rating agency guidelines. Future profit and

loss from the securitization is not recognized, but overall spread
moves are captured in the loan valuation.

Included within loans are various contingent lending transac-
tions, for which valuations are dependent on actuarial mortality
levels and actuarial life insurance policy lapse rates. Mortality and
lapse rate assumptions are based on external actuarial estimations
for large homogeneous pools, and contingencies are derived from
a range relative to the actuarially expected amount. In addition,
the pricing technique uses volatility of mortality as an input.

Investment fund units

Investment fund units are predominantly exchange traded, with
readily available quoted prices in liquid markets. Where market
prices are not available, fair value may be measured using net as-
set values (NAV), taking into account any restrictions imposed
upon redemption. Listed units are classified as Level 1, provided
there is sufficient trading to justify active market classification,
while other positions are classified as Level 2. Positions where
NAV is not available or which are not redeemable at the measure-
ment date or in the near future are classified as Level 3.

Asset-backed securities

Residential mortgage-backed securities (RMBS), commercial
mortgage-backed securities (CMBS), other asset-backed
securities (ABS) and collateralized debt obligations (CDO)

RMBS, CMBS, ABS and CDO are instruments generally issued
through the process of securitization of underlying interest bear-
ing assets. The underlying collateral for RMBS s residential mort-
gages, for CMBS, commercial mortgages, for ABS, other assets
such as credit card, car or student loans and leases and for CDO,
other securitized positions of RMBS, CMBS or ABS. The market
for these securities is not active, and therefore a variety of valua-
tion techniques are used to measure fair value. For more liquid
securities, trade data or quoted prices may be obtained periodi-
cally for the instrument held, and the valuation process will use
this trade and price data, updated for movements in market levels
between the time of trading and the time of valuation. Less liquid
instruments are measured using discounted expected cash flows
incorporating price data for instruments or indices with similar
risk profiles. Expected cash flow estimation involves the modeling
of the expected collateral cash flows using input assumptions de-
rived from proprietary models, fundamental analysis and/or mar-
ket research based on management’s quantitative and qualitative
assessment of current and future economic conditions. The ex-
pected collateral cash flows thus estimated are then converted
into the securities’ projected performance under such conditions
based on the credit enhancement and subordination terms of the
securitization. Expected cash flow schedules are discounted using
a rate or discount margin that reflects the discount levels required
by the market for instruments with similar risk and liquidity pro-
files. Inputs to discounted expected cash flow technigues include
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asset prepayment rates, discount margin or discount yields, asset
default rates and asset loss on default severity, which may in turn
be estimated using more fundamental loan and economic drivers
such as, but not limited to, loan-to-value data, house price ap-
preciation, foreclosure costs, rental income levels, void periods
and employment rates. RMBS, CMBS and ABS are generally clas-
sified as Level 2. However, if significant inputs are unobservable,
or if market or fundamental data is not available for instruments
or collateral with a sufficiently similar risk profile to the positions
held, they are classified as Level 3.

Equity instruments
The majority of equity securities are actively traded on public stock
exchanges where quoted prices are readily and regularly available,
resulting in their classification as Level 1. Units held in hedge
funds are also classified as equity instruments. Fair value for these
units is measured based on their published NAV, taking into ac-
count any restrictions imposed upon the redemption. These units
are classified as Level 2, except for positions where published NAV
is not available or which are not redeemable at the measurement
date or in the near future, which are classified as Level 3.
Unlisted equity holdings, including private equity positions, are
initially marked at their transaction price and are periodically re-
valued to the extent reliable evidence of price movements be-
comes available or the position is deemed to be impaired.

Financial assets underlying unit-linked investments

Unit-linked investment contracts allow investors to invest in a
pool of assets through issued investment units. The unit holders
are exposed to all risks and rewards associated with the reference
asset pool. Assets held under unit-linked investment contracts are
presented as Trading portfolio assets. The majority of assets are
listed on exchanges and are classified as Level 1 if actively traded,
or Level 2 if trading is not active. However, instruments for which
prices are not readily available are classified as Level 3.

Structured repurchase agreements and structured reverse
repurchase agreements

Structured repurchase agreements and structured reverse repur-
chase agreements designated at fair value are measured using
discounted expected cash flow techniques. The discount rate ap-
plied is based on funding curves that are specific to the collateral
eligibility terms for the contract in question. Collateral terms for
these positions are not standard and therefore funding spread
levels used for valuation purposes cannot be observed in the mar-
ket. As a result, these positions are mostly classified as Level 3.

Replacement values
Collateralized and uncollateralized instruments
The curves used for discounting expected cash flows in the valua-

tion of collateralized derivatives reflect the funding terms associ-
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ated with the relevant collateral arrangement for the instrument
being valued. These collateral arrangements differ across counter-
parties with respect to the eligible currency and interest terms of
the collateral. The majority of collateralized derivatives are mea-
sured using a discount curve that is based on funding rates de-
rived from overnight interest in the cheapest eligible currency for
the respective counterparty collateral agreement.

Uncollateralized derivatives are discounted using the LIBOR (or
equivalent) curve for the currency of the instrument. As described
in “Note 10d Valuation adjustments,” the fair value of uncollater-
alized derivatives is adjusted using CVA or DVA processes to re-
flect an estimation of the impact of counterparty credit and UBS
own credit risk on the fair value of assets and liabilities.

Interest rate contracts

Interest rate swap contracts include interest rate swaps, basis
swaps, cross-currency swaps, inflation swaps and interest rate for-
wards, often referred to as forward rate agreements (FRA). These
products are valued by estimating future interest cash flows and
discounting those cash flows using a rate that reflects the appro-
priate funding rate for the position being measured. The yield
curves used to estimate future index levels and discount rates are
generated using market standard yield curve models using inter-
est rates associated with current market activity. The key inputs to
the models are interest rate swap rates, FRA rates, short-term in-
terest rate futures prices, basis swap spreads and inflation swap
rates. In most cases, the standard market contracts that form the
inputs for yield curve models are traded in active and observable
markets, resulting in the majority of these financial instruments
being classified as Level 2.

Interest rate option contracts include caps and floors, swap-
tions, swaps with complex payoff profiles and other more com-
plex interest rate options. These contracts are valued using vari-
ous market standard option models, using inputs that include
interest rate yield curves, inflation curves, volatilities and correla-
tions. The volatility and correlation inputs within the models are
implied from market data based on market observed prices for
standard option instruments trading within the market. Option
models used to value more exotic products have a number of
model parameter inputs that require calibration to enable the
exotic model to price standard option instruments to the price
levels observed in the market. Although these inputs cannot be
directly observed, they are generally treated as Level 2, as the
calibration process enables the model output to be validated to
active market levels. Models calibrated in this way are then used
to revalue the portfolio of both standard options as well as more
exotic products. In most cases, there are active and observable
markets for the standard market instruments that form the in-
puts for yield curve models as well as the financial instruments
from which volatility and correlation inputs are derived, resulting
in the majority of these products being classified as Level 2. With-
in interest rate option contracts, exotic options for which appro-
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priate volatility or correlation input levels cannot be implied from
observable market data are classified as Level 3. These options
are valued using volatility and correlation levels derived from
non-market sources.

Interest rate swap and option contracts are classified as Level 3
when the maturity of the contract exceeds the term for which
standard market quotes are observable for a significant input pa-
rameter. Such positions are valued by extrapolation from the last
observable point using standard assumptions or by reference to
another observable comparable input parameter to represent a
suitable proxy for that portion of the term.

Balance guaranteed swaps (BGS) are interest rate or currency
swaps that have a notional schedule based on a securitization
vehicle, requiring the valuation to incorporate an adjustment for
the unknown future variability of the notional schedule. Inputs to
value BGS are those used to value the standard market risk on the
swap and those used to estimate the notional schedule of the
underlying securitization pool (i.e., prepayment, default and inter-
est rates). BGS are classified as Level 3, as the correlation between
unscheduled notional changes and the underlying market risk of
the BGS does not have an active market and cannot be observed.

Credit derivative contracts
Credit derivative contracts based on a single credit name include
credit default swaps (CDS) based on corporate and sovereign
single names, CDS on loans and certain total return swaps (TRS).
These contracts are valued by estimating future default probabili-
ties using industry standard models based on market credit
spreads, upfront pricing points and implied recovery rates. These
default and recovery assumptions are used to generate future ex-
pected cash flows that are then discounted using market standard
discounted cash flow models and a discount rate that reflects the
appropriate funding rate for that portion of the portfolio. TRS and
certain single-name CDS contracts for which a derivative-based
credit spread is not directly available are valued using a credit
spread derived from the price of the cash bond that is referenced
in the credit derivative, adjusted for any funding differences be-
tween the cash and synthetic product. Loan CDS for which a
credit spread cannot be observed directly may be valued, where
possible, using the corporate debt curve for the entity, adjusted
for differences between loan and debt default definitions and re-
covery rate assumptions. Inputs to the valuation models used to
value single-name and loan CDS include single-name credit
spreads and upfront pricing points, recovery rates and funding
curves. In addition, corporate bond prices are used as inputs to
the valuation model for TRS and certain single-name or loan CDS
as described. Many single-name credit default swaps are classified
as Level 2 because the credit spreads and recovery rates used to
value these contracts are actively traded and observable market
data is available. Where the underlying reference name is not ac-
tively traded, these contracts are classified as Level 3.

Credit derivative contracts based on a portfolio of credit names

include credit default swaps on a credit index, credit default swaps
based on a bespoke portfolio or first to default swaps (FTD). The
valuation of these contracts is similar to that described above for
single-name CDS and includes an estimation of future default
probabilities using industry standard models based on market
credit spreads, upfront pricing points and implied recovery rates.
These default and recovery assumptions are used to generate fu-
ture expected cash flows that are then discounted using market
standard discounted cash flow models based on an estimation of
the funding rate for that portion of the portfolio. Tranche prod-
ucts and FTD are valued using industry standard models that, in
addition to default and recovery assumptions as above, incorpo-
rate implied correlations to be applied to the credits within the
portfolio in order to apportion the expected credit loss at a port-
folio level across the different tranches or names within the over-
all structure. These correlation assumptions are derived from
prices of actively traded index tranches or other FTD baskets. In-
puts to the valuation models used for all portfolio credit default
swaps include single-name or index credit spreads and upfront
pricing points, recovery rates and funding curves. In addition,
models used for tranche and FTD products have implied credit
correlations as inputs. Credit derivative contracts based on a port-
folio of credit names are classified as Level 2 when credit spreads
and recovery rates are determined from actively traded observable
market data, and when the correlation data used to value be-
spoke and index tranches is based on actively traded index tranche
instruments. This correlation data undergoes a mapping process
that takes into account both the relative tranche attachment/de-
tachment points in the overall capital structure of the portfolio
and portfolio composition. Where the mapping process requires
extrapolation beyond the range of available and active market
data, the position is classified as Level 3. This relates to a small
number of index and all bespoke tranche contracts. FTD are clas-
sified as Level 3, as the correlations between specific names in the
FTD portfolio are not actively traded. Also classified as Level 3 are
several older credit index positions, referred to as “off the run”
indices, due to the lack of any active market for the index credit
spread.

Credit derivative contracts on securitized products have an un-
derlying reference asset that is a securitized product (RMBS,
CMBS, ABS or CDO) and include credit default swaps and certain
TRS. These credit default swaps (typically referred to as “pay-as-
you-go” or “PAYG CDS") and TRS are valued using a similar valu-
ation technique to the underlying security (by reference to equiva-
lent securities trading in the market, or through cash flow
estimation and discounted cash flow techniques as described in
the Asset-backed securities section above), with an adjustment
made to reflect the funding differences between cash and syn-
thetic form. Inputs to the PAYG CDS and TRS are those used to
value the underlying security (prepayment rates, default rates, loss
severity, discount margin/rate and other inputs) and those used
to capture the funding basis differential between cash and syn-
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thetic form. The classification of PAYG CDS and these TRS follow
the characteristics of the underlying security and are therefore
distributed across Level 2 and Level 3.

Foreign exchange (FX) contracts

Open spot FX contracts are valued using the FX spot rate observed
in the market. Forward FX contracts are valued using the FX spot
rate adjusted for forward pricing points observed from standard
market-based sources. As the markets for both FX spot and FX
forward pricing points are both actively traded and observable, FX
contracts are generally classified as Level 2.

OTC FX option contracts include standard call and put options,
options with multiple exercise dates, path-dependent options, op-
tions with averaging features, options with discontinuous pay-off
characteristics and options on a number of underlying FX rates.
OTC FX option contracts are valued using market standard option
valuation models. The models used for shorter-dated options (i.e.,
maturities of five years or less) tend to be different than those
used for longer-dated options because the models needed for
longer-dated OTC FX contracts require additional consideration of
interest rate and FX rate interdependency. Inputs to the option
valuation models include spot FX rates, FX forward points, FX
volatilities, interest rate yield curves, interest rate volatilities and
correlations. The inputs for volatility and correlation are implied
through the calibration of observed prices for standard option
contracts trading within the market.

As inputs are derived mostly from standard market contracts
traded in active and observable markets, a significant proportion
of OTC FX option contracts are classified as Level 2. OTC FX op-
tion contracts classified as Level 3 include long-dated FX exotic
option contracts for which there is no active market from which
to derive volatility or correlation inputs. The inputs used to value
these OTC FX option contracts are calculated using consensus
pricing services without an underlying principal market, historical
asset prices or by extrapolation.

Cross-currency balance guaranteed swaps are classified as for-
eign exchange contracts. Details of the fair value classification can
be found under the interest rate contracts section above.

Equity/index contracts

Equity/index contracts include equity forward contracts and eg-
uity option contracts. Equity forward contracts have a single stock
or index underlying and are valued using market standard models.
The key inputs to the models are stock prices, estimated dividend
rates and equity funding rates (which are implied from prices of
forward contracts observed in the market). Estimated cash flows
are then discounted using market standard discounted cash flow
models using a rate that reflects the appropriate funding rate for
that portion of the portfolio. As inputs are derived mostly from
standard market contracts traded in active and observable mar-
kets, a significant proportion of equity forward contracts are clas-
sified as Level 2. Positions classified as Level 3 have no market
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data available for the instrument maturity and are valued by some
form of extrapolation of available data, use of historical dividend
data, or use of data for a related equity.

Equity option contracts include market standard single or bas-
ket stock or index call and put options as well as equity option
contracts with more complex features including option contracts
with multiple or continuous exercise dates, option contracts for
which the payoff is based on the relative or average performance
of components of a basket, option contracts with discontinuous
payoff profiles, path-dependent options and option contracts
with a payoff calculated directly upon equity features other than
price (i.e., dividend rates, volatility or correlation). Equity option
contracts are valued using market standard models that estimate
the equity forward level as described above for equity forward
contracts and incorporate inputs for stock volatility and for cor-
relation between stocks within a basket. The probability-weight-
ed expected option payoff generated is then discounted using
market standard discounted cash flow models using a rate that
reflects the appropriate funding rate for that portion of the port-
folio. Positions for which inputs are derived from standard mar-
ket contracts traded in active and observable markets are classi-
fied as Level 2. Level 3 positions are those for which volatility,
forward or correlation inputs are not observable and are there-
fore valued using extrapolation of available data, historical divi-
dend, correlation or volatility data, or the equivalent data for a
related equity.

Commodity derivative contracts

Commodity derivative contracts include forward, swap and op-
tion contracts on individual commodities and on commodity indi-
ces. Commodity forward and swap contracts are measured using
market standard models that use market forward levels on stan-
dard instruments. Commodity option contracts are measured us-
ing market standard option models that estimate the commodity
forward level as described above for commodity forward and
swap contracts, incorporating inputs for the volatility of the un-
derlying index or commodity. The option model produces a prob-
ability-weighted expected option payoff that is then discounted
using market standard discounted cash flow models using a rate
that reflects the appropriate funding rate for that portion of the
portfolio. For commodity options on baskets of commodities or
bespoke commodity indices, the valuation technique also incor-
porates inputs for the correlation between different commodities
or commodity indices. Individual commodity contracts are typi-
cally classified as Level 2 because active forward and volatility
market data is available.

Financial liabilities designated at fair value
Structured and OTC debt instruments issued

Structured debt instruments issued are comprised of medium-
term notes (MTN), which are held at fair value under the fair
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value option. These MTN are tailored specifically to the holder’s
risk or investment appetite with structured coupons or payoffs.
The risk management and the valuation approaches for these
MTN are closely aligned to the equivalent derivatives business
and the underlying risk, and the valuation techniques used for
this component are the same as the relevant valuation techniques
described above. For example, equity-linked notes should be ref-
erenced to equity/index contracts in the replacement value sec-
tion and credit-linked notes should be referenced to credit deriva-
tive contacts.

Other liabilities — amounts due under unit-linked contracts
Unit-linked investment contracts allow investors to invest in a pool
of assets through issued investment units. The unit holders receive
all rewards and bear all risks associated with the reference asset
pool. The financial liability represents the amounts due to unit
holders and is equal to the fair value of the reference asset pool.
The fair values of investment contract liabilities are determined by
reference to the fair value of the corresponding assets. The liabili-
ties themselves are not actively traded, but are mainly referenced
to instruments which are and are therefore classified as Level 2.

f) Transfers between Level 1 and Level 2 in the fair value hierarchy

The amounts disclosed reflect transfers between Level 1 and Level
2 for instruments which were held for the first half of 2014.
Assets totaling approximately CHF 0.9 billion, which were
mainly comprised of financial investments available-for-sale and
financial assets held for trading, were transferred from Level 2 to
Level 1 during the first six months of 2014, generally due to in-
creased levels of trading activity observed within the market.

g) Movements of Level 3 instruments

Transfers of financial liabilities from Level 2 to Level 1 during the
first six months of 2014 were not significant.

Assets totaling approximately CHF 0.5 billion, which were
mainly comprised of financial assets held for trading, and liabilities
totaling approximately CHF 0.2 billion were transferred from Level
1 to Level 2 during the first six months of 2014, generally due to
diminished levels of trading activity observed within the market.

Significant changes in Level 3 instruments

The table on the following pages presents additional information
about Level 3 assets and liabilities measured at fair value on a re-
curring basis. Level 3 assets and liabilities may be hedged with
instruments classified as Level 1 or Level 2 in the fair value hierar-
chy and, as a result, realized and unrealized gains and losses in-
cluded in the table may not include the effect of related hedging
activity. Further, the realized and unrealized gains and losses pre-
sented within the table are not limited solely to those arising from
Level 3 inputs, as valuations are generally derived from both ob-
servable and unobservable parameters.

Assets and liabilities transferred into or out of Level 3 are pre-
sented as if those assets or liabilities had been transferred at the
beginning of the year.

As of 30 June 2014, financial instruments measured with valu-
ation techniques using significant non-market-observable inputs
(Level 3) mainly comprised the following:

— loans;

— structured reverse repurchase and securities borrowing agree-
ments;

— credit derivative contracts;

— structured debt instruments issued (equity- and credit-linked)
and

— structured over-the-counter debt instruments

Significant movements in Level 3 instruments during the first
six months of 2014 were as follows.

Financial assets held for trading

Financial assets held for trading increased to CHF 4.7 billion from
CHF 4.3 billion during the first half of 2014. Issuances of CHF 2.6
billion and purchases of CHF 0.5 billion, mainly comprised of
loans, were mostly offset by sales of CHF 2.3 billion, primarily
comprised of loans and asset-backed securities. Transfers into
Level 3 during the period amounted to CHF 0.6 billion and were
mainly comprised of certain corporate bonds and asset-backed
securities due to decreased observability of the respective credit
spread inputs. Transfers out of Level 3 amounted to CHF 0.5 bil-
lion and were primarily comprised of certain corporate bonds and
mortgage-backed securities, reflecting increased observability of
the respective credit spread inputs.

Financial assets designated at fair value

Financial assets designated at fair value decreased to CHF 3.6 bil-
lion from CHF 4.4 billion during the first six months of 2014,
mainly reflecting settlements of CHF 0.5 billion, which were pri-
marily comprised of structured reverse repurchase and securities
borrowing agreements, and transfers out of Level 3 totaling CHF
0.3 billion, which were mainly comprised of structured loans.

127

Financial information



Notes to the interim consolidated financial statements

Note 10 Fair value measurement (continued)

Movements of Level 3 instruments

Total gains/losses included in comprehensive income

of which: of which:
related to Level 3 related to Level 3
instruments held Net interest  instruments held Other
Balance as of Net trading ~ at the end of the income and  at the end of the ~ comprehensive
CHEF billion 31 December 2013 income  reporting period other income  reporting period income
Financial assets held for trading’ 43 (0.4) (0.3) 0.0 0.0 0.0

of which:

Corporate bonds and municipal bonds, including bonds issued
by financial institutions

Financial assets designated at fair value 4.4 (0.3) (0.1) 0.0 0.0 0.0
of which:
Loans (including structured loans) 1.1 0.1) 0.1) 0.0 0.0 0.0
Structured reverse repurchase and securities borrowing
agreements 3.1 (0.3) 0.0 0.0 0.0 0.0
Other 0.2 0.0 0.0 0.0 0.0 0.0
Financial investments available-for-sale 0.8 0.0 0.0 0.0 0.0 0.0
Positive replacement values 5.5 (0.2) 0.1 0.0 0.0 0.0
of which:

erivative contracts

Negative replacement values 4.4 0.1 0.4 0.0 0.0 0.0

of which:
T Sy G T RERR TR T REEEE G
Fore/gnexchangecontracts ........................................................ R R o o g
Eqwty//ndexcontratts ............................................................. g . R o o
O 05 00 000 00 00
Financial liabilities designated at fair value 121 0.8 1.2 0.0 0.0 0.0

of which:

uctured over- r debt instru

Structured repurchase agreements

1 Includes assets pledged as collateral which may be sold or repledged by counterparties. 2 Total Level 3 assets as of 30 June 2014 were CHF 14.4 billion (31 March 2014: CHF 14.4 billion, 31 December 2013:
CHF 15.0 billion). Total Level 3 liabilities as of 30 June 2014 were CHF 18.3 billion (31 March 2014: CHF 17.7 billion, 31 December 2013: CHF 16.8 billion).
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Transfers into Transfers out of Foreign currency Balance as of
Purchases Sales Issuances Settlements Level 3 Level 3 translation 30 June 20142

0.0 (0.1) 0.0 0.0 0.0 0.0 0.0 0.7

0.0 0.0 1.6 (2.0) 1.0 (0.5) 0.1 5.4
T IS SO~ NS S R A
ST 00 00 OF 00 00 .02 00 08
R 00 @ 00 el 04 03 01 en 00 ] 14
R 00 00 02 .00 02 .00 00 03
0.0 0.0 1.7 (1.6) 1.3 (0.3) 0.0 5.6
T S A - N~ S - R T )
R 00 @l 00 el 00 el 00 @l 00 . ......en 00 el 04
e 00 00 06 .03y 01 00 00 22
e 00 00 00 00 03 00 . ......en 07"
0.0 0.0 2.9 (3.3) 1.8 (2.0) 0.1 125
S Y T I~ SN - B T S
S 00 . 00 1o eo N 7/ S or 81
S 00 00 N (A 04 en 00 20,
0.0 0.0 0.0 (0.3) 0.0 0.0 0.0 0.9
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Financial investments available-for-sale

Financial investments available-for-sale decreased to CHF 0.7 bil-
lion from CHF 0.8 billion during the first half of 2014, reflecting
sales totaling CHF 0.1 billion.

Positive replacement values

Positive replacement values decreased to CHF 5.4 billion from
CHF 5.5 billion during the first half of 2014. Settlements and issu-
ances amounted to CHF 2.0 billion and CHF 1.6 billion, respec-
tively, and were primarily comprised of credit derivative contracts
and equity/index contracts. Transfers into and out of Level 3
amounted to CHF 1.0 billion and CHF 0.5 billion, respectively, and
were mainly comprised of credit derivative contracts and foreign
exchange contracts resulting from both changes in the availability
of the respective observable inputs for credit spreads, as well as
changes in the correlation between the portfolios held and the
representative market portfolio used to independently verify mar-
ket data.

Negative replacement values

Negative replacement values increased to CHF 5.6 billion from CHF
4.4 billion during the first half of 2014. Issuances and settlements
amounted to CHF 1.7 billion and CHF 1.6 billion, respectively, and
were primarily comprised of credit derivative contracts and equi-
ty/index contracts. Transfers into and out of Level 3 amounted to
CHF 1.3 billion and CHF 0.3 billion, respectively, and were mainly

h) Valuation of assets and liabilities classified as Level 3

comprised of credit derivative contracts and interest rate contracts
resulting from both changes in the availability of the respective ob-
servable inputs for credit spreads, as well as changes in the correla-
tion between the portfolios held and the representative market
portfolio used to independently verify market data.

Financial liabilities designated at fair value

Financial liabilities designated at fair value increased to CHF 12.5
billion from CHF 12.1 billion during the first half of 2014. Settle-
ments of CHF 3.3 billion, mainly comprised of equity-linked struc-
tured debt instruments issued and structured over-the-counter
debt instruments, were mostly offset by issuances of CHF 2.9 bil-
lion, also primarily comprised of equity-linked structured debt in-
struments issued and structured over-the-counter debt instru-
ments, and net losses of CHF 0.8 billion included in comprehensive
income. Transfers into and out of Level 3 amounted to CHF 1.8
billion and CHF 2.0 billion, respectively. Transfers into Level 3 were
primarily comprised of equity- and credit-linked structured debt
instruments issued and structured over-the-counter debt instru-
ments as a reduction in observable equity volatility inputs and re-
spective credit spreads affected the embedded options in these
structures. Transfers out of Level 3 were mainly comprised of eg-
uity-, rates- and credit-linked structured debt instruments issued
and resulted from changes in the availability of observable equity
volatility inputs and changes in rates correlation used to deter-
mine the fair value of the embedded options in these structures.

The table on the following pages presents the Group'’s assets and
liabilities recognized at fair value and classified as Level 3, together
with the valuation techniques used to measure fair value, the sig-
nificant inputs used in the valuation technique that are considered
unobservable and a range of values for those unobservable inputs.

The range of values represents the highest and lowest level in-
put used in the valuation techniques. Therefore, the range does
not reflect the level of uncertainty regarding a particular input, but
rather the different underlying characteristics of the relevant assets
and liabilities. The ranges will therefore vary from period to period
and parameter to parameter based on characteristics of the instru-
ments held at each balance sheet date. Further, the ranges of un-
observable inputs may differ across other financial institutions due
to the diversity of the products in each firm’s inventory.

Significant unobservable inputs in Level 3 positions

This section discusses the significant unobservable inputs identi-
fied in the table on the following pages and assesses the potential
effect that a change in each unobservable input in isolation may
have on a fair value measurement, including information to facili-
tate an understanding of factors that give rise to the input ranges
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shown. Relationships between observable and unobservable in-
puts have not been included in the summary below.

Bond price equivalent: Where market prices are not available for
a bond, fair value is measured by comparison with observable
pricing data from similar instruments. Factors considered when
selecting comparable instruments include credit quality, maturity
and industry of the issuer. Fair value may be measured either by a
direct price comparison or by conversion of an instrument price
into a yield (either as an outright yield or as a spread to LIBOR).
Bond prices are expressed as points of the nominal, where 100
represents a fair value equal to the nominal value (i.e., par).

For corporate and municipal bonds, the range of 7-123 repre-
sents the range of prices from reference issuances used in deter-
mining fair value. Bonds priced at 0 are distressed to the point
that no recovery is expected, while prices significantly in excess of
100 or “par” relate to inflation-linked or structured issuances that
pay a coupon in excess of the market benchmark as of the mea-
surement date. The weighted average price is approximately 96
points, with a majority of positions concentrated around this
price.
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For asset-backed securities, the bond price range of 0-102
points represents the range of prices for reference securities used
in determining fair value. An instrument priced at 0 is not ex-
pected to pay any principal or interest, while an instrument priced
close to 100 points is expected to be repaid in full as well as pay a
yield close to the market yield. More than 96% of the portfolio is
priced at 80 points or higher, and the weighted average price for
Level 3 assets within this portion of the Level 3 portfolio is 89
points.

For credit derivatives, the bond price range of 3-98 points dis-
closed within credit derivatives represents the range of prices used
for reference instruments that are typically converted to an equiv-
alent yield or credit spread as part of the valuation process. The
range is comparable to that for corporate and asset-backed issu-
ances described above.

Loan price equivalent: Where market prices are not available for
a traded loan, fair value is measured by comparison with observ-
able pricing data for similar instruments. Factors considered
when selecting comparable instruments include industry seg-
ment, collateral quality, maturity and issuer-specific covenants.
Fair value may be measured either by a direct price comparison or
by conversion of an instrument price into a yield. The range of
0-100 points represents the range of prices derived from refer-
ence issuances of a similar credit quality used in measuring fair
value for loans classified as Level 3. Loans priced at O are dis-
tressed to the point that no recovery is expected, while a current
price of 100 represents a loan that is expected to be repaid in full,
and also pays a yield marginally higher than market yield. The
portfolio is distributed at both the very low end and the very high
end of the disclosed range with a weighted average of approxi-
mately 93 points.

Credit spread: Valuation models for many credit derivatives re-
quire an input for the credit spread, which is a reflection of the
credit quality of the associated referenced underlying. The credit
spread of a particular security is quoted in relation to the yield on
a benchmark security or reference rate, typically either US Trea-
sury or LIBOR, and is generally expressed in terms of basis points.
An increase/(decrease) in credit spread will increase/(decrease)
the value of credit protection offered by CDS and other credit
derivative products. The impact on the results of the Group of
such changes depends on the nature and direction of the posi-
tions held. Credit spreads may be negative where the asset is
more creditworthy than the benchmark against which the spread
is calculated. A wider credit spread represents decreasing credit-
worthiness. The ranges of 29-292 basis points in loans and
0-1,168 basis points in credit derivatives represents a diverse set
of underlyings, with the lower end of the range representing
credits of the highest quality (e.g., approximating the risk of
LIBOR) and the upper end of the range representing greater levels
of credit risk.

Constant prepayment rate: A prepayment rate represents the
amount of unscheduled principal repayment for a pool of loans.
The prepayment estimate is based on a number of factors, such as
historical prepayment rates for previous loans that are similar pool
loans and the future economic outlook, considering factors in-
cluding, but not limited to, future interest rates. In general, a sig-
nificant increase (decrease) in this unobservable input in isolation
would result in a significantly higher (lower) fair value for bonds
trading at a discount. For bonds trading at a premium the reverse
would apply, with a decrease in fair value when the constant pre-
payment rate increases. However, in certain cases the effect of a
change in prepayment speed upon instrument price is more com-
plicated and is dependent upon both the precise terms of the se-
curitization and the position of the instrument within the securiti-
zation capital structure.

For asset-backed securities, the range of 0-18% represents
inputs across various classes of asset-backed securities. Securi-
ties with an input of 0% typically reflect no current prepayment
behavior within their underlying collateral with no expectation
of this changing in the immediate future, while the high range
of 18% relates to securities that are currently experiencing high
prepayments. Different classes of asset-backed securities typi-
cally show different ranges of prepayment characteristics de-
pending on a combination of factors, including the borrowers’
ability to refinance, prevailing refinancing rates, and the quality
or characteristics of the underlying loan collateral pools. The
weighted average constant prepayment rate for the portfolio is
5%.

For credit derivatives, the range of 2-15% represents the input
assumption for credit derivatives on asset-backed securities. The
range is driven in a similar manner to that for asset-backed securi-
ties.

For FX contracts and interest rate contracts, the ranges of
0-13% and 0-3%, respectively, represent the prepayment as-
sumptions on securitizations underlying the BGS portfolio. This
portfolio is less diverse than other asset-backed securities port-
folios and the range of prepayment speed is therefore narrow-
er.

Constant default rate (CDR): The CDR represents the percentage
of outstanding principal balances in the pool that are projected to
default and liquidate and is the annualized rate of default for a
group of mortgages or loans. The CDR estimate is based on a
number of factors, such as collateral delinquency rates in the pool
and the future economic outlook. In general, a significant increase
(decrease) in this unobservable input in isolation would result in
significantly lower (higher) cash flows for the deal (and thus lower
(higher) valuations). However, different instruments within the
capital structure can react differently to changes in the CDR rate.
Generally, subordinated bonds will decrease in value as CDR in-
creases, but for well-protected senior bonds an increase in CDR
may cause an increase in price. In addition, the presence of a
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Note 10 Fair value measurement (continued)

guarantor wrap on the collateral pool of a security may result in
notes at the junior end of the capital structure experiencing a
price increase with an increase in the default rate.

The ranges of 0-10% for asset-backed securities and 0-10%
for credit derivatives represent the expected default percentage
across the individual instruments’ underlying collateral pools. For
asset-backed securities, the weighted average CDR is 7%.

Loss severity/recovery rate: The projected loss severity/recovery
rate reflects the estimated loss that will be realized given expected
defaults. Loss severity is generally applied to collateral within as-
set-backed securities while the recovery rate is the analogous pric-
ing input for corporate or sovereign credits. Recovery is the re-
verse of loss severity, so a 100% recovery rate is the equivalent of
a 0% loss severity. Increases in loss severity levels/decreases in
recovery rates will result in lower expected cash flows into the
structure upon the default of the instruments. In general, a sig-
nificant decrease (increase) in the loss severity in isolation would
result in significantly higher (lower) fair value for the respective
asset-backed securities. The impact of a change in recovery rate
on a credit derivative position will depend upon whether credit
protection has been bought or sold.

Loss severity is ultimately driven by the value recoverable from
collateral held after foreclosure occurs relative to the loan princi-
pal and possibly unpaid interest accrued at that point. The range
of 0-91% for asset-backed securities represents the different
quality and nature of collateral within the asset-backed securities
portfolio. The weighted average loss severity is 82%. For credit
derivatives, the loss severity range of 0-100% applies to deriva-
tives on asset-backed securities and is broadly similar to the range
for cash positions held. The recovery rate range of 0-95% repre-
sents a wide range of expected recovery levels on credit derivative
contracts within the Level 3 portfolio.

Discount margin (DM) spread: The DM spread represents the dis-
count rates used to present value cash flows of an asset to reflect
the market return required for uncertainty in the estimated cash
flows. DM spreads are a rate or rates applied on top of a floating
index (e.g., LIBOR) to discount expected cash flows. Generally, a
decrease (increase) in the unobservable input in isolation would
result in a significantly higher (lower) fair value.

The different ranges represent the different discount rates
across loans (1-15%), asset-backed securities (1-29%) and credit
derivatives (0-26%). The high end of the range relates to securi-
ties that are priced very low within the market relative to the ex-
pected cash flow schedule and there is significant discounting
relative to the expected cash flow schedule. This indicates that the
market is pricing an increased risk of credit loss into the security
that is greater than what is being captured by the expected cash
flow generation process. The low ends of the ranges are typical of
funding rates on better quality instruments. For asset-backed se-
curities, the weighted average DM is 4%. For loans, the average
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effective DM is 1.59% compared with the disclosed range of
1-15%.

Equity dividend yields: The derivation of a forward price for an
individual stock or index is important both for measuring fair val-
ue for forward or swap contracts and for measuring fair value
using option pricing models. The relationship between the current
stock price and the forward price is based on a combination of
expected future dividend levels and payment timings, and, to a
lesser extent, the relevant funding rates applicable to the stock in
guestion. Dividend yields are generally expressed as an annualized
percentage of share price with the lowest limit of 0% represent-
ing a stock that is not expected to pay any dividend. The dividend
yield and timing represents the most significant parameter in de-
termining fair value for instruments that are sensitive to an equity
forward price. The range of 0-11% reflects the expected range of
dividend rates for the portfolio.

Volatility: Volatility measures the variability of future prices for a
particular instrument and is generally expressed as a percentage,
where a higher number reflects a more volatile instrument for
which future price movements are more likely to occur. The mini-
mum level of volatility is 0% and there is no theoretical maximum.
Volatility is a key input into option models, where it is used to
derive a probability-based distribution of future prices for the un-
derlying instrument. The effect of volatility on individual positions
within the portfolio is driven primarily by whether the option con-
tract is a long or short position. In most cases, the fair value of an
option increases as a result of an increase in volatility and is re-
duced by a decrease in volatility. Generally, volatility used in the
measurement of fair value is derived from active market option
prices (referred to as “implied” volatility). A key feature of implied
volatility is the volatility “smile” or “skew,” which represents the
effect of pricing options of different option strikes at different
implied volatility levels.

— Volatility of interest rates — the range of 1-97% reflects the
range of unobservable volatilities across different currencies
and related underlying interest rate levels. Volatilities of low
interest rates tend to be much higher than volatilities of high
interest rates. In addition, different currencies may have sig-
nificantly different implied volatilities.

— Volatility of foreign exchange — the range of 2-15% reflects
differences across various FX rates.

— Volatility of equity stocks, equity and other indices — the range
of 1-73% is reflective of the range of underlying stock volatili-
ties.

— Volatility of mortality — the range of 21-128% represents mor-
tality volatility assumptions for different components of the
mortality contingent loan portfolio. The range in volatility in-
puts is driven by different characteristics of contracts within
the portfolio. An increase in volatility will cause an increase in
loan value as the notional drawn will tend to increase.



Note 10 Fair value measurement (continued)

Correlation: Correlation measures the inter-relationship between
the movements of two variables. It is expressed as a percentage
between (100)% and +100%, where +100% are perfectly corre-
lated variables (meaning a movement of one variable is associated
with a movement of the other variable in the same direction), and
(100)% are inversely correlated variables (meaning a movement
of one variable is associated with a movement of the other vari-
able in the opposite direction). The effect of correlation on the
measurement of fair value is dependent on the specific terms of
the instruments being valued, due to the range of different payoff
features within such instruments.

— Rate-to-rate correlation — the correlation between interest
rates of two separate currencies. The range of 84-94% results
from the different pairs of currency involved.

— Intra-curve correlation — the correlation between different ten-
or points of the same yield curve. Correlations are typically
fairly high, as reflected by the range of 50-94%.

— Credit index correlation of 10-90% reflects the implied corre-
lation derived from different indices across different parts of
the benchmark index capital structure. The input is particularly
important for bespoke and Level 3 index tranches.

— Credit pair correlation is particularly important for FTD credit
structures. The range of 57-94% reflects the difference between
credits with low correlation and similar highly correlated credits.

— Rate-to-FX correlation — captures the correlation between inter-
est rates and FX rates. The range for the portfolio is (57)-60%,
which represents the relationship between interest rates and
foreign exchange levels. The signage on such correlations is
dependent on the quotation basis of the underlying FX rate
(e.g., EUR/USD and USD/EUR correlations to the same interest
rate will have opposite signs).

— FX-to-FX correlation is particularly important for complex op-
tions that incorporate different FX rates in the projected pay-
off. The range of (83)-80% reflects the underlying characteris-
tics across the main FX pairs to which the Group has exposures.

— Equity-to-equity correlation is particularly important for com-
plex options that incorporate, in some manner, different equi-
ties in the projected payoff. The closer the correlation is to
100%, the more related one equity is to another. For example,
equities with a very high correlation could be from different
parts of the same corporate structure. The range of 11-97% is
reflective of this.

— Equity-to-FX correlation is important for equity options based on
a currency different to the currency of the underlying stock. The
range of (64)-84% represents the range of the relationship be-
tween underlying stock and foreign exchange volatilities.

Funding spread: Structured financing transactions are valued
using synthetic funding curves that best represent the assets
that are pledged as collateral to the transactions. They are not
representative of where the Group can fund itself on an unse-
cured basis, but provide an estimate of where the Group can
source and deploy secured funding with counterparties for a
given type of collateral. The funding spreads are expressed in
terms of basis points over or under LIBOR and if funding spreads
widen this increases the impact of discounting. The range of
10-163 basis points for both structured repurchase agreements
and structured reverse repurchase agreements represents the
range of asset funding curves, where wider spreads are due to
a reduction in liquidity of underlying collateral for funding pur-
poses.

A small proportion of structured debt instruments and non-
structured fixed-rate bonds within financial liabilities designated
at fair value had an exposure to funding spreads that is longer in
duration than the actively traded market. Such positions are with-
in the range of 10-163 basis points reported above.

Upfront price points: A component in the price quotation of
credit derivative contracts, whereby the overall fair value price
level is split between the credit spread (basis points running
over the life of the contract as described above) and a compo-
nent that is quoted and settled upfront on transacting a new
contract. This latter component is referred to as upfront price
points and represents the difference between the credit spread
paid as protection premium on a current contract versus a small
number of standard contracts defined by the market. Distressed
credit names frequently trade and quote CDS protection only in
upfront points rather than as a running credit spread. An in-
crease/(decrease) in upfront points will increase/(decrease) the
value of credit protection offered by CDS and other credit de-
rivative products. The effect on the results of the Group of in-
creases or decreases in upfront price points depends on the
nature and direction of the positions held. Upfront pricing
points may be negative where a contract is quoting for a nar-
rower premium than the market standard, but are generally
positive, reflecting an increase in credit premium required by
the market as creditworthiness deteriorates. The range of 11—
73% within the table above represents the variety of current
market credit spread levels relative to the benchmarks used as a
quotation basis. Upfront points of 73% represent a distressed
credit.
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Valuation techniques and inputs used in the fair value measurement of Level 3 assets and liabilities
Fair value

Range of inputs

Assets Liabilities 30.6.14 31.12.13
Significant
unobservable
CHF billion 30.6.14 31.12.13 30.6.14 31.12.13 Valuation technique(s) input(s)’ low high low high unit’
Financial assets held for
trading/Trading portfolio
liabilities, Financial
assets/liabilities desig-
nated at fair value and
Financial investments
available-for-sale
Corporate bonds and munici-
pal bonds, including bonds Relative value to market
issued by finandialinstiutions 1.5 18 . 01 . 02 comparable .. Bondpriceequialent T30 12T points,
Traded loans, loans designat-
ed at fair value and loan Relative value to market
commitments 3.0 2.2 0.0 0.0 comparable 0 100 0 102 points
Discounted expected cash basis
flows 29 292 65 125  points
Market comparable and
securitization model 1 15 1 15 %
Mortality dependent cash
flow 21 128 21 128 %

Relative value to market
0.5 0.6 0.0 0.0 comparable

Discounted cash flow
projection

Relative value to market

comparable 0 102 0 102 points
Relative value to market
Equity instruments® 05 06 00 00 comparable  Price
Structured (reverse) repur- Discounted expected cash basis
chase agreements 2.6 3.1 0.9 1.2 flows Funding spread 10 163 10 163 points
Financial assets for unit-linked Relative value to market
investment contracts? 0.1 0.1 comparable Price
Structured debt instruments
and non-structured fixed-rate
bonds® 11.6 11.0
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Valuation techniques and inputs used in the fair value measurement of Level 3 assets and liabilities (continued)

Fair value Range of inputs
Assets Liabilities 30.6.14 31.12.13
Significant
unobservable
CHF billion 30.6.14 31.12.13 30.6.14 31.12.13 Valuation technique(s) input(s)’ low high low high unit'
Replacement values
Interest rate contracts 03 . 03 ... 0.7 . 04 Optonmodel Volatility of interestrates 1 LA B3 B %
Rate-to-rate correlation 84 94 84 94 %
Intra-curve correlation 50 94 50 84 %
Discounted expected cash
flows Constant prepayment rate 0 3 0 3 %
Discounted expected cash
flow based on modeled basis

Discounted cash flow
projection on underlying

bond Constant prepayment rate 2 15 0 15 %
PR PO GRS R oy 0
Lossseverlty ...................... s oo o 5
D|scountmarg|n/spread ........... s P S w 5
Bondpnceequwalent ............. S P 100pomts
Volatllltyofforelgn ...........................................................

exchange

Volatility of equity stocks,

equity and other indices 1 73 1 88 %
Equity-to-FX correlation (64) 84 (52) 77 %
Equity-to-equity
correlation 1 97 17 99 %

Relative value to market

Non-financial assets®* 0.1 0.1 comparable Price

Projection of cost and

Discounted cash flow income related to the

projection particular property

Assessment of the
particular property's
condition

1 The ranges of significant unobservable inputs are represented in points, percentages and basis points. Points are a percentage of par. For example, 100 points would be 100% of par. 2 The range of inputs is not disclosed
due to the dispersion of possible values given the diverse nature of the investments. 3 Valuation techniques, significant unobservable inputs and the respective input ranges for structured debt instruments and non-structured
fixed-rate bonds are the same as the equivalent derivative or structured financing instruments presented elsewhere in this table. 4 Non-financial assets include investment properties at fair value and other assets which pri-
marily consist of assets held for sale.
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i) Sensitivity of fair value measurements to changes in unobservable input assumptions

The table below summarizes those financial assets and liabilities
classified as Level 3 for which a change in one or more of the
unobservable inputs to reflect reasonably possible alternative as-
sumptions would change fair value significantly, and the estimat-
ed effect thereof. As of 30 June 2014, the total favorable and
unfavorable effects of changing one or more of the unobservable
inputs to reflect reasonably possible alternative assumptions for
financial instruments classified as Level 3 were CHF 1.3 billion and
CHF 1.1 billion, respectively (31 March 2014: CHF 1.3 billion and
CHF 1.1 billion, respectively; 31 December 2013: CHF 1.4 billion
and CHF 1.1 billion, respectively).

The table shown presents the favorable and unfavorable ef-
fects for each class of financial assets and liabilities for which the
potential change in fair value is considered significant. The sensi-
tivity data presented represents an estimation of valuation uncer-
tainty based on reasonably possible alternative values for Level 3
inputs at the balance sheet date and does not represent the esti-
mated effect of stress scenarios. Typically, these financial assets
and liabilities are sensitive to a combination of inputs from Levels
1-3. Although well-defined interdependencies may exist between
Levels 1-2 and Level 3 parameters (e.g., between interest rates,
which are generally Level 1 or Level 2, and prepayments, which
are generally Level 3), these have not been incorporated in the
table. Further, direct inter-relationships between the Level 3 pa-
rameters discussed below are not a significant element of the
valuation uncertainty.

Sensitivity data is estimated using a number of techniques in-
cluding the estimation of price dispersion among different market
participants, variation in modeling approaches and reasonably
possible changes to assumptions used within the fair value mea-
surement process. The sensitivity ranges are not always symmetri-
cal around the fair values as the inputs used in valuations are not
always precisely in the middle of the favorable and unfavorable
range.

Sensitivity data is determined at a product or parameter level
and then aggregated assuming no diversification benefit. The cal-
culated sensitivity is applied to both the outright position and any
related Level 3 hedges. The main interdependencies across differ-
ent Level 3 products to a single unobservable input parameter
have been included in the basis of netting exposures within the
calculation. Aggregation without allowing for diversification in-
volves the simple summation of individual results with the total
sensitivity, therefore representing the impact of all unobservable
inputs which, if moved to a reasonably possible favorable or unfa-
vorable level at the same time, would result in a significant change
in the valuation. Diversification would incorporate estimated cor-
relations across different sensitivity results and, as such, would
result in an overall sensitivity that would be less than the sum of
the individual component sensitivities. The Group believes that,
while there are diversification benefits within the portfolios repre-
senting these sensitivity numbers, they are not significant to this
analysis.

Sensitivity of fair value measurements to changes in unobservable input assumptions

30.6.14 31.3.14 31.12.13
Favorable Unfavorable Favorable  Unfavorable Favorable  Unfavorable
CHF million changes’ changes’ changes' changes' changes' changes'

Government bills/bonds

Equity/index derivative contracts, net

Structured debt instruments and non-

1,255 (1,124) 1,275 (1,060) 1,366 (1,146)

1 Of the total favorable change, CHF 128 million as of 30 June 2014 (31 March 2014: CHF 144 million, 31 December 2013: CHF 154 million) related to financial investments available-for-sale. Of the total unfavorable
change, CHF 119 million as of 30 June 2014 (31 March 2014: CHF 149 million, 31 December 2013: CHF 159 million) related to financial investments available-for-sale. 2 In the second quarter of 2014, comparative
period figures for 31 December 2013 related to credit derivative contracts were corrected. As a result, favorable and unfavorable changes related to credit derivative contracts as of 31 December 2013 were increased by
CHF 137 million and CHF 52 million, respectively.
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j) Deferred day-1 profit or loss

As explained above, for new transactions resulting in a financial
instrument classified as Level 3, the financial instrument is initially
recognized at the transaction price. The transaction price may dif-
fer from the fair value obtained using a valuation technique, and
any such difference is deferred and not recognized in the income
statement and referred to as deferred day-1 profit or loss. The

these financial instruments, including the aggregate difference
yet to be recognized in the income statement at the beginning
and end of the reporting period and a reconciliation of changes
during the reporting period. Amounts deferred are released and
gains or losses are recorded in Net trading income when pricing of
equivalent products or the underlying parameters become observ-

table below reflects the activity in deferred day-1 profit or loss for  able or when the transaction is closed out.

Deferred day-1 profit or loss

For the quarter ended

CHF million 30.6.14 31.3.14 30.6.13
Balance at the beginning of the period 514 486 483
ool (o) deferred on new msactons PR e e
Proft/los recognlzed RN (93) ................ 0o e
Fore\gncurrency R RN S e e
Balance at the end of the period 469 514 512

k) Financial instruments not measured at fair value

The following table reflects the estimated fair values for UBS's financial instruments not measured at fair value.

Financial instruments not measured at fair value

30.6.14 31.3.14 31.12.13
Fair value

CHF billion Carrying value Carrying value Fair value Carrying value Fair value

Assets

Other assets

Liabilities

Bt e Gy Gy PR PRSI Ly o
o o o i o e e Gy g qs o5
Repurchaseagreements .................................................. ey ey e e e RS
i coIIateralpayabIes e g dag Gy Gy Jos s
Bt o R was s Sons s
bt soo F PR g e gra 210
o [ aay g R R e o

Guarantees/Loan commitments

Guarantees'

Loan commitments?

1 The carrying value of guarantees represented a liability of CHF 0.1 billion as of 30 June 2014 (31 March 2014: CHF 0.1 billion, 31 December 2013: CHF 0.1 billion). The estimated fair value of guarantees represented
an asset of CHF 0.1 billion as of 30 June 2014 (31 March 2014: CHF 0.1 billion, 31 December 2013: CHF 0.1 billion). 2 The carrying value of loan commitments represented a liability of CHF 0.0 billion as of 30 June
2014 (31 March 2014: CHF 0.0 billion, 31 December 2013: CHF 0.0 billion). The estimated fair value of loan commitments represented a liability of CHF 0.0 billion as of 30 June 2014 (31 March 2014: CHF 0.1 billion,
31 December 2013: CHF 0.1 billion).
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The fair values included in the table on the previous page were
calculated for disclosure purposes only. The fair value valuation
techniques and assumptions described below relate only to the
fair value of UBS’s financial instruments not measured at fair val-
ue. Other institutions may use different methods and assumptions
for their fair value estimation, and therefore such fair value disclo-
sures cannot necessarily be compared from one financial institu-
tion to another. UBS applies significant judgments and assump-
tions to arrive at these fair values, which are more holistic and less
sophisticated than UBS’s established fair value and model gover-
nance policies and processes applied to financial instruments ac-
counted for at fair value whose fair values impact UBS's balance
sheet and net profit. The following principles were applied when
determining fair value estimates for financial instruments not
measured at fair value:

— For financial instruments with remaining maturities greater
than three months, the fair value was determined from quoted
market prices, if available.

— Where quoted market prices were not available, the fair values
were estimated by discounting contractual cash flows using
current market interest rates or appropriate yield curves for in-
struments with similar credit risk and maturity. These estimates
generally include adjustments for counterparty credit or UBS’s
own credit.
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— For short-term financial instruments with remaining maturities
of three months or less, the carrying amount, which is net of
credit loss allowances, is generally considered a reasonable es-
timate of fair value. The following financial instruments not
measured at fair value have remaining maturities of three
months or less as of 30 June 2014: 100% of cash and balances
with central banks, 96% of amounts due from banks, 100%
of cash collateral on securities borrowed, 87% of reverse re-
purchase agreements, 100% of cash collateral receivables on
derivatives, 56% of loans, 92% of amounts due to banks,
93% of cash collateral on securities lent, 96% of repurchase
agreements, 100% of cash collateral payable on derivatives,
99% of amount due to customers and 16% of debt issued.

— The fair value estimates for repurchase and reverse repurchase
agreements with variable and fixed interest rates, for all ma-
turities, include the valuation of the interest rate component of
these instruments. Credit and debit valuation adjustments
have not been included in the valuation due to the short-term
nature of these instruments.

— The estimated fair values of off-balance sheet financial instru-
ments are based on market prices for similar facilities and guar-
antees. Where this information is not available, fair value is
estimated using discounted cash flow analysis.



Note 11 Derivative instruments’

30.6.14
Notional values Notional values
Positive related to Negative related to
replacement  positive replace- replacement negative replace-  Other notional
CHF billion values ment values? values ment values? values?

Derivative instruments

Unsettled sales of non-derivative financial assets* 0 36 0 20 0
Total derivative instruments, based on IFRS netting® 205 6,511 203 6,352 13,242
Replacement value netting, based on capital adequacyrules as7) ] (57)
Cash collateral netting, based on capital adequacy rules (23) (15)
Total derivative instruments, based on capital adequacy netting® 25 32
31.3.14
Notional values Notional values
Positive related to Negative related to
replacement positive replace- replacement negative replace- Other notional
CHF billion values ment values? values ment values? values®

Derivative instruments

Unsettled sales of non-derivative financial assets* 0 30 0 30 0
Total derivative instruments, based on IFRS netting® 215 6,993 210 6,752 14,920
Replacement value netting, based on capital adequacyrules (64) (64
Cash collateral netting, based on capital adequacy rules (26) (14)
Total derivative instruments, based on capital adequacy netting® 26 32
31.12.13
Notional values Notional values
Positive related to Negative related to
replacement positive replace- replacement negative replace- Other notional
CHF billion values ment values? values ment values? values®

Derivative instruments

Unsettled sales of non-derivative financial assets* 0 13 0 15 0
Total derivative instruments, based on IFRS netting® 254 7,519 248 7,259 16,557
Replacement value netting, based on capital adequacy rules (193) (193)

Cééh'cldl'la't'ér'a'llhéit'ihg‘, 'béééd'éh'c'a'bité | 'édé'q'u 'a'c'y' e g [y e
Total derivative instruments, based on capital adequacy netting® 33 41

1 Bifurcated embedded derivatives are presented on the same balance sheet line as the host contract and are excluded from the table. As of 30 June 2014, these derivatives amounted to a PRV of CHF 0.1 billion (related
notional values of CHF 5.2 billion) and an NRV of CHF 0.1 billion (related notional values of CHF 10.8 billion). As of 31 March 2014, bifurcated embedded derivatives amounted to a PRV of CHF 0.2 billion (related notional
values of CHF 7.1 billion) and an NRV of CHF 0.3 billion (related notional values of CHF 13.0 billion). As of 31 December 2013, bifurcated embedded derivatives amounted to a PRV of CHF 0.2 hillion (related notional values
of CHF 6.7 billion) and an NRV of CHF 0.4 billion (related notional values of CHF 12.8 billion). 2 In cases where replacement values are presented on a net basis on the balance sheet, the respective notional values of the
netted replacement values are still presented on a gross basis. 3 Other notional values relate to derivatives which are cleared through either a central clearing counterparty or an exchange. The fair value of these derivatives
is presented on the balance sheet net of the corresponding cash margin under Cash collateral receivables on derivative instruments and Cash collateral payables on derivatives instruments and were not material for all peri-
ods presented. 4 Changes in the fair value of purchased and sold non-derivative financial assets between trade date and settlement date are recognized as replacement values. 5 Includes agency transactions and OTC
derivatives cleared for clients with a central counterparty with a combined PRV of CHF 6.3 billion as of 30 June 2014 (31 March 2014: CHF 6.1 billion; 31 December 2013: CHF 5.7 billion) and a combined NRV of CHF 6.6
billion as of 30 June 2014 (31 March 2014: CHF 6.4 billion; 31 December 2013: CHF 5.9 billion) for which notional values were not included in the table above due to their significantly different risk profile. 6 Includes the
impact of netting agreements (including cash collateral) in accordance with Swiss Federal Banking Law.
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Note 12 Offsetting financial assets and financial liabilities

UBS enters into netting agreements with counterparties to man-
age the credit risks associated primarily with repurchase and re-
verse repurchase transactions, securities borrowing and lending
and over-the-counter and exchange-traded derivatives. These
netting agreements and similar arrangements generally enable
the counterparties to set-off liabilities against available assets re-
ceived — in the ordinary course of business and/or in the event
that the counterparty to the transaction is unable to fulfill its con-
tractual obligations. The right of set-off is a legal right to settle or
otherwise eliminate all or a portion of an amount due by applying
an amount receivable from the same counterparty against it, thus
reducing credit exposure.

The table on the following page provides a summary of finan-
cial assets subject to offsetting, enforceable master netting ar-
rangements and similar agreements, as well as financial collateral
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received to mitigate credit exposures for these financial assets.
The gross financial assets of the Group that are subject to offset-
ting, enforceable netting arrangements and similar agreements
are reconciled to the net amounts presented within the associated
balance sheet line, after giving effect to financial liabilities with
the same counterparties that have been offset on the balance
sheet and other financial assets not subject to an enforceable net-
ting arrangement or similar agreement. Further, related amounts
for financial liabilities and collateral received that are not offset on
the balance sheet are shown to arrive at financial assets after con-
sideration of netting potential.

The Group engages in a variety of counterparty credit mitigation
strategies in addition to netting and collateral arrangements. There-
fore, the net amounts presented in the tables on the next pages do
not purport to represent the Group’s actual credit exposure.



Note 12 Offsetting financial assets and financial liabilities (continued)

Financial assets subject to offsetting, enforceable master netting arrangements and similar agreements

30.6.14

Assets subject to netting arrangements

Netting potential not recognized
in the balance sheet?

Assets not

subject to

enforceable
Assets netting ar- Total assets
recognized Assets after rangements  recognized
Gross assets  Balance sheet on the consideration and other on the
before balance netting with balance Financial Collateral of netting out-of- balance
CHF billion sheet netting gross liabilities?  sheet, net liabilities received potential ~ scope items sheet
Cash collateral on securities borrowed 29.3 0.0 29.3 (1.7) (27.6) 0.0 1.4 30.7
Reverse repurchase agreements 103.6 (37.4) 66.2 4.1) (62.1) 0.0 10.4 76.6
Positive replacement values 199.3 (2.6) 196.7 (157.0) (27.6) 12.2 8.0 204.7
Cash collateral receivables on derivative instruments’ 173.7 (154.7) 19.0 (14.7) (0.4) 3.9 8.4 27.4
Financial assets designated at fair value 3.5 0.0 3.5 0.0 (3.1 0.4 2.0 5.5
Total assets 509.3 (194.7) 314.6 (177.4) (120.8) 16.4 30.3 344.9

31.3.14
Netting potential not recognized
Assets subject to netting arrangements in the balance sheet®

Assets not

subject to

enforceable
Assets netting ar-  Total assets
recognized Assets after  rangements  recognized
Gross assets  Balance sheet on the consideration and other on the
before balance  netting with balance Financial Collateral of netting out-of- balance
CHF billion sheet netting gross liabilities?  sheet, net liabilities received potential  scope items sheet
Cash collateral on securities borrowed 28.9 0.0 28.9 (2.0) (26.9) 0.0 1.2 30.1

Reverse repurchase agreements %0 @O oo 23 681 00 96 80.6
Positive replacement values 208.9 (2.6) 206.2 (164.1) (30.2) 1.9 9.1 215.3
Cash collateral receivables on derivative instruments’ 182.5 (162.8) 19.7 (13.7) (0.9) 5.1 6.1 25.8
Financial assets designated at fair value 3.5 0.0 3.5 0.0 (3.0) 0.5 2.4 5.9
Total assets 521.8 (192.4) 329.4 (182.1) (129.7) 17.5 28.2 357.6
31.12.13
Netting potential not recognized
Assets subject to netting arrangements in the balance sheet?

Assets not

subject to

enforceable
Assets netting ar-  Total assets
recognized Assets after  rangements  recognized
Gross assets ~ Balance sheet on the consideration and other on the
before balance netting with balance Financial Collateral of netting out-of- balance
CHEF billion sheet netting gross liabilities?  sheet, net liabilities received potential  scope items sheet
Cash collateral on securities borrowed 26.5 0.0 26.5 (1.2) (25.2) 0.2 1.0 27.5
Reverse repurchase agreements 115 (25.4) 86.1 (5.4) (80.7) 0.0 5.5 91.6
Positive replacement values 2445 (2.8) 241.8 (192.9) (35.5) 13.4 12.3 254.1
Cash collateral receivables on derivative instruments’ 220.0 (196.1) 23.8 (14.4) (1.1) 8.2 4.5 28.3
Financial assets designated at fair value 3.9 0.0 3.9 0.0 (3.9) 0.1 3.4 7.4
Total assets 606.4 (224.3) 382.0 (213.9) (146.4) 21.8 26.7 408.8

1 The net amount of Cash collateral receivables on derivative instruments recognized on the balance sheet includes certain OTC derivatives which are in substance net settled on a daily basis under IAS 32 and ETD derivatives
which are economically settled on a daily basis. In addition, this balance includes OTC and ETD cash collateral balances which correspond with the cash portion of collateral pledged, reflected on the Negative replacement

values line in the table presented on the following page.

the "Balance sheet netting with gross assets” column in the liabilities table presented on the following page.

2 The logic of the table results in amounts presented in the “Balance sheet netting with gross liabilities” column corresponding directly to the amounts presented in
3 For the purpose of this disclosure, the amounts of financial instruments and cash collateral not set off in the

balance sheet have been capped by the relevant netting agreement so as not to exceed the net amount of financial assets presented on the balance sheet, i.e., over-collateralization, where it exists, is not reflected in the table.
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Note 12 Offsetting financial assets and financial liabilities (continued)

Financial liabilities subject to offsetting, enforceable master netting arrangements and similar agreements

30.6.14
Netting potential not recognized
Liabilities subject to netting arrangements in the balance sheet?

Liabilities

not subject

to enforce-
able netting Total
Gross Liabilities Liabilities arrange- liabilities
liabilities recognized after  mentsand  recognized
before  Balance sheet on the consideration other on the
balance sheet netting with balance Financial Collateral of netting out-of- balance
CHF billion netting  gross assets?  sheet, net assets pledged potential  scope items sheet

Cash collateral on securities lent

Financial liabilities designated at fair value
Total liabilities

31.3.14
Netting potential not recognized
Liabilities subject to netting arrangements in the balance sheet?

Liabilities

not subject

to enforce-
able netting Total
Gross Liabilities Liabilities arrange- liabilities
liabilities recognized after ~ mentsand  recognized
before  Balance sheet on the consideration other on the
balance sheet  netting with balance Financial Collateral of netting out-of- balance
CHF billion netting  gross assets?  sheet, net assets pledged potential ~ scope items sheet

Cash collateral on securities lent

Financial liabilities designated at fair value 5.7 0.0 5.7 0.0 (1.8) 4.0 63.0 68.7
Total liabilities 452.6 (192.4) 260.2 (193.9) (38.0) 28.3 96.4 356.6
31.12.13
Netting potential not recognized
Liabilities subject to netting arrangements in the balance sheet?

Liabilities

not subject

to enforce-
able netting Total
Gross Liabilities Liabilities arrange- liabilities
liabilities recognized after  mentsand  recognized
before  Balance sheet on the consideration other on the
balance sheet netting with balance Financial Collateral of netting out-of- balance
CHF billion netting  gross assets?  sheet, net assets pledged potential ~ scope items sheet
Cash collateral on securities lent 8.5 0.0 8.5 (1.2) (7.3) 0.0 1.0 9.5

Total liabilities (227.8) (37.2) 32.2

1 The net amount of Cash collateral payables on derivative instruments recognized on the balance sheet includes certain OTC derivatives which are in substance net settled on a daily basis under IAS 32 and ETD
derivatives which are economically settled on a daily basis. In addition, this balance includes OTC and ETD cash collateral balances which correspond with the cash portion of collateral received reflected on the Positive replace-
ment values line in the table presented on the previous page. 2 The logic of the table results in amounts presented in the "Balance sheet netting with gross assets” column corresponding directly to the amounts presented in
the “Balance sheet netting with gross liabilities” column in the assets table presented on the previous page. 3 For the purpose of this disclosure, the amounts of financial instruments and cash collateral not set off on the balance
sheet have been capped by the relevant netting arrangement so as not to exceed the net amount of financial liabilities presented in the balance sheet, i.e., over-collateralization, where it exists, is not reflected in the table.
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Note 13 Other assets and liabilities
CHF million 30.6.14 313.14 31.12.13

Other assets

Prime brokerage receivables' 13,546 12,125 11,175

Total other assets 25,650 22,468 20,228

Other liabilities
Prime brokerage payables' 37,494 33,988 32,543

Total other liabilities 68,166 62,677 62,777

1 Prime brokerage services include clearance, settlement, custody, financing and portfolio reporting services for corporate clients trading across multiple asset classes. Prime brokerage receivables are mainly comprised of
margin lending receivables. Prime brokerage payables are mainly comprised of client securities financing and deposits.
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Note 14 Provisions and contingent liabilities

a) Provisions

Litigation, Loan
regulatory commitments
Operational ~ and similar and Employee Total
CHF million risks! matters? Restructuring  guarantees  Real estate benefits Other  provisions
Balance as of 31 December 2013 45 1,622 658 61 157 222 205 2,971
Balance as of 31 March 2014 47 1,778 729 58 153 222 213 3,200
Increase in provisions recognized in the income statement 2 441 3 0 0 6 " 463
Release of provisions recognized in the income statement a 07 an o M @ o (225)
Provisions used in conformity with designated purpose @ ey 68) o © @ ® (126)
Cap|ta e AL o o ( 2) ............. R (.1 ) ............. o O (3) .
Dlsposa\of bodiios R g o g AR g g o
Rl R g G R R R \
Forelgncurrency RS (1) ............. g ey g R -
Balance as of 30 June 2014 42 1,980 660° 61 148* 226° 217 3,334

1 Comprises provisions for losses resulting from security risks and transaction processing risks.

2 Comprises provisions for losses resulting from legal, liability and compliance risks. 3 Includes personnel-related restructuring

provisions of CHF 134 million as of 30 June 2014 (31 March 2014: CHF 178 million; 31 December 2013: CHF 104 million) and provisions for onerous lease contracts of CHF 525 million as of 30 June 2014 (31 March 2014:
CHF 550 million; 31 December 2013: CHF 554 million). 4 Includes reinstatement costs for leasehold improvements of CHF 92 million as of 30 June 2014 (31 March 2014: CHF 94 million; 31 December 2013: CHF 95 million),

provisions for onerous lease contracts of CHF 56 million as of 30 June 2014 (31 March 2014: CHF 59 million; 31 December 2013: CHF 62 million).

sions for severance which are not part of restructuring provisions.

Restructuring provisions primarily relate to onerous lease con-
tracts and severance amounts. The utilization of onerous lease
provisions is driven by the maturities of the underlying lease con-
tracts, which cover a period of up to 11 years. Severance related
provisions are utilized within a short time period, usually within six
months, but potential changes in amount may be triggered when

b) Litigation, regulatory and similar matters

5 Includes provisions for sabbatical and anniversary awards as well as provi-

natural staff attrition reduces the number of people affected by a
restructuring and therefore the estimated costs.

Information on provisions and contingent liabilities in respect
of Litigation, regulatory and similar matters, as a class, is included
in Note 14b. There are no material contingent liabilities associated
with the other classes of provisions.

The Group operates in a legal and regulatory environment that
exposes it to significant litigation and similar risks arising from
disputes and regulatory proceedings. As a result, UBS (which for
purposes of this note may refer to UBS AG and/or one or more of
its subsidiaries, as applicable) is involved in various disputes and
legal proceedings, including litigation, arbitration, and regulatory
and criminal investigations.

Such matters are subject to many uncertainties and the out-
come is often difficult to predict, particularly in the earlier stages
of a case. There are also situations where the Group may enter
into a settlement agreement. This may occur in order to avoid the
expense, management distraction or reputational implications of
continuing to contest liability, even for those matters for which
the Group believes it should be exonerated. The uncertainties in-
herent in all such matters affect the amount and timing of any
potential outflows for both matters with respect to which provi-
sions have been established and other contingent liabilities. The
Group makes provisions for such matters brought against it when,
in the opinion of management after seeking legal advice, it is
more likely than not that the Group has a present legal or con-
structive obligation as a result of past events, it is probable that an
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outflow of resources will be required, and the amount can be reli-
ably estimated. If any of those conditions is not met, such matters
result in contingent liabilities. If the amount of an obligation can-
not be reliably estimated, a liability exists that is not recognized
even if an outflow of resources is probable. Accordingly, no provi-
sion is established even if the potential outflow of resources with
respect to select matters could be significant.

Specific litigation, regulatory and other matters are described
below, including all such matters that management considers to
be material and others that management believes to be of signifi-
cance due to potential financial, reputational and other effects.
The amount of damages claimed, the size of a transaction or
other information is provided where available and appropriate in
order to assist users in considering the magnitude of potential
exposures.

In the case of certain matters below, we state that we have
established a provision, and for the other matters we make no
such statement. When we make this statement and we expect
disclosure of the amount of a provision to prejudice seriously our
position with other parties in the matter, because it would reveal
what UBS believes to be the probable and reliably estimable out-



Note 14 Provisions and contingent liabilities (continued)

flow, we do not disclose that amount. In some cases we are sub-
ject to confidentiality obligations that preclude such disclosure.
With respect to the matters for which we do not state whether
we have established a provision, either (a) we have not estab-
lished a provision, in which case the matter is treated as a contin-
gent liability under the applicable accounting standard or (b) we
have established a provision but expect disclosure of that fact to
prejudice seriously our position with other parties in the matter
because it would reveal the fact that UBS believes an outflow of
resources to be probable and reliably estimable.

With respect to certain litigation, regulatory and similar mat-
ters as to which we have established provisions, we are able to
estimate the expected timing of outflows. However, the aggre-
gate amount of the expected outflows for those matters for
which we are able to estimate expected timing is immaterial rela-
tive to our current and expected levels of liquidity over the rele-
vant time periods.

The aggregate amount provisioned for litigation, regulatory
and similar matters as a class is disclosed in Note 14a above. It is

Provisions for litigation, regulatory and similar matters by segment’

not practicable to provide an aggregate estimate of liability for
our litigation, regulatory and similar matters as a class of contin-
gent liabilities. Doing so would require us to provide speculative
legal assessments as to claims and proceedings that involve
unique fact patterns or novel legal theories, which have not yet
been initiated or are at early stages of adjudication, or as to which
alleged damages have not been quantified by the claimants. Al-
though we therefore cannot provide a numerical estimate of the
future losses that could arise from the class of litigation, regula-
tory and similar matters, we can confirm that we believe that the
aggregate amount of possible future losses from this class that are
more than remote substantially exceeds the level of current provi-
sions.

The risk of loss associated with litigation, regulatory and similar
matters is a component of operational risk for purposes of deter-
mining our capital requirements. Information concerning our
capital requirements and the calculation of operational risk for
this purpose is included in the “Capital management” section of
this report.

cC-

Wealth Non-core

Wealth Management Retail & Global Asset  Investment ~ CC—Core  and Legacy
CHF million Management Americas Corporate  Management Bank Functions Portfolio UBS
Balance as of 31 December 2013 165 56 82 3 22 488 808 1,622
Balance as of 31 March 2014 239 92 90 3 19 483 853 1,778
Increase in provisions recognized in the income statement 295 54 48 33 11 0 0 441

Balance as of 30 June 2014 510 131

137 36 25 319 823 1,980

1 Provisions, if any, for the matters described in (a) item 4 of this Note 14b are recorded in Wealth Management, (b) item 7 of this Note 14b are recorded in Wealth Management Americas, (c) items 11 and 12 of this Note
14b are recorded in the Investment Bank, (d) items 3 and 10 of this Note 14b are recorded in Corporate Center — Core Functions and (e) items 2 and 6 of this Note 14b are recorded in Corporate Center — Non-core and
Legacy Portfolio. Provisions, if any, for the matters described in items 1 and 9 of this Note 14b are allocated between Wealth Management and Retail & Corporate, provisions for the matter described in item 5 of this Note
14b are allocated between the Investment Bank and Corporate Center — Non-core and Legacy Portfolio, and provisions for the matter described in item 8 of this Note 14b are allocated between the Investment Bank and

Corporate Center — Core Functions.

1. Inquiries regarding cross-border wealth management businesses
Following the disclosure and the settlement of the US cross-bor-
der matter, tax and regulatory authorities in a number of coun-
tries have made inquiries and served requests for information lo-
cated in their respective jurisdictions relating to the cross-border
wealth management services provided by UBS and other financial
institutions. As a result of investigations in France, in May and
June 2013, respectively, UBS (France) S.A. and UBS AG were put
under formal examination (“mise en examen”) for complicity in
having illicitly solicited clients on French territory, and were de-
clared witness with legal assistance (“témoin assisté”) regarding
the laundering of proceeds of tax fraud and of banking and finan-
cial solicitation by unauthorized persons. In July 2014, UBS AG
was placed under formal examination with respect to the poten-

tial charges of laundering of proceeds of tax fraud, for which it
had been previously declared witness with legal assistance, and
the court ordered UBS to provide bail (“caution”) of EUR 1.1 bil-
lion. UBS has appealed the determination of the bail amount.
Separately, in June 2013, the French banking supervisory author-
ity’s disciplinary commission reprimanded UBS (France) S.A. for
having had insufficiencies in its control and compliance frame-
work around its cross-border activities and “know your customer”
obligations. It imposed a penalty of EUR 10 million, and a provi-
sion in that amount is reflected on our balance sheet at 30 June
2014.

In Germany, two different authorities have been conducting
investigations against UBS Deutschland AG and UBS AG, respec-
tively, and against certain employees of these entities concerning
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Note 14 Provisions and contingent liabilities (continued)

certain matters relating to our past cross-border business. UBS is
cooperating with these authorities within the limits of financial
privacy obligations under Swiss and other applicable laws. UBS
reached a settlement in July 2014 with the authorities in Bochum,
concluding those proceedings. The settlement includes a payment
of approximately EUR 302 million, and a provision in that amount
is reflected on our balance sheet at 30 June 2014. The proceed-
ings by the authorities in Mannheim have not revealed sufficient
evidence supporting the allegations being investigated.

In June 2014 the Belgian authorities searched the offices of
UBS (Luxembourg) S.A. Belgium Branch.

Our balance sheet at 30 June 2014 reflected provisions with
respect to matters described in this item 1 in an amount that UBS
believes to be appropriate under the applicable accounting stan-
dard. As in the case of other matters for which we have estab-
lished provisions, the future outflow of resources in respect of
such matters cannot be determined with certainty based on cur-
rently available information, and accordingly may ultimately prove
to be substantially greater (or may be less) than the provision that
we have recognized.

2. Claims related to sales of residential mortgage-backed
securities and mortgages
From 2002 through 2007, prior to the crisis in the US residential
loan market, UBS was a substantial issuer and underwriter of US
residential mortgage-backed securities (RMBS) and was a purchaser
and seller of US residential mortgages. A subsidiary of UBS, UBS Real
Estate Securities Inc. (UBS RESI), acquired pools of residential mort-
gage loans from originators and (through an affiliate) deposited
them into securitization trusts. In this manner, from 2004 through
2007, UBS RESI sponsored approximately USD 80 billion in RMBS,
based on the original principal balances of the securities issued.
UBS RESI also sold pools of loans acquired from originators to
third-party purchasers. These whole loan sales during the period
2004 through 2007 totaled approximately USD 19 billion in origi-
nal principal balance.

We were not a significant originator of US residential loans.
A subsidiary of UBS originated approximately USD 1.5 billion in
US residential mortgage loans during the period in which it was
active from 2006 to 2008, and securitized less than half of these
loans.

Securities lawsuits concerning disclosures in RMBS offering docu-
ments: UBS is named as a defendant relating to its role as under-
writer and issuer of RMBS in a large number of lawsuits related to
approximately USD 13 billion in original face amount of RMBS un-
derwritten or issued by UBS. Some of the lawsuits are in their early
stages and have not advanced beyond the motion to dismiss phase;
others are in varying stages of discovery. Of the USD 13 billion in
original face amount of RMBS that remains at issue in these cases,
approximately USD 3 billion was issued in offerings in which a UBS
subsidiary transferred underlying loans (the majority of which were
purchased from third-party originators) into a securitization trust
and made representations and warranties about those loans (UBS-
sponsored RMBS). The remaining USD 10 billion of RMBS to which
these cases relate was issued by third parties in securitizations in
which UBS acted as underwriter (third-party RMBS).

In connection with certain of these lawsuits, UBS has indemni-
fication rights against surviving third-party issuers or originators
for losses or liabilities incurred by UBS, but UBS cannot predict the
extent to which it will succeed in enforcing those rights. A class
action in which UBS was named as a defendant was settled by a
third-party issuer and received final approval by the district court
in 2013. The settlement reduced the original face amount of
third-party RMBS at issue in the cases pending against UBS by ap-
proximately USD 24 billion. The third-party issuer will fund the
settlement at no cost to UBS. In January 2014, certain objectors to
the settlement filed a notice of appeal from the district court’s
approval of the settlement.

Loan repurchase demands related to sales of mortgages and
RMBS: When UBS acted as an RMBS sponsor or mortgage seller,
we generally made certain representations relating to the charac-
teristics of the underlying loans. In the event of a material breach

Loan repurchase demands by year received - original principal balance of loans’'

USD million 2006-2008 2009 2010 2011 2012 2013 through ZéoJLZIly Total
Resolved demands

Aital o agreed o repurchases/make wholepayments by Upe L [ 5
e by e rparty ....................................................... e oy G o J o
B 'Ii‘t'igtaﬁ'o'ri ............................................................... A e R o
Demands expected to be resolved by third parties

e e expectedto R roughenforceme R
of indemnification rights against third-party originators 77 2 45 107 99 72 403

Demands in dispute

Demands rebutted by UBS but not yet rescinded by counterparty

Total

1,404 618 332

1 Loans submitted by multiple counterparties are counted only once.
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Note 14 Provisions and contingent liabilities (continued)

of these representations, we were in certain circumstances con-
tractually obligated to repurchase the loans to which they related
or to indemnify certain parties against losses. UBS has received
demands to repurchase US residential mortgage loans as to which
UBS made certain representations at the time the loans were
transferred to the securitization trust. We have been notified by
certain institutional purchasers of mortgage loans and RMBS of
their contention that possible breaches of representations may en-
title the purchasers to require that UBS repurchase the loans or to
other relief. The table “Loan repurchase demands by year received
— original principal balance of loans” summarizes repurchase de-
mands received by UBS and UBS's repurchase activity from 2006
through 22 July 2014. In the table, repurchase demands character-
ized as Demands resolved in litigation and Demands rescinded by
counterparty are considered to be finally resolved. Repurchase de-
mands in all other categories are not finally resolved.

Payments that UBS has made to date to resolve repurchase
demands equate to approximately 62% of the original principal
balance of the related loans. Most of the payments that UBS has
made to date have related to so-called “Option ARM” loans; se-
verity rates may vary for other types of loans with different char-
acteristics. Losses upon repurchase would typically reflect the es-
timated value of the loans in question at the time of repurchase
as well as, in some cases, partial repayment by the borrowers or
advances by servicers prior to repurchase.

In most instances in which we would be required to repurchase
loans due to misrepresentations, we would be able to assert de-
mands against third-party loan originators who provided repre-
sentations when selling the related loans to UBS. However, many
of these third parties are insolvent or no longer exist. We estimate
that, of the total original principal balance of loans sold or securi-
tized by UBS from 2004 through 2007, less than 50% was pur-
chased from surviving third-party originators. In connection with
approximately 60% of the loans (by original principal balance) for
which UBS has made payment or agreed to make payment in re-
sponse to demands received in 2010, UBS has asserted indemnity
or repurchase demands against originators. Since 2011, UBS has
advised certain surviving originators of repurchase demands made
against UBS for which UBS would be entitled to indemnity, and
has asserted that such demands should be resolved directly by the
originator and the party making the demand.

We cannot reliably estimate the level of future repurchase de-
mands, and do not know whether our rebuttals of such demands
will be a good predictor of future rates of rebuttal. We also can-
not reliably estimate the timing of any such demands.

Lawsuits related to contractual representations and warranties
concerning mortgages and RMBS: In 2012, certain RMBS trusts
filed an action in the Southern District of New York (Trustee Suit)
seeking to enforce UBS RESI's obligation to repurchase loans in
the collateral pools for three RMBS securitizations (Transactions)
with an original principal balance of approximately USD 2 billion
for which Assured Guaranty Municipal Corp. (Assured Guaranty),
a financial guaranty insurance company, had previously demand-
ed repurchase. Plaintiffs in the Trustee Suit have recently indicated
that they intend to seek damages beyond the loan repurchase
demands identified in the complaint, specifically for all loans pur-
portedly in breach of representations and warranties in any of the
three Transactions. With respect to the loans subject to the Trust-
ee Suit that were originated by institutions still in existence, UBS
intends to enforce its indemnity rights against those institutions.
Related litigation brought by Assured Guaranty was resolved in
2013.

In 2012, the FHFA, on behalf of Freddie Mac, filed a notice and
summons in New York Supreme Court initiating suit against UBS
RESI for breach of contract and declaratory relief arising from al-
leged breaches of representations and warranties in connection
with certain mortgage loans and UBS RESI's alleged failure to re-
purchase such mortgage loans. The lawsuit seeks, among other
relief, specific performance of UBS RESI's alleged loan repurchase
obligations for at least USD 94 million in original principal balance
of loans for which Freddie Mac had previously demanded repur-
chase; no damages are specified. In 2013, the Court dismissed the
complaint for lack of standing, on the basis that only the RMBS
trustee could assert the claims in the complaint, and the com-
plaint was unclear as to whether the trustee was the plaintiff and
had proper authority to bring suit. The trustee subsequently filed
an amended complaint, which UBS moved to dismiss. The motion
remains pending.

In 2013, Residential Funding Company LLC (RFC) filed a com-
plaint in New York Supreme Court against UBS RESI asserting
claims for breach of contract and indemnification in connection
with loans purchased from UBS RESI with an original principal bal-

Provision for claims related to sales of residential mortgage-backed securities and mortgages

USD million
Balance as of 31 December 2013 807
Balance as of 31 March 2014 819
Increase in provision recognized in the income statement 0
Relonce ofprowswonrecogmzed e oo e 5
b mconformny i e |gnat I pu rpose .......................................................................................................................... (2) .
Balance as of 30 June 2014 817
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ance of at least USD 460 million that were securitized by an RFC
affiliate. This is the first case filed against UBS seeking damages
allegedly arising from the securitization of whole loans purchased
from UBS. Damages are unspecified.

We also have tolling agreements with certain institutional pur-
chasers of RMBS concerning their potential claims related to sub-
stantial purchases of UBS-sponsored or third-party RMBS.

As reflected in the table “Provision for claims related to sales of
residential mortgage-backed securities and mortgages”, our bal-
ance sheet at 30 June 2014 reflected a provision of USD 817 million
with respect to matters described in this item 2. As in the case of
other matters for which we have established provisions, the future
outflow of resources in respect of this matter cannot be determined
with certainty based on currently available information, and accord-
ingly may ultimately prove to be substantially greater (or may be
less) than the provision that we have recognized.

UBS has received requests from both the Special Inspector
General for the Troubled Asset Relief Program (SIGTARP) (who is
working in conjunction with the US Attorney’s Office for Con-
necticut and the US Department of Justice, Criminal Division,
Fraud Section), the SEC and other governmental authorities for
information relating to its practices in connection with purchases
and sales of mortgage-backed securities. We are cooperating
with the authorities in these matters, which are in an early stage.
Numerous other banks reportedly have received similar requests.

3. Claims related to UBS disclosure

A putative consolidated class action has been filed in the United
States District Court for the Southern District of New York against
UBS, a number of current and former directors and senior officers
and certain banks that underwrote UBS's May 2008 Rights Offering
(including UBS Securities LLC) alleging violation of the US securities
laws in connection with UBS's disclosures relating to UBS's positions
and losses in mortgage-related securities, UBS's positions and losses
in auction rate securities, and UBS’s US cross-border business. In
2011, the court dismissed all claims based on purchases or sales of
UBS ordinary shares made outside the US, and, in 2012, the court
dismissed with prejudice the remaining claims based on purchases or
sales of UBS ordinary shares made in the US for failure to state a
claim. In May 2014, the Second Circuit upheld the dismissal of the
complaint. UBS, a number of senior officers and employees and
various UBS committees have also been sued in a putative consoli-
dated class action for breach of fiduciary duties brought on behalf of
current and former participants in two UBS Employee Retirement
Income Security Act (ERISA) retirement plans in which there were
purchases of UBS stock. In 2011, the court dismissed the ERISA com-
plaint. In 2012, the court denied plaintiffs" motion for leave to file an
amended complaint. On appeal, the Second Circuit upheld the dis-
missal of all counts relating to one of the retirement plans. With re-
spect to the second retirement plan, the Court upheld the dismissal
of some of the counts, and vacated and remanded for further pro-
ceedings with regard to the counts alleging that defendants had vio-

148

lated their fiduciary duty to prudently manage the plan’s investment
options, as well as the claims derivative of that duty.

In 2012, a consolidated complaint was filed in a putative securi-
ties fraud class action pending in federal court in Manhattan
against UBS AG and certain of its current and former officers relat-
ing to the unauthorized trading incident that occurred in the In-
vestment Bank and was announced in September 2011. The law-
suit was filed on behalf of parties who purchased publicly traded
UBS securities on any US exchange, or where title passed within
the US, during the period 17 November 2009 through 15 Septem-
ber 2011. In 2013, the district court granted UBS’s motion to dis-
miss the complaint in its entirety. Plaintiffs have filed an appeal.

4. Madoff

In relation to the Bernard L. Madoff Investment Securities LLC
(BMIS) investment fraud, UBS AG, UBS (Luxembourg) SA and cer-
tain other UBS subsidiaries have been subject to inquiries by a
number of regulators, including the Swiss Financial Market Super-
visory Authority (FINMA) and the Luxembourg Commission de
Surveillance du Secteur Financier (CSSF). Those inquiries con-
cerned two third-party funds established under Luxembourg law,
substantially all assets of which were with BMIS, as well as certain
funds established in offshore jurisdictions with either direct or in-
direct exposure to BMIS. These funds now face severe losses, and
the Luxembourg funds are in liquidation. The last reported net
asset value of the two Luxembourg funds before revelation of the
Madoff scheme was approximately USD 1.7 billion in the aggre-
gate, although that figure likely includes fictitious profit reported
by BMIS. The documentation establishing both funds identifies
UBS entities in various roles including custodian, administrator,
manager, distributor and promoter, and indicates that UBS em-
ployees serve as board members. UBS (Luxembourg) SA and cer-
tain other UBS subsidiaries are responding to inquiries by Luxem-
bourg investigating authorities, without however being named as
parties in those investigations. In 2009 and 2010, the liquidators
of the two Luxembourg funds filed claims on behalf of the funds
against UBS entities, non-UBS entities and certain individuals in-
cluding current and former UBS employees. The amounts claimed
are approximately EUR 890 million and EUR 305 million, respec-
tively. The liquidators have filed supplementary claims for amounts
that the funds may possibly be held liable to pay the BMIS Trustee.
These amounts claimed by the liquidator are approximately EUR
564 million and EUR 370 million, respectively. In addition, a large
number of alleged beneficiaries have filed claims against UBS en-
tities (and non-UBS entities) for purported losses relating to the
Madoff scheme. The majority of these cases are pending in Lux-
embourg, where appeals have been filed by the claimants against
the 2010 decisions of the court in which the claims in a number
of test cases were held to be inadmissible. In the US, the BMIS
Trustee filed claims in 2010 against UBS entities, among others, in
relation to the two Luxembourg funds and one of the offshore
funds. The total amount claimed against all defendants in these



Note 14 Provisions and contingent liabilities (continued)

actions was not less than USD 2 billion. Following a motion by
UBS, in 2011, the District Court dismissed all of the BMIS Trustee’s
claims other than claims for recovery of fraudulent conveyances
and preference payments that were allegedly transferred to UBS
on the ground that the BMIS Trustee lacks standing to bring such
claims. In 2013, the Second Circuit Court of Appeals affirmed the
District Court's decision and, in June 2014, the US Supreme Court
denied the BMIS Trustee’s petition seeking review of the Court of
Appeals ruling. In Germany, certain clients of UBS are exposed to
Madoff-managed positions through third-party funds and funds
administered by UBS entities in Germany. A small number of
claims have been filed with respect to such funds.

5. Transactions with Italian public sector entities

A number of transactions that UBS Limited and UBS AG respec-
tively entered into with public sector entity counterparties in Italy
have been called into question or become the subject of legal
proceedings and claims for damages and other awards. In Milan,
in 2012, civil claims brought by the City of Milan against UBS
Limited, UBS Italia SIM Spa and three other international banks in
relation to a 2005 bond issue and associated derivatives transac-
tions entered into with Milan between 2005 and 2007 were set-
tled without admission of liability. In 2012, the criminal court in
Milan issued a judgment convicting two current UBS employees
and one former employee, together with employees from the
three other banks, of fraud against a public entity in relation to
the same bond issue and the execution, and subsequent restruc-
turing, of the related derivative transactions. In the same proceed-
ings, the Milan criminal court also found UBS Limited and three
other banks liable for the administrative offense of failing to have
in place a business organizational model capable of preventing
the criminal offenses of which its employees were convicted. The
sanctions imposed against UBS Limited, which are not effective
until appeals are exhausted, were confiscation of the alleged level
of profit flowing from the criminal findings (EUR 16.6 million), a
fine in respect of the finding of the administrative offense (EUR 1
million) and payment of legal fees. UBS Limited and the individu-
als appealed that judgment, and in March 2014, the Milan Court
of Appeal overturned all findings of liability against UBS Limited
and the convictions of the UBS individuals and acquitted them. It
issued a full judgment setting out the reasons for its rulings in
June 2014. The appellate prosecutor did not pursue a further ap-
peal and the acquittals are now final.

Derivative transactions with the Regions of Calabria, Tuscany,
Lombardy, Lazio and Campania, and the City of Florence have
also been called into question or become the subject of legal pro-
ceedings and claims for damages and other awards. In 2012, UBS
AG and UBS Limited settled all civil disputes with the Regions of
Tuscany, Lombardy and Lazio without any admission of liability. In
2013, a settlement of all civil and administrative disputes was
reached with the City of Florence. In May 2014, UBS closed a
civil settlement with Calabria.

6. Kommunale Wasserwerke Leipzig GmbH (KWL)

In 2006, KWL entered into a single-tranche collateralized debt obli-
gation/credit default swap (STCDO/CDS) transaction with UBS, with
latter legs being intermediated in 2006 and 2007 by Landesbank
Baden-Wirttemberg (LBBW) and Depfa Bank plc (Depfa). KWL re-
tained UBS Global Asset Management to act as portfolio manager
under the STCDO/CDS. UBS and the intermediating banks termi-
nated the STCDO/CDS following non-payment by KWL under the
STCDOs. UBS claims payment of approximately USD 319.8 million,
plus interest, from KWL, Depfa and LBBW, which remains unpaid.

In 2010, UBS (UBS AG, UBS Limited and UBS Global AM) issued
proceedings in London against KWL, Depfa and LBBW seeking dec-
larations and/or to enforce the terms of the STCDO/CDS contracts.
Each of KWL, Depfa and LBBW filed counterclaims which UBS has
been defending. KWL amended its pleading in June 2014 and LBBW
and Depfa also amended their pleadings to allege fraudulent mis-
representation. UBS has denied these claims. Trial began in April
2014 and is scheduled to finish at the end of July 2014.

In separate proceedings brought by KWL against LBBW in
Leipzig, Germany, the court ruled in LBBW's favor in June 2013
and upheld the validity of the STCDO as between LBBW and KWL.
KWL has appealed against that ruling and, in May 2014, the ap-
peal court ruled that further evidence be taken on two issues,
which is likely to take several months.

Our balance sheet at 30 June 2014 reflected provisions with
respect to matters described in this item 6 in an amount that UBS
believes to be appropriate under the applicable accounting stan-
dard. As in the case of other matters for which we have estab-
lished provisions, the future outflow of resources in respect of
such matters cannot be determined with certainty based on cur-
rently available information, and accordingly may ultimately prove
to be substantially greater (or may be less) than the provision that
we have recognized.

In 2011, the former managing director of KWL and two financial
advisers were convicted in Leipzig, Germany, on criminal charges
related to certain KWL transactions, including swap transactions
with UBS and other banks. Following further criminal proceedings
brought against them in Dresden, Germany, relating to the same
transactions, they were each convicted of embezzlement in 2013
and given longer sentences. All three have lodged appeals.

Since 2011, the SEC has been conducting an investigation fo-
cused on, among other things, the suitability of the KWL transac-
tion, and information provided by UBS to KWL. UBS has provided
documents and testimony to the SEC and is continuing to cooper-
ate with the SEC.

7. Puerto Rico

Declines in the market prices of Puerto Rico municipal bonds and of
UBS Puerto Rico sole-managed and co-managed closed-end funds
(the funds) since August 2013 have led to multiple regulatory inqui-
ries, as well as customer complaints and arbitrations with aggregate
claimed damages exceeding USD 600 million filed by clients in Puer-
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to Rico who own those securities. A shareholder derivative action
also was filed in February 2014 against various UBS entities and
current and certain former directors of the funds, alleging hundreds
of millions in losses in the funds. In May 2014, a federal class action
complaint was filed against various UBS entities, certain members of
UBS Puerto Rico senior management, and the co-manager of cer-
tain of the funds seeking damages for investor losses in the funds
during the period from May 2008 through May 2014.

An internal review also disclosed that certain clients, many of
whom acted at the recommendation of one financial advisor, in-
vested proceeds of non-purpose loans in closed-end fund securi-
ties in contravention of their loan agreements.

In 2011, a purported derivative action was filed on behalf of
the Employee Retirement System of the Commonwealth of Puer-
to Rico (System) against over 40 defendants, including UBS Finan-
cial Services Inc. of Puerto Rico (UBS PR) and other consultants
and underwriters, trustees of the System, and the President and
Board of the Government Development Bank of Puerto Rico. The
plaintiffs alleged that defendants violated their purported fidu-
ciary duties and contractual obligations in connection with the
issuance and underwriting of approximately USD 3 billion of
bonds by the System in 2008 and sought damages of over USD
800 million. UBS is named in connection with its underwriting
and consulting services. In 2013, the case was dismissed by the
Puerto Rico Court of First Instance on the grounds that plaintiffs
did not have standing to bring the claim. That dismissal was sub-
sequently overturned by the Puerto Rico Court of Appeals. UBS's
petitions for appeal and reconsideration have been denied by the
Supreme Court of Puerto Rico. Also, in 2013, an SEC Administra-
tive Law Judge dismissed a case brought by the SEC against two
UBS executives, finding no violations. The charges had stemmed
from the SEC's investigation of UBS’s sale of closed-end funds in
2008 and 2009, which UBS settled in 2012.

Our balance sheet at 30 June 2014 reflected provisions with
respect to matters described in this item 7 in amounts that UBS
believes to be appropriate under the applicable accounting stan-
dard. As in the case of other matters for which we have estab-
lished provisions, the future outflow of resources in respect of
such matters cannot be determined with certainty based on cur-
rently available information, and accordingly may ultimately prove
to be substantially greater (or may be less) than the provisions that
we have recognized.

8. Foreign exchange, LIBOR, and benchmark rates

Foreign exchange-related regulatory matters: Following an initial
media report in 2013 of widespread irregularities in the foreign
exchange markets, UBS immediately commenced an internal re-
view of its foreign exchange business, which includes our precious
metals and related structured products businesses. Since then,
various authorities reportedly have commenced investigations
concerning possible manipulation of foreign exchange markets,
including FINMA, the Swiss Competition Commission (WEKO),
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the US Department of Justice (DOJ), the US Commaodity Futures
Trading Commission (CFTC), the UK Financial Conduct Authority
(FCA) (to which certain responsibilities of the UK Financial Services
Authority (FSA) have passed), the UK Serious Fraud Office (SFO),
and the Hong Kong Monetary Authority (HKMA). WEKO stated in
March 2014 that it had reason to believe that certain banks may
have colluded to manipulate foreign exchange rates. A number of
authorities also reportedly are investigating potential manipula-
tion of precious metals prices. UBS and other financial institutions
have received requests from various authorities relating to their
foreign exchange businesses, and UBS is cooperating with the au-
thorities. UBS has taken and will take appropriate action with re-
spect to certain personnel as a result of its ongoing review.

Foreign exchange-related civil litigation: Several putative class
actions have been filed since November 2013 in US federal courts
against UBS and other banks. These actions are on behalf of puta-
tive classes of persons who engaged in foreign currency transac-
tions. They allege collusion by the defendants and assert claims
under the antitrust laws and for unjust enrichment. The defen-
dants (including UBS) have filed motions to dismiss.

LIBOR and other benchmark-related regulatory matters: Nu-
merous government agencies, including the SEC, the CFTC, the
DOJ, the FCA, the SFO, the Monetary Authority of Singapore
(MAS), the HKMA, FINMA, the various state attorneys general in
the US, and competition authorities in various jurisdictions have
conducted or are continuing to conduct investigations regarding
submissions with respect to British Bankers’ Association LIBOR
(London Interbank Offered Rate) and other benchmark rates, in-
cluding HIBOR (Hong Kong Interbank Offered Rate) and ISDAFIX.
These investigations focus on whether there were improper at-
tempts by UBS (among others), either acting on our own or to-
gether with others, to manipulate LIBOR and other benchmark
rates at certain times.

In 2012, UBS reached settlements with the FSA, the CFTC and
the Criminal Division of the DOJ in connection with their investiga-
tions of benchmark interest rates. At the same time FINMA issued an
order concluding its formal proceedings with respect to UBS relating
to benchmark interest rates. UBS has paid a total of approximately
CHF 1.4 billion in fines and disgorgement — including GBP 160 mil-
lion in fines to the FSA, USD 700 million in fines to the CFTC, USD
500 million in fines to the DOJ, and CHF 59 million in disgorgement
to FINMA. UBS Securities Japan Co. Ltd. (UBSSJ) entered into a plea
agreement with the DOJ under which it entered a plea to one count
of wire fraud relating to the manipulation of certain benchmark in-
terest rates, including Yen LIBOR. UBS entered into a non-prosecu-
tion agreement (NPA) with the DOJ, which (along with the plea
agreement) covered conduct beyond the scope of the conditional
leniency/immunity grants described below, required UBS to pay the
USD 500 million fine to DOJ after the sentencing of UBSSJ, and
provided that any criminal penalties imposed on UBSSJ at sentencing
be deducted from the USD 500 million fine. The conduct described
in the various settlements and the FINMA order includes certain UBS
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personnel: engaging in efforts to manipulate submissions for certain
benchmark rates to benefit trading positions; colluding with em-
ployees at other banks and cash brokers to influence certain bench-
mark rates to benefit their trading positions; and giving inappropri-
ate directions to UBS submitters that were in part motivated by a
desire to avoid unfair and negative market and media perceptions
during the financial crisis. The benchmark interest rates encom-
passed by one or more of these resolutions include Yen LIBOR, GBP
LIBOR, CHF LIBOR, Euro LIBOR, USD LIBOR, EURIBOR (Euro Interbank
Offered Rate) and Euroyen TIBOR (Tokyo Interbank Offered Rate).
We have ongoing obligations to cooperate with authorities with
which we have reached resolutions and to undertake certain reme-
diation with respect to benchmark interest rate submissions. In addi-
tion, under the NPA, we have agreed, among other things, that for
two years from 18 December 2012 UBS will not commit any US
crime, and we will advise DOJ of any potentially criminal conduct by
UBS or any of its employees relating to violations of US laws con-
cerning fraud or securities and commodities markets. Any failure to
comply with these obligations could result in termination of the NPA
and potential criminal prosecution in relation to the matters covered
by the NPA. The MAS, HKMA, the Australian Securities and Invest-
ments Commission (ASIC) and the Japan Financial Services Agency
have all resolved investigations of UBS (and in some cases other
banks). The orders or undertakings in connection with these investi-
gations generally require UBS to take remedial actions to improve its
processes and controls, impose monetary penalties or other mea-
sures. Investigations by the CFTC, ASIC and other governmental au-
thorities remain ongoing notwithstanding these resolutions.

UBS has been granted conditional leniency or conditional immu-
nity from authorities in certain jurisdictions, including the Antitrust
Division of the DQOJ, the Swiss Competition Commission (WEKO)
and the European Commission, in connection with potential anti-
trust or competition law violations related to submissions for Yen
LIBOR and Euroyen TIBOR. WEKO has also granted UBS conditional
immunity in connection with potential competition law violations
related to submissions for Swiss franc LIBOR and certain transactions
related to Swiss franc LIBOR. The Canadian Competition Bureau
(Bureau) had granted UBS conditional immunity in connection with
potential competition law violations related to submissions for Yen
LIBOR, but in January 2014, the Bureau discontinued its investiga-
tion into Yen LIBOR for lack of sufficient evidence to justify prosecu-
tion under applicable laws. As a result of these conditional grants,
we will not be subject to prosecutions, fines or other sanctions for
antitrust or competition law violations in the jurisdictions where we
have conditional immunity or leniency in connection with the mat-
ters covered by the conditional grants, subject to our continuing
cooperation. However, the conditional leniency and conditional im-
munity grants we have received do not bar government agencies
from asserting other claims and imposing sanctions against us, as
evidenced by the settlements and ongoing investigations referred to
above. In addition, as a result of the conditional leniency agreement
with the DOJ, we are eligible for a limit on liability to actual rather

than treble damages were damages to be awarded in any civil anti-
trust action under US law based on conduct covered by the agree-
ment and for relief from potential joint and several liability in con-
nection with such civil antitrust action, subject to our satisfying the
DOJ and the court presiding over the civil litigation of our coopera-
tion. The conditional leniency and conditional immunity grants do
not otherwise affect the ability of private parties to assert civil claims
against us.

LIBOR and other benchmark-related civil litigation: A number
of putative class actions and other actions are pending in, or ex-
pected to be transferred to, the federal courts in New York against
UBS and numerous other banks on behalf of parties who trans-
acted in certain interest rate benchmark-based derivatives linked
directly or indirectly to US dollar LIBOR, Yen LIBOR, Euroyen TIBOR
and EURIBOR. Also pending are actions asserting losses related to
various products whose interest rate was linked to US dollar
LIBOR, including adjustable rate mortgages, preferred and debt
securities, bonds pledged as collateral, loans, depository accounts,
investments and other interest bearing instruments. All of the
complaints allege manipulation, through various means, of vari-
ous benchmark interest rates, including LIBOR, Euroyen TIBOR or
EURIBOR rates and seek unspecified compensatory and other
damages, including treble and punitive damages, under varying
legal theories that include violations of the US Commodity Ex-
change Act, the federal racketeering statute, federal and state
antitrust and securities laws and other state laws. In 2013, a fed-
eral court in New York dismissed the federal antitrust and racke-
teering claims of certain US dollar LIBOR plaintiffs and a portion of
their claims brought under the Commodity Exchange Act (CEA)
and state common law. The court has granted certain plaintiffs
permission to assert claims for unjust enrichment and breach of
contract against UBS and other defendants, and limited the CEA
claims to contracts purchased between April 15, 2009 and May
2010. Certain plaintiffs have also appealed the dismissal of their
antitrust claims, but the appellate court denied these appeals as
premature, without prejudice to bringing the appeals again after
final disposition of the LIBOR actions. UBS and other defendants
in other lawsuits including the one related to Euroyen TIBOR have
filed motions to dismiss. In March 2014, the court in the Euroyen
TIBOR lawsuit dismissed the plaintiff's federal antitrust and state
unfair enrichment claims, and dismissed a portion of the plaintiffs
CEA claims.

With respect to additional matters and jurisdictions not en-
compassed by the settlements and order referred to above, our
balance sheet at 30 June 2014 reflected a provision in an amount
that UBS believes to be appropriate under the applicable account-
ing standard. As in the case of other matters for which we have
established provisions, the future outflow of resources in respect
of such matters cannot be determined with certainty based on
currently available information, and accordingly may ultimately
prove to be substantially greater (or may be less) than the provi-
sion that we have recognized.
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9. Swiss retrocessions

The Swiss Supreme Court ruled in 2012, in a test case against UBS,
that distribution fees paid to a bank for distributing third party and
intra-group investment funds and structured products must be dis-
closed and surrendered to clients who have entered into a discre-
tionary mandate agreement with the bank, absent a valid waiver.

FINMA has issued a supervisory note to all Swiss banks in re-
sponse to the Supreme Court decision. The note sets forth the mea-
sures Swiss banks are to adopt, which include informing all affected
clients about the Supreme Court decision and directing them to an
internal bank contact for further details. UBS has met the FINMA
requirements and has notified all potentially affected clients.

It is expected that the Supreme Court decision will result in a
significant number of client requests for UBS to disclose and poten-
tially surrender retrocessions. Client requests are being assessed on
a case-by-case basis. Considerations to be taken into account when
assessing these cases include, among others, the existence of a dis-
cretionary mandate and whether or not the client documentation
contained a valid waiver with respect to distribution fees.

Our balance sheet at 30 June 2014 reflected a provision with
respect to matters described in this item 9 in an amount that UBS
believes to be appropriate under the applicable accounting stan-
dard. The ultimate exposure will depend on client requests and
the resolution thereof, factors that are difficult to predict and as-
sess. Hence as in the case of other matters for which we have
established provisions, the future outflow of resources in respect
of such matters cannot be determined with certainty based on
currently available information, and accordingly may ultimately
prove to be substantially greater (or may be less) than the provi-
sion that we have recognized.

10. Banco UBS Pactual tax indemnity
Pursuant to the 2009 sale of Banco UBS Pactual S.A. (Pactual) by
UBS to BTG Investments, LP (BTG), BTG has submitted contractual
indemnification claims that UBS estimates amount to approxi-
mately BRL 2.5 billion, including interest and penalties, which is
net of liabilities retained by BTG. The claims pertain principally to
several tax assessments issued by the Brazilian tax authorities
against Pactual relating to the period from December 2006
through March 2009, when UBS owned Pactual. These assess-
ments are being or will be challenged in administrative proceed-
ings. BTG has also provided notice to UBS of several additional
Pactual-related inquiries by the Brazilian tax authorities that relate
to the period of UBS's ownership of Pactual, but involving sub-
stantially smaller amounts. In 2013, approximately BRL 128 mil-
lion in tax claims relating to the period for which UBS has indem-
nification obligations were submitted for settlement through
amnesty programs announced by the Brazilian government in
2013.

Our balance sheet at 30 June 2014 reflected a provision with
respect to matters described in this item 10 in an amount that
UBS believes to be appropriate under the applicable accounting
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standard. As in the case of other matters for which we have es-
tablished provisions, the future outflow of resources in respect of
this matter cannot be determined with certainty based on cur-
rently available information, and accordingly may ultimately prove
to be substantially greater (or may be less) than the provision that
we have recognized.

11. Matters relating to the CDS market

In 2013 the EC issued a Statement of Objections against thirteen
credit default swap (CDS) dealers including UBS, as well as data
service provider Markit and the International Swaps and Deriva-
tives Association (ISDA). The Statement of Objections broadly al-
leges that the dealers infringed EU antitrust rules by colluding to
prevent exchanges from entering the credit derivatives market
between 2006 and 2009. We submitted our response to the
Statement of Objections in January 2014 and presented our posi-
tion in an oral hearing in May 2014. Since mid-2009, the Antitrust
Division of the DOJ has also been investigating whether multiple
dealers, including UBS, conspired with each other and with Markit
to restrain competition in the markets for CDS trading, clearing
and other services. In January and April 2014, putative class ac-
tion plaintiffs filed consolidated amended complaints in the
Southern District of New York against twelve dealers, including
UBS, as well as Markit and ISDA, alleging violations of the US
Sherman Antitrust Act and common law. Plaintiffs allege that the
defendants unlawfully conspired to restrain competition in and/or
monopolize the market for CDS trading in the US in order to pro-
tect the dealers’ profits from trading CDS in the over-the-counter
market. Plaintiffs assert claims on behalf of all purchasers and sell-
ers of CDS that transacted directly with any of the dealer defen-
dants since 1 January 2008, and seek unspecified trebled com-
pensatory damages and other relief.

12. Equities trading systems and practices

UBS is responding to inquiries concerning the operation of UBS's
alternative trading system (ATS) (also referred to as a dark pool)
and its securities order routing and execution practices from vari-
ous authorities, including the SEC, the New York Attorney Gen-
eral and FINRA, who reportedly are pursuing similar investigations
industry-wide. These inquiries include an SEC investigation that
began in early 2012 concerning features of UBS's ATS, including
certain order types and disclosure practices that were discontin-
ued two years ago. UBS is cooperating in these matters. In addi-
tion, UBS is among dozens of defendants, including broker deal-
ers, trading exchanges, high frequency trading firms, and dark
pool sponsors, named in putative class actions pending in New
York federal court, which have been filed on behalf of purchasers
and sellers of equity securities. The lawsuits allege principally that
the defendants’ equities order handling practices favored high-
frequency trading firms at the expense of other market partici-
pants, in violation of the federal securities laws. The litigation is in
the very early stages.



Note 15 Financial instruments not recognized on the balance sheet

The table below shows the maximum irrevocable amount of guarantees, commitments and forward starting transactions.

30.6.14 31.3.14 31.12.13
Sub- Sub- Sub-

CHF million Gross participations Net Gross participations Net Gross participations Net
Guarantees
Credit guarantees and similar instruments | 6994 | (592) 6402 7518 (626) 6892 7731 (670) 7,061
Performance guarantees and similar instruments 3338 (751) 2583 3358 (712) 2,666 3423 (706) 2,717
Documentary cedits 71357 (1552) 5804 7371 (1500 5731 7644 (1,59) 6,044
Total guarantees 17,684 (2,895) 14,789 18,217 (2,928) 15,289 18,798 (2,975) 15,823
Commitments
Loan commitments 52,064 | (1,178) 50,886 568% (1246) 55610 54913 (1,227) 53,686
Underwntmg R 1243 .............. (256) ....... 657 G (316) ..... 1385 ........ e (225) ....... o
Total commitments 53,307 (1,434) 51,873 58,557 (1,562) 56,995 55,673 (1,452) 54,221

Forward starting transactions'

Reverse repurchase agreements 22,515
Securities borrowing agreements 150
Repurchase agreements 18,587

............. 20882 BT
................ ST TP PSP UT TR PPRRROY
12,263 8,191

1 Cash to be paid in the future by either UBS or the counterparty.

Note 16 Changes in organization

Restructuring charges arise from programs that materially
change either the scope of business undertaken by the Group
or the manner in which such business is conducted. Restructur-
ing charges are non-recurring, temporary costs that are neces-
sary to effect such programs and include items such as sever-
ance and other personnel-related charges, duplicate headcount
costs, impairment and accelerated depreciation of assets, con-

Net restructuring charges by business division and Corporate Center

tract termination costs, consulting fees, and related infrastruc-
ture and system costs. These costs are presented in the income
statement according to the underlying nature of the expense.
As the costs associated with restructuring programs are tempo-
rary in nature, and in order to provide a more thorough under-
standing of business performance, such costs are separately
presented below.

For the quarter ended Year-to-date

CHF million 30.6.14 31.3.14 30.6.13 30.6.14 30.6.13
Wealth Management 38 40 50 78 75
et ManagementAmencas .................................................................. e R R B i
i Corporate ............................................................................ Gy e G e e
b AssetManagement ...................................................................... o RS R g i
e B sy R g Gy 5
Corporate e o R Sy R e
R S G R g S
R Legac y B (2) .................. g g e e
Total net restructuring charges 89 204 140 293 386

of which: personnel expenses 28 133 96 161 82
R genera/ IS expenses ............................................... P R L g s
R depreaat i and/mpa/rmenr v property o equmenr .............................. g P Gt gt %
e /mpa/rmenr ofmtanglbleassets .................................... G T R .
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Net restructuring charges by personnel expense category

For the quarter ended Year-to-date
CHF million 30.6.14 31.3.14 30.6.13 30.6.14 30.6.13
Salaries and variable compensation 37 131 91 168 74
o g G

.Pen

Other personnel expenses 1 0 2 2 3

Total net restructuring charges: personnel expenses 28 133 96 161 82

Net restructuring charges by general and administrative expense category

For the quarter ended Year-to-date
CHF million 30.6.14 31.3.14 30.6.13 30.6.14 30.6.13
Occupancy 14 " 16 25 16

Total net restructuring charges: general and administrative expenses 63 42 123 266

1 Mainly comprised of onerous real estate lease contracts.

Note 17 Currency translation rates

The following table shows the rates of the main currencies used to translate the financial information of our foreign operations into
Swiss francs.

Spot rate Average rate’
As of For the quarter ended Year-to-date
30.6.14 31.3.14 30.6.13 30.6.14 313.14 306.13 30.6.14 306.13
1UsD 0.89 0.88 0.94 0.89 0.89 0.94 0.89 0.94
CRUR oy oy s Ly s
Ceme S L e Ve a
OBy e g o PR AR os oa 0o

1 Monthly income statement items of foreign operations with a functional currency other than Swiss franc are translated with month-end rates into Swiss francs. Disclosed average rates for a quarter represent an aver-
age of three month-end rates, weighted according to the income and expense volumes of all foreign operations of the Group with the same functional currency for each month. Weighted average rates for individual
business divisions may deviate from the weighted average rates for the Group.
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1.4 Auszug aus der von der UBS am 29. September 2014 eingereichten Form 6-K

Die folgenden Seiten enthalten einen Auszug des Berichts, den die UBS als privater auslandischer Emittent
gemass der Rule 13a-16 oder 15d-16 unter dem U.S. Securities Exchange Act von 1934, bezugnehmend auf
gewisse neue Informationen betreffend die Gruppe, auf der Form 6-K bei der US Securities and Exchange
Commission am 29. September 2014 einreichen wird.



This document is an excerpt of the report of foreign private issuer pursuant to rule
13a-16 or 15d-16 under the US Securities Exchange Act of 1934, relating to certain

updated information regarding the Group, that UBS AG will file on Form 6-K with
the U.S. Securities and Exchange Commission on 29 September 2014.

I. RISK FACTORS

This section describes the principal risk factors associated with an investment in the UBS
Group Shares and the securities of UBS and UBS Group. Holders of such securities and
prospective investors of such securities should carefully consider the risks described
below. The occurrence of one or more of these risks alone or in combination with other
circumstances may have a material adverse effect on our ability to execute our strategy,
on our business activities, financial condition, results of operations and prospects and
cause the market price of such securities to decline. In such case, prospective investors
could lose all or part of their investment. Because the business of a broad-based
international financial services firm such as UBS is inherently exposed to risks that
become apparent only with the benefit of hindsight, risks of which we are not presently
aware or which we currently do not consider to be material could also impact our ability
to execute our strategy and affect our business activities, financial condition, results of
operations and prospects. The sequence in which the risk factors are presented below is
not indicative of their likelihood of occurrence or the potential magnitude of their
consequences.

Risks relating to UBS’s business activity

Regulatory and legislative changes may adversely affect our business and ability to execute
our strategic plans

Fundamental changes in the laws and regulations affecting financial institutions can have
a material and adverse effect on our business. In the wake of the 2007-2009 financial
crisis and the following instability in global financial markets, regulators and legislators
have proposed, have adopted, or are actively considering, a wide range of changes to
these laws and regulations. These measures are generally designed to address the
perceived causes of the crisis and to limit the systemic risks posed by major financial
institutions. They include the following:

— significantly higher regulatory capital requirements;

- changes in the definition and calculation of regulatory capital,
— changes in the calculation of risk-weighted assets (“RWA”);
— the introduction of a more demanding leverage ratio;

- new or significantly enhanced liquidity requirements;

— requirements to maintain liquidity and capital in jurisdictions in which activities are
conducted and booked;



— limitations on principal trading and other activities;
- new licensing, registration and compliance regimes;
- limitations on risk concentrations and maximum levels of risk;

— taxes and government levies that would effectively limit balance sheet growth or
reduce the profitability of trading and other activities;

- cross-border market access restrictions;

- a variety of measures constraining, taxing or imposing additional requirements
relating to compensation;

- adoption of new liquidation regimes intended to prioritize the preservation of
systemically significant functions;

- requirements to adopt structural and other changes designed to reduce systemic risk
and to make major financial institutions easier to manage, restructure, disassemble or
liquidate, including ring-fencing certain activities and operations within separate legal
entities; and

- requirements to adopt risk governance structures at a local jurisdiction level.

Many of these measures have been adopted and their implementation had a material
effect on our business. Others will be implemented over the next several years; some are
subject to legislative action or to further rulemaking by regulatory authorities before final
implementation. As a result, there remains a high level of uncertainty regarding a number
of the measures referred to above, including whether (or the form in which) they will be
adopted, the timing and content of implementing regulations and interpretations and/or
the dates of their effectiveness. The implementation of such measures and further, more
restrictive changes may materially affect our business and ability to execute our strategic
plans.

Notwithstanding attempts by regulators to coordinate their efforts, the measures adopted
or proposed differ significantly across the major jurisdictions, making it increasingly
difficult to manage a global institution. The absence of a coordinated approach,
moreover, disadvantages institutions headquartered in jurisdictions that impose relatively
more stringent standards. Switzerland has adopted capital and liquidity requirements for
its major international banks that are the strictest among the major financial centers. This
could disadvantage Swiss banks such as UBS when they compete with peer financial
institutions subject to more lenient regulation or with unregulated non-bank competitors.

Regulatory and legislative changes in Switzerland

In September 2011, the Swiss Parliament adopted the “too-big- to-fail” (“TBTF”) law to
address the issues posed by large banks. The law became effective on 1 March 2012.
Accordingly, Swiss regulatory changes have generally proceeded more quickly than those
in other major jurisdictions, and the FINMA, the Swiss National Bank (“SNB”) and the
Swiss Federal Council are implementing requirements that are significantly more onerous
and restrictive for major Swiss banks, such as UBS, than those adopted or proposed by



regulatory authorities in other major global financial centers.

Capital regulation: The provisions of the revised banking ordinance and capital adequacy
ordinance implementing the Basel III capital standards and the Swiss TBTF law became
effective on 1 January 2013. As a systemically relevant Swiss bank, we are subject to
base capital requirements, as well as a “progressive buffer” that scales with the Group’s
total exposure (a metric that is based on our balance sheet size) and market share in
Switzerland. In addition, the Swiss governmental authorities have the authority to impose
an additional countercyclical buffer capital requirement of up to 2.5% of RWA. This
authority has been exercised to impose an additional capital charge of 1% in respect of
RWA arising from Swiss residential mortgage loans (increasing to 2% effective from the
end of June 2014). In addition, UBS and the FINMA have mutually agreed to an
incremental operational capital requirement to be held against litigation, regulatory and
similar matters and other contingent liabilities, which added CHF 22.5 billion to the our
RWA at December 31, 2013. There can be no assurance that we will not in the future be
subject to increases in capital requirements either from the imposition of additional
requirements or changes in the calculation of RWA or other components of the existing
minimum capital requirement.

Liquidity and funding: We are required to maintain a Liquidity Coverage Ratio (“LCR”)
of high-quality liquid assets to estimated stressed short-term funding outflows and will be
required to maintain a Net Stable Funding Ratio (“NSFR”) intended to ensure that we are
not overly reliant on short-term funding and that we have sufficient long-term funding for
illiquid assets. We currently calculate these ratios under supervisory guidance from the
FINMA, as neither the international nor Swiss standards for the calculation of these
requirements have been fully implemented. These requirements, together with liquidity
requirements imposed by other jurisdictions in which we operate, will likely require us to
maintain substantially higher levels of overall liquidity. Increased capital requirements
and higher liquidity requirements make certain lines of business less attractive and may
reduce our overall ability to generate profits. The LCR and NSFR calculations make
assumptions about the relative likelihood and amount of outflows of funding and
available sources of additional funding in a market or firm-specific stress situation. There
can be no assurance that in an actual stress situation our funding outflows would not
exceed the assumed amounts

Resolution planning and resolvability: The revised banking act and capital adequacy
ordinances provide the FINMA with additional powers to intervene to prevent a failure or
resolve a failing financial institution. These measures may be triggered when certain
thresholds are breached and permit the exercise of considerable discretion by the FINMA
in determining whether, when or in what manner to exercise such powers. In case of a
threatened insolvency, the FINMA may impose more onerous requirements on us,
including restrictions on the payment of dividends and interest. Although the actions that
the FINMA may take in such circumstances are not yet defined, we could be required
directly or indirectly, for example, to alter our legal structure (e.g. to separate lines of
business into dedicated entities, with limitations on intra-group funding and certain
guarantees), or to further reduce business risk levels in some manner. The banking act
also provides the FINMA with the ability to extinguish or convert to common equity the



liabilities of a bank in connection with its resolution.

Swiss TBTF requirements require systemically important banks, including the Group, to
put in place viable emergency plans to preserve the operation of systemically important
functions despite a failure of the institution, to the extent that such activities are not
sufficiently separated in advance. The Swiss TBTF law provides for the possibility of a
limited reduction of capital requirements for systemically important institutions that adopt
measures to reduce resolvability risk beyond what is legally required. Such actions would
likely include an alteration of the legal structure of a bank group in a manner that would
insulate parts of the group to exposure from risks arising from other parts of the group
thereby making it easier to dispose of certain parts of the group in a recovery scenario, to
liquidate or dispose of certain parts of the group in a resolution scenario or to execute a
debt bail-in. In addition to the exchange offer, the Group has already announced a series
of measures to improve the resolvability of the Group:

. We plan to establish a new banking subsidiary of UBS in Switzerland and have filed
a formal application for a banking license in the third quarter of 2014. The
subsidiary, which will be named UBS Switzerland AG, will include our Retail &
Corporate business division and the Swiss-booked business within our Wealth
Management business division. We continue to expect to implement this change in a
phased approach starting in mid-2015. This structural change remains subject to a
number of uncertainties that may affect its feasibility and scope.

. In the United Kingdom, and in consultation with the U.K. and Swiss regulators, we
have implemented the first stages of a revised business and operating model for UBS
Limited in the second quarter of 2014. This will result in UBS Limited bearing and
retaining a greater degree of the risk and reward of its business activities. We have
increased the capitalisation of UBS Limited accordingly.

. In the United States, we will implement new rules for foreign banks promulgated by
the Federal Reserve Board under Sections 165 and 166 of Dodd-Frank that will
require an intermediate holding company to own all of its operations other than U.S.
branches of UBS by July 1, 2016. As a result, we will designate an intermediate
holding company to hold all U.S. subsidiaries of UBS.

These structural changes have been discussed with the FINMA and other regulatory
authorities. The dialogue with regulators will continue and the changes remain subject to
some uncertainties that may affect their feasibility, scope or timing. We may consider
further changes to the legal structure of the Group in response to regulatory requirements
in Switzerland or in other countries in which we operate, including to improve the
resolvability of the Group, to respond to Swiss and other capital requirements (including
seeking potential rebate on the progressive buffer requirement as applied to us) and to
respond to regulatory required changes in legal structure. Movement of businesses to a
new subsidiary (“subsidiarization’) will require significant time and resources to
implement. Subsidiarization in Switzerland and elsewhere may create operational, capital,
funding and tax inefficiencies and increase the Group’s and counterparties’ credit risk.
Refer to “Regulatory and legislative changes outside Switzerland” for a description of



other regulatory and legislative developments that may affect these decisions and further
discussion of these risks.

In September 2013, the Swiss National Council approved two motions for the mandatory
structural reform of banks in Switzerland that would, if also adopted by the Council of
States, result in the submission to Parliament of a law requiring the separation of certain
investment banking activities from systemically relevant activities, such as retail and
commercial banking. No date has been set for the debate. It is unclear whether, when and
in what form such a law will be adopted.

Market regulation: The Swiss government is working on fundamentally reviewing the
rules on market infrastructure and on the relationship between us and our clients. These
laws may;, if enacted, have a material impact on the market infrastructure that we use,
available platforms, collateral management and the way we interact with clients. In
addition, these initiatives may cause us to incur material implementation costs.

Regulatory and legislative changes outside Switzerland

Regulatory and legislative changes in other locations in which we operate may subject us
to a wide range of new restrictions both in individual jurisdictions and, in some cases,
globally.

Banking structure and activity limitations: Some of these regulatory and legislative
changes may subject us to requirements to move activities from UBS branches into
subsidiaries. Such “subsidiarization” can create operational, capital and tax inefficiencies,
increase our aggregate credit exposure to counterparties as they transact with multiple
UBS AG affiliates, expose our businesses to higher local capital requirements, and
potentially give rise to client and counterparty concerns about the credit quality of
individual subsidiaries. Such changes could also negatively impact our funding model
and severely limit our booking flexibility.

For example, we have significant operations in the U.K. and currently use UBS AG’s
London branch as a global booking center for many types of products. We are being
required by the U.K. Prudential Regulatory Authority (“PRA”) and by the FINMA to
increase very substantially the capitalization of our U.K. bank subsidiary, UBS Limited,
and expect to be required to change our booking practices to reduce or even eliminate our
utilization of UBS AG’s London branch as a global booking center for the ongoing
business of the Investment Bank. In addition, the U.K. Independent Commission on
Banking has recommended structural and non-structural reforms of the banking sector,
most of which have been endorsed by the U.K. government and implemented in the
Financial Services (Banking Reform) Act. Key measures proposed include the ring-
fencing of retail banking activities in the U.K. (which we do not expect to impact us
directly), additional common equity tier 1 capital requirements of up to 3% of RWA for
retail banks, and the issuance by U.K. banks of debt subject to “bail-in” provisions.
Furthermore, the European Commission’s recent proposals in light of the Liikanen report
issued in October 2012, which contains the recommendations of the European
Commission’s High-level Expert Group on reforming the structure of the EU banking
sector, also advocate a Volcker Rule-style prohibition on proprietary trading together with
a separation of trading from banking activities. The applicability and implications of such



changes to branches and subsidiaries of foreign banks are not yet entirely clear, but they
could have a material effect on our businesses located or booked in the U.K.

In February 2014, the Federal Reserve Board issued final rules for foreign banking
organizations (“FBO”) operating in the U.S. (under section 165 of Dodd-Frank) that
include the following: (i) a requirement for FBO with more than USD 50 billion of U.S.
non-branch assets to establish an intermediate holding company (“IHC”) to hold all U.S.
subsidiary operations, (ii) risk-based capital and leverage requirements for the IHC, (iii)
liquidity requirements, including a 30-day onshore liquidity requirement for the IHC, (iv)
risk management requirements including the establishment of a risk committee and the
appointment of a U.S. chief risk officer, (v) stress test and capital planning requirements
and (vi) a debt-to-equity limit for institutions that pose “a grave threat” to U.S. financial
stability. Requirements differ based on the overall size of the foreign banking
organization and the amount of its U.S.-based assets. We expect that we will be subject to
the most stringent requirements based on our current operations. We will have until 1
July 2016 to establish an IHC and meet many of the new requirements. We must submit
an implementation plan by 1 January 2015 and the IHC will not need to comply with the
U.S. leverage ratio until 1 January 2018.

U.S. regulators published final regulations implementing the Volcker Rule in December
2013 and generally extended until 2015 the time to conform to this rule and the related
regulations. In general, the Volcker Rule prohibits any banking entity from engaging in
proprietary trading and from owning interests in hedge funds and other private fund
vehicles. The Volcker Rule also broadly limits investments and other transactional
activities between a bank and funds that the bank has sponsored or with which the bank
has certain other relationships. The Volcker Rule permits us and other non-U.S. banking
entities to engage in certain activities that would otherwise be prohibited to the extent that
they are conducted solely outside the U.S. and certain other conditions are met. One
impact will be the need to establish an extensive global compliance framework designed
to ensure compliance with the Volcker Rule and the terms of the available exemptions.
Moreover, the Volcker Rule could have an impact on the way in which we organize and
conduct certain business lines. We continue to evaluate the final rule and its impact on
our activities. The Volcker Rule could have a substantial impact on market liquidity and
the economics of market-making activities.

OTC derivatives regulation: In 2009, the G20 countries committed to require all
standardized over-the-counter (“OTC”) derivative contracts to be traded on exchanges or
trading facilities and cleared through central counterparties by the end of 2012. This
commitment is being implemented through Dodd-Frank in the U.S. and corresponding
legislation in the European Union, Switzerland and other jurisdictions, and will have a
significant impact on our OTC derivatives business, which is conducted primarily in the
Investment Bank. For example, we expect that, as a rule, the shift of OTC derivatives
trading to a central clearing model will tend to reduce profit margins in these products,
although some market participants may be able to offset this effect with higher trading
volumes in commoditized products. Although we are preparing for these thematic market
changes, they are likely to reduce the revenue potential of certain lines of business for
market participants generally, and we may be adversely affected.



UBS AG was registered as a swap dealer with the Commodity Futures Trading
Commission (“CFTC”) in the U.S. at the end of 2012, enabling the continuation of swaps
business with U.S. persons. We also expect that UBS AG will be required to register as a
securities-based swap dealer with the U.S. Securities and Exchange Commission
(“SEC”). Regulations issued by the CFTC impose substantial new requirements on
registered swap dealers for clearing, trade execution, transaction reporting,
recordkeeping, risk management and business conduct. Certain of the CFTC’s
regulations, including those relating to swap data reporting, recordkeeping, compliance
and supervision, are expected to apply to UBS AG globally. In July 2013, the CFTC
approved final cross-border guidance that defines the extraterritorial application of its
swaps regulations. This guidance may allow non-U.S. swap dealers, such as UBS AG, to
operate on the basis of “substituted compliance”, under which they may comply with
home country requirements instead of the corresponding CFTC requirements if the CFTC
determines the home country requirements to be “comprehensive and comparable.” In
December 2013, the CFTC issued comparability determinations for Switzerland (as well
as the home countries of certain other non-U.S. swap dealers) that will allow us to comply
with relevant Swiss regulations instead of CFTC requirements for many, but not all, of
the CFTC regulations for which substituted compliance is available. While the CFTC
deferred a comparability determination on swap data reporting requirements as we
continue to review the issue, it granted reporting no-action relief that allows UBS (and
other non-U.S. swap dealers) to delay reporting transactions with non-U.S. persons for
several months. The CFTC’s regulations will apply to swaps between non-U.S. persons
and non-U.S. swap dealers when U.S. personnel are involved, but in January 2014, the
CFTC delayed the applicability of U.S. regulations in this context until 15 September
2014, giving additional time for foreign swap dealers to comply with U.S. requirements
relating to transactions with non-U.S. persons conducted from the U.S. Application of
these requirements to our swaps business with non-U.S. persons continues to present a
substantial implementation burden, will likely duplicate or conflict with legal
requirements applicable to us outside the U.S. and may place us at a competitive
disadvantage to firms that are not CFTC-registered swap dealers.

Regulation of cross-border provision of financial services: In many instances we provide
services on a cross-border basis and are therefore sensitive to barriers restricting market
access for third-country firms. In particular, efforts in the European Union (“EU”) to
harmonize the regime for third-country firms to access the European market may have the
effect of creating new barriers that adversely affect our ability to conduct business in
these jurisdictions from Switzerland. In addition, a number of jurisdictions are
increasingly regulating cross-border activities on the basis of some notion of comity (e.g.
substituted compliance, equivalence determination). While the issuance of such
determinations in particular jurisdictions may ensure market access for us to those
jurisdictions, a negative determination in other jurisdictions may negatively influence our
ability to act as a global firm. In addition, as jurisdictions tend to apply such
determinations on a jurisdictional level rather than on an entity level, we will generally
need to rely on jurisdictions’ willingness to collaborate.

Resolution and recovery: bail-in




We are currently required to produce recovery and resolution plans in the U.S., the U.K.,
Switzerland and Germany and are likely to face similar requirements for our operations in
other jurisdictions, including our operations in the EU as a whole, as part of the proposed
EU Bank Recovery and Resolution Directive. Resolution plans may increase the pressure
on us to make structural changes, such as the creation of separate legal entities, if the
resolution plan in any jurisdiction identifies impediments that are not acceptable to the
relevant regulators. Such structural changes may negatively impact our ability to benefit
from synergies between business units, and if they include the creation of separate legal
entities, may have the other negative consequences mentioned above with respect to
subsidiarization more generally.

In addition, a number of jurisdictions, including Switzerland, the U.S., the U.K. and the
EU, have implemented or are considering implementing changes that would allow
resolution authorities to write down or convert into equity unsecured debt to effectuate a
so-called “bail-in.” Some jurisdictions are also considering adopting requirements that
regulated firms maintain specified amounts of unsecured debt that could increase loss-
absorbing capacity. The scope of bail-in authority and the legal mechanisms that would
be utilized for the purpose are subject to a great deal of development and interpretation.
Depending upon the outcome, bail-in authority may have a significant effect on our
funding costs.

Possible consequences of regulatory and legislative developments

The planned and potential regulatory and legislative developments in Switzerland and in
other jurisdictions in which we have operations may have a material adverse effect our
ability to execute our strategic plans, on the profitability or viability of certain business
lines globally or in particular locations, and in some cases on our ability to compete with
other financial institutions. The developments are likely to be costly to implement and
could also have a negative impact on our legal structure or business model, potentially
generating capital inefficiencies and resulting in an impact on our profitability. Finally,
the uncertainty related to or the implementation of legislative and regulatory changes may
have a negative impact on our relationships with clients and our success in attracting
client business.

Our capital strength is important in supporting our strategy, client franchise and
competitive position

Our capital position, as measured by the fully applied common equity tier 1 and total
capital ratios under Basel III requirements, is determined by: (i) RWA (credit, non-
counterparty related, market and operational risk positions, measured and risk-weighted
according to regulatory criteria); and (ii) eligible capital. Both RWA and eligible capital
may fluctuate based on a number of factors. RWA are driven by our business activities
and by changes in the risk profile of our exposures, as well as regulatory requirements.
For instance, substantial market volatility, a widening of credit spreads (the major driver
of our value-at-risk), adverse currency movements, increased counterparty risk, a
deterioration in the economic environment, or increased operational risk could result in a
rise in RWA. Eligible capital would be reduced if we experience net losses or losses
through other comprehensive income, as determined for the purpose of the regulatory



capital calculation, which may also render it more difficult or more costly for us to raise
new capital. In addition, eligible capital can be reduced for a number of other reasons,
including certain reductions in the ratings of securitization exposures, acquisitions and
divestments changing the level of goodwill, adverse currency movements affecting the
value of equity, prudential adjustments that may be required due to the valuation
uncertainty associated with certain types of positions, and changes in the value of certain
pension fund assets and liabilities recognized in other comprehensive income. Any such
increase in RWA or reduction in eligible capital could materially reduce our capital
ratios.

Risks captured in the operational risk component of RWA have become increasingly
significant as a component of our overall RWA as a result of significant reductions in
market and credit risk RWA, as we execute our strategy, and increased operational risk
charges arising from operational risk events (including charges arising from litigation,
regulatory and similar matters). We have agreed with the FINMA on a supplemental
analysis that will be used to calculate an incremental operational risk capital charge to be
held for litigation, regulatory and similar matters and other contingent liabilities. The
incremental RWA calculated based on this supplemental analysis as of 31 December
2013 was CHF 22.5 billion. Future developments in and the ultimate elimination of the
incremental RWA attributable to the supplemental analysis will depend on provisions
charged to earnings for litigation, regulatory and similar matters and other contingent
liabilities and on developments in these matters. There can be no assurance that we will
be successful in addressing these matters and reducing or eliminating the incremental
operational risk component of RWA.

The required levels and calculation of our regulatory capital and the calculation of our
RWA are also subject to changes in regulatory requirements or their interpretation, as
well as the exercise of regulatory discretion. Changes in the calculation of RWA under
Basel III and Swiss requirements (such as the revised treatment of certain securitization
exposures under the Basel III framework) have significantly increased the level of our
RWA and, therefore, have adversely affected our capital ratios. We have achieved
substantial reductions in RWA, in part to mitigate the effects of increased capital
requirements. However, there is a risk that we will not be successful in pursuing our plans
to further reduce RWA, either because we are unable to carry out fully the actions we
have planned or because other business or regulatory developments or actions to some
degree counteract the benefit of our actions.

In addition to the risk-based capital requirements, we are subject to a minimum leverage
ratio requirement for Swiss systemically relevant banks. The leverage ratio operates
separately from the risk-based capital requirements, and, accordingly, under certain
circumstances could constrain our business activities even if we are able to satisfy other
risk-based capital requirements. We have achieved substantial reductions in our balance
sheet size and anticipate further reductions as we wind down our Non-core and Legacy
Portfolio positions. These reductions would improve our leverage ratio and contribute to
our ability to comply with the more stringent leverage ratio requirements scheduled to
become effective in future years. There can be no assurance that these plans will be
executed successfully. There is also a risk that the minimum leverage ratio requirement



will be increased significantly beyond the levels currently scheduled to come into effect,
making it more difficult for us to satisfy the requirements without adversely affecting
certain of our businesses.

Changes in the Swiss requirements for risk-based capital or leverage ratios, whether
pertaining to the minimum levels required for large Swiss banks or to the calculation
thereof, could have a material adverse effect on our business and could affect our
competitive position internationally compared with institutions that are regulated under
different regimes.

We may not be successful in completing our announced strategic plans or in
implementing changes in our businesses to meet changing market, regulatory and other
conditions

In October 2012, we announced a significant acceleration in the implementation of our
strategy. The strategy includes transforming our Investment Bank to focus it on its
traditional strengths, very significantly reducing Basel IIl RWA and further strengthening
our capital position, and significantly reducing costs and improving efficiency across the
Group. We have made significant progress in implementing the strategy and as of the end
of 2013 are ahead of the majority of our performance targets. On May 6, 2014, we
provided an update on the execution of our strategy and updated several of our annual
performance targets. There continues to be a risk that we will not be successful in
completing the execution of our plans, or that our plans may be delayed or that the effects
of our plans may differ from those intended.

Although we have substantially reduced the RWA and balance sheet usage associated
with our Non-core and Legacy Portfolio positions, there can be no assurance we will be
able to exit them as quickly as our plans suggest or that we will not incur significant
losses in doing so. The continued illiquidity and complexity of many of the legacy risk
positions in particular could make it difficult to sell or otherwise exit these positions and
reduce the RWA and the balance sheet usage associated with these exposures. At the
same time, our strategy rests heavily on our ability to reduce those RWA and balance
sheet usage in order to meet our future capital targets and requirements without incurring
unacceptable losses.

As part of our strategy, we have underway a program to achieve significant incremental
cost reductions. The success of our strategy and our ability to reach certain of the targets
we have announced depends heavily on the effectiveness of the cost reduction and
efficiency measures we are able to carry out. As is often the case with major cost
reduction and efficiency programs, our plans involve significant risks. Included among
these are the risks that restructuring costs may be higher and may be recognized sooner
than we have projected and that we may not be able to identify feasible cost reduction
opportunities at the level of our objective that are also consistent with our business goals.
In addition, when we implement our cost reduction and efficiency programs we may
experience unintended consequences such as the loss or degradation of capabilities that
we need in order to maintain our competitive position and achieve our targeted returns.

We are exposed to possible outflows of client assets in our asset-gathering businesses and
to changes affecting the profitability of our Wealth Management business division, and



we may not be successful in implementing the business changes needed to address them.
We experienced substantial net outflows of client assets in our wealth management and
asset management businesses in 2008 and 2009. The net outflows resulted from a number
of different factors, including our substantial losses, the damage to our reputation, the
loss of client advisers, difficulty in recruiting qualified client advisors and tax, legal and
regulatory developments concerning our cross-border private banking business.

Many of these factors have been successfully addressed. Our Wealth Management and
Wealth Management Americas business divisions recorded substantial net new money
inflows in 2013. Long-term changes affecting the cross-border private banking business
model will, however, continue to affect client flows in the Wealth Management business
division for an extended period of time. One of the important drivers behind the longer-
term reduction in the amount of cross-border private banking assets, particularly in
Europe but increasingly also in other regions, is the heightened focus of fiscal authorities
on cross-border investments. Changes in local tax laws or regulations and their
enforcement may affect the ability or the willingness of our clients to do business with us
or the viability of our strategies and business model. In 2012 and 2013, we experienced
net withdrawals in our Swiss booking center from clients domiciled elsewhere in Europe,
in many cases related to the negotiation of tax treaties between Switzerland and other
countries, including the treaty with Germany that was ultimately not ratified by Germany.

The net new money inflows in recent years in our Wealth Management business division
have come predominantly from clients in Asia Pacific and in the ultra-high net worth
segment globally. Over time, inflows from these lower-margin segments and markets
have been replacing outflows from higher-margin segments and markets, in particular
cross-border European clients. This dynamic, combined with changes in client product
preferences as a result of which low-margin products account for a larger share of our
revenues than in the past, put downward pressure on our return on invested assets and
adversely affect the profitability of our Wealth Management business division. We have
implemented changes in our product offerings and service improvements, and will
continue our efforts to adjust to client trends and market dynamics as necessary, in an
effort to overcome the effects of these changes in the business mix on our profitability,
but there can be no assurance that we will be able to counteract those effects. In addition,
we have made changes to our business offerings and pricing practices in line with the
Swiss Supreme Court case concerning “retrocessions” (fees paid to a bank for distributing
third-party and intra-group investment funds and structured products) and other industry
developments. These changes may adversely affect our margins on these products and the
current offering may be less attractive to clients than the products it replaces. There can
be no assurance that we will be successful in our efforts to offset the adverse impact of
these trends and developments.

Global Asset Management experienced net outflows of client assets in 2012 and 2013.
Further net outflows of client assets could adversely affect the results of this business
division.

Material legal and regulatory risks arise in the conduct of the Group’s business

The nature of our business subjects us to significant regulatory oversight and liability



risk. As a global financial services firm operating in more than 50 countries, we are
subject to many different legal, tax and regulatory regimes. We are involved in a variety
of claims, disputes, legal proceedings and government investigations in jurisdictions
where we are active. These proceedings expose us to substantial monetary damages and
legal defense costs, injunctive relief and criminal and civil penalties, in addition to
potential regulatory restrictions on our businesses. The outcome of most of these matters,
and their potential effect on our future business or financial results, is extremely difficult
to predict.

In December 2012, we announced settlements totaling approximately CHF 1.4 billion in
fines by and disgorgements to U.S., U.K. and Swiss authorities to resolve investigations
by those authorities relating to LIBOR and other benchmark interest rates. We entered
into a non-prosecution agreement with the U.S. Department of Justice (“DOJ”’) and UBS
Securities Japan Co. Ltd. also pled guilty to one count of wire fraud relating to the
manipulation of certain benchmark interest rates. The settlements do not resolve
investigations by other authorities or civil claims that have been or may in the future be
asserted by private and governmental claimants with respect to submissions for LIBOR or
other benchmark interest rates. The extent of our financial exposure to these remaining
matters is extremely difficult to estimate and could be material.

UBS settlements with governmental authorities in connection with LIBOR and
benchmark interest rates starkly illustrate the much-increased level of financial and
reputational risk now associated with regulatory matters in major jurisdictions. Very large
fines and disgorgement amounts were assessed against UBS, and the guilty plea of a UBS
subsidiary was required, in spite of our full cooperation with the authorities in the
investigations relating to LIBOR and other benchmark interest rates, and in spite of our
receipt of conditional leniency or conditional immunity from antitrust authorities in a
number of jurisdictions, including the U.S. and Switzerland. We understand that, in
determining the consequences to us, the authorities considered the fact that we have in the
recent past been determined to have engaged in serious misconduct in several other
matters. The heightened risk level was further illustrated by the European Commission
(“EC”) announcement in December 2013 of fines against other financial institutions
related to its Yen Interest Rate Derivatives (“YIRD”) investigation. The EC stated that
UBS would have been subject to fines of approximately EUR 2.5 billion had UBS not
received full immunity for disclosing to the EC the existence of infringements relating to
YIRD. Recent resolution of enforcement matters involving other financial institutions
further illustrates the continued increase in the financial and other penalties, reputational
risk and other consequences of regulatory matters in major jurisdictions, particularly the
U.S., and the resulting difficulty in predicting in this environment the financial and other
terms of resolutions of pending government investigations and similar proceedings. In
recent months, Credit Suisse AG (CS) and BNP Paribas (BNPP) each pleaded guilty to
criminal charges in the United States and simultaneously entered into settlement with
other U.S. agencies, including the Board of Governors of the Federal Reserve System and
the New York Department of Financial Services (DFS). These resolutions involved the
payment of substantial penalties (USD 1.8 billion in the case of CS and USD 8.8 billion
in the case of BNPP), agreements with respect to future operation of their business and



actions with respect to relevant personnel. In the case of BNPP, the DFS suspended for a
one-year period BNPP’s ability to conduct through its New York branch business activity
related to the business line that gave rise to the illegal conduct, namely U.S. dollar
clearing for specified BNPP business units. In addition, the DOJ recently announced a
USD 7 billion settlement with Citigroup, including a USD 4 billion civil penalty, to
resolve federal and state claims relating to Citigroup’s conduct in packaging, marketing,
issuing and selling residential mortgage-backed securities. Under the settlement,
Citigroup is also required to provide relief to consumers who were harmed by its conduct.

UBS continues to be subject to a large number of claims, disputes, legal proceedings and
government investigations, including the matters described in the notes to the financial
statements included herein. and expects that its ongoing business activities will continue
to give rise to such matters in the future. The extent of UBS’s financial exposure to these
and other matters is material and could substantially exceed the level of provisions that
UBS has established for litigation, regulatory and similar matters. UBS is not able to
predict the financial and other terms on which some of these matters may be resolved.
Litigation, regulatory and similar matters may also result in non-monetary penalties and
consequences. Among other things, the non-prosecution agreement between UBS entered
into with the DOJ in connection with LIBOR ( the "NPA") may be terminated by the DOJ
if the UBS Group commits any US crime or otherwise fails to comply with the NPA and
the DOJ may obtain a criminal conviction of UBS in relation to the matters covered by
the NPA. A guilty plea to, or conviction of, a crime (including as a result of termination
of the NPA) could have material consequences for UBS.

Under the NPA we entered into in connection with the LIBOR matter, we have agreed,
among other things, that, for two years from 18 December 2012, we will not commit any
U.S. crime, and we will advise the DOJ of all potentially criminal conduct by us or any of
our employees relating to violations of U.S. laws concerning fraud or securities and
commodities markets. We are also obligated to continue to cooperate fully with the DOJ.
Failure to comply with these obligations could result in termination of the non-
prosecution agreement and potential criminal prosecution in relation to the matters
covered by the non-prosecution agreement. As a result of this history and our ongoing
obligations under the non-prosecution agreement, our level of risk with respect to
regulatory enforcement may be greater than that of some of our peer institutions.

Considering our overall exposures and the current regulatory and political climate
affecting financial institutions, we expect charges associated with legal, regulatory and
similar matters to remain at elevated levels through 2014.

Ever since our losses in 2007 and 2008, we have been subject to a very high level of
regulatory scrutiny and to certain regulatory measures that constrain our strategic
flexibility. While we believe that we have remediated the deficiencies that led to the
material losses during the 2007-2009 financial crisis, the unauthorized trading incident
announced in September 2011 and the LIBOR-related settlements of 2012, the effects of
these matters on our reputation and relationships with regulatory authorities have proven
to be more difficult to overcome. For example, following the unauthorized trading
incident, the FINMA informed us that we would not be permitted to undertake



acquisitions in our Investment Bank unit (unless the FINMA granted an exception), and
that material new business initiatives in that unit would be subject to the FINMA
oversight. We are determined to address the issues that have arisen in the above and other
matters in a thorough and constructive manner. We are in active dialogue with our
regulators concerning the actions that we are taking to improve our operational risk
management and control framework, but there can be no assurance that our efforts will
have the effects desired. Although the special restrictions mentioned above have recently
been withdrawn by the FINMA, this example illustrates that difficulties associated with
our relationships with regulatory authorities have the potential to adversely affect the
execution of our business strategy.

Operational risks may affect our business

All of our businesses are dependent on our ability to process a large number of complex
transactions across multiple and diverse markets in different currencies, to comply with
requirements of many different legal and regulatory regimes to which we are subject and
to prevent, or promptly detect and stop, unauthorized, fictitious or fraudulent transactions.
Our operational risk management and control systems and processes are designed to help
ensure that the risks associated with our activities, including those arising from process
error, failed execution, unauthorized trading, fraud, system failures, cyber-attacks,
breaches of information security and failure of security and physical protection, are
appropriately controlled.

For example, cyber-crime is a fast growing threat to large organizations that rely on
technology to support their business, like us. Cyber-crime can range from internet-based
attacks that interfere with the organizations’ internet websites, to more sophisticated
crimes that target the organizations, as well as their clients, and seek to gain unauthorized
access to technology systems in efforts to disrupt business, steal money or obtain
sensitive information.

A major focus of U.S. governmental policy relating to financial institutions in recent
years has been fighting money laundering and terrorist financing. Regulations applicable
to us and our subsidiaries impose obligations to maintain effective policies, procedures
and controls to detect, prevent and report money laundering and terrorist financing, and to
verify the identity of our clients. Failure to maintain and implement adequate programs to
combat money laundering and terrorist financing could have serious consequences, both
in legal terms and in terms of our reputation.

Although we are continuously adapting our capability to detect and respond to the risks
described above, if our internal controls fail or prove ineffective in identifying and
remedying them, we could suffer operational failures that might result in material losses,
such as the loss from the unauthorized trading incident announced in September 2011.

Participation in high-volume and high-frequency trading activities, even in the execution
of client-driven business, can also expose us to operational risks. Our loss in 2012
relating to the Facebook initial public offering illustrates the exposure participants in
these activities have to unexpected results arising not only from their own systems and
processes but also from the behavior of exchanges, clearing systems and other third



parties and from the performance of third-party systems.

Certain types of operational control weaknesses and failures could also adversely affect
our ability to prepare and publish accurate and timely financial reports. We identified
control deficiencies following the unauthorized trading incident announced in September
2011, and management determined that we had a material weakness in our internal
control over financial reporting as of the end of 2010 and 2011, although this has not
affected the reliability of our financial statements for either year.

In addition, despite the contingency plans we have in place, our ability to conduct
business may be adversely affected by a disruption in the infrastructure that supports our
businesses and the communities in which we are located. This may include a disruption
due to natural disasters, pandemics, civil unrest, war or terrorism and involve electrical,
communications, transportation or other services used by us or third parties with whom
we conduct business.

Our reputation is critical to the success of our business

Our reputation is critical to the success of our strategic plans. Damage to our reputation
can have fundamental negative effects on our business and prospects. Reputational
damage is difficult to reverse, and improvements tend to be slow and difficult to measure.
This was demonstrated in recent years, as our very large losses during the financial crisis,
the U.S. cross-border matter (relating to the governmental inquiries and investigations
relating to our cross-border private banking services to U.S. private clients during the
years 2000-2007 and the settlements entered into with U.S. authorities in respect to this
matter) and other events seriously damaged our reputation. Reputational damage was an
important factor in our loss of clients and client assets across our asset-gathering
businesses, and contributed to our loss of and difficulty in attracting staff, in 2008 and
2009. These developments had short-term and also more lasting adverse effects on our
financial performance, and we recognized that restoring our reputation would be essential
to maintaining our relationships with clients, investors, regulators and the general public,
as well as with our employees. More recently, the unauthorized trading incident
announced in September 2011 and our involvement in the LIBOR matter also adversely
affected our reputation. Any further reputational damage could have a material adverse
effect on our operational results and financial condition and on our ability to achieve our
strategic goals and financial targets.

Performance in the financial services industry is affected by market conditions and the
macroeconomic climate

The financial services industry prospers in conditions of economic growth; stable
geopolitical conditions; transparent, liquid and buoyant capital markets and positive
investor sentiment. An economic downturn, continued low interest rates or weak or
stagnant economic growth in our core markets, or a severe financial crisis can negatively
affect our revenues and ultimately our capital base.

A market downturn and weak macroeconomic conditions can be precipitated by a number
of factors, including geopolitical events, changes in monetary or fiscal policy, trade
imbalances, natural disasters, pandemics, civil unrest, war or terrorism. Because financial



markets are global and highly interconnected, even local and regional events can have
widespread impacts well beyond the countries in which they occur. A crisis could
develop, regionally or globally, as a result of disruptions in emerging markets as well as
developed markets that are susceptible to macroeconomic and political developments, or
as a result of the failure of a major market participant. We have material exposures to a
number of these markets, both as a wealth manager and as an investment bank. Moreover,
our strategic plans depend more heavily upon our ability to generate growth and revenue
in emerging markets, causing us to be more exposed to the risks associated with them.
The continued absence of sustained and credible improvements to unresolved issues in
Europe, continued U.S. fiscal and monetary policy issues, emerging markets fragility and
the mixed outlook for global growth demonstrate that macroeconomic and political
developments can have unpredictable and destabilizing effects. Adverse developments of
these kinds have affected our businesses in a number of ways, and may continue to have
further adverse effects on our businesses as follows:

— a general reduction in business activity and market volumes, as we have recently
experienced, affects fees, commissions and margins; local or regional economic factors, such
as the ongoing European sovereign debt concerns, could also have an effect on us;

— amarket downturn is likely to reduce the volume and valuations of assets we manage
on behalf of clients, reducing our asset- and performance-based fees;

— the ongoing low interest rate environment will further erode interest margins in
several of our businesses;

— reduced market liquidity or volatility limits trading and arbitrage opportunities and
impedes our ability to manage risks, impacting both trading income and performance-based
fees;

- deteriorating market conditions could cause a decline in the value of assets we own
and account for as investments or trading positions;

- worsening economic conditions and adverse market developments could lead to
impairments and defaults on credit exposures and on trading and investment positions, and
losses may be exacerbated by declines in the value of collateral we hold; and

— if individual countries impose restrictions on cross-border payments or other
exchange or capital controls, or change their currency (for example, if one or more countries
should leave the euro), we could suffer losses from enforced default by counterparties, be
unable to access our own assets, or be impeded in — or prevented from — managing our risks.

Because we have very substantial exposures to other major financial institutions, the
failure of one or more of such institutions could have a material effect on us.

The developments mentioned above have in the past affected and could materially affect
the performance of our business units and of UBS as a whole, and ultimately our financial
condition. As discussed below, there is also a somewhat related risk that the carrying
value of goodwill of a business unit might suffer impairments and deferred tax assets
levels may need to be adjusted.



We hold legacy and other risk positions that may be adversely affected by conditions in the
financial markets; legacy risk positions may be difficult to liquidate

We, like other financial market participants, were severely affected by the financial crisis
that began in 2007. The deterioration of financial markets since the beginning of the crisis
was extremely severe by historical standards, and we recorded substantial losses on fixed
income trading positions, particularly in 2008 and 2009. Although we have very
significantly reduced our risk exposures starting in 2008, and more recently as we
progress our strategy and focus on complying with Basel III capital standards, we
continue to hold substantial legacy risk positions, primarily in our Non-core and Legacy
Portfolio. In many cases these risk positions remain illiquid, and we continue to be
exposed to the risk that the remaining positions may again deteriorate in value. In the
fourth quarter of 2008 and the first quarter of 2009, certain of these positions were
reclassified for accounting purposes from fair value to amortized cost; these assets are
subject to possible impairment due to changes in market interest rates and other factors.

Moreover, we hold positions related to real estate in various countries, and could suffer
losses on these positions. These positions include a very substantial Swiss mortgage
portfolio. Although management believes that this portfolio has been very prudently
managed, we could nevertheless be exposed to losses if the concerns expressed by the
Swiss National Bank and others about unsustainable price escalation in the Swiss real
estate market come to fruition. Other macroeconomic developments, such as the
implications on export markets of any return of crisis conditions within the eurozone and
the potential implications of the recent decision in Switzerland to reinstate immigration
quotas for EU/EEA countries, could also adversely affect the Swiss economy, our
business in Switzerland in general and, in particular, our Swiss mortgage and corporate
loan portfolios.

In addition, we are exposed to risk in our prime brokerage, reverse repo and Lombard
lending activities, as the value or liquidity of the assets against which we provide
financing may decline rapidly.

Our global presence subjects us to risk from currency fluctuations

We prepare our consolidated financial statements in Swiss francs. However, a substantial
portion of our assets, liabilities, invested assets, revenues and expenses are denominated
in other currencies, particularly the U.S. dollar, the euro and the British pound.
Accordingly, changes in foreign exchange rates, particularly between the Swiss franc and
the U.S. dollar (U.S. dollar revenues account for the largest portion of our non-Swiss
franc revenues) have an effect on our reported income and expenses, and on other
reported figures such as other comprehensive income, invested assets, balance sheet
assets, RWA and tier 1 capital. For example, in 2011 the strengthening of the Swiss franc,
especially against the U.S. dollar and euro, had an adverse effect on our revenues and
invested assets. Because exchange rates are subject to constant change, sometimes for
completely unpredictable reasons, our results are subject to risks associated with changes
in the relative values of currencies.



We are dependent upon our risk management and control processes to avoid or limit
potential losses in our counterparty credit and trading businesses

Controlled risk-taking is a major part of the business of a financial services firm. Credit
risk is an integral part of many of our retail, corporate, wealth management and
Investment Bank activities, and our non-core activities transferred to Corporate Center —
Non-core and Legacy Portfolio, including lending, underwriting and derivatives
activities. Changes in interest rates, credit spreads, securities’ prices, market volatility and
liquidity, foreign exchange levels and other market fluctuations can adversely affect our
earnings. Some losses from risk-taking activities are inevitable, but to be successful over
time, we must balance the risks we take against the returns we generate. We must,
therefore, diligently identify, assess, manage and control our risks, not only in normal
market conditions but also as they might develop under more extreme (stressed)
conditions, when concentrations of exposures can lead to severe losses.

As seen during the financial crisis of 2007-2009, we are not always able to prevent
serious losses arising from extreme or sudden market events that are not anticipated by
our risk measures and systems. Value-at-risk, a statistical measure for market risk, is
derived from historical market data, and thus by definition could not have anticipated the
losses suffered in the stressed conditions of the financial crisis. Moreover, stress loss and
concentration controls and the dimensions in which we aggregate risk to identify
potentially highly correlated exposures proved to be inadequate. Notwithstanding the
steps we have taken to strengthen our risk management and control framework, we could
suffer further losses in the future if, for example:

- we do not fully identify the risks in our portfolio, in particular risk concentrations and
correlated risks;

- our assessment of the risks identified or our response to negative trends proves to be
untimely, inadequate, insufficient or incorrect;

— markets move in ways that we do not expect — in terms of their speed, direction,
severity or correlation — and our ability to manage risks in the resultant environment is,
therefore, affected;

— third parties to whom we have credit exposure or whose securities we hold for our
own account are severely affected by events not anticipated by our models, and accordingly
we suffer defaults and impairments beyond the level implied by our risk assessment; or

- collateral or other security provided by our counterparties proves inadequate to cover
their obligations at the time of their default.

We also manage risk on behalf of our clients in our asset and wealth management
businesses. The performance of assets we hold for our clients in these activities could be
harmed by the same factors. If clients suffer losses or the performance of their assets held
with us is not in line with relevant benchmarks against which clients assess investment
performance, we may suffer reduced fee income and a decline in assets under
management, or withdrawal of mandates.

If we decide to support a fund or another investment that we sponsors in our asset or



wealth management businesses, we might, depending on the facts and circumstances,
incur charges that could increase to material levels.

Investment positions, such as equity holdings made as a part of strategic initiatives and
seed investments made at the inception of funds that we manage, may also be affected by
market risk factors. These investments are often not liquid and generally are intended or
required to be held beyond a normal trading horizon. They are subject to a distinct control
framework. Deteriorations in the fair value of these positions would have a negative
impact on our earnings.

Valuations of certain positions rely on models, models have inherent limitations and may use
inputs which have no observable source

If available, fair values of a financial instrument or non-financial asset or liability are
determined using quoted prices in active markets for identical assets or liabilities. Where
the market is not active, fair value is established using a valuation technique, including
pricing models. Where available, valuation techniques use market observable
assumptions and inputs. If such information is not available, inputs may be derived by
reference to similar instruments in active markets, from recent prices for comparable
transactions or from other observable market data. If market observable data is not
available, we select non-market observable inputs to be used in our valuation techniques.
We also use internally developed models. Such models have inherent limitations;
different assumptions and inputs would generate different results, and these differences
could have a significant impact on our financial results. We regularly review and update
our valuation models to incorporate all factors that market participants would consider in
setting a price, including factoring in current market conditions. Judgment is an important
component of this process, and failure to make the changes necessary to reflect evolving
market conditions could have a material adverse effect on our financial results. Moreover,
evolving market practice may result in changes to valuation techniques that have a
material impact on financial results. Changes in model inputs or calibration, changes in
the valuation methodology incorporated in models, or failure to make the changes
necessary to reflect evolving market conditions could have a material adverse effect on
our financial results.

Liquidity and funding management are critical to our ongoing performance

The viability of our business depends upon the availability of funding sources, and our
success depends upon our ability to obtain funding at times, in amounts, for tenors and at
rates that enable us to efficiently support our asset base in all market conditions. A
substantial part of our liquidity and funding requirements is met using short-term
unsecured funding sources, including retail and wholesale deposits and the regular
issuance of money market securities. The volume of our funding sources has generally
been stable, but could change in the future due to, among other things, general market
disruptions or widening credit spreads, which could also influence the cost of funding. A
change in the availability of short-term funding could occur quickly.

Reductions in our credit ratings can increase our funding costs, in particular with regard
to funding from wholesale unsecured sources, and can affect the availability of certain



kinds of funding. In addition, as we experienced in connection with Moody’s
downgrading of our long-term rating in June 2012, rating downgrades can require us to
post additional collateral or make additional cash payments under master trading
agreements relating to our derivatives businesses. Our credit ratings, together with our
capital strength and reputation, also contribute to maintaining client and counterparty
confidence and it is possible that rating changes could influence the performance of some
of our businesses.

More stringent Basel III capital and liquidity requirements will likely lead to increased
competition for both secured funding and deposits as a stable source of funding, and to
higher funding costs. The addition of loss-absorbing debt as a component of capital
requirements and potential future requirements to maintain senior unsecured debt that
could be written down in an insolvency or other resolution of UBS, or a subsidiary, may
increase our funding costs or limit the availability of funding of the types required.

We might be unable to identify or capture revenue or competitive opportunities, or retain
and attract qualified employees

The financial services industry is characterized by intense competition, continuous
innovation, detailed (and sometimes fragmented) regulation and ongoing consolidation.
We face competition at the level of local markets and individual business lines, and from
global financial institutions that are comparable to us in their size and breadth. Barriers to
entry in individual markets and pricing levels are being eroded by new technology. We
expect these trends to continue and competition to increase. Our competitive strength and
market position could be eroded if we are unable to identify market trends and
developments, do not respond to them by devising and implementing adequate business
strategies, adequately developing or updating our technology, particularly in trading
businesses, or are unable to attract or retain the qualified people needed to carry them out.

The amount and structure of our employee compensation are affected not only by our
business results but also by competitive factors and regulatory considerations. Constraints
on the amount or structure of employee compensation, higher levels of deferral,
performance conditions and other circumstances triggering the forfeiture of unvested
awards may adversely affect our ability to retain and attract key employees, and may in
turn negatively affect our business performance. We have made changes to the terms of
compensation awards to reflect the demands of various stakeholders, including regulatory
authorities and shareholders. These terms include the introduction of a deferred
contingent capital plan with many of the features of the loss-absorbing capital that we
have issued in the market but with a higher capital ratio write-down trigger, increased
average deferral periods for stock awards, and expanded forfeiture provisions for certain
awards linked to business performance. These changes, while intended to better align the
interests of our staff with those of other stakeholders, increase the risk that key employees
will be attracted by competitors and decide to leave us, and that we may be less
successful than our competitors in attracting qualified employees. The loss of key staff
and inability to attract qualified replacements, depending upon which and how many roles
are affected, could seriously compromise our ability to execute our strategy and to
successfully improve our operating and control environment.



In a referendum in March 2013, the Swiss cantons and voters accepted an initiative to
give shareholders of Swiss listed companies more influence over board and management
compensation (the “Minder Initiative). In November 2013, the Swiss Federal Council
issued the final transitional ordinance implementing the constitutional amendments
resulting from this initiative, which came into force on 1 January 2014. The ordinance
requires public companies to specify in their articles of association (“A0A”) a mechanism
to permit a “say-on-pay’’ vote, setting out three requirements: (i) the vote on
compensation must be held annually, (ii) the vote on compensation must be binding
rather than advisory and (iii1) the vote on compensation must be held separately for the
board of directors and members of the executive board. In addition, shareholders will
need to determine the details of the “say-on-pay” vote in the AoA, in particular the nature
of the vote, timing aspects and the consequences of a “no” vote. Each company affected
by the Minder Initiative must undertake a first binding vote on management
compensation and remuneration of the board of directors at its 2015 annual general
meeting.

The EU has adopted legislation that caps the amount of variable compensation in
proportion to the amount of fixed compensation for employees of a bank active within the
EU. This legislation will apply to employees of UBS in the EU. These and other similar
initiatives may require us to make further changes to our compensation structure and may
increase the risks described above.

Our financial results may be negatively affected by changes to accounting standards

We report our results and financial position in accordance with International Financial
Reporting Standards (“IFRS”) as issued by the International Accounting Standards Board
(“IASB”). Changes to IFRS or interpretations thereof may cause our future reported
results and financial position to differ from current expectations. Such changes may also
affect our regulatory capital and ratios. We monitor potential accounting changes and
when these are finalized by the IASB, we determine the potential impact and disclose
significant future changes in our financial statements. Currently, there are a number of
issued but not yet effective IFRS changes, as well as potential IFRS changes, some of
which could be expected to impact our reported results, financial position and regulatory
capital in the future.

Our financial results may be negatively affected by changes to assumptions supporting the
value of our goodwill

The goodwill we have recognized on the respective balance sheets of our operating
segments is tested for impairment at least annually. Our impairment test in respect of the
assets recognized as of 31 December 2013 indicated that the value of our goodwill is not
impaired. The impairment test is based on assumptions regarding estimated earnings,
discount rates and long-term growth rates impacting the recoverable amount of each
segment and on estimates of the carrying amounts of the segments to which the goodwill
relates. If the estimated earnings and other assumptions in future periods deviate from the
current outlook, the value of our goodwill may become impaired in the future, giving rise
to losses in the income statement. In the third quarter of 2012, for example, the



recognition by the Investment Bank of a full impairment of goodwill and of an
impairment of other non-financial assets resulted in a charge of almost CHF 3.1 billion
against our operating profit before tax.

The effect of taxes on our financial results is significantly influenced by reassessments of our
deferred tax assets

The deferred tax assets that we have recognized on our balance sheet as of 31 December
2013 in respect of prior years’ tax losses reflect the probable recoverable level based on
future taxable profit as informed by our business plans. If the business plan earnings and
assumptions in future periods substantially deviate from current forecasts, the amount of
recognized deferred tax assets may need to be adjusted in the future. These adjustments
may include write-downs of deferred tax assets through the income statement.

Our effective tax rate is highly sensitive both to our performance and to the accuracy of
new business plan forecasts. Our results in recent periods have demonstrated that changes
in the recognition of deferred tax assets can have a very significant effect on our reported
results. If our performance is expected to improve, particularly in the U.S., U.K. or
Switzerland, we could potentially recognize additional deferred tax assets as a result of
that assessment. The effect of doing so would be to significantly reduce our effective tax
rate in years in which additional deferred tax assets are recognized. Conversely, if our
performance in those countries is expected to produce diminished taxable profit in future
years, we may be required to write down all or a portion of the currently recognized
deferred tax assets through the income statement. This would have the effect of
increasing our effective tax rate in the year in which any write-downs are taken.

In 2014, notwithstanding the effects of any potential reassessment of the level of deferred
tax assets, we expect our effective tax rate to be in the range of 20% to 25%. Consistent
with past practice, we expect to revalue our overall level of deferred tax assets in the
second half of 2014 based on a reassessment of future profitability taking into account
updated business plan forecasts. The full year effective tax rate could change significantly
on the basis of this reassessment. It could also change if aggregate tax expenses for
locations other than Switzerland, the U.S. and U.K. differ from what is expected. Our
effective tax rate is also sensitive to any future reductions in statutory tax rates,
particularly in the U.S. and Switzerland. Reductions in the statutory tax rate would cause
the expected future tax benefit from items such as tax loss carry-forwards in the affected
locations to diminish in value. This in turn would cause a write-down of the associated
deferred tax assets.

In addition, statutory and regulatory changes, as well as changes to the way in which
courts and tax authorities interpret tax laws could cause the amount of taxes ultimately
paid by us to materially differ from the amount accrued.

This is a potential risk particularly as we consider reorganizations of our legal entity
structures in the U.S., U.K. and Switzerland in response to regulatory changes. The tax
authorities in these countries may prevent the transfer of tax losses incurred in one legal
entity to newly organized or reorganized subsidiaries or affiliates that are expected to
carry on businesses formerly conducted by the transferor. Were this to occur in situations



where there were also limited planning opportunities to utilize the tax losses in the
originating entity, the deferred tax assets associated with such tax losses could be written
down through the income statement.

In 2011, the U.K. government introduced a balance sheet based levy payable by banks
operating or resident in the U.K. A net charge of CHF 124 million was recognized in
operating expenses (within operating profit before tax) in 2013. Our bank levy expense
for future years will depend on both the rate of the levy and our taxable U.K. liabilities at
each year-end; changes to either factor could increase the cost. This expense will likely
increase if, for example, we change our booking practices so as to book more liabilities
into our U.K. bank subsidiary, UBS Limited. We expect that the annual bank levy charge
will continue to be recognized for IFRS purposes as an expense arising in the final
quarter of each financial year, rather than being accrued throughout the year, as it is
charged by reference to the year-end balance sheet position.

II. CAPITAL RESOURCES

Capitalization and Indebtedness of UBS Group AG

UBS Group was incorporated and registered in Switzerland on 10 June 2014 and if the
exchange offer is successful, it is intended that UBS Group will become the parent
company of UBS and the holding company of the Group. Since incorporation, UBS
Group has not incurred any indebtedness (except in respect of the total expenses incurred
by the Group in connection with the exchange offer and the listing of the UBS Group
Shares on the SIX Swiss Exchange and the NYSE, which are estimated to be CHF 20
million). As of the date hereof, the share capital of UBS Group is CHF 100,000
consisting of 1,000,000 fully paid-up registered shares with a nominal value of CHF 0.10
each.

Capitalization and Indebtedness of the Group

The information in the following table is extracted from the unaudited internal accounting
of the Group records as of August 31, 2014 prepared in accordance with International
Financial Reporting Standards ("IFRS") issued by the International Accounting
Standards Board ("IASB") and stated in Swiss francs (CHF).

The following table shows the actual capitalization of UBS as at August 31, 2014:

UBS AG
and its consolidated UBS AG
subsidiaries
As of As of
August 31, 2014 August 31, 2014

(in CHF million, except for number of shares) (unaudited) (unaudited)
Capitalisation (total debt + total equity)!) .............cccoooiriniiniiiiereec 206,312 0.1
Current debt® ............oooouiviiiiiiieiiieieeceeie e 55,949 0
Thereof subordinated debt...........c.ooovviiiiiiiiiiiiiiieeee e 1,067 0
Thereof guaranteed debt ...........ccveviiieriiiiee e 0 0

0

Thereof SECUIed debt®) .........oviiieeeeeeeeeeeeeeeeee et 5,373



UBS AG

and its consolidated UBS AG
subsidiaries
As of As of
August 31, 2014 August 31, 2014
(in CHF million, except for number of shares) (unaudited) (unaudited)
Thereof unguaranteed / unsecured debt..........cceciviniiiiniiininiiiiiccee 49,509 0
NOD-CUTTENt AED™®) ..ottt et et ee e 97,565 0
Thereof subordinated debt...........cc.oovviiiiiiiiiiiiie e 14,650 0
Thereof guaranteed debt ...........ccvevvrieriiiieierecee s 0 0
Thereof SECUIEd debt®) ... ...ooovieieeeeeeeeeeeeeeeeeeee et 18,095 0
Thereof unguaranteed / unsecured debt...........ccceeveiiriiiiniiieninceeee 64,819 0
0.1
EqUity (F0Tal) .....occooiieieieieeeeeee et 52,798
Share CaPILAl ....ocueeiieieieeeeeee et 384 0
ShAre PrEMIUML....cviitiiiieieitieeeeee ettt ettt et ene e 33,378 0
TTEASULY SRAIES ...ttt e (1,437) 0
Equity classified as obligation to purchase own shares ...........c.ccoceeerererieencnnne 5) 0
Retained Carnings .........ccvevverierieieniieeerie ettt ene 27,053 0
Cumulative net income recognised directly in equity, net of taxX...........ccevveneenee. (8,532) 0
Equity attributable to UBS shareholders ............ccoceeeevenennnne . 50,842 0.1
Equity attributable to preferred note holders .. 1,915 0
Equity attributable to non-controlling interests ............cceceeervereeerererenereeennens 41 0
Total Equity 52,798 0.1
Number of issued shares of the COmMPaANY ........cccecvevieririererieeeeee e 3,844,214,126 1,000,000
Number of treasury shares directly or indirectly held by the company.... 90,531,091 0
® Total liabilities and equity as of 31 August 2014 for UBS Group equal CHF 1,014,111 million.
@ Current debt is comprised of debt issued (held at amortized cost) and financial liabilities designated at fair value (paper issued by
UBS) with a remaining maturity of less than one year (and does not include structured OTC debt instruments).
® Debt issued secured by mortgage loans in Switzerland or other assets.
@ Non-current debt is comprised of debt issued (held at amortized cost) and financial liabilities designated at fair value (paper issued
by UBS) with a remaining maturity of more than one year (and does not include structured OTC debt instruments).
The following table shows the net indebtedness of the Group and UBS Group as of August 31, 2014:
UBS AG
and its consolidated UBS AG
subsidiaries
As of As of
August 31 2014 August 31 2014
(CHF in millions) (unaudited) (unaudited)
CAShD Lottt 1,076 1
Cash equivalent®... 110,140 0
Trading SECUTTHES®)........c.cviveeiececececce ettt 127,643 0
Liquidity 238,859 1
Current financial receivable® .. 410,618 0
Current bank debt® ..........ccccooeo..... 12,533 0
Current portion of non-current debt® ... 58,046 0
Other current financial debt) .. ........ccooioeeeeee et 552,629 0
Current financial debt 623,208 0
Net current financial indebtedness®...................cocooiviiiiiiieeieeeeeeeeeeeeee (26,269) 0
Non-current bank 10ans@)...........ccccviurvereieiiieieeeieieeiee e 431 0
Bonds ISSUSAUD ...ttt et 97,565 0
Other non-current L0ans(!) .......o.oo i 7,149 0
Non-current financial indebtedness 105,145 0
Net financial indebtedness12).............oovooveoeeeeeeeeeeeeeeeeeeeeeee et e e eeeeseeeeea 78,876 0

@ Equals the cash portion of the assets reported on the Group balance sheet line “cash and cash balances with central banks.”



@ Equals the balances with central banks portion of the assets reported on the Group balance sheet line “cash and cash balances with
central banks.”

® Equals the assets reported on the Group balance sheet line “trading portfolio assets” excluding precious metals and other physical
commodities. The amount presented may include trading assets which are not securities.

”

@ Equals the assets with a maturity of less than 1 year reported on the Group balance sheet lines “due from banks”, “reverse
repurchase agreements”, “cash collateral on securities borrowed”, “financial assets designated at fair value”, “loans” and “cash collateral
receivable on derivative instruments” and the total reported on the Group balance sheet line “financial investments available-for-sale.” In

addition, it includes financial assets reported on the Group balance sheet line “other assets.”
® Equals the liabilities reported on the Group balance sheet line “due to banks” with a maturity of less than 1 year.

© Equals the liabilities reported on the Group balance sheet lines “debt issued” and “financial liabilities designated at fair value”
with a maturity of less than 1 year (including structured OTC debt instruments).

»

@ Equals the liabilities with a maturity of less than 1 year reported on the Group balance sheet lines “due to customers”, “cash
collateral on securities lent”, “repurchase agreements”, “cash collateral payable on derivative instruments” and the total reported on the Group
balance sheet line “trading portfolio liabilities.” In addition, it includes financial liabilities reported on the Group balance sheet line “other

liabilities.”

® Equals “current financial debt” less “current financial receivable” less “liquidity” as reported above.
© Equals the liabilities reported on the Group balance sheet line “due to banks” with a maturity of more than 1 year.
a9 Equals the liabilities reported on the Group balance sheet lines “debt issued” and “financial liabilities designated at fair value”

with a maturity of more than 1 year (not including structured OTC debt instruments).

»

an Equals the liabilities reported on the Group balance sheet lines “due to customers”, “cash collateral on securities lent”, “repurchase

agreements”, “cash collateral payable on derivative instruments”, all with a maturity of more than 1 year. In addition, it includes structured

OTC debt instruments reported as financial liabilities designated at fair value with a maturity of more than 1 year.

a2 Equals “net current financial indebtedness” plus “non-current financial indebtedness” as reported above.

As at 31 August 2014, indirect and contingent indebtedness, which was comprised of 1)
credit guarantees and similar instruments, i1) performance guarantees and similar
instruments and ii1) documentary credits, totaled CHF 17,930 million.

III. LITIGATION, REGULATORY AND SIMILAR MATTERS

The following updates the description of litigation, regulatory and similar matters
contained in note 14 to Interim consolidated financial statements contained in our 2014
Second Quarter Report.

Provisions for litigation, regulatory and similar matters by segment ©®



cC- CC-

CHF million WM WMA R&C GIAM 1B CF NcLP UBS
Balance as of 31 December 165 56 82 3 2 488 808 1,622
2013

Balance as of 31 March 239 92 90 319 483 853 1,778
2014

Increase in provisions

recognised in the income 295 54 48 33 11 0 0 441
statement

Release of provisions

recognised in the income “4) (10) 0 0 0 (167) 27 (207)
statement

Provisions used in

conformity with designated (20) 5) 0 0 &) 0 @) 38)
purpose

Reclassifications 0 0 0 0 0 0 0 0
Forelgn currency translation 0 0 0 0 0 3 3 6
/unwind of discount

Balance as of 30 June 2014 510 131 137 36 25 319 823 1,980

o WM = Wealth Management; WMA = Wealth Management Americas; R&C = Retail & Corporate; GI AM = Global Asset
Management; IB = Investment Bank; CC—CF = Corporate Center — Core Functions; CC-NcLP = Non-core and Legacy Portfolio.

@ Provisions, if any, for the matters described in (a) item 4 of this section are recorded in Wealth Management, (b) items 7 of this
section are recorded in Wealth Management Americas, (c) items 11 and 12 of this section are recorded in the Investment Bank, (d) items 3
and 10 of this section are recorded in Corporate Center — Core Functions and (e) items 2 and 6 of this section are recorded in Corporate
Center — Non-core and Legacy Portfolio. Provisions, if any, for the matters described in items 1 and 9 of this section are allocated between
Wealth Management and Retail & Corporate, provisions for the matter described in item 5 of this section are allocated between the
Investment Bank and Corporate Center — Non-core and Legacy Portfolio, and provisions for the matter described in item 8 of this section are
allocated between the Investment Bank and Corporate Center — Core Functions.

Inquiries regarding cross-border wealth management businesses

Following the disclosure and the settlement of the US cross-border matter, tax and regulatory
authorities in a number of countries have made inquiries and served requests for information
located in their respective jurisdictions relating to the cross-border wealth management
services provided by UBS and other financial institutions. As a result of investigations in
France, in May and June 2013, respectively, UBS (France) S.A. and UBS AG were put under
formal examination ("mise en examen") for complicity in having illicitly solicited clients on
French territory, and were declared witness with legal assistance ("témoin assisté") regarding
the laundering of proceeds of tax fraud and of banking and financial solicitation by
unauthorized persons. In July 2014, UBS AG was placed under formal examination with
respect to the potential charges of laundering of proceeds of tax fraud, for which it had been
previously declared witness with legal assistance, and the investigating judges ordered UBS
to provide bail ("caution") of Euro 1.1 billion. UBS appealed the determination of the bail
amount. On September 22, 2014, the appeal court upheld the initial determination of the bail
amount. UBS intends to further appeal the determination of the bail amount to the French
Supreme Court ("Cour de Cassation") and challenge the judicial process in the European



Court of Human Rights. Separately, in June 2013, the French banking supervisory authority's
disciplinary commission reprimanded UBS (France) S.A. for having had insufficiencies in its
control and compliance framework around its cross-border activities and "know your
customer" obligations. It imposed a penalty of EUR 10 million, and a provision in that
amount is reflected on our balance sheet at June, 30 2014.

In Germany, two different authorities have been conducting investigations against UBS
Deutschland AG and UBS AG, respectively, and against certain employees of these entities
concerning certain matters relating to our past cross-border business. UBS is cooperating
with these authorities within the limits of financial privacy obligations under Swiss and other
applicable laws. UBS reached a settlement in July 2014 with the authorities in Bochum,
concluding those proceedings. The settlement included a payment of approximately EUR 302
million. The proceedings by the authorities in Mannheim have not revealed sufficient
evidence supporting the allegations being investigated.

In June 2014 the Belgian authorities searched the offices of UBS (Luxembourg) S.A.
Belgium Branch.

Our balance sheet at 30 June 2014 reflected provisions with respect to matters described in
this item 1 in an amount that UBS believes to be appropriate under the applicable accounting
standard. As in the case of other matters for which we have established provisions, the future
outflow of resources in respect of such matters cannot be determined with certainty based on
currently available information, and accordingly may ultimately prove to be substantially
greater (or may be less) than the provision that we have recognized.

Claims related to sales of residential mortgage-backed securities and mortgages

From 2002 through 2007, prior to the crisis in the US residential loan market, UBS was a
substantial issuer and underwriter of US residential mortgage-backed securities (“RMBS”)
and was a purchaser and seller of US residential mortgages. A subsidiary of UBS, UBS Real
Estate Securities Inc. (“UBS RESI”), acquired pools of residential mortgage loans from
originators and (through an affiliate) deposited them into securitization trusts. In this manner,
from 2004 through 2007, UBS RESI sponsored approximately USD 80 billion in RMBS,
based on the original principal balances of the securities issued.

UBS RESI also sold pools of loans acquired from originators to third-party purchasers. These
whole loan sales during the period 2004 through 2007 totaled approximately USD 19 billion
in original principal balance.

We were not a significant originator of US residential loans. A subsidiary of UBS originated
approximately USD 1.5 billion in US residential mortgage loans during the period in which it
was active from 2006 to 2008, and securitized less than half of these loans.

Securities lawsuits concerning disclosures in RMBS offering documents: UBS is named as a
defendant relating to its role as underwriter and issuer of RMBS in a large number of
lawsuits related to approximately USD 13 billion in original face amount of RMBS



underwritten or issued by UBS. Some of the lawsuits are in their early stages and have not
advanced beyond the motion to dismiss phase; others are in varying stages of discovery. Of
the USD 13 billion in original face amount of RMBS that remains at issue in these cases,
approximately USD 3 billion was issued in offerings in which a UBS subsidiary transferred
underlying loans (the majority of which were purchased from third-party originators) into a
securitization trust and made representations and warranties about those loans (“UBS-
sponsored RMBS”). The remaining USD 10 billion of RMBS to which these cases relate
was issued by third parties in securitizations in which UBS acted as underwriter (“third-
party RMBS”).

In connection with certain of these lawsuits, UBS has indemnification rights against
surviving third-party issuers or originators for losses or liabilities incurred by UBS, but UBS
cannot predict the extent to which it will succeed in enforcing those rights. A class action in
which UBS was named as a defendant was settled by a third-party issuer and received final
approval by the district court in 2013. The settlement reduced the original face amount of
third-party RMBS at issue in the cases pending against UBS by approximately USD 24
billion. The third-party issuer will fund the settlement at no cost to UBS. In January 2014,
certain objectors to the settlement filed a notice of appeal from the district court's approval of
the settlement.

Loan repurchase demands related to sales of mortgages and RMBS: When UBS acted as an
RMBS sponsor or mortgage seller, we generally made certain representations relating to the
characteristics of the underlying loans. In the event of a material breach of these
representations, we were in certain circumstances contractually obligated to repurchase the
loans to which they related or to indemnify certain parties against losses. UBS has received
demands to repurchase US residential mortgage loans as to which UBS made certain
representations at the time the loans were transferred to the securitization trust. We have been
notified by certain institutional purchasers of mortgage loans and RMBS of their contention
that possible breaches of representations may entitle the purchasers to require that UBS
repurchase the loans or to other relief. The table "Loan repurchase demands by year received
—original principal balance of loans" summarizes repurchase demands received by UBS and
UBS’s repurchase activity from 2006 through 22 July 2014. In the table, repurchase demands
characterized as Demands resolved in litigation and Demands rescinded by counterparty are
considered to be finally resolved. Repurchase demands in all other categories are not finally
resolved.

Loan repurchase demands by year received — original principal balance of loans®

2014,
2006- through
USD million 2008 | 2009 | 2010 | 2011 2012 2013 22 July Total

Resolved demands

Actual or agreed loan
repurchases / make whole
payments by UBS 12 1 13

Demands rescinded by 110 | 104 19| 303 | 237 773
counterparty

Demands resolved in
litigation




2014,
2006- through
USD million 2008 | 2009 | 2010 | 2011 2012 2013 22 July Total

Demands expected to be resolved by third parties

Demands resolved or
expected to be resolved
through enforcement of
indemnification rights
against third-party

originators 77 2 45 107 99 72 403
Demands in dispute

Demands in litigation 346 732 1,041 2,118
Demands in review by UBS 2 0 0 3
Demands rebutted by UBS

but not yet rescinded by

counterparty 1 2 1 18 519 259 801
Total 122 205 368 | 1,084 | 1,404 618 332 4,132

M Loans submitted by multiple counterparties are counted only once.

Payments that UBS has made to date to resolve repurchase demands equate to approximately
62% of the original principal balance of the related loans. Most of the payments that UBS has
made to date have related to so-called “Option ARM” loans; severity rates may vary for
other types of loans with different characteristics. Losses upon repurchase would typically
reflect the estimated value of the loans in question at the time of repurchase as well as, in
some cases, partial repayment by the borrowers or advances by servicers prior to repurchase.

In most instances in which we would be required to repurchase loans due to
misrepresentations, we would be able to assert demands against third-party loan originators
who provided representations when selling the related loans to UBS. However, many of these
third parties are insolvent or no longer exist. We estimate that, of the total original principal
balance of loans sold or securitized by UBS from 2004 through 2007, less than 50% was
purchased from surviving third-party originators. In connection with approximately 60% of
the loans (by original principal balance) for which UBS has made payment or agreed to make
payment in response to demands received in 2010, UBS has asserted indemnity or repurchase
demands against originators. Since 2011, UBS has advised certain surviving originators of
repurchase demands made against UBS for which UBS would be entitled to indemnity, and
has asserted that such demands should be resolved directly by the originator and the party
making the demand.

We cannot reliably estimate the level of future repurchase demands, and do not know
whether our rebuttals of such demands will be a good predictor of future rates of rebuttal. We
also cannot reliably estimate the timing of any such demands.

Lawsuits related to contractual representations and warranties concerning mortgages and
RMBS: In 2012, certain RMBS trusts filed an action in the Southern District of New York
(Trustee Suit) seeking to enforce UBS RESI’s obligation to repurchase loans in the collateral
pools for three RMBS securitizations (Transactions) with an original principal balance of
approximately USD 2 billion for which Assured Guaranty Municipal Corp. (Assured
Guaranty), a financial guaranty insurance company, had previously demanded repurchase.
Plaintiffs in the Trustee Suit have recently indicated that they intend to seek damages beyond



the loan repurchase demands identified in the complaint, specifically for all loans purportedly
in breach of representations and warranties in any of the three Transactions. With respect to
the loans subject to the Trustee Suit that were originated by institutions still in existence,
UBS intends to enforce its indemnity rights against those institutions. Related litigation
brought by Assured Guaranty was resolved in 2013.

In 2012, the FHFA, on behalf of Freddie Mac, filed a notice and summons in New York
Supreme Court initiating suit against UBS RESI for breach of contract and declaratory relief
arising from alleged breaches of representations and warranties in connection with certain
mortgage loans and UBS RESTI’s alleged failure to repurchase such mortgage loans. The
lawsuit seeks, among other relief, specific performance of UBS RESI’s alleged loan
repurchase obligations for at least USD 94 million in original principal balance of loans for
which Freddie Mac had previously demanded repurchase; no damages are specified. In 2013,
the Court dismissed the complaint for lack of standing, on the basis that only the RMBS
trustee could assert the claims in the complaint, and the complaint was unclear as to whether
the trustee was the plaintiff and had proper authority to bring suit. The trustee subsequently
filed an amended complaint, which UBS moved to dismiss. The motion remains pending.

In 2013, Residential Funding Company LLC (RFC) filed a complaint in New York Supreme
Court against UBS RESI asserting claims for breach of contract and indemnification in
connection with loans purchased from UBS RESI with an original principal balance of at
least USD 460 million that were securitized by an RFC affiliate. This is the first case filed
against UBS seeking damages allegedly arising from the securitization of whole loans
purchased from UBS. Damages are unspecified.

We also have tolling agreements with certain institutional purchasers of RMBS concerning
their potential claims related to substantial purchases of UBS-sponsored or third-party
RMBS.

Asreflected in the table "Provision for claims related to sales of residential mortgage-backed
securities and mortgages", our balance sheet at June 30, 2014 reflected a provision of USD
817 million with respect to matters described in this item 2. As in the case of other matters
for which we have established provisions, the future outflow of resources in respect of this
matter cannot be determined with certainty based on currently available information, and
accordingly may ultimately prove to be substantially greater (or may be less) than the
provision that we have recognized.

Provision for claims related to sales of residential mortgage-backed securities and
mortgages

USD million

Balance as of 31 December 2013 807
Balance as of 31 March 2014 819
Increase in provision recognised in the income statement..............c.oceeeveeeecrerienieecreseenens 0
Release of provision recognised in the income Statement.........coeoerverrineneirinenenennenenene, 0
Provision used in conformity with designated purpose...........ccoevveeeuverereerieeiiienreeieeeneenns 2)

Balance as of 30 June 2014 817




Mortgage-related regulatory matters: In August 2014, UBS received a subpoena from the
US Attorney's Office for the Eastern District of New York issued pursuant to the Financial
Institutions Reform, Recovery and Enforcement Act of 1989 (“FIRREA”), which seeks
documents and information related to UBS's RMBS business from 2005 through 2007. UBS
has also been responding to a subpoena from the New York State Attorney General
(“NYAG”) relating to its RMBS business. In September 2014, the Commonwealth of
Virginia filed an action in intervention in Virginia state court against UBS and several other
financial institutions alleging violations of the Virginia Fraud Against Taxpayers Act and
asserting claims of fraud and constructive fraud in connection with the Virginia Retirement
System's purchases of certain RMBS. In addition, UBS has also been responding to inquiries
from both the Special Inspector General for the Troubled Asset Relief Program
(“SIGTARP”) (who is working in conjunction with the US Attorney's Office for
Connecticut and the US Department of Justice, Criminal Division, Fraud Section (“DOJ”"))
and the US Securities and Exchange Commission (“SEC”) relating to trading practices in
connection with purchases and sales of mortgage-backed securities in the secondary market
from 2009 through the present. We are cooperating with the authorities in these matters.
Numerous other banks reportedly are responding to similar inquiries from these authorities.

Claims related to UBS disclosure

A putative consolidated class action has been filed in the United States District Court for the
Southern District of New York against UBS, a number of current and former directors and
senior officers and certain banks that underwrote UBS’s May 2008 Rights Offering
(including UBS Securities LLC) alleging violation of the US securities laws in connection
with UBS’s disclosures relating to UBS’s positions and losses in mortgage-related securities,
UBS’s positions and losses in auction rate securities, and UBS’s US cross-border business.
In 2011, the court dismissed all claims based on purchases or sales of UBS ordinary shares
made outside the US, and, in 2012, the court dismissed with prejudice the remaining claims
based on purchases or sales of UBS ordinary shares made in the US for failure to state a
claim. In May 2014, the Second Circuit upheld the dismissal of the complaint and the matter
is now concluded. UBS, a number of senior officers and employees and various UBS
committees have also been sued in a putative consolidated class action for breach of fiduciary
duties brought on behalf of current and former participants in two UBS Employee Retirement
Income Security Act (“ERISA”) retirement plans in which there were purchases of UBS
stock. In 2011, the court dismissed the ERISA complaint. In 2012, the court denied
plaintiffs’ motion for leave to file an amended complaint. On appeal, the Second Circuit
upheld the dismissal of all counts relating to one of the retirement plans. With respect to the
second retirement plan, the Court upheld the dismissal of some of the counts, and vacated
and remanded for further proceedings with regard to the counts alleging that defendants had
violated their fiduciary duty to prudently manage the plan’s investment options, as well as the
claims derivative of that duty.

In 2012, a consolidated complaint was filed in a putative securities fraud class action pending
in federal court in Manhattan against UBS AG and certain of its current and former officers
relating to the unauthorized trading incident that occurred in the Investment Bank and was
announced in September 2011. The lawsuit was filed on behalf of parties who purchased



publicly traded UBS securities on any US exchange, or where title passed within the US,
during the period November 17, 2009 through September 15,2011. In 2013, the district court
granted UBS’s motion to dismiss the complaint in its entirety. Plaintiffs have filed an appeal.

Madoff

In relation to the Bernard L. Madoff Investment Securities LLC (“BMIS”) investment fraud,
UBS AG, UBS (Luxembourg) SA and certain other UBS subsidiaries have been subject to
inquiries by a number of regulators, including the Swiss Financial Market Supervisory
Authority (FINMA) and the Luxembourg Commission de Surveillance du Secteur Financier
(CSSF). Those inquiries concerned two third-party funds established under Luxembourg law,
substantially all assets of which were with BMIS, as well as certain funds established in
offshore jurisdictions with either direct or indirect exposure to BMIS. These funds now face
severe losses, and the Luxembourg funds are in liquidation. The last reported net asset value
of the two Luxembourg funds before revelation of the Madoff scheme was approximately
USD 1.7 billion in the aggregate, although that figure likely includes fictitious profit reported
by BMIS. The documentation establishing both funds identifies UBS entities in various roles
including custodian, administrator, manager, distributor and promoter, and indicates that
UBS employees serve as board members. UBS (Luxembourg) SA and certain other UBS
subsidiaries are responding to inquiries by Luxembourg investigating authorities, without
however being named as parties in those investigations. In 2009 and 2010, the liquidators of
the two Luxembourg funds filed claims on behalf of the funds against UBS entities, non-
UBS entities and certain individuals including current and former UBS employees. The
amounts claimed are approximately EUR 890 million and EUR 305 million, respectively.
The liquidators have filed supplementary claims for amounts that the funds may possibly be
held liable to pay the BMIS Trustee. These amounts claimed by the liquidator are
approximately EUR 564 million and EUR 370 million, respectively. In addition, a large
number of alleged beneficiaries have filed claims against UBS entities (and non-UBS
entities) for purported losses relating to the Madoff scheme. The majority of these cases are
pending in Luxembourg, where appeals have been filed by the claimants against the 2010
decisions of the court in which the claims in a number of test cases were held to be
inadmissible. In the US, the BMIS Trustee filed claims in 2010 against UBS entities, among
others, in relation to the two Luxembourg funds and one of the offshore funds. The total
amount claimed against all defendants in these actions was not less than USD 2 billion.
Following a motion by UBS, in 2011, the District Court dismissed all of the BMIS Trustee’s
claims other than claims for recovery of fraudulent conveyances and preference payments
that were allegedly transferred to UBS on the ground that the BMIS Trustee lacks standing to
bring such claims. In 2013, the Second Circuit Court of Appeals affirmed the District Court's
decision and, in June 2014, the US Supreme Court denied the BMIS Trustee's petition
seeking review of the Court of Appeals ruling. In Germany, certain clients of UBS are
exposed to Madoff-managed positions through third-party funds and funds administered by
UBS entities in Germany. A small number of claims have been filed with respect to such
funds.

Transactions with Italian public sector entities



A number of transactions that UBS Limited and UBS AG respectively entered into with
public sector entity counterparties in Italy have been called into question or become the
subject of legal proceedings and claims for damages and other awards. In Milan, in 2012,
civil claims brought by the City of Milan against UBS Limited, UBS Italia SIM Spa and
three other international banks in relation to a 2005 bond issue and associated derivatives
transactions entered into with Milan between 2005 and 2007 were settled without admission
of liability. In 2012, the criminal court in Milan issued a judgment convicting two current
UBS employees and one former employee, together with employees from the three other
banks, of fraud against a public entity in relation to the same bond issue and the execution,
and subsequent restructuring, of the related derivative transactions. In the same proceedings,
the Milan criminal court also found UBS Limited and three other banks liable for the
administrative offense of failing to have in place a business organizational model capable of
preventing the criminal offenses of which its employees were convicted. The sanctions
imposed against UBS Limited, which are not effective until appeals are exhausted, were
confiscation of the alleged level of profit flowing from the criminal findings (EUR 16.6
million), a fine in respect of the finding of the administrative offense (EUR 1 million) and
payment of legal fees. UBS Limited and the individuals appealed that judgment, and in
March 2014, the Milan Court of Appeal overturned all findings of liability against UBS
Limited and the convictions of the UBS individuals and acquitted them. It issued a full
judgment setting out the reasons for its rulings in June 2014. The appellate prosecutor did not
pursue a further appeal and the acquittals are now final.

Derivative transactions with the Regions of Calabria, Tuscany, Lombardy, Lazio and
Campania, and the City of Florence have also been called into question or become the
subject of legal proceedings and claims for damages and other awards. In 2012, UBS AG and
UBS Limited settled all civil disputes with the Regions of Tuscany, Lombardy and Lazio
without any admission of liability. In 2013, a settlement of all civil and administrative
disputes was reached with the City of Florence. In May 2014, UBS closed a civil settlement
with Calabria.

Kommunale Wasserwerke Leipzig GmbH (“KWL”)

In 2006, KWL entered into a single-tranche collateralized debt obligation/credit default swap
(“STCDO/CDS”) transaction with UBS, with latter legs being intermediated in 2006 and
2007 by Landesbank Baden-Wiirttemberg (“LBBW”’) and Depfa Bank plc (“Depfa”). KWL
retained UBS Global Asset Management to act as portfolio manager under the STCDO/CDS.
UBS and the intermediating banks terminated the STCDO/CDS following non-payment by
KWL under the STCDOs. UBS claims payment of approximately USD 319.8 million, plus
interest, from KWL, Depfa and LBBW, which remains unpaid.

In 2010, UBS (UBS AG, UBS Limited and UBS Global AM) issued proceedings in London
against KWL, Depfa and LBBW seeking declarations and/or to enforce the terms of the
STCDO/CDS contracts. Each of KWL, Depfa and LBBW filed counterclaims which UBS
has been defending. KWL amended its pleading in June 2014 and LBBW and Depfa also
amended their pleadings to allege fraudulent misrepresentation. UBS has denied these



claims. Trial began in April 2014 and concluded at the end of July 2014, and a decision is
expected in the fourth quarter of 2014.

In separate proceedings brought by KWL against LBBW in Leipzig, Germany, the court
ruled in LBBW's favor in June 2013 and upheld the validity of the STCDO as between
LBBW and KWL. KWL has appealed against that ruling and, in May 2014, the appeal court
ruled that further evidence be taken on two issues, which is likely to take several months.

Our balance sheet at June 30, 2014 reflected provisions with respect to matters described in
this item 6 in an amount that UBS believes to be appropriate under the applicable accounting
standard. As in the case of other matters for which we have established provisions, the future
outflow of resources in respect of such matters cannot be determined with certainty based on
currently available information, and accordingly may ultimately prove to be substantially
greater (or may be less) than the provision that we have recognized.

In 2011, the former managing director of KWL and two financial advisers were convicted in
Leipzig, Germany, on criminal charges related to certain KWL transactions, including swap
transactions with UBS and other banks. Following further criminal proceedings brought
against them in Dresden, Germany, relating to the same transactions, they were each
convicted of embezzlement in 2013 and given longer sentences. All three have lodged
appeals.

Since 2011, the SEC has been conducting an investigation focused on, among other things,
the suitability of the KWL transaction, and information provided by UBS to KWL. UBS has
provided documents and testimony to the SEC and is continuing to cooperate with the SEC.

Puerto Rico

Declines in the market prices of Puerto Rico municipal bonds and of UBS Puerto Rico sole-
managed and co-managed closed-end funds (the funds) since August 2013 have led to
multiple regulatory inquiries, as well as customer complaints and arbitrations with aggregate
claimed damages exceeding USD 700 million filed by clients in Puerto Rico who own those
securities. A shareholder derivative action also was filed in February 2014 against various
UBS entities and current and certain former directors of the funds, alleging hundreds of
millions in losses in the funds. In May 2014, a federal class action complaint was filed
against various UBS entities, certain members of UBS Puerto Rico senior management, and
the co-manager of certain of the funds seeking damages for investor losses in the funds
during the period from May 2008 through May 2014.

An internal review also disclosed that certain clients, many of whom acted at the
recommendation of one financial advisor, invested proceeds of non-purpose loans in closed-
end fund securities in contravention of their loan agreements.

In 2011, a purported derivative action was filed on behalf of the Employee Retirement
System of the Commonwealth of Puerto Rico (System) against over 40 defendants, including
UBS Financial Services Inc. of Puerto Rico (UBS PR) and other consultants and



underwriters, trustees of the System, and the President and Board of the Government
Development Bank of Puerto Rico. The plaintiffs alleged that defendants violated their
purported fiduciary duties and contractual obligations in connection with the issuance and
underwriting of approximately USD 3 billion of bonds by the System in 2008 and sought
damages of over USD 800 million. UBS is named in connection with its underwriting and
consulting services. In 2013, the case was dismissed by the Puerto Rico Court of First
Instance on the grounds that plaintiffs did not have standing to bring the claim. That
dismissal was subsequently overturned by the Puerto Rico Court of Appeals. UBS's petitions
for appeal and reconsideration have been denied by the Supreme Court of Puerto Rico. Also,
in 2013, an SEC Administrative Law Judge dismissed a case brought by the SEC against two
UBS executives, finding no violations. The charges had stemmed from the SEC’s
investigation of UBS’s sale of closed-end funds in 2008 and 2009, which UBS settled in
2012.

Our balance sheet at 30 June 2014 reflected provisions with respect to matters described in
this item 7 in amounts that UBS believes to be appropriate under the applicable accounting
standard. As in the case of other matters for which we have established provisions, the future
outflow of resources in respect of such matters cannot be determined with certainty based on
currently available information, and accordingly may ultimately prove to be substantially
greater (or may be less) than the provisions that we have recognized.

Foreign exchange, LIBOR and benchmark rates

Foreign exchange-related regulatory matters: Following an initial media report in 2013 of
widespread irregularities in the foreign exchange markets, UBS immediately commenced an
internal review of its foreign exchange business, which includes our precious metals and
related structured products businesses. Since then, various authorities reportedly have
commenced investigations concerning possible manipulation of foreign exchange markets,
including FINMA, the Swiss Competition Commission (“WEKQO”), the DOJ, the US
Commodity Futures Trading Commission (“CFTC”), the UK Financial Conduct Authority
(“FCA”) (to which certain responsibilities of the UK Financial Services Authority (FSA)
have passed), the UK Serious Fraud Office (SFO) and the Hong Kong Monetary Authority
(“HKMA”). WEKO stated in March 2014 that it had reason to believe that certain banks
may have colluded to manipulate foreign exchange rates. A number of authorities also
reportedly are investigating potential manipulation of precious metals prices. UBS and other
financial institutions have received requests from various authorities relating to their foreign
exchange businesses, and UBS is cooperating with the authorities. UBS has taken and will
take appropriate action with respect to certain personnel as a result of its ongoing review.
Some investigating authorities have initiated discussions of possible terms of a resolution of
their investigations. The terms proposed include findings that UBS failed to have adequate
controls in relation to its foreign exchange business that were adequate to prevent
misconduct, and would involve material monetary penalties. It is possible that other
investigating authorities may seek to commence discussions of potential resolutions in the
near future. We are not able to predict whether any such discussion will result in a resolution
of these matters, whether any resolution will be on the terms similar to those described
above, or the monetary and other terms on which any such resolution may be achieved.



Foreign exchange-related civil litigation: Several putative class actions have been filed since
November 2013 in US federal courts against UBS and other banks. These actions are on
behalf of putative classes of persons who engaged in foreign currency transactions. They
allege collusion by the defendants and assert claims under the antitrust laws and for unjust
enrichment. The defendants (including UBS) have filed motions to dismiss.

LIBOR and other benchmark-related regulatory matters: Numerous government agencies,
including the SEC, the CFTC, the DOJ, the FCA, the SFO, the Monetary Authority of
Singapore (“MAS”), the HKMA, FINMA, the various state attorneys general in the US, and
competition authorities in various jurisdictions have conducted or are continuing to conduct
investigations regarding submissions with respect to British Bankers’ Association LIBOR
(London Interbank Offered Rate) and other benchmark rates, including HIBOR (Hong Kong
Interbank Offered Rate) and ISDAFIX. These investigations focus on whether there were
improper attempts by UBS (among others), either acting on our own or together with others,
to manipulate LIBOR and other benchmark rates at certain times.

In 2012, UBS reached settlements with the FSA, the CFTC and the Criminal Division of the
DOJ in connection with their investigations of benchmark interest rates. At the same time
FINMA issued an order concluding its formal proceedings with respect to UBS relating to
benchmark interest rates. UBS has paid a total of approximately CHF 1.4 billion in fines and
disgorgement — including GBP 160 million in fines to the FSA, USD 700 million in fines to
the CFTC, USD 500 million in fines to the DOJ, and CHF 59 million in disgorgement to
FINMA. UBS Securities Japan Co. Ltd. (“UBSSJ”) entered into a plea agreement with the
DOJ under which it entered a plea to one count of wire fraud relating to the manipulation of
certain benchmark interest rates, including Yen LIBOR. UBS entered into a non-prosecution
agreement (“NPA”) with the DOJ, which (along with the plea agreement) covered conduct
beyond the scope of the conditional leniency / immunity grants described below, required
UBS to pay the USD 500 million fine to DOJ after the sentencing of UBSSJ, and provided
that any criminal penalties imposed on UBSSJ at sentencing be deducted from the USD 500
million fine. The conduct described in the various settlements and the FINMA order includes
certain UBS personnel: engaging in efforts to manipulate submissions for certain benchmark
rates to benefit trading positions; colluding with employees at other banks and cash brokers
to influence certain benchmark rates to benefit their trading positions; and giving
inappropriate directions to UBS submitters that were in part motivated by a desire to avoid
unfair and negative market and media perceptions during the financial crisis. The benchmark
interest rates encompassed by one or more of these resolutions include Yen LIBOR, GBP
LIBOR, CHF LIBOR, Euro LIBOR, USD LIBOR, EURIBOR (Euro Interbank Offered Rate)
and Euroyen TIBOR (Tokyo Interbank Offered Rate). We have ongoing obligations to
cooperate with authorities with which we have reached resolutions and to undertake certain
remediation with respect to benchmark interest rate submissions. In addition, under the NPA,
we have agreed, among other things, that for two years from December 18, 2012 UBS will
not commit any US crime, and we will advise DOJ of any potentially criminal conduct by
UBS or any of its employees relating to violations of US laws concerning fraud or securities
and commodities markets. Any failure to comply with these obligations could result in
termination of the NPA and potential criminal prosecution in relation to the matters covered



by the NPA. The MAS, HKMA, the Australian Securities and Investments Commission
(“ASIC”) and the Japan Financial Services Agency have all resolved investigations of UBS
(and in some cases other banks). The orders or undertakings in connection with these
investigations generally require UBS to take remedial actions to improve its processes and
controls, impose monetary penalties or other measures. Investigations by the CFTC, ASIC
and other governmental authorities remain ongoing notwithstanding these resolutions.

UBS has been granted conditional leniency or conditional immunity from authorities in
certain jurisdictions, including the Antitrust Division of the DOJ, the Swiss Competition
Commission (“WEKO”) and the European Commission, in connection with potential
antitrust or competition law violations related to submissions for Yen LIBOR and Euroyen
TIBOR. WEKO has also granted UBS conditional immunity in connection with potential
competition law violations related to submissions for Swiss franc LIBOR and certain
transactions related to Swiss franc LIBOR. The Canadian Competition Bureau (“Bureau’)
had granted UBS conditional immunity in connection with potential competition law
violations related to submissions for Yen LIBOR, but in January 2014, the Bureau
discontinued its investigation into Yen LIBOR for lack of sufficient evidence to justify
prosecution under applicable laws. As a result of these conditional grants, we will not be
subject to prosecutions, fines or other sanctions for antitrust or competition law violations in
the jurisdictions where we have conditional immunity or leniency in connection with the
matters covered by the conditional grants, subject to our continuing cooperation. However,
the conditional leniency and conditional immunity grants we have received do not bar
government agencies from asserting other claims and imposing sanctions against us, as
evidenced by the settlements and ongoing investigations referred to above. In addition, as a
result of the conditional leniency agreement with the DOJ, we are eligible for a limit on
liability to actual rather than treble damages were damages to be awarded in any civil
antitrust action under US law based on conduct covered by the agreement and for relief from
potential joint and several liability in connection with such civil antitrust action, subject to
our satisfying the DOJ and the court presiding over the civil litigation of our cooperation.
The conditional leniency and conditional immunity grants do not otherwise affect the ability
of private parties to assert civil claims against us.

LIBOR and other benchmark-related civil litigation: A number of putative class actions and
other actions are pending in, or expected to be transferred to, the federal courts in New York
against UBS and numerous other banks on behalf of parties who transacted in certain interest
rate benchmark-based derivatives linked directly or indirectly to US dollar LIBOR, Yen
LIBOR, Euroyen TIBOR and EURIBOR. Also pending are actions asserting losses related to
various products whose interest rate was linked to US dollar LIBOR, including adjustable
rate mortgages, preferred and debt securities, bonds pledged as collateral, loans, depository
accounts, investments and other interest bearing instruments. All of the complaints allege
manipulation, through various means, of various benchmark interest rates, including LIBOR,
Euroyen TIBOR or EURIBOR rates and seek unspecified compensatory and other damages,
including treble and punitive damages, under varying legal theories that include violations of
the US Commodity Exchange Act, the federal racketeering statute, federal and state antitrust
and securities laws and other state laws. In 2013, a federal court in New York dismissed the



federal antitrust and racketeering claims of certain US dollar LIBOR plaintiffs and a portion
of their claims brought under the Commodity Exchange Act (CEA) and state common law.
The court has granted certain plaintiffs permission to assert claims for unjust enrichment and
breach of contract against UBS and other defendants, and limited the CEA claims to
contracts purchased between April 15, 2009 and May 2010. Certain plaintiffs have also
appealed the dismissal of their antitrust claims, but the appellate court denied these appeals
as premature, without prejudice to bringing the appeals again after final disposition of the
LIBOR actions. UBS and other defendants in other lawsuits including the one related to
Euroyen TIBOR have filed motions to dismiss. In March 2014, the court in the Euroyen
TIBOR lawsuit dismissed the plaintiff's federal antitrust and state unfair enrichment claims,
and dismissed a portion of the plaintiff's CEA claims. Discovery is currently stayed.

In September 2014, a putative class action was filed in federal court in New York against
UBS and other financial institutions, among others, on behalf of parties who entered into
interest rate derivative transactions linked to ISDAFIX, a benchmark rate used for various
interest rate derivatives and other financial instruments. The complaint alleges that the
defendants conspired to manipulate ISDAFIX rates from January 1, 2006, through January
2014, in violation of US antitrust laws and the CEA, among other theories, and seeks
unspecified compensatory damages, including treble damages.

With respect to additional matters and jurisdictions not encompassed by the settlements and
order referred to above, our balance sheet at 30 June 2014 reflected a provision in an amount
that UBS believes to be appropriate under the applicable accounting standard. As in the case
of other matters for which we have established provisions, the future outflow of resources in
respect of such matters cannot be determined with certainty based on currently available
information, and accordingly may ultimately prove to be substantially greater (or may be
less) than the provision that we have recognized.

Swiss retrocessions

The Swiss Supreme Court ruled in 2012, in a test case against UBS, that distribution fees
paid to a bank for distributing third party and intra-group investment funds and structured
products must be disclosed and surrendered to clients who have entered into a discretionary
mandate agreement with the bank, absent a valid waiver.

FINMA has issued a supervisory note to all Swiss banks in response to the Supreme Court
decision. The note sets forth the measures Swiss banks are to adopt, which include informing
all affected clients about the Supreme Court decision and directing them to an internal bank
contact for further details. UBS has met the FINMA requirements and has notified all
potentially affected clients.

It is expected that the Supreme Court decision will result in a significant number of client
requests for UBS to disclose and potentially surrender retrocessions. Client requests are
being assessed on a case-by-case basis. Considerations to be taken into account when
assessing these cases include, among others, the existence of a discretionary mandate and



whether or not the client documentation contained a valid waiver with respect to distribution
fees.

Our balance sheet at June 30, 2014 reflected a provision with respect to matters described in
this item 9 in an amount that UBS believes to be appropriate under the applicable accounting
standard. The ultimate exposure will depend on client requests and the resolution thereof,
factors that are difficult to predict and assess. Hence as in the case of other matters for which
we have established provisions, the future outflow of resources in respect of such matters
cannot be determined with certainty based on currently available information, and
accordingly may ultimately prove to be substantially greater (or may be less) than the
provision that we have recognized.

Banco UBS Pactual tax indemnity

Pursuant to the 2009 sale of Banco UBS Pactual S.A. (“Pactual”) by UBS to BTG
Investments, LP (“BTG”), BTG has submitted contractual indemnification claims that UBS
estimates amount to approximately BRL 2.6 billion, including interest and penalties, which is
net of liabilities retained by BTG. The claims pertain principally to several tax assessments
issued by the Brazilian tax authorities against Pactual relating to the period from December
2006 through March 2009, when UBS owned Pactual. The majority of these assessments
relate to (1) the deductibility of goodwill amortization in connection with UBS's 2006
acquisition of Pactual (approximately BRL 1.8 billion); and (2) payments made to Pactual
employees through various profit sharing plans (approximately BRL 800 million). These
assessments are being or will be challenged in administrative proceedings.

In May 2014, UBS was notified that the administrative court had rendered a decision in favor
of the taxpayer, Pactual, relating to a profit sharing plan assessment of approximately BRL
300 million. In August 2014, UBS was notified that the administrative court had rendered a
decision that was largely in favor of the tax authority with respect to the goodwill
amortization assessment. We are awaiting written decisions from the administrative court for
these matters, at which time appeals will be taken.

BTG has also provided notice to UBS of several additional Pactual-related inquiries by the
Brazilian tax authorities that relate to the period of UBS’s ownership of Pactual, but
involving substantially smaller amounts. In 2013 and 2014, approximately BRL 163 million
in tax claims relating to the period for which UBS has indemnification obligations were
submitted for settlement through amnesty programs announced by the Brazilian government.

Matters relating to the CDS market

In 2013 the EC issued a Statement of Objections against thirteen credit default swap
(“CDS”) dealers including UBS, as well as data service provider Markit and the International
Swaps and Derivatives Association (“ISDA”). The Statement of Objections broadly alleges
that the dealers infringed EU antitrust rules by colluding to prevent exchanges from entering
the credit derivatives market between 2006 and 2009. We submitted our response to the
Statement of Objections in January 2014 and presented our position in an oral hearing in



May 2014. Since mid-2009, the Antitrust Division of the DOJ has also been investigating
whether multiple dealers, including UBS, conspired with each other and with Markit to
restrain competition in the markets for CDS trading, clearing and other services. In January
and April 2014, putative class action plaintiffs filed consolidated amended complaints in the
Southern District of New York against twelve dealers, including UBS, as well as Markit and
ISDA, alleging violations of the US Sherman Antitrust Act and common law. Plaintiffs
allege that the defendants unlawfully conspired to restrain competition in and / or
monopolize the market for CDS trading in the US in order to protect the dealers' profits from
trading CDS in the over-the-counter market. Plaintiffs assert claims on behalf of all
purchasers and sellers of CDS that transacted directly with any of the dealer defendants since
January 1, 2008, and seek unspecified trebled compensatory damages and other relief. In
September 2014, the court granted in part and denied in part defendants' motions to dismiss
the complaint.

Equities trading systems and practices

UBS is responding to inquiries concerning the operation of UBS's alternative trading system
(“ATS”) (also referred to as a dark pool) and its securities order routing and execution
practices from various authorities, including the SEC, the NYAG and FINRA, who
reportedly are pursuing similar investigations industry-wide. These inquiries include an SEC
investigation that began in early 2012 concerning features of UBS's ATS, including certain
order types and disclosure practices that were discontinued two years ago. UBS is
cooperating in these matters. In addition, UBS was among dozens of defendants, including
broker dealers, trading exchanges, high frequency trading firms, and dark pool sponsors,
named in putative class actions pending in New York federal court, which have been filed on
behalf of purchasers and sellers of equity securities. The lawsuits allege principally that the
defendants' equities order handling practices favored high frequency trading firms at the
expense of other market participants, in violation of the federal securities laws. Plaintiffs
filed a consolidated amended complaint in September 2014 in which UBS is no longer
named as a defendant.



2  Einzelzwischenabschluss der UBS Group per 18. September 20143

Die folgenden Seiten enthalten den ungepriften Einzelzwischenabschluss der UBS Group per 18. September
2014.

3 Da die UBS Group im Juni 2014 gegriindet wurde, existiert per Datum dieses Schweizer Angebotsprospekts kein Jahresabschluss der
UBS Group.
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3 UBS

1. Income Statement

UBS Group AG

Unaudited Separate Interim Financial Statements

as of 18 September 2014 and for the period from
10 June 2014 (Inception) to 18 September 2014

For the period from
10 June 2014 to

in CHF 1'000 Note 18 September 2014
Net profit / (loss) for the period 5 -
2.  Balance sheet
As at As at

in CHF 1'000 Note 10 June 2014 | 18 September 2014
Assets
Cash and cash equivalents 2 100 100
Total assets 100 100
Liabilities
Total liabilities 3 - -
Equity
Share capital 100 100
Retained earnings - -
Total equity 4 100 100
Total liabilities and equity 100 100
5.  Statement of changes in equity

Share Retained Total
in CHF 1'000 capital earnings equity
Transactions with owners, recorded directly in equity
Shares issued on incorporation
(1,000,000 shares @ CHF 0.10 each) 100 100
Total net profit / (loss) for the period from 10 June to
18 September 2014 - -
Balance as of 18 September 2014 100 - 100
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3 UBS

UBS Group AG

Unaudited Separate Interim Financial Statements

as of 18 September 2014 and for the period from
10 June 2014 (Inception) to 18 September 2014

4, Statement of cash flows

For the period from
10 June 2014 to
in CHF 1'000 18 September 2014

Cash flow from / (used in) operating activities -

Cash flow from / (used in) investing activities -

Cash flow from / (used in) financing activities

Proceeds from issue of share capital 100

Net increase in cash and cash equivalents 100

Cash and cash equivalents at the beginning of period -

Cash and cash equivalents at the end of the period 100

Page 3 of 5



3 UBS

UBS Group AG

Unaudited Separate Interim Financial Statements

as of 18 September 2014 and for the period from
10 June 2014 (Inception) to 18 September 2014

5.  Notes to the separate interim financial statements

Note 1 General information

UBS Group AG is a company domiciled in Zurich, Switzerland, with its registered office at
Bahnhofstrasse 45, 8001 Zurich, Switzerland. UBS Group AG was incorporated in Switzerland on

10 June 2014 as a wholly owned subsidiary of UBS AG. UBS AG intends to propose to its shareholders
to establish UBS Group AG as a new holding company. To implement this proposal, UBS Group AG will
conduct an exchange offer to acquire any and all issued ordinary shares of UBS AG in exchange for
registered shares of UBS Group AG. Currently, UBS Group AG has no operations other than in
connection with the exchange offer and no material assets or liabilities. If the exchange offer is
successful, UBS Group AG will become the parent company of UBS AG and the holding company of the
Group. The company has no employees as of 18 September 2014.

Note 2 Significant accounting policies

1) Basis of preparation

These separate interim financial statements have been prepared for the purpose of inclusion in the Swiss
offer prospectus prepared in connection with the above-mentioned exchange offer. On 25 September
2014, these separate interim financial statements were authorized for issue by the Board of Directors.

These separate interim financial statements of UBS Group AG have been prepared in accordance with
the Swiss Code of Obligations, and are presented in Swiss francs (CHF), the currency of Switzerland
where UBS Group AG is incorporated.

The separate interim financial statements are prepared using uniform accounting policies for similar
transactions and other events which have been applied consistently from the date of incorporation. The
significant accounting policies applied in the preparation of the separate interim financial statements of
UBS Group AG are described in this note. Since UBS Group AG was incorporated on 10 June 2014, no
prior period financial information is presented.

2) Use of estimates

The preparation of the separate interim financial statements requires management to make estimates
and assumptions that affect reported income, expenses, assets, liabilities and the disclosure of
contingent assets and liabilities. Actual results in the future could differ from such estimates and
assumptions, and such differences may be material to the financial statements. Estimates and their
underlying assumptions are reviewed on an ongoing basis. Revisions to estimates resulting from these
reviews are recognized in the period in which they occur.
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3 UBS

UBS Group AG

Unaudited Separate Interim Financial Statements

as of 18 September 2014 and for the period from
10 June 2014 (Inception) to 18 September 2014

3) Cash and cash equivalents

For the purposes of the statement of cash flows, cash and cash equivalents comprise balances with an
original maturity of three months or less including cash and balances held with banks.

Note 3 Indebtedness

As at the date of these separate interim financial statements, UBS Group AG has no guarantees,
secured, unguaranteed or unsecured debt and no indirect or contingent indebtedness.

Note 4 Share capital

On incorporation (10 June 2014) the authorized and issued share capital of UBS Group AG was

CHF 100,000 divided into 1,000,000 shares of CHF 0.1 each. All of these shares were fully paid up on
that date. In addition, conditional share capital of CHF 50,000 divided into 500,000 shares was created
on incorporation of which 250,000 shares are available for share-based compensation to future
employees and 250,000 shares for conversion rights/warrants granted in connection with any future
issuance of bonds or similar financial instruments.

Note 5 Related party transactions

Any costs related to UBS Group AG incurred in the period from 10 June 2014 through 18 September
2014 are borne by UBS AG and will not be reimbursed by UBS Group AG.

Cash held by UBS Group AG is denominated in Swiss Francs and deposited in a current account with
UBS AG. No interest was earned during the reporting period.
Note 6 Events after the end of the reporting period

There have been no material events after the end of the reporting period which would require
disclosure in or adjustment to these separate interim financial statements.

Page 5 of 5






