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This supplement serves as update to the Base Prospectus mentioned above in connection to the
following occurrence:

Publication of the annual report of UBS AG as per 31 December 2012 on 14 March 2013.

The attention of the investors is in particular drawn to the following: Investors who have already
agreed to purchase or subscribe for the Notes, Certificates, Bonds or Securities, as the case may
be, before this supplement is published have, pursuant to § 16 (3) of the German Securities
Prospectus Act, the right, exercisable within a time limit of two working days after the
publication of this supplement, to withdraw their acceptances, provided that the new
circumstances or the incorrectness causing the supplement occurred before the closing of the
public offering and before the delivery of the securities. A withdrawal, if any, of an order must
be communicated in writing to the Issuer at its registered office specified in the address list
hereof.
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1a) In the section entitled “Summary of the Base Prospectus of the Programme” or, as the case
may be “Summary of the Base Prospectus”, in the sub-section entitled “C. Summary of the
Description of UBS AG" in relation to the Base Prospectuses, as listed introductory on pages
1 to 3, as supplemented from time to time, the section headed

e Overview and
e Selected Consolidated Financial Data

shall be replaced by the following wording:

“Overview

UBS AG (UBS AG also “Issuer”) with its subsidiaries (together with the Issuer, "UBS Group", "Group" or
"UBS") draws on its 150-year heritage to serve private, institutional and corporate clients worldwide, as
well as retail clients in Switzerland. UBS's business strategy is centered on its pre-eminent global wealth
management businesses and its leading universal bank in Switzerland. These businesses, together with a
client-focused Investment Bank and a strong, well-diversified Global Asset Management business, will
enable UBS to expand its premier wealth management franchise and drive further growth across the
Group. Headquartered in Zurich and Basel, Switzerland, UBS has offices in more than 50 countries,
including all major financial centers.

On 31 December 2012 UBS's Basel 2.5 tier 1" capital ratio was 21.3%, invested assets stood at CHF 2,230
billion, equity attributable to UBS shareholders was CHF 45,895 million and market capitalization was
CHF 54,729 million. On the same date, UBS employed 62,628 people?.

Selected Consolidated Financial Data

UBS derived the following selected consolidated financial data from its annual report 2012 containing the
audited consolidated financial statements for the fiscal year ended 31 December 2012 (including
comparative figures as of 31 December 2011 and 2010). UBS's consolidated financial statements were
prepared in accordance with International Financial Reporting Standards (IFRS) issued by the International
Accounting Standards Board (IASB) and stated in Swiss francs (CHF).

As of or for the year ended

CHF million, except where indicated 31.12.12 31.12.11 31.12.10

audited, except where indicated

Group results

Operating income 25,443 27,788 31,994
Operating expenses : 27,216E 22,482 24,650
Operating profit/ (oss) from continuing operations before tax | (1,774) 5307, 7,345
Net profit / (loss) attributable to UBS shareholders (2,511) 4,138 7,452
Diluted earnings per share (CHF) (0.67) 1.08 1.94

' The Basel 2.5 tier 1 capital ratio is the ratio of eligible Basel 2.5 tier 1 capital to Basel 2.5 risk-weighted assets. Eligible Basel 2.5
tier 1 capital can be calculated by starting with IFRS equity attributable to shareholders, adding treasury shares at cost and equity
classified as obligation to purchase own shares, reversing out certain items, and then deducting certain other items. The most
significant items reversed out for capital purposes are unrealized gains/losses on cash flow hedges and own credit gains/losses on
liabilities designated at fair value. The largest deductions are treasury shares and own shares, goodwill and intangibles and certain
securitization exposures.

2 Full-time equivalents.



Key performance indicators, balance sheet and capital management, and additional information

Performance

Return on equity (RoE) (%) ' (5.2)* 9.1* 18.0%
Return on tangible equity (%) 2 1.6* 11.9* 24.7*
Return on rrsk werghted assets gross (%) 3 12 0* i 13.7* 15.5%
Retum S —— (%) .................... 1 o S 2'..{* .............. 2.;*
Growth .

Net proflt growth (%) N/A* (44.5)* N/A*
Net row money grOWth (%) ........................ .1....6* ................ 15* ( 08)*

Cost / income rat|o (%)

Capital strength

BIS trer 1 caprtal ratro (%) 21 3* 15.9* 17.8*%
F|N|\/|A |everage ratlo (%) T S 6 ) R 5_;,.* .............. y 5*
Balance sheet and capital management

Total assets 1,259,232 i 1,416,962 1,314,813
Equity attrlbutable to UBS shareholders 45 895 ; 48,530 43,728
mTotaI book vaIue per share (CHF) - 12 25% 1153*
"Tanglble book value per share (CHF) 10 52*. 894*
5 core tor | cap|ta| o (%j ................... . 19 o T e T 155.*
BIS total capltal ratlo (%) 8 : 17 2* 20.4%
"BIS nsk werghted assets s 240 962*198875*
WBIS t|er 1 capital & 40,982* 38 370*35323*
Additional information

Invested assets (CHF billion) ! 2, 230 2,088 2,075*
Persormel (fuII -time equwalent;.) .......... ..... 62 628* [ 64820* 65,61;*
Market capitalization 54,729* 42,843* 58,803

*unaudited data extracted from the annual report

T Net profit attributable to UBS shareholders on a year-to-date basis (annualized as applicable) / average equity attributable
to UBS shareholders (year-to-date basis). 2 Net profit attributable to UBS shareholders before amortization and impairment
of goodwill and intangible assets / average equity attributable to UBS shareholders less average goodwill and intangible
assets. 3 Operating income before credit loss (expense) or recovery on a year-to-date basis (annualized as applicable) /
average risk-weighted assets (year-to-date basis). Based on Basel 2.5 risk-weighted assets for 2012. Based on Basel Il risk-
weighted assets for 2011 and 2010. 4 Operating income before credit loss (expense) or recovery on a year-to-date basis
(annualized as applicable) / average total assets (year-to-date basis). 5 Change in net profit attributable to UBS shareholders
from continuing operations between current and comparison periods / net profit attributable to UBS shareholders from
continuing operations of comparison period. Not meaningful and not included if either the reporting period or the
comparison period is a loss period. 6 Net new money for the period (annualized as applicable) / invested assets at the
beginning of the period. Group net new money includes net new money for Retail & Corporate and excludes interest and
dividend income. 7 Operating expenses / operating income before credit loss (expense) or recovery. 8 Capital management
data is disclosed in accordance with the Basel 2.5 framework for 31 December 2012 and 31 December 2011, and in
accordance with the Basel Il framework for 31 December 2010. 9 BIS tier 1 capital / BIS risk-weighted assets. 10 BIS tier 1
capital / average adjusted assets as per definition by the Swiss Financial Market Supervisory Authority (FINMA). ' In the first
quarter of 2012, UBS refined the definition of invested assets. Prior periods have been restated accordingly. Group invested
assets includes invested assets for Retail & Corporate.



1b) In the section entitled “Summary of the Base Prospectus of the Programme”, the sub-
section entitled “A. Summary of the Risk Factors, Il. Risk Factors Relating to the Issuer” in
relation to the Base Prospectuses, as listed introductory on pages 1 to 3, as supplemented
from time to time, shall be replaced in its entirety, expect for the chapter headed “Potential
conflicts of interest” by the following wording:

“As a global financial services provider, the business activities of UBS are affected by the prevailing market
situation. Different risk factors can impair the company’s ability to implement business strategies and may
have a direct, negative impact on earnings. Accordingly, UBS AG's revenues and earnings are and have
been subject to fluctuations. The revenues and earnings figures from a specific period, thus, are not
evidence of sustainable results. They can change from one year to the next and affect UBS AG's ability to
achieve its strategic objectives

General insolvency risk

Each investor bears the general risk that the financial situation of the Issuer could deteriorate. The Securities
constitute immediate, unsecured and unsubordinated obligations of the Issuer, which, in particular in the
case of insolvency of the Issuer, rank pari passu with each other and all other current and future unsecured
and unsubordinated obligations of the lIssuer, with the exception of those that have priority due to
mandatory statutory provisions. The obligations of the Issuer created by the Securities are not secured by a
system of deposit guarantees or a compensation scheme. In case of an insolvency of the Issuer,
Securityholders may, consequently, suffer a total loss of their investment in the Securities.

Effect of downgrading of the Issuer’s rating

The general assessment of the lIssuer’s creditworthiness may affect the value of the Securities. This
assessment generally depends on the ratings assigned to the Issuer or its affiliated companies by rating
agencies such as Standard & Poor’s, Fitch and Moody’s. As a result, any downgrading of the Issuer’s rating
by a rating agency may have a negative impact on the value of the Securities.

UBS holds legacy and other risk positions that may be adversely affected by conditions in the
financial markets; legacy risk positions may be difficult to liquidate

UBS, like other financial market participants, was 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 UBS recorded substantial losses on fixed income trading positions, particularly in
2008 and 2009. Although UBS has very significantly reduced its risk exposures starting in 2008, and more
recently as UBS implements its strategy and focus on complying with Basel Ill capital standards, UBS
continues to hold substantial legacy risk positions. In many cases these risk positions continue to be illiquid,
and UBS remains 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.

UBS has announced and is carrying out plans to reduce drastically the RWA associated with UBS's non-core
and legacy risk positions. There can be no assurance that UBS will be able to liquidate them as quickly as
UBS's plans suggest, or that UBS 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
liquidate these positions. At the same time, UBS's strategy rests heavily on UBS's ability to reduce sharply
the RWA associated with these exposures in order to meet UBS's future capital targets and requirements
without incurring unacceptable losses. In addition, if in the future UBS exercises its option to acquire the
equity of the SNB StabFund from subsidiaries of the Swiss National Bank, any positions remaining in that
fund could augment UBS's risk exposure and RWA until they can be liquidated.

UBS holds positions related to real estate in various countries, and UBS 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, UBS 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.

In addition, UBS is exposed to risk in its prime brokerage, reverse repo and Lombard lending activities, as
the value or liquidity of the assets against which UBS provides financing may decline rapidly.”



2a) In the section entitled "Deutsche Fassung der Kurzbeschreibung des Basisprospekts des
Programms" or, as the case may be, "Deutsche Ubersetzung der Zusammenfassung des
Basisprospekts” in the sub-section entitled “C. Zusammenfassung der Beschreibung der
UBS AG”, in relation to the Base Prospectuses, as listed introductory on pages 1 to 3, as
supplemented from time to time, the sections headed

o Uberblick and
e Ausgewahlte konsolidierte Finanzdaten

shall be replaced by the following wording:

~Uberblick

Die UBS (UBS AG ebenso die ,Emittentin” und zusammen mit ihren Tochtergesellschaften
. UBS Gruppe”, ,Gruppe” oder ,,UBS") bringt ihr 150-jghriges Erbe ein, um weltweit Privat-, Firmen- und
institutionelle Kunden sowie Schweizer Kleinkunden zu dienen. Die Strategie der UBS konzentriert sich auf
ihr herausragendes globales Wealth-Management-Geschéft und ihre fuhrende Universalbank in der
Schweiz. Diese Geschaftseinheiten, zusammen mit einer kundenfokussierten Investmentbank und einem
starken, breit abgestltzten globalen Asset-Management-Geschéaft, werden es UBS ermdglichen ihr
herausragendes Wealth-Management-Geschaft auszuweiten und weiteres Wachstum konzernweit
anzustreben. Mit Hauptsitz in ZUrich und Basel, Schweiz, besitzt UBS Geschaftsstellen in mehr als 50
Landern, einschliesslich allen grossen Finanzmetropolen.

Am 31. Dezember 2012 betrug die Basel 2.5-Kernkapitalquote (Tier1)? der UBS 21,3%, das verwaltete
Vermdgen lag bei CHF 2.230 Mrd., das den UBS-Aktiondren zurechenbare Eigenkapital betrug
CHF 45.895 Mio. und die Marktkapitalisierung betrug CHF 54.729 Mio. Zum gleichen Datum beschéftigte
UBS 62.628 Mitarbeiter.*

Ausgewdéhlte konsolidierte Finanzdaten

UBS hat die nachstehenden ausgewahlten konsolidierten Finanzdaten aus dem Geschéaftsbericht fir das
Geschaftsjahr 2012, der die gepriften konsolidierten Finanzangaben fir das am 31. Dezember 2012
endende Geschéftsjahr enthalt (einschlieBlich der Vergleichszahlen zum 31. Dezember 2011 und 2010). Die
konsolidierten Finanzangaben der UBS wurden nach den vom International Accounting Standards Board
(IASB) herausgegebenen International Financial Reporting Standards (IFRS) erstellt und in Schweizer Franken
(CHF) aufgefuhrt.

Fur das Jahr endend am oder per

Mio. CHF (Ausnahmen sind angegeben) 31.12.12 | 311211 31.12.10

geprtift (Ausnahmen sind angegeben)

UBS-Konzern

Geschaftsertrag 27.788 31.994
Geschaftsaufwand 22.482 24.650
Ergebnis aus fortzufuhrenden Geschaftsbereichen, vor Steuern Cs307i 7345
Den UBS-Aktiondren zurechenbares Konzernergebnis 4.138 . 7.452
Verwadssertes Ergebnis pro Aktie (CHF) 1,08 1,94

3 Die Basel 2.5 Kernkapitalquote (Tier 1) gibt das Verhdltnis von nach Basel 2.5 anrechenbarem Tier 1 Kernkapital zu den
risikogewichteten Aktiven Basel 2.5 wieder. Das nach Basel 2.5 anrechenbare Tier 1 Kernkapital kann ausgehend vom nach IFRS
ermittelten den Aktiondren zustehenden Eigenkapital errechnet werden, zu dem eigene Aktien zu Anschaffungskosten sowie
Eigenkapital, das als Verpflichtung zum Kauf eigener Aktien eingestuft wird, hinzugerechnet werden, das um bestimmte
Positionen bereinigt wird und von dem dann bestimmte weitere Positionen abgezogen werden. Die wesentlichen
BereinigungsgroBen fur Kapitalzwecke sind unrealisierte Gewinne/Verluste aus Cash Flow Hedges sowie Gewinne/Verluste aus
dem eigenen Kreditrisiko betreffend zum Marktwert ausgewiesene Verbindlichkeiten. Die wesentlichen AbzugsgréBen sind
Abzuge flr eigene Aktien, Goodwill und immaterielle Vermdgenswerte sowie Positionen aus gewissen Verbriefungstransaktionen.

4 Mitarbeiter auf Vollzeitbasis.



Kennzahlen zur Leistungsmessung, Bilanz- und Kapitalbewirtschaftung, und zusatzliche Informationen

Performance

Ei'éenk;pité'i'renéite (é'oE) .(..%> e . 1* .............. 1 8,6.*
Rendite . auf Eigepkapital abzlglich  Goodwill und anderer 11 9% 24 7%
Risikogewichtete Gesamtkapitalrentabilitat, brutto (%) 3 13,7* 15,5%
G.ésa mtkap|t a|ré;1ta b.i..l.itétl....bru{t..o (%) —— 2’.;.* .............. zyéu*
Wachstum

Wachstum des Ergebnisses (%) ° N/A* (44,5)* N/A*
Wa chs.{um .éer N..etto..h.eug.élde;..(o/o).....e ........... .1...’6* ........... 15* ( 08)*
Effizienz

Verhaltnis von Geschaftsaufwand / Geschaftsertrag (%) 7 106,5* 80,7* 76,9*
Kapitalkraft

BlZ-Kernkapitalquote (Tier 1) (%) &° 21,3* : 15,9* 17,8*%
FINMA Leverage Ratio (%) & 1° 6,3* 5,4* 4,5*
Bilanz- und Kapitalbewirtschaftung

Total Aktiven 1.259.232 1.416.962 1.314.813
Den UBS-Aktionaren zurechenbares Eigenkapital 45,895 43.728
Buchwgrt des den UBS-Aktionaren zurechenbaren Eigenkapitals 12 25% 11 53%
_pro Aktie (CHF)
Buchwert des den UBS-Aktionadren zurechenbaren Eigenkapitals

abzuglich Goodwill und anderer immaterieller Vermégenswerte 10,52* 8,94*
pro Aktie (CHF) :

BlZ-«harte» Kernkapitalquote (Tier 1) (%) & 19,0* 14,1* 15,3*
Bl.i_Ge.;am{l;api{élqu;te (%.ier i...una...z) (;2)) ————————— zglz* S 1715* 2 0,21".*
Bl.iRiS.i.kogéWiCH.;[ ete"Akti;en e 19250 - R 240962* ......... 19g'87§.*
B|z|<emkap|ta| rer 1)8 S 40982* 38370* 35323*
Zusatzliche Informationen

Verwaltete Vermdgen (Mrd. CHF) 2.230 2.088 2.075*
Personalbestand (auf Vollzeitbasis) 62.628* 64.820* 64.617*
Borsenkapitalisierung 54.729* 42.843* 58.803*

*ungeprifte Angaben, wie aus dem Geschaftsbericht entnommen

1 Das den UBS-Aktiondren zurechenbare Konzernergebnis seit Jahresbeginn (gegebenenfalls annualisiert) / Das den UBS-
Aktionaren zurechenbare durchschnittliche Eigenkapital (seit Jahresbeginn). 2 Den UBS-Aktiondren zurechenbarer
Reingewinn vor Abschreibungen und Wertminderung auf Goodwill und immaterielle Vermdgenswerte / Den UBS-
Aktiondren zurechenbares Eigenkapital abzuglich Goodwill und immaterieller Vermogenswerte. 3 Geschéftsertrag vor
Wertberichtigungen fur Kreditrisiken seit Jahresbeginn (gegebenenfalls annualisiert) / Durchschnittliche risikogewichtete
Aktiven (seit Jahresbeginn). Die Zahlen zur Kapitalbewirtschaftung fur 2012 werden in Einklang mit den Basel-2.5-
Richtllinien offengelegt. Die Zahlen zur Kapitalbewirtschaftung fur 2011 und 2010 werden in Einklang mit den Basel-Il-
Richtlinien offengelegt. # Geschaftsertrag vor Wertberichtigungen fur Kreditrisiken seit Jahresbeginn (gegebenenfalls
annualisiert) / Total durchschnittliche Aktiven (seit Jahresbeginn). > Veranderung des aktuellen den UBS-Aktionaren
zurechenbaren Konzernergebnisses aus fortzufiihrenden Geschaftsbereichen gegenlber einer Vergleichsperiode / Das den
UBS-Aktiondren zurechenbare Konzernergebnis aus fortzufuhrenden Geschéaftsbereichen in einer Vergleichsperiode. Besitzt
keine Aussagekraft und wird nicht ausgewiesen, falls fur die laufende Periode oder die Vergleichsperiode ein Verlust
verzeichnet wird. ¢ Nettoneugelder seit Periodesbeginn (gegebenenfalls annualisiert) / Verwaltete Vermégen zum Beginn der
Periode. Nettoneugelder des Konzerns beinhalten auch Nettoneugelder von Retail & Corporate und schliessen Zins- und
Dividendenertrage aus. 7 Geschaftsaufwand / Geschaftsertrag vor Wertberichtigungen fur Kreditrisiken. 8 Die Zahlen zur
Kapitalbewirtschaftung werden zum 31. Dezember 2012 und 31. Dezember 2011 im Einklang mit den Basel-2.5-Richtlinien
offengelegt, und zum 31. Dezember 2010 im Einklang mit den Basel-lI-Richtlinien. ® BIZ-Kernkapitalquote / Risikogewichtete
Aktiven gemaB BIZ. 1© BIS-Kernkapitalquote / Durchschnitt der adjustierten Bilanzsumme gemé&B der Eidgendssischen
Finanzmarktaufsicht (FINMA). 1 Im ersten Quartal 2012 hat die UBS ihre Definition fur verwaltete Vermdgen
weiterentwickelt. Die Vorperioden wurden entsprechend angepasst. Verwaltete Vermdgen des Konzerns beinhalten auch
Vermogen unter der Verwaltung von Retail & Corporate.



2b) In the section entitled "Deutsche Ubersetzung der Zusammenfassung des Basisprospekts
des Programms" the sub-section entitled “C. Zusammenfassung der Risikofaktoren,
Il. Risikofaktoren in Bezug auf die Emittentin”, in relation to the Base Prospectuses, as listed
introductory on pages 1 to 3, as supplemented from time to time, shall be replaced in its
entirety, except for the chapter headed “Potentielle Interessenkonflikte”, by the following
wording:

,Als globales Finanzdienstleistungsunternehmen wird die Geschaftstatigkeit der UBS von den herrschenden
Marktverhaltnissen beeinflusst. Verschiedene Risikofaktoren koénnen die effektive Umsetzung der
Geschaftsstrategien und direkt die Ertrage beeintrachtigen. Dementsprechend waren und sind die Ertrage
und das Ergebnis der UBS AG Schwankungen unterworfen. Die Ertrags- und Gewinnzahlen flr einen
bestimmten Zeitraum liefern daher keinen Hinweis auf nachhaltige Resultate, konnen sich von einem Jahr
zum andern dndern und die Erreichung der strategischen Ziele der UBS AG beeinflussen.

Allgemeines Insolvenzrisiko

Jeder Wertpapiergldubiger tragt allgemein das Risiko, dass sich die finanzielle Situation der Emittentin
verschlechtern koénnte. Die Wertpapiere begriinden unmittelbare, unbesicherte und nicht nachrangige
Verbindlichkeiten der Emittentin, die - auch im Fall der Insolvenz der Emittentin - untereinander und mit
allen sonstigen gegenwartigen und kinftigen unbesicherten und nicht nachrangigen Verbindlichkeiten der
Emittentin gleichrangig sind, ausgenommen solche Verbindlichkeiten, denen aufgrund zwingender
gesetzlicher Vorschriften Vorrang zukommt. Die durch die Wertpapiere begriindeten Verbindlichkeiten der
Emittentin sind nicht durch ein System von Einlagensicherungen oder eine Entschadigungseinrichtung
geschltzt. Im Falle der Insolvenz der Emittentin kénnte es folglich sein, dass die Wertpapierglaubiger einen
Totalverlust ihrer Investition in die Wertpapiere erleiden.

Auswirkung einer Herabstufung des Ratings der Emittentin
Die allgemeine Einschatzung der Kreditwirdigkeit der Emittentin kann moglicherweise den Wert der
Wertpapiere beeinflussen. Diese Einschatzung hangt im Allgemeinen von Ratings ab, die der Emittentin
oder mit ihr verbundenen Unternehmen von Rating-Agenturen wie Standard & Poor’s, Fitch und Moody's
erteilt werden. Die Herabstufung des Ratings der Emittentin durch eine Rating-Agentur kann daher
nachteilige Auswirkungen auf den Wert der Wertpapiere haben.

UBS haélt Legacy- und andere Risikopositionen, die von den Bedingungen an den Finanzmarkten
beeintrachtigt werden kdnnten; Legacy-Risikopositionen konnten schwierig zu liquidieren sein
Die Finanzkrise, die 2007 einsetzte, hat UBS wie auch andere Finanzmarktteilnehmer schwer getroffen. Die
Finanzmarkte haben seit Ausbruch der Krise historisch gesehen extrem hohe Verluste erlitten, und UBS
verzeichnet insbesondere 2008 und 2009 betrachtliche Verluste auf Positionen im Fixed-Income-Handel.
Obwohl UBS ihre Risikopositionen ab 2008 deutlich abgebaut und in jingster Zeit ihre Strategie umgesetzt
und sich auf die Einhaltung der Kapitalanforderungen gemaB Basel Il konzentriert hat, besitzt UBS
weiterhin betrachtliche Legacy-Risikopositionen. In vielen Fallen sind diese Risikopositionen weiterhin
illiquide, und UBS ist nach wie vor dem Risiko ausgesetzt, dass die verbleibenden Positionen erneut an Wert
einbtBen konnten. Im vierten Quartal 2008 und im ersten Quartal 2009 wurden gewisse dieser Positionen
fir Rechnungslegungszwecke von zum Fair Value auf zu amortisierten Anschaffungskosten bewertete
Forderungen und Ausleihungen umklassiert; diese Vermodgenswerte sind Gegenstand mdglicher
Wertberichtigungen aufgrund von Anderungen der Marktzinssétze und anderen Faktoren.

UBS hat Plane angekindigt und setzt diese um mit dem Ziel, ihre risikogewichteten Aktiven im
Zusammenhang mit den Legacy-Risikopositionen massiv abzubauen. Es besteht aber keine Gewahr, dass
UBS diese Bestdnde so schnell wie vorgesehen reduzieren kann oder dabei nicht betrachtliche Verluste
erleidet. Insbesondere die anhaltende llliquiditdt und Komplexitat vieler dieser Legacy-Risikopositionen
konnte es schwierig machen, sie zu verkaufen oder anderweitig zu liquidieren. Gleichzeitig ist die Strategie
der UBS stark davon abhangig, ob UBS in der Lage ist, die risikogewichteten Aktiven im Zusammenhang
mit diesen Engagements in groBem Umfang zu reduzieren, damit UBS ihre kinftigen Kapitalziele ohne
inakzeptable Verluste erreichen kann. Wenn UBS auBerdem in Zukunft ihre Option fir den Ruckkauf des
Eigenkapitalanteils an der SNB-Zweckgesellschaft von Tochtergesellschaften der Schweizerischen
Nationalbank ausubt, kénnten jegliche in diesem Vehikel verbleibende Positionen das Risikoengagement
der UBS und die RWA erhdhen, bis sie liquidiert werden kénnen.

UBS halt Positionen in Verbindung mit Immobilien in verschiedenen Landern, und UBS k&énnte durch diese
Positionen Verluste erleiden. In diesen Positionen ist ein auBerst umfangreiches Portfolio von Schweizer
Hypotheken enthalten. Die Geschaftsleitung ist zwar der Auffassung, dass dieses Portfolio sehr umsichtig
verwaltet worden ist. UBS kdnnte aber trotzdem Verlusten ausgesetzt sein, sofern sich die durch die



Schweizerische Nationalbank und andere Entscheidungstrager geduBerten Bedenken beziglich einer
untragbaren Preiserhdhung am Schweizer Immobilienmarkt als zutreffend erweisen wirden.

AuBerdem ist UBS in ihrem Prime-Brokerage-, Reverse-Repo- und Lombardkreditgeschaft Risiken
ausgesetzt, da der Wert oder die Liquiditat von zur Finanzierung hinterlegten Vermdgenswerten rasch
abnehmen kann.”



3) In the section entitled "Risk Factors" the sub-section entitled “Il. Risk Factors Relating to
the Issuer”, in relation to the Base Prospectuses, as listed introductory on pages 1 to 3, as
supplemented from time to time, shall be replaced in its entirety, except for the chapter
headed “Potential conflicts of interest”, by the following wording:

“As a global financial services provider, the business activities of UBS are affected by the prevailing market
situation. Different risk factors can impair the company’s ability to implement business strategies and may
have a direct, negative impact on earnings. Accordingly, UBS AG's revenues and earnings are and have
been subject to fluctuations. The revenues and earnings figures from a specific period, thus, are not
evidence of sustainable results. They can change from one year to the next and affect UBS AG's ability to
achieve its strategic objectives

General insolvency risk

Each investor bears the general risk that the financial situation of the Issuer could deteriorate. The Securities
constitute immediate, unsecured and unsubordinated obligations of the Issuer, which, in particular in the
case of insolvency of the Issuer, rank pari passu with each other and all other current and future unsecured
and unsubordinated obligations of the Issuer, with the exception of those that have priority due to
mandatory statutory provisions. The obligations of the Issuer created by the Securities are not secured by a
system of deposit guarantees or a compensation scheme. In case of an insolvency of the lIssuer,
Securityholders may, consequently, suffer a total loss of their investment in the Securities.

Effect of downgrading of the Issuer’s rating

The general assessment of the Issuer’s creditworthiness may affect the value of the Securities. This
assessment generally depends on the ratings assigned to the Issuer or its affiliated companies by rating
agencies such as Standard & Poor’s, Fitch and Moody's. As a result, any downgrading of the Issuer’s rating
by a rating agency may have a negative impact on the value of the Securities.

Regulatory and legislative changes may adversely affect UBS’s business and ability to execute its
strategic plans

Fundamental changes in the laws and regulations affecting financial institutions could have a material and
adverse effect on UBS's business. In the wake of the 2007-2009 financial crisis and the continuing
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;

- 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; and

- requirements to adopt risk governance structures at a local jurisdiction level.

A number of measures have been adopted and 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 is 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.

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” law to address the issues posed by
large banks. The law became effective on 1 March 2012. Accordingly, Swiss regulatory change efforts have
generally proceeded more quickly than those in other major jurisdictions, and the Swiss Financial Market
Supervisory Authority (“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.

The provisions of the revised banking ordinance and capital adequacy ordinance implementing the Swiss
“too-big-to-fail” law became effective on 1 January 2013. These ordinances implement capital
requirements that increase or decrease in proportion to UBS's (i) market share in Switzerland and (i) total
exposure, a metric that measures balance sheet size. This could in effect result in higher or lower capital
adequacy requirements than the 19% of Basel Il RWA that has been publicly discussed. As UBS has
previously announced, UBS's total capital requirements are expected to fall to 17.5% reflecting the planned
decrease in total exposure as part of the acceleration of UBS's strategy announced in October 2012.
Actions and interpretations of governmental authorities may affect the calculation of UBS's capital ratios
and increase its effective capital requirements. For example, UBS expects approximately CHF 2-3 billion to
be added to its RWA each year from 2013 through 2019 as a result of FINMA's decision to apply a bank-
specific multiplier for banks using the internal ratings-based approach when calculating RWA for Swiss
retail mortgages. In addition, a 1% countercyclical buffer on RWA arising from Swiss residential mortgages
will be effective from September 2013.

The new banking and capital adequacy ordinances also contain, among other things, provisions regarding
emergency plans for systemically important functions, recovery and resolution planning and intervention
measures that may be triggered when certain capital thresholds are breached. Those intervention levels
may be set at higher capital levels than under current law, and may depend upon the capital structure and
type of buffer capital the bank will have to issue to meet the specific Swiss requirements.

If UBS is not able to demonstrate that its systemically relevant functions in Switzerland can be maintained
even in case of a threatened insolvency, FINMA may impose more onerous requirements on us. Although
the actions that FINMA may take in such circumstances are not yet defined, UBS could be required directly
or indirectly, for example, to alter UBS's legal structure (e.g. to separate lines of business into dedicated
entities, with limitations on intra-group funding and certain guarantees), or in some manner to further
reduce business risk levels. The law also provides that the largest banks will be eligible for a capital rebate if
they take actions that facilitate recovery and resolvability beyond ensuring that the systematically important
functions are maintained in case of insolvency. 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 from exposure to risks arising
from other parts of the group, thereby making it easier to dispose of certain parts of the group in a
recovery scenario, or to liquidate or dispose of certain parts of the group in a resolution scenario, without
necessarily adversely affecting other parts.



Due to recent changes in Swiss regulatory requirements, and due to liquidity requirements imposed by
certain other jurisdictions in which UBS operates, UBS has been required to maintain substantially higher
levels of liquidity overall than had been UBS's usual practice in the past. Like increased capital requirements,
higher liquidity requirements make certain lines of business, particularly in the Investment Bank, less
attractive and may reduce UBS's overall ability to generate profits.

Regulatory and legislative changes outside Switzerland
Regulatory and legislative changes in other locations in which UBS operates may subject it to a wide range
of new restrictions both in individual jurisdictions and, in some cases, globally.

Some of these regulatory and legislative changes may subject UBS to requirements to move activities from
UBS AG branches into subsidiaries. Such “subsidiarization” can create operational, capital and tax
inefficiencies, increase UBS's aggregate credit exposure to counterparties as they transact with multiple UBS
AG affiliates, expose UBS's businesses to higher local capital requirements, and potentially give rise to client
and counterparty concerns about the credit quality of the subsidiary. Such changes could also negatively
impact UBS's funding model and severely limit UBS's booking flexibility. For example, UBS has significant
operations in the UK and use UBS AG's London branch as a global booking center for many types of
products. UBS is being required by the UK Financial Services Authority and by FINMA to increase very
substantially the capitalization of UBS's UK bank subsidiary, UBS Limited, and expect to be required to
change UBS's booking practices to reduce or even eliminate UBS's utilization of UBS AG London branch as
a global booking center for the ongoing business of the Investment Bank. In addition, the UK Independent
Commission on Banking has recommended structural and non-structural reforms of the banking sector,
most of which have been endorsed by the UK government. Key measures proposed include the ring-
fencing of retail activities in the UK, additional common equity tier 1 capital requirements of up to 3% of
RWA for retail banks, and the issuance of debt subject to “bail-in” provisions. The applicability and
implications of such changes to offices and subsidiaries of foreign banks are not yet entirely clear, but they
could have a material effect on UBS's businesses located or booked in the UK.

The adoption of the Dodd-Frank Act in the US will also affect a number of UBS's activities, as well as those
of other banks. The implementation of the Volcker Rule as of July 2012, for example, is one reason for
UBS's exiting equities proprietary trading business segments within the Investment Bank. For other trading
activity, UBS expects that it will be required to implement a compliance regime, including the calculation of
detailed metrics for each trading book, and may be required to implement a compliance plan globally.
Depending on the nature of the final rules, as well as the manner in which they are implemented, the
Volcker Rule could have a substantial impact on market liquidity and the economics of market-making
activities. The Volcker Rule also broadly limits investments and other transactional activities between banks
and covered funds. The proposed implementing regulations both expand the scope of covered funds and
provide only a very limited exclusion for activities of UBS outside the US. If adopted as proposed, the
regulations could limit certain of UBS's activities in relation to funds, particularly outside the US. Moreover,
at the end of 2012, the Federal Reserve issued proposed rules for foreign banking organizations in the US
(sections 165 and 166 of Dodd-Frank Act) that include (i) a requirement for an intermediate holding
company to hold US subsidiary operations, (ii) riskbased capital and leverage requirements, (iii) liquidity
requirements (both substantive and procedural), (iv) single-counterparty credit limits, (v) risk management
and risk committee requirements, (vi) stress test requirements, including public disclosure of the results, (vii)
a debt-to-equity limit, and (viii) a framework for early remediation of financial weaknesses. The proposal
would impose different requirements based on the overall size of the foreign banking organization and the
size of its US-based assets. If the rules are adopted as proposed, UBS would be subject to the most
stringent requirements based on the current size of its global and US operations.

In addition, 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 the Dodd-Frank Act in
the US and corresponding legislation in the European Union and other jurisdictions, and will have a
significant impact on UBS's OTC derivatives business, primarily in the Investment Bank. For example, UBS
expects 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 UBS is preparing for these thematic market
changes, they are likely to reduce the revenue potential of certain lines of business for market participants
generally, and UBS may be adversely affected.

UBS AG registered as a swap dealer in the US at the end of 2012 enabling the continuation of swaps
business with US persons. Regulations issued by the Commodity Futures Trading Commission (“CFTC")
impose substantial new requirements on registered swap dealers for clearing, trade execution, transaction
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reporting, recordkeeping, risk management and business conduct. The CFTC has granted time-limited relief
to initially limit the scope of new requirements to transactions with US persons. 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 once this time-limited relief expires. Application of these
requirements to UBS’s swaps business with non-US persons will present a substantial implementation
burden, will likely duplicate or conflict with legal requirements applicable to UBS outside of the United
States and may place UBS at a competitive disadvantage to firms that are not CFTC-registered swap
dealers. The Securities and Exchange Commission (“SEC”) is expected to propose rules for the
extraterritorial application of its regulation of securities-based swaps in the first half of 2013, and to require
registration of securities-based swap dealers in the US following adoption of such rules. SEC regulation of
securities-based swaps may present similar risks to CFTC rules.

The effect on business booked or conducted by UBS in whole or in part outside the US cannot yet be
determined fully because many of the regulations that must be adopted to implement the Dodd-Frank Act
have not yet been finalized.

In many instances, UBS provides services on a cross-border basis. 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 UBS's ability to conduct business in these jurisdictions from
Switzerland. For instance, the proposed harmonization of third-country access provisions under the revised
European MIFID II/MIFIR framework would make it materially more difficult for UBS to service wealth
management clients in Europe. As these requirements are still being developed and revised, the effect on
UBS's business with clients domiciled or booked in the EU is difficult to predict.

Resolution and recovery; bail-in

UBS is currently required to produce recovery and resolution plans in the US, UK, Switzerland and Germany
and is likely to face similar requirements for UBS's operations in other jurisdictions, including UBS's
operations in the EU as a whole as part of the proposed EU Recovery and Resolution Directive. Resolution
plans may increase the pressure for structural change if UBS's analysis identifies impediments that are not
acceptable to regulators. Such structural changes may negatively impact UBS's 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”.

In addition a number of jurisdictions, including Switzerland, the US, the UK and the EU, have implemented
or are considering implementing changes that would allow resolution authorities to convert debt into
equity in a so-called “bail-in”. 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 UBS’s funding costs.

The planned and potential regulatory and legislative developments in Switzerland and in other jurisdictions
in which UBS has operations may have a material adverse effect on UBS's ability to execute UBS's strategic
plans, on the profitability or viability of certain business lines globally or in particular locations, and in some
cases on UBS's ability to compete with other financial institutions. They are likely to be costly to implement
and could also have a negative impact on UBS's legal structure or business model. Finally, the uncertainty
related to or the implementation of legislative and regulatory changes may have a negative impact on
UBS's relationships with clients and UBS's success in attracting client business.

UBS's capital strength is important in supporting UBS's strategy, client franchise and competitive
position

UBS's capital position, as measured by the BIS tier 1, core and total capital ratios and the common equity
tier 1 ratio under Basel lll 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 are subject to change. Eligible capital would be reduced if UBS
experiences net losses or losses through the other comprehensive income account, as determined for the
purpose of the regulatory capital calculation, which may also render it more difficult or more costly for UBS
to raise new capital. Eligible capital can also be reduced for a number of other reasons, including certain
reductions in the ratings of securitization exposures, 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 recognized in other
comprehensive income. RWA, on the other hand, are driven by UBS's business activities and by changes in
the risk profile of UBS's exposures. For instance, substantial market volatility, a widening of credit spreads
(the major driver of UBS's 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. Any
such reduction in eligible capital or increase in RWA could materially reduce UBS's capital ratios.

The required levels and calculation of UBS's regulatory capital and the calculation of UBS's RWA are also
subject to changes in regulatory requirements or their interpretation. UBS is subject to regulatory capital
requirements imposed by FINMA, under which UBS has higher RWA than would be the case under the
Basel Il guidelines as adopted by the Bank for International Settlements. The changes in the calculation of
RWA under Basel lll and FINMA requirements (such as the revised treatment of certain securitization
exposures under the Basel Ill framework) have significantly increased the level of UBS's RWA and, therefore,
have adversely affected UBS's capital ratios. UBS has announced plans to reduce RWA very substantially
and to mitigate the effects of the changes in the RWA calculation. However, there is a risk that UBS will not
be successful in pursuing its plans, either because UBs is unable to carry out fully the actions it has planned
or because other business or regulatory developments to some degree counteract the benefit of UBS's
actions.

In addition to the risk-based capital requirements, UBS is subject to a minimum leverage ratio requirement
for systemically important banks introduced by FINMA. The leverage ratio operates separately from the risk-
based capital requirements, and, accordingly, under certain circumstances could constrain UBS's business
activities even if UBS is able to satisfy the risk-based capital requirements.

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 (including changes of the
banking law under the “too-big-to-fail” measures), could have a material adverse effect on UBS's business
and could affect UBS's competitive position internationally compared with institutions that are regulated
under different regimes.

UBS may not be successful in executing its announced strategic plans

In October 2012, UBS announced a significant acceleration in the implementation of UBS's strategy. The
strategy includes transforming UBS's Investment Bank to focus it on its traditional strengths, very
significantly reducing Basel Il RWA and further strengthening UBS's capital position, and significantly
reducing costs and improving efficiency across the Group. There is a risk that UBS will not be successful in
pursuing UBS's plans, including because UBS is unable to carry out fully the actions it has planned, or that
even if it is able to implement its strategy as planned its effects may differ from those intended.

As part of UBS's strategy, UBS is exiting certain business lines, predominantly those formerly in the fixed
income area of UBS's Investment Bank that have been rendered less attractive by changes in regulation and
market developments. UBS's Corporate Center is tasked with managing down the non-core assets
previously in the Investment Bank in the most value-accretive way for shareholders. As UBS winds down
these positions and those in the Legacy Portfolio previously transferred to Corporate Center, UBS will incur
losses if exit values are lower than the carrying values of these positions. This could be the result of market
price declines or illiquid or volatile market conditions, or the result of other institutions seeking to dispose
of similar assets contemporaneously. These same factors may make it impossible or inadvisable for UBS to
effect the winddowns and the corresponding reduction in RWA and balance sheet size as quickly as UBS
has planned.

UBS also announced that it intends to achieve incremental cost savings of CHF 3.4 billion above the CHF 2
billion cost savings program announced in August 2011 as a result of the actions UBS is taking in the
Investment Bank and through further group wide efficiency measures. The success of UBS's strategy and
UBS's ability to reach certain of the targets UBS has announced depends heavily on the effectiveness of the
cost-saving and efficiency measures UBS is able to carry out. As is often the case with major cost-reduction
and efficiency programs, UBS's plans involve significant risks. Included among these are the risks that
restructuringcosts may be higher and may be recognized sooner than UBS has projected and that UBS may
not be able to identify feasible costsaving opportunities at the level of UBS's savings objective that are also
consistent with UBS's business goals. In addition, when UBS implements itscost-saving and efficiency
programs it may experience unintended consequences such as the loss or degradation of capabilities that
UBS needs in order to maintain UBS's competitive position and achieve UBS's targeted returns.

UBS's reputation is critical to the success of its business

UBS's reputation is critical to the success of UBS's strategic plans. Damage to UBS's reputation can have
fundamental negative effects on UBS's 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
UBS's very large losses during the financial crisis, the US cross-border matter and other events seriously
damaged UBS's reputation. Reputational damage was an important factor in UBS's loss of clients and client
assets across UBS's asset-gathering businesses, and contributed to UBS's loss of and difficulty in attracting
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staff, in 2008 and 2009. These developments had short-term and also more lasting adverse effects on
UBS's financial performance, and UBS recognized that restoring its reputation would be essential to
maintaining UBS's relationships with clients, investors, regulators and the general public, as well as with
UBS's employees. More recently, the unauthorized trading incident announced in September 2011, and
UBS's involvement in the LIBOR scandal also adversely affected UBS's reputation. Any further reputational
damage could have a material adverse effect on UBS's operational results and financial condition and on
UBS's ability to achieve UBS's strategic goals and financial targets.

Material legal and regulatory risks arise in the conduct of UBS's business

The nature of UBS's business subjects UBS to significant regulatory oversight and liability risk. As a global
financial services firm operating in more than 50 countries, UBS is subject to many different legal, tax and
regulatory regimes. UBS is involved in a variety of claims, disputes, legal proceedings and government
investigations in jurisdictions where UBS is active. These proceedings expose UBS to substantial monetary
damages and legal defense costs, injunctive relief and criminal and civil penalties, in addition to potential
regulatory restrictions on UBS's businesses. The outcome of most of these matters, and their potential
effect on UBS's future business or financial results, is extremely difficult to predict.

UBS continues to be subject to government inquiries and investigations, and are involved in a number of
litigations and disputes, which arose out of the financial crisis of 2007-2009. UBS is also subject to a large
number of claims, disputes, legal proceedings and government investigations unrelated to the financial
crisis, and expect that UBS's ongoing business activities will continue to give rise to such matters in the
future. Potentially material matters to which UBS is currently subject include claims relating to US RMBS and
mortgage loan sales, Swiss retrocessions, LIBOR-related matters and the Banco UBS Pactual tax indemnity.

In December 2012, UBS announced settlements totaling approximately CHF 1.4 billion in fines by and
disgorgements to US, UK and Swiss authorities to resolve LIBOR-related investigations with those
authorities. 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 UBS's
financial exposure to these remaining matters is extremely difficult to estimate and could be material.

The LIBOR-related settlements starkly illustrate the much-increased level of financial risk now associated
with regulatory matters and regulatory enforcement in major jurisdictions, particularly in the US and UK.
These very large amounts were assessed, and the guilty plea of a UBS subsidiary was required, in spite of
UBS's full cooperation with the authorities in their investigations, as a result of which UBS was granted
conditional leniency or conditional immunity with respect to certain benchmark interest rates by antitrust
authorities in a number of jurisdictions including the US and Switzerland. UBS understands that, in
determining the consequences to UBS, the US authorities took into account the fact that UBS has in the
recent past been determined to have engaged in serious misconduct in a number of other matters. As a
result of this history and regulatory perception, UBS's level of risk with respect to regulatory enforcement
may be greater than that of peer institutions.

Considering UBS's overall exposures and the current regulatory and political climate affecting financial
institutions, UBS expects charges associated with legal, regulatory and similar matters to remain at elevated
levels at least through 2013.

UBS is determined to address the issues that have arisen in the above and other matters in a thorough and
constructive manner. UBS is in active dialogue with its regulators concerning the actions that UBS is taking
to improve its operational risk management and control framework. Ever since UBS's losses in 2007 and
2008, UBS has been subject to a very high level of regulatory scrutiny and to certain regulatory measures
that constrain UBS's strategic flexibility. While UBS believes that it has 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, the effects of these matters on UBS's reputation and
relationships with regulatory authorities have proven to be more difficult to overcome. For example,
following the unauthorized trading incident FINMA informed UBS that UBS would not be permitted to
undertake acquisitions in UBS's Investment Bank unit (unless FINMA granted an exception), and that
material new business initiatives in that unit would be subject to FINMA oversight. Although UBS has
significantly enhanced its operational risk management and control framework in general and specifically
addressed the deficiencies highlighted by the unauthorized trading incident in particular, these special
restrictions have not been withdrawn by FINMA to date, pending independent confirmation of the
effectiveness of these enhancements to FINMA's satisfaction. As this example illustrates, difficulties



associated with UBS's relationships with regulatory authorities have the potential to adversely affect the
execution of UBS's business strategy.

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 a severe financial crisis can negatively affect UBS's revenues and ultimately
UBS's 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. UBS has material exposures to a number of these markets, both as a
wealth manager and as an investment bank. Moreover, UBS's strategic plans depend more heavily upon
UBS's ability to generate growth and revenue in the emerging markets, causing UBS to be more exposed to
the risks associated with them. The ongoing eurozone crisis and the unresolved US fiscal issues
demonstrate that macroeconomic and political developments can have unpredictable and destabilizing
effects. Adverse developments of these kinds have affected UBS's businesses in a number of ways, and may
continue to have further adverse effects on UBS's businesses as follows:

a general reduction in business activity and market volumes, as UBS has experienced in the last two
years, affects fees, commissions and margins from market-making and client-driven transactions and
activities; local or regional economic factors, such as the ongoing eurozone sovereign debt and banking
industry concerns, could also have an effect on UBS;

- a market downturn is likely to reduce the volume and valuations of assets UBS manages on behalf of
clients, reducing UBS's asset- and performance-based fees;

- a further extended period of low interest rates will continue to erode interest margins in several of UBS's
businesses;

- reduced market liquidity limits trading and arbitrage opportunities and impedes UBS's ability to manage
risks, impacting both trading income and performance-based fees;

- assets UBS owns and account for as investments or trading positions could fall in value;

- impairments and defaults on credit exposures and on trading and investment positions could increase,
and losses may be exacerbated by falling collateral values; 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), UBS
could suffer losses from enforced default by counterparties, be unable to access UBS's own assets, or be
impeded in — or prevented from — managing UBS's risks.

Because UBS has very substantial exposures to other major financial institutions, the failure of one or more
of such institutions could have a material effect on UBS.

The developments mentioned above can materially affect the performance of UBS's business units and of
UBS as a whole, and ultimately UBS's 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.

UBS holds legacy and other risk positions that may be adversely affected by conditions in the
financial markets; legacy risk positions may be difficult to liquidate

UBS, like other financial market participants, was 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 UBS recorded substantial losses on fixed income trading positions, particularly in
2008 and 2009. Although UBS has very significantly reduced its risk exposures starting in 2008, and more



recently as UBS implements its strategy and focus on complying with Basel Il capital standards, UBS
continues to hold substantial legacy risk positions. In many cases these risk positions continue to be illiquid,
and UBS remains 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.

UBS has announced and is carrying out plans to reduce drastically the RWA associated with UBS's non-core
and legacy risk positions. There can be no assurance that UBS will be able to liquidate them as quickly as
UBS's plans suggest, or that UBS 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
liquidate these positions. At the same time, UBS's strategy rests heavily on UBS's ability to reduce sharply
the RWA associated with these exposures in order to meet UBS's future capital targets and requirements
without incurring unacceptable losses. In addition, if in the future UBS exercises its option to acquire the
equity of the SNB StabFund from subsidiaries of the Swiss National Bank, any positions remaining in that
fund could augment UBS's risk exposure and RWA until they can be liquidated.

UBS holds positions related to real estate in various countries, and UBS 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, UBS 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.

In addition, UBS is exposed to risk in its prime brokerage, reverse repo and Lombard lending activities, as
the value or liquidity of the assets against which UBS provides financing may decline rapidly.

UBS's global presence subjects it to risk from currency fluctuations

UBS prepares its consolidated financial statements in Swiss francs. However, a substantial portion of UBS's
assets, liabilities, invested assets, revenues and expenses are denominated in other currencies, particularly
the US dollar, the euro and the British pound. Accordingly, changes in foreign exchange rates, particularly
between the Swiss franc and the US dollar (US dollar revenues account for the largest portion of UBS's non-
Swiss franc revenues) have an effect on UBS's reported income and expenses, and on other reported
figures such as invested assets, balance sheet assets, RWA and tier 1 capital. For example, in 2011 the
strengthening of the Swiss franc, especially against the US dollar and euro, had an adverse effect on UBS's
revenues and invested assets. Because exchange rates are subject to constant change, sometimes for
completely unpredictable reasons, UBS's results are subject to risks associated with changes in the relative
values of currencies.

UBS is dependent upon UBS's risk management and control processes to avoid or limit potential
losses in UBS's trading and counterparty credit businesses

Controlled risk-taking is a major part of the business of a financial services firm. Credit is an integral part of
many of UBS's retail, corporate, wealth management and Investment Bank activities. This includes lending,
underwriting and derivatives activities. Changes in interest rates, credit spreads, equity prices, market
volatility and liquidity, foreign exchange levels and other market fluctuations can adversely affect UBS's
earnings. Some losses from risk-taking activities are inevitable, but to be successful over time, UBS must
balance the risks it takes against the returns it generates. UBS must, therefore, diligently identify, assess,
manage and control UBS's 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, UBS is not always able to prevent serious losses arising
from extreme or sudden market events that are not anticipated by UBS's 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 UBS aggregates risk to identify
potentially highly correlated exposures proved to be inadequate. Notwithstanding the steps UBS has taken
to strengthen UBS's risk management and control framework, UBS could suffer further losses in the future
if, for example:

- UBS does not fully identify the risks in UBS's portfolio, in particular risk concentrations and correlated
risks;

- UBS's assessment of the risks identified or UBS's response to negative trends proves to be inadequate,
insufficient or incorrect;

20



- markets move in ways that UBS does not expect — in terms of their speed, direction, severity or
correlation — and UBS's ability to manage risks in the resultant environment is, therefore, affected,;

- third parties to whom UBS has credit exposure or whose securities UBS holds for its own account are
severely affected by events not anticipated by UBS's models, and accordingly UBS suffers defaults and
impairments beyond the level implied by UBS's risk assessment; or

- collateral or other security provided by UBS's counterparties proves inadequate to cover their obligations
at the time of their default.

UBS also manages risk on behalf of UBS's clients in UBS's asset and wealth management businesses. UBS's
performance in these activities could be harmed by the same factors. If clients suffer losses or the
performance of their assets held with UBS is not in line with relevant benchmarks against which clients
assess investment performance, UBS may suffer reduced fee income and a decline in assets under
management, or withdrawal of mandates.

If UBS decides to support a fund or another investment that it sponsors in its asset or wealth management
businesses (such as the property fund to which Wealth Management has exposure), UBS 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 UBS manages, 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 UBS's earnings.

Valuations of certain positions rely on models; models have inherent limitations and may use
inputs which have no observable source

Where possible, UBS marks its trading book assets and other positions at their quoted market price in an
active market. Such price information may not be available for certain instruments and, therefore, UBS
applies valuation techniques to measure such instruments. Valuation techniques use “market observable
inputs” where available, derived from similar instruments in similar and active markets, from recent
transaction prices for comparable items or from other observable market data. In the case of positions for
which some or all of the inputs required for the valuation technigues are not observable or have limited
observability, UBS uses valuation models with non-market observable inputs. There is no single market
standard for valuation models of this type. Such models have inherent limitations; different assumptions
and inputs would generate different results, and these differences could have a significant impact on UBS's
financial results. UBS regularly reviews and updates its 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. Changes in model inputs or in the models
themselves, or failure to make the changes necessary to reflect evolving market conditions, could have a
material adverse effect on UBS's financial results.

UBS is exposed to possible outflows of client assets in its asset-gathering businesses and to
changes affecting the profitability of its Wealth Management business division

UBS experienced substantial net outflows of client assets in UBS's wealth management and asset
management businesses in 2008 and 2009. The net outflows resulted from a number of different factors,
including UBS's substantial losses, the damage to UBS's reputation, the loss of client advisors, difficulty in
recruiting qualified client advisors and developments concerning UBS's cross-border private banking
business. Many of these factors have been successfully addressed. UBS's Wealth Management and Wealth
Management Americas business divisions recorded substantial net new money inflows in 2012. Long-term
changes affecting the cross-border private banking business model will, however, continue to affect client
flows in UBS's 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, 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 UBS's clients to do
business with UBS or the viability of UBS's strategies and business model. In 2012, UBS experienced net
withdrawals in UBS's 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.
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The net new money inflows in recent years in UBS's Wealth Management business division have come
predominantly from clients in Asia-Pacific and in the emerging markets and in the 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 lowmargin products account for a
larger share of UBS's revenues than in the past, put downward pressure on UBS's return on invested assets.
There can be no assurance that efforts by the business to overcome the effects of the changes in the
business mix on gross margin, such as through service improvements and product offerings, will be
sufficiently successful to counteract those effects. UBS is also making changes to its business offerings and
pricing practices in line with emerging industry trends favoring price transparency and recent legal and
regulatory developments, including the Swiss Supreme CUBS'st case concerning “retrocessions”. There can
be no assurance that UBS will be successful in UBS's efforts to offset the adverse impact of these trends
and developments.

In 2012, Global Asset Management experienced a net outflow of client assets. Further net outflows of
client assets are likely over time to adversely affect the results of the business division.

Liquidity and funding management are critical to UBS's ongoing performance

The viability of UBS's business depends upon the availability of funding sources, and its success depends
upon UBS's ability to obtain funding at times, in amounts, for tenors and at rates that enable UBS to
efficiently support its asset base in all market conditions. A substantial part of UBS's liquidity and funding
requirements is met using short-term unsecured funding sources, including wholesale and retail deposits
and the regular issuance of money market securities. The volume of UBS's 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 UBS's credit ratings can increase UBS's 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
UBS experienced recently in connection with Moody’s downgrading of UBS's long-term rating in June
2012, ratings downgrades can require UBS to post additional collateral or make additional cash payments
under master trading agreements relating to UBS's derivatives businesses. UBS's credit ratings, together
with UBS's capital strength and reputation, also contribute to maintaining client and counterparty
confidence and it is possible that ratings changes could influence the performance of some of UBS's
businesses.

The more stringent Basel Il 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.

Operational risks may affect UBS's business

All of UBS's businesses are dependent on UBS's 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 UBS is subject and to prevent, or promptly detect and stop,
unauthorized, fictitious or fraudulent transactions. UBS's operational risk management and control systems
and processes are designed to help ensure that the risks associated with UBS's 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
its business, like UBS. 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 US governmental policy relating to financial institutions in recent years has been fighting
money laundering and terrorist financing. Regulations applicable to UBS and its 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 their 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 UBS's reputation.
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Although UBS is continuously adapting UBS's capability to detect and respond to the risks described above,
if UBS's internal controls fail or prove ineffective in identifying and remedying them UBS 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 UBS to operational risks. UBS's loss in the second quarter of 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 UBS's ability to
prepare and publish accurate and timely financial reports. UBS identified control deficiencies following the
unauthorized trading incident announced in September 2011, and management determined that UBS had
a material weakness in UBS's internal control over financial reporting as of the end of 2010 and 2011,
although this has not affected the reliability of UBS's financial statements for either year.

In addition, despite the contingency plans UBS has in place, UBS's ability to conduct business may be
adversely affected by a disruption in the infrastructure that supports UBS's businesses and the communities
in which UBS is 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 UBS or third
parties with whom UBS conducts business.

UBS 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. UBS faces competition at the level of local
markets and individual business lines, and from global financial institutions that are comparable to UBS in
their size and breadth. Barriers to entry in individual markets and pricing levels are being eroded by new
technology. UBS expects these trends to continue and competition to increase.

UBS's competitive strength and market position could be eroded if UBS is unable to identify market trends
and developments, do not respond to them by devising and implementing adequate business strategies,
adequately developing or updating UBS's 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 UBS's employee compensation are affected not only by UBS's 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 UBS's ability to retain and attract key
employees, and may in turn negatively affect UBS's business performance. Reductions in the amount of
variable compensation awarded for performance year 2012 have caused UBS's total compensation for
certain categories of employees, mainly in the Investment Bank and the Corporate Center, to be lower than
is the case for peer institutions. In addition, changes that UBS has made to the terms of compensation
awards may place UBS ahead of peers in adjusting compensation terms to 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 UBS has issued
in the market but with a higher capital ratio writedown 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 UBS's staff with those of other stakeholders,
increase the risk that key employees will be attracted by competitors and decide to leave UBS, and that UBS
may be less successful than its 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 UBS's ability to execute UBS's strategy and to successfully improve UBS's operating
and control environment.

UBS's financial results may be negatively affected by changes to accounting standards

UBS reports its 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 UBS's future reported results and financial position to differ from current expectations.
Such changes also may affect UBS's regulatory capital and ratios. For example, in 2012 UBS adopted the
revised international accounting standard IAS 19 Employee Benefits, which affected both UBS's financial
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position and UBS's regulatory capital. UBS monitors potential accounting changes and when these are
finalized by the IASB, UBS determines the potential impact and discloses significant future changes in its
financial statements. Currently, there are a number of issued but not yet effective IFRS changes, as well as
potential IFRS changes, that are expected to impact UBS's reported results, financial position and regulatory
capital in the future.

UBS's financial results may be negatively affected by changes to assumptions supporting the
value of UBS's goodwiill

The goodwill UBS has recognized on the respective balance sheets of UBS's operating segments is tested
for impairment at least annually. UBS's impairment test in respect of the assets recognized as of 31
December 2012 indicated that the value of UBS's 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 UBS's 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 UBS's operating profit before tax.

The effects of taxes on UBS's financial results are significantly influenced by changes in UBS's
deferred tax assets and final determinations on audits by tax authorities

The deferred tax assets UBS has recognized on its balance sheet as of 31 December 2012 in respect of prior
years' tax losses are based on future profitability as indicated by the 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. This could include writeoffs of
deferred tax assets through the income statement.

In the coming years, UBS's effective tax rate will be highly sensitive both to UBS's performance and to the
accuracy of new business plan forecasts. UBS's results in recent periods have demonstrated that changes in
the recognition of deferred tax assets can have a very significant effect on UBS's reported results. If the
Group's performance is strong, particularly in the US, UK and Switzerland, UBS could be expected to
recognize additional deferred tax assets in the coming years. The effect of doing so would be to
significantly reduce the Group’s effective tax rate in years in which additional deferred tax assets are
recognized. Conversely, if UBS's performance in those countries is weaker than expected, UBS may be
required to write off all or a portion of currently recognized deferred tax assets through the income
statement. This would have the effect of increasing the Group's effective tax rate in the year in which any
write offs are taken.

In the first half of 2013, UBS expects the tax rate to be in the region of 25-30%. The expected tax rate is
higher than the normal expected effective tax rate of 20-25% because the net profit for the group in 2013
may reflect losses for some legal entities or parent bank branches for which UBS may not obtain a tax
benefit. In addition, the actual tax rate may fall outside the aforementioned tax rate range to the extent
that there are significant book tax adjustments that affect taxable profits. Also, the full year tax rate may
depend on the extent to which deferred tax assets are revalued during 2013 and the level of profitability
for the year.

UBS's effective tax rate is also sensitive to any future reductions in statutory tax rates, particularly in the US
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 writedown 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 UBS to materially differ
from the amount accrued.

Separately, in 2011 the UK government introduced a balance sheet based levy payable by banks operating
and / or resident in the UK. An expense for the year of CHF 124 million has been recognized in operating
expenses (within pre-tax profit) in the fourth quarter of 2012. The Group's bank levy expense for future
years will depend on both the rate and the Group’s taxable UK liabilities at each year end; changes to either
factor could increase the cost. This expense will likely increase if, for example, UBS changes its booking
practices to reduce or eliminate UBS's utilization of UBS AG London branch as a global booking center for
the ongoing business of the Investment Bank and consequently book more liabilities into UBS's UK bank
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subsidiary, UBS Limited. UBS expects that the annual bank levy expense will continue to be recognized for
IFRS purposes as a cost 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.”
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4) In the Base Prospctuses, as listed introductory on pages 1 to 3, in the section ‘Description
of UBS AG’ the sections headed

Overview

. Business Overview

Il Organisational Structure of the Issuer

V. Administrative, Management and Supervisory Bodies of the Issuer
VL. Auditors

VII. Major Shareholders of the Issuer

VIIl.  Financial Information concerning the Issuer’'s Assets and Liabilities, Financial
Position and Profits and Losses
IX. Material Contracts

X. Documents on Display

shall be replaced as follows:

"Overview

UBS AG (UBS AG also “Issuer”) with its subsidiaries (together with the Issuer, "UBS Group", "Group" or
"UBS") draws on its 150-year heritage to serve private, institutional and corporate clients worldwide, as
well as retail clients in Switzerland. UBS's business strategy is centered on its pre-eminent global wealth
management businesses and its leading universal bank in Switzerland. These businesses, together with a
client-focused Investment Bank and a strong, well-diversified Global Asset Management business, will
enable UBS to expand its premier wealth management franchise and drive further growth across the
Group. Headquartered in Zurich and Basel, Switzerland, UBS has offices in more than 50 countries,
including all major financial centers.

On 31 December 2012 UBS's Basel 2.5 tier 1° capital ratio was 21.3%, invested assets stood at CHF 2,230
billion, equity attributable to UBS shareholders was CHF 45,895 million and market capitalization was
CHF 54,729 million. On the same date, UBS employed 62,628 people®.

The rating agencies Standard & Poor's (“Standard & Poor’s”), Fitch Ratings (“Fitch”) and Moody's
("Moody’s"”) have published credit ratings reflecting their assessment of the creditworthiness of UBS AG,
i.e. its ability to fulfill in a timely manner payment obligations, such as principal or interest payments on
long-term loans, also known as debt servicing. The ratings from Fitch Ratings and Standard & Poor's may
be attributed a plus or minus sign, and those from Moody's a number. These supplementary attributes
indicate the relative position within the respective rating class. UBS AG has long-term senior debt ratings of
A (stable outlook) from Standard & Poor's, A2 (stable outlook) from Moody's and A (stable outlook) from
Fitch Ratings.

The following table gives an overview of the rating classes as used by the three major rating agencies and
their respective meaning. UBS’s rating is indicated by the red box.

5 The Basel 2.5 tier 1 capital ratio is the ratio of eligible Basel 2.5 tier 1 capital to Basel 2.5 risk-weighted assets. Eligible Basel 2.5
tier 1 capital can be calculated by starting with IFRS equity attributable to shareholders, adding treasury shares at cost and equity
classified as obligation to purchase own shares, reversing out certain items, and then deducting certain other items. The most
significant items reversed out for capital purposes are unrealized gains/losses on cash flow hedges and own credit gains/losses on
liabilities designated at fair value. The largest deductions are treasury shares and own shares, goodwill and intangibles and certain
securitization exposures.

6 Full-time equivalent
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Short- Short-
P Long-term Short-term o
P-1 AAA A-1+ F1+ Prime
AA+ High grade
AA
AA-
A Al 1 Upper medium
grade
A
P-2 A- A-2 F2
BBB4+ Lower medium
grade
P-3 BBB A-3 F3
BBB-
th BB+ B B Non-investmeqt
prime grade speculative
BB
BB-
B+ Highly speculative
B
B-
CCC+ C C Substantial risks
cce Extreme!y
speculative
In default with little
CCC- prospect for
recovery
CcC
C
D / / In default

The rating from Fitch Ratings has been issued by Fitch Ratings Limited, and the rating from Standard &
Poor’s has been issued by Standard & Poor’s Credit Market Services Europe Limited. Both are registered as
credit rating agencies under Regulation (EC) No 1060/2009 as amended by Regulation (EU) No 513/2011
(the “CRA Regulation”). The rating from Moody's has been issued by Moody's Investors Service, Inc.,
which is not established in the EEA and is not certified under the CRA Regulation, but the rating it has
issued is endorsed by Moody's Investors Service Ltd., a credit rating agency established in the EEA and
registered under the CRA Regulation.
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Il Business Overview

Business Divisions and Corporate Center

UBS operates as a group with five business divisions (Wealth Management, Wealth Management Americas,
the Investment Bank, Global Asset Management and Retail & Corporate) and a Corporate Center. Each of
the business divisions and the Corporate Center are described below. A description of the Group's strategy
can be found in the Annual Report 2012, on pages 24-31 (inclusive) of the English version; a description of
the businesses, strategies, clients, organizational structures, products and services of the business divisions
and the Corporate Center can be found in the Annual Report 2012, on pages 35-51 (inclusive) of the
English version.

Wealth Management

Wealth Management provides comprehensive financial services to wealthy private clients around the world
- except to those served by Wealth Management Americas. Its clients benefit from the entire spectrum of
UBS resources, ranging from investment management to estate planning and corporate finance advice, in
addition to specific wealth management products and services. An open product platform provides clients
with access to a wide array of products from third-party providers that complement UBS's own product
lines.

Wealth Management Americas

Wealth Management Americas provides advice-based solutions 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.

Investment Bank

The Investment Bank provides a range of products and services in equities, fixed income, foreign exchange
and commodities to corporate and institutional clients, sovereign and government bodies, financial
intermediaries, alternative asset managers and UBS's wealth management clients. The Investment Bank is
an active participant in capital markets flow activities, including sales, trading and market-making across a
range of securities. It provides financial solutions to its clients, and offers advisory and analytics services in
all major capital markets. Starting with reporting for the first quarter of 2013, it offers investment banking
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.

Global Asset Management

Global Asset Management is, in its own opinion, a large-scale asset manager with businesses diversified
across regions, capabilities and distribution channels. It offers investment capabilities and styles across all
major traditional and alternative asset classes including equities, fixed income, currencies, hedge fund, real
estate, infrastructure and private equity that can also be combined in multi-asset strategies. The fund
services unit provides professional services, including fund set-up, accounting and reporting for traditional
investments funds and alternative funds.

Retail & Corporate

Retail & Corporate provides comprehensive financial products and services to retail, corporate and
institutional clients in Switzerland and maintains, in its own opinion, a leading position in these client
segments. It constitutes a central building block of UBS's universal bank model in Switzerland, delivering
growth to UBS's other businesses. It supports them by cross-selling products and services provided by UBS's
asset-gathering and investment banking businesses, by referring clients to them and by transferring private
clients to Wealth Management due to increased client wealth.

Corporate Center

The Corporate Center provides control functions for the business divisions and the Group in such areas as
risk control, legal and compliance as well as finance including treasury services, funding, balance sheet and
capital management. The Corporate Center — Core Functions provides all logistics and support functions
including information technology, human resources, corporate development, Group regulatory relations
and strategic initiatives, communications and branding, corporate real estate and administrative services,
procurement, physical and information security, offshoring as well as Group-wide operations. It allocates
most of its treasury income, operating expenses and personnel associated with these activities to the
businesses based on capital and service consumption levels. The Corporate Center also encompasses certain
centrally managed positions, including the SNB StabFund option, the Legacy Portfolio and, starting with
reporting for the first quarter of 2013, non-core businesses previously part of the Investment Bank.
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Competition

The financial services industry is characterized by intense competition, continuous innovation, detailed (and
sometimes fragmented) regulation and ongoing consolidation. UBS faces competition at the level of local
markets and individual business lines, and from global financial institutions that are comparable to UBS in
their size and breadth. Barriers to entry in individual markets and pricing levels are being eroded by new
technology. UBS expects these trends to continue and competition to increase.

Recent Developments:

Results as of and for the year ended 31 December 2012, as presented in UBS's annual report 2012
(including audited consolidated financial statements)

On 14 March 2013, UBS published its annual report 2012. For the full year 2012 UBS recorded a net loss
attributable to UBS shareholders of CHF 2,511 million, compared with a profit of CHF 4,138 million in the
previous year. Performance before tax was a loss of CHF 1,774 million in 2012 compared with a profit of
CHF 5,307 million in the prior year. The 2012 loss was primarily due to impairment losses of
CHF 3,064 million on goodwill and other non-financial assets in the Investment Bank and net charges for
provisions for litigation, regulatory and similar matters of CHF 2,549 million, including charges for
provisions arising from fines and disgorgement resulting from regulatory investigations concerning LIBOR
and other benchmark rates, as well as claims related to sales of residential mortgage backed-securities. The
full year 2012 result also included an own credit loss on financial liabilities designated at fair value of
CHF 2,202 million, compared with an own credit gain of CHF 1,537 million, and net restructuring charges
of CHF 371 million, compared with net restructuring charges of CHF 380 million. In 2012, UBS recorded a
tax expense of CHF 461 million compared with CHF 901 million in 2011. Net profit attributable to non-
controlling interests was CHF 276 million in 2012 compared with CHF 268 million.

2012 results were also impacted by a credit to personnel expenses of CHF 730 million related to changes to
UBS's Swiss pension plan and a credit to personnel expenses of CHF 116 million related to changes to
UBS's retiree medical and life insurance plan in the US; while 2011 results were also impacted by a gain of
CHF 722 million on the sale of UBS's strategic investment portfolio. On an adjusted basis excluding the
impairment losses, the own credit loss, the credits to personnel expenses and the net restructuring charges
in 2012, and the own credit gain, the gain on the sale of the strategic investment portfolio and the net
restructuring charges in 2011, the 2012 pre-tax profit was CHF 3,017 million compared with CHF 3,428
million in 2011, mainly as net charges for provisions for litigation, regulatory and similar matters increased
by CHF 2,273 million to CHF 2,549 million, while 2011 included a loss of CHF 1,849 million related to the
unauthorized trading incident announced in September of that year.

Wealth Management'’s pre-tax profit was CHF 2,407 million in 2012 compared with CHF 2,633 million in
the previous year, which included a gain of CHF 433 million from the sale of the strategic investment
portfolio in the third quarter of 2011. Operating expenses in 2012 included a credit to personnel expenses
of CHF 358 million related to changes to UBS's pension plans. Adjusted for these two items and
restructuring costs, pre-tax profit decreased by CHF 207 million to CHF 2,075 million, partly reflecting the
fact that the previous year benefited from CHF 103 million of accrued interest from the aforementioned
strategic investment portfolio. Net new money inflows were CHF 26.3 billion in 2012 compared with CHF
23.5 billion in 2011. The strongest net inflows were recorded in Asia Pacific and emerging markets as well
as globally from ultra high net worth clients. Europe reported net outflows in the offshore business, mainly
related to clients from countries neighboring Switzerland. This was partly offset by net inflows from the
European onshore business. Swiss wealth management reported increased net inflows. Invested assets
were CHF 821 billion on 31 December 2012, representing an increase of CHF 71 billion from 31 December
2011. Positive market performance as well as net new money inflows were partially offset by negative
currency effects, mainly resulting from a slight strengthening of the Swiss franc against the US dollar and
the euro. In 2012, the gross margin on invested assets decreased 12 basis points to 89 basis points.

Wealth Management Americas reported a pre-tax profit of USD 873 million in 2012 compared with
USD 622 million in 2011. This improved performance resulted from a 9% increase in revenue due to
increases in fees and commissions as well as realized gains on financial investments in the available-for-sale
portfolio. Operating expenses increased 5% due to higher financial advisor related compensation and
higher charges for provisions for litigation, regulatory and similar matters, partially offset by lower
restructuring charges. In addition, 2012 included a pre-tax gain of USD 53 million net of compensation
charges related to a change in accounting estimates for certain mutual fund and annuity fee income,
compared with USD 32 million related to a change in accounting estimates for certain mutual fund fees in
2011. Wealth Management Americas recorded net new money inflows of CHF 20.6 billion or
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USD 22.1 billion in 2012, compared with net new money inflows of CHF 12.1 billion or USD 14.1 billion in
2011 due to stronger inflows from net recruiting of financial advisors as well as financial advisors employed
with UBS for more than one year. Wealth Management Americas had USD 843 billion in invested assets on
31 December 2012, up 12% from USD 756 billion on 31 December 2011, reflecting positive market
performance and strong net new money inflows. The gross margin on invested assets was 81 basis points
in 2012, up one basis point from 80 basis points in 2011.

The Investment Bank recorded a pre-tax loss of CHF 2,734 million in 2012 compared with a pre-tax loss of
CHF 631 million in 2011, mainly reflecting impairment losses of CHF 3,064 million on goodwill and other
non-financial assets in 2012. 2011 was adversely affected by the loss relating to the unauthorized trading
incident of CHF 1,849 million. Excluding impairment losses, restructuring charges of CHF 331 million in
2012 and of CHF 216 million in 2011, a credit of CHF 98 million related to changes to a retiree benefit plan
in the US and a credit of CHF 56 million related to changes to UBS's Swiss pension plan, both in 2012, the
Investment Bank recorded an adjusted pre-tax profit of CHF 507 million compared with an adjusted pre-tax
loss of CHF 415 million. Pro-forma Basel Il risk-weighted assets were reduced by CHF 81 billion to
CHF 131 billion.

Global Asset Management's pre-tax profit for 2012 was CHF 570 million compared with CHF 430 million in
2011. Performance fees were significantly higher, mainly in alternative and quantitative investments. Net
management fees were also higher. Operating expenses were lower due to lower personnel costs, which
resulted from lower variable compensation and from credits related to changes to pension and benefit
plans. Excluding money market flows, Global Asset Management recorded net new money outflows of
CHF 5.9 billion in 2012 compared with net inflows of CHF 9.0 billion in the prior year. Net new money
from third parties was a net outflow of CHF 0.6 billion compared with a net inflow of CHF 12.2 billion. Net
new money from clients of UBS’s wealth management businesses was a net outflow of CHF 5.2 billion
compared with a net outflow of CHF 3.1 billion. Invested assets increased to CHF 581 billion on
31 December 2012 from CHF 574 billion on 31 December 2011, mainly due to positive market movements,
partly offset by net new money outflows and negative currency effects. The gross margin of 33 basis points
in 2012 was in line with 2011.

Retail & Corporate’s pre-tax profit decreased by CHF 57 million to CHF 1,827 million from
CHF 1,884 million in the prior year. In 2012, personnel expenses benefited from a CHF 287 million credit
related to changes to UBS's Swiss pension plan. In 2011, there was a gain of CHF 289 million from the sale
of the strategic investment portfolio. Adjusted for these items and restructuring charges of CHF 3 million in
2012 and CHF 32 million in 2011, pre-tax profit decreased by CHF 84 million to CHF 1,543 million, mainly
as the previous year benefited from CHF 68 million of accrued interest from the abovementioned strategic
investment portfolio sold in the third quarter of 2011. The net interest margin decreased 11 basis points to
160 basis points, reflecting lower interest income and a slightly higher average loan volume. The growth
rate for net new business volume was 4.9% compared with 3.5% in the prior year. Both the retail and
corporate businesses recorded strong net inflows reflecting high net new client assets. Net new loan
inflows were also slightly positive in line with the strategy to grow the business selectively in high quality
loans.

The Corporate Center — Core Functions’ pre-tax result was a loss of CHF 4,068 million in 2012 compared
with a gain of CHF 1,312 million in 2011. 2012 included charges for provisions for litigation, regulatory and
similar matters of CHF 1,470 million, mainly arising from fines and disgorgement resulting from regulatory
investigations concerning LIBOR and other benchmark rates, and an own credit loss of CHF 2,202 million
compared with a gain of CHF 1,537 million in 2011. Treasury income remaining in Corporate Center —
Core Functions after allocations to the business divisions was CHF 204 million compared with
CHF 38 million in 2011.

The Corporate Center - Legacy Portfolio reported a pre-tax loss of CHF 592 million in 2012 compared with
a loss of CHF 866 million in the previous year. This was primarily due to a gain from the revaluation of the
option to acquire the SNB StabFund’s equity, partly offset by a credit loss expense and higher charges for
provisions for litigation, regulatory and similar matters in 2012.

Balance sheet - As of 31 December 2012, UBS's balance sheet stood at CHF 1,259 billion, a decrease of
CHF 158 billion or 11% from 31 December 2011, primarily due to a decline in collateral trading of
CHF 104 billion and a reduction in positive replacement values of CHF 69 billion, predominantly relating to
the accelerated implementation of UBS's strategy announced in October 2012.
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Basel 2.5 capital position

On 31 December 2012, UBS's Basel 2.5 tier 1 capital ratio was 21.3% compared with 15.9% a year earlier.
The core tier 1 capital ratio increased to 19.0% from 14.1% over the same period. The tier 1 capital rose by
CHF 2.6 billion to CHF 41.0 billion and RWA decreased by CHF 48.5 billion to CHF 192.5 billion. The total
capital ratio increased to 25.2% from 17.2%.

On 31 December 2012, UBS's Basel 2.5 RWA were CHF 192.5 billion compared with CHF 241.0 billion at
the end of 2011, a decrease of CHF 48.5 billion, predominantly due to a decline in market risk RWA of
CHF 22.1 billion, in credit risk RWA of CHF 21.0 billion and in operational risk RWA of CHF 5.6 billion. The
decline in credit risk RWA of CHF 21.0 billion occurred predominately in the fourth quarter of 2012 and
was mainly attributable to the accelerated implementation of the strategy, hedging activity and sales of
certain student loan auction rate securities in the Corporate Center — Legacy Portfolio. These activities
impacted derivative, repo-style and drawn and undrawn loan exposures, partly offset by increased
residential mortgage exposures due to the recalibration of risk parameters on residential mortgages in the
third quarter. Market risk RWA decreased by CHF 22.1 billion, mainly due to the reduction in incremental
risk charge RWA on reduced exposures, a model update for sovereign debt in the first quarter, and hedging
activity. VaR and stressed VaR declined due to reduced risk positions and reduced credit spread risk.
Operational risk RWA decreased by CHF 5.6 billion. The decrease reflected the implementation, following
UBS's annual model parameter review in March 2012, of all advanced measurement approach parameter
updates that had been approved by FINMA up to that time.

Basel Il capital position

On 31 December 2012, UBS's Basel Ill” common equity tier 1 ("CET1") capital on a fully applied basis was
CHF 25.2 billion, remaining relatively stable compared with the CHF 25.3 billion on 31 December 2011. The
2012 net loss, the impact of adopting the revised International Accounting Standard IAS 19 Employee
Benefit ("IAS 19R") and other negative effects including the deduction of the fair value of the option to
purchase the SNB StabFund'’s equity which was previously risk-weighted at 1250%, were almost offset by
the reversal of own credit losses for the purpose of capital calculation and a lower deduction for deferred
tax assets. Pro-forma Basel Il RWA were estimated to be CHF 258 billion on a fully applied basis on
31 December 2012, CHF 122 billion lower than a year earlier. CHF 48 billion of the decline in Basel lll RWA
was due to the same factors that caused a decrease in Basel 2.5 RWA, and CHF 20 billion was associated
with a change in the treatment of UBS’s option to purchase the SNB StabFund'’s equity (now fully deducted
from CET1 capital). The remainder of the decline was mostly attributable to RWA reductions in the
Investment Bank and the Legacy Portfolio, resulting from sales and other reductions of exposures and from
the net effect of changes in models and methodologies. The vast majority of the overall reductions
achieved in the Investment Bank and in the Legacy Portfolio resulted from sales and other reductions of
exposures. The resulting Basel Ill CET1 capital ratio stood at 9.8% on 31 December 2012 on a fully applied
basis, an increase of 3.1 percentage points from 6.7% on 31 December 2011. On a phase-in basis, UBS's
estimated Basel Il CET1 capital ratio was 15.3% on 31 December 2012 compared with 10.7% on
31 December 2011. The regulatory capital effect of the adoption of IAS 19R, together with related changes
in future periods, will be phased in annually from 1 January 2014 on an after-tax basis, such that regulatory
capital becomes fully adjusted on 1 January 2018.

For 2012, UBS introduced a new compensation plan, the Deferred Contingent Capital Plan ("DCCP"). The
DCCP strengthens UBS's capital position, as UBS’s regulator (FINMA) recognizes DCCP awards as high-
trigger loss-absorbing capital. Over the next five years, UBS could build up to 100 basis points of high-
trigger loss-absorbing capital from this program, which would act as an additional buffer against declines in
capital.

7 The calculation of UBS's pro-forma Basel Ill RWA combines existing Basel 2.5 RWA, a revised treatment for low-rated securitization
exposures that are no longer deducted from capital but are risk-weighted at 1250%, and new model-based capital charges. Some
of these new models require final regulatory approval and therefore UBS's pro-forma calculations include estimates (discussed
with UBS's primary regulator) of the effect of these new capital charges which will be refined as models and the associated
systems are enhanced.
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Dividends

For 2012, the BoD is recommending a 50% increase in the dividend for shareholders to CHF 0.15 per
share.

UBS's actions to manage its liabilities

Following the announcement in October 2012 of the accelerated implementation of its strategy, UBS has
reduced balance sheet and funding needs and has, therefore, generated capacity within its liquidity and
funding position to be able to repurchase debt selectively, as illustrated by UBS's announcement on 5
February 2013 of cash tender offers for various issues of outstanding notes.

UBS's actions to prudently manage the composition of its liabilities will lower interest expense in the future.
These actions could lead to a tightening of UBS's credit spreads, and as a result, UBS could see significant
own credit charges in the first quarter.

Changes to the UBS Board of Directors

On 12 March 2013, UBS announced that the UBS Board of Directors will nominate Reto Francioni for
election to the Board at the Annual General Meeting of Shareholders on 2 May 2013. Wolfgang
Mayrhuber has announced his decision not to stand for re-election to the Board of Directors at the firm's
Annual General Meeting of Shareholders.

Ml Organisational Structure of the Issuer

UBS AG is the parent company of the UBS Group. The objective of the UBS's group structure is to support
the business activities of the parent company within an efficient legal, tax, regulatory and funding
framework. None of the individual business divisions of UBS or the Corporate Center are legally
independent entities; instead, they primarily perform their activities through the domestic and foreign
offices of the parent bank.

In cases where it is impossible or inefficient to operate via the parent bank, due to local legal, tax or
regulatory provisions, or where additional legal entities join the Group through acquisition, the business is
operated on location by legally independent Group companies. UBS AG's significant subsidiaries as of
31 December 2012 are listed in its annual report as of 31 December 2012 published on 14 March 2013
(the "Annual Report 2012"), on pages 441-442 (inclusive) of the English version.

V. Administrative, Management and Supervisory Bodies of the Issuer

UBS AG is subject to, and acts in compliance with, all relevant Swiss legal and regulatory requirements
regarding corporate governance. In addition, as a foreign company with shares listed on the New York
Stock Exchange ("NYSE"), UBS AG is in compliance with all relevant corporate governance standards
applicable to foreign listed companies.

UBS AG operates under a strict dual board structure, as mandated by Swiss banking law. This structure
establishes checks and balances and preserves the institutional independence of the Board of Directors
("BoD") from the day-to-day management of the firm, for which responsibility is delegated to the Group
Executive Board ("GEB") under the leadership of the Group Chief Executive Officer ("Group CEOQ"). The
BoD decides on the strategy of the Group upon the recommendation of the Group CEO, and supervises
and monitors the business, whereas the GEB, headed by the Group CEO, has executive management
responsibility. The functions of Chairman of the BoD and Group CEO are assigned to two different people,
ensuring a separation of power. The supervision and control of the GEB remains with the BoD. No member
of one board may be a member of the other.

The Articles of Association and the Organization Regulations of UBS AG with their annexes govern the
authorities and responsibilities of the two bodies.

Board of Directors

The BoD is the most senior body of UBS AG. The BoD consists of at least six and a maximum of twelve
members. All the members of the BoD are elected individually by the Annual General Meeting of
Shareholders ("AGM") for a term of office of one year. The BoD's proposal for election must be such that
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three-quarters of the BoD members will be independent. Independence is determined in accordance with
the Swiss Financial Market Supervisory Authority (“FINMA") circular 08/24, the NYSE rules and the rules
and regulations of other securities exchanges on which UBS shares are listed, if any, applying the strictest

standard. The Chairman is not required to be independent.

The BoD has ultimate responsibility for the success of the UBS Group and for delivering sustainable
shareholder value within a framework of prudent and effective controls. It decides on UBS Group's
strategic aims and the necessary financial and human resources upon recommendation of the Group CEO
and sets the UBS Group's values and standards to ensure that its obligations to its shareholders and others

are met.

The BoD meets as often as business requires, and at least six times a year.

Members of the Board of Directors

Members and business

Current positions outside UBS AG

Title Term of office

addresses

Axel A. Weber Member of the Group of Thirty, Washington, D.C.; research
fellow at the Center for Economic Policy Research, London,
and the Center for Financial Research, Cologne; member of
the board of the International Institute of Finance and

Chairman 2013 senior research fellow at the Center for Financial Studies,

UBS AG, Bahnhofstrasse Frankfurt/Main; member of the Monetary Economics and

45, CH-8098, Zurich International Economics Councils of the Verein fir
Socialpolitik; member of the Advisory Board of the German
Market Economy Foundation; member of the Advisory
Council of the Goethe University, Frankfurt/Main.

Michel Demaré

Independent .
. Member of the board of Syngenta, of the IMD Foundation,
Vice 2013 ¢ !

UBS AG, Bahnhofstrasse Chai Lausanne, and of SwissHoldings, Berne.

45, CH-8098, Zurich arman

David Sidwell : Director and Chairperson of the Risk Policy and Capital

Senior Committee of Fannie Mae, Washington D.C.; Senior Advisor

Independent 2013 at Oliver Wyman, New York; Chairman of the board of

ZJSBSCﬁ_GéOgBagthQfsﬁrasse Director Village Care, New York; Director of the National Council on
' » £uric Aging, Washington D.C.

Rainer-Marc Frey
Founder of Horizon21 AG; Chairman of Horizon21 AG, its

Member 2013 holding company and related entities and subsidiaries;

Office of Rainer-Marc member of the board of DKSH Group, Zurich, and of the

Frey, Seeweg 39, CH- Frey Charitable Foundation, Freienbach.

8807, Freienbach

Ann F. Godbehere Board member and Chairperson of the Audit Committee of
Prudential plc, Rio Tinto plc, Rio Tinto Limited, Atrium

Member 2013 Underwriters Ltd., and Atrium Underwriting Group Ltd.,

UBS AG, Bahnhofstrasse London. Member of the board of Arden Holdings Ltd.,

45, CH-8098, Zurich Bermuda, and British American Tobacco plc.

Axel P. Lehmann Member of the Group Executive Committee, Group Chief
Risk Officer and Regional Chairman Europe of Zurich
Insurance Group; Chairman of the board of Farmers Group,

Zurich Insurance Group, Member 2013 Inc.; Chairman of the board of the Institute of Insurance

Mythenquai 2, CH-8002, Economics at the University of St. Gallen; member of the

Zurich Chief Risk Officer Forum; member of the board of
Economiesuisse.

Wolfgang Mayrhuber Chairman of the Supervisory Board and Chairperson of the
Mediation, the Nomination and the Executive Committees
of Infineon Technologies AG, as well as member of the

Deluts.che Lufthansa AG: supervisory boards of Munich Re Group, BMW Group,

Aviation  Center, D Member 2013 . . " .

60546 Frankfurt am Lufthansa Technik AG and Agstrlan Airlines AG; member of

Main ' the board of HEICO Corporation, Hollywood, FL; member of
the executive board of Acatech (Deutsche Akademie der
Technikwissenschaften).

Helmut Panke Member of the board and Chairperson of the Regulatory

Member 2013 and Public Policy Committee of Microsoft Corporation;

BMW AG, Petuelring

member of the board and Chairperson of the Safety & Risk
Committee of Singapore Airlines Ltd.; member of the
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130, D-80788, Munich Supervisory Board of Bayer AG.

William G. Parrett Member of the board and Chairperson of the Audit
Committee of the Eastman Kodak Company, the Blackstone
Member 2013 Group LP and Thermo Fisher Scientific Inc.; Past Chairman
UBS AG, Bahnhofstrasse of the board of the United States Council for International
45, CH-8098, Zurich Business and of United Way Worldwide; member of the
Carnegie Hall Board of Trustees.
Isabelle Romy
Partner at Froriep Renggli, Zurich; associate professor at the
University of Fribourg and at the Federal Institute of
Froriep Renggli, Member 2013 Technology, Lausanne; member and Vice Chairman of the
Bellerivestrasse 201, CH- Sanction Commission of the SIX Swiss Exchange.
8034 Zurich

Beatrice Weder di Mauro Professor at the Johannes Gutenberg University, Mainz;

research fellow at the Centre for Economic Policy Research,
London; member of the board of Roche Holding Ltd., Basel;
member of the Supervisory Board of ThyssenKrupp AG,
Essen, and of the Deutsche Investitions- und
Entwicklungsgesellschaft, Cologne.

Johannes Gutenberg- Member 2013
University Mainz, Jakob
Welder-Weg 4, D-55099

Mainz

Joseph Yam Executive Vice President of the China Society for Finance
and Banking; member of the international advisory councils
of a number of government and academic institutions.

UBS AG, Bahnhofstrasse Member 2013 Board member and Chairperson of the Risk Committee of

45, CH-8098, Zurich China Construction Bank. Member of the board of Johnson
Electric Holdings Limited and of UnionPay International Co.,
Ltd.

On 12 March 2013, UBS announced that the UBS Board of Directors will nominate Reto Francioni for
election to the Board at the Annual General Meeting of Shareholders on 2 May 2013. Wolfgang
Mayrhuber has announced his decision not to stand for re-election to the Board of Directors at the firm's
Annual General Meeting of Shareholders.

Organizational principles and structure

Following each AGM, the BoD meets to appoint its Chairman, Vice Chairman, Senior Independent Director,
the BoD committees members and their respective Chairpersons. At the same meeting, the BoD appoints a
Company Secretary, who acts as secretary to the BoD and its committees.

The BoD committees comprise the Audit Committee, the Corporate Responsibility Committee, the
Governance and Nominating Committee, the Human Resources and Compensation Committee and the
Risk Committee. The BoD has also established a Special Committee in connection with the unauthorized
trading incident announced in September 2011, as well as, in 2012, an ad-hoc committee on strategy to
discuss details of the acceleration of UBS's strategy with the senior management.

Audit Committee
The Audit Committee ("AC") comprises five BoD members, with all members having been determined by
the BoD to be fully independent and financially literate.

The AC does not itself perform audits, but monitors the work of the external auditors who in turn are
responsible for auditing UBS AG's and the Group's annual financial statements and for reviewing the
quarterly financial statements.

The function of the AC is to serve as an independent and objective body with oversight of: (i) the Group's
accounting policies, financial reporting and disclosure controls and procedures, (i) the quality, adequacy
and scope of external audit, (iii) the Group's compliance with financial reporting requirements, (iv) senior
management's approach to internal controls with respect to the production and integrity of the financial
statements and disclosure of the financial performance, and (v) the performance of UBS's Group Internal
Audit in conjunction with the Chairman of the BoD and the Risk Committee.

The AC reviews the annual and quarterly financial statements of UBS AG and the Group as proposed by

management, with the external auditors and Group Internal Audit in order to recommend their approval,
(including any adjustments the AC considers appropriate), to the BoD.
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Periodically, and at least annually, the AC assesses the qualifications, expertise, effectiveness, independence
and performance of the external auditors and their lead audit partner, in order to support the BoD in
reaching a decision in relation to the appointment or dismissal of the external auditors and the rotation of
the lead audit partner. The BoD then submits these proposals for approval to the AGM.

The members of the AC are William G. Parrett (Chairperson), Michel Demaré, Ann F. Godbehere, Isabelle
Romy and Beatrice Weder di Mauro.

Group Executive Board

Under the leadership of the Group Chief Executive Officer (“CEO"), the GEB has executive management
responsibility for the UBS Group and its business. It assumes overall responsibility for the development of
the UBS Group and business division strategies and the implementation of approved strategies. All GEB
members (with the exception of the Group CEO) are proposed by the Group CEO. The appointments are
made by the BoD.

The business address of the members of the GEB is UBS AG, Bahnhofstrasse 45, CH-8001 Zurich,
Switzerland.

Members of the Group Executive Board

Sergio P. Ermotti

Group Chief Executive Officer

Markus U. Diethelm

Group General Counsel

John A. Fraser

Chairman and Chief Executive Officer Global Asset Management

Lukas Gahwiler

Chief Executive Officer UBS Switzerland, Chief Executive Officer Retail &
Corporate

Ulrich Korner

Group Chief Operating Officer,
Chief Executive Officer UBS Group EMEA

Philip J. Lofts

Group Chief Risk Officer

Robert J. McCann

Chief Executive Officer Wealth Management Americas, Chief Executive
Officer UBS Group Americas

Tom Naratil

Group Chief Financial Officer

Andrea Orcel

Chief Executive Officer Investment Bank

Chi-Won Yoon

Chief Executive Officer UBS Group Asia Pacific

JUrg Zeltner

Chief Executive Officer UBS Wealth Management

No member of the GEB has any significant business interests outside UBS AG.

Potential conflicts of interest

Members of the BoD and GEB may act as directors or executive officers of other companies (for current
positions outside UBS AG (if any) please see above under “Members of the Board of Directors”) and may
have economic or other private interests that differ from those of UBS AG. Potential conflicts of interest
may arise from these positions or interests. UBS is confident that its internal corporate governance practices
and its compliance with relevant legal and regulatory provisions reasonably ensure that any conflicts of
interest of the type described above are appropriately managed, including through disclosure when
appropriate.

VL. Auditors

Based on section 31 of the Articles of Association, UBS AG shareholders elect the auditors for a term of
office of one year. At the AGM of 14 April 2010, 28 April 2011 and 3 May 2012, Ernst & Young Ltd.,
Aeschengraben 9, CH-4002 Basel, ("Ernst & Young") were elected as auditors for the financial statements
of UBS AG and the consolidated financial statements of the UBS Group for a one-year term, respectively.

Ernst & Young is a member of the Swiss Institute of Certified Accountants and Tax Consultants based in
Zurich, Switzerland.
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VIL. Major Shareholders of the Issuer

Under the Federal Act on Stock Exchanges and Securities Trading of 24 March 1995, as amended (the
“Swiss Stock Exchange Act”), anyone holding shares in a company listed in Switzerland, or derivative
rights related to shares of such a company, must notify the company and the SIX Swiss Exchange if the
holding attains, falls below or exceeds one of the following thresholds: 3, 5, 10, 15, 20, 25, 33 1/3, 50, or
66 2/3% of the voting rights, whether they are exercisable or not.

The following are the most recent notifications of holdings in UBS AG's share capital filed in accordance
with the Swiss Stock Exchange Act, based on UBS AG's registered share capital at the time of the
disclosure:

e 30 September 2011: Norges Bank (the Central Bank of Norway), 3.04%;
e 12 March 2010: Government of Singapore Investment Corp., 6.45%;
e 17 December 2009: BlackRock Inc., New York, USA, 3.45%.

Voting rights may be exercised without any restrictions by shareholders entered into UBS's share register, if
they expressly render a declaration of beneficial ownership according to the provisions of the Articles of
Association. Special provisions exist for the registration of fiduciaries and nominees. Fiduciaries and
nominees are entered in the share register with voting rights up to a total of 5% of all shares issued, if they
agree to disclose upon UBS AG's request beneficial owners holding 0.3% or more of all UBS AG shares. An
exception to the 5% voting limit rule exists for securities clearing organizations such as The Depository
Trust Company in New York.

As of 31 December 2012, the following shareholders (acting in their own name or in their capacity as
nominees for other investors or beneficial owners) were registered in the share register with 3% or more of
the total share capital of UBS AG: Chase Nominees Ltd., London (11.94%); Government of Singapore
Investment Corp., Singapore (6.40%); the US securities clearing organization DTC (Cede & Co.) New York,
"The Depository Trust Company" (5.28%); and Nortrust Nominees Ltd., London (3.84%).

UBS holds UBS AG shares primarily to hedge employee share and option participation plans. A smaller
number is held by the Investment Bank for hedging related derivatives and for market-making in UBS AG
shares. As of 31 December 2012, UBS held a stake of UBS AG's shares, which corresponded to less than
3.00% of UBS AG's total share capital. As of 31 December 2012, UBS had disposal positions relating to
422,236,769 voting rights, corresponding to 11.02% of the total voting rights of UBS AG. 8.20% of this
consisted of voting rights on shares deliverable in respect of employee awards. The year-end disposal
positions also included the number of shares that may be issued, upon certain conditions, out of
conditional capital to the Swiss National Bank ("SNB") in connection with the transfer of certain illiquid
securities and other positions to a fund owned and controlled by the SNB.

Further details on the distribution of UBS AG's shares, also by region and shareholders' type, and on the
number of shares registered, not registered and carrying voting rights as of 31 December 2012 can be
found in the Annual Report 2012, on pages 225-227 (inclusive) of the English version.

VIIl.  Financial Information concerning the Issuer’s Assets and Liabilities, Financial Position and
Profits and Losses

A description of UBS AG's and UBS Group's assets and liabilities, financial position and profits and losses
for financial year 2011 is available in the Financial information section of the annual report of UBS AG as of
31 December 2011 ("Annual Report 2011"), and for financial year 2012 is available in the Financial
information section of the Annual Report 2012. The Issuer's financial year is the calendar year.

With respect to the financial year 2011, reference is made to the following parts of the Annual Report
2011 (within the Financial information section, English version):

(i) the Consolidated Financial Statements of UBS Group, in particular to the Income Statement on
page 289, the Balance Sheet on page 291, the Statement of Cash Flows on pages 295-296
(inclusive) and the Notes to the Consolidated Financial Statements on pages 297-410
(inclusive); and
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(ii) the Financial Statements of UBS AG (Parent Bank), in particular to the Income Statement on
page 414, the Balance Sheet on page 415, the Statement of Appropriation of Retained
Earnings on page 416, the Notes to the Parent Bank Financial Statements on pages 417-434
(inclusive) and the Parent Bank Review on pages 411-413 (inclusive); and

(iii) the section entitled "Introduction and accounting principles" on page 282.

With respect to the financial year 2012, reference is made to the following parts of the Annual Report
2012 (within the Financial information section, English version):

(i) the Consolidated Financial Statements of UBS Group, in particular to the Income Statement on
page 323, the Balance Sheet on page 325, the Statement of Cash Flows on pages 329-330
(inclusive) and the Notes to the Consolidated Financial Statements on pages 331-455
(inclusive); and

(ii) the Financial Statements of UBS AG (Parent Bank), in particular to the Income Statement on
page 460, the Balance Sheet on page 461, the Statement of Appropriation of Retained
Earnings on page 462, the Notes to the Parent Bank Financial Statements on pages 463-482
(inclusive) and the Parent Bank Review on pages 457-459 (inclusive); and

(iii) the section entitled "Introduction and accounting principles" on page 316.

The annual financial reports form an essential part of UBS's reporting. They include the audited
consolidated financial statements of UBS Group, prepared in accordance with International Financial
Reporting Standards, as issued by the International Accounting Standards Board, and the audited financial
statements of UBS AG (Parent Bank), prepared in order to meet Swiss regulatory requirements and in
compliance with Swiss Federal Banking Law. The Financial information section of the annual reports also
includes certain additional disclosures required under US Securities and Exchange Commission regulations.
The annual reports also include discussions and analysis of the financial and business results of UBS, its
business divisions and the Corporate Center.

Auditing of Historical Annual Financial Information

The consolidated financial statements of UBS Group and the financial statements of UBS AG (Parent Bank)
for financial years 2011 and 2012 were audited by Ernst & Young. The reports of the auditors on the
consolidated financial statements can be found on pages 287-288 (inclusive) of the Annual Report 2011
(Financial information section, English version) and on pages 321-322 (inclusive) of the Annual Report 2012
(Financial information section, English version). The reports of the auditors on the financial statements of
UBS AG (Parent Bank) can be found on pages 435-436 (inclusive) of the Annual Report 2011 (Financial
information section, English version) and on pages 483-484 (inclusive) of the Annual Report 2012 (Financial
information section, English version).

UBS's Annual Report 2011 and Annual Report 2012 are fully incorporated in, and form an integral part of,
this document.

Litigation, Regulatory and Similar Matters

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 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 outcome 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 inherent in all such matters affect the amount and timing of any potential
outflows for both matters with respect to which provisions 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
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. If any of those conditions is not met, such matters
result in contingent liabilities.
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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 significance 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, UBS states that it has established a provision, and for the other
matters it makes no such statement. When UBS makes this statement and it expects disclosure of the
amount of a provision to prejudice seriously its position with other parties in the matter, because it would
reveal what UBS believes to be the probable and reliably estimable outflow, UBS does not disclose that
amount. In some cases UBS is subject to confidentiality obligations that preclude such disclosure. With
respect to the matters for which UBS does not state whether it has established a provision, either (a) it has
not established a provision, in which case the matter is treated as a contingent liability under the applicable
accounting standard, or (b) it has established a provision but expects disclosure of that fact to prejudice
seriously its 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.

The aggregate amount provisioned for litigation, regulatory and similar matters as a class is disclosed in
Note 23a) to the audited consolidated financial statements of UBS's Annual Report 2012. It is not
practicable to provide an aggregate estimate of liability for UBS's litigation, regulatory and similar matters
as a class of contingent liabilities. Doing so would require UBS 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.

Provisions for litigation, regulatory and similar matters by segment

Wealth Wealth Global Retail Corporate Corporate
Manage Manage Investme Asset & Center — Center — Total Total
megnt ment ntBank Manag Corpor Core Legacy 31.12.12  31.12.11

CHF million Americas ement ate  Functions Portfolio
Balance = at  the 96 206 132 4 17 2 26 482 618
beginning of the year
Increase in  provisions
recognized in the 90 133 304 6 19 1,518 616 2,686 396
income statement
Release of provisions
recognized in  the (15) (28) (32) (1) (1) (3) 0 (81) (87)
income statement
Provisions  used in
conformity with (40) (135) (266) (1) (6) (1,222) (15) (1,685) (455)
designated purpose
Reclassifications 0 0 (95) 0 0 44 95 43
Foreign currency
translation / unwind of 0 6) (2) 0 0 (2) (3) (13)
discount
Balance at the end of 130 170 40 7 29 338 720 1,432 482

the year

1. Municipal bonds

In 2011, UBS announced a USD 140.3 million settlement with the US Securities and Exchange Commission
("SEC"), the Antitrust Division of the US Department of Justice ("DOJ"), the Internal Revenue Service
("IRS") and a group of state attorneys general relating to the investment of proceeds of municipal bond
issuances and associated derivative transactions. The settlement resolves the investigations by those
regulators which had commenced in November 2006. Several related putative class actions, which were
filed in Federal District Courts against UBS and numerous other firms, remain pending. Approximately
USD 63 million of the regulatory settlement was made available to potential claimants through a settlement
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fund, the majority of which has been claimed, thereby reducing the total monetary amount at issue in the
class actions for UBS.

2. Auction rate securities

In 2008, UBS entered into settlements with the SEC, the New York Attorney General ("NYAG") and the
Massachusetts Securities Division whereby UBS agreed to offer to buy back Auction Rate Securities ("ARS")
from eligible customers, and to pay penalties of USD 150 million. UBS has since finalized settlements with
all of the states. The settlements resolved investigations following the industry-wide disruption in the
markets for ARS and related auction failures beginning in early 2008. The SEC continues to investigate
individuals affiliated with UBS regarding the trading in ARS and disclosures. UBS was also named in
(i) several putative class actions, which were thereafter dismissed by the court and/or settled; (ii) arbitration
and litigation claims asserted by investors relating to ARS; and (iii) arbitration and litigation claims asserted
by ARS issuers, including a pending litigation under state common law and a state racketeering statute
seeking at least USD 40 million in compensatory damages, plus exemplary and treble damages, and several
pending arbitration claims filed in 2012 and 2013 alleging violations of state and federal securities law that
seek compensatory and punitive damages, among other relief. In November 2012, UBS settled a
consequential damages claim brought by a former customer for USD 45 million.

3. 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. In France, a criminal investigation into allegations of illicit cross-border activity has been
initiated with the appointment of a “Juge d’instruction”. UBS has also received inquiries from German
authorities concerning certain matters relating to its cross-border business. UBS is cooperating with these
inquiries, requests and investigations within the limits of financial privacy obligations under Swiss and other
applicable laws.

4. Matters related to the financial crisis

UBS is responding to a number of governmental inquiries and investigations and is involved in a number of
litigations, arbitrations and disputes related to the financial crisis of 2007 to 2009 and in particular
mortgage-related securities and other structured transactions and derivatives. In February 2013, the SEC
advised UBS that it is terminating its investigation of UBS’s valuation of super senior tranches of
collateralized debt obligations ("CDO") during the third quarter of 2007 without recommending any
enforcement action. UBS is in discussions with the SEC concerning UBS's structuring and underwriting of
one CDO in 2007. UBS has also communicated with and has responded to other inquiries by various
governmental and regulatory authorities concerning various matters related to the financial crisis. These
matters concern, among other things, UBS's (i) disclosures and writedowns, (ii) interactions with rating
agencies, (iii) risk control, valuation, structuring and marketing of mortgage-related instruments, and
(iv) role as underwriter in securities offerings for other issuers.

UBS is a defendant in several lawsuits filed by institutional purchasers of CDOs structured by UBS in which
plaintiffs allege, under various legal theories, that UBS misrepresented the quality of the collateral
underlying the CDOs. Plaintiffs in these suits collectively seek to recover several hundred million dollars in
claimed losses, including one case in which plaintiffs claim losses of at least USD 331 million.

UBS's balance sheet at 31 December 2012 reflected a provision with respect to matters described in this
item 4 in an amount that UBS believes to be appropriate under the applicable accounting standard. As in
the case of other matters for which UBS has 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 UBS has
recognized.

5. Lehman principal protection notes

From March 2007 through September 2008, UBS Financial Services Inc. ("UBSFS") sold approximately
USD 1 billion face amount of structured 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 investor’s
principal was an unconditional obligation of Lehman as issuer of the notes. Based on its role as an
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underwriter of Lehman structured notes, UBSFS has been named as a defendant in a putative class action
asserting violations of disclosure provisions of the federal securities laws. In January 2013, plaintiffs’ motion
to certify the case as a class action, which UBS opposed, was granted with respect to certain claims. UBS is
filing for an appeal of that decision with the Second Circuit. Firms that underwrote other non-structured
Lehman securities have been named as defendants in the same purported class action, and those
underwriters have entered into settlements. In 2011, UBSFS entered into a settlement with the Financial
Industry Regulatory Authority ("FINRA") related to the sale of these notes, pursuant to which
UBSFS agreed to pay a USD 2.5 million fine and up to USD 8.25 million in restitution and interest to a
limited number of investors in the US. UBSFS has also been named in numerous individual civil suits and
customer arbitrations, which proceedings are at various stages. The individual customer claims, some of
which have resulted in awards payable by UBSFS, relate primarily to whether UBSFS adequately disclosed
the risks of these notes to its customers.

6. 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.

UBS was 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 has been named as a
defendant relating to its role as underwriter and issuer of RMBS in a large number of lawsuits relating to
approximately USD 44 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 original face amount of RMBS at issue in these cases, approximately
USD 11 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 33 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.

These lawsuits include actions brought by the Federal Housing Finance Agency ("FHFA"), as conservator for
the Federal National Mortgage Association ("Fannie Mae") and the Federal Home Loan Mortgage
Corporation ("Freddie Mac" and collectively with Fannie Mae, the "GSEs"), in connection with the GSEs’
investments in USD 4.5 billion in original face amount of UBS-sponsored RMBS and USD 1.8 billion in
original face amount of third-party RMBS. These suits assert claims for damages and rescission under
federal and state securities laws and state common law and allege losses of at least USD 1.2 billion plus
interest. The court denied UBS's motion to dismiss in May 2012, but UBS is awaiting a decision from the
US Court of Appeals for the Second Circuit on an appeal with respect to two legal issues that were the
subject of UBS's motion to dismiss. The FHFA also filed suits in 2011 against UBS and other financial
institutions relating to their role as underwriters of third-party RMBS purchased by the GSEs asserting claims
under various legal theories, including violations of the federal and state securities laws and state common
law.

In July 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 various
UBS entities, among others, in connection with USD 2.6 billion in original face amount of UBS-sponsored
RMBS. The named plaintiff's appeal of the dismissal is pending.
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Loan repurchase demands related to sales of mortgages and RMBS: When UBS acted as an RMBS sponsor
or mortgage seller, it generally made certain representations relating to the characteristics of the underlying
loans. In the event of a material breach of these representations, UBS was 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. UBS has been
notified by certain institutional purchasers and insurers of mortgage loans and RMBS, including Freddie
Mac, 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 2013. 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 '

through

5 March
USD million 2006-2008 2009 2010 2011 2012 2013 Total
Actual or agreed loan repurchases / make
whole payments by UBS 11.7 1.4 0.1 13.2

Demands resolved or expected to be
resolved through enforcement of UBS's
indemnification rights against third-party

A8 40 14T
345.6 731.7 1,041.1
Demands rebutted by UBS but not yet
_rescinded by counterparty 32 1.8 290.0 243.8
110.2 1004 18.8 83
Demands in review by UBS 2.1 0.1 9.1 1.7 1.8
Total 122.5 205.1 368.2  1,084.1 1,438.3 1.8 3,220.1

' Loans submitted by multiple counterparties are counted only once.

Assured Guaranty Municipal Corp. ("Assured Guaranty"), a financial guaranty insurance company, made
additional loan repurchase demands totaling approximately USD 182 million in original principal balance in
November and December 2012, and it is not clear when or to what extent additional demands may be
made by Assured Guaranty, Freddie Mac or others.

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 repurchase for reasons including timing and market uncertainties.

In most instances in which UBS would be required to repurchase loans due to misrepresentations, UBS
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. UBS
estimates 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.

UBS cannot reliably estimate the level of future repurchase demands, and does not know whether its
rebuttals of such demands will be a good predictor of future rates of rebuttal. UBS also cannot reliably
estimate the timing of any such demands.

Lawsuits related to contractual representations and warranties concerning mortgages and RMBS: In
February 2012, Assured Guaranty filed suit against UBS RESI in New York State Court asserting claims for
breach of contract and declaratory relief based on UBS RESI's alleged failure to repurchase allegedly
defective mortgage loans with an original principal balance of at least USD 997 million that serve as
collateral for UBS-sponsored RMBS insured in part by Assured Guaranty. Assured Guaranty also claims that
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UBS RESI breached representations and warranties concerning the mortgage loans and breached certain
obligations under commitment letters. Assured Guaranty seeks unspecified damages that include payments
on current and future claims made under Assured Guaranty insurance policies totaling approximately USD
308 million at the time of the filing of the complaint, as well as compensatory and consequential losses,
fees, expenses and pre-judgment interest. The case was removed to federal court, and in August 2012, the
Court granted UBS RESI’s motion to dismiss Assured Guaranty’s claims for breach of UBS RESI's contractual
repurchase obligations, holding that only the trustee for the securitization trust has the contractual right to
enforce those obligations. The Court also granted UBS RESI’s motion to dismiss Assured Guaranty’s claims
for declaratory relief. The Court denied UBS RESI's motion to dismiss Assured Guaranty’s claims for breach
of representation and warranty and breach of the commitment letters. The case is now in discovery.

In October 2012, following the Court’s holding that only the trustee may assert claims seeking to enforce
UBS RESI's repurchase obligations, the RMBS trusts at issue in the Assured Guaranty litigation filed a related
action in the Southern District of New York seeking to enforce UBS RESI’s obligation to repurchase loans
with an original principal balance of approximately USD 2 billion for which Assured Guaranty had previously
demanded repurchase. UBS's motion to dismiss the suit filed by the trusts is pending. With respect to the
portion of the loans subject to the suits filed by Assured Guaranty and the trusts that were originated by
institutions still in existence, UBS is enforcing its indemnity rights against those institutions. At this time,
UBS does not expect that it will be required to make payment for the majority of loan repurchase demands
at issue in the suit brought by the RMBS trusts for at least the following reasons: (1) UBS 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 connection with approximately half of the USD 2 billion in original principal balance of loans at
issue in this suit (reflected in the “In litigation” category in the accompanying table). Additionally, in its
motion to dismiss the suit filed by the trusts, UBS has asserted that, under governing transaction
documents, UBS is not required to repurchase liquidated loans that were the subject of repurchase
demands now at issue in this suit.

In April 2012, 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 RESI’s alleged failure to repurchase such
mortgage loans. The complaint for this suit was filed in September 2012. Freddie Mac 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.

UBS also has tolling agreements with certain institutional purchasers of RMBS concerning their potential
claims related to substantial purchases of UBS-sponsored or third-party RMBS.

As reflected in the table below, UBS's balance sheet at 31 December 2012 included a provision of USD 658
million with respect to matters described in this item 6. As in the case of other matters for which UBS has
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 UBS has recognized.

Provision for claims related to sales of residential mortgage-backed securities and mortgages

31.12.1

USD million 2
_Balance at the beginning of the year 104
_Increase in provision recognized in the income statement 554
_ Release of provision recognized in the income statement 0
Provision used in conformity with designated purpose 0
Balance at the end of the year 658
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7. 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 September 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 March 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.

8. 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 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
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 Luxembourg fund concerned. The total amount claimed against
all defendants was not less than USD 555 million. 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. The BMIS Trustee has appealed the District Court’s decision. 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.

9. 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
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for damages and other awards. In 2009, the City of Milan filed civil proceedings 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. In addition, in 2010 a criminal
trial began against two current UBS employees and one former employee, together with employees from
the three other banks, a former officer of Milan and a former adviser to Milan, for alleged fraud against a
public entity in relation to the same bond issue and the execution, and subsequent restructuring, of the
related derivative transactions. UBS Limited was also the subject (as were the three other banks) of an
administrative charge, brought in the context of the criminal trial of the individuals, of failing to have in
place a business organizational model to avoid the alleged misconduct by employees. In March 2012, UBS
Limited and UBS lItalia SIM Spa finalized a civil damages settlement agreement with Milan without any
admission of liability. The settlement did not dispose of the ongoing criminal or administrative proceedings,
nor did it dispose of a civil consumer group claim lodged in the criminal proceeding. In December 2012 the
Milan criminal court found UBS Limited liable for the administrative offense and convicted the three UBS
employees (two current and one former) of fraud against a public entity. The sanctions against UBS Limited,
which are not effective until appeals 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. Convictions have also been issued against six employees of the three other
international banks, and the banks themselves were also found liable for the administrative offense.

Derivative transactions with the Regions of Calabria, Tuscany, Lombardy and Lazio 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. Florence and Tuscany have also attempted to invoke lItalian administrative law remedies
which purport to allow a public entity to challenge its own decision to enter into the relevant contracts and
avoid their obligations thereunder. In April 2012, UBS AG and UBS Limited settled the existing disputes with
the Region of Tuscany without any admission of liability. In January 2013, the Tuscany criminal court
dismissed without further consequence a related criminal investigation. In November 2012, UBS reached
civil settlements with, respectively, the Regions of Lombardy and Lazio (the latter settlement is conditional
upon Lazio making certain amendments to its pleading in ongoing litigation against third parties), again
without any admission of liability. An in-principle agreement has also been reached with the City of
Florence. Provisions have been booked in respect of these agreed or prospective settlements.

10. HSH Nordbank AG ("HSH")

HSH has filed an action against UBS in New York State court relating to USD 500 million of notes acquired
by HSH in a synthetic CDO transaction known as North Street Referenced Linked Notes, 2002-4 Limited
("NS4"). The notes were linked through a credit default swap between the NS4 issuer and UBS to a
reference pool of corporate bonds and asset-backed securities. HSH alleges that UBS knowingly
misrepresented the risk in the transaction, sold HSH notes with “embedded losses”, and improperly
profited at HSH’s expense by misusing its right to substitute assets in the reference pool within specified
parameters. HSH is seeking USD 500 million in compensatory damages plus pre-judgment interest. The case
was initially filed in 2008. In March 2012, a New York state appellate court dismissed HSH's fraud claim and
affirmed the trial court’s dismissal of its negligent misrepresentation claim and punitive damages demand.
As a result, the claims remaining in the case were for breach of contract and breach of the implied
covenant of good faith and fair dealing. HSH has sought permission to appeal the appellate court’s decision
to the New York Court of Appeals. In March 2013, the parties settled the litigation. UBS had previously
provided for this potential exposure in an amount equal to the settlement amount.

11. 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-Wirttemburg ("LBBW"), in relation to
their respective swaps with KWL. Under the CDS contracts between KWL and UBS, the last of which were
terminated by UBS in 2010, a net sum of approximately USD 138 million has fallen due from KWL but not
been paid. Earlier in 2010, UBS issued proceedings in the English High Court against KWL seeking various
declarations from the English court, in order to establish that the swap transaction between KWL and UBS
is valid, binding and enforceable as against KWL. The English court ruled in 2010 that it has jurisdiction 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
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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.

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's 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 jurisdiction 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 are now proceeding before the German
courts. The Leipzig court has 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 English 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 respectively are defending against the claims and have also issued
counterclaims. Additionally Depfa has added a claim against KWL to the proceedings against it and KWL
has served a defense.

The former managing director of KWL and two financial advisers were convicted on criminal charges of
bribery, and are currently standing trial for related charges of embezzlement, in respect of certain KWL
transactions, including swap transactions with UBS and other banks.

In 2011, the SEC commenced an inquiry regarding the KWL transactions and UBS is providing information
to the SEC relating to those transactions.

12. Puerto Rico

In 2011, a purported shareholder 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 allege 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. Plaintiffs seek
damages of over USD 800 million, which represents plaintiffs' estimate of the difference between the
interest rate the System will pay on the bonds prior to their maturity between 2023 and 2058 and the
return on the investments the System will make with the proceeds of the bond offerings before the
proceeds are used to help the System meet a portion of its obligations to pensioners. UBS is named in
connection with its underwriting and consulting services. Defendants, including UBS, have moved to
dismiss and are awaiting a decision on that motion. The case is pending in the Commonwealth of Puerto
Rico Court of First Instance. UBS is also cooperating with an SEC investigation into the bond offerings.
Separately, in late 2012, an SEC administrative hearing on securities law violation charges against two UBS
PR executives concluded, with a decision expected in late 2013. The charges stemmed from the SEC's
investigation of UBS PR's sale of closed-end funds in 2008 and 2009, which UBS PR settled in April 2012.

13. LIBOR and other benchmark rates

Numerous government agencies, including the SEC, the US Commodity Futures Trading Commission
("CFTC"), the DOJ, the UK Financial Services Authority ("FSA"), 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 competition authorities in various jurisdictions are conducting
investigations regarding submissions with respect to British Bankers’ Association LIBOR (London Interbank
Offered Rate) and other benchmark rates. These investigations focus on whether there were improper
attempts by UBS (among others), either acting on its own or together with others, to manipulate LIBOR and
other benchmark rates at certain times. The UK Parliament is conducting an inquiry into “transparency,
conflicts of interest and the culture and professional standards of the financial services industry including
the interaction with the criminal law”, and a narrower review by the FSA that concerns the LIBOR process is
also ongoing.
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In December 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 will
pay 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, and CHF 59 million in disgorgement to FINMA. Under a
non-prosecution agreement ("NPA") that UBS entered into with the DOJ, UBS has 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 has entered a plea to one count of wire fraud relating to the manipulation of certain
benchmark interest rates, including Yen LIBOR, and the DOJ and UBSSJ have agreed to a sentence to be
imposed on UBSSJ that would include a fine of USD 100 million, which is subject to the discretion of the
sentencing court. The NPA requires UBS to pay the USD 500 million fine to DOJ within 10 days of the
sentencing of UBSSJ, and provides that any criminal penalties imposed on UBSSJ at sentencing, which
currently is scheduled for 15 March 2013, will 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 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). UBS has
ongoing obligations to cooperate with authorities with which it has reached resolutions and to undertake
certain remediation with respect to benchmark interest rate submissions. Investigations by other
government 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 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
LIBOR. The Canadian Competition Bureau has granted UBS conditional immunity in connection with
potential competition law violations related to submissions for Yen LIBOR. As a result of these conditional
grants, UBS will not be subject to prosecutions, fines or other sanctions for antitrust or competition law
violations in the jurisdictions where it has conditional immunity or leniency in connection with the matters
covered by the conditional grants, subject to its continuing cooperation. However, the conditional leniency
and conditional immunity grants UBS has received do not bar government agencies from asserting other
claims and imposing sanctions against UBS, as evidenced by the settlements and ongoing investigations
referred to above. In addition, as a result of the conditional leniency agreement with the DOJ, UBS is 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 UBS satisfying the DOJ and
the court presiding over the civil litigation of its cooperation. The conditional leniency and conditional
immunity grants do not otherwise affect the ability of private parties to assert civil claims against UBS.

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 actions 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.

A number of putative class actions and other actions are pending in the federal courts in New York and
other jurisdictions against UBS and numerous other banks on behalf of parties who transacted in LIBOR-
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. There is a
pending motion to dismiss consolidated amended complaints which were filed by certain parties. 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, federal and state antitrust laws and the federal racketeering statute.
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With respect to additional matters and jurisdictions not encompassed by the settlements and order referred
to above, UBS's balance sheet at 31 December 2012 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 UBS
has 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 UBS has recognized.

14. SinoTech Energy Limited

Since 2011, multiple putative class action complaints have been filed and consolidated in federal court in
Manhattan, against SinoTech Energy Limited ("SinoTech"), its officers and directors, its auditor at the time
of its initial public offering ("IPO"), and its underwriters, including UBS. The second amended complaint
filed in June 2012 alleges, with respect to the underwriters, that the registration statement and prospectus
filed in connection with SinoTech’s 2010 USD 168 million IPO of American Depositary Shares, of which UBS
underwrote 70%, contained materially misleading statements and omissions, including allegations
regarding the authenticity and accuracy of certain asset purchase contracts purportedly entered into
between SinoTech and its vendors. Plaintiff asserts violations of the US federal securities laws and seeks
unspecified compensatory damages, among other relief. UBS and several other defendants have reached an
agreement to settle the lawsuit, which is subject to court approval.

15. Swiss retrocessions

The Zurich High Court decided in January 2012, in a test case, that fees received by a bank for the
distribution of financial products issued by third parties should be considered to be “retrocessions” unless
they are received by the bank for genuine distribution services. Fees considered to be retrocessions would
have to be disclosed to the affected clients and, absent specific client consent, surrendered to them. On
appeal, the Swiss Supreme Court ruled in October 2012 that distribution fees paid to UBS 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.

In November 2012, FINMA 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 in the context of the
mailing of the year-end account statements.

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 will be 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.

UBS's balance sheet at 31 December 2012 reflected a provision with respect to matters described in this
item 15 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, particularly in view of the limited experience to date. Hence as in the case of other
matters for which UBS has 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 UBS has recognized.

16. Unauthorized trading incident

The trial in connection with the unauthorized trading incident that occurred in the Investment Bank and
was announced in September 2011 concluded on 20 November 2012. The defendant was found guilty on
two counts of fraud and not guilty on four counts of false accounting. On 26 November 2012, FINMA and
the FSA announced the findings of their joint investigation. They also announced the actions they have
taken, and the FSA imposed a fine of GBP 29.7 million on UBS.

In October 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. 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. The complaint alleges that UBS misrepresented, through its public

47



statements and financial disclosures, that its risk controls and procedures were effective, and that the falsity
of these representations became apparent when UBS disclosed the unauthorized trading incident in
September 2011, a disclosure that purportedly caused UBS's stock price to drop 10% in one day. The
plaintiff seeks unspecified damages and interest, among other relief. UBS's motion to dismiss the complaint
is pending.

17. 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
USD 1.1 billion, including interest and penalties. 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 assessments are being or will be challenged in administrative
proceedings. In February 2013, the Brazilian tax authority issued a decision that reduced UBS's potential
exposure on an assessment relating to deductions taken for goodwill amortization in connection with the
2006 acquisition of Pactual. The remaining assessment, net of this deduction, is being appealed to the next
level administrative court. 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.

18. Greater Southwestern Funding

In June 2010, UBS was named as a defendant in a putative class action complaint brought in federal court
in Oklahoma relating to its role as underwriter and seller in a bond offering of USD 182 million in zero
coupon bonds originally issued in 1984 by Greater Southwestern Funding Corporation ("GSF"). The
complaint alleges that GSF breached its contractual obligation to make payments on the bonds and is liable
for the principal and interest due on the bonds, and that UBS is liable for GSF's contract indebtedness
under equitable theories, including a corporate “veil-piercing” claim. A class was certified in December
2011. UBS's motion for summary judgment seeking dismissal of all claims against UBS is pending. Trial is
scheduled to begin as early as April 2013.

Besides the proceedings specified above under (1) through (18) no governmental, legal or arbitration
proceedings, which may significantly affect UBS's financial position, are or have been pending during the
last twelve months until the date of this document, nor is the Issuer aware that any such governmental,
legal or arbitration proceedings are threatened.

Significant Changes in the Financial or Trading Situation of the Issuer

There has been no material change in the financial or trading position of UBS since the reporting date of
UBS’s annual report 2012 (including audited consolidated financial statements) for the period ending on
31 December 2012.

IX. Material Contracts

No material agreements have been concluded outside of the normal course of business which could lead to
UBS being subjected to an obligation or obtaining a right, which would be of key significance to the
Issuer’s ability to meet its obligations to the investors in relation to the issued securities.

X. Documents on Display
e The Annual Report of UBS AG as of 31 December 2011, comprising the sections (1) Operating
environment and strategy, (2) Financial and operating performance, (3) Risk, treasury and capital
management, (4) Corporate governance, responsibility and compensation, (5) Financial information
(including the "Report of the Statutory Auditor and the Independent Registered Public Accounting Firm
on the Consolidated Financial Statements” and the "Report of the
Statutory Auditor on the Financial Statements");

e The Annual Report of UBS AG as of 31 December 2012, comprising the sections (1) Operating
environment and strategy, (2) Financial and operating performance, (3) Risk, treasury and capital
management, (4) Corporate governance, responsibility and compensation, (5) Financial information
(including the "Report of the statutory auditor and the independent registered public accounting firm
on the consolidated financial statements” and the "Report of the
statutory auditor on the financial statements"); and
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e The Articles of Association of UBS AG,

shall be maintained in printed format, for free distribution, at the offices of the Issuer for a period of twelve
months after the publication of this document. In addition, the annual and quarterly reports of UBS AG are
published on UBS's website, at www.ubs.com/investors or a successor address. The Articles of Association
of UBS AG are also available on UBS's Corporate Governance website, at www.ubs.com/governance.”
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5) In the Base Prospctuses, as listed introductory on pages 1 to 3, in the section headed
“GENERAL INFORMATION” the paragraph headed ‘Incorporation by Reference’ is replaced

as follows:

The following documents shall be incorporated in, and form part of, this Base Prospectus and may be
obtained free of charge at the registered offices of the lIssuer as well as UBS Deutschland AG,
Bockenheimer Landstrasse 2 - 4, 60306 Frankfurt am Main, Federal Republic of Germany, for a period of

twelve months after the publication of this Base Prospectus:

Incorporated document Referred to in Information
- UBS Annual Report 2011 | - Financial Information - Financial ~ Statements  of
(Financial Information concerning the Issuer’s UBS AG (Group) for the
Section), in English: Assets and Liabilities, financial year:
Financial  Position and

Profits and Losses

(i) page 289, (i) Income Statement,

(i) page 291, (i) Balance Sheet,

(iii) pages 295 - 296 (iii) Statement of Cash Flows,
(inclusive),

(iv) pages 297 -410 (iv) Notes to the Financial
(inclusive), Statements,

(v) page 282, (v) Accounting Standards and

Policies,

(vi) pages 287 - 288 (vi) Report of the Group
(inclusive). Auditors.
- Financial Statements of

UBS AG (Parent Bank) for the
financial year 2011:

(i) page 414, (i) Income Statement,

(i) page 415, (i) Balance Sheet,

(iii) page 416 (iii) Statement of
Appropriation of Retained
Earnings,

(iv) pages 417 — 434 (iv) Notes to the Financial

(inclusive), Statements,

(v) page 411 - 413 (v) Parent Bank Review,

(inclusive),

(vi) page 282, (vi) Accounting Standards and

Policies,

(vii) pages 435 — 436
(inclusive).

(vii) Report of the Statutory
Auditors.

Base Prospectus dated
30 November, 2009 as
supplemented by a
Supplement No. 1 dated
7 April, 2010 and by
Supplement No. 2 dated
20 September, 2010
deposited and approved
by BaFin

Form of Final Terms (page
272 / 273 of this Base
Prospectus)

- Terms and Conditions of the

Notes/Certificates/Bonds and
Related Information 73 — 383

Base Prospectus dated
30 November, 2010 as
supplemented by a
Supplement No. 1 dated
20 April, 2011 and by
Supplement No. 2 dated
11 October, 2011
deposited and approved
by BaFin

Form of Final Terms (page
272 / 273 of this Base
Prospectus)

- Terms and Conditions of the

Notes/Certificates/Bonds and
Related Information 79 — 281
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Base Prospectus dated | Form of Final Terms (page | - Terms and Conditions of the
15 November, 2011 272 / 273 of this Base Notes/Certificates/Bonds and
(except for any Prospectus) Related Information 79 — 270
supplements thereto)

Base Prospectus dated | Form of Final Terms (page | - Terms and Conditions of the
22 June, 2012 (except for 275 / 276 of this Base Notes/Certificates/Bonds and
any supplements Prospectus) Related Information 82 - 273
thereto)

(a) the Quarterly Report of UBS AG as of 31 December 2012 has been filed with the BaFin as appendix
to the Supplement No. 4 as of 18 February 2013 to the Short Form Prospectus dated 11 May 2012;

(b) the Annual Report 2011 of UBS AG has been filed with the BaFin as appendix to the Supplement
dated 19 April 2012 in relation to various Base Prospectuses;

Any information not listed above but contained in the documents incorporated by reference is either not
relevant to investors or is covered elsewhere in the Base Prospectus.”
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6) The following Annual Report 2012 of UBS AG shall be added to the Base Prospectus as listed on
the pages 1 to 3
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Appendix: Annual Report 2012, in English, of UBS AG"

* The following report includes the original document with the original paging which may also include blank pages.
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Annual Report 2012
Letter to shareholders

Dear shareholders,

2012 was an important milestone in our firm’s history. We cele-
brated our 150th anniversary and also began executing our strat-
egy to position the bank for sustainable success amidst the on-
going changes in our industry. Our anniversary gave us the
opportunity to reflect on our strong heritage together with clients
and other stakeholders around the globe, deepening existing rela-
tionships and establishing new ones. UBS has a long tradition of
adapting successfully to change while maintaining the qualities of
excellence and client focus which have always been our hallmarks.
2012 was such a year of adaptation, during which we took deci-
sive action to prepare the bank for the future.

At the end of 2011, we defined a clear strategic direction for our
firm designed to address the challenges of an operating and regu-
latory environment that is fundamentally changing. Our strategy
is shaped by the firm’s guiding principles that place our clients’
interests first and demands we aim for excellence in everything
we do in order to deliver sustainable performance. We believe our
capital strength, enhanced risk controls and efforts to drive opera-
tional efficiency are also prerequisites for success in the changed
environment.

Our strategy focuses on our pre-eminent wealth management
businesses and leading universal bank in Switzerland, comple-
mented by Global Asset Management and the Investment Bank. In
2012, we made excellent progress in further building our industry-
leading capital position and exceeded our targets for risk-weight-
ed asset reduction. We continued to implement Group-wide cost
reduction and efficiency measures, and strengthened our opera-
tional risk controls significantly. In October, from a position of
strength, we announced the acceleration of the implementation
of our strategy in two crucial areas: significantly reducing the risk,
complexity and balance sheet usage associated with our Invest-
ment Bank’s activities; and implementing firm-wide programs to
enhance operational excellence and efficiency. We are pleased that
our actions have been well received by our clients, shareholders
and bondholders.

As the world’s leading wealth management firm we consider capi-
tal strength to be crucial for future success and, on a Basel Il fully
applied basis, we believe we are the best-capitalized global bank.
Our fully applied Basel lll common equity tier 1 ratio! increased by
310 basis points to end the year at 9.8%, already very close to our
regulator’s minimum 2019 requirement of 10%. On a phase-in

basis, our Basel lll common equity tier 1 ratio’ increased 460 basis
points to 15.3%. Another notable achievement during the year
was the successful issuance of USD 4 billion of Basel lll-compliant,
low-trigger, loss-absorbing capital bonds. Reducing risk-weighted
assets and our balance sheet size is crucial to our plans to further
strengthen our capital ratios. We reduced our Basel lll fully applied
risk-weighted assets significantly, finishing the year 32% lower
than at the end of 2011. We were particularly effective in reducing
risk-weighted assets in the Investment Bank and our Legacy Port-
folio. The vast majority of the reductions achieved in our Invest-
ment Bank and in our Legacy Portfolio resulted from sales and
other reductions of exposures. Over the year we reduced our bal-
ance sheet by CHF 158 billion, which we expect will lower our
funding costs in future. We maintained our strong liquidity and
funding positions, ending 2012 with a Basel Ill estimated pro-for-
ma liquidity coverage ratio of 113% and an estimated pro-forma
net stable funding ratio of 108%. Both ratios are comfortably
above the regulatory requirements of 100%. Our increased finan-
cial strength allowed us the flexibility to execute our strategy, pro-
vided reassurance for our clients, shareholders and other stake-
holders, and enabled us to address issues of the past, both those
specific to UBS and others that apply to the industry as a whole.

Maintaining cost discipline and ensuring we operate as effectively
as possible is also critical to the long-term success of the firm. As
previously announced, we are targeting total cost savings of CHF
5.4 billion, including incremental cost savings of CHF 3.4 billion in
addition to the CHF 2 billion cost-savings program announced in
August 2011. In 2012, we continued to make progress in reduc-
ing our underlying cost base, and have achieved CHF 1.4 billion of
effective run-rate cost-reductions since mid-2011, excluding for-
eign exchange movements and the increase in legal expenses in
2012. Over the next three years we expect to make significant
investments that will enable us to serve our clients with greater
agility, improving quality and speed to market.

Strong operational risk controls enable us to deploy appropriate
levels of risk in order to better serve our clients and generate sus-
tainable financial performance. During the year we strengthened
these controls further and stepped up our efforts to reinforce a
culture of accountability and responsibility. Nevertheless, there is
no room for complacency and we will remain vigilant to ensure
that the appropriate checks and balances are in place. As a result
of our success in building our capital ratios and our efforts to re-

1 The pro-forma Basel Ill information is not required to be presented because Basel Il requirements were not in effect on 31 December 2012. Such measures are non-GAAP financial measures
as defined by SEC regulations. We nevertheless include information on the basis of Basel Il requirements because they are effective as of 1 January 2013 and significantly impact our RWA and
eligible capital. The calculation of our pro-forma Basel Il RWA combines existing Basel 2.5 RWA, a revised treatment for low-rated securitization exposures that are no longer deducted from
capital but are risk-weighted at 1250%, and new model-based capital charges. Some of these new models require final regulatory approval and therefore our pro-forma calculations include
estimates (discussed with our primary regulator) of the effect of these new capital charges which will be refined as models and the associated systems are enhanced.



Axel A. Weber Chairman of the Board of Directors Sergio P. Ermotti Group Chief Executive Officer



Annual Report 2012
Letter to shareholders

duce costs and operational risks we will be better able to focus
our energies and resources on driving growth in our businesses.

In 2012, we made substantial progress towards achieving our
strategic objectives and recorded a resilient underlying perfor-
mance. However, our overall results for the year were affected by
the costs involved in shaping the business for future success and
in connection with litigation and regulatory matters to address
issues from the past, including the settlements reached in relation
to LIBOR. Consequently, we reported a pre-tax loss of CHF 1,774
million and a net loss attributable to UBS shareholders of CHF
2,511 million. Diluted earnings per share for the year were nega-
tive CHF 0.67. Adjusted for the effects of own credit, restructur-
ing charges, goodwill impairments, and credits related to changes
in benefit and pension plans, we recorded a pre-tax profit of CHF
3.0 billion.

We made solid progress across all businesses in 2012. Notably,
our Wealth Management business continued to see success in the
fastest growing global markets while adapting to the new cross-
border paradigm. Together, our wealth management businesses
attracted strong net new money inflows totaling almost CHF 47
billion, an increase of over CHF 11 billion on 2011 and an illustra-
tion of our clients’ trust. Wealth Management Americas contin-
ued to make strong progress and achieved a record pre-tax profit
of USD 873 million, an increase of 40% on 2011. Our Retail &
Corporate business delivered a resilient pre-tax performance and
continued to regain market share. It performed exceptionally well
in relation to net new business volume growth, which reached
almost 5%, and recorded deposit inflows of CHF 14 billion, in-
cluding the highest net new client assets for retail clients in Swit-
zerland since 2001. Global Asset Management achieved an in-
creased pre-tax profit in a difficult year for the asset management
industry, as it delivered stronger investment performance to its
clients. The Investment Bank beat our targets in relation to risk-
weighted asset and balance-sheet reductions, allowing the firm to
reach its current industry-leading capital ratios. It performed well

in many of its traditional areas of competitive strength, expanding
in equity and debt capital markets and global syndicated finance.
Its foreign exchange business continued to benefit from the in-
vestments we made in cutting edge e-trading systems, enabling it
to grow volumes significantly.

As a result of our achievements in 2012, particularly in relation to
capital, and as a sign of confidence in our continued ability to
execute our strategy in a disciplined manner, we are recommend-
ing a 50% increase in our dividend for our shareholders for 2012
to CHF 0.15 per share.

As a firm, we believe that it is important that we play an active
and constructive role within the communities in which we do
business. Throughout 2012, our employee volunteering and com-
munity affairs programs contributed to a wide variety of commu-
nity-based projects around the world. We remained focused on
supporting education and entrepreneurship alongside efforts to
promote sustainable business practices, including environmental
practices. In 2012, we supported educational and entrepreneur-
ship activities around the world, investing over CHF 40 million. A
large part of this investment was allocated to the new UBS Inter-
national Center of Economics in Society at the University of Zu-
rich, which we set up to commemorate the firm’s 150th anniver-
sary. The center facilitates top-quality international economic
research that examines interrelationships between society and the
economy and promotes the transfer of knowledge. On the envi-
ronmental front, we continue to take our responsibilities very seri-
ously and are pleased to report that we met our ambitious CO2
emissions reduction target. External experts from the most signifi-
cant climate change-focused investors’ initiative, the Carbon Dis-
closure Project, ranked UBS as the industry leader in the banking
sector and among the top 10 companies worldwide for our mea-
sures to combat climate change. Shareholders can also help us to
achieve our environmental ambitions by opting to read our finan-
cial publications electronically through our Investor Relations
website instead of taking delivery of printed copies.



During the year, the Board of Directors ensured that UBS re-
mained focused on its priorities. It successfully oversaw the con-
tinued implementation of our strategy designed to create a firm
that will thrive in the new banking environment. It ensured that
we made progress in addressing the issues of the past while
driving measures to reinforce a culture of accountability and
responsibility. It also continued to engage in dialogue with
stakeholders on a broad range of issues important to the firm
and its future. Together with the bank’s management, the
Board initiated in-depth discussions with our larger sharehold-
ers to gain a better understanding of their views with regard to
improving the firm’s compensation plans and disclosures. As
part of this report, you will see we took this feedback into ac-
count in developing our best practice compensation structures
for 2012. We believe the changes we implemented better align
the interests of our shareholders, bondholders, regulators and
other stakeholders with those of the firm, specifically its need to
continue executing its strategy successfully going forward. To
strengthen our corporate governance, we have established an
integrated shareholder portal which will be operational from
the end of March 2013. Our registered shareholders will be able
to use the portal to issue instructions for the exercise of their
voting rights after having provided a written appointment of an
independent proxy. In addition, the Board has decided that the
firm will no longer act as a corporate proxy and will no longer
represent the voting rights carried by deposited shares at the
next annual general meeting.

In other Board-related developments, Wolfgang Mayrhuber has
announced his decision not to stand for re-election to the Board
of Directors at the firm’s Annual General Meeting (AGM) of
Shareholders on 2 May 2013. We would like to express our grat-
itude to Wolfgang for his dedication and commitment to UBS
and the valuable expertise he brought to the firm as a member of
the Board of Directors, Chair of the Corporate Responsibility
Committee and member of the Human Resources and Compen-
sation Committee. The Board has announced that it will nomi-

nate Reto Francioni for election to the Board at the AGM in May.
Reto has been Chief Executive Officer of the Deutsche Borse AG
since 2005. Prior to this he was President and Chairman of the
SWX Group in Zurich and is an internationally acknowledged
expert with a long track record in international capital markets
and banking. Subject to his election at the AGM, we believe Reto
Francioni will further strengthen the Board bringing his unique
experience and insights to the firm.

Ultimately the firm’s success rests upon the endeavors of all our
employees. We would both like to take this opportunity to thank
our employees for their continued hard work, dedication and
professionalism throughout what was a challenging year. In
2012, our employees continued to put our clients’ interests first
while adapting to and implementing the transformation of the
firm. Through their efforts we made demonstrable progress in
executing our strategy, putting our firm in a far stronger position
than it was a year ago. We are convinced our strategy is the
right one for UBS, and are determined to maintain our track re-
cord of successful execution in 2013 for the benefit of all our
stakeholders.

14 March 2013
Yours sincerely,

UBS

Pl Y

Axel A. Weber
Chairman of the
Board of Directors

Sergio P. Ermotti
Group Chief Executive Officer
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Key figures

As of or for the year ended
CHF million, except where indicated 31.12.12 31.12.11 31.12.10

Group results

Operating income 25,443 27,788 31,994

Net profit/(loss) attributable to UBS shareholders (2,511) 4,138 7,452
Diluted earnings per share (CHF)' (0.67) 1.08 1.94

Key performance indicators?, balance sheet and capital management, and additional information

Performance

Return on assets, gross (%) 1.9 2.1 2.3
Growth

ot proﬂtgrovvth (%)5 ....................................................................................................... R (44 5) ............... U
et e moneygrowth (%)6 ................................................................................................... gl Lo (08) .
Efficiency

i (%) .................................................................................................... s o g
Capital strength

s capltal s (%)7 ................................................................................................. Sy g e
FINMAIeverage ratlo(%)7 ................................................................................................... R i
Balance sheet and capital management

o I PR 1416962 .......... 131481 .
Equn yattrlbutable S S deges ; 8530 .............. y 3728 .
S per share(CHF)S .................................................................................................. e G s
Tanglblebook valueper o (CHF)8 ............................................................................................... ey e for
R, capltal ratlo(%)’ ..................................................................................................... op g s
o totalcapltalratlo(%)7 .......................................................................................................... Sy by s
BISrlskvve|ghted RN Torees 240962 ............. : 98875
e capltal7 ....................................................................................................... wes ; 8370 ............. ; 5323 .

Additional information

Invested assets (CHF billion)® 2,230 2,088 2,075
Personnel (full-time equivalents) 62,628 64,820 64,617
Market capitalization' 54,729 42,843 58,803

1 Refer to "Note 8 Earnings per share (EPS) and shares outstanding” in the “Financial information” section of this report for more information. 2 For the definitions of our key performance indicators, refer to the “Measure-
ment of performance” section of this report. 3 Net profit attributable to UBS shareholders before amortization and impairment of goodwill and intangible assets/ average equity attributable to UBS shareholders less average
goodwill and intangible assets. 4 Based on Basel 2.5 risk-weighted assets for 2012. Based on Basel Il risk-weighted assets for 2011 and 2010. 5 Not meaningful and not included if either the reporting period or the com-
parison period is a loss period. 6 Group net new money includes net new money for Retail & Corporate and excludes interest and dividend income. 7 Capital management data is disclosed in accordance with the Basel
2.5 framework for 31 December 2012 and 31 December 2011, and in accordance with the Basel Il framework for 31 December 2010. Refer to the "Capital management” section of this report for more information.
8 Refer to the " Capital management” section of this report for more information. 9 In 2012, we refined our definition of invested assets. Refer to “Note 35 Invested assets and net new money" in the “Financial information”
section of this report for more information. Group invested assets includes invested assets for Retail & Corporate. 10 Refer to the appendix “UBS shares” of this report for more information.



Corporate information

The legal and commercial name of the company is
UBS AG. The company was formed on 29 June
1998, when Union Bank of Switzerland (founded
1862) and Swiss Bank Corporation (founded
1872) merged to form UBS AG.

Contacts

UBS AG is incorporated and domiciled in
Switzerland and operates under Swiss Company
Law and Swiss Federal Banking Law as an
Aktiengesellschaft, a corporation that has issued
shares of common stock to investors.

The addresses and telephone numbers of our two
registered offices are: Bahnhofstrasse 45, CH-8001
Zurich, Switzerland, phone +41-44-234 11 11,
and Aeschenvorstadt 1, CH-4051 Basel,
Switzerland, phone +41-61-288 50 50.

UBS AG shares are currently listed on the SIX Swiss
Exchange and the New York Stock Exchange.

Switchboards
For all general queries.

Zurich +41-44-234 1111
London +44-20-7568 0000
New York +1-212-821 3000
Hong Kong +852-2971 8888
www.ubs.com/contact

Investor Relations

UBS's Investor Relations team supports institu-
tional, professional and retail investors from our
offices in Zurich and New York.

UBS AG, Investor Relations
P.O. Box, CH-8098 Zurich, Switzerland

sh-investorrelations@ubs.com
www.ubs.com/investors

Hotline +41-44-234 4100
New York +1-212-882 5734
Fax (Zurich) +41-44-234 3415
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Media Relations

UBS's Media Relations team supports global media
and journalists from offices in Zurich, London,
New York and Hong Kong.

www.ubs.com/media
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London +44-20-7567 4714
ubs-media-relations@ubs.com

New York +1-212-882 5857
mediarelations-ny@ubs.com

Hong Kong +852-2971 8200
sh-mediarelations-ap@ubs.com

Office of the Company Secretary

The Company Secretary receives queries on
compensation and related issues addressed to
members of the Board of Directors.

UBS AG, Office of the Company Secretary
P.O. Box, CH-8098 Zurich, Switzerland

sh-company-secretary@ubs.com

Hotline +41-44-234 3628
Fax +41-44-234 6603
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Shareholder Services

UBS's Shareholder Services team, a unit of the
Company Secretary office, is responsible for
the registration of the global registered shares.

UBS AG, Shareholder Services
P.O. Box, CH-8098 Zurich, Switzerland

sh-shareholder-services@ubs.com
Hotline +41-44-235 6202
Fax +41-44-235 3154

US Transfer Agent
For all global registered share-related queries
in the US.

Computershare
480 Washington Boulevard
Jersey City, NJ 07310-1900, USA
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UBS and its businesses

We draw on our 150-year heritage to serve private, institutional and corporate clients worldwide, as well as retail
clients in Switzerland. Our business strategy is centered on our pre-eminent global wealth management businesses and
our leading universal bank in Switzerland. Together with a client-focused Investment Bank and a strong, well-diversified
Global Asset Management business, we will expand our premier wealth management franchise and drive further
growth across the Group. Headquartered in Zurich and Basel, Switzerland, we have offices in more than 50 countries,
including all major financial centers, and approximately 63,000 employees. UBS AG is the parent company of the UBS
Group (Group). Under Swiss company law, UBS AG is organized as an Aktiengesellschaft, a corporation that has issued
shares of common stock to investors. The operational structure of the Group comprises the Corporate Center and five
business divisions: Wealth Management, Wealth Management Americas, the Investment Bank, Global Asset Manage-

ment and Retail & Corporate.

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. An open
product platform provides clients with access to a wide array of
products from third-party providers that complement our own
product lines.

Wealth Management Americas provides advice-based solutions
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 fami-
lies. It includes the domestic US business, the domestic Canadian
business and international business booked in the US.

The Investment Bank provides a range of products and services in
equities, fixed income, foreign exchange and commodities to cor-
porate and institutional clients, sovereign and government bod-
ies, financial intermediaries, alternative asset managers and UBS’s
wealth management clients. The Investment Bank is an active par-
ticipant in capital markets flow activities, including sales, trading
and market-making across a range of securities. It provides finan-
cial solutions to its clients, and offers advisory and analytics ser-
vices in all major capital markets.

Starting with reporting for the first quarter of 2013, it offers
investment banking and capital markets, research, equities, for-
eign exchange, precious metals and tailored fixed income services
in rates and credit through its two business units, Corporate
Client Solutions and Investor Client Services.

Global Asset Management is a large-scale asset manager with
businesses diversified across regions, capabilities 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, infrastructure
and private equity that can also be combined into multi-asset
strategies. The fund services unit provides professional services,
including fund set-up, accounting and reporting for traditional
investment funds and alternative funds.



Retail & Corporate provides comprehensive financial products and
services to our retail, corporate and institutional clients in Switzer-
land and maintains a leading position in these client segments. It
constitutes a central building block of our universal bank model in
Switzerland, delivering growth to our other businesses. It sup-
ports them by cross-selling products and services provided by our
asset-gathering and investment banking businesses, by referring
clients to them and by transferring private clients to Wealth Man-
agement due to increased client wealth.

The Corporate Center provides control functions for the business
divisions and the Group in such areas as risk control, legal and
compliance as well as finance including treasury services, fund-
ing, balance sheet and capital management. The Corporate
Center — Core Functions provides all logistics and support func-
tions including information technology, human resources, corpo-
rate development, Group regulatory relations and strategic initia-
tives, communications and branding, corporate real estate and
administrative services, procurement, physical and information
security, offshoring as well as Group-wide operations. It allocates
most of its treasury income, operating expenses and personnel
associated with these activities to the businesses based on capital
and service consumption levels. The Corporate Center also en-
compasses certain centrally managed positions, including the
SNB StabFund option, the Legacy Portfolio and, starting with re-
porting for the first quarter of 2013, non-core businesses previ-
ously part of the Investment Bank.
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Our Board of Directors

The Board of Directors (BoD) is our most senior body. Under the leadership of the Chairman, it determines 1 2 3
the strategy of the Group based upon the recommendations of the Group Chief Executive Officer (Group 5 6 7
CEQ). It exercises ultimate supervision of management and is responsible for the appointment and dismissal 2 JjLofl n

of all Group Executive Board (GEB) members, the Company Secretary and the Head of Group Internal Audit
as well as supervising and setting appropriate risk management and control principles for the firm. With the
exception of its current Chairman, Axel A. Weber, all members of the BoD are independent.

10



1 Axel A.Weber Chairman of the Board of Directors, Chairperson of the Governance and Nominating Committee and member of the Corporate
Responsibility Committee 2 Isabelle Romy Member of the Audit Committee and the Governance and Nominating Committee 3 David Sidwell Senior
Independent Director, Chairperson of the Risk Committee and member of the Governance and Nominating Committee 4 Beatrice Weder di Mauro Member
of the Audit Committee and Corporate Responsibility Committee s William G.Parrett Chairperson of the Audit Committee and member of the Corporate
Responsibility Committee ¢ Wolfgang Mayrhuber Chairperson of the Corporate Responsibility Committee and member of the Human Resources and
Compensation Committee 7 Michel Demaré Independent Vice Chairman, member of the Audit Committee and the Governance and Nominating Commit-
tee 8 Axel P. Lehmann Member of the Governance and Nominating Committee and the Risk Committee 9 Ann F. Godbehere Chairperson of the
Human Resources and Compensation Committee and member of the Audit Committee 10 Rainer-Marc Frey Member of the Human Resources and
Compensation Committee and the Risk Committee 11 Joseph Yam Member of the Corporate Responsibility Committee and the Risk Commit-

tee 12 Helmut Panke Member of the Human Resources and Compensation Committee and the Risk Committee

11
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Our Group Executive Board

The management of the firm is delegated by the Board of Directors to the Group Executive Board.
Under the leadership of the Group Chief Executive Officer, the Group Executive Board has executive
management responsibility for the Group and its businesses. It assumes overall responsibility for the
development of the Group and business division strategies and the implementation of approved strategies.

12



1 Sergio P. Ermotti Group CEO 2 Lukas Gahwiler CEO UBS Switzerland and CEO Retail & Corporate 3 Ulrich Kérner Group Chief Operating Officer
and CEO UBS Group Europe, Middle East and Africa 4 Philip J. Lofts Group Chief Risk Officer s Robert J. McCann CEO Wealth Management Americas
and CEO UBS Group Americas 6 Jiirg Zeltner CEO UBS Wealth Management 7 Tom Naratil Group CFO s Chi-Won Yoon CEO UBS Group Asia Pacific
9 Andrea Orcel CEO Investment Bank 10 John A. Fraser Chairman and CEO Global Asset Management 11 Markus U. Diethelm Group General Counsel

13
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The making of UBS

UBS has played a pivotal role in the development and growth of Switzerland’s banking tradition since the firm’s origins
in the mid-19th century. In 2012, the year of our 150th anniversary, we accelerated our strategic transformation of the
firm to create a business model that is better adapted to the new regulatory and market circumstances and that we
believe will result in more consistent and high-quality returns.

The origins of the banking industry in Switzerland can be traced
back to medieval times. This long history may help explain the
widespread impression, reinforced in popular fiction, that Swit-
zerland has always possessed a strong financial sector. In reality,
the size and international reach of the Swiss banking sector we
know today is largely a product of the second half of the 20th

1830 1840 1850 1860

century, strongly influenced by two banks: Union Bank of Swit-
zerland and Swiss Bank Corporation (SBC), which merged to
form UBS in 1998.

At the time of the merger, both banks were already well-estab-
lished and successful in their own right. Union Bank of Switzerland
celebrated its 100th anniversary in 1962, tracing its origins back to
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the Bank in Winterthur. SBC marked its centenary in 1972 with
celebrations in honor of its founding forebear, the Basler Bank-
verein. The historical roots of Paine-Webber, acquired by UBS in 2000,
go back to 1879, while S.G. Warburg, the central pillar upon which
UBS’s Investment Bank was built, commenced operations in 1946.

In the early 1990s, SBC and Union Bank of Switzerland were
both commercial banks operating mainly out of Switzerland. The
banks shared a similar vision: to become a world leader in wealth
management, a successful global investment bank and a top-tier
global asset manager, while remaining an important commercial
and retail bank in their home market of Switzerland.

Union Bank of Switzerland, the largest and best-capitalized
Swiss bank of its time, pursued these goals primarily through a
strategy of organic growth. In contrast, SBC, then the third-larg-
est Swiss bank, grew through a combination of partnership and
acquisition. In 1989, SBC started a joint venture with O’Connor,
a leading US derivatives firm noted for its dynamic and innova-
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Potter Partners

1946
S.G. Warburg Group

1970

tive culture, its meritocracy and its team-oriented approach.
O’Connor brought state-of-the-art risk management and deriva-
tives technology to SBC, and in 1992 SBC moved to fully acquire
O’'Connor. In 1994, SBC added to its capabilities when it ac-
quired Brinson Partners, a leading US-based institutional asset
management firm.

The next major milestone was in 1995, when SBC acquired S.G.
Warburg, the British merchant bank. The deal helped SBC fill a stra-
tegic gap in its corporate finance, brokerage, and research capabili-
ties and, most importantly, brought with it an institutional client
franchise that remains crucial to our equities business to this day.

The 1998 merger of SBC and Union Bank of Switzerland into
the firm we know today created a world-class wealth manager and
the largest universal bank in Switzerland, complemented by a
strong investment bank and a leading global institutional asset
manager. In 2000, UBS grew further with the acquisition of
PaineWebber, establishing the firm as a significant player in the US.
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Since 2000, UBS has established a strong footprint in the Asia-
Pacific region and the emerging markets based on a presence in
many of these countries going back decades. Our new global reach
found expression through our new global UBS brand identity, intro-
duced in 2003.

The firm’s progress was evident in 2006, the most successful
year in its history. However, in 2007 the effects of the global fi-
nancial crisis started to be felt across the financial industry. This
crisis had its origins in the securitized financial product business
linked to the US residential real estate market. Between the third
quarter of 2007 and the fourth quarter of 2009, UBS incurred
significant losses on these assets. The firm responded with deci-
sive action designed to reduce risk exposures and stabilize its busi-
nesses, including raising capital on multiple occasions.

More recently, UBS continued to improve its capital strength to
meet new and enhanced industry-wide regulatory requirements.
Our position as one the world’s best-capitalized banks, together
with our stable funding and sound liquidity positions, provide us
with a solid foundation for our success. In October 2012, from
this position of strength, we announced a significant acceleration
in the implementation of our strategy. This announcement under-
lined our commitment to transform UBS into a less capital- and
balance-sheet-intensive business that is more focused on serving
clients and more capable of maximizing value for shareholders.
We are well prepared for the future with a clear strategy and a
solid financial foundation.

- Refer to www.ubs.com/history for more detailed information on

UBS'’s 150 years of history

In 2012, we celebrated our firm's 150th
anniversary, marking the occasion by
redoubling efforts to enhance our social
and charitable commitments around

the world. Throughout our anniversary
year, we connected with thousands

of our clients worldwide through celebra-
tions in Switzerland and at our major
business locations. All business regions
organized and undertook events and
other activities focused on our employees.
In October 2012, a global volunteering
recognition program gave awards to
individual employees and groups of
employees for outstanding community
involvement.

In Switzerland, our anniversary activities
leveraged existing marketing and sponsor-
ship programs such as our collaboration
with Switzerland Tourism, the UBS
KeyClub bonus program and the UBS
Kids Cup, which had nearly 100,000
participants in 2012. On 25 June 2012,
we distributed more than one million
vouchers to clients and the general
public for boat trips on Swiss lakes.
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We also launched a key education initiative
in April 2012 as part of our anniversary
celebrations. Consisting of six sub-proj-
ects, the UBS Education Initiative centers
on the UBS International Center of
Economics in Society at the University

of Zurich. The initiative will enable the
creation of up to five professorships

in coming years, starting in 2013, to
stimulate cutting-edge international
research into the economic sector.

Other sub-projects go beyond academia.
One example is Explore-it, which aims

to encourage school children’s interest in
science and technology. We also sup-
port Young Enterprise Switzerland,

an initiative which helps school children
learn how the business world works.
Other organizations we work with include
Genilem, which helps young entrepre-
neurs and start-up companies to establish
their businesses, and KMU Next, an
organization for entrepreneurs who

are planning their succession. As part of
a lifelong learning project, we aim to
support employees of all age groups on
their career paths. UBS is also continuing

to invest in the next generation of
talented individuals with the creation of
150 extra apprenticeships over the next
five years and 150 extra internships over
the next three years.

To convey these initiatives and events to
our stakeholders, we launched a special
150th anniversary microsite. We also
distributed a 38-page UBS history brochure
entitled “150 years of banking” to our
employees, pensioners and clients world-
wide, and we published additional feature
articles on UBS’s history that appeared in
our internal media.

Our activities throughout 2012 signaled
our optimism and confidence in the future.
For the remainder of 2013 and beyond, we
will continue to build on our heritage by
strengthening and deepening our business
relationships, and by helping the commu-
nities in which we live and work through
long-lasting and valuable programs.
- Refer to the corporate responsibility
section for more information on UBS's
social and charitable commitments
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Operating environment and strategy
Current market climate and industry drivers

Current market climate and industry drivers

Global stock markets rebounded strongly in 2012, supported by confidence-boosting measures in Europe and expansive
monetary policy. However, the macroeconomic environment worsened, especially in Europe, as the sovereign debt crisis
spilled over to eurozone core countries in the second half of the year. The resulting eurozone recession weakened global

economic activity.

Subdued recovery despite expansive monetary measures

While a series of interventions from central banks gave confi-
dence to stock markets over the year, the macroeconomic envi-
ronment in Europe deteriorated, especially in the second half of
2012, as the unresolved sovereign debt and banking crisis spread
beyond peripheral countries and began to affect core countries
such as France and Germany. The situation worsened with public
spending in eurozone countries contracting as a result of the nec-
essary fiscal consolidation of public finances and as a decline in
consumers’ expenditure reduced the pace of economic activity. At
the same time, the macroeconomic environment and stricter reg-
ulatory requirements prompted banks to speed up deleveraging,
putting an additional dampening effect on economic growth.

In the US, some sectors of the economy, especially housing and
the labor market showed signs of improvement, predominantly in
the second half of the year. However, overall economic perfor-
mance remained lackluster and continued to be subject to uncer-
tainty primarily surrounding fiscal policy, despite a last-minute
compromise at the turn of the year to avoid the fiscal cliff.

Emerging economies remained the global drivers of growth,
but their improvement, particularly China’s, lagged behind that of
previous recoveries, as structural advantages that benefited
emerging economies in the past are gradually fading. Further-
more, growth in emerging countries was also slowed by spillover
effects from recessionary developments in Europe and the slow
recovery of the US. In addition, China was negatively affected by
uncertainty surrounding domestic political developments prior to
the formation of its new government.

Euro crisis persists

In 2012, the European sovereign debt crisis continued to be among
the most significant factors influencing the global economy, de-
spite a series of policy actions aimed at resolving it.

At the beginning of 2012, the rating agency Standard & Poor’s
downgraded the credit ratings of nine eurozone governments,
including France and Austria, both previously AAA-rated coun-
tries. Shortly afterwards, Standard & Poor’s also downgraded the
rating of the European Financial Stability Facility (EFSF). Measures
initiated by the European Central Bank (ECB) to calm markets,
such as the second tranche of its longer-term refinancing opera-
tion, only resulted in short-term relief. The unresolved sovereign
debt and banking crises in peripheral countries threatened to af-
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fect larger nations like Italy and Spain, and as a result more fun-
damental measures were introduced aimed toward a sustainable
crisis resolution. In June, the European Stability Mechanism (ESM)
was granted additional powers, which provided the ESM with
the flexibility to purchase government bonds directly in the pri-
mary market as well as to recapitalize banks directly. In Septem-
ber, the ECB announced the technical framework for its outright
monetary transactions program that allows the ECB unlimited
purchases of government bonds, provided the issuing countries
meet certain conditions regarding their economic policies associ-
ated with the EFSF/ESM.

The economic environment in Greece deteriorated during
2012 and at the end of the first quarter, the eurozone finance
ministers agreed on a further rescue package, which included a
writedown of 53% of the face value of Greek government bonds.
This measure proved insufficient to stabilize the economic situa-
tion in Greece, making a further support program necessary,
which was agreed at the end of the year.

Toward the end of the year, financial conditions in Europe im-
proved and sovereign credit default swap spreads narrowed sig-
nificantly. Nevertheless, the financial stability of the eurozone
continues to be fragile, and significant challenges lie ahead, in-
cluding large-scale bond issuance in Spain during 2013.

The Swiss economy, despite outperforming its European
peers, was also affected by recessionary tendencies in the euro-

Development of sovereign 5-year CDS spreads
of selected eurozone countries
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zone, given its strong economic links. As a consequence, eco-
nomic growth in Switzerland declined to 1% in 2012, from 1.9%
in2011.

Outlook for 2013

While long-term structural issues such as high debts across ad-
vanced economies and unbalanced growth models in emerging
economies remain unsettled, 2013 could mark the dawn of the
post-crisis era. We expect global economic growth to increase
modestly to 3.0% in 2013 from 2.7% in 2012. In the US, head-
winds of private sector deleveraging are receding and recession in
several of the peripheral eurozone countries is expected to be less
significant than previously projected. However, considerable un-
certainties related to the debt crisis, fiscal austerity and wide-
spread deleveraging remain, potentially resulting in only slightly
positive growth in the eurozone in 2013. As we expect global in-
flationary pressures to remain limited, monetary policy in ad-
vanced economies will probably remain accommodative.

Industry drivers

Despite strong share price performance within the financial indus-
try during the year, banks faced a number of challenges.

Regulatory developments remain the main driver behind
structural changes in the industry

Regulators and legislators in 2012 continued to put pressure on the
financial industry to become simpler and more transparent, more
risk-averse and less leveraged. The year was characterized on one
hand by progress in implementing existing regulations, such as Ba-
sel lll and recovery and resolution planning. The year was also char-
acterized on the other hand by new, far-reaching reform proposals
such as the recommendations of the European Commission’s High-
level Expert Group on reforming the structure of the EU banking
sector. These suggested, amongst others, that deposit-taking op-
erations should be separated from large trading activities at Euro-
pean banks. Discussions on the issue are ongoing in Europe, and
the European Commission may propose legislation in 2013.

Over the course of 2012, the financial industry continued to
adjust to new, stricter capital and liquidity rules related to Basel I,
which became effective in Switzerland on 1 January 2013. Over
time, these rules may lead to a fundamental change in the finan-
cial industry’s structure, discouraging many investment banking
and trading strategies. As a consequence, financial institutions are
expected to focus even more on fee-generating business that re-
quires less capital and funding, with increased competition in
these businesses also likely to put pressure on returns.

Despite progress in the implementation of many regulatory
initiatives in 2012, the financial industry continued to face regu-
latory uncertainties on multiple fronts that weigh on the growth
appetite and earning power of the sector. Examples include dis-
crepancies in the way Basel Il has been incorporated into na-
tional rules and its postponed implementation in a number of
participating countries. Uncertainty also remains with regard to

the implementation of the Volcker Rule in the US, for which sev-
eral key elements have yet to be fully defined.

Macroeconomic environment impacting the industry

The macroeconomic environment remained extremely challenging
for the financial industry. While top-line growth was constrained by
stricter regulatory requirements, especially around capital and liquid-
ity standards, the prevailing low-yield environment and flat yield
curve put further pressure on net interest margins and revenues. Ad-
ditionally, credit demand was low, also as a result of spillover effects
following the overall economic downturn. The weak revenue envi-
ronment prompted the industry to focus on increasing operational
efficiency, resulting in widespread cost-saving initiatives, which in-
cluded personnel reductions, branch optimization, and other mea-
sures to realign cost structures with the subdued revenue levels.

From funding challenge to capital challenge in the eurozone
While obtaining sufficient medium- and long-term funding to
maintain a cost-efficient and balanced liquidity and funding posi-
tion was a key challenge in 2011, a series of central bank mea-
sures, such as the ECB’s longer-term refinancing operation, have
somewhat eased funding pressure on EU banks. In 2012, the
challenge was rather meeting minimum capital requirements de-
fined by regulators and policy makers. For example the European
Banking Authority required banks to build up additional capital
buffers to reach a level of 9% core tier 1 capital ratio by the end
of June 2012. Following this recommendation an EU-wide recapi-
talization exercise was initiated to close the capital requirements
of certain banks. This exercise resulted in an increase in banks’
capital positions in Europe of more than EUR 115 billion by means
of multiple recapitalization measures. The majority of the required
recapitalization was achieved through direct capital measures,
which included the issuance of new ordinary shares, the payment
of dividends in shares, retained earnings and the conversion of
hybrid capital into common capital. Further measures included a
reduction of risk-weighted assets, for instance through the dis-
posal of assets and continued deleveraging.

Final recapitalization amount against the initial shortfall
of EBA recapitalization exercise
EUR billion

[ Direct capital measures ——————— .

0 20 40 60 80 100 120

Initial shortfall EUR 75.8 billion
M Recapitalization EUR 78.9 billion

Ongoing backstop measures EUR 4.3 billion
M RWA measures EUR 32.5 billion

Source: EBA Final Report on the implementation of Capital Plans, October 2012
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In Switzerland, the two largest banks face new capital require-
ments, which were defined as part of the revisions of the capital
adequacy and banking ordinances, issued on 1 June 2012 to im-
plement the “too-big-to-fail” law and Basel Il

- Refer to the “Regulatory developments” section of this report

for more information

Continued pressure on client confidentiality

Pressure on client confidentiality continued to increase worldwide.
In this context, Switzerland's bilateral withholding tax agreements
with the United Kingdom and Austria came into force on 1 Janu-
ary 2013. Under these agreements, residents of both countries can
have their existing banking relationships in Switzerland retrospec-
tively treated as declared either by making a one-time tax payment
or by disclosing their accounts. Future investment income and
capital gains of residents of Austria and the United Kingdom with
undisclosed accounts in Switzerland will be subject to a final with-
holding tax, with Switzerland transferring the proceeds to the re-
spective authorities. While additional withholding tax negotiations
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between Switzerland and other EU countries are ongoing, Switzer-
land’s bilateral tax treaty with Germany was rejected by the Ger-
man Bundesrat in November 2012 and a specially appointed me-
diation committee within the German parliament was unable to
reach agreement on the treaty in December 2012.

Furthermore, the Swiss Federal Council announced the overall
direction regarding the new financial integrity strategy (Weiss-
geldstrategie), which foresees that by implementing enhanced
due diligence requirements, banks and other financial intermedi-
aries should be prevented from accepting assets that are not tax-
compliant.

Pressure on client confidentiality will have an impact on the
business of banks serving cross-border clients, particularly in Swit-
zerland. As a consequence, the financial services industry will
need to adapt to new client demands, rethink its cross-border
value propositions and make significant efforts to ensure opera-
tional readiness and compliance. This is likely to be a challenge,
particularly for smaller banks, and is expected to lead to further
consolidation in the sector.



Regulatory developments

In 2012, many regulatory initiatives, launched following the 2007-2009 financial crisis, progressed toward implementation.
In particular, changes to capital adequacy and banking ordinances to implement the “too-big-to-fail” law and Basel Ill in
Switzerland were finalized and entered into force on 1 January 2013.

Regulatory developments in Switzerland

The Swiss “too-big-to-fail” (TBTF) law, a revision of the Swiss
banking law, or Bankengesetz, was adopted on 30 September
2011. Related changes to Swiss capital adequacy and banking
ordinances were issued on 1 June 2012, which also supported the
implementation of Basel lll. Following the revision of the Capital
Adequacy Ordinance, Swiss banks have to comply with the Basel
lll-related requirements based on a transitional timetable, accord-
ing to which requirements are phased in from 1 January 2013 and
will take effect on a fully applied basis on 1 January 2019.

On top of the Basel Il requirements, specific TBTF rules apply
for systemically relevant banks in Switzerland (currently defined as
UBS and Credit Suisse by the Swiss National Bank). These institu-
tions will have to fulfill the following capital requirements: (i) a
minimum of 4.5% of risk-weighted assets (RWA) in the form of
Basel Il common equity tier 1 (CET1) capital, (i) a buffer of 8.5%
composed of a minimum of 5.5% of RWA in the form of Basel Il
CET1 capital and up to 3% of RWA in the form of high-trigger
loss-absorbing capital, which can also be substituted by Basel IlI
CET1 capital, and (iii) a progressive component that depends on
the total exposure and market share of the bank and that should
be fulfilled with low-trigger loss-absorbing capital. We expect our
requirement for this progressive component in 2019 to fall to
4.5% from 6.0% due to our planned reduction in balance sheet
size related to the accelerated implementation of our strategy
announced in October 2012 and the resulting reduction in total
exposure. We expect this to reduce our total capital requirement
to 17.5% by 2019.

Furthermore, the Capital Adequacy Ordinance introduces a
new minimum leverage ratio. The leverage ratio requirement is set
at a level of 24% of the minimum capital ratio requirement for the
capital base, the buffer capital and the progressive component.
Based on our expected total capital requirement of 17.5%, we
estimate that this leverage ratio will be approximately 4.2% as of
1 January 2019.

In addition, systemically relevant banks are required to produce
recovery plans and resolution planning materials, including an emer-
gency plan which demonstrates how systemically important func-
tions in Switzerland are to be maintained in the event of impending
insolvency. UBS submitted the plans and planning materials to the
Swiss Financial Market Supervisory Authority (FINMA) in 2012. UBS
was also required to submit initial recovery and resolution planning
documentation to authorities in the UK, the US and Germany.

Under the new Swiss TBTF regulation, systemically relevant
banks are eligible for a capital rebate on the progressive compo-
nent if they take actions that facilitate recovery and resolvability
beyond the minimum requirements to ensure the integrity of sys-
temically important functions in the case of impending insolvency.
The regulation does not specify what actions would be sufficient
to justify a rebate or the magnitude of any rebate, both of which
would be determined by FINMA.

Finally, with the revision of the Capital Adequacy Ordinance, a
mechanism for activating a countercyclical capital buffer was intro-
duced. If activated, banks would be required to fulfill additional
capital requirements of up to 2.5% of RWA on some or all risk ex-
posures in Switzerland in the form of Basel lll CET1 capital. The
Swiss National Bank can, after consulting with FINMA and inform-
ing the Federal Department of Finance, formally propose the activa-
tion of the buffer to the Federal Council, which decides on its activa-
tion on a case-by-case basis, depending on credit growth and the
systemic risk situation in Switzerland. In February 2013, following
such a proposal by the Swiss National Bank, the Federal Council
decided to activate the countercyclical capital buffer with respect to
mortgage loans financing residential property located in Switzer-
land. The buffer has been set at 1% of associated RWA. Banks in
Switzerland must fulfill this additional requirement by 30 September
2013. The effect of the activation of the countercyclical buffer on
our capital requirements is not material.

A further important development in Switzerland was FINMA's
decision to apply a bank-specific multiplier for banks using the
internal ratings-based (IRB) approach when calculating RWA for
Swiss residential mortgages. The purpose of the multiplier is to
reduce the difference in RWA between the IRB and the standard-
ized approach as well as to improve resilience to periods of stress
in the Swiss real estate market. This multiplier is designed to be
applied to new and renewed mortgages starting on 1 January
2013 and as a result, the entire Swiss residential mortgage port-
folio will become subject to this multiplier over several years.
Starting 1 January 2013, we apply a multiplier to the portfolio,
phasing in the effect over the next seven years. Assuming no
change in the portfolio size or other characteristics, we expect this
multiplier to result in increased RWA of CHF 2-3 billion each year
from 2013 through 2019.

With regard to the Basel Ill liquidity framework, the Group of
Governors and Heads of Supervision, the oversight body of the
Basel Committee on Banking Supervision, announced a summary
of amendments to the liquidity coverage ratio (LCR). These revi-
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sions include a broadening of the range of assets eligible as high-
quality liquid assets as well as some amendments to the assumed
outflow rates to reflect actual experience in periods of stress more
accurately. In addition, banks were given more time to build up re-
quired liquidity as the implementation of the LCR will be staggered,
starting at 60% in 2015 and rising in annual steps to meet the
100% minimum standard by 2019. The impact of these changes
on UBS will depend on whether and to what degree FINMA makes
corresponding changes to its Basel Il liquidity ratio rules.
-> Refer to the “Our strategy” and the “Risk, treasury and capital
management” sections of this report for more information

In a referendum in March 2013, the Swiss cantons and voters
accepted an initiative to give shareholders of Swiss listed compa-
nies more influence over board and management compensation.
The Federal Council must issue an ordinance within one year of the
vote, and parliament must subsequently enact legislation to imple-
ment the requirements of the constitutional provisions. It will only
be possible to assess the impact of the vote on UBS once concrete
legislation and implementation measures are in place. UBS, togeth-
er with the Swiss Business Federation, will play a constructive part
in the process of developing implementation measures, with the
aim of maintaining Switzerland’s competitiveness as an interna-
tional business location.

A number of key initiatives continue to be delayed in the EU

In 2012, the European Commission initiated a number of regula-
tory initiatives, forming part of the EU response to the 2007-2009
financial crisis. Key new legislative proposals included (i) a pro-
posal for a banking union, which includes a single supervisory
mechanism that would provide the ECB with supervisory powers
over large EU banks, (ii) the Crisis Management Directive, which
addresses recovery and resolution of banks and investment firms,
and (iii) the Undertakings for Collective Investment in Transferable
Securities V Directive, which provides new requirements for de-
positaries and fund managers.

22

An agreement was reached on the European Markets Infrastruc-
ture Regulation, which fulfills the G20's commitment to clear stan-
dardized over-the-counter (OTC) derivative contracts through a
central counterparty and to report derivative transactions to trade
repositories. However, political agreement on the Capital Require-
ments Directives IV, implementing Basel Ill in the EU, was not
reached before the end of 2012. Therefore, the implementation of
Basel lll is being delayed in the EU. In addition, the review of the
Markets in Financial Instruments Directive was another high priority
dossier on which no political agreement was reached in 2012.

The financial transaction tax is another topic likely to shape the
political agenda in 2013. Following an agreement among Austria,
Belgium, Estonia, France, Germany, Greece, ltaly, Portugal, Slova-
kia, Slovenia and Spain to implement such a tax, the European
Commission published its legislative proposal in February 2013.
The text will now be discussed in the Council, while the Parlia-
ment will provide a non-binding opinion. Furthermore, in October
2012, the European Commission’s High-level Expert Group on re-
forming the structure of the EU banking sector issued its recom-
mendations in the so-called Liikanen report, including the manda-
tory separation of significant trading activities. The European
Commission may now decide whether to legislate on further
structural reforms of the banking sector following these recom-
mendations. In the UK, work continues on the recommendations
of the Independent Commission on Banking (ICB), which pro-
posed in particular the ring-fencing of large retail operations in
the UK. To give effect to the ICB's recommendations, on 4 Febru-
ary 2013 the Financial Services (Banking Reform) Bill was intro-
duced in the country’s parliament.

In the US significant progress was made on the implemen-
tation of Dodd-Frank

Developments in US regulatory initiatives related primarily to rule-
making stemming from the Dodd-Frank Act passed in July 2010.
Regulators made significant progress and many rules were issued
in final form during 2012.



UBS AG registered as a swap dealer in the US at the end of
2012 enabling the continuation of swaps business with US per-
sons. Regulations issued by the Commodity Futures Trading
Commission (CFTC) impose substantial new requirements on
registered swap dealers for clearing, trade execution, transac-
tion reporting, recordkeeping, risk management and business
conduct. The CFTC has granted time-limited relief to initially
limit the scope of new requirements to transactions with US per-
sons. Certain of the CFTC's regulations, including those relating
to swap data reporting, recordkeeping, compliance and supervi-
sion, are expected to apply to UBS AG globally once this time-
limited relief expires. Application of these requirements to UBS's
swaps business with non-US persons will present a substantial
implementation burden, will likely duplicate or conflict with le-
gal requirements applicable to UBS outside of the United States
and may place UBS at a competitive disadvantage to firms that
are not CFTC-registered swap dealers. The Securities and Ex-
change Commission (SEC) is expected to propose rules for the
extraterritorial application of its regulation of securities-based
swaps in the first half of 2013, and to require registration of
securities-based swap dealers in the US following adoption of
such rules. SEC regulation of securities-based swaps may pre-
sent similar risks to CFTC rules.

Another key topic remains the Volcker Rule, which would pro-
hibit banking entities from engaging in proprietary trading, sub-
ject to permitted exceptions, including market-making, hedging
and underwriting activities. The rule would also limit banking en-
tities from investing in hedge funds, private equity funds and
other similar “covered funds” except under limited circumstanc-
es, and broadly limit investments and other transactional activities
between banks and covered funds. The two-year transition period
to comply with the Volcker Rule’s prohibition commenced in July
2012. US regulators proposed regulations to further implement
the Volcker Rule, and additional regulations are expected in the
first half of 2013. It is unclear if the next issuance of Volcker regu-
lations will be proposed or final. Depending on the nature of the
final rules, as well as the manner in which they are implemented,

the Volcker Rule could have a substantial impact on market liquid-
ity and the economics of market-making. We are not able to esti-
mate the effect of the implementation of the Volcker Rule compli-
ance program on permitted trading activities until regulations,
including the required metrics, are finalized and these required
metrics are calculated and calibrated.

The regulation of foreign banking organizations within the US
became a key Dodd-Frank Act topic at the end of 2012. The
Federal Reserve Board issued proposed rules for foreign banking
organizations in the US (under sections 165 and 166 of Dodd-
Frank Act) that include (i) a requirement for an intermediate hold-
ing company to hold US subsidiary operations, (ii) risk-based
capital and leverage requirements, (iii) liquidity requirements
(both substantive and procedural), (iv) single-counterparty credit
limits, (v) risk management and risk committee requirements, (vi)
stress test requirements, including public disclosure of the results,
(vii) a debt-to-equity limit, and (viii) a framework for early reme-
diation of financial weaknesses. Requirements differ based on
the overall size of the foreign banking organization and the size
of its US-based assets. UBS will be subject to the most stringent
requirements based on the current size of its global and US op-
erations.

The Dodd-Frank Act and the Foreign Account Tax Compliance
Act both require UBS to look at the activities conducted through
all legal entities across the UBS Group to determine the applicabil-
ity of the rules. These regulatory regimes impose registration and
ongoing reporting obligations. UBS will need to implement a
comprehensive compliance program to address these require-
ments, which will extend to all business divisions and legal enti-
ties, not just those based in the US.

Other important regulations in the US include mortgage lend-
ing and consumer finance reform as well as changes to the re-
quirements for financial advisors.

Finally, while initial proposals on Basel lll rules were issued for
consultation in June 2012 in the US, final rules are still pending
and implementation is being delayed beyond the internationally
agreed timetable.

23

Operating environment and strategy



Operating environment and strategy
Our strategy

Our strategy

We are committed to providing clients with superior financial advice and solutions while generating attractive and
sustainable returns for shareholders. Our strategy centers on our Wealth Management and Wealth Management Americas
businesses and our leading universal bank in Switzerland, supported by our Global Asset Management business and
our Investment Bank. Our strategy builds on the strengths of all of our businesses. It focuses our efforts on areas in which
we excel and seeks to capitalize on the compelling growth prospects in the businesses and regions in which we operate.

Acceleration of our strategic transformation

Since presenting our strategy at our Investor Day in November
2011, we have successfully executed on our plans to improve our
already strong capital position and reduce Basel Il risk-weighted
assets (RWA) and costs. Just over one year into the transformation
of our firm, our Basel Il capital ratios remain among the highest
in our peer group, and we have reduced Basel Ill RWA' by 35%.
Furthermore, we are on track with our CHF 2.0 billion cost reduc-
tion program announced in August 2011.

In October 2012, from this position of strength, we announced
a significant acceleration in the implementation of our strategy.

Basel Il - Risk-weighted assets

Significant reduction in Basel Il RWA

50% reduction

|— 35% reduction

N
gE
~ 2
=8
m

M SNB StabFund'
Legacy Portfolio (until 4Q12)

Non-core
Non-core and Legacy Portfolio (from 1Q13)
B WM/WMA/R&C/Global AM/CC—Core Functions

1 RWA associated with UBS's option to purchase the SNB StabFund's equity (treated as a participation with
full deduction from CET1 capital starting from the second quarter of 2012). 2 In 1Q13, we transferred
approximately CHF 67 billion of RWA from the Investment Bank to the Corporate Center. On a pro-forma
basis as of year-end, the RWA for the Non-core and Legacy Portfolio would have represented approximately
CHF 105 billion, while for the Investment Bank it would have been CHF 64 billion.

M Investment Bank

This announcement underlined our commitment to transform our
Group into a less capital- and balance-sheet-intensive business
that is more focused on serving clients and capable of maximizing
value for shareholders. We are transforming our Investment Bank,
focusing on its traditional strengths in advisory, research, equities,
foreign exchange and precious metals, and we are taking addi-
tional action to reduce costs and improve efficiency across the
Group.

We are exiting certain business lines, predominantly those in
fixed income, that have been rendered less attractive by changes
in regulation and market developments. After transferring the
non-core businesses and positions to be exited to the Corporate
Center, we have retained limited credit and rates trading in our
Investment Bank, along with structured financing capabilities, to
support its solutions-focused businesses. Our leading equities and
foreign exchange businesses, including our emerging markets for-
eign exchange capabilities, continue to be cornerstones of our
Investment Bank’s services. We have not significantly altered our
advisory and capital markets businesses, but have reorganized our
existing business functions to better serve our clients. As a result
of the abovementioned transfers and additional RWA reductions,
our Investment Bank started 2013 operating with approximately
CHF 64 billion of Basel lll RWA, within its target RWA of CHF 70
billion or less. We are convinced that our new Investment Bank is
capable of delivering returns well in excess of its cost of capital,
and we are targeting a pre-tax return on attributed equity of
greater than 15% starting in 2013 in this division.

Our Corporate Center is tasked with managing non-core as-
sets, previously part of the Investment Bank, in the most value-
accretive way for shareholders. These diversified assets will be re-
ported within our “Non-core and Legacy Portfolio” unit within
the Corporate Center from the first quarter of 2013. At the end
of 2012, this portfolio represented approximately CHF 105 billion
in Basel Il RWA, which we aim to reduce progressively to ap-
proximately CHF 25 billion by the end of 2017. As a result, we are
targeting Group RWA of less than CHF 200 billion on a fully ap-
plied Basel lll basis by the end of 2017.

1 The pro-forma Basel Il information is not required to be presented because Basel Il requirements were not in effect on 31 December 2012. Such measures are non-GAAP financial measures as defined by SEC regula-
tions. We nevertheless include information on the basis of Basel Il requirements because they are effective as of 1 January 2013 and significantly impact our RWA and eligible capital. The calculation of our pro-forma
Basel Il RWA combines existing Basel 2.5 RWA, a revised treatment for low-rated securitization exposures that are no longer deducted from capital but are risk-weighted at 1250%, and new model-based capital charges.
Some of these new models require final regulatory approval and therefore our pro-forma calculations include estimates (discussed with our primary regulator) of the effect of these new capital charges, which will be

refined as models and the associated systems are enhanced.
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Maintaining cost discipline is critical to our long-term success
and is a key element of the cost reduction plans we announced in
October 2012. To this end, we announced measures to achieve
additional annual costs savings of CHF 3.4 billion by 2015 that
include reducing our Investment Bank's complexity and size, im-
proving organizational effectiveness, primarily in our Corporate
Center, and introducing lean front-to-back processes across our
Group. These savings come in addition to the CHF 2.0 billion an-
nual cost reduction program that we announced in 2011 and ex-
pect to complete by the end of 2013. As a consequence of our
measures to support the long-term efficiency of our firm, we ex-
pect our headcount to be around 54,000 in 2015 compared with
approximately 63,000 at the end of 2012. Our investment in
these initiatives is reflected in restructuring charges of CHF 258
million in the fourth quarter of 2012 and expectations of further
incremental charges of approximately CHF 1.1 billion in 2013,
CHF 0.9 billion in 2014 and CHF 0.8 billion in 2015.

Our efficiency programs will free up resources to make invest-
ments over the next three years to support growth across our firm
and enable us to service our clients with greater agility and effec-
tiveness, improving quality and speed to market. These investments
are expected to reach CHF 1.5 billion over the next three years.

2013 and 2014 will be key years of transition for our Investment
Bank and our Group as we work through our plans to restructure
our businesses and reduce our cost base. As a result, during these
years we expect our Group to deliver a return on equity in the mid-
single digits as we transform our business. We believe the changes
we are making will enable us to deliver improved returns and thus
we have set a Group return on equity target of more than 15%
from 2015 onwards. We are also targeting a Group cost/income
ratio of 60% to 70% from 2015 onwards.

We are well prepared for the future with a clear strategy and a
solid financial foundation. We are firmly committed to returning
capital to our shareholders and plan to continue our program of
progressive returns to shareholders with a proposed 50% increase
in dividends to CHF 0.15 per share for the financial year 2012.
Once we have achieved our capital targets, we are aiming for a
total payout ratio of 50%, consisting of a baseline dividend and
supplementary returns. We intend to set a baseline dividend at a
sustainable level, taking into account normal economic fluctua-
tions. The supplementary capital returns will be balanced with our
need for investment and any buffer we choose to maintain for a
more challenging economic environment or other stress scenari-
os. Through the successful implementation of our strategy, we
believe we can sustain and grow our business and maintain a
prudent capital position.

Our business divisions

Our Wealth Management business provides comprehensive finan-
cial services to high net worth and ultra high net worth individuals
in over 40 countries. We will continue to strengthen Wealth Man-
agement’s industry-leading position, particularly in growth mar-
kets such as Asia-Pacific and the emerging markets. This will en-

Annual performance targets’
Group targets:

11.5% in 2013
13.0% in 2014

60-70% from 2015
> 15% from 2015

Basel Il CET1 ratio fully applied

Cost/income ratio
Return on equity?

Business division targets:

Wealth Net new money growth rate 3-5%

Management Gross margin 95-105 bps
Cost/income ratio 60-70%

Wealth Net new money growth rate 2-4%

Management Gross margin 75-85 bps

Americas Cost/income ratio 80-90%

Investment Bank Pre-tax RoAE? > 15%

(effective from 1.1.2013)  Basel lll RWA < CHF 70 billion
Cost/income ratio 65-85%

Global Asset Net new money growth rate 3-5%

Management Gross margin 32-38 bps
Cost/income ratio 60-70%

Retail & Corporate Net new business volume growth 1-4%
Net interest margin 140-180 bps
Cost/income ratio 50-60%

Non-core and Legacy Portfolio? targets:

Basel Ill RWA 31.12.13 ~CHF 85 billion
31.12.15 ~CHF 55 billion
31.12.17 ~CHF 25 billion

1 Excluding own credit and significant non-recurring items (e.g. restructuring costs) unless otherwise stated;
targets assume constant FX rates. 2 Group RoE as reported is expected to average in the mid-single digits in
2013-2014. 3 RoAE = return on attributed equity. 4 Comprises Legacy Portfolio as well as non-core assets,
previously part of the Investment Bank and reported in Corporate Center from the first quarter of 2013.

able us to capitalize on wealth generation growth rates that are
expected to continue outstripping economic growth. We are de-
veloping our business model as a dynamic wealth manager with
investment management capabilities at its core. We are trans-
forming our European operating model to reflect our clients’ con-
verging needs, to increase efficiency and to anticipate the chang-
ing regulatory environment in this market. Our clients continue to
benefit from our global research, superior investment advice and
solutions, execution competencies and access to global financial
markets. To this end, and with the ultimate goal of improving our
clients’ investment performance, our Chief Investment Officer or-
ganization synthesizes the research and expertise of our global
network of economists, strategists, analysts and investment spe-
cialists from across all business divisions and asset classes. Wealth
Management aims to achieve a net new money growth rate of
3% to 5%, a gross margin of 95 to 105 basis points and a cost/in-
come ratio of 60% to 70%.

Wealth Management Americas provides advice-based solu-
tions through financial advisors who deliver a fully-integrated set
of products and services to individuals and families mainly in the
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United States and Canada. We remain committed to our client-
focused and advisor-centric strategy and consider ourselves
uniquely positioned to serve high net worth and ultra high net
worth individuals and families in the world’s largest wealth mar-
ket. We believe the long-term growth prospects of wealth man-
agement are attractive in the Americas, with our target high net
worth and ultra high net worth markets expected to be the fast-
est-growing segments in terms of invested assets. We will con-
tinue our strategic banking initiatives, including mortgage and
securities-based lending initiatives, to ensure continued growth in
balances from our target client base. Our Wealth Management
Americas business targets a net new money growth rate of 2% to
4%, a gross margin of 75 to 85 basis points and a cost/income
ratio of 80% to 90%.

Our Investment Bank is among the global market leaders in its
core businesses of advisory, research, equities, foreign exchange
and precious metals. We will continue to invest in these areas and
compete to increase market share. In order to align the delivery of
our services and the execution of our strategy with the needs of
our core clients, the Investment Bank has been reorganized into
two segments, Corporate Client Solutions and Investor Client Ser-
vices, effective from the beginning of 2013. Corporate Client So-
lutions includes all advisory and solutions businesses and execu-
tion for corporate, financial institutions and sponsor clients.
Investor Client Solutions includes execution, distribution and trad-
ing for institutional investors, and will provide support to our
Group's wealth management businesses. We aim to capitalize on
attractive opportunities in less capital-intensive businesses by fo-
cusing on delivering best-in-class expertise, solutions-led advisory,
thought leadership and global execution capabilities. Operating
with under CHF 70 billion of Basel Il RWA and less than CHF 200
billion of funded assets, our Investment Bank aims to deliver a
pre-tax return on attributed equity in excess of 15%, with a
cost/income ratio of 65% to 85%.
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Our Global Asset Management business is a large-scale asset
manager with businesses well-diversified across regions, capabili-
ties and distribution channels. We work closely with our clients in
pursuit of their investment goals with long-term performance as
our focus. The diversification of our business places us in a good
position to benefit from shifting market dynamics and provides a
solid foundation for capturing industry growth opportunities aris-
ing from savings and pensions growth. We will continue investing
in our fast-growing passive capabilities and expanding our strong
third-party institutional business while also expanding third-party
wholesale distribution and remaining committed to delivering dis-
tinctive products and solutions to the clients of our Group’s wealth
management businesses. We also continue to expand our suc-
cessful alternatives platform, building on our established positions
in real estate and fund of hedge funds businesses. These mea-
sures will support us as we seek to deliver a net new money
growth rate of 3% to 5%, a gross margin of 32 to 38 basis points
and a cost/income ratio of 60% to 70% in Global Asset Manage-
ment.

Retail & Corporate maintains a leading position across its cli-
ent segments in Switzerland and constitutes a central building
block of our universal bank model in Switzerland. We aim to
provide comprehensive financial products and services to our re-
tail, corporate and institutional clients in Switzerland. We will
continue to enhance the range of life cycle products and services
we offer our clients, while capitalizing on additional growth op-
portunities in advisory and execution. From a financial perspec-
tive, we expect this business to continue to provide a stable and
substantial source of profits and funding for our Group and to
generate revenue growth opportunities for other businesses
within our Group. Our Retail & Corporate business aims to
achieve new business volume growth of 1% to 4%, a net inter-
est margin of 140 to 180 basis points and a cost/income ratio of
50% to 60%.



UBS is the preeminent universal bank in
Switzerland, the only country where

we operate and maintain leading
positions in all five of our business areas
of retail, wealth management, corporate
and institutional banking, asset manage-
ment and investment banking. We are
fully committed to our home market as
our leading position in Switzerland is
crucial in terms of profit stability, sustain-
ing our global brand and growing our
global core business. Drawing on our
network of around 300 branches and
our 4,700 client-facing staff, comple-
mented by state-of-the-art electronic and
mobile banking services and customer
service centers open to our clients around
the clock seven days a week, we are

able to reach approximately 80% of Swiss
wealth, one in three households, one in
three wealthy individuals and almost half
of all Swiss companies. Euromoney and
The Banker, two of the world’s leading

financial markets magazines, acknow-
ledged our preeminent position in
Switzerland with their prestigious “Best
Bank in Switzerland 2012" and “Bank
of the Year 2012 in Switzerland” awards,
respectively.

We strive to be the strongest bank in
Switzerland and our unique universal
bank model is central to our success. Our
dedicated Swiss management team has
representatives from all five business areas
and ensures we apply a consistent
approach to the market when offering
our full range of banking products,
expertise and services. Our cross-divisional
management approach allows us to utilize
our existing resources efficiently, promotes
cross-divisional thinking and enables
seamless collaboration across all business
areas. As a result, we are in a unique
position to serve our clients efficiently
with a comprehensive range of banking

products and services to fit their needs.
We are able to differentiate ourselves by
leveraging our strengths across all
segments while ensuring stability and
continuity throughout the client’s life
cycle. Our universal bank model has
proven itself to be highly effective in
Switzerland and consistently provides a
substantial part of the Group’s revenues.

Given the strength of the economy and
the stable political environment in
Switzerland, the country remains an
attractive financial market. This inherent
stability and growth has been the basis
for UBS Switzerland's success and its
contribution to the Group’s financial
performance. Thanks to our universal
bank model, broad client base and
seamless multi-channel offering, we are
well-positioned to capture future market
growth and to strengthen our leading
position in our home market.
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Our position as one the world’s best-capitalized banks under
Basel Ill, together with our stable funding and sound liquidity
positions, provides us with a solid foundation for our success.
We have a proven track record of Basel Ill RWA reduction,
surpassing our 2012 Basel Il RWA targets ahead of schedule.
At the end of 2012, our Basel lll pro-forma common equity tier
1 (CET1) ratio was 15.3% calculated on a phase-in basis and
9.8% on a fully applied basis, while our Basel 2.5 capital ratio
was 21.3%, giving us one of the highest capital ratios in our
peer group. We are committed to continuing to improve these
ratios through a combination of retained earnings and efforts
to reduce Basel Il RWA. By the end of 2012, our pro-forma
fully applied Basel Ill RWA had decreased to CHF 258 billion, a
reduction of 35% from the level recorded at the end of the
third quarter of 2011, prior to our announcing our strategy at
our Investor Day in November of that year. Our goal of
reducing Basel Il RWA to less than CHF 200 billion by 2017
means that we plan to operate with less than half of the Basel
Il RWA we had at the end of September 2011.

We are targeting fully applied Basel Ill CET1 ratios of 11.5% and
13% in 2013 and 2014, respectively. By achieving our targets,
we will exceed the regulatory requirements both under FINMA
and Basel Committee on Banking Supervision rules. We believe
this will provide even greater comfort to our clients and further
increase confidence in the firm.

Our progress towards meeting FINMA's capital requirements,
which are stricter than Basel Committee on Banking Supervision
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requirements, was evidenced in February and again in August
2012 by our issuance of Basel lll-compliant tier 2 loss-absorbing
notes in a nominal amount of USD 2 billion on each occasion.
These issuances qualify as tier 2 capital under Basel lll rules and
as progressive capital buffer in compliance with the “too-big-to-
fail” law under Swiss regulations for systemically important
banks, and contribute to our targeted loss-absorbing capital. For
2012, the significant changes we made to our compensation
framework included the introduction of a deferred contingent

Basel Il — Capital ratios

Targeting a 13% fully applied CET1 ratio in 2014
In %

Basel Il
fully applied

Basel Il
phase-in

~1.4

313.12
30.6.12
30.9.12
31.12.12
31121
31.3.12
30.6.12
30.9.12
311212
2013
target
2014
target

309.11

31121

o
P=
&

Low-trigger loss-absorbing capital
W High-trigger loss-absorbing capital’

I @ W Common equity

1 Debt issued as part of UBS's 2012 deferred compensation programs.



capital plan, under which employees will forfeit deferred
compensation balances if a 7% Basel Il CET1 ratio level is
breached or if a non-viability event occurs during the five-year
period after the award date. These new high-trigger loss-absorb-
ing instruments will be counted towards our tier 2 capital by our
primary regulator. Over the next five years, we could build
approximately 100 basis points of such high-trigger loss-absorb-
ing capital from this program.

Our Investment Bank started 2013 with approximately CHF 64
billion in Basel lll RWA. Having fully adapted its business to Basel
IIl, it will continue to operate with RWA of less than CHF 70
billion. In line with our strategy to deploy capital efficiently, RWA
will continue to grow both in our wealth management busi-
nesses and in Retail & Corporate as we deliver attractive lending
and mortgage opportunities to our clients.

The non-core assets previously in our Investment Bank have been
transferred to our Corporate Center, where they will be reported
from the first quarter of 2013 within our Non-core and Legacy
Portfolio unit. Our Corporate Center is tasked with managing
these diversified assets in the most value-accretive way for
shareholders and within the same robust oversight structure that
has successfully supported our RWA reduction in our Legacy
Portfolio. In total, our Corporate Center manages approximately
CHF 105 billion of pro-forma Basel Il RWA in our Non-core and
Legacy Portfolio unit. We aim to reduce these to around CHF

85 billion by the end of 2013, CHF 55 billion by the end of 2015
and CHF 25 billion by the end of 2017.

In addition to our leading position on capital ratios, our
liquidity and funding positions are strong and will be further
enhanced as we work to improve our leverage ratio. Our
estimated pro-forma regulatory Basel lll liquidity coverage ratio
(LCR) of 113% and estimated pro-forma net stable funding
ratio (NSFR) of 108% at the end of 2012 (both based on
current regulatory guidance) exceeded our future minimum
regulatory requirement of 100% for both LCR and NSFR for
2019 and 2018, respectively. Our pro-forma FINMA Basel IlI
leverage ratio on a phase-in total capital requirement basis
was 3.6% at the end of 2012 compared with an estimated
target requirement of 4.2% on 1 January 2019. We have

a stable mix of funding sources that is well-diversified by
market, product and currency, with client deposits providing
the single largest source of funding for our firm. We plan

to reduce our Group’s funded balance sheet by around a third
by the end of 2015 from approximately CHF 900 billion

at the end of the third quarter of 2012. This smaller funded
balance sheet will improve our leverage ratios substantially
and increase the proportion of deposits as a funding source.
Reducing our balance sheet will also lower our funding
requirements, enabling us to continue buying back debt
selectively, following our cash tender offer in February 2013 in
which we bought back approximately CHF 5 billion in certain
outstanding bonds. In addition, we expect our FINMA total
capital requirement in 2019 to fall to 17.5% from 19% due to
our planned decrease in total exposure.
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Basel lll/ “too-big-to-fail” at a glance

The Basel lll global regulatory rules were agreed upon by the
Basel Committee on Banking Supervision between 2010

and 2011, mainly in response to the 2007 to 2009 financial
crisis. Swiss banks are required to comply with the Basel
lll-related requirements, as implemented by the revised Capital
Adequacy Ordinance, based on a transitional timetable. The
capital requirements under the Basel Ill framework are being
phased in from 1 January 2013 and will take effect on a fully
applied basis on 1 January 2019. The changes made by the
Basel Ill framework will have an increasing impact on the
calculation of our phase-in capital ratios during this transition
period, mainly due to the deduction of deferred tax assets on
net operating losses, the inclusion of the effects of changes to
the accounting standard relating to pension liabilities and the
phasing out of hybrid tier 1 capital instruments for the calcula-
tion of common equity. Further, tier 2 capital instruments that
are not compliant with Basel Il will be gradually excluded from
phase-in total capital. Systemically relevant banks in Switzerland
(currently UBS and Credit Suisse) have to comply with the
so-called "too-big-to-fail” (TBTF)-specific rules, which come on
the top of the Basel Ill requirements. This means that we have to
fulfill stricter regulatory requirements than most other banks in
the world.

Key Basel lll elements:

— Increased quality of regulatory capital base

— New capital buffers including capital conservation buffer
and countercyclical buffer

— Enhanced risk coverage with stricter market and counter-
party credit risk requirements

— Minimum leverage ratio requirement to constrain excess
leverage, independent of risk levels

— Increased liquidity requirements such as liquidity coverage
ratio and net stable funding ratio

Key regulatory requirements for us on a Basel I
fully applied basis':

Capital and buffers?
We have total projected minimum capital requirements of
17.5% to 19.0%?3, consisting of the following elements:

Swiss TBTF rules are much stricter than Basel Il requirements

Basel 1l

Swiss TBTF

0-2.5%
Countercyclical buffer

0-2.5%
Countercyclical buffer

60/02 60 2
Progressive buffer ) Sy/;temic
surcharge
3%
1-2.5% High-trigger
G-SIB surcharge loss-absorbing capital?
3.5% 0,2 3% o
Additional tier 1 19%* 4 TBTF buffer/Swiss finish ) gquf/oer
and tier 2 capital
<13% 4 PR 2.5%
Conservation buffer Conservation buffer
4.5% 4.5% o
Minimum Minimum { gasse/:

M Basel Il CET1 capital
W High-trigger loss-absorbing capital®

W Additional tier 1/tier 2 capital
Low-trigger loss-absorbing capital

1 Global systemically important banks (G-SIBs) according to the Financial Stability Board. 2 We expect our
requirement for the progressive buffer in 2019 to fall to 4.5% from 6.0% due to our planned reduction in
balance sheet related to the accelerated implementation of our strategy announced in October 2012 and the
resulting reduction in total exposure. We expect this to reduce our total capital requirement to 17.5% by 2019.
Systemically relevant banks are eligible for a capital rebate on the progressive buffer if they take actions that
facilitate recovery and resolvability beyond the minimum requirements to ensure the integrity of systemically
important functions in the case of impending insolvency. 3 Can be substituted by Basel Ill CET1 capital.

— 4.5% Basel lll common equity tier 1 (CET1) capital

— 8.5% capital buffer (5.5% Basel Il CET1 capital and up to
3% high-trigger loss-absorbing capital?)

- 4.5% to 6.0%? projected low-trigger loss-absorbing capital as
a progressive buffer, depending on our total exposure and
market share in Switzerland.

In addition, the Swiss National Bank® (SNB) can (after consulting
with FINMA and informing the Federal Department of Finance)
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formally propose the activation of a countercyclical buffer of up
to 2.5% Basel Il CET1 capital, to be applied to RWA on some or
all risk exposures in Switzerland. The proposal must be made to
the Federal Council, which decides on its activation on a
case-by-case basis, depending on credit growth and the
systemic risk situation in Switzerland. In February 2013,
following such a proposal by the SNB, the Federal Council
decided to activate the countercyclical capital buffer in Switzer-
land with respect to mortgage loans financing residential
property located in Switzerland. The buffer has been set at 1%
of associated Basel Il RWA. Banks in Switzerland must fulfill this
additional requirement by 30 September 2013. The effect of the
activation of the countercyclical buffer on our capital require-
ments is not material.

Calculating the FINMA Basel lll leverage ratio

Our FINMA Basel Ill leverage ratio was 3.6% on 31 December 2012

Total capital CHF 44.2 billion
Phase-in CET1 = CHF 40.0 billion
FINMA - :
loss-absorbing capital CHF 4.2 billion
Basel lll — = — 3.6%
Iev_erage Total exposure’ CHF 1,216 billion '
ratio Total IFRS assets + adjustments = CHF 1,271 billion

CHF 55 billion

Deducting CHF 375 billion: derivatives (CHF 332 billion), repurchase agreements covered by eligible
netting agreements under the Basel Il framework (CHF 21 billion) and other factors (CHF 22 billion)

Adding CHF 320 billion: OTC derivatives (CHF 184 billion), off-balance sheet commitments and
contingent liabilities (CHF 102 billion) and other factors (CHF 34 billion)

1 3-month average. IFRS assets, based on a capital adequacy scope of consolidation, adjusted for
replacement value netting and other adjustments, including off-balance sheet items. As agreed with
FINMA, the FINMA Basel Ill leverage ratio denominator temporarily excludes forward starting repos,
securities lending indemnifications and current exposure method (CEM) add-ons for ETDs (proprietary
and agency transactions) until the Basel III definition has been finalized.

As of 1 January 2013, FINMA has established a new FINMA
Basel Il minimum leverage ratio for systemically important
banks (FINMA Basel Ill leverage ratio). The ratio consists of
three components (capital base, buffer capital and progressive
component) and is broadly calculated by dividing the relevant
capital basis by IFRS assets, based on a capital adequacy scope
of consolidation, adjusted for replacement value netting and
other adjustments, including off-balance sheet items. The
leverage ratio requirement is set at a level of 24% of the
minimum capital ratio requirement for the capital base, the
buffer capital and the progressive component. As a result, the
minimum leverage ratio applying to us will depend on our
future total capital requirements and vice versa. Two possible
outcomes could be as follows:

— 4.2% assuming total capital requirements of 17.5%?

— 4.6% assuming total capital requirements of 19.0%?

— The liquidity coverage ratio (LCR) ensures that banks hold
sufficient high-quality liquid assets to survive short-term
(30-day) severe general market and firm-specific stress.
Under Basel lll, the LCR will be phased in gradually, starting
at 60% in 2015 and rising in annual steps to meet the
100% minimum standard by 2019.

— The net stable funding ratio (NSFR), intended for preventing
liquidity mismatch, assigns a required stable funding
factor to assets (representing the illiquid part of the assets)
and assigns all liabilities an available stable funding factor
(representing the stickiness of a liability) in order to ensure
that banks are not overly reliant on short-term funding
and have sufficient long-term funding for illiquid assets. The
NSFR is expected to become fully effective with a minimum
requirement of 100% on 1 January 2018.

- Refer to the “Regulatory developments” section of this report
for more information on Basel Ill and TBTF rules

1 All numbers are valid from 1 January 2019, except where indicated. 2 All percentage amounts are expressed in terms of risk-weighted assets. 3 We expect our requirement for the progressive buffer in 2019 to fall to

4.5% from 6.0% due to our planned reduction in balance sheet related to the accelerated implementation of our strategy announced in October 2012 and the resulting reduction in total exposure. We expect this to reduce
our total capital requirement to 17.5% by 2019. Systemically relevant banks are eligible for a capital rebate on the progressive buffer if they take actions that facilitate recovery and resolvability beyond the minimum re-
quirements to ensure the integrity of systemically important functions in the case of impending insolvency. 4 This can be substituted by Basel Ill CET1 capital. 5 The countercyclical buffer can not only be triggered by
the Swiss National Bank but by any regulator for the credit risk in its jurisdiction. 6 The final implementation of these rules is subject to the interpretation of national supervisors.
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Measurement of performance

Performance measures

Key performance indicators

Our key performance indicators (KPI) framework focuses on key
drivers of total shareholder return, which measures the total re-
turn of a UBS share in terms of both the dividend yield and the
capital appreciation of the share price. The KPI framework is re-
viewed by our senior management on a regular basis to ensure
that it is always aligned with changing business conditions. The
KPI are disclosed consistently in our quarterly and annual report-
ing to facilitate comparison of our performance over the reporting
periods.

The Group and business divisions are managed based on this
KPI framework, which emphasizes risk awareness, effective risk
and capital management, sustainable profitability, and client fo-
cus. Both Group and business division KPI are taken into ac-
count in determining variable compensation of executives and
personnel.

-> Refer to the “Compensation” section for more information on

performance criteria for compensation

In addition to the KPI, we also disclose performance targets.
These performance targets may include the KPI as well as addi-
tional balance sheet and capital management performance mea-
sures to track the achievements of our strategy. The performance
targets are outside the scope of our KPI framework.

- Refer to the the discussion about the “Acceleration of our

strategic transformation” in the “Our Strategy” section for
more information on performance targets

The Group and business division KPI are explained in the
“Group/business division key performance indicators” table.

In keeping with our focus on the key performance metrics of
growth, profitability and efficiency, we made the following en-
hancements to the KPI framework in 2012:

— We introduced two new KPI for our Retail & Corporate busi-
ness division. “Net new business volume growth (%)” mea-
sures our success in expanding Retail & Corporate’s business
volume from lending to clients, as well as acquiring client as-
sets. “Net interest margin (%)” measures Retail & Corporate’s
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ability to generate net interest income in relation to the aver-
age loan volume. While this measure is currently under struc-
tural pressure given the continued low interest environment, it
is supported by active management of the balance sheet and
pricing measures.

— For the Wealth Management Americas business division, we
implemented a new KPI “Share of recurring revenue (%)".

— We replaced our “Net new money (CHF billion)” KPI with “Net
new money growth (%)", as we consider the rate of growth a
more meaningful measurement of performance in terms of net
new money than a measurement of absolute change. This new
KPI applies to the Group as well as our Wealth Management,
Wealth Management Americas and Global Asset Management
business divisions.

Client/invested assets reporting

We report two distinct metrics for client funds:

— The measure “client assets” encompasses all client assets man-
aged by or deposited with us, including custody-only assets.

— The measure “invested assets” is more restrictive and includes
only client assets managed by or deposited with us for invest-
ment purposes.

Of the two, invested assets is our central measure and includes,
for example, discretionary and advisory wealth management port-
folios, managed institutional assets, managed fund assets and
wealth management securities or brokerage accounts. It excludes
all assets held for custody-only purposes, as we only administer
the assets and do not offer advice on how these assets should be
invested. Non-bankable assets (for example, art collections) and
deposits from third-party banks for funding or trading purposes
are excluded from both measures.

Net new money in a reported period is the amount of invested
assets that are entrusted to us by new or existing clients less those
withdrawn by existing clients or clients who terminated their rela-
tionship with us. Negative net new money means that there are
more outflows than inflows. Interest and dividend income from
invested assets is not counted as net new money inflow. However,
in Wealth Management Americas we also show net new money
including interest and dividend income in line with the historical



Group/business division key performance indicators
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Key performance indicators Definition

Group
Wealth
Management
Wealth
Management
Americas
Investment
Bank

Global Asset
Management
Retail &
Corporate

Change in net profit attributable to UBS shareholders from

continuing operations between current and comparison

periods/net profit attributable to UBS shareholders from
Net profit growth (%) continuing operations of comparison period

Change in business division performance before tax between
current and comparison periods / business division performance

Pre-tax profit growth (%) before tax of comparison period
Operating expenses/operating income before credit loss
Cost/income ratio (%) (expense) or recovery

Net profit attributable to UBS shareholders on a year-to-date
basis (annualized as applicable)/average equity attributable to

Return on equity (RoE) (%) UBS shareholders (year-to-date basis)

Business division performance before tax on a year-to-date
Return on attributed equity basis (annualized as applicable)/average attributed equity
(RoaE) (%) (year-to-date basis)

Operating income before credit loss (expense) or recovery on
a year-to-date basis (annualized as applicable)/average total
Return on assets, gross (%) assets (year-to-date basis)

Operating income before credit loss (expense) or recovery on
Return on risk-weighted assets,  a year-to-date basis (annualized as applicable)/average risk-

gross (%) weighted assets (year-to-date basis)

BIS tier 1 capital/average adjusted assets as per definition
FINMA leverage ratio (%) by the Swiss Financial Market Supervisory Authority (FINMA)
BIS tier 1 ratio (%) BIS tier 1 capital/BIS risk-weighted assets

Net new money for the period (annualized as applicable)/
Net new money growth (%) invested assets at the beginning of the period
Gross margin on invested assets  Operating income before credit loss (expense) or recovery
(bps) (annualized as applicable)/average invested assets

Net new business volume (i.e. total net inflows and outflows of
client assets and loans) for the period (annualized as applicable)/
Net new business volume growth business volume (i.e. total of client assets and loans) at the
(%) beginning of the period

Net interest income on a year-to-date basis (annualized as
Net interest margin (%) applicable)/average loans (year-to-date basis)

Total recurring fees and net interest income /total operating
Share of recurring revenue (%) income

Impaired loans portfolio as a %
of total loans portfolio, gross (%) Impaired loans portfolio, gross/total loans portfolio, gross

Average VaR (1-day, 95% Value at Risk (VaR) expresses maximum potential loss measured
confidence, five years of to a 95% confidence level, over a 1-day time horizon and based
historical data) on five years of historical data
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US methodology customary in that market. Market and currency
movements, as well as fees, commissions and interest on loans
charged, are excluded from net new money as are the effects of
any acquisition or divestment of a UBS subsidiary or business. Re-
classifications between 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 regula-
tion, the one-time net effect of the implementation is reported as
an asset reclassification without net new money impact. The In-
vestment Bank does not track invested assets and net new money.
However, when a client is transferred from the Investment Bank to
another business division, this produces net new money even
though client assets were already with UBS.

When products are managed in one business division and sold
by another, they are counted in both the investment management
unit and the distribution unit. This results in double counting with-
in our total invested assets, as both units provide an independent
service to their respective client, add value and generate revenues.
Most double counting arises when mutual funds are managed by
Global Asset Management and sold by Wealth Management and
Wealth Management Americas. The business divisions involved
count these funds as invested assets. This approach is in line with
both finance industry practices and our open architecture strategy,
and allows us to accurately reflect the performance of each indi-
vidual business. Overall, CHF 172 billion of invested assets were

double-counted as of 31 December 2012 (CHF 183 billion as of
31 December 2011).

In the course of implementing the new KPI “Net new business
volume growth (%)" for Retail & Corporate, we refined our defi-
nition of invested assets and client assets for Retail & Corporate.
Assets from third-party banks and brokers are no longer counted
as client assets and pension fund assets are no longer counted as
invested assets. Retail & Corporate client assets were restated as
of 31 December 2011 from CHF 848 billion to CHF 333 billion
and the Group’s invested assets were restated from CHF 2,167
billion to CHF 2,088 billion.

- Refer to “Note 35 Invested assets and net new money” in the

“Financial information” section of this report for more information

Seasonal characteristics

Our main businesses may show seasonal patterns. The Investment
Bank’s revenues have been affected in some years by the seasonal
characteristics of general financial market activity and deal flows
in investment banking. Other business divisions may also be im-
pacted by seasonal components, such as annual income tax pay-
ments which, for example, arise in the second quarter in the US,
asset withdrawals that tend to occur in the fourth quarter and by
lower client activity levels related to the summer and end-of-year
holiday seasons.

With effect from the first quarter of 2013,
we will replace “BIS tier 1 ratio (%)”

and "FINMA leverage ratio (%)" at Group
level with “Basel lll common equity tier 1
capital ratio (%)" and “FINMA Basel Il
leverage ratio (%)" respectively.

“Basel Il common equity tier 1 capital
ratio (%)" will be shown on a phase-in
and fully applied basis. The information

provided on a fully applied basis does

not consider the effects of the transition
period from 2013 to 2019, during which
new capital deductions are phased in and
ineligible capital instruments are phased
out. “FINMA Basel lll leverage ratio (%)"
will consider total capital, which includes
Basel lll common equity tier 1 capital on a
phase-in basis and loss-absorbing capital,
divided by total exposure, which is equal

Group/business division key performance indicators

to IFRS assets, based on a capital adequa-
cy scope of consolidation, adjusted for
replacement value netting and other
adjustments, including off-balance sheet
items.

The above changes are intended to align
our KPI framework to the new Basel lI
requirements, which are effective from

1 January 2013.

o

3

Key performance indicators Definition S

Basel Ill common equity tier 1 capital ratio (%) °®
(Fully applied'/Phase-in) Basel Il common equity tier 1 capital/Basel Ill risk-weighted assets

Total capital / IFRS assets, based on a capital adequacy scope of consolidation, adjusted for replacement P

FINMA Basel I1I leverage ratio (%)

value netting and other adjustments, including off-balance sheet items

1 The information provided on a fully applied basis does not consider the effects of the transition period from 2013 to 2019, during which new capital deductions are phased in and ineligible capital instruments are

phased out.
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Wealth Management

With a presence in over 40 countries, Wealth Management provides wealthy private clients with investment advice and

solutions to fit their individual needs.

Business

With more than CHF 820 billion of invested assets at the end of
2012, Wealth Management provides comprehensive financial ser-
vices to wealthy private clients around the world — except those
served by Wealth Management Americas. Our clients benefit from
the entire spectrum of UBS resources, ranging from investment
management solutions to wealth planning and corporate finance
advice, in addition to the specific offerings outlined below. An
open product platform provides clients with access to a wide array
of products from third-party providers that complement our own
product lines.

Strategy and clients

Our objective is to be the pre-eminent wealth manager globally,
providing superior investment advice and solutions to private
clients, particularly in the high net worth (generally considered
to be, among other factors, clients with CHF 2 million to CHF
50 million in investable assets) and ultra high net worth (gener-
ally considered to be, among other factors, clients with more
than CHF 50 million in investable assets) spaces. In addition, we
provide wealth management solutions, products and services to
financial intermediaries.

The wealth management business has long-term growth
prospects and we expect the wealth management market to
grow faster than the gross domestic product in all regions of the
globe despite the current macroeconomic environment. From a
client segment perspective, the global ultra high net worth mar-
ket, including family offices, has the highest growth potential,
followed by the high net worth market. Our broad client base

Invested assets by client domicile

and strong global footprint put us in an excellent position to
take advantage of the substantial growth opportunities this ex-
pected wealth creation presents. In the key onshore locations in
which we are expanding, our Wealth Management business
benefits from our established local Investment Bank and Global
Asset Management business relationships.

We continue to build on our integrated client service model,
bundling capabilities across the Group to identify investment op-
portunities in all market conditions and tailor solutions to individu-
al client needs. Our global booking centers give us a strong local
presence that enable us to book client assets in multiple locations.

In Asia Pacific we aim to accelerate our growth. We continue
to focus on Hong Kong and Singapore — the leading financial
centers in the region — as well as on a selective presence in the
major onshore markets, such as Japan and Taiwan. We continue
to invest in our local presence in China to support us in capturing
long-term growth opportunities.

In the emerging markets, we focus on Brazil, Mexico, Israel,
Turkey, Russia and Saudi Arabia. As many of our clients from
emerging markets prefer to book their assets in established fi-
nancial centers, we are strengthening our coverage for them
through our booking centers in the US, the UK and Switzerland.

In Europe, we combined our European offshore and onshore
businesses to reflect the converging needs of clients in the region.
This reorganization enables us to leverage our extensive Swiss
product offering, while creating economies of scale and helping
us to deal more efficiently with increased regulatory and fiscal
requirements. Our growth ambition is underpinned by an estab-
lished European footprint in all major booking centers.

In Switzerland, our wealth management operations’ close
collaboration with our retail, corporate, asset management and

Invested assets by client wealth

In %, except where indicated Total: CHF 821 billion

As of 31.12.12

21 .
M Americas

Asia Pacific
24 M Europe, Middle East and Africa

Switzerland

In %, except where indicated Total: CHF 821 billion

As of 31.12.12
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M < CHF 1 million
CHF 1=5 million
» B CHF 5-10 million
55 > CHF 10 million
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investment banking businesses gives us the foundation to ex-
pand our business, and provides our clients access to investment
insight and research, products, capital markets and execution as
well as to advisory capabilities. Our extensive branch network,
including over 100 wealth management offices, fosters referrals
from the Swiss corporate and retail client base as well as retail
clients’ development to our wealth management operations as
their wealth increases.

We aim to build on our position as market leader in the ultra
high net worth segment, which remains one of our biggest
growth contributors, by focusing on our clients’” individual goals
and providing them with access to the infrastructure offered to
our institutional clients — for example, direct access to the Invest-
ment Bank’s trading platforms. Also, within this segment, our
Global Family Office Group provides this highly sophisticated cli-
ent group with dedicated institutional coverage and global execu-
tion via dedicated specialist teams from both Wealth Manage-
ment and the Investment Bank.

Our Global Financial Intermediaries (Global FIM) business sup-
ports more than 2,500 financial intermediaries in all major finan-
cial centers as a strategic business partner, offering professional
investment advisory services, a global banking infrastructure and
tailored solutions that enable them to advise their end-clients
more effectively.

Organizational structure

Wealth Management is headquartered in Switzerland, with a
presence in over 40 countries and approximately 200 wealth
management and representative offices, half of which are outside
Switzerland. As of the end of 2012, Wealth Management em-
ployed roughly 16,200 people worldwide, of whom approximate-
ly 4,100 were client advisors. The Wealth Management business
unit is governed by executive, operating and risk committees and
is primarily organized along regional lines with the business areas

Invested assets by asset class

Asia Pacific, Europe, Global Emerging Markets, Switzerland and
Global Ultra High Net Worth. Our business is supported by the
Chief Investment Officer and a global Investment Products & Ser-
vices unit as well as central functions.

Competitors

Our major global competitors include Credit Suisse, Julius Bar,
HSBC, Deutsche Bank, JP Morgan and Citigroup. In the European
domestic markets, we primarily compete with the private banking
operations of such large local banks as Barclays in the UK,
Deutsche Bank in Germany and Unicredit in Italy. The private
banking franchises of HSBC, Citigroup and Credit Suisse are our
main competitors in Asia Pacific.

Products and services

Financial markets have changed fundamentally over the last few
years and are characterized by a high degree of uncertainty and
volatility. In these difficult market conditions our clients have be-
come increasingly focused on protecting their assets and expect
strong advisory support for their investment decisions. We are,
therefore, continuing to develop our business model as a dynam-
ic wealth manager with investment management capabilities at
its core. This implies active relationships between our highly qual-
ified client advisors and their clients. Systematic client profiling,
suitable and well-performing investment ideas, portfolio moni-
toring and fast, focused communication are critical for our cli-
ents’ success. To this end, and with the ultimate goal of improv-
ing our clients’ investment performance, our global Chief
Investment Office synthesizes the research and expertise of our
global network of economists, strategists, analysts and invest-
ment specialists from across all business divisions and asset class-
es. They are present in many locations around the globe, closely
monitoring financial developments as they occur. This enables us

Invested assets by currency

In %, except where indicated

In %, except where indicated
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to deliver insights faster and to bring local knowledge to our in-
vestment process. Using their analyses, the Chief Investment Of-
ficer establishes a UBS house view, which is vetted by our exter-
nal partner network of some of the most successful money
managers around the globe.

Our Investment Products & Services unit ensures our offerings
are consistently adapted to market conditions by aligning our dis-
cretionary and advisory products with our Chief Investment Offi-
cer's house view. Clients receive investment proposals directly re-
lated to this view, as well as solutions for alternative scenarios if
they have different views on market trends. Those who opt for a
discretionary mandate delegate the management of their assets
to a team of professional portfolio managers. Clients who prefer
to be actively involved in the management of their assets can
choose an advisory mandate, in which investment professionals
provide analysis and monitoring of portfolios, together with tailor-
made proposals to support investment decisions. Our clients can
also trade the full range of financial instruments from single secu-
rities, such as equities and bonds, to various investment funds,
structured products and alternative investments. Additionally, we
offer structured lending, corporate finance and wealth-planning
advice on client needs such as funding for education, inheritance
and succession.

We have also launched a number of initiatives to further im-
prove our product offering, to enhance our solutions and to
better align our fund and manager selection process and fee

Investment management and advisory — key components

Vast, deep understanding Top-tier investment
of markets insight

— Top-tier equity research — One house view

— Leading economic and fixed income

research — Fast and focused
— Market insight and } communication to

— Local market insights

corporate access client advisors

Client investment

-, performance g
Leading investment High-quality
management capabilities product shelf

— Timely implementation of
investment ideas

— Full flexibility in degree of client
involvement in investment decisions

— UBS and third party
— Bespoke products
— Performance throughout market cycle

arrangements to the current legal and regulatory environment.
These include switching fund and structured product holdings
within our discretionary mandates into holdings that do not carry
distribution fees and designing a new flat-fee offering for advi-
sory clients.

Wealth Management’s products are aimed at delivering per-
formance in various market scenarios and are developed from a
wide range of sources including Investment Products & Services,
Global Asset Management, the Investment Bank and third par-
ties, as we operate with an open product platform. By aggregat-
ing private investment flows into institutional-size flows, we are
in a position to offer our Wealth Management clients access to
investments that would otherwise only be available to institu-
tional clients.

Our integrated client service model allows client advisors to
analyze our clients’ financial situation, and develop and imple-
ment systematic, tailored investment strategies. These strategies
are regularly reviewed and are based on individual client profiles,
which comprise all important investment criteria, including a giv-
en client’s life cycle needs, risk appetite and performance expecta-
tions. We continuously train our client advisors and provide them
with ongoing support to ensure they present the best discretion-
ary and advisory solutions to our clients.

As a global, integrated firm, we provide our clients with the
investment advice, solutions and tools across all asset classes that
best fit their individual needs.
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Wealth Management Americas

Wealth Management Americas develops advice-based relationships through its financial advisors, who deliver a fully
integrated set of wealth management solutions designed to address the needs of high net worth and ultra high net

worth individuals and families.

Business

Wealth Management Americas is the leading wealth manager in
the Americas in terms of financial advisor productivity and invested
assets, and includes the domestic US and Canadian businesses as
well as international business booked in the US. On 31 December
2012, the business division had USD 843 billion in invested assets.

Strategy and clients

Our goal is to be the best wealth management business in the
Americas. As we continuously strive to achieve this, we must be
both client-focused and advisor-centric. We deliver a fully inte-
grated set of advice-based wealth management solutions and
banking services through our financial advisors in key metropoli-
tan markets to meet the needs of our target client segments: high

Geographical presence in key markets

net worth clients (USD 1 million to USD 10 million in investable
assets) and ultra high net worth clients (more than USD 10 million
in investable assets), while also serving the needs of the core af-
fluent (USD 250,000 to USD 1 million in investable assets). We are
committed to providing high-quality advice to our clients across
all their financial needs by employing the best professionals in the
industry, delivering the highest standard of execution, and run-
ning a streamlined and efficient business.

We believe we are uniquely positioned to serve high net worth
and ultra high net worth investors in the world’s largest wealth
market. With a network of over 7,000 financial advisors and USD
843 billion in invested assets, we are large enough to be relevant,
but focused enough to be nimble, enabling us to combine the
advantages of large and boutique wealth managers. We aim to
differentiate ourselves from competitors and be a trusted and
leading provider of financial advice and solutions to our clients by

Canada 4 offices:
Calgary, Montreal, Toronto, Vancouver

ALASKA
MONTANA

OREGON

SOUTH DAKOTA

IDAHO
WYOMING

COLORADO

CALIFORNIA

NEW MEXICO

HAWAII

Wealth Management Americas offices:
<5 [ 5-15 . > 15
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enabling our financial advisors to leverage the full resources of
UBS, including unique access to wealth management research, a
global Chief Investment Office, and solutions from our asset-
gathering businesses and the Investment Bank. These resources
are augmented by our commitment to an open architecture and
our partnerships with many of the world’s leading third-party in-
stitutions. Moreover, our wealth management offerings are com-
plemented by banking, mortgage and financing solutions that
enable us to provide advice on both the asset and liability sides of
our clients’ financial balance sheets.

We believe the long-term growth prospects of the wealth
management business are attractive in the Americas, with high
net worth and ultra high net worth expected to be the fastest
growing segments in terms of invested assets in the region. In
2012, our strategy and focus led to an improvement in financial
results, retention of high-quality financial advisors and net new
money growth. Building on this progress, we aim for continued
growth in our business by developing our financial advisors’ focus
toward advice-based solutions, leveraging the global capabilities
of UBS to clients by partnering with the Investment Bank and
Global Asset Management, and delivering banking and lending
services that complement our wealth management solutions. We
also plan to continue investing in improved platforms and tech-
nology, while remaining disciplined on cost. We expect these ef-
forts to enable us to achieve higher levels of client satisfaction,
strengthen our client relationships, and lead to greater revenue
productivity among our financial advisors and a more profitable
business.

Organizational structure

Wealth Management Americas consists of branch networks in the
US, Puerto Rico and Canada, with 7,059 financial advisors as of
31 December 2012. Most corporate and operational functions of
the business division are located in the Wealth Management
Americas home office in Weehawken, New Jersey.

Invested assets by asset class

In the US and Puerto Rico, Wealth Management Americas op-
erates through direct and indirect subsidiaries of UBS AG. Securi-
ties and operations activities are conducted primarily through two
registered broker-dealers, UBS Financial Services Inc. and UBS Fi-
nancial Services Incorporated of Puerto Rico. Our banking services
in the US include those conducted through the UBS AG branches
and UBS Bank USA, a federally-regulated bank in Utah, which
provides Federal Deposit Insurance Corporation (FDIC)-insured
deposit accounts, collateralized lending services, mortgages and
credit cards.

Canadian wealth management and banking operations are
conducted through UBS Bank (Canada).

Competitors

Wealth Management Americas competes with national full-ser-
vice brokerage firms, domestic and global private banks, regional
broker-dealers, independent broker-dealers, registered invest-
ment advisors, trust companies and other financial services firms
offering wealth management services to US and Canadian private
clients, as well as foreign non-resident clients seeking wealth
management services within the US. Our main competitors in-
clude the wealth management businesses of Bank of America,
Morgan Stanley and Wells Fargo.

Products and services

Wealth Management Americas offers clients a full array of solu-
tions that focus on the individual financial needs of each client.
Comprehensive planning supports clients through the various
stages of their lives, including education funding, charitable giv-
ing, estate strategies, insurance, retirement and trusts and foun-
dations with corresponding product offerings for each stage. Our
advisors work closely with internal consultants in areas such as
wealth planning, portfolio strategy, retirement and annuities, al-
ternative investments, managed accounts, structured products,

Invested assets by client wealth

In %, except where indicated
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banking and lending, equities and fixed income. Clients also ben-
efit from our dedicated Wealth Management Research team,
which provides research guidance to help support our clients’ in-
vestment decisions.

Our offerings are designed to meet a wide variety of invest-
ment objectives, including wealth accumulation and preservation,
income generation and portfolio diversification. To address the
full range of our clients’ financial needs, we also offer competitive
lending and cash management services such as securities-backed
lending, the resource management account, FDIC-insured depos-
its, mortgages and credit cards.

Additionally, our Corporate Employee Financial Services unit
provides a comprehensive, personalized stock benefit plan and
related services to many of the largest US corporations and their
executives. For corporate and institutional clients, we offer a ro-
bust suite of solutions, including equity compensation, adminis-
tration, investment consulting, defined benefit and contribution
programs and cash management services.

Our clients can choose asset-based pricing, transaction-based
pricing or a combination of both. Asset-based accounts have ac-
cess to both discretionary and non-discretionary investment advi-

40

sory programs. Non-discretionary advisory programs enable the
client to maintain control over all account transactions, while cli-
ents with discretionary advisory programs direct investment pro-
fessionals to manage a portfolio on their behalf. Depending on
the type of discretionary program, the client can give investment
discretion to a qualified financial advisor, a team of our invest-
ment professionals or a third-party investment manager. Sepa-
rately, mutual fund advisory programs are also offered, whereby a
financial advisor works with the client to create a diversified port-
folio of mutual funds guided by a research-driven asset allocation
framework.

For clients who favor individual securities, we offer a broad
range of equity and fixed income instruments. In addition, qual-
ified clients may take advantage of structured products and al-
ternative investment offerings to complement their portfolio
strategies.

All of these solutions are supported by a dedicated markets
execution group. This group partners with the Investment Bank
and Global Asset Management in order to access the resources of
the entire firm as well as third-party investment banks and asset
management firms.



Investment Bank

The Investment Bank provides corporate, institutional and wealth management clients with expert advice, innovative
solutions, outstanding execution and comprehensive access to the world’s capital markets. We offer investment banking
and capital markets, research, equities, foreign exchange, precious metals and tailored fixed income services in rates and
credit through our two business units, Corporate Client Solutions and Investor Client Services.

Business and clients

In October 2012, we announced a significant acceleration of the
implementation of our strategy presented in November 2011. As
part of this acceleration, starting from first quarter 2013 the In-
vestment Bank has been reorganized into two distinct business
units, Corporate Client Solutions and Investor Client Services, in
order to align the delivery of our services and the execution of our
strategy with the needs of our clients.

Corporate Client Solutions includes all advisory and financing
solutions businesses, origination, structuring and execution, in-
cluding equity and debt capital markets in service of corporate,
financial and sponsor clients.

Investor Client Services includes execution, distribution and
trading for institutional investors and provides support to Corpo-
rate Client Solutions and UBS’s wealth management businesses. It
comprises our equities businesses, including prime brokerage,
cross-asset class research capabilities and our foreign exchange
franchise, precious metals, rates and credit businesses. The Inves-
tor Client Services unit also provides distribution and risk manage-
ment capabilities required to support all of our businesses.

Our organizational model and strategy have been shaped to
focus on the long-term strategic relationship with our clients, who
will benefit from an integrated, solutions-led approach, combined
with deep market insight, intellectual capital and global coverage
and execution.

Strategy

We believe that current industry trends and the impact of the new
regulatory environment reflect secular changes in our industry,
which require a fundamental adjustment of our business mix and
scale. Therefore the strategic transformation of our business will
differentiate our franchise by satisfying our clients’ needs thanks
to our focus on superior advice and execution. In this context we
have re-focused our rates and credit platform while we continue
to strengthen our advisory, capital markets, equities and foreign
exchange businesses. The changes we have made will capitalize
on our traditional strengths, while our clients will continue to ben-
efit from our expertise, intellectual capital and global execution
capabilities. To ensure the successful execution of our strategy, we
will continue to invest in technology and hire talent selectively in
key areas across the business.

To support our goal of earning attractive returns on capital, and
to contribute to the improvement of the Group as a whole, we
have decided to exit products and services in our fixed-income
businesses that are capital-intensive, exhibit higher operational
complexity and are not required for serving the clients of our Cor-
porate Client Solutions franchise or our wealth management cli-
ents.

Consistent with the accelerated implementation of our strate-
gy, the scope of our advisory and capital markets businesses re-
mains unchanged, including our debt capital markets franchise.
However, the existing business functions are being reorganized to
focus on those industries and geographies that offer the best op-
portunities. Our foreign exchange business, including our emerg-
ing markets foreign exchange offering and our precious metals
business, will continue to be a cornerstone of our services. We
have refocused our credit and rates trading capabilities to support

Creating a profitable and competitive Investment Bank

Corporate Investor
Client Solutions Client Services

Advisory, equities capital markets, Equities, foreign exchange, precious
debt capital markets, leveraged metals, rates and credit, research,
finance, origination and structuring, distribution, sales and trading
financing solutions

Our businesses

Our clients Corporate, FIG, sponsor clients, WM Financial institution, WM and prime
brokerage clients, market counterparties
Our relationships  — Professionals with extensive experience in advisory/capital markets providing

bespoke advice

— Patient cultivation of long-term strategic relationships and high-quality
client coverage

—Thought leadership with deep insights into markets and global macro
economics based on our intellectual capital

— High-speed trade execution and robust clearing platform

— Provider of liquidity and financing

— Leading low-latency execution platforms for equities and foreign exchange
— Leading portfolio management and risk assessment tools

Our platform

Our culture — Operating with the highest standards of ethics and integrity
—Talented, diverse, dedicated people, working as one team
— Clear accountability for results, risks and reputation

Financials Expected: ~; of total revenues Expected: ~% of total revenues

~25% of Basel Il RWA ~75% of Basel Il RWA

Targeting' a pre-tax return on attributed equity of more than 15%, cost/income
ratio of 65-85%, overall Basel Ill RWAs of less than CHF 70 billion and funded
balance sheet assets of less than CHF 200 billion

1 Excluding significant non-recurring items (e.g. restructuring costs) unless otherwise stated;
targets assume constant FX rates.
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our capital markets business on the basis of an intermediation
model, much like in our equities and foreign exchange platforms.
While we have transferred to the Corporate Center with the aim
of exiting the most complex and capital-intensive products, we
retain a comprehensive offering targeted at the clients of our core
business. A franchise organized around intermediation will be
well positioned to capture new trends in fast-changing markets
which are posing challenges to traditional business models.

At the end of 2012 the Investment Bank, including the busi-
nesses we intend to exit, had pro-forma Basel Il RWA of CHF
131 billion, representing a decrease of CHF 81 billion since the
end of 2011. The accompanying reduction in our funded bal-
ance sheet was CHF 163 billion, a reduction of approximately
37% during 2012. As a result of the strategic changes and
additional risk-weighted assets reductions, the Investment
Bank started 2013 operating with approximately CHF 64 billion
of pro-forma Basel Ill RWA. Operating with under CHF 70 bil-
lion of Basel Il RWA and less than CHF 200 billion of funded
assets, our Investment Bank aims to deliver a pre-tax return on
attributed equity in excess of 15%, with a cost/income ratio of
65% to 85%.

As part of our strategy, we will continue to invest in technol-
ogy while optimizing internal efficiencies: we have a comprehen-
sive and targeted technology plan based on a long-term portfolio
approach across businesses aiming at enhancing the effective-
ness of our platform for clients. Our technology investment is
focused on change-the-bank programs mainly in our Institutional
Client Services business, while we continue to simplify all our
platforms across business areas.

These structural changes will also lower our operating costs
substantially by 2015 as part of a Group-wide effort to increase
efficiency. Alongside the business exits, we are undertaking spe-
cific initiatives to simplify our product portfolio and production
processes, achieve leaner front-to-back processes, and operate
with a reduced real-estate footprint.

- Please refer to the discussion about the “Acceleration of our

strategic transformation” in the “Our strategy” section of this
report for more information

Organizational structure

As of the end of 2012, we employed approximately 15,900 per-
sonnel in over 30 countries. We operate through branches and
subsidiaries of UBS AG. Securities activities in the US are conduct-
ed through UBS Securities LLC, a registered broker-dealer.

Significant recent acquisitions

In February 2013, after receiving the required regulatory approv-
als from the Brazilian government, UBS finalized its acquisition of
Link Investimentos, a Brazilian financial services firm. UBS entered
into an agreement to acquire Link Investimentos in 2010, in order
to strengthen our commitment to the emerging markets by pro-
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viding wealth management and investment banking services to
private and institutional clients in Brazil, one of the world’s fastest
growing economies.

Competitors

Our Investment Bank’s strategy and scope is unique, but other
competing firms are active in many of the businesses and markets
in which we still participate. For our leading equities, foreign ex-
change and corporate advisory businesses, our main competitors
remain the major global investment banks, including Bank of
America/Merrill Lynch, Barclays Capital, Citigroup, Credit Suisse,
Deutsche Bank, Goldman Sachs, JP Morgan Chase and Morgan
Stanley.

Products and services

Corporate Client Solutions

This business unit includes client coverage, advisory, debt and eg-

uity capital market solutions and financing solutions for corpo-

rate, financial institution and sponsor clients. Corporate Client

Solutions works closely with Investor Client Services in the distri-

bution and risk management of capital markets products. With a

presence in all major financial markets, Corporate Client Solutions

is managed by region and is organized on a matrix of country,
industry sector and product banking professionals. Its main busi-
ness lines are as follows:

— The advisory group provides bespoke solutions to our clients’
most-complex strategic problems. This includes mergers and
acquisitions advice and execution, as well as refinancing, spin-
offs, exchange offers, leveraged buyouts, joint ventures, take-
over defense, corporate broking and other advisory services.

— Equity capital markets offers equity capital-raising services, as
well as related derivative products and risk management solu-
tions. The services include managing initial public offerings,
follow-ons including rights issues and block trades, equity-
linked transactions and other strategic equities solutions.

— Debt capital markets helps corporate and financial institution
clients in raising debt capital including investment grade and
emerging market bonds, high-yield bonds, subordinated debt
and hybrid capital. We also provide leveraged capital services,
which include event-driven (acquisition, leveraged buy-out)
loans, bonds and mezzanine financing. All debt products are
provided alongside risk management solutions, including de-
rivatives in close collaboration with our foreign exchange, rates
and credit businesses.

— Financing solutions works seamlessly in serving corporate and
investor clients across the globe by providing customized solu-
tions across asset classes via a wide range of financing capa-
bilities including structured financing, real estate finance, spe-
cial situations group and corporate lending, which aims to
support our advisory-driven businesses.



Investor Client Services

The businesses in Investor Client Services, which include our equi-
ties business and our foreign exchange, rates and credit business,
provide a comprehensive distribution platform with enhanced
cross-asset delivery as well as specialist skills to our corporate, in-
stitutional and wealth management clients.

Equities
We are one of the world’s largest equities houses and a leading
participant in the primary and secondary markets for cash equities
and equity derivatives. We provide a full front-to-back product
suite globally, including financing, execution, clearing and custo-
dy services. Our franchise employs a client-centric approach to
serve hedge funds, asset managers, wealth management advi-
sors, financial institutions and sponsors, pension funds, sovereign
wealth funds and corporations globally. We distribute, structure,
execute, finance and clear cash equity and equity derivative prod-
ucts. Our research franchise provides in-depth investment analysis
on companies, sectors, regions, macroeconomic trends, public
policy and asset-allocation strategies. The main business lines of
the equities unit are as follows:

— Cash equities provides clients with liquidity, investment advisory,
trade execution and consultancy services, together with compre-
hensive access to primary and secondary markets, corporate
management and subject matter experts. We offer full-service
trade execution for single stocks and portfolios, including capital
commitment, block trading, small cap execution and commission
management services. In addition, we provide clients with a full
suite of advanced electronic trading products, direct market ac-
cess to over 150 venues worldwide, including low-latency execu-
tion, innovative algorithms and pre, post and real-time analytical
tools. Our broker and intermediary services franchise offers exe-
cution and price improvement to retail wholesalers.

— Equity derivatives provides a full range of flow and structured
products, convertible bonds and strategic equity solutions with
global access to primary and secondary markets. The franchise
enables clients to manage risk and meet funding requirements
through a wide range of listed, OTC, securitized and fund-
wrapped products. We create and distribute structured prod-

ucts and notes for institutional and retail investors with invest-
ment returns linked to companies, sectors and indices across
multiple asset classes, including commodities.

— Financing services provides a fully-integrated platform for

hedge fund clients, including prime brokerage, capital intro-
duction, clearing and custody, synthetic financing and securi-
ties lending. In addition, we execute and clear exchange—-trad-
ed derivatives across equities, fixed income and commodities in
more than 60 markets globally.

Foreign exchange, rates and credit
This unit consists of our premier foreign exchange franchise and
our market-leading precious metals business, as well as our rates
and credit businesses. These businesses support the execution,
distribution and risk management related to corporate and insti-
tutional client businesses, and also meet the needs of private
wealth management clients via targeted intermediaries. The main
business lines are as follows:

— Foreign exchange provides a full range of G10 and emerging
markets currency and precious metals services globally. We are
a leading foreign exchange market-maker in the professional
spot, forwards and options markets. We provide clients world-
wide with first-class execution facilities (voice, electronic, algo-
rithmic) coupled with premier advisory and structuring capa-
bilities when tailored solutions best fit our clients’ positioning,
hedging or liquidity management. Our presence in physical
and non-physical precious metals markets has endured for al-
most a century. UBS's award-winning teams provide quality,
security and competitive pricing supported by a client-centric,
one-stop shop approach that offers trading, investing and
hedging across the spectrum of gold-, silver-, platinum- and
palladium-related offerings.

— Rates and credit encompasses sales and trading in a selected
number of credit and rates products, such as standardized
rates-driven products, interest-rate swaps and medium-term
notes as well as government and corporate bonds. Our offer-
ing includes market-making capabilities in areas required to
support our franchises in foreign exchange, equities, and our
corporate and investor client base.
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Global Asset Management

Global Asset Management is a large-scale asset manager with businesses well diversified across regions, capabilities and
distribution channels. We serve third-party institutional and wholesale clients and the clients of UBS’s wealth management
businesses with a broad range of investment capabilities and styles across all major traditional and alternative asset classes.

Business

Global Asset Management's investment capabilities encompass
equities, fixed income, currency, hedge funds, real estate, infra-
structure and private equity. We also enable clients to invest in a
combination of different asset classes through multi-asset strate-
gies. Our fund services unit is a global fund administration busi-
ness. Invested assets totaled CHF 581 billion and assets under
administration by fund services were CHF 410 billion on 31 De-
cember 2012. Global Asset Management is a leading fund house
in Europe, the largest mutual fund manager in Switzerland and
one of the largest fund of hedge funds and real estate investment
managers in the world.

Strategy

We work closely with our clients in pursuit of their investment
goals with long-term performance as our focus. We continue to
expand our strong third-party institutional business while also
growing third-party wholesale distribution. We also remain com-
mitted to delivering distinctive products and solutions to the cli-
ents of UBS's wealth management businesses.

Business structure

We offer a broad range of investment capabilities and styles
across all major traditional and alternative asset classes. Over the
past few years we have developed our indexed (or passive) capa-
bilities, including exchange-traded funds, to meet growing de-
mand for these strategies from both institutional and individual
investors. Around one-fifth of our invested assets now fall into
this category.

We continue to expand our successful alternatives platform,
building on our established positions in real estate and fund of
hedge funds businesses.

The current environment and near-term outlook are character-
ized by market uncertainty, investor risk appetite that remains vul-
nerable to macro-economic developments, and low interest rates.
The diversification of our business places us in a good position to
benefit from shifting market dynamics and provides a solid foun-
dation for capturing industry growth opportunities.

The long-term outlook for the asset management industry re-
mains good, with three main drivers indicating inflows into the
industry: (i) the global economic downturn in recent years has
reduced the assets of both working and retired people, thus in-
creasing future savings requirements; (ii) governments are con-
tinuing to reduce support for pensions and benefits leading to a

Investment capabilities are globally coordinated with boutique-like discretion and accountability ...

Fixed income Global investment
solutions

Alternative and
quantitative
investments

Global real estate Infrastructure and Fund services
private equity

... with client-focused distribution teams ...

_ SWitzerIand
Global sovereign markets'

... all supported by global functions

Financial Legal & Risk control? Human resources? IT2 Operations? Communications?
control? compliance?

1 Works in close coordination with region heads and the Pan Asia institutional team.
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COO functions
including strategic
planning

2 Reports to UBS Group functional head.



need for greater private provision; and (i) emerging markets are
becoming an ever more important asset pool.

Organizational structure

The “Business structure” chart shows the investment, distribution
and support structure of the business division. We employ around
3,800 personnel in 24 countries, and have our principal offices in
London, Chicago, Frankfurt, Hartford, Hong Kong, New York,
Paris, Singapore, Sydney, Tokyo and Zurich.

Significant recent acquisitions and business transfers

— In December 2012, Global Asset Management announced the
sale of its book of Canadian domestic business to Fiera Capital
Corporation. The transaction was completed in January 2013.

— In January 2012, the Jersey-based fund services business was
transferred from Wealth Management to Global Asset Manage-
ment.

— In October 2011, Global Asset Management completed the
acquisition of the ING Investment Management Limited busi-
ness in Australia. This initially operated as a subsidiary of UBS
Global Asset Management (Australia) Ltd and, following the
sale of parts of the business, was fully integrated during 2012.

— In October 2010, UBS increased its holding in UBS Real Estate
Kapitalanlagegesellschaft mbH (KAG), a Global Asset Manage-
ment joint venture with Siemens in Munich, Germany, to
94.9% from 51.0%.

Competitors

Our competitors include global firms with wide-ranging capabili-
ties, such as Fidelity Investments, AllianceBernstein Investments,

Invested assets by channel

BlackRock, JP Morgan Asset Management and Goldman Sachs
Asset Management. Most of our other competitors are more re-
gional or local niche players that focus mainly on one asset class,
particularly in the real estate, hedge fund, infrastructure or private
equity investment areas.

Clients and markets

Global Asset Management serves third-party institutional and
wholesale clients, and the clients of UBS’s wealth management
businesses. As shown in the “Invested assets by channel” chart,
at 31 December 2012 approximately 68% of invested assets orig-
inated from third-party clients, including institutional clients (e.g.
corporate and public pension plans, governments and their cen-
tral banks) and wholesale clients (e.g. financial intermediaries
and distribution partners). A further 32% originated from UBS's
wealth management businesses.

Products and services

Global Asset Management’s business lines are: traditional invest-
ments (equities, fixed income and global investment solutions);
alternative and quantitative investments; global real estate; in-
frastructure and private equity; and fund services. Revenues and
key performance indicators are reported according to these
business lines and a breakdown is shown in the “Invested assets
by business line” chart.

The investment teams operate in a boutique-like structure and
the “Investment capabilities and services” chart illustrates their
distinct offerings. These can be delivered in the form of segre-
gated, pooled and advisory mandates, along with a very large
range of registered investment funds, exchange-traded funds and

Invested assets by business line

In %, except where indicated

As of 31.12.10 31.12.11 31.12.12
Total: CHF 559 billion CHF 574 billion CHF 581 billion
TOO < v v e e
VLOEEEETEEREICRURRRRE IR R R
1 I B
25 e

In %, except where indicated

As of 31.12.10 31.12.1 31.12.12
Total: CHF 559 billion CHF 574 billion CHF 581 billion
TOO  «over e |/1/1 ...................

M UBS wealth management businesses Third parties

M Traditional investments Alternative and quantitative investments

M Global real estate Infrastructure and private equity
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Our strategy

Investment capabilities and services

Core, global, regional,
country, emerging markets

Opportunity/high alpha

Small cap, sector, thematic,
sustainable

Growth style — global, US,

emerging markets

Long/short unconstrarned,

market neutral

'R‘ules‘-b.ased, rti.gh'dividend

G\obal

Country and regronal

Money market
Short duratron
Core and core p\us
Sector specrtrc

Emergrng markets

High yield
Indexed ETFs

Unconstralned

G\obal

Country and regronal

Asset altocatron

Currency management

Return and rrsk targeted

Structured porttohos

Rrsk management

Advrsory servrces

Multi-manager

Single-manager
hedge funds

Multi-manager

hedge funds

Advisory services

Quantrtatrve

Active com modltres

multi-manager

Global Direct infrastructure

Country and regronal investment

Income, core, value- added Infrastructure tund of funds

and opportunrstlc strategles Prrvate equrty tund Of fUﬂdS

Multr manager funds

Lrsted securities

Farmland

Fund/product set-up
NA\/caIcu\atron o
Mrdd\e offrce servrces o
Reportmg o
Investorservrces o
Prrvatelabelrng o
International drstrrbutron -
support

encrlrary serviees tdr tund' ‘
of hedge funds

Indexed, ETFs

Customlzed solutrons

Multi-strategy

other investment vehicles in a wide variety of jurisdictions and
across all major asset classes.
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Equities offers a wide spectrum of investment strategies with
varying risk and return objectives. These are delivered by dis-
tinct investment teams, each with dedicated research and
portfolio construction resources, which are organized around
regional capabilities and styles: global, US, Europe, APAC &
emerging markets, growth, and structured beta & indexing.
Strategies include core, unconstrained, long-short, small cap,
sector, thematic, indexed, rules-based and other specialized
strategies.

Fixed income offers a diverse range of global, regional and lo-
cal market-based investment strategies. Its capabilities include
single-sector strategies such as government and corporate
bond portfolios, multi-sector strategies such as core and core
plus bond, and extended sector strategies such as high yield
and emerging market debt. In addition to this suite of tradi-
tional fixed income offerings, the team also manages uncon-
strained fixed income, currency strategies and customized so-
lutions.

Global investment solutions offers active asset allocation, cur-
rency, multi-manager, structured solutions, risk advisory and
strategic investment advisory services. It manages a wide array
of regional and global multi-asset investment strategies across
the full investment universe and risk/return spectrum, struc-
tured portfolios, convertible bonds and absolute return strate-

gies. Through its risk management and strategic investment
advisory services, the team supports clients in a wide range of
investment-related functions.

Alternative and quantitative investments has two primary busi-
ness lines — Alternative Investment Solutions (AlS) and O'Connor.
AIS offers a full spectrum of hedge fund solutions and advisory
services including multi-manager strategies. O’Connor is a key
provider of single-manager global hedge funds.

Global real estate actively manages real estate investments
globally and regionally within Asia Pacific, Europe and the US,
across the major real estate sectors. Its capabilities are focused
on core and value-added strategies but also include other
strategies across the risk/return spectrum.

Infrastructure and private equity manages direct infrastruc-
ture investment and multi-manager infrastructure and private
equity strategies for both institutional and high net worth
investors. Infrastructure asset management manages direct
investments in core infrastructure assets globally. Alternative
Funds Advisory (AFA) infrastructure and AFA private equity
construct broadly diversified fund of funds portfolios across
the infrastructure and private equity asset classes, respec-
tively.

Fund services, our global fund administration business, offers a
comprehensive range of flexible solutions including fund set-
up, reporting and accounting for traditional investment funds,
managed accounts, hedge funds, private equity funds and
other alternative structures.



Distribution

Our capabilities and services are distributed through our regional
business structure (Americas, Asia Pacific, Europe and Switzer-
land) as detailed in the “Business structure” chart. A breakdown
of invested assets across these regions is shown in the “Invested
assets by region” chart.

Through regional distribution, we are able to leverage the full
resources of our global investment platforms and functions to
provide clients with relevant investment management products
and services, client servicing and reporting at a local level.

We also have a dedicated global sovereign markets group to
deliver an integrated approach to this client segment and ensure
that sovereign institutions receive the focused advisory, invest-
ment and training solutions they require.

Invested assets by region’

In %, except where indicated

As of 31.12.10 31121 31.12.12
Total: CHF 559 billion CHF 574 billion CHF 581 billion
TOO - v v e e e e e e e i s s s g e e
................... NN  EHEEE IR
VAR BRI RPN

W Americas Asia Pacific M Europe, Middle East, Africa

Switzerland

1 The regional split is primarily based on the client servicing location.
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Our strategy

Retail & Corporate

As the leading retail and corporate banking business in Switzerland, our goal is to deliver comprehensive financial
products and services to our retail, corporate and institutional clients, provide stable and substantial profits for the
Group and create revenue opportunities for other businesses within the Group.

Business

Our Retail & Corporate business unit provides comprehensive fi-
nancial products and services to our retail, corporate and institu-
tional clients in Switzerland, and maintains a leading position in
these client segments. As shown in the “Business mix” chart, Re-
tail & Corporate generates stable profits which contribute sub-
stantially to the overall financial performance of the Group. We
are amongst the leading players in the retail and corporate loan
market in Switzerland, with a highly collateralized lending portfo-
lio of CHF 137 billion on 31 December 2012, as shown in the
“Loans, gross” chart. This portfolio is managed conservatively,
focusing on profitability and credit quality rather than market
share.

Our Retail & Corporate unit constitutes a central building block
for the universal bank model of UBS Switzerland. It supports our
other business divisions by referring clients to them and assisting
retail clients to build their wealth to a level at which we can trans-
fer them to our Wealth Management unit. Together, these actions
contribute significantly to Group profitability. Furthermore, Retail
& Corporate leverages the cross-selling potential of products and
services provided by our asset-gathering and investment banking
businesses. In addition, Retail & Corporate manages a substantial
part of our Swiss infrastructure and Swiss banking product plat-
form, which are both leveraged by our other businesses.

Business mix

Strategy and clients

We aspire to be the bank of choice for retail clients in Switzerland
by delivering value-added services. Currently, we serve every third
Swiss household. Our distributional network comprises nearly
300 branches, 1,250 automated teller machines including self-
service terminals, and four customer service centers as well as
state-of-the-art electronic and mobile banking services. In order
to further improve our clients’ experience, we continue to invest
in our distribution network by refurbishing our branches and add-
ing new functionalities to our electronic and mobile banking ser-
vice offering. Moreover, we are continuously refining our suite of
life-cycle-based products to provide our clients with tailored solu-
tions to meet their particular needs in their different stages of life.
With regard to execution, we ensure a client-focused and efficient
sales process.

Our size in Switzerland and the diversity of businesses we op-
erate put us in an advantageous position to serve all our clients’
complex financial needs in an integrated and efficient way. We
aim to be the main bank of corporate and institutional clients
ranging from small and medium-size enterprises to multination-
als, and from pension funds and commaodity traders to banks and
insurers. We serve almost one in two Swiss companies, including
more than 85% of the 1,000 largest Swiss corporations, as well
as one in three pension funds in Switzerland, including 75 of the

Loans, gross

In %, except where indicated Total: CHF 3,756 million

For the year ended 31.12.12

M Recurring interest
Recurring fees

B Non-recurring income

In %, except where indicated Total: CHF 137 billion'

As of 31.12.12

AN

W Secured by residential property?

Secured by commercial/industrial property?
W Secured by securities

Secured by guarantees and other collateral

M Unsecured loans
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1 Total includes less than 1% secured by cash. 2 57% average loan to value based on latest credit
review. 3 58% average loan to value based on latest credit review.



largest 100. We strive to further expand and leverage our trans-
action banking capabilities (e.g. payment and cash management
services, custody solutions, trade and export finance). In addi-
tion, we plan to increase our presence and grow in the com-
modities trade finance business. Combining the universal bank
approach with our local market expertise across all Swiss regions
enables us to optimize our client service by providing access to all
UBS capabilities.

As the leading retail and corporate banking business in Swit-
zerland, we understand the importance of our role in supporting
the needs of our clients. We have successfully implemented
structures and processes to simplify our service commitments
across the business, including streamlining our processes, reduc-
ing the administrative burden on our client advisors and enhanc-
ing their long-term productivity without compromising our risk
standards.

Organizational structure

The Retail & Corporate unit is a core element of UBS Switzerland’s
universal bank delivery model, which allows us to extend the ex-
pertise of the entire bank to our Swiss retail, corporate and insti-
tutional clients. Switzerland is the only country where we operate
in retail, corporate and institutional banking, wealth and asset
management as well as investment banking.

To ensure consistent delivery throughout Switzerland, the Swiss
network is organized into ten geographical regions. Dedicated
management teams in the regions and in the branches derived
from all business areas are responsible for executing the universal
bank model, fostering cross-divisional collaboration and ensuring
that the public and clients have a uniform experience based on a
single corporate image and shared standards of service.

Competitors

In the Swiss retail banking business, our competitors are Raif-
feisen, the cantonal banks, Credit Suisse, Postfinance, and other
regional and local Swiss banks.

In the Swiss corporate and institutional business, our main
competitors are Credit Suisse, the cantonal banks and foreign
banks in Switzerland.

Products and services

Our retail clients have access to a life cycle-based comprehensive
offering, comprising easy-to-understand products including
cash accounts, payments, savings and retirement solutions, in-
vestment fund products, residential mortgages, a bonus pro-
gram and advisory services. We provide financing solutions to
our corporate clients, offering access to equity and debt capital
markets, syndicated and structured credit, private placements,
leasing and traditional financing. Our transaction banking offers
solutions for payments and cash management services, trade
and export finance, receivable finance, as well as global custody
solutions to institutional clients. Close collaboration with our
client-centric Investment Bank is a key building block in our uni-
versal bank strategy that enables us to offer capital market prod-
ucts, foreign exchange products, hedging strategies (currency,
interest rates, and commodities) and trading (equities and fixed
income, currencies and commodities), as well as to provide cor-
porate finance advice in fields such as mid-market mergers and
acquisitions, corporate succession planning and real estate. We
also cater to the asset management needs of institutional clients
by offering portfolio management mandates, strategy execution
and fund distribution.
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Our strategy

Corporate Center

The Corporate Center enables UBS to operate cohesively and effectively by providing and managing support and

control functions for the business divisions and the Group.

Objectives

The Corporate Center provides the business divisions with Group-
level control in the areas of finance, risk, legal and compliance,
and Group-wide shared service functions comprising support and
logistics functions. We strive to maintain effective corporate gov-
ernance processes, including compliance with relevant regula-
tions, ensuring an appropriate balance between risk and return.
The Corporate Center also encompasses certain centrally man-
aged positions, including the SNB StabFund option and the Lega-
cy Portfolio.

In 2012, the Group-wide shared service functions in the Corpo-
rate Center — Core Functions, comprising information technology,
human resources, corporate development, Group regulatory rela-
tions and strategic initiatives, communications and branding, cor-
porate real estate and administrative services, procurement, physi-
cal security as well as information security and offshoring, were
extended by the integration of all Group-wide operations under the
leadership of the Group Chief Operating Officer (Group COO).

The Corporate Center — Legacy Portfolio encompasses certain
centrally managed positions, including the SNB StabFund option
and a portfolio of legacy assets. It is overseen by a committee
consisting of the Group Chief Executive Officer, Group Chief Fi-
nancial Officer and the Group Chief Risk Officer. Starting with
reporting for the first quarter of 2013, non-core businesses previ-
ously part of the Investment Bank will also be reported in the
Corporate Center — Legacy Portfolio. As a result, from 2013 this
unit will be known as Corporate Center — Non-core and Legacy
Portfolio.

At the end of 2012, there were 25,255 employees across all
Corporate Center functions. The majority of the treasury income,
operating expenses and personnel associated with the activities
within Corporate Center — Core Functions are re-allocated to the
business divisions for which the respective services are performed.

In 2012, the Corporate Center focused on increasing opera-
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tional efficiency, optimizing organizational design related to the
accelerated implementation of our strategy announced in Octo-
ber 2012 and responding to the evolving regulatory environment.
We implemented a new integrated approach to governing regula-
tory and strategic change initiatives and introduced a new Opera-
tional Risk Control Framework that encompasses all control re-
quirements, front-to-back responsibilities and strengthens the
supervisory framework. Overall, the integrated structure helps us
to maintain independent control functions and a core platform
from which we continually create synergies and enhance share-
holder value.

Organizational structure

Corporate Center — Core Functions consists of the control func-
tions Group Finance, Group Risk, and Group General Counsel, in
addition to the shared services functions.

Group Chief Financial Officer

The Group Chief Financial Officer (Group CFO) is responsible for
ensuring transparency in, and assessment of, the financial perfor-
mance of UBS Group and its business divisions, for UBS Group’s
financial reporting, forecasting, planning and controlling process-
es. He also provides advice on financial aspects of strategic proj-
ects and transactions. The Group CFO has management responsi-
bility over the divisional and the UBS Group financial control
functions. The Group CFO is responsible for the management and
control of UBS’s tax affairs and for treasury and capital manage-
ment, including management and control of funding and liquidity
risk and UBS's regulatory capital ratios. After consultation with the
Audit Committee of the Board of Directors (BoD), the Group CFO
makes proposals to the BoD regarding the standards for account-
ing adopted by UBS and defines the standards for financial report-
ing and disclosure. Together with the Group Chief Executive Of-
ficer (Group CEOQ), the Group CFO provides external certifications



under sections 302 and 404 of the Sarbanes-Oxley Act 2002, and,
in coordination with the Group CEO, manages relations with ana-
lysts and investors.

Group Chief Operating Officer

The Group COO manages the shared service functions of the
Group, including the management and control of Group-wide
operations, information technology, human resources, corporate
development, Group regulatory relations and strategic initiatives,
communications and branding, corporate real estate and admin-
istrative services, procurement, physical as well as information
security and offshoring. In addition, the Group COO supports the
Group CEO in developing our strategy and addressing regulatory
and strategic issues. The Group COO also oversees the business
and strategic planning of shared services.

Group Chief Risk Officer

The Group Chief Risk Officer (Group CRO) develops and imple-
ments principles and appropriate independent control frame-
works for credit, market, country and operational risks within the
Group. In particular, the Group CRO formulates and implements
the frameworks for risk capacity and appetite, risk measurement,
portfolio controls and risk reporting, and has management re-
sponsibility over the divisional and Group risk control functions.
He implements the risk control mechanisms as determined by the
BoD, the BoD Risk Committee or the Group CEO. In addition, the
Group CRO approves transactions, positions, exposures, portfolio
limits and provisions in accordance with the delegated risk con-
trol authorities, and monitors and challenges the firm’s risk-tak-
ing activities.

Group General Counsel

The Group General Counsel (Group GC) is responsible for legal
and compliance matters, policies and processes, and for manag-
ing the legal and compliance function for the UBS Group. The
Group GC is responsible for reporting legal and compliance risks
and material litigation, for managing litigation and special and
regulatory investigations, and for ensuring that we meet relevant
legal requirements and regulatory standards in the conduct of our
business. The Group GC also assumes responsibility for establish-
ing a Group-wide management and control process for our rela-
tionship with regulators, in close cooperation with the Group
CRO and the Group CFO where relevant, and for maintaining the
relationships with our key regulators with respect to legal and
compliance matters.
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Regulation and supervision

Regulation and supervision

The Swiss Financial Market Supervisory Authority (FINMA) is UBS’s home country regulator and consolidated supervisor.
As a financial services provider with a global footprint, we are also regulated and supervised by the relevant authorities
in each of the jurisdictions in which we conduct business. The following sections describe the regulation and supervision
of our business in Switzerland and the regulatory and supervisory environments in the US and the UK, our next two

largest areas of operation.

Regulation and supervision in Switzerland

The Swiss Federal Law on Banks and Savings Banks of 8 Novem-
ber 1934, as amended (Banking Act), and the related Swiss Fed-
eral Ordinance on Banks and Savings Bank of 17 May 1972, as
amended (Banking Ordinance), provide the legal basis for banking
in Switzerland. Based on the license obtained under this frame-
work, we may engage in a full range of financial service activities,
including retail banking, commercial banking, investment bank-
ing and asset management in Switzerland. The Banking Act,
Banking Ordinance and the Financial Market Supervision Act of
22 June 2007, as amended, establish a framework for supervision
by FINMA, empowering it to issue its own ordinances and circular
letters, which contribute to shaping the Swiss legislative frame-
work for banks.

In 2010, the Swiss Federal Council and FINMA incorporated the
enhancements to the Basel Capital Accord issued by the Basel Com-
mittee on Banking Supervision on 13 July 2009 (so-called Basel 2.5)
into the Capital Adequacy Ordinance of 29 September 2006 (and
related circular letters). The enhanced capital adequacy rules became
effective on 1 January 2011. In autumn 2011, the Swiss Parliament
amended the legal framework for banks to address the lessons
learned from the financial crisis and, in particular, the “too-big-to-
fail” issue. The amended sections are applicable to the largest Swiss
banks, including UBS, and contain specific capital requirements and
provisions to ensure that systemically relevant functions can be
maintained in case of insolvency. In addition, and in line with global
requirements, we are required to produce and update recovery
and resolution plans aimed at increasing the firm’s resilience further
in the case of a crisis, and provide FINMA and other regulators
with information on how the firm could be resolved in the event of
an unsuccessful recovery. These new sections entered into force on 1
March 2012. Switzerland implemented the Basel lll Accord by means
of a complete review of the Capital Adequacy Ordinance and related
FINMA rules. In addition, a number of other amendments have been
made to the Banking Ordinance and the Capital Adequacy Ordi-
nance, which came into effect on 1 January 2013.

-> Refer to the “Capital management” section of this report for

more information about capital requirements

The Federal Act of 10 October 1997 on the Prevention of Mon-
ey Laundering in the Financial Sector defines a common standard
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for due diligence obligations to prevent money laundering for the
whole financial sector.

The legal basis for the investment funds business in Switzer-
land is the Swiss Federal Act on Collective Investment Schemes
(Collective Investment Schemes Act) of 23 June 2006, which
came into force on 1 January 2007. FINMA, as supervisory author-
ity for investment funds in Switzerland, is responsible for the
authorization and supervision of the institutions and investment
funds subject to its control.

In our capacity as a securities broker and as an issuer of shares
listed in Switzerland, we are governed by the Federal Act on Stock
Exchanges and Securities Trading of 24 March 1995. FINMA is the
competent supervisory authority with respect to securities brokering.

FINMA fulfills its statutory supervisory responsibilities through
the instruments of licensing, regulation, monitoring, and enforce-
ment. Generally, prudential supervision in Switzerland is based on
a division of tasks between FINMA and authorized audit firms.
Under this two-tier supervisory system, FINMA has the responsibil-
ity for overall supervision and enforcement measures while the
authorized audit firms carry out official duties on behalf of FINMA.
The responsibilities of external auditors encompass the audit of
financial statements, the review of banks’ compliance with all
prudential requirements and on-site audits.

We are classified as a “big bank” due to our size, complexity,
organization and business activities, as well as our importance to
the financial system. As a big bank, we are subject to more rigor-
ous supervision than other banks. We are directly supervised by
the FINMA group “Supervision of UBS,” which is supported by
teams specifically monitoring investment banking activities, risk
management, as well as solvency and capital aspects. Supervisory
tools include numerous meetings with management and informa-
tion exchange encompassing all control and business areas, inde-
pendent assessments through review activities, and a regular ex-
change of views with internal audit functions, external auditors
and important host supervisors. In recent years, FINMA has imple-
mented the recommendations issued by the Financial Stability
Board and the Basel Committee on Banking Supervision, and
complemented the Supervisory College with the UK Financial Ser-
vices Authority (FSA) and the Federal Reserve Bank of New York
(FRBNY), established in 1998 to promote supervisory cooperation
and coordination, with a General Supervisory College — including
more than a dozen of UBS host regulatory agencies — and a Crisis



Management College (which is also attended by representatives
from the Swiss National Bank [SNB] and the Bank of England).

The SNB contributes to the stability of the financial system
through macro-prudential measures and monetary policy, provid-
ing also liquidity to the banking system. It does not exercise any
banking supervision and is not responsible for enforcing banking
legislation, but works together with FINMA in the following areas:
(i) assessment of the soundness of systemically important banks,
(ii) regulations that have a major impact on the soundness of
banks, including liquidity, capital adequacy and risk distribution
provisions, where they are of relevance for financial stability, and
(iii) contingency planning and crisis management. FINMA and the
SNB exchange information and share opinions about the sound-
ness of the banking sector and systemically important banks, and
are authorized to exchange information and documents that are
not publicly accessible if they require these in order to fulfill their
tasks. With regard to systemically important banks, the SNB may
also carry out its own enquiries and request information directly
from the banks. In addition, the SNB has been tasked by parlia-
ment with the designation of systemically relevant banks and their
systemically relevant functions in Switzerland.

- Refer to the “Regulatory developments” and “Risk factors”

sections of this report for more information

Regulation and supervision in the US

Our operations in the US are subject to a variety of regulatory re-
gimes. We maintain branches in several states, including Con-
necticut, lllinois, New York and Florida. These branches are li-
censed either by the Office of the Comptroller of the Currency or
the state banking authority of the state in which the branch is
located. Each US branch is subject to regulation and examination
by its licensing authority. We also maintain state and federally
chartered trust companies and other limited purpose banks,
which are regulated by state regulators or the Office of the Comp-
troller of the Currency. In addition, the Board of Governors of the
Federal Reserve System exercises examination and regulatory au-
thority over our state-licensed US branches. Only the deposits of
our subsidiary bank located in the state of Utah are insured by the
Federal Deposit Insurance Corporation. The regulation of our US
branches and subsidiaries imposes restrictions on the activities of
those branches and subsidiaries, as well as prudential restrictions
on their operations, such as limits on extensions of credit to a
single borrower, including UBS subsidiaries and affiliates.

The licensing authority of each state-licensed US branch of
UBS AG has the authority, in certain circumstances, to take pos-
session of the business and property of UBS located in the state
of the office it licenses. Such circumstances generally include vio-
lations of law, unsafe business practices and insolvency. As long
as we maintain one or more federal branches, the Office of the
Comptroller of the Currency also has the authority to take pos-
session of all the US operations of UBS under broadly similar cir-
cumstances, as well as in the event that a judgment against a
federally licensed branch remains unsatisfied. This federal power

may pre-empt the state insolvency regimes that would otherwise
be applicable to our state-licensed branches. As a result, if the
Office of the Comptroller of the Currency exercised its authority
over the US branches of UBS pursuant to federal law in the event
of a UBS insolvency, all US assets of UBS would generally be ap-
plied first to satisfy creditors of these US branches as a group,
and then made available for application pursuant to any Swiss
insolvency proceeding.

In addition to the direct regulation of our US banking offices,
because we operate US branches, we are subject to oversight
regulation by the Board of Governors of the Federal Reserve
System under various laws (including the International Banking
Act of 1978 and the Bank Holding Company Act of 1956). On
10 April 2000, UBS was designated a “financial holding com-
pany” under the Bank Holding Company Act of 1956. Financial
holding companies may engage in a broader spectrum of activi-
ties than bank holding companies or foreign banking organiza-
tions that are not financial holding companies, including under-
writing and dealing in securities. To maintain our financial
holding company status, (i) the Group, our US subsidiary feder-
ally chartered trust company and our US subsidiary bank located
in Utah are required to meet certain capital ratios, (i) our US
branches, our US subsidiary federally chartered trust company,
and our US subsidiary bank located in Utah are required to meet
certain examination ratings, and (iii) our subsidiary bank in Utah
is required to maintain a rating of at least “satisfactory” under
the Community Reinvestment Act of 1997.

A major focus of US governmental policy relating to financial
institutions in recent years has been fighting money laundering
and terrorist financing. Regulations applicable to UBS 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
their clients. Failure to maintain and implement adequate pro-
grams to combat money laundering and terrorist financing could
have serious consequences, both in legal terms and in terms of
our reputation.

In the US, UBS Securities LLC and UBS Financial Services Inc., as
well as our other US-registered broker-dealer entities, are subject
to regulations that cover all aspects of the securities business, in-
cluding: sales methods, trade practices among broker-dealers, use
and safekeeping of clients’ funds and securities, capital structure,
record-keeping, the financing of clients’ purchases, and the con-
duct of directors, officers and employees.

These entities are regulated by a number of different govern-
ment agencies and self-requlatory organizations, including the
Securities and Exchange Commission (SEC) and the Financial In-
dustry Regulatory Authority (FINRA). Each entity is also regulated
by some or all of the following: the New York Stock Exchange
(NYSE), the Municipal Securities Rulemaking Board, the US De-
partment of the Treasury, the Commaodities Futures Trading Com-
mission and other exchanges of which it may be a member, de-
pending on the specific nature of the respective broker-dealer’s
business. In addition, the US states, provinces and territories have
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local securities commissions that regulate and monitor activities in
the interest of investor protection. These regulators have a variety
of sanctions available, including the authority to conduct admin-
istrative proceedings that can result in censure, fines, the issuance
of cease-and-desist orders or the suspension or expulsion of the
broker-dealer or its directors, officers or employees.

FINRA is dedicated to investor protection and market integrity
through effective and efficient regulation and complementary
compliance and technology-based services. FINRA covers a broad
spectrum of securities matters, including: registering and educat-
ing industry participants, examining securities firms, writing rules,
enforcing those rules and the federal securities laws, informing
and educating the investing public, providing trade reporting and
other industry utilities, and administering a dispute resolution fo-
rum for investors and registered firms. It also performs market
regulation under contract for the NASDAQ Stock Market, the
NYSE, the American Stock Exchange and the Chicago Climate
Exchange. The SEC's mission is to protect investors, maintain fair,
orderly, and efficient markets, and facilitate capital formation. The
SEC oversees the key participants in the securities world, includ-
ing securities exchanges, securities brokers and dealers, invest-
ment advisors, and mutual funds.

The Dodd-Frank Wall Street Reform and Consumer Protection
Act of 2010 (Dodd-Frank Act) impacts the financial services indus-
try by addressing, among other issues, the following: (i) systemic
risk oversight, (i) bank capital standards, (iii) the liquidation of fail-
ing systemically significant financial institutions, (iv) OTC deriva-
tives, (v) the ability of deposit-taking banks to engage in proprie-
tary trading activities and invest in hedge funds and private equity
(the so-called Volcker rule), (vi) consumer and investor protection,
(vii) hedge fund registration, (viii) securitization, (ix) investment ad-
visors, (x) shareholder “say on pay,” and (xi) the role of credit-rat-
ing agencies. Many of the provisions of the Dodd-Frank Act will
affect the operation of UBS’s US banking operations as well as our
non-banking entities. The details of the legislation and its impact
on UBS’s operations depend on the final regulations being adopt-
ed by various agencies and oversight boards.

- Refer to the “Regulatory developments” and “Risk factors”

sections of this report for more information
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Regulation and supervision in the UK

Our operations in the UK are mainly regulated by the FSA, which
establishes a regime of rules and guidance governing all relevant
aspects of financial services businesses. UBS AG, London Branch
is requlated by both the FSA and FINMA.

The FSA has established a risk-based approach to supervision
and has a wide variety of supervisory tools available to it, includ-
ing regular risk assessments, on-site inspections (which may relate
to an industry-wide theme or be firm-specific) and the ability to
commission reports by skilled persons (who may be the firm's au-
ditors, IT specialists, lawyers or other consultants as appropriate).
The FSA also has an extremely wide set of sanctions which it may
impose under the Financial Services and Markets Act 2000,
broadly similar to those available to US regulators.

Some of our subsidiaries and affiliates are also regulated by the
London Stock Exchange and other UK securities and commodities
exchanges of which we are a member. We are also subject to the
requirements of the UK Panel on Takeovers and Mergers, where
relevant.

Financial services regulation in the UK is conducted in accor-
dance with EU directives which require, among other things,
compliance with certain capital adequacy standards, client pro-
tection requirements and conduct of business rules (such as the
Markets in Financial Instruments Directive). These directives apply
throughout the EU and are reflected in the regulatory regimes of
the various member states.

The UK government has committed to changing the current
regulatory structures, including splitting responsibility for pru-
dential regulation and conduct of business regulation and the
replacement of the FSA with new regulatory bodies, namely the
Prudential Regulation Authority (reporting to the Bank of Eng-
land) and the Financial Conduct Authority (the legal continua-
tion of the FSA). This split will take effect in early 2013, formal-
izing the existing internal separation of supervisory responsibility
for prudential and conduct business regulation, implemented in
April 2012.

- Refer to the “Regulatory developments” and “Risk factors”

sections of this report for more information



Risk factors

Certain risks, including those described below, may impact our
ability to execute our strategy and affect our business activities,
financial condition, results of operations and prospects. 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 pres-
ently 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 pre-
sented below is not indicative of their likelihood of occurrence or
the potential magnitude of their financial consequences.

Regulatory and legislative changes may adversely affect
our business and ability to execute our strategic plans

Fundamental changes in the laws and regulations affecting finan-
cial institutions could have a material and adverse effect on our
business. In the wake of the 2007-2009 financial crisis and the
continuing instability in global financial markets, regulators and
legislators have proposed, have adopted, or are actively consider-
ing, 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 ac-
tivities;

— a variety of measures constraining, taxing or imposing addi-
tional 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; and

— requirements to adopt risk governance structures at a local
jurisdiction level.

A number of measures have been adopted and will be imple-
mented 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 is a high level of uncer-
tainty regarding a number of the measures referred to above, in-
cluding whether (or the form in which) they will be adopted, the
timing and content of implementing regulations and interpreta-
tions and/or the dates of their effectiveness.

Notwithstanding attempts by regulators to coordinate their ef-
forts, 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, more-
over, disadvantages institutions headquartered in jurisdictions that
impose relatively more stringent standards. Switzerland has ad-
opted 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” law to address the issues posed by large banks. The law
became effective on 1 March 2012. Accordingly, Swiss regulatory
change efforts have generally proceeded more quickly than those
in other major jurisdictions, and the Swiss Financial Market Super-
visory Authority (FINMA), the Swiss National Bank (SNB) and the
Swiss Federal Council are implementing requirements that are sig-
nificantly more onerous and restrictive for major Swiss banks,
such as UBS, than those adopted or proposed by regulatory au-
thorities in other major global financial centers.

The provisions of the revised banking ordinance and capital
adequacy ordinance implementing the Swiss “too-big-to-fail” law
became effective on 1 January 2013. These ordinances implement
capital requirements that increase or decrease in proportion to
UBS’s (i) market share in Switzerland and (i) total exposure, a met-
ric that measures balance sheet size. This could in effect result in
higher or lower capital adequacy requirements than the 19% of
Basel Il RWA that has been publicly discussed. As we have previ-
ously announced, our total capital requirements are expected to
fall to 17.5% reflecting the planned decrease in total exposure as
part of the acceleration of our strategy announced in October
2012. Actions and interpretations of governmental authorities
may affect the calculation of our capital ratios and increase our
effective capital requirements. For example, we expect approxi-
mately CHF 2-3 billion to be added to our RWA each year from
2013 through 2019 as a result of FINMA's decision to apply a
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bank-specific multiplier for banks using the internal ratings-based
approach when calculating RWA for Swiss retail mortgages. In
addition, a 1% countercyclical buffer on RWA arising from Swiss
residential mortgages will be effective from September 2013.

The new banking and capital adequacy ordinances also con-
tain, among other things, provisions regarding emergency plans
for systemically important functions, recovery and resolution plan-
ning and intervention measures that may be triggered when cer-
tain capital thresholds are breached. Those intervention levels
may be set at higher capital levels than under current law, and
may depend upon the capital structure and type of buffer capital
the bank will have to issue to meet the specific Swiss require-
ments.

If we are not able to demonstrate that our systemically relevant
functions in Switzerland can be maintained even in case of a
threatened insolvency, FINMA may impose more onerous require-
ments on us. Although the actions that 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 sepa-
rate lines of business into dedicated entities, with limitations on
intra-group funding and certain guarantees), or in some manner
to further reduce business risk levels. The law also provides that
the largest banks will be eligible for a capital rebate if they take
actions that facilitate recovery and resolvability beyond ensuring
that the systematically important functions are maintained in case
of insolvency. Such actions would likely include an alteration of
the legal structure of a bank group in a manner that would insu-
late parts of the group from exposure to risks arising from other
parts of the group, thereby making it easier to dispose of certain
parts of the group in a recovery scenario, or to liquidate or dispose
of certain parts of the group in a resolution scenario, without
necessarily adversely affecting other parts.

Due to recent changes in Swiss regulatory requirements, and
due to liquidity requirements imposed by certain other jurisdic-
tions in which we operate, we have been required to maintain
substantially higher levels of liquidity overall than had been our
usual practice in the past. Like increased capital requirements,
higher liquidity requirements make certain lines of business, par-
ticularly in the Investment Bank, less attractive and may reduce
our overall ability to generate profits.

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.

Some of these regulatory and legislative changes may subject
us to requirements to move activities from UBS AG branches into
subsidiaries. Such “subsidiarization” can create operational, capi-
tal 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 the subsidiary. Such changes could also nega-
tively impact our funding model and severely limit our booking
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flexibility. For example, we have significant operations in the UK
and use UBS AG's London branch as a global booking center for
many types of products. We are being required by the UK Finan-
cial Services Authority and by FINMA to increase very substantially
the capitalization of our UK bank subsidiary, UBS Limited, and
expect to be required to change our booking practices to reduce
or even eliminate our utilization of UBS AG London branch as a
global booking center for the ongoing business of the Investment
Bank. In addition, the UK Independent Commission on Banking
has recommended structural and non-structural reforms of the
banking sector, most of which have been endorsed by the UK
government. Key measures proposed include the ring-fencing of
retail activities in the UK, additional common equity tier 1 capital
requirements of up to 3% of RWA for retail banks, and the issu-
ance of debt subject to “bail-in” provisions. The applicability and
implications of such changes to offices 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 UK.

The adoption of the Dodd-Frank Act in the US will also affect
a number of our activities, as well as those of other banks. The
implementation of the Volcker Rule as of July 2012, for example,
is one reason for our exiting equities proprietary trading business
segments within the Investment Bank. For other trading activity,
we expect that we will be required to implement a compliance
regime, including the calculation of detailed metrics for each
trading book, and may be required to implement a compliance
plan globally. Depending on the nature of the final rules, as well
as the manner in which they are implemented, the Volcker Rule
could have a substantial impact on market liquidity and the eco-
nomics of market-making activities. The Volcker Rule also broad-
ly limits investments and other transactional activities between
banks and covered funds. The proposed implementing regula-
tions both expand the scope of covered funds and provide only a
very limited exclusion for activities of UBS outside the US. If ad-
opted as proposed, the regulations could limit certain of our ac-
tivities in relation to funds, particularly outside the US. Moreover,
at the end of 2012, the Federal Reserve issued proposed rules for
foreign banking organizations in the US (sections 165 and 166 of
Dodd-Frank Act) that include (i) a requirement for an intermedi-
ate holding company to hold US subsidiary operations, (ii) risk-
based capital and leverage requirements, (i) liquidity require-
ments (both substantive and procedural), (iv) single-counterparty
credit limits, (v) risk management and risk committee require-
ments, (vi) stress test requirements, including public disclosure of
the results, (vii) a debt-to-equity limit, and (viii) a framework for
early remediation of financial weaknesses. The proposal would
impose different requirements based on the overall size of the
foreign banking organization and the size of its US-based assets.
If the rules are adopted as proposed, UBS would be subject to the
most stringent requirements based on the current size of its glob-
al and US operations.

In addition, 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 cen-



tral counterparties by the end of 2012. This commitment is being
implemented through the Dodd-Frank Act in the US and corre-
sponding legislation in the European Union and other jurisdic-
tions, and will have a significant impact on our OTC derivatives
business, primarily in the Investment Bank. For example, we ex-
pect that, as a rule, the shift of OTC derivatives trading to a cen-
tral clearing model will tend to reduce profit margins in these
products, although some market participants may be able to off-
set this effect with higher trading volumes in commaoditized prod-
ucts. 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 registered as a swap dealer in the US at the end of
2012 enabling the continuation of swaps business with US per-
sons. Regulations issued by the Commodity Futures Trading Com-
mission (CFTC) impose substantial new requirements on regis-
tered swap dealers for clearing, trade execution, transaction
reporting, recordkeeping, risk management and business con-
duct. The CFTC has granted time-limited relief to initially limit the
scope of new requirements to transactions with US persons. Cer-
tain of the CFTC’s regulations, including those relating to swap
data reporting, recordkeeping, compliance and supervision, are
expected to apply to UBS AG globally once this time-limited relief
expires. Application of these requirements to UBS's swaps busi-
ness with non-US persons will present a substantial implementa-
tion burden, will likely duplicate or conflict with legal require-
ments applicable to UBS outside of the United States and may
place UBS at a competitive disadvantage to firms that are not
CFTC-registered swap dealers. The Securities and Exchange Com-
mission (SEC) is expected to propose rules for the extraterritorial
application of its regulation of securities-based swaps in the first
half of 2013, and to require registration of securities-based swap
dealers in the US following adoption of such rules. SEC regulation
of securities-based swaps may present similar risks to CFTC rules.

The effect on business booked or conducted by UBS in whole
or in part outside the US cannot yet be determined fully because
many of the regulations that must be adopted to implement the
Dodd-Frank Act have not yet been finalized.

In many instances, UBS provides services on a cross-border ba-
sis. 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. For in-
stance, the proposed harmonization of third-country access provi-
sions under the revised European MiFID II/MiFIR framework would
make it materially more difficult for UBS to service wealth manage-
ment clients in Europe. As these requirements are still being devel-
oped and revised, the effect on our business with clients domiciled
or booked in the EU is difficult to predict.

Resolution and recovery; bail-in
We are currently required to produce recovery and resolution
plans in the US, UK, 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 pro-
posed EU Recovery and Resolution Directive. Resolution plans may
increase the pressure for structural change if our analysis identi-
fies impediments that are not acceptable to 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 “subsidiariza-
tion”.

In addition a number of jurisdictions, including Switzerland,
the US, the UK and the EU, have implemented or are considering
implementing changes that would allow resolution authorities to
convert debt into equity in a so-called “bail-in”. 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 inter-
pretation. Depending upon the outcome, bail-in authority may
have a significant effect on UBS's funding costs.

The planned and potential regulatory and legislative develop-
ments in Switzerland and in other jurisdictions in which we have
operations may have a material adverse effect on 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 institu-
tions. They are likely to be costly to implement and could also
have a negative impact on our legal structure or business model.
Finally, the uncertainty related to or the implementation of leg-
islative 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 BIS tier 1, core and total
capital ratios and the common equity tier 1 ratio under Basel Ill
requirements, is determined by (i) RWA (credit, non-counterparty
related, market and operational risk positions, measured and
risk-weighted according to regulatory criteria) and (i) eligible
capital. Both RWA and eligible capital are subject to change. Eli-
gible capital would be reduced if we experience net losses or
losses through the other comprehensive income account, as de-
termined for the purpose of the regulatory capital calculation,
which may also render it more difficult or more costly for us to
raise new capital. Eligible capital can also be reduced for a num-
ber of other reasons, including certain reductions in the ratings of
securitization exposures, 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
recognized in other comprehensive income. RWA, on the other
hand, are driven by our business activities and by changes in the
risk profile of our exposures. For instance, substantial market
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volatility, a widening of credit spreads (the major driver of our
value-at-risk), adverse currency movements, increased counter-
party risk, a deterioration in the economic environment, or in-
creased operational risk could result in a rise in RWA. Any such
reduction in eligible capital or increase in RWA could materially
reduce our capital ratios.

The required levels and calculation of our regulatory capital and
the calculation of our RWA are also subject to changes in regula-
tory requirements or their interpretation. We are subject to regula-
tory capital requirements imposed by FINMA, under which we have
higher RWA than would be the case under the Basel lll guidelines
as adopted by the Bank for International Settlements. The changes
in the calculation of RWA under Basel Il and FINMA requirements
(such as the revised treatment of certain securitization exposures
under the Basel Ill framework) have significantly increased the level
of our RWA and, therefore, have adversely affected our capital ra-
tios. We have announced plans to reduce RWA very substantially
and to mitigate the effects of the changes in the RWA calculation.
However, there is a risk that we will not be successful in pursuing
our plans, either because we are unable to carry out fully the ac-
tions we have planned or because other business or regulatory de-
velopments 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 systemically important
banks introduced by FINMA. 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 the risk-based capital requirements.

Changes in the Swiss requirements for risk-based capital or
leverage ratios, whether pertaining to the minimum levels re-
quired for large Swiss banks or to the calculation thereof (includ-
ing changes of the banking law under the “too-big-to-fail” mea-
sures), 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 executing our announced
strategic plans

In October 2012, we announced a significant acceleration in the
implementation of our strategy. The strategy includes transform-
ing our Investment Bank to focus it on its traditional strengths,
very significantly reducing Basel Il RWA and further strengthening
our capital position, and significantly reducing costs and improv-
ing efficiency across the Group. There is a risk that we will not be
successful in pursuing our plans, including because we are unable
to carry out fully the actions we have planned, or that even if we
are able to implement our strategy as planned its effects may dif-
fer from those intended.

As part of our strategy, we are exiting certain business lines,
predominantly those formerly in the fixed income area of our In-
vestment Bank that have been rendered less attractive by changes
in regulation and market developments. Our Corporate Center is
tasked with managing down the non-core assets previously in the
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Investment Bank in the most value-accretive way for shareholders.
As we wind down these positions and those in the Legacy Portfo-
lio previously transferred to Corporate Center, we will incur losses
if exit values are lower than the carrying values of these positions.
This could be the result of market price declines or illiquid or vola-
tile market conditions, or the result of other institutions seeking to
dispose of similar assets contemporaneously. These same factors
may make it impossible or inadvisable for us to effect the wind-
downs and the corresponding reduction in RWA and balance
sheet size as quickly as we have planned.

We also announced that we intend to achieve incremental cost
savings of CHF 3.4 billion above the CHF 2 billion cost savings
program announced in August 2011 as a result of the actions we
are taking in the Investment Bank and through further Group-
wide efficiency measures. 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-saving and efficiency mea-
sures we are able to carry out. As is often the case with major
cost-reduction and efficiency programs, our plans involve signifi-
cant 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-
saving opportunities at the level of our savings objective that are
also consistent with our business goals. In addition, when we
implement our cost-saving and efficiency programs we may expe-
rience 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.

Our reputation is critical to the success of our business

Our reputation is critical to the success of our strategic plans. Dam-
age 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 mea-
sure. This was demonstrated in recent years as our very large loss-
es during the financial crisis, the US cross-border 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 devel-
opments 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 inci-
dent announced in September 2011, and our involvement in the
LIBOR scandal 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.
- Refer to the “Certain items affecting our results in 2011"
sidebar in our annual report for 2011 for more information
on the unauthorized trading incident



Material legal and regulatory risks arise in the conduct of
our 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 pro-
ceedings 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 business-
es. The outcome of most of these matters, and their potential
effect on our future business or financial results, is extremely
difficult to predict.

We continue to be subject to government inquiries and inves-
tigations, and are involved in a number of litigations and disputes,
which arose out of the financial crisis of 2007-2009. We are also
subject to a large number of claims, disputes, legal proceedings
and government investigations unrelated to the financial crisis,
and expect that our ongoing business activities will continue to
give rise to such matters in the future. Potentially material matters
to which we are currently subject include claims relating to US
RMBS and mortgage loan sales, Swiss retrocessions, LIBOR-relat-
ed matters and the Banco UBS Pactual tax indemnity.

In December 2012, we announced settlements totaling approx-
imately CHF 1.4 billion in fines by and disgorgements to US, UK
and Swiss authorities to resolve LIBOR-related investigations with
those authorities. 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 investi-
gations 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 mat-
ters is extremely difficult to estimate and could be material.

The LIBOR-related settlements starkly illustrate the much-in-
creased level of financial risk now associated with regulatory
matters and regulatory enforcement in major jurisdictions, par-
ticularly in the US and UK. These very large amounts were as-
sessed, and the guilty plea of a UBS subsidiary was required, in
spite of our full cooperation with the authorities in their investi-
gations, as a result of which we were granted conditional leni-
ency or conditional immunity with respect to certain benchmark
interest rates by antitrust authorities in a number of jurisdictions
including the US and Switzerland. We understand that, in deter-
mining the consequences to UBS, the US authorities took into
account the fact that UBS has in the recent past been determined
to have engaged in serious misconduct in a number of other
matters. As a result of this history and regulatory perception,
UBS's level of risk with respect to regulatory enforcement may be
greater than that of 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 at least through 2013.

UBS is 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 concern-
ing the actions that we are taking to improve our operational
risk management and control framework. 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 con-
strain our strategic flexibility. While we believe that we have
remediated the deficiencies that led to the material losses dur-
ing the 2007-2009 financial crisis, the unauthorized trading
incident announced in September 2011 and the LIBOR-related
settlements, 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 unau-
thorized trading incident FINMA informed us that we would not
be permitted to undertake acquisitions in our Investment Bank
unit (unless FINMA granted an exception), and that material
new business initiatives in that unit would be subject to FINMA
oversight. Although we have significantly enhanced our opera-
tional risk management and control framework in general and
specifically addressed the deficiencies highlighted by the unau-
thorized trading incident in particular, these special restrictions
have not been withdrawn by FINMA to date, pending indepen-
dent confirmation of the effectiveness of these enhancements
to FINMA's satisfaction. As this example illustrates, difficulties
associated with our relationships with regulatory authorities
have the potential to adversely affect the execution of our busi-
ness strategy.

- Refer to “Note 23 Provisions and contingent liabilities”

in the “Financial information” section of this report for more
information on litigation, regulatory and similar matters

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 eco-
nomic downturn, continued low interest rates or a severe finan-
cial 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. Be-
cause 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 mar-
kets as well as developed markets that are susceptible to macro-
economic and political developments, or as a result of the failure
of a major market participant. We have material exposures to a
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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 the
emerging markets, causing us to be more exposed to the risks
associated with them. The ongoing eurozone crisis and the
unresolved US fiscal issues 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 fur-
ther adverse effects on our businesses as follows:

— ageneral reduction in business activity and market volumes, as
we have experienced in the last two years, affects fees, com-
missions and margins from market-making and client-driven
transactions and activities; local or regional economic factors,
such as the ongoing eurozone sovereign debt and banking in-
dustry concerns, could also have an effect on us;

— a market downturn is likely to reduce the volume and valua-
tions of assets we manage on behalf of clients, reducing our
asset- and performance-based fees;

— afurther extended period of low interest rates will continue to
erode interest margins in several of our businesses;

— reduced market liquidity limits trading and arbitrage opportu-
nities and impedes our ability to manage risks, impacting both
trading income and performance-based fees;

— assets we own and account for as investments or trading posi-
tions could fall in value;

— impairments and defaults on credit exposures and on trading
and investment positions could increase, and losses may be
exacerbated by falling collateral values; and

— if individual countries impose restrictions on cross-border pay-
ments 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 im-
peded in — or prevented from — managing our risks.

Because we have very substantial exposures to other major fi-
nancial institutions, the failure of one or more of such institutions
could have a material effect on us.

The developments mentioned above can 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

UBS, like other financial market participants, was severely affect-
ed 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
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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 implement our strate-
gy and focus on complying with Basel Ill capital standards, we
continue to hold substantial legacy risk positions. In many cases
these risk positions continue to be illiquid, and we remain ex-
posed to the risk that the remaining positions may again deterio-
rate in value. In the fourth quarter of 2008 and the first quarter
of 2009, certain of these positions were reclassified for account-
ing purposes from fair value to amortized cost; these assets are
subject to possible impairment due to changes in market interest
rates and other factors.

We have announced and are carrying out plans to reduce
drastically the RWA associated with our non-core and legacy risk
positions. There can be no assurance that we will be able to lig-
uidate 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 liquidate these positions. At
the same time, our strategy rests heavily on our ability to reduce
sharply the RWA associated with these exposures in order to
meet our future capital targets and requirements without incur-
ring unacceptable losses. In addition, if in the future we exercise
our option to acquire the equity of the SNB StabFund from sub-
sidiaries of the Swiss National Bank, any positions remaining in
that fund could augment our risk exposure and RWA until they
can be liquidated.

We hold positions related to real estate in various countries,
and we 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 con-
cerns expressed by the Swiss National Bank and others about
unsustainable price escalation in the Swiss real estate market
come to fruition.

In addition, we are exposed to risk in our prime brokerage,
reverse repo and Lombard lending activities, as the value or liquid-
ity 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 curren-
cies, particularly the US dollar, the euro and the British pound.
Accordingly, changes in foreign exchange rates, particularly be-
tween the Swiss franc and the US dollar (US dollar revenues ac-
count 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 invested assets, balance sheet as-
sets, RWA and tier 1 capital. For example, in 2011 the strengthen-
ing of the Swiss franc, especially against the US dollar and euro,



had an adverse effect on our revenues and invested assets. Be-
cause 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 trading and counterparty credit businesses

Controlled risk-taking is a major part of the business of a financial
services firm. Credit is an integral part of many of our retail, cor-
porate, wealth management and Investment Bank activities. This
includes lending, underwriting and derivatives activities. Changes
in interest rates, credit spreads, equity 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 sud-
den 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 con-
trols 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 nega-
tive trends proves to be 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, af-
fected;

— third parties to whom we have credit exposure or whose secu-
rities we hold for our own account are severely affected by
events not anticipated by our models, and accordingly we suf-
fer 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. Our performance in these activi-
ties 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 per-
formance, 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
sponsor in our asset or wealth management businesses (such as
the property fund to which Wealth Management has exposure),
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 fac-
tors. These investments are often not liquid and generally are in-
tended 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

Where possible, we mark our trading book assets and other posi-
tions at their quoted market price in an active market. Such price
information may not be available for certain instruments and,
therefore, we apply valuation techniques to measure such instru-
ments. Valuation techniques use “market observable inputs”
where available, derived from similar instruments in similar and
active markets, from recent transaction prices for comparable
items or from other observable market data. In the case of posi-
tions for which some or all of the inputs required for the valuation
techniques are not observable or have limited observability, we
use valuation models with non-market observable inputs. There is
no single market standard for valuation models of this type. Such
models have inherent limitations; different assumptions and in-
puts 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, includ-
ing factoring in current market conditions. Judgment is an impor-
tant component of this process. Changes in model inputs or in the
models themselves, or failure to make the changes necessary to
reflect evolving market conditions, could have a material adverse
effect on our financial results.

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

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 reputa-
tion, the loss of client advisors, difficulty in recruiting qualified client
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advisors and developments concerning our cross-border private
banking business. Many of these factors have been successfully ad-
dressed. Our Wealth Management and Wealth Management
Americas business divisions recorded substantial net new money
inflows in 2012. Long-term changes affecting the cross-border pri-
vate banking business model will, however, continue to affect cli-
ent flows in our Wealth Management business division for an ex-
tended period of time. One of the important drivers behind the
longer-term reduction in the amount of cross-border private bank-
ing assets, particularly in Europe, 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, 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 emerging markets and in the
high net worth segment globally. Over time, inflows from these
lower-margin segments and markets have been replacing out-
flows 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. There can be no assurance that efforts by the business to
overcome the effects of the changes in the business mix on
gross margin, such as through service improvements and prod-
uct offerings, will be sufficiently successful to counteract those
effects. We are also making changes to our business offerings
and pricing practices in line with emerging industry trends favor-
ing price transparency and recent legal and regulatory develop-
ments, including the Swiss Supreme Court case concerning “ret-
rocessions”. There can be no assurance that we will be successful
in our efforts to offset the adverse impact of these trends and
developments.

In 2012, Global Asset Management experienced a net outflow
of client assets. Further net outflows of client assets are likely over
time to adversely affect the results of the business division.

Liquidity and funding management are critical to our
ongoing performance

The viability of our business depends upon the availability of fund-
ing sources, and its 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 wholesale
and retail deposits and the regular issuance of money market se-
curities. The volume of our funding sources has generally been

62

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 avail-
ability 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 unse-
cured sources, and can affect the availability of certain kinds of
funding. In addition, as we experienced recently in connection
with Moody’s downgrading of our long-term rating in June 2012,
ratings downgrades can require us to post additional collateral or
make additional cash payments under master trading agree-
ments relating to our derivatives businesses. Our credit ratings,
together with our capital strength and reputation, also contrib-
ute to maintaining client and counterparty confidence and it is
possible that ratings changes could influence the performance of
some of our businesses.

The more stringent Basel lll 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.

-> Refer to the “Risk, treasury and capital management” section of

this report for more information on our approach to liquidity
and funding management

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 di-
verse markets in different currencies, to comply with require-
ments of many different legal and regulatory regimes to which
we are subject and to prevent, or promptly detect and stop, un-
authorized, fictitious or fraudulent transactions. Our operational
risk management and control systems and processes are de-
signed to help ensure that the risks associated with our activi-
ties, 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 orga-
nizations that rely on technology to support its business, like UBS.
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 US governmental policy relating to financial
institutions in recent years has been fighting money laundering
and terrorist financing. Regulations applicable to us and our sub-
sidiaries impose obligations to maintain effective policies, proce-
dures and controls to detect, prevent and report money laundering
and terrorist financing, and to verify the identity of their clients.
Failure to maintain and implement adequate programs to combat
money laundering and terrorist financing could have serious con-
sequences, both in legal terms and in terms of our reputation.



Although we are continuously adapting our capability to de-
tect and respond to the risks described above, if our internal con-
trols 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 ac-
tivities, even in the execution of client-driven business, can also
expose us to operational risks. Our loss in the second quarter of
2012 relating to the Facebook initial public offering illustrates the
exposure participants in these activities have to unexpected re-
sults 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 ac-
curate and timely financial reports. We identified control deficien-
cies 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 disrup-
tion in the infrastructure that supports our businesses and the com-
munities 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.

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 competi-
tion, continuous innovation, detailed (and sometimes fragment-
ed) 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 UBS in their
size and breadth. Barriers to entry in individual markets and pric-
ing 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 tech-
nology, 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. Reductions in the amount of variable
compensation awarded for performance year 2012 have caused
our total compensation for certain categories of employees, main-
ly in the Investment Bank and the Corporate Center, to be lower
than is the case for peer institutions. In addition, changes that we
have made to the terms of compensation awards may place us
ahead of peers in adjusting compensation terms to the demands
of various stakeholders, including regulatory authorities and share-
holders. These terms include the introduction of a deferred contin-
gent 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 writedown trigger, increased average deferral periods for
stock awards, and expanded forfeiture provisions for certain
awards linked to business performance. These changes, while in-
tended 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 UBS, 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.
- Refer to the “Corporate governance, responsibility and
compensation” section of this report for more information on
our compensation awards and programs

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 also may affect our regulatory capital and ratios. For ex-
ample, in 2012 UBS adopted the revised international accounting
standard IAS 19 Employee Benefits, which affected both our fi-
nancial position and our regulatory capital. UBS monitors poten-
tial accounting changes and when these are finalized by the IASB,
UBS determines the potential impact and discloses significant fu-
ture changes in its financial statements. Currently, there are a
number of issued but not yet effective IFRS changes, as well as
potential IFRS changes, that are expected to impact our reported
results, financial position and regulatory capital in the future.

-> Refer to the “Financial Information” section of this report for

more information on changes in accounting requirements

Our financial results may be negatively affected by changes
to assumptions supporting the value of our goodwiill

The goodwill we have recognized on the respective balance sheets
of our operating segments is tested for impairment at least annu-

ally. Our impairment test in respect of the assets recognized as of
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31 December 2012 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 esti-
mates 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 impair-
ment of goodwill and of an impairment of other non-financial
assets resulted in a charge of almost CHF 3.1 billion against UBS's
operating profit before tax.

The effects of taxes on our financial results are signifi-
cantly influenced by changes in our deferred tax assets
and final determinations on audits by tax authorities

The deferred tax assets we have recognized on our balance sheet
as of 31 December 2012 in respect of prior years' tax losses are
based on future profitability as indicated by the business plans. If
the business plan earnings and assumptions in future periods sub-
stantially deviate from current forecasts, the amount of recog-
nized deferred tax assets may need to be adjusted in the future.
This could include writeoffs of deferred tax assets through the
income statement.

In the coming years, our effective tax rate will be highly sensi-
tive 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 the Group’s per-
formance is strong, particularly in the US, UK and Switzerland, we
could be expected to recognize additional deferred tax assets in
the coming years. The effect of doing so would be to significantly
reduce the Group’s effective tax rate in years in which additional
deferred tax assets are recognized. Conversely, if our performance
in those countries is weaker than expected, we may be required
to write off all or a portion of currently recognized deferred tax
assets through the income statement. This would have the effect
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of increasing the Group's effective tax rate in the year in which
any write offs are taken.

In the first half of 2013, we expect the tax rate to be in the
region of 25-30%. The expected tax rate is higher than the
normal expected effective tax rate of 20-25% because the net
profit for the group in 2013 may reflect losses for some legal
entities or parent bank branches for which we may not obtain a
tax benefit. In addition, the actual tax rate may fall outside the
aforementioned tax rate range to the extent that there are sig-
nificant book tax adjustments that affect taxable profits. Also,
the full year tax rate may depend on the extent to which de-
ferred tax assets are revalued during 2013 and the level of prof-
itability for the year.

Our effective tax rate is also sensitive to any future reductions
in statutory tax rates, particularly in the US and Switzerland. Re-
ductions in the statutory tax rate would cause the expected future
tax benefit from items such as tax loss carry-forwards in the af-
fected locations to diminish in value. This in turn would cause a
writedown 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 UBS
to materially differ from the amount accrued.

Separately, in 2011 the UK government introduced a balance
sheet based levy payable by banks operating and / or resident in
the UK. An expense for the year of CHF 124 million has been rec-
ognized in operating expenses (within pre-tax profit) in the fourth
quarter of 2012. The Group's bank levy expense for future years
will depend on both the rate and the Group’s taxable UK 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 to reduce or eliminate our utilization of UBS AG
London branch as a global booking center for the ongoing busi-
ness of the Investment Bank and consequently book more liabili-
ties into our UK bank subsidiary, UBS Limited. We expect that
the annual bank levy expense will continue to be recognized for
IFRS purposes as a cost 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.
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Critical accounting policies

Basis of preparation and selection of policies

We prepare our consolidated financial statements in accordance
with International Financial Reporting Standards (IFRS) as issued by
the International Accounting Standards Board (IASB). The applica-
tion of certain of these accounting standards requires considerable
judgment based upon estimates and assumptions that involve sig-
nificant uncertainty at the time they are made. Estimates and judg-
ments are regularly evaluated and are based on historical experi-
ence and other factors, including expectations of future events
that are believed to be reasonable under the circumstances.

The application of assumptions and estimates means that any
selection of different assumptions could cause the reported re-
sults to differ. Changes in assumptions may have a significant im-
pact on the financial statements in the periods when assumptions
are changed.

We believe that the assumptions we have made are appro-
priate, and that our financial statements therefore present the fi-
nancial position and results fairly in all material respects. The alter-
native outcomes discussed below are presented solely to assist
the reader in understanding the uncertainty inherent in the esti-
mates and assumptions used in our financial statements. They are
not intended to suggest that other assumptions would be more
appropriate.

Accounting policies that are deemed critical to our results and
financial position, in terms of materiality of the items to which the
policy is applied, and which involve significant assumptions and
estimates, are discussed in this section. A broader and more de-
tailed description of our significant accounting policies is included
in “Note 1 Summary of significant accounting policies” in the
“Financial information” section of this report.

Consolidation of special purpose entities

We sponsor the formation of special purpose entities (SPE) and
interact with non-sponsored SPE for a variety of reasons, includ-
ing allowing clients to obtain or be exposed to specific risk and
reward profiles, to provide funding or to sell or purchase credit
risk. In accordance with IFRS, we do not consolidate special pur-
pose entities that we do not control. In determining whether or
not we control an SPE, we evaluate a range of factors, including
whether (i) the activities of the SPE are being conducted on our
behalf according to our specific business needs so that we obtain
the benefits from the SPE operations, or (ii) we have decision-
making powers to obtain the majority of the benefits of the ac-
tivities of the SPE, or we have delegated these decision-making
powers by setting up an autopilot mechanism, or (iii) we have
the right to obtain the majority of the benefits of the activities of
an SPE and, therefore, may be exposed to risks arising from the
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activities of the SPE, or (iv) we retain the majority of the residual
or ownership risks related to the SPE or its assets in order to obtain
the benefits from its activities. In many instances, elements are
present that, considered in isolation, indicate control or lack of
control over an SPE, but when considered together require a
significant degree of judgment to reach a conclusion. The expo-
sure to volatility in profits and the absorption of risks and rewards,
as well as the ability to make operational decisions for the SPE in
guestion, are generally the factors to which most weight is given
in reaching a conclusion.

With effect from 1 January 2013, UBS will adopt IFRS 10 Con-
solidated Financial Statements, issued by the IASB in May 2011.
IFRS 10 applies to all types of entities and is based on the existing
principle that an entity should consolidate all other entities that it
controls. The definition of control in IFRS 10 focuses on the pres-
ence of power, exposure to variable returns and the ability to uti-
lize power to affect an entity’s own returns. IFRS 10 will continue
to require a significant degree of judgment in determining wheth-
er or not another entity should be consolidated.

- Refer to “Note 1a) 3) Subsidiaries” in the “Financial information”

section of this report for more information

Fair value of financial instruments

UBS carries a significant portion of its assets and liabilities at fair
value. Under IFRS the relative uncertainty associated with the
measurement of fair value is represented by a three-level valua-
tion hierarchy. The best evidence of fair value is a quoted price in
an actively traded market (Level 1). In the event that the market
for a financial instrument is not active, or where quoted prices are
not otherwise available, a valuation technique is used. In these
cases, fair value is estimated using observable data in respect of
similar financial instruments, as well as financial models. Level 2
of the hierarchy pertains to instruments for which inputs to a
valuation technique are principally based on observable market
data. Level 3 applies to instruments that are measured by a valua-
tion technigue that incorporates one or more significant unob-
servable inputs. Valuation techniques that rely to a greater extent
on unobservable inputs require a higher level of management
judgment to calculate a fair value than those based wholly on
observable inputs.

Where valuation techniques or models are used to determine
fair values, they are periodically reviewed and validated by quali-
fied personnel independent of those who sourced them. Models
are calibrated to ensure that outputs reflect actual data and com-
parable market prices. Models use observable data where avail-
able so as to minimize the use of unobservable inputs, but judg-
ment is required in selecting inputs for which observable data is
less readily available.



The valuation techniques or models employed may not fully
reflect all the factors relevant to the positions we hold. Valuations
are therefore adjusted, where appropriate, to allow for addition-
al factors, including model risk, liquidity risk and credit risk. We
use different approaches to calculate the credit risk, depending
on the nature of the instrument. A credit valuation adjustment
approach based on an expected exposure profile is used to adjust
the fair value of Positive replacement values to reflect counter-
party credit risk. Correspondingly, a debit valuation adjustment
approach is applied to incorporate own credit risk in the fair val-
ue of Negative replacement values. Own credit risk for Financial
liabilities designated at fair value is calculated using the funds
transfer price curve.

As at 31 December 2012, financial assets and financial liabili-
ties for which valuation techniques or models are used and whose
inputs are considered observable (level 2) amounted to CHF 475
billion and CHF 485 billion, respectively. Financial assets and fi-
nancial liabilities whose valuations include significant unobserv-
able inputs (level 3) amounted to CHF 20 billion and CHF 21 bil-
lion, respectively.

Imprecision in estimating unobservable market inputs can af-
fect the amount of gain or loss recorded for a particular position.
While the Group believes its valuation methods are appropriate
and consistent with those of other market participants, the use of
different methodologies or assumptions to determine the fair
value of certain financial instruments could result in a different
estimate of fair value at the reporting date.

If management had used reasonably possible alternative
assumptions for our level 3 instruments accounted for through
profit or loss, the net fair value of non-derivative instruments
would have been up to CHF 0.6 billion higher or lower than
the amounts recognized on our balance sheet on 31 December
2012. Similarly, the net fair value of derivative instruments would
have been up to CHF 0.6 billion higher or lower at 31 Decem-
ber 2012.

-> Refer to “Note 27 Fair value of financial instruments”

in the “Financial information” section of this report for
more information

Impairment of loans and receivables measured at
amortized cost

Loan impairment allowances represent management’s best esti-
mate of losses incurred in the lending portfolio at the balance
sheet date. The loan portfolio, which is measured at amortized
cost less impairment, consists of financial assets presented on the
balance sheet lines Due from banks and Loans, including reclas-
sified securities. In addition, irrevocable loan commitments are
tested for impairment as described below.

Credit loss expense is recognized if there is objective evidence
that the Group will be unable to collect all amounts due according
to the original contractual terms or the equivalent value. Under
this incurred loss model, a financial asset or group of financial as-
sets is impaired only if there is objective evidence that a loss has

occurred by the balance sheet date. Management is required to
exercise judgment in making assumptions and estimations when
calculating impairment losses both on a counterparty-specific
level and collectively.

The impairment loss for a loan is the excess of the carrying
value of the financial asset over the estimated recoverable
amount. The estimated recoverable amount is the present value,
using the loan’s original effective interest rate, of expected future
cash flows, including amounts that may result from restructuring
or the liquidation of collateral. If a loan has a variable interest
rate, the discount rate for measuring any impairment loss is the
current effective interest rate. An allowance for credit losses is
reported as a reduction of the carrying value of the financial asset
on the balance sheet.

Our collective loan loss allowances are calculated for each ho-
mogeneous portfolio, taking into account historical loss experi-
ence and current conditions. The methodology and assumptions
used are reviewed regularly to reduce any differences between
estimated and actual loss experience. For all of our portfolios we
also assess whether there have been any unforeseen develop-
ments which might result in impairments but which are not im-
mediately observable. To determine whether an event-driven
collective loan loss allowance is required, we consider global eco-
nomic drivers to assess the most vulnerable countries and indus-
tries. Our current event-based collective loan loss allowance
methodology considers the heightened credit risk arising from
corporate clients in industries exposed to the recessionary effects
in certain countries, combined with the strength of the Swiss
franc.

Estimated cash flows associated with financial assets reclas-
sified from Held for trading to Loans and receivables in accor-
dance with the requirements in “Note 1a) 10) Loans and receiv-
ables” in the “Financial information” section of this report and
other similar assets acquired subsequently are revised periodi-
cally. Adverse revisions in cash flow estimates related to credit
events are recognized in profit or loss as credit loss expenses.
For reclassified securities, increases in estimated future cash re-
ceipts (above those originally forecast at the date of reclassifica-
tion) as a result of increased recoverability are recognized as an
adjustment to the effective interest rate on the loan from the
date of change.

- Refer to “Note 9 Due from banks and loans”,

“Note 11 Allowances and provisions for credit losses” and
“Note 28 Measurement categories of financial assets

and financial liabilities” in the “Financial information” section
of this report for more information

On 31 December 2012, our gross loan portfolio was CHF 281
billion and the related allowances amounted to CHF 0.7 billion, of
which CHF 33 million related to reclassified and similar acquired
securities.

- Refer to “Note 1a) 11) Allowance and provision for credit losses”

in the “Financial information” section of this report for more
information
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Goodwill impairment test

UBS performs an impairment test on its goodwill assets on an
annual basis, or when indicators of a potential impairment exist.
Our segments are each considered cash-generating units; the im-
pairment test is performed for each segment to which goodwill
is allocated and compares the recoverable amount and the carry-
ing amount of the segment. An impairment charge is recognized
if the carrying amount exceeds the recoverable amount. The im-
pairment test is based on a number of assumptions, as described
below.

The recoverable amount is determined using a discounted cash
flow model, which incorporates inputs relevant to the banking
business and its regulatory environment. The recoverable amount
of a segment is the sum of the discounted earnings attributable
to shareholders from the first five forecasted years and the termi-
nal value. The terminal value reflecting 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.

The carrying amount for each segment is determined by ref-
erence to the equity attribution framework. Within this frame-
work, which is described in the “Capital management” section
of this report, management attributes equity to the businesses
after considering their risk exposure, risk-weighted assets usage,
asset size, goodwill and intangible assets. The framework is used
primarily for purposes of measuring the performance of the
businesses and includes certain management assumptions. At-
tributed equity equates to 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. The attributed equity methodology is aligned with the
business planning process, the inputs from which are used in
calculating the recoverable amounts of the respective cash-
generating units.

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 Board of Directors. The discount rates
are determined by applying a capital-asset-pricing-model-based
approach, as well as considering quantitative and qualitative in-
puts from both internal and external analysts and the view of
UBS’s management.

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
income 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 re-
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quired to be deducted from capital under the Basel capital frame-
work, no impact is expected on the Group capital ratios.
Following the full impairment of the CHF 3.0 billion of
Investment Bank goodwill in the third quarter of 2012, as of
31 December 2012, only the following three segments carried
goodwill: Wealth Management (CHF 1.3 billion), Wealth Manage-
ment Americas (CHF 3.2 billion) and Global Asset Management
(CHF 1.4 billion). On the basis of the impairment testing meth-
odology described above, UBS concluded that the year-end
2012 balances of goodwill allocated to its segments remain recov-
erable.
-> Refer to “Note 1a) 21) Goodwill and intangible assets” and “Note
17 Goodwill and intangible assets” in the “Financial information”
section of this report for more information

Deferred taxes

Deferred tax assets arise from a variety of sources, the most sig-
nificant being the following: (i) tax losses that can be carried for-
ward to be utilized against profits in future years; and (ii) expenses
recognized in our income statement that are not deductible until
the associated cash flows occur.

We record a valuation allowance to reduce our deferred tax
assets to the amount which can be recognized in line with IAS 12
Income Taxes. The level of deferred tax asset recognition is influ-
enced by management’s assessment of our future profitability
based on relevant business plan forecasts. Existing assessments
are reviewed and, if necessary, revised to reflect changed circum-
stances. This review is conducted annually, in the second half of
each year, but adjustments may be made at other times, if re-
quired. In a situation where recent losses have been incurred, IAS
12 requires convincing evidence that there will be sufficient future
profitability.

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 deferred tax assets recognized on 31 De-
cember 2012 have been based on future profitability assump-
tions, adjusted to take into account the recognition criteria of IAS
12. The level of deferred tax assets recognized may, however,
need to be adjusted in the future in the event of changes in those
profitability assumptions. On 31 December 2012, the deferred tax
assets amounted to CHF 8.1 billion, which included CHF 5.7 bil-
lion in respect of tax losses (mainly in Switzerland and the US) that
can be utilized to offset taxable income in future years.

- Refer to “Note 1a) 22) Income taxes” and “Note 24 Income taxes”

in the “Financial information” section of this report for more
information

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. Provisions are recognized for the best
estimate of the consideration required to settle the present obli-
gation at the balance sheet date.

Recognition of provisions often involves significant judgment
in assessing the existence of an obligation resulting from past
events and in estimating the probability, timing and amount of
any outflows of resources. This is particularly the case with litiga-
tion, regulatory and similar matters which, because of their na-
ture, are subject to many uncertainties making their outcome
difficult to predict. Such matters may involve unique fact pat-
terns or novel legal theories, proceedings 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 claim-
ants. Determining whether an obligation exists as a result of a
past event and estimating the probability, timing and amount of
any potential outflows is based on a variety of assumptions, vari-
ables, and known and unknown uncertainties. The amount of
any provision recognized can be very sensitive to the assump-
tions used and there could be a wide range of possible outcomes
for any particular matter. Statistical or other quantitative analyti-
cal tools are of limited use in the case of litigation, regulatory or
similar matters. Furthermore, information currently available to
management may be incomplete or inaccurate increasing the
risk of erroneous assumptions with regards to the future devel-
opments of such matters. Management regularly reviews all the
available information regarding such matters, including advice
from legal advisors, to assess whether the recognition criteria for
provisions have been satisfied for those matters and, if not, to
evaluate whether such matters represent contingent liabilities.
Legal advice is a significant consideration in determining wheth-
er it is more likely than not that an obligation exists as a result of
a past event and in assessing the probability, timing and amount
of any potential outflows.

At 31 December 2012, the aggregate amount provisioned for
litigation, regulatory and similar matters as a class was CHF
1,432 million. Since the future outflow of resources in respect of
these matters cannot be determined with certainty based on
currently available information, the actual outflows may ulti-
mately prove to be substantially greater (or less) than the pro-
visions recognized.

- Refer to “Note 1a) 27) Provisions” and “Note 23 Provisions

and contingent liabilities” in the “Financial information” section
of this report for more information

Pension and other post-employment benefit plans

During 2012, UBS adopted revisions to IAS 19 Employee Benefits
("IAS 19R") issued by the IASB in June 2011. IAS 19R eliminates
the “corridor method”, under which the recognition of actuarial
gains and losses was deferred. Instead, the full defined benefit
obligation net of plan assets is now recorded on the balance
sheet, with changes resulting from remeasurements recognized
immediately in other comprehensive income. The net defined
benefit liability at the end of the year and the related Personnel

expense depend on the expected future benefits to be provided,
determined using a number of economic and demographic as-
sumptions. The most significant assumptions include life expec-
tancy, the discount rate, expected salary increases, pension rates,
and for the Swiss plan, interest credits on retirement savings ac-
count balances.

Life expectancy is determined by reference to published mor-
tality tables. The discount rate is determined by reference to rates
of return on high-quality fixed-income investments of appropriate
currency and term at the measurement date. The assumption for
salary increases reflects the long-term expectations for salary
growth and takes into account inflation, seniority, promotion and
other relevant factors such as supply and demand in the labor
market.

The most significant plan is the Swiss pension plan. Consistent
with 2011, life expectancy for this plan has been based on the
2010 BVG generational mortality tables. The assumption for the
discount rate has changed from 2.3% in the prior year, to 1,9%.

-> Refer to “Note 1a) 24) Pension and other post-employment

benefit plans” and “Note 30 Pension and other post-employment
benefit plans” in the “Financial information” section of this
report for more information

Equity compensation

We recognize shares, performance shares, options and share-
settled stock appreciation rights awarded to employees as com-
pensation expense based on their fair value at grant date. The
fair value of UBS shares issued to employees is determined by
reference to quoted market prices, adjusted, where appropriate,
to take into account the terms and conditions inherent in the
award. Options, stock appreciation rights, and certain perfor-
mance shares issued by UBS to its employees have features which
are not directly comparable with our shares and options traded in
active markets. Accordingly, we determine the fair value using
suitable valuation models. Several recognized valuation models
exist. The models we apply have been selected because they are
able to accommodate the specific features included in the vari-
ous instruments granted to our employees. If we were to use
different models, the values produced would differ, even if the
same inputs were used.

The models we use require inputs such as expected dividends,
share price volatility and historical employee exercise behavior
patterns. Some of the model inputs we use are not market ob-
servable and have to be estimated or derived from available data.
Use of different estimates would produce different valuations,
which in turn would result in recognition of higher or lower com-
pensation expense.

- Refer to “Note 1a) 25) Equity participation and other compen-
sation plans” and “Note 31 Equity participation and other
compensation plans” in the “Financial information” section of
this report for more information
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Significant accounting and financial reporting

structure changes

Significant accounting changes

IAS 19 (revised) Employee Benefits

During 2012, UBS adopted revisions to the International Account-
ing Standard 19 Employee Benefits (“IAS 19R") retrospectively in
accordance with the transitional provisions set out in the account-
ing standard. IAS 19R introduces changes to the recognition,
measurement, presentation and disclosure of post-employment
benefits. The full defined benefit obligation net of plan assets is
now recorded on the balance sheet, with changes resulting from
remeasurements recognized immediately in other comprehensive
income. As a result, we have adjusted the opening balances as of
1 January 2010 for the cumulative effect of applying the revised
standard and all comparative information included in this report,
except where otherwise indicated, has been presented as if IAS
19R had been applied from that date.

Under the Basel lll framework, the regulatory capital effect of
the adoption of IAS 19R, together with related changes in future
periods, will be phased in annually from 1 January 2014 on an
after-tax basis, such that it becomes fully adjusted on 1 January
2018. We expect the volatility of our Basel lll common equity tier
1 capital ratio to increase due to the adoption of IAS 19R.

-> Refer to “Note 1b Changes in accounting policies, comparability

and other adjustments” in the “Financial information” section
for more information
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Changes to reporting segments

Wealth Management & Swiss Bank

Wealth Management & Swiss Bank’s two reportable segments —
Wealth Management and Retail & Corporate — became separate
business divisions at the start of 2012. As these business divisions
were already considered separate reportable segments, no adjust-
ments were required to reported segment results.

Investment Bank

On 30 December 2011, a portfolio of legacy positions was trans-
ferred from the Investment Bank to the Corporate Center. Com-
mencing in the first quarter of 2012, this portfolio, together with
the option to acquire the equity of the SNB StabFund, has been
considered a separate reportable segment within the Corporate
Center and designated as the Legacy Portfolio. Prior periods have
been restated.

In conjunction with the accelerated implementation of our
strategy announced in October 2012, the Asset Liability Manage-
ment unit was transferred from the Investment Bank to Group
Treasury within the Corporate Center in the fourth quarter of
2012. Prior periods have been restated to reflect this transfer and
profit and loss amounts associated with the ongoing business ac-
tivities of Asset Liability Management are being fully allocated
back to the Investment Bank.



Own credit

Effective 2012, the measurement of the performance of the busi-
ness divisions excludes own credit gains and losses on financial
liabilities designated at fair value. This reflects the fact that these
gains and losses are not managed at a business division level and
are not necessarily indicative of any business division’s perfor-
mance. In line with these internal reporting changes, own credit
gains and losses are now reported as part of Corporate Center —
Core Functions. Prior periods have been restated to conform to
this presentation.

Group Treasury managed assets

In 2012, management changed the methodology used to allocate
certain financial assets and their corresponding costs managed by
Group Treasury. Prior periods were not restated for this change
and the impact from the change in cost allocation methodology
was not material to the reported segment results.

Centralization of operations units in the Corporate Center

In 2012, operations units from the business divisions were central-
ized in the Corporate Center as part of our ongoing efforts to im-
prove our operational effectiveness and heighten our cost efficien-
cy across the firm. Prior to this centralization, charges for operations

support provided from one division to another were shown in the
respective division’s income statement as services to/from other
business divisions without any allocation of the related headcount.
With effect from 1 July 2012 on a prospective basis, charges from
the centralized operations units have been allocated to the busi-
ness divisions and shown in the respective expense lines of the re-
portable segments and the related headcount has been allocated
to the business divisions. Prior to the transfer to the Corporate
Center, Retail & Corporate operations staff provided significant
support to other business divisions in Switzerland. Accordingly, the
transfer had the effect of increasing personnel and non-personnel
expenses as well as decreasing charges for services from other busi-
ness divisions at Wealth Management, the Investment Bank and
Global Asset Management, and of decreasing personnel and non-
personnel expenses as well as income from services provided to
other divisions at Retail & Corporate. As a result of the centraliza-
tion, as of 1 July 2012, allocations of personnel increased by ap-
proximately 800 in Wealth Management, 250 in the Investment
Bank and 50 in Global Asset Management, with a corresponding
decrease of 1,100 in Retail & Corporate.
-> Refer to “Note 1b Changes in accounting policies, comparability
and other adjustments” in the “Financial information” section
for more information

Corporate Center — Non-core and
Legacy Portfolio

In line with our strategy to focus the
Investment Bank’s business on its
traditional strengths, we are exiting
many business lines which are capital
and balance sheet intensive or are

in areas with high operational complexity
or long tail risks. Beginning in the

first quarter of 2013, these non-core

activities and positions formerly in the
Investment Bank have been transferred
to and will be managed and reported

in the Corporate Center. These non-core
activities and positions, together with
the Legacy Portfolio and the option to
acquire the equity of the SNB StabFund,
will be reported as a separate reportable
segment called “Non-core and Legacy
Portfolio” starting with the first quarter
of 2013, when all necessary internal

reporting changes will have been put
into place.

In summary, with effect from the first
quarter of 2013, UBS's segment reporting,
which is in line with our internal report-
ing, will present five business divisions
and the Corporate Center, consisting of
Non-core and Legacy Portfolio, as well

as Core Functions.
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UBS results

Net loss attributable to UBS shareholders in 2012 was CHF 2,511 million compared with a profit of CHF 4,138 million in
2011. The pre-tax loss was CHF 1,774 million compared with a profit of CHF 5,307 million in the prior year. The 2012 loss
was primarily due to impairment losses of CHF 3,064 million on goodwill and other non-financial assets in the Invest-
ment Bank, net charges for provisions for litigation, regulatory and similar matters of CHF 2,549 million, an own credit
loss on financial liabilities designated at fair value of CHF 2,202 million and net restructuring charges of CHF 371 million.
In 2012, we recorded a tax expense of CHF 461 million compared with CHF 901 million in 2011. Net profit attributable
to non-controlling interests was CHF 276 million in 2012 compared with CHF 268 million.

Income statement

For the year ended % change from
CHF million 31.12.12 31.12.11 31.12.10 31.12.11
Continuing operations
Interest income 15,968 17,969 18,872 (1)
et é;(bé R, (.9.’.9.7.4.) ............ i s oy
Net interest income 5,994 6,826 6,215 (12)
Craditoss (expense)/recovery ................................................................................... ('1'1'3') ................ (84) ................ (66) ................. 0
Net interest income after credit loss expense 5,875 6,742 6,149 (13)
Nt o o] o Geags 15236 .............. 17160 s
Nettradlnglncome3480 ............... 4343 ............... 7.1.4?.1 ................. (20)
" of which: net trading income excluding own credit T 5682 2806 got9 102
" of which: own credit on financial liabilities designated at fair valve | 2202 1537 48
oo R SR i;4€7 ............. 1;214 ............... (54)
Total operating income 25,443 27,788 31,994 (8)
Personnel expenses 14,737 15,634 17,031 (6)
Generalandadm|n|strat|veexpenses8653 ............... 5959 ............. 6585 ................ 5
'I)'é;‘)}ééi.a't'iéh'éhd‘fﬁwbéihﬁéhf'o'f‘;‘)fc.)bé'rt'y'é'r{d'éqliiﬁrh'éﬁt""'Mmmm""““""mmmm””““...””””6‘89 ................. Sep Gig , 9)
ImpalrmentofgoodWlII3030 ................. g g
Aot |mpa|rmentof |ntang|ble RS e g g (1 7)
Total operating expenses 27,216 22,482 24,650 21
Operating profit/(loss) from continuing operations before tax (1,774) 5,307 7,345
Taxexpense/(beneflt)461 ................. sor (409) .............. (49)
Net profit/(loss) from continuing operations (2,235) 4,406 7,754
Discontinued operations
Profit from discontinued operations before tax 0 0 2
o éi(b.e'r{s'é ...................................................................................................... G g R
Net profit from discontinued operations 0 0 2
Net profit/(loss) (2,235) 4,406 7,756
Net profit attributable to non-controlling interests 276 268 304 3
"‘derﬁ'cb'r{t'ihh'ihg.bbé'réii'dris”"““""mmmm"""Mmmm""““""mmmm””““...””””2‘7“6 ................. S oy 3
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Net profit/(loss) attributable to UBS shareholders (2,511) 4,138 7,452
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Comprehensive income
Total comprehensive income (1,766) 5,632 6,701
Total comprehensive income attributable to non-controlling interests 243 560 609 (57)
ol c .6r'n';')'r Shansive income stiibitabie fo UBS sharehoiders ('2',609) .............. o7 o
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2012

Performance before tax

Performance before tax was a loss of CHF 1,774 million in 2012
compared with a profit of CHF 5,307 million in the prior year.
The 2012 loss was primarily due to impairment losses of CHF
3,064 million on goodwill and other non-financial assets in the
Investment Bank and net charges for provisions for litigation,
regulatory and similar matters of CHF 2,549 million, including
charges for provisions arising from fines and disgorgement re-
sulting from regulatory investigations concerning LIBOR and
other benchmark rates, as well as claims related to sales of resi-
dential mortgage backed-securities. The full year 2012 result
also included an own credit loss on financial liabilities designated
at fair value of CHF 2,202 million and net restructuring charges
of CHF 371 million.

We calculate adjusted results that exclude items considered
non-recurring or that management believes are not representative
of the underlying performance of our business (such adjusted re-
sults are non-GAAP financial measures as defined by SEC regula-
tions). For 2012, these adjustments are the abovementioned im-
pairment losses of CHF 3,064 million, the own credit loss of CHF
2,202 million, a credit to personnel expenses of CHF 730 million
related to changes to our Swiss pension plan, net restructuring
charges of CHF 371 million, and a credit to personnel expenses of
CHF 116 million related to changes to our retiree medical and life
insurance plan in the US. The adjustments in 2011 were an own
credit gain of CHF 1,537 million, a gain of CHF 722 million on the
sale of our strategic investment portfolio and net restructuring
charges of CHF 380 million.

On this adjusted basis, the 2012 pre-tax profit was CHF 3,017
million compared with CHF 3,428 million in 2011, mainly as net
charges for provisions for litigation, regulatory and similar matters
increased by CHF 2,273 million to CHF 2,549 million, while 2011
included a loss of CHF 1,849 million related to the unauthorized
trading incident announced in September of that year.

- Refer to the “Certain items affecting our results in 2012"

sidebar in this section for more information on LIBOR-related
settlements

Operating income

Total operating income was CHF 25,443 million in 2012 compared
with CHF 27,788 million in 2011. Excluding the impact of own
credit in both years and the gain on the sale of our strategic invest-
ment portfolio in 2011, operating income increased by CHF 2,116
million to CHF 27,645 million.

Net interest and trading income

Net interest and trading income decreased by CHF 1,695 million
to CHF 9,474 million. Full year 2012 included an own credit loss
on financial liabilities designated at fair value of CHF 2,202 mil-

lion, primarily reflecting the tightening of our credit spreads, com-
pared with an own credit gain of CHF 1,537 million in 2011. Ex-
cluding the impact of own credit, net interest and trading income
increased by CHF 2,044 million, reflecting an increase of CHF
1,404 million in the Corporate Center and an increase of CHF 862
million in the Investment Bank.

Excluding own credit, net interest and trading revenues in the
Corporate Center increased by CHF 1,404 million, partly as the
revaluation of our option to acquire the SNB StabFund’s equity
was a gain of CHF 526 million in 2012 compared with a loss of
CHF 133 million in 2011. Furthermore, 2011 saw losses from the
net impact of credit valuation adjustments on monolines.

Equities net interest and trading revenues increased by CHF
1,114 million in 2012. The prior year included a loss of CHF 1,849
million due to the unauthorized trading incident. In 2012, we in-
curred a loss of CHF 349 million related to the Facebook initial
public offering. In addition, derivatives and equity-linked revenues
declined as client activity was lower across all regions, and trading
revenues particularly in Europe and Asia Pacific were affected by
lower volatility levels. Proprietary trading revenues were also low-
er as we continued to exit the business.

Fixed income, currencies and commodities (FICC) net interest
and trading income decreased by CHF 224 million, primarily as
2012 included a negative debit valuation adjustment of CHF 383
million on our derivatives portfolio as credit default swap spreads
tightened compared with positive CHF 244 million in 2011 when
spreads widened. Credit revenues increased as revenues in 2011
were negatively affected by mark-to-market trading losses mainly
in the second half of the year as trading conditions were challeng-
ing due to uncertainty surrounding the eurozone and the global
economic outlook. Revenues in loan trading, flow trading, real
estate finance and structured credit improved in 2012. Macro rev-
enues declined as a result of lower foreign exchange revenues as
volatility decreased from the high levels seen in 2011 resulting
from the eurozone uncertainty. Rates revenues were broadly un-
changed, with improved performances in non-linear and long-
end interest rates, partially offset by lower short-end interest rates
revenues.

Net interest and trading income in Wealth Management de-
clined by CHF 118 million, mainly as the previous year included
CHF 103 million of interest income stemming from the above-
mentioned strategic investment portfolio. Moreover, net interest
income was negatively affected by increased costs of CHF 69 mil-
lion related to assets managed centrally by Group Treasury. Fur-
thermore, trading revenues declined as a result of lower treasury-
related income and lower client activity following the reduced
volatility in the foreign exchange market. These factors were
partly offset by CHF 180 million higher product-related interest
income, reflecting the beneficial effects of increases in client de-
posit and lending volumes.

In Wealth Management Americas, net interest and trading in-
come increased by CHF 86 million, reflecting favorable currency
effects and higher client balances in securities-based lending and
mortgages.
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Net interest and trading income

For the year ended % change from

CHF million 31.12.12 31.12.11 31.12.10 31.12.11
Net interest and trading income

Netinterest income B9 6826 6215 (12)
Net trading income 3,480 4,343 7,471 (20)
Total net interest and trading income 9,474 11,169 13,686 (15)

Wealth Management

Wealth Management Americas

of which: own credit on financial liabilities designated at fair value

Total net interest and trading income 9,474 11,169 13,686 (15)
Credit loss (expense)/recovery

For the year ended % change from
CHF million 31.12.12 31.12.11 31.12.10 31.12.11
Wealth Management 1 " 1" (91)
Wealth Management Americas (14) 6) (1 133
Investment Bank 34 (13) 155
Retail & Corporate (27) (101) (76) (73)
Corporate Center (112) 24 (155)
,,,,, ofwh/chre/atedtoLegacyPortfo//o (112) R (755)
Total (118) (84) (66) 40

Retail & Corporate net interest and trading income declined
by CHF 194 million, partly as the previous year included interest
income of CHF 68 million related to our strategic investment
portfolio. Net interest income was also negatively affected by
increased costs related to assets managed centrally by Group
Treasury and lower allocations related to investment proceeds
from the firm’s equity. The loan margin was stable, but histori-
cally low interest rates continued to negatively affect the deposit
margin. This was partly offset by growth in average deposit and,
to a lesser extent, loan volumes as well as a number of pricing
adjustments.

- Refer to “Note 3 Net interest and trading income” in the
“Financial information” section of this report for more informa-
tion

-> Refer to “Note 27 Fair value of financial instruments” in the
“Financial information” section of this report for more informa-
tion on own credit

- Refer to the “Non-trading portfolios - valuation and sensitivity
information by instrument category” section in the “Risk
management and control” section of this report for more
information on changes in the value of our option to acquire the
SNB StabFund’s equity
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Credit loss expense/recovery

In 2012, we recorded a net credit loss expense of CHF 118 million
compared with a net credit loss expense of CHF 84 million in
2011.1In 2012, we recorded a net credit loss expense of CHF 112
million in Corporate Center — Legacy Portfolio, mainly related to
student loan auction rate securities, and a net credit loss expense
of CHF 27 million in Retail & Corporate, partly offset by a net
credit loss recovery of CHF 34 million in the Investment Bank.

- Refer to the discussions of credit loss expense/recovery in the
“"Wealth Management”, “Wealth Management Americas”,
“Investment Bank”, “Retail & Corporate” and “Legacy Portfolio”
sections of this report for more information

-> Refer to the “Risk management and control section” section of
this report for more information on our risk management
approach, method of credit risk measurement and the develop-
ment of credit risk exposures

Net fee and commission income
Net fee and commission income increased by CHF 169 million to
CHF 15,405 million.

Underwriting fees increased by CHF 359 million to CHF 1,539
million, reflecting an increase in both equity and debt underwriting



fees. The increase in underwriting fees corresponded to increased
market share in both equity underwriting and debt underwriting.
In addition, we increased our participation in private and struc-
tured transactions.

Portfolio management and advisory fees increased by CHF 341
million to CHF 5,892 million, mainly reflecting an increase in
Wealth Management Americas.

Net brokerage fees fell by CHF 271 million, primarily in the In-
vestment Bank due to a lower level of client activity.

Merger and acquisition and corporate finance fees decreased
by CHF 313 million due to a lower volume of transactions.

- Refer to “Note 4 Net fee and commission income” in

the “Financial information” section of this report for more
information

Other income
Other income was CHF 682 million compared with CHF 1,467 mil-
lion in the previous year.

In 2012, net revenues from financial investments available-
for-sale were CHF 329 million, which included CHF 219 million
in gains from the Wealth Management Americas’ available-for-
sale portfolio, as well as a gain of CHF 88 million on the sale of
an equity investment in the Investment Bank. In 2011, net rev-
enues from financial investments available-for-sale were CHF
887 million, which included a gain of CHF 722 million from the
sale of our strategic investment portfolio and gains of CHF 81
million from Wealth Management Americas’ available-for-sale
portfolio.

Other income from associates and subsidiaries was CHF 81
million compared with CHF 44 million, mainly related to higher
revenues from our investment in the SIX Group.

Other income in 2012 further included gains of CHF 112 mil-
lion on sales of Swiss real estate compared with a gain of CHF
78 million on sale of a property in Switzerland in 2011. Other
income in 2011 included net gains of CHF 344 million from the
sale of loans and receivables.

-> Refer to “Note 5 Other income” in the “Financial information”

section of this report for more information

Operating expenses

Total operating expenses increased by CHF 4,734 million to CHF
27,216 million, mainly due to impairment losses of CHF 3,064
million on goodwill and other non-financial assets in the Invest-
ment Bank and CHF 2,273 million higher net charges for provi-
sions for litigation, regulatory and similar matters. The apprecia-
tion of the US dollar and British pound against the Swiss franc
also contributed to the overall increase. These increases were
partly offset by a credit to personnel expenses of CHF 730 million
related to changes to our Swiss pension plan and a credit to per-
sonnel expenses of CHF 116 million related to changes to our re-
tiree medical and life insurance plan in the US. Net restructuring
charges were CHF 371 million in 2012 compared with CHF 380
million in 2011.

Personnel expenses

Personnel expenses decreased by CHF 897 million to CHF 14,737
million. In 2012, personnel expenses included a credit of CHF 730
million related to changes to our Swiss pension plan and a credit
of CHF 116 million related to changes to our retiree medical and
life insurance plan in the US. Net personnel-related restructuring
charges were CHF 358 million in 2012 compared with CHF 261
million in 2011. Excluding the effects of restructuring and the
credits related to the Swiss and US benefit plans, personnel ex-
penses decreased by CHF 148 million, despite the appreciation of
the US dollar and British pound against the Swiss franc.

On this adjusted basis, expenses for performance awards de-
clined by CHF 577 million to CHF 2,885 million. Expenses relating
to 2012 performance awards recognized in the performance year
2012 were CHF 1,724 million, down CHF 123 million from the
prior year, reflecting a 7% decrease in the overall performance
award pool for the 2012 performance year. The amortization of
deferred compensation awards from prior years decreased by CHF
454 million to CHF 1,161 million.

Other variable compensation excluding restructuring charges
increased by CHF 51 million, reflecting increased expenses for em-
ployee retention, including costs related to the special plan award
program in the Investment Bank.

Salary expenses, excluding restructuring, decreased by CHF 78
million, partly related to a one-time net credit of CHF 31 million
from changes to the rules for the Swiss long-service and sabbati-
cal awards.

Financial advisor compensation in Wealth Management Ameri-
cas increased by CHF 354 million excluding restructuring reflect-
ing higher revenue production and higher compensation commit-
ments and advances related to recruited financial advisors.

- Refer to “Note 6 Personnel expenses” and “Note 31 Equity
participation and other compensation plans” in the “Financial
information” section of this report and to the “Compensation”
section of this report for more information

General and administrative expenses
General and administrative expenses were CHF 8,653 million in
2012 compared with CHF 5,959 million in 2011.

Net charges for provisions for litigation, regulatory and similar
matters increased by CHF 2,273 million, primarily as a result of
charges for provisions arising from fines and disgorgement result-
ing from regulatory investigations concerning LIBOR and other
benchmark rates and claims related to sales of residential mort-
gage backed-securities.

Based on relevant facts and circumstances, our provisions are
adequate. Nevertheless, in view of the current regulatory and po-
litical climate affecting financial institutions, and because we con-
tinue to be exposed to a number of claims and regulatory matters
arising from the financial crisis of 2007—-2009 and other matters,
we expect charges associated with litigation, regulatory and simi-
lar matters to remain at elevated levels at least through 2013.

Costs for outsourcing of IT and other services increased by
CHF 206 million due to higher business demand.
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Expenses for marketing and public relations increased by
CHF 135 million, partly due to expenditures related to our 150th
anniversary, and professional fees increased by CHF 86 million.
In 2012, no general and administrative restructuring charges
were recorded compared with net charges of CHF 93 million in
2011.
- Refer to “Note 7 General and administrative expenses”
in the “Financial information” section of this report for more
information

Depreciation, impairment and amortization
Depreciation and impairment of property and equipment was
CHF 689 million, a decrease of CHF 72 million from the prior year,
mainly reflecting lower depreciation of IT equipment.
Impairment of goodwill was CHF 3,030 million in 2012, reflect-
ing the full impairment of goodwill carried by the Investment Bank.
Amortization and impairment of intangible assets was CHF
106 million compared with CHF 127 million. In 2012, we record-
ed impairment charges of CHF 17 million, mainly in the Invest-
ment Bank. In 2011, impairment charges were CHF 37 million,
mainly related to a past acquisition in the UK.
- Refer to “Note 17 Goodwill and intangible assets” in
the “Financial information” section of this report for more
information

Income tax

We recognized a net income tax expense in the income state-
ment for the year of CHF 461 million. This includes a Swiss cur-
rent tax expense of CHF 95 million, which relates to taxable prof-
its, against which no losses were available to offset, earned by
Swiss subsidiaries and also from the sale of real estate. The net
income tax expense for the year also includes a Swiss deferred tax
expense of CHF 23 million, which relates to a decrease in recog-
nized deferred tax assets due to Swiss pre-tax profits earned dur-
ing the year, offset by Swiss tax relief for the impairment of good-
will. In addition, it includes a foreign net current tax expense of
CHF 72 million, which relates to a tax expense in respect of tax-
able profits earned by non-Swiss subsidiaries and branches,
against which no losses were available to offset, which were
partly offset by a tax benefit from the release of provisions in re-
spect of tax positions which were previously uncertain. Finally,
the net income tax expense for the year includes a foreign de-
ferred tax expense of CHF 271 million, which mainly reflects a tax
expense for the amortization of deferred tax assets, as tax losses
were used against taxable profits.

In the first half of 2013, we expect the tax rate to be in the
region of 25% to 30%. The expected tax rate is higher than the
normal expected effective tax rate of 20% to 25% because the
net profit for the group in 2013 may reflect losses for some legal
entities or parent bank branches for which we may not obtain a
tax benefit. In addition, the actual tax rate may fall outside the
aforementioned tax rate range to the extent that there are sig-
nificant book tax adjustments that affect taxable profits. Also,
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the full year tax rate may depend on the extent to which deferred
tax assets are revalued during 2013 and the level of profitability
for the year.
- Refer to “Note 24 Income taxes” in the “Financial information”
section of this report for more information

Net profit attributable to non-controlling interests

Net profit attributable to non-controlling interests for 2012 was
CHF 276 million, compared with CHF 268 million in 2011. In both
years, this almost entirely reflected dividends on preferred securities.

Total comprehensive income attributable to
UBS shareholders

Total comprehensive income attributable to UBS shareholders
includes all changes in equity (including net profit) attributed to
UBS shareholders during a period, except those resulting from
investments by and distributions to shareholders as well as equity-
settled share-based payments. Items included in comprehensive
income, but not in net profit, are reported under other compre-
hensive income (OCI). These items will be recognized in net profit
when the underlying item is sold or realized, with the exception of
gains and losses on defined benefit plans.

In 2012, total comprehensive income attributable to UBS
shareholders was negative CHF 2,009 million, reflecting the net
loss attributable to UBS shareholders of CHF 2,511 million, partly
offset by positive other comprehensive income (OCI) attributable
to UBS shareholders of CHF 502 million (net of tax).

OCl in 2012 included gains of CHF 609 million on defined
benefit plans (net of tax). This reflected pre-tax gains of CHF
1,023 million, which were almost entirely due to an increase in
the fair value of plan assets of the Swiss pension plan, partly
offset by an income tax expense of CHF 413 million. Cash flow
hedge OCI was positive CHF 384 million (net of tax), mainly re-
flecting decreases in long-term interest rates across all major
currencies, partly offset by the reclassification of net gains as-
sociated with the effective portion of changes in fair value of
hedging derivatives to the income statement. Financial invest-
ments available-for-sale OCI was positive CHF 14 million (net
of tax). Foreign currency translation OCl was a loss of CHF
511 million (net of tax), predominantly related to the 2% weak-
ening of the US dollar against the Swiss franc.

- Refer to the “Statement of comprehensive income” in

the “Financial information” section of this report for more
information

-> Refer to “Note 30 Pension and other post-employment

benefit plans” in the “Financial information” section of this
report for more information

Performance by reporting segment

The management discussion and analysis by reporting segment is
provided in the following sections of this report.



Operating profit before tax by business divisions and Corporate Center

For the year ended % change from

CHF million 31.12.12 31.12.11 31.12.10 31.12.11

Wealth Management 2,407 2,633 2,233 9)
Wealth Management Americas 816 544 (121) 50
Investment Bank (2,734) (631) 2,731 333

Global Asset Management 570 430 515 33

Retail & Corporate 1,827 1,884 1,710 (3)
Corporate Center (4,661) 446 277

Operating profit from continuing operations before tax (1,774) 5,307 7,345

Key figures and personnel

Cost/income ratio

The cost/income ratio was 106.5% in 2012 compared with 80.7 %
in 2011. On an adjusted basis excluding own credit and net restruc-
turing charges in both years, the credits to personnel expenses
related to changes to our Swiss pension plan and a retiree benefit
plan in the US in 2012, and the gain on the sale of our strategic
investment portfolio in 2011, the cost/income ratio increased to
88.7% from 86.3%.

BIS risk-weighted assets

On 31 December 2012, our Basel 2.5 RWA were CHF 192.5 bil-
lion compared with CHF 241.0 billion at the end of 2011, a de-
crease of CHF 48.5 billion, predominantly due to a decline in mar-
ket risk RWA of CHF 22.1 billion, in credit risk RWA of CHF 21.0
billion and, to a lesser extent, in operational risk RWA of CHF 5.6
billion. The decline in credit risk RWA of CHF 21.0 billion occurred
predominately in the fourth quarter of 2012 and was mainly at-
tributable to the accelerated implementation of our strategy,
hedging activity and sales of certain student loan auction rate
securities in the Corporate Center — Legacy Portfolio. These ac-
tivities impacted derivative, repo-style and drawn and undrawn
loan exposures, partly offset by increased residential mortgage
exposures due to the recalibration of risk parameters on residen-
tial mortgages in the third quarter.

Market risk RWA decreased by CHF 22.1 billion, mainly due to
the reduction in incremental risk charge RWA on reduced expo-
sures, a model update for sovereign debt in the first quarter, and
hedging activity. VaR and stressed VaR declined due to reduced
risk positions and reduced credit spread risk.

Operational risk RWA decreased by CHF 5.6 billion. The de-
crease reflected the implementation, following our annual model
parameter review in March 2012, of all advanced measurement

approach parameter updates that had been approved by FINMA
up to that time.

Our estimated pro-forma Basel IlI' RWA on a fully applied basis
were CHF 258 billion at the end of 2012, declining CHF 122 bil-
lion compared with the end of 2011. The decline was mainly due
to the same factors that caused a decrease in Basel 2.5 RWA,
lower RWA on low-rated securitization exposures and a lower
credit valuation adjustment charge. We are targeting Group RWA
on a fully applied Basel lll basis to fall to less than CHF 200 billion
by the end of 2017.

- Refer to the “Investment Bank”, “Legacy Portfolio” and “Capital

management” sections of this report for more information

-> Refer to the “Our strategy” section of this report for more

information

Net new money

In Wealth Management, net new money inflows were CHF 26.3
billion in 2012 compared with CHF 23.5 billion in 2011. The stron-
gest net inflows were recorded in Asia Pacific and emerging mar-
kets as well as globally from ultra high net worth clients. Europe
reported net outflows in the offshore business, mainly related to
clients from countries neighboring Switzerland. This was partly
offset by net inflows from the European onshore business. Swiss
wealth management reported increased net inflows.

Wealth Management Americas recorded net new money in-
flows of CHF 20.6 billion or USD 22.1 billion in 2012, compared
with net new money inflows of CHF 12.1 billion or USD 14.1 bil-
lion in 2011 due to stronger inflows from net recruiting of finan-
cial advisors as well as financial advisors employed with UBS for
more than one year.

Excluding money market flows, Global Asset Management re-
corded net new money outflows of CHF 5.9 billion in 2012 com-
pared with net inflows of CHF 9.0 billion in the prior year. Net
new money from third parties was a net outflow of CHF 0.6 bil-

1 Basel Il information provided throughout this report is not required to be presented because Basel Il requirements were not in effect on 31 December 2012. Such measures are non-GAAP
financial measures as defined by SEC regulations. We nevertheless include information on the basis of Basel Il requirements because they are effective as of 1 January 2013 and significantly
impact our RWA and eligible capital. The calculation of our pro-forma Basel Il RWA combines existing Basel 2.5 RWA, a revised treatment for low-rated securitization exposures that are no
longer deducted from capital but are risk-weighted at 1250%, and new model-based capital charges. Some of these new models require final regulatory approval and therefore our pro-forma
calculations include estimates (discussed with our primary regulator) of the effect of these new capital charges which will be refined as models and the associated systems are enhanced.
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Net new money'

For the year ended

CHF billion 31.12.12 31.12.11 31.12.10
Wealth Management 26.3 235 (12.1)
Wealth Management Americas 20.6 121 6.1)
Global Asset Management (13.3) 43 1.8
of which: non-money market flows (5.9) 9.0 8.2
R oney RS (74) ............... / . 7) ............. ) 64)
1 Net new money excludes interest and dividend income.
Invested assets
As of % change from
CHF billion 31.12.12 31.12.11 31.12.10 31.12.11
Wealth Management 821 750 768 9
Wealth Management Americas 772 709 689 9
Global Asset Management 581 574 559 1

lion compared with a net inflow of CHF 12.2 billion. Net new
money from clients of UBS’s wealth management businesses was
a net outflow of CHF 5.2 billion compared with a net outflow of
CHF 3.1 billion.
-> Refer to the “Wealth Management”, “Wealth Management
Americas” and “Global Asset Management” sections of this
report for more information

Invested assets
Invested assets in Wealth Management rose by CHF 71 billion to
CHF 821 billion during the year. Positive market performance and
net new money inflows were partially offset by negative currency
effects.

In Wealth Management Americas, invested assets increased by
CHF 63 billion to CHF 772 billion, reflecting positive market per-
formance and strong net new money inflows.
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Global Asset Management invested assets increased by CHF
7 billion to CHF 581 billion, mainly due to positive market
movements, partly offset by net new money outflows and nega-
tive currency effects. The sale, as agreed prior to the acquisition,
of parts of the ING Investment Management business acquired
in Australia in 2011 resulted in a net divestment of CHF 14 bil-
lion of invested assets in 2012.
- Refer to the “Wealth Management”, “Wealth Management
Americas” and “Global Asset Management” sections of this
report for more information

Personnel
We employed 62,628 personnel as of 31 December 2012, a re-
duction of 2,192 compared with 64,820 personnel as of 31 De-
cember 2011, largely reflecting the cost reduction program an-
nounced in July 2011 and the accelerated implementation of our
strategy announced in October 2012.
- Refer to the “Our employees” section within the “Corporate
governance, responsibility and compensation” section of this
report for more information



LIBOR-related settlements

On 19 December 2012, we announced
that the Board of Directors had autho-
rized total settlements of approximately
CHF 1.4 billion in fines and disgorge-
ment to US, UK and Swiss authorities to
resolve LIBOR-related investigations with
those regulators. The payments that
were agreed with authorities consisted
of fines totaling USD 1.2 billion to the
US Department of Justice and Commod-
ity Futures Trading Commission, GBP
160 million in fines to the UK Financial
Services Authority and CHF 59 million as
disgorgement of estimated profits to
the Swiss Financial Market Supervisory
Authority (FINMA). In addition, UBS
Securities Japan Co. Ltd. entered into

a plea agreement with respect to

one count of wire fraud relating to the
manipulation of certain benchmark
interest rates, including Yen LIBOR. The
settlements stemmed from industry-wide
investigations into the setting of

certain benchmark rates across a range
of currencies. These investigations
focused on whether there were improp-
er attempts by banks, acting either on
their own or with others, to manipulate
LIBOR and other benchmark rates at
certain times. UBS cooperated fully with
the authorities in their investigations
and, as a result of the investigations,
has significantly enhanced its control

framework for its submissions process
for LIBOR and other benchmark interest
rates.

Enhancements included changes made
throughout 2012 to the governance
framework to first combine all compo-
nents of this submissions process into
one functional area within the Investment
Bank, to next move the governance and,
in November, to move the operation

of this process into a new independent
function within Group Treasury. In
accordance with our segment reporting
principles, under which we report
performance consistent with the way

in which it is evaluated by senior man-
agement, the charge booked in the
fourth quarter was reported in Corporate
Center — Core Functions because the
management of the submissions process
resides within Group Treasury.

- Refer to “Note 23b Litigation,
regulatory and similar matters” in the
“Financial information” section
of this report for more information

Impairment of Investment Bank
goodwill and other non-financial
assets

An impairment test was performed as of
30 September 2012 with respect to the
Investment Bank because indicators of
impairment were present. These indica-
tors included negative variances from
planned performance, preliminary
discussions regarding changes in strategy
for the Investment Bank and revised
business plan information taking into
account changes in market conditions
and the global economic outlook. The
impairment test was based on the
business 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 the
third quarter of 2012. Additional assets
were examined to determine whether
their carrying values exceeded their recov-
erable 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 the third quarter
of 2012.

- Refer to “Note 17 Goodwill and
intangible assets” in the “ Financial
information” section of this report
for more information
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Performance before tax

Performance before tax was CHF 5,307 million down from CHF
7,345 million, mainly due to a decline in operating income of CHF
4,206 million, partly offset by cost reductions of CHF 2,168 million.

Operating income

Total operating income was CHF 27,788 million in 2011, down
CHF 4,206 million from CHF 31,994 million in 2010. This decline
was mainly due to a reduction of CHF 1,924 million in net fee
and commission income on lower underwriting fees, a decline in
asset-based fees, and lower trading revenues in our equities and
FICC businesses, partly due to the loss of CHF 1,849 million re-
lated to the unauthorized trading incident. These declines were
partly offset by an own credit gain on financial liabilities desig-
nated at fair value of CHF 1,537 million, compared with a loss of
CHF 548 million in the prior year. In addition, in 2011 we in-
curred a loss of CHF 133 million on the valuation of our option
to acquire the SNB StabFund'’s equity compared with a gain of
CHF 745 million in 2010. Furthermore, in 2011 we recorded a
gain of CHF 722 million on the sale of our strategic investment
portfolio.

Net interest and trading income

Net interest and trading income was CHF 11,169 million, down
CHF 2,517 million from the prior year. In 2011, we recorded a loss
of CHF 1,849 million related to the unauthorized trading incident,
which was partly offset by an own credit gain of CHF 1,537 mil-
lion due to the widening of our credit spreads during the year.
Own credit in 2010 was a loss of CHF 548 million as credit spreads
tightened during that year.

Net interest and trading income in FICC was down by CHF 498
million, primarily due to the strengthening of the Swiss franc. In
credit, revenues decreased primarily due to mark-to-market losses
in the flow business. Concerns surrounding the eurozone and the
global economic outlook significantly impacted market volatility,
liquidity and client activity, resulting in challenging conditions for
flow trading, partly offset by an improved performance by credit
solutions. In macro, revenues increased across all interest rates
business lines. Foreign exchange benefited from market volatility
in the second half of 2011 and from the contributions of our new
e-trading platform. Non-linear interest rates reported a turn-
around from negative to positive revenues in 2011. Emerging
markets revenues decreased as increased foreign exchange reve-
nues were more than offset by lower revenues in credit and rates.
Latin America saw an improvement in revenues whereas both
Asia and Europe reported a decrease. In 2011, we recorded posi-
tive debit valuation adjustments of CHF 244 million on our deriva-
tives portfolio compared with positive debit valuation adjustments
of CHF 155 million in 2010.
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Equities interest and trading revenues declined by CHF 2,372
million, mainly due to the loss of CHF 1,849 million related to
the unauthorized trading incident, the strengthening of the
Swiss franc, and lower revenues in the derivatives and equity-
linked businesses. Within derivatives, revenues in Europe, the
Middle East and Africa declined and more than offset higher
revenues in Asia Pacific and the Americas. In addition, trading
revenues were impacted by ongoing market volatility. In equity-
linked, revenues declined due to lower valuations and volumes
as well as reduced primary market activity, which impacted the
secondary markets.

Net interest income in Wealth Management increased by CHF
231 million, reflecting higher treasury-related income, partially
due to interest income resulting from the strategic investment
portfolio (which was acquired in late 2010). Further, net interest
income benefited from 10% higher average lending volumes.
This was offset by margin pressure as a result of low market inter-
est rates. Net trading income in Wealth Management also in-
creased by CHF 231 million, benefiting from higher income linked
to foreign exchange and precious metal client trading activities as
well as higher treasury-related revenues.

Net interest income in Wealth Management Americas increased
by CHF 34 million, due to higher client balances in securities-based
lending and mortgages, as well as from higher yields on lending
products. This was partially offset by adverse currency impacts.
Net trading revenues in Wealth Management Americas fell by CHF
120 million, impacted by the strengthening of the Swiss franc,
lower taxable fixed income and municipal trading income, partly
offset by higher trading income from structured notes.

Net interest income in Retail & Corporate declined by CHF 94
million, primarily due to a significant decline in the deposit margin
as a result of low market interest rates, which more than offset
growth of deposit volumes. Low market interest rates also im-
pacted income from our replication portfolio, resulting in lower
net interest income. These effects more than offset higher interest
income derived from the strategic investment portfolio which was
acquired in late 2010. Net trading income in Retail & Corporate
increased by CHF 84 million, mainly reflecting higher treasury-re-
lated income and higher foreign exchange income linked to client
trading activities.

Corporate Center net interest and trading revenues were down
CHF 32 million. In 2011, we recorded an own credit gain of CHF
1,537 million due to the widening of our credit spreads during the
year. Own credit in 2010 was a loss of CHF 548 million as credit
spreads tightened during the year. Revenues in 2011 included a
loss of CHF 133 million on the valuation of our option to acquire
the SNB StabFund’s equity compared with a gain of CHF 745 mil-
lion in 2010. Furthermore, 2011 included losses of CHF 284 mil-
lion related to CVA for monoline credit protection compared with
a gain of CHF 667 million in 2010.

Credit loss expense/recovery
In 2011, we recorded a net credit loss expense of CHF 84 million,
mainly reflecting an increase in collective loan loss allowances due



to increased credit risks arising predominantly from Swiss corpo-
rate clients that had become exposed to significant foreign cur-
rency related risk as a result of the impact of the strengthening
Swiss franc on their financial position. In 2010, we reported net
credit loss expenses of CHF 66 million, which included CHF 155
million of impairment charges related to the Corporate Center —
Legacy Portfolio.

Net fee and commission income
Net fee and commission income was CHF 15,236 million com-
pared with CHF 17,160 million in the previous year.

Underwriting fees decreased by CHF 732 million or 38% to
CHF 1,180 million, reflecting a decline in both equity and debt
underwriting fees. The decline in equity underwriting fees result-
ed in part from an overall market slowdown due to volatility in
capital markets and a reduced market fee pool. Debt underwrit-
ing fees declined due to lower revenues in the Investment Bank's
debt capital market business, in part reflecting the market impact
of European sovereign debt concerns.

A decline of CHF 601 million in net brokerage fees reflected a
downturn in the market, with lower transactional volumes and
reduced level of client activity.

Portfolio management and advisory fees for the Group fell
7%, or CHF 408 million, to CHF 5,551 million, mainly due to the
strengthening of the Swiss franc.

Investment fund fees decreased CHF 321 million, or 8%, to
CHF 3,577 million, due to lower asset-based fees resulting from a
lower average invested asset base, primarily as a result of the
strengthening of the Swiss franc.

Merger and acquisition and corporate finance fees increased
by CHF 135 million, or 16%, reflecting a somewhat improved
merger and acquisition environment in 2011 with the completion
of several large deals.

Other income
Other income was CHF 1,467 million compared with CHF 1,214
million in the previous year.

In 2011, net gains from financial investments available-for-sale
were CHF 887 million compared with 132 million in 2010. Gains
in 2011 included CHF 722 million from the sale of our strategic
investment portfolio as well as gains of CHF 81 million in Wealth
Management Americas’ available-for-sale portfolio.

Other income in 2011 also included gains of CHF 344 million
from the sale of loans and receivables compared with CHF 324
million in 2010. The 2011 gains mainly related to the sale of col-
lateralized loan obligations, which had been reclassified previously
from Held for trading to Loans and receivables, and were partly
offset by related hedge termination losses recorded in net trading
income. Additionally, in 2011 we recorded a gain of CHF 78 mil-
lion on sale of a property in Switzerland, compared with a gain of
CHF 158 million on sale of a property in Switzerland in 2010.

Net gains from disposals of investments in associates were
down CHF 236 million, mainly as 2010 included a gain of CHF
180 million from the sale of investments in associates owning of-

fice space in New York. Other income in 2010 further included a
CHF 69 million demutualization gain from our stake in the Chi-
cago Board Options Exchange.

Operating expenses

Total operating expenses were CHF 22,482 million in 2011 com-
pared with CHF 24,650 million in 2010. Operating expenses in
2011 included CHF 380 million of net restructuring charges com-
pared with CHF 113 million in 2010.

Personnel expenses

Personnel expenses decreased by CHF 1,397 million, or 8%,
to CHF 15,634 million due to strengthening of the Swiss franc. In
2011, we recorded CHF 261 million in personnel-related net re-
structuring charges, compared with a net release of CHF 2 million
in the prior year.

Salary costs decreased by CHF 174 million, or 2%, as a result
of the strengthening of the Swiss franc.

Expenses for performance awards were CHF 3,516 million, a
decrease of CHF 655 million, or 16%, from the prior year. Ex-
penses relating to 2011 performance awards recognized in the
performance year 2011 were CHF 1,847 million, down CHF 853
million, reflecting a 37% decrease in the overall performance
award pool for the 2011 performance year. The amortization of
deferred compensation awards from prior years increased by CHF
198 million, or 13%, to CHF 1,669 million.

Other variable compensation increased by CHF 50 million, main-
ly reflecting an increase in restructuring-related severance charges.

Financial advisor compensation in Wealth Management Amer-
icas decreased by CHF 149 million to CHF 2,518 million. In US
dollar terms, financial advisor compensation increased, reflecting
higher revenue production and higher compensation commit-
ments and advances related to recruited financial advisors.

Other personnel expenses decreased by CHF 369 million,
mainly as the prior year included a charge of CHF 200 million for
the UK bank payroll tax.

General and administrative expenses

General and administrative expenses were CHF 5,959 million in
2011 compared with CHF 6,585 million in 2010. The strengthening
of the Swiss franc contributed substantially to the overall decrease.

Occupancy costs decreased by CHF 193 million or 15% mainly
as vacant office space was provisioned for in the prior year, and
also as a result of reduced rental expenses and favorable currency
translation effects.

Rent and maintenance of machines and equipment decreased
by CHF 126 million, or 23%, mainly due to reduced costs for IT
maintenance services. Expenses for communications and market
data services decreased by CHF 48 million, or 7%, mainly as a
result of reduced costs for market data services.

Administration costs decreased by CHF 48 million, or 7%, as a
result of a release of value added tax accruals in the UK and the
favorable effect of the strengthening of the Swiss franc, largely
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offset by a CHF 109 million charge related to the UK bank levy.
The prior year included a charge of CHF 40 million to reimburse
the Swiss government for costs incurred in connection with the
US cross-border matter.

Marketing and public relations expenses increased by CHF 54
million, or 16%, primarily due to higher costs associated with
sponsoring activities and marketing. Professional fees increased
by CHF 68 million, or 9%, mainly due to higher legal fees.

Outsourcing of IT and other services increased by CHF 73 mil-
lion, or 7%, due to higher IT business demand and capacity ex-
pansion needed for control functions related to increased regula-
tory requirements.

Expenses for litigation, regulatory and similar matters de-
creased by CHF 355 million, or 56%.

Other general and administrative expenses decreased by CHF
53 million, or 30%, due to a release of provisions for value-added
tax in Switzerland and favorable currency translation effects, par-
tially offset by increased real estate-related restructuring charges
which were CHF 93 million in 2011 compared with CHF 79 million
in the prior year.

Depreciation, impairment and amortization

Depreciation and impairment of property and equipment was
CHF 761 million, a decrease of CHF 157 million, or 17%, from the
prior year. The strengthening of the Swiss franc contributed sub-
stantially to the overall decrease.

Depreciation of IT and other equipment decreased partly as the
useful life of some assets was extended. In 2011 we recorded a
reversal of impairment losses on a property of CHF 34 million,
partly offset by CHF 26 million restructuring related impairments
of real estate assets. The prior year included CHF 37 million in
impairment charges related to restructuring in Wealth Manage-
ment Americas.

Amortization and impairment of intangible assets was CHF
127 million compared with CHF 117 million in 2010. Higher im-
pairment charges on intangible assets, mainly resulting from the
impairment of intangible assets related to a past acquisition in the
UK, were only partially offset by lower amortization of intangible
assets due to favorable currency impacts.

Income tax

We recognized a net income tax expense in the income state-
ment for the year of CHF 901 million. This includes a Swiss net
deferred tax expense of CHF 1,041 million, which reflects a tax
expense of CHF 927 million for the amortization of deferred tax
assets, as tax losses are used against profits arising from business
operations. In addition, it reflects a tax charge of CHF 245 million
relating to the revaluation of deferred tax assets (reflecting up-
dated profit forecast assumptions including the expected geo-
graphical mix) partly offset by a CHF 131 million tax effect relat-
ing to the unauthorized trading incident. Additionally, it includes
a foreign net deferred tax benefit of CHF 246 million, including a
US tax benefit of CHF 400 million, which mainly relates to a
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write-up of deferred tax assets for US tax losses incurred in previ-
ous years, predominantly in the parent bank, UBS AG. This was
partly offset by a tax expense of CHF 41 million relating to the
downward revaluation of deferred tax assets for Japan, following
a change in statutory tax rates and loss offset rules, and a tax
expense of CHF 113 million for the amortization of deferred tax
assets, as tax losses are used against profits in various locations.
It also includes a current tax expense of CHF 106 million, which
reflects tax expenses of CHF 277 million for taxable profits of
Group entities, partly offset by current tax benefits of CHF 171
million relating to prior periods.

During 2010, we recognized a net income tax benefit in our
income statement of CHF 409 million. This reflected a deferred
tax benefit mainly relating to the recognition of additional de-
ferred tax assets in respect of tax losses, partly offset by current
tax expenses relating to taxable profits of Group entities.

Net profit attributable to non-controlling interests

Net profit attributable to non-controlling interests for 2011 was
CHF 268 million, compared with CHF 304 million in 2010. This
mainly reflected dividends paid on preferred securities and dividend
accruals triggered by the call of a hybrid tier 1 instrument in 2011.

Total comprehensive income attributable to UBS share-
holders

Comprehensive income attributable to UBS shareholders in 2011
was CHF 5,071 million, including net profit attributable to UBS
shareholders of CHF 4,138 million, and other comprehensive in-
come attributable to UBS shareholders of CHF 934 million.

OCl attributable to UBS shareholders included foreign currency
translation gains of CHF 722 million, fair value gains on financial
investments available-for-sale of CHF 495 million, and positive
cash flow hedge OCl of CHF 1,537 million. These gains were part-
ly offset by losses of CHF 1,820 million on defined benefit plans
(net of tax).

Foreign currency translation gains of CHF 722 million were
predominantly related to net investments in US foreign opera-
tions, which led to gains as the US dollar appreciated in the
second half of 2011. Fair value gains of CHF 495 million on fi-
nancial investments available-for-sale were almost entirely driv-
en by net gains of CHF 545 million related to the strategic invest-
ment portfolio. Declining market interest rates resulted in an
increase in fair values of CHF 1,267 million and other compre-
hensive income gains prior to the sale of the portfolio in the
third quarter of 2011, more than offsetting unrealized losses of
CHF 545 million recognized in OClin 2010. Upon sale, a realized
gain of CHF 722 million was recognized in the income statement
within other income, which reduced other comprehensive in-
come accordingly. Fair value gains of CHF 1,537 million on net
fixed receiver interest rate swaps designated as cash flow hedges
resulted from declining long-term interest rates across all major
currencies. Losses of CHF 1,820 million on defined benefit plans



(net of tax) mainly related to the remeasurement of the defined
benefit obligation of the Swiss and international pension plans
and, to a lesser exent, a decline in the fair value of pension plan
assets.

OClI attributable to UBS shareholders in 2010 was negative
CHF 1,360 million, mainly reflecting foreign currency translation
losses of CHF 731 million and fair value losses on financial invest-
ments available-for-sale of CHF 607 million.

Development of invested assets

Net new money

In Wealth Management, net new money improved significantly,
with net inflows of CHF 23.5 billion compared with net outflows
of CHF 12.1 billion in 2010. The strongest net inflows were re-
corded in Asia Pacific and emerging markets as well as globally
from ultra high net worth clients. Europe reported net outflows,
mainly related to the offshore business with countries neighbor-
ing Switzerland partly offset by net inflows from the European
onshore business. Swiss wealth management reported increased
net inflows in 2011 compared with the prior year.

Net new money inflows in Wealth Management Americas
were CHF 12.1 billion compared with outflows of CHF 6.1 billion
in 2010. This turnaround was due to improved inflows from net
recruiting of financial advisors, which was primarily due to lower
outflows from financial advisor attrition. Net new money from fi-
nancial advisors employed with UBS for more than one year re-
mained positive, but declined from 2010.

In Global Asset Management, excluding money market flows,
net new money inflows from third parties were CHF 12.2 billion
in 2011 compared with net inflows of CHF 16.2 billion in 2010,
and net outflows from clients of UBS’s wealth management busi-
nesses were CHF 3.1 billion compared with net outflows of CHF
8.1 billion. The flows from UBS's wealth management businesses
included two transfers of investment management and research
responsibility from Wealth Management to Global Asset Man-
agement: a CHF 1.8 billion multi-manager alternative fund was
transferred to alternative and quantitative investments, and CHF
2.9 billion in private equity funds of funds were transferred to
infrastructure and private equity. It should be noted that these
assets are reported as invested assets in both business divisions,
as Wealth Management continued to advise the clients of the
funds.

Invested assets

Total invested assets were CHF 2,088 billion on 31 December
2011, up slightly from CHF 2,075 billion on 31 December 2010.
Net new money inflows of CHF 40 billion and the addition of CHF
25 billion in invested assets related to the ING Investment Man-
agement acquisition were largely offset by adverse market im-
pacts.

Personnel
We employed 64,820 personnel as of 31 December 2011, an in-
crease of 203 compared with 64,617 personnel as of 31 Decem-
ber 2010.
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Balance sheet

Balance sheet

% change from

CHF million 31.12.12 31.12.11 31.12.10 31.12.11
Assets
Cash and balances with central banks 66,383 40,638 26,939 63

Other assets 11,055 9,165 19,506 21
Total assets 1,259,232 1,416,962 1,314,813 (11)
Liabilities

Due to banks 23,024 30,201 41,490 (24)
Cashcollateralonsecuntleslent9203 ............... 8136 ............... 6651 .................. 5
Repurchaseagreements .................................................................................... 37639 ............. : 02429 .............. 74796 ................. (63)
Tradlngportfoho Iabiliies 34154 .............. 39480 .............. 54975 ................. (1 S
Negatlve . epl ool 395070 ............ 473400 ............ 393762 ................. (1 7)
Cash collateral payables on derivative instruments 7148 67,114 8924 6
Financial liabilities designated at fairvalve 92878 83982 10075 4
Bt st T 371892 B 342409 ............ 332301 ................... .
Accruedexpensesanddeferredmcome6881 ............... 6850 ............... 7738 ................... .
Bebticsad ; 04656 ............. 140617 ............. : 30271 ................. (26)
PrOVISIOn52536 ............... 1626 ............... 1704 .................. e
Oher piiias 59902 .............. 62784 .............. , 2674 ................... ( 5)
Total liabilities 1,208,983 1,364,027 1,266,042 (11)
Equity

Share capital

Share premium

Retained earnings

Cumulative net income recognized directly in equity, net of tax (6)
Equity attributable to UBS shareholders (5)
Equn yattr e oo oIImgmter T SRS 0
Total equity (5)
Total liabilities and equity 1,259,232 1,416,962 1,314,813 (11)
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Assets: development during 2012

Balance sheet development - assets

CHF billion CHF billion
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2 Consists of due from banks, financial assets designated at fair value and loans.

Balance sheet development

31 December 2012 vs 31 December 2011

As of 31 December 2012, our balance sheet stood at CHF 1,259
billion, a decrease of CHF 158 billion or 11% from 31 December
2011, primarily due to a decline in collateral trading of CHF 104
billion and a reduction in positive replacement values of CHF 69
billion, predominantly relating to the accelerated implementation
of our strategy announced in October 2012.

Our funded assets, which represent total assets excluding pos-
itive replacement values, were reduced by CHF 89 billion to CHF
841 billion, primarily due to the abovementioned decline in col-
lateral trading and a reduction in trading portfolio assets. These
decreases were offset by higher balances with central banks, as
well as increased financial investments available-for-sale and lend-
ing activities. Currency movements between 31 December 2011
and 31 December 2012 had only a small effect on our funded
balance sheet assets.

Most of the total asset reduction occurred within the Invest-
ment Bank, mainly in FICC, primarily due to the abovementioned
accelerated implementation of our strategy, as well as a change in
the methodology used to allocate certain financial assets man-
aged by Group Treasury in 2012, which reduced Investment Bank
total assets by CHF 75 billion. Overall, the Investment Bank’s bal-
ance sheet decreased by CHF 224 billion, or 25%, to CHF 672
billion. The Investment Bank’s funded assets decreased by CHF
163 billion, or 37%, to CHF 275 billion. Legacy portfolio assets
decreased by CHF 19 billion to CHF 38 billion, resulting mainly
from position sales, redemptions and loan amortization. The in-
crease in Corporate Center — Core Functions total assets of CHF
74 billion to CHF 223 billion was primarily the result of the above-
mentioned change in methodology used to allocate certain finan-

Trading portfolio M Financial investments available-for-sale Other

M Positive replacement values

1 Total assets excluding positive replacement values. 2 Consists of due from banks, financial assets
designated at fair value and loans. 3 Consists of reverse repurchase agreements and cash collateral on
securities borrowed.

cial assets. The average size of our multi-currency portfolio of
unencumbered, high-quality, short-term assets remained stable.
Wealth Management and Wealth Management Americas total
assets increased to CHF 105 billion and CHF 64 billion, respec-
tively, mainly resulting from increased lending activities totaling
CHF 15 billion. Retail & Corporate and Global Asset Management
total assets were broadly unchanged at CHF 145 billion and
CHF 13 billion, respectively.

Cash and balances with central banks

Cash and balances with central banks totaled CHF 66 billion as of
31 December 2012, an increase of CHF 26 billion, mainly due to
the re-balancing of our multi-currency portfolio of unencum-
bered, high-quality, short-term assets.

Lending

Interbank lending (due from banks) decreased by CHF 2 billion to
CHF 21 billion, primarily reflecting lower short-term lending ac-
tivities within Equities in the Investment Bank. Loans increased by
CHF 13 billion to CHF 280 billion, predominantly in our wealth
management businesses, which contributed CHF 15 billion of
growth across several products, including fixed term, LIBOR-based
mortgage and call loans. Financial assets designated at fair value
were broadly unchanged at CHF 9 billion.

Collateral trading
Collateral trading assets (reverse repurchase agreements and cash
collateral on securities borrowed) decreased by CHF 104 billion to

CHF 168 billion, primarily reflecting deleveraging within the In-
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vestment Bank of CHF 74 billion, combined with a CHF 27 billion
decrease related to the re-balancing of our multi-currency portfo-
lio of unencumbered, high-quality, short-term assets.

Collateral trading liabilities (repurchase agreements and cash
collateral on securities lent) were lower by CHF 64 billion, reflecting
a CHF 65 billion deleveraging-related reduction in the Investment
Bank, consistent with the decrease in collateral trading assets.

Trading portfolio

Trading portfolio assets were lower by CHF 21 billion to CHF 161
billion, mainly due to a CHF 30 billion reduction in debt instru-
ments held, which reflected lower government debt, corporate
bonds and mortgage-backed securities, primarily resulting from
the abovementioned accelerated implementation of our strategy.
The decrease in debt holdings was partly offset by a CHF 12 billion
increase in equity instruments.

Trading portfolio liabilities were lower by CHF 5 billion, reflect-
ing reduced government debt and corporate bonds short sales,
proportionally consistent with the total decrease in trading port-
folio assets.

Replacement values

Positive and negative replacement values declined on both sides
of the balance sheet, decreasing by CHF 69 billion (14%) and CHF
78 billion (17%) to CHF 418 billion and CHF 395 billion, respec-
tively. Decreases in positive replacement values primarily occurred
in interest rate contracts, which declined by CHF 28 billion due to
reduced volumes and upward shifts in interest rate curves across

Liabilities: development during 2012

most currencies, and credit derivative contracts, which declined
by CHF 31 billion, mainly due to a reduction in notional volumes.
Similarly, decreases in negative replacement values also occurred
in interest rate and credit derivative contracts, which declined by
CHF 35 billion and CHF 29 billion, respectively.

Financial investments available-for-sale

Financial investments available-for-sale increased by CHF 13 bil-
lion to CHF 66 billion, primarily due to increased holdings of high-
quality government debt in our multi-currency portfolio of unen-
cumbered, high-quality, short-term assets.

Short-term borrowings

Short-term borrowings (short-term debt issued and due to banks)
decreased by CHF 46 billion to CHF 56 billion, primarily due to
reduced funding requirements and to a lesser extent the negative
interest charge imposed on financial institutions for Swiss franc
clearing accounts, effective 21 December 2012. The reduction in
short-term debt issued occurred across product types, primarily in
certificates of deposit, which declined by CHF 20 billion, and com-
mercial paper, which declined by CHF 14 billion.

Due to customers
Customer deposits increased by CHF 29 billion to CHF 372 billion
as Wealth Management, Wealth Management Americas and Re-

tail & Corporate all continued to attract client money into both
current and deposit accounts.

Balance sheet development - liabilities and equity

CHF billion

1,200 - -~

31121 Due to 31.12.12

customers

Collateral Short-term  Other
trading'  borrowings?

Negative
replacement
values

Long-term
debt?

1 Consists of repurchase agreements and cash collateral on securities lent.
2 Consists of short-term debt issued and due to banks.
3 Consists of long-term debt issued and financial liabilities designated at fair value.
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CHF billion

31.12.08

Lond
2
©

1,363 =
1161'. l I l

9591 963 9391

0
M Due to customers®

W Equity?

Long-term debt**
Other

1 Total liabilities and equity excluding negative replacement values. 2 Consists of equity attributable to
UBS shareholders and equity attributable to non-controlling interests. 3 Percentages based on total
liabilities and equity excluding negative replacement values. 4 Consists of long-term debt issued and
financial liabilities designated at fair value. 5 Consists of repurchase agreements and cash collateral
on securities lent. 6 Consists of short-term debt issued and due to banks.

Collateral trading®

W Short-term borrowings® M Negative replacement values




Long-term debt

Long-term debt increased by CHF 7 billion to CHF 165 billion,
primarily due to several issuances of covered bonds as well as
two separate issuances of loss-absorbing notes. These issuances
were partly offset by the maturity of several straight senior issu-
ances.
- Refer to the “Liquidity and funding management” section for
more information on long-term debt issuances

Other assets/Other liabilities

Other assets declined by CHF 14 billion to CHF 69 billion, mainly
reflecting a CHF 11 billion decrease in cash collateral receivables
on derivative instruments as well as a CHF 3 billion reduction in
goodwill in the Investment Bank. Other liabilities were broadly
unchanged at CHF 140 billion.

Equity

Equity attributable to UBS shareholders decreased by CHF 2,635
million to CHF 45,895 million as of 31 December 2012 from CHF
48,530 million a year earlier. Total comprehensive income attrib-
utable to UBS shareholders was negative CHF 2,009 million, re-
flecting the net loss attributable to UBS shareholders of CHF

Equity attributable to UBS shareholders:
development during 2012

CHF million
49,000 <o
48,530
48,000
47,000 S e
502 126
. gg
46,000 T Co857) ........45895. .
@31 (79) ®)
0_- -_

31.12.11 Netloss Other  Employee Tax Trea- Dividends Other 31.12.12
compre- share and recognized sury

hensive  share in shares

income option plans  share

(ocly (share premium
premium)

2,511 million, partly offset by other comprehensive income (OCl)
attributable to UBS shareholders of CHF 502 million (net of tax).
OClI primarily included gains on defined benefit plans and positive
cash flow hedge OCI of CHF 609 million and CHF 384 million,
respectively, partly offset by foreign currency translation losses of
CHF 511 million. Share premium decreased by CHF 716 million,
mainly reflecting a tax expense of CHF 457 million and the divi-
dend distribution of CHF 379 million, partly offset by an increase
of CHF 126 million related to employee share and share option
plans. Net treasury share activity increased equity attributable to
UBS shareholders by CHF 89 million.
- Refer to the “Statement of changes in equity” in the “Financial
information” section, and to “Comprehensive income attribut-
able to UBS shareholders” in this section for more information

Intra-period balances

Balance sheet positions disclosed in this section represent year-
end positions. Intra-period balance sheet positions fluctuate in
the ordinary course of business and may differ from quarter-end
and year-end positions.
-> Refer to the table “FINMA leverage ratio calculation” in the “Ca-
pital management” section of this report for our average month-
end balance sheet size for the fourth quarter of 2012 and 2011
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Off-balance sheet

Off-balance sheet arrangements

In the normal course of business, we enter into transactions that
are not recognized on the balance sheet in accordance with Inter-
national Financial Reporting Standards (IFRS) because we have ei-
ther transferred or have not assumed the related risks and rewards,
and/or because we did not become party to the contractual provi-
sions of the financial instruments. These off-balance sheet arrange-
ments are transacted to either meet the financial needs of clients or
offer investment opportunities through entities that are not con-
trolled by us. These transactions include derivative instruments,
guarantees and similar arrangements, as well as purchased and
retained interests in assets transferred to non-consolidated entities.

When we, through these arrangements, incur an obligation or
become entitled to an asset, we recognize these on the balance
sheet. It should be noted that in certain instances the amount
recognized on the balance sheet does not represent the full gain
or loss potential inherent in such arrangements.

We continuously evaluate whether triggering events require
reconsideration of the consolidation conclusions made at the in-
ception of our involvement with special purpose entities (SPE).

-> Refer to “Note 1a) 3) Subsidiaries” and “Note 1a) 5) Recognition
and derecognition of financial instruments” in the “Financial
information” section of this report for more information on
accounting policies regarding consolidation and deconsolidation
of subsidiaries, including SPE, and recognition and derecogni-
tion of financial instruments, respectively.

The following paragraphs discuss several distinct areas of off-
balance sheet arrangements. Additional relevant off-balance
sheet information is primarily provided in “Note 23 Provisions and
contingent liabilities”, “Note 25 Derivative instruments and hedge
accounting” and “Note 26 Operating lease commitments” in the
“Financial information” section of this report.

Risk disclosures, including our involvement with off-balance
sheet vehicles

Refer to the "Risk, treasury and capital management” section of
this report for comprehensive liquidity, market and credit risk in-
formation related to risk positions, including our exposure to off-
balance sheet involvement.

Non-consolidated securitization vehicles and collateralized debt
obligations

Our involvement (in the form of purchased or retained interests or
derivatives) in non-consolidated securitization vehicles and collat-
eralized debt obligations (CDO) is outlined within the table on the
following page under the column “Involvement in non-consoli-
dated SPE held by UBS”. As of 31 December 2012, the carrying
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value of our purchased and retained interests relating to non-
consolidated SPE and CDO totaled CHF 5.5 billion, of which
CHF 4.3 billion was held in Trading portfolio assets and measured
at fair value and CHF 1.2 billion was held at amortized cost within
Loans. In addition, we had involvement in SPE in the form of net
Negative replacement values, mainly total return swaps and cred-
it default swaps, of CHF 0.2 billion as of 31 December 2012. The
total pool of assets held by these non-consolidated investment
vehicles in which UBS has involvement are reflected in the column
“Total SPE assets”. These total SPE assets represent the total size
and exposure of the SPE and are not indicative of our risk of loss.
Our maximum loss potential is generally limited to the carrying
amount of purchased and retained interests. Our exposure with
respect to credit derivatives is based on the notional value of
those instruments. Maximum loss related to total return swaps
cannot be quantified, however, fair value is generally considered
to be the best approximation of this risk.

During 2012 we sponsored the creation of a limited number of
special purpose entities that principally facilitated the securitiza-
tion of commercial mortgage loans. These securitization transac-
tions generally involved the transfer of assets into a trust or cor-
poration, which in turn issued beneficial interests in the form of
securities. Financial assets transferred to such trusts and corpora-
tions are no longer reported in our consolidated financial state-
ments once the accounting requirements for derecognition are
met, including the transfer of substantially all of the risks and re-
wards related to such assets. UBS retained certain involvement in
some of these SPE, which are included in the disclosure on the
next page.

- Refer to “Note 1a) 12) Securitization structures set up by UBS”

in the “Financial information” section of this report for more
information on accounting policies regarding securitization
vehicles established by UBS

- Refer to the securitization disclosures in the “Basel 2.5 Pillar 3"

section of this report for a more comprehensive overview of our
securitization activities

In addition to our retained involvement in SPE from 2012 secu-
ritization activities, we also continue to retain interests in earlier
securitization issuances, primarily in the Legacy Portfolio, which
were originated by UBS or by third parties. The volume and size of
these positions, the majority of which are linked to the US mort-
gage market, have been further reduced as of 31 December 2012
when compared with the prior year.

Our involvement in non-consolidated securitization vehicles
and collateralized debt obligations disclosed in this section is typi-
cally managed on a portfolio basis alongside hedges and other
offsetting financial instruments. The numbers presented do not
include these offsetting factors.



Loans held at amortized cost included in the table below are
mainly comprised of student loan auction rate securities, to the
extent these are not backed by a US government agency, instru-
mentality or government-sponsored enterprise, as well as assets
which were previously Held for trading and later reclassified to
Loans and receivables, including monoline-protected assets, US
reference linked notes and other assets. Our loan to the RMBS
Opportunities Master Fund, LP, a special purpose entity managed
by BlackRock, Inc. is also not included in the table below.

-> Refer to “Note 28 Pledged and transferred financial assets” in
the “Financial information” section and to the “Risk, treasury
and capital management” section of this report for more
information on our loan to the BlackRock fund

- Refer to “Note 29b Reclassified financial assets” in the “Financial
information” section of this report for more information on
reclassified financial assets.

The numbers outlined in the table below deviate from the secu-
ritization positions presented in the “Basel 2.5 Pillar 3" section of
this report, primarily due to: (i) different scope, mainly exclusion of
certain government-backed and synthetic securitization transac-
tions from the table below, (ii) a different measurement basis in
certain cases (e.g. IFRS carrying value within the table below com-
pared with net exposure amount at default for Basel 2.5 Pillar 3
disclosures), and (jii) different classification of originated and spon-
sored activities. “Originated by UBS” amounts presented below in-
clude both securitization activities which we originated and those in
which we acted as the lead manager (including joint or co-lead
roles) for the transaction. For Basel 2.5 Pillar 3 disclosures, originated
and sponsored activities are presented separately.

Liquidity facilities and similar obligations

On 31 December 2012 and 2011, we had no significant exposure
through liquidity facilities and guarantees to structured investment
vehicles, conduits and other similar types of SPE.

Non-consolidated securitization vehicles and collateralized debt obligations

Involvement in non-consolidated SPE

CHF billion

held by UBS Total SPE assets?

Purchased and
retained interests

held by UBS' Derivatives held by UBS

Original principal - Current principal Delinquency
As of 31 December 2012 Carrying value Fair value  Nominal value outstanding outstanding amounts
Originated by UBS
cbo
Re5|dent|almortgage R RS G
Commerualmortgage R e e
O o e 0
Securitizations
Re5|dent|almortgage RS R Gy oy
Commerualmortgage R TR w9 Gy
bl Ags o e e ey
Total 1.8 0.0 1.5 214.8 105.5 8.7
Not originated by UBS
CcDo
Reydentwalmortgage R e Gy e
Commemalmortgage S o Ly
Ot ABS e G w0
Securitizations
Residential mortgage 01 03 7 3887 1226 45
o fﬁbft'g'a'ge .............................................. o o was by B
OtherABS o R oy el
Total 3.7 (0.2) 2.1 929.3 506.9 68.2

1 Includes loans and receivables measured at amortized cost in the amount of CHF 0.8 billion originated by UBS and CHF 0.4 billion not originated by UBS as well as trading assets measured at fair value in the amount
of CHF 1.0 billion originated by UBS and CHF 3.3 billion not originated by UBS. Excludes CHF 11.0 billion of asset backed securities, of which CHF 7.3 billion were held in Wealth Management Americas’ available-for-
sale portfolio (refer to “Note 14 Financial investments available-for-sale” in the “Financial information” section of this report for more information) and CHF 3.7 billion were held in the trading portfolio of the Investment
Bank, and CHF 3.5 billion of student loan auction rate securities were held as Loans in Corporate Center — Legacy Portfolio as of 31 December 2012, all of which were backed by a US government agency, instrumental-
ity or government-sponsored enterprise. These securities have been excluded due to the comprehensive involvement of the US government in these organizations and, consequently, their significantly lower risk pro-
file. 2 "Total SPE assets" includes information which UBS could gather after making exhaustive efforts, but excludes data which UBS was unable to obtain (in sufficient quality), especially for structures originated by

third parties.
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Support provided to non-consolidated investment funds

In the ordinary course of business, we issue investment certificates
to third parties that are linked to the performance of non-consol-
idated investment funds. Such investment funds are originated
either by us or by third parties. For hedging purposes, we gener-
ally invest in the funds to which our obligations from the certifi-
cates are linked. Risks resulting from these contracts are consid-
ered minimal, as the full performance of the funds, whether
positive or negative, is passed on to third parties.

In a limited number of cases and primarily stemming from the
financial crisis, UBS has provided support to certain non-consolidat-
ed investment funds in the form of collateralized financing, direct
acquisition of fund units and purchases of assets from the funds.
These funds are managed in our wealth and asset management
businesses, and support was provided in cases where it was neces-
sary due to regulatory or legal requirements or other exceptional
circumstances. Throughout 2012 we have continued to reduce our
positions in these acquired fund units or other assets, and as of
31 December 2012 the carrying value of fund units acquired and
other assets purchased from such funds totaled CHF 0.2 billion.

Purchases of assets from the funds that we manage, direct
acquisition of fund units and guarantees granted to third parties
in the context of such non-consolidated funds were not material
in 2012. Collateralized financing provided in the ordinary course
of business to non-consolidated investment funds was CHF 0.6
billion as of 31 December 2012. Net losses incurred on fund
units, which are generally accounted for as financial investments
available-for-sale, were not material in 2012.

In accordance with standard industry practice, our wealth and
asset management businesses occasionally also provide short-
term funding facilities to certain investment funds to cover timing
gaps in the redemption and subscription processes. These facili-
ties did not result in any losses in 2012.

Guarantees and similar obligations

In the normal course of business, we issue various forms of guaran-
tees, commitments to extend credit, standby and other letters of
credit to support our clients, commitments to enter into forward
starting transactions, note issuance facilities and revolving under-
writing facilities. With the exception of related premiums, generally
these guarantees and similar obligations are kept as off-balance
sheet items unless a provision to cover probable losses is required.

On 31 December 2012, the exposure (gross values less sub-
participations) from guarantees and similar instruments was CHF
17.8 billion, compared with CHF 17.4 billion as of 31 December
2011. Fee income from issuing guarantees was not significant to
total revenues in 2012.

Guarantees represent irrevocable assurances, subject to the sat-
isfaction of certain conditions, that we will make a payment in the
event that clients fail to fulfill their obligations to third parties. We
also enter into commitments to extend credit in the form of credit
lines that are available to secure the liquidity needs of clients. The
majority of these unutilized credit lines range in maturity from one
month to five years. If customers fail to meet their obligations, our
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maximum exposure to credit risk is the contractual amount of
these instruments. The risk is similar to the risk involved in extend-
ing loan facilities and is subject to the same risk management and
control framework. For the year ended 31 December 2012, we
recognized net credit loss recoveries of CHF 16 million, compared
with net credit loss recoveries of CHF 22 million for the year ended
31 December 2011, related to obligations incurred for guarantees
and loan commitments. Provisions recognized for guarantees and
loan commitments were CHF 64 million as of 31 December 2012
and CHF 93 million as of 31 December 2011.

For certain obligations, we enter into partial sub-participations
to mitigate various risks from guarantees and loan commitments.
A sub-participation is an agreement by another party to take a
share of the loss in the event that the obligation is not fulfilled by
the obligor and, where applicable, to fund a part of the credit facil-
ity. We retain the contractual relationship with the obligor, and the
sub-participant has only an indirect relationship. We will only enter
into sub-participation agreements with banks to which we ascribe
a credit rating equal to or better than that of the obligor.

Furthermore, we provide representations, warranties and in-
demnifications to third parties in the normal course of business.

Clearinghouse and exchange memberships

We are a member of numerous securities and derivative exchanges
and clearinghouses. In connection with some of those member-
ships, we may be required to pay a share of the financial obligations
of another member who defaults, or we may be otherwise exposed
to additional financial obligations. While the membership rules vary,
obligations generally would arise only if the exchange or clearing-
house had exhausted its resources. We consider the probability of a
material loss due to such obligations to be remote.

Swiss deposit insurance

Swiss banking law and the deposit insurance system require Swiss
banks and securities dealers to jointly guarantee an amount of up
to CHF 6 billion for privileged client deposits in the event that a
Swiss bank or securities dealer becomes insolvent. For the period
from 1 July 2012 to 30 June 2013, the Swiss Financial Market
Supervisory Authority (FINMA) estimates our share in the deposit
insurance system to be CHF 1.0 billion. The deposit insurance is a
guarantee and exposes us to additional risk. This is not reflected
in the table on the following page due to its unique characteris-
tics. As of 31 December 2012, we consider the probability of a
material loss from our obligation to be remote.

Underwriting commitments

Gross equity underwriting commitments on 31 December 2012 and
31 December 2011 amounted to CHF 0.2 billion and CHF 1.1 billion,
respectively. Gross debt and private equity underwriting commitments
on 31 December 2012 and 31 December 2011 were not material.

Purchase commitments
As of 31 December 2012, UBS had a firm commitment to acquire
Link Investimentos, a Brazilian financial services firm for an acqui-



Financial instruments not recognized on the balance sheet

The table below shows the maximum irrevocable amount of guarantees, commitments and forward starting transactions.

31.12.12 31.12.11
Sub- Sub-

CHF million Gross participations Net Gross participations Net
Guarantees
Credit guarantees and similar instruments 8313 | (734) 1519 8671 @15 8,356
Performance guarantees and similar instruments 3,673 | (829) 2844 3337 (493 2,845
Documentary credits 8012 | 660) 7412 6897 737 6,160
Total guarantees 20,058 (2,223) 17,835 18,905 (1,545) 17,360
Commitments
Loan commitments 59,818 (867) 58950 58192 (1640 56,552
Underwriting commitments 167 (6 o 1,160 @’ 882
Total Commitments 59,985 (1,034) 59,352 (1,918) 57,434
Forward starting transactions’
e repu . ag‘ré‘e‘rhé'n L 18576 ....................................... 271 R
Securltlesborrowmg agreements ...................................... Sag sy
Repurchaseagreements 9993 ....................................... 21134 ................................

1 Cash to be paid in the future by either UBS or the counterparty.

sition cost of approximately CHF 90 million. The acquisition closed
in the first quarter of 2013.

Contractual obligations

The table below summarizes payments due by period under con-
tractual obligations as of 31 December 2012.

All contracts included in this table, with the exception of pur-
chase obligations (those in which we are committed to purchas-
ing determined volumes of goods and services), are either recog-
nized as liabilities on our balance sheet or, in the case of operating
leases, disclosed in “Note 26 Operating lease commitments” in
the “Financial information” section of this report.

Long-term debt obligations as of 31 December 2012 were CHF
182 billion and consisted of long-term debt issued (CHF 86 billion)
and financial liabilities designated at fair value (CHF 96 billion) and
represent both estimated future interest and principal payments
on an undiscounted basis. Refer to the “Maturity analysis of finan-
cial liabilities” table in the "Risk, treasury and capital manage-
ment” section of this report for more information. Approximately
half of total long-term debt obligations had a variable rate of inter-

Contractual obligations

est. Amounts due on interest rate swaps used to hedge interest
rate risk inherent in fixed-rate debt issued, and designated in fair
value hedge accounting relationships, are not included in the table
below. The notional amount of these interest rate swaps was CHF
38 billion as of 31 December 2012. Financial liabilities designated
at fair value (CHF 96 billion on an undiscounted cash flow basis)
mostly consist of structured notes and are generally economically
hedged but it would not be practicable to estimate the amount
and/or timing of the payments on interest swaps used to hedge
these instruments, as interest rate risk inherent in respective liabili-
ties is generally risk managed on a portfolio level.

Within purchase obligations, the obligation to employees under
mandatory notice periods is excluded (i.e. the period in which we
must pay contractually-agreed salaries to employees leaving the firm).

Our obligations recognized on the balance sheet as Due to
banks, Cash collateral on securities lent, Repurchase agreements,
Trading portfolio liabilities, Negative replacement values, Cash
collateral payables on derivative instruments, Due to customers,
Provisions and Other liabilities are excluded from the table below.
Refer to the respective Notes in the “Financial information” sec-
tion of this report for more information on these liabilities.

Payment due by period

CHF million < 1year 1-3 years 3-5 years > 5 years
Long-term debt obligations 48,430 45,420 36,712 51,376
e Ieaseobllga R o Gy e o
5 peratln g Ieaseobllga I s g o Yags
e obI|gat|ons ........................................................................................ G e T e
Total 50,412 48,077 38,137 54,176
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Cash flows

As a global financial institution, our cash flows are complex and
bear little relation to our net earnings and net assets. Conse-
guently, we believe that traditional cash flow analysis is less mean-
ingful in evaluating our liquidity position than the liquidity, fund-
ing and capital management polices described within the “Risk,
treasury and capital management” section of this report. Cash
flow analysis may, however, be helpful in highlighting certain
macro trends and strategic initiatives in our businesses.

With regard to the cash flow activities described below, refer
to the “Statement of cash flows” in the “Financial information”
section of this report for more information.

In 2012, the estimation of the effects of foreign currency
translation on the statement of cash flows was refined. In con-
junction with this change in estimate, the presentation of
amounts within Net cash flows from/(used in) operating activi-
ties has been enhanced by eliminating the estimated foreign cur-
rency effects from individual balance sheet movements presented
under Net (increase)/decrease in operating assets and liabilities
and reflecting these within Other net adjustments, for which
comparatives have been restated.

2012

As of 31 December 2012, cash and cash equivalents totaled CHF
99.1 billion, an increase of CHF 13.5 billion from 31 December 2011.

Operating activities

For the year ended 31 December 2012, net cash flow generated
from operating activities was CHF 67.1 billion, primarily reflecting
deleveraging of our balance sheet, compared with net cash flow
used in operating activities of CHF 14.2 billion in 2011. Net oper-
ating cash inflows (before changes in operating assets and liabili-
ties and income taxes paid, net of refunds) totaled CHF 11.2 bil-
lion in 2012 compared with net operating cash outflows of CHF
3.0 billion in 2011.
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In 2012, net cash inflows of CHF 56.1 billion were generated by
the overall decrease in operating assets and liabilities. Gross cash
inflows of CHF 131.6 billion primary resulted from the reduction of
reverse repurchase agreements and cash collateral on securities
borrowed assets of CHF 102.4 billion. A key component of the
gross cash outflows of CHF 75.5 billion was the reduction of the
repurchase agreements and cash collateral on securities lent liabil-
ities of CHF 66.1 billion.

Investing activities

Net cash flow used in investing activities was CHF 14.8 billion
compared with net cash flow generated of CHF 19.4 billion in
2011. The 2012 cash outflow primarily reflected the net invest-
ment in financial investments available-for-sale of CHF 13.9 bil-
lion. This includes gross cash inflows from sales and maturities of
CHF 8,796 million and gross cash outflows from purchases of
CHF 7,422 million related to the Wealth Management Americas
available-for-sale portfolio. The remaining net cash outflow of
CHF 15,320 million almost entirely related to our multi-currency
portfolio of unencumbered, high-quality, short-term assets.

Financing activities

Net cash flow used in funding activities was CHF 38.0 billion in
2012, primarily reflecting net repayment of short-term debt issu-
ances of CHF 38.0 billion. The net acquisition of treasury shares
and own equity derivative activity of CHF 1.2 billion, dividends
paid to UBS shareholders of CHF 0.4 billion and dividends paid on
preferred securities reflected in non-controlling interests of CHF
0.3 billion also resulted in cash outflows, which were partly offset
by the net issuance of long-term debt (issuances less redemptions)
of CHF 1.8 billion. In 2011, financing activities generated net cash
inflows of CHF 2.7 billion.
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As of 31 December 2011, cash and cash equivalents totaled CHF
85.6 billion, an increase of CHF 5.7 billion from 31 December 2010.

Operating activities

For the year ended 31 December 2011, net cash flows used in
operating activities were CHF 14.2 billion compared with net cash
flow generated from operating activities of CHF 13.4 billion in
2010. Net operating cash flow generated (before changes in op-
erating assets and liabilities and income taxes paid, net of refunds)
totaled CHF 3.0 billion in 2011, compared with net cash flow
generated in 2010 of CHF 24.0 billion.

In 2011, net cash of CHF 16.9 billion was utilized by an overall
increase in operating assets and liabilities. Gross cash generation
of CHF 66.4 billion primarily resulted from an increase of repur-
chase agreements and cash collateral on securities lent liabilities
of CHF 27.1 billion and from a decrease of net trading balances of
CHF 17.2 billion. The gross cash consumption was mainly due to
an increase of reverse repurchase agreements and cash collateral
on securities borrowed assets of CHF 67.3 billion and an increase
in net due from/to banks of CHF 14.6 billion.

Investing activities

Net cash flow generated from investing activities was CHF 19.4
billion compared with CHF 4.1 billion in 2010. The 2011 cash
inflow primarily reflected the net divestment of financial invest-
ments available-for-sale of CHF 20.3 billion, which included
CHF 14.2 billion from the sale of our strategic investment port-
folio.

Financing activities

Net cash inflow from UBS’s funding activities was CHF 2.7 billion,
reflecting net cash inflow from net short-term debt issuances of
CHF 15.3 billion, offset by cash outflows for the net redemption
of long-term debt (repayments less issuances) of CHF 10.0 billion,
net acquisition of treasury shares and own equity derivative activ-
ity of CHF 1.9 billion and redemptions and dividends paid on pre-
ferred securities reflected in non-controlling interests of CHF 0.7
billion. In 2010, financing activities generated net cash inflows of
CHF 1.8 billion.
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Wealth Management

Business division reporting’

As of or for the year ended % change from

CHF million, except where indlicated 31.12.12 31.12.11 31.12.10 31.12.11
Net interest income 1,951 1,968 1,737 (1)
Netfeeandcomm|55|onmcome4275 .............. 4363 .............. 4964 .................. ( 2)
Nettradlnglncome778 ................ on e (11)
Ofher o i 425(3) ............... (91)
Income 7,040 7,634 7,345 (8)
CredltIoss(expense)/recovery .................................................................................... g o L (91)
Total operating income (8)

)

Personnel expenses

Amortization and impairment of intangible assets )
Total operating expenses? (8)
Business division performance before tax (9)

Key performance indicators?
Pre-tax profit growth (%)

Gross margin on invested assets (bps)°

Additional information
Average attributed equity (CHF billion)®

Goodwill and intangible assets (CHF billion)
Net new money (CHF billion)*

Invested assets (CHF billio 9
ot assets(CHF b|II|on) ................................................................................................................................................... .
Loans, gross (CHF billion) 15
b ( CHFb|II|on) ................................................................................................................................................ .
Personnel (full-time equivalents) 2
Clont adwsors(fullt|meeqU|vaIents) ........................................................................................................................................ ( 2)

1 Refer to "Note 1b Changes in accounting policies, comparability and other adjustments” in the “Financial information” section of this report for more information on the adoption of IAS 19R and changes to reporting
segments. 2 Refer to “Note 37 Changes in organization” in the “Financial information” section of this report for information on restructuring charges. 3 For the definitions of our key performance indicators,
refer to the “Measurement of performance” section of this report. 4 Net new money excludes interest and dividend income. 5 Excludes any effect on profit or loss from a property fund (2012: gain of CHF 4 mil-
lion, 2011: loss of CHF 22 million, 2010: loss of CHF 45 million). 6 Refer to the “Capital management” section of this report for more information about the equity attribution framework. 7 Capital management
data as of 31 December 2012 and 31 December 2011 are disclosed in accordance with the Basel 2.5 framework. Comparative data under the new framework is not available for 31 December 2010. The comparative
information under the Basel Il framework is therefore provided. Refer to the " Capital management” section of this report for more information. 8 Based on Basel 2.5 risk-weighted assets for 2012. Based on
Basel Il risk-weighted assets for 2011 and 2010.
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Regional breakdown of key figures'?

of which: of which:

Emerging ultra high  Global Family

As of or for the year ended 31.12.12 Europe  Asia Pacific ~ Switzerland Markets net worth Office?
Net new money (CHF billion)* (5.2) 18.4 4.2 8.9 19.9 (0.2)
Net new money growth (%)* (1.6) 11.3 3.1 1.7 6.3 (0.6)
Invested assets (CHF billion) 344 196 145 127 362 43

Gross margin on invested assets (bps) 8 LA 0 % 52 . 37°
Client advisors (full-time equivalents) 1,620 987 782 668 815¢ N/A

1 For the definitions of our key performance indicators, refer to the “Measurement of performance” section of this report. 2 Based on the Wealth Management business area structure, and excluding minor functions
with 71 client advisors, and CHF 9 billion of invested assets, and CHF 0.0 billion of net new money inflows, which are mainly attributable to the employee share and option plan service provided to corporate clients and
their employees. 3 Joint venture between Wealth Management and the Investment Bank. Since June 2012, Global Family Office is reported as a sub-segment of ultra high net worth and is included in the ultra high net
worth figures. 4 Net new money excludes interest and dividend income. 5 Gross margin includes income booked in the Investment Bank. Gross margin only based on income booked in Wealth Management is 19
basis points. 6 Dedicated ultra high net worth units: 597 client advisors. Non-dedicated ultra high net worth units: 218 client advisors.
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2012

Results

Pre-tax profit was CHF 2,407 million in 2012 compared with CHF
2,633 million in the previous year, which included a gain of CHF
433 million from the sale of our strategic investment portfolio in
the third quarter of 2011. Operating expenses in 2012 included a
credit to personnel expenses of CHF 358 million related to changes
to our pension plans. Adjusted for these two items and restructur-
ing costs, pre-tax profit decreased by CHF 207 million to CHF
2,075 million, partly reflecting the fact that the previous year ben-
efited from CHF 103 million of accrued interest from the afore-
mentioned strategic investment portfolio. Net new money was
CHF 26.3 billion compared with CHF 23.5 billion in the prior year.

Operating income
Total operating income in 2012 was CHF 7,041 million compared
with CHF 7,645 million in 2011. Adjusted for the gain on the sale
of our strategic investment portfolio, total operating income de-
clined by CHF 171 million, mainly because 2011 included CHF 103
million of interest income stemming from the abovementioned
strategic investment portfolio.
- Refer to the “Certain items affecting our results in 2011” sidebar
in our Annual Report 2011 for more information on the sale of
our strategic investment portfolio

Net interest income decreased by CHF 17 million to CHF 1,951
million, mainly as the previous year included CHF 103 million of
interest income stemming from the abovementioned strategic in-
vestment portfolio. Moreover, net interest income was negatively
affected by increased costs of CHF 69 million related to assets
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managed centrally by Group Treasury and CHF 22 million lower
allocations related to investment proceeds from the firm’s equity.
These factors were largely offset by CHF 180 million higher prod-
uct-related interest income, reflecting the beneficial effects of in-
creases in client deposit and lending volumes.

Net fee and commission income declined by CHF 88 million
to CHF 4,275 million, mainly reflecting lower recurring fees on
discretionary business, investment funds and non-asset based
fees, primarily resulting from the business transformation in Eu-
rope. This was partly offset by 4% higher transaction-based fees
due to increased client activity levels in Asia Pacific throughout
the year.

Trading income decreased by CHF 100 million to CHF 778 mil-
lion, primarily due to lower treasury-related income and lower cli-
ent activity following the reduced volatility on the foreign ex-
change market.

Other income was CHF 37 million compared with CHF 425 mil-
lion in 2011, mainly as the prior year included the abovemen-
tioned gain on the sale of our strategic investment portfolio.

Operating expenses

Total operating expenses were CHF 4,634 million, down CHF 378
million from the prior year. Restructuring charges were CHF 26
million in 2012, down from CHF 82 million in the previous year.
Adjusted for these restructuring costs and the abovementioned
credit related to changes to our pension plans, costs increased by
CHF 36 million to CHF 4,966 million.

Personnel expenses decreased to CHF 2,865 million from CHF
3,300 million in the previous year. Excluding the abovementioned
factors, personnel expenses decreased by CHF 38 million, primarily
reflecting lower accruals for variable compensation as well as re-
duced personnel expenses related to technology and operations
costs. This was partially offset by higher personnel expenses of



CHF 129 million due to the centralization of operations units from
the business divisions in the Corporate Center on 1 July 2012. As
Wealth Management previously obtained significant support from
Retail & Corporate, the centralization and subsequent reallocation
of operations units had the effect of reducing net charges from
other business divisions and increasing personnel and non-person-
nel costs in 2012.
- Refer to the “Significant accounting and financial reporting
structure changes” section of this report for more information
on changes related to the centralization of operations units

General and administrative expenses were CHF 1,360 million
compared with CHF 1,192 million in 2011. This included higher
investments in marketing and branding and increased charges for
provisions for litigation, regulatory and similar matters. Further,
the aforementioned centralization of operations units in 2012 led
to increased expenses of CHF 45 million in 2012.

Charges for services from other business divisions decreased to
CHF 243 million from CHF 318 million, mainly due to the afore-
mentioned lower allocations of CHF 175 million from the central-
ization of operations units, partially offset by higher allocations
from other business transfers.

Depreciation was CHF 159 million compared with CHF 165 mil-
lion in the prior year. Amortization of intangible assets was CHF 7
million, down from CHF 37 million in 2011, which included the im-
pairment of intangible assets related to a past acquisition in the UK.

Cost/income ratio

The cost/income ratio in 2012 was 65.8%. On an adjusted basis
excluding restructuring charges, the effect from the credit related
to changes to our pension plans in 2012 and the gain from the
sale of the strategic investment portfolio in 2011, the cost/income
ratio increased 2.0 percentage points to 70.5% and was outside
our target range of 60% to 70%.

Net new money growth
The net new money growth rate increased from 3.1% to 3.5%
and was within our target range of 3% to 5%. The strongest net

inflows were recorded in Asia Pacific and emerging markets as
well as globally from ultra high net worth clients. Europe re-
ported net outflows in the offshore business, mainly related to
clients from countries neighboring Switzerland. This was partly
offset by net inflows in the European onshore business. Swiss
wealth management reported increased net inflows compared
with the prior year.

Invested assets

Invested assets were CHF 821 billion on 31 December 2012, rep-
resenting an increase of CHF 71 billion from 31 December 2011.
Positive market performance as well as net new money inflows
were partially offset by negative currency effects, mainly resulting
from a slight strengthening of the Swiss franc against the US dol-
lar and the euro.

Gross margin on invested assets

In 2012, the gross margin on invested assets decreased 12 basis
points to 89 basis points. Adjusted for the aforementioned gain
on the sale of the strategic investment portfolio in the previous
year, the gross margin declined 7 basis points to 89 basis points
and was outside our target range of 95 to 105 basis points. The
gross margin calculation excludes any effect on profit or loss from
a property fund.

Personnel

Wealth Management employed 16,210 personnel on 31 Decem-
ber 2012 compared with 15,904 on 31 December 2011. The
abovementioned centralization and subsequent reallocation of
personnel from operations units led to an increase of personnel.
Excluding this effect, non-client-advisor staff and client advisors
decreased mainly reflecting measures taken as a part of our cost
reduction program announced in July 2011.

The number of client advisors decreased to 4,128 from 4,202
in the prior year due to reductions in more established markets,
partly offset by further increases in the strategic growth areas of
Asia Pacific and emerging markets.
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Results

Pre-tax profit was CHF 2,633 million in 2011 compared with CHF
2,233 million in 2010, and included a gain of CHF 433 million
from the sale of our strategic investment portfolio and CHF 82
million of restructuring charges. When adjusted for these two
items, pre-tax profit was CHF 2,282 million, slightly up from the
previous year as adverse currency effects and reduced client activ-
ity were more than offset by ongoing cost management.

-> Refer to the “Certain items affecting our results in 2011” sidebar
in our Annual Report 2011 for more information on our cost
reduction program and the sale of our strategic investment
portfolio

Operating income

Total operating income was CHF 7,645 million compared with
CHF 7,356 million. When adjusted for the gain on the sale of our
strategic investment portfolio, total operating income declined
2% to CHF 7,212 million.

Net interest income increased 13% to CHF 1,968 million which
included higher treasury-related income, partially due to interest
income resulting from the strategic investment portfolio (which
was acquired in late 2010) and an adjustment to the allocation of
treasury-related income between Wealth Management and Retail
& Corporate. Further, net interest income benefited from 10%
higher average lending volumes. This was offset by margin pres-
sure as a result of low market interest rates.

Net fee and commission income declined 12% to CHF 4,363
million. This was mainly due to lower asset-based fees, reflecting
a CHF 44 billion lower average invested asset base, primarily as a
result of the strengthening Swiss franc and negative equity mar-
ket performance. Deterioration in client activity, primarily in the
second half of the year, impacted fee income further.

Trading income increased 36% to CHF 878 million, due to
higher income linked to foreign exchange and precious metal cli-
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ent trading activities as well as changes in the revenue-sharing
agreement related to the Investment Products & Services unit and
higher treasury-related revenues.

Other income was CHF 425 million in 2011 due to the above-
mentioned gain on the sale of our strategic investment portfolio.

Operating expenses
Total operating expenses were CHF 5,012 million, down 2% from
the prior year, or down 4% when adjusted for restructuring costs.

Personnel expenses were CHF 3,300 million, an increase of 2%
compared with CHF 3,228 million in 2010. Excluding restructur-
ing costs, personnel expenses were stable, primarily reflecting
lower accruals for variable compensation and a 4% increase in
average headcount.

General and administrative expenses were CHF 1,192 million
compared with CHF 1,264 million, which included a charge of CHF
40 million for provisions for litigation, regulatory and similar matters
and a CHF 40 million charge to reimburse the Swiss government for
costs incurred in connection with the US cross-border matter.

Charges for services from other business divisions were down
significantly to CHF 318 million from CHF 449 million, mainly due
to higher charges to other businesses in relation to the Investment
Products & Services unit.

Depreciation was CHF 165 million compared with CHF 163
million one year earlier. Amortization of intangible assets was CHF
37 million, up from CHF 19 million, mainly due to the impairment
of intangible assets related to a past acquisition in the UK.

Cost/income ratio

The cost/income ratio in 2011 was 65.7%, down 4.0 percentage
points versus the previous year. If adjusted for the gain of the sale
of the strategic investment portfolio and restructuring charges,
the cost/income ratio was 68.5%.

Net new money growth

Net new money growth rate for 2011 was 3.1% compared with
negative 1.5% in the prior year. Total wealth management net
new money improved significantly, with net inflows of CHF 23.5



billion compared with net outflows of CHF 12.1 billion in 2010.
The strongest net inflows were recorded in Asia Pacific and
emerging markets as well as globally from ultra high net worth
clients. Europe reported net outflows, mainly related to the off-
shore business with countries neighboring Switzerland partly off-
set by net inflows from the European onshore business. Swiss
wealth management reported increased net inflows in 2011 com-
pared with the prior year.

Invested assets

Invested assets were CHF 750 billion on 31 December 2011, a
decrease of CHF 18 billion from 31 December 2010. Negative
equity market performance as well as adverse currency effects,
mainly resulting from a 3% decline in the value of the euro against
the Swiss franc, more than offset net new money inflows and
positive bond market performance.

Gross margin on invested assets

The gross margin on invested assets was 101 basis points. When
adjusted for the abovementioned gain on the sale of our strategic
investment portfolio, the gross margin was 96 basis points, an im-
provement of 4 basis points from the prior year. The gross margin
calculation excludes any effect on profit or loss from a property fund.

Personnel

Wealth Management employed 15,904 personnel on 31 Decem-
ber 2011 compared with 15,663 on 31 December 2010, reflect-
ing an increase of 30 client advisors and 211 non-client-advisors.
The number of client advisors increased to 4,202 from 4,172
in the prior year as client-facing staff increased in the strategic
growth areas of Asia Pacific and emerging markets, partly offset
by reductions in more established markets. The increase in non-
client-advisors reflects the transfer of approximately 400 per-
sonnel from the Investment Bank and Retail & Corporate to
Wealth Management, as part of forming the Investment Prod-
ucts & Services unit in 2011. This was partly offset by a lower
allocation of Corporate Center shared services personnel.
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Financial and operating performance
Wealth Management Americas

Wealth Management Americas

Business division reporting — in US dollars’

As of or for the year ended % change from

USD million, except where indicated 31.12.12 31.12.11 31.12.10 31.12.11
Netinterestincome . 84 88 o0 3.
Net fee and commission income 4925 4559 4093 8.
Netwadingincome 50T 09 49 0
Other income 266 121 55 120
INCOMe . 6s4T 6017 5368 5.
Credit loss (expense)/recovery (15) (6) (1) 150
Total operating income 6,532 6,011 5,367 9
Personnelexpenses . Ass6 4348 4002 3.
. Financial advisor compensation” 2399 2249 19% 7
... Compensation commitments and advances related to recruited financial advisors” 679 609 ST 1"
. Salaries and other personnel costs 1477 149 1489 ()
General and administrative expenses 958 87 18 8
Services {fo) from other business divisions, L 6) B 15
Depreciation and impairment of property and equipment 107 M2 18 @
Amortization and impairment of intangible assets 55 54 53 2
Total operating expenses* 5,659 5,389 5,489 5
Business division performance before tax 873 622 (122) 40
Key performance indicators®
Pre-tax profit growth (%)° 404 NA NA
Costfincomertio (%) 864 896 023
Share of recurring revenues (%) 653 652 629
Netnew money growth (%) e 29 ] 19 08)
Gross margin on invested assets (bps) 81 80 79 1
Additional information
Recuring income L m2es 3921 3377 9.
Average attributed equity (USD billion)® 66 LT @)
Retur on attributed equity (RoaE) (%) 132 688 e .
BIS risk-weighted assets (USD billion)® 249 278 55 0
Return on risk-weighted assets, gross (%)° 254 28 B4
Goodwill and intangible assets (USD billion) 3.9 3.9 4.0 0
Netnew money (USD billion)’ 21 Wl G4
Net new money including nterest and dividend income (USD billon)" 448 47 132
Ivested assets (UsD billion) e BB 56 38 . 12,
Client assets (USD billion) 885 795 790 "
Loans, gross (USD billion) 341 87 1 15
Due to customers (USD billion) 566 ad 83 37

of which: deposit accounts (USD billion) 43.6 304 27.9 43
Persomnel (fultime equivlents) 1609 16207 16330 0)
Financial advisors (full-time equivalents) 7,059 6,967 6,796 1
Business division reporting excluding PaineWebber acquisition costs'?
Business division performance before tax %2 AT .o 37
Cost/income ratio (%) 849 81 003
Average attributed equity (USD billion)® 3.4 5.8 4.5 (41)

1 Refer to “Note 1b Changes in accounting policies, comparability and other adjustments” in the “Financial information” section of this report for more information on the adoption of IAS 19R and changes to reporting
segments. 2 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. 3 Compensation commitments and advances related to recruited financial advisors represents costs related to compensation commitments and advances
granted to financial advisors at the time of recruitment which are subject to vesting requirements. 4 Refer to “Note 37 Changes in organization” in the “Financial information” section of this report for information.
5 For the definitions of our key performance indicators, refer to the “Measurement of performance” section of this report. 6 Not meaningful and not included if either the reporting period or the comparison period is a
loss period. 7 Net new money excludes interest and dividend income. 8 Refer to the “Capital management” section of this report for more information about the equity attribution framework. 9 Capital manage-
ment data as of 31 December 2012 and 31 December 2011 are disclosed in accordance with the Basel 2.5 framework. Comparative data under the new framework is not available for 31 December 2010. The compara-
tive information under the Basel Il framework is therefore provided. Refer to the “Capital management” section of this report for more information. 10 Based on Basel 2.5 risk-weighted assets for 2012. Based on
Basel Il risk-weighted assets for 2011 and 2010. 11 Presented in line with the historical US methodology. 12 Acquisition costs represent goodwill and intangible assets funding costs and intangible asset amortization
costs primarily related to UBS's 2000 acquisition of the PaineWebber retail brokerage business.
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Business division reporting — in Swiss francs'

As of or for the year ended % change from

CHF million, except where indicated 31.12.12 31.12.11 31.12.10 31.12.11
Netinterestincome 792 79 65 9.
Net fee and commission income 4597 4018 4244 14
Netwadingincome A3 50 S0 5
Other income 249 103 56 142
INOme .10 5300 5565 15
Credit loss (expense)/recovery (14) (6) (1) 133
Total operating income 6,097 5,295 5,564 15
Personnelexpenses L Aes 380 4206 ",
. Finandial advisor compensation® 239 1982 2008 13
. Compensation commitments and advances related to recruited financial advisors® 634 56 99 18
. Salaries and other personnel costs 1379 1313 1548 3.
General and administrative expenses 893 LLE R 1223 14
Services {to) from other business divisions, L (5) ] O e 67
Depreciation and impairment of property and equipment 100 EE 198 1
Amortization and impairment of intangible assets 51 48 55 6
Total operating expenses* 5,281 4,750 5,685 1"
Business division performance before tax 816 544 (121) 50
Key performance indicators®
Pre-tax profit growth (%)° 500 NA NA
Costfincomeratio (%) 864 896 022
Share of recurting revenues (%) 653 652 629
Netnew money growth (%)7 | 29 ] 18 ©9)
Gross margin on invested assets (bps) 81 79 80 3
Additional information
Recuring income 3880 345 3502 15
Average attributed equity (CHF billion)® 62 .80 80 . (23),
Retur on attributed equity (RoaE) (%) 133 688 (s
BIS risk-weighted assets (CHF billion)® 28 61 238 (13),
Return on risk-weighted assets, gross (%) 256 23 288
Goodwill and intangible assets (CHF billion) 3.5 3.7 3.7 (5)
Net new money (CHF billion)” 206 120 O
Net new money including interest and dividend income (CHF billion)' a7 oo 304 130
Invested assets (CHF billion) 09 689 9.
Client assets (CHF billion) 810 746 738 9
Loans, gross (CHF billion) 312 219 25 12
Due to customers (CHF billion) 518 8I I8 3.

of which: deposit accounts (CHF billion) 39.9 28.5 26.0 40
Personnel (full-ime equivalents) 16004 16207 16330 (M
Financial advisors (full-time equivalents) 7,059 6,967 6,796 1
Business division reporting excluding PaineWebber acquisition costs'?
Business division performance before tax 918 620 LI 4.
Cost/income ratio (%) 849 . 8.1 . 1002
Average attributed equity (CHF billion)® 3.2 5.1 4.6 (37)

1 Refer to "Note 1b Changes in accounting policies, comparability and other adjustments” in the “Financial information” section of this report for more information on the adoption of IAS 19R and changes to reporting
segments. 2 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. 3 Compensation commitments and advances related to recruited financial advisors represents costs related to compensation commitments and advances
granted to financial advisors at the time of recruitment which are subject to vesting requirements. 4 Refer to “Note 37 Changes in organization in the " Financial information” section of this report for information on
restructuring charges. 5 For the definitions of our key performance indicators, refer to the “Measurement of performance” section of this report. 6 Not meaningful and not included if either the reporting period or the
comparison period is a loss period. 7 Net new money excludes interest and dividend income. 8 Refer to the "Capital management” section of this report for more information about the equity attribution frame-
work. 9 Capital management data as of 31 December 2012 and 31 December 2011 are disclosed in accordance with the Basel 2.5 framework. Comparative data under the new framework is not available for 31 De-
cember 2010. The comparative information under the Basel Il framework is therefore provided. Refer to the “Capital management” section of this report for more information. 10 Based on Basel 2.5 risk-weighted as-
sets for 2012. Based on Basel Il risk-weighted assets for 2011 and 2010. 11 Presented in line with the historical US methodology. 12 Acquisition costs represent goodwill and intangible assets funding costs and
intangible asset amortization costs primarily related to UBS's 2000 acquisition of the PaineWebber retail brokerage business.
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Financial and operating performance
Wealth Management Americas

Business performance

2012

Results

Wealth Management Americas reported a record pre-tax profit of
USD 873 million in 2012 compared with USD 622 million in 2011.
This improved performance resulted from a 9% increase in revenue
due to increases in fees and commissions as well as realized gains
on financial investments in our available-for-sale portfolio. Operat-
ing expenses increased 5% due to higher financial advisor related
compensation and higher charges for provisions for litigation, regu-
latory and similar matters, partially offset by lower restructuring
charges. In addition, 2012 included a pre-tax gain of USD 53 million
net of compensation charges related to a change in accounting
estimates for certain mutual fund and annuity fee income, com-
pared with USD 32 million related to a change in accounting esti-
mates for certain mutual fund fees in 2011. Net new money inflows
of USD 22.1 billion were the highest full year total since 2007.

Operating income
Total operating income increased 9% to USD 6,532 million from
USD 6,011 million in 2011.

Net fee and commission income increased by USD 366 million
to USD 4,925 million. Recurring fees increased 10% due to higher
fees on managed accounts corresponding to higher invested asset
levels. In addition, recurring fees included USD 59 million related
to a change to accrual-based accounting estimates from a cash
basis for certain mutual fund and annuity fee income, compared
with USD 48 million related to the prior year. Transaction-based
revenues increased 3%, primarily due to higher income from tax-
able fixed income products.

Interest income increased by USD 21 million to USD 849 mil-
lion primarily due to higher client balances in securities-based
lending and mortgages. Average securities-backed lending bal-
ances increased 12% and average mortgage balances nearly dou-
bled from 2011. In addition, 2012 included lower income from
mortgage-backed securities in the available-for-sale portfolio due
to yield adjustments arising from updated cash flow estimates
compared with an upward adjustment reclassifying USD 22 mil-
lion from other comprehensive income in 2011.

Trading income decreased USD 2 million to USD 507 million
due to lower municipal securities trading mostly offset by higher
income derived from taxable fixed income, unit investment trusts
and emerging market products.

Other income increased by USD 145 million to USD 266 million
as realized gains on sales of financial investments held in the avail-
able-for-sale portfolio increased to USD 234 million from USD 96
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million in the prior year. These gains resulted from the rebalancing
of the investment portfolio risk profile as guided by the portfolio’s
investment policy. This rebalancing, which addresses faster pre-
payment speeds on agency mortgage-backed securities arising
from a lower yield curve, may reduce the level of interest income
on the portfolio going forward. Because this rebalancing is pri-
marily driven by the interest rate environment, future gains from
portfolio sales are not predictable.

Recurring income, the combination of recurring fees and net
interest income, increased by USD 344 million to USD 4,265 mil-
lion due to higher managed account and annuity fees as well as
higher interest income. Recurring income for 2012 comprised
65% of operating income, broadly unchanged from 2011. Non-
recurring income increased by USD 186 million to USD 2,282 mil-
lion, primarily due to higher realized gains on the sale of financial
investments in the available-for-sale portfolio and higher trans-
action-based activity.

Operating expenses

Operating expenses increased by USD 270 million to USD 5,659
million from USD 5,389 million due to higher financial advisor
compensation corresponding to higher revenues. In 2012, Wealth
Management Americas recognized restructuring provision releas-
es of USD 1 million, while 2011 included restructuring charges of
UsD 10 million.

Personnel expenses were USD 4,556 million, up USD 208 mil-
lion from USD 4,348 million due to a 7% increase in financial advi-
sor compensation corresponding to higher revenue production,
and an 11% increase in expenses for compensation commitments
and advances related to recruited financial advisors. Salaries and
other personnel costs declined 1%. Compensation advance bal-
ances were USD 3,830 million as of 31 December 2012, up USD
10 million from 31 December 2011.

Non-personnel expenses increased USD 62 million to USD
1,103 million from USD 1,042 million. General and administrative
costs increased 8% to USD 958 million from USD 887 million in
2011 due to higher Corporate Center shared services expense
and higher charges for provisions for litigation, regulatory and
similar matters. This increase was partly offset by lower profes-
sional legal fees. Depreciation expenses declined USD 5 million to
USD 107 million compared with USD 112 million in 2011.

Cost/income ratio

The cost/income ratio improved to 86.4% from 89.6% in 2011.
On an adjusted basis excluding restructuring provision releases in
2012 and charges in 2011, the cost/income ratio was 86.5%
compared with 89.4% in 2011 and remained within the target
range of 80% to 90%.



Net new money growth

Net new money growth rate for 2012 improved to 2.9% from
1.9% in 2011, moving within the target range of 2% to 4%. Net
new money inflows improved to USD 22.1 billion compared with
USD 14.1 billion in 2011 due to stronger inflows from net recruit-
ing of financial advisors as well as financial advisors employed
with UBS for more than one year. Including interest and dividend
income, Wealth Management Americas had net new money in-
flows of USD 44.8 billion in 2012 compared with USD 34.7 billion
in 2011.

Invested assets

Wealth Management Americas had USD 843 billion in invested
assets on 31 December 2012, up 12% from USD 756 billion on
31 December 2011, reflecting positive market performance and
strong net new money inflows. As of 31 December 2012, man-
aged account assets had increased by USD 40 billion to USD 248
billion, and comprised 29% of invested assets compared with
28% on 31 December 2011.

Gross margin on invested assets

The gross margin on invested assets was 81 basis points in 2012,
up one basis point from 80 basis points in 2011 and remained
within our target range of 75 to 85 basis points. This reflected a
9% increase in income compared with an 8% increase in average
invested assets. The gross margin from recurring income increased
by 1 basis point driven by higher managed account fees and high-
er annuities fees, while the gross margin from non-recurring in-
come remained unchanged from 2011.

Personnel

As of 31 December 2012, Wealth Management Americas em-
ployed 16,094 personnel, including 7,059 financial advisors,
down 113 from 31 December 2011. Financial advisor headcount
increased by 92 from the prior year, mainly reflecting the hiring of
experienced financial advisors and continued low financial advisor
attrition. The number of non-financial advisor employees de-
creased by 205 to 9,035, reflecting staff reductions related to our
cost reduction program.
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Wealth Management Americas

20M

Results

Wealth Management Americas reported a pre-tax profit of USD
622 million in 2011 compared with a pre-tax loss of USD 122 mil-
lion in 2010. This improved performance resulted from a 12%
increase in revenue due to increases in fees and commissions, in-
terest income and realized gains on investments in our available-
for-sale portfolio. Operating expenses declined 2% as a result of
significantly lower charges for provisions for litigation, regulatory
and similar matters and lower restructuring charges. In 2011,
Wealth Management Americas incurred restructuring charges of
USD 10 million, while 2010 included restructuring charges of USD
150 million. In addition, 2011 included a pre-tax gain of USD 32
million, net of compensation charges, related to a change to ac-
crual-based accounting estimates from a cash basis for certain
mutual fund income.

Operating income
Total operating income increased by USD 644 million to USD
6,011 million from USD 5,367 million in 2010.

Net fee and commission income increased 11% or USD 466
million to USD 4,559 million. Recurring fees increased 14% due
to higher fees on managed accounts and mutual funds corre-
sponding to higher invested asset levels. In addition, recurring
fees included USD 48 million related to the abovementioned
change to accrual-based accounting estimates from a cash basis
for certain mutual fund income. Transaction-based revenues in-
creased 6% primarily due to higher income from alternative in-
vestments and equities products.

Interest income increased by USD 157 million to USD 828
million due to higher client balances in securities-based lending
and mortgages, as well as from higher yields on lending prod-
ucts. In addition, 2011 included an upward adjustment reclas-
sifying USD 22 million from other comprehensive income relat-
ing to mortgage-backed securities in our available-for-sale
portfolio to properly reflect estimated future cash flows under
the effective interest method. This adjustment was not material
to prior periods.

Trading income declined 7% or USD 40 million due to lower
taxable fixed income and municipal trading income, partly offset
by higher trading income from structured notes.

Other income increased by USD 66 million to USD 121 mil-
lion due to a USD 91 million increase in realized gains on sales
of financial investments held in the available-for-sale portfolio,
as realized gains were USD 96 million in 2011 compared with
USD 4 million in the prior year. These gains resulted from rebal-
ancing of the investment portfolio risk profile as guided by the
portfolio’s investment policy. In addition, other income in 2010
included a USD 6 million demutualization gain from Wealth
Management Americas’ stake in the Chicago Board of Options
Exchange.
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Operating expenses

Operating expenses decreased by USD 100 million to USD 5,389
million from USD 5,489 million, due to lower non-personnel ex-
penses. In 2011, operating expenses included USD 10 million in
restructuring charges compared with USD 150 million in restruc-
turing charges in 2010.

Personnel expenses were USD 4,348 million, up USD 286 mil-
lion from USD 4,062 million due to a 13% increase in financial
advisor compensation corresponding to higher revenue produc-
tion, and a 6% increase in expenses for compensation commit-
ments and advances related to recruited financial advisors. In ad-
dition, personnel expenses included USD 5 million in restructuring
charges compared with USD 32 million in 2010. Salaries and
other personnel costs were broadly flat. Compensation advance
balances were USD 3,820 million as of 31 December 2011, up
15% from 31 December 2010. This increase included scheduled
payments in early 2011 related to the second tranche of the
GrowthPlus program.

Non-personnel expenses decreased by USD 384 million to USD
1,042 million from USD 1,426 million. Non-personnel-related re-
structuring charges were USD 5 million compared with USD 118
million in 2010. General and administrative costs declined 25%
due to lower charges for provisions for litigation, regulatory and
similar matters, which decreased to USD 78 million from USD 322
million, as well as lower restructuring charges related to real es-
tate writedowns. This decline was partly offset by higher profes-
sional legal and consulting fees. Depreciation expenses declined
41% to USD 112 million from USD 189 million in 2010 due to
lower restructuring charges related to the impairment of real es-
tate assets and lower allocations from shared services areas in the
Corporate Center.

Cost/income ratio

The cost/income ratio improved to 89.6% from 102.3% in 2010,
primarily due to lower restructuring charges and charges for pro-
visions for litigation, regulatory and similar matters.

Net new money growth

Net new money growth rate for 2011 improved to positive 1.9%
from negative 0.8% in 2010. Net new money inflows were USD
14.1 billion compared with outflows of USD 5.4 billion in 2010.
This turnaround was due to improved inflows from net recruiting of
financial advisors, which was primarily due to lower outflows from
financial advisors attrition. Net new money from financial advisors
employed with UBS for more than one year remained positive, but
declined from 2010. Including interest and dividend income,
Wealth Management Americas had net new money inflows of USD
34.7 billion in 2011 compared with USD 13.2 billion in 2010.

Invested assets
Wealth Management Americas had USD 756 billion in invested
assets on 31 December 2011, up 2% from USD 738 billion on 31



December 2010 due to net new money inflows and slightly posi-
tive total market performance. As of 31 December 2011, man-
aged account assets were USD 208 billion, a 7% increase from
one year earlier at USD 195 billion and comprised 28% of in-
vested assets compared with 26% on 31 December 2010.

Gross margin on invested assets

The gross margin on invested assets increased by 1 basis point to
80 basis points in 2011, reflecting a 12% increase in income com-
pared with a 10% increase in average invested assets. The gross
margin from recurring income increased by 2 basis points due to
higher managed account fees and mutual fund fees, while the

gross margin from non-recurring income decreased 1 basis point
from 2010.

Personnel

As of 31 December 2011, Wealth Management Americas em-
ployed 16,207 personnel, including 6,967 financial advisors,
down 123 from 31 December 2010. Financial advisor headcount
increased by 171 from the prior year, mainly reflecting the hiring
of experienced financial advisors. The number of non-financial
advisor employees decreased by 294 to 9,240, primarily due to
reduction in the shared services personnel.
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Investment Bank

Investment Bank

Business division reporting’

As of or for the year ended % change from

Excluding

unauthorized

trading incident
CHF million, except where indicated 31.12.12 31.12.11 31.12.112 31.12.10 31.12.11
Investment banking 1,593 1,371 16

Fixed income, currencies and commodities 4,357 4,761 (8)
Total income (excluding unauthorized trading incident) 8,564 9,830 (13)
it o s(expense)/recovery .............................................................. o (1 3) ...........................................................
Total operating income (excluding unauthorized trading incident) 8,598 9,817 9,817 (12)
SR tradlng e (1849) ...........................................................
Total operating income as reported 8,598 7,968 12,102 8

Personnel expenses 5,141 5,716 6,605 (10)
Generalandadmmlstratlveexpenses2730 .............. 2490 .................................. 2486 ................. 0
o (to)/from e b s T g (27) ................ 5
Depreciation and impaiment of property and equipment 257 P I w 2
ImpalrmentofgoodW|II3030 .................. g g
Aot and |mpa|rmentof mtanglble T JEEREEES R Lo .
Total operating expenses? 11,331 8,599 8,599 9,371 32

Business division performance before tax (2,734) (631) 1,218 2,731 333

Key performance indicators*

Pre-tax profit growth (%)° N/A N/A 44.2
Cost/lncomerano(%)1323 .............. g s g
Return on attributed equity (RoaE) (%) (11.5) (2.4) 4.6 13.7
Retor o s etsgross (%) ................................................................ S o Ly SRR
Average VaR (1-day, 95% confidence, 5 years of historical data) 30 75 N/A 56

1 Refer to “Note 1b Changes in accounting policies, comparability and other adjustments” in the “Financial information” section of this report for more information on the adoption of IAS 19R and changes to reporting
segments. 2 Excludes the impact from the unauthorized trading incident of CHF 1,849 million in the income statement on an absolute basis and its impact on risk-weighted assets. 3 Refer to “Note 37 Changes in
organization” in the "Financial information” section of this report for information on restructuring charges. 4 For the definitions of our key performance indicators, refer to the “Measurement of performance” section of
this report. 5 Not meaningful and not included if either the reporting period or the comparison period is a loss period.
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Business division reporting (continued)’

As of or for the year ended % change from
Excluding
unauthorized
trading incident
CHF million, except where indicated 31.12.12 31.12.11 31.12.112 31.12.10 31.12.11
Additional information
Total assets (CHF billion)? 672.3 896.2 797.5 (25)
Averageattrlbuted eqwty (C i b|II|on)“ ................................................... bag g g (1 0)
BIS risk-weighted assets (CHF billon) 886 1281 1Mo 899 31)
et o r|skwe|ghtedassets gross(%)5 .................................................. e e ey Gy
Coudul andlntang|bleassets(CHF b||||on) ................................................ R Ly (97)
Compensation ratio (%) 60.0 71.6 55.3
Impaired loan portfolio as a % of total loan portfolio, gross (%)’ 3.3 4.2 7.0
Personnel (full-time equivalents) 15,866 17,007 16,488 (7)

1 Refer to “Note 1b Changes in accounting policies, comparability and other adjustments” in the "Financial information” section of this report for more information on the adoption of IAS 19R and changes to reporting
segments. 2 Excludes the impact from the unauthorized trading incident of CHF 1,849 million in the income statement on an absolute basis and its impact on risk-weighted assets. 3 Based on third-party view, i.e. with-
out intercompany balances. Refer to “Note 2a Segment Reporting” in the “Financial Information"” section of this report for more information. 4 Refer to the “Capital management” section of this report for more infor-
mation about the equity attribution framework. 5 Capital management data as of 31 December 2012 and 31 December 2011 are disclosed in accordance with the Basel 2.5 framework. Comparative data under the new
framework is not available for 31 December 2010. The comparative information under the Basel Il framework is therefore provided. Refer to the “Capital management” section of this report for more information. 6 Based
on Basel 2.5 risk-weighted assets for 2012. Based on Basel Il risk-weighted assets for 2011 and 2010. 7 Refer to the "Risk management and control” section of this report for more information on impairment ratios.

107

Financial and operating performance



Financial and operating performance
Investment Bank

Business performance

2012

Results

The Investment Bank recorded a pre-tax loss of CHF 2,734 million
in 2012 compared with a pre-tax loss of CHF 631 million in 2011,
mainly reflecting impairment losses of CHF 3,064 million on good-
will and other non-financial assets in 2012. 2011 was adversely
affected by the loss relating to the unauthorized trading incident of
CHF 1,849 million. Excluding impairment losses, restructuring
charges of CHF 331 million in 2012 and of CHF 216 million in
2011, a credit of CHF 98 million related to changes to a retiree
benefit plan in the US and a credit of CHF 56 million related to
changes to our Swiss pension plan, both in 2012, we recorded an
adjusted pre-tax profit of CHF 507 million compared with an ad-
justed pre-tax loss of CHF 415 million. Pro-forma Basel Il risk-
weighted assets were reduced by CHF 81 billion to CHF 131 billion.

Operating income

Total operating income was CHF 8,598 million compared with
CHF 7,968 million in the prior year, an increase of 8%. In US
dollar terms, revenues increased 3%. Excluding the loss of CHF
1,849 million relating to the unauthorized trading incident, to-
tal operating income decreased 12% to CHF 8,598 million from
CHF 9,817 million. This decline was mainly due to lower reve-
nues in our equities business which was affected by lower client
activity and reduced volatility levels, as well as the loss of CHF
349 million in 2012 related to the Facebook initial public offer-
ing. Revenues in the fixed income, currencies and commaodities
(FICC) business declined due to negative debit valuation adjust-
ments on our derivatives portfolio, partly offset by an increase in
credit revenues. Investment banking revenues improved due to
higher capital market revenues and lower risk management pre-
miums. In 2012 we recorded net credit loss recoveries of CHF 34
million, due to recoveries on corporate loans and other claims,
compared with net credit loss expenses, mainly on corporate
loans, of CHF 13 million in 2011.

- Refer to the “Risk management and control” section of this
report for more information on credit risk

Operating expenses

Total operating expenses increased to CHF 11,331 million com-
pared with CHF 8,599 million, an increase of 32%, largely due to
impairment losses of CHF 3,064 million on goodwill and other
non-financial assets in 2012. In US dollar terms, operating ex-
penses increased 24%. Excluding impairment losses, restructuring
charges, a credit related to changes to a retiree benefit plan in the
US and a credit related to changes to our Swiss pension plan,
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operating expenses declined 3% to CHF 8,090 million from CHF
8,383 million. On an adjusted basis, in US dollar terms, operating
expenses decreased 9%.

Personnel expenses decreased to CHF 5,141 million from CHF
5,716 million. On an adjusted basis, excluding restructuring
charges of CHF 312 million compared to CHF 143 million in the
prior year, a credit related to changes to a retiree benefit plan in
the US and a credit related to changes to our Swiss pension plan,
personnel expenses declined to CHF 4,983 million from CHF
5,573 million, mainly due to reduced variable compensation ac-
cruals and savings associated with our cost reduction programs.

General and administrative expenses increased to CHF 2,730
million from CHF 2,490 million due to higher charges for provi-
sions for litigation, regulatory and similar matters and profession-
al fees, partly offset by savings associated with our cost reduction
programs and lower restructuring charges. In 2012, we reported
a charge of CHF 120 million for the annual UK bank levy com-
pared with a charge of CHF 106 million in 2011.

Depreciation increased 2% from CHF 251 million to CHF 257
million.

An impairment of goodwill of CHF 3,030 million was recog-
nized in 2012.

- Refer to “Note 17 Goodwill and intangible assets” in

the “Financial information” section of this report for more
information

Cost/income ratio

The cost/income ratio deteriorated to 132.3% from 107.7%. On
an adjusted basis, excluding the abovementioned impairment
losses, restructuring charges, a credit related to changes to a re-
tiree benefit plan in the US and a credit related to changes to our
Swiss pension plan, the cost/income ratio improved to 94.5%
from 105.0%, against the target range of 70% to 80%.

BIS risk-weighted assets

Risk-weighted assets (RWA) measured on a Basel 2.5 basis de-
creased by CHF 39 billion to CHF 89 billion at the end of 2012.
Credit risk RWA decreased by CHF 26 billion mainly as a result of
reduced exposures on over-the-counter derivatives and additional
hedging. Market risk RWA were reduced by CHF 12 billion as a
result of de-risking activities. Our pro-forma Basel Il RWA mea-
sured on a fully applied basis decreased by CHF 81 billion to CHF
131 billion mainly as credit risk RWA reduced by CHF 54 billion
and market risk RWA declined by CHF 13 billion, as well as due to
a transfer from the Investment Bank to the Legacy Portfolio of
CHF 11 billion of risk-weighted assets for the Basel Il CVA charge
attributable to the Legacy Portfolio.

- Refer to the “Capital management” section of this report for
more information



Operating income by business area

Investment banking

Investment banking revenues improved 16% to CHF 1,593 mil-
lion from CHF 1,371 million due to an increase in global capital
markets activity and lower risk management premiums. In US dol-
lar terms, revenues improved 11%.

Advisory revenues decreased 34% to CHF 638 million from
CHF 964 million as our market share declined against a 7% reduc-
tion in the fee pool in US dollar terms.

Capital market revenues were CHF 1,727 million compared
with CHF 1,329 million, an increase of 30%. Equities capital mar-
ket revenues increased 35% to CHF 777 million compared with
CHF 574 million in 2011 as our market share improved against a
15% decline in the fee pool in US dollar terms. In addition, we
increased our participation in private and structured transactions.
Fixed income capital market revenues increased to CHF 951 mil-
lion from CHF 755 million, an increase of 26%, as our market
share improved in both debt and leveraged capital markets, while
the global fee pool increased 6% in US dollar terms.

Other fee income and risk management revenues were nega-
tive CHF 773 million compared with negative CHF 921 million,
primarily due to a decrease in risk management premiums.

Securities
Securities revenues decreased 18% to CHF 6,971 million from
CHF 8,459 million. In US dollar terms, revenues decreased 21%.

Equities

Equities revenues declined 29% to CHF 2,614 million compared
with CHF 3,698 million. This decline was primarily due to lower
revenues in cash and derivatives. The year 2012 was characterized
by lower client activity and reduced volatility levels, with increases
in major equity indices. In US dollar terms, equities revenues de-
creased 33%.

Cash revenues were CHF 820 million compared with CHF
1,480 million due to lower commission revenues resulting from
lower market activity as well as a CHF 349 million loss related to
the Facebook initial public offering.

Derivatives and equity-linked revenues were CHF 780 million
compared with CHF 1,035 million. During the year client activity
was lower across all regions, and trading revenues particularly in
Europe and Asia Pacific were affected by lower volatility levels.

In the prime services business, revenues increased to CHF
1,050 million from CHF 1,009 million, as an improvement in fund-
ing revenues more than offset a reduction in revenues in the clear-
ing business due to lower client activity.

Other equities revenues were negative CHF 36 million compared
with CHF 175 million, primarily reflecting a reduced contribution
from proprietary trading as we continued to exit the business.

Fixed income, currencies and commaodities

FICC revenues decreased 8% to CHF 4,357 million from CHF
4,761 million largely due to higher negative debit valuation ad-
justments on our derivatives portfolio. In addition, revenues de-
clined in the businesses that we were preparing to transfer to the
Corporate Center and ultimately exit following the announce-
ment of the accelerated implementation of our strategy in Octo-
ber 2012. In US dollar terms, revenues declined 12%. Combined
revenues from credit, macro and emerging markets rose 5% to
CHF 5,132 million from CHF 4,888 million.

Credit revenues increased to CHF 2,054 million from CHF
1,613 million as revenues in 2011 were negatively affected by
mark-to-market trading losses mainly in the second half of the
year as trading conditions were challenging due to uncertainty
surrounding the eurozone and the global economic outlook. Rev-
enues in loan trading, flow trading, real estate finance and struc-
tured credit improved in 2012.

In macro, revenues decreased to CHF 2,673 million from CHF
2,886 million. Foreign exchange revenues declined as volatility de-
creased from the high levels seen in 2011 resulting from the euro-
zone uncertainty. Rates revenues were broadly unchanged, with
improved performances in non-linear and long-end interest rates,
partially offset by lower short-end interest rates revenues.

Emerging markets revenues rose to CHF 405 million from CHF
389 million. Revenues improved across all regions, mainly as a
result of higher credit revenues. The second half of 2011 was
significantly impacted by the eurozone crisis, which resulted in
reduced client activity, primarily in credit.

Other FICC revenues including funding and hedging costs were
negative CHF 776 million compared with negative CHF 129 million.
Revenues in 2012 included negative debit valuation adjustments on
our derivatives portfolio of CHF 383 million as credit default swap
spreads tightened compared with positive debit valuation adjust-
ments of CHF 244 million in 2011 as spreads widened.

Personnel

The Investment Bank employed 15,866 personnel on 31 Decem-
ber 2012, a decrease of 1,141 from 17,007 on 31 December
2011.

On 1 July 2012 operations units from the business divisions were
centralized in the Corporate Center. This centralization and subse-
quent reallocation of operations units led to an increase in person-
nel of 250.

Excluding the abovementioned effect from the centralization of
operations units, personnel decreased by 1,391 due to the acceler-
ated implementation of our strategy announced in October 2012
and as we continued to adapt our cost base to the challenging
business environment. This decline was partially offset by the an-
nual graduate intake.

- Refer to the “Significant accounting and financial reporting

structure changes” section of this report for more information
on changes related to the centralization of operations units
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Results

A pre-tax loss of CHF 631 million was recorded in 2011 compared
with a pre-tax profit of CHF 2,731 million in 2010. Excluding re-
structuring charges of CHF 216 million in 2011 and restructuring
provision releases of CHF 25 million in 2010, we recorded an ad-
justed pre-tax loss of CHF 415 million in 2011 compared with an
adjusted pre-tax profit of CHF 2,706 million in 2010. This was due
to the loss relating to the unauthorized trading incident of CHF
1,849 million reported in 2011, lower revenues across all business
areas and the strengthening of the Swiss franc.

Operating income

Total operating income was CHF 7,968 million compared with
CHF 12,102 million in the prior year, a decrease of 34%, or 22%
in US dollar terms. During the year, we incurred a loss from the
unauthorized trading incident of CHF 1,849 million in the equi-
ties business area. After a strong start to the year, increasing in-
stability in the eurozone and the US government debt rating
downgrade contributed to lack of liquidity, impacting the credit
business, while the macro businesses benefited from increased
volatility. In addition, subdued volumes and lower client activity
affected the equities business. Net credit loss expenses in 2011
were CHF 13 million, mainly related to corporate loans. In 2010,
net credit loss recoveries were CHF 155 million, mainly related to
certain legacy leveraged finance and asset backed loan positions.

Operating expenses

Total operating expenses decreased 8% to CHF 8,599 million
from CHF 9,371 million, mostly due to the strengthening of the
Swiss franc. In US dollar terms, operating expenses increased 8%.
Excluding restructuring costs of CHF 216 million in 2011 and a
release of CHF 25 million in 2010 associated with our cost reduc-
tion program, operating expenses decreased 11%.

Personnel expenses decreased 13% to CHF 5,716 million from
CHF 6,605 million due to lower variable compensation accruals
and the favorable effect of the strengthening Swiss franc. Further,
2010 included a UK bank payroll tax charge of CHF 190 million.

General and administrative expenses increased to CHF 2,490
million from CHF 2,486 million mainly due to a charge for 2011
for the UK bank levy of CHF 106 million and higher professional
fees, partially offset by the strengthening Swiss franc and UK val-
ue added tax releases.

Net charges from other business divisions were CHF 108 mil-
lion compared with negative CHF 27 million due to the transfer of
approximately 280 personnel to Wealth Management as part of
forming the Investment Products & Services unit in early 2011.

Depreciation decreased 8% to CHF 251 million from CHF 273
million, largely due to lower charges for IT hardware.

Amortization of intangible assets was in line with 2010 at
CHF 34 million.
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In 2011, we implemented two structural changes in our business
division: allocating risk management premiums from equities and
FICC to investment banking; and transferring the commodities
business, formerly booked in equities, to FICC. The changes were
not material and therefore did not necessitate restatement at a
divisional level. However, we have made reference to these chang-
es where relevant to aid explanation of the business area results.

Investment banking

Investment banking revenues decreased 43% to CHF 1,371 mil-
lion'in 2011 from CHF 2,414 million in the previous year. This was
mainly due to a reduction in global capital markets activity and
the revised allocation of the risk management premiums, which
were higher compared with 2010, as well as the effects of the
strengthening of the Swiss franc. In US dollar terms, revenues de-
clined 34%.

Advisory revenues increased 14% to CHF 964 million from CHF
846 million, as a result of a more robust market in the first half of
2011. Our market share increased slightly compared with 2010.

Capital market revenues were CHF 1,329 million compared
with CHF 1,994 million due in part to the deepening of the sov-
ereign debt crisis in Europe as well as slower US economic growth
which depressed activity levels. Equities capital market revenues
were CHF 574 million, down 44% from CHF 1,020 million as
revenues and market share decreased across all regions against a
25% reduction in the fee pool in US dollar terms. Fixed income
capital market revenues decreased 22% to CHF 755 million from
CHF 974 million as our market share declined while the market
fee pool increased 12% in US dollar terms.

Other fee income and risk management revenues were nega-
tive CHF 921 million compared with negative CHF 426 million,
primarily due to an increase in risk management premiums and
the effect of their revised allocation to investment banking.

Securities
Securities revenues were CHF 8,459 million compared with CHF
9,534 million in 2010. In US dollar terms, revenues increased 5%.

Equities

Revenues in equities were CHF 3,698 million, down 17% from
CHF 4,469 million in 2010, primarily due to the strengthening of
the Swiss franc. In US dollar terms, revenues declined 2%.

Cash revenues decreased 17% to CHF 1,480 million compared
with CHF 1,776 million. In US dollar terms, revenues declined 2%.
The decrease was primarily due to a reduction in volumes and cli-
ent activity. However, our cash equities exchange market share
was slightly up on 2010.

Derivatives and equity-linked revenues were CHF 1,035 million
compared with CHF 1,580 million. Within derivatives, revenues in
Europe, the Middle East and Africa declined and more than offset
higher revenues in Asia Pacific and the Americas. In addition, trad-
ing revenues were impacted by ongoing market volatility. In equi-



ty-linked, revenues declined due to lower valuations and volumes
as well as reduced primary market activity, which impacted the
secondary markets.

In the prime services business, revenues declined 3% to CHF
1,009 million, reflecting the Swiss franc appreciation as the ma-
jority of our balances are US dollar denominated. In US dollar
terms, revenues were up 15% as a result of improved securities
lending revenues.

Other equities revenues were CHF 175 million compared with
CHF 77 million, mainly due to the abovementioned revised alloca-
tion of risk management premiums. Proprietary trading reported
positive revenues, though these were lower than in 2010.

Fixed income, currencies and commodities

FICC revenues decreased 6% to CHF 4,761 million in 2011 from
CHF 5,064 million in 2010, primarily due to the strengthening of
the Swiss franc. In US dollar terms, revenues increased 11%.

In credit, revenues decreased to CHF 1,613 million from CHF
2,262 million in 2010, primarily due to mark-to-market losses in
the flow business. Concerns surrounding the eurozone and the
global economic outlook significantly impacted market volatility,
liquidity and client activity, resulting in challenging conditions for
flow trading, partly offset by an improved performance by credit
solutions.

In macro, revenues rose to CHF 2,886 million from CHF 2,369
million in 2010. Revenues increased across all interest rates busi-

ness lines. Foreign exchange benefited from market volatility in
the second half of 2011 and from the contributions of our new
e-trading platform. Non-linear interest rates reported a turn-
around from negative to positive revenues in 2011.

Emerging markets revenues decreased to CHF 389 million from
CHF 558 million, as increased foreign exchange revenues were
more than offset by lower revenues in credit and rates. Latin
America saw an improvement in revenues whereas both Asia and
Europe reported a decrease.

Other FICC revenues including funding and hedging costs
were negative CHF 129 million in 2011 compared with negative
CHF 126 million in 2010. In 2011, we recorded positive debit
valuation adjustments of CHF 244 million on our derivatives port-
folio compared with positive debit valuation adjustments of CHF
155 million in 2010, as UBS's credit default swap spreads wid-
ened in both periods. This improvement was more than offset by
higher fund